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PURPOSE 
The International Bureau of Fiscal Documentation was founded in 
1938. For reasons of organizing character this Bureau is‘established as 
a separate foundation according to Netherlands law. The Bureau is a 
scientific, independent, non—profit making, non-political foundation 
of which the purpose is defined in the articles as follows: 

(Art. 2) The Foundation, International Bureau of Fiscal Documenta- 
tion, established as a foundation of the International Fiscal Associa- 
tion (hereinafter referred to as I.F.A.) shall strive towards a fruitful 
cooperation with the I.F.A. 

The objectives of the Foundation are to set up and maintain an inter— 
national documentation bureau for the purpose of disseminating in- 
formation 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 luc- 
ratif et sans objet politique, dont le but est défini dans les statuts 
comme suit: ‘ 

(Art. 2) La Fondation, Bureau International de Documentation Fis- 
A 
cale, instituée comme fondation de l’Association Fiscale Inter- 
nationale (ci-aprés désignée I.F.A.) s’efforcera d’établir une coopé- 
ration fructueuse avec l’I.F.A. 
Les objectifs de la Fondation sont d’établir et assurer le fonctionne— 
ment d’un bureau de documentation international dans 16 but de dif- 
fuser des informations concernant Iii législation fiscale et l’application 
des lois fiscales, et de faire progresser la recherche en matiére d’impo- 
sition.



(Art. 3) The Foundation shall endeavour to achieve these objectives: 
a. by setting up a library of tax legislation, together with relevant 

books, journals and other publications; 
b. by supplying detailed and general information; 
c. by allowing_.fihe inspection of works acquired by the library, with 

the permission of the director and subject to the conditions im- 
posed by him (which may also be of a financial nature); 

d. by producing publications; 
6. by cooperating with the publications of others; 
f. by all other lawful means.

' 

In close cooperation with the LEA. , and with the aid of expert cor- 
respondents throughout the world, the Bureau acquires as much in- 
formation as possible in the field of international and comparative tax 
law. The Bureau is thus able to supply data (but not advice) on 
specific tax problems. A fee, necessary for the maintenance and ex— 
tension of the Bureau, is charged on a time/cost basis. The Bureau has 
published several series of monographs including “Selected Monog- 
raphs on Taxation” (a joint venture with Harvard Law School, Inter- 
national Tax Program). 

The Bureau also publishes European Taxation, a monthly journal on. 
the tax systems of Europe. Tax News Service, published twice per 
month, provides rapid information on world—wide tax development. 
Supplementary Service to European Taxation is a loose-leaf reference 
work. ' 

.

' 

The loose-leaf series Guides to European Taxation comprises “The 
Taxation of Patent Royalties, Dividends, Interest, in Europe”, “The 
Taxation of Companies in Europe”, “.The Taxation of Private Invest- 
ment Income”, “Value Added Taxation in Europe” and “Taxation in 
European Socialist Countries”. 

The loose-leaf series Tax Treaty Guides comprises “Handbook on the 
U.S.—German Tax Convention” and “Handbook on the Dutch—Ger- 
man Tax Convention” (in German). The Bureau has also published- 
four other reference works, Corporate Taxation in Latin America, 
African Tax Systems, TaXes and Investment in the Middle East and 
Taxes and Investment in Asia and the Pacific. 

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

avec les livres s’y rapportant, des revues et autres publications; 
b. en communiquant des informations détaillées et générales; 
c. en permettant l’étude des travaux acquis par la bibliothéque, avec 

la permission du directeur et sous les conditions imposées par lui 
(qui peuvent étre de nature financiére); 

d. en éditant des publications; 
6. en coopérant 51 la publication des autres; 
f. ‘par tout autre moyen légal. 

Par une coopération étroite avec l’IFA et avec l’aide de correspon- 
dants '21 travers le monde, le Bureau rassemble toutes les données pos- 
sibles en matiére de droit fiscal international et comparé. De cette 
fagon, le Bureau est a méme de fournir des renseignements, mais non 
des avis, concernant des problémes fiscaux spéciaux. Des honoraires, 
nécessaires au maintien et 2‘1 l’expansion du Bureau, sont demandés 
en fonction du temps nécessaire et du cofit. Le Bureau a publié un cer- 
tain nombre de monographies dont dcs monographies sur la fiscalité 
(études réalisées en association avec Harvard Law School, Interna- 
tional Tax Program). ' 

Le Bureau publie aussi European Taxation, revue mensuelle sur les 
systémes fiscaux européens. Tax News Service, publié deux fois par 
mois, donne une information rapide, z‘i l’échelle mondiale, dc tout ce 
qui touche 2‘1 la fiscalité. Supplementary Service to European Taxation 
est un (Suvrage de référence présentée sous feuilles mobiles. 

Guidesvto European Taxation, également une publication sous feuil- 
les mobiles, comprend “The Taxation of Patent Royalties, Divi- 
dends, Interest, in Europe”, “The Taxation of Companies in 
Europe”, “The Taxation of Private Investment Income”, “Value 
Added Taxation in Europe” et “Taxation in European Socialist 
Countries”. ' 

Tax Treaty Guides, une autre publication sous feuilles mobiles, com- 
prend le “Handbook on the U.S.—German Tax Convention” et le 
“Handbook on the Dutch—German Tax Convention” (en langue al- 
lemande). Le Bureau a également publié, Corporate Taxation iri 

Latin America, Syste‘mes Fiscaux Africains, Taxes and Investment in 
the Middle East et Taxes and Investment in Asia and the Pacific, ouv— 
rages d’information sous feuilles mobiles. 
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The Financing of the Southern Region 
and other Regional Governments of the Sudan 
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I. INTRODUCTION 
The Southern Region of the Sudan was given a high degree of autonomy in 
1972, as a move to end the seventeen—year civil war. The Southern Region 
(SR) has its own elected assembly, cabinet, and president, who is also Vice 
president of the Central Government. Most governmental functions in the . 

South, other than 
V 
defense, foreign relations, and services of a national 

character, such as the post office, were given to the SR government. The SR is 
relatively isolated from the rest of the country, and differs sharply in other re- 
spects; it is primarily non-Moslem, with English,.not Arabic,’as the common 
language. The semi-subsistence typically tropical agriculture, the basis of the 
livelihood of most of the population, contrasts with the irrigated and dry land 
mechanized farming of Ehe rest of’the country. 
It is the purpose of this paper to review the methodsof financing of the SR, 
and the significance that this financing may have for the newly-created (De- 
cember 1980) regional governments in the rest of the country. 

* The authors are Professor of Economics and 
Professor of Agricultural Economics at the Univer- 
sity of Illinois, Urbana. They are indebted to the of- 
ficials of the government of the Southern Region of 
the Sudan for their assistance, and particularly to 
Dr. David Bassiouni, Director General of Agricul- 
ture of the Southern Region. 
This paper is based upon a study of the financing of 
agricultural development projects in the Southern 
Region for the government of the'Southern Reg- 
ion, under World Bank auspices in 1980, and addi- 
tional study in Khartoum in 1981. 

4 © 1982 International Bureau of Fiscal Documentation - BULLETIN



II. THE TAX SYSTEM OF THE 
CENTRAL GOVERNMENT 

The financing of the subordinate units in a Federal sys- 
tem must be considered in the light of the central govern- 
ment tax structure. A brief review will suffice. Table 1 
provides the figures for 1979/80 and the revised budget fi- 
gures for the 1980/81 fiscal year (ending June 30, 1981). 
The relative figures have not changed greatly over the 

' last decade. There are several significant features. The 
relative reliance on direct taxes is one of the lowest in the 
world, even among developing countries. The percen- 
tage reliance on customs duties is very high by present 
day standards, nearly half of the revenue raised from this 
source. The figure is, however, somewhat misleading, 
since imports by government, which constitute about 
half of the total, are subject to the duties. 
A few major characteristics of the tax system can be sum— 
marized. 

A. Direct taxes 

The direct tax system is schedular; the most important 
revenue element is the business profits tax, applied to all 
businesses, corporate and noncorporate. The rate 
ranges from 15 to 60% on resident individuals, 25 to 60% 

. 
on corporations and nonlresident individuals. The per- 
sonal income tax, collected largely through withholding, 
applies only to wage and salary incomes, with rates from 
15 to 70%., and a flat LS 1,000l exemption regardless of 
family size. Wives are treated as separate taxpayers. The 

other two elements in the income tax structure, land rent 
(taxed at the same rates as business profits) and capital 
gains, with rates ranging from 5 to 25% (40% on limited 
companies), are of minor revenue importance. 

B. Indirect taxes 

1. Customs duties 
The tariff is very complex, with over 25 ad valorem rates 
and a number of specific rates. The basic rate is approxi- 
mately 40%. Exemptions are very limited, to medicine, a 
few foods, and some items used in farming. 

2. Excises 

There is an unusually wide range of excises—33 as of 1981 
— applying to most domestic production, with compen—_ 
sating levies on imports, called consumption duties, on 
five major commodities. The majority of the excises 
have ad valorem rates, but some are specific. 

3. Development tax 
In 1974-75 the government introduced a general sales tax 
at the manufacturing level, calleda development tax. 
The rate is currently 5%. Exemptions are Very limited, 
although'unp‘rocessed foods are not reached. At times 
the levy has applied to imports as well, but not currently; 
it does apply to exports, an unusual policy. 
There is also a 10% tax on specified services, including 
hotels and restaurants, called a sales tax. ~ ,5; r" ". . 

TABLE 1 

Current revenue sources, Democratic Republic of the Sudan 
1979/80 — 1981/82 

Revenues, millions of LS Percentage of total tax revenue 

1979/80 1980/81 1 1981/822 1979/80 1980/81 1981/82 

Direct taxes 79.8 100.0 130.0 
' 

' 

17 1i 16 
Indirect taxes: 

4 ‘ 

Customs duties 3 2292 7 

254.7 38140 48 
I 

44 48 
Excises 4 100.3 122.5 182.2 21 21 23 
Development (Sales) tax 36.5 33.0 45.0 8 6 

I

6 
Sales ((Services) tax —- 2.0 50 — neg 1 

Sugar monopoly 20.2 0 O 4 -— 0 
Total indirect ‘ 392.8 5 412.2 613.2 8‘. 71 78 
Export duties 9.7 66.0 54.0 2 12 6 

' 

Total taxes 482.3 578.2 797.2 100 100 100 

Nontax revenue 106.9 118.4 251.0
' 

Total current revenue 582.5 
_ 

756.6 1048.0 

Revised budget figures. 
Budget figures. 
Including defense tax and exchange fund. 
Including consumption duties and stabilization fund excise. 

WPWNT“ 

Including miscellaneous‘ 

Source: Sudan, Ministry of Finance and National Economy, 

1‘ ILS = $1.25. 
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4. Export duties 
' 

There is a substantial list of export duties, all with ad val- 
orem rates, most between 5 and 15%. The major one, 
revenue wise, on cotton was eliminated in 1980 to in- 
crease cotton exports. 
The tax system has undergone little basic Change for sev- 
eral decades, apart from the'introduction of the develop- 
ment tax. ~ 

III." THE SOUTHERN REGION (SR) 
The SR contains about 650,000 square kilometers, about 
one-fourth of the total area of Sudan, and is somewhat 
larger than Kenya. The population is about three and 
three-fourths million, about one—fifth of the country’s 
total population. The per. capita income 'data in the 
Sudan are by 'no means accurate; the figure for the South 
is estimated to be $ 150, or one-third the aVerage for the 
entire country. The South is highly dependent on agricul— 
ture, including livestock. Most cultivation is semisubsis- 
tence, with shifting cultivation comparable to that of 
tropical Africa. Rainfall is adequate without irrigation. 
Dura, a form of Sorghum, is the most important food 
crop, plus maize,'millet, groundnuts and sesame. Cur- 
rently there is little production of previous export crops: 
cotfon, coffee and tobacco. ’ '

- 

Recurrent expenditures of the SR'government are made 
for a number of purposes: the largest items are education 
and agriculture and natural resources, ’each 13%, of the 
total, followed by roads, health and welfare, a’nd'general 

administration. The provinces of‘the Region: there are 
currently six — concentratetheir activities on education, 
.health and welfare, and prisons, which together account 
for about 80%0f their total spending (1980). In the de— 
velopment budget, agriculture and health are the major 
items (each 17%), followed by communications and . 

roads. The development budget totals are typically far in 
excess of the actual amounts spent, which are restricted 
by availability of funds. At the provincial level, agricul- 
ture, industry, and transportation are the chief elements 
in the development- budget, agriculture alone reaching 
nearly 50% in Western Equatoria province. 

A. The financing of the Southern Region 
Table 2 shows the overall recurrent budget data for 1980/ 
81.; grants from the Central Government constitute two— 
thirds of the total. In other words, the SR is far from 
being autonomous in terms of financing its activities. 
The tax structure of the SR government is very complex. 

m There are three distinct types of levy: 

B.‘ Taxes imposed by the Central Government, but 
collected by the Regional Government and re- 

‘ 
tained for its’ own use ‘ ' 

These consist of the income taxes plus the stamp duty. 
For a time the provinces collected the business profits tax 
on small firms and retained the revenue; in more recent 
years SR government has collected the tax. 

TABLE 2 

Summary of the recurrent budgets of .the Government of the Southern Region of the'Sudan in LS,
I 

1977/78 — 1980/81* ,

' 

1977/78 
Recurren expenditures: 

Own recurreht expenditures 23,393,680 
Transfer to development budget 2,400,000 
Transfer to the provinces 8,935,460 

Total 
' 

34,629,140 

Recurrent revenues:
. 

Tax revenue 8,427,400 
Nontax revenues 5,601,140 ' 

Total, own revenue ' 

b 
14,028,540 

Grants from Central Government 1 20,800,000 
Total 

' 

34,828,540. 

1. Including funds transmitted to the provinces. 

1973/79 1979/80 1980/81 

28,138,624 ‘ 34,236.068 38,203,407 
2,500,000 2,500,000 2,500,000 
9,300,000 

. 
19,800,000 20,707,000 

39,939,624 56,536,068 61 ,410,407 

11,412,000 14,370,700 15,053,700 
5,026,624 6.165.368 6,356,707 

16,438,624 20,536,068 21,410,407 
23,500,000 

' 

36,000,000 40,000,000 

56,536,068 61,410,407
‘ 

39,938,624 

* 
. Source: Democratic Republic of the Sudan, Southern Region, Budget Speeches, respective years, 1977/78—1 980/81. 

7 

C. Taxes imposed and collected by the Central Government but the revenue shared with the SR 
MOst are indirect taxes, but customs duties are not' 
shared:

6 

a. Excises. The revenue of three excises, cigarettes, 
» beer and liquor, are shared with the SR, on the basis of 
destination. These are collected at the factory. 

b. Consumption duties, the counterparts of certain ex- 
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cises on imports. The revenue of these is shared with the 
SR government on'the basis of destination of the goods. 

x... 

c. Export duties, on goods exported from the .813 to 
foreign co'untries. As such exports are now negllglble, 
this is not a significant source of revenue. 

D. Taxes imposed. and collected by the Southern 
RegionGovernment 

The SR government has imposed a large number. of 
taxes, which yield nearly ha_lf of its total tax revenue. , 

a. Surcharge on imports. When the Central Govern- 
ment removed comparable taxes in 1979-80, the SR im— 
posed a 10% surcharge on imports into the region from 
other countries, collected by SR personnel at the borders 
(most of the imports come in via Kenya or Uganda, and 
some from Zaire). Ultimately the plan is that this tax will

' 

be collected by Sudan Customs. 
b. A number of separate levies called development 
taxes. ‘ 

1) On incomes, with rates from 1 to 11%, collected by 
the SR government in conjunction with the income 
tax. Most is collected from employers monthly. 
On license holders, as for example on motor vehi- 
cles, LS 1 a year. 

2) 

3) On profits of government corporations, 5%. The tax 
yields little, as most are not profitable. . 

Taxes upon the sales of a number of commodities and 
the provision of services: - 

i) Sugar — 5 piastres (p)2 per rottle, paid to the tax 
office to obtain‘ a certificate to buy sugar. Sale of 

3 "‘='*st'1g-ar is controlled. ‘ 
’ 

‘ 3"” '1 

ii) Petrol and diesel fuel — 5p. per gallon; collected 
from the seller. ' 

r s '
- 

iii) Telegrams — 5p. each. 
iv) Hotels —10%. 
v) Airport embarkation — LS 1. 
vi) Dates — LS 20 per bag (100 kg)? 
vii) Sale of products of mechanized farms: from 

Renk, dura (10p. per sack), sesame (50p. per 
sack); from Aweil, rice, grade 1, LS 3 per sack, 
grade 2, LS 2, grade 3, LS 1. 

viii)Cigarettes, which are produced at the Haggar 
cigarette factory in J uba, 2 p. per 10 cigarettes. 

ix) Taxes on certain imports: 
Vehicles — LS 35 on autos,-LS 25 on heavy vehi- 
cles. 

' 
’ 

- 

A _, 

Miscellaneous appliances — LS 5 to LS 20 each. 
Liquor — LS 1 per half litre. \ 

Coffee — LS 150 per ton. 
.Tea — 8 p. per kg. 
These are collected at the border points, by the 
SR tax offices, with cooperation of the police and 
customs guards, with an attempt to catch goods 
smuggled in, as for example,'at Yei, coffee from 
Zaire. Tax applies regardless of final destination. 
Crocodile skins, 5p. perjnch. . 

-

. 

Exports from the SR to foreign destinations: 
Fish. ' ‘ 

Salt. 
Soap. 
Edible oil. 

4) 

x1) 
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Ready made clothes. 
Dumuria and dabalan 
factory price. 
Utensils. 
Onions. ' 

Aspro (aspirin), 20% factory price. 
Bicycles and parts, 20% of export price. 

(types of tektiléé), 20% 

These are collected at border points on locally
' 

produced or imported goods wh'en reexported. 
xii) Road tolls, 0n entrance into the Sudan of foreign 

registered vehicles. Present rates: truck, LS 35, 
,with trailer, LS 70. Much of the revenue is col- 
lected in Nairobi on departure of the trucks for 

> 

the Sudan. .

' 

xiii)Contracts, made in the SR by firms located 
elsewhere and not subject to profits tax, LS 100 
to LS 200 per LS 10 million. 

c. Purchase tax on second hand motor vehicles. 
(1. Share of the profits of the sugar monopoly, Classified 
as a tax, based upon total consumption of sugar in the SR 
as ‘a percentage of the national total (4%), remitted by 
'the Cefitral Government. 
Other taxes have been used in recent years. UntilA1980/‘ 
81 a 5% tax was applied to the Construction cost of new 

' Central Government capital projects in the SR; this was 
eliminated in .the, belief that it was hampering develop- 

' meht. Until 1979, an education tax was imposed as a sup- 
plement to the tax on wages and salaries and license hol- 
ders (comparable to the present development tax). This 
had replaced school fees, which were believed to be re- 
stricting school attendance. 
.The'governmeht h'aS‘fjlafinefl‘fifiléfiififfifi apply’to'ldc'film 
manufacturing and to goods brought into-the SR and re- 

. sold, on the pattern of Kenya’s manufacturers sales tax. 
But implementation has been delayed because of con- 
cern about administration. 
Table 3 provides an overall picture of taxes and other 
nongrant revenues of the SR government for recent 
years. Table A-1 in the appendix provides a detailed 
breakdown of expected revenues by individual tax. As 
these tables show, over 40% of the tax revenue is col- 
lected for the SR by the Central Government. The most 
important tax revenue sources are the personal income 
tax; the share of Central Government excises and con- 
sumption duties; the surcharge on imports and exports, 
now locally collected but to be centrally collected; the 
personal income tax and the development tax on wages 
and salaries; the tax on sugar; and the profits of the sugar 
monopoly. Another major hoped-for source'is addi- 
tional revenue arising from revision of Decree 39, which 
allocated various taxes to the SR, to give the latter a 
share of excise taxes on additional commodities. 
By usual definitions, about 17% of the total revenue 
other than grants is derived from direct taxes; the re- 
mainder from indirect. Since the Central Government 
revenue from direct taxes is 17% of its total tax revenue, 
on the whole in the SR the direct lévies are‘providing less 

- than 20% of the tqtal tax revenue. 

2. 100p. = LS 1.



TABLE 3 

Major budgeted tax and other OWn-source recurrent revenues, Government of the Southern Region of the Sudan 
1978—1 981 * ‘ 

SW13” Ls Percentage from each source 3 

1977/78 
‘ 

1978/79 1979/80 1980/81 1977/78 1978/79 1979/80 1980/81 
Levied by Central Government: 

Collected by Regional Government 
Personal incomé tax 

. 

' 700,000 880,000 1,350,000 1.350.000 8.9 7.8 
_ 

9.5 9.1 
Business profits tax . 200,000 280,000 280,000 280,000 1 2.5 2.5 2.0 1.9 
Land and rental income tax 10,500 21,000 21,000 21,000 0.1 0.2 01 0.1 
Capital gains tax 15,000 18,000 18,000 18,000 0.2 0.2 0.1 

, 0.1 
Stamp duty 45,000 120.000 125.000 . 125,000 0.6 1.1 09 0.8 

Total 
~ 

970,500 1,319,000 1,794,000 1,794,000 12.3 117 12.7 121 

Levied by and collected by Central Government? 
Revenues to Regional Government 

Excise duties 1,700,000 1,100,000 1,100,000 1,100,000 21.6 9.7 7.8 74 
Consumption duties 400,000 580,000 580.000 580.000 5.1 5.1 4.1 3.9 
Export duties 6.000 5.000 6,000 6,000 0.1 0.1 neg. neg. 
Surcharge on imported gbods 4 — — — 2,300,000 — — — 15.6 
Expected revenue from revision of . 

presidential Decree No. 39 ‘ — 2,500,000 2,500,000 2,500,000 — 22.2 17.7 16.9 
Total 2,106,000 

V 

4,186,000 4,186,000 6,486,000 26.8 37.1 29.6 43.9 

Levied and collected by Regional Government; ‘

‘ 

' General Regional services and development tax 2,700,200 3,610,000 6,010,500 5,135,500 34.3 32.0 42.4 34.8 
Sales tax 

_ 

' 

240,000 240,000 240,000 240,000 3.1 
V 

2.1 1.7 1.6' 
Purchase tax, used motor vehicles 6,000 6,000 6,000 6,000 0.1 0.] neg. neg. 
5%' tax, profits of public corporations 20,000 20,000 20,000 20,000 0.3 0.2 0.1, 0.1 
5% tax, initial construction, new Central 

. 

‘

_ Government ' 

812,000 812,000 812,000 repealed 10.3 7.2 5.7 — 
Miscellaneous 12,000 12,000 112,000 12,000 _0.2 0.1 071 0.1 

Total 3,790,200 4,500,000 7,100,500 5,413,500 48.2 4_1,6 50.1 36.6 
Share, profits on sugar production 2 1,000,000 1,080,000 1,080,000 1,080,000 12.7 96 7.6 7.3

' 

Overall total, tax revenue 7,866,700 11,285,000 14,160,500 14,773,500 
‘ . 

Development charges and fees 5,601,140 5,026,624 6,165,368 6,356,707 
Miscellaneous 560.700 127,000 210,200 280,200 
Total non-grant recurrent revenue 16,438,624 21 ,410,407- v 14,028,540 

1. Total LS 700,000; LS 420,000 by provinces; 
2. Included with tax revenues in the accounts, though not a tax‘ 

20 ,536 ,068 

3. Totals of tax revenue sho_wn in the budget messages include items shown as miscellaneous revenue in this table: thelfigu’res shown in the budget mes» 
sages are: 1977/78 — LS.8,427,400; 1978/79 — LS 11,412,000; 1979/80 — LS 14,370,700; 1980/81 —- Ls 15,053,700. 

4. Currently collected by the SR Regional Government. * 

Expenditures for Current Budget, 1980/8 7. 
Source: Democratic Republic of the Sudan, Southern Region, Annual Budget Speech for respective years; for 1980/81: Estimates of Revenues and 

E. Budgeted vérsus actual recéipts 

A major deficiency in the statistics is the lack of availabil- 
ity of actual revenue collected by fiscal year from various 
tax and nontax sources; the figures shown in Table 3 are 
the budget estimates. In the budget speeches, actual col— 
lections are shown up to May 1. Table 4 shows the budget 
figures for the three years 1977/78 through 1979/80, the
8 

actual amounts collected, as of May, and these actual 
collections projected by the authors of this paper 
through June 30 by simply adding one-fifth. Data are not 
available to do this by individual tax. It is obvious that 
much of the shortfall is due to the failure to obtain addi- 
tional excise revenue on the basis of revision of Presiden- 
tial Decree 39. The shortfall in the actual collections of 
nontax sources (fees, charges, etc.) is about as great as 
that on taxes. 
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F. Tax administration 

Tax administration in the SR is in the hands of the Tax 
Department, in the Ministry of Finance and Economic 
Planning. There is a junior staff of 98 (1980) secondary 
school graduates, with the primary task of identifying 
commodities and making collections. Their training is 
provided in Juba (the SR capital Elementary accoun- 
tancy instruction is provided at the Regional Accounting 
Training Center in J uba, established to provide this type 
of training for a number of government agencies. The 
senior tax staff, 20 in 1980, consists of university 
graduates, many with their degrees from the University 
of Nairobi. SeVeral have been sent abroad for training, 
and the Head of the Tax Department has been seeking to 
find more'satisfactory places for training. 
Local tax offices are located at Renk, Wau, Malakal, 
Juba, Rumbek, Aweil, Yambio, Yei, and Kapoeta. 
The Tax Department operates under serious difficulties: 
the lack of communication with the local offices, long 
distances, poor roads and shortage of motor fuel, in- 
adequate background and training of personnel of the 
junior staff, and the lack of data processing facilities. 
Our general reaction is that the top level personnel are 
competent 'and have excellent ideas of what should be 
done but lack the means to implement the administration 
of the taxes effectively. 

TABLE 4 
Relationship of regional budget and actual revenues from own 
sources, Government of the Southern Region of the Sudan, 

1977-1980 * 

Sudan LS 
Budge t Collected Collec tions Percen t of 

v estimate to May 1 projected projected to 
t J l 1 h f' 

1977/78 
- 

o u y udget Igure 

Taxes 8,727,400 5,219,866 6,263,839 72 
Nontax revenue 5,601,140 973,995 1,168,794 21 

Total 
I 

14,328,540 , 6,193,861 7,432,633 52 

1978/79
V 

Taxes 1 1 ,412,000 5,691 .293 6,829,552 60 
Nontax revenue 5,026,624 1,742,952 2,091,542 42 

Total 16,438,624 - 7,434,245 8,921,094 54 

1979/80 

Taxes 14,370,700 4,438,285 5,325,942 
' 37 

Nontax revenue 6,165,368 1,888,910 2,266,692 37 

Total 20,536,068 6,327,195 7,592,634 37 
at Source: Democratic Republic of the Sudan, Southern Region,Annua/ 

Budget Speeches 1977/78. 1979/80, 1980/81. ‘ 

TABLE 5 
Percentage distribution of budgeted provincial revenues, 

Government of the Southern Region of the Sudan; W __ 

197959.1980/81}
’ 

Province mYear Percentage of own revenue from Percentage of total 
expenditure covered by 

Business profits Import and Licenses Fees and Own reveneues Grants 
tax 

' export levies other 

Bahr el Ghazal 1979/80 129 21.5 2.8 
I 

62.7 15.3 84.7 
1980/81 ' 12.2 , 13.5 3.2 69.7 12.0 82.0 

Jonglei 1979/80 8.8 — 1.9 89.3 4.6 95.4 
1980/81 7.7 — 3.5 88.8 * 4.3 95.7 

Lakes ~ 1979/80 4 9.5 — 21 87.2 
V 
5.8 94.2 

* 1980/81 95 — 1.9 88.6 5,0 950 
Upper Nilev 1979/80 193 — 3.8 76.9 . 12.4 87.6 

_ 1980/81 20.1 — 4.0 75.9 10.1 89.9 

Eastern Equatoria 1979/80 20.6 . 
—- 11.7 67.7 14.6 85.4 

1980/81 19.2 -— 9.2 71.6 11.6 82.4 

Western Equatoria 1979/80 
’ 

13.9 4.5 4.6 77.1 7.4 92.6 
' 1980/81 13.9 2.3 5.6 78.3 5.1 

' 94.9 

Total 
, 

1979/80 16.3 6.2 5.6 71.8 11.0 89.0 
1980/81 15.7 3.9 5.3 75.0 - 8.8 

‘ 

91.2 

* Source: Data in Table A-2. 

G. Provincial revenue sources 

Table 5 shows the percentage distribution of the. rev- 
enues of the six SR provinces by source, and Table A2 
the actual figure. 
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The provinces expected to rafse, in 1980/81, approxi- . 

mately LS 525,000 from taxes, LS 140,700 from 
licenses, and LS 2,004,450 from charges3 and other own- 
3. This includes a “shadow element" of LS 750,750 of charge revenues of the 
Mechanical Transport Department for other governmental agencies.
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sources. They receive a total of LS 159,293,000 from the SR government, most of which is provided by the Cen— 
tral Government. '

' 

Their major own tax source is‘ the business profits tax. 
Bahr el Ghazal and Western Equatoria impose import 
and export taxes on farm products, thus compounding 
still more the emphasis on these levies. Otherwise, the 
provinces collect only license taxes and miscellaneous 
charges and fees. They thus have only a véry limited de- 
gree offinancial autonomy, much less even than the local 
governments. The provinces and the local councils have 
been unable in recent years to collect more than half of 
the budget revenues and thus their actual own-collec— 
tions are much lower than the budgeted figures.4 

H. Local government taxes 
There are two types of local councils, urban and rural, 
and the tax sources differ somewhat: ‘ 

1. Social services tax. This is by far the major local tax 
from a revenue standpoint, yielding 64% of local council 
revenue. This is a poll tax, levied on all adult males, the 
rate varying by. council area, and even by ethnic group 
within a council area. 
2. Gibana, the tax on the sale of agriéultural products 
in local markets. » - - 

3. 
" 

Rates, used primarily by the town councilsfimposed 
on the Value of real property. ‘ 

In addition revenue is received from licenses on traders, 
sellers of liquor, bicycles, and health-related activities 
(e.g., slaughter houses). Serious questions' have been.‘ 
raised about the effectiveness of collection of these 
taxes. The percentage distribution of the revenues is 
shown in- Table 6, the detailed figures in table A-3.

_ 

TABLE 6 

- Relative distribution of expected revenues by source, 
local councils, Government of the Southern Region 

of the Sudan, 1980/81 * 

Percentage of total Township Rural Total 
revenues from fecal . local 

councils councils 

Tax es 52 53 53 
Licenses 13 4 v 5 
Fees, rents 31 

> 

‘ 15 ‘ 17 
Province 4 28 25 

' Total 100 100 100 

Percentage of tax revenues from 

Social services tax (Poll) 
n 

17 ' 7O ' 64 
Gibana (Sale of produce) 20 . 16 16‘ 

Rates 
' 

. . , 27 ' 9 11 
Other 36 

_ 

5 
V

9 
Total ~ 

' 

~ 100 3.100 , 100 

* Source: Data in Table A—3. 

10 

r, ally, by taxes and charges. 

In addition the local councils receive substantial grant 
funds, about 25% of total revenues, from the Central 
and SR governments. 

I ‘ 

‘ ' 

For the p’rovincesand the local councils cdmbined, ih 
1977/78-1979/80 the total revenue sources Were as fol— 
lows: . . . 

.

{ 

Expénditures Own revenues Perbeht from 
L8 000 

> 

L8 000 - bwh sourbes 
1977/78 ‘ 15,671 

; 

- 37,307 ‘ 46 
I

I 

1978/79 17.241 7,418 ‘ 

_ 
43 , 

1979/80 29,990 ’ 7,143 
_ 

23 

S‘ource: Democratic Repub_lic of the Sudan, Southern Regioh; People’s_ 
Executive Councils, Anhual Budgets for Fiscal Year 7980/87... 

I. Overall} recurrent budget picturé in the Southern 
Region -

v 

The overall recurrent budget picture for 1980/81 includ— 
ing SR government, provincial, and local revenues and 
expenditures, but excluding expenditures from donor 
financing, is shoWn in Table 7. * 

Thus the total recurrent government expenditure by the SR government and its subordinate units was projected 
to be LS 683 million‘in the 1980/81 fiscal year. Of this, LS 40 million was received in grants from the Central 
Government, while LS 28.5 million was to be raised loc— 

The. estimated per 'capita GNP in the SR is $150 'or 
LS '120; .thus the tdtal GNP, assuming a population of 4 
'million, is LS 480,000,000. Thus the total taxes and 
charges constitute 6% of GNP, or taxes alone about 4%. When it is considered that the heavy Central Govern- 
ment customs duties and other indirect levies are, also 
borne to some degree in the SR, the percentage collected , 

in taxes does not appear to be extremely low by compari: 
' son with other LDCs, given the low incomes and unde- 

‘ veloped state of the economy.
3 

TABLE 7 

Overall recurrent budget summary, Southern 
Region of the Sudan, 1980/81 * 

'MiI/ions of Sudan LS 
Revenue; 7‘ 

L Grants Total 
own sources received ~e'xpenditurex1

. 

Southern Region Government 21.4 400 
V 

61.4 
Provinces 2.7 29.7 ' ' 32.4 
Local councils I ' 

> 

44 1.3 5.7 

Total 28.5 71.0 995 
Less duplication I — 31.0 31.0 

Net 28.5 40.0 
. 

.683 
* Source: Data in Tat-ales 1,A<2 an'd A8. 

I _ 

1. Including transfers to other units and to development budget ‘ 

4. The financing problems of the provinées and local'govemmenls wére 
stressed in the Budget Speech of the Minister of Administratign, Police~ and 
Pn'sons of the Southern Region for 1980/81. 
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J. Evaluation of the reVenue system 
As noted the SR government is highly dependent upon 
funds provided by the Central Government. In the 1980— 
81 fiscal year, if all budget funds were .received, the 
grants from the Central Gomrnment would have pro— 
vided 65% 0f the recurrent budget and 85% of the de- - 

- velopment budget. Furthermore, nearly half of the SR’s 
tax revenues are collected for it by the Central Govern— 
ment. 

_ 
At times at least, the Central Government has 

been lw‘to remit these funds to the SR, creating a 
liquidity crisis. But the more serious problem is that the 
tax'es involved are indirect taxes, with the intent that the 
SR’s share depend on the destination of the taxed goods 

.in the SR..But at the time of importation or sale by the 
factory,.the.ultimate destination is often now known, or 
even if it is,,it may not be reported accurately, especially, 
in View of the SR’S import surcharge. The same problem 
arises with the profits of the sugar monopOIy.

' 

For its own source, the SR government has imposed a 
large number of separate taxes, many of them with nomi- 
nal- yield, and many related to either import or export 
transactions.'This is a' consequence of the difficulties of 
implementing broad based taxes and the very limited po- 
tential tax‘base that does not involve either import or ex- 
p'ort activities. But there are several limitations: 
a) Without “fiscal frontiers,” that is,'control points at » 

the borders with the remainder of the country, it is 
difficult to ensure appropriate collections. Smuggl- 
in g appears to be relatively widespread, further com- 
plicating collections on foreign imports or exports. 

' b) The use of a large number of separate taxes inevita— 
bly complicates application of the taxes and produces 
arbitrary borderlines between'taxable and non-tax— 
able goods. V

' 

7 c) The taxes upon exports can easily discourage domes— 
tic production for export. Such production is only 
nominal at. present, but hopefully it will increase. 
The general objection to export taxes is well known. 

d) The surcharge on imports and the other taxes on im— 
ports encourage firms importing into the Sudan or 
producing in the north for shipment to the SR to mis: 

’ state destination. 
6) Taxes on products of basic consumption, such as 

dura, tend to burden the urban poor — a feature that 
can be questioned on equity grounds. 

. Taxes on manufactured goods produced in the SR or sold 
subject to controls (gasoline, sugar) or on service_s_are 
much more satisfactory. 

K. Potential for additional tax-révenue
’ 

» The potential for additional tax revenue in the SR, to les- 
sen dependence on the Central Government and to fi— 
nance continuation of various agricultural development 
projects and other activities now financed by donor 
groups, is not substantial. The inherent problem is thht 
the SR is a very undeveloped area compared to much of 
Tropical Africa. Semi-subsistence agriculture domi- 
nates, and commercial activity is limited. Any significant 
increase in tax base, unless significant oil discoveries are 
made, can occur only with increased production for the 
market and for export, including processing of agricul- 
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turgil product-s, production of beer, cigarettes, and other 
art1cle§ of Widespread. consumption, and increased im- 
portatlon of consumptlon goods. These changes, in turn, 

’ 

require, more-than anything else, improved transporta- 
tion and communication. It would appear that the prim- 
ary immediate constraint on development in the SR, and 
thus increase in tax capacity, is the isolation and in- 
adequate infrastructure. Improvements in these, some 
beyond the control of the SR government, are the most 
urgently needed steps toward economic development 
and greater-revenues. 
Meanwhile,. it should be possible to simplify the tax 
structure, reducing the number of separate taxes and les— 
sening the heavy reliance on taxes related to imports and' 
exports. At the same time, further strengthening of tax

‘ 

administration is urgently needed — as is well recognized 
by the SR government. 

'IV. THE NEW REGIONAL GOVERNMENTS 
The basic philosophy of the government of the Sudan for 
the last decade has been to move toward greater decen— 
tralization of government, given the size and diversity of 
the country. After creating'the SR government, the Cen- 
tral Government took the next major step in 1980, when 
.it created five ncwrregional governments and gave Khar- 
toum special provincial status. As of late 1981, the new 
regional governments are functioning, but with their tax 
systems not yet fully developed. The Regional Govern- 
ment Act, which created the regions, contains a general 
statement that the new regions have power to levy direct 
and indirect taxes, but then prohibits taxes on imports 
and exports ,‘ interregional trade, and capitalprofits and 
“commercial dealings.” The regions were specifically au- 
thorized to impose those taxes now levied by the pro- 
vinces and the local governments._ Thus the taxing pow- 
ers are more restrictive than those of the SR. 

The existing taxes of the new Regional Govern- 
ments ' 

‘

- 

The existing taxes of the Regions, inherited from the 
provinces and local governments, are a_s follows: 

- 1. Primarily in urban areas: two levies on land and 
buildings, a general rate and a house (buildings) tax, now 
collected together. They are imposed upon annual rental 
value, as high as 30% in some areas. Assessment is in the 
hands’of local' committees of laymen rather than trained 
appraisers. The tax burden is typically relatively light. 
2. In rural areas, there are four forms of tax, but in gen- 
eral no wealth or activity reached by more than one: 
a. Land taxes, imposed _on irrigated land, a fixed 

amount per feddan_ (approximately an acre) 0n smal- 
ler projects,- as a percentage of the gross receipts 
from the crop, often 12% , on the larger. In the Gez- 
ira, in lieu of taxes the Gezira Board, which buys all 
cOtton, pays 2% of its net profit from COtton (not 
from other crops) to the government. 

b. The ush'ur, or tax on produce, called cess in much of 
Africa. In non-irrigated mechanized farming areas, a 
tax, typically 12% of the value of the produce is im- 
posed, in lieu of property taxes. The tax is now us_u-
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ally collected in the markets,.from the buyers. The 
tax primarily applies to the crops shipped in bulk for 
export or to other parts of the country. 

c. The tax on date trees, in the North, a fixed amount_ 
per tree (of which there are about 3 million). The rate 
is now 8p. ' 

d. The animal tax, applied per head of livestock, in vir- 
tually all rural council areas, but of primary impor- 
tance in the Blue Nile and Darfur areas. The rate var- 
ies with the type of animal (highest on camels), and 
with the area. The tax is generally not administered 
well and reaches only a small fraction of the total 
number of animals. ‘ 

e. Licenses: on motor vehicles and on traders. 
f. Entertainment tax, on sporting events and movies. 
These taxes', plus nontax revenues, which in many areas 
approach the taxes in total yield are expected to provide 
no more than 20% of the total revenues of the regions 
and local councils. 

‘ The remainder of the Regional revenue currently is 
made up of grants from the Central Government. These 
are not based upon a scientific formula, although obvi- 
ously population plays a part. These are essentially block 
grants, the amount determined, after bargaining, very 
largely by the prospective deficit. It is generally recog- 
nized that the system is unsatisfactory, to some extent 

, 

lessening the pressure to attain efficiency and to raise 
taxes. 

V. APPROACHES TO IMPROVED FINANCING OF THE REGIONS 
There are several possible approaches to the financing of 
the regions, including the SR. 
First, emphasis can be placed upon maintaining a high 
degree of integration of the entire economy and effective 
tax administration. This approach would concentrate 
taxation in the hands of the Central Government, with 
uniform tax rates, throughout the country (apart from 
some local taxes). This would minimize interference with 
free flow of economic activity and economic distortions. 
But this approach, of course, does not provide financial 
autonomy for the Regions, keeping them dependent

_ upon the Central Government. 
At the opposite extreme, prime emphasis can be placed 
upon maximizing financial autonomy of the Regions, al- 
lowing them free use of major forms of taxes, with les- 
sened use by the Central Government. But this approach 
would, unless the system was developed with great care, 
likely result in serious barriers to free flow of trade and 
interference with national tariff policy, because of the 
necessity of relying heavily upon indirect taxes. It is un— 
likely that the Central Government would be willing to 
surrender income taxes to the Regional governments, as 
it did to the SR. ‘

' 

The third élternative is, of course, a compromise: preser- 
vation of national uniformity and administration with 
major tax sources, but with strengthened revenue 

sources for the regions, and an improved system of 
grants, which would preserve regional expenditure au- 
tonomy, if not revenue autonomy. The experience in the 
SR does nét offer much encouragement for the other re- 
gions so far as taxes are concerned, although levies on 
particular commodity sales and services offer substan- 
tially greater revenue potential than they do in the SR. 
Other taxes that are tolerable in the SR because of its re- 
lative isolation, such as those on exports from and im- 
ports to the region, would'be intolerable iri the other 
areas and are prohibited by the Act establishing the new 
Regions. But clearly some improvements and 
strengthening of regional and local tax administration 
are also possible. 
Improvements in the grant system involve in part the 

,issue of whether the Central Government payments 
should be of a shared 'revenue or grant nature. The prob- 
lem with shared revenues is that many levies are not suit- 
able for allocation on an origin basis. For example, im— 
portation and most' industrial production are concen- 
trated in a few areas, and allocation, on a destination 
basis, for indirect taxes is difficult administratively. The 
system has not worked well for the SR. Thus substantial 
reliance on block grants, but ones allocated on a formula 
basis, must be the primary basis for financing. But, 
above all, a workable formula, rather than political bar- 
gaining, is imperative. - 

‘
‘ 

VI. CONCLUSION 
The Sudan provides an interesting case of deliberate de- 
centralization of government and of revenue sOurces. 
The first major step was the creation of the SR govern- 
ment, granted substantial autonomy in 1972. The SR, 
the poorest area of the Sudan, though with great poten- 
tial agricultural resources, has been able to generate a 
portion of its own tax revenue, but still depends heavily 
on the Central Government for grants, and a portion of 
its tax revenue is collected for it by the Central Govern- 
ment. It does administer the income and business profits 
tax in the region. In an effort to gain revenue, the SR has 
introduced a number of taxes, some relating to imports 
and exports. Some have potentially harmful effects, 
others provide negligible yield. 
The second major step was the creation of five additional 
regions in 1980, with substantial governmental functions 
transferred to them. Thus far they have been able to im- 
plement only the taxes formerly used by the provinces 
and local councils: taxes on land and building-rents; on 
the local sales of produce, on animals, and on date trees. 
While they have greater potential for tax revenue on 
local sales of various products such as gasoline and sugar 
and on various services than the SR, it is obvious that 
they must continue to rely heavily on Central Govern- A 

ment grantsi Under the circumstances of the Sudan the 
subordinate units of a decentralized system simply can- 
not, _on their own, finance extensive government ac- 
tivities. . 
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APPENDIX 

TABLE A-1 

Budgeted tax revenues, Government of the Southern Region of the Sudan, 
1980/81 * ' 

Sudan LS 

Lev/ed by Central Government, collected 
by Regional Government 

Personal income tax 
Business profits tax 
Land and rental income tax 
Capital gains tax 
Stamp duty 

Total 

Levied by and collected by Central 
G overnmen t 

Revenue to Regional Government 
Excise dutiés 
Consumption duties 
Export duties 
Surcharge on imported goods 
Expected revenue from Revision of 

Presidential Decree No‘ 39 

Total 

Levied and collected by Regional Government 
General regional service and development tax 

Govt. + private employees 
Devt. tax on license holders 
Sugar 
Petrol 
Diesel fuel 
Telegrams 
Airport embarkation 
Hotel Ibills 
Dates 
Mechanized farms 
Cigarettes

- 

Imported vehicles 

1. As shown in the budget, minus LS 280,200 miscellaneous. 

Expected 
revenue 
Sudan L5 

1 350,000 
280,000 
21 .000 
1 8,000 

1 25 .000 
1 ,794,000 

1 ,1 00,000 
580 .000 

6 .000 
2,300 .000 

2,500,000 

6 ,486 ,000 

5604000 
1 50,000 

1 ,41 7,000 
333 ,000 
292,000 

1 7,500 
36 .000 
90 .000 

1 00,000 
31 7 .000 
300 .000 
20 .000 

%af 
total tax1 
revenue 

9.1 
1.9 
0.1 
0.1 
0.8 

12.1 

7.4 
3.9 

neg. 
15.6 

3.8 
1.0 
9.6 
2.3 
2.0 
0.1 
0.2 
0.6 
0.7 

2.0 
0.1 

Imported misc. appliances 
Imported liquor 
Imported coffee 
'Imported tea 
Processed brocodile skins-exp. 
Exported fish 
Exported salt 
Exported soap 
Exported edible oil 
Exported ready made clothes 
Exported Demurié+ Dabilan 
Ex ported utensils 
Exported onions

‘ 

Road tolls (Border) 
Ex ported aspro 
Bicycles+ parts 
Contracts 

Total, regional development tax 

Sales tax _ 

Purchase taX»2nd.hand motor vehicles 
Medical insurance fee

‘ 

Share, profits on sugar 
5% tax, profits of Government corporations ‘ 

Total tax revenue 

Miscellaneous: 
Interest

' 

Sale of government lands 
Other

' 

Total, misc. 
Department fees and charges 
Tota| revenue, own sources 

* Source: Democratic Republic of the Sudan, Southern Region, Recurrent Budget, 1980/81. 

Expected 
_revenue 
Sudan L8 

1 5 ,000 
1 00,000 
840,000 
260,000 
1 50,000 

1 5,000 
5,000 

1 5,000 
2,000 
2,000 
5,000 
1 .000 

71 ,000 
1 00,000 

2,000 
5,000 

45,000 

5,1 35,500 

240,000 
36,000 . 

1 2 .000 
1 080,000 

20,000 

14,773,500 

70,000 
75,000 

135,200 
280,200 

6,356,707 
21,410,407 

%of 
total tax 1 

revenue 

0.1 
0.7 
5.7 
1.4 
10 
0.1 

neg. 
0.1 

neg. 
neg. 
neg. 
neg. 
neg. 
0.7 

neg. 
neg. 
0.1 

34.8 

1.6 
neg.

' 

0.1' 

7.3 
0.1 
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. TABLE A-2 
Budgeted provincial recurrent revenues and expenditures, 

Government of the Southern Region of the Sudan, 1979/80; 1980/81 * 

Sudan L S 
Province ' Expected revenue Budge ted 

' 

expenditures 
Year Est. Business 

‘_ Exportr Licenses Fees, Total ' Grant Portion o'f 
population profits T and ‘ 

__ 
~ . charges, own 

_ 

revenue grant 
0005 tax import 

_ 

other revenues revenue 
surcharge V to local 

. 

- councils 
Bahr el Ghazal 1979/80 1,000 90,000 150,000 ' 19,600 437,185 ' 

696,785 4,564,462 78,000 5,182,747 
1980/81 ' 90,000 100,000 24,000 - 

' 525,000 ' 739,000 6,138,812 100,000 6,757,812 
Jonglei 1979/80 350 12.000 — 2,600 122,000 

I 

136,600 2,951,047 60,000 3,027,647 
1980/81 12,000 —— 5,500 139,000 156,500 3,671,212 100,000 3,702,712 

Lakes 1979/80 750 18,000 — 3,500 147,019 168,519 2,925,053 50,000 
‘ 

4,144,113 
1980/81 18.000 ' — 3,500 

_ 
167,100 188,600 ' 3,745,000 60,000 3,847,660 

Upper Nile 1979/80 700 
‘ 

' 120,000 — 23,700 478,050 
I 

621,750 5.000714 80,000 5,542,482 
1980/81 ‘ 120,000 ‘ _— 23,700 453,250 596,950 5.9181126 120,000 6,375,076 

Eastern Equatoria 1979/80 675 150,000 ' — 85.000 493,650 728,650 4,976,011 110,359 5,477,652 
' 

1980/81 ' 150,000 . 

' — 72,000 
_ 

561,000 783,000 6,740,194 120,000 7,383,194 
Western Equatoria .1979/80 300 30,000 9,700 1 10,000 166,900 216,600 2,932,713 50,000. 3,149,313 

1980/81 ' 30,000 5,000 12,000 169,100 216,100 4,205,068 80,000 4,316,168 
Total 1979/80 3,775 420,000 159,700 144,400 1,844,804 2,568,904 23,350,000 428,359 26.523954 

1980/81 — 420,000 105,000 140,700 2,004,450 2,670,150 30,417,512 1 580,000 32,382,622 

1. This was the sum requested by the provinces in their budgets. The sum provided in the SR government was LS 20,7000,000. 
5* Source: Democratic Republic of the Sudan, Southern Region, Budgets, 1980/81, of the respective People's Executive Councils 

. TABLE A-3 
Expected revenues by source qnd total expenditures, local councils, 

Government of the Southern Region of the Sudan,1980/81 * 
‘ ' Sudan LS

_ 

. 
Province Social ' Gibana Rates Other Total Licenses Fees, Health Total fees" Total own Total 

‘ 

services tax taxes (axes 
' 

rents, fees and revenues expendi- 
_ 

and misc. . 
- and misc. tures 

Bahr el T 4,500 — 53,500 5,500 63,500 29,000 42.300 17,585 
V 

59,885 152,385 103,882 
Ghazal R» 343,000 4,500 108,000 ‘ — ‘ 455,500 33.500 209.300 7.166 216,466 705,466 1,002,905 

Jonglei T 41,000 32,000 8,000 — 81,000 8,800 23,500 4,100 27,600 117,400 129,541 
R 268,000 22,400 7,030 —- 297,430 26,630 147,333 3,665 150,998 475,058 499,154 

Lakes T 20,000 — 13,100 — 33,100 .6500 1 1350 4,464 15,814 55,514 46,331 \ R 366,995 2,210 7,858 —— 377,063 10,658 168,028 7,035 ' 175,063 562,784 621,670 
Upper Nile T — — _ __ _ _ I _ _ ' _ _ _ 

R 289,926 327.000 52.000 75,300 744,226 31,304 28,180 47,026 75,206 850,736 1,496,135 
Eastern T — 40.000 25,000 131,100 196,100 30,170 53,000 50,044 103,044 3291314 376,805 

Equatoria R 336,224 68,625 20,375 42,062 467,286 25,425 162,923 13,424 176,347 
_ 

669,058 809,607 
Western T — — 2,500 3,500 6,000 17,000 12,450 4,760 17,210 

I 

40,210 61,284 
Equatoria R 244,000 500’ 44,150 12,000 300,650 41,380 62,553 15,010 77563 419,593 435,754 
Total T 65,500 77,200 102,100. 140,100 384,900 91,570 

' 

142,600 80,953 223,553 700,023 717,843 
R 1,848,145‘ 425,235 239,413 129,362 2,642,155 168,897 778,317 93,326 871,643 3,682,695 4,994,766 

Total 1,913,645 492,435 341,513 269,462 3,027,055 260,467 920,917 174,279 1,095,196 
I 

4,382,718 5,712,609 

T: Township Councils. ‘ Source: Democratic Republic of the Sudan, Southern Region, People’s Executive Councils, Annual Budgets, 1980/81. 
R: Rural Councils. Note: Minor errors in the original tables result in some inconsistencies in the tota§s but do not affect the overall pictures. 
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U.S.A.:; 

of16June-1981
. 

MODEL OF ...... ,. . . , 1981 

Draft Model InCome Tax Treaty . 

CONVENTION BETWEEN THE UNITED STATES OF AMERICA 
FOR THE AVOID 

AND ......... 
ANCE OF DOUBLE TAXATION AND 

THE PREVENTION OF FISCAL EVASION 
WITH RESPECT TO'TAXES ON INCOME AND 

CAPITAL ‘

‘ 

The United States 
. 
9f America Affide 2 d) the term “international traffic” means 

and ............. , desmng to conclude Taxes covered: ‘ any transport by a ship or aircraft, except 
a convention for the avoidance of double tax—- 
ation and the prevention of fiscal eva.sion with 
respect to taxes on income and capltal, have 
agreed as follows: ,

. 

Article 1‘ 
General scope 

1. This Convention shall-apply t0 pérsons 
who are residents of one or both of the Con- 
tracting States, except as otherwise provided

’ 

in the Convention. 
2. The Convention shall not restrict in any . 

manner any. exclusion, exemption, deduc— 
tion, credit, or other allowance now or 
hereafter accorded 
a) by the laws of either Contracting State; 

or ' 

b) by any other agreement'between the 
Contracting States. 

3. Notwithstanding any provision of the 
Convention except paragraph '4, a Contract- 
ing State may tax its residents (as determined _ 

under Article 4 (Residence)), and by ‘reason 
of citizenship may tax its citizens, as if the 
Convention had not come into effect. For this 
purpose, the term “citizen” shall include a 
former citizen whose loss of citizenship had as 
one of its principal purposes the avoidance of 
income tax, but only for a period of 10 years 
following Such loss. 

4. The provisions of paragraph 3 shall not 
affect . , 

a) the benefits conferred by a Contracting 
State under paragraph 2 of Article 9 (As- 
sociated Enterprises), under paragraphs 
1 b) and 4 of Article 18 (Pensions, An- 
nuities, Alimony,-and Child Support), 
and under Articles 23 (ReliefFrom Dou- 
ble Taxation), 24 (Non-discrimination} 
and 25 (Mutual Agreement Procedure 
and . 

b) the benefits conferred by a Contracting 
State under Articles 19 (Government 
Service), 20 (Students and Trainees), 
and 27 (Diplomatic Agents and Consular 
Officers), upon individuals who are 
neither citizqns of, nor have immigrant 
status in, that State.

3 

1. The existing taxes to which this Conven- 
tion shall apply are 7 

a) in the United States: the Federal income 
taxes imposed by the Internal Revenue 
Code (but excluding the accumulated 
earnings tax, the personal holding com- 
pany tax, and social security taxes), and 
the excise taxes imposed on insurance 
premiums paid to foreign insurers and 
with respect to private foundations. The 
Convention shall, however, apply to the 
excise taxes imposed on insurance pre- 
miums paid to foreign insurers only to 
the extent that the risks covered by such 
premiums are not reinsured with a per- ‘ 

son not entitled to the benefits of this or 
any other convention which appliés to 
these taxes; 

b) ............... 

2. The Convention shall apply also .to any 
identical or substantially similar taxes which 
are imposed after the date of signature of the 
Convention in addition to, or in place of, the 7 

existing taxes. The competent authorities of 
the Contracting States shall notify each other 
of any significant changes which have been 
made in their respective taxation laws and of 
any official published material concerning the 
application of the Convention, including exp- 
lanations, regulations, or judicial decisions. 

Article 3 
General definitions 

1. For the purposes of this Convention, un- 
less the context otherwise requires 
a) the term “person” includes an indi— 

vidual, an estate, a trust, a partnership, 3 
company, and any other body of per- 
sons;

' 

b) the term “company” means any .body 
corporate or any entity which is treated 
as a body corporate for tax purposes; 

c) the terms “enterprise of a Contracting 
State” and “enterprise of the Other Con- 
tracting State” mean respectively an en- 
terprise carried on by a resident of a Con- 
tracting State and an entrerprise carried 
on by a resident of the other Contracting 
State; 
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when such transport is solely between 
places in the other Contracting State; _

. 

e) the term “competent authority” means 
(i) in the United States: the Secretary 

of the Treasury or hisdelegatc; and 
(ii) in .................... : 

f) the term “United States” means the 
United States of America, but does not 
include Puerto Rico, the_ Virgin Islands, 
Guam, or any other United States pos~ 

_ 

session or territory; 
g) the term 

2. As regards the application of the Con- 
vention by a Contracting State any term not 
defined therein shall, unless the context 
otherwise requires or the competent au- 
thorities agree to a common meaning pur- 
suant to the provisions of Article 25 (Mutual 
Agreement Procedure), have the meaning 
which it has under the laws of that State con- 
cerning the taxes to which the Convention 
applies.

' 

Article 4 
Residence 

1. For the purposes of this Convention, the 
term “resident of a Contracting State’? means 
any person who, under the laws of that State, 
is liable to tax therein by 'reason of this 
domicile, residence, citizenship, place of 
management, place of incorporation, or any 
other criterion of a similar nature, provided, 
however, that 
a) 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 
or capital situated therein; and 

b) in the case of income derived or paid by a 
partnership, estate,‘0r trust, this term 
applies only to the extent that the income 
derived by such partnership, estate, or 
trust is subject to tax in that State as the 
income of a resident, either in its hands 
or in the hands of its partners or be- 
heficiaries. 

2. Where by reason of the provisions of 
paragraph 1, an individual is a resident of
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both Contracting States, then his status shall 
be determined as follows: 
a) he shall be deemed to be a resident 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 (center of 
vital interest); 

b) if the State in which he has his center of 
vital interests cannot be determined, or if 
he does not have 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 ofthem, he shall be deemed 
to be a resident of the State 'of which he is 
a national; 

d) if he has i1 national of both States or of 
neither of them, the competent au— 
thorities of the Contracting States shall 
settle the question by mutual agreement. 

3. Where ‘by reason of the provisions of 
paragraph 1 a company is a resident of both 
Contracting States, then if it is created under 
the laws of a Contracting State or a political 
subdivision thereof, it shall be deemed to be a 
resident of that State. 
4. Where by reason of the provisions of 
paragraph 1 a perspn other than an individual 
or a company is a resident of both Contracting 
States, the competent authorities of the Con- 
tracting States shall settle the question by 
mutual agreement and determine the mode of 
application of the Convention to such person. 

Article 5 
Permanent establishment 

1. For the purposes of this Convention, 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? in- 
cludes'especially ' 

a) a place of management; 
b) a branch; - 

c) an office; 
d) a factory; 
e) a workshop; and 
f) a mine, an oil or gas well, a quarry, or any 

other place of extraction of natural re- 
sources. 

3. A building site or construction or instal- 
lation project, or an installation or drilling rig 
or ship used for the exploration or exploita— 
tion of natural resources, constitutes a perma- 
nent establishment only if it lasts more than 
twelve months. 

4. Nothwitstanding the preceding provi- 
sions of this Article, the term “permanent es- 
tablishment” shall be deemed not to include 
a) the use of facilities solely for the purpose 

of storage, display, or delivery of goods 
or merchandise belonging to the enter- 
prise; 

b) the maintenance of a stock of goods or 
merchandise belonging to the enterprise 
solely for the purpose of storage, display, 
or delivery; 

c) the maintenance of a stock of goods or 
merchandise belonging to the enterprise 
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solely for the purpose of processing by another enterprise; ‘ 

d) the maintenance of a fixed place of busi- 
ness solely for the purpose of purchasing 

1 goods or merchandise, or _of collecting 
information, for the enterprise; 

e) the maintenance of a fixed place of busi— 
- ness solely for the purpose of carrying 
on, for the enterprise, any other activity 
of a preparatory or auxiliary character; 

f) the maintenance of a fixed place of busi- 
ness solely for any combination of the ac- 
ti)vities mentioned in subparagraphs a) to 
e . 

5. Notwithstanding the provisions of para— 
graphs 1 and 2, where a person—other than an 
agent of an independent status to whom para- 
graph 6 applies —' is acting on behalf of an en— 
terprise and has and habitually exercises in a 
Contracting State an authority to conclude 
contracts in the name of the enterprise shall 
be deemed to_ have a permanent establish- 
ment in that State in respect of any activities 
which that person undertakes for the enter- 
prise, unless the activities of»such person are 
limited to those mentioned in paragraph 4 
which, if exercised through a fixed place of 
business, would not make this fixed place of 
business a permanent establishment under 
the provisions of that paragraph. 
6. An enterprise shall riot be deemed to 
.have a permanent establishment in 3 Con- 
tracting State merely because it carries 'on 
business in that State through a broker, gen— 
eral commission agent, or any other agent of 
an independent status, provided that such 
persons are acting in the ordinary course of 
their business. 
7. The fact that a company which is a resi- 
dent of a Contracting State controls or is con- 
trolled by a company which is a resident of the 
other Contracting State, or which carries on 
business in that other State (whether through 
a permanent establishment or otherwise), 
shall not of itself constitute either company a 
permanent establishment of the other. 

. Article 6 
Income from real property (immovable prop- 

erty) 
1. Income derived by a resident of 3 Con- 
tracting State from real property (including 
income from agriculture or forestry) situated 
in the other Contracting State may be taxed in 
that other State. 

I 

2. The term “real property” shall have the 
meaning which it has under the law of the 
Contracting State in which the property in 
question is situated. 
3. The provisions of paragraph 1 shall apply 
to income derived from the direct use, letting, 
or use in any other form of real property. 
4.‘ The provisions of paragraphs 1 and 3 
shall also apply to the income from real prop- 
erty of an enterprise and to income from real 
property used for the performance of inde- 
pendent personal services. 
5. A resident of a Contracting State who is 
liable to tax in the other Contracting State on 
income from real property situated in the 
other Contracting State may elect for any tax- 
able year to compute the tax on such income 
on a net basis as if such income were attributa- 
ble to a permanent establishment in such 

other State. Any such election shall. be bind- 
ing for the taxable year of the election and all 
subsequent taxable years unless the compe- 
tent authorities of the Contracting States, 
'pursuant to a request by the taxpayer made to 
the competent authority of the Contracting 
State in which the taxpayer is a resident, agree 
to terminate the election. 

Article 7 
Business profits 

1. The business profits of an enterprise of a 
1Co'ntracting State shall be taxable only in that 
State unless the enterprise carries on business 
in the otherContracting State through a per- 
manent establishment situated therein. If the 
enterprise carries on business as aforesaid, 
the business profits of the enterprise may be 
taxed in the other State but only so much of 
them as is attributable to that permanent es— 
tablishment. 
2. subject to the provisions of paragraph 3, 
where an enterprise of a Contracting State 
carries on business in the other Contracting 
State through a permanent establishment 

- situated therein, there shall in each Contract- 
ing State be attributed to that permanent es— 
tablishment the business profits which it 
might be expected to make if it were a distinct 

. and independent enterprise engaged in the 
same or similar activities under the same or 
Slmllar conditions. 
3. In determining the business profits of a 
permanent establishment, there shall be al— 
lowed as deductions expenses which are in- 
curred for the purposes of the permanent es— 
tablishment, including a reasonable alloca- 
tion of executive and general administrative 
expenses, research and development ex- 
penses, interest, and other expenses incurred 
for the purposes of the enterprise as a whole 
(or the part therof which includes the perma- 
nent establishment), whether incurred in the . 

State in which the permanent establishment is 
situated or elsewhere. 
4. No business profits shall be attributed to 
a permanent establishment by reason of the 
mere purchase by that permanent establish— 
ment of goods or merchandise for the enter- 
prise. 

5. For the purposes of this Convention, the 
business profits to be attributed to the perma- 
nent establishment shall include only the pro- 
fits derived from the assets or activities of the 
permanent establishment and shall be deter- 
mined by the same method year by year un- 
less there is good and sufficient reason to.the 
contrary. 
6. Where business profits include items of 
income which are dealt with separately in 
other Articles of the Convention, then the 
provisions of thos Articles shall not be af- 
fected by the provisions of this‘Article. 
7. For the purposes of the Convention, the 
term “business profits” means income de- 
rived from any trade or business, including 
the rental of tangible personal property and 
the rental of licensing of cinematographic 
films or films or tapes used for radio or televi- 
sion broadcasting. 

Article 8
V 

. Shipping and air transport 
1. Profits of an enterprise of a Contracting 
State from the operation of ships or aircraft in 
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international traffic shall be taxable only in 
that State. 
2. For the purposes of this Article, profits 
from the operation of ships or aircraft in inter- 
national traffic include profits derived from 
the rental of ships or aircraft if such ships or 
aircraft are operated in international traffic 
by the lessee or if such rental profits are inci- 
dental to other profits described in paragraph 

' 1. 

3. Profits of an enterprise of a Contracting 
Statevfrom the use, maintenance, or rental of 
containers (including trailers, barges, and re— 
lated equipment for the transport of contain- 
ers) used in international traffic shall be tax- 
able only in that State. 
4. The provisions of paragraphs 1 and 3 
shall also apply to profits from participations 
in a pool, a joint business, or an internationa 
operating agency. . .. 

Article 9 
Associated enterprises 

1. Where 
a) an enterprise of a Contracting State par- 

ticipates directly or indirectly in the man- 
agement, control or capital of an enter- 
prise of the other Contracting State; or 

b) the same persons participate directly or 
indirectly in the management, control, 
or capital of an enterprise of a Contract— 
ing State and an enterprise of the other 
Contracting State, and in either case con- 
ditions are made or imposed between the 
two enterprises in their commercial or fi- 
nancial relations which differ from those 
which would be made between indepen~ 
dent enterprises, then any profits which, 
but for those conditions would have ac— 
crued to one of the enterprises, but by 
reason of those Conditions have not so 
accrued, may be included in the profits of 
that enterprise and taxed accordingly. 

2. Where a Contracting State includes in 
the profits of an enterprise of that State, and 
taxes accordingly, profits on which an enter- 
prise of the other Contracting State has been. 
charged to tax in that other State, and the pro- 
fits so included are profits which would have 
accrued to the enterprise of the first-men— 
tioned Stated if the conditions made between 
the two enterprises had been those which 
would have been made between independent 
enterprises, then that other State shall make 
an appropriate adjustment to the amount of 
the tax charged therein on those profits. In 
determining such adjustment, due regard 
shall be paid to the other provisions of this 
Convention and the competent authorities of 
the Contracting States shall if necessary con- 
sult each other. 
3. The provisions of paragraph 1 shall not 
limit any provisions of the law of either Con- 
tracting State which permit the distribution, 
apportionment, or allocation of income, de- 
ductions, credits, or allowances between per- 
sons, whether or nor residents of a Contract- 
ing State, owned or controlled directly or in- 
directly by the same interests when necessary 
in order to prevent evasion of taxes or clearly 
to reflect the income of any of such persons. 

Article 10 
Dividends 

1. Dividends paid by a company which is a 

resident of a Contracting State to a resident of 
the other Contracting State may be taxed in 
that other State. 
2. However, such dividends may also be 
taxed in the Contracting State of which-the 
company paying the dividends is a resident, 
and according to the laws of that State, but if 
the beneficial owner of the dividends is a resi- 
dent of the other Contracting State, the tax so 
charged shall not exceed 
a) 5% of the gross amount of the dividends 

of the beneficial owner is a company 
which owns at least 10% of the voting 
stock of the company paying the divi- 

- dends; 
b) 15% of the gross amount ofthe dividends 

. 
in all other cases. 

This paragraph shall not affect the taxation of 
the company in respect of the profits out of 
which the dividends are paid. 
3. The term “dividends” as used in this Ar- 
ticle means income from shares or other 
rights, not being debt—claims, participating in 
profits, as well as income from other corpo— 
rate rights which is subjected to the same tax- 
ation treatment as income from shares by the 
laws of the State of which the company mak- 
ing the distribution is a resident. 
4. The‘provisions of paragraph 2 shall not 
apply if the beneficial owner of the dividends, 
being a resident of a Contracting State, car- 
ries on business in the other Contracting 
State, of which the company paying the divi- 
dends is a resident, through a permanent es- 
tablishment situated therein, or performs in 
that other State independent personal ser— 
vices from a fixed base situated therein, and 
the dividends are attributable to such perma- 
nent establishment or fixed base. In such case 
the provisions of Article 7 (Business Profits) 
or Article 14 (Independent Personal Ser- 
vices), as the case may be, shall apply. 
5. A Contracting State may not impose any 
tax on dividends paid by a company which is 
not a resident of that State, except insofar as 
a) the dividends are paid to a resident of 

that State, 
b) the dividends are attributable to a per- 

manent establishment, or a fixed base 
situated in that State, or 

'c) the dividends are paid out of profits at- 
tributable to one or more permanent es- 
tablishments of such company in that 
State, provided that the gross income of 
the company attributable to such perma— 
nent establishment constiuted at least 
50% of the company’s gross income from 
all sources. 

Where subparagraphs c) applies and sub- 
paragraph a) and b) do'not apply, the tax shall 
be subject to the limitations of paragraph 2. 

Article 11 
Interest 

1. Interest derived and beneficially owned 
by a resident of a Contracting State shall be 
taxable only in that State. 
2. The term “interest” as used in this Con- 
vention means income from debt-claims of 
every kind, whether or not secured_ by 
mortgage, and whether or not carrying a rlght 
to participate in the debtor’s profits, and m 
particular, income from government sec- 
urities, and income from bonds or deben- 
tures, including premiums or prizes attaching 
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to such securities, bonds, or debentures. Pen- 
alty charges for late payment shall not be re- 
garded as interest for the purposes of the Con- 
vention. 
3. The provisions of paragraph 1 shall not 
apply if the beneficial owner of the interest, 
being a resident of a Contracting State, car- 
ries on business in the other Contracting 
State, in which the interest arises, through a 
permanent establishment situated therein, or 
performs in that other State independent per- 
sonal services from a fixed base situated 
therein, and the interest is attributable to 
such permanent establishment or fixed base. 
.In such case the provisions of Article 7 (Busi- 
nessProfits) or Article 14 (Independent Per- 
sonal Services), as the case may he, shall 
apply. 
4. Interest shall be deemed to arise in a' 

Contracting State when the payer is that State 
itself or a political subdivision; local author- 
ity, or resident of that State. Where, how- 
ever, the person paying the iriterest, whether 
he is a resident of a Contracting State or not, 
has in a Contracting State a permanent estab- 
lishment or a fixed base in connection with 
which the indebtedness on which the interest 
is paid was incurred, and such interest is 
borne by such permanent establishment or 
fixed base, then such interest shall be deemed 
to arise in the State in which the permanent 
establishment or fixed base is situated. 
5. Where, by reason of a special relation— 
ship between the payer and the beneficial 
o'wner or between both of them and some 
other person, the amount of the interest, hav- 
ing regard to the debticlaim for which it is 
paid, exceeds the amount which would have 
been agreed upon by the payer and the bene- 
ficial owner in the absence of such relation- 
ship, the provisions of this Article shallapply 
only to the last-mentioned amount. In such 
case the excess part of the payments shall re- 
main taxable according to the laws of each 
Contracting State, due regard being had to 
the other provisions of the Convention. 
6. A Contracting State may not impose any 
tax on interest paid by a resident of the other 
Contracting State, except insofar as ' 

a) the interest is paid to a resident of the 
first-mentioned State; 

b) the interest is attributable to a perma— 
nent establishment or a fixed base 
situated in the first-mentioned State; or 

c) the interest arises in the first-mentioned 
State and is not paid to a resident of the 
other State. 

Article12 
Royalties 

1. Royalties derived and beneficially 
owned by a resident of a Contracting State 
shall be taxable only in that State. 
2. The term “royalties” as used in this Con- 
vention means payments of any kind received 
as a consideration for the use of, or the right 
to use, any copyright of literary, artistic, or 
scientific work (but not including cinematog- 
raphic films or films or tapes used for radio or 
television broadcasting), any patent, 
trademark, design or model, plan, secret for- 
mula or process, or other like right or prop- 
erty, or for information concerning indust- 
rial, commercial, or scientific experience. 
The term “royalties” also includes gains de-

17



rived from the alienation 9f any such right or 
propertry which are contmgent on the pro- 
ductivity, use, or disposition thereof. ‘ 

3. The provisions of paragraph 1 shall not 
apply if the beneficial owner of the royalties, 
being a resident of a Contracting State, car- 
ries on business in the other Contracting 
State, in which the royalties arise, through a 
permanent establishment situated therein, or 
performs in that other State independent per- 
sonal services from a fixed base situated 
therein, and the royalties are attributable to 
such permanent establishment or fixed base. 
In such case the provisions of Article 7 (Busi—t 
ness Profits) or Article 14 (Independent Per- 
sonal Services), as the case may be, shall 
apply. 
4. Where, by reasOn of a special relation- 
ship between the payer and the beneficial 
owner or between both of ,them and some 
other person, the amount of the royalties, 
having regard to the use, right, orinfonnation 
for which they are paid, exceeds the amount 
which would have been agreed upon by the 
payer and the beneficial owner in the absence 
of such relationship, the provisions of this Ar- 
ticle shall apply only to the last-mentioned 
amount. In such case the excess pan of the 
payments shall remain taxable according to 
the laws of each Contracting State, due re- 
gard being had to the other provisions of the 
Convention. .

' 

Article 13 
’ Gains 

1. Gains derived by a resident of 3 Con— 
tracting State from‘. the alienation of real 
property referred to in Article 6 (Income 
from Real Property (Immovable Property» 
and situated in the other Contracting State 
may be taxed in that other State. 
2. Gains from the alienation of. 
a) shares of the stock of a company 

(whether or not a resident of a Contract- 
ing State) the property of which consists 
principally of real property situated in a 
Contracting State; or 

b) an interest in a partnership, trust, or es- 
tate (whether or not a resident of a Con- 
tracting State) to the extent attributable 
to real property situated in a Contracting 
State 

may be taxed in that State. For the purposes 
of this paragraph, the term “real property” in‘ 
cludes the shares of a company referred to in 
subparagraph a) or an interest in a partner— 
ship, trust, or estate referred to in subparag— 
raph b). 
3. Gains from the alienation of personal 
property which are attributable to a perma- 
nent establishment which an enterprise of a 
Contracting State has in the other Contract- 
ing State, or which are attributable to a fixed 
base available to a resident of a Contracting 
State in the other Contracting State for the 
purpose of performing independent personal 
services , and gains from the alienation of such 
a permanent establishment (alone or with the 
whole enterprise) or such a fixed base, may be 
taxed in that other State. 
4. Gains derived by an enterprise of a Con- 
tracting State from the alienation of ships, air- 
craft, or containers operated in international 
traffic shall be taxable only in that State. 
5. Gains described in Article 12 (Royalties) 
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shall be taxalile only in accordance with the 
provisions of Article 12. 
6. Gains from the alienation of any prop- 
erty other than property referred to in para- 
»graphs 1 through 5 shall be taxable only in the 
Contracting State of which the alienator is a 
resident. _ 

Article 14 
Independent personal services 

Income derived by an individual who is a resi- 
dent of a Contracting State from the perfor- 
mance of personal services in an independent 
capacity shall be taxable only in that State, 
unless such services are performed in the 
other Contracting State and the income is at- 
tributable to a fixed base regularly available 
to the individual in that other State for the 
purpose of performing his activities. 

Ankkls 
‘ 

Dependent personal services 
1. . Subject to the provisions of Articles18 
(Pensions, Annuities, Alimony, and Child 
Support) and 19 (Government Service), 
salaries, wages, and other similar remunera- 
tion derived by a resident of a Contracting 
State in respect of an employment shall be 
taxable only in that State unless the employ- 
ment is exercised in the other Contracting 
State. If the employment is so exercised, such 
remuneration as is derived therefrom may be 
taxed in that other State. 
2. Notwithstanding the provisions of para- 
graph 1, remuneration derived by a resident 
of a Contracting State in respect of ‘an 
employment exercised in the other Contract— 
ing State shall be taxable only in the first-men- 
tioned State if _ 

* 
‘ ‘ 

a) the recipient is present in the other State 
for a period or periods not exceeding in 
the aggregate 183 days in the taxable 
year concerned; 

b) the remuneration is paid by, or on behalf 
of, an employer who is not a resident of 
the other State; and 

c) the remuneration is not borne by a per- 
manent establishment or a fixed base 
which the employer has in the other 
State. 

3. Notwithstanding the preceding provi- 
sions of this Article, remuneration derived by 
a resident of a Contracting State in respect of 
an employment as a member of the regular 
complement of a ship or aircraft operated in 
international traffic may be taxed only in that 
State. 

‘ Ankhl6 
Limitation on benefits 

1. A person (other than an individual), 
which is a resident of a Contracting State shall 
not be entitled under this Convention to relief 
from taxation in the other Contracting State 
unless 

7 , 

a) more than 75% of the beneficial interest 
in such person is owned, directly or indi- 
rectly, by one or more individual resi— 
dents of the first-mentioned Contracting 
State; and 

b) the income of such person is not used in 
substantial part, directly or indirectly, to 
meet liabilities (including liabilities for 
interest or royalties) to persons who are 
residents of a State other than a Con- 

tracting State and who are not citizens of 
the United States. 

For the purposes of subparagraph a), a com- 
pany that has substantial trading in its stock 
on a recognized exchange in a Contracting 
State is presumed to be owned by individual 
residents of that Contracting State. 
2. Paragraph 1 'shall not apply if it is deter- 
mined that the acquisition or maintenance of 
such person and the conduct of its operations 
did not have as a principal purpose obtaining 
benefits under the convention. ' 

3. Any relief from tax provided by a Con- 
tracting State to a resident of the other Con- 
tracting State under the Convention shall be 
inapplicable to the extent that, under the law 
in force in that other State, the income to 
which the relief relates bears significantly 
lower tax than similar income arising within 
that other State derived by residents of that 
other State.

‘ 

Article 17 
Artistes and athleles 

’ 

1. Notwithstanding the provisions of Arti- 
cles 14 (Independent Personal Services) and 
15 (Dependent Personal Services), income 
derived by a resident ofa Contracting State as 
an entertainer, such as a theatre, motion pic- 
ture,.radi0,. or television artiste, or a musi- 
cian, or as an athlete, from his personal ac— 
tivities as such exercised in the other Con- 
tracting State, may be taxed in that other 
State, except where the amount of the gross 
receipts derived by such entertainer 0r ’ 

athlete, including expenses reimbursed to 
him or borne on his behalf, from such 30- ' 

.tivities does not exceed twenty thousand 
United States dollars ($ 20,000) or its equiva- 
lent in ....... for the taxable year con- 
cerned. ' 

2. Where income in respect of activities 
exercised by an entertainer or- an athlete in his 
capacity as such accrues not to the entertainer . 

or athlete but to another person, that income 
of-that other person may, notwithstanding the 
provisions of Articles 7 (Business Profits) and 
14 (Independent Personal Services), be taxed 
in the Contracting State in which the activities 
of the entertainer or athlete are axercised, un— 
less it is' established that neither the enter- 
tainer or athlete nor persons ‘related thereto 
participate directly or indirectly in the profits 
of that other person in any manner, including 
the receipt of deferred remuneration, 
bonuses, fees, dividends, partnership dis- 
tributions, or other distributions. 

Article 18 
Pensions, annuities, alimony, 

and child support 
1. Subject to the provisions of Article 19 
(Government Service) 
a) pensions and other similar remuneration 

derived and beneficially owned by a resi- 
dent of a Contracting State in considera- 
tion of past employment shall be taxable 
only in that State; and 

b) social security benefits and other public 
pensions paid by a Contracting State to a 
resident ofthe other Contracting State or 
a citizen of the United States shall be tax- 
able only in the first-mentioned State. 

2. Annuities derived and beneficially owned'by a resident of a Contracting State 
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shall be taxable only in that State. Tlie term 
“annuities” as used in this paragraph means a 
stated sum paid periodically at stated times 
during a specified number of years, under an 
obligation to make the payments in return for 
adequate and full consideration (other than 
services rendered). 
3. Alimony paid to a resident of a Contract- 
ing State shall be taxable only in that State. 
The term “alimony” as used in this paragraph 
means periodic payments made pursuant to a 
written separation agreement orra decree of 
div,orce, separate maintenance, or compul— 
sory support, which payments are taxable to 
the recipient under the laws of the State of 
which he is a resident. 
4. Perjodic payments for the support of a 
minor child made pursuant to a written sep- 
aration agreement or a decree of divorce, 
separate maintenance, -or compulsory sup- 
port, paid by a resident of a Contracting State 
to a resident of the other Contracting State, 
shall be taxable only in the first-mentioned 
State. ~ 

Article 19 
Government service 

Remuneration, including‘ a pension, paid 
from the public funds of a Contracting State 
or a political subdivision or local authority 
thereof to a citizen of the State in respect of 
services rendered in the discharge of func- 
tions of a governmental nature shall be tax- 
able only in that State. However, the provi- 
sions of Article 14 (Independent Personal 
Services , Article 15 (Dependent Personal 
Services or Article 
Athletes), as the case may be, shall apply, and 
the preceding sentence shall not apply, to re- 
muneration paid in respect of services render- 
ed in connection with a business carried on by 
a Contracting State or a political subdivision 
or local authority thereof. 

Article 20 
Students and trainees 

Payments received for the purpose ofmainte- 
nance, education, or training by a student, 
apprentice, or business trainee who is or was 
immediately before visiting a Contracting 
State a resident of the other Contracting State 
and who is present in the first—mentioned 
State for the purpose of his full-time educa— 
tion or training shall not be taxed in that 
State, provided that such payments arise out- 
side that State. r 

Article 2.1 
Other income 

1. Items of income of a resident of a Con- 
tracting State, wherever arising, not dealt 
with in the foregoing Articles of this Conven- 
tion shall be taxable only in that State. 
2. The provisions of paragraph 1 shall not 
apply to income, other than income from real 
property as defined in paragraph 2 of Article 6 
(Income from Real Property (Immovable 
Property», if the beneficial owner of the in- 
come, being a resident of a Contracting State, 
carries on business in the other Contracting 
State through a permanent. establishment 
situated therein, or performs in that other 
State independent personal services from a 
fixed base situated therein, and the income is 
attributable to such permanent establishment 

17 (Artistes and‘ 

or fixed base. In such case the provisions of 
Article 7 (Business Profits) or Article 14 (In- 
dependent Personal Services), as the case 
may be, shall apply. 

Article 22 
Capital 

1. - Capital represented by real property re— 
ferred to in Article 6 (Income from Real 
Property (Immovéble Property» , owned by a 
resident of a.Contracting State and situated in 
the other Contracting State, may be taxed in 
that other State. ' 

2. Capital represented by personal prop- 
erty forming part of the business property of a 
permanent establishment which an enterprise 
of a Contracting State has in the other Con- 
tracting State, or by personal property per— 
taining to a fixed base available to a resident 
of a Contracting State for the purpose of per— 
forming independent personal services, may 
be taxed in that other State. 
3. Capital represented by ships, aircraft, 
and containers owned by a resident of a Con- 
tracting State and operated in international 
traffic, and by personal property pertaining to 
the operation of such ships, aircraft, and con- 
tainers shall be taxable only in that State. 
4. 

A 

All othef elements of capital of a resident 
of a Contracting State shall be taxable only in 
that State. - 

Article 23
’ 

Relief from double taxation 
-1. In accordance with the provisions and 
subject to the limitations of the law of the 
United States (as it may be amended from 
time to time without changing the general 
principle hereof), the, United States shall 
allow to a resident or citizen of the United 
States as a credit against the United States tax 
on income 
a) the income tax paid to ...... by or on 

behalf of such‘ citizen or resident; 
- and 
b) in the case‘of a United States company 

owning at least 10% of the voting stock of 
a company which is a resident 
of ..... -. . .and frbm which the United 
States company receives dividends, the 
income tax paid to. .‘ ...... by or on 
behalf of the distributing company with 
respect to the profits out of which the di- 
vidends are paid. - 

For the purposes of this paragraph, the taxes 
referred to in para raphs 1b) and 2 of Article 
2 (Taxes Covered shall be considered in— 
come taxes. Credits allowed solely by reason 
of the preceding sentence, when added to 
otherwise allowable credits for taxes referred 
to in paragraphs 1b) and 2 of Article 2, shall 
not in any taxable year exceed that propor- 
tion 'of the United States tax on income which 
taxable income arising in ..... bears to total 
taxable income. 
2. In accordance with the provisions and 
subject to the limitations of the law 
of ........ (as it may be amended from 
time to time without amending the general 
principle hereof) ..... shall allow to a resi- 
dent or citizen of ........ as a credit 
against the ........ tax on income 
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3. For the purposes of allowing relief from 
double taxation pursuant to this Article, in- 
come shall be deemed to arise exclusively as 
follows 
a) income derived by a resident of a C0n~ 

tracting State which may be taxed in the 
other Contracting State in accordance 
with this Convention (other than solely 
by reason of citizenship in accordance 
with paragraph 2 of Article 1 (General 
Scope)) shall be deemed to arise in that 
other State;

. 

b) income derived by a resident of 3 Con- 
tracting State .which may not be taxed in 
the other Contracting State in accord- 
ance with the Convention shall be 
deemed to arise in the first-mentioned 
State. - 

The rules of this paragraph shall not apply in ' 

determining credits against United States tax 
for foreign taxes other than the taxes referred 
to in paragraphs 1b) and 2 of Article 2 (Taxes 
Covered). 

Article 24 
Non—discrimination 

. 

1. Nationals of a Contracting State shall not 
be subjected in the other Contracting State to 
any taxation or any requirement connected 
therewith which is other or more burdensome 
than the taxation and connected require- 
ments to which nationals of that other State in 
the same circumstances are or may be sub- 
jected. This provision shall apply to persons who are not residents of one or both Of the 
Contracting States. However, for the pur- 
poses of United States tax, a United States na- 
tional who is not a resident of the United 
States and a .......... national who is 
not a resident of the United States are not in 
the same circumstances. 
2. For the 'purposes of this Convention, the 
term “nationals” means ' 

--
_ 

a) in relation to ........... 
_ 
..... , 

..................... ; and 
b) in relation to the United States, United 

States citizens. . 

3.‘ The taxation on a permanent establish- 
ment which an enterprise of a Contracting 
State has in the other Contracting State shall 
not be less favorably levied in that other State 
than the taxation levjed on enterprisgs of that 
other State carrying on the same activities. 
This provision shall not be construed as oblig- 
ing a Contracting State to grant to residents of 
the other Contracting State any personal a1— 
lowances, reliefs, and reductions for taxation 
purposes on‘ account of civil status or family 
responsibilities which it grants to its own resi- 
dents. 
4. Except where the provisions of para- 
graph 1 of Article 9 (Associated Enterprises), 
paragraph 5 of Article 11 (Interest), or para- 
graph 4 of Article 12 (Royalties) apply, in- 
terest, royalties, and other disbursements 
paid by a resident of a Contracting State to a 
resident of the other Contracting State shall, 
for the purposes of determining the taxable 
profits of the first-mentioned resident, be de- 
ductible under the same conditions as if they 
had been paid to a resident of the first—men- 
tioned State. Similarly, any debts of a resi- 
dent of a Contracting State to a resident of the 
other Contracting State shall, for the pur- 
poses of determining the taxable capital of the
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first-mentioned resident, be deductible under 
the same conditions as if they had been con- 
tracted 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-men- . 

tioned State to any taxation or any require- 
ment connected therewith which is other or 
more burdensome than the taxation and con- 
nected requirements to which other similar 
enterprises of the first-mentioned State are or 
may be subjected. 
6. 

_ 
The provisions of this Article shall, not- 

withstanding the provisions of Article 2
V 

(Taxes Covered), apply to taxes of every kind 
and description imposed by ‘a Contracting 
State or a political subdivision or local author- 
ity thereof. 

Article 25 
Mutual agreement procedure 

1. Where a person considers that the ac- 
tions of one or both of the Contracting States 
result or will result for him in taxation not in 
accordance with the provisions of this Con- 
vention, he may, irrespective 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 national. ' 

2. The competent authority shall endeavor, 
if the objection appears to it to be justified 
and if it is not itself able to arrive at a satisfac- 
tory solution, to resolve the case by mutual 
agreement with the competent authority of - 

the other Contracting State, with a View to the 
avoidance of taxation which is not in accord- 
ance with the Convention: Any agreement 
reached shall be implemented notwithstand- 
ing any time limits or other procedural limita- 
tions in the domestic law of the Contracting 
States. 

3. The competent authorities of the Con- 
tracting States shall endeavor to resolve by 
mutual agreement any difficulties or doubts 
arising as to the interpretation or application 
of the Convention. In particular the compe- 
tent authorities of the Contracting States may 
agree 
a) to the same attribution of income, de- 

ductions, credits, or allowances of an en- 
terprise of a Contracting State to its per- 
manent establishment situated in the 
other Contracting State; 

b) to the same allocation of income, deduc- 
tions, credits, or allowances between 
persons; . 

c) to the same characterization of particular 
items of income; 

(1) to the same application of source rules 
with respect to particular items of in- 
come; 

6) to a common meaning of a term; 
f) to increase in any specific amounts refer- 

red to in the Convention to reflect 
economic or monetary developments; 
and 

g) to the application of the provisions of 
domestic law regarding penalties, fines, 
and interest in a manner consistent with 
the purposes of the Convention} 

They may also consult together for the elimi- 
natlon of double taxation in cases not pro- 
vided for in the Convention. 
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 the preceding para- 
graphs. 

Article 26 
Exchange of information and 

administrative assistance 
1. The competent authorities of the Con— 
tracting States shall exchange such informa- 
tion as is necessary for carrying out the provi- 
sions of this Convention or of thé‘ domestic 
laws of the Contracting States concerning 
taxes covered by the Convention insofar as 
the taxation thereunder is not contrary to the 
Convention. The exchange of information is 
not restrictedvby Article 1 (General Scope). 
Any information 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 dis- 
closed only to persons or authorities (includ- 
ing courts and administrative bodies) in- 
volved in the assessment, collection, or ad- 
ministration of, the enforcement or prosecu- 
tion in respect of, or the determination of ap- 
peals in relation to, the taxes covered by the 
Convention. Such persons or authorities shall 
use the information only for such purposes. 
They may disclose the information in public 
court proceedings or in judicial decisions. 
2. In no case shall the provisions of para- 
graph 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 otherACon~ 
tracting State; I 

b) to supply information which is not ob- 
tainable 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 dis- 
close any trade, business, industrial, 
commercial, or professional secret or 
trade process, or information the disclo— 
sure of which would be contrary to public 
policy (ordre public). 

3. If information is requested by a Con- 
tracting State in accordance with this Article, 
the other Contracting State shall obtain the 
information to which the request relates in 
the same manner and to the same extent as if 
the tax of the first-mentioned State were the 
tax of that other State and were being im- 
posed by that other State. If specifically re- 
quested by the competent authority of a Con- 
tracting State, the competent authority of the 
other Contracting State shall provide infor- 
mation under this Article in the form of de- 
positions of witnesses and authenticated 
copies of unedited original documents (in- 
cluding books, papers, statements, records, 
accounts, and writings), to the same extent 
such depositions and documents can be ob- 
tained under the laws and administrative 
practices of that other State with respect to its 
own taxes. 
4. Each of the Contracting States' shall en- 
deavor to collect on behalf of the other Con- 

tracting State such amounts as may be neces- 
sary to ensure that relief granted by the Con- 
vention from taxation imposed by that other 
State does not enure t0 the beneit of persons 
not entitled thereto. 
5. Paragraph 4 of this Article shall not im- 
pose upon either of the Contracting States the 
obligation to carry out administrative mea- 
sures which are of a different nature from 
those used in the collection of its own taxes, or 
wich would be contrary to its sovereignty, se- 
curity, or public policy. 
6. For the purposes of this Article, the Con- 
.vention shall apply, notwithstanding the pro— 
visions of Article 2 (Taxes Covered), to taxes 
of every kind imposed by a Contracting State. 

Article 27 
Diplomatic agents and 

consular officers 
Nothing in this Convention shall affect the fis- 
cal privileges of diplomatic agents or consular 
officers under the general rules of interna- 
tional law or under the provisions of special 
agreements. 

Article 28 
Entry into force 

1. This Convention shall be subject to 
ratification in accordance with the applicable 
procedures of each Contracting State and in— 
struments of ratification shall be exchanged 
at ......... as soon as possible. 
2. The Convention shall enter into force 
upon the exchange of instruments of ratifica— 
tion and its provisions shall have effect 
a) in respect of taxes withheld at source, for 

amounts paid or credited on or after the 
first day of the second month next fol- 
lowing the date on which the Convention 
enters into force; ‘ 

b) in respect of other taxes, for taxable 
periods, beginning on or after the first 
day ofJanuary next following the date on 
which the Convention enters into force. 

Article 29 
Termination 

1. This Convention shall remain in force 
until terminated by' a Contracting State. Ei- 
ther Contracting State may terminate the 
Convention at any_ time after 5 years from the 
date on which the Convention enters into 
force, provided that at least 6 months prior 
notice of termination has been given through 
diplomatic channels. In such event, the Con- 
vention shall cease to have effect 
a) in respect of taxes withheld at source, for 

amounts paid or credited on or after the 
first day ofJanuary next following the ex- 
piration of the 6 months period; 

b) in respect of other taxes, for taxable 
periods beginning on or after the first day 
of January next following the expiration 
of the 6 months period. 

DONE at . . . . . L .in duplicate, in the Eng: 
lish and ....... languages, the two texts

_ 

having equal authenticity, this ........... 
day of ........ 19... 
For the United States of America: 

For ......................... 
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GHANA: 

The Investment Code, 1981 

by Elizabeth de Brauw-Hay * 

L INTRODUCTION 
Ghana has a new investment code — Act 437 of 1981 — 
which received assent on 11 August 1981. It had quickly 
been discovered that the provisions of existing invest- 
ment legislation — the Investment Policy Decree of 1975 ‘ 

— were acting as a severe deterrent to foreign investors; 
hence the introduction of a new investment code within 
such a relatively short time from the passing of the previ- 
ous one. 
Views of potential investors were sought at a special con- 
ference on Ghana’s gold reserves held in Accra in 
January 1981 and were taken into account in the prepara- 
tion of the new code. The government is particularly 
keen to encourage overseas investment in mining and 
goldmining in particular; gold, along with cocoa and 
timber, account for ardu'fid 75% of Ghana’s total export 
receipts and in recent years production of this mineral 
has been falling heavily, mainly due to lack of invest- 
ment. 
These and other reasons behind the new legislation, 
which repeals the Investment Policy Decree and amend- 
ing legislation, are clearly set out in the preamble to the 
Code, viz.: _ 

it is considered vital to attract foreign investments in 
Ghana and also to encourage investments in Ghana by 
Ghanaian entrepreneurs to contribute to an increase in 
fixed capital formation for the exploitation of the re- 
sources of Ghana and for an increased production and 
creation of wealth, employment and improvement in 
skills and the social conditions of the citizens of Ghana; 
having regard to the experience obtained in the opera- 
tion of previous laws in Ghana relating to investment it 
has been recognised that one of the most important 
steps necessary to be taken in order to achieve the 
foregoing is to operate a policy of liberalization and an 
open economy and assure t0 the foreign and Ghanaian 
investor protection of his investment and a fair return 
therefrom; 
it is the policy of Ghana to operate a mixed economy; 
it is considered necessary to redefine the areas of invest- 
ment in which non-Ghanaians are encouraged to in- 
vest, to indicate the areas in which the State and 
Ghanaians are required to participate in enterprises in 
which such foreign investments are made and to set out 
the incentives available to investors in the various fields 
of investment considered to fall within the priority areas 
of investment; 
it is deemed to be in the best interests of Ghana to pro- 
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mote large-scale investments aimed at the expgoration, 
exploitation, and processing of the mineral resources of 
Ghana; 
it is considered desirable to provide for the registration 
0 f technology transfer contracts. 

II. ADMINISTRATION OF THE INVESTMENT CODE 
The Code provides for certain benefits to investors. In 
order to qualify for these benefits a potential investor 
must have his investment approved by a body set up 

. under the Code known as the Ghana Investments 
Centre. The functions of the Centre, as well as approving 
investments, include advising on the priority sectors into 
which investment should be attracted, liaising between 

' investors and ministries and government departments, 
agencies, etc., ensuring compliance with investment 
laws in force, approving and registering technology 
transfer contracts relating to investments in Ghana, re- 
commending legislation to encourage investment, 
monitoring the. results of benefits granted to investors 
and advising on how the investment climate could be im- 
proved. 2 

III. APPLICATIONS FOR APPROVAL 
Prospective investors should submit to the Centre an ap- 
plication‘ containing a detailed description of the enter- 
prise intended to be carried on. This application should 
indicate, inter alia, the product to be produced, a pro- 
duction scheme, the time scale for commencement of 
production, an investment and financial plan, the local- 
ity where it is proposed to carry on the industry, the ef- 
fects of the investment on the environment, the antici- 
pated volume of imports and exports, an employment 
training scheme for Ghanaians. 
An approval decision will be taken within 3 months from 
receipt of the application and the applicant will be 
notified of the Centre’s decision. 3 

IV. CRITERIA FOR APPROVAL 
Potential investments will be examined in the light of to 
what extent they contribute to the development of the 
economy and an efficient use of its resources and 
economic potential, full and efficient use and expansion 
of the capacity of existing enterprises, savings on im- 
ports, an increase in exports and the strengthening of 
Ghana’s balance of payments situation, a fair country- 
wide distribution of investments, 3 high level of employ- 
ment, importation at reasonable cost and transfer of 
technology and technical skills to citizens of Ghana. The 
effect which any investment might have on the environ- 
ment will also be looked at. 4 

* Former senior associate of the International Bureau of Fiscal 
Documentation. 
1. See 29 Bulletin for International Fiscal Documentation (December 1975) 

at 495 ff. 
2. Investment Code, 1981, Art. 10. 
3. Id., Art-23. 
4 Id.,Art'.11.
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\_I. RESERVED AREAS OF INVESTMENT
\ 

Only Ghanaians may participate in a variety of type§ of 
enterprise and in other a certain percentage of the capltal 
of the enterprise must be owned by Ghanaians (see Ap- ' 

pendix). In the case of mineral enterprises and enter- 
prises engaged in the production of mineral oil or natural 
gas, the State will participate in accordance with the 
terms agreed between the Centre and the foreign inves- 
tor. 5 

The Code also lays down which areas of investment will 
be regarded as priority areas. Broadly these are agricul- 
tur'e, mining (including boring for water), manufactur- 
ing, export-oriented industries, tourism, the construc- 
tion and building industries and non-metropolitan indus- 
ties. 6 

VI. SPECIAL PROVISIONS RELATING TO 
MINERALS AND OIL 7~ ‘ 

In cases where the State owns part of the capital of a min- 
eral enterprise or an enterprise engaged in} the produc— 
tion of mineral oil, an investor wishing to dispose of any 
part of the capital of such enterprise must first offer it for 
sale to the State. 
Furthermore, all gold, diamonds and uranium produced 
in Ghana must be sold to the State. 

VII. BENEFITS AVAILABLE UNDER THE CODE 3' 
Benefits available under the'Code fall into 2 categories — 
general benefits and special benefits. 

_ 

A. General benefits 
General benefits will be available to all enterprises ap- 
proved under the Code and comprise the following: 
— exemption for the first 5 years from payment of cus- 

toms duties on machinery, equipment and acces— . 

sories imported exclusivelyfor the establishment of 
an approved enterprise; -.

' 

— exemption for the 3 years after the establishment of 
an approved enterprise from customs duties on spare 
parts and other imports (other than raw materials) 
imported Specially and exclusively for the enterprise; 

— guaranteed manufacturing and establishment li- 

cence; .

' 

— exemption from selective employment tax 9 for the 
first 5 years; — guaranteed personal remittance quota for expatriate 
personnel and the exemption of such personnel from 
taxes on the transfer of external currency out of 
Ghana. 

B. Special benefits 
Special benefits are also laid down in the Code for the 
priority areas of investment mentioned above, viz.: 

1. Benefits available to agricultural enterprises 
(a) Complete exemption from company income tax for 
22 
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the first 5 years; no. dividends may lie déclared or paid, 
however, until after this benefit has terminated. 
(b) Foreign companies investing blocked funds of re- 
patriable status held in Ghana in an approved agricul— - 

tural enterprise will be entitled: 
— to a special import licence for machinery and equip- 

ment essential to the enterprise; — to transfer 35 esewas for every cedi invested (1 cedi = 100 pesewasg out of blocked funds; — to transfer out of blocked funds 50 pesewas for every 
cedi of profit which could have been repatriated but 
which is reinvested: _ — where the gestation period of an investment is more 
than one year, permission will be given to transfer for 
each year out of blocked funds 15 pesewas per cedi 
invested. This also applies to an additional invest- 
ment made for the expansion of the enterprise. The 
rate of transfer will be 20‘pesewas per cedi in respect 
of cattle rearing, oil palm, rubber, citrus, and cashew 
nut plantations. 

The term “blocked funds of repatriable status” is defined 
as meaning accumulated dividends or profits or pre-1972 
import credits or proceeds of foreign-owned capital sold 
to Ghanaians held by the Bank of Ghana awaiting trans— 
fer as well as any other certified funds. ' 

The Investments Centre may also grant the following be- 
nefits: . 

— exemption from company income tax and customs 
duties for up to 10 years for the case of livestock and - 

- tree crops with a gestation period over 4 years; — exemption of management staff from income tax 
with respect to furnished accommodation on the 

‘ farm site; ' 

— guaranteed management control for foreign inves- 
-t0rs in the case of agricultural enterprises in which 
there is foreign participation for such period as the 
Centre may determine. 

2. Benefits available to the mining industry 
(a) All mining enterprises will be entitled to: 
— exemption from company income tax for as long as 

the company has not recovered the whole of its initial 
development expenditure; the same restriction as to 
declaring dividends as above operates here;

_ — guaranteed management control as above for the 
foreign investor so long as the whole initial develop- 
ment expenditure has not been recovered. 

(b) --Enterprises engaged in mineral exploitation and 
exploration may also benefit from the following: — exemption from turnover tax; — royalty on gold produced to be based on millhead 

grade of ore mined on a sliding scale between 2 and 
6% of gross value of minerals won; 

— company income tax not to exceed 45%; — exemption of management staff from income tax 
with respect to furnished accommodation on mine 
camp. - 

Id. , Arts. i2 and 13 and First and Second Schedules. 
Id., Third Schedule, Part 1. 
Id., Art. 13.

_ 

Id. , Third Schedule, Pan. 2. 
See African Tax Systems (Bureau of International Fiscal Documenta- 
tion, Amsterdam), Section B, Ghana, 1.1.2.5. 
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'3. Benefits available to manufacturing industries 
(3) All manufacturing industries will be entitled to 
exemption from company income tax for up to 5 years; 
the restriction as to declaring dividends during this 
period operates here, too. 
(b) In areas outside Accra and Tema the following be— 
nefits may be granted on the expiry of the general bene- 
fits available: , 

— reduction of 25% in the company income'tax pay- 
able; 

— remission of 25% for customs duties on machinery, 
equipment and spare parts imported specificially and 
exclusively for the enterprise. 

4. Benefits available to export-oriented enterprises 
Export-oriented enterprises may be granted: 
(a) exemption from company income tax for such 
period as the Centre may determine. The restriction on 
declaring dividends operates here, too; 
(b) a special duty drawback of 25% on raw materials 
imported and used exclusively for export orders and on 
which customs duties have been paid; 
(c) holding a certain percentage of sales proceeds in a 
foreign exchange account to meet repayment of initial 
suppliers. - 

5. Benefits available 'to tourist enterprises 
Tourist enterprises may be granted: 
(a) exemptionfrom company income tax for a period 
not exceeding 5 years; the restriction on the declaring of 
dividends operates here, too; ' 

(b) exemption from customs duties on items not im- 
mediately available in Ghana required for the establish- 
ment, construction and efficient operation of the enter- 
prise; _ 

(0) capital allowances at- rates additional to the rates 
provided under the Income Tax Decree, 1975 as deter— 
mined by the Centre. 

6. Benefits available to construction and building 
enterprises 

Benefits available to approved enterprises operating in 
the construction and building sector are as follows: 
(a) exemption from company income tax for a period 
not exceeding 5 years. The restriction relating to declar- 
ing of dividends also operates here. It should, however, 
be noted that this benefit does not apply to specific con— 
struction and building contracts; 
(b) exemption of management staff from income tax 
on furnished accommodation on the construction site. 

7. Benefits available to enterprises operating in 
non-metropolitan areas 

Approved enterprises in this category will be eligible for 
the following benefits: 
(a) exemption from company income tax for a period 
not ex_ceed1ng 5 years; ghe restriction regarding declaring 
of div1dends operates, too; 
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(b) a reduction of 30% in company income tax payable 
and a remission of 30% of customs duties on machinery, 
equipment and spare parts imported specifically and ex- 
clusive-1y for enterprises situated within the area of au— 
thority of a District .Council responsible for any Regional 
capital. In the case of enterprises situated outside the au- 
thority of such District Councils the percentage is 40. 

VIIII. OTHER TAX-RELATED INCENTIVES 
AVAILABLE 

The Code also provides for capital allowances being 
granted in respect of buildings, plant, machinery, struc- 
tures, roads, furniture and fittings and fixtures used for 
_the purposes of an approved enterprise at rates addi- 
tional too those provided under the Income Tax Decree, 
1975. ' 

A deduction for capital expenditure incurred in respect 
of scientific research for the purpose of the development 
or advancement of an 3 proved enterprise is also avail— 
able under the Code. 1 Such expenditure may be de— 
ducted from income over a 4-period beginning with the 
year in which the expenditure is incurred, at the rate of 
25% per year. 
IX. NON-TAX-RELATED INCENTIVES ‘2 
Of great importance to foreign investors is the guarantee 
that there will be no restrictions on the remittance of cap- 
ital to the country of origin in the event of the sale or 
liquidation of an enterprise. The transfer of profits to the 
country of origin of an investment is also guaranteed 
after payment of taxes and maintenance and replace- 
ment of assets. Likewise, there will be no restrictions on 
the transfer of loan repayments 0r licence fees. 
A guarantee is also given that there will be no restrictions 
on the entry into Ghana of foreign management and 
technical personnel required for an approved enterprise. 

X. PROTECTION OF INVESTMENTS ‘3 
Central tb the new Code is the guarantee that no ap- 
proved enterprise may be expropriated by the govern- 
ment. Neither can an investor be compelled to cede his 
interest in the capital of an approved enterprise to a third 
party. 
A guarantee is also given that benefits granted to an ap— 
proved enterprise may not subsequently be altered to the 
disadvantage of the investor. 
Fair, adequate and, not least, prompt compensation is, 
however, provided for in the exceptional cases where an 
enterprise is taken over or its capital ceded to a third 

. party in the- public interest. 

XI. SETTLEMENT OF DISPUTES ‘4 
Where disputes arise between a foreign iqvestor and me 
Ghanaian government over an approved 1nvestment 1t 1s 
provided that the government will take all necessary steps 
to ensure amicable settlement of the dispute. 

10. Investment Code, Art. 19. 
11. Id., Art. 20. 
12. Id, Art. 16.. 
13. Id., Art. 14. 
14. Id., Art. 17.
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Should, however, it prove impossible to achieve an amic— 
able settlement, then resort may be had to the concilia- 
tion or arbitration procedure laid down in investment 
protection agreements between Ghana and the country 

of the investor or in the International Convention for the 
Settlement of Investment Disputes or in accordance with 
any other international machinery for the settlement of 
investment disputes agreed to by the parties involved. 

Appendix 
ENTERPRISES-WHOLLY RESERVED FOR GHANAIANS 
Part A — Commercial enterprises 
1. Any enterprise concerned with retail or wholesale trade, unless 

such business is carried on by or within a department store or a 
supermarket which has an employed capital of not less than 
(E 2,000,000.00. '

_ The sale of anything whatsover in any market, petty trading, 
hawking or selling from a kiosk at any place. 
Overseas business representation unless the enterprise has an 
employed capital of not less than 6 2,000,000.00. 
Operation of taxi service and car hire service.

> The sale under hire-purchase contract of motor vehicles includ- 
ing taxis or vehicles intended to be used in the operation of taxi 
service or a car hire service. 
Produce brokerage. 
Advertising agencies and public relations business. 
All aspects of pool betting business and lotteries. 

. Estate agency. ' 

0. Travel agency. 
1. Lighterage services unless the enterprise has an employed capi- 

tal of not less than (C 2,000,000.00. ’ ' 

12. Commercial transportation of passengers by land. 

MAP)!» 
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Part B — Industrial enterprises (including service 
industries) 

Bakery; ‘ 

Manufacture of foam materials; 
Operation of beauty salons and barbers’ shops; 
Manufacture of cement blocks for sale; 
Ordinary manufacture or tailoring or both of garments such as 
joromi, shorts, blouses, ladies’ dresses, children’s wear; 
Textile screen hand printing (including tie and dye); ' 

Tyre retreading; 
Manufacture of suitcases, briefcases, portfolios, handbags, 
shopping bags, purses, wallets. 

°°>’.°‘ 

PEAS-“3"? 

ENTERPRISES PART OF WHOSE CAPITAL IS 
REQUIRED TO BE OWNED BY GHANAIANS 
1. Enterprises not less than 60% of whose capital must be owned by 
Ghanaians: 
enterprises carrying on insurance business. 
2. Enterprises not less than 40% of whose capital must be owned by 
Ghanaians: 

_

- 

enterprises carrying on banking business. 
3.‘ Enterprises in which Ghanaians must participate in accordance 
with terms agreed between the Ghanaian and foreign investor and ap- 
proved by the Centre: 
Commercial enterprises 
(i) Department stores and supermarkets being enterprises 

exempted administratively or by executive instrument from 
the provisions of section 11 of the Ghanaian Business 
(Promotion) Act, 1970 (Act 334) or exempted under section 
38 of this Code from the minimum requirements of capital 
prescribed or the minimum Ghanaian ownership of its capi- 
tal required by this Code; 

(ii) Distribution and servicing of motor vehicles and tractors, 
and spare parts thereof or other similar objects; ~ 

(iii) Distribution agencies for machines and technical equip- 
ment; 

iv) Operation of industrial laundry and dry cleaning; 
v Shipping; 
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Exix) Manufacture of metal products; 

vi) Distribution of petroleum products and lubricants; 
vii) Commercial transportation of goods including the opera— 

tion of tankers; . 

viii) - Casinos; 
ix) Clearing and forwarding agencies; 
x) Operation of cold stores and ice making; 
xi) Any enterprise engaged in retail or‘wholesale trade where 

the business is carried on within a department store or a 
supermarket the employed capital of which enterprise is not 
less than (C 2,000,000.00; 

(xii) Overseas business representation where the employed capi- 
tal of fhe enterprise is not less than Q 2,000,000.00; 

(xiii)_ Lighterage services where the employed capital of the en- 
terprise is not less than @ 2,000,000.00. 

Industrial enterprises (including service industries) 

£0 Laundry and dry cleaning; 
ii) Manufacture of Charcoal; 

(iii) Manufacture of furniture (including knock-down furniture 
for export); 

(iv) Terrazzo work; . 

Ev) Manufacture of confectionery; 1 

Vi) Slaughtering of animals for human consumption and stor- 
age, processing and distribution of meat; 

vii) Operation of cinemas; 
viii) Motor workshops; 
ix) Manufacture of pharmaceuticals, cosmetics and perfumery; 
x) Sawmilling; ' 

xi) Manufacture of insecticides, pesticides and fungicides; 
xii) Assembly of motor vehicles and cycles; 
xiii) Manufacture of plastic, metal and paper containers; 
xiv) Manufacture of paints, varnishes or other similar products; 
xv) Manufacture of packaging materials;

, 

(xvi) Manufacture of wire, nails, washers, bolts, nuts, rivets and 
other similar articles; ‘ 

xvii) Printing of books and stationery (including publishing); 
xviii) Manufacture of mosquito coil; 

xx) Paper conversion;
_ 

xxi) Assembly of household electrical 
appliances; 

xxii) Manufacture ofjewellery and related articles; 
xxiii) Manufacture of candles; 
xxiv) Fish processing; . 

xxv) 

equipment and 

Manufacture of footwear; 
xxvi) Blending and bottling of alcoholic drinks; 
xxvii) Manufacture of plastic products;

. 

xxviii) Estate development (including building contracting work); 
xxix) Manufacture of ball-point pens, lead pencils and coloured 

pencils; 
gxxx) Manufacture of glass, mirrors and optical equipment; 
xxxi) Manufacture of gramophone records; 
xxxii) Manufacture of chalk and writing ink; 
xxxiii) Manufacture of biscuits; 
xxxiv) Ceramics; -

' 

xxxv) lAny enterprise which is engaged in the production of the fol- owmg: 
' 

(3) Sugar, salt, soap, detergents; 
b) Fertilizers, petroleum products, lubricants; 
c) Matchets, hoes and all agricultural implements; 
d) Animal feed, milk and baby food; 
(6) Textiles (by all forms of processes other than textiles 

screen hand printing tie and dye); 
(f) Matches, cement, rubber and products and flour; 

gxxxvi) Any enterprise engaged in the brewing of beer; 
xxxvii) Any enterprise engaged in the production or preparation of 

tobacco or the manufacture of tobacco products; 
(xxxviii) Any timber enterprise.

_ 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



Pakistan’s Budget for1981~1982: 

FisCal Measures for Economic Development* 
by Ahmad Khan ** 

The balanced economic development of a country re— 
quires the pursuit of coherent, consistent and coordi- 
nated economic. policies. The policy planning itself 
should define the overall strategy and long term goals in 
unambiguous terms, especially in the historical, econo- 
mic and social contexts. The policy plan also requires a 
constant quantitative analysis of the impact of various 
monetary and fiscal measures to ensure whether the de- 
sired goals have been achieved or not, so that, in the 
light of such analyses, necessary changes in the strategy 
can be made. Nevertheless, less developed countries like 
Pakistan, consistently faced with a resource constraint 
on the one hand and the desire to have an economic 
breakthrough on the other, find it quite difficult to 
work out a coordinated economic policy appropriately 
supplemented by necessary economic inputs. Conse-. 
quently, despite the need for realization of a balanced} 
economic growth, consistent with the hopes and aspira- 
tions of its people, the desired results of the fiscal mea- 
sures adopted over a period of time may not come true. ' 

Pakistan has historically attempted to formulate appro- 
priate monetary and fiscal measures with a View to 
achieving balanced economic growth by broadening its 
industrial base, diverting resources to priority areas in 
the economy, increasing agricultural production, maxi- 
mising exports, maintaining price stability, redistribut- 
ing income, and improving its balance of payments. The 
fiscal measures employed include both direct and indi- 

' rect taxes. They were further supplemented by non-tax 
measures such as providing the necessary infrastructure, 
skilled manpower, and monetary policies aimed at main— 
taining stable prices. In order to supplement domestic 
resources, liberal incentives in the form of tax conces- 
sions and investment guarantees were offered to attract 
foreign capital, goods and technology. 
Although the present study does not intend to encom- 
pass a quantitative analysis of the impact of various fis~ 
cal and non-fiscal measures taken in the past, it might be 
appropriate to throw some light on the economic scena- 
rio of the country., It appears that, in spite of a satisfac- 
tory rate of growth in GDP during the past few years, 
“Pakistan is still in the throes of some acute problems 
such as low level of investment, widening trade dificit, 
a sick industrial sector, high rate of inflation and rising

" 

debt servicing burden”. The only redeeming features 
in the scenario are “self-sufficiency in food production, 
improvement in output of other crops, a satisfactory in- 
crease in exports both in value and absolute terms, a 
rise in the level of home remittances, and a change in 
the outlobk of the donor countries affecting the level of 
foreign economic assistance in the year to come”. There 
is, however, a need to reinforce such gains with sound 
economic policies and decisive economic gains in all 
sectors of the economy. 
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The budgetary measures adopted during the current 
yea; reflect the government’s desire to push the‘ econo- 
mic process ahead by providing sufficient incentives to 
both the industrial and agricultural sectors. The Finance 
Minister in his budget speech unfolded the economic 
policy package which the government will pursue in 
years to come. The fiscal measures adopted through this 
budget emphasize making the taxation system respon- 
sive to growth in the national economy, stricter finan- 
cial management, controlling inflation, encouraging pri- 
vate sector investment, and improving public sector effi- 
ciency. The short term goals include raising of produc- 
tivity and efficiency in agriculture and industry. The 
policy to restore private investment and public sector 
efficiency is backed by a reduction of the Annual Devel- 
opment Program for the industrial sector from 16 to 10 
percent, and a clear policy advice 'to public sector enter- 
p‘rises to generate funds out of their own savings. 
Apart from the philosophical consideration cited above, 
the fiscal measures adopted through the 1981-82 bud- 
get especially ajm at providing incentives for private in- 
dividual savings, increasing the surplus in the,c_orporate 
sector for reinvestment in existing industries, encourag- 
ing investment in new industrial units, exploration for 
natural resources, increasing export of carpets and en- ‘ 

gineering products, developing agriculture, and construc- 
tion of residential houses. Necessary changes have also 
been made in the tax laws to rationalize and streamline 
the procedures, remove fiscal anomalies and plug the 
loopholes. 
In precise terms, the fiscal measures adopted through 
the 1981-82 budget are discussed below: 

I. ENCOURAGEMENT OF PRIVATE SAVINGS 
With a view to meeting the resource gap and encourag- 
ing the common man’s association with the industrial 
development in the country, the government has, in the 
past, come out with various investment schemes like the 
National Investment Trust, the‘ National Defence Sav- 
ings Certificates, portfolio investment schemes of the 
Investment Corporation of Pakistan, postal savings 
schemes, etc. The investments made in such schemes 
and the shares and debentures of the public companies 
registered on the stock exchange have been historically 

* This paper is essentially descriptive in nature and discusses 
the various fiscal measures adopted in the 1982-82 budget. Al- 
though reference has been made to the inadequacy of the fiscal 
measures in achieving the desired economic results, no attempt 
has been made to quantify the impact and interaction of mone- 
tary, fiscal and other non-tax measures to boost the economy. 
:‘* iegretary International Taxes, Central Board of Revenue, Is- 
ama a .

-
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considered for rebate purposes while computing the tax 
liability of a person. In order to further induce private 
savings, the existing maximum monetary limit of 40,000 
Rs. has been increased to 45,000 Rs. Similarly, the ex- 
isting tax exemption for dividends and Capital gains on 
disposal of shares of capital stocks of companies has 
been continued. The scope of investment channels has 
further been widened to include “Modaraba” certifi- 
cates and Participation Term Certificates. Exemption 
from income tax in respect of income from approved 
debentures has been widened to include income from 
Participation Term Certificates. Similarly, income from 
newly introduced “Profit and loss sharing accounts”, 
along with dividend income, if any, has been exempted 
up to the limit of 15,000 Rs. in the case of an indivi- 
dual. - 

ll. INCENTIVES FOR THE INDUSTRIAL SECTOR '
' 

The Fiscal policy incentives for the industrial sector aim 
at broadening the industrial base, increasing output, 
channelling the investment to import-substituting in— 
dustries and dispersing industrial units to the less-devel- 
oped areas of the country. Whereas the existing tax con- 
cessions - e.g. the tax credit for installation of machine— 
ry (for balancing, ‘ modernization-and replacement), 
the tax credit to companies for investment in shares 
and debentures (of the Equity Participation Fund), 
the concessional rate of tax on intercorporate divi- 
dends, the tax holiday for industries set up in industrial 
estates and less-developed areas of the country and 
the setting off of losses of wholly owned subsidiary 
cdmpanies against the 'profits of parent companies (if 
the latter are registered on the stock exchange and have ' 

prepared plans for revitalizing sick subsidiaries which are 
approved by specified financial institutions, etc) — have 
been continued, the following new measures have been 
adopted to encourage investment in the industrial sec-l 
tor in general and some priority sectors in particular: 

(i) In view of the high investment cost and the large 
cash flow needs of new enterprises, the rate of initial 
depreciation has been increased from 25 percent of 
the cost of plant and machinery. 

(ii) On account of the heavy capital outlayS'involved in 
the organised exploitation of minerals, and the lack 
of adequate incentives for the purpose, the rich 
mineral endowment of the country has remained 
largely unexploited. Accordingly, Pakistani compa- 
nies set up between July 1, 1981 and June 30, 1985, 
engaged in the exploration for and extraction of 
selected minerals, as to be notified by the govern- 
ment from time to time, have been extended a full 
tax holiday for a period of 5 years from the date of 
commencement of commercial production, and a 
tax concession of 50 percent of the normal rate for 
5 years thereafter. 

(iii) In order to encourage investment in oil eXploration, 
the existing policy of recouping the entire deprecia- 
tion allowed on plant and machinery at the stage of 
export out of Pakistan and, charging it to tax at the 
normal rates has been revised, and it has been de- 

' cided that _such machinery and plant when exported 
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out of Pakistan shall in future be charged to tax 
only in respect of initial depreciation. 

‘(iv) Under the existing rules, the cost of road transport 
vehicles for purposes of depreciation is deemed to 
be no more than 100,000 RS. This provision was pri- 
marily meant to discourage the use of big cars. How-_ 
ever, in view of the substantial rise in the price of 

' 

cars and the fact that in many businesses, vehicles 
other than cars are also an operational necessity, the 
provision has been adding undue harship. The limit 
for the purposes of depreciation has accordingly 
been relaxed as follows: V 

(a) for motorcars — 150,000 Rs.; 
(b) for other types of transport vehicles — actual 

cost.
' 

(v) With a View to reducing the tax burden on compa- 
nies and creating a better climate for investment, .the 
corporate tax rates have also been reviewed. Conse- 
quently, the corporate surcharge of 10 percent of 
the income tax and supertax on companies has been 
reduced to 5 percent. ' 

(vi) Companies were allowed a rebate on the surcharge 
on retained profits provided the‘free reserve did not 
exceed 15 percent of the paid—up capital. Since 
‘banks and financial institutions have of necessity to 
keep their free reserve higher than this level it was 
seldom that they availed themselves of the rebate 
facility. In recognition of this genuine problem,.the 
limit of free reserves in such cases has been raised to 
300 percent of paid-up capital. 

The direct tax measures have been further supplemented 
by concessions in the area of indirect taxes. The general 
rate of sales tax on domestically produced goods has 
been reduced from 20 to 12.5 percent. Some of the 
items such as sanitary ware, washing machines, radio 
sets, TVvsets, and other electrical applicances, etc. which 
were chargeable at higher rates varying between 25 and 
30 percent would consequently be taxable at the 
standard rate of 12.5 percent. Other items such as paper 
and paper products, artificial leather and rexine, motor 
vehicle tubes, automobile parts, calcium carbide and as- 
besfos waste which were previously liable to a tax at 
rates lower than 12.5 percent will continue to be levied 
at lower rates. On the customs side, in order to provide 
encouragement ot the leather goods industry, the im- 
port duty of 85 percent otherwise chargeable on wet 
blue goat and sheep leather has been withdrawn. Simi- 
larly, the duty on dies and moulds has been reduced 
from 40 to 20 percent and the sales tax leviable at 10 
percent has been withdrawn to encourage the manufac- 
ture of machinery and consumer durables. Single fila- 
ment bulbs for use in miners’ safety lamps have also 
been exempted from customs duties. As a measure of 
protection to domestic industry, import duties have 
been enhanced on some goods such as natural yeast, 
acetic acid, carbon black, sulfur black, white and color- 
ed cement, plastic moulding compound and resins, man- 
made fibres, sanitary ware, kitchen ware, tiles, etc. 

1. Editor’s note: The term “balancing” (of machinery) means ' 

installation of additional machines in an industi‘ial unit for the 
purpose of achieving optimum efficiency of the various inter- 
related components of that unit. 
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/! Similar concessions have been offered in the area of ex- 
cise duties. These include: . ,

‘ 

(a) exemption from excise duty and sales tax to locally 
manufactured tyres and tubes for use in motor— 
cycles, scooters and motor rickshaWS; 

(b) replacing the present 15 percent ad valorem rate of 
duty on woolen fabrics, other than carpets, rugs, 
blankets and shawls, by 13 percent of the retail 
prlce. 

Ill. CONCESSIONS TO AGRICULTURE 
The agricultural sector is of predominant importance to 
Pakistan and all possible efforts are. being made’to in- 
crease agricultural production. With this end in View, tax 
incentives, as well as other measures, are being widely 
used to achieve the desired objectives. The 1981-82 
budget continues the existing exemption to agricultural 
income, and also income from poultry farming, dairy 
farming, cattle and sheep breeding, and fish catching. 
Similarly, the income from domestic manufacture of 
farm implements and machinery and income from rent- 
ing of agricultural machinery or from providing pest 
control services continues up to June 1983. No addi- 
tional concession on the direct taxes side has been grant- 
ed through the current budget. However, in the area of 
indirect taxes, further incentives have been offered 
to encourage mechanization of agriculture, i.e.: 
(a) Imported tractors imported in CKD condition for 

local assembly which were previously liable to an 
import duty of 10 percent, subsequently refunded 
after assembly, have been totally exempted from 
customs duties. 

(b) Spare parts for tractors, previously charged to im- 
port duty ranging from 10 to 115 percent, have 
been made liable to a concessionary duty of 10 per- 
cent provided these are imported by authorised as— 
semblers and do not exceed 20 percent of the value 
of imported tractors. 

(c) Bulldozers,‘ angle-dozers and levellers, previously 
charged to import duty and sales tax at 40 and 10 
percent respectively, have been exempted from sales 
tax and the import duty reduced from 40 to 20 per- 
cent. 

In addition to the fiscal measures referred to above, cer- . 

taih non-tax measures such as partial withdrawal of sub- 
sidy on wheat and increased support price of agriculture 
products, increased capital investment in the fertilizer 
industry with a fixed low price for the fertilizer 
(through Government subsidy) are expected to show 
positive results in the years to come. 

IV. EXPORT PROMOTION MEASURES 
Pakistan is essentially a primary goods exporting coun- 
try. In recent years, the emphasis has, however, shifted 
towards export of finished goods, technical know-how 
and services, etc. With a view to encouraging exports, 
liberal concessions in the form of either a total tax ex- 
emption or a reduction of tax rates have been offered in 
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the past. During recent years, it was felt that there was 
yet the need to further supplement the existing incen- 
tive programs to boost the export of certain items and 
services: Consequently, the following further tax conces- 
sions have been given through the current year’s budget: 
(i) The export of carpets and engineering goods is fac- 

ing tough competition in the ineternational market. 
Similarly, the export of leather goods has been ef- 
fected by therecession and depreciation of .the cur- I 

rencies of major'European countries which consti- 
tube the majn export market. To protect the posi- 
tion of these important exchange earners in the ex- 
port market, in computing the taxable income of 
domestic companies engaged in the export of carpets 
and engineering goods, an income tax concession in 
the form of allowing the deduction of expenditure 
in connection with advertisement abroad and supply 
of free samples shall be allowed at 11/3 times the 
amount of actual expenditure Simultaneously, a 
compensatory rebate of 12.5 percent on the export 
of carpets and leather goods will also be allowed. 

(ii) A tax concession in the form of exemption of in- 
come of Pakistan companies rendering technical Ser- 
vices abroad to foreign enterprises has been avail- 
able since 1977 if the money is repatriated to Paki— 
stan. This concession was only partially available to 
non-company taxpayers. In order to bring the com- 
pany and non-company taxpayers rendering techni- 
cal services abroad at par, income derived by non- 
company taxpayers has also been exempted. This 
concession is also available to shared income of per- 
sons who are partners of registered firms. ' 

V. INCENTIVES TO ATTRACT FOREIGN 
INVESTMENT 

Whereas all possible efforts are being made to utilize 
domestic resources, including capital and technology, to 
deveIOp Pakistan’s industrial base, the' need for import 
of foreign capital and sophisticated technology is being 
met through very liberal incentive programs. Tax con- 
cessions to industries in priority areas of the economy 
or geographical areas are equally available to foreign in- 
vestors. The exemption of income of expatriate tech- 
nicians engaged in industrial projects for a specified pe- 
riod of time and of interest on foreign loans (whether 
from foreign governments and their financial institu- 
tions or from private lenders) has long been in vogue. 

In order to attract sophisticated foreign technology, the 
percentage of deductible expenditure incurred abroad 
(while computing the income of a foreign enterprise 
rendering technical services in Pakistan) has been raised 
from nil to 10 percent of the gross amount of such fees. 
The entire expenditure incurred in Pakistan, neverthe- 
less, remains a deductible expense. Appropriate mea- 
sures are also being taken to streamline the deduction of 
head office expenses incurred by multinational corpora- 
tions on behalf of their Pakistan subsidiaries and 
branches. Draft Income-tax Rules, in this behalf, have 

V been framed and circulated for public opinion.
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Realising the necessity of providing a definite set of 
rules for the computation of income of foreign enter- 
prises engaged in transnational business transactions and 
to supplement the tax incentives otherwise available 
under the domestic statutes, Pakistan has endeavoured 
to broaden its tax treaty net. Whereas conventions for 
the avoidance of double taxation and prevention of 
fiscal evasion with respect to taxes on income with most 
of the developed countries had been concluded by 
1970, a number of similar conventions with countries 
like Canada, Malta, Libya, Romania, the Netherlands, 
Belgium, Italy, Bangladesh, Thailand, the Philippines, 
Malaysia, etc. have been concluded during the past few 
years. These conventions provide for concessional tax 
rates on.dividends, interest, royalties, etc. It is expected 
that these t'reaties will serve as a favourable vehicle for 
the flow of capital, goods and technology from abroad. 

An important area for foreign investment has been or is 
exploration and drilling for oil in Pakistan. Keeping in 
view the huge capital outlays in this area (and in order 
to reduce its oil import bill), Pakistan has entered into a 
number of petroleum concession agreements with for- 
eign enterprises from Western Europe and North Ameri- 
ca. The existing tax concessions in the form of depletion . 

allowances, reduced rate of tax, deduction of expendi- 
ture on drilling of dry holes and its carry forward to the 
subsequent years (where it can not be adjusted in the 
relevant year) have been continued. - 

To sum up, it can be safely stated that the fiscal mea- 
sures adopted through the Budget for 1981-82 are 
oriented towards accelerating the place of economic de- 
velopment through the participation of both the public» 
and private sectors, and to reach a stage of self-sufficien- 
cy in industrial and agricultural products. 

Pakistan: » 

SUMMARY OF NEW TAX CONCESSIONS IN BUDGET 1981-1982 
by Abdul Waheed * 

The new tax measures are summarised as follows:
_ 

Tax relief has been provided to non-salaried persons falling in low in- 
come brackets: 

where the total income —
. 

(i) exceeds 12,000 but not 15,000 Rs. , the amount oftax payable by 
an assessee shall be reduced by asum equal to 20% of the tax pay- 
able; 

(ii) exceeds 15,000 but not 25,000 Rs., the amount of tax payable 
shall be reduced by ‘a sum equal to 15% of the tax payable; and 

(iii) exceeds 25,000 Rs., the amount of income tax payable shall be 
reduced by a sum of 315 Rs. 

Tax monetary limit of investment for the purposes of tax rebate has 
been raised from 40,000 to 45,000 Rs. 
The rate of surcharge on companies has becn reduced from 10 to 5%. 
Exemption from tax has been granted to new residential houses con— 
structed between 1 July 1981 and 30 J1me 1983 and having an annual 
value op to 18,000 R5. 
The rate of initial depreciation on plant and machinery of a new in- 
dustrial enterprise has been raised from 25 to 40%. _ 

In case of assets used in the exploration and extraction of petroleum, 
when exported out ofthe country, only initial depreciation shall be re- , 

captured and charged to tax.
_ 

Pakistani companies engaged in the exploration of selected minerals 
have been given a tax holiday for 5 years; on the expiry of the 5 years, 
tax on such income shall be charged at 50% of the normal rate for the 
next 5 years. ‘

_ 

Domestic companies expérting carpets and engineering goods shall 
be allowed expenditure on account of publicity and free sampling 
abroad at 11/3 times the actual expenditure. ‘ 

Exemption of income derived from rendering of technical services 
abroad to a foreign enterprise has been extended to non-company 
taxpayers. 
Profits paid or credited to profit and loss sharing accounts shall be al— 
lowed as business expense to the banks. 
Income tax rebate shall be allowed on investments made in purchase 
of Modaraba Certificates. 
Investment in Participation Term Certificates shall be eligible for 
purposes of investment allowance, subject to the monetary and hold- 
ing period limit. 
Income derived from Modaraba has been exempted singly or in 
aggregate with other dividend income up to 15,000 Rs. 
Income from PLS accounts along with dividend income, if any, shall 
be exempt up to 15,000 Rs.

‘ 

Income from Participation Term Certificates shall be exempted along 
with debenture income up to 5,000 Rs. 
Return on advance tax payments has been raised from 4 to 6%. 
Income of a non-professional writer has been exempted up to 25,000 
Rs. 
A professional sportsman has been allowed exemption in respect of 
income from one benefit match. 
In case of private limited companies with paid-up capital 0f3,000,000 
Rs. or more, audit by chartered accountants or cost management ac— 
countants has been made compulsory. 
The Central Board of Revenue, with prior approval of the Federal 
Government, has been empowered to disclose any particulars of a 
taxpayer to the public. 
The self-assessment scheme has been extended to all taxpayers filing 
returns for assessment year 1981-1982. 

* Member (Income Tax and Joint Secretary) Cehtral Board of Revenue, ls- 
lamabad. 
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‘ PAKISTAN: 
Budget 1981 -82 
Extract from the Budget Speech pronounced on 26 June 1981 
by Mr. Ghulam Ishaq Khan, Finance Minister. 

A detailed discussion of Pakistan’s tax system appears in the International 
Bureau of Fiscal Documentation’s publication: TAXES AND INVESTMENT 
IN ASIA AND THE PACIFIC 

I. PRELIMINARY REMARKS 
86. Additional tax measures. — Before 'coming to 
the tax proposals, I would like to briefly mention 
the considerations which have guided them. Al- 
though the demands on resources arising from the 
pressing needs of development, defence, adminis« 
tration, social and other services are enormous, the 
increase in expenditure ofthe government has been 
kept well within the rate of growth of GNP at cur- 
rent prices and, as I have just mentioned, it has 
been cut further. Even so, as tax receipts do not rise 
at the rate of GNP, additional resource mobilisa- 
tion effort including the levy of new taxes becomes 
inevitable. This is a phenomenon that we have wit- 
nessed year after year and stems from the poof elas- 
ticity of taxes with respect to the tax base — be it the 
response of income taxes to incomes, import duties 
to imports or excise duties to industrial output. 
Furthermore, numerous exemptions and deduc- 
tions make for a narrow tax base and a complex tax 
structure, which by facilitating evasion results in 
gross horizontal inequities as well as loss of revenue 
specific taxes lose their real value with inflation. 

Poor elasticity of taxes 

87. The Government has been concgrned with 
this deficiency and has embarked upon a process of 
reform with a view to obviating in course of time the 
need for additional tax levies each year. The most 
encouraging reponse has been obtained in income 
tax where a combination of a self-assessment 
scheme under the new income tax law with lighter, 
selective enforcement has led to an extraordinary 
increase in revenue collections and the number of 
assessees. 

88‘ Indirect tax structures. — A similar need exists 
to reform the indirect tax structures in order to 
make it more simple, control evasion and reduce. 
areas of discretion and to enable the system to serve 
the needs of efficient resource allocations. One of 
the major deficiencies in the system is the heavy 
taxes, on raw materials which tend to be levied for 
revenue reasons because taxesbn capital goods and 
consumer goods have a direct and visible impact 
which is generally resisted. Indeed, if taxes on raw 
materials are high and prevent development of uses 
by industries then the whole nation suffers. 
89. Tax reform. —The flaws in the taxation struc- 
ture, accumulated over many decades, cannot be 
removed overnight. But I hope that the measures 
that I will announce will mark a further significant 
step in the direction of tax reform. If these mea— 
sures succeed in achieving the objectives in mind, 
the base would have been laid for a stable taxation 
system which will not only serve the needs of rev- 
enues but would also generate confidence by 
eliminating the annual uncertainty about taxation 
policies. 

ll. INCOME TAX 
90: Returns under self—assessment scheme. — This 
brmgs me to the tax measures for the coming year. I 

am glad to say that the self-assessment scheme has 

now completed two years of its operation. During 
1980-81, the campaign to educate the taxpayer 
about the full implications of the Scheme was 
stepped up and it has brought about encouraging 
results. Over 400,000 returns were received from 
the existing taxpayers as against 370,000 odd re- 
ceived during the preceding year. The number of 
taxpayers declaring increase in income 'over the 
preceding year by 10% or more was 52,718 as 
against 42,853 during 1979-80. This year 22,128 re- 
turns showed an increase in income of more than 
20% over that of the last year. About 95% 0fthe re— 
turns filed this year were accepted as was the case 
last year and the rest were subjected to detailed 
scrutiny. 

91. New taxpayers. — During 1980-81, the efforts 
to locate new taxpayers continued unabated and 
over 200,000 new taxpayers were brought on to the 
tax register. The total number oftaxpayers after de- 
leting dead cases now stands at 844,645 which is 

more than double the number of taxpayers on in— 
come tax record only three years back. 
92. Collection of income-tax. — The collection of 
income tax has also more than doubled in two 
years’ time. Collections during 1980-81 are ex- 
pected to exceed Rs.'670 crores as against Rs, 526 
crores during 1979-80 and Rs. 334 crores during 
1978-79. As a consequence the contribution of in- 
come tax to the federal revenues has increased to 
19% in 1980-81 as against 17% in 1979-80 and 
14.6% in 1978—79. the significant increase in collec- 
tions without any increase in the tax rates bears 
eloquent testimony to the taxpayer’s positive re- 
sponse of self-assessment, as well as to the com- 
mendable efforts made by the tax collectors to 
maximize tax revenues. 

Success of self-assessment scheme 

93. Simplification of laws, forms and returns. — 
Taxpayer’s c0nvenience is a matter of paramount 
concern to the Government. It is our constant en- 
deavour to simplify the relevant laws, and forms 
and returns. The Income Tax Rules have been re- 
vised and published in a draft form for eliciting pub- 
lic opinion. We hope to finalise these rules in the 
light of the comments and reactions received by 
August, 1981: A new set of simplified income tax 
returns has also been prepared for use by different 
classes of taxpayers from the assessment year 1981— 
82. For the facility'of non—English knowing tax- 
payers returns will be made availablein Urdo also. 
94. Scope ofself-assessment scheme. — Coming to” 

' specific budget measures, it has been decided to ex- 
tend the scope of the self-assessment scheme and to - 

liberalize it further along the following lines: 
(i) The scheme presently covers only such tax- 

payers who fulfil certain prescribed condi- 
tions. In view of the positive response from 
the tax paying public if has been decided to 
treat all returns for the assessment year 1981- 
82 showing taxable income as self assessment 
returns. 

(ii) For the assessment year 1980-81, new tax- 
payers could' show in their returns un- 
explained capital upto Rs. 50,000 provided 
the income on such capital was declared at not 
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less than 50%. For the assessment year 1981- 
82, new taxpayers will be allowed to show un- 
explained capital upto Rs. 100,000 provided 
-they declare an income of 50% on the first 
Rs. 50,000 and 40% on the balance. ‘ 

(iii) For the assessment year 1980-81, immunity 
was given to such persons who declared in- 
come higher by 20% or more as compared 
with the highest- assessed income in any of the 
three preceding years. This concession will 
continue to be available. However, thoseAas- 
sessees who enjoyed immunity for the assess- 
ment year 1980-81 by declaring higher income 
are being given a further'incentive. Such’as- 
sessees will be entitled to immunity if their de- 
clared income exceeds the average (instead of 
the highest) assessed income of the three pre- 
ceding years by 20% or more. 

(iv) Under the present provisions, all self-assess- 
ment returns are first processed by accepting 
the declared income, Subsequently the cases 
selected for detailed scrutiny are re-opened. 
As this practice caused inconvenience to the 
tax payers, it has been decided that only one 
assessment shall be fraq in all cases, 
whether for accepting them under self assess- 
mentor subjecting them to detailed scrutiny. 

95. It is hoped that taxpayers will take full advan—
> 

tage of these concessions and declare their true and 
correct incomes in order to avail of the immunity, 
96. Personal tax rates. — Personal tax rates have 
also been reviewed. It is felt that relief on the lines 
already available to the salaried Class is called for in 
respect of nomsalaried a‘ssessees falling in lower in- 
come brackets. It has, therefore, been decided to 
provide the following relief to this class of tax- 
payers: 

i where the total income is upto Rs. 15,0001he 
income tax liability before rebate for invest- 
ment will be reduced by 20%; 

(ii) where the total income exceeds Rs. 15,000 
but does not exceed Rs. 25,000, the income 
tax liability before rebate for investment will 
be reduced by 15%; and 

(iii) where the total income exceeds Rs. 25,000 
_ 

the extent of tax relief will be the same as 
having available to persons income of 

Rs. 25,000. 

Reduction of rates 

97. Corporate tax rates. — The corporate tax rates 
have also been reviewed. Corporate surcharge is 

presently 10% of the income tax and super tax on 
Companies. In order to reduce the burden of this 
tax on companies with a View to creating a better cli- 
mate for investment, it has been decided to reduce 
it to 50/0 . 

98. Rebatf: 0f surcharge admissiHle to companies. — At presefit rebate on surcharge is admissible to 
companies on retained profits provided the free re- 
serves do not exceed 150% of the paid up capital. 
Since banks and financial institutions have of neces- 
sity to keep free reserves higher than this level, it is 
seldom that they avail of the rebate facility. In rec- 
ognition of this genuine problem, it has been de- 
cided to raise the limit of free reserves in' such cases 
to 300% of paid up capital. 
99. Rebate on investments. — In order to promote 
savings, rebate is given on investments made by 
taxpayers in cei'tain types of securities and savings 
schemes. The present monetary ceiling for such in- 
vestments is Rs. 40,000. This limit is being raised to 
Rs. 45,000. The other conditions will remain un- 
changed. 
100. Tax treatment of certain financial instru- 
ments. — In pursuance of Government’s objective to 
Islamise the economy, certain financial instru- 
ments were introduced and other measures taken 
during the course of the year. The Income Tax Law 
is being amended to provide for the tax treatment 
of these instruments and measures on the following 
lines: '
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(i) Investment made by the first holder of a Mo- 
darba certificate issued by a specific value M0- 
darba will not be entitled to Income tax rebate 
subject to the statutory limit of investment. 

(ii) Income tax rebate on investment in open end 
Modarba will be allowed to the holder of such 
certificate subject to the monetary and hold— 
ing period limits already provided in the law. 

(iii) Income tax rebate on investment in Participa- 
tion Terms Certificate (other than such Cer- 
tificate acquired by purchase or otherwise 
from previous holder thereof) will be allowed 
subject to the monetary and holding period 
limits already provided in the law. 

lslémisation of the economy 

(iv) Dividend income derived from Modarba will 
be exempted singly or‘ in aggregate with divi- 
dend income from NIT, ICP, PLS Account 
"and‘listed companies ut Rs. 15,000. 

(v) Income from Participation Term Certificates 
will be exempted singly or in aggregate with 
income from approved debentures upto 
.Rs. 5,000. 

~(vi) Profits distributed among profit and loss shar- 
ing account holdérs shall be allowed as busi- 
ness expense while computing profits of banks 
for tax purposes. -

' 

(vii) Income from profit and loss accounts, 
‘alongwith dividend income, if any, will be 
exempted upto the limit of Rs. 15,000 in the 
case of an individual. - 

10]. Tax concessions in industrial sector. — To en- 
courage investment in industrial sector in general 
and some priority sectors in particular, the follow- 
ing tax concessions are being given: 
(i) At present initial depreciation is admissible 

on new plant and machinery at the rate of 
25%: In view of the high initial investment 
cosdt and the [anger cash flow needs of new en- 
terprises, it has been decided to increase the 
rate of initial depreciation to 40%. ' 

Investment incentives 

(ii) Because of thq heavy capital outlays involved 
in the organised exploitation of minerals, and 
the lack of adequate incentives for the pur- 
pose, the rich mineral endowment of the 
country has remained largely unexploited. It 

> has, thefiefore, been decided that Pakistani 
companies set up between 1-7-1981 and 30-6 
1985 and engaged in the exploration and {ex- 
traction of selected minerals as notified by the 
government from time to time shall enjoy full 
tax holiday for the first 5 years from the date of 
commencement of commercial production, 
and a tax concession of50% ofthe normal rate 
for the 5 years thereafter. 

(iii) Oil exploration is orie of our priority areas. In 
order to encourage investment in this sector, 
it has been decided that the machinery used in 
oil exploration when exported out of Pakistan 
shall be chargéd to tax only in respect of initial 
depreciation instead of full depreciation as is 
the case at present. - 

(iv) Under the existing rules, the cost of road 
' transport vehicles for purposes of deprecia- 

tion is deemed to be no} more than 
Rs. 100,000. This provision was primarily' 
meant to discourage the use of big cars. How- 
ever, in view of the substantial risein the price 
of cars and the fact that in many a business, 
vehicles other than cars are also an Opera'- 
tional necessity, the provision is acting unduly 
harshly. It has, accordingly, been decided to

r 

relax the limit for purposes of depreciation as 
under: H . 

(a) for motor cars the new limit will be 
Rs. 150,000 and 

(b) for other types of transport vehicles, the 
actual cost. - - 

30 

102. Exemption in housing sector. — At present 
houses constructed between lst July, 1974 and 30 
June 1983 enjoy tax exemption for a period of five 
years as under: 
(a) where annual value does not exceed 

Rs. 12,000— Full exemption. ' 

(b) where annual 'value exceeds Rs. 12,000 7 Exemption limited to Rs. 6,000. 
103. In order to further encourage investment in 
housing sector, it has beeh decided that income 
from houses completed between lst July, 1981 and 
30th June, 1983 and having an annual value of not 
more than Rs. ,18,000 (in the case of Islamabad 
Rs, 24,000) shall be exempted for 5 years. Where 
annual value exheeds these limits the exemption 
shall be restricted to Rs. 9,000 only. 

‘ 

. 104. Concession on export ofgoods and technical 
services, — At pre'sent a number of tax concessions 
are available on exports of goods and technical ser- 
vices from Pakistan. In the interest of exports, the 
following fptthér tax concessions are being given: 

Export incentives 

(i) Export of carpets and engineering goods is 
facing tough competition from other coun- 
tries. To create markets for these exports 
there is need for sale promotion. It has, there- 
fore, been decided that for working out tax- 

' 

able income of domestic companies engaged 
in export of carpets and engineering goods 
and such other goods as are notified by the 
Government from time to time, expenditure 
in connection with advertisement abroad and 
on supply of freee samples shall be allowed @ 
1V3 times the amount of actual expenditure; 

(ii) 
' At present income of Pakistani Companies re- 

- ndering technical services abroad to foreign 
‘ 

enterprises is exempt from tax, if the money is 
. 
repatriated to Pakistan. This concession is 
only partially available to non-company tax— 

/ payers. In order to bring the company and 
non—company taxpayers rendering technical 
services abroad at par, it has been decided to 
exempt such income derived by non-company 
assessees also and on case, such tax payers are 
firms, the share income will be exempt in the 
hands of partners as well. 

105. » Limit ofretum paid by Governmentraised on 
advance tax deposited by taxpayers. - Currently, re- 
turn @ 4% is paid by Government on advance tax 
deposited by the taxpayers. This rate is low. It has, 
therefore, been decided to raise it to 6%,which will 
bring it at par with return on treasury bills. 
106. Exemption 'of inéome of professional 
spbrtsman. .— Presently, .income of a professional- 
sportsman from the exercise of his profession in- 
cluding income from a benefit match is taxable. It 
has been decided that income of a professional 
sportsman from one benefit match shall be exemp- 
ted. - 

' ' 

107. Exémption limit raised in respect of {artistic 
and literary work. — In order to promote llterary 
and artistic work by non-professional writers, poets _ 

or artists, it has been decided that the exemption 
limit on income from this source be raised from 
Rs: 15,00010 Rs. 25,000. '

~ 

108. Date for filing return of income. — Now I 

come to some rationalisation measures: 
(1) The last date for filing of income tax returns in - 

case of non—company tax payers whose in- 
come ycar ends on any day between lst 
January and 30th of June is lst of November. 

. This date is being brought forward to lst 0f 
. October. .

‘ 

(ii) There is no requirement of law at present for 
_ 

the private companies to have their accounts 
audited by qualified auditors. In order to en- 
sure that accounts of bigger private companies 
are_ properly maintained and audited it_ has 
been decided that private companieswnth a 
paid «up capital of Rs. 3,000,000 or more 

should get their_ accounts audited by Char- 
tered or Cost and Management Accountants. 

Residency 

109. Resident in Pakistan. — At present a person 
becomes a resident in Pakistan if his stay in Pakis— 
tan during any year exceeds 60 days and during the 
four‘preceding years exceeds 365 days. By virtue of 
acquiring resident status the world income of such 
person becomes taxable in Pakistan. It has been ob- 
served that the condition of 60 days stay in Pakistan 
creates hardship for Pakistanis working abroad. 
While, on leave in this country for a period of more 
than 60 days they have to face taxation on world in- 
come basis. To obviate this hardship, the condition 
of stay of 60 days is being'changed to 90 days. 
110. Minimisation of leakage of revenue. — To 
minimize the chances for leakage of revenue, the 
following changes are being made in the area of 
withholding tax at various stages: .

‘ 

(i) In respect of assessees liable to pay advance 
tax, the 'tax rate at import stage is being re— 
duced from 2% to 1.5%. Such taxpayers shall 

* pay tax at this rate on all imports and shall be 
entitled to adjust the payment at import stage 
against their advance tax liability: 

(ii) Tax @ 3% of the auction price of goods auc 
tioned by or on behalf of the Government, 
Local authorities, Public companies, Foreign 
associations, Contractors or Consultants or 
Consortium shall be collected by the auction- 
ing authorities. 

,

. 

(iii) At present fees paid to professionals are sub- 
jected to withholding tax if total payments in 
the year exceed Rs. 50,000. This limit is high 
and is causing leakage of revenue. It is, there- 
fore, being lowered to Rs. _10,000 in,any fi- 
nancial year. 

111. Disclosure of particulars of income of tax- 
payers. — The law prohibits disclosure of particulars 
of income of a taxpayer by the tax aut'orities. It has 
been observed that this provision gives undue pro- 
tection to unscrupulous taxpayers whose particu- 
lars if made known to public may‘lead to detection 
of sources of income not shown to the Department 
It has, accordingly, been decided to withdraw this 
protection and to empower Central Board of Rev- 
enue to disclose, with the prior approval of the 
Government, particulars of any assessee in respect 
of his income, assets; liabilities etc. to the general4 
public. 

112. Notifications issued in 1980-81 incorporated 
informal law. — During 1980-81, a number of notifi— 
cations were issued under Section 167 of the In- 
come Tax Ordinance, 1979 in order to tide over dif- 
ficulties experienced in the course of administering 
the Law.'These notifications are now being incor— 
porated in the formal law. » 

113. Prospective enforcement of tax proposals. — 
In the last year’s budget,.the principle of prospec- 
tive enforcement of tax proposals being convenient 
to the taxpayers, was adopted. The same pattern 
has been generally followed this year also. Accord- 
ingly amendments relating to tax relief for small in- 
come groups, exemption of income from profit and 
loss sharing accounts, exemption of income from 
benefit' matchesand income of non-professional 
writers will be effective from the assessment year 
1981-82. The rest of the amendments relating to re- 
lief measures will be effective from the assessment 
year 1982-83. 
114. VEconomic activities. — Before coming to the 
field of indirect taxation I would like to state as had 
hinted earlier‘that we are in the process of restruc— 
turing the system in order to make it more respon- 
sive to increase in the level of economic activities so 
that the need for frequent changes in the tax rates is 
minimised. We intend to pursue this goal more vig- 
orously during 1981-82 and hope to bring about 
substantial reform during the next couple of years. 
In this Connection a major exercise was undertaken 
last year to bring the Pakistan Customs Tariff Clas- 
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sification in line with the latest International Cus- 
toms Nomenclature for Classification of goods. 
While doing so, a uniform classification for the pur- 
poses of customs duty and Import Trade Control 
was developed which, on becoming operative from 
the next financial year will go a long way in minimis- 
ing discretion and assessment disputes. 

m. CUSTOM DUTIES 
115: Range of duties. —-As was the case with the 
classification, the rate structure which is another 
important component of the total system also 
needed to be simplified. Starting with 11 rates in 
1967-68, the number of ad valorem rates has pro- 
liferated to 42, which provide numerous oppor- 
tunities for misdeclaration and malpracfices. There 
are a number of rates involving fractional calcula- 
tions like 12'/2°/o, 47'/2%, 721/20/0, 1021/2% and

‘ 

197'/2%. Whatever-rationale these rates might have 
had at the relevant time, it is not valid any more. 
There are other rates against which either no duty is 
being collected or which make insignificant con- 
tribution to the revenue. Again there are a number 
of composite rates which do not serve the purpose 
or the philosophy of their ad valorem or specific 
levies. It has, therefore, been decided to convert 
the existing composite rates into specific rates and 
to reduce the number of ad valorem rates from 42 to 
16 only. Staying within the existing range of duties 
from 10% to 350%, these sixteen new slabs are 
10%, 20%, 30%, 40%, 50%, 60%, 70%, 85%, 
100%, 120%, 150%, 160%, 175%, 200%, 250% 
and 350%. - ‘ 

116. Headings in the Tariff. — Out of 1100 head- 
ings in the Tariff, some 950 headings already carry 
one or the other of these sixteen rates and they re- 
main unaffected by the change. Adjustment is re- 
quired to be made only in the remaining 150 head- 
ings. It has been decided to adjust the duty on these 
headings in the next lower or higher slab. The gen- 
eral principle followed in this regard is that the duty 
on essential items has been adjusted by and large in 
the lower slab and on less essential and luxury items 
in the next higher slab‘ . 

Improvements of thé system 

117‘ Duty in lower slabs. — Items o'n which duty 
has been adjusted in lower slabs include coke and 
semi-coke, coaltar, petroleum products like liquid 
paraffin, white oil, greases and brake fluid, worked 
mica, glassware for laboratory use,‘ cutting blades 
for machine, motor parts, motor cycles, cars upto 
1,000 cc and optical elements, 
118. Among items on which duty has been ad- 
justed in the next higher slab, some items of general 
interest are woven fabric of silk and plywood where 
duty will now be chargeable @ 250% instead of 
235%, and 200% instead of 195% respectively. 
Likewise, duties in case of cocoa paste and butter, 
tooth brushes and tooth pastes, motor cars with an 
engine capacity of 1000 cc to 1300 cc will now be 
chargeable @ 120% instead of 1 15%, 150% instead 
of 135% and 120% instead of 115% respectively. 
119. Specific rates on betel leaves, unm'anufac- 
lured tobacco, matches etc. — Of the composite rates 
on items of general interest which have been con- 
verted into specific rates, betel leaf, is presently 
chargeable to @ Rs. 50 per kg plus 10% ad val-' 
orem. It has now been converted to a single specific * 

rate of 60 per kg. Similarly duty on unmanufactured 
tobacco has been converted from Rs. 40 per kg + 
10% ad valorem to Rs. 50 per kg, unexposed 
cinematographic films, from 20 paisas per metre + 
10% ad valorem to 30 paisas per metre, fish and 
whale oil, from 70 paisas per kg + 10% ad valorem 
to Rs. 1.60 per kg, and on safety matches from 
Rs. 1.92 per 1440 matches + 10% ad valorem to 
Rs. 288 per 1440 matches. 
120.. 

. 
lmprovemént in Pakistan customs tariff. - In 

addmon to rationalization of rate structure, an ef- 

fort has also been made to improve the Pakistan 
Customs Tariff from another angle. It has been ob- 
served that identica] items with minor variation be- 
come chargeable to different duties, Such a situa- 
tion gives birth to assessment disputes and malprac- 
tices. A number of such items have been identified 
and they have been subjected to a uniform rate of 
duty to minimize discretion and malpractices, 
These changes are: ' 

(i) Manganese dioxide with slight change in de- 
scription, is chargeable tinder three different 
tariff headings and Attract rates of duty and 
sales tax ranging from 25% duty and nil sales 
tax to 40% duty plus 10%‘sales tax. It has,- 
therefore, been decided to‘charge manganese 
dioxide to a uniform rate of duty @ 40% plus 
10% sales tax. 

(ii) Cigarette paper is classifiable under three dif—
‘ 

ferent tariff headings attracting duty rates 
ranging from 40% to 50% . It has been decided 
Ito charge all kinds of cigarette paper to a uni- 
form rate of duty @ 50%. 

(iii) Duty On imported man-made yarns varies 
from Rs. 35 to Rs. 40 per kg, the bulk of the 
import being in the Rs. 40 per kg category. 
The difference in rate of duty provides oppor- 
tunities for misdeclaration and consequential 
loss to the Government revenues. It-has been 
decided t_0 subject all such types of yarn to a 
uniform rate of duty of Rs. 40 per kg. 

(iv) Switches and fuses not exceeding 500 volts are 
- chargeable to 85% duty; and other fuses and 
‘switches to 40% rate of duty. Importers many 
times declare switches and fuses of 500 volts as 
switches of 550 and 560 volts to evade customs 
duty, although there is no voltage range be- 
tween 500 to 1000 in the country. In order to 
remove this technical flaw the description of 
500 volts is being substitu’ted by 999 volts. 

(v) Clocks of C&F value upto Rs. 100 are charge— 
able to 100% duty wheréas clocks of higher 
value are chargeable at the rate of 150%. At 

, 
present there are very few clocks whose value 
is less than Rs. 100. This distinction provides 
scope for misdeclaration and under—invoicing. 
It has been decided to remove the distortion 
by charging all the clocks regardless of value 
to a>uniform rate of 120%. 

121. Rationalization measures in case of products 
which are substitute for each other. - Similar 
rationalization measures have been taken in case of 
products which are substitutable for each other but 
suffer different incidence of duty. Details of these 
measures are: 
(i) Most of the items falling under chapter relat- 

ing to plastics are chargeable to specific rate of 
duty. This was done to check under—invoicing 
in the import of these items. Acrylic sheet is 
another item of this chapter which is being un- 
derinvoiced. To check its under-invoicing and 
bring it in line with other items of this chapt_er' 
it has been decided to subject it to specific rate 
of duty of Rs. 25 per kg instead of 120% ad 
valorém. ' 

(ii) Toilet paper cut to size or shape is chargeable @ 85% duty plus 10% sales tax‘ On the other 
hand, toilet paper in rolls, imported for the 
manufacture of toilet paper, out to size or 
shape is chargeable @ 100%. It has, there- 
fore, been decided to enhance the duty on 
toilet paper cut to size or shape from 85% to 
120%. 

(iii) Imported chemicals which are not manufac- 
tured in the country are chargeable @ 40%. 
Hydrogen peroxide, which is an important 
raw material for textile industry, although 
presently not being manufactured in the coun- 
try is chargeable to duty @ 85%. It has been 
decided to reduce its rate to 40%. 

122. Enhancement of import duties. — As a mea- 
sure of protection to domestic industry, import 
duties have been enhanced on.the following eight 
Items: 
(i) Natural yeast will now be chargeable to 120% 

duty instead of 70%; 
(ii) & (iii) Acetic acid and carbon black to 85% 

insteadof 70%; - 
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(iv) Sulphur black to 85% plus 10% sales tax, in- 
stead of 70%; 

(v) Cement coloured and white to 20% and ce- 
ment grey to 10% from nil rate of duty; 

(vi) Plastic moulding compounds and resins to 
Rs. 13 per kg instead of Rs. 11 per kg; 

(vii) Man-made fibres 'to Rs. 20 per kg instead of 
Rs. 15 per kg; and 

(viii) Sanitary ware, kitchenware and tiles to 150% 
instead of 120%. ‘ 

-

' 

123. Withdrawal of concession in respect of im- 
ported tickets and tags. — Now that the facilities to 
print airline tickets and baggage tags have become 
available in the country it has been decided to with- 
draw the concession given to imported tickets and 
tags. 

124. Duty on imported wood veneer. —Wood ven- 
eer is an intermediary product between wood log 
which is its raw material and plywood, the finished 
product. Whereas plywood is chargeable to 195% 
duty both wood veneer‘and wood log are charge- 
able to 100% duty, the local units which convert log 
into wood veneer are, therefore, at a disadvantage 
because high percentage wastage is involved in con- 
verting wood log into wood veneer. It has, there- 
fore, been decided to subject the imported wood 
veneer to a rate of 150% which is intermediate be- 
tween the rates on wood log and plywood‘ 
125. Mechanisation of agriculture. — To encour- 
age mechanisation of agriculture, the following 
measures have been taken: 
(i) Imported tractors are chargeable to 10% rate 

of-duty. In case of CKD import for local as- 
sembly, duty is charged at import stage and is 
subsequently refunded when tractor is assem- 
bled. In order to ensure that the benefit of this - 

concession is made available to farmers im- 
mediately, it has been decided to outrightly 
exempt customs duty on tractors imported in CKD form. 

(ii) Spare parts for tractors which are chargeable 
to various rates of duty ranging flzom 10% to 
115%, will be subject to a uniform rate of 
10%, in case these are imported by the au- 
thorized assemblers and do not exceed 20% of 
the value of imported tractérs. Tractor parts 
imported by the commercial importers will, 
however, be subjected to duty at the rates ap- 
plicable to general auto-parts which has been 
reduced from 72‘/2% to 70%. ' 

(iii) Bull-dozers, angle-‘dozers and levellers are 
presently chargeable to customs duty and 
sales tax @ 40%- and 10% respectively. In 
View of their extensive uSe ‘in agriculture, 
road-building as well as construction, it has 
been decided to withdraw sales tax altogether 
and to reduce the rate of customs duty from 
40% to 20%. 

126. Leather goods industry. — In the field of in- 
dustry, in order to provide encouragement to 
leather goods industry, it has been decided to with- 
draw the import duty of 85% presently chargeable 
on the wet blue goat and sheep leather. 
127. Duty 0n dies and moulds. —— Dies and moulds . 

are presently charged to 40% duty and 10% sales 
tax. To encourage the manufacture of machinery 
and consumer durables, the duty on dies and 
moulds is being reduced from 40%- to 20%, and 
sales tax is being entirely withdrawn. 
128. Exemption of single filament bulb. — Miner’s 
safety lamps and the two-filament bulbs used 
therein are already exempt from customs duty. 
Now that single filament bulbs are also being im- . 

- ported for use in the miner’s safety lamps, it has 
been decided to extend the exemption to~these 
bulbs also. 
129. Containers. — Containers are increasingly 
being used for the transportation of trade goods. 
The equipment for handling the containers in the 
port area such as fork-lift, cranes, tractor tug mas- 
ters, trawlers etc. is' presently chargeable to cus- 
toms duties ranging from 40% to 85%. These are 
also chargeable to sales tax at the rates of 10% to 
20%. In order to encourage the present trend to-
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wards containerisation it has been decided to re- 
duce the customs duty on the equipment used for 
handling the containers within‘ port area to 20% 
whereas sales tax is being withdrawn altogether. 

130. Relief in respect of dental material, etc. —The 
following further relief is being provided to the 
health sector:

. 

(i) Dental materials and preparations whlchvgre 
at present chargeable to duty at rates rangmg 
from 35% to 85% have been exempted from 
dut . 

(ii) Orzfi diagonostic re-agents are exempt from 
customs duty but non-oral diagonostic re- 
agents are chargeable to duty at 40% ad val- 

K 
orem and 10% sales tax. It has been decided to 
exempt non oral diagonostic re-agents, im- 
ported in kit form from both customs duty and 
sales tax, 

(iii) Presently the entire range of X-ray equipment 
except X—ray film processor is exempt from 
duty. It has now been decided to exempt the 
aforementioned processor also. 

131. Duty on watches. — Considering the high 
value of watches these days it has been decided to 
provide relief on this item by reducing the duty 
from 85% to 60%. 
132. Export rebate on art-silk fabrics and gar- 
ments. — Export rebate on art silk fabrics and gar- 
ments is presently being paid @ 42% of the f.o.b. 
value and on dyed and printed fabrics it is 45% of 
the f.o.b. value. A study undertaken revealed that 
the export values have~been more than doubled 
whereas cost of inputs in terms of C & F price and 
duty per metre has increased by only 20%. This has 
obviously distorted the relationship between the 
f.o.b. export price and the actual duty paid on raw 
materials. It has, therefore, been decided to correct 
this distortion by refixing the rates of export re- 
bates. Now the rebate on art silk fabrics and gar— 
ments will be 32% of the f.o.b. value whereas in the 
case of dyed and printed fabrics it will be 35%. 

133. Hand knitted woollen carpets and leather 
goods. — As stated earlier, export of hand knitted 
woollen carpets and leather goods has been af- 
fected by the recession and depreciation of the cur- 
rencies of major European countries which consti- 
tute their main export markets. These items are im» 
portant exchange earners for the country and in 
order to protect their position in the export market 
it has been decided to allow 12.5% compensatory 
rebate on their exports. ' ‘ 

134. 
_ 
Mining industry and export ofgem stones. — 

The Government believes that there ‘is sufficient 
potential for development of mining industry and 
export of gcm Stones. It is accordingly proposed to 
allow concession of duty free import machinery for 
balancing and modernisation to marble industry 
and to the Gem stone Corporation for machinery 
required for cutting and polishing of gem stones. 
135. Changes in baggage rules; — The following 
changes are being made in the Baggage Rules: 
(i) Radio-cum-tape recorder is presently chargev 

able to import duty under the Baggage Rules. 
It has now been decided to exempt the same 
from levy of import duty. 

(ii) Washing machines and gas appliances are pre- 
sently allowed to be imported free of duty. Now that these are being manufactured within 
the country on a large scale, it has been de- 
cided to disallow their duty free import. How- 
ever they would be chargeable to a concessio- 
nary rate of 125%. 

136. Warehoused goods in ‘excess of specified 
period. — Under the Customs law, imported goods 
can be warehoused without payment of duty nor- 
mally for a period ofone year. The importers, how- 
ever, tend to delay the clearance of goods beyond 
one year. In order tocurb this tendency it has been 
decided that the rate of penal charge on the 
warehoused goods for the period in excess of one 
year be increased from 8% per annum to 2% per 
month. 
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IV. CENTRAL excuse DUTIES 
137. New measures in respect of central excise. — In 
the field of central excise the following new mea- 
sures have been taken: 
(i) Raw materials imported for manufacture of 

tyres and tubes for use in motor cycles, scoot- 
ers and motor rickshaws suffer customs duty 
ranging from 40% to 12%. The tyres and 
tubes are also chargable to central excise duty @ 10% andrsales tax @ 10%. Consequently, 
the domestically produced tyres and tubes are 
at a serious dis—advantage vis-a-vis the im- 
ported tyres and tubes. It has, therefore, been 
decided to exempt this category of domesti- 
cally produced tyres and tubes from both cen— 
tral excise duty and sales tax. 

(ii) Knitting yarn is presently exempt from central 
excise duty. It is usually spun on the same 
spindles which are used for the manufacture 
of other yarns chargeable to duty @ Rs. 1 per 
kg. Cases come to notice where taking advan- 
tage of this position dutiable yarn has been 
Cleared as knitting yarn to avoid payment of 
duty. To plug this loophole, it has been de- 
cided to withdraw the exemption on knitting 
yarn and make it chargeable to duty at the rate 
applicable to other dutiable yarns. 

(iii) Woollen fabrics, other than carpets, rugs, 
blankets, lohis and shawls are presently 
chargeable to duty @ 15% ad valorem. In- 
stances .of valuation disputes 0n the basis of 
over charging of consumers have been re— 
ported. In order to protect both the manufac— 
turers as well as consumers, it has been de- 
cided to link the rate of duty with the retail 
price fixed by the manufacturer. However, to 
prevent any price rise, it has been decided to 
replace the present 15% ad valorem rate of 
duty by 13% of the retail price. ' 

(iv) (a) Metal containers which are manufac» 
tured in a factory which is not equipped 
with any plant or machinery capable of 
being operated with the aid of power, 
steam or natural gas are presently 
exempt from duty. It has been noticed 
that this exemption is being misused and 
certain large scale manufacturers get the 
tin sheet printed from regular tin man- 
ufacturers and convert the same into tin 
containers manually. Toendthis misuse, 
it has been decided to restrict the said 
exemption to cottage industries only as 
was the original intention. 

(b) Metal containers manufactured by a 
manufacture]: of vegetable ghee and 
kerosene oil for packing these products 
exclusively are exempt from central ex- 
cise duty. In case, he also manufactures 
metal containers for packing products 
other than vegetable ghee and kérosene 
oil, he becomes dis-entitled to exemp- 
tion even on metal containers manufac- 
tured for vegetable ghee and kerosene 
oil as well. In order to remove this ano- 
maly, it has been decided to rationalise 
the exemption so as to ensure that metal 
containers manufactured for the packing 
of vegetable ghee and kerosene oil do 
not become dis-entitled to exemption 
under any circumstances. 

V. SALES TAX 
138. Self clearance procedure in respect ofgoods 
manufactured or produced in Pakistan. — It may be 
recalled that since 25th April, 1981, sales tax on all 
goods produced or manufactured within the coun- 
try is being collected under the excise mode of col- 
lection. For the convenience ofthe manufacturers, 
however, thé self-Clearance procedure ofthe excise 
mode of collection has been applied. Con- 
sequently, no resident staffis posted to the factories 
and the manufacturers have complete freedom in 
the conduct of their day-to-day business. 
139. Collection ofsales-rax. — In order to make the 

excise mode of collection more effective, it has 
been decided to amend the Sales Tax Act so as to: 
(i) redefine the term “sale price" in order to 

make it applicable to all taxable goods, 
whether excisable or not; 

(ii) merge the two provisos to Section 3 of the 
Sales Tax Act (which provide for the excise ' 

mode of collection for excisable and non—ex~ 
cisable goods separately) into one; and 

(iii) apply the provisions of the Central Excises 
and Salt Act, 1944 to the exclusion ofthe nor- 
mal provisions ofthe Sales Tax Act. It has also 
been decided to make the provisions of the 
Customs Act, 1969 similarly applicable to the 
collection of sales tax on the imported goods. 
However, the self-clearance procedure of ex— 
cise mode of collection, to which I have refer- 
red earlier, will be applied and no resident 
staff will be posted at the factories. 

140. Standard rate ofsales tax. — At present, the 
standard rate of sales tax is 20%. As in the case of 
customs duty, over a period of time, the rates have 
multiplied with the result that domestically pro— 
duced goods have become chargeable to rates rang- 
ing from 5% to 30%. The multiplicity of rates has 
given rise to innumerable difficulties and avoidable 
disputes, It has, therefore, been decided to reduce 
the standard rate on all domestically produced 
goods to 12.5% and to abolish all rates above 
12.5%. This will mean that items currently liable to 
rates of [5%, 20%, 25% and 30% will now be 
charged to the new standard rate of 12.5%. How- 
ever, six commodities namely asbestos waste, 
paper and paperboard, tyres and tubes, calcium 
carbide, automobile parts and artificial leather and 
rexine will continue to be charged at the existing 
rates which are lower than the new standard rate of 125%. 
141. The reduction in tax rates will bring reliefto 
a majority of manufacturers of taxable goods, like 
sanitaryware, which was chargeable to 30%, tar- 
pulines which was chargeable to 15%, and bakery 
products, sweet meats, soéium silicate, tents, plas- 
tic products and T.V.' sets which were all liable to 20% rate and a number of other products. 
142. In addition to general relief in the form of 
substantial reduction in the standard rate of sales 
tax applicable to the domestically produced goods, 
certain other relief and rationalization measures 
have also been taken: 
(a) At present nuts, bolts and screws which are 

component parts of machinery are exempt 
from sales tax. Similarly, nuts, bolts and 
screws produced by cottage industry are also 
exempt. Besides, the majority of, units are 
quite small which have to compete with 
cheaper imports. It has. therefore, been de- 
cided to exempt locally manufactured nuts, 
bolts and screws, including wood screws. 

(b) The local sodium sulphide manufacturers are 
also facing disadvantage viz—a-viz imported 
product. In order to protect the local industry, 
sodium sulphide manufactured in the country, 
is being exempted. 

(c) Domestically manufactured chip board and 
particle board ofthickness of more than 7 mm, 
which is the substitute of timber, will be 
exempt from sales tax whereas other varieties 
of chip board and particle board will be 
chargeable at the new standard rate. 

(d) Presently asbestos tiles, asbestos cement tiles, 
vinyl tiles and brick tiles are liable to sales tax @ 20% whereas glazed ceramic tiles and mar- 
ble tiles are exempt. As all these commodities 
are close substitutes of each other, it has been 
decided that tiles of all description will be un- 
iformly charged to tax at the new standard rate 
of 12.5%. 

(e) Leather footwear is presently exempt from 
sales tax. Rubber footwear in which the value 
of rubber is at least 75% of the total value of 
raw material; and non-leather footwear the 
price of which does not exceed Rs. 25 per 
pair, are also exempt.’Po|yurethane footwear 
is, however, chargeable at 20%. It has been 
decided that footwear of whatever material 
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will be exempt from sales tax if the retail price 
does not exceed Rs. 125 per pair. All foot- 
wear the price of which exceeds Rs. 125 per 
pair will now be chargeable to the new stan— 
dard rate of 12.5%. This measure will treat 
different types of footwear in a like manner 
and will also shift incidence of tax from low 
priced to high priced footwear, 

143. Sales tax on paraformaldehyde abolished. — 
Sales tax on imported paraformaldehydc, a raw 
material for manufacturing urea formaldehyde, is 
being abolished. ' 

144. 
' Exemption to small manufacturing units. — 

Exemption from sales tax was granted to small 
manufacturing units functioning on cottage indus— 
try basis, provided certain prescribed conditions 
were fulfilled. One of the conditions relates to the 
amount of capital employed in business. 
145. Capital employed. — However, “capital 
employed” was not properly defined. Taking ad- 
vantage of this loose definition, quite a few large 
manufacturers split their units to avail of the 
exemption. To plug this loophole a similar defini— 
tion of the term “capital employed” is being pro- 
vided in both, the Sales Tax and the Central Excise 
Laws. It is proposed to define “capital employed” 
as to mean every type of capital including borrowed 
capital. It has also been provided that if a person 
obtains machinery and fixtures on rent the value of 

such assets will be included in the amount ofcapital 
employed. Investment in business premises will not 
be considered while computing the amount of capi- 
tal. In addition to these changes, all other existing 
conditions relating to cottage industry will remain 
in force. 

VI. WEALTH TAX 
146. Return 0fWealth tax. — A fairly large number 
of properfiy owners have failed to comply with the 
statutory requirement of filing their returns under 
the Wealth Tax Act. We could have easily invoked 
the penal provisions of law but we have decided not 
to do so in order to afford another opportunity to 
the defaulters to comply with the statutory require- 
ments. It has accordingly been decided that the 
property owners who file the returns for the earlier 
years by lst September, 1981 and pay at least 50% 
of their tax liability simultaneously shall not be sub- 
jected to the penal action under the law. the returns 
for 1981-82 may be filed by 15! October; 1981. The 
last date for furnishing wealth tax returns has been 
changed from 15th September to lst October to 
synchronise with income tax returns of non-com- 
pany assessees. 
147. Wealth tax on individual having more than 
one property, etc. — In the case of a firm, an associa— 
tion of persons or body of individuals, whether in- 

corporated or not immovable property held for the 
purpose of the business of construction and sale or 
letting out is liable to incidence of wealth tax on the 
portion of its value which exceeds rupees five lakhs. 
Some persons have started fragmenting their total 
investment in units of less than rupees five lakhs to 
avoid payment of wealth tax. In order to check such 
tendencies, it is being provided that'wealth tax will 
be payable by an individual if he owns more than 
one such properties and his shares in different prop- 
erties exceed rupees five lakhs. 

Vll_. GIFT TAX 
148. 

' Rate of gift tax‘ — The present gift tax rates 
are effective since 1963. As priCes have risen over 
the years it has been decided to reduée gift tax rates 
as under: 
On the first Rs. 50,000 of taxable gifts. . 

From 5% to 2.5%. 
100,000 of taxable gifts. 

From 10% to 5 "’/o. 
150,000 of taxable gifts. 

From 15% to 7.5%. 
500,000 of taxable gifts. 

' From 20% to 10 0/o. 

On the next Rs. 1,000,000 of taxable gifts. ' ' 

From 25% to 20 %. 
On the balance of taxable gifts. 

From 30% to 25 %. 

On the next Rs. 
On the next Rs. 
On the next Rs. 

Maiaysia: British company having no
' 

ment or administration of any scientific, industrial or commercial 
undertaking, venture, prOJect or scheme. 

su (2) The management fees did not fall within the royalty definition of Article 
1(3) of the Malaysia—United Kingdom tax treaty of 30 March 1973 which 
reads (as far as is relevant): tax on management fees 

— Euromedical Industries Ltd‘ (EIL) v. 
Director-General of Inland Revenue — ‘ 

(3) The term “royalties” as used in this Article means a repayment of 
any kind received as consideration for the use of, or the right to use, any 
copyright of literary, artistic or scientific work, any patent, trademark 
design or model, plan, secret formula or process or for the us'e of, or the 
right to use, industrial, commercial or scientific equipment or for infor- In January 198} the Malaysian High Court decided that EIL, a company resi- 

dept In the United Kingdom, was not subject to Malaysian income tax on cer- 
galn management fees because EIL did not possess a permanent establishment 
1n. Malaysxa. The facts in this case were as follows. In 1973 Euromedical Indus- 
;nes Sdn. Bhd. (EISB) was created in Malaysia for the purpose ofmanufactur- mg cathe}crs. EIL and EISB concluded a contract under which EISB paid EIL 
managerial fee} for the provision of three directors and staff supplying man- 
agenal, p!anmng, traming, technical, operational, marketing and develop- 
ment serv1ces_. The Malaysian Inland Revenue found that these management 
fees were subject to income tax. 
EIL appealed to the High Court and it was established that: 
(1) The management fees were royalties as defined in Section 2 ofthe Malay- 

SIan Income Tax Act, whibh reads (as far as is relevant): 
“royalty” includes — 
(a) a_ny sums paid as consideration for the use of, or the right to use - 

(1) copyright, artistic or scientific works, patents, designs or mod- 
els, pla_ns, secret processes or formulae, trademarks or tapes 
fgrhradlo or television broadcasting or other like property or 

” rlg ts; 
_ > 

(11) know-how or information concerning technical industrial, 
. 

commercial or scientific knowledge, experience or skill; 
(b) gncome derived from 1he alienation of any property, know-how or 

mfo'rmanon mentioned in paragraph (a) ofthis definition; 
(C) amounts paid in consideration of services rendered by a non-resi— 

den} person or his employee in connection with the use of property 
or rights belonging to, or the installation or operation of any plant, 
machmery or other apparatus purchased from, such nOn-resident 
person; and 

(d) any other ampunts paid in consideration of technical advice, assis- 
tance or servnces rendered in connection with technical manage- 

mation concerning industrial, commercial or scientific experience. The 
term, however, does not include any royalty or other amount paid in re- 
spect of motion picture films or of tapes for radio or television broadcast- 
ing, or of the operation of a mine, oil well, quarry or any otherplace of 
extraction of natural resources or of timber or forest produce. 

(3) However, since the management fees are not covered by the royalty arti- 
cle they must fall under Article VI of the Treaty dealing with business in- 
come. This article provides (in part): 
1. The income or profits of an enterprise of one of the Contracting 

States shall be taxable only in that Contracting State, unless the en- 
terprise carries on business in the other Contracting State through a 
permanent establishment situated therein. If the enterprise carries 
on business as aforesaid, tax may be imposed in that other Contract- 
ing State on the income or profits of the enterprise but only so much 
thereof as is attributable to that permanent establishment. 

- 

Where income or profits include any items or profits which is dealt 
with separately in another Article 0fthis Agreement, the provisions 
of that other Article shall not be affected by the provisions of this 
Article. 

The High Court, therefore,- held that EIL was not subject to Malaysian income 
tax with respect to the management fees it received. However, the Inland Rev- 
enue has appealed to the Federal Court. 
Of course, the principles of this decision are also applicable under other tax 
treaties concluded by Malaysia, i.e. with Australia, Belgium, Canada, Den- 
mark, France, German Fed Rep., India, Japan, New Zealand, Norway, Po- 
land, Singapore, Sri Lanka, Sweden and Switzerland. For the texts of the 
treaties, see Taxes and Investment in Asia and the Pacific, Part Treaties, under 
Malaysia. - 

© 198_2 International Bureau of Fiscal Documentation - BULLETIN 33



BANGLADESH: 
1981 INCOME TAX AMENDMENTS 
by K.A. Gofran* 

A detailed discussion of the Bangladesh tax system ap- 
pears in the Bureau’s publication TAXES AND INVEST- 
MENT IN ASIA AND THE PACIFIC

~~ 

Income tax is an annual charge levied by the Parliamentat - 

the rate fixed each year by the Finance Act on the tax; 
payer’s total income of the previous year (accounting year 
immediately preceding theassessment year). 
Several amendments have been made in the Income-tax 
Act, Sales—tax Act, Gift-tax Act, Wealth-tax Act and 
Urban Immovable Property Tax Act by the Finance Act, 
1981. ‘ 

This article deals briefly with the amendments of the In- 
come-tax Act which are important for international inves- 
tors in Bangladesh. ‘

' 

INCOME-TAX ACT, 1922 
1. Sec'tion 4(3)(via) 
The limit of exemption has been raised to 2,500 Tk. from 
2,000 Tk. 9n account of any receipts of a casual and non— 
recurring nature other than receipts (i) from winning lot- 
teries, (ii) capital gains, (iii) receipts arising frombusi- 
ness, profession, vocation or occupation and (iv) receipts 
by way of addition 'to the remuneration of an employee. 
2. Section 4(3)(xvi') 
Previously, interest to the extent of 500 Tk. on any de- 
posit in .a savings account with a scheduled bank, co- 
operative bank or co-operative society was exempt from 
income tax. This provision has been widened. The 
exemption of interest is now up to 3,000 Tk. on any kind 
of deposit but such exemption is available only to an as- 
sessee who is an individual. 
3. Section 4(3) (xviii) 
The exemption available on account of interest from a 
scheduled bank, co—operative bank or co-Operative soci- 
ety together with interest on securities and approved de- 

. bentures will be limited to 5,000 Tk. ' 

4. Section 7(1) 
An assessee chargeable under the head “Salaries” used to 
enjoy an exemption of 3, 600 Tk. if he owned and main- 
tained at his own expense a car registered in his name and 
did not receive any conveyance allowance or any other be- 
nefit 0r perquisite in lieu of such allowance from the 
employer. Similarly, the ‘ exemption available was 
1,800 Tk. if the conveyance was any other power driven 
vehicle and 1,500 Tk. if no vehicle was maintained by 
him. The above exemptions have been respectively raised" 
to 4,200 Tk., 2,400 Tk. and 1,800 Tk. this year. 
34 

I I may, however, be remembered that the exemption is not 
available if the assessee, in addition to his income charge- 
able under the head “Salaries”, derives income from busi- 
ness, profession or vocation. 

5.‘Secti0n 9(1)(i) and 9(I)(ii) 
One sixth of the bona fide annual value of property was 
until now allowed as a deduction on account of cost of re- 
pairs irrespective of whether any expenditure was incur- 
red or not. Henceforth one fifth of such value will be al- 
lowed as a deduction from the bona fide annual value. 

6. Section 9A (6)- 
Agricultural ihcome up to 3,600 Tk. Was exempt from 
payment of tax under sub-section (6) of section 9A. The 
provision of such exgmption has been withdrawn. 

7. Section 10(4) (d) 
An employer used to be allowed to deduct the lesser of 
50,000 Tk. or 50% of the salary,'perquisites or other be- 
nefits granted to any employee. This limit has been 
raised to 60,000 Tk. or 50% of the salary, whichever is 
less. 

8. Section 10(4) (g) 
A new Clause (g) has been added to sub-section (4) ofsec- ’ 

tion 10. This provision puts a restriction on the admissi- 
bility of expenses incurred by an assesses 0n_account of 
entertainment or services rendered in cases of sales and 
services liable to excise duty. Such expenses will not be 
allowed unless supported by an excise stamp or seal. 

9. Section 14A (2133) 
A new sub-section (ZBB) has been inserted providing for ‘ 

a “tax holiday” for expansion of an existing industrial un- 
dertaking if such expansion constitutes an identifiable in-- 
dustrial unit or a similar unit for the carrying out of an 
identifiable industrial process subject to fulfilment of 
conditions as laid down in Section 14A(2B).

_ 

The tax holiday will hot,however, be available to an in— 
dustrial undertaking which is formed by the splitting up 
or the reconstruction or reconstitution Ofanyvbusirness al— 
ready in existence or by the transfer to a new business of 
any machinery or plant used in a business carried on in 
Bangladesh. ’ 

- v 

10. Section 15(3) 
Previously the limit of exemption,= i.e. investment allow- 
ance, was 30% of totalincome or 30,000 Tk. , whichever 

- 

‘ 
was less. This limit has now been raised to 30% of total 

A 

income or 35,000 Tk., whichever is less. . 

11. Section 15(3A) 
I

‘ 

A new sub-section (3A) of section 15 has been inserted. 
It puts a restriction on calculation of the investment al- 
lowanbe under section 15(3). Subject to limitation as 
provided in-section 15(3), the aggregate sum of exemp- 

- tion,’ other than the sums exempted for premiums paid 
for‘life insurance, deduction for deferred annuity and 
* Editor,_Bangladesh Tax Decisionx. 
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contribution to a Government or Recognised Provident 
Fund, shall be up to 5,000 Tk. if the investment does not 
exceed 5,000 Tk. The amount of allowance aVailable is 
5,000 Tk. plus 60% of the amount exceeding 5,000 Tk. 
The full amount of insurance premium, deferred annuity 
and contribution to Provident Fund will be taken into ac- 
count for the purpose of exemption subject to the Overall 
limits.

‘ 

12. Section 15AA(1) 
By amending sub-section (i) of section 15, UnitCertifi- 
cates 

_ 

issued. by the Investment Corporation of 
Bangladeshhave also now been made an item for which 
exemption under section 15AA(1) is available. In other 
words, purchase of such certificates will 'also be consi- 
dered for the purpose of investment allowance. 

13. Section 18(3BB)
1 

Previously there was provision for deduction of tax at 
such rate or rates as may be prescribed by a person re- 
sponsible for making any payment to another on account 
of supply of goods, execution of a contract or_for_ services 
rendered, and by the Collector of Customs in the case of 
an importer or exporter. Now thé scope of this provision 
has been widened by the inclusion of “indentirig commis- 
sion” in section 18(3BB) for‘the purpose of deduction of 
tax. It may be'mentioned that a rule prescribing rates of 
deduction has so far been made in the case of supply of 
goods, execution of a contract or for services rendered. It 
is gathered that rates are being prescribed for deduction 
of tax in‘respect of import and export|and indenting com- 
mission. 

14. Seciion 18(1) T' 

The liability to pay advance tax under' section 18A (1) 
used to be attracted if the total income of an assessee as 
per the latest completed assessment (either normal or 
provisional) exceeded 20,000 Tk. This limit has now 
been raised to 25,000 Tk. 

15. Section 22(1) 
An individual was required to furnish along with the re—'- 
turn or certificate, as the case may be, a statement of 
total assets and liabilities of himself, his wife or wives and 
his minor children if his/her total income exceeded 
20,000 Tk. for any assessment year. This limit has been 
raised to 25,000 Tk. 

16. Section 23(3A) 
The limit of total income for presumptive assessment 
under section 23(3A) was 15,000 Tk. The limit has been 
raised to 20,000 Tk. 

17. Section 24(3) 
A new proviso‘has been added to sub-sectibn (3) of sec—. 
tion 24. Any amOunt received in cash as subsidy'from the 
Government will henceforth be deducted in computing 
any loss for the purpose of set off and cgrry forward of 
loss under section 24. ‘ 

_ . 

- 

’ 

.
‘ 

18. Se’ctian'28al)‘ 
‘ 

‘ . 
: ‘ ‘

V 

An amendmerit has beén made to sub-sectiohflA) of 
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section 18 empowering the Deputy Commissioner of 
Taxes to impose a penalty also for understatement of the 
value of any immovable property in connection with sale 
or transfer with a View to evading tax. -

' 

19. Section 34(2)(iv)(b). 
Sub-clause (b) of clause (iv) of the proviso to sub—section 
(2) of section 34 has been amended providing for'a time 
limit to make assessment or re-assessment, as the case 
may be, in consequence of, or to give effect to any finding 
or direction in, an order undgr sections 31 , 33, 33A, 34A, 
66 or 66A or, in the case of a firm, an assessment to be 
made on‘ a partner of a firm in consequence of an assess—' 
ment made on the firm. ’ 

The previous legal position in this regard was that an as- . 

sessment or re-assessment could be made (a) in the case‘ 
of any such order made before 1 July 1975 within 4 years 
from that date, and (b) in any other case, within 2 years ‘ 

from the end of the year in which such order was made} 
An amendment regarding the time limit in respect of 
other cases has been made this year giving retrospective 
effect from 1 July 1980 authorising asn assessment or 
reassessment (a) in the case of any such order made on or 
after 1 July 1976 and before 1 July 1978 up to 30 June 
1982, and (b) in any other case, within 2 years from the 
end of the year in which such order was made. The 
amendment dOes not appear to‘cover the cases of assess? 
ment or reassessment in consequence of such - orders 
made during the financial years 1975—76 and 1978—79. 

20. Section 46(5A) 
A new paragraph has been added to sub—section (5A) of 
section 46. It provides that if any person to whom a notice 
under sub—section (5A) is sent fails‘ to make payment in 
compliance therewith he shall. be deemed to be an asses— 
see in default for the amount specified in the notice and 
further proceedings may be taken against him for the re- 
covery of the amount.

' 

21. The Third Schedule (Rates of income tax) 
The limit of total income liable to tax has been raised to 
15,000 Tk. in the case of every individual, Hindu undi- 
vided family, unregistered firm, association of persons 
and every artificial juridical person (excluding a com: 
pany and local authority). The number of slabs of taxable 
income has been reduced to 7 with lower rates of income 
tax compared to the previous rates. The rates now range 
from 10 to 60% of taxable income in the casé of the 
above-mentioned kinds of assessees. The rate of 60% is 
applicable on the amount 'of taxable income exceeding 
150,000 Tk. ‘ 

A provision has been made this year to charge income tax 
at a concessional rate inthe case of a resident and ordi- 
narily resident assessee other than a company if he brings 
into Bangladesh through official channels his income ac- 
cruing and arising outside Bangladesh. The rate of tax is 
30% of such income or at the rate applicable to his total 

' income including such income, whichever is more bene- 
ficial to him. I 

The rate of income tax is 50% of total income (excluding 
dividend income from a Bangladeshi company) in the 
case of every industrial company and 60% in the case of
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other companies including banks and financial institu- 
tions and local authorities; The income from dividends 
declared and paid by a Bangladeshi company or a body 
corporate in respect of the share capital issued, sub- 
scribed and paid after 14 August 1947 is liable to tax at 
the rate of 15% of such dividend:

\ 

The rate of income tax has been reduced to 30% from the 
previous rate of 60% in the case of a non-resident asses— 
see. ' 

Every registered firm is liable to income tax at rates rang- 
ing from 10% of total income exceeding 15,000 Tk. to 
30% of total income exceeding 150,000 Tk. 

U.S.A.: Return of tax treaties 
(British Virgin Islands and Cyprus) 

Assistant Secretary Chapoton reiterated the position of the Reagan adminis- 
tration with respect to these treaties at a hearing of the Committee on Foreign 
Relations held on September 24, 1981. On the basis of this request the Com- 
mittee deferred taking any actipn on either of these treaties until its regular 
business meeting on December 8, 1981, when the Committee voted unanim— 
ously by voice vote to report out an original executive resolution returning 
both treaties to the President for renegotiation. 

Mr. Percy, from the Committee on Foreign Relations, submitted the follow- mg '
' 

. REPORT 
(To accompany S. Ex. Res. 4) 

The Committee on Foreign Relations, having had under consideration an 
original executive resolution (S. Ex; Res. 4) providing for the return to the 
President of pending income tax treaties with Cyprus (Ex. I, 96—2) and the 
British Virgin Islands (Treaty Doc. 97-6), reports favorably thereon and re— 
commends that the Executive Resolution do pass. 

Purpose 

By this resolution the Senate would return to the President for renegotiation 
two bilateral income tax treaties, with Cyprus and the British Virgin Islands, 
which are pending before the Committee on Foreign Relations 

Committee action 

‘ 
On September 15, 1981 , the Committee received [he’following letter concern— 
ing these tax treaties from Assistant Secretary of the Treasury for Tax Policy 
John E. Chapoton: 3 

Department of the Treasury 
Washington. DC. Scplcrhhcr IS. 1981 

Hon. Charles H, Percy,
‘ 

Chairman, Senate Committee on Foreign Relations. 
US. Senate, Washington, D.C. 
Dear Mr. Chairman: I am writing with reference to the hearings” scheduled by [he Forcign Relations 

Committee on Sep‘ember 24, 1981, to consider fourteen pending tax lrcatics‘ For rcasnns which I will 
pxplain, I am hereby requesxing that the Committee's consideration of the treaties with Dcnmark. Cyp- 
rus and the British Virgin Islands be delayed to give the Treasury Department lime to negotiate certain 
modifications in those treaties 

Because ofa recent amendment to Denmark's lax law, modifying the manner in which Danish corpu- 
rations and their shareholders are taxed, Danish mx officials have requested that we rcncgoliulc one pm- 
vision of the pending treaty before it enters into force, We would like to accommodate Denmark's re- 
quest. We intend to negotiate 3 Protocol to the Danish treaty, Thu! Promcol‘ when signcd. will he (runs- 
mined to the Senate for consideration along with lht: treaty which is now pending‘ ' 

With respect to Cyprus and the British Virgin Islands, our desire to amend the Ircmics has come about 
as a result of our review of these treaties in préparaxion for hearings‘ Both of these jurisdictions are tax 
havens, The pending treaties with both were designed to prevent. or at least limit. the cxlcnt to which rcs- 
idenls of third countries can use these treaties, in conjunction with favorable internal law provisions in 
those jurisdictions, to receive U.S. treaty benefitsl We have concluded, on the basis of our review of 
these treaties, that the opportunities which potentially remain for such use are too great for us to tolerate. 
We intend to raise our concerns with the Governments of both jurisdictions. and seek modifications in 
these treaties consistem with‘our present policy. Although we are confident that the proposed British 

Committee comments 

In View oftheposition ofthe executive branch on these treaties, as well as the 
serious reseryation expressed by the chairman of both the House Ways and 
Means and Senate Finance Committee because of their potential for abuse by 
the residents of third countries, the Committee believes it desirable to return 
them to the President for renegotiation Irather than to maintain them indefi; 
nitely on its calendar. 
The Committee supports the objective of meaningful anti-treaty shopping 
provisions and therefore supports the effort to renegotiate the proposed 
treaties‘ The Committee may also support termination of the existing treaty 
with the British Virgin Islands ifa more satisfactory agreement cannot be a— 
chieved. However, the Committee would expect to have further consultations 
with the executive branch prior to any decision on the termination of an exist— 
ing treaty in accordance with the procedures appropriate to such a decision.

\ 

0 Company Law: — ' Forms of doing business 
H Establishing a business 

Investment Law 

Imports and Exports 

0 Tax Law: — Tax on companies 
— Taxes on individuals 
W Withholding taxes 
— Consumption taxes 
— Avoidance of double taxation 

0 Tax Treaties (full texts in English)

~~ Virgin Islands treaty can be satisfactorily renegotiated. the existing British Virgin Islands treaty has A Further in formation and free samples from: 
been, and MM continue to be as long as it is in force, subjccl to greater abuse than is likely to occur under 
the proposed(reaty.Thus, in ligh't ofourconcerns asexpressed above. ifsatisfactory negotiationsarc not a INTERNAT|ONAL BUR EAU OF 
c0n_cluded by early 1982, the Administration intends to serve notice of termination of the existing treaty L; in accordance with its terms. In such event, terminafion would be effective January l . I983. F 'SCAL DOCUMENTAT'I ON 

II should be noted that this procedure is not necessary with respect to Cyprus, since there is no existing —'——‘ Sarphafistraat 124 _ P.O. Box 20237 _ 
treaty in force. “: ' 

I hope that you will agree to dclay consideration of these three treaties, I r" I 1000 H E Amnerdam H the Netherlands 
With best wishes. 

I 
I 

Tel.: 020 - 26 77 26 Telex: 13217 intax nl 
, — —— Cables: Forintax ' 

Smcerely,
I I 

John E, Chapoton 
Assistant Secretary (Tax Policy) 
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Conference Diary 
MARCH 1982 
British Branch 0fI.F.A.: Indirect taxation of 
international services (Tax workshop). Lon- 
don (United Kingdom), March 4 (English). 

Management Centre Europe: Foreign ex- 
change and international money manage- 
ment (including: Foreign exchange implica- 
tions of European tax laws). Montreux 
(Switzerland), March 10-12 (English). 

Business International: Zimbabwe: a new as- 
sessment for foreign investment (including: 
Fiscal policies and outlook" (Ministry of Fi- 
nance)). Salisbury (Zimbabwe), March 14-17 
(English). 

APRIL 1982
_ 

Management Centre Europe: International 
Tax Conference (including: Organisation of 
international groups; Selected tax aspects of 
international business planning; Governmen- 
tal attitudes towards business in the tax field: 
the carrotxand the stick). Nice (France), April 
5-7 (English). 

Management Centre Europe: Managing and 
developing foreign subsidiaries (including: 
Tax in international operations). Brussels 
(Belgium), April 5-7 (English). 

MAY 1982 
The Inter-American Center of Tax Adminis- 
trators (C. I.A. T.): XVIth General Assembly 
on the basic subject: Tax evasion and tax com- 
pliance. Asuncién (Paraguay), probably in 
May, 1982 (date unknown yet)(Spanish). 

Management Centre Europe: Leasing in the 
80’s (including: The harmonisation of taxes in' 
the BBC. and relevance for leasing). Brus- 
sels (Belgium), May 5-7 (English). 

Management Centre Europe: International 
cash management (including: International 
tax aspects in cash management). Nice 
(France, May 24-26 (English).

. 

JUNE 1982 
Management Centre Europe: Taxation of in- 
ternational group companies and branches 
(Seminar). Brussels (Belgium), June 3-4 
(English). 

SEPTEMBER 1982 
36th Annual Congress of I.F.A.: I. The tax 
treatment of interest in international 
economic transactions. II. Taxation of pay- 
ments to non-residents for independent per- 

sonal services. Montreal (Canada). Sep- 
tember 12-16 (English, French, German,» 
Spanish). 

' FOR FURTHER INFORMATION 
PLEASE WRITE TO: 
Business International SA: 12-14 chemin 
Rieu 1211, Geneva 17 (Switze'rland). 
British Branch of I.F,A.: Secretariat c/o 
Williams & Glyn’s Bank Ltd., New London 
Bridge House, 25 London Bridge Street, 
London SE19 SX (United Kingdom). 
European Study Conferences Limited: 
Kirby House, 31 High Street East, Upping- 
ham, Rutland, Leics. LEIS 9PY (United 
Kingdom). 
Inter-American Center of Tax Adminis- 
trators (C.I.A.T.): Executive Secretary of 
C.I.A.T., P.O. Box 215 zona 1, Panamé. 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, 
Burgemeester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
Management Centre Europe: Avenue des 
Arts 4, 13-1040 Brussels (Belgium). 

In next issues: 

Tax incentives of industrialized cou 

Hong Kong: Tax aspects of foreign currency gains 
— by I. W. Harris . 

The Peruvian tax reform 
— by Pedro Massone 

The fiscal structure in Jamaica 
— by H. W. T. Pepper 

China: Recent tax experiments to revive the industrial and commercial tax system 
of State enterprises 
— by Jap Kim Siong 

— by Eugen Jehle 
ntries for private undertakings in developing countries 
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Eb fi©>rhy 
' Books 

The publications listed in this bibliography have recently been acquired by 
the Bureau ’3 library which will gladly supp/y 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. 

AFRICA 
Algeria 

ALGERIE 
Guide juridique, fiscal et social des entreprises 
étrangéres. ~ 

V

~ 

Dossiers internationaux Fra'ncis Lefebvre. 
Paris, Editions Francis Lefebvre, 1981. 266 pp. 
Guide providing information for foreign 
investors, parficularly from France, 

’ 

contemplating investment and doihg business in 
Algeria. Investment Law, business forms, 
labour law, social security contributions and the 
tax systems are explained. 
(B. 13.096) 

Arab Countries 
ANNUAIRE-OFFICIEL FRANCO— 
Arabe 1981. ‘

' 

Paris, Chambre de Commerce Franco—Arabe. 
1981 1182 pp. - 

The 1981 annual report prepared by the Franco— 
Arab Chamber of Commerce in Paris contains 
information on each country in the region with 
respect to business organizations, banking, 
contracts, taxation, useful addresses and 
advertisements. The countries covered are: 
Algeria, Saudi Arabia, Bahrain, Djibouti, 
United Arab Emirates, Iraq, Jordan, Kuwait, 
Lebanon, Libya, Morocco, Mauritania, Oman,

1 

Qatar, Somalia, Sudan, Syria, Tunisia, Yemen 
(A.R.) and Yemen (P.D.R.). 
(B. 51.793) - 

South Africa 

OLD MUTUAL INCOME TAX GUIDE. 
1980/81 Revised Edition. 
Edited by M.L. Stein and C. Divaris. 
Consulting editor: Prof. A.S. Silke.

_ 

Johannesburg, Old Mutual Printing Works, 
1980. 190 pp. - 

Quick reference guide explaining the working of 
income tax, undistributed profits tax, gift tzix 
and estate duty in South Africa as they apply to 
whites; coloureds and Asians. * 

'38 

Income tax payable by Blacks under the Taxation 
of Blacks Act 92 of 1969 is also cdnsidered. 
The Material is based on the Law as atOctober 
1980. 
(B. 13.098) 

MEYEROWITZ, David. 
Sales Tax Manual. 
Cape Town, The Taxpayer Publishing Company 
(Pty) Ltd.. 1979. 183 pp. 
Loose-leaf publicationrproviding an exposition 
ofthc Sales Tax Act of 1978. The consolidated 

' text ofthe Sales Tax Act (103 of 1978) as amended 
by Sales Tax Amendment Act 111 of 1979 is 
appended; 
(B. 13097) 

AMERICA 
' 

_ 
Brazil 

0 NOVO REGULAMENTO DO IMPOSTO 
de rcndu 1981. 
Rio dc Juneiro, Grzificu Auriverdc. LIdu.. 1981. 
397 pp., 750.00 Cr$.

' 

Text of the new Income Tax Regulation enacted 
by Decree No. 85.450 0M December 1980, and 
complementary legislation. The Income Tax 
Regulation is a consolidation of the previous 
legislation. 
(B. 18.087) 

Canada 
LA FOREST, G.V. - 

The allocation of taxing power under the 
Canadian Constitution. Second edifion. 
Canadian Tak Paper No.65. 
Toronto, Canadian Tax Foundation, 1981. 219 
pp.,$ 10.00. 

_ I

‘ 

Study dealing with the constitutional division of 
power over taxation between the Canadian 
Parliament and the provincial legislature, and 
also among the latter. 
(B. 103.363) 

Colombia
. 

MANUAL DEL DECLARANTE. 
Bogoté, Ministerio de Hacienda y credilo 
publico, 1981. 254 pp. 
Practical guide for filling out tax returns and tax 
forms with a detailed analysis of each section 
(issued by the Ministry of Finance). 
(B. 18.102) 

Costa Rica 

EL MARCO LEGAL DE LA INVERSION 
extranjera en Costa Rica. 
San José. Instituto Costarricensc de Turismo,‘ 
1981. 24 pp. 
Summary of the provisions for investment. types “ 

of legal entities, rates of income tax. banking 
system. 
(B. 18.098) 

Mexico 

CODIGO FISCAL DE LA FEDERACION ~ 

y disposiciones complementzlrias. 
Mexico, Editorial Porniu. 1981. 655 pp. 
Mexican Fiscal Code and complementary laws 
and regulations. The Fiscal Code contains 
general rules of taxation as well as rules on 
administrative and penal aspects of taxation, but 
does not include rules on particular taxes. 
(B. 18.095) 

LEY DEL IMPUESTO SOBRE LA RENTA.- 
clamcnto y disposiciones complementarias. 
Mexico, Editorial Porrt’la, 1981. 315 pp. 
Income tax law in force as ofJanuary l. 1981. 
regulations thereto and complementary acts. 
(B. 18.10!) 

TAXATION IN MEXICO. 
International Tax and Business Service. 
New York. Deloittc Haskins & Sells, 1980.76 
p . . 

Gpcncral introduction to the tax system in Mexico 
in the series “International Tax and Business 
Service” prepared by Dcloitte Haskins & Sells. 
(B. 18.113) 

EL EXTRANJERO ANTE EL SISTEMA 
tributario Mexicano. 
Mexico. Direccién de Asi‘stencia al 
Contribuyente, 1980.32 pp. 
Introductory guide in question and answer form 
concerning taxation in Mexico for foreigners 
intending to do business with or establish a 
business in Mexico. 
(B. 18.099) 
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LEY DEL IMPUESTO AL VALOR 
agregado y su reglamcnto. 
Mexico, Editorial Porrfia, 1981. 160 pp.-. 
Book containing an updated draft of the VAT 
law. regulations thereto. related decisions and 
instructions.

' 

(L. 16.171) 

LEY DEL [MPUESTO AL VALOR 
agregado sus reformas y su reglamento 1981. 
Mexico, Unidad de Documentucién y 
Compilacién, 1981. 309 pp. 
VAT Law and Regulations, updated to 
December 31, 1980. containing the amendments 
in chronological order. 
(3 18.100) 
PEQUENA Y MEDIANA [N‘DUSTRIAS 1980. 
Mexico, Direccién General de Comunicacién, 
1980. 254 pp. _> 

Smal| and medium size industries 1980. 
(B. 18.094) 

‘ Panama 
TAXATION IN PANAMA. 
International Tax and Business Sérvice. 
New York. Deloitte Haskins'& Sells, 1981.58 
PP- -

‘ 

Description of the tax system in Panama in the 
series “International Tax and Business Service". 
(3‘ 18.085) 

' 

- - 

Peru 

TAXATION IN PERU. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1981.69 
PP- ’ 

Description of the tax system in Peru in the 
Series “International Tax and Business Service". 
(B. 18.084) 

Puerto Rico 

TAXATION IN PUERTO RICO. 
International Tax and Business Service. 
New York. Deloitte Haskins & Sells, 1980. 112 
pp. 
General introduction to the tax system in Pucrt0_ 
Rico in the series “International Tax and 
Business Service“ prepared by Deloitte Haskins 
& Sells. 
(B. 18112) 

Unitéd Stat‘es 

LINDHOLM, Richard W. 
The Economics of VAT. Preserving Efficiency, 
Capitalism, and Social Progress. - 

Toronto, Lexingt-Jn Books, 1980. 189 ppl, 5 28. 
Study of VAT as a necessary basic aspect of the 
functioning of a democratic, capitalist, industrial 
nation. Much of what is dealt with relates to 
HR. 7015, the proposed federal tax restructuring 
Act of 1980 (the introduction of a major national 
VAT). 
(B. 103.482) 

MCDANIEL, Paul, R.; AULT, Hugh J. 
Introduction to United States International 
Taxation. 
Second revised edition. 

Series on International Taxation No.3. 
Deventer, Kluwer, 1981.210 pp., 65 Dfl. 
Detailed treatise explaining the US. tax rules in m international context with respect to the 
federal corporate income tax, individual incom_e_ 
tax and estate duty. The tax provisions are set 
out in the normative or normal income tax rules 
with reference to the tax expenditure context as 
contained in the tax expenditure budget in the 
last chapter. 
(B. 103.395) 

OKLAHOMAuEIN RATGEBER FUR 
den Geschéjftsmann. 
Houston, Deutsch-Amerikanischen 
Handelskammer, 1980. 77 pp. 
Guide for businessmen contemplating doing ‘ 

business in Oklahoma. Descriptions of business 
entity forms and taxation are presented with 
comparative references to the German Federal 
Republic. The guide was prepared by the 
German—American Chamber of Commerce in 
Houston, Texas. 
(B. 103.476) 

‘ BRENNAN. Geoffrey; 
MUCHANAN,James M.

‘ 

The power to tax. Analytical foundations of a 
fiscal constitution. 

~ Cambridge, Cambridge University i’ress, 1980. 
231pp.,£ 10.50. . 

The authors discuss whether the power to tax 
should be restricted, find if so how, both of 
which are new issues of immediate policy 

- significance. ‘ 

(B. 103.394) 
' " 

i. 

THOMPSON, Dennis, L. 
Taxation of American Railroads. A Policy 
Analysis. 
Contribu‘ions in Economics and Economic 
History, Number 34. '

~ 

London. Greenwood Press, 1981. 248 pp., 
$ 29.95. 
Study ofthe federal, state and local taxes levied 
on US. railroads. 
(B. 103.364) 

SURREY, Stanley 8.; WARREN, William C.; 
McDANIEL, Paul R.; AULT , Hugh J. 
Federal income taxation. Cases and Materials. 
Volume 11. Second edition. UniversityCasebook 
Series: , 

New.York, The Foundation Press, Inc., 1980. 
1002 pp. V 

Second revised edition of Volumell covers the 
taxation of partnerships and corporations. It is 
'intended as course book in business taxation. 
(B. 103.437) 

FUNDAMENTAL CONCEPTS OF 
corporate taxation 1981. 
Tax Law and Estate Planning Series. Tax Law 
and Practice Course Handbook Series. Number 
154. 
New York, Practising Law Institute, 1981.312 
PP- 
One ofthe series of handbooks published 
annually by the Practising Law Institute primarily 
designed to serve as an educational supplement . 

to courses. Papers include: Organization of the 
corporation and tax benefits of doing business-as 
acorporation by John P. Steines; Subchapter S 
Corporations by Allan M. Rosenbloom. 
(B. 103.410) 

1981 GUIDE To US. TAXES FOVR 
citizens abroad. January 1981 
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Ernst ‘& Whinney International Series. 
New York, Ernst & Whinney, 1981. 65 pp‘ 
Book providing information to help US. citizens 
employed abroad to file their 1980 US. income 
tax returns. 
(B. 103.329) 

INTERNAL REVENUE CUMULATIVE 
Bulletin 1980-2,1uly-December. 
Washington, Government Printing Office, 1980. 
876 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 1980. 
(B. 103.496) 

BUTLER, David H. 
An income tax planning for small businesses. 
Research for Business Decisions, No. 36. 
Ann Arbor, UMI Research Press, 1981. 
Distributed by Bowker Publishing Company, 
Epping, Essex, England. 324 pp.,$ 49.00 
Research study aiming to develop a computerized 
short run tax planning model that can be used to. 
determine the form of business organizatién that 
minimizes the total income tax expense for a 
small business owner, 
(B. 103.393) 

ASIA & THE PACIFIC 
Asia

' 

A'SlAVIN THE 1980s. " - 

' 

Corpor'ate forecasts and strategies. 
Hong Kong, Business Ifitérnational Asia/Pacific 
Ltd., 1981. 160 pp. 4 

Research report designed toishow how company 
executives themselves expect the 19805 in Asia 
to shape up and how their corporations plan to 
react. The present study is a sister report to 
“Europe in the 19805”. 
(B. 51.784) 

STATISTICAL YEARBOOK‘FOR ASIA 
and the Pacific. 1979. ‘

‘ 

Bangkok, United Nations, 1980.534 pp., $ 30. 
Twelfth issue of statistical yearbook for Asia and 
the Pacific covering a variety of subjects, viz. , 

population, manpower, national accounts, 
consumption, internal trade, external trade etc. 
in both English and French. 
(B. 103.444) 

Australia 

AUSTRALIAN INCOME TAX 
Assessment Act. ' 

15th Edition Including regulations, rating acts & 
internatidnal agreements. North Ryde, CCH 
Australia Ltd., 1981. ca. 1200 pp. 
Consolidated text of the Income Tax Assessment 
Act 1936 and other related income tax statutes 
up to December 31, 1980. Texts of comprehen- 
sive income tax treaties as well as limited income 
tax agreements for air tr'ansport are appended. 
(B. 51.787)

‘ 

1981 AUSTRALIAN MASTER TAX GUIDE. 
North Ryde, CCH Australia Limited, 1981. 820 
PP- 
Annual edition of guide designed to help-ta» 
payers in preparing their income tax returns for 
the 1981 income year. In addition, the guide 
provides invaluable information on the tax 
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consequences of decisions and transactions that 
one may face in the 1982 incgme year. 
(B. 51.788) 

MARKS, Bernard; BAXT, Robert. 
Law of trusts. 
Sydney, CCH AAustralia Limited, 1981. 360 
Kronograph providing information to students 
studying rules governing trusts and trustees in 
Australia. Case law has been included as of 
December 31, 1980. A comparison volume deals 
with taxation of trusts. 
(B. 51.789) 

MARKS, Bernard. 
Taxation of trusts. 
Sydney, CCH Australia Limited, 1980. 357 pp. 
Monograph explaining the taxation of trusts in 
Australia. A comparison volume deals with the 
law of trusts. 

_

> 

(B. 51.790) 

Hong Kong 
TAXATION [N HONG KONG. 
International Tax and Business Service. 
New York, Déloitte Haskins & Sells, 1981.42 
PP~ . 

General introduction to the tax system in Hong 
Kong in the series “International Tax and Busi- 
ness Service” prepared by Deloitte Haskins & 
Sells. 
(B. 51829) 

' 

lhdia 

THE INCOME TAX ACT 1961. 
As amended by the Finance Act, 1981. 

. 
Allahabad,rCentral Law Agency, 1981468 pp., 
40 R5. " 

Consolidated text of the Indian Income Tax Act 
1961 as amended last by the Finance Act 1981. 
The full text of the Finance Act 1981 is ap- 
pended. ‘ 

(B. 51.773) 

VENKOBA RAO, K. 
Law of Benami transactions and Benami transa- ‘ 

[ions under income-tax law. 
Revised by B. Malik and V. Gauri Shankar. 5th 
Edition. 
Allahabad, Delhi Law House, 1979. 803 pp. 
Fifth revised edition of monograph dealing with 
[he modus operandi of Benami transactions and 
its implication for the income tax legislation. 
(B. 51.8’10) v 

Japan 

ISHIKAWA, Shigeru. 
Essays on technology, employment and institu- 
tions in economic development: comparative 
Asian experience. 
Economic Research Series No. 19. 
Tokyo, Kinokuniya Company Ltd., 198]. 466 
PP~ 
Four essays attempting to compare the Japanese 
experience of economic deVelopment with the 
countries of South and South-East Asia. 
(B. 51774) 

OECD ECONOMIC SURVEYS: JAPAN 
Paris, Organisation for Economic Co—operation 
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and Development, 1981. 80 pp. 
(B. 103.424) 

Korea 

TAXATION IN KOREA. 
International Tax and Business Service. New 
York, Deloitte Haskins & Sells, 1981. 70 pp. 
Description of the Ix system in the Republic of 
Korea in the series “International Tax and 
Business Service“. 
(B. 51.778) 

Malaysia 

DOUBLE TAXATION AGREEMENTS. 
Malaysia, Tax Division, Treasury, 198]. 275 pp. 
Text of comprehensive income tax treaties 
concluded by Malaysia. including those with 
Belgium, Canada, Denmark. France‘ Germany. 
India, Japan, New Zealand. Norway, Poland, 
Singapore, Sri Lanka. Sweden. Switzerland and 
United Kingdom. 
(B. 51.811) 

LAWS OF MALAYSIA. 
Act 53. Income Tax Act 1967. 
Reprint N0. 2 of I980. 
Kuala Lumpur. Director General of National 
Printing, 1980.295 pp. ’ 

Official consolidated texts of the Income Tax 
Act 1967 as amended by Income Tax (Amend- 
ment) Act 1980 in forceas OfJanudry 31, 1980. 
(B. 51.812) 

TAXATION IN MALAYSIA.
V 

International Taxand Business Service. New 
York, Deloitte Haskins & Sells, 1981.61 pp. 
General introdution to the tax system in Malaysia 
in the series “International Tax and Business 
Service" prepared by Deloitte Haskins & Sells. 
(B. 51 ‘819) ' 

Philippines 

HIGHLIGHTS OF THE SUBSTITUTE BILL 
to Cabinet Bill 34. 

_ 

A proposal to restructure the individual income 
tax including the modified gross income tax con- 
cept.

_ 

Manila, National Tax Resea‘rch Center, 1981.30 
pp. 
(L. 52554) 

SCHUTTE. Helmut. 
Philippinen Investitionsffihrer. 
Cologne, Bundesstelle fiir Aussenhandelsinfor- 
mation, 1980. 116 pp. 
Investment guide to the Philippines providing 
information on investment opportunities in the 
Phillipines for German enterprises. Tax aspects 
are dealt with. 
(3‘ 51.775) 

Solomon Islands 
REPORT OF THE WORKING PARTY 
to review income tax. 
Honiara, Working Party, 1979. 35 pp. 
Text of recommendation to change income tax‘ 
(B. 51.814) » 

Taiwan 

TAXATION IN TAIWAN. ROC. 
(Republic of China). 
International Tax and Business Service.

. 

New York, Deloitte Haskins & Sells. I981. 75 
PP- 
Gcneral introduction to the tax system in' Taiwan 
in the series “Intrernational Tax and Business 
Service“ prepared by Deloitte Haskins & Sells. 
(B. 51.830) 

EUROPE 
Austria 

BARFUSS, Walter. 
ABC der Geschéiftsgrijndung. 
Vienna, lndustrieverlag Peter Linde, I981. 71 
pp.. 90 OS. 
Monograph explaining the most important 
features of setting up a business in Austria. 
(B. 103.143) 

WESTERMAYER, Hans. 
ABC der Lohnverrechnung. 
Mit vielen ausgearbeiteten Beispielen und 
zahlreichgn Tabellen( 
13. nach dem neuesten Stand ergz'inzte Auflagc. 
Vienna. Industrieverlag Peter Linde. 1981.95 
PP- 
Thirtecnth’revised and supplemented guide on 
various aspects concerning the computation of 
social security premiums, wage tax and payroll 
tax. 
(B. 103.378) 

LECHNER, Kari; EGGER. Anton: 
SCHAUER, Reinbert. 
Einffihrung in die Allgemeine Betriebswirt- 
schaftslehre. 
8. Auflage. 
Vienna, lndustrieverlag Peter Linde, 1981. 604 
pp.. 528 05. 
8th revised edition of a work dealing with various 
aspects of business administration and 
economics‘ 
(B. 103.398) 

HELBICH, Franz; KOTRNOCH, Herbert; 
SCHAGGINGER. Karl. 
Energie und Steuern. Steuerliche Férderung der 
Energieversorgung und von Energiespar- 
massnahmen. 
Vienna. Wirtschaftsverlag Dr. Anton Orac. 
1981.193pp.,39OOS. '

I Monograph explaining the various provisions 
under Austrian tax law containing incentives for - 

energy production or measures to save energy. 
(B. 103.380)

' 

GMBH 1980. 
Gesetz und Novelle Nebengesetze. Stand 
1.8.1980.

I 

Vienna. lndustrieverlag Peter Linde. 1980. [22 
pp.. 150 OS. ‘ 

Annotated tcxt ofthe new 1980 Law on limited 
liability companies and related law. 
(B. 103.221) 

PROLL, Ernst; SAILER, Ernst; 
KRANZL, Karl; MERTENS, B. 
Die Lohnsteuer in Frage und Antwort. 
Vienna. lm Selbstverlug der Verfasser. 1981. 
916 pp. 
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Revised edition of a source book containing the 
texts of the relevant laws and other provisions 
with respect to the wage tax, clarifying comments 
to the law and practice-oriented case studies on

' 

many aspects of the wage tax. 
(B. 103.258) 

SEICHT. Gerhard. 
Modernc Kosten- und L'eistungsrechnung. 
Grundlagen und praktischc Gestallung. 
3. Auflagc. 
Vienna, lndustricverlag Péter Linde, 1981. 434 
pp‘, 427 (")s. 
Handbook providing an introduction to the 
principles and the form in practice ofthe costs 
and production account. 
(B. 103.397). 

NEUNER, Kurt; ZECHMEISTER, Oskar. 
Steuer-Index fiber Rechtsmittel- 
entscheidungen Erléisse und Schrifttum 
des Jahres 1980. 
Vienna, Wirtschaftsverlag Dr. Anton Orac, 
1981.236 pp., 690 OS. 
List of case law, regulations, books, double 
taxation treaties and eSsays on Austrian tax 
matters published in 1980. 
(B. 103.417) 

Eastern 'Europe 

BOLZ. Klaus; REYMANN, Sybille; 
PLOTZ‘ Peter; GABRISCH, Hubert; 
PISSULLA, Petra; BOHM, Edward; 
ALTMANN‘ Franz-Lothar; WASS VON 
CZEGE. Andreas. 
Die wirtschaftliche Entwicklung in den 
sozialistischen Léindern Osteuropas zur 
Juhreswe‘nde 1980/8]. 
Hamburg, Verlag Weltarchiv, 1981.355 pp., 29 
DM. 
Compilation of reports drawn by various experts 
on the economic development of the socialist 
countries of Eastern Europe as per January 1. 
1981. The authors discuss the purposes and 
results of the last plan period of the various 
countries as well as purposes set in the five-year 
plan for 1981/1985. 
(B. 103.392) 

European Communities 

A TWO-TIER COMMUNITY? 
Reports of a TEPSA-conference, June 1979 on 
prospects for a two-tier system for the European 
Communities. 
Amsterdam, Interdisciplinary Studygroup 
European Integration. 1981.96 pp. 
This report discusses harmonization of tax 
legislation. 
(B. 103.466) 

France 

ANNALES DE L‘UNIVERSITE DES 
sciences sociales de Toulouse. Tome XXVllI. 
Toulouse, Université des sciences sociales, 1980‘ 
493 pp. 
The 28th Yearbook of the Social Science 
University ofToulouse, including the law faculty, 
contains the papers of a seminar held on

_ 

November 29-30, 1979 with respect to the Sixth 
Value Added Tax Directive of the European 
Communities. M. Sergio Incecchi traces the 
history and implementation of the VAT 

directives; Prof. Guy Isaac discusses the 
implementation of the Sixth directive in French 
legislation; Prof. JJ. Philippe examines the 
general mechanism of the VAT after 
implementation of the Sixth directive; M.A. 
Viala discusses the extension of VAT to the 
“liberal professions" and M. Raffray the place of 
taxable transactions. 
The implementation of the Sixth directive in the 
West German, British and Belgian legislation is 
discussed by, respectively, Prof. G. Haas, P4 
Wilmott and Prof. J. Malherbe. 
(B. 103.401) - 

GOLDSMITH, Jean-Claude. 
Business operations in France. 
Foreign income portfolios. 
Washington, Tax Management, 1981. 206 pp. 
Portfolio containing information on conducting 
business or making investments in France. It 
includes descriptions of business organizations 
and taxation in France. The text of the income 
tax treaty between France and the U.S.A. and 
tax return forms are appended. 
(B. 103.460) 

BARRERA, _J. Nicasio. 
La organizacio’n judicial y la formacién de los 
jueces. (La experiencia francesa). 
Tucuman, Universidad Nacional de Tucuman, 
1981. 222 pp. 
Study of the French experience in training and 
appointing magistrates and ofthe judicial system 
and court procedures in force as from 1958. 
(B. 103.474) V 

URI, Pierre. 
Changer l‘impét (pour Changer la France). 
Paris, Editions Ramsay, 1981. 223 pp.

' 

“Change taxes in order to change France". The 
author criticizes the present tax system in France. 
and suggests a better tax system to encourage 
savings and productive investments. 
(B. 103.400) 

GUIDE FISCALO-COMPTABLE 1981. 
Edited by Thierry Lamorlette. 
Paris, Lamy, 1981. 1100 pp., 210 Fr.Frs. 
Study designed to explain bookkeeping and tax 
aspects of enterprises from their establishment 
to their dissolution. International tax aspects 
arising from investments abroad by French

' 

enterprises are also dealt with. 
(B. 103.369) 

German Federal Republic 
DEUTSCHER STEUERBERATERTAG 1980. 
Protokoll. 
Berlin, Erich Schmidt Verlag, 1981. 117 pp., 
24.60 DM. 
Compilation of the various speeches made on 
the occasion of the German Tax Consultant 
Congress 1980. 
(B. 103.289) 

ROSSLER, Rudolf; TROLL, Max; 
LANGNER, Johannes. 
Bewertungsgesetz uhd Vermégensteuergestz. 
12., véllig neubearbeitete und erweiterte 
Auflage.

' 

Munich, Verlag Vahlen, 1981. 2029 pp., 142.80 
DM. 
Twelfth edition of very detailed commentary on 
the German Valuation Law and the net wealth 
tax law. 
(B. 103.256) 
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MI'ITELBACH, Rolf. 
Grundstflcke, Gebéude und Gebéudeteile im 
Betriebsvermégen. 
3., erweiterte Auflage. 
Cologne, Peter Deubner Verlag, 1981. 120 pp., 
24.80 DM. 
Third edition of a work that explains in detail 
the tax treatment of real estate belonging to the 
business property. 
(B. 103.375) 

PAULICK, Heinz, 
Handbuch der stillen Gesellschaft, 3., véllig 
fiberarbeitete Auflage. '- 

Cologne, Verlag Dr. Otto Schmidt, 1981. 524 
pp., 128 DM. 
3rd revised and updated edition of a handbook 
dealing with the civil law and tax law aspects of 
the concept “silent partnership”; recent 
legislative action, such as the effects of the 1977 
corporate income tax reform and the new 
provisions concerning the negative capital 
account, are considered.

' 

(B. 103.423) 

BACONNIER, Robert; DIEHL, Wolfram; 
ELLIS, Maarten J.; FLICK, Hans; GORL, 
Maximilian; KOCH, Karl; LANGER, Marshall 
J.; MOORE, Raymond E. ; RI’I‘TER, Wolfgang; 
VOGEL, Klaus. 
Steuero'asen und Aussensteuergesetze. 
Munich, Verlag CAH. Beck, 1981. 144 pp. 
Description of the significance of tax havens and 
legislative meésures to combat them. 
(B. 103.381) 

HAAS, Gerhard. 
Haftungsbegrenzte deutsche Betriebstfitteh in 
der EG — Elemente und Modelle steuergfinstiger 
Bfindelunternehmen. 
Unternehmen'sformen ohne steuerliche Doppel- 
belastung, Teil [1. 
Bielefeld, Erich Schmidt Verlag, 1981. 158 pp., 
34 DM. -

‘ 

Monograph explaining the various legal forms 
for permanent establishments of German 
enterprises in other EEC coun‘ries with emphasis 
on permanent establishments with limited 
liability which operate under favorable tax 
conditions. 
(B. 103.376) 

SCHULZE ZUR WIESCHE, Dieter. 
Vereinbarungen unter Familienangehbrigen und 
ihre steuerlichen Folgen. 
Mit Formularanhang. 2., erweiterte Auflage. 
Cologne, Peter Deubner Verlag, 1981. 195 pp., 
38 DM 
Second edition of a handbook that deals with all 
kinds of questions that exist concerning 
arrangements of family members and their tax 
conseqUences. Model contracts form the 
appendix to this work. 
(B. 103.280) 

SCHAUB, Gfinter; SCHUSINSKI, Ewald; 
STROER, Heinz. 
Erfolgreiche Altersvorsorge. 
Bech-Rechtsberater im dtv. 
2. neubearbeitete Auflage. Stand 1. Februar 
1981. 
Munich, Verlag CH. Beck, 1981.228 pp., 1080 
DM. 
Second edition of a guide that deals with aspects 
of old age pensions of any kind. 
(B. 103.377)
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BUNJES, Johann, GEIST, Reinhold. 
USIG. Umsatzsteuergesetz. ' ' 

Munich, Verlag C.H. Beck, 1981. 694 pp. 
Pocket-size comentary 0n the new German 
Value Added Tax and related statutes, including 
the turnover tax provisions in the Berlin 
Promotion Law. 
(B. 103.390) 

PAUSCH, Alfons. 
Herzog Eberhard, Zehntabgaben-Ordnung aus 
dem Jahre 16694 ' 

Cologne, Dr. Peter Deubner Vcrlag, 1981 .- 32 
pp., 14.80 Dm. '

- 

Booklet providing a reprint of a tax ordinance 
dating from 1669, issued by Duke Eberhard of 
Baden—Wflntemberg; the booklet'also contains 
a short historical explanation of this tax. 
(B. 103.456) 

SCHMOLDERS; Gfinter. 
Allgemeine Steuerlehre. , 

FfinfteAuflage, neu bearbeitet von_Karl- 
Heinrich Hansmeyer. 
Berlin, Duncker & Humblot, 1980.312 pp., 38 
DM. 

. . 

5th updated edition of a sourcebook providing a 
theoretical analysis of the various aspects of 
taxation, such as the tasks of taxation, the effects 
and systems thereof as well as the historical, 
development of taxation. 
(B. 103,317) ‘ 

BETRIEBLICHE ALTERSVERSORGUNG 
im Umbruch. . 

'
' 

Herausgeber Beratungs—GmbH ffir Alters— 
versorgung Steuerberatungsgesellschafl 
Dr. Ernst Heissman uhd Deutsches lnitut 

‘ fiir Betriebswirtschafl e.V. ‘ 

Bielefeld, Erich Schmidt Verlag; 1980. 511 pp.-, 
118 DMI ' 

4 . 

Source book providing an extensive commentary 
on the various legal and economic aspects of 
private pension plans as compared with social 
security, cg; from the point of View of personnel 
policy, labor law, insolvency law, life insurance ‘ 

aspects, audit aspects. ' 

(B. 103.255) 

TROLL, Max. 
‘

. 

Erbschaftsteuer— und Schenkung- 
steuergesetz. 
LoseblaII-Kommentar. 3. neubearbeitete 
Auflage. V 

‘ _ 

Munich, Verlag Franz Vahlen, {981. 1072 pp., 
168 DM. ' 

-_ 

3rd revised edition of a thorough commentary_ 
on the German Inheritance and Gift Tax Law. 
The present edition is published as a loose-leaf ‘ 

service, Updating supplements will be released 
annually. - 

(B. 103.257) 

. WESSEL," Hanns Heinz. 
Die Firmengrfindung. 
4., neubearbeitete und erweiterte Auflage I981. - 

Heidelberg, Verlagsgesellschaft Recht 
und Wirtschaft, 1981.335 pp., 76 DM. 
4th updated edition of a handbook discussing 
the importance of the concepts “business”, 
“firm” and “trader” and the conditions for and 
the course of the foundation of various legal 
forms of enterprises, as well as the legal 
provisions for business names; « 

(B. 103.209) 

ZIEMERI’, Herbert; KALBHENN, Hginz; 
FELIX, Gfinther. 
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Fundheft ffir Steuerrecht. 
LeitSiitze der Entscheidungen — Literatur- 
fibersicht, Nachweiss der 
Vcrwaltungsvorschriften. 
Band 27: 1979. 
Munich. Verlag CH. Beck, 1980.424 pp‘, 172 DM. ' 

Annual source book for tax law for the year 1979 
referring to articles and other publications. case 
law, administrative regulations. theses. ctc‘. 
dealing with nearly all aspects of taxation in 
Germany, as well as an overview of articles on 
tax law in foreign countries published in the 
German language. 
(B. 103.4l5) 

RUPPE, Hans Georg. 
Gcwinnrcalisierung im Stcuerrecht. 
Cdlogne, Vcrlag Dr. Otto Schmidt, 1981. 320 ‘ 

pp., 58‘DM. 
Book containing the text of lectures held at a 
seminar discussing the provisions in various 
German tax laws (Individual and Corporaie 
Income Tax Law, Foreign Tax Law, Developing 
Countries Tax Law and Foreign Investment 

‘

' 

Law) with respect to the rcalisationof profits 
and the computation of taxable profits. -. 

(B. 103.416) 

HANDBUCH DER STEUER» 
vcranlagungen 1980. 
Einkommensteuer; Kérpcrschaftsteuer. 
Gewerbesteu'er. Umsatzsteuer. 
Munich. Verlag CH. Beck. I981 f 2692 pp., - 

Annual guide for filing 1980 returnsfor individual 
income Itax, corporate income tax, business and 
turnover tax. 
(B. 103.391) ‘ 

INVESTMENT IN GERMANY. 
Fr'ankfurt, Peat. Murwiék. Mitchéll & C0., 
1980. 63 pp. 
Booklet explaining the most important company 
law and tax law aspects of foreign investment in 
West Germany. 
(B. 103.338) 

SCHAD, Hans-JoachiiVERSBERG. Horst; ‘ 

WAGNER. Jfirgen.‘ ' 

Kérperschaftsteuer Erklz‘jrungcn filr
' 

1980. - - - 

Anleitungen und Erliiutc'rungen zur Aus— 
ffillung dcr verschiedcnen Erklérungsvordruckc. 
einschl. dcr Vordruckc zur Gliedcrung dcs vcr- 
wendbarcn Eigenkapituls.

. 

Dfisseldorf, ldW-Vcrlug. 1981.368 pp.‘ 43 DM. 
Guide containing prziclicul explanations for 
filling the corporate income tax return for 1980. 
(B. 103.414) 7 - 

KRAFTFAHRZEUGSTEUER. 
Steucrtabellen. Jahresstcucr ffir Pkw und 
kleincre Nutzfahrzeuge. Steuerbcfrciung'cn. 
Umfassende Erlijutcrungen. 
Berechnungsbeispiele. 
Stollfuss Tabcllcn. 
Bonn. Stollfuss Verlag. 198l. 32 pp., 14.80 DM. 
Tax tables, exemptions. explanations. examples 
ofthc computation ofthc tax due! etc. regarding 
the German motor' vehicles tax. 
(B. 103.379) 

KRESSE, cner. 
Was bringt das ncue Umsatzstcucrgcsctz 
cin— und Mitte|betriebcn? -' 

Rechtsrutgebcr filr die Wirtschaftspraxis. 
Band 6. ~ 

Stuttgart; Taylorix Verlag, 1980. 180 pp.. 26.80 
DM. 
Monograph discussing the various novelties 
introduced by the 1980 German Turnover Tax 
Law with emphasis on the changes which-arc 
important for small and medium—size enterprises. 
illustrated by many practical examples‘ 
(B. 103.277) ' 

Greece 

GRIECHENLAND, GESETZ ZUR 
Férdcrung der regionalen und wirtschuft- 
lichen Entwicklung von 1981. 

. Berichte und Dokumcnte zum auslz‘jndischcn 
Wirtschafts- und Stcucrrccht, No. 140 a/b, Mérz 
1981. ' 

Cologne, BFAI, 1981.42 pp., 8 DM. 
German translation ofthe 198| law to further 
regional economic development,- with an 
introduction thereto. . 

(B. 103.442) 

Ireland 

TAXATION IN IRELAND.
_ 

International Tax 21 
1 
Business Service. 

New York, Deloitle Haskins & Sells, [980 90 
PP- - 

General introduction to the tax system in Ireland 
in the series "International Tax and Business 
Service“ prepared by Dcloittc Haskins & Sells. 
.(B. 103.508) 

Italy 

TAXATION IN ITALY. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells‘ I981. 67 
PP- 
Gencral introduction to the tax system in Italy in 
the series “International Tax and Business 
Service“ prepared by Dcloittc Haskins & Sells. 
(3 103.497) 
CASERTANO. A.; CAPOLUPO, S. 
Guida pratica per la ricerca di tutte le leggi della 
reformu tributziria e successive modifichc. 
Fino 21131 diccmbrc 1980. 
Roma. Editorialc Tributaria llaliana‘ 1981. 338 
PP-. 
Guide listing all the laws of the tax reform and 
subsequent Modification Decrees to the end of 
1980. 
(8‘ 103.396) 

OECD ECONOMIC SURVEYS: ITALY. 
. Paris, Organisation for Economic Cooperation 
and Development, 1981.67 pp. 
(B. 103.384) 

TRANSFER PRICING. THE ITALIAN 
Experience. 
Edited by‘Studio Trivoli. Rome, 
Dcvcntcr. Kluwcr. 198l. 102 pp.. 102 Dfl. 
Translation of Circular Letter No. 9.2267 issued 
by the Italian Ministry of Finance on 22 
Sgptcmber 1980: “Transfer prices in the 
computation of taxable income of enterprises 
subject to foreign control". Bilingual English 
and Italian text. 
(B. 103,412) 
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Liechtenstein 

GUBSER, Anton. 
Grundriss der Liechtensteinischcn 
Gescllschaftsrechtsreform 1980. 167 pp. 
Guide providing an outline of the entity reform 
luw (personal and legal entity forms) in 
Liechtenstein. The old and new texts of the 
company law are appended. 
(B. 103.490) 

Netherlands 

TAXATION OF RESIDENT COMPANIES 
in the Netherlands. 
Rotterdam, Moret. Gudde, Bririkman, I981. 24 

l1):!1jtr0duction to corporate income tax in the 
Netherlands. 
(B. 103.450) 

ADVIES INZAKE DE ZELFSTANDIGEN— 
zlfKrck in do Wet op de Inkomstenbclasting. 
The Hague. Raad voor t Midden— cn 
Kleinbedrijf, 1981 . 60 pp: ( 

Recommendation on the self—employed 
deduction under the individual income tax law, 
prepared by the Council for medium and small 
enterprises. 
(B. 103.453) 

VAN BLIJSWIJK, J.A.M.; 
DlJKHUIZEN, F.J:; VAN SOEST, PJ. 
Elscviers BTW-Almanak 1981—1982. 
Hundlciding voor dc aangifte van 
omzetbelasting‘ 

. Amsterdam, AnnoVentura. 1981. 295 pp‘, 27,50 
Dfl. 
Handbook for filing turnover tax returns under_ 

‘ 
the Netherlands value added tax law. 
(B. 103.468) 

HUND. D. 
Belastingverdragen. lnstrumenten [er 
voorkoming van internationalc dubbelc 
belasting.

' 

Fiscale en juridische documentalie voor. 
internationaal zakendoen. No. 11 
Deventer. Kluwelj. 1981. 147 pp.

_ 

“Tax treaties — instruments for the avoidance of 
international double taxation“ explains the 
Netherlands proeedure with respect to the 
conclusion of double taxation treaties, the 

‘ avoidance of double taxation on income/capital 
under the Netherlands unilateral measures and, 
in particular, by comprehensive double taxation 
treaties. The most relevant tax treaties concluded 
by the Netherlands are taken as examples. 
(B. 103.254) 

BROUWERS, R.C.M. 
Belastingen en rechtshulp. 
Post Scriptum Reeks. 
Deventer, Kluwer; 1981. 118 pp. 
First Volume in the series “Post Scriptum" 
entitled “Legal Aid and Taxation”. This doctoral 
dissertation considers aspects of legal aid in tax 
matters. 
(B. 103.458) 

VERZAMELDE FISCALE AANBEVELINGEN 
1970/1980. 
The Hague, Raad voor het Middcn— en 
Kleinbedrijf. 1981. 194 pp. 
Compilation of unpublished recommendations 
on tax matters prepared by the Tax Commission 
to the C0unCil for Medium and Small Enterprises 

from 1970 to 1980 which might be of interest to 
self—employed persons. 
(B. 103.454) 

JONGSMA, c. 
BV? Waarom Wanneer 
Kluwers Belastingwijzers. 
Deventer Kluwer, 1981. 175 pp. 
Monograph describing why when to use the 
entity form limited liabiity company (BV) under 
the Dutch companylaw. 

_ 

»

' 

(B. 103.386) 

VAN HERPT, M‘J.Th.; JANSSEN, J.W.W.; 
KNAAPEN, A.L.M.; VAN LEIJENHORST, 
G.J.; - 

MERGITS, B.; VIAL, A.H.J. 
Grensarbeid. 
Sociaal- en arbeidsrechtelijke rocks No.9. 
Dcventer, Kluwer, I981. 225 pp. 
Monograph dealing with the social security law 
aspects of frontier workers in connection with 
the Netherlands, Belgium and the German 
Federal Republic. Labour law and taxation 
aspects are also considered, including the 
treatment under the income tax treaties. 
Relevant texts of statutes are appended. 
(B. 103.434)

' 

INVESTMENT IN THE NETHERLANDS. 
The Hague, Peat. Marwick & Mitchell 
Belastingadviseurs, 1981. 6] pp. 
Booklet providing introductory information on 
company law, taxation and related maters for 
those considering operation in the Netherlands. 
(B. 103.334) 

KLUWER BTW-GIDS I981.
7 

De BTW-gids. Een belasting mifider. 
Deventer, Kluwer, 1981. 143 pp., 25 Dfl. 
Annual guide providing all information on the 
current VAT law'for business operations in the 
Netherlands, including reference to refund of 
foreign turnover tax. Model forms are 
appended. '

‘ 

(B. 103.481) 

PARLEMENTAIRE GESCHIEDENIS VAN HET 
Nieuw Burgerlijk Wetboek. Boek 3, 
Vermogensrecht in het algemeen. Bock 5, 
Zakelijke rechten. Bock 6, Algemeen gedeelte 
van het verbinlcnissenrecht. 

>

' 

Deventer, Kluwer, I981. 969, 442, 1108‘pp, 
Bound volumes containing the historic 
parliamentary written explanatory memoranda 
sectionwise arranged to the new Netherlands 
Civil Code. Book 3 of the Civil Code deals with 
the law on property in general. Book 5 of the 
Civil Code dals with the rights in rem (zakelijke 
rechten). Book 6 of the Civil Code deals with 
the contract law in general; 
(B. 103.420,421,422) 

SLOT, G. 
Voorraadwaardering. Fiscale monografieén No. 
8. Vijfde herziene druk. 
Deventer, Kluwer, 1981. 180 pp. 
Fifth revised edition of monograph explaining 
the valuation of stock-in-trade and related 
aspects for tax purposes under the Netherlands 
tax law, with references to literature and case 
law. 
(B. 103.405) 

KOGELS, H.A. 
De Wet investeringsrekening. 
Fiscale monografieén. No. 34. 
Devenler Kluwer, 198]. 268 pp. 
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Commercial edition in the series “Fiscal 
Monographs” of a thesis dealing with the Law 
on Investment Incentives (WIR) from the 
economic and taxation points of View. Also dealt 
with are the levies under the Industrial 
Deconcentration Act (SIR).~ 
(B. 103.406) 

HOFSTRA, HJ. 
Een wettelijke regeling van he! ber0¢p van 
belaslingconsulent? ' 

Seric Belastingconsulentendagen No. 26. 
DeventetED, 1981. 62 pp. 
Text ofa lecture and ensuing debate at the 28th 
Tax Consultant Day convened by the 
Netherlands Federation of Tax Consultants on 
April 3, 1981 in The Hague 0n the subject 
whether the profession of tax consultant in the 
Netherlands must be organized under a national 
law. ‘ 

(B. 103.354) 

Portugal
V 

OECD ECONOMIC SURVEYS: PORTUGAL. 
Paris, Organisation for Economic Co—operation 
and Development, 1981. 47 pp. 
(B. 103.457) 

INVESTITIONSFORDERGESETZ S III 
in Portugal. . 

Unverbindliche Deutsche Ubersetzung 
des Gesetzesdekrets No. 194/80 vom 
19.6.1980 mit Durchffihrungsbestimmungen. 
Lisbon, Deutsch-Portugiesische Industrie- 
und Handelskammer, 1981. 102 pp., 50 DM. 
German translation of the text of the new.foreign 
investment law in Portugal Nr. 194/80 dated 19 
June 1980, also knowns as S III. 
(B. 103.413) 

DAS PORTUGIESICHE STEUERSYSTEM. 
Lissabon, Deutsch-Portugiesische Industrie- 
und Handelskammer, 1981. 65 pp. 
Description of the tax system in Portugal and 
comprehensive income tax treaties concluded, 
with a View to better understanding of the 
economic relations of the prospective new 
member of the European Economic 
Community. 
(B. 103.473) 

Scandinavia 

LINDENCRONA, Gustaf. 
Trends in Scandinavian Taxation. 
Deventer, Kluwer, 1979. 46 pp, 
Study analyzing trends and special features in 
taxation in Denmark, Finland, Norway and 
Sweden. Topics include: extension of the tax 
base; integration of corporation tax and income 
tax; the prognoses of separate taxation; taxation 
of owner-occupied dwellings; intensified action 
against tax avoidance and tax evasion and 
international co-operation. 
(B4 103.408) 

Switzerland 

STEUERBELASTUNG IN DER SCHWEIZ. 1980 
Bearbeitet von der Eidgenbssischen 
Steuerverwaltung. 
Statistische Quellenwerke der Schweizj 
Heft 663. 
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Bern, Bundesamt ffir Statistik, 1981. 105 pp. 
Statistical survey of the tax burden in Switzerland 
for individuals and corporations. 
(B. 103.360) ‘ 

TAXATION IN SWITZERLAND. 
International Tax and Business Service. 
New York, Deloitte, Hanskins & Sells, 1981. 70 
PP- 
Bound booklet in the Series “International Tax 
and Business Service" prepared by Deloitte, 
Haskins & Sells offering an introduction to 
doing business in Switzerland and the Swiss tax 
system; 
(B. 103.366) 

Unitéd Kingdom 
WHITEMAN, Peter G. 
Whiteman and Wheatcroft on capital gains tax. 
First supplement to third edition. 
Lon'don‘ Sweet & Maxwell, 1981. 58 pp. 
This supplement is an integral part of the main 
work and reads together with it as one text 
stating the law on capital gains tax as of February 
1, 1.981. 

(B. 103.446) 

SILKE, A.S,;SINCLAIR, W.I. 
The Hambro Tax Guide 1981-82. 
London; Queen Anne Press, 1981. 262 pp., 
£ 8.00. 
Tenth edition of a general tax guide describing 
all the main taxes in effect in the United Kingdom 
as of August 1, 1981. 
(B. 103.491) ' 

COMMERCIAL, BUSINESS AND TRADE 
laws. 
The United Kingdom. Compiled and edited by 
Kenneth R. Simmonds. 
New York, Oceana Publications; 1981. 198 pp. 
First release in one loose-leaf binder contains 
materials on company law in the United 
Kingdom. Introduction, tables and bibliography 
are followed by text of the Companies Act 1948, 
1967, 1980., 
(B. 103.472) 

JAMES, Simon; NOBES, Christopher. 
The Economics of Taxation Workbook. 1980/81 ‘ 

edition. 
Deddington, Philip Allan Publishers, 1980/81. 
55 pp., £ 150. - 

Companion volume to the textbook “The 
Economics of Taxation“. 
(B. 103.358) 

THE FINANCE ACT 1981. 
Touche Ross Tax Guide. 
London, Touche Ross & C0., 1981. 84 pp. 
Explanation ofthe tax changes arising from the 
Finance Act 1981 with respect to Customs and 
excise duties, value added tax, car tax. income 
tax, corporation tax, stock relief, industrial 
buildings, capital gains tax, capital transfer tax, 
stamp duty. oil taxation, development land tax, 
etc. ' 

(B. 103.475) 

MONROE, Hubert. 
Intolerable inquisition? Reflections on the law‘ 
of tax. 
The Hamlyn Lectures'. Thirty-third series‘ 
London, Stevens & Sons. 1981.84 pp” £ 4.60. 
Considerations on the Law of Tax from various 
points of view, historical, Parliamentary‘ judicial 
and the consequences for the common people. 
(B. 103.336) 

OECD ECONOMIC SURVEYS: 
United Kingdom. 
Paris. Organisation for Economic Co—operalion 
and Development, 1981. 67 pp. 
(B. 103.433) 

INTERNATIONAL 
Developing Countries 

FIKRI, Mohamed. 
L‘impét facteur de développement économique: 
le cas des pays en voie dc dévcloppement. 
Nanterre. Université de Paris X. 1980. 104 pp. 
Registered study on the taxation factor in a 

- developing economy, in particular in the Third 
World‘s developing countries. 
(B. 102.861) 

International 

LINDENCRONA. Gustaf; MATTSSON. Nils. 
Arbitration in taxation. 

Deventcr. Kluwer. I981. 92 pp.‘ 45 Dfl. 
Report on the conference on the study of the 

,feasibility ofa World Tax Court. This book 
decribes the idea of the creation of a permanent 
institute of tax arbitration under the aegis of an 
existing international organization such as the 
United Nations. 
(B. l03.403) 

HANDBUCH DER FINANZWISSENSCHAFT. 
Dritte. giinzlich neubearbeitete Auflage 
unter Mitwirkung‘von Norbert Andel und 
Heinz Huller, herausgegeben von Frits 
Neumark. 
Lieferung 34. 
T‘Libingen. J.C.B.M0hr. 1981.55 pp., 25 DM. 
Supplement 34 to the Handbook on Finance is a 
continutution of the sub—subject on the economic 
and financial equilibrium policy by Heinz Haller. 
part of the main subject on financial policy as an 
instrument to realize economic and social 
political goals. 
(B. 103.272) 

INFLUENCIA DE FISCALIDADE NA 
forma de financiamento das empresas'. 
Tema 1, IX Jornadas Luso-Hispano- 
Americanas de esludios tributarios. 
La influ‘encia de la fiscalidad en la financiacion 
de las empresas [fr Enrique Piedrabuena y 
Fernando Tanar 0. 
Port-Povoa de Varzim‘ Associagéo Fiscal 
Portuguesa, 1981. 21 pp. 
The influence of taxatidn on the financing of 
enterprises. 
(B. 103.349) 

THE INVOLVEMENT OF THE TAX 
authorities in formulating tax policy. 
Prepared by G. Hfibner. 
Caracas. Ministry of Finance of Venezuela, 
1981. 12 pp. 
Text in English (also available in Spanish) of 

‘ paper presented by G. Hfibner at the High Level 
Technical Conference "Aspects of Fiscal Policy, 
Legislation and Administration" held in Caracas. - 

Venezuela, February 25—27. 1981. 
(B. 103.301) 

OECD ECONOMIC OUTLOOK 
Paris. Organisation for Economic Co-operation 
and Development, 1981. 155 pp. 
(B. [03.385) 
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Loose-Leaf Services 
Received between 1 September and 30 November 1981. 

AUSTRALIA 
AUSTRALIAN INCOME TAX —yLAW 
AND PRACTICE: V 

— Cases 
releases 22, 23, 24, 26-38. 

Butterworths, Pty. , Ltd. , Chatswood. 

AUSTRIA 
KOMMENTAR ZUR MEHRWERTSTEUER 
Kranich-Waba-Siegl - 

releases 14 and 15. 
Wirtschaftsverlag Dr. Anton Orac, Vienna. 

' BELGIUM 
DOORLOPENDE DOCUMENTATIE 
_INZAKE B.T.W./LE DOSSIER 
PERMANENT DE LA T.V.A. 
releases 128-130.. 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELE 
Tome I, release 39 
Tome [11, release 49 
Tome IV, release 59 
Tome V, releases 46-48 
Tome V1, release 40 
Tome VII, release 42 
Tome IX, releases 120—122 
Tome X, release 47 
Tome XIII, releases 32 and 33 
Tome XIV, releases 140-142 
CED—Samsom, Brussels. 

GUIDE FISCAL PERMANENT 
release 428 
Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome I, release 39 
Tome II, releases 32 and 33 
Tome [[1, release 37 
CED-Samsom, Brussels‘ 

L’INDICATEUR FISCAL 
releases 7-10 
CED-Samsom, Brussels. 

CANADA 
CANADA INCOME TAX GUIDE REPORTS 
releases 160-164 
CCH Canadian, Ltd., Don Mills. 
CANADA TAX SERVICE - RELEASE 
releases 343-351, 353-356 
Richard de B00, Ltd., Toronto. 

CANADIAN CURRENT TAX 
releases 25-39 
Butterworths, Pty., Ltd., Scarborough‘ 

CANADIAN SALES TAX REPORTS 
releases 165-167A 
CCH Canadian, Ltd., Don Mills. 
CANADIAN TAX REPORTS 
releases 494-502, 504506 . 

CCH Canadian, Ltd., Don Mills. 
DOMINION TAX CASES 
releases 20-29 
CCH Canadian, Ltd., Don Mills. 
FOREIGN INVESTMENT IN CANADA 
releases 81-83 
Prentice-Hall of Canada, Ltd., Scarborough. 

PROVINCIAL TAXATION SERVICE 
releases 388—391 
Richard de Boo, Ltd., Toronto. 

COMMON MARKET (EEC) 
DROIT DES AFFAIRES DANS LES PAYS 
DU MARCHE COMMUN 
releases 132 and 133 
Editions Jupiter, Paris. 

HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: ' 

— Commentaar op het E.E.G., Euratom en 
EGKS verdrag; verdragsteksten en aanverwante 
stukken 
releases 220 and 221 

Kluwer, Deventer. 

DENMARK 
S-KATI‘EBESTEMMELSER: 

Dobbe1tbeskatningsoverenskomster 
releaselz 

— Moms 
release 47 
Skattenyt 
releases 142 and 143 

— Skattebestemmelser 
releases 136 and 137 

AS. Skattekartoteket 
Copenhagen. 

Informationskontor, 

FRANCE 
BULLETIN DE DOCUMENTATION 
PRATIQUE DE SECURITE SOCIALE ET DE 
LEGISLATION DU TRAVAIL 
release 12 
Editions Francis Lefebvre, Levallois-Perret. 
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BULLETIN DE DOCUMENTATION 
PRATIQUE DES TAXES SUR LE CHIFFRE 
D’AFFAIRES ET DES CONTRIBUTIONS 
INDIRECT ES 
release 16 
Editions Francis Lefebvre, Levallois-Perret. 

DICTIONNAIRE PERMANENT — DROIT 
DES AFFAIRES 
releases 82-86 
Editions Législatives et Administratives, Paris; 

DICTIONNAIRE PERMANENT — FISCAL 
releases 115-121 - 

Editions Législatives et Administratives, Paris. 

JURIS CLASSEUR — CHIFFRE 
D’AFFAIRES — COMMENTAIRES 
release 6109 
Editions Techniques, Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
COMMENTAIRES — IMPOTS DIRECTS 
release 1127 
Editions Techniques, Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
FISCALITE IMMOBILIERE 
release 33 
Editions Techniques, Paris. 

JURIS CLASSEUR — CODE FISCAL 
release 205 
Editions Techniques, Paris. 

GERMAN FEDERAL REPUBLIC 
ABC FUHRER LOHNSTEUER 
release 101 
Fachverlag fiir Wirtschafts- und Steuerrecht 
Schiiffer & Co. , Stuttgart. 4 

ABC FUHRER SOZIALVERSICHERUNG 
release 22 
Fachverlag ffir Wirtschafts- und Steuerrecht 
Schéiffer & C0., Stuttgart. 
BECK'SCHE STEUERKOMMENTARE: 
— Gewerbesteuergesetz ' 

release 17 
Verlag CH. Beck, Munich. 
DEUTSCHE STEUERPRAXIS — NACH— 
SCHLAGWERK PRAKTISCHER 
STEUERFALLE 
releases 81 and 82 
Verlag Dr. Otto Schmidt, Cologne. 

DOPPELBESTEUERUNG 
KORN — DIETZ — DEBATIN 
release 42 
Verlag CH. Beck, Munich.
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FORMULARBUCH DER STEUER- UND 
WIRTSCHAFFSPRAXIS 
release 21 
Erich Schmidt Verlag, Bielefeld! 

HANDBUCH DER EINFUHRNEBEN— 
ABGABEN 
release 3 
Von der Linnepe Verlagsgesellschaft, Hagen. 

KOMMENTAR ZUM AUSSENSTEUER- 
GESETZ 
Flick-Wassermeyer-Becker 
release 13 ‘ 

Verlag Dr. Otto Schmidt, Cologne. 
' HANDBUCH DES UMSATZSTEUER- 
RECHTS " 

releases 9 and 10 I 

Hermann Luchterhand Verlag, Neuwied. 

KOMMENTAR ZUR EINKOMMENSTEUER 
release 132 
Verlag Dr. Otto Schmidt, Cologne. 

RECHTS- UND WIRTSCHAFTSPRAXIS 
STEUERRECHT 
releases 259-262' 
Forkel Verlag, Stuttgart. 

STEUERERLASSE IN KARTEIFORM 
releases 240-242 '

, 

Verlag Dr. Otto Schmidt, Cologne. 

STEUERRECHTSSPRECHUNG IN
, KARTEIFORM 

releases 356-358 ' 

Verlag Dr. Otto Schmidt, Cologne. 

UMSATZSTEUERGESETZ (MEHRWERT— 
STEUER) , 

releases 59 and 60 
Erich Schmidt Verlag, Bielefeld. 

WORLD TAX SERIES — GERMANY ' 

REPORTS 
releases 146-148 7

I 

Commerce Clearing‘House, Incl Chicago. 

INTERNATIONAL 
STEUERN UND ZOLLE IM 
GEMEINSAMEN MARKT 
release 52 

> _
_ 

Nomos Verlagsgesellschaft{Baden-Baden. 

THE NETHERLANDS 
BELASTINGWETGEVING: 
Editie-J.M.M. Creemers 
release 41 
S. Gouda Quint — D. Brouwer, Arnhem. 

BELASTINGWETGEVING: 
. 
— Algemene wet inzake rijksbelastingen 

release 25 
— Inkomstenbelasting 1964 
" release 84 ' 

—_ Loonbelasting 1964 
release 76 » 

46 

— Omzetbelasting 1968 (BTW)/1978 
release 18

I — Successiewet 
release 28 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
releases 65-68 
S. Gouda Quint— D. Brouwer, Arnhem. 

EDITIE VAKSTUDIE BELASTING- 
WETGEVING: ‘ 

— Bieraccijns 
release 10 

— Motorrijtuigenbelasting 
release 9 

— lnvorderingsrecht van de fiscus 
releases 22-24 

— Belastingen van Rechtsverkeer en Registratie- 
wet ' 

release 31
. 

- Gemeentelijke belastingen e.a. 
releases 46-49 

Kluwer, Deventef. 

FED’S FISCAAL REGISTER 
releases '104 and 105 
FED, Deventer. 

FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1838-1850

‘ 

FED, Deventer. 
' FISCALE WETTEN 
réleases 108 and 109 
FED, Deventer. 

HANDBOEK VOOR DE IN- EN UITVOER: 
— Belastingheffjng bij invoer 

releases 278-280 
— Tarief voor invoerrechten 

releases 270-272 
— Algemene wetgeving 

' releases 105-110 
Kluwer, Deventer. 

INKOMSTEN IN DE AGRARISCHE SECTOR 
releases 62 and 63 
Kluwer, Deventer. 

‘ KLUWERS FISCAAL ZAKBOEK 
releases 170-172 
Kluwer, Deventer. 

KLUWERS SUBSIDIEBOEK' 
releases 25-27 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
releases 247 and 248 
Kluwcr, Deventer. 

LEIDRAAD BI] DE BELASTINGSTUDIE 
release 60 . 

S. Gouda Quint — D. Brouwer. Arnhem. 

MODELLEN VOOR DE RECHTSPRAKTIJK 
_ 
release 73 
Kluwer. Dcvcntcr. 

NEDERLANDSE BELASTINGWETTEN 
W.E.G. de Groot 
release 175 
Samsom, Alphen a/d Rij'n. 

NEDERLANDSE REGELINGEN VAN 
INTERNATIONAAL BELASTINGRECHT 
releases 70-73 
Kluwer, Deventer. 

NEDERLANDSE WETBOEKEN 
releases 170 and 171 
Kluwer, Deventer. 

OMZETBELASTING (BTW) IN. BEROEP EN BEDRUF 
releases 64 and 65 
S. Gouda Quint — Brouwer, Arnhem. 

RECHTSPERSONEN 
release 41 
Kluwer, Deventer. 

DE SOCIALE VERZEKERINGSWETFEN 
releases 167-169 
Kluwer, Deventer. 

STAATS- EN ADMINISTRATIEF- 
RECHTELIJKE WE'ITEN 
releases 181 and 182 
Kluwer, Deventer. 

UITSPRAKEN V.D. TARIEFCOMMISSIE 
EN ANDERE RECHTSCOLLEGES 
INZAKE IN- EN UITVOER 
release 5 
Kluwer, Deventer. - 

VAKSTUDIE — FISCALE ENCYCLOPEDIE: 
— Inkomstenbelasting1964 

releases 330—334 
— Loonbelasting1964 

releases 226229 
— Omzetbelasfing 1968 

release 82 
— Spccessiewet 1956 

releases 83 and 84 
— Vennootschapsbelasting 1969 

releases 90-92 
— Vermogensbelasting 1964 

release 72 
— Investeringsregelingen 

' 

releases 26-28 ‘ 

Kluwcr, Dcvcnter. 

NORWAY 
SKATTE-NYTT 
A. releases 8-10 
B. releases 23—31 
Norsk Skattebetalerforening, Oslo‘ 

PERU 
.IMPUESTO A LA RENTA 
releases 73 and 74‘ 
Editorial Economia y Finanzas, Lima. 

IMPUESTO A LOS BIENES Y SERVICIOS 
releases 41 and 42 
Editorial Economia y Finanzus. Lima. 
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MANUAL DE IMPUESTOS INTERNOS 
releases 46 and 47 
Editorial Econ'omia y Finanzas, Lima. 

SPAIN 
MANUAL DE LA ADMINISTRACION 
release September 1981 
T.A.L.E., Madrid 

SWITZERLAND 
DIE STEUERN DER SCHWElZ/LES 
IMPOTS DE LA SUISSE 
Tome I, releae 67 
Tome 11, release 61 
Tome [[1, release 59 

’ 

Tome IV, release 5_4
> 

Verlag fur Recht und Gesellschaft, Basel. 

UNITED KINGDOM 
BRITISH TAX ENCYCLOPEDIA 
release 78 
Sweet & Maxwell, Andover. ' 

BRITISH TAX GUIDE 
releases 229231

Y 

Commerce Clearing House, Inc., Chicago. 

SIMON’S TAX CASES 
releases 28—37 
Butterworth & Co. , London. 
SIMON’S TAXES 
releases 49 and 50 
Butterworth & Co. , London. 
SIMON’S TAX INTELLIGENCE 
releaées 33-45 

’ I 

Butterworlh & C0,, London. ' 

VALUE ADDED TAX — DE VOIL 
releases 83 and 84 
Butterworth & C0,, London. 

UNITED STATES 
FEDERAL TAXES — REPORT BULLETIN 
releases 38—50

' 

Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 47-49, 51 and 52, 1-8 
Prentice-Hall, Inc. , Englewood Cliffs. 

FEDERAL TAX GUIDE ‘REPORTS 
releases 48-51, 52A, 53 and 54; 1-6 
Commerce Clearing House, Inc., Chicago. _ 

FEDERAL TAX TREATIES — REPORT 
BULLETIN 
releases 8 and 10 
Prentice-Hall, Inc., Englewood Cliffs. 

STATE TAX GUIDE 
(releases 750-756 
Commerce Clearing House, Inc,, Chicago. 

TAX IDEAS — REPORT BULLETIN 
releases 17-22 
Prentice-Hall, Inc., Englewood Qliffs. 

TAX TREATIES - 

releases 355—358 
Commerce Clearing House, Inc., Chicago‘ 

U.S. TAXATION OF INTERNATIONAL 
OPERATIONS 
reieases 15-20 
Prentice-Hall, Inc., Englewoqd Cliffs. 

supplementary 
f 

service 
to 

. european 
taxation 

.LU 
l.- 

_A—'—‘—= 
Iill' ‘Ilill

~ 
ll~ 

information on european taxes 
and tax treaties 

0 CORPORATE TAX RATES 
. INDIVIDUAL TAX RATES 
o TAX TREATY TEXTS 
. ABSTRACTS FROM OFFICIAL REPORTS 
0 WORLDWIDE TAX BIBLIOGRAPHY, 

updated monthly 

Further details and free samples from: 7 

INTERNATIONAL BUREAU OF FISCAL DOCUMENTATION 
Sar‘phatistraat 124 — PO. Box 20237 — 
1000 HE Amsterdam — the Netherlands 
Tel.: 020 - 26 77 26 Telex: 13217 intax n| Cable‘s: Forintax 
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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, 
N.J. 07632 and specify U.S. TAXATION 
OF INTERNATIONAL OPERATIONS, 
l-year introductory charter subscription. 

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

48, 

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. CORPORATIONS 
with income from foreign sources 

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

FOREIGN CORPORATIONS 
with income earned .or taxable in the 
U.S. 

NONRESIDENT ALIENS 
receiving income from, or‘taxable in the 
U.S. 

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 spec]; 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 thé innovative U-.S. TAXATION OF INTER- 
NATIONAL OPERATIONS this important need is now fulfilled. And bi-weékly 
“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'accepted by mail for 
$ 231 a year. 
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The Fiscal Structure ofJamaica 
by H.W.T. Pepper 

I. INTRODUCTION 
Jamaica is a fairly large Caribbean island, approximately 150 miles long by 50 
miles wide, at latitude 18 degrees North situated strategically between Florida 
and Latin America. The population‘is about 2,2005000. 

The official, and spoken, language is English. A New Government was
_ 

elected in October 1980, on a platform of encouraging free enterprise and 
foreign investment, for a 5-year term. The government is bi-Cameral , having a 

‘ House of Representatives and a Senate under the titular headship of a Gover- 
nor-General. 

The Jamaicén dollar is linked to the US. dollar at a fixed rate of ~US$1 : 
J$1.778 and tourists coming to the island are permitted to pay taxi fares and 
hotel bills in US. dollars if they wish. 
Of total tax revenue-raised in the fiscal year 1979—80, 49% came‘from indirect 
taxes, 29% from direct taxes, and 22% from levies on bauxite and alumina of" ‘ 

which Jamaica is a major producer. There is a wide spectrum of tax and other 
incentives to encourage industrial investment, tourist facilities,vand exports, 
including, of course, the protected markets proVided under the CARICOM,_ 
Lomé II, Commonwealth} Preference, and other arrangements. 

ll. COMMUNICATIONS 
Jamaica has good air links with the United States (1 hour to Florida, 31/2 hours

' 

to New York) and Europe .(9 hours to London), and also to other parts of the - 

Caribbean and Central and South America. There are 6 or more flights per 
day to Miami and daily flights also to New York and Toronto. 
There are several good harbours, Kingston_—. the capital — having one of the 
best in the world :which is equipped for container ships and roll-0n, roll-off 
ships which ply on regular service between Jamaica and the United States, 
and Jamaica and Europe. 

' ' 
‘

' 

There are excellent ielephone, telex, and cable links with the rest of the world 
and there are direct dialling systems operating between Jamaica and North 
America. 

I 

‘ 

'
' 

Internally there is an air network — one can fly from Kingston to Montego Bay 
in 20 minutes —' and alsobus and rail services. Most of railway revenue comes 
from haulage forthe bauxite companies, but passengers services arealso pro- 
vided and there are good roads between’ all_the main ,towns and villages for 
bus, coach and other vehicular traffic; 
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m. INTERNATIONAL LINKS ' 

Jamaica is amember of the United Nations, the World 
Bank, the IMF, CARICOM (The Caribbean Common 
Market), ACP (the African-Caribbean-Pacific Group of 
Nations which has important links with the EEC through 
the Lomé II Agreement), and is a founder-member of 
the International Bauxite Association which negotiates 
minimum prices for alumina exports. - * 

Jamaica is a member of the British Commonwealth of' 
Nations, and of the OAS (Organisation of American 
States). Jamaica is also a beneficiary of GSP 
(Generalised System ‘of Preferences) accords made by 
Canada and the United States with Jamaica in 1974 and 

. 
1976 respectively, and has a Bilateral Textile Agreement 
with the United States as well as trade agreements with 
Mexico and Venezuela which, inter alia, provide favour.- 
able terms on which oil may be imported. 
Double taxation treaties with the United Kingdom, 

» .United States, Canada, Denmark, Federal Germany, 
Norway, New Zealand, and, Sweden facilitate invest- 
ment by those countries in Jamaica. 

‘
‘ 

Law of the Sea 

The decision was taken in August 1981 to site the Inter- 
national Seabed Authority (ISA) in Jamaica. The ISA is 
one of the many organisations of the United Nations and 
the fact that Jamaica has been thus honoured should 
further enhance its status as a suitable place to hold inter- 
national. conferences, as well as having some useful 
economic and touristic spin-offs. 

IV. TRADE 
As a member of CARICOM, Jamaica has access to the 
markets of its fellow members on a duty-free basis, the 
members being Barbados, Guyana, Jamaica, and 
Trinidad and the smaHer‘ countries Antigua-Barbuda, 
Belize, Dominica, Grenada, Montserrat, St.Kitts— 
Nevis, St.Lucia, and St.Vincent and the Grenadines. 
Outside CARICOM, the Lomé 11 Convention gives 
duty-free access for Jamaica, as one of the 58 ACP coun- 
tries, into,the EEC in respect of over 99% of the items 
produced in Jamaica (and, of course, in the other ACP 
countries as well). . 

Jamaica also benefits from the Commonwealth Prefer- 
ence provisions available to members of the British 
Commonwealth of Nations of which Jamaica itself is a 
member,- and from GSP (Generalised Schemes of Pre- 
ferences) agreements with the United States and Cana- 
da. The latter, together with the Textile Agreement with 
the United States, make it possible for a US. firm to set 
up an industry in Jamaica whereby garment cut-outs can 
be sent to Jamaica for finishing and putting together for 
re-import into the United States duty-free for sale to cus- 
tomers there. 
Jamaica enjoys quotas for traditional exports to the 
United Kingdom of bananas and sugar, the latter at fixed 
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prices which are usually more favourable'than the going 
world price. ’ 

Tourism, which counts as an “invisible export”, draws 
customers from North America during the Northern 
winter months and from Europe in the summer months 
although in practice tourists from many countries arrive 
at all times of the year. Business conferences by US. or- 
ganisationsi qualify for _tax deductions in the United 

- States — if held" abroad — only' if they take place in ap- 
proved countries, e.g. Canada, Mexico, Puerto Rico, 
and the US. Virgin Islands. Jamaica’s name has now 
been added to this select liSt which should help to expand 
both touristic and trade links between the two countries. 
The flow of trade is assisted by the Jamaica Export Credit ’ 

Insurance Company (J ECIC) , run by the (Central) Bank 
of Jamaica, which provides insurance for Jamaican ex— 
ports. Various countries which export to Jamaica pro- 
vide parallel cover for exports to Jamaica, 6. g. Britain 
through 'its Export Credit Guaranteed Department 
(ECGD),‘ the - Netherlands .through the Nederlandse 
Crediet Verzekering Maatschappij (NCM), and the 

- United States through the Overseas Private Investmen 
Corporation (OPIC). 7

A 

V. INCOME TAX 
Taxpayers resident in Jamaica, who are also domiciled ' 

there, are taxable 0n World income, on the basis of the 
amountarising. Tax is payable on the gross‘ramount of 
the foreign income, whether it is remitted or not to 
Jamaica. Individuals who reside in Jamaica, but are 
domiciled in some other country, or being Common- 

} 

wealth citizens are not ordinarily resident in Jamaica, are 
taxable -in Jamaica on their Jamaican 'income; their 
forelgn Income, however, is taxed 1n Jamaica only to the 

‘ extent that it is remitted to Jamaica. 

Assessment 

The income tax year runs from 1 Januaryto 31 De- 
cember, and self-employed individuals, partnerships, 
and corporate bodies are required to render self—assess— 
ment forms each year by 15 March, estimating the in- 
come likely to arise in the current year, and computing 
the relevant tax thereon. Normally the estimate is based 
on the previous year’s income,.but the taxpayer may 
amend his estimate at any time during the year if he finds 
that his current income is likely to be more or less than es- 
timated. Tax is payable in quarterly instalments, the first 
on 15 March when the form is rendered, the rest on 15 
June, 15 September, and 15 December. 

. The final accounting for tax for thét year comes when the 
declaration of income for the year is made on 15 March in 
the following year. At that date a final self-assessment 
declaration of the actual income and tax liability for the 
preceding year is required and the balance of the tax is to 
be paid (or refunded if there was an overestimate). . . 

If the taxpayer does not render his form, the Commis- 
sioner may make an estimated assessment — the taxpayer 
may object to this within 30 days. Under new provisions 

"© 1982 International Bureau of Fiscal Documentation — BULLETIN



being introduced, the objection will not be valid unless it 
is accompanied by the necessary statement of income 
and tax. The Commissioner, in the absence of the state- 
ment, may order it to be submitted within 90 days, failing 
which the assessment may be confirmed. The Commis— 
sioner may extend the 90 days in appropriate cases, such 
extension being subject to a payment of tax on account. 
The taxpayer may appeal the confirmation of the assess- 
ment to the new Board of Revenue. 

A. Corporate taxation 

All corporate bodies, including associations (but not 
partnerships) are liable either to Company Profits Tax 
(CPT) and Additional Company Profits Tax (ACPT) or 
to Income Tax (IT), at the following rates: 

CPT AC PT Total 
Agricultural companies 25 % 1O % 45 % 
Othercompanies 35 % .10 % 45 % 

_ IT 
Life assurance companies 37.5% 37.5% 
Estates and trusts 37.5% 37.5% 
Building societies 30 % 30 % 

Exemption is given from CPT and ACPT (and IT) for ap- 
proved pension and superannuation funds, and for 
charities. 

. Dividends paid by companies are subject to withholding 
of tax at-source at the rate of 37.5%, the tax deducted 
being accounted for by the company in the manner indi- 
cated below. 
Where the shareholder receiving the dividend is a com- 
pany, no further tax is payable by the recipient since the 
rate of tax payable by the company is 37.5% and relief of 
the same amount is due in respect of the 37.5% withheld 
by the distributing company. 
Preference dividends paid by a company are deductible 
from profits in the same manner as debenture interest, 
but there is no deduction for ordinary dividends. 
Dividends paid by a company out of capital are not 
charged to income tax on the recipient, but are subject to 
the 5% Transfer Tax. 
The Additional Company Profits Tax is available to a 
company in its accounting for tax withheld from divi- 
dends paid out of its profits, as demonstrated in the fol- 
lowing examples. ' 

An individual taxpayer receiving dividends is chargeable 
o_n the gross amount at his marginal rate of tax, but is cre- 
dlted w1th the tax withheld at source. 
Life assurance companies and building societies, besides 
being taxed at a rate lower than the ordinary corporation 
tax rate, benefit from the fact that tax relief is given to 
policy-holders and depositors in respect of premiums 
and deposits, respectively, which are paid to those in- 
stitutions. In addition, the interest paid out by building 
societies on deposits left for a year or more are free of tax 
to the investor. ' 

Life assurance companies, however, are also subject to 3 
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small levy on premium income excluding premiums r;- 
lating to approved superannuation funds. The levy [S 

0.5% for Jamaican companies and 2% for others. 
Banks are taxable at the ordinary corporate tax rate of 
45% , but also benefit from the exemption from tax of in- 
terest paid to customers who place money on deposit for 
a year or more, a relief provided by the 1981-82 Budget. 

Example A 
Company tax on profit and dividends 

Company profit CPT ACPT~
~ 

~
~
~
~ 

$100 35 10 
Total tax 45 

Profits available for distribution 55 
Gross dividend ‘ 40 
less tax withheld @ 37.5% 15 

Net cash dividend 
V 

25 

Tax to be accounted for by company = $15 
less ACPT . 10 

Net tax due 
« 

' 5 
Plus CPT 35 

ACPT ' 10 

Total tax payable by company 
I 

$50 

Tax payble by shareholder ' 

Assume shareholder’s marginal rate . = 50% 
Gross dividend $40 @ 50% = 20 tax 
Less tax withheld @ 37.5% = 15 

Net tax payable on dividend by shareholder $ 5 

Example B 

Company profit CPT ACPT 
$100 

' 

35 10 
Total tax 45 

Profits available for distribution 55 
Gross dividend 25 
less tax withheld @ 37.5% 9.37 

Net cash dividend $15.63 
Tax to be accounted for by company = $9.37 
Covered by ACPT 10 

Net liability Nil 

Plus CPT 35 
ACPT . 10 

Total tax payable by company $45 

Tax payble by shareholder 
Assume shareholder’s marginal rate = 30% 
Gross dividend $25 @ 30% . 

= 7.50 
Less tax withheld @ 37.5% = 9.37~ 
Tax credit aQailable to taxpayer for refund or offset against 
other tax $1.87

53



Employment income is subjected to PAYE deductions 
at squrce according to‘ the individual’s code number, 
based oh his entitlement to reliefs. To obtain a code 
number the individual must complete an f‘application for 
code number” form (P. 1). If his domestic circumstances 
change during the year he may apply for a revised code 
number. If at {he'end of the year he finds he had addi- 
tional tax reliefs to claim he completes a full return form 
and this is also necessary whére he has received income 
not taxed by PAYE deductions. . 

The self-employed and those whose income is not, or not 
fully, subjected to PAYE are required to make by 15 
March each year-declarations indicating their probable 
income for the year, and tax thereon, as the basis for 
making quarterly payments of tax. 
Tax reliefs for personal savings, referred to above under 
“shares subscription”, have been extended by the 1981- 
82 Budget. '

» 

B. Personal income tax 
Income tax in Jamaica is charged on perspnal income ac- 
cruing in the calendar year at the followmg rates. 
First ~ 

‘ $7,000 30 0/ 

Next 35 3,000 40 00 
Next ' $ 2,000 45 0/o 

Next - $ 2,000 50 % 
57.5% Remainder (over $14,000) 

There are no deductions from statutory income — instead 
. reliefs are accorded in terms of tax as follows (tax cre- 
dits). 

‘ 

.

‘ 

Type ofrelief Reliefin terms offax 
Personal allowance $600

‘ 

Wife allowance $140 
Alimony or maintenance payments 40% of amount paid, 0r‘$160 tax if less 
Wife‘s earned income 40% of earned income up to maximum 

of $320 tax 
$10 per child 
$120 per child 

‘Childtallowance 
Child at university 
Dependent relative ‘ $40 v 

Household helper $4 p.w. max $208 
Pensioner's allowance $400 
Specialcredit $156 — allowable if income below 

$12,000 

In addition there are various tax credits to encourage 
savmg and Investment, VlZ.Z 
Life assurance pr'emiums 
(on life of taxpayer or wife) 

60% of premiums paid (max. tax $360) + 
similar reliéf for an equity-linked life 

policy (“capital growth investment”) so 
that maximum relief = $720 

Donations 
1/20th of stayutory income)

' 

40% of interest paid — max. $60 
40% of expenses, or $40 tax ifless ' 

60% of sums paid, max. $360 

Mortgage interest 
‘Me'dical expenses 
Shares subscription 
(regarding payments on 5-year 
contract to Building Society or 
Credit Union) 
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40% ofeligible donations (not exceeding ' 

C. Depreciation 

1. General 
Depreciation allowances on qualifying assets are Calcu- 
lated in the first year on Cost and subsequently on the de- 
clining balance or written-down value of the asset, ex- 
cept in the'case of motor vehicles. Commercial motor 
vehicles Other than motor cars qualify for initial allow- 
ances (see below) and-all types of qualifying vehicle are 
depreciated at the rate of 12.5% on a straight-line basis. 

2. Qualifying assets 
Industrial buildings, including ‘ factories, mills, 
warehouses, and buildings housing machinery and plant, 
but not offiée buildings (which, however, qualify for a 
2.5% straight line depreciation allowance), qualify for 
straight-line allowances at rates from 2.25% to 5% ac- 
cording to the nature of the building. Plant and machin— 
ery generally qualify for an initial allowance of 20% and 
annual allowances (see below); expenditure on mines, 
oil wells, etc., patents and scientific research also qual- 
ifies. 

3. Investment allowances 
Investment allowances are granted at the rate of 40% of- 
qualifying capital expenditure by sugar cane farmers and 
sugar manufacturers, and other farmers, on ships and on 
docks in respect of passenger facilities. For “basic indus- 
tries” 20% is allowed which includes canning and pre- 
serving, textiles, and many other types of manufactures. 
These allowances are given in the first year, are not de- 
ducted in arriving at written-down value, and are not 
taken into‘ account in computing balancing allowances 
and charges (see below). 

4. Initial allbwances; . 

Initial allowances are granted at the rate of 20% on the 
cost ofindustrial buildings and plant and machinery. The 
rate for commercial vehicles is 12.5%. The allowances 
are in.addition .to the annual allowances and are de- 
ducted in arriving at the written-down value. 

5. Annual allowances 
The rates of depreciation allowance on the various types 
of qualifyingassets vary broadly according to the esti— 
mated working life of the asset. ' 

6. “kMulti-shift” etc. allowance 
If machineryli's used on the basis of 2 or more 8-hour 
shifts per day, the, annual allowance due on the machin- 
ery is doubled. Where a qualifying motor vehicle is used 
to such an extent that it will have a less than normal life, 
depreciation thereon may be increased. 

7. Balancing allowances and chafges 
-Whe‘n qualifying assets are sold,.scrapped, or destroyed 
and the disposal proceeds, including insurance and re- 
coveries, exceed the written—down value, a balancing 
charge representing the excess (not exceeding the depre- 
ciation allowed) is taxed as income of the. taxpayer. 
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Where the proceeds fall short of the written-down value 
the difference is deductible as a balancing allowance in 
computing profits. 

8. Depletion 
Depletion allowances are granted regarding the working 
of minerals (including oil) at the rate of 20% initial, plus 
an annua‘l allowance proportionate to the rate of exhaus- 
tion of the mineral deposits (output of taxable period di- 
vided by that output plus remaining reserves), subject to 
a minimum deduction of 5%. 

D.v Relief for losses 

1. General 
Losses incurred in business activities, which if profitable 
would be taxable, may be carried forward for 5 years. A 
loss for tax purposes may be created where depreciation 
allowances (see above) exceed taxable profit and the 
same 5-year carry-forward limit applies. In the case of 
,that 'part of a loss created by investment allowances, 
however, the carry-forward period isAextended to 11 
years. 

.2. Hobby-farming 
In the case of hobby-farmers, with effect from 1 January 
1982, losses will not be available to offset against other 
income, but may be carried forward to set against future 
profits from the farm. - 

E. Double faxation relief 

Foreign income, taxable in Jamaica, which qualifies for 
double taxation relief is taxable on the gross amount be- 
fore deduction of foreign tax, the relief for foreign tax 
being then offset against the Jamaican tax on the foreign 
income. » 

Relief is available on income derived from other coun- 
tries in the British Commonwealth, and also on income 
from countries which have double taxation treaties with 
Jamaica (the United Kingdom, United States, Canada, 
Denmark, West Germany, Norway, and Sweden — 
negotiations are also in progress for such treatieswith 
certain other countries). 
Under double tax treaties relief for doubly-taxed income 
is given in the country of residence at the rate to which 
the income has been subjected in the other country, or at 
the rate applicable in the residence country, whichever is 
less. 

Some types of income, however, may be exempted by 
one of the counfries, allowing the other the sole right to 
tax. This‘may apply to the income of shipping and airline 
companies which are usually taxable only in the country 
of residence, and some types of pensiOn may be taxed in 
one country only. Favourable treatment, i.e. , exemption 
in one country or restriction of the amount of tax to be 
withheld in the paying country,’ is also generally ac- 
co‘rded to interest, dividends, and royalties. 
Double tax relief in fespect of Commonwealth income is 
granted at the rate of tax charged in the other Common- 
wealth country where that rate does not exceed one half 
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the Jamaican rate of tax on the same income._ Wherethe 
Commonwealth tax rate exceeds one half the Jamaican 
rate, the relief is given at half the Jamaican rate. 

VI. INDIRECT TAXATION 
Customsduties in Jamaica aré fixed at the level, pre- 
scribed by CARICOM. 4

~ 

Imported goods may be subjected, in addition to con- 
sumption duties, to a 10% stamp duty, and there is also a' 
retail sales tax of 10% levied on certain consumer dura- 
bles such as refrigerators, television‘sets, and air-con- 
ditioners. Motor vehicles are subjected to much higher 
rates of sales tax, but substantial abatementshave re- 
cently been granted in respect of vehicles used for haul- 
age or for agricultural purposes generally: 
Locally manufactured goods are subject to excise duties 
and/or consumption duties as well as to retail sales tax 
where applicable, but the manufacturers are entitled to 
duty—free imports of raw materials, etc. 
Exports are usually free of all local indirect taxation, and 
a Free Zone (Export Processing Zone) has been estab- 
lished in Kingston for export-oriented industries which - 

amounts to a “tax haven” since apart from freedom from 
indirect taxation, income tax holidays for an indefinite 
period are also granted. A Free‘Zone is also to be pro- 

. 

vided at‘the country’s second largest port, Montego Bay. 
Although indirect taxation is high there are numerous 
abatements and exemptions, and certain foodstuffs are 
actually subsidised. 

VII. PROPERTY TAX 
Property tax has been charged since 1974-75 on a site 
(capital) value or unimproved value basis on'land only 
and on the basis of 1973 values. There is no tax on' build- 
ings, and the system provides the maximum incentive for 
site development. -

' 

Land being used'for-agriculture is taxed at 25% of the 
normal tax rates, and there are provisions for abatement 
of the tax in case of hardship.'Land used for hotels is 
taxed at 75% 0f the normal tax rates. 
The tax rates are: 
Value Tax 
not exceeding $2,000 $5 (minimum) A 

$2,000 to $4,000 $5 + 1% of excess over $2,000 
$4,000 to $10,000 $25 + 1.75% of excess over $4,000 
$10,000 to $16,000 $130 + 2.5% of'excess over $10,000 
$16,000 to $25,000 $280+ 3.25% of excess over $16,000 
$25,000 to $50,000 $572.50 + 4% of excess over $25,000 
Over $50,000 $1572.50 + 4.5% ofexcess over $50,000 
There are approximately 520,000 taxable properties and 
the annual yield of the tax isaround $25,000,000 so that 
its incidence is by no means oppressive: The tax may be 
paid in one sum, or in _two, or four instalments. In the 
case of some mortgagors of private property there are 
schemes whereby the property tax may be paid in 
monthly instalments along with the mortgage payments.
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VIII. OTHER TAXES 
A. Payroll tax

_ 

There are two types of payroll taxation, the social securi- 
ty or “National Insurance” levy and the National Hous- ' 

ing Trust levy, both of which involve contributions from 
both employer and employee. 

(a) National insurance contributions 
Contributions are payable by employers in respect of 
employees at fixed rates up to a maximum of $3.75 per 
week. The employee also contributes, his maximum pay- 
ment being $3.65 per week. The funds are used to pro- 
vide old age pensions and other social security benefits. 
At the lower end of the contribution scale, a domestic 
helper contributes 10 cents per week and her employer 
20 cents. 

(b) National Housing Trust (NH T) 
3% is charged on payroll, payable by the employer, and 2% of his emoluments is paid by the employee to provide 
funds for the National Housing Trust which builds low 
cost housing for sale on mortgage. Mortgages are let out 
at sub-economic interest rates varying from 4 to 8%. The 
employee is entitled to a refund of his contributions plus 
interest after 7 years but he continues to subscribe at the 
same 2%' rate, so that a fund of 7 years’ contributions 
from employees will remain in being. The 7-year refund 
system does not apply to the employers’ contributions. 
Contributions by employers to both schemes are tax-de-

' 

ductible. The employee receives a deduction for his NIS 
contribution but not for the (refundable) NHT contribu- 
tion. 

B. Hotel room tax 
A tax ranging from US$4 to $6 per room is charged on oc- 
cupancy in hotels in the main tourist season (15 De- 
cember to 30 April). The tax is reduced to a range of. 
US$2 to $4 during the rest of the year. The tax is related 
to the classification of the hotel which in turn is related to 
the level of the charges mgde for rooms. 

_ 

C. Stamp duties 
There are stamp duties on various documents ranging 
from a few cents on waybills and bills of lading to moder- 
ate ad valorem charges on life policies, mortgage deeds, 
etc. The highest rate is charged on conveyances 0f prop— 
grty, rising to approximately 2.66% on transfers over 
2,000 

D. Transfer tax 

On transfers of real property .and leases thereof 5% of 
value is charged after exemption of the first $4,000 of 
value. Where real estate is disposed of at a price less 
than, or not much greater than, the vuisition price, the 
taxpayer may claim that the tax shall not exceed 25% of 
the excess of disposal pric'e or value over acquisition 
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price or value. If there is no excess, there is no 5% trans- 
fer tax payable. 

E. “Death duty” 

Transfers of property at death are exempted up to 
$10,000, the rate schedule being: 
.First - $ 10,000 exempt 
Next ' $ 10,000 7.5% 
Next 

. $ 40,000 10 0/0 

Next $ 50,000 12.5% 
Over $110,000 15 0/0 

IX. INCENTIVES 
The incentives for manufacturing, agricultural, and 
tourism enterprlses 1n Jamaica are generous, reachmg 
their peak 1n the Free Zone referred to below. 
Approved manufacturing enterprises may receive tax 
holidays of 5, 7, or 9 years according to the amount of 
local added value embodied in their output. Manufactur- 
ing goods for export outside the CARICOM area may 
rank for a 10-year tax holiday, and builders of factories} 
for a tax holiday enterprise may qualify for a 15-year tax 
holiday. In all these cases there is also broad exemption 
from customs duties on raw materials for export indus- 
tries, and from customs and other indirect taxes on im- 
ported equipment and machinery. 
For new hotel enterprises the tax holiday may extend to 
10 or 15 years, and resort cottages may qualify for 7 years 
of tax holiday. In both cases there is also initial exemp- 
tion from customs duty on imports of construction mate- 
rials and equipment. 
For approved agricultural enterprises the tax holiday has 
increased by the 1981-82 Budget from a maximum of5 to 
a maximum of 9 years, again in accordance with the 
amount of local added value embodied in the products. 
Another 1981-82 innovation is a provision allowing duty- 
free importation of trucks or lorries used in agricultural 
enterprises. 
Motion picture producers may also obtain tax holidays 
on a similar basis to the above industries. 
Farmers who make losses in their tax holiday period may 
carry them forward for a further period of 6 years after 
the end of the holiday. As mentioned under V. Income 
tax above, farmers also benefit by a lower rate (35%) of 
tax. v 

Dividends paid in the tax holiday period outof exempted 
profits are themselves also exempted from tax for the 
benefit of the shareholder. 
The “Free Trade” or import duty exemption privileges 
available overseas to exporters of products grown, man- 
ufactured, processed, or assembled in Jamaica are 
quoted above under IV. Trade. 
There are other favourablevfactors for those investing in 
enterprises in Jamaica, such as the provision of trading 
estates, factories for rent, and training grants to indus- 
tries employing Jamaican labour. 
There is a Free (Export Processing) Zone in Kingston 
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and another is projected for the second largest port, 
Montego Bay. The main fiscal features are: 
a) indefinite tax holidays;

' 

éb) exemption from indirect taxation on imports, and 
freedom from import licensing restrictions; 

(0) freedom from exchange control; and 
((1) no restriction on repatriation of profits. 
In additibn, factory and warehouse space may be rented 
in the'Free Zone, and there is no restriction on the issue 
of work permits for expatriate executive and technical 
personnel. 
Products from foreign companies operating in the 
Kingston Free Zone are granted preferential status in the 
import markets of the United States, Canada, Japan, the 
EEC, Switzerland, Denmark, Australia, New Zealand, 
and COMECON. . 

the rate of corporate profits tax charged are available 
after the end of the tax holiday period. The rebate varies 
from 25% where between 10% and 21% of the profits of 
the enterprise are derived from exports, to 50% where 
the export profits are 61% or moreof total profits. 
Offshore companies are charged only-2.5% on their pro— 
fits if certain conditions are fulfilled under the Interna- 
tional Finance Companies (Income Tax Relief) Act 
1971. The company must be at least 95% foreign-owned 
both as regards voting capital and loan stock , and its trad- 
ing must be wholly off-shore. The company may, how- 
ever, have a local office and use the services of local pro- 
fessionals. 

Property tax is not chargeable on Government proper- 
tles, s9 that manufacturers who rent industrial sites or 
factorles from Government have no liability to Property 
tax. Export rebates in the form of a perpentage reducti'on in 

JAMAICA: 
BUDGET 1981-82 

c On 28 May 1981, the Right Hon. Mr. Edward Seaga, P. C., Prime Minister and Minister of Fi- ‘ 

nance and Planning in Jamaica, introduced his Government’s first Budget after its election in 
I 980. The Government was elected on a platform, inter alia, of encouraging foreign investment, 
private enterprise, and divesting a number of industries which had been nationalised by the previ- 
ous Government. Extracts from the Budget Speech concerning tax changes and incentives are re- 
produced below. See the preceding article by H. W. T. Pepper for a general review of the fiscal sys- 
tem in Jamaica. 

I now turn to the question of investment. 

The development of an investment policy must 
seek to re-establish harmony oflocal and foreign in- 
vestment in collaboration, working in the national 
interest to achieve significant growth and better 
standards of living. We have in the past defined our 
national interests and safeguarded them against 
violation. We did this by carefully selecting only in- 
vestment interests which would operate in har- 
mony with our national interests to our mutual 
satisfaction. 

No one can point a finger at any of those who are 
here'; 1f they can, let them do so. Let them do so. 
That successful record of the 608 is the same sort of 
successful record that we propose to carry on in the 
19805. 

Dealing with the taxation measures which we pro- 
pose to offer in this year’s Budget; we first of all face 
the position that there is a need to stimulate sav- 
ings. To create a pool of investment to generate 
growth. As I said earlier, investment does not éxist . 

by it§e}f. Savings are what constitute investment, 
prowfimg the decision is taken to convert savings 
Into'mvestment. And growth is not possible with- 
out_lmjestment. If we are, therefore, intent upon 
acmevmg growth, we must be intent upon achiev- 
lng gnvgstment and likewise we must be intent upon 
achlevmg savings. -

I 

1 W011“ like, therefore, to set out what measures 
the government proposes to adopt in terms of in— 
ducement to personal savings. . 

The first concerns income tax exemption of interest 
income from shares in Building Societies. At pre- 
sent, there is a limit of $600 on the exemption which 
an individual can claim in respect of exemptions 
from interest income from shares in Building 
Societies. It is proposed to move that $600 limit and 

' 

replace it by a limitless amount. 
That means you can invest as much as you wish in 
the shares of a Buiilding Society, the investment in— 
come from that will not attract any income tax pro- 
viding the investor is an individual. This does not 
apply to corporations. Secondly, there are persons 
who invest in other areas in certificates of deposits, 
in banking institutions and in deposits in Credit Un- 
Ions. 

It has been decided to allow complete exemption of 
all interest earned from certificates of deposits in 
commercial banks and in credit unions and in any 
co-operative society which is approved, providing 
it is by an individual and not by a Corporation and 
providing the deposit is for a minimum of one year. 
There are certain measures in addition to improve 
tax collection. The present situation is that com- 
panies and self-employed individuals are required 
each year before 15 March to estimate the amount 
of tax due by self—assessment and to pay this to the 
[Commissioner of Income Tax in quarterly 
amounts. Where the taxpayer fails to do this, the 
Commissioner is ’empowered to make an assess- 
ment. The taxpayer can object to the assessment if 
it is disputed within 30 days. 
What follows thegeafter is a long, drawn out battle 
concerning the §ettlement of the objection. as a re. 
sult ofwhich millions of dollars are tied up on obj ec- 
tions which are not settled. 
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It is proposed that a Notice of Objection by tax— 
payers to the assessment by the Commissioner will 
not be valid if not accompanied by a financial state— . 

ment of Return Income Tax by the taxpayer within 
90 days ofthe Commissioner'requiring the taxpayer 
to enter such a return. 
If the return is not made to the Commissionsr 
within the 90 days; the Commissioner is empower? 
ed to confirm the assessment as final. But, we have 
to be practical. There is a limited number of ac« 
countants and auditors, most of them are very 
badly overworked and, therefore, for good andjust 
reasons it might not be possible to meet the time- 
table. Hence, the Commissioner is also empowered 
to grant an extension in the event that the taxpayer 
says to him-he is not able to render the account 
within 90 days. 
He is empowered to grant an extension for a period 
which he will decide and, if he thinks fit, to make as 
a condition of the extension the payment of a small 
amount in the meantime. 
Taxpayers may feel that because they are in the 
hands of a single individual, they may not be getting 
a proper decision and since this decision is vital to 
them, we have made a provision that the taxpayer 
may appeal the decision of the Commissioner in re- 
spect of granting the extension or in respect of the 
amount required as a condition of granting the ex- 
tension and this appeal wou|d be to the Revenue 
Board. 
Now, the Revenue Board is a new concept, a new 
administrative unit which is about to be established 
in the tax structure ofthe country. It provides for 3 
Revenue Board members, one of whom is the 
Chairman, and they will have under them the vari- 
ous tax departments. They, in turn. will have cer- 
tain responsibilities whereas the departments will ' 

have others and by virtue ofhaving a trio. or, as my 
friends on that side may say, “troika”, it will be a 
much more acceptable position to taxpayers in so 
far as they are expecting and appearing to get ju5» 
{ice in their complaints and in their objections‘ 

Another area in terms of saving foreign exchange is 
to'deal with the question of hobby farmers. Pre- 
sently, some persons engage in hobby farming and 
set off losses incurred against other income for the 
purpose of avoiding tax. Provision is to be made 
that losses arising from agricultural activity may be 
set off only against future incomes from that 
source. 
Now. for the sake of accuracy and full information .
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I should indicate that the personal savings provision 
will come into operation on lJuly 1981 and it is for a 
trial period of one year to test how the flow of funds 
will materialize. 

The measures designed to improve tax collection 
' 0n the basis of a new assessment arrangement will 
come into effect on 1 October 1981 and the mea- 
sures concerning hobby fafrriing will come into ef- 
fect on 1 January 1982. 

Agricultural incentives as I indicated earlier in my 
presentation are to be provided and on the basis 
that these incentives will be now on the same level 
as industrial incentives. 

.But there is another area of incentives which we 
consider very important for agriculture, and that is 

. the transport section. Right now, people who have 
trucks can’t look forward to ever replacing them. 
The duties and the taxes that were piled upon vehi- 
cles of all sorts, including trucks,'by the last govern- 
ment have rendered it impossible for any but the 
very rich to replace that kind of vehicle and espe- 
cially when that vehicle is serving the commercial 
purpose of agriculture. 
We have decided, therefore, to exempt from cus- 
toms duty, retail sales tax and stamp duty, indeed, 
all tax and all duty,‘all trucks used for agriculture. 
In keeping with our policy to make the rural areas 
more dynamic, and to bring them more into the 
mainstream of development, we recognize that 

' there are trucks that ply the route's with passengers, 
that there are trucks that take goods to deliver to 
the small shops. One of the reasons why the shops ' 

on the top of the hills of the country could not get 
various items was because there were no trucks to 
distribute them. .

' 

We have decided, therefore, that all other trucks 
will be relieved of Stamp Duty and Retail Sales 
Tax. They will still pay Customs Duty. 
What does this mean in costs? It means that a truck 
that costs $45,000 c.i.f. , with the pljesent duties and ‘ 

tax would sell for $97,930, and will now cost 
$54,000, a savings of $43,370. 
A lesser truck that cost $36,000 and used to sell for 
$78,000 will now sell for $43,000. 
For the non-agricultural truck that used to be im- 
ported at $45,000 to sell for $97,000, with the 
exemptions granted will now cost'$65,000. ' 

And how I turn to the Budget. 

In so far as the Budgét for 1981-82 is concerned, the 
deficit on recurrent account is $279 million as com- 
pared with $357 million in the last Budget and we 

, are committed to progressively reducing this until 
we show a surplus. 
On the basis of that deficit on recurrent account ‘ 

there is an overall gap in the financing'ofthe Budget 
of $86.7 million. And normally, at this point, I 

would be saying to you that that gap has to be fi- 
, nanced by taxation. 

.That $86.7 million will not be financed by taxatidn; 
it will be financed by Treasury Bills. There will be 
no new taxation imposed this year. 
But, I lodge a céveat. The revenues are over-stated 
by $35—$37.5 million. I didn’t have to tell the House 

' 

this. We expect to collect that by improvement in 
the collection of arrears. And it is entirely possible 
to do so but I give warning now that if there is any 
failure to collect it or any part of it, I will be coming 
back in the middle of the year for the balance. 
There will be no printing of money unbacked by the 
Bank of Jamaica to finance this Budget. 
The Budget financing has been designed in this 
manner to give the taxpayers of the country a rest 
after years of crippling taxation. 
To give the country a chance to pull itself together 
and to produce growth again. But let us not forget 
that there are certain ceilings that we have to ob- 

' serye in'the financing of the budget by agreement 

between ourselves and the Fund. The recurrent de- 
ficit must not exceed 3.5% of GDP. The overall de- 
ficit must not exceed 13.5% of GDP. And the total 
Budget outlay must not exceed 33% of GDP, This 
Budget has been financed within all those limits. 

The. Budget has been financed Without a financial 
gap. There is no printing of money by the Bank of 
Jamaica to finance this Budget except in the interim 
period for cash flow purposes as is the normal 
course during the year. No new taxation will be 
levied this year if the $35 million put in for the col- 
lection of arrears is collected as we expect it to be. 
Agricultural incentives increasing tax holidays on 
par with industry have been provided; full relief of 
taxes‘and duties on agricultural trucks reducing the 
cost by 80% has been provided; relief on Stamp 
Duty and Sales Tax for other trucks has also been 
provided; tax exemption on all interest earned by 
individuals» 011' shares or deposits in Building 
Societies, Credit Unions and other approved Co- 
operatives has been provided. 
Tax exemption on all interest earned by individuals 
on deposits of more than one year in commercial 
banks and other approved financial institutions 
under the Protection of Depositors Act has been 
provided. . A 

Tax collection is to be imprdved by requiring tax- 
payers who object to assessment by Commissioner 
to file accounts within 90 days to substantiate their 
objection, or the assessment of the Commissioner 
will be binding. The taxpayer can seek extension of 
time from the Commissioner and can appeal 
‘against the decision of the Commissioner regarding 
extension; 

, V

' 

The investment required to met the growth targetQ 
for three years is four billion, six hundred million 
dollars. At this point, the only gap that remains in 
finding that sum is $820 million or 18% , a creditable 
{amount at this time in terms of unidentifiable pro- 
Jectsl ‘ ‘ 

The growth targets are 3.7% foi' Year One; 4%‘for 
Year Two; 5% for Year Three . . . .

' 

In next issues: 

The welfare Acost-of taxation: its meanin 

Taxation for development: corporate taxation in Japan 
—_ by Dharmendra Bhandari 

Tax incentives of industrialized countries for private’undertakin 
‘ 

— by Eugen Jehle 
Safe harbor leasing - a controversial means fOr distribution of investment incentives — by Frank Schuchat 

The developmeht of double taxationcohventions with particular referénce to taxation of international air 
transport . . 

_ —_ by D. Hund 

'j— by Nizar Jetha 

The Peruvian tax refvorm'(1981‘) - 

—-'by Pedro Masso’ne 

gs in developing countries 

g and-measurement 
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HONG KONG: 
Tax Aspects of Foreign Currency Gains 
by |.W. Harris* 

I. INTRODUCTION 
In researching for this talk I was surprised to find, or, perhaps I should say, not 
to find, how little has been published on the topic and how few decided cases . 

exist. However, on reflection; this is perhaps not surprising as it is only com- 
paratively recently that exchange differences have actually emerged as an ac- 
counting problem, let alone a tax problem. Although I do not intend to clutter 
up this talk with a learned discourse on international exchange rates, it may 
help in order to put the ’problem in its correct perspective to spend a few mi- 
nutes on the history of exchange rates. 

In the so-called good old days, trade was financed by one of two principal 
means — by barter or by payment in a precious commodity, generally gold, 
perhaps silver and, in this part of the world, opium. On the whole, until the 
outbreak of World War II, 'the currencies of the world’s major trading nations 
remained on a par with each other, with the U.S. dollar and the pound sterling 
being exchanged on a 1 to 4 basis and itbeing true to say, therefore, the old 2/ 
6d coin was really “half a dollar”. The first major'upset to this pleasant state of 
equilibrium occurred in the late 19405 when Britain, which at the time was un- 
dergoing a severe financial crisis, devalued the pound against the U.S. dollar 
from $4 = £1 to $2.80 = £1. This was followed in 1967 by a further devaluation 
which brought the rate down to $2.40. This event seemed to open the flood- 
gates of change and spawned such features of current monetary policy as Spe- 
‘cial Drawing Rights, the European Monetary System’s “Snake” and of course 
the move of gold away from the fixed parity with the U.S. dollar. 

So where has all this left the businessman and his tax adviser? FirSt and 
>

V 

foremost it has meant that any transaction entered into by the businessman in- 
volving a foreign currency has an exchange risk attached to it — no longer can 
he assume that if he purchases a‘ machine for, say, US$10,000 when the rate is 
HK$5 = US$1 that therefore on delivery he will need to shell out, say, ~-

- 

HK$50,000 — it may cost him HK$55,000 or, if he is lucky, HK$45,000. He 
may hav_e sold some goods to a dealer in the United Kingdom for £1,000 which 
at the exchange rate then prevailing would have yielded HK$10,000, but 
when he cashes the draft he only receives HK$9,500 or again, if he is lucky,

‘ 

perhaps HK$10,500. The businessman may have invested some of his profits 
into Australian real estate" or German shares or Japanese bonds — what does 
he do at the e_nd Of the year when translating the value of his investment? He 
finds it is worth less than he paid for it — or, if he has guessed correctly, it is 
worth more. » 

Fortunately for me it is no part of this paper to delve into the complexities of 
currency hedging, swap transactions and the like, nor indeed is it any part of: 
this paper to discuss the various highly technical. reasons that cause exchange V 

fluctuations, nor even the theoreiical side of the prOnouncements of the vari- 
ous accounting bodies on the treatment of this subject, although some brief 
consideration is necessary in respect of all 3 topics in order to cover this par- 
ticular subject in the required depth. '

- 
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II. WHAT IS A CURRENCY GAIN OR LOSS? 
I am not going to attempt to define what is an exchange 
gain or loss as this is a field more appropriate for our aC-v 
countant or lawyer friends who can expound no doubt at 
great length on the situations in which a businessman can 
find himself when involved in foreign currency. How- 
ever, for the purposes of this paper it is probably suffi- 
cient to define a currency gain or loss in 2 parts: 
(a) where an obligation has to be met or an item of in- 

come is taken into account which produces less or 
more in the local currency than when the transaction 
was originally enteredinto; 

(b) where at a particular date the value of a foreign cur— 
rency denominated-asset or liability reveals a surplus 
or a shortfall when translated into local currency. 

Ill. ACCOUNTING TREATMENT 
A. Normal exchange fluctuations distinguished 

from major changes in currency parities 
For Hong Kong companies engaged in substantial over- 
seas trade, or owning substantial overseas trading 
branches or subsidiaries, the normal fluctuations of ex- 
change rates, whether the rates are pegged or floating, 
may give rise to differences on exchange whenever one 
currency has to be converted for accounting purposes 
into another. Such gains and losses on exchange are a 
normal feature of overseas operations and do not in. 
themselves usually present any special problems. In gen- 
eral, where there has been no substantial shift'in parities, 
exchange differences on direct trading with foreign cus- 
tomersor suppliers are dealt with in the profit and loss 
account in’ arriving at the profit or loss for the period. 
Where the accounts of overseas branches or subsidiaries 
have to be converted into Hong Kong dollars for inclu- 
sion in the parent’s or group accounts, the normal ac- 
counting conventions for conversion are straightforward 
and are used consistently from year to year. 
Where, however, exchange rates are subjected to a sud- 
den significant and evidently permanent adjustment out- 
side the run of normal exchange fluctuations, companies 
may encounter special accounting problems. In these cir- 
cumstances exceptional exchange gains or losses at— 
tributable to the abnormal change in parities may arise as 
regards both direct trading transactions and the accounts 
of overseas branches and subsidiaries. It then becomes 
necessary to determine the amount of exceptional loss or 
gain involved, and how it should be dealt'with in the ac- 
counts. ‘

I 

In broad theory, the loss or gain attributable to a change 
in parities could be most directly arrived at by converting 
overseas assets and liabilities at the date the rate changes 
into local currency first at the 01d rate and then at the 
new: the difference between the local currency equiva- 
lents, after taking account of any forward transaction in 
overseas currencies, including any forward purchases 
and sales of goods, is the exceptional gain or loss attribut- 
able to the shift in parities. In the case of Overseas 
branches and subsidiaries the exceptional gain or loss is 
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in practice generally computed by means of adjustments 
applied to their assets less liabilities at the balance sheet 
date. The gain or loss computed, if material, should be» 
segregated from “normal” exchange gains or losses 
(which, as noted, are generally dealt with in the profit 

v and loss account in arriving at the profit or loss for the 
period), and separately disclosed whether (a) as an ex- 
ceptional item entering into the computation of the pro- 
fit or loss for the period, or (b) as an exceptional item 
shown separately after “profit after taxation”. When the 
latter treatment is adopted, account has to be taken of 
any consequential effect on the tax charge and disclosure 
made of such adjustments as are necessary. Where a 
company or group has extensive interests overseas and 
fluctuations in local currency equivalents or overseas as- 

' 

sets and liabilities are a recurrent feature, the treatment 
in (a) above may be preferable unless the amount in— 
volved is exceptionally large; in other instances the treat- 

’ ment in (b) may be more appropriate. An alternative to 
the treatment in (b) is for the exceptional gain or loss (so 
far as it may be regarded as being of other than a revenue 
nature — for instance, as arising on the re-statement of 
currency fixed assets at the new rates) to be dealt with by 
a direct transfer to or from reserve, if this would facilitate 
the presentation of a true and fair View. 
The identification and treatment of exceptional gains 
and losses attributable to major changes in exchange 
parities are dealt with below in 2 parts: first in the context 
of overseas transactions or locally based companies not 
involving overseas branches or subsidiaries; and second, 
in the context of the conversion into dollars of the ac- 
counts of overseas branches and subsidiaries. ' 

B. Overseas transactions of locally based com- 
panies not involving branches or subsidiaries 

For companies with overseas assets and liabilities other 
than those attributable to overseas branches and sub- 
sidiaries, a major change in currency parities will give 
rise to a local currency gain or loss on exchange in respect 
of those of their overseas assets or liabilities affected at 
the date currency rates change. 
In these circumstances the general rule is that overseas 
assets and liabilities, both current and long term, at the 
date the parities change should'be converted into local 
currency and the new rate of exchange and the resultant 
exceptional losses or gains on exchange, if material, pre- 
sented in the accounts so as to show a fair View of the ef— 
fects of the alteration in exchange parities. 
Exceptional gains or losses on exchange attributable to 
changes in parities and relating to overseas assets and 
liabilities of a normal trading nature are normally dealt 
with in the profit and loss account, and separately dis- 
closed as an exceptional item, if material. Due account is 
taken of any consequential effect on liability to tax. 
There may be exceptions to the general rule to‘ the extent 
that any part of the gain or'lossmay properly be taken 
into account in arriving at the amount at which items to 
~which'it relates are to be stated in the balance sheet. For 
instance, that pa_rt of an exceptional loss on exchange at- 
tributable to goods unsold on the balaqce sheet date may 
be treated as an increment in cost provxded net realisable 
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value in local currency is estimated to be in excess of cost 
so computed; this treatment is preferable if local cur— 
rency prices of the items on hand have been increased to 
compensate for the change in parities. 
Similarly, exceptional losses or gains attributable to 
liabilities outstanding at the relevant date for purchases 
of fixed assets from overseas are normally dealt with'by 
adjustment of the cost in local currency of the relevant 
asset account.

- 

The amount attributed in the balance sheet to work in 
progress on long term contracts involving overseas cus- 
tomers or suppliers will require review in the light of al— 
tered exchange parities so that provision can be made in 
the normal way for any foreseeable loss arising there- 
from. 
Exceptional gains or losses which may be regarded as not 
of a revenue nature, such as those relating to long term 
loans granted or received, may be shown in the profit and 
loss account or dealt with by direct transfer to or from re- 

‘ serve according to which method will better present a 
true and fair View, as suggested above. Where there are 
both gains and losses of other than a revenue nature, they 
are set off in the first instance. 

C. Locally based companies with overseas 
branches or subsidiaries 

The object of converting the accounts of locally based 
companies’ overseas branches or subsidiaries into local 
currency is to enable them to [be incorporated into the 
home company’s or group accounts at a local currency 
equivalent which fairly expresses their state of affairs and 
results. Normally the 2 main methods of converting 
other currencies for this purpose are the “closing rate” 
and “historic rate” methods. 
Where a major revision of exchange parities has taken 
place during the financial period it is necessary to deter- 
mine whether the effect on the local currency equivalent 
of overseas branches’ or subsidiaries’ accounts gives rise 
to an exceptional difference on exchange. In theory, as 
noted above, the gain or loss attributable to a change in 
parities could be directly arrived at by converting the ac- 
counts of the overseas branches or subsidiaries at the 
dates the rates changed into local currency at the old and 
new rates and measuring the difference. ‘

- 

In practice the exceptional gain or loss attributable to the 
change in parities is normally calculated by adjustment 
of net assets in the opening or closing balance sheets; for 
instance, by taking net assets at the last accounting date 
before the change and adjusting them by reference to the 
profit earned or loss incurred in the period up to the date 
of change, the difference between the resultant amount 

’ converted at the old and new rates of exchange is the ex- 
ceptional gain or loss. This achieves the same result as 
converting net assets at the date the rates changed. Since 
the “historic rate” method of conversion uses the aver- 
age rate of exchange for the 'year to convert profits or 
losses (before charging depreciation), it automatically 
takes account of the effect of any change in pariti’es; the 
“closing rate” method does not, and in that case to deter- r 

mine the exceptional difference on exchange it is nor- 
mally appropriate to apportion profits or losses to the 
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date the parities changed and to convert results up to that 
date at the old rate and after that date at the closing rate. 
In making this calculation, results should be apportioned 
as nearly as possible on an actual basis so as to take due 
account of seasonal or other fluctuations in trade. Turn- 
over should be apportioned and converted in the same 
way so as not to present a misleading View of trading and 
results. 
Under the “Closing rate” method, assets and liabilities at 
the balance sheet date are converted at the rate of ex- 
change then ruling, so that the effect on them of any 
major change of parities is automatically recognised. 
Under the “historic rate” method, however, fixed assets 
and long term loans and liabilities are normally stated at 
their original local currency equivalents. A major change 
in parities calls in question these amounts. Bearing in 
mind that proper provision must be made for deprecia- 
tion of fixed assets and repayment oflong term liabilities, 
it would be unrealistic not to recognise that a change in 
parities implies an adjustment in the local currency equi- 
valents of fixed assets and long term loans. In these cir- 
cumstances it may be desirable either to adjust their local 
currency amounts by reference to the balance sheet rate 
of exchange, or to carry out a valuation of fixed assets; if 
the “historic rate” method of conversion is to be fol- 
lowed, the latter amounts would continue to be used for 
future conversion purposes in place of original local cur- 
rency equivalents. Whichever basis of conversion is 

used, fixed assets appearing “at cost” in terms of over— 
seas currencies may normally continue to be so described 
after conversion into local currency, since the position 
will be made sufficiently Clear by disclosure of the basis 
on which foreign currencies have been converted into 
local currency. 

IV. WHEN DO GAINS AND LOSSES OCCUR? 
As can be seen from the introduction to this paper, an ex- 
change gain or loss can be said to arise at a number of dif- 
ferent points in time. For instance, on a sale of goods 
contracted at a particular price the gain or loss could arise 
when the price for the sale of the goods is paid, or when 
they are actually received or, if deposited in an overseas 
bank account, when the proceeds are eventually remit- 
ted. However, as a general principle it is probably safe to 
say that- the Revenue would normally follow generally 
accepted accounting principles such as those that I have 
mentioned earlier. I will revert in more detail later, but it 
should be noted that although accounting principles ' 

would generally apply as to when a gain or loss arises, it 
does not follow that this follows for a determination as to 
whether it is of a revenue or capital nature. I

~ 
V. TAX TREATMENT OF GAINS AND LOSSES 
As I have just mentioned, despite the accounting treat- _ 

ment of a gain or loss, the Revenue will apply their own 
rules to determine whether it is of a revenue or capital na- 
ture. What are these rules? The same general principles 
apply to currency gains and losses as apply to other items 
of income and expenditure, butbecause of the very spe— 7 

cial nature thereof there exist certain peculiarities which 
are worth examining in some detail.
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A. Capital transactions 

If a taxpayer purchases fixed assets from abroad and be- 
fore‘he makes payment for them a loss or profit results 
due to the intervention of a change in exchange rates, 
such a loss or profit would be on capital account. An inci- 
dental result of this would be that the asset could have 3 
different cost prices, i.e. the cost at the time of incurring 
the obligation to pay for it, the cost of. acquiring the 
foreign currency to pay forlit and the cost which would be 
relevant to the computation of capital allowances. For 
example, a local ship owner contracts to buy a ship from V 

the UK. for HK$5M. The ship is delivered in the same 
year but payment is not made until the following year. 
During the intervening period the Hong Kong dollar is 
revalued by 10% and therefore in the following year the 
shipowner will gain HK$500,000 as he will only need to 
pay HK$4.5M to settle the debt. Thc’ship in his books 
will continue 'to show the figure of HK$5M although the 
real cost to him will only be H'K$4.5M. The gain here will 
be on capital account and this may be taken up in his pro- 
fit and loss account, but below the line. ' 

For tax purposes the Revenue will adjust the cost to 
HK$4.5M for the purposes of calculating initial and an- 
nual allowances. Of course the converse would apply if 
an exchange loss had been made on the transaction. It 
will.be seen from this example that for tax purposes the 
actual outlay of currency by the taxpayer is taken as the 
cost‘forAthe purposes of capital allowances and the, cor- 
responding gain or loss is excluded from the profit eVtax 
purposes. ' 

Similarly, the discharge of a foreign loan can result—in ex- 
change losses or profits should there be fluctuations in 
the exchange rates by the time the loan is repaid. It 
should be noted, however, that loans in this context do 
not include outstanding balances on trading accounts; 
exchange gains or losses resulting from this transaction 
are of a revenue nature. v 

.3. Revenuetransactions
‘ 

Any-exchange differences which relate to’a taxpay'er’s in-'- 
come earning operations or form part of his business or 
are directly or sufficiently related to his business Opera- 
tions will be taxable or deductible as the case may be. For 
example, if a local importer purchases goods from Japan 
and prior to the settlement of the, purchase price the 
Japanese yen is‘ devalued he will require fewer Hong 
Kong dollars to discharge the- yen debt. The acquisition 
of yen to discharge the debt is closely connected with his 
income earning operations and consequently the gain he 
makes will be subject to tax. ' 

C. Ohshore of dffShore 
In most jurisdictions it is irrelevant whetherthe gain or 
loss was made onshore 0r offshore as both'will come 
within the tax net. However, in a source jurisdiction such 
as Hong_Kong,~ the matter is very relevant. The Hong 
Kong Inland Revenue Department have not, as far as I 
am aware, issued any guidelines other than a circular.is— 
sued after.the 1967 devaluation ofsterling which admit- 
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ted that the problem was complex and that each case 
would have to be examined separately. However, as we 
are only concerned with gains and losses of a revenue na- 
ture it is difficult to imagine many circumstances where a 
normal trading concern in Hong Kong would be able to 
incur an offshore exchange profit of a revenue nature as 
it is' the underlying transaction, i.e. the sale of goods, 
which has to be looked at. This matter will, however, be 
discussed later when we come to minimisation. 

VI. TAX CASES 
Perhaps there is no clearer way of illustrating the com- 

» plexities of this subject than by a review of the various 
judicial decisions that are available. 
The only Hong Kong case that has come to the attention 
of the Courts is that of the Commissioner of Inland Rev- 
enue v. Li and Fung Limited which is reported in the 10th 
Supplement to the Hong Kong Tax Cases. The facts were 
as follows: '

~ 

The Company carried on business as exporters and gen- 
eral merchants; its business included'exporting Hong 
Kong manufactured goods to the United States. Such 
goods were paid for in US. currency and.the proceeds 

' were deposited in banks in ‘the United States on 7-day 
call. At various times, when better rates of exchange be- 
tween'the US. and the Hong Kong dollar could be ob- 
tained, the accumulated funds with interest thereon were 
remitted back to Hong Kong. When preparing accounts 
for the year ended 31 December 1972 the Company was 
aware of the impending devaluation of the US. dollar 
and accordingly revalued the amounts-of its cash and 
bank balances; trade debts and credits expressed in US. 
dollars, resulting in a net loss of HK$333,296.76. "

> 

On 12 February 1973 the US. dollar was in fact devalued 
and the Company claimed a deduction for the loss shown 
in the 1972 accounts against its assessable profits for 
1974/75. The Assessor disallowed ‘the amount of 
HK$327,750 relating to revaluation of the cash and bank 
balances on the grounds that this was a loss of capital. 
On Appeal the majority of the'Board of Review found 
that the US. dollar balances, being the proceeds of sale 
of goods and therefore income from trading, did not lose 
their identityas trading income by being retained in the USA. and the loss was therefore allowable. The minor- 
ity View held by one member was that the retention of the 
money in US. dollars placed on deposit altered the na- 

. 
ture of the funds from trading income .to investmentThe 
Commissioner appealed. 
Mr. Justice Garcia held that although the sums in ques- 
tion originated as trading income, their nature was al- 
tered to that of capital investment when accumulated 
and placed on deposit in US. banks with the intention of 
obtaining more favourable exchange rates. The Com- 
missioner’s appeal was allowed. 
Two Australian cases are of interest and are useful 
guides. The first is Federal Commissioner of Taxation V. 
Cadbury-Fry Pascall (Australia) Limited (79ATC4346) 
which was heard in the Supreme Court of Victoria. The 
facts wereas follows: 
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Cadbury-Fry Pascall (Australia) Limited was a sub- 
sidiary of an English company which manufactured con- 
fectionery for sale in Australia. Two of the materials re- 
quired for the manufacturing process were cocoa beans 
and cocoa butter which were purchased from West Af- 
rica. Under a long-standing arrangement the English pa— 
rent placed orders for these items on behalf of the taxw 
payer with the supplier in West Africa and paid for these 
goods on the Australian company’s behalf. Regular 
statements of the amounts due to the parent company 
were sent to the subsidiary and this debt was included in 
the Subsidiary’s loan account. Interest was charged by 
the parent on this account and settlement was made by 
the subsidiary generally some 6 months after the debt 
was incurred. It was part of the arrangement between the 
2 companies that the debt should be paid in sterling. The 
loan account also reflected transactions relating to pur- 
chases of material made directly by the subsidiary from 
the parent and also purchases of plant and equipment 
made through the parent. In addition, service charges 
made by the parent were-passed through this account. As 
a result of the sterling devaluation in November 1967, 
the taxpayer was required to pay fewer Australian dol- 
lars than had earlier. been estimated. The taxpayer 
claimed that the part of the exchange gain thus~made 
which related to the purchases of raw materials made by 
the parent on the subsidiary’s behalf Was not assessable. 
The taxpayer argued 'that the'arrangement between it 
and its parent was to provide an advance of funds and 
that therefore'payments in reduction thereof were of 'a 
capital nature. The case went to the Board of Review 
who upheld the taxpayer’s claim and thereafter the Com— 
missioner‘appealed to the Victoria Supreme Court. It 
was held by the Judge that the arrangement between the 
subsidiary and its parent was not for the purpose of pro— 
viding the subsidiary with an advance of funds but that 
the payment in reduction of the loan account was in sub- 
stance part of the regular outlay of the taxpayer for raw 
materials regularly required by it for manufacturing pur- 
poses. The mere substitution of the parent for the 
supplier was an incident of the commercial operation and 
did not affect the true nature of the transaction. It was 
held, therefore, that the gains made on that part of the 
loan account which related to the purchases of raw mate- 
rial and the service charges were subject to tax but the 
Commissioner agreed that the gain made on purchases of ‘

' 

the plant and equipment was not taxable. 

A more complex caSe was that of LOmbard Australia Li- 
mited v. Federal Commissioner of 
(80ATC4151) which was heard in the‘SUpreme Court of 
New South Wales. The facts in this case were that Lom- 
bard Australia Limited, which was a wholly owned sub- 
sidiary of the UK. based National Westminster Bank, 
borrowed money from several overseas sources, includ- 
ing its parent. These funds were used for the general purv 
poses of its business and were generally for a period of 5 
years. At' the same time, LOmbard Australia Limited 
also raised funds in the Australian market, After‘1975, 
the company conducted a policy of gradually reducing its 
foreign currency. borrowings and relied more extensively 
on local fund raising. During the year ended 31 De— 
cember 1975 Lombard Australia Limited repaid certain 
overseas loans and Sustained exchange losses of $3.2M 
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Taxation ' 

and claimed this as a deduction in its tax return for that 
year. Mr. Justice Powell held that the losses were deduc- 
tible and that they were properly treated as losses or out- 
goings necessarily incurred in the income earning pro- 
cess. The Judge said that the evidence showed that at all 
relevant times borrowing overseas was an integral part of 
the process by which not only the taxpayer but most, if 
not all, major financiers in Aus’tralia funded their lend— 
ing activities. The evidence also showed that at all relev- 
ant times fluctuations in the value of currencies Were an 
established feature of the worldwide monetary Scene. 
This being so, the losses in question represented a kind of 
casualty, mischance 0r misfortune which is a natural or 
recognised incident with the particular trade or business. 
In his summary the Judge referred to the Cadbury-Fry 
case referred to above and said that the facts were similar 
in both cases as the'transactionslwith the overseas parent 
related tO' transactions which related to trading stock. 
The 2 Australian cases illustrate the rule that it-is not the 
actual transaction that mustbelooked at to determine 
whether an exchange gain or loss comes within the tax 
.net, but the underlying transaction to which it relates. 
In the US. , where Surprisingly enough there are no de— 
tailed regulations covering currency gains and losses, 
much reliance is placedon decided Cases to establish the 
rules. '

' 

One of the leading cases was heard in April 1979, the 
Hoover Company case (72TC206), where the tax court 
held that gains and losses from a taxpayer’s transactions 
in foreign exchange contracts were capital gains or losses 
and not ordinary gains or- losses. The Court concluded 
that the transactions related to taxpayer’s ownership or 
stock in its foreign subsidiaries rather than thetaxpayer’s 
everyday operations. This was despite the fact that the 
Hoover Companyentered into a considerable number of‘ 
foreign exchange contracts, most of which resulted in 
losses. This was contrasted with the Corn Products case 
(350US4_6/ 1955) where similar transactions were entered 
into but related to the taxpayer’s everyday operations. 

A useful case was heard in Malaysia in 1973 (L Sdn} 
Berhad v. Cdmptroller General of Inland Revenue 1973 
1MLJ56). The facts in this particular case were that the 
company was carrying on the business of buying and 5614 
ling land and part of the proceeds from these transactions 
were deposited in the UK. When sterling was devalued 
the company incurred a loss of M$595,840. The taxpayer 
claimed this as an allowable deduction but the claim was 
dismissed and the Judge'said that'one of the major ques- 
tions which arose before the special Commissioners was 
whether the taxpayer’s money in London was fixed capi- 
tal or Circulating capital. He agreed that in the light of de- 
cided cases if the money in London was circulating capi- 
tal then the loss would be an allowable deduction. It 
would be otherwise if it was fixed capital. It is implicit 
that the manner in which the capital is employed is a 
material factor in determining whether it is fixed or cir- 
culating capital.'The Judge went on to say that it did not 
seem to be part of the taxpayer’s case that the money in 
London had been employed in anymanner for the com- 
pany’s business which of course was buying and selling 
land in Sabah. , 

A

' 

Judge Ali concluded by saying, “The assertion by the
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taxcpayer that the money could be used any time if 
needed for the company’s business is neither here nor 
there. I venture to think that the taxpayer has not suf- 
fered any loss known to law.” ' 

Finally, we must have a look at the various U.K. tax cases 
on this topic. Not unnaturally, the U.K. , having certainly 
in the past one of the world’s major trading currencies 
and relying to a great extent on case law to decide matters 
of principle, have produced a' number of interesting cases 
over the years. One of the earliest cases was that of Ben— 
nett v. Underground Electric Railway Company of Lon- 
don Limited (1923ATC4275) where the taxpayer 
claimed as management expenses a deduction for the ad- 
ditional costs incurred in purchasing US. dollars with 
which to pay interest in New York. The judgement was 
that the management of the company did not alter 
whether or not the interest was paid in dollars and there- 
fore at a greater sterling cost and accordingly gave judge- 
ment in favour of the Revenue. The next 'case was 
McKinlay v. H T Jenkins and Son Limited (10TC372) 
where a U.K. company imported marble from Italy and 
remitted to a bank in Italy sufficient funds to meet ad- 
vanced payments for the quantity of marble. Before the 
supplier needed to be paid, the sterling/lira rate moved 
and as a result a large profit accrued t0 the U.K. com- 

_ 

pany on sale of the lira. The exchange rate then moved in 
the Opposite direction and the U.K. company was able to 
acquire the’lira cheaper to pay off the Italian exporter. 
Mr. Justice Rowlatt held that the profit was no more in 
effect than a bare exchange transaction in the nature of a 
speculation and that the profit from such transactions 
could not be a trading profit of the company since it was 
no part of the company’s business to deal in exchange. 
Another pre-war case was that of Imperial Tobacco 
Company of Great Britain and Ireland Limited v. Kelly 
(25TC292) where the company acquired US. dollars 

v each year to finance its purchases of tobacco leaf. On the 
outbreak of war the company had certain funds in US. 
dollars for this purpose which it was required to sell to the 
U.K. Government. A profit was made and it was held 
that such a profit was subject to tax because the dollars 
were acquired for the purposes of a trading transaction; A case a little nearer to this part of the world was Davies 
v. The Shell Company of China Limited (32TC133) 
where the company had a large number‘of agents in 
China who were required to place depositswith the com- 
pany. These deposits at_ the. outbreak of the Sino- 
Japanese war amounted to some 7 million Chinese d01- 
lars and were placed on long term deposits with banks. It 
was agreed that interest was payable to agents on the de- 
posits and at the outbreak of the war the company con- 
verted these deposits to sterling and repatriated the 
funds to the U.K. As each agency became renewable the 
company terminatedthe agency and repaid the agent his 
deposit. On account of the depreciation of the, Chinese 
dollar these payments gave rise to substantial sterling de- 
posits. The U.K. Court of Appeal decided the com- 
pany’s deposits were fixed capital and the profits in ques— 
tion were not trading receipts. . >

. 

A post-war case which in fact is still going through the 
U.K. courts is that of Pattison v. Marine Midland Bank 
Limited, and in May of this year the Chancery Division 
found in favour of the Crown, but it is understood that 
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the bank are considering appealing against the decision. 
The facts in this particular case were that Marine Mid- 
land Bank Limited is a subsidiary of an American bank 
who borrowed dollar funds by issuing loan stock to 2 sub- 
sidiaries of its parent company resident in the US. These 
funds were lent on to dollar and other foreign currency 
clients. The loan stock was cancelled by repayment of the 
loan on 15 June 1976. The company did not speculate in 
foreign exchange transactions but looked for its profits to 
the interest differential between amounts lent and 
amounts received on deposit and for the most part the 
borrowings were matched by loans. As a result of the fall 
in the value of sterling an exchange loss was shown on re— 
payment of the loan stock and gains were shown on the 
assets matching the loan stock translated into sterling on 
the relevant balance sheet dates. At no time was there 
any actual conversion into sterling. The taxpayer com- 
pany was assessed to corporation tax on the basis of ex- 
change loss arising on the payment of the loan" stock as a 
capital loss and the exchange profits shown on the match- 
ing assets were revenue gains. The taxpayer company ap- 
pealed to the City Commissioners contending that the 
loan stock did not represent capital employed in the 
trade and any exchange loss was a revenue loss deducti- 
ble from trading profits‘ The Commissioners determined 
that neither the exchange loss nor the exchange profits 
were to be taken into account in computing the taxpaying 
company’s liability to‘tax. The Crown appealed to the 
Chancery Division where it was held that since the loan 
stock formed part of the capital structure of the company 
and the liability to pay it was a capital liability, the deduc- 
tion of the exchange loss sustained on repayment from 
trading profits was prohibited. The exchange profits 
shown in the balance sheet in respect of the matching as- 
sets however were revenue profits to_ be taken into ac— 
count in computing liability to tax. ‘ 

VII. MINIMISATION TECHNIQUES 
The wide variety of cases referred to just now indicates 
that there are numerous ways in which currency gains 
and losses can arise and it is clear that careful.considera- 
tion needs to be given to the tax effects of exchange re- 
lated transactions. However, it should be borne in mind 
that the first priority should in all probability be to reduce 
the risk of the exposure itself of a currency change. This 
of course is necessary unless the tax planner can ensure 
that all exchange losses will be deductible in high tax 
areas and all exchange profits are taken in low tax or nil 
tax countries, or, alternatively, all losses are of a revenue 
nature and all profits are of a capital nature. 

A. What is currency exposure? 
Currency exposure is the net amount of a firm’s assets 
and liabilities in a foreign currency. A net asset position 
is also called .a “long” position, a net liability position a 
“short” position. The exposure risk is consequently the 
risk of a monetary loss due to exchange rate fluctuations. 
It depends both on the size of the exposure and the extent 
of the expected re- or devaluation of a currency in terms 
of the base currency.

‘ 

Currency exposure can be calculated basically in 3‘Ways: 
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1. Transaction exposure covers those assets and 
liabilities which, in the short or medium term, will re— 
sult in an actual currency conversion. Any change in 
the value of the respective currency between the date 
on which an asset or liability is created and the actual 
conversion date will result in an immediate, actual 
gain or loss on exchange. This exposure con- 
sequently covers all transactions involving foreign 
currencies such as imports and exports of goods and 
’services, payments of royalties, etc. 

2. Translation exposure is the exposure calculated on 
the basis of the balance sheet of the foreign opera- 
tion. It includes both the amounts of the transaction 
exposure and all other items which will cause a profit 
and loss effect on- consolidation if the currency in 
which they are denominated changes in value. It 
therefore also comprises assets and liabilities which 
will not give rise to an actual gain or loss on exchange 
as'these items will not be liquidated in the short or 
medium term. Nevertheless, the translation of these 
items will result in an accounting (Le. unrealised) 
gain or loss, if the currency in which they are expres- 
sed changes in value as compared to the base cur— 
rency. . 

3. Economic exposure. As gains/losses resulting from 
V the economic exposure are not reflected in the finan- 
cial statement as realised or unrealised exchange 
gains/losses but a sordinary trading income with no 
special tax implications, currency exposure, in what 
follows, will refer only to transaction and translation 
exposure. 

B. How to minimise exposure 
- The 2 basic methods are: 

(a) Forward exchange contracts/swaps 
By way of forward exchange contracts the firm can shift 
its exposure to another party, usually to a bank , for a cost 
which will be based on the interest differential bteen 
the local currency and the foreign currency. If an expo- 
sure is the result of a temporary loan, the firm can make a 
swap, i.e. it sells the local currency at the present (spot) 
exchange rate and, at the same time, re-purchases the 
local currency at the applicable forward exchange rate. 

(b) Invoicing in the base currency 
This is the hedging method for firms which export di- 
rectly to third party customers. As the exposure risk is 
passed on to the customer, it requires a certain bargain- 
ing strength and may not be possible in highly competi- 
tive markets unless the hedging costs are reflected in the 
price.

7 

Re—invoicing can be the solution to this dilemma. The ex— 
porting company invoices in the local currency to a re—in- 
voicing centre which is to carry and manage the exchange 
risk. Re-invoicing for a group of companies has the addi- 
tional advantage that payables/receivables in the diffe- 
rent currencies can be netted thus reducing transfer 
charges and exchange costs. 

C. The tax effects of exposure management 
As in all business decisions care must be taken to ensure 
that the tax effect of any transaction is known in advance 
so that at least the possible liability is known and at best

_ 

so that the transaction can so be structured to the best 
possible advantage. Foreign exchange transactions of 
necessity require that the tax planner is aware of the law 
and practice relating to such activities not only in his 
home jurisdictionrbut also in other countries where the 
taxpayer operates. This is because of the varying tax 
rates involved, but more importantly the differing tax 
treatment accorded to foreign exchange. Thus in the 
,Netherlands the Revenue do not distinguish between 
capital and revenue, whereas in Germany unrealised 
gains are not taxable until recogmsed wherever un- 
realised losses are deductlble when Incurred. 

vm. CONCLUSION 
In concluding this short talk I hope that I have been able 
to shed some light on this complex problem. In the days 
of sailing ships and fixed parities of currencies, currency 
gains and losses rarely arose, and, if they did, were read- 
ily identifiable as to nature and source. However, with 
the vast ’sums neeed for international finance these days 
and with the speed that not only currencies can fluctuate, 
but also funds can be transférred, it is important for the 
tax planner to be fully aware of the consequences of in— 
ternational transactions.

\ 
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I; INTRODUCTION 
Important changes in economic development policy are taking place in the 
People’s Republic of China since the Government’s announcement thatjt in- 
tends to achieve the declared goals of the Four Modernizations — in agricul- 
-ture, industry, defense, and science and technology — by the end of this cen- 
tury. This modernization program is (the start of a new venture in China’s 
economic development strategy since‘the establishment of the People’s Re- 
public of China on 1 October 1949 and naturally not without consequences to 
taxation matters. 1’ ' '

‘ 

The tax system of each country, in order to be an effective part of its economic 
development pdlicy, must be tailored carefully to the peculiar circumstances 
and objectives of that country. China has chosen the road to socialism. The 
crucial point which emanates therefrom is the collectivization of ownership of 
the important means'of production, such as land, capital and labor.2 Sociali- 
zation of [the means of prOduction connotes the transfer of private ownership 
of the means of production into public and collective Ownership.3 In China, 
even private ownership of dwellings has been eliminated by the socialization 
of thé means Of- production. Only recently have flats been for sal_e for private 
ownership.4 By and large, the means of production (land, capital and labor) 
are allocated by the State according to the national economic production 
plan. Consequently, the decisive role of production and consumption under a 
free market economy 'or where the price mechanism rules has been replaced 
by State planning. The price fixing system of commodities in the planned 
economy in China has caused a deterioration in the balance between prices set 
by the State and the actual market value. Consequently, it is generally con— 
ceived that the economic set—up at present no longer suits the goal of achieving 
high sustained economic growth after 30 years of socialist economic plan- 
ning. 5 

~ 
‘ 

7

- 

China introduced its own tax system in 1950 and adopted “the policy of utiliza— 
tion, restriction and transformation”, which translates into plain terms as the 
transformation from private ownership into public ownership of the means of 
production during the transition period of the early 19505. The basic 1950 tax 
system was followed by tax reforms in which the tax system of State enter— 
prises was more finally attuned to the socialist economic system by turning the 
advantages of the advances of production to the benefit of the people instead 
of private entrepreneurs. 6 ’ 

* Senior associate of the International Bureau 
of Fiscal Documentation. 
1. See: Y.C. Jao, “Recent developments in ~ 

China’s tax system”, Bulletin for International Fis- 
cal Documentation 35:1 (1981), 16 ff; Guo Hon- 
gde, Wang Wending and Han Shaochu, “The re- 
form of the industrial and commercial tax system, 
will serve the ‘Four Modernizations”’,, Jingji 
Guanli (Economic Management) 198023, 18 ff. 
2. EL. Wheelwright and Bruce MacFarlane, 
The Chinese road to socialism (Harmondsworth: 
Pelican, 1973).

' 

3. “Two types of ownership”, Beijing Review, 11 
February 1980, 14. 
4. “Flats for private ownership”, Ta Kung Pao 
(Hong Kong), 3 July 1980. 
5. Gao Zhihua, “What is the best economic set- 
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6. Liu Zhicheng, “On the reform of the indust- 
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In the wake of the Cultural Revolution (1966-1976), the 
benefits of taxation were not accepted and it.was not until 
recently that the idea of- taxation has been revived as a 
means of providing incentives for greater efficiency and 
productivity in the use of scarce means of prodUction in 
State enterprises. 
State enterprises are subject to the profit allotment sys- 
tem in which enterprises have to transfer all their profits 
to the State and, by the same reasoning, all losses are au- 
tomatically covered by State subsidies. In addition, 
workers are hired but not fired, promoted but not de- 
moted: a phenomenon known as the “iron rice bowl”. 
This was considered for a long time a sign of “the advan- 
tages of socialism” . This system of overall State responsi-

' 

bility in production, distribution of goods, social welfare 
and in other social and economic fields is known as 
“everybody eats from the same rice bowl”. One may 
compare it-with a national social security system for the 
entire country. 
From a functional point of View, however, the profit a1- 
lotment system replaced the price mechanism to equalize 
supply and demand of goods in the planned economy. It 
is obvious that the system of the “iron rice bowl” pro- 
vides hardly any material incentive for greater efficiency 
andprpductivity in the production oflcapital and con- 
sumer goods. The crucial point is that efficient or ineffi- 
cient functioning of the economy does not depend on 
who owns the, means of production but on the efficient or 
inefficient "operation of the means of production, irre- 
spective of whether it is in a centrally planned economy 
or in a free market economy. 7 

If the means of production owned by the people are left 
idle or are badly operated, their economic value is not 
used. To‘introduce more vitality in the economic struc- 
ture, limited competition in a planned economy with 
State ownership of the means of production and taxation 
as an instrument to achieve equilibrium between supply 

' and demand may play a role. Higher taxes can be levied 
oh goods whose production needs to be curtailed, and re- 
duction or exemption from taxes can be granted for 
goods whose production must be encouraged. Besides 
tax policy, other measures (e.g. price policy, the suppl 
of materials, investment policy, credit and loan policy 
may also be applied.8 The new policy should emphasize 
the use of “tax instead of profit, independent accounting 
and self—responsibility for profit and loss.”9 
Sih‘ce China has nearly 400,000 State enterprises operat- 
ing in the fields of industry, commerce, communication 
and .transportation, accounting for 64.7% of State rev- 
enue in 1960, as against 13.4% in 1950 (see Appendix A), 
the introduction of taxes to play a role in Government 
policy to reform the national economic set-up will be im- 
plemented gradually'during a transitional period of sev- 
eral years, and not overnight by one law as was the case 
with the introduction of the income tax on joint ventures 
and the individual income tax effective as of 10 Sep- 
tember 1980.10 
At present, foreigners residing or operating a business in 
Chlna can be‘subjeCt to the following taxes: 
— the individual income tax; 
— the income tax on joint ventures; - the industrial and commercial income tax; 
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the industrial and commercial consolidated tax; 
the urban real estate tax; . 

the tax on vehicles and ships; 
foreign enterprise income tax (see Appendix B). 11 

However, the purpose of this article is to explore and 
focus on the almost imponderable tax aspects of the 
gradual expansion of self-responsibility of State enter- 
prises for their respective profits and losses. The term 
State enterprises may include factories, department 
stores and retail shops run by the State. It should also be 
noted that the tax experiments undertaken in chosen 
pilot enterprises are so various in 'number that attempt- 
ing to obtain a complete concept of the prospective tax 
changes can be little more than crystal-gazing.12 

II. PROBLEMS ARISING FROM THE 
RESTORATION OF SELF-RESPONSIBILITY 
OF STATE ENTERPRISES FOR THEIR 

- OWN PROFIT AND LOSS ' 

By and large the profit allotment system will be phased 
out in 2 stages. The first stage is that enterprises will be 
allowed to retain a portion of their acquired profits after 
turning in their planned profits to the State. The State as- 
signs them a basic production schedule-to be fulfilled, but 
each enterprise can increase its own 'production using its 
own initiative . The retained profits can be used by the 
enterprises for expansion of production or for the safety 
and welfare of the workers. The portion of retained pro- 
fits differs from location to' location in the country and 
depends on the kind of activity of the enterprise, such as 
manufacturing, transportation or commerce. 13 For 
example, in the Municipality of Shanghai, 2 profit reten- 
tion systems were put into force for trial implementation. 
In 1978, spinning and weaving enterprises were allowed 
to retain 9.5% of the profits for allocation to special 
funds while 90.5% went to the State; they were allowed 
to retain their total profits for 5 years beginning in 1979. 
For metallurgical enterprises, the profit retention ratio 
in 1978 was set at 40%. with 60% allotted to the State. 

7. 
7 

See: George N. Halm, Economic sysjems. A comparative analysis, third 
edition (New York, 1968), 32 ff. 
8. Xue Muqiao, “A study in the planned management of socialist 

economy,,, Beijing Review, 26 October 1979, 14. 
9. “Make a good job to substitute tax for profit, promote increased produc- 
tion for increased income. Shanghai Light Industry Machinery Corporation", 
Jingji Guanli (Economic Management) 1981 :6, 44 ff. 
10. “Law of the People’s Republic of China concerning income tax on joint 
ventures between Chinese and foreign investments", Official Gazette of the 
State Council of the People’s Republic of China, 15 November 1980, 397 ff; 
“Individual income tax law of the People’s Republic of China", Official 
Gazette. . ., 15 November 1980, 397 ff. 
11. Zhao Suzheng, “What taxes should foreigners pay in China?”, Beijing 
Review, 26 October 1981, 20-21. 
12. See: “Eighty examples ofthe system ofeconomic responsibility in indt‘lst- 
rial production. Compiled by he Investigation and Research Department of 
the State Economic Commission", lingji Guanli (Economic Management), 
1981:10,17-35. ' 

13. “Circular of the Ministry of Finance concerning measures for State 
owned industrial enterprises to retain profits for trial experiment approved by 
the State Council on J anuafy 22, 1980", Official Gazette.. ., 8 March 1980, 6- 
10. - 

'
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They were allowed to retain their total profit for 5 years 
beginning 1979. ‘4 

However, the~most important development affecting the 
taxation of State enterprises in China is the last stage, the 
experiment with financial self—responsibility for .one’s 
own profit and loss. Instead of handlpg over a portlon of 
their profits to the State, the enterprlses pay taxes to the 
State. Any profits remaining after paying taxes are at the 
disposal of the enterprise. On the other hand, the State 
will no longer provide subsidies to those entgrprises that 
“produce” losses with independent accountmg systems 
outside the national budget. ‘5 

Where taxes are not levied upon State enterprises, the 
introduction of a financial self—responsibility system 
creates complicated problems which must be solved first. 
In a planned economy the profit or loss of an enterpnse lS 
determined by 2 factors. Those making a higher profit 
because of subjective or internal factors, such as good 
economic management, should be rewarded, while 
those making more profit on account of objective or ex— 
ternal factors not influenced by, say, enterprise manage- 
ment, should, in principle, turn over the profits to the 
State. 
Those objective factors are the outcome of the following 
prevailing circumstances in China’s planned economy: 
— the price fixing system; 
— the nature of the country’s natural resources; 
- the productivity of fixed assets and of laborers. 16 

1. The price fixing system 
As indicated above, the socialization of the means of 
production in China and the use of economic planning 
have replaced the price mechanism and the profit motive 
as instruments to equalize supply and demand on both 
consumer goods and capital goods. Where a price 
mechanism does not exist, prices of products have to be 
fixed by the planning authorities. It is generally accepted 
that, with respect to the relationship between tax and 
price in a planned economy, taxes are not price-deter- 
mining. Consequently, in general, prices of individual 
items or commodities are independently set by the State 
to achieve equilibrium in commodity market. The turn- 
over tax, for example, is only one of many factors making 
up the final price in the price fixing system. Although the 
tax affects the final price, it plays at most a secondary role 
in fixing the price of a particular commodity, and in many 
cases the tax is clearly price-determined. The tax serves 
as a buffer between cost price and sales price and is an im- 
portant element 'in creating equilibrium between the 
general price level and the cost. price for individual com— 
modities.17 
Price fixing of goods as a substitute for the price 
mechanism is conducive to making profit and taxes an ac- 
counting item set out ex-ante in the process of the cent- 
rally planned economy. 
Because of price fixing, the prices of many products in 
China are not commensurate with their real economic 
value, an important factor in determining profit margin. 
Products urgently needed by the people (raw and proces— 
sed materials) are too cheap, while those not in urgent 
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. need‘(manufactured goods) are too expensive. The pre- 
sent profit margins of some enterprises are not deter- 
mined by good economic management but by'fixed 
prices. Without a readjustment of prices, it will be dif- 
ficult to work out a rational profit retention system. 
For example, a watch costs approximately 6 to 12 yuan to 
make, but sells for 50 yuan, so that watch companies 
make a big profit. Meanwhile, 1,ton of coal costs about 
14.75 yuan to produce, but sells for only 11 yuan, since 
coal is an essential consumer good and watches are a lux- 
ury. To go from a price fixing system to a market price 
system is a difficult task. There is no way to institute an 
overall price reform; raising just a few prices will spark 
inflation. 
It is believed that the first step in reducing the gap be- 
tween various enterprises’ income is to use taxes to ab— 
sorb the windfall profits arising from the irrational price 
fixing system of goods prevailing in China. If the profit 
margins on some goods are too wide and yet it is impossi- 
ble to lower their prices, the extra profits should be 
turned over to the State in the form of an income regulat- 
ing tax, so that all industries and trades will attain reason- 
able post-taxation profits under good management of the 
enterprise. ‘8 

Thus, in brief, economic change has been stifled by the 
Government price fixing system. Some enterprises earn 
more profits and other less, not because of how well they 
are managed and how much their workers produce, but 
merely because of the prices fixed for their product. ‘9 

2. The nature of China’s natural resourCes 
The second objective factor is natural resources. Enter— 
prises in mining industries bring in different profits be- 
cause of different natural conditions. For example, there 
are large differences between the resources and con- 
sequently between the profits of the Daqing and Yumen 
oil fields. In such case, different rates of tax (including 
those on resources) should be introduced to make the 
profit retention system effective. In fact, some oil wells 
produce a few tons a day while others produce hundreds 
or even thousands of tons a day. Since oil is scarce, the 
maximum production must be achieved at all costs. On 
the basis of such differences in productivity, the State 
should either levy different taxes on resources or intr_o- 
duce a system whereby the mining enterprises retain var- 
ying portions of the profits they earn over and above the 

14. Chen Lingshu, “Take'the advantages and disadvantages of the profit re- 
tention regulations put into force as the responsibility for the organizational 
unit”, Jingji Guanli (Economic Management) 1981:], 14. 
15. Jin Qi, “More on economic readjustment”, Beijing Review, 11 May 1981 , 

34 
' 

16. Xue Muqiao, A study on theproblems ofChinas"s socialist economy (Bei- 
jing, December 1979), 185 ff. 
17. Geofge N. Ecklund, Finance the Chinese Government Budget: Mainland 
China, 1950-1959 (Chicago, no date), 28. 
18. Luo Jingfen, “The reform of price and taxation system is the important 
link of the reform ofthe economic system”, Jingji Guanli (Economic Manage- 
ment) 198029, 27-30, particularly 29. . 

19. Frank Ching, “Some of Sichuan’s economic experiments are spreading 
to other Chinese provinces”, Asian Wall StreeLJournaI, 2 June 1981.
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assigned profit norms.20 China is in- fact contemplating 
introduction of a natlonal resources tax.21 

The different productivity of natural resources can be il- 
lustrated in the following example:22 ' 

Assume that there are 3 oil wells, A, B and C, having a 
different productivity of respectively 50, 100 and 200 
metric tons of oil at a cost of 10,000 yuan. To achieve a 
20% profit rate the selling price per metric ton will be re- 
spectively as follows: 

Oil well A: 
10 

2820:1121“ plus 200/0 profit rate = yuan 

Oil well B: 
101%(30mgan plus 20% profit rate = 120 yuan} 

Oil well C: 
102%%0t0:an plus 20% profit rate = 60 yuan 

If the country’s selling price is fixed at 240 yuan per ton, 
the gross receipt per well will be 12,000 yuan per year and 
the total gross receipt of the 3 wells, 36,000 yuan. The dif— 
ference between the selling price ands the cost price for 
well B is 120 yuan and is turned in as land (mining) tax to 
the State. For well C the land (mining) tax is 180 yuan, 
while well A does not turn in tax due to its poorer oil en- 
dowment. 
The picture which emerges from the above illustration 
indicates that marginal oil well A (or even oil wells mak— 
ing losses) can still operate at the expense of profit mak- 
ing enterprises if total production is considered by the 
authorities as necessary for the centrally planned 
economic development of the country. Since price fixing 
of many-products deviates from their real economic 
value, it has become a major reason for the irrational 
amounts of profits made and amounts of tax turned in to 
the State. 
In the economic planning structure of China, thetrates of 
profits and taxes are fixed ex-ante by the planning au- 
thorities and used as a means to measure the economic 
achievements of an enterprise through the economic ac- 
counting system.23 The importance of the economic ac— 
counting system in the control of enterprise operations is 
recognized by Chinese writers, althoughthe effective- 
ness of such control depends on the availability of accu- 
rate and prompt reporting of enterprise activities.24 In 
addition, sincé the price of the product is set by the cen- 
tral government, the profit is predetermined and the 
manufacturer of the‘ product cannot influence profit mar— 
gins, but only can estimate production. 25 

3. The productivity of fixed assets and 
of laborers 

The third objective factor is the differences in productiv- 
ity of fixed assets resulting from the use of different kinds 
of equipment. Such differences are created by unequal 
sums of State investment and not by unequal degrees of 
effort on the part of the workes. To solve this, problem, 
the State may introduce a system whereby the enterprise 
pays a compensation for the appropriation of fixed as- 
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sets. The enterprise may pay taxes or interest on those 
fixed assets at different rates to offset the differences in 
profit margins arising from the productivity of the fixed 
assets used. Some Chinese tax authorities consider the 
fixed assets tax the “selling out” of fixed assets owned by 
the State to financially independent enterprises. It is as- 
serted that fixed capital assets were redeemed (“bought 
out”) in 1956 from their former private owners during 
the period of socialization of the ownership of the means 
of production whereas at present the tax policy would be 
directed to the opposite, namely, the “selling out” of 
fixed assets or means of production to independent ac- 
count units in a planned economy of which the means of 
production remain in the ownership of the people, i.e. 
the State.26 ~ 

The fixed assets and working capital of State enterprises 
have been given at no cost by the financial authorities. 
The enterprises have to tur_n’over all their profits, if any, 
to the State and its products are purchased and marketed 
by the" State commercial departments. Given no power 
or responsibility over either material supply or funds , the 
enterprise does not concern itself with the question of 
waste. Mere supervision from the higher authorities can'- 
not be ensured by control through the economic account- 
ing system if the persons running the enterprises are not 
interested. To change all this, it is necessary to make an 
enterprise economically responsible for the use of state 
funds and give‘it more financial power to handle its pro- 
fits. It should be provided with a business fund for de- 
veloping technical innovation. Part of the extra profit 
earned through imprbved personal management may be 
used for the worker’s collective welfare or distributed as 
bonuses among workers who have made greater con- 
tributions to earning more profit.27 -

‘ 

The rate of the fixed assets tax in 5 State-owned enter- 
prises in Sichuan Province, applying the self—sustained 
profit and loss system _in a trial experiment, was differen- 
tiated and may vary from either 0.2%, or from 0.3 to 
0.5% or from 0.5 to 0.8% of the fixed assets value pay- 
able monthly. 28 

20. See note 16, p. 187. 
21. See note 1, Hongde et al, 
22. Xiao Shuoji, “The role of average rate of profit in the socialist economy", 
Jingji Yanjiu (Economié Research) 1979:11, 74. 
23. For a technical treatise on economic planning in China, see: Chinese 
economic planning, translations from Jihua Jingli (Economic Planning), 
edited and with an introduction by Nicholas R. Lardy. Translation by K.K. 
Fung (1978). . 

24. Kwang Chingweri, “The economic accounting system of State enter- 
prises in mainland China", International Journal of Accounting 2 (Spring 
1976). ' 

- 25. Cf, Frank Ching, “Troubled éteel complex in China now operates rela- 
tively normally", Asian Wall Street Journal, 27 December 1980. 
26. Zhang Biwei, “The problems on the levy of fixed assets tax from State- 
run industrial enterprises. Hunan Province Metallurgic Bureau", Jingji 

Guanli (Economic Management) 19805, 15-17. V 

27. Liu Zhicheng, “A View how to cope with the expansion of financial re- 
sponsibility of State enterprises”, ling/'1' Guanli (Economic Management) .

_ 

1980:4, 16:90, 30.
' 

28. Cu Zongcheng, “Problems concerning the self-sustained profit and 1055' 
system of the State-owned enterprise - Tentative study on the experimental 
self-sustained profit and loss system of the five enterprises in Sichuan Pro- 
vince”, Jingji Guanli (Economic Management), 1980212, 26.
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Objections were raised by enterprises to basing the tax 
on fixed assets on the original value. Certain factories 
have old 'and obsolete fixed assets which should have 
been Written off [Ong ago; the authorities concerned do 
not agree to this and the assets are still listed in the ac- 
couht ‘bookS'at their original value. In many factofies 
most of the fiXed assets were acquiredin the 19503. After 
20 years or morer,'practically all 'the depreciation costs 
have been written off, yet their value remains intact ac- 

' cording to the books. It is obvious that taxation on such a 
nominal value would be unjustifiable. ‘ 

The de reciation of fixed assets in China must be 
change . Experiments undertaken in Sichuan province 
in enterprises acquiring greater independence in their 
economic management suggested a gradual shortening 
of the depreciation period of fixed assets and a steady in- 

. crease in the funds for their replacement and for techni- 
cal improvement. Under the present system the depre— 
ciation period ranges from 25 to 40 years. In the next 5 
years, it should be shortened to 10 to 15 years and the an— 
.nual rate of depreciation should gradually be raised from 
6.5 to 10%, while 80% of the basic depreciation fund 
should be placed in the hands of the enterprise.29 Thus, 
as some enterprises‘get more fixed assets, and more 
modern ones, from the State, they achieve higherpro- 
ductivity and profit. If the tax on fixed assets is not used, . 

the profit retention system cannotbe implemented on a 
fair and equitable basis. To introduce a tax on fixed as- . 

Sets, China has to-conduct a nation-widéappraisal of the 
fixed assets of State—owned enterprises. '

. 

I 

This is an enormous job which cannot be accomplished in 
a short period. Thus a reform in the economic set-up re; ' 

quires the readjustment in a wide field of issues in such 
areas as production, pricing, supply marketing and taxa— 
tion. It is necessary , to establish a system to transfer 
surplus fixed assets of one enterprise to another which is 
in need of such fixed asset. The enterprise having a 
surplus of fixed assets may transfer those assets to the 
higher authorities on a lease, or‘sell those assets to other 
enterprises and use the proceeds to buy whatever fixed 
assetsjt needs. Fixed assets from State investments may 
be placed at the disposal of banks, which will rent them to 
the enterprises which need to use the fixed asset. On the 
other hand, these fixed assets represent an enterprise lia- 
bility t0.the‘State, for which the enterprise should pay an 
interest or fixed assets tax at regular intervals according 

V to State regulations. At present, the State has allocated 
fixed assets to enterprises for use without any compensa- 
tion, as “everybody eats from the same rice bowl”. 

It is also necessary to make changes in the labbr fofce - 

now operating under the “iron rice bowl” principle. At 
present, the State allocates manpower to enterprises 
without much regard for the ability of the person as- 
signed. Thc State should introduce a system of voca- 
tional assessment and promotion in order‘to transfer to 
suitable jobs those who cannOt fully use their abilities. An enterprise must have the power to fire ‘those 
employees who prov’e to.be incompetent in the course of 
employment. The discharged workers maybe referred 
back to the labor departments for new' assignments or 
they may also be allowed to find jobs by themselves.30 
70 

I_|l. THE TAX EXPERIMENT ' 

The_State Council approved on 2 September 1980 the 
Report 'of the Economic Commission concerning the 
gradual' expansion of the self—responsibility of State-‘ 
owned industrial enterprises dated 9 August 1980;31 As 
far as taxation is‘concerned, this‘Report revealed that be- 
ginning With 1981_the principle of retained profit of en- 
terprises must be further developed and extended to pro- 
vinces and prefectures on a trial basis. The experiment of 
self-responsibility for profit or loss of State-owned enter- 
prises must be further developed and evolve into a tax 
system for China. It has been revealed that in Sichuan 
province 3 kinds of taxes are levied on enterprises to wit, 
the industrial and commercial tax, the tax on fixed assets 
and the income tax. In Shanghai, 5 kinds of taxes and 2 
kinds of duties are levied‘on enterprises, viz.,' the indust- 

_ 
rial and commercial tax, the income regulating taxes, the 
tax on houses and land, the boats and vehicle license tax, 
the income tax and the duty on fixed assets and the duty 
on the use of circulating funds (working capital). The 
Head of the General Tax Office of ‘the Ministry of Fi- 
nance must further replace the profit retention system of 
enterprises by implementing tax laws concerning the tax- 
ation of enterprises in China‘, such as the value-added 
tax, the natural resources tax, the differential levies of in- 
come regulating tax‘es; the income tax and the duties on 
fixed assets and on the use of circulating funds. 
The experiment “Take Tax Instead of Profit and Self— 
Responsibility for One’s Own Profit and LoSs” was ap- 
plied in pilot enterprises situated in Beijing municipality, 
Sichuan province and Shanxi province.32 . 

The Report on the Arrangement for the National 
Economic Plans for.1980 and 1981 revealed that a value- 
added tax will be’introduced for machinery .and farm 
machinery industries to solve the problem of double tax- 
ation levied on some industrial products. The income tax 
on urban collectively-owned enterprises will be revised 
so as to reduce their taxburden to facilitate the'develop- 
ment of the collective economy in China; On an experi- 
mental basis moré State-owned enterprises will have to 
pay income tax ihstead of turning their profits over to the 
State under the profit retention system. 
Beginning in 1981, duties on fixed assets shall be levied 
on a trial basis on State-owned enterprises 50 as to prom- 
ote the rational use of State capital assets allocated by the 
State. State-owned enterprises that use circulating funds 
allocated by the State will be subject to the duty on the 
use of circulating funds. 
With respect to the capital construction sector, invest- 
ment by the State will be replaced by-bank loans whever 
repayment is possible. 33 ' 

29: Ren Tao, Sun Huaiyang and Liu Jinglin, “Investigation report: Enter- 
prises in Sichuan Province acquire greater independence’f, Social Science in 
China 198021, 201, 214. 
30. See note 16, pp. 188,190. 
'31. Published in the Official Gazette of 20 Novémber 1980. 
32. See note 12, particularly pages 22-23. ' 

'

. 

33. See: Official Gazette... of 28 October 1980, pp. 332, 344;'Wang Bing- 
qian“, “Minister of Finance at the Fifth Natio‘nal Peeple’s Congress on August 
30,‘ 1980. Repbrt of financial‘work”, Beijing Review, 29 Sepfembef 1980, 11- 
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1. Tax experiments on-Stateirun industria 
enterprisesjn‘Shanghai ‘ ~ 

a. The industrial and commercial tax-" 

The tax regulations of pilot efitefprises are promulgated 
on a case-by-case basis. For example, one of the Shan- 
ghai diesel engine factory plants34 is taxed in conformity 
with the “five taxes and two duties” approved by the ‘ 

State Council'concerning the gradual expansion of the 
self-responsibility of State—owned industrial enterprises 
(see above). The Shanghai diesel engine factory plant 
comprises 32 factories employing about 9,000 laborers. 
The industrial and commercial tax experiment envisages 
the levying of a kind‘of value-added tax. For China a 
sophisticated value-added tax system was considered 
necessary, which implied that for each pilot enterprise 

- the regulation is used on a case-by-case basis. Because of 
the'different circumstances of each enterprise, a uniform 
value-added tax system is not fair for socialist competi- 
tion in a period of change'in the set-up of the natiOnal 
economy.35 

,

. 

In the Shanghai experiment the consumption type of 
value-added tax was applied. From the_ total sales pro- 
ceeds, the enterprise deducts a specific number of mate- 
rials purchased from other enterprisés and processed or 
used in the manufacture of the productt The difference is 
the value added by the entrprise by its own activity, 
which is the tax base for the value-added tax.

' 

With respect to the computation of the value—added tax, 
the amount payable under the Shanghai consumption 
type of value-added tax isobtained by the subtraction 
method rather than the tax credit method. 36 
The deduction of purchases by the enterprise from sales 
proceeds consists of 7 specified materials obtained from 
otherenterprises and processed in its product. The pro- 
cessed materials comprise raw materials, auxiliary mate- 
rials, fuels, purchased spare parts, repaired spare parts, 
low cost materials and package materials. The formula 
used to calculate the value added tax is the following: 
The amount of the industrial and commercial tax is the 
sales proceeds multiplied by the value—added ratio mul— 
tiplied by the applicable rate of the industrial and com- 
mercial tax. ' - \ . 

The formula of the value—added ratio is: 
Value-added ratio = 

processed purchased materials Production cbst x ————.———~— - 

purchased productlon expenses 
1 _ 

Sales proceeds 

The value-added ratio is calculated for each year per en- 
terprise. The average value-added ratio for the year 1979 ‘ 

which applied to the Shanghai diesel engine factory was 
54.2%. For the Shanghai factory the applicable rate of 
the industrial and commercial tax was 5%. The existing 
rates of tax were: for agricultural diesel engines, 6%, and 
for non-agricultural diesel engines, 10%. 
The industrial and commercial tax is levied twice; a 
month. .Late payment of the tax is penalized by .a fine 
amountmg to 0.1% per day levied on the tax not paid.37 
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b. The incomé regulating tax 
The income regulating tax levied in 1979 on the pilot 
Shanghai diesel engine factory was imposed at the rate of 
7.5% on the “determined” profit. The rate-0f the income 
regulating tax will not be changed for. 5 'years .if_n0 
changes take place in the fixed prices of goods, the tax 
rates, the costs and utilization of thefactory’s capacity. 
If in those factors a change of 1% occurs in a certain year, 
the following first half year the income regulating tax 
rate may be adjusted by 0.4% for each 1% change. The 
income regulating tax is levied twice a month ._‘Late pay— 
ments of the tax are penalized by a fine amounting to 
0.1% per day levied on the tax not paid. Income regulat- 
ing tax is paid together with the'industrial and commer- 
cial tax; -

' 

c. The income tax 
At present, 270 State-run enterprises pay income tax in 
Shanghai, Liuzhou (Guangzi province), Sichuan and 
Hubei provinces. ’ 

Hubei province levies progressive income tax at rates di- 
vided into 5 income tax brackets ranging from a low of 
500/0 to a Of 75Wo . ‘ 

Sichuan'province levies progressive income. tax rates di— 
vided into 6 income tax brackets ranging from a low of 
40% to a high of 78%. ’

. 

Shanghai and Liuzhou both levy a proportional income 
tax at 50%.38 The income tax levied on the Shanghai 
diesel engine factory plant was 50% on the total annual 
sales proceeds after deduction of the industrial and com- 
mercial tax, the income regulating tax and the produc- 
tion cost. The allocation to the workers welfare fund is 
11% of the total annual wages paid. 
The income tax is levied twice a month. Late payment of 
the tax is penalized by a fine amounting to 0.5% per day 
levied on the tax not paid. A 

d. Special funds 

The retained profits shall be divided and transferred to 
the following special funds of the Shanghai factory plant: 
— Production development fund: 41%;

' 

- Staff and workers’ welfare fund: 32%; 
— Staff and workers’ reward fund: 27%. 

23, particularly 20 (“Reform of the taxation system"). See also: Yao Yilin. 
“Vice—Premier ofthe State Council delivered report at the Third Session ofthe 
Fifth National People’s Congress on August 30, 1980‘ Report on the arrange- 
ments for the National Economic Plans for 1980 and 198 l Beijing Review, 22 
September 1980, 30-43, particularly 42.

I 

34. See Tao Youzhi and Huang Laiji, “The experimental conditions of self» 
sustained profit and loss system of the Shanghai diesel engine factory plant". 
Jingji Guanli (Economic Management) 1981:], 16-19. - 

35. Han Shaochu, “Theoretical discussion on the value-added tax to be put 
in force. Ministry of Finance. General Tax Affairs Bureau". Jing/i Guanli 
(Ecoflomic Management) -1980:1, 15-18.- 
36. For other types and methods of computation of value added tax. sec: 
Ca'rl Shoup, Public Finance (Chicago, 1979), 250 ff. 
37. See note 34. - 

38. Wang Wending and Han Shaozhu, “Discussion of the problems arising 
from the imposition of income tax on State-run enterprises". Jingji Guanli 
(Economic Management) 198125, 42 ff.
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Under the original profit retention system adopted, the 
ratios were 38, 36 and 26% respectively. 
e. Tax on land and buildings 
With respect to the experiment of the Shanghai diesel en- 
gine factory plant, the tax on buildings was levied at 12% on the annual rental value. The land tax amounts to 
0.72 yuan per square metre per year with respect to land 
located in the city and 0.36 yuan per square metre per 
year for land located in the suburbs. 
The tax on buildings is levied twice a year, on 20 April 
and 20 October. Late payment of the tax is penalized by a 
fine amounting to 0.5% per day levied on the tax not 
paid. The Shanghai diesel engine factory paid an annual 
tax on buildings amounting to 1,070,000 yuan. .The 
license tax for the use of vehicles and boats paid by the 
Shanghai diesel engine factory amounted to 22,000 yuan 
per year. . 

f. Duties for the use of fixed assets and 
of circulating capital 

In the experiment of the Shanghai diesel engine factory 
plant, 2 kinds of duties were levied. 
The duty for the use of fixed assets at 0.8% per month 
was levied on the value of fixed assets supplied by the 
State at the disposal of the factory. The duty for the use 
of circulating capital (working capital or loan) was levied

_ 

at the rate of 0.42% per month on the amount of the 
loan. Both duties must be paid on the 25th of each 
month. Late payments of duties are penalized by a fine 
amounting to 0.1% per day levied on the duty not paid. 
The Shanghai factory paid each month 586,000 yuan with 
respect to the duty for the use of fixed assets and 136,000 
yuan with respect to the duty for the use of circulating 
capital. 

2. Tax experiments on State-run retail 
trade enterprises in Tianjin 

In 1979 experiments were undertaken in Tianjin by 
State-tun retail trade enterprises with respect to self-re- 
sponsibility for one’s own profitor loss. There were 20 
pilot enterprise—s involved utilizing 3 different measures 
of economc self-responsibility. Ten enterprises ex— 
perimented with taxation under self-responsibility for 
one’s own profit or loss and 6 enterprises experimented 
with the profit retention system , whereas the remaining 4 
were “responsible for a task until its completion”.39 
Self-responsibility for one’s own profits or loss was sub- 
divided in two kinds of methods, to wit, the “Five Taxes, 'One Duty” and the “Proporgional Income Tax”. 
Under the “Five Taxes, One duty” method, general 
trade stores and groceries had to pay the following taxes: 
the industrial and commercial tax levied at the rate of 3% 
on the sales proceeds, the tax on buildings levied at the 
rate of 1.2% on the annual rental value, and the land tax 
amounting to 0.72 yuan per square metre per year. The 
income tax was levied at 4% of the profits, increased by a 
local surcharge of 15% , thus totalling 4.6% .' 
The duty on the use of working capital was 0.21% per 
72 

month of the working capital amount. The ratio between 
retained profit and State share was 30 and 70% respec- 
tively. The 4 taxes and one duty are levied on the State 
share. The balanCe', if any is available, is taxed by an in- come regulating tax which is levied at the rate of 0.6% of 
sales proceeds with respect to groceries, and 2.3% with 
respect to department stores. 
Under the “Proportional Income Tax” method, the dis- 
trict street general trade stores may retain 42% of the 
profitvand transfer 58% of the profit to the State. This 
ratio is fixed for 3 years. From the retained profit under 
both methods mentioned above, different amounts were 
allocated to the special funds, to wit,. the development 
funds, the welfare funds and the reward funds respec— 
tively. The' ratio to the special funds differs depending on 
the trade branch. ' 

For trade stores the ratio of the funds were 50, 30 and 20 
respectively. For groceries 35, 25 and 40 respectively and 
for district street trade stores 40, 20 and 40 respectively. 40 

IV. CONCLUSION AND SUMMARY 
The tax system of China, in order to 'be effective as part 
of its new economic development policy,'must be tai- 
lored carefully to the path that China has chosen, the 
road to socialism. 
It is generally conceived that the economic set-up at pre- 
sent no longer suits the ‘goal of achieving highsustained 
economic 'growth after 30 years of socialist economic 
planning. In addition, 'it is strongly asserted that the pre- 
sent economic set-up in China must be adjusted, restruc- 
tured and consolidated in order to serve better the Four 
Modernizations and to foster cooperation with foreign 
investors from countries having an economic system dif- 
ferent than that prevailing in China. State enterprises are 
subject to the profit allotment system in which enter- 
prises have to transfer all their profits to the State and, by 
the same token, all losses are automatically covered by 
State subsidies, a phenomenon which is known as 
“everybody eats from the same rice bowl”. This was con? 
sidered for a long time one of “the advantages of 
socialism”. 
The system of overall State responsibility in production 
and distribution of goods provides little material incen- 
tive for greater efficiency and productivity in the produc- 
tion and distribution of goods. To put more vitality 
therein, China will phase out the profit allotment system 

' and replace it by one of self-responsibility of State enter- 
prises for their respectiveprofits and losses. Instead of 
handing over their profits to the State, the enterprises 
pay taxes to the State. Any profits remaining after paying 
taxes are at the disposal of the enterprises. On the other 
hand, the State will no longer provide subsidies to those 
enterprises which have losses. 

39. “Enterprises responsible for a task until its completion and with limited WEE shduld enlarge its right too — The Economic Commission of Mianyang 
Prefecture of Sichuan Province”, Jingji Guanli (Economic Management) 
198126, 27 ff. 
_40. Zheng Ning and Wang Shiquan, “The experiments effecting sole respon- 
sibility for one’s own profits or losses in Tianjin’s State-run retail trade enter- 
prises”, Jingji Yangjiu (Economic Research) 198126, 27 ff.‘ 
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Where taxes are not levied, their introduction creates 
complicated problems which must first be solved. This 
can be accomplished by gradually expanding trial experi- 
ments in taxation of enterprises to acquaint people with 

the “virtues” of financial self-responsibility in doing busi- 
ness and paying taxes to the State instead of by one re— 
form law promulgated overnight designed to break the 
“iron rice bowl” in a predominantly planned economy. 

Appendix A: 

CHINA’S TAX REVENUE STATISTICS 
The classification of tax revenue in China has been simplified 
and unified to concur with the unificatioh of the national 
economy in the form of public ownership of the means of pro- 
duction. This is reflectd in the fact that China did not provide a 
breakdown in tax revenue figures; consequently there seemed 
to be no need to follow a classification by types of taxes. 
In 1959 China had disclosed some information on its economic 
performance in the first 10 years of its existence in the publica- 
tion Ten Great Years of Financial Accomplishments in the 
People’s Republic of China. This is up to now the only statisti- 
cal book published by the People’s Republic of China. Ten 
Great Years also contained some national tax revenue statis- 
tics. Those tax statistics do not provide a detailed breakdown 
of the kinds of taxes collected. Only the ratios of taxes, profits 
from state-owned enterprises and other items of revenue to 
total national revenue are given. 

- The purpose of China’s tax statistics is to reflect the progress of 
the accomplishment of the national centrally planned 
economy. See for the developments of revenue receipts be- 
tween taxes and revenue from state-owned enterprises: Tables 
I, II and III. The revenue structure is set out in Table IV. 
The statistics on state revenue in Tables I and II are from Ten 
Great Years. The statistics in Tables III and IV on revenue de- 
velopment and revenue structure are from the Chinese-source 
publication New China’s Research Tax Department, published 
in the Japanese article “Chugokuno Sozeiseido” (China’s Tax 
System) in Kakkokuno Sozeiseido (Every Country’s Tax Sys- 
tem") (Tokyo, Zaikei Shohosha, 1976). ' 

Tables III and IV supplement the figures given in Tables I and 
II. The revenue development statistics reveal that China from 
1950 to 1960 relied more on revenue from state-owned enter- 
prises as profit allotments rather than on tax'es and much less 
on loans. Whereas taxes amounted to 75.1% of total revenue 
receipt in 1950, they amounted to only 34.8% in 1960. On the 
other hand, revenue from state—owned enterprises increased 
from 13.4% in 1950 to 64.7% in 1960. Other revenue items 
dropped from 11.5% in 1950 to 0.5% in 1960. 
The relatively heavy reliance on revenue from state-owned en- 
terprises may be explained by the fact that much of the peas- 
ants’ income in China was in kind and the monetary tax base 
was, therefore, limited.l 
In the budget statement by the Minister of Finance submitted 
to the plenary session of the National People’s Congress held 
in June 1979, some revenue figures were disclosed for the first 
time since the publication of Ten Great Years. The total na- 
tional‘revenue for 1979 was estimated at 112,000 million Yuan 
(112,111 million Yuan for 1978 and 87,450 million Yuan for 
1977).2 The drastically reduced state revenue estimated for 
1979 in comparison to 1978 was the result of special measures 
taken in the new economic programm to raise the living stan— 
dard in rural areas in comparison to that of urban areas. 
Among the measures were reduction and exemption from 
taxes In rural areas.3 .

v 
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N0 detailed breakdown of revenue receipts was given in the 
1979 budget statement. The only breakdown for 1978 given 
was the following: taxes from industrial and commercial enter- 
prises — 45,100 million Yuan (12.6% higher than 1977); and 
profit from state-owned enterprises — 44,000 million Yuan (an 
increase of 35%).4 

TABLE I 

State revenue 
(in million Yuan) 

Revenue from 
stare-owned . Creditand. . 

Total Taxes enterprises insurance Others 

1950 6,520 4,900 870 330 420 
1951 ~ 12,960 8,110 3,050 570 1,230 
1952 17.560 9,770 5,730 190 1,870 
1953 21,760 11,970 7,670 490 1,630 
1954 26,230 12,220 9,960 1,790 1,260 
1955 

, 
27,200 12,750 11,190 2,360 900 

1956 28,740 14090 13,430 720 
' 500 

1957 81,020 15.490 14,420 700' ' '410 
1958 41,860 18,730 22,020 800 

_ 

310 

TABLE II 
State revenue 

(in percentage of total) 

Revenue from 
state-owned Creditand 

Taxes enterprises Insurance Others 

1950 75.1 134 50 65 
1971 62.6 23.5 4.4 9.5 
1952 55.6 326 1.1 107 
1953 55.0 352 23 7.5 
1954 50.4 38,0 68 48 
1955 46.9 41.1 87 3.3 
1956 490 ‘47.7 2.5 18 

. 1957 49.9 46.5 23 1.3 
1958 448 52.6 1.9 0.7 

Source: Ten Great Years, Statistics of the Economic and Cultural Achieve— 
ments of the People’s Republic of China. Compiled by the State Statistical 
Bureau (Peking, 1959) (English edition). 

1. Jan S. Prybyla, The political economy of Communist China (Scranton 
1970), 204. . 

2. “Report on the Final State Accounts for 1978 and theDraft State Budget 
for 1979 by the Minister of Finance, Zhang Jingfu", Beijing Review, 20 July 
1979, 17-24. ,

‘ 

3. “Tax reduction in rural areas", Beijing Review, 16 March 1979, 12. 
4. “Report on the Final State Acc0unts for 1978 and the Draft State Budget 
for 1979”, Beijing Review, 20 July 1979, 18.
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TABLE III 
Revenue defilelopment 

. _ 
(in million Yuan) 

Revenue from 
state-owned 

Taxes enterprises 

1950 4,900(75.1%) 870 13.4%) 
1953 11,970 (55.0%) 7,670 (35.2%) 
1956 14,090 (490%) 13,430(46‘7%) 
1959 20,470 (37.8%) 33,360(61.6%) 

24,360 (34.8%) 45.300 (647%) 1960 

TABLE IV 
Revenue structure 

(in million Yuan)
> 

Industrialand 
commercial taxes 

Others V 

1950 2360(48‘370) 
750 (1 1 5%) 1953 8,250 (68.9%) 

2,120( 9.8%) 1956 10,100(71.7%) 
1,220( 43%), 

_ 

1959., 15,700(76.7%) 
330( 0.6%) 1960 19,450(79‘9%) 
360( 0.5%) 

Agricultural tax 

1,910(38.9%) 
2,710(22‘6%) 
2,970 (21 0%) 

Customs duties 
and salt tax 

630(.12‘8%) 
1,010( 85%) 
1,030( 7.3%) 
1,470( 7.2%) 
1,610( 6.6%) 

Source: New China ’5 Research Tax Department, published in a Japanese 
article “Chugokuno Sozeiseido” (China‘s Tax System)‘ In; Kakkokuno 
Soze/se/do (Every Country’s Tax System) (Tokyo, Zaikei Shohosha, 1976): 

Appendix 'B: 

FOREIGN ENTERPRISE INCOME TAX LAW 
(Adopted at the fourth session of the 5th National People’s Congress on 13 December, promulgated by an order 
of Ye Jianying, Chairman of the NPC standing committee, the same day, entered into force on 1 January 1982) 

The lncbme Tax Law of the 
People’s Republic of China 
Concerning Foreign Enterprises 

Article 1. Income tax shall be levied in
' 

accordance with this law on the income 
derived from productlon, busmess and 
other sources by any foreign enterprise 
operating in the People’s Republic 'of}

‘ 

China. 
“Foreign enterprises” mentioned in this 
law refer; with the excepgion of those for 
whom separate provisions are stipulated 
:in Article 11, to foreign companies, en- 
terprises and other economic organiza- 
tions which have establishments in the 
People’s Republic of China engaged in 
independent business operation or 
cooperative production or joint business 
operation with Chinese enterprises. 

Article 2. The taxable income of a 
foreign enterprise shall be the net income 
in a tax year after deduction of costs, ex- 
penses and losses in that year. 

Article 3. Income tax on foreign empr- 
prises shall be assessed at progresswe 
rates for the parts in excess of a specific . 

amount of taxable income. The tax rates 
are as follows: 
Range ofincome Tax rate (%) 
Annual income below 250,000 yuan 20 
That part of annual income from 

250,000 to 500,000 yuan 25 
That part of annual income from 

509,000 to 750,000 yuan 30‘ 

74 ‘ 

That part of annual income from 
750,00010 1,000,000 yuan ' 35 

That part of annual income above 
1,000,000 yuan 40 

Article 4. In addition to the income tax 
levied on foreign enterprises in accord- 
ance with the provisions of the preceding 
article, a local income tax of 10% 0f the 
same taxable income shall be levied. 
Where a foreign enterprise needs reduc-

_ 

tion in or exemption from local income 
tax on account of its small-scaled produc- 
tion or business, or low-profit rate, this 
shall be decided by the people’s govern- 
ment of the province, municipality or au- 
tonomous region in which that enterprise 
is located. 

Article 5. A foreign enterprise 
scheduled to operate for a period of 10 
years or more in farming, forestry, ani— 
mal husbandry or other low-profit occu- 
pations may, upon approval by the tax 
authorities of an application filed by the 
enterprise, be exempted from income tax - 

in the first profit—making year and al- 
lowed a 50% reduction in the s_econd and 
-third years. - 

With the approval of the Ministry of 
Finance,'a 15-30% reduction in income ‘ 

tax may be allowed for a period of 10 
years following the expiration of the term 
for _exempti0ns‘ and reductions men- 
tioned in the preceding paragraph. 

Article 6. Losses incurred by a-foreign 
enterprise in a tax year may be carried 

1- over to the next year and made up with a 
matching amount drawn from that year’s 
income. Should the incdme in the sub- 
sequent tax year be insufficient to make 
up for the said losses, the balance may be 
made up with further deductions against 
income year by year over a period not ex- 
ceedin g five years. 

Article 7. Income tax on foreign enter- 
prises shall be levied on an annual basis 
and paid in quarterly instalments. Such 
provisional payments shall be made 
within 15 days after the end of each quar- 
ter. The final settlement shall be made 
within 5 months after the end of a tax 
year. Excess payments shall be_ refunded 
by the tax authorities or deficiencies 
made good by the taxpayer. 

Article 8. Foreign enterprises shallfile 
their provisional income tax returns—with 
the local tax authorities within the period 
prescribed for provisional payments. 
The taxpayer shall file its final annual in— 

- come tax- return together with its final 30- »

' 

counts within 4 months after the end of 
the tax year. 

Article 9. 
' The method of financial 

management and the system of account- 
ing of foreign enterprises shall be submit- 
ted 'to local tax authorities for reference. 
Where the method of financial man- 

agement and the syst_em of accounting of 
foreign enterprises IS -in contradiction 
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with the provisions of the tax law, tax 
payments shall be assessed according to 
the provisions of the tax law. 

Article 10. Foreign enterprises shall 
present relevant certificates to the local 
tax authorities for tax registration when 
they go into operation or close down in 
accordance with law. 

Article 11. A 20% income tax shall be
' 

levied on the income obtained from divi- 
dends, interest, rentals, royalties and 
other sources in China by foreign com- 
panies, enterprises and other economic 
organizations which have no establish- 
ments in China. Such tax shall be with- 
held by the paying unit in each of its pay- 
ments. ' ' 

For the payment of income tax accord— \ 

ing to the provisions in the preceding 
~ paragraph, the foreign companies, en- 
terprises and other economic organiza- 
tions which earn the income shall be the 
taxpayer, and thepaying unit shall be the' 
withholding agent. Taxes withheld on 
each payment by a withholding agent 
shall, within 5 days, be turned‘oVer t9 the 
state treasury and the incorfie tax return 
submitted to the tax authorities. 
Income from interest on loans given to 

the Chinese government or China’s state 

Ltions shall be exempted from income tax. 
(Hrlncomefggm interest on loans given at a 
f preferential\interest rate by foreign 
5 

kpanlgsgt'oChina’Skstate banks shall also be 
2.! eiempted frgflljncome tax. ‘~ 
kpggjts—p} foreign banks in China’s state 
' banks and on loans given at a normal in- 

terest rate by foreign banks to China’s 

banks by international finance organiza- V 

\fifialncome derived from interest on de- , 

state banks shall be taxed. However, 
exemption from income tax shall be 
granted to those foreign banks accord- 
ingly in whose-countries income from in- 
terest on deposits and loans of China’s 
state_banks is exempted from income tax. 

Article 12. The tax authorities have the 
right to investigate the financial affairs, 
account books and tax situation of any 
foreign enterprise; and have the_ right to I 

investigate the withholding situation of 
any withholding agent. Such foreign en- 
terprise and withholding agent must 
make reports on facts and provide all re— 
levant'inform‘ation and shall not refuse to 
co-operate or conceal any facts. 

Article 13. Income tax levied on 
foreign enterprises shall be computed in 
terms of renminbi (RMB). Income in 
foreign currency shall be assessed ac- 
cording to the exchange rate quoted by 
the State General Administration of Ex- 
change Control of the People’s Republic 
of China and taxed in renminbi. 

Article 14. Foreign enterprises and 
withholding agents must pay their tax 
within the prescribed time limit. In case 
of failure to pay within the prescribed 
time limit, the appropriate tax au- 
thorities, in addition to setting a new 
time limit for tax paymenttshall sur- 
charge overdue payments at one half of 
1% of the over'due tax for every day in ar- 
rears, starting from the first day of de- 
fault. 

Article 15. The tax authorities may, 
acting at their discretion, impose a penal— 
ty on any foreign enterprise which has 

' violated the provisions of Articles 8, 9, 10 
and 12 of this law. 

In dealing with those withholding 
agents who have violated the provisions 
of Article 11 of this law, the tax au- 
thorities may, in addition to settinga new 
time limit ‘for' the payment’of the part of 
tax that should have been withheld and, 
at ..their discretion, impose a penalty of 
not more than the amount that should 
have been withheld. .

- 

In dealing with foreign enterprises 
” which have evaded or refused to pay in- 
come tax, the tax authorities may, in'ad— 
dition to pursuing the tax, impose a fine 
of not more than five times the amount of 
tax underpaid Or not paid, according to 
how serious the offence is. Cases of “gross 
violation shall be handled by the, local 
people’s courts according to law.- 

Article 16. In case of-disputes with tax 
authorities about tax. payment, foreign 
enterprises must pay ta_x according to the 
relevant regulations first before applying 
to higher tax authorities for reconsidera- 
tion. If they do not accept the decisions 
made after such reconsideration, they 
can bring the matter before the local 
people’s courts.

' 

Article I 7. Where agreements on tax 
payment have been concluded between 

‘ 
the government of the People’s Republic 
of China and the government of another 
country, matters concerning tax pay- 
ment shall be handled in accordance with 
the provisions of these agreements. - 

Article 18. Detailed rules and regula- 
tions for the implementation of this law 
shall be formulated by the Ministry of Fi- 
nance of the People’s Republic of China. 

Article I9.'This law shall come into 
force as of 1 January 1982. 

GREEK BRANCH. 

the General Secretariat of IFA. 

A Greek Economist’s Journal, 
by Professor Athanase John Sbarounis 
Professor Athanase Sbarounis was the President of the 

The following review wriften by Mr. Alun G. Davies, 
honorary president of IFA, has been submitted by 

be Chairman of the-Greek Branch ofIFA, which he has 
' 

ably led for many years. It was during the Athens Con- 
gress that he introduced Dr. Mitchell Carroll, then Presi- 

. 
dent of IFA, for the presentation to Dr. Carroll of the 
Silvermedal of the City of Athens. In the course of his . 

address to the participants in the Athens Congress, the 
mayor of the City of Athens, Dr. Angelos Tsoukalas,‘ re- 
called that Dr. Carroll’s father had been a professor of 

XVIth Congress of the International Fiscal Association 
at Athens in September 1962,.and continues to this day to 
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Gréek,’ and his mother a professor of Greek archaeol- 

[Continued On page 83]
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MALAYSIA: 
1982 PROPOSALS 
This survey was prepared by SGV Taxa- 
tion Services SDN. BHD., Kuala Lumpur, 
Malaysia. 1

'

~ ~ 

I. INTRODUCTION 
The Minister of Finance in his 1982 Budget Speech 
presented to Parliament on 23 October 1981 made 
several amendments and additions to the country’s 
tax legislation. The proposals will become law when 
they receive the Royal Assent or when the relevant 
Ordefx/Rules are gazetted. Points 1 to 18 hereinafter 
are therefore subject to the aforesaid events. 

II. 1982 BUDGET — SUMMARY OF DI- RECT TAX AMENDMENTS 
Income Tax Act, 1967 
Banks — Special loan scheme 
2% income tax rebate to banks amended‘with the 
intention of including over-drafts. 

Shipping companies 
— New 12—year exemption period introduced. 
—' Tax-exempt dividend limit increased to 15%. 
— Relevant periods of 4 years each concept in— 

troduced re tax exemption consequent upon
, 

compliance with conditions. 
— 

, 50% abatement of chargeable income for the 
12 years after the tax holiday period‘ 

Insurance companies 
Income tax rate on profits from insurance of 
offshore risks lowered to 5%. . 

Late payment of tax‘ 
Penalty of 1% per month forS months replaced by a 
5% penalty upon expiration of60 days from date of 
first penalty of 10%. 

Interest to non—residents 
Interest paid by banks licensed under the Banking 
Act, 1973 are exempted from withholding tax. 

Accelerated depreciation allowance 
Qualifying period extended to 31 December 1985 
‘and to all industries. 

Tax-exempt interest income 
— Savings account interest: 

0 Bank Simpanan Nasional — no limit. 
0 Bank Pertanian, Tabung Haji and 

Malaysia Building Society — interest on 
deposits up to $10,000 only. 

0 Licenced banks and finance companies— 
interest on deposits up to $1 ,000 only. — Time deposits — no limit on amount ifdeposits 

are for more than 12 months. ' 

Tax-exempt dividend
. 

Dividends from investment in Amanah Saham Na- 
sional and other approved unit trusts up to $5,000 
per annum. 

'lnsurance premiums on imports 
Double deduction allowed if insurance is taken out 
with an insurance company which is incorporated in 
Malaysia. '

: 

Wages of the handicapped 
Employer who employs a disabled person is enti— 
tled fOr double deduction of the wages paid. 
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Real Property Gains Tax Act, 1976 
Compulsory acquisition of land 
Gains derived from compulsory acquisition will 
with effect from 23 October 1981 be exempt, 

Inter-spouse land transfers 
Tax-free transfers permitted between husbands 
and wives. 

Deemed market value transactions 
Extended to include those transactions between 
unconnected persons. 

Transfers on reorganisation, reconstruction or in 
compliance with NEP amalgamation 
— Condition on typeiof consideration removed. — When assets are dlstributed by liquidator, no 

tax arises. . 

Sale of assets in the seventh years 
Gains on assets sold in seventh year of ownership 
and thereafter, NIL tax rate.

_ 

Investment Incentives Act, 1968 
Hotel incentives

_ 

- Abatement of chargeable income extended to 
31 December 1986 for hotels of approved 
standard built and opened for business in 
Kuala Lumpur and Penang. — Pioneer status and hotel accelerated deprecia- 
tion allowance for hotels of approved stan- 
dard built and opened for business in Kuala 
Lumpur and Penang extended to 31 De- 
cember 1986. 

— New incentive for all hotels of a proved stan- 
'dard called Hotel Tax Credit similar to in- 
vestment tax credit) introduced. 

General 
Road transporiation fees 
Revised as follows: 

Rate 
Current Proposed 

1, the first registration 
fee for a motor vehicle 
other than an invalid 
carriage, a motor 
bicycle or a motor 
tricycle $30 $60 

2. fee on the transfer of a ‘ 

motor vehicle other 
than an invalid 
carriage, a motor 
bicycle or motor 
tricycle $20 

. 
$40 

, 3. fee for international 
. 

‘

- 

driving licence $30 $60 
4. fee for the issue of a 

‘ 

duplicate license $5 ' $20 

Travellers and overseas visitors 
New exemptions as follows: 
1. Travellers to be exempted from import duty, 
surtax and sales tax on the following items: 
(a)_ tobacco not exceeding 225 grams (equivalent 

to 200 cigarettes); - 

(b) matches not exceeding 100 sticks; 
(c) cosmetics, perfumery, soap and dentifrices, in 

_ 
open containers to a total value not exceeding 
$200; 

d; wearing apparel not exceeding 3 pieces; 
6 footwear not exceeding 1 pair;

‘ 

f) electrically and battery operated portable 
appliances for personal care and hygiene not 
exceedin 1 unit each; 

(g) dutiable goat preparations to a total value not 
exceeding $75; 

(h) souvenirs and gifts to a. value not exceeding ‘ 

$200. 

WSQMPWNH 

For a visitor to enjoy the exemption, he must be in 
Malaysia for at least 72 hours while for a Malaysian 
returning from abroad he must be away for the 
same period. In addition, the articles must be the 
property of the visitor or the Malaysian and for his 
personal use. 
2. flat duty of 60% to be imposed on all duti- 
able Items except motor vehicles, liquor and 
cigarettes brought in by travellers. 

gholition of excise duty and reduction of import 
uty 

Categories of goods: 
Electric lamps; 
Electric rice-cookers; 
Gas stoves; 
Electric iron; 
Electric kettle; 
Oven; 
Toothpaste; ' 

. Soap, washing preparations and scouring 
powder; 

‘ 9. Cement; 
10. Gramophone records; 
11. Fans; 
12. Mattresses. 

m. AMENDMENTS TO THE INCOME TAX ACT, 1967 
1. Tax rebate on loans to smafi business 

(Section 61 B) 
With effect from the year of assessment 1981, in- come tax chargeable on a lender who grants a qual— 
ifying loan to a small business is rebated by 2% per annum on the outstanding balance of the loan “cal- 
culated on a term loan basis”. 
It is propoSed that the words “calculated on a term 
loan basis” be deleted from the year of assessment 
1982 with the intention that the rebate would also 
be granted in respect of Qualifying'overdrafts. 
(With effect from year of assessment 1982). 

2. SM in companies—tax exem tion 
(Seg ion954A) " p 

A 12-year exemption from tax for shipping com-
. 

panics was introduced from the year of assessment 
1979. 
The Bill proposes to create a replacement tax 
exemption period in that income tax relief will be 
given for all Malaysian shipping companies for a 
period of 24 years commencing from the year of as- 
sessment 1982 or date of incorporation, whichever 
is the later. The companies are required to meet 
two conditions: 
(a) they cannot declare more than 15% dividend 

which will be tax exempt in the hands ofshare- 
holders; 

(b) they must use at least 75% of the fleet acquisi- 
tion reserve for the purchase of ships on the 
following basis: 
(i) for the first 12 years under this scheme, 

full exemption will be given if the 75% 
utilisation condition is fulfilled as at the 
end of every 4 years of operation, failing 
which they are then'allowed to satisfy the 

' 75% condition at the end of the 12th 
year. ' 

(ii) for the next 12 years, companies will be 
examined every 4 years for compliance 
of the 75% fleet acquisition reserve con— ’ 

dition and the limitation of dividend to 
15% tax exempt. If such conditions are 
fulfilled, the companies will be allowed 
an abatement of 50% of their chargeable 
income from tax. 

Briefly the above changes mean that-whereas a 
shipping company has previously to incur, by the 
end of its last basis period for the tax 'exempt 
pqriod,‘ capital expenditure to the extent‘of 75%.of 
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fleet acquisition reserve account balance on the ac- 
quisition of ships or vessels in order to qualify for 
tax exemption, it is proposed that with effect from 
the year of assessment 1982 the 12-year tax-exempt 
period be divided into “relevant periods”, each 
comprising 4 consecutive basis periods. Under the V

_ 

proposal the 75% requirement would be applied at 
the end of each relevant period. If a company fails 
to meet the 75% investment requirement at the end 
of any rglevant period, tax exemption would not 
apply to that period unless at the end of the 12m 
year the 75% requirement is met with overall. 
For the purposes ofthis incentive, the Bill provides 
that capital expenditure is deemed to have been in- 
curred: 
— when expenditure is made; 5 

— on the signing of a contract for the purchase of 
a ship or vessel;

. - when a similar commitment is undertaken and 
it is proved to the satisfaction of the Director 
Gefneral that such commitment is for the ac- 
tual purchase of a ship or vessel. 

(With effect from year of assessment 1982). 

3. Shippin cbmpanies —- abatement of 
Engagea Ie income (new Section 

It is proposed that from the year of assessment 
1982, a Malaysian resident shipping company 
should have its chargeable income in respect of 
transporting passengers or cargo by sea abated by 
50% for 12 years cdfnmencing from the year of as- 
séssmént immediately’following its tax exemption 
period described above under Section 54A. 
Any chargeable income thus abated should be cre- 
dited to an exempt account. Dividends paid out of 
the balance on this account would be tax exempt in 
the ha‘ficfif‘sharerholders. If a corporate share- 
holder is.involved,\dividends paid by that share- 
holder outlof~the,ex€mpt dividends received would 
be tax free to the shareholders of said company. 
Similar restrictions as to the payment of dividends 
(15% limit) apply as described above. 
As in the case of tax-exempt shipping companies, 
any excess of the audited net profit less actual tax 
payable and dividend paid should be credited to a 
fleet acquisition reserve which may only be reduced 
by capital expenditure incurred on the acquisition 

- of ships and vessels. 
The 75% investment requirement, relevant period 
concept, withdrawal of the tax exemption for any 
relevant period and definition of “incur” apply to 
the abatement provisions as they do to the exemp- 
tion provisions. 

(With effect from year of assessment 1982). 

4. Insurance companies (Section 60) 
The proposed new Section 60(2) provides that life, . 

inward reinsurance, offshore insurance and general 
Insurance busmess would all be treated as separate 
businesses. 
Offshore insurance is defined as insurance of a risk 
under a general policy where the risk is outside 
Malaysia and the policy of insurance is issued by an 
insurer resident in Malaysia or a branch in Malaysia 
of a non~resident insurer. Where any risk is in 
transit in Malaysia, it shall be deemed to be outside 
Malaysia. ‘ 

It is proposed that the adjusted income of the newly 
’created class of separate business, the offshore in- 
surance business, should be computed in the same 
way as the adjusted income ofthe general insurance 
business is computed both for resident as well as 
non-resident insurers, as the case may be. 
(With effect from year of assessment 1982), 

5. Offshore insurarice— incentives (New 
Section 608) A 

The new proposed Section 608 is a replica'of the 
provisions of Section 60A except that it provides an 

incentive for the offshore insurance business and 
not the inward reinsurance busmess. 
The Bill seeks to reduce the income tax rate on the 
chargeable income from inward reinsurance from 
40% to 5% from the year of assessment 1982. As in 
the case of the inward reinsurance business the 
chargeable income less tax is available for franking 
tax-free dividends. 
The existing Section 608 should, it is proposed, be 
renumbered Section 60C. 
(With effect from year of assessment 1982). 

6. Penalties on late payment of tax (Sec- 
tion 103(5A)) 

Under existing legislation, a 10% penalty may be 
imposed if tax is not paid by the due date(s). 
Further this percentage may be increased to 15% 
by additions of 1% for each subsequent period of 30 
days during whichjax charged under a notice of as- 
sessment remains outstanding. 
The Bill seeks to replace the 1% per month penalty 
with a 5% penalty chargeable upon the expiration 
0f60 days from the date of the first penalty of 10%. 
The propdsed amendment would assist the Inland 
Revenue in its administrative functions. 
(With effect from year of assessment 1982). 

7. Tax-exempt interest (Schedule 6 
Paragraph 33) 

The anticipated revisions to the above paragraph 
would from the year of assessment 1982 enable 
licensed banks to pay or credit interest to any non- 
resident, including the oyerseas branch of a non- 
resident bank, without deduction of withholding 
tax. Such interest would not be subject to Malay- 
sian tax unless it accrues to a place of business of 
that non-resident in Malaysia.

I 

(With effect from year of assessment 1982). 
‘

- 

IV. AMENDMENTS TO THE REAL PROPERTY GAINS TAX ACT, 1976 
8. Compulsory acquisition of land 

under law (New Paragraph 3(f) 
Schedule 2) 

The Bill seeks to provide that gains on disposals on 
or after 23 October 1981 arising from compulsory 
acquisitions of land under the Land Acquisition 
Act, 1960 are not subject to tax under the Act as the 
disposal price would be deemed to be equal to ac- 
quisition price. 

(With effect from 23 October 1981). 

9. Transfer of chargeable assets be- 
tween sgouses (paragraph 3(b) 
Schedule ) 

Under the proposed amendment, any transfer of 
chargeable assets between husbands 'and wives 
from 23 October 1981 would be tax free as the dis- 
posal price would be deemed to be equal to the ac- 
quisition price. (Nevertheless, for the purpose of 
the private residence exemption, only one life-time 
exemption will continue to be available to both hus- 
bands and wives as any private residence owned by 
the wife would, for the purposes of this exemption,

I 

be deemed to be owned by her husband.) 
(With effect from 23 October 1981). 

10. Transactions deemed to be at market 
glue (New Paragraph 9(e) Schedule 

The Bill seeks to specifically provide that from 23 
October 1981, in cases where the anti-tax avoid- 
ance provisions of Section 25(2) apply, 6. g. where 
there is evasion or avoidance oftax, the acquisition 
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and disposal of the chargeable assets in question 
shall be deemed to be at market value. 
(With effect from 23 October 1981). 

11. Intra-group transfers and transfers 
upon reor anisations, etc. (Para- 
graph17(1) )Schedule 2) 

Sub-paragraph 17(1)(b), which was subjected to a 
major alteration in 1977, would, if the proposed 
amendment is passed, be again changed. 
At present, in order that exemption from tax could 
be claimed, where a chargeable asset is transferred 
under a scheme of reorganisation, reconstruction 
or amalgamation, consideration receivable should 
be in the form of shares or substantially in the form 
of shares and the balance in cash. The amendment 
does not place any restrictions on the form of con- 
sideration receivable and a wholly cash considera- 
tion is now possible. 
Further, the amendment provides that where a 
chargeable asset is distributed in specie by a 
liquidator under a scheme of reorganisation, recon- 
struction or amalgamation, no taxable gain or loss 
arises. 

The usual conditions that the transferee company 
must be a Malaysian resident company and the 
scheme must be in accordance with the New 
Economic Policy on capital participation in indus- 
try must be met in order to qualify for exemption. 
It should be noted that the condition that the con- 
sideration should be in the form of shares, or sub- 
stantially in the form of shares and the balance a 
money payment, would continue to apply to intra- 
group transfers for the promotion of greater effi- 
ciency in operation under Paragraph 17(1)(a). ' 

(With effect from 23 October 1981). 

1 2. Rate of tax (Schedule 5) 
A new tax band has beén createdunder the Bill; As- 
sets sold after the 6th anniversary of the date of ac- 
quisition will no longer be subject to tax as the rele- 
vant rate oftax would be reduced from 5% to 0% in 
respect of disposals made on or after 23 October 
1981. 
Non-citizens and non-permanent residents of 
Malaysia would however continue to be taxed at 
40% on assets acquired after 17 October 1980 irre- 
spective of the period of ownership. However, if 

the assets were acquired by the non-citizens or non- 
permanent residents prior to 17 October 1980, then ' 

gains on such disposals would be entitled to the 
graduated rates of tax or the exemption depending 
on the holding period. 

V. OTHER AMENDMENTS BASED ON THE 1982 BUDGET SPEECH 
13. Accelerated depreciation allowance 

(ADA) 
Under the existing 1980 Rules, qualifying plant ex- 
penditure incurred from 1 January 1978 to 31 De- 
cember 1982 on the provision of machinery or plant 
used directly in the manufacture of any product or 
subjection of goods to any rocess would qualify for 
capital allowances of 100% in the year in which the 
expenditure was incurred. ' 

The Minister of Finance has proposed that ADA 
should be granted to all industries (apparently in its 
widest possible sense), including the leasing indus- 
try, on qualifying plant expenditure incuri'ed in the 
period to 31 December 1985. 
An Order to this effect should be made in due 
course and it is expected that companies enjoying 
pioneer status, etc. would continue to be excluded 
from claiming ADA.
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14. Tax exemption on interest income 
The current exemption available on interest on sav— 
ings accounts with the Bank Simpanan Nasional is 
that on a deposit of $30,000 for a calendar year. It is 
proposed that this limit be removed from the year 
of assessment 1982 such that all savings account in— 
terest from the Bank Simpanan Nasional would be 
tax exempt. 
Interest on savings deposits of up to $10,000 placed 
by individuals with registered cooperatives, Bank 
Pcrtanian, Tabung Haji, or the Malaysia Building 
Society would remain exempted from tax as at pre- 
sent. 

However, in the case of interest from licensed 
banks and finance companies, interest on savmgs 
deposits of up to $1 ,000 only would be tax exempt

V 

from the year of assessment 1982. The current 
exgmption level is interest on $10,000. 
It is proposed that the limit placed on interest on 
fixed deposits exceeding 12 months currently stated 
at deposits of $10,000 be removed from the year of 
assessment 1982 such that all interest on deposits 
exceeding 12'months with approved institutions, 
e.g. licensed banks and finance companies, would 
be tax free. Although there are no fixed deposits of 
12 months plus one day, it appears possible to claim 
tax exemption in respect of interest on 15-m0nth 
fixed deposits prematurely terminated after 12 
months. ' 

Whilst for the year of assessment 1981 the exemp- 
tion applied to individualsvas well as companies, it 
would appear from the Minister’s speech that the 
new exemption Order when issued would restrict 
'the exemption to individuals only from the year of 
assessment 1982. 

15. Dguble'deduction on insurance pre- 
mlums, 

With a View to encouraging the insurance of im- 
ported goods with locally incorporated companies, 
it is proposed that any importer who incurs pre- ' 

miums in respect of the insurance of goods im- 
ported into this country would from the year of as- 
sessment 1982 qualify for a double deduction on the 
expense if the insurance is taken out with a Malay-

' 

sian incorporated insurer. 
Clients may therefore consider changing the Basis 
of purchasing goods to exclude the CIF basis, 
where relevant. r

' 

16. Double deduction for wages of hand- 
Icapped employees 

As an incentive for the employment Of the hand- 
icapped, it is proposed that from the year of assess- 
ment 1982, the‘wage expense of employing’the dis- 
abled should qualify for a double deduction. 

17. Incentives to hotels
‘ 

The abatement of chargeable income provision is 
an incentive offered to the hotel industry. Under 
this incentive, chargeable income is abated by be- 
tween ]5% to 30%, depending on the location of 
the hotel, for 12 years of assessment. In respect of 
Kuala Lumpur and Penang, this incentive expired 
on 31 December 1973. In view of an anticipated 
shortage of hotels in these areas, it is proposed that 
the incentive be extended to hotels completed or 
modernised by 31 December 1986. 
Further, it is proposed that pioneer status and ac- 
celerated hotel depreciation allowance be ex- 
tended to all hotels of an approved standard in 
Kuala Lumpur and Penang which are completedl~ 
modernised and opened for business from 1 
January 1974 to 31 December 1986. 
A new incentive hotel tax credit which is similar to 
investment tax credit is to be introduced for all 
areas. In respect of Kuala Lumpur and Penang, this 
incentive will be available up to 31 December 1986. 
It is expected that under hotel tax credit, companies 
will be able to claim a minimum credit of25% calcu- 
lated by reference to capital expenditure incurred 
on the hotel building and plant, machinery and ap- 
paratus used in the hotel business in the period of 5 
years from the, beginning of the financial year in 
which the hotel project was approved for hotel tax 
credit purposes. The ' actual credit ercentage 
granted could be much higher than 2500. Relief is 
claimed through a reduction of the adjusted income 
of the company by utilising the credit granted; As 
the credit may be utilised at any time, this incentive 
would be expecially beneficial if the company does 
not expect to realise profits within the first few 
years of operation. 

18. Exempt dividends from approved 
_ unittrusts 

' 

It is proposed that with effectfrom the year of as- 
sessment 1982, the amount of exempt dividends re- 

. 
ceivable from the Amanah Saham Nasional and 

other approved unit trusts be increased from $4,000 
to $5,000. .

. 

VI. CHANGES IN INLAND REVENUE PRACTICES - 

19. Pyogressiye 'profits basis of asses 
sung housmg developers ~ 

The Inland Revenue has previously accepted the 
completed contract basis of assessing developers. 
However, since 1981 there has been a move to as- 
sess developers on a progressive profits basis. The 
text of an individual directive by the Inland Rev- 
enue is reproduced below: 
“As the definition of stock-in-trade in Section 2 of 
the Income Tax Act, 1967 includes work-in-prog- 
fess, a company’s development projects qualify for 
a direction under Section 36 of the Act. 
Accordingly, the- Director-General has directed 
that under Section 36 of the Act, the gross income 
and adjusted income from each project for the basis 
period for each year of assessment in the period 
within which each project is carried on and com- 
pleted by the company shall be computed in the fol- 
lowing manner: 

Total amounts of pay- 
ment received in the 
basis period for the 
year of assessment 

. 
Adjusted income 

_ finally ascertained on 
x _ completion of the 

Full sale consideration project 

Pending completion of each pfoject for the purpose 
of provisional assessment, the company is required 
to estimate the net profit in ~respect of the project 
and the same should be allocated to the basis period 
for the particular year of assessment in the propor- 

. tion of the total amount of payments received in 
that basis- period to the full value of the project 
(consideration). The statutory income can then he 
arrived at after deducting therefrom the capital al- 
lowance due for the year.” 
“Payment received” includes booking fees and ad- 
vances. A review of the position would arise follow- 
ing the completion of the project when any tax ad- 
justments necessary would be made restrospec- 
tively. .

V 

MALAYSIA: 
BUDGET 1982' 
Extracts from the Budget'Spee'ch 1982.pro'nounced on 23 October 
1982 by Mr. Mulia Tengku Razaleigh Hamzah, Minister of'Finance.

~ 

A degailqd discussion of the'Malaysiafi’tdx system appears in thé 
Publication: Taxes and Investment in Asia and the Pacific

~ 

Export duty exemption for processed palm oil 

It is very encouraging to note the rapid growth 
which has taken place in the palm oil refining indus~ 
try in the last few years as a result of the tax incen- 
tive provided by the Government in the form of 
exemption from the export duty on processed palm 
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oil products. While this incentive has been effective 
in promoting downstream proc‘essing of palm oil, it 
is necessary to make some changes to the duty 
exemption structure in order to take account of 
higher costs of refining and to encourage a wider 
variety of export products. It is therefore proposed 
that: 
(i) the basic level of exemption will be increased 

, from about $75 to $95 to take account of 
higher cost of refining; 

(ii) processed palm oil products will now be clas- 
v sified into 5 categories instead of 4 categories 

as at present. There will be a new category III 
to take account of a product which has under- 
gone three stages of processing and which 
should therefore be given more duty exemp- 
tion: 

(iii) the rates of exemption will be adjusted, so that 
there is a difference of 5 percentage points be- 
tween each of the categories. In effect, this 
will mean that the ‘exemption rates for categ- 
ory II in the present structure will be reduced 
by 5 percentage points, with no change in the 
other categories. Thus, the resent policy 
which emphasises the export o a variety of re- 
fined palm oil products will be maintained. 

To be consistent with this policy, the export duty on 
stearin which is now at a flat rate of 5% will also be 
changed. Thus, from now on, fully refined stearin 
will not be subject to the export duty. The 5% ex- 
port fiuty will only apply to crude and semi-refined 
steann. ' 
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The new changes will give, on the average, an addi- 
tional gain of about $20 per ton to the manufactur- 
ers of palm oil products. 

Hotel Incentives 

To further encourage tourism, the hotel incentives 
for Kuala Lumpur and Penang island, which ex- 
pired at the end of 1973, will be funher extended up 
to 3151 December, 1986 for hotels of approved stan- 
dard: .

~ 

In addition to the existing incentives, namely full 
tax relief under pioneer status conditions and 
abatement of chargeable income, the Government 
will also introducea new incentive in the form of 
Hotel Tax Credit to be provided in all areas. 
IE1 the case of Kuala Lumpur and Penang island, 
this incentive is available only up to 3151 December, 
1986. This tax incentive will be similar to the Invest- 
ment Tax Credit which is being provided-for the 
manufacturing sector i.e. a minimum tax credit of 
25% of the total capiutal expenditure incurred on 
the project. 

Real Prope’rty Gains Tax Act 

. The Real Property Gains Tax Act will be amended 
to excludé gains arising from the transfer of a house 

gagbetween a husband and a wife from the tax. A trans- 
fer between a husband and a wife is an internal deal- 

»e: : ing withjn__thc same household, and therefore 
should not attract tax under the Act. 
The provision under the Real Property Gains Tax 
Act to exempt gains arising from restructuring of 
companies to conform with the New Economic Pol- 
Micy is found to be restrictive. The Act requires that 
‘the companies carry out the transactions in shares 
or substantially in shares and the balance in cash. 
This requirement may deter foreign companies to 
restructure as they may not want to hold shares in 
the locally incorporated companies and minority 
shareholders may prefer cash. 
Therefore, the Act should be amended to allow 
exemption even if the transaction consists of money 
payment rather than in shares provided that the 
transfer is made under an approved scheme of re- 
construction. Distribution of assets by the liquida- 
tion of a company will also not be taxed if it is done 
under an approved scheme of reconstruction. 
Another change is to exclude from tax the gains 
arising from the disposal of an asset which is com- 
pulsorily acquired by the Government, 
Finally, it is also proposed that from to-day any gain 
derived from the sale of assets in the 7th year on- 
wards after their acquisition and thereafter will not 
be subject to 'tax. At present, tax is imposed at 5% 

on the gain from the disposal of an asset in the 7th 
year of acquisition onwards. 

Double deduction 

We remember our Ex-Servicemgn, especially those 
who have been incapacitated in the line ofduty. It is 
also important to maximise the utilisation of our 
manpower resources. Thus, to encourage the 
employment of the handicapped, and in keeping 
with the compassionate spirit of the Year of the 
Handicapped, I propose that double deduction will 
be provided for wages incurred in employing hand- 
.icapped persons. All equipment and appliances for 
the specific use of the handicapped will also be 
‘exempted from customs duty. The surtax and sales 
tax will be abolished for wheelchairs, artificial 
arms, artificial legs, calippers, hearing aids, buggy 
invalid chairs and dialysis machines‘. . 

Apart from expanding public expenditure, the pri- 
vate sector, will also be encouraged to maintain a

I 

'high rate of growth in investment and production. 
At present, Accelerated Depreciation Allowance 
(ADA) is p'rovided up to basns year 1982. 
However, because it has proved beneficial to indus- 
tries, and has helped to promote industrialisation 
and modernisation, the period for the ADA will be 
extended up to basis year 1985‘ Its scope will now 

‘ 

"3Eé%~*:+a-»ebe widened t0,inCllLd§ got only the manufacturing 
sector, but to all industries inélij'difig’ieasing. ’ 

It is expected that this new extension will contribute‘ 
significantly to greater investment and economic 
growth as the ADA allows 100% of'the capital ex- 
penditure to be written off in one year. 

(b) As a further incentive, those industries which 
import the raw materials bearing the 2% or 
3% rate of import duty, can apply for exemp- 
tion from this duty if such industries comply 
with the New Economic Policy in ’terms of 
equity participation, management and 
employment structure upon certification by 
the Foreign Investment Committee; 

(c) Furthermore‘, the surtax and sales tax on im- 
ports of machinery and equipment which are 
not produced locally and which are directly 
used in manufacturing, will now be totally 
abolished. 

Shipping 

In order to help expand our shipping industry and 
reduce the foreign exchange paid to foreign ship- 
ping, the 1979 tax incentive for the shipping indus- 
try will be replaced by a new incentive scheme to 
make it more attractive for Malaysian ship-owners. 
It is proposed new that income tax relief be given to 
all Malaysian companies for a period of 24 years 
commencing from the year of assessment 1982 or 
date of incorporation, whichever is the later. The 
companies are required to meet two conditions 
namely: 

_ . 

(a) they Cannot declare more than 15% dividend 
,, which will be tax e'xempt in the hands of the 

shareholders; and ‘ e ’ 
’ 

1 A 

(b) they must use at least 75% of the fleet acquisi- 
tion reserve for the purchase of ships. 

For the first 12 years such companies will be eligible 
for full tax relief. In the next 12 years, these com- The grantifig' 3f {IhV’éS'tmént' Tax Credit: WiH=befar:Paniesfireeligiblegfor a soc/Qabatpgfimggichqrggl

- geared to provide more tax benefits in order to 
expedite the déi/éloiriéh't 6f hééIVyvandancillaryjn- 7 -,._!_. 
dustries. 

Thus, while the minimum rate of tax credit granted 
under this incentive is 25% of total capital expendi- 
ture incurred in the project, priority industries will 
be granted higher rates in order to give them grea- 
ter relief from tax. -

‘ 

An important incentive available to industries in 
the manufacturing sector is the exemption from im- 
port duties, surtax and sales tax on their imports of 
raw materials and machinery. 
I propose to streamline the administration of duty 
exemptions so as to make it expeditious and more 
widely available to the manufacturing sector. Thus: 
(a) The surtax on imports of a wide range of raw 

materials which are not available locally and 
for which there is only a surtax of 5% will be 
abolished. Instead, the reduced rate of surtax 
at 2% or 3% as the case may be, which is pay- 
able under the existing exemption system, will 
be integrated into the import duty. The ad- 
vantage of this proposal to manufacturers is 
that they can now obtain the reduced duty of 2% or 3% for importing their raw materials 
without having to apply for it; ' 

able income. 

Insurance 
Another importaqt prea where foreign exchange 
can be conserved [S m insurance. As Malaysia de- 
velops, the service sector of the economy and the 
Balance of Payments must also expand. 
Thus the preferential tax treatment provided in the 
1980 Budget for inward reinsurance will be ex- 
tended to insurance companies covering offshore 
risks as a further encouragement for them to break 
into the international insurance market. 

Therefore, the tax rate applicable to profits earned 
by Malaysian incorporated companies on the ' 

coverage of offshore risks will be reduced from the 
normal company rate of 40% to 5%. 
Malaysian importers will also be further encour- 
aged to insure with Malaysian insurance com- 
panies. For this purpose, it is proposed to provide 
an incentive in the form of double deduction from 
income tax on the insurance expenses for the cargo. 
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SRI LANKA: 
BUDGET 1982 
Extracts from theBudget Speech for 1982 pronOunced 
on 23 October 1981 by Mr. Ronnie de Mel, the Minister of 
Finance and Planning.

~ 

See for a detailed discussion of Sri Lanka’s tax system {he Bureau’s 
publication: Taxes and Investment in Asza and the Paafzc

~ 

A. Direct taxés 

1. Surcharge on Income tax and Wealth tax 
Mr. Speaker, in the country‘s present difficult fi- 

nancial'situation, at a time when the ordinary man 
is called upon to bear considerable burdens due to - 

the rise in the cost of living, I feel that the more 
affluent sections of the population should make a 
greater contribution to government revenue. We 
must remember that we cannot continue to balance 
the budget on the backs of the poor. I therefore, 
propose to impose a surcharge both on income tax 
and on wealth tax. The surcharge on income tax will 
be different from the surcharges which have been 
levied in the past. The surcharge will be on a prog- 
ressive rate schedule and only the more affluent 
taxpayers will be called upon to pay it. The sur- 
charge will not be levied on ‘companies and indi- 
viduals whose taxable income does not exceed 
Rs.25,000. The surcharge will be levied on incbme 
tax and wealth tax payable for the year of assess- 
ment 1981-82 as follows: 
(a) Income tax: 

‘ 

(i) Companies, bodies of persons, etc. — 
Where the taxable income exceeds Rs.25,000 
and does not exceed Rs.50,000— 5% of the in- 
come tax payable; 
Where the taxable income exceeds Rs.50,000 — 10% 0f the income tax payable. ' 

(ii) Individuals — 
Where the taxable income exceeds Rs,25,000 
and does not exceed Rs.50,000— 5% of the in- 
come tax payable; 
Where the taxable income exceeds Rs.50,000 
and does not exceed Rs.200,000 — 10% of the 
income tax payable; ‘ . 

Where the taxable income exceeds 
Rs.200,000 — 15% of the income tax payable. 

(b) Wealth tax: 
A surcharge of 10% on the Wealth Tax payable. 
These surcharges will bring in additional revenue of 
RS200 million. 

_ 
2. Tax incentives 
Mr. Speaker, there has been a drop in the revenue 
collected from direct taxes in recent years. One of 
the main reasons for this drop is the provision of 
numerous tax holidays as incentives for invest- 
ment. While there was justification for those incen- 
tives in the early stages of our new economic 
policies, I am of the View that tax holidays should 
not be a permanent feature of our tax system be- 
cause of their revenue and equity implications. 1, 
therefore, propose to have a cut-off date for ap- 
provals for tax holidays and to fix this date as Slst 
March 1983. Approvals granted up to this date will 
hold good only if meaningful steps are taken within 
one year from the date of approval. Mr. Speaker, 
this proposal would have the effect of inducing en- 

‘ trepreneurs to take positive steps, within the next 
year or two, to embark on new ventures. This 
would further accelerate the development prog- 
ramme of the country. The removal of the tax holi- 
day would not apply to export—oriented enterprises 
licenéed by the GCEC. ' 

8O 

3. Exemption of profits arisihg to foreign oon— 
tractors 

There is provision under Section 22 of the Inland 
Revenue Act for the exemption from income tax of 
the profits accruing to foreign Contractors, under 
certain specified circumstances. Mr. Speaker, 
there is no justification for continuing to exempt 
such profits. This provision was introduced at a 
time when Sri Lanka did not provide an attractive 
climate for investment and when there were only a 
few Double Tax Relief Agreements. 
Exemption under this section is now not granted to 
a contractor who is a resident of a country with 
which there is a Double Tax Relief Agreement. 
The reason is that, where there is spch an agree- 
ment, Sri Lanka tax paid is allowed as a credit 
against the tax payable in the contractor’s home 
country. If exemption is granted to the foreign con- 
tractor he would not get such a tax credit and would 
have to pay the full tax in his home country. Sri 
Lanka would thus unnecessarily forgo revenue for 
the benefit of a foreign government. ' 

I, therefore, propose to repeal Section 22 of the In- 
land Revenue Act. 

4. Small company relief 
Mr. Speaker, in order to encourage the small en- 
trepreneurs to organize their businesses as limited 
liability companies, concessionary rates of tax have 
been granted to small companies. The existing pro- 
visions define a small company as one whose issued 
capital does not exceed Rs.500,000; 
Resident companies other than quoted public com- 
panies pay tax at 50% of their taxable income, 
while quoted public companies pay’tax at 40%. 
Instances have come to light of companies earning 
high incomes which maintain their issued share cap- 
ital at a figure of less than Rs.500,000 in order to 
benefit from the concessionary rates of tax. I, 
therefore, propose to subject small companies to 
the normal rate of tax of 50% on the excess of their 
taxable income over Rs.250,000 per anmim. 
A small company which is a quoted public company 
would, however, continue to pay tax on the present 
rate-schedule applicable to small companies even if 
its taxable income is over Rs.250,000. 

5. 
V 

Foreign entertainers and artistes 
‘At present there is no provision in the Inland Rev- 

, 
enue Act to compel an employer or a sponsor to 
withhold a percentage of the payments made to 
foreign entertainers, artistes, etc., for tax pur- 
poses. In order to prevent any loss of revenue by the 
non-payment of tax by these persons, I propose to 
make suitable amendments to the Inland Revenue 
Act so as to empower an employer or sponsor to 
withhold 33'/3°/o 0f the payments due to these 
categories of persons against their tax liabilities. 

6. Minors’ extended deposit schemes 
Mr. Speaker; several banks have started deposit 
schemes whereby the deposits made on behalf of 
minors are payable with interest to the beneficnary 

after a period of 20 years or more. Under the pre- 
sent law, tax on interest has to be calculated on an 
accrual basis for each year ofassessment. In view of 
the long period of maturity of these deposits, it will 
not be practicable for taxpayers to ascertain the in- 
terest each year and to pay tax on such interest. I, 
therefore, propose that — v 

(a) the banks should be required to deduct tax at 
15% on the interest element from the amount 
payable on maturity or at the time of with- 
drawal; 

(b) the tax so deducted‘should be deemed to be a 
final levy.

‘ 

This mode of payment of tax would be convenient 
both to the taxpayer and to the banks. 

7. Interest payable under the Land Reforms Act 
Mr. Speaker, under the Land Reform (Amend— 
ment) Act, No. 39 of 1981, interest at 10% is pay- 
able on compensation due to the previous owners 
of lands taken over by the Land Reform Commis- 
sion, Interest income is liable to income tax on an 
accrual basis. It will not be practicable, however, to 
make asSessments from 1972-73 onwards on the ad- 
ditional tax payable by these owners as a result of 
these interest payments. I, therefore; propose that 

(a) the interest payable at the rate of 10% under 
the Land Reform Law should be treated as in- 
come arising in the year in which the interest is 
actually paid; 

(b) the Land Reform Commission should be re- 
quired to deduct tax at 10% from the interest 
payable; . 

(c) the tax so deducted should be deemed to be 
final levy. I 

This will yield a net interest rate of 9% on the reci- 
pients. 

8. Non-Resident Foreign Currency Accounts 
Mr. Speaker, at present the interest arising on de- 
posits in Non-Resident Foreign Currency Accounts 
is exempt from income tax only during the period in 
which the holder of the account is not resident in Sri 
Lanka. These deposits are, however, exempt from 
wealth tax both during the period in which he is 
non-resident and for _a further period of three years 
after he becomes resident, 
With a View to making Non—Resident Foreign Cur- 
rency Accounts more attractive, I propose that, as 
in the case of wealth tax, the interest on these de- 
posits should be exempt from income tax both dur- 
ing the period in which the holder of the account is 
non-resident and for a further period of three years 
after he becomes resident. ' 

9. Exemption of earnings abroad 
There is provision under the Inland Revenue Act to 
exempt the emoluments earned in foreign currency 
by an individual in respect of services rendered 
abréad if such emoluments (less reasonable per- 
sonal expenses) are remitted to Sri Lanka. This 
provision was enacted to encourage Sri Lankans 
who are engaged in short—term assignments abroad 
to bring back their foreign exchange savings to Sri 
Lanka. In recent years, several resident consul- 
tancy firms have also been engaged in rendering 
services abroad for payment in foreign currency. 
Mr. Speaker, I am of the view that these resident 
companies and partnerships too should be granted 
a tax exemption similar to what is available to indi- 
viduals, which would act as an incentive for them to 
bring back’,their foreign exchange earnings to Sri 
Lanka. I pr'opose to make the necessary changes to 
the Inland Revenue Act. 

B. Turnover tax and import duty 
1. Turnover Tax on imports on Manufacturing 

busmesses 
Mr. Speaker, under the existing law, Business 
Turnover Tax at rates ranging from 1% to 35% is 
levied on locally manufactured goods, whilst im— 
port duties at rates ranging from 5% to 500% are 
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levied on imported goods. In addition, there is a 
turnover tax on services and a general turnover tax 
of 2% on non-manufacturing busmesses. 
The present import duty has two functions. I! is 

partly a revenue measure and partly a protectlve 
measure to assist local industrles. 
It is desirable that the two elements of import duty, 
namely, the revenue element and the protection 
element, be separated. This would ensure that the 
revenue component of import duty at the point of 
import would be identical to that of the turnover tax 
on a locally manufactured article when sold‘ The 
balance payable at the point of import will repre— 
sent the level of protection afforded to the locally 
produced article. The new Turnover Tax Act will 
enable tax to be levied on this basis. 

Under the existing provision, turnover tax in re- 
spect of manufacturing businesses is levied at rates 
ranging from 1% to 35%. 
Mr. Speaker, under the new scheme which will I 

take effect immediately, a turnover tax will be im- 
posed on most of the imports. This will be in addi- 
tion to the present customs duty. However, where 
an imported item is used in the manufacture of 
goods or commodities in Sri Lanka, the turnover 
tax paid on the imported item will be deducted from 
the turnover tax payable by the manufacturer, 
Similarly, where a locally manufactured compo- 
nent is used in the manufacture of another item, the 
turnover tax paid on the component will be de- 
ducted from the tax payable by the final manufac- 
turer. In other words, the tax levied on the man- 
ufacturer will only be on the value added. The new 
system will, therefore, be more equitable and will 
provide a certain degree of relief to the local man- 
ufacturer. To provide further relief to the local 
mangfagguler, I propose, with the introduction of 

' 'ihe new?! turnover tax on imports, to reduce the Cus— 
toms duty on machinery and essential raw materials 
used in industry from the present level of 12.5% to 
5%. ‘ 

There will be only 3 basic rates of turnover tax, 
namely, 2%, 5% and 10%. A three-tier rate struc- 
ture simplifies the administration of the tax. 
The 2% rate will apply to: 
Agricultural inputs; 
Building materials; 
Food items (other than infant milk foods which 
would be free of tax); 
Fishing boats and fishing nets; 
Ha‘ndloom and pure cotton textiles; 
Petroleum and petroleum products; 
Pharmaceuticals (including ayurvedic prepara- 
tions); 
Other manufactured items which are now subject 
to turnover tax at 1%. 
Mr. Speaker, some of these items are items of mass 
consumption, but I feel that there is no alternative 
to taxing goods which are articles of mass consump- 
tion if additional resources of the magnitude re- 
quired have to be mobilized. This is the price we 
have to pay for development and employment. 
The increase in the prices of these commodities as a 
result ofthe tax will be only marginal. For example, 
a 2% tax will have no real impact on the price as rice 
is no longer a controlled commodity. The seasonal 
fluctuations in the price on the free market will 
greatly exceed the 2% tax which will amount to 
only about 10 cents a measure of rice. 
The 5% rate will apply to practically all the other 
items. However, a very few items which'are at pre- 
sent taxed at over 5% will fall into the 10% band. 
In the qase of quor and beedies, the existing rate of 
15% ml] continug, whilst in the case oftobacco and 
cigarettes, the exnsting rate of 35% will continue. 
Mr.Speaker, the existing business turnover tax law 
contains a host 0f exemptions. There is nojustifica- 
tion for these exemptions, and I propose to remove 
most of them. HOWever, undertakings for the man- 
ufacture of desiccated coconut, copra, coconut 
fibre, coconut oil, crepe rubber, sheet rubber, 
block rubber, SCrap rubber or tea, as well as under- 

takings for the cultivation of tea, rubber and 
coconut, will be gazetted as exempted business. 
Mr. Speaker, I also proposed to exempt the follow- 
ing items from turnover tax: ' 

a) Infant milk foods; 
b) Fertilizer; 
c) Crude oil; 
(d) Articles manufactured in Sri Lanka and ex- 

ported by the manufacturer (excluding jewel- 
lery and gems); . 

(e) Goods or materials_which are imported and 
proved to the satisfactionpfthe Principal Col- 
lector of Customs to be goods or materials 
which would be used in the production in Sri 
Lanka of goods or commodities for export. 

These items will be classified as “excepted articles”. 
The additional revenue expected from the new 
scheme of turnover tax is estimated at Rs.1,290 
million. 

2. Banks, Finance Companies and Pawnbrok- 
ers 

Mr. Speaker, banks are now liable to a turnover tax 
of2% on their income receipts. The banking sector 
has recorded a high rate of growth of 10% in 1979 
and 15% in 1980.1 This sector has been enjoying 
substantial profits over the past 2-3 years which are 
mainly a reflection of the greater economic activity 
and their increased external transactions. I propose 
to increase the rate oggggvggtgigggnks fromggb #!2%1t0‘5°/r~e§—*’:‘ 
Finance companies are now liable to BTT at 5% on 
their total receipts, which include capital sums as 
well. There is no rationale for adopting a different 
basis for levying turnover tax on finance companies 
as compared to banks,,particularly as banks also en-' r 

gage in hire purchase business, which was earlier 
the preserve of finance companies.‘Alsogfinance—‘E 
companies, like banks, are now subject to supervi— 
sion and control by the Central Bank. Accordingly, 
in the new Turnover Tax Act the definition of turn- 
over as applicable to finance companies has been 
amended to bring it in line with that applicable to 
banks. However, I propose to increase the rate ap- 
plicable to finance companies from 5% to 10%. 
Pawnbrokers are also liable to turnover tax on their 
total receipts which include capital sums. I propose 
to adopt the same definition of turnover so that 
pawnbrokers will hereafter be liable to turnover 
tax, as in the case of banks and finance companies, 
only on their income receipts. I propose, however, 
to increase the rate of turnover tax from 2% to 5%. 
The additional revenue from this proposal relating 
IO'banks, finance companies and pawnbrokers will 
be about Rs. 50 million. 

3. Advertising 
Mr. Speaker, during the past few years there hqs 
been a significant increase in advertising expend}- 
ture, and the newspapers have benefited from thls 
increase. I, therefore, purpose to increase the rate 
of turnover tax on the advertising receipts of news- 
papers and periodicals from 5% to 10%. 
The additional revenue from ‘this source is esti- 
mated to be around Rs. 10 milhon. 

4. Construction 
Mr. Speaker, there are a number of businesses in 
which there has been a phenomenal in'crease in ac- 
tivity over the last two dr three years as a result of 
the policies adopted by the present Government. 
Two seciors have enjoyed particularly large in- 
crease both in their total turnover and in then pro— 
fits. One such sector is the construction industry. 
Mr. Speaker, it is my View that the contractors en- 
gaged in construction activities, as well as architects 
and consultants engaged in these activities, can well 
affOrd to pay higher rates of turnover tax, 
In the case of contractors in the construction jndgs— 
try, the rate of turnover tax is, therefore, bemg m— 
creased from 2% t0 3% ofthe total value ofthe‘con— 
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tract. In the case of architects and consultants, the. 
rate ofturnover tax is being increased from the pre- 
sent level of 5% to 10%. The rate for the other pro- 
fessions will remain at 5%. 
5. Hotel Sector 
Mr. Speaker, the other sector which has enjoyed 
particularly large increases both in its total turnover 
and in its profits is the hotel industry. Tourist arri- 
vals have increased rapidly in the last 3 years and 
hotel owners have increased their room rates shar— 
ply because of the increased demand. Room charge 
increases are far in excess ofthe amounts warranted 
by increased costs. The hotel owners have also been 
given very liberal income tax concessions so that 
the large profit$ made by them are not subject to tax 
periods ranging from five to ten years: . 

I am confident that hotels can easily pay an in- 
creased rate of turnover tax. I, therefore, propose 
to increase the rate of turnover tax on hotels from 
the present level of 15% to 20%. The new rate will " 

be made effective from 151 April 1982 in order to 
give hotels sufficient notice of the change. 
Repi’esentations have been made that if the higher 
rate of turnover tax is levied not only on hotel room 
charges but also on hotel restaurant charges, hotel 
restaurants would not be able to compete with out- 
side restaurants. I am, therefore, increasing the 
turnover tax payable by restaurants which are pat- 
ropgggluyjfiogljsts. Suchgrcstauranlsare registered? 

- with the Ceylon Tourist Board and are given liquor 
licences on the basis of such registration. 
The rate ofturnover tax applicable to luxury restau— 
rants will be increased from the'present rate 0f2% 
KO 100/0. ' 

r 

'

r 

“'Tfie‘additid’hil réVéfiliE Expgéted from these prop- 
osal§ \ygpl bgggpgogimately,Rs.=.25 million; :m * 

6. Import duty exemption — Government Depart— 
ments 

Mr. Speaker, I am ofthe view that the duty exemp- 
tion which is at present available to government do— 
partments and to some corporations on imports 
made by them should be removed. The removal of 
the exemption would not, of course, provide‘the 
Government with any additional funds, as the duty 
would appear both on the receipts and expenditure 
sides of the Budget, but, if government depart- 
ments and corporations paid normal duties, we 
would have a more realistic picture of governmem 
expenditure and costs of_various projects. In addi- 
tion, potential domestic suppliers of intermediate 
inputs or of final products would be given a fair 
chance to compete. At present, contractors for 
Government who import finished goods for use on 
contracts‘ can import them duty free, while local 
suppliers who fabricate products from imported 
components pay duty. The reduction of duty 
exemptions will also simplify the administration of 
customs to a great extent. Finally it will prevent any 
leakage or avoidance of duty. 
Preparations for this Change will be made in 1982 
and it will be brought into force from 15! January 
1983. 

C. Excise duties 

Mr. Speaker, excise duties on liquor and the to— 
bacco tax have been revised upwards with almost 
monotonous regularity with every Budget. In spite 
ofthe resulting price increases, revenue from liquor 
and tobacco taxes has continued to grow. After an 
initial dip in demand immediately following the 
price increase, demand once again picks up to 
maintain an upward trend. In View of this, I an) 
proposing the following increases in respect of 
liquor, cigarettes and beedies. 

1 . Liquor 
The inqreage in excise duty on liquor with effect 
from mldmght today, will result in the following 
price increases:
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Molasses arrack Rs. 3 per bottle 
Coconut arrack Rs. 5 per bottle 
Processed arrack Rs. 10 per bottle 
Country—made foreign liquor Rs. 10 per bottle 
In the case of imported liquor, the new turnover tax 
will increase the price of a bottle of whisky by ap- 
proximately Rs. 30 and the price of a bottle of 
brandy by approximately Rs. 35 to Rs. 40. 
The additional revenue expected from this prop- 
osal is around Rs. 175 million. 

2. Cigarettes 
Mr. Speaker, I propose to increase the tobacco tax 
by Rs: 41 per kilogramme, from Rs. 241 per kilog- 
ramme to Rs. 282 per kilogramme with effect from 
midnight today. This increase in tobacco tax will 
have the effect of putting up the retail prices of all ‘ 

brands bf cigarettes by 5 cents per cigarette. 
The import duty on raw tobacco \fvill be increzjsed 
by the same amount so as to equalize the duty Incr 
dence‘ - 

The additional revenue from this proposal is aboin 
Rs. 255 million. 

3. Beedies 
. Mr. Speaker, the price differential between 
beedies and Cigarettes has continued to‘widen with 
even/Budget, when invariably the price of cigaret- 
tes was increased by an increase in the tobacco tax 
or in the BTT rate, with no corresponding increase 

. 
in the tax on beedies. ' 

I am, therefore, considering the impo'sition of an 
excise duty on beedies, which will bring in addi~

, 

tional revenue of around Rs. 70 million. The ‘neces— 
sary amendments to the Excise Ordinance to give 
'effect to this proposal will be introduced in Parlia— 
ment before the end of this year. 

4. Beer 
Mr. Speaker, the current excise duty. on beer 
amounts to Rs. 12450 per litre or approximately 
Rs. 9.40 per bottle of beer. The duty on beer in 
1978 was Rs. 4 per litre and was increased to 
Rs. 6.33 per litre in January 1979 and to Rs‘ 8.50 
per litre in February 1980. Thus, within a space of 
three'years the duty has been pushed up by more 
than 300%. There is definite evidence that there 
has been consumer resistance to the high price of 
beer, which at present is retailed at around Rs‘ 19 
per bottle exforeign liquor shops. The demand for 
beer, which is not a hard liquor like arrack, has 
been on the downward trend, mostly due to the 
sharp increase in prices. I propose therefore, to re: 
duce the duty on beer. 'The resulting rcductionjn 
the price of beer coupled withvthe proposed in— 
crease in the price ofar_rack would help in weaning 
people away from the consumption of hard liquor. 
The excise duty reduction will also encourage the 
sale of local beer as against imported beer, as no 
corresponding reduction is being made in the im- 
port duty on imported beer. ’ 

I propose to reduce the excise duty on beer from its 
present level of Rs: 12.50 to Rs. 8.50 per litre, 

> 
which was the level at which it stood before the last 
increase in November 1980. This should enable the 
retail price of beer to be reduced by about Rs. 3 per 
bottle. I expect the increase in consumption to 
more than offset the effect of the decrease in the 
rule of dyty. 

' ' 

D. Licence tax fees
- 

Mr. Speaker, licence fees and charges for services 
rendered by various government departments 
bring in about Rs. 300 million annually to the Gov- 
érnment. Most of these fees and charges have not 
been revised for a long time. I feel that these fees 
and charges shouldrbc revised so as to bring them in 
line with current costs and prices. 

1. Liquor Licence Fées 
Mr. Speaker. licence fees on liquor shops and 

82 

Revenue proposals 1981 
Additional revenue » 

RsMilIion 
Surcharge on income tax and wealth ‘ax 200 
Restriction of small company relief 2 
Turnover tax on imports and increase in manufacturers’ tax 1290 
Increase in turnover tax on banks, finance companies and 

pavynbrokers , 50 
Increase in turnover tax on hotels, approved restaurants, contractors, architects 

and consultants 
_ ‘ 

25 
Increase in turnover tax on advertismg receipts of newspayers and periodicals 10 
Increase in excise duty and turnover tax on liquor ' 175 
Increase in taxes on tobacco 255 
Imposition of excise duty on beedies 70 
Stamp fees on liquor licences 10 
Increase in stamp duty on cheques 3 
Revision of fees levied by government departments v 15 
Increase in licence, registration and transfer fees on motor vehicies 65 

. 2,170 
Less: 

_

, 

Reduction of import duty on’ machinery and essential raw materials ' 200 
‘ 

“17210 

Estimate of expenditure and revenue 1982 

(Rs. Million) 
(i) Recurrent Expenditure 

' — 21,114 
- Less: Provision for under-expenditure + 450 

‘ — 20,664 
. (ii) Advance Account Receipts + 100 

' 
' — 20,564 

(iii) Revenue 
_ + 19,319 

(iv) Current Account Defiéit 
. 

— 1,245 
(v) 'Capital Expenditure —- 20,817 

‘ ‘ Less: Provisions for under—expenditure + 902 

V 

— 19,915 
Overall Deficit _ _—_21,16_0 

beema salawas are at presént collected by the Gov- 
ernment Agents and passed on to the local au- 
thoritiqs. 

I propose that the issue of a licence should, in addi- 
‘tion to a licence fee, be subject to a stamp fee as 
well. The stamp fee will vary, depending on the 
type of activity for which the licence is issued. 
Higher stamp fees will be payable in respect of li— 
cences within the municipal areas. 
The additional rdvenue from this proposal will be 
abom Rs. 10 million. 
2. Stamp duty on chedues. 
I‘ propose to increase the stamp duty on a cheque 
from 10 cents to 25 cents; This proposal will yield an 
additional revenue of Rs. 3 million. 

3. Licence fees on Government Vehicles 
«Mr. Speaker at pré'sent tHere is no licence fee pay- 
-able on vehicles owned by government depart— 
ments‘ I propose that lhe‘Se vehicles should also be 
liable to licence fees. This would be in keeping with 
my proposal that government imports be subject to 
import duties. ' 

4. Fees for Registration of Nursing Hémes 
Most of the nursing homes in the city as well as in 

'provincial towns are doing well and there is no 
reason why they should not be called upon to con- 
tribute to government revenue. 1, therefore, pro- 
pose lhat the fee for first registration be increased 
from Rs. 100 to R54 10,000 and that the annual li~ 
cence fee be increased from Rs. 50 to Rs. 2,000. 

5. Other fees and charges 
Mr. Speaker, there are a number of services for 
which fees are charged by the respective govern— 
ment departments under various laws and ordi— 
nances which govern the levy of such fees. I pro- 
pose that the fees charged under _the following 
heads be doubled so as to bring these fees in line 
with the increased costs of providing these services: 

1 Court fees; 5 

ii) Audit fees; 
_

. 

iii) Fees of the Survey Department; 
(iv) Fees under the Weights and Measures Ordi- 

nanc'e; 
'

' 

(v) Fees under Merchant Shipping Act; 
Evi) Fees of the Valuation Department; 
vii) Fees charged for Registration of Companies. 

It is expected that the increaée ih these fees would 
bring in Rs. 15 milliod in additional revemie. 

6. Revenue licence fees on Motor Vehicles 
Mr. Speaker, 3 new scheme forthe licensing, regis— ' 

tration and transfer of motor vehicles — to be effec- 
tive from the licensing year 1982 — will be im- 
plemented by the Registrar of Motor Vehicles 
shortly. 

The licence fees as presently levied are based on the 
age and the tare of the vehicles. There are at pre- 
sent six Categories based on the age of the vehicle 
and ten categories based on the tare. This compli- 
cated structure is being Simplified by reducing the 

‘ age categories from 6 to 2 and the tare Categories 
from 10 to 5 for motor cars. In the case of vehicles 
other than motor cars there will be only 8 categories 
based on tare and none based on age. 
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The new scheme has been drawn up with the fol- 
lowing objectives in mind: (c) 

(a) {0 inbrease the total licence fees derived from 
motor vehicles; 

(b) to keep licence fees on very small cars below (d) 
15 cwts. in weight low, irrespective of the date 
of registration, to encourage the use of light 

cars which are fuel efficient; 
to substantially increase the licence fees on 
cars where the (are exceeds 25 cwts. so as to 
discourage the use of heavy cars consuming 
large quantities of fuel; 
to reduce the advantage which diesel car own— 
ers now enjoy because diesel is sold at a much 
lower price then petrol. 

bring in additional revenue ofabout Rs. 65 million‘ 
In anticipation of this additonal revenue. 3 sum of 
Rs. 50 million has already been provided in the 
1982 Estimate as additional grant to the local 
bodies for maintenance of roads.

~ 

continued from page 75 

ogy, and that an-anccstor of Dr. Carroll, Charles Carroll, 
had been a signatory of the Declaration ofIndependence 
of the USA. (He did not mention the interesting fact 
that Dr. Mitéfiell Carroll had been conceived on Greek 
soil!) _

. 

Proféssor Sbarounis was Director of Direct Taxation at 
the Greek Ministry 'of Finance from 1925 to 1935, when 
he was app'Ointed Director of Studies and Inspection at 

it 

= the Ministry'I‘I‘n 1936 he was appointed Director—General 
of Taxation (including Customs) when that post was first ’ 

created. During the German Occupation of Greece he 
was removed 'from ' 

his post (in 1942) and became 
Economic Counsellor to the Ministry of Finance. In 1943 
he escaped from Occupied Greece and was dismissed 
from government service by the collaborationist Greek 
government of Occupied Greece for abandOnment of his 
post. On his arrival in Cairo he was again appointed Di- 
rector-General 0f the Ministry of Finance by the Greek 
Government in exile, led by Tsouderos. After the “hem-- 
tion of Greece in 1944, Professor Sbarounis resumed his 
post at the Ministry Of Finance. In 1944, he was also 
elected Professor of Public Finance at the Athens School 
of Economic and Commercial' Sciences, which chair he 
held till 1962, when he‘was elected Emeritus Professor. 
During his career after World War 11 Professor 
Sbarounis was deputy-governor of the National Bank of 
Greece, Head of a Greek mission to the U.S.A., a Gov- 
.ernor of the World Bank, and represented Greece on 
many international bodies. 
While a considerable part of Professor Sbarounis’s 
career was spent in the stormy years of World War II and 
the difficult reconstruction period that followed it, he 
carried out considerable research on taxation in the 
period between the two world wars. In 1934 he wrote 
“L’Impét sur le revenu en Gréce”, being an analysis of 
the three basic laws passed in 1919, on income, on real 

‘ 

property, and on successions, as amended thereafter by 
more than fifty modifications. The period between 1918 
and 1934 was not a particularly stable one for Greece. 
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The World War I aftermath included the Asia Minor de— 
bacle of the Greek armies. and the refugee problems 
which followed the abandonment of the Greek settle- 
ments in Asia Minor. The process of reconstruction in 
Greece, accompanied by a new law on net wealth and in— 
creasing rates of tax, led Ato considerable discontent 
amongst taxpayers, baffled by high taxes and retrospec- 
tive assessments, and by continual tax reforms passed by 
government after government anxious to change the tax 
base. Professor Sbarounis analysed this turbulent de- 
velopment, helped by his researches into the'various tax 
systems employed in Western Europe. He concluded 
that the level‘ of taXation in Greece was excessive, both 
by reference to the pre-1914 rates and by reference to 
other tax systems in the Balkans and certain Western ‘ 

European‘systems. 

Professor Sbarounis’wroteva tract on a “Project for a Tur- 
kish-Hellenic customs and‘ economic union”. It was a 

' technical study by an economiSt‘who sawtt‘hie'giynamic 
possibilipie§ inherent in an economic uniOn OftG'réé'c'e 
and Turkey, nei'the‘f‘Of which had even achieved‘th‘e u 

' benefits of the Industrial Revolution which had invigo- 

The new licence, registration and transfer fees will ~ 

,In 1953, before the EEC’treaties had come intorrbe'ihg', ' 

rated'the rest of Europe, arid-150m 6f Which Weré'com— " 

paratively undeveloped economies. Writing in 1966 in 
the “Journal de Genéve”, Professor Sbarounis wrote de- 
spairinglyvabout the failure ofTurkey to join with Greece 
in an association which would enable both countries to 
harness their converging interests into a profitable 
union, to bring them both into a prosperous and dynamic 
future. . 

One cannot help a final remark: that Professor Sbarounis 
has been a brave and lonely voice, prying in the wilder— 
ness for reason and logic to prevail over turgid emotions 
and divisive politics. 

SWISS BRANCH 
On 5 February 1982 a special meeting was held in Basel in ' 

which a number of subjects regarding tax harmonization 
in Switzerland were discussed. These subjects included: 
'— taxation of families; 
— period of assessment;

' 

- — capital gains taxation of personal property; 
— special problems connected with the taxation of 

legal entities (including holding and, domiciliary 
companies).

. 

The next regular meeting will be held on 25 June 1982 in 
Zurich.
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NEPAL: 

Budget 1981-82 

; Extracts from the Budget Speech pronounced on 7 July 1981 
by Dr. Y. P. Pant, Minister for Finance 

4.1 Honourable Chairman, now I would like to 
submit additional tax proposals to meet the above 
deficit. I have taken due care to make the present 
tax system more effective and efficient. Besides, 
special emphaéis has been laid on the process of 
making the tax assessment procedure\ simple, just 
and practical. I have adopted the policy of increas- 
ing revenue to meet the development expenditures 
not so much by increasing tax rates but mainly by 
strengthening and improving the tax administra- 
non. 
4.2 While proposing new taxes for the coming fis- 
cal year, I have paid due attention to the principle 
of social justice by providing maximum relief to the 
low income group and small farmers. Similarly, a 
measure of relief has been provided for the middle 
income group which has faced hardship due to the 
rising prices. Efforts have been made to raise more 
taxes from the higher income group on the basis of 
the principle of ability to pay. The objective of any 
tax system is not only to collect maximum revenue 
but also to create a conducive environment for the 
production of essential commodities in the country 
and promote import substituting industries. It is 
also expected that the tax system shouldnot ad- 
versely affect the prices of essential commodities 
and should facilitate expansion and diversification 
of international trade. On the basis of these consid- 
erations, I have designed the tax proposal for the 
next fiscal year. 
4.3 Thé new Industrial Policy‘ has been promul- 
gated with a view to accelerate industrial develop- ' 

ment in the country and also to encourage small en- 
trepreneurs. In order to implement the policy suc— 
Cessfully, appropriate rules and regulations will be 
brought out very soon. The fiscal measures, which I 

have proposed, aim at creating a sound, healthy 
and stable industrial atmosphere. 
4.4 As I have already mentioned, total expendi- 
ture for the next year is higher in comparison to last 
year. This is necessary to meet the targets of the 
Sixth Plan. I have adopted the policy of generating 
maximum revenue from existing taxes and meeting 
shortfalls by the introduction of new taxes. At pre- 
sent, there is a very limited scope for increasing tax 
rates. » 

No significant increase 
of tax rates 

4.5 In fact, further increases in tax rates may, at 
this stage, lead to evasion only. Therefore, I have 
specifically emphasized raising the revenue by 
strengthening and streamlining revenue adminis- 
tration as well as by bringing the potential tax- 
payers within the tax net. An additional amount of 
Rs 183.2 million is estimated to be collected from 
such a policy. I have submitted additional tax prop- 
‘osals Only to cover the gap not covered by the extra 
proceeds resulting from the improvement in tax ad- 
ministration. , 

Indirect taxation 

4.6 lflow, allow me to submit indirect tax propb- 
sals. 
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4.7 With a view to ensure the flow of essential 
goods for the consumption of the common people 
-and to check the pr'ice rise of these goods, I propose 
to reduce import duties on coarse cotton textile, 
kerosene oil and canvas shoes. Keeping in view the 
general health of the common people, import duty 
on all kinds of medicine has been reduced to 1%. 
4.8 vant to assure the Honourable Members that 
His Majesty’s Government will ever r'emain vigil- 
ant to ensure regular supply of such commodities 
and to check the rise in their prices. In this bontext, 
the price of kerosene oil has ‘been reduced from 
Rs. 5.15 to Rs. 4.90 per litre by reducing its import 
duty, and this, I hope, will provide direct benefits to 
the consumers. 

4.9 I have also tried to establish uniformity and 
consistency and narrowed the gap in the existing 
fates of customs duty on various commodities im- 
ported from the foreign countries. 

4.10 As the Honouable Members are well aware, 
the year 1981 has been observed as thejnterna— 
tional year of the disabled ones. Various activities 
are also being organized for their welfare in Nepal. 
So, I have exempted fully the duties on all aids and 
equipment to b¢ used by disabled persons with a 
view to provide necessary support to them. 

4.11 Regarding the facilities provided to the news- 
papers and magazines, there has been duty exemp- 
tion in newsprint; and 1% duty on press machines, 
spare parts and printing. The duty on the film used 
in block making has also been reduced to only 1% . 

4.12 From these afrangements, revenue will de- 
crease by Rs. 9.0 million in the next year. 

4.13 However, I have proposed to increase the im- 
port duty on some luxurious items such .as re- 
frigerators, air conditioners, deepfreezes, motor- 
cars, televisions, video-sets, cosn'ietic goods etc. 
Similarly, I have also proposed to raise import duty 
on woolen yarns, leather shoes as well as synthetic 
materials and soaps in order to protect the domestic 
industries. 

4.14 Keeping in View the deterioration in ecologi- 
cal balance caused by deforestation and to meet the 
future domestic demand for fuel, I have raised the 
duty on the export of wood and allied products. 
Similarly, the export duty on boulder, gravels and 
sands has been raised with an objective of dis-

. couraging exports and precluding soil-erosion, 
flood and landslides. . 

4.15 The above mentioned adjustments in custom 
duties are given in Schedule No. 1, 2, 3 and 4. The 
revised rates will be effective from today. An addi- 
tional revenue of Rs. 95.0 million is estimated to 
accrue from this adjustment. All other custom 
duties will be retained as before. - 

4.16 Concerning excise duties, I have proposed to 
change the existing duty on some of the com- 
modities, while for some other coomodities, l have 
introduced new excise duty which will be effective 
from today. . . 

of Rs. 26.5 million. . 

l. Sawn timber Rs‘ 3 per cubic ft. 
2. Bidi manufactured from all types of 

tobacco Rs, 6 per thousand slicks 
3. Cutlery manufaétured from stainless 

‘ 

sleel scraps Rs. 10 per kg 
4. Bricks 

2:. Made by using electric 
machines Rs, 5 per thousand 

b, Made without using electric 
machinés RS. 4,500 per annum per kiln 

However. thc'ordinary bricks made by other local methods are 
exempted from excise duty 

5. Iron-rod, strips and sheets 
6. Assembling industries which use imported 

spare parts 
a. Radio and Iransistor sets up to the value of Rs‘ 600 3% 
b. Radio and transistor sets valued more than Rs, 600 5% 
c. Two or thrce-in—one which can be used 

as tape-recorders. transistors. 
tape-players. cassetle-recorders and 
anyvset with two or more functions 15% 

d. Simple tapevrecorders and cassette-players 10% 
e‘ Cassette-(ape 

i. playing up to 60 minutes Rs. 0.50 per unit 
ii. playing for more than 60 minutes and 

continuing up to 90 minutes Rs. 0.60 per unit 
f‘ All types of watches 3% 
g. Electrically operated heaters, hair-dryers, 

toasters, cookers, calculators 
run by power 2% 

7. Beer Rs, 8.50 pcrlilre 

Rs. 020 per kg 

4.17 With a view to provide special incentives to 
the industries established in remote and hilly areas 
and to remove the existing regional disparities, I 

have proposed to introduce 10% rebate on prevail— 
ing excise duty to industries established in hilly 
areas. The mills and factories that pay excise duty 
on the basis of that rebate will be granted rebate of 
2% for timely payment of such duty. 
4.18 No excise duty will be levied on products of 
rural and cottage industries except soft drinks, 
cigarettes, bidi, catecheu, katha, alcoholic drinks, 
rice, oil', khandsari, sugar, sawn timber, bricks, 
stainless steel utensils, machine made furniture, as‘ 
sembling of radio transistors, watches, cassette 
tape. recorders and players, calculators, electric 
heaters, hair-dryers, toasters, cookers, mixtures, 
juice-extractors, cassette tapes, Zippers and 
diamond cutting. 
4.19 Other adjustments made in excise duty are 
given in Schedule No. 5. The rest of the excise 
duties remain unchanged. The proposed changes 
will bring in Rs. 37.2 million. 
4.20 As regards sales tax, three categories of sales 
tax rates introduced during the current fiscal year 
have not been changed. However, some minor 
changes have been made for some commodities on 
the basis of their use and importance. For example, 
rates of sales tax on cotton thread, cotton-vest, veh- 
icle spare parts, betel-leaf, betel spices, etc. have 
been reduced whereas sales tax on timber, lubricat- 
ing oil, motor cycles, scooters and auto-rickshaws 
has been increased. No sales tax is levied on prod- 
ucts of cottage and rural industries except on those 
mentioned in the Schedule, This, I believe, will 
help encourage the rural and cottage industries re- 
sulting in increased production and employment. ' 

Such Changes in rates will generate an additional 
revenue of Rs. 35.8 million. 
4.21 The existing rate ofcontract tax at 2.5% on all 
contracts exceeding Rs. 10,000 has remained un- 
changed since 1965. Now, I propose to increase it to 5% of the contract amount. Such increase may be 
justified by changing economic conditions, growing 
investment and the margin of profit in contract 
business. This will generatq an additional revenue 

I. Editor's note: See for extracts of the G0vernment‘s 
Industrial Policy'Plan hereafter. 
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Direct taxation 

4.22 Now, allow me to switch over to proposals of 
direct taxes. I do not have to reiterate here the 
economic hardship which people are facing due to 
inflation. Espacially, the low and fixed income 
groups are finding it difficult to maintain their living 
standard. Hence, I have proposed to raise the tax 
exemption limit for the next fiscal year up to 
Rs. 10,000 for individuals and Rs. 15,000 for 
couples and families. Income tax rates after the 
exemption limit will, however, remain intact. This 
wiIl reduce revenue by Rs. 1.6 million. 
4.23 On the theoretical level, it is generally agreed 
that individuals and commercial firms are required 
to keep proper accounts of their transactions. But 
failure on their part to maintain or submit proper 
accounts had led to practical difficulties in assessing 
taxes. Lack of proper and reliable accounts makes 
correct tax assessment difficult. Such a situation 
may give rise to the complaint among taxpayers 
that they have been unjustifiably overtaxed. This 
very situation can also lead to tax evasion. In order 
to encourage the habit of maintaining proper ac- 
count of the transactions, from the coming year, a 
2% rebate will be given to those taxpayers who get 
their tax assessed on the basis of accounts of their 
transactions. This is, however, expected to reduce 
revenue by Rs: 0.4 million. 
4.24 That the value of urban land is increasing _ 

rapidly due to population pressure is an undisputed 
fact. Similarly, nobody can deny that people should 
at least get minimum shelter in the context of rising 
prices of construction materials. Keeping this in 
mind, I have proposed the following changes in 
house and land taxes from the next fiscal year. This, 
I believe, will give some relief to the owner cum oc- 
cupier of the house while those who use their house 
for other purposes will have to bear additional tax 
burden. 
Value of [and & building Percentage of tax 
First Rs. 100,000 No tax 
Next Rs. 100,000 1.0 
Next Rs. 100,000 1.5 
Next Rs. 100,000 2.5 
Next Any Amount 3.5 

4.25 But in the case of land and building occupied 
by the owner himself the tax on additional 
Rs.100,000 will be exempted. This proposed 
change will generate an additional revenue of 
Rs. 2.1 million. 
4.26 Hon’ble members are aware of the fact that 
the small farmers have been given a rebate of 75% 
on the payment of land tax. His Majesty’s Govern- 
ment has considered to exempt fully those landow- 
ners who own up to 1.5 bighas in Terai, 20 ropanis 
in hilly areas and landowners who own land in those 
hilly areas where the cadastral survey has not been 
completed. Under the existing law, land revenue 
receipt is recognized as the legal document in case 
of dispute of ownership. Further, the landowners 
have the traditional habit of regarding revenue re- 
ceipt as an evidence of ownership ofland. Keeping 
these facts in mind and also to update land records, 
we have to continue to collect even a nominal 
amount of land revenue. From the coming fiscal 
year, I have,’therefore, proposed a minimum rate 
of land revenue with 99% rebate charging only 1% 
of current rate, as per Schedule. This exemption 
limit applies to all landowners of the hilly areas 
where the cadastral survey has not been completed 
and also to those landowners who hold 1.5 bighas 
and 20 ropanis in Terai and hilly areas, respec- 
tively. While proposing this special rate of land tax 
for small farmers, due attention has also been paid 
to the existing denomination of small coins; and, 
therefore, the lowest rate 'of 5 péisa has been pro- v 

posed for the smallest unit of land holding. This 

measure will definitely benefit the majority of small 
farmers. The loss in revenue will amount to Rs. 5.0 
million. - 

4.27 In our country, the rate of land revenue is 
fixed on the basis of the type of cultivated land. The 
same rate of revenue is being applied to lands which 
are used for purposes other than agriculture. There 
can be no differences of opinion that the land rev- 
enue rate of residential and commercial lands 
should be different from that of agricultural land. 
In View of this, I have proposed a different rate of 
land tax which will be applicable in the land under 
town panchayat areas where the cadastral survey 
has been completed and the land classified under 
urban areas according to the provision of the Land 
(Survey and Measurement) Act as per Schedule 
from the coming fiscal year: 

4.28 As the value of land of various town pan- 
chayat areas is assessed differently according to 
Land Survey Act, I have proposed separate rates of 
land tax, as specified in the Schedule, for urban 
areas of > Kathmandu Valley, Terai and Hills. 
Moreover, in these areas oftown panchayats where 
the classification of land has not been completed, 
the land tax shall be collected at the lowest rate as 
proposed for sixth grade of land. The effect of this 
new proposal will yield an additional revenue of 
Rs. 5.0 million. ' 

4.29 In order to keep updated land records and to 
discourage the practices of registering land and 
property in a different district other than where the 
land and properties exist, an additional 1% regis- 
tration fee used to be charged. Howevef, this provi- 
sion could not achieve the desired objective. There- 
fore, I have decided to raise the above fee from 1% 
to 5%. This, I think, will assist greatly in maintain- 
ing updated records of land and generate an addi- 
tional revenue of Rs. 3.0 million. Othergates of » 

land revenue and registration fees will be main- 
tained.

' 

‘ 4.30 Hon’ble members are aware that in order to 
mobilise the additional resources for local develop- 
ment, the whole proceeds from local development 
tax used to be made available to the same district 
through Local Development Ministry. As the en- 
thusiasm shown by the people in the current year is 
encouraging, I have proposed to increase local de- 
velopment tax to 10% of land tax. Likewise, in 
‘those districts where the cadastral survey has not 
been completed, a fee of Rs. 1.00 per landowner 
will continue to be collected. Provision has been 
made to deposit such proceeds in a separate ac- 
count of the land revenue office. The district pan- 
chayat will directly receive such proceeds from the 
land revenue offices for development purposes. 
4.31 Keeping in View the importance of the tourist 
industry as an important source of earning foreign 
exchange, it is necessary to encourage the tourists 
to prolong their stay. I propose to reduce visa fee to 
Rs. 75.00 for every week of the first month and to 
Rs. 150.00 for every week of the second month. 
4.32 Besides this, all other fees and taxes remain 
unchanged. This proposal would yield -an addi- 

' tional revenue of Rs. 197.5 million. Likewise, the 
strengthening of revenue administration and its re- 
forms is expected to increase revenue by Rs. 183.2 
milion. The net deficit would thus be Rs. 825.1 
million, out of which Rs. 500,0 million and 
Rs. 325.1 million will be met from internal loans 
and cash balance respectively. 
4.33 In my view the deficit financing will have no 
adverse impact on the economy. Because of the 
favourable monsoon, and our firm commitment to 
launch development programmes in the form of 
campaigns, I am'fully confident that the agricul— 
tural and industrial production will increase sub- 
stantially. In addition to this, all financial functions 
from disbursement to internal audit will be decen- 

tralized at the district level in order to strengthen fi- 
nancial management Similarly, I have made Spe- 
cial provision of funds for capital and operating 
capital for smooth implemcntation of projects. 
Special attempts have been made to curtail the ex— ' 

penditure for unproductive activities. Particular at— 
tention has also been paid to maintain strict finan- 
cial discipline. Some monetary measures will be un- 
dertaken to control unproductive loans advanced 
by commercial banks. 
4.34 While presenting the budget for the current 
year, I had proposed for some facilities to the Gov- 
ernment employees to maintain their living stan- 
dard and overcome difficulties arising from rising 
prices. Under a similar note I have made provisions 
for the following facilities to be provided from the commg year. 
4.35 I would like to propose a pay increase of 
Rs. 100/- to all non-gazetted employees (including 
peons), R54 150/— to gazetted class III and II and 
Rs. 200/- to all those who are above them in rank. 
All the government employees, including,.civil, 
military and police personnel, will benefit from this 
provision. This arrangement will increase the basic 
salary of peons, section officers and the special class 
officers by 66.6%, 25% and 12.3%, respectively. 
This will incur an additional expense of Rs. 150.0 
million. I would like to inform the House that this 
increase in pay scale is in consideration of the dif- 
ficulties faced by the fixed and low income groups;

‘ 

4.36 In addition, the following facilities are also 
provided to the employees. 
4.37 Pension, which has been paid as a fixed 
amount so far, will henceforth match with the in- 
crease in the level of salary. As a result ofthis provi- 
sion, after their retirement, civil servants will de- 
rive additional benefit on the basis of the salary 
which they*will hav’e’been drawin‘g‘ at the time'of 
their retirement. Gratuity has also been increased. 

4.38 The maximum amount of pension has been in- 
creased to Rs. 912.50 from the existing level of 
Rs. 750.00. The minimum amount of pension has 
also been increased from Rs. 42.00 to Rs. 55.00 per 
month. On the demise of a pensioner. half of the 
pension drawn by him will be provided for his wife 
up to a period or ten years. 11 15 also essential that 
there should be appropriate change in the rates ’of 
travel allowances. Accordingly, the daily allow- 
ances have been increased from 36% to 60% for in- 
ternal travel. Daily allowance in respect of foreign 
travel has also been increased. ' 

4.39 Medical facilities of the employee have been 
changed. Gazetted employees will henceforward 
get medical benefits equivalent to 12 months. Thus, 
the benefit of 3 extra months’ salary will be avail- 
able to them. Similarly, non-gazetted class I 

employees will get the equivalent of 18 months’ sal- 
ary instead of 15 months and the rest of the non- 
gazetted staffwill get medical benefits equivalent to 
21 months’ salary instead of 18 months as at pre- 
sent. - 

4.40 Taking into consideration the price increase 
all over the world and difficulties faced by the mem- 
bers of our foreign missions including mission 
heads, foreign allowance has been increased. The 
'allowance of low level‘ employees of this category 
has been increased up to 121.73%. Similarly, the 
salary of the local level employee has also been in— 
creased up to 68%. Additional financial liability of 
about Rs. 20 million has to be incurred becuse of 
such provisions. 
4.41 Taking into consideration the problems and 
difficulties faced by the government employees, ar— 
rangement has been made to constitute a pay com- 
mission to study and submit report to His Majesty’s 
Government with respect to pay, allowances, pen- 
sions, gratuity and foreign allowances. 
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NEPAL: 

Industrial'Policy. 
Plan 1981 

Extracts of the most significant parts of the Industrial 
Policy Plan 1981 presented by the Nepalese Government 

OUTLINES OF THE POLICY 

Objectives 

— To encourage private sector industrial invest- 
ment as an element in the growth of gross national 
product. -

' 

— To open up gainful employment opportunities in 
_the industrial sector for a labour force excessively 
dependcnt on agriculture. 
—»To attain self-reliance in the production and sup- 
ply of essential consumer goods and most construc- 
tion materials. - 

— To maintain regional economic balance. 
— To increase the output of and attain quality im- 
provements in currently manufactured articles. 
— To improve the balance-of—payment position 
through increased exports and more import sub- 
stitution.

‘ 

— To enhance entrepreneurial, managerial and 
technical capabilities as a means of assisting the de- 
velopment of industrial organizations. 
— To develop indigenous technologies and to im- 
port such appropriate technologies as will contri- 
bute to industrial productivity. 

Major policies of interest to 
foreign investors 

— All industries, except those which are defence- 
oriented, will be open for private sector ownership 
and investment. 
— Existing industrial enterprises will be given in— 
centives to improve their operational efficiency, to 
consolidate their position and to embark upon ex- 
pansion programmes. — The private sectOr will be given the first oppor- 
tunity of promoting the development of industry 
through investment. Only if the private sector does 
not respond to meet~the investment programme, 
will HMG/Nepal and agencies ofgovernment inter- 
vene by way of public investment. Even under 

' these circumstances, HMG will pursue a policy of 
disinvestment in favour of the private sector as and 
when the climate for this appears to be appropriate. 
— As a principle, HMG/N will not establish indust- 
rial enterpriscs under its ownership except when 
large scale investment is involved and private sector 
investment is inadequate. HMG/N will, however, 
take the initiatiye itself by financing cottage, small 
and medium scale pilot projects in order to stimu- 
late private scctor investment. 
— Foreign investment will be encouraged in order 
to promote capital inflow, generate technical ex- 
pertise and improve productivity. It may take the‘ 
form of totally foreign owned enterprise or joint 
Nepalese-foreign investment. HMG/N will,estab- 
lish the priority areas for such foreign investment. 
— Relevent technology will be imported taking ac- 
count of the soci-economic situation of the country 
and the'rate at which new methods and concepts 
can be absorbed. When appropriate, new 
techniques and processes will be identified and de'- 
veloped, and will not be limited to improvements 
on the traditionnal arts and crafts. 
— Adminstrative procedures concerned with the es- 
tablishment of industrial enterprises wil be 
simplified and made more efficient; 
— Taand other incentives will be clearly defined 
86 

v tions pertaining to patents, trade marks and de- 

and specified to avoid any administrative am- 
biguities. 
— Ownership of and investment in cottage and 

; small industries will be reserved for Nepalese na- 
tionals only. 
— Foreign investors will be permitted to have 
majority shareholding in medium scale enterprises. 
In the case of large scale enterprises, only, the 
foreign investment may amount to one hunderd 
percent. ' 

— The principle of engaging Nepalese nationals will 
be followed when employing unskilled, semi-skil- 
led and skilled labour and most other categories of 
employee. If circumstances demand, foreigners 
may be employed for a period of seven years, at the 
most, with the approval of HMG. The Nepalese na- 
tionals should be given appropriate training so that 
they can replace the foreigners within this period. 
If, however, specialists are not readily available 
within Nepal, an enterprise may _continue to 
employ the foreigners for an additional period of 
five years. I 

— Enterprises will continue to enjoy such incentives 
and facilities 'for the period specified as are pro— 
vided in the current Act without let or hindrance, 
notwithstanding the amendments incorporated in 
-the present Act. — v 

— While setting up new industrial enterprises and/ 
or expanding, modernising and diversifying the 

_ 
existing ones, effective ways and means will be 
adopted to preventingvor minimising environmen- 
tal pollution. 
— Industrial enterprises will not be nationalised ex- 
cept in special circumstances; in which case the 
owners will receive compensation based on a just 
evaluation of the net worth of the enterprises. 

' — Steps will be taken to establish an Export Promo- 
tion Zone with a view to the effective mobilisation 
of resources needed to develop and promote 
specified export industries. 
— The mechanism relating to official guarantees for 
foreign loans will be institutionalised and stream- 
lined. 

'

. 

— Import duty and sales tax paid against the impor- 
' tation of raw materials, auxiliary materials and 
chemicals will be reimbursed to the HMG-recog- 
nised export industries.‘ Such reimbursement will 
bé in proportion to the value of imported materials 
used in the manufacture of such exports. 
— HMG will frame and enforce rules and regula- 
signs. 

FACILITIES AND INCENTIVES 

Income tax concessions 

(a) Cottage industrial enterprises, except those 
mentioned in Schedule 1 will be granted 100% 
tax exemption for a period of six years. 

(b) Manufacturing indu'strial enterprises, smal, 
medium or large, will be granted income tax 
exemption as follows:

~ 100% exemption for 5 years If the value 
added is between 20% and 50%. 

2. An additional one year’s exemption for 
every 10% increase in the value added 
above 50%. 

(C) 

(d) 

(e) 

(f) 

(g) . 

(h) 

(i) 

(j) 

(‘0 

Value added: is defined as the ratio of net 
domestic annual operating costs and expenses 
(left after deducting all foreign costs such as 
imported raw materials, expatriates’ salary, 
wages, fees, etc., depreciation of the im- 
ported assets) to the total annual operating 
costs and expenses. 
An additional 2 years’ income tax exemption 
will be given to enterprises which produce es- 
sential consumer goods. 
If an enterprise exports more than 25% of its 
total annual production, 15% rebate will be 
granted on the income tax levied for that year. 
Similarly 25% rebate will be applicable if any 
enterprise exports more than 50% of its total 
production in one year._ 
Energy-based and mining and mineral proces- 
sing enterprises will be entitled to six years’ 
tax holiday from the date of operation. Such 
industrial enterprises having more than 25% 
value added in each year will enjoy an addi- 
tional six years’ tax holiday. ~ 

Five to seven years’ tax hOliday will be granted 
to new tourism enterprises, depending on the 
locations designated for the purpose. 
Service enterprises will not generally be 
granted tax exemption, but the following will 
be entitled to three years’ tax holiday: — workshops producing spare parts, tools 

and other end-use articles with the help 
. of automatic or semi-automatic machin- 
ery (lathe, shaping and milling machin- 
er3/); - — large warehouses; — cold storage; — hospitals, x-ray clinics equipped to_ren- 
der specialized services; . 

—_ large rental apartments; — printing presses; — trolley-bus and water transport services. 
Industrial enterprises established in the Ex- 
port Promotion Zone will be granted an initial 
ten years’ tax holiday followed by 50% rebate 
on income tax for the next five years. 
Agro-based special industrial enterprises Will 
be exempted from income tax for a period of 
10 years. 
Enterprises located in the areas designated as 
backward by HMG shall be entitled to 3 years’ 
tax holiday in addition to those enjoyed by 
similat enterprises established elsewhere. 
The start-up date of production or providing 
service will be used for the purpose of comput- 
ing the period of income tax exemption. 

Industries notv entitled to income tax 

-1. Traditional ric'e, oil, dal (pulse), and flour 
mills. . 

‘ 

_

’ 

2. Saw—mills 
3. Bidi, cigarettes, cigars and other to— 
bacco-based indus'tries‘ - 

. 4. Distilleries and breweries producing a|-. 
coholic beverages including chhang. 
5. Catechu extraction. 
6. Furniture manufacture. 
7. Zip fastener manufacturej 

,8. Enterprises producing stainless steel 
utensils and other articles. 
'9. Laundries. 
10. Ice and ice cream producers. 
11. Photographic services. ' 

12. Other industrial enterprises designated, 
from time totime, by HMG as not entitled to in- 
come tax exemption. 

SCHEDULE 1 

exemption 
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(D 

(m) 

If an operating enterprise expands its origi- 
nally licensed capacity by more than 50%, an 
investment allowance to an extent of 15% of 
the new investment will be granted and can be 
Claimed within a maximum period of 7 years. 
Expenses incurred on training (reco nised by 
the Department of Labour, HMG with a 
View to providing employment for and up- 
grading the skills of Nepalese workers will be 
regarded as an item of operating expense, and 
such an expense will rank as a tax credit. The 
tax credit allowed for this purpose will be sub- 
ject to a maximum of 1% of the total annual 
sales revenue.
1 

Customs facilities ' 

Q) 

(N 

'(d) 

@) 

(0 

Q) 

(h) 

Import duty at the rate of 1% only will be 
levied on (a) machinery used directly in the 
constructioh and operation of an enterprise 
(b) mining and related conveying equipment 
and (c) spare parts and tools. The entitlement 

. 
of an enterprise to total exemption or a rate 
reduced below 1% is “not affected by this 
clause._ .

' 

Import duty of 1% only‘ will be levied oh raw 
materials, auxiliary raw materials and chemi- 
cals to be used in the production, mixing, 
blending and processing. But if the duty ap- 
plicable to such materials is below 1% or the 
enterprise is totally exempted, it Will retain 
the preferential rights. 
Notwithstanding anything mentioned in sub- 
clause (b) above, the raw materials, auxiliary 
materials and chemicals will be subject to 
duties currently in force if the enterpn‘ses 
which import them fall under the schedule de— 
signated by HMG. 
If these raw materials, auxiliary materials and 
chemicals of suitable quality are readily avail- 
able within the country, an enterprise import- 
ing supplies of the same materials will pay an 
additional 15% customs duty. 
imports by industrial enterprises for their own 
use, by HMG, semi—government agencies, co- 
operatives or by the designated public limited 
companies will be subject to customs duties as 
specified in (a), (b) and (c) above. The appro- 
priate agency of HMG will monitor the quan- 
ity of such imports and their use. 
Assembly enterprises which are established 
outside the Export Promotion Zone and 
whose products have more than 20% value 
added, will pay 25% less than the rate of duty 
normally applicable on the parts and compo-' 
nents imported, provided that the imports are 
for their own manufacturing operations. 
Enterprises established in the Export~Promo- 
tion Zone will be liable for only 1% impon 
duty (a) on the machinery to be used in con- 
struction and operation (b) on spare parts and . 

tools and (c) on raw materials, auxiliary mate- 
rials, and chemicals to be used in the produc- 
tion, processing, mixing and blending opera- 
tions. Duty paid on these items in excess of 
1% will be refunded. 
Products manufactured in Nepal, except 
those designated by HMG under the relevant 
provisions of the current law, will not be sub- 
ject to any export duty. Designated products 
of the kind referred to above will be promul- 
gated after consultation with the appropriate 
Ministry of HMG. 
If manufacturers who export their roducts 
have previously paid more than 1% import 
duty on raw materials, auxiliary materials and 
chemicals, such duty paid in excess of 1% on 
the quantity of these materials used in the 
manufacture of the goods exported will be re- 
funded. -

. 

SCHEDULE 2 

Customs duties at rates currently in force, 
shall be levied on raw materials, auxiliary 
materials and chemicals imported by indust- 
rial enterpri§es to manufacture the following 
products: 
1. Precious stones and jewels. 
2. Stainless steel utensils. 
3. Synthetic yarn and synthetic textiles. 
4. Zip fasteners. 
-5. Acrylic yarn..

. 

6. Photographic articles, 
7. Other items notified by HMG from time to 
time. 

(i) If the machinery, spare parts, raw materials, 
auxiliary materials and chemicals are supplied 
by domestic manufacturing enterprises to 
those established in the Export Promotion 
Zone, such supplies will be treated as exports 

- from the viewpoint of duty concessions. 
0) In relation to tourism industry/enterprises, 

customs duty will be levied at 1% only, on im- 
ported items used directly, except those 
notified from time to time by HMG in its 
Gazette. 

Excise duty concessions 

(a) Cottage industrial enterprises will be exempt 
from excise duty for 5 years from the date of 
commencement of operations. 

(b) Small, medium' and large industrial enter- 
prises will be exempt from excise duty for 3' 
years from the date of commencement of op- 
erations. However, no exemption will be 
granted to those’industry categories listed 
under Schedule 3. 

(c) Industrial enterprises established in the back— 
ward regions will be entitled to 5 years’ 
exemption in addition to that applicable for 
similar enterprises located elsewhere. 

(d) Manufactured goods supplied to the enter- 
prises established in the Export Promotion 
Zone or exported abroad will be exempted 
from excise duty. 

SCHEDULE3 
Industrialproducts riot entitled to excise 

' and sales tax exemption 

1. Traditional rice mills, oil mills, flour mills, 
dal (pulses) mills. 
2. Stainless stee| products 
3. Zipfasteners. * 

4. Precious stones and jewellery, 
5. Catechu and tanin. 
64 Cigarettes, bidis, cigars, Chewing tow 
baccojsnuff and other tobacco products. 
7. Alcoholic beverages produced by distil- 

' leries except those distilled from fruits in the 
backward region‘ 
84 Cosmetics. 
9. Liquid petroleum gas. 
10. Crowns, corks. etc. 
11. Saw-‘mills. - - 

12. Assembly industries (watch, radio, tape- 
recorder. cassette and calculator). 
13. Acrylic yarn. A 

14. Other industrial products designate 
from time to time by HMG through notifica- 

- tion. 

(e) Excise duty will be waived totally on products 
manufactured in the Export Promotion Zone. 

Sales tax concessions 

(a) Sales tax will not be levied on the products of 
cottage industry. - 

(b) Sales tax will not be levied on' imports of (a) 
machinery used directly in the construction 
and operation ofan enterprise, Eb) mining and related conveying equipment, c) spare parts 
'and tools, and (d) raw materials, auxiliary 
materials and chemicals. 

(c) Where sales tax is already paid on the raw 
materials, auxiliary materials and semi-pro- 

' cessed materials purchased, manufacturers 
using such materials will be exempt from sales 
tax on the proportion of the taxed materials 
used in manufacturing. 

(d) Domestic products exported abroad or 
supplied to the enterprises within the Export 
Promotion Zone will have sales tax exemption 
to the extent of such export or supply. Sales 
tax exemption will not apply, however, to 
products listed in Schedule 3. 

Concessions on electricity charges 

(a) 
" 

Royalties will not be charged on power gener-. 
ated by industrial enterprises for their own 
use. 

(b)‘ Royalties will be imposed on the basis of ac-
I 

tual public sale Ofelectric power by generating 
industrial enterprise. 

(c) In distributing electric power from public sup- 
ply mains, first priority will be given to indust- 
rial enterprises.’ '

' 

concessions on interest rates 
V 

Indus'trial enterprises established in the backward 
regions shall pay interest at a rate 2% lower than 
others of similar status located elsewhere. 

Concessions ori-urban property tax 
Land and buildings which are essential for the oper- 
ation of manufacturing and energy-based enter- 
prises and are owned by such enterprises them- 
selves will be exempt from urban property tax for a 
period of 10 years. Such exemption will be applic— 

REVENUE RECEIPTS‘ 
In millions of rupees 

During the first nine months 01 FY 

~ ~ ~ ~ ~ ~ ~ 

Eflflg gmaw 1%flg 
Tax revenue 955.4 934.6 1317.0 
Customsduties 416.1 370.3 5622 

Exports (36.8) (40.8) (35.3) 
Imports (351.1) (305.3) (485.3) 
Indian excise refund (249) (23.6) (398) 

. Miscellaneous 
‘ 

(3.3) (0.6) (1.7) 
Excise ‘~ 132.9 1494 163.9 
Salestax 2413 261.2 381.8 

_ lncomelax 51.3 38.0 512 
Othertaxes‘ 56.2 46.9 629 
Land revenue 21.8 27.3 44.4 
Registration 358 41.5 506 
Non-lax revenue 207.2 224.0 226.0 
Forest 25.3 47.1 57.3 
Interest and dividend 72.6 78.9 48.1 
Miscellaneous 109.3 98.0 120.6 

Total 1162.6 1158.6 1543.0 

‘ So'urce: Main Economic Indicators, Nepal Raslra Bank. Re- 
search Department. Kalhmandu, Nepal. Monlhly Re- 
port, May 1981. 
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able to the following types of premises: factory 
building, labour and staff quarters, gpdowns, ad- 
ministrative buildings, clinics, recreatlon halls and 

' canteens. 

Convertible foreign exchange facility 
Subject to the prior approval of HMG, convertible

I 

foreign exchange shall be provided to industrial en- 
terprises on the basis of economic merit, for the fol- 
lowing:

' 

(a) The import of machinery, spare parts, tools 
and implements, other capital goods, raw 
materials, auxiliary materials and chemicals 
which are directly used in the industrial enter— 
prise.

' 

I (b) Technical consultancy, technical assistance, 
service charges, management fees, patent 
fees, investment promotion, market studies, 
sales promotion, etc. ' 

Protection 

HMG may provide protection to industrial enter- 
prises for a definite period, by means of quantita- 
tive restrictions on imports 'or by higher import 
tariffs if such a policy is justified on economic 
grounds, financial conditions, or a time require- 
ment to improve quality and price competitiveness. 

PROVISIONS RELATING To’ 
FOREIGN INVESTMENT 
— Foreign investment in industrial enterprises will 
be welcomed on the grounds of obtaining access to 
desirable technology, expansion of export markets, 
higher management standards and an increase in 
employment opportunities. 
— Foreign investment will be limited to medium and 
large industrial enterprises. The investor may be a 
government, firm , individual, company or an inter- 
national institution. 
— An industrial enterprise financed by foreign in- 
vestment must be incorporated as a limited liability 
COmpany in Nepal. Foreign investment is allowed 
up to majority holding in the medium and 100% in 
the large industrial enterprises. 
— [fa foreign investor makes an equity investment 
in a Nepalese industrial enterprise, in convertible 
foreign currency, 100% of the dividend may be re- 
mitted in convertible currency, whether the enter- 
prise is jointly or severally owned. — If a foreign investor invests in shares in terms of 
convertible foreign currency, such shares may be 
sold only after an enterprise has commenced opera- 
tion. Repatriation of capital will be at the rate of . 

20% of the sales proceeds of the shares each year up ' 

to the limit of the total investment made in conver- 
tible currency. 
— If a foreign investor has invested in a Nepalese 

public limited company and has sdld shares through 
the Nepalese Security Marketing Centre, the sales 
proceeds may be remitted in convertible currency 
at the maximum annual rate of 25% of the original 
total investment made in convertible currency. - Managerial and technical experts who have been 
engaged, with the prior approval of HMG and who 
belong to countries where convertible currency is 
freely exchanged, can remit, in convertible cur- 
rency, up to 75% of earnings generated by way of 
salary and allowances. — Industrial enterprises with foreign equity partici— 
pation will not be nationalised except in special cir- 
cumstances, in which case compensation will be 
paid to investors on the basis of a just valuation of 
the net worth of the enterprise. ‘ 

— If an industrial enterprise, having foreign invest- 
ment, goes into liquidation, a foreign investor can 
repatriate his share of proceeds of sale of assets in 
convertible currency under the Nepal Company 
Act. No taxes will be levied on such amounts. 
— HMG or its designated agency will stand guaran- 
tee on long-term loans under prescribed terms and 
conditions. 
— Provision will be made through institutionalised 
pfocedures to facilitate a simple, smooth and inte- 
grated approach to foreign investment, joint ven- 
tures and arrangements for the guarantee of long- 
term loans. The Department of Industry willbe the 
focal' point and will be responsible as such for 
liaison in all these matters. .

r 

V 

supplementary 
* service 

taxation

~~ 

and tax treaties 
. CORPORATE TAX RATES 

to :- . INDIVIDUAL TAX RATES 
. TAX TREATY TEXTS 

' 

C ABSTRACTS FROM OFFICIAL REPORi’IS 
. WORLDWIDE TAX BIBLIOGRAPHY 

updated monthly 

information on european taxes 

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 Cables: Forintax 
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Books 
The publications listed in this bibliography have recently been acquired by 

the Bureau’s library which will gladly supp/y funher 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. 

AFRICA 
Zaire 

BOKILA, Lofumbwa. 
Les régimes fiscaux visant 2‘1 encourager les 
investissements directs et de portefeuille dans 
les pays en voie de développement. 
L’imeraction du systéme fisbal zai'rois et des 
régimes préférentiels desI pays de l’O‘C'.D.E. 
Brussels, Etablissements Emile Bruylant, 1981. 
284 pp. 
Thesis on tax regimes to encourage direct and 
portfolio investments in developing countries, 
with particular emphasis on investing by OECD - 

member countries; Special consideration is 
given to the interactions of the tax system of 
Zaire and the special tax regimes applied by the OECD countries. 
(B. 103.483) 

AMERICA 
Argentina 

LANGBEHN, C‘ 
Foreign investment in Argentina, 
The Hague, Fenedex, 1981. 30 pp. 
General information on investment and ta'xation 
in Argentina. Foreign investment procedures, 
tax aspects, labour law and legal structures for a 
subsidiary in Argentina. 
(B. 18.104) 

Brazil 

VON MANGOLDT, Henning. 
Das Gesellschaftsrecht Brasiliens im blick 
Deutscher [nvestoren. ' 

. Private Auslandsinvestitionen in Latein- 
Amerika. No. 9. A 

Hamburg, Institut ffir Iberoamerika-Kunde, 
1981. 187 pp, 
Monograph describing the company law of 
Brazil from the vantage point of German

' 

mvestors. 
(B. 18.109) 

CARRAZZA, Roque Antonio. . 

O regulamento no direito tributério brasileiro. 
Séo Paulo, Editora Revista dos Tribunais, I981. 
176 pp. 
“Regulations in Brazilian Tax Legislation" deals 
with the sources of the tax system, paying special 
attention to the Regulations to the Laws and to 
the interpretation of the tax legislation. 
(B. 18.118) 

AUGUSTO FILHO, Joéo. 
Isengées e cxclusées tributarias. 
550 Paulo, Jose Bushatsky, 1979. 167 pp‘ 
Theoretical discussion of the cbncept of 
exemption as comfiared with other situations in 
which the taxable event is-excluded and which 
do not constitute an exemption. 
(B. 18.116) 

ATALIBA, Geraldo, 
Hipétese de incidéncia tributéria. 
2.3 edigéo. 3.3 liragem. 
Séo Paulo, Editora Revista dos tribunais, 1981. 
203 pp. 
“Hypothesis of taxable incidences” deals with 
the principles of taxation in general. \ 

(B. 18.117) 

Canada 
BUDGET, 1981. SPECIAL RELEASE. 
November 12, 1981. 
Toronto, Richard De B00, 1981. III pp. 
Budget tax proposals introduced in the House of 
Commons on 12 November 1981 with excerpts 
from the official background material relevant 
to the income tax measures proposal together 
with comment by-the editors of Canada Tax 
Service. - 

(B. 103.608) 

Costa Rica 

BARRANTES BERMUDEZ, Walter. 
Legislacién tributaria costarricense. 
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Cédigo de normas y procedimientos tributarios 
(Cédigo tributario). ' 

San José, Editorial Universidad Estatal a 
distancia, 1980. 263 pp. 
Text of the main tax laws of Costa Rica. 
(8. 18.155) 

Cuba 
CONSTITUCION DE LA REPUBLICA 
de Cuba. 
Tesis y resolucién'. ‘ 

Havana, Departamento de Orientacio’n. 1976. 
92 pp- 

. 

» ~ 

Text of the Constitutional Law of Cuba. 
(8. 18.119) 

Dominican Republic 

GARCIA MULLIN, Roque. 
lmpuesto sobre la renta. Teoria y technicu del 
Impuesto. 
Santo Domingo, Instituto de capacitacion 
tributaria; 1980.225 pp. 
Manual discussing the theory and technique of 
the income tax from a general approach. 
(B. 18.121) 

Mexico 

INVESTIEREN IN MEXICO. 
Stand Mai 1981. 
Mexico, Deutsch-Mexicanische Industrie— und 
Handelskammer, 1981.57 pp. 
Booklet providing general information on 
investment and taxation in Mexico. 
(B. 18.106) 

U.S:A. 

AMERICAN FEDERAL TAX REPORTS. 
Second Series‘ Vol. 47. ' 

Englewood Cliffs, Prentice-Hall. Inc.. 1981. 
1668 pp. r 

Bouhd volume containing unabridged federal 
and state court decisions arising under the

_ 

federal tax laws (previously reported in Prentice- 
Hall Federal Taxes) on income tax. estate and 
gift fax and excise tax‘ 
(3 1031566) 
ANALYSIS OF THE ECONOMIC 
Recovery Tax Act of 1981. Enacted August 13. 
1981.
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Prepared by Bender‘s Tax Staff. 
New York, Matthew Bender, 1981. 469 pp. 
(B. 103.500) 

FEDERAL TAX GUIDE 1982. 
Chicago, Commerce Clearing House, 1981. 
Volume I of 1982 Federal Tax Guide in loose- 
leaf, entirely devoted to explanation and new. 
developments of the federal income tax. The 
other three volumes constitute the regular 
edition of the Guide series and contain official 
[Exts of income, estate, gift and withholding tax 
regulations. The material is updated weekly. 
(B. 103.588) ’

I 

FEDERAL TAX GUIDE, 1982. 
Explanation — Current reports — Index. 
Englewood Cliffs, Prentice-Hall, 1982. 
Volume I of I982 Federal Tax Guide, in loose- 
leaf, is entirely devoted to explanation, current 

' reports, and index. The other three volumes 
constitute the regular edition of the Guide series 
and contain the Internal Revenue Code and the 
official texts of income, estate, gift and 
withholding tax regulations. The material is 
updated weekly. . 

‘ ‘ 

(B. 103.526) - 

FISCHER, Helmut
I 

US.-amerikanische Exportférderung durch die 
DISC-Gesetzgebung. 
Finanzwissenschaftliche Schriften. Band 15. 
Frankfurt, Verlag Peter D. Lang, 1981. 191 pp. 
Dissertafion on'U.S. efforts to promote exports 
through the enactment of the Domestic 
International Sales Corporation Law. 
(B. 103.510) ’ 

DOINGIBUSINESS IN THE
_ 

- United States of America. A Guide for the
, 

‘ 

foreign investor. 
New York, Deloitte Haskins & Sells, 1981. 133 
PP~ 
Guide primarily for use by foreign investors who 
are considering direct investment in the US. It 
comprises explanation of taxes, the U.S.'

’ 

Securities and Exchange Commission, financing, 
accounting and auditing practices, etc. 
(B. 103.531) 

l-IEITMANN2 John T.;LEBOV1DGE, Alan L.; 
RUDDEN, John T, V 

Expatriate tax planning. A practical approach. 
New York, Coopers & Lybrand, 1981. 58 pp. 
How the United States taxes expatriates. 
(3'. 103.533) 

FEDERAL ESTATE AND GIFT TAXES: 
Code and Regulations as of April 22, 1981. 
Including Federal Income Taxes of Estates and 
Trusts (Subchapter J). '

' 

Chicago, Commerce Claering House, Inc. , 

‘ 1981.877 pp.,$ 8.50. » 

Full texts ofthe estate, gift and generation '

, 

V 

’skipping transfer tax provisions of the lnleirl'n'al 
Revenue Code and corresponding regulations. 
Selected procedural Internal Revenue Code

V 

sections are also reproduced. ' 
‘- ‘ 

(B. 103.447) 

FOREIGN TAX PLANNING 1981'. 
Tax Law and Estate Planning Series. Tax Law'- 
and Practice Course Handbook Series Numbe’f 
151.

' 

New York, Practising Law Institute, 1981.776 
PP- ' 

One of a series of handbooks published annually 
by the Practising Law Institute. Its primary 
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function is to serve as an educational supplement 
to courses. Papers printed include: New income, 
tax treaty developments, by Marshall I. Langer; 
Foreign Investors in US. Real Estates, by Susan 
F. Klein; Reacting to changes in Tax Havens, by 
'Roy Albert Povell, I 

(B. 103.409) 

FOREIGN SECURITIES TRANSACTIONS 
in the United States of America. 
A Guide for the foreign issuer. 
New York, Dcloitte Haskins & Sells, 1981.27 
PP- 
U.S. security laws explained and an overview of 
US. accounting and auditing practices. 
(B. 103.532) 

LAFFER, Arthur B. 
De fiscus onder het mes. De gunstige gevolgen 
van belastingverlaging. 
Huizen, Uitgeverij de Sfinx, 1981. 58 pp. 
Dutch translation of “The Ellipse, an 
Explanation of the Laffer Curve in a Two Factor 
Model". .

: 

(B. 103.603) 

Uruguay 
TAXATION IN URUGUAY. 
International Tax and Business Service. New 
York, Deloitte Haskins & Sells,‘1981. 51 pp. 
General introduction to the tax system in 
Uruguay in the series “International Tax and 
Business Service” prepared by Deloitte Haskins & Sells. 
(B. 18.107) 

Venezuela 

TAXATION'IN VENEZUELA 
International Tax and Business Service. 
New York, Deloitte Héskins & Sells, 1981. 76 
PP- 
General introduction to the tax system in. 
Venezuela in the series “International Tax and 
Business Service" prepared by Deloitte Haskins & Sells. 
(B. 18.114) 

ASIA’ & THE PACIFIC 
Australia 

CLIENT BULLETIN. 
Special Budget Issue. 
Comments on Federal’Budget 1981—1982. 
Sydney, Hungerford Hancock & Offner, 1981. 
16 pp. ‘

' 

Summary of the more significant changes 
affecting taxation presented in the 1981-1982 
Federal Budget. . 

(B. 51.800) 

M'ANNIX, E.F. 
Tax Avoida‘nce 1981. The New Law. 
Sydney, Butterworths, 1981. 41 pp. 
Commentary on the new general anti-avoidance 
provisions enacted by the Income Tax Laws 
Amendment Act (No. 2) 1981, now contained in 
Sections 177 A to 177 G of the Income Tax 
Assessment Act. 
(B. 51 .836)‘ 

MINING IN AUSTRALIA. 
Sydney, Hungerford Hancock & Offner, 1981. 
12 pp- .

‘ 

Outline of Australian mining laws and 
regulations and the impact of income tax upon 
the mining industry in Australia. 
(B4 51.798) 

’ DOING BUSINESS IN AUSTRALIA. 
Sydney, Hungerford Hancock & Offner,'1980. 
12 pp. - 

. Booklet presenting a broad guide 16 matters that 
need to be considered by investors who might 
wish to carry on business in Australia. 
(B. 51.799) 

China (People’s Rep.) 
CHINA’S ECONOMY IN THE 19805. 
Hong Kong, Economic Information & Agency, 
1980. 448 pp., $ 100. 
Collection of papers (in Chinese and English) 
delivered at a Seminar on China’s Economy in 
the 19805. ' ‘ 

(B. 51.623) 

VOLKSREPUBLIK CHINA. 
Aussenhandelsschiedsgerichtsbarkeit,_Hinweise 
fiir Kooperationsgeschéfte und 
Durchffihrungsbestimmungen zur 
Devisenkontrolle. - 

Berichte und Dokumente zum ausléindischen 
Wirtschafts- und Steuerrecht. No. 145. 
Cologne, BFAI, 1981.22 pp., 5 DM. 
Introduction and text of the regulation 
concerning international trade arbitration, 
implementing rules to foreign exchange control 
and references to cooperative ventures. 
(B. 51.822) 

BESONDERHEITEN DES AUSSEN— 
handels der Volksrepublik China.

1 

Frankfurt, Dresdner Bank, 1980.63 pp. 
Explanation of some particulars of China’s 
foreign trade. ~ 

(B. 51.839) 

India 

CHATURVEDI, K.; PITHISARIA,‘S.M. 
Income-tax rulings. Volume 1. 
Calcutta, Eastern Law House, 1979. 936 pp. 
Volume One of a series containing income tax 
rulings arranged in accordance with Sections 1 to 
27 of the Income Tax Act 1961, with reference 
to case law and official recommendations of 
committee reports. 
(B. 51.831) 

INVESTING IN INDIA. 
A Guide to entrepreneurs. 
New Delhi, Indian Investment Centre, 198]. 139 
pp., $ 10.00. 
Guide containing information needed by foreign 
entrepreneurs intending to invest in India. 
(B. 51.828) 

Indonesia 

PRIORITY LIST FOR FOREIGN 
investment of the year 1981. 
Jakarta; Investment Coordinating Board, 1981. 
56 pp. (photocopies). 
Full text of the 1981 Priority Rating List for 
foreign investments.

' 

(B. 51.809) 
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Japan 

YUJ I GOMI, 
Guide to Japanese taxes. 1981-1982. 
Tokyo, Zaikei Shobo Sha, 1981. 490 pp., 3500 
Yen. 
Annual guide to Japanese taxes providing 
information on the main features of Japanese 
taxes levied as of 1 April 1981. For the first time 
this edition is bilingual (English and Japanese). 
Distributed by Kluwer Law Publishers, P.O. 
Box 23, Devemer, the Netherlands. 
(B. 51827) 

JAPANESE CORPORATION TAX 
Information. 
Tokyo, Klynveld Main Goerdeler', 1981.5 pp. 
Summary of the Japanese corporation tax for 
anyone who plans investment in Japan. 
(B. 51.815) .'

_ 

Korea 

KYU-CHANG, Cho. 
Koreanisches Bfirgerliches Gesetzbuch. 
Textausgabe mit Einleitung und Erklérungen 
koreanischer Rechtsbegriffe. 
Frankfurt, Alfred Metzner Verlag,‘l980. 228 
pp., 32 DM. 
German translation of the Korean Civil Code ‘ 

with an introduction and explanation of Korean 
legal terms. 
(B. 51.825) 

Pacific Islands 

PACIFIC ISLANDS YEAR BOOK. 
Editor: John Cartér. Fourteenth edition. 
Sydney, Pacific Publications, 1981. 560 pp. 
Basic data and general information on all the 
Pacific Islands in alphabetical order from

’ 

American Samoa to Western Samoa (39 in 
total). . 

(B. 51.841) 

Thailand 

THAILAND BUSINESS LEGAL 
Handbook. 
Fifth edition. January 1980. 
Revised September 1980. 
Bangkok, International Legal Counsellors 
Thailand, Ltd., 1980. 68 pp. 
Information on investment law, corporation 
law, taxation and other subjects related to doing 
business in Thailand. 
(B. 51.808) 

Trust Territory of the 
Pacific Islands 

1980 TRUST TERRITORY OF THE 
Pacific Islands. 
33rd Annual Report. 
October 1, 1979 to September 30, 1980. 
New York, United Nations, 1981.'171 pp. 
Annual report for the 1980 fiscal year prepared by 
the Department of'the Interior. Activities in the 
economic, social, educational, political and 
taxation fields are covered. 
(B. 51.835) 

' DE CORTE, R. 

EUROPE 
Belgium 

ROUSSEAUX, 1.; DE WOLF, E.J.‘; 
TIBERGHIEN, A.; DILLEN, J. 
Fiscaal zakboekje 1981.

_ 

Antwerpen, Kluwer, 1981. 125 pp. 
“Fiscal pocket book 1981” contains a brief 
overview of all the relevant provisions of the 
major tax laws in Belgium. 
(B. 103.554) 

Fundamentele Belgische wetgeving. (FBW). ' 

Antwerpen, Kluwer, 1977. 
Loose-leaf Work containing consolidated text of 
the Belgian legislation covering public law, 
social law, judicial law and public notary law. 
The material is kept up to date by supplements. 
V(B. 103.575) 

WIAMS, A.; SCHOLLAERT, R. -
‘ 

Elseviers Belasting-Almanak 1980. 66 editie. 
Brussels, Elsevigr Sequoia, 1980. 176 pp.

' 

Annual fax almanac providing information on 
how to file individual income tax returns' on 1979 
income. French and Dutch editions are 
available. 
(B. 103.528/529) 

JURIDISCHE VERWIJZINGEN EN 
afkortingen. 
Verslag van de Interuniversitaire Commissie 
Juridische Citeerwijzen en Afkortingen. 
Antwerpen, Kluwer Rechtswetenschappen, 
1981. 57 pp. .' 

“Legal References and Abbreviations” is 2'; 

report of the inter-university committee which 
considered methods of legal citation and 
abbreviation. 
(B. 103.610) 

Eastern Eufope 

KUIPER, W.G.
V 

Transacties met Cost-Europa. Fiscale aspecten. 
Fiscale en juridische documentatie voor 
internationaal zakendoen. 
Deventer Kluwer, 1981. 98 pp. V 

Monograph on doing business in Eastern Europe 
(Bulgaria, German Democratic Republic, 
Hungary, Yugoslavia, Poland, Romania, the 
U.S.S.R. and Czechoslovakia). Tax aspects in 
connection therewith are dealt'with thematically 
with emphasis on Dutch tax law from the 
investor’s point of View! International double 
taxation treaties are included. 
(B. 103.518) 

France 

LA TAXATION D’OFFICE A 
l’impét sur le revenu. 
Annale's dc la‘Faculté de droit et des sciences 
politiques, Tome XXXI. 
Paris, Librairie générale de Droit et de 
Jurisprudence, 1980. 166 pp. 
Text of paper, introduction and discussion of a 
study day convened by the French Society of 
Fiscal Law in Strasbourg on 3-4 May 1979 on the 
subject: tax assessment as estimated by the tax 
administration in French tax law. 
(B. 103.368) 
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German Federal Republié 
QUAST, Dieter; RICHTER, Heinz; 
SCHMIDER, Karl-Heinz; . ‘ 

Praxis der S'teuerbegfinstigten Kapitalanlagen. 
Band IV. 
Cologne, Peter Deubner Verlag, 1981. 217 pp. , 

98 DM. ~ 

Fourth yolume of a practice-oriented analis of 
the basis and the tax consequences of capital 
investments subject to tax relief, containing, 
inter alia, current case law With respect to “loss— 
creating” and “Bauherren” models, negative 
capital account, etc. 
(B. 103.448)- 

KRAUSE, Michael; LAULE, Gerhard; 
MENNEL, Annemarie; MOSSNER, Jérg 
Manfred; RUNGE; Berndt; VIEGENER, 
Johannes. ‘ \ 
Principles of German tax law. 

‘ 

.
, 

Seminar B. International Congress Center 
Berlin. 20-25 September 1981. 130 pp. 
Explanation of the principles of German tax law 
arranged thematically per major tax levied. The 
taxation of foreign business activities and special 
aspects of German tax legislation applicable to 
non-residents are included. 
(B. 103.499) 

ZWEIGERT, W.E. 
Zur Massgeblichkeit der Handelsbilafiz ffir die 
Steuerbi'lanz. Heft 121. 
Entwicklung, Probléme und Vorschlége‘ 
Bonh, Institut “Finanzen und Steuern”, 1981‘ 
113 pp‘,25.50 DM. ' 

Monograph discussing the importance of the 
commercial balance sheet insofar as it serves as

I 

the basis for the fiscal balance sheet. The authdr 
also discusseé a number of problems in this field 
and gives proposals to solve them. 
(8.103.563)~ 

' 

I

- 

FUEST, Winfried; KROKER, Rolf. 
Privatisierung 6ffentlicher Aufgaben. 
Beitréige 'zut Wirtsqhafts- und Sozialpolitik. 
Cologne, De‘utscher Institutsverlag, 1981. 46 
pp., 10.80 DM. 
Delimitation of private and public functions and 
the taking over of public functions by private 
persons. ' 

(B. 103.501) 

HORSTMANN, Franz; NIEMANN, Usula; 
ROSE, Gerd. 
Steuerberater—Jahrbuch 1980/81. 
Cologne, Verlag Dr‘ Otto Schmidt, 1981.645 
pp., 105 DM. ‘ 

-
. 

Annual manifest of German Tax Consultants 
containing a variety of articles on practically all 
aspects of German tax lav'v. 
(B. 103.281)

’ 

TROLL, Max. ‘ 

Haus- und Grundbe‘sitz im Steuerrecht. 
Wicsbaden, Forkel'Verlag, 1981. 494 pp. 
Loose-leaf woi'k providing a commentary on the 
_various tax aspects (income tax, business tax, 
net worth' tax, turn0v_er tax, etc.) of real property 
in Germany. 
(B. 103‘438) . 

HANDBUCH ZUR LOHNSTEUER 
1981. Stand: 1. April 1981. 
Schriften des Deutschen wissenschaftlichen 
Steuerinstituts der Steuerberater und V 

Steuerbevollmfichtigten.
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Munich; Verlag C.H. Beck, 1981. 604 pp., 48 ' 

DM. - 

Handbook containing all the relevant provisions 
to [he wage tax. 
(B. 103.316) 

FICHTELMANN, Helmar; MITFELBACH, Rolf; 
PETZOLDT, Rolf; SCHULZE ZUR - 

WIESCHE, Dieter. 
SIeuer-Formular-Handbuch. 2. qrweiterte 
Auflage. , 

Cologne, Peter Deubner Verlag, 1981.616 pp. 
138 DM. 
Second edition of a handbook reproducing and 
explaining forms used in tax matters, 
particurlarly concerning procedures to be 
followed by taxpayers requesting special 
treatment in the payment of the 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. 103.471) 

Greece 
.

‘ 

TAX AND OTHER INCENTIVES 
available in Greece to foreign investors. Third 
edition. 
Athens, Investment Bank, 1981. 18 pp.

. 

Booklet explaining the investment incentives for 
foreign investors in Greece inEIuding the 
incentives of Law 1116/1981 and by-laws. 
(B. 103.569) 

Ireland 

LAW OF VALUE-ADDED TAX. 
Dublin, Stationery Office, 1981. 577 pp., 
£40.00. 2 

, 

‘ 

_

‘ 

Loose-leaf publication containing unofficial
3 

consolidated text of the Value-Added Tax Act, ’ 

1972 as amended last on 28 May 1981.
_ 

The statutory instruments comprising the value 
added tax orders and'the value added tax 
regulations are included. The material will be 
supplemented by amending pages. 
(B. 103.540) 

Malta 

DELIA, E.P. 
Taxation: An-cvaluation. . 

Malta, Chamber of Commerce, 1981.83 pp., £M 1. ..
> 

Study which evaluates the role of taxation in the 
Malgese economy. 
(B. 103.611) 

Netherlands
V 

VAN SOEST, AJ. '.. 

Belastingen. Inkomstenbe‘lasting, Ve[moge[ls- 
belasting, Vennootschapsbelasting. nertiende 
druk. - ‘ 

Arnhem, Gouda Quint, 1981.499 pp., 75 DH. 
New authors of the fourteenth edition of this 
textbook are: P. den Boer, F.W.G.M.‘van 
Brunschoten and J. van Soest. The textbook 
provides an annotated text of the individual 
income tax, the net wealth tax and the corporate 
income tax as of] March 1981. 
(B. 103.524)

' 
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BARTEL, J.C.K.W. 
Familievennootschappen. 'Derde herziene druk. 
Fiscale monografieén No. 2. 
Deventer, Kluwer, 1981. 281 pp. 
Third revised edition of monograph analysing 
family or closely-held companies and their tax 
aspects with reference to case law as of 31 
December 1980. 
(B. 103.558) 

WEGWIJS IN PREMIELAND. 
Subsidies, garanties en belastingmaatregelen 
voor bedrijven 1981. 
The Hague, Ministerie van Economische Zaken, 
1981. 62 pp‘ ‘ 

A survey of subsidiaries and tax incentives 
available to business for the year 1981. 
(B. 103.547) 

CREUSEN, E.M.G. 
Inkomsten uit andere arbeid. 
Arnhem, Gouda Quint, 1981. 137 pp., 31,50 
Dfl. . 

Monograph analysing the individual income tax 
aspects of remuneration on earned income other 
than income from an employment or other 
earned income specifically mentioned in the law. 
(B. 103.559) 

HOFSTRA, HJ. 
Inkomstenbelasting. 
Tweede druk. Fiscale hand- en studieboeken. 
N0. 2. 
Deventer, Kluwer, 1981.391 pp. 
Second revised edition of monograph describing 
the individual income tax as of 1 June 1981 — in 
the series “Fiscal Guides and Textbooks” — with 
reference to case law. 
(B. 103.513) 

FINKENSIEPER, J.M.F. 
Compendium van de omzetbelasting. Derde 
herziene druk. 
Deventer, Kluwer,.198l. 168 pp. 
Third revised edition of survey of value-added 
tax in the Netherlands. The tax on value added 
is explained thematically rather than article—wise. 
The text of the statute is appended. 
(B. 103.515) 

MOLTMAKERJK. 
Belastingen van rechtsverkeer. 3e herziene 
druk. 
Fiscale monografieén. No. 25. 
Deventer Kluwer, 1981. 216 pp. 
Third revised edition of monograph explaining 
the transaction taxes (real property transfer tax, 
insurance tax, capital transaction tax and stock 
exchange tax). The texts of the statutes are 
appended. 
(B. 103.516) 

DE LANGE, Siebe C.; DE WIT, Severin. 
Kort begrip van het fiscaal strafrecht. 
Fiscale mohografieén. N0. 33. 
Deventer, Kluwer, 1981.212 pp. 
Monograph explaining the concept of penal law 
in tax matters under Netherlands legislation. 
Relevant texts of statutes are appended. 
(B. 103.514)

/ 

Norway 
REFSLAND, Thor; THESEN, G.E. 
Investeringsavgiften. 
Kommentarer til lov 0m avgift p) investeringer 
m.v. av 19. juni 1969. 
Annen utgave. 

7 
Outline of the new system of stock relief for the 

Oslo, Norsk Skattebetalerforening, 1981. 351 
PP- 
Second revised edition of monograph, updated 
as of June 1981 , describing the tax on the 
investment of assets payable by entrepreneurs 
registered for the tax on value added. 
(B. 103.525) 

United Kingdom 
THE NEW SYSTEM OF STOCK RELIEF. 
Client Information Letter 81/4. 
London, Arthur Andersen, 1981. 16 pp. 

use of clients and staff of Arthur Andersen & 
Co. 
(B. 103.521) 

BU'ITERWORTHS YELLOW TAX 
Handbook. Twentieth edition. 1981-1982. 
Edited by Moiz Sadikali. 
London, Butterworths, 1981. 1143 pp., £ 14.50. 
Setting out the amended text of the Tax Acts 
relating to income tax, corporation tax and 
capital gains tax as operative for 1981-82. 
(B. 103.511) 

FINANCE ACT 1980. 
Client Information Letter 81/3. 
London, Arthur Andersen, 1981.36 pp. 
Summary of the tax changes effected by the 
Finance Act 198] for the use of clients and staff 
of Arthur Andersen & Co. 
(B. 103.502) 

PINSON, Barry; GARDINER, John. 
Pinson on revenue law. Fourteenth edition. 
London, Sweet & Maxwell, 1981. 719 pp., £ 32. 
paperback £ 17.75. 
Fourteenth revised edition of introductory 
textbook to the study of revenue law, comprising 
individual income tax, capital gains tax, 
development land tax, corporate income tax, 
capital transfer tax, value added tax and stamp 
duties as amended by Finance Act 1981. 
(B. 103.541) ' 

INTERNATIONAL 
BEAUCHAMP, André. 
Guide mondial des paradis fiscaux. 
Paris, Bernard Grasset, 1981. 632 pp. 
Guide to tax havens considering the >

1 

characteristics which constitute a tax havenl The 
study considers the major tax haven countries in 
the world from Andorra to Vanuatu, in 
alphabetical order. 
(B. 103.522) 

THOMSON, Francis J. 
Elsevier’s Dictionary of Financial Terms, in 
English, German, Spanish, French, Italian and 
Dutch. ' 

Amsterdam, Elsevier Scientific Publishing 
Company, 1979. 496 pp. 
This dictionary is intended for the use not only 
of tranSlators, interpreters and students but also 
of business men, economists, bankers and 
correspondents. The terms reflected are those 
which are actually used and the equivalents in 
other languages are given. Synonyms are listed 
under one heading, leaving the choice of the 
equivalent, which depends on the context, to the 
user. 
(B. 103.557) 
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Loose-Leaf ServiCes 
Received between December 1 and December 31, 1981. 

AUSTRALIA 
AUSTRALIAN INCOME TAX — 
LAW AND PRACTICE: 
— Cases 

release 39 
— Current taxation 

release 9
_ 

Butterworths, Pty. , Ltd. , Chatswood. 

BELGIUM 
DOOR‘LOPENDE DOCUMENTATIE '- 

INZAKE BTW/LE DOSSIER PERMANENT 
DE LA TVA ' 

release-131 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELE’ 
Tome I, releases 40 and 41 
Tome II, release’39 
Tome VII, release 43 
Tome X, release 48 
'Tome XII, release 34 
Tome XIV, release 143 
CED-Samsom, Brussels. 

GUIDE FISCAL PERMANENT 
- release 429

' 

Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome 11, release 34 
Tome IV, release 1 

CED-Samsom, Brussels. 

L’INDICATEUR FISCAL 
release 11 
CED‘Samsom, Brussels. 

CANADA 
CANADA INCOME TAX GUIDE REPORTS 
release 165 ‘ 

CCH Canadian, Ltd., Don Mills. 
CANADA TAX SERVICE — RELEASE 
releases 357-360 
Richard de Boo, Ltd., Toronto. 

CANADIAN CURRENT TAX 
releases 41-45

I 

Butterworths, Pty., Ltd., Scarborough. 

CANADIAN SALES TAX REPORTS 
release 168 
CCH Canadian, Ltd., Don Mills. 
CANADIAN TAX REPORTS 
releases 507-510 
CCH Canadian, Ltd., Don Mills. 
DOMINION TAX CASES 
releases 30-32 

_ 
CCH Canadian, Ltd. , Don Mills. 
FOREIGN INVESTMENT IN CANADA 
—- Report Bulletin 

release 84 
Prentice-Hall of Canada, Ltd., Scarborough. 

COMMON MARKET (EEC) 
DROIT DES AFFAIRES DANS LES PAYS 
DU MARCHE COMMUN 
release 134 
Editions Jupiter, Paris. 

DENMARK 
SKA'ITEBESTEMMELSER: 
— Dobbeltbeskatningsoverenskomster 

release 13 
.

' 

— Moms ‘ 

release 49 
A.S. Skattekartoteket 
Copenhagen. 

Informationskontor, 

FRANCE 
BULLETIN DE DOCUMENTATION 
PRATIQUE DES TAXES SUR’LE CHIFFRE 
D’AFFAIRES ET DES CONTRIBUTIONS 
INDIRECT ES 
release 17 
Editions Francis Lefebvre, Levallois-Perret. 
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DICTIONNAIRE PERMANENT— DROIT 
DES AFFAIRES 
releases 87 and 88 
Editions Législatives et Admiqistratives, Paris. 

DICTIONNAIRE PERMANENT- FISCAL ' 

releases 122 and 123 
Editions Législatives ct Administratives, Paris, 

JURIS CLASSEUR— CHIFFRE D’AFFAIRES — 
COMMENTAIRES ‘ 

releaée 6110 
Editions Techniques, Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
COMMENTAIRES — IMPOTS DIRECTS 
release 1128 
Editions Techniques, Pafis. 

GERMAN FEDERAL REPUBLIC 
DEUTSCHE GESETZE 
Schénfelder 
release 59 
CH. Becksche Verlagsbuchhandlung, Munich. 
DOPPELBESTEUERUNG 
Korn-Dietz—Debatin 
release 43 
‘C.H. Becksche Verlagsbuchhandlung, Munich‘ 

RECHTS— UND WIRTSCHAFTSPRAXIS 
STEUERRECHT 
release 263 
Forkel Verlag, Stuttgart. 

STEUERERLASSE IN KARTEIFORM 
release 243 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERGESETZE 
release August . 

CH. Becksche Verlagsbuchhandlung, Munich. 
STEUERRECHTSSPRECHUNG IN ' 
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TAXING FOR DEVELOPMENT: ‘ 

Corporate Taxation in J apan 
by Dharmendra Bhandari * 

I. GENERAL 
Japan has few mineral resources, has to import almost all its raw material and 
food, and still has the second largest economy in the non-Communist world 
(after the United States). Its economy grew faster than that of any ,other coun- 
try in the world during the 19605 and its economic growth has been largely 
based on manufacturing exports. Economists predict that at the present rate 
of economic growth, Japan will overtake the United States in the next decade: 
to be the leading economic super power.

~~
~ ~

~ Pacific Ocean 

Real GNP growth rate 
Countries. 1979 1980 1981 -

' 

. Japan 5.9 5 4 - 

United States‘ 3.2 —0.75 0.75
1 

West Germany 4.5 1 .75 -0.25 ‘ Today, Japan accounts for 10% of 
' Great Britain 

_ 

1 .6 -2.25 -2 the world’s Gross National Product, OECD aVerage 3-3 1 2 even though it has 3% of the world’s 
population and 0.3% of the world’s 
land (of which only 15% is arable). A comparison of the percentage in- 
crease 'over the previous years of the 

V 

real gross national product with the 
V industrially advanced countries of 
the West will illustrate'Japan’s out- 
standing economic performance. 

Source:(i) Based On OECD Econ-. 
omic Outlook No. 28, De—

' 

cember1980. 
(ii)_ Figures for 1980 are ex- 

pected performance while 
those of 1981 are future 
projections. - 

ll. INTRODUCTION 
The cprporafe tax policy of Japan is baSed upon the principle of reducing the 
effectlve rate of tax through various tax deductions and exemptions to en'- 

' courage economic growth. ' 

One significant measure , which was specifically aimed at encouraging exports 
prior to its amendment in 1964, was the total exemption of export income 
from taxable income. This measure had to be terminated when Japan became 
a full fledged member of the International Monetary Fund by accepting Arti- 
cle VIII of the IMF provisions. Japanese Corporate Tax Law, while terminat- 
ing the tax exemption for export income, introduced new tax measures aimed 
at encouraging exports by providing a wide range of relief through deprecia- 
tion, reserves and incentives. (These are discussed in detail later on.) 
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Article VIII 
General Obligations of Members 

Section 1. Introduction ,
‘ 

In additioh to the obligations assumed under other artigles 
of this Agreement, each member undertakes the obllga- 
tions set out in this Article. - 

Section 2. Avbidance of restrictions on current pay- 
- ments ‘

' 

(a). Subject to the provisions of Anicle VII, Section 3(b) and 
Article XIV, Section 2, no member shall, ‘without the ap- 
proval of the Fund,.impose restrictions on the making of 
payments and transfers for current international transac- 
tions. 

(b) Exchange contracts which involve the currency of any 
member and which are contrary to the exchange control 

- regulations of that member maintained or imposed consis- 
tently with this Agreement shall be unenforceable in the ter- 

' ritories of any member. In addition, members may, by 
mutual accord, cooperate in' measures for the purpose of 
making the exchange control regulations of either member 
more effective, provided that such measures and regula- 
tions are consistent with this Agreement. 

Section 3. Avoidance of discriminatory currency 
practices ' 

No member shall engage in, or permit any of its fiscal agen- 
cies referred to in Article V, Section 1 to engage in any dis- 

prac'tices, whether within or outside margins under Article 
IV or prescribed by or under Schedule C, except as au— 
criminatory currency arrangements or multiple currency‘ 

thorized under this Agreement or approved by the Fund. If 
such arrangements and practices’are engaged in at the 
date when this Agreement enters into force, the member 
concerned shall consult with the Fund as to their progres- 
sive removal unless they are maintained or imposed under 
Article XIV, Section 2, in'which case the provisions of Sec- 
tion 3 of that Article shall apply. 

Section 4. Con Vertibility of foreign-held balances 
' 

(a) Each member shall buy balances of its currency‘held 
by another member if the latter, in requesting the purchase, 
represents: 
(i) that the balances to be bought have been recently ac- 

quired as a result of CUrrent transactions; or 
(ii) that their conversion is needed for making payments 

for current transactions. 
The buying member shall have the option to pay either in 
special drawing rights, subject to Article XIX, Section 4, or 
in the currency of the member making the request. 
(b) The obligation in (a) above shall not apply when: 
(i) the convertibility of the balances has been restricted 

consistently with Section 2 of this Article or Article VI, 
Section 3; 

(ii) the balances have accumulated as a result of transac- 
tions effected before the removal by a member of re- 
strictions maintained or imposed under Article XIV, > 

Section 2;
_ 

(iii) the balances have been acquired Contrary to the ex- 
change regulations of the member which is asked to 
buy them; . . . 

(iv) the currency of the member requesting the purchase 
him) 

been declared scarce under Anicle VII, Section 
3 a ;or 

(v) the member requested to make the purchaSe is for any 
reason not entitled to buy currencies of other members . 

from the Fund for its own currency. 

' 

Residential status 

" 

. All corporate taxpayers are classified as either domestic 
. 

‘ or foreign corporations. A domestic corporation is a cor- 
A 

. ,poration having its head office in Japan. A foreign corpo- 
. ration is a corporation other than the domestic corpora- 

. tion. Thus, a corporation-whose head office is registered 
in'a country outside Japan would be a foreign corpora- 

. 

_ 

' 

tion,,e\'/en if its main place of business is located in Japan. 
‘ -Dom¢stic corporations are taxed on world-wide income 
while foreign corporations are taxed only on J apanese- 
sourCe income. 

' The entities subject to corporate tax are: 
' 

(i) ordinary ,jcorporations (a joint stock company, 
limited company, other companies, etc.); 

(ii) corporations in public interest, such as incorporated 
associations, foundations, etc.; _ 

.

v 

(iii)cooperative 
_ 

associations, such as agricultural 
cooperative associations, small enterprises coopera- 
tive associations, etc. ;» 

(iv) non-juridical organisations with designated rep- 
resentatives or managers. 

100 

III. TAXABLE INCOME 
Paragraph 1 of Article 22 0f the Corporation ,Tax Léw: 
provides that the amount of income for each accounting 
period of a domestic corporation is the receipts for the 

" accounting period concerned less the expenses for the 
same accounting period. - 

Paragraph 2 of Article 22 of the Corporation Tax Law 
provides that the amounts to be included in the receipts 
for thevaccounting period concerned in computing the in- 
come of a domestic corpoIation are, unless otherwise 
provided, the receipts derived from sales of assets, trans— V 

fer or furnishing of assets or services, whether for a con- 
sideration or not,- acquisition of assets by gratuitous 
transfer and any other transactions other than capital 
transactions, etc. . 

Paragraph 3 of Artricle 22 of the Corporation Tax Law 
provides that the amounts to be included in the amount 
of expenses for the accounting period concerned in cOm- 
puting the income for each accounting period of a‘ 

domestic cor oration are, unless otherwise provided: 
(1) cost of $3 es, cost of completed work and similar costs 

corresponding to receipts for the accounting period 
concerned;_ ' 
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Section 5. Furnishing of information 
(a) The Fund may require members to furnish it with such 
information as it deems necessary for its activities, includ- 
ing, as theminimum necessary for the effective discharge

_ 

of the Fund’s duties, national data on the following matters: 
(i) official holdings at home and abroad of (1) gold, (2) 

foreign exchange; 
(ii) holdings at home and abroad by banking and financial 

agencies, other than official agencies, of (1) gold, (2) 
. 

foreign exchange; ‘

- 

(iii) production of gold;
_ 

(iv) gold exports and imports according to countries of des- 
tination and origin; . 

(v) total exports and imports of merchandise, in terms of 
local currency values, according to countries of desti- 
nation and origin; ‘ 

(vi) international balance of payments including (1 ) trade in 
goods and services, (2) gold transactions,- (3) known 
capital transactions, and (4) other items; 

(vii) international investment position, i.e., investments 
within the territories of the member owned abroad and 
investments abroad owned by persons in its territories 
so far as it is possible to furnish this information; 

(viii) national income; 
(ix) price indices, i.e., indices of commodity prices in 

wholesale and retail markets and of export‘and import 
prices; 

(x) buying and selling rates for foreign currencies; 
(xi) exchange controls, i.e., a comprehensive statement of 

' exchange controls in effect ,at the time of assuming 
membership in the Fund and details of subsequent 

V changes as they occur; and 
(xii) where official clearing arrangements exist, details of 

amounts awaiting clearance in respect of commercial 
and financial transactions, and of the length of time 
during which such arrears have been outstanding. 

(b) In requesting information the Fund shall take'into con- 

- information in such detail that the affairs of individuals or - 

sideration the‘ varying ability of members to furnish the data 
requested. Members shall be under no obligation to furnish - 

corporations are disclosed. Members undertake, however, 
to furnish the desired information in as detailed and accu- 
rate a manner as is practicable and, so far as possible, to 
avoid mere estimates. 
(0) The Fundmay arrange to obtain further information by 
agreement with members. It shall act as a centre fore the 
collection and exchange of information on monetary’and fi- 
nancial problems, thus facilitating the preparation of 
studies designed to assist members in developing policies 
which further the purposes of the Fund. 

Section 6. Consultation between members regarding 
existing international agreements ‘ 

Where under this Agreement a number is authorized in the 
special or temporary circumstances specified in the Agree- 
ment to maintain or establish restrictions on exchange 
transactions, and there are other engagements between 
members entered into prior to this Agreement which con- 
flict with the application of such restrictions, the parties to 
such engagements shall con‘Sult with one another with a 
View to making such mutually acceptable adjustments as 
may be necessary. The provisions of this Article-shall be 
without prejudice to the operation of Article VII, Section 5. 

section 7. Obligation to collaborate regarding policies 
on reserve assets '

' 

Each member undertakes to collaborate with the Fund and 
with other members in order to ensure that the policies of 
the member with respect to reserve assets shall be consis- 
tent with the objectives of promoting better international 
surveillance of international liquidity and making the spe- 
cial drawing right the principal resei've asset in the interna- 
tional monetary system. 

(2) selling expenses, general and administrative ex- 
penses and other expenses (excluding expenses other

_ than depreciation expenses, liability for which is not 
ascertained before the end of the accbunting period 
concerned); 

(3) losses for the accounting period concerned accruing 
from transactions other than capital transactions, 
etc. 

Paragraph 4 of Article 22 of the Corporation Tax Law 
provides that the amount of receipts for the accounting 
period concerned as provided for in paras. 2 and 3 must 
be computed in conformity with fair accounting stan- 
dards. 
Further, paragraph 5 of the same Article provides that 

. the term “capital transactions, etc.” as used in paras. 2 
and 3 is defined as transactions increasing or decreasing 
the amount of stated capital, etc. of a corporation or the 
distribution of_earnings or surplus. 

Exempt income 

Items excluded from gross revenue. in computation of 
taxable 1ncome are: 
© 1982 International Bureau of Fiscal Documentation 4 BULLETIN 

(1) Dividends received: Where a corporation (domestic 
'or branch of a foreign corporation) receives dividends 
from a domestic corporation, taxable dividends are com- 
puted by deducting from the gross dividends the interest 
paid by the corporation on borrowed funds, in the ratio 
of the average book value of the shares concerned to the 
average total assets. 
This exemption is not available if the relevant shares 
were acquired within one month prior to the end of the 
accounting period of the distributing company and sold 
within 2 months after the end of the accounting period. 
Where the dividends received,- minus interest, exceed 
dividends paid out by the corporation, then 25% of the 
excess is included in taxable income. HoWever, this in- 
clusion does not apply to branches of foreign companies. 
If may also be mentioned thatldividends received from 
foreign corporations are not exempt. However, credit 
for taxes is given in double taxation treaties, which Japan

_ 

has concluded with other countries. 
(2) Appreciation in value: Appreciation in value is not 
included in income even if a corporation increases the 
value of the asset in its books. However, appreciation in . 

value is recognized as income when entered in the books 
at the times of corporation reorganization and also in 
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cases of revaluation of stock held by- insurance corpora-
' 

tions. Depreciation, however, cannot exceed the actual 
cost of the aSSet. . 

' (3) Tax refund: Refunds of cbrporation tax,~ corporate 
inhabitant tax, etc. are not deductible as expenses. 
(4) Profit from consolidation‘or m'erger: If a surplus, ac- 
crues to an existing corporation after amalgamation or . 

merger, the part of the Surplus consisting of’ rgtainqd 
earnings of the‘ amalgamated or merged corporatlon W111 
not be included in gross income, V 

,

: 

Non-deductiblé expenses . 

Itefns not deductible incomputatioh of taxable iricorhe ' 

are: ~ . 
. 

. . 

(1) Certain taxes such as corporation tax, prefectural in 
habitants tax, penalties, fines, etc. ‘ 

, ‘

' 

(2) Capital expenditure which lengthens the useful life 
of fixed'assets or inCreases their value. v a - 

(3) Certain amount of contributions or donations except 
for contributions to- national or local government, or 
public welfare organizations,’etc. . 

’ 
‘ 

_ 
_

' 

(4) Remuneration and retirement allowances of direc- 
tors in excess of a reasonable amount or bonus paid to di- 
rectors. 

, 
, 

> _ _ 

. 

- 

V 
I 

. , 

(5) Expenses not-supported by Vouchers; and also social 
and_entertai'nment expenses in excess of the'spe‘cified 
limit. 

‘
' 

'(6) A write-down in the value of assets except in the 
event of damage due to disaster Or obsolescence in the 

' case of inventories or fixed assets or substantial'decline 
in the price of listed sha‘res. 

> 

» 

'

v 

Deductible éxpenses 

Normally, all necessary and reasonable expenses and 
costs may be deducted from gross income in order to ar- 
rive at net income. ‘ 

' '
’ 

(1) Taxes: Certainvtaxes such as excise taxes, interest tax 
on various national and local taxes, foreign taxes to 
which the foreign tax credit systemis not applied for 
domestic corporations and enterprise taxes are deducti- 
ble in computing taxable income. ‘ ' ' 

(2) Salaries, wages and pensions: Salaries and wages 
paid to employees of a corporation are deductible. Pen- 
sions paid to former employees are also deductible as are. 
retirement allowances paid to employees. . 

(3) Bonuses: Bonuses paid to employees are deductible 
but not if paid to directors. In the case of a person who is 
both a director and an employee, only that portion at- 
tributable tof his §tatus as employee is deductible.

‘ 

(4) Social insurance premiums: Social insurance pre- 
miums, payment to employees’ pension funds and simi-4 
lar payments by a corpofation are deductible. 
(5) Entertainment expefises: Entertainment expenses 
are dedflctible only to the extent considered reasonable 
by the tax authorities. Such expenses must be for‘the pur- 
pose of the business and supported by vouchers. Further, 
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9_0% of the excess of entertainment expenses over the _ 

fixed amounts cannot be deducted. The fixed amount is 
calculated as follows: 7 

Corporations with capital of ¥ 10 million 
or less " 

‘_ 
' ' 

Corporations with capital over ¥ 10 milliOn' 
but less than ¥150 million’ ¥ 3 million 
Corporations with capital over ¥ 50 million ¥ 2 million ' 

If the expenses for the current period are greater than 
105 %.of that of the preceding p¢riod, 'such e'xcess is disal- 
lowed. If it is less than that of the preceding period, how- 
ever, the full amount, subject to the’ limit stated above, is 
deductible. s ' 

-
' 

(6) Contributions: Contributions'arc generally fiot dc? 
ductible except when made to ‘ 

.. v . ,

' 

Ea) national and local governments: Vfully deduétible; 
b) public interest corporations, etc.: 'up to double the 

limit stated in (c) below; ‘ 

~ 
'

. 

(0) other contributions including contributions to politi- 
cal or religious organizations or societies: deductible 
up to half the total of 2.5% of profits plus 0.25% of » 

capital. .

- 

E73 
Bad debts: Bad debts may‘be deducted if:

I

a 

procedures, etc.; or 
(b) it is impossible to_ recover all the; 

cause of insolvency; or 
' 

_ 
. 

- 4- 

(c) business dealings have been suspended . for more 
thanayear; or 

' 

- 

' -' 
' 

-_ 

(d) the cost of collecting the debts will'be more than the 
amountofdebts. ‘ 

‘. m ' 

.'.' 

For reserve‘for bad debts, see V. Reserves. 
(8) Deferred expenses: Such expenses as are properly 
chargeable to capital account and recoverable by means 
of amortization over a period of more than one year are 
known as deferred expenses. Some of_the significant 
manners of treating deferred expenses are explained 
below: - 

K 
V_ 

. 
‘

' 

(a) deferred expense of less than ¥ 100,;000 per item is 
deductible in the year in Which it isvincurred; 

(b) the following specified deferred expenses may be ex- 
pensed in the accounting period inwhich they are in—_ 
curred: ' 

- 

.

I 

' — incorporation expenses; 
7 

. 

‘ » 

— interest paid to shareholders under; Section 291 
of the Commercial Code before'the corporation 
becomes profitable; 

V

' 

v -—_ research and development-expenditures;' 
— expenses incurred in opening a' business; 
— expenses incurred in developing a new market, 

etc.; - 

*— 'expenses incurred in issuing shares or deben4 
tures; ‘ 

dlscount‘on bonds. 
(c) The amortizatiOn 0f deferred ¢Xpenses Such as lump- I

, 

sum payments made to 0btain_kn’ow-how, premium ' 

, 
pald for renting premises, etc. is computed in the

, 

same manner as the depreciation of intangible assets 
by applying the straight line method. ,' 

(d) Expenditure for research and development paid to 
specified associations mainly engaged in research 
work, is deductible‘in full in the year of payment. 
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‘ ‘¥ 4 million_' 

there is a reconstruction scheme, special settlement
_ 

agreement or composmon admission under legal 
amount of debt be-

I



(9)' Royalties: Royalties. are treated as ordinary ex- 
penses. A lump-sum payment for an exclusive license is 
treated as an intangible fixed and depreciable asset. 
(10) Overseas travelling expenses and advertising ex- . 

penses: They are deductible to the extent that they are
' 

necessary, reasonable and are required for theactive 
conduct of the busmess. 
(11) Penalties: Penalties and fines are not deductible: 
whether imposed on the corporations or on their offic- 
ers. r 

‘ - 
I

' 

r (12) Repairs: Expenses incurred for'repairS'andjmainte- 
nance are deductible in full. -

. 

(13) Bribes: Deductibility of bribes depends on whether
‘ 

the payment of the bribe is objectively necessary for car- 
rying on the business. ‘ 

~ . . 

‘ IV. IDEPRECIATIO'N 
‘ The’ Corporate Tax- Law'provides for deduction for de- 
preciation of both tangible and intangible assets (includ- 
ing goodwill). Increased initial (16 reciatiOn is granted to 
.a corporation filing a blue return on qualifying machin- 
ery, equipment and buildings in the accounting'period in' 
which the assets are acquired. Accelerated deprecia_tion 
is granted for certain qualifying assets for certain con- 

_ 
secutive accounting periods. Assets which cost less than 
¥- 100,000 are deductible whenacquired. 
The‘ methods of _calculating depreciation are the: 
(i) straight line method; 4 

'(ii) diminishing balance 
method; (iii) sum of year’s digits method; Siv) "produc- 
tion method; (v).replacem_ent'method; (vi any other 
method specially approved by the District Tax Office. 
A corporation may choose one method for each group of 

' 

its depreciable assets from the depreciation methods 
mentioned above. The depreciation method must be re- 
ported in advance to the tax authorities and a change; of 
depreciation method requires the approval of the tax au- 
thorities; Depreciation expenses are deductible for tax 
purposes ‘to the extent they are entered into the tax-_ 
payers’ books. The “useful lives of fixed assets for com- 
puting the charge of depreciation are prescribed by sta- 
tUte. The useful lives in Certain cases where wear and tear 

‘ 

. is faster than usual can be shortened upon approval of the 
tax authorities. If machinery and plant are used for a 
longer time than the average, then, upon approval of the 
tax authorities, extra” depreciation is_ allowed. 
The depreciation method for different kinds of dépreci- 
able assets, which should in principle be applied, is 

briefly specified below: ‘ 

(1) Tangible fixed assets: straight line method, declining 
balance method or other method specially approved 
by the tax authorities. .

. 

(2) Intangible fixed assets (excluding mining rights and 
goodwill): straight line method or other depreciation 
method approved by the tax authorities. - 

(3) Goodwill: A method in which goodwill is’ amortized 
with the amortization limit being the acquisition 
cost. ' ' 

(4) Replacement assets: straight line method, fixed per— 
centagisl on reducing balance method or replacement metho . 

- 3 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

Statutory usefullives. For a better understanding; the 
statutory useful life of selected assets is shqwn below: 
Description of asset Useful life 

~ 

. 

~' (years) 
(1) Tangible fixed assets other than’ - 

'
' 

machinery and equipment 
Reinforced concrete buildings (for office) 65 
Wopden buildings (for office) ' 

. 26 
Steel vessels (2000 tons of more)‘ 4 

* 
' ‘ 15 

Steel tankers ' - 

' 13 
. Airplanes ‘ 

‘ 
' 

' ‘ 

‘ 10 
Electronic computer 

. 
_ 

'

6 
Trucks ' 

' 
‘ 4 

(2) Machinery and equipment '

‘ 

Chemical condiment manufacturing plants - 

'

7 
Sugar refinery plants - 

> _ 

' 13 
Beer brewery plants 

' 

‘ 14 ' 

Raw silk manufacturing plants 
3 

“ ' 
‘ 

’ 

10 
Pulp manufacturing plants ‘ 

- 12 
Chemical fertilizer manufacturing plants 

' 
' 10 

Synthetic fiber manufacturing plants , 

' 7 
Rayon yarn or staple manufacturing-plant ~ 9 
Plate or sheet glass manufacturing plant 14 
Cement furnaces 13 
Iron and steel manufacturing plants ’ 

> 

1 

‘ 
‘ 14 

Electrical machinery manufacturing plants ‘ 4/ " 11 
Radio or television broadcasting equipment . . 6 
Hydraulic power generation plant 

‘ _ 
22 

(3) Intangible fixed assets . 

Patent rights ‘ 

‘ 

. g 8 
Utility model rights 5 

The statutory useful life of an asset is determined on the 
assumption that the asset is new and used in the normal 
manner. This period can be adjusted according tothe ac- 
tual condition of the asset by making application to the 
Regional Taxation Bureau. 
The capital sum recoverable through depreciation is li- 
mited to 95%; the remaining 5% -is deductible when the- 
assets are written off or disposed. Normally, the account- 
ing of depreciation for tax purposes is the same as for 
business accounting, but if depreciation for business ac- 
counting exceeds the allowable limit for tax purposes, 
the excess part is disallowed in that year. _ 

Special depreciation. The Corporate Tax Law of J apan: 
provides special depreciation measures to stimulate ac- 

1. The blue return system is a tax incentive program designed to secure 
sound development of the self-assessment system and improvement of tax- 

- payers’ accounting practices. Thus, those corporations. which maintain such 
accounts as required'under the blue return system and report their income cor- 
rectly are given cenain privileges:

I 

(a) lo\sses may be carried forward for 5 years or backward fox; 1 year; 
(b) special depreciation methods are allowed; 
(c) special deduction for overseas transactions of technical services, etc. is 

allowed; 
' 

'

' 

(d) the amount credited as reserves is allowed as expenses ;‘ 
(e) in case errors are found in the calculation of taxable income based on the 

corporation’s books and records, the tax authorities can correét the tax- 
able income. 
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I 
tivities which the Government considers desirable. It 
should be noted that these measures make no provision 
for the cumulative amount of depreciation to be more 
than the ecst of the asset but do provide for increased de- 
duction in excess of normal depreciation, thus providing 
the benefit of the deferred payment of tax so that the 
company is left with more surplus which may be profita- 
bly utilized in other business activities. 
The special depreciation methods can be broadly clas— 
sified into (a) increased initial depreciation and (b) accel- 
erated depreciation. Increased initial depreciation al- 
lows, in excess of normal depreciation, deduction 'of a 
portionof the acquisition cost of an asset for the first 30-

, 

counting period in which the. asset is acquired, while ac- 
celerated depreciation permits a corporation to deduct a 
part of the acquisition cost of an allowablé asset in excess ‘ 

of normal depreciation for certain conSecutive account- 
ing periods. 
The special depreciation allowance may be credited to a 
'special depreciation reserve account which is treated as 
tax-free profit in the balance sheet, and one seventh of 
such special reserve must be added back to income in the 
succeeding 7 years. Such a reserve thus provides an in- 
terest-free loan from the Government but not a reduc- 
tion of _t_ax. 
The allowances for increased initial depreciation and ac- 
celerated depreciation for a few selected assets are men- 
tioned below: .

w 

Increased initial depreciation 

Percentage 
of the cost of 
acquisition 

1 Description Of asset 

(a) Qualified machinery and equipment 
used for: - 

(i) prevention of environmental 
pollution; (small and medium sized

_ 

enterprises may opt for increased 
’initial depreciation of 18% for the 
first 5 years) 

. ‘ 

(ii) manufacturing in the free trade zone
_ 

of Okinawa ‘ 27 
V 

(b) Qualified machinery and equipment used 
U for manufacturing in severely depressed 

' local industrial areas » 20 
(c) Qualified machinery and equipment: 

(i) designed not to cause envirOnmental 
pollution 1‘

. 

' 

V (ii) for recycling which may contribute 
to the efficient use of resources 

iii for saving of en/ergy 
iv used for manufacturing in develop- 

ing areas 
"

I 

(v) used to prevent accidents, ‘fire, gas 
explosions, etc. 

' 

- v

’ 

(Vi) special water supply equipment for 
industrial use . 

(vii) railway facilities, distribution of gas 
in urban areas, nuclear plants for 
generation of energy 

_104
' 

(viii) buildings in the free trade zone of 
Okinawa which include production 
facilities 

.

. 

(ix) electronic computers, but only 
large ones ' 20 

((1) Qualified machinery and equipment and 
areoplanes, if the price is more than ¥ 800,000, acquired by small and 
medium sized enterprises _ 

‘ 
' 14 

(e) Qualifiedbuildings used for manu— 
facturing and other equipment attached 
to it in the free trade zone of Okinawa 16 

(f) Qualified steel vessels of not less than 500 
tons gross (not less than 2,000 tons gross

' 

' for an ocean-going vessel) owned by 
shipping companies 15 

(g) Qualified equipment used by a medium 
sized enterprise: . — Building used for manufacturing and 

other equipment attached to it in 
developing areas, excluding 
Okinawa free trade zone 14 

(h) Qualified newly developed high quality 
plant or equipment with which the 
electronic equipment is combined 13 

(i) Buildings used foi manufacturing in 
undeveloped area§ 10 

(j) Qualified retail shops jointly operated 
by many retail merchants 8

' 

_ 

.Accglerated depreciation 

In additiori to ordinary depreciation based on statutory 
_ pseful life, the following accelerated useful depreciation 
715 allowed, if assets come within the following categories: 
; (a) 32% of ordinary depreciation for the first 5 years, on 

machinery used by members of cooperatives, textile 
I 

industries, etc. for promotion of small and medium 
sized enterprises, or the structural improvement pro- 
ject of textile industry; V 

(b) 20% of ordinary depreciation of machinery, equip 
ment and buildings of a corporation where not less 
than 20% of the employees are handicapped per- 
sons; 

(c) 50 or 75% of ordinary depreciation for newly con- 
tructed houses for rent;

. 

(d) 36% of ordinary depreciation for the first 5 years on 
facilities for storage of crude petroleum; 

(e) 32% of ordinary depreciation for the first 5 years on 
storage facilities such as fireproof warehouses used . 

for trade purposes and’silos for grains. '

- 

V. RESERVES 
While recognizing accepted accounting principles and 
the desire to attain specific economic policy aims, the 
Japanese Corporate Tax Law provides for deduction, as 
an expense, of the amount credited to specified reserves. 
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' 

It should be noted that these reserves provide for tax de-. 
ferral but not tax exemption. These reserves can be 
broadly classified into two groups, i.e. hikiatekin (a to e), 
which are justified by enerally accepted accounting 
principles, and junbikin f to i), which are allowed with a 
view to attaining certain economic policy objectives. 
( 1) Reserve for bad debts. The amount deductible as re— 

serve is subject to the following statutory limits: 
Business of the corporation Percentage of receivables 
Retail or wholesale 

> 
1.6 

Retail on installment payments 2.0 
Manufacturing _ 1.2 
Banking and insurance 0.5 
Others 1.0 
The resérve is treated as income in‘ the following ac— 
counting penod. The amount of reserve lS 1ncreased 
to 116% of 'the ordinary allowance for corporations 
with capital of not more than ¥ 100 million. 

(2) Reserve for loss on returned goods unsold. The 
amount deductible for such reserve is' subject to 
specified statutory limits and is available to publica- 
tions, pharmaceuticals, agricultural chemicals, 
cosmetics etc. The amount credited to such reserve is 
treated as income in the_ subsequent accounting 
period. » 

(3) Bonus reserve. Resefi/e for bonus is calculated by ap-
I 

plying the formula specified in the tax law and such 
reserve is added back in full in the following account- 
ing period. ' 

.(4) Other reserves. Reserves for retirement allowances, 
for special repairs and for repairs and guaranteeing 

I 
certain products are also deductible subject to cer- 
tain specified maxima, but «are added back to the in- 
come in the subsequent accounting period. 

’ 

(5) Reserve for price fluctuations. The maximum amount . 

deductible for such reserves is in principle 1.7% of 
the book value of inventories. 

j 
It is proposed to 

abolish this reserve within 5 or 10 years; during the’ 
transitional period, reduced deduction rates will be 
applicable. - 

(6) Overseas market development reserve for small and 
medium sized enterprises. Such reserve is allowed to a 
corporation with capital of not more than ¥ 1 billion 
and which derives income wholly or partly from over- 
seas transactions comprised of export of goods, or 

- processing of goods by the order of an exporter or 
large scale repairing of ships, the payment of which is 
made directly or indirectly in foreign currency. The 
amount that can be credited to such a reserve for 
meeting expenses to develop an overseas market is 
Subject to the following limits:- 
(a) for' corporations with capital of not more than ¥ 100 million, 3.6% in case of export of mer- 

chandise purchased from others and 8.4% for 
_ 

other exports; - 

(b) for corporations with capital of more than ¥ 10 
million but less than ¥ 1 billion, 0.66% in case of 
exports of merchandise purchased from others 
and 0.9% for other exports. 

One fifth of the amount credited to the reserve in one 
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accounting period should be addedback sdccessively 
to the income in 5 succeeQing years. 

(7) Reserve for overseas investment loss. If aidome'stic 
corporation acquires the stocks of the companies 
mentioned below which are issued for the_ creation or 
the increase of capital of such companiés, or it ex- 
tends credit in the form of loans or purchase of de- 
bentures, it can 'credit a certain amount to a reserve 
account to meet possible 108568 of the value by the de- 
cline' in their pnces, etc. Such reserve is deductible 
subject to the following limits: 

"

a 

(a) specified overseas business company 
which has its head office in a developing 
country .....‘ . .. 

(b) specified overseas investment company 
having its head office in Japan if it is g

. formed in order to invest in specified" ~

, 

overseas business companies . _. . . . 15% 
(c) nuclear fuel company, i.e. a foreign 

company which is engaged in recycling of . 

nuclearfuel . . . . . . .‘. 
. .. 40%, 

(d) specified overseas economic cooperation 
investment company which is engaged in 
investing in specified overseas economic 
cooperation company .' 

. . . . . . .> 25% 
(e) specified overseas economic cooperation “ 

company engaged exclusively'in activities 
making an important contribution to : 

economic cooperation between Japan 
and the developing country in which the 
head office is situated 

(f) natural resources prospecting company 
and investment company which is 
exclusively engaged in investing in and' 
prospecting for natural resourées . . 100% 

(g) natural resources development _
‘ investment company Wth is exclusively ' 

engaged in making such investment . 40% ' 

The amount credited to the reserve may be held for 5 
years, but from the sixth year one fifth of such 
amount should be added back to' the income in 5 suc- 
ceeding years. ~‘ '

- 

_.'1%V 

225%, 

- (8) Reserve for investment loss in free trade zones of 
Okinawa. If a corporation acquires stock, for the cre- 
ation or increase of capital, of a manufacturing com- 
pany whose head office is in the free trade zone of 
Okinawa, it may credit 15% of the acquisition cost of

I such stock to such reserve against a fall in the-market 
price of those shares. Such reserve can be held for 5 
years but from the sixth year one Seventh of such- 
amount should be- added back to the income_in the 
succeeding 7 years. 

' 

1 
' ‘ 

(9) Other reserves. Other reserves which are providgd’by 
the Japanese Corporate Tax Law for the promotlon 
of its economic policies are mentioned below: 
— structural improvement project 'reserve for small 

and medium sized enterrises; -.
V 

‘ — reserve for prevention of'mineral pollution of 
metal mining, etc.; , — depreciation reserve for specific railway con- 
struction; - 
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— ‘ depreciation reserve 'for‘~the construction of 
, atomic power gene‘ratioh; 

' 

- 

‘ ~ 
~—‘. depreciation reserve.fornspecific gas construc- 

Ation; . 

»' -.- ,, 

— forestation reserve; '. ' 

» —. reserve for pollution c0nt_rol; 
— sto'ck;tra,nsaction loss ‘reserve; 4 

‘ An explanation of one 'o_f the prpvisions 
V 

‘ 

with an attempt to coordiriate the 
economic and legal aspects‘ 

_Ta_x incentive for export of patents and know-how in 
— drought reserve, unusual trisks resegve, security Japan 

1. transaction responsibility. reserve,. reserve for 
. I 

.
7 

9108568 caused by'repurchase of electionic Com- A few exampIes are 9W9" be'0W_WhiCh Clearly indi- 
puters, and reserve for computer programs. I 

cate the Importance of such an Incentiveand that, 
" - 

- 

. 

' even ‘If the export of patent and know-how IS below 
It must be noted that all,these reserves are deductlble ~ cost price, it would stm be advantageous to Japanese 
as expenses under specified conditions but have to be - companies, rather than not to export paténts and 
added back tQ the income in subsequent years. Thus know-how. ' 

‘ ' 

V , 

Ehese PIOVIde for tax deferral and “Qt tax exemptlon- Ihis is perhaps one of the reasons which Stimulates 
- 

‘. 
- 

~ a anese com anies to enter into a‘hi hI co'm eti- 
Vl- TAX CONCESSPNS . 

. 

.- diva/and .techrEologically advanced nga‘rKet in-p the 
Though the basic phllosophy of the Japanese Corporate ; --wo;|d, as well as- enabling them 'to earn' foreign ex- 
T ax Law is to provide relief through tax deferral by a change.-~ - 

‘ ' 

~ 
‘ 

- 

4 ~ 
A ,. H 

Wide range 'Of reserves and dePIeCiafion allowances, it ‘ ‘Illustration: It isassumed that the rate. of tax on a 
also provides a few tax ihcentives especially for promot- 

‘ 

Japanese company is 42% ; the coSt of providing pa- 
ing exports and in rgspect of.capital gains. . 

. tent and know-hOw is ¥' 1,000. Suppose the company 
- exports patent and know-how: (i) at ¥ 1,200; (ii) at 

(1) Incentzves for overseas technical servzce transactions. ¥ 900; and (finfi “does not export at a“- Assuming 
If a Corporation has derived income Wholly‘or partly 
'in respect of overseas transactions of technical ser- 3:21? 

thér busmess Income of the C9mpfiny ls¥ 

vices, it is allowed a specialde‘duction, as follows: a

- 

(_a) patents, know-how, etc. resulting frOm research . 
Case/ 

. 
. 

. . 

work in the corporation which is alienated or of— If patent and know-how are ex- « - . 

fered in , 
exchange, 'diréctly or indirectly, for 

V 

ported at __ 
‘ 

¥ 1,200 
: 

foreign currency or its equivalent; Income from busmess ¥ 2,000 
(b) copyrights (except for cinematographic films) Incomefrom export Ofpatent ¥ 1200 

sOld or offered in exchange, directly or indi- 
' L935 003" LEE) ~ 

rectly, for forchign currgncy or its equivalent; . GroSsjtaxabIgirycome ' 

‘ 
¥ 2,200 

(c) such technical services as planning, consultation, ‘ 

“ ‘ LeSS tax Incentlve @ 28% 3 
.

~ 

supervision, etc., related to the construction or 
’ °f¥ 1200 ' 

“ LE 
production of plant or equipment, or specified Taxable income ‘ 

. 
¥ 1',864 

technical‘services for agriculture or fisheries or , 
-, Tax payable @ 42% on ¥ 1,864 : ¥. 783 

surveys performed in'exchange for foreign cur—3 
_ 

r Net amount avallable aftertaxes 
' rency or its equivalent, on condition that the ~ ‘- ¥ 1,081 + 335= ‘ ¥ 1,417 

‘ compensation for such services is ¥ 2 million or ' 
‘ a ‘ ' ‘

- 

more pe'rucontract. 
I 

Case II 
The deduqtlon,. however, shall‘not exceed 40 /o of ’"patentand know_how are _ 

corporate 1nc0me. ‘ 
‘ :vexponed at . 

' 

¥ 900
‘ 

From the examples in the next column it is clear that ‘ 

“1:333:33 3:32:35 
‘ 

. ‘¥ 900 
¥ 2,000 

if a J apanese' company exports patent and know-how ' 

i . 
v 

4 . 

v 7

. 

‘even at a 1035, it would have to pay less tax than if it . 

Less °°St°fpat9m ‘ ¥ 1’000 fl) 
does not export and can at the same-time increase its 

‘ 

, _ _ 
. 

¥ 1,900: 
cash.reSOurces_2 Less tax Incentive @ 28% of ¥ 900 fl 

2. VThe incentivcvfor'ékport of patents and know-how, copyright, technical . ¥2§aglealgfeogée4zy on ¥ 1 648 
_V 

¥',692 
¥ 1,648 

servicefees,etc.hasbeenconsiderablyreducedinthelastfewyears.Thetable 
’ 

I N tp 
y 

t .l bei- 
ft 

t’ 
' - -. 

below shows the high incentive given in the earlier years:' . 

‘ 
v 

e amoun aval a e er a-X '
' 

-. . . 
. ¥ 956 + 252: - ‘¥ 1,208 

Specml deductzon in percentage - 

Year, , . 

Patent, kno_w-how Copyrights Technicalservice fees 
I 
Case I” 

1964.1975' 70 _ 
30 V 

- 20 
' 

7 

- 

, If a company does not export patent 
» 

‘ ' _|ncome from business, being the gross total 
1976-1978 55 

_ 

20 20 Income - 
' 

, ¥ 2,000 
- Tax payable @ 42% ¥ 840 

1979 
‘ 

35 10 20 Netamountavailableafterpaymentoftax ¥ 1,160
_ 

1980 28 8 
‘ 

' 

. 
16 
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(2) Incentives for prospecting for mineral_ deposits g'n 

Japan and abroad. A special deduction lS allqwe'd 1n 
case of a corporation filing a blue return Wth‘ has. 
created a mineral‘ reserve to meet'expenses 1n pros- 
pecting for mineral deposits; Such a reserve is tax 
free for 3 years and after that it is treated as taxable 
income. The amount deductible shall not exceed: 
(a) 13% of the proceeds from sales of. minerals 

mined, concentrated or processed by.the corpo— 
ration; or ~ » 

.

' 

(b) 50% of the income derived with respect to the 
above-mentioned proceeds. :However, the de- 
duction shall not exceed 50% of corporate in- 
come.

. 

If a corporation having a prospecting costs reserve 
disburses new mineral deposits prospectingcosts, or' 
when the corporation having the overseas prospect- 
ing costs reserve disburses new overseas minera! de- 
posits prospecting costs, the tax deferral prov1ded 
above may be converted into an exemption from tax- 
able income. ' - 

(3) Special tfeatment for capital gains from' sale of land or 
buildings. The Corporate Tax Law also prov1des for 
deferred tax treatment and special treatment in re- - 

spect of such capital gains when the specified condi- 
tions are fulfilled. This is discussed below in detail. 

(4) Investment tax credit. An investment tax 'credit was 
introduced ‘by the 1978 tax reform as a temporary 
measure to encourage investment by certain small ' 

and'medium sized corporations in lieu of deprecia- 
tio’fi’on plant and machinery used for energy saving 
or anti-pollution facilities. Such a credit is subject to 
a maximum ceiling of 20% of tax due. 'A 

VII. CAPITAL GAiNs
’ 

Capital gains are, as a general rule, included in the ordi- 
nary income of the corporation and no tax concession is 
generally granted, However, there are exceptions to this 
rule as follows: ' 

(1) Exchange of properties. Capital gains on exchange of 
any land, building, machinery and equipment, etc .~ 
which have been held by a corporation for more than 
one year for any similar property which has also been 
held by the other party for more than one year are not 
taxed if such transaction fulfills certain other condi- 
tions. This concession grants fair treatment to trans- 
actions which do not actually result in income for a 
taxpayer. ‘ 

(2) Expropriated property. The proceeds of the exprop- 
riation of an asset are .exempt income upto ¥ 30,000,000, if the asset is expropriated in accord- 
_ance with the law providing for expropriation. 
Amounts received in eXcess of ¥ 30,000,000 are 
treated as taxable income. 

(3) Insurance proceeds. The insurahce proceeds re- 
ceived for damage to or loss of a fixed asset will not be 
taxed if the same kind of fixed asset is acquired within 
2 years. ‘ - 

(4) Replacement of business assets; As an incentive to 
© 1982 International Bureau of Fiscal Documentation — BULLETIN 

(5) 

move from populated areas, if a corporationtrans- 
fers specified assets consisting of-,land, building or 
structures in specified populated areas 'and acquires 
similar business assets outside these 'pbpulated areas; 
it is allpWed to reduce its taxable profitsby way of re- duced book entry. ' ' 

Tax-free transfer of property to‘ a controlled corpora- 
tion. When a corporation forms a'subsidiary corpora- 
tion owning 95% of all issued shares of the sub— 
sidiary, then the transferred property will not be in- 
cluded in the gross income of the transferor corpora- 
tion. The subsidiary corporation is required to enter 
in itsbooks the property it has acquired at the, book 
value of the transferor. 
Similar incentive treatment is given to a new corpora- 
tion in the electronics and machinery indu’str'ies and 
such incorporation as is designated by the Small and Medium Sized Enterprise Modernization Facilita-- 
tion Law without the above stock holding require- 
ment. ' ' 

Reduced book entry (Asshuku Kicho). The co’néept 
of “reduced book entry” is peculiar to Japanese tax 
law. _ 

(a) When a corporation receives a subsidy or be- 
neficiary contribution from the national or local 
government in order to acquire certain fixed 
assets, then the book value of the above fixed as: 
sets entered in the account books-of the corpora-' 
tion is reduced by the amount of such subsidies or 
beneficiaries’ 

_ 
contributions and; these are 

excluded from the gross income ofi the corpora- 
tion. 
Example: ‘

' 

Fixed assets . . . -. ~ 

. . . . . . 200 Book value . . . . . 

‘ 

. . . . . 100 
Subsidy (capital ains) . . . . 100 
The subsidy (100 is excluded 'frOIn ihcome. 

(b) Succession to book value of old property 
(i) Acquisition of new fixed assets if purchased 

with insurance compensation received for a 
loss of old property. 
Example: 
Book value 

, . . . 
.‘ 

. by ,. . 100 
Insurance proceeds received . . . 200 
Loss by fire ., . ‘. . . . . . . 100 

‘ 

New book value . 

' 

v 
. . 100 

The profit of 100 (insurance proceeds minus 
loss by fire) is excluded from the total‘ in- 
come. ‘ 

_ 

‘

~ 

(ii) When a corporation sells property and re- 
ceives capital gains therefor, and acquires 
specific property, then this capital gain~is 
excluded from the income if the cost of the 
acquired property equals the sales price of 
the property sold. 
Example: -

’ 

Old property: Book value. . . . 100 
Sales price . . . . 1000 
Capital gain '. 

_ 

. . '900 
New property: Acquisition cost . . 1000 

New bookvalue‘ . . 100 
‘ 
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In this case, the capital gain of 900 is excluded 
' ' ‘ from the income. 

If the acquisition cost of the new asset is less 
- thanthe sales price then the proportion of the 
cost of the new asset to the ratio of the capital 
gains to the sales price is then excluded from 
the ta’Xableincome.

' 

Example: 
~

V 

Acquisition cost - 

. . . . . . . 500 
New. book value . . V . . . . . 50 

- 900 _ Exclude from total 1ncome 500 Xm — 450 
The balance of 450 (900 — 450) is taxable. 

VIII.’ CARRY FORWARD OR BACK OF-LOSSES' 
An interesting feature of Japanese Corporate Tax Law. is 
that it not only allowscorporatipns filing a blue return to 
carry forward losses for 5 subsequent years, but also 
allows them to carry back losses for the previous year, 
thus enabling it to claim a refund of the overpaid tax com- 
puted by carrying back of such losses to the income of the 
accounting year immediately preceding the accounting 
year in which such loss is. incurred. 

IX. RATE STRUCTURE
' 

The corporation tax ratés are as follows: 
(1) Tax rate for ordinary income of a domestic or 

foreign corporation not distributed as 
dividends: 

'
' 

. (a) Ordinar‘y corporations 
(i) Corporations with capital of more than ¥ 100,000,000 . . . . . . 

(ii) Corporations with capital of less than 
¥. 100,000,000

' 

'— for annual income of more than 
’¥ 8;000,000 . . . . . . . 42% 

— for annual income of less than ¥ 8,000,000 . . . . . . . 30% 
(b) Cooperative associations and public 

interest corporations . . . . . . . 25% 
(2) Reduced tax rates for ordinary income 

distributed as dividends: 
(a) Ordinary corporations ' 

(i) Corporations with capital of more . 

than ¥_100,000,000 . . 32%_ 
(ii) Corporations with capltal of less than ¥ 100,000,000 " 

—. for annualjncome of more than 
¥. 8,000,000 . . . . . . 

— for annual income of less than 
. ¥ 8,000,000 . . . . 

.‘ 
. . 24% 

(b) Cooperative associations . . . . . 21% 
; Reduced rategare applicable to the amounts distributed 
as dividends in excess of dividends, .if any, received from 
domestic corpor'ations. 
(3) Tax rates for liquidation income: 

a) Ordinary corporations 
b) Cooperative associations 

. 32% 

. 35% 

. 21% 
108 

. 42% " 

ForgignicorporatiOns are not liable to tax on 
11qu1dat10n income. ' 

(4) Reduced rate applicable to special domestic 
medical corporations . . . . . . 23% 

(5) Tax rate for retirement pension funds . . . 1% 
-(6) Special additional tax rates oh family 

corporations 
— Income below ¥ 30,000,000 . . . 10% 
— Income between ¥ 30,000,000 and ¥ 100,000,000 . . .. . . . . . 15% 
— Income above ¥ 100,000,000 . 20% 
A “family corporation” is a domestic company of 

_ 

which-50% or more of the capital stock is owned by 
not more than 3 shareholders and persons or corpo- 
rations connected with them, . 

x. WITHHOLDING-OF TAX 
Both domestic and foreign cOrporations are subject to 
withholding of tax at source. 
Domestic corporations. The following income received 
by a domestic corporation is subject to withholding of 
tax: . 

. 
— dividends; 
— interest income; 
— remuneratlon‘ for serv1ces of pubhc entertainers. . 

The tax deducted at source must be paid to the Govern- 
ment before the tenth day of the month following that in 
which the tax is-deducted. Further, credit is given to the 
corporation against its corporation tax for the tax with- 
held; . . 

XI. 'AVOIDANCE O-F DOUBLE TAXATION 
Unilateral relief is granted to domestic corporations 
under the Japanese Corporate Tax Law for the foreign 
corporation tax paid on their foreign-source income. The 
foreign tax credit can be divided into two categories and 
is briefly discussed below: . 

(1) Ordinary foreign tax credit. Where'a domestic corpo- 
ration pays foreign corporation tax on its foreign— 
source income, a credit is provided against the 
Japanese corporate tax subject 'to the following limi- 
tation: 

Total income from sources outside 
Japan 

Japanese corporation tax X > 

Total income subject to Japanese 
corporate tax 

Such credit cannot, however, exceed the amount of 
Japanese corporate tax payable on the world-wide 
income of the domestic corporation. Withholding 
taxes on interest and royalties are also creditable. 
The excess of foreign taxes over the allowable credit 
may be carried forward for 5 succeeding years or car: 
ried back for the 5 preceding years.

' 

(2) Indirect f0feign tax credit. Where a domestic corpo- 
ratlon recelves d1vidends from foreign subsidiaries, a 
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credit for the foreign corporate tax attributable to the 
dividends will be given ‘to the domestic corporation if 
it holds at least 25% of the total issued capital or vot- 
ing shares of the foreign subsidiaries for at least 6 
months. Further, the foreign subsidiary must be es- 
tablished in the foreign country for purposes of carry- 
ing on business and not for tax considerations. 
The indirect tax credit is computed as follows: 

' dividends received 
foreign corporation tax ’>< 
on the subsidiary net income of the foreign Subsidiary 

after foreign taxes 

This computation has the effect of grossing up the divi- 
dends and the foreign corporation tax paid by the sub- 
sidiary which is attributable to the dividends.

. 

Tax treaties 
Japan has comprehensive double taxation avoidance 
agreements with Australia, Austria, Belgium, Brazil, 
Canada, Czechoslovakia, Denmark, Egypt, Finland, 
France, Germany, Hungary, India, Ireland, Italy, 
Korea, Malaysia, Netherlands, New Zealafid, Norway, 
Pakistan, Philippines, Poland, Romania, Singapore, 
Spain, Sri Lanka, Sweden, Switzerland, Thailand, Unit- 
ed Kingdom, United States and Zambia. With respect to 
income for which treatment is provided in the agreement 
between a treaty country and Japan, then the relevant 
provisions of the treaty are applicable. Most of these 
treaties provide relief from double taxation through 
foreign tax credit. 

Power to issue directives 

The' National Tax Administration has the power to issue 
directives to its officers for the uniform interpretation 
and application-of laws. These directives are also made 
public. However, the directives do not bind the courts of 
justice as a source of law, but "are merely an interpreta- 
tion of the law by the tax authorities. It is important to 
note that the court of justice seldom decides against the 
directives. The directives, therefore, play an important 
role in tax administration. 

XII. ANTI-TAX HAVEN MEASURES 
On the basis of the findings of the Report on Revisions of 
the Taxation System for Fiscal Year 1978, submitted by 
the Tax Council to the Prime Minister in December 
1977, the’Japanese Diet introduced 2 new sub-sections in 
the Special Taxation Measures Law dealing with cases of 
individuals and corporations in Japan which make use of 
tax haven countries, to reduce their tax liability in Japan. 
The new legislation defines “tax havens” as “countries 
and areas in which the tax burden on all income or on 
particular types of income of corporations is significantly 
lower than that on income of corporations in Japan, de- 
signated as such by a cabinet order classifying them as 
countries and areas with low rates of taxation on all forms 
of income or on particular types of income”. 
The tax4haven countries have been classified into 3 
categories: (1) countries with low rates of taxation on all 
income; (2) countries with low rates of taxation on in- 
come from foreign sources; (3) countries with low rates 
© 1982. International Bureau of Fiscal Documentation — BULLETIN 

of taxation on income from specific businesses. - 

The anti—tax haven measures consist of computing the 
taxable income of the domestic corporation that is- re- 
garded as retained out of “undistributed income” of the 
special foreign subsidiary of the domestic corporation, 
multiplied by the proportion of shares held directly or in- 
directly in the special foreign subsidiary by that domestic 
corporation. '

' 

Taxation of a domestic corporation occurs when the spe- 
cial foreign subsidiaries are corporations located in tax 
haven countries and in which Japanese domestic corpo- 
rations or residents hold directly or indirectly more than 50% of the shares issued. 
Further, domestic corporations which hold directly or in- 
directly 10% or more of the shares issued by the special 
foreign subsidiary, and domestic corporations belonging 
to a group of stockholders of the same family that hold di- 
rectly or indirectly 10% or more of the shares as a group, 
are also taxable on retained income. The condition re- 

' 

garding stock ownership is determined on the basis of the 
situation existing at the end of the business year of the 
foreign corporation. 
However,.the anti-tax haven measures are not applicable 
1f the forelgn subsidiary satisfies all the following condi- 
tions: 

(1) The foreign subsidiary has a fixed facility such as an 
office, shop or factory which is deemedneceSsary to

' 

conduct its business in the country where its main of- 
fice exists. 

(2) The foreign subsidiary conducts the management 
and control of its business in the country where its 
main office exists. - 

(3) In case the main business of the foreign subsidiary is 
wholesale, banking, trust, securities business, insur- 
ance, shipping or air transport, the foreign subsidiary . 

conducts its business mainly with persons other than 
related persons. ' 

(4) Th; foreign subsidiary is not a corporation whose‘ mam bu§1ness is to hold stocks, to offer patents, etc. 
or copyrlghts, or to lease vessels or aircraft. 

(5) The amount of dividends received by the foreign sub- 
sidiary from other foreign corporations which come 
under these taxation measures does not exceed 5% 
of its local revenue. ‘ 

In addition to the above provisions, the new measures 
also contain provisions to eliminate double‘taxation with 
respect to foreign corporation tax imposed on the undis- 
tributed income of the foreign subsidiary attributed _to 
the domestic corporation and payment ofdividends from 
already taxed income of the foreign subsidiary. 

XIII. CONCLUSION 
The success or otherwise of taxation ultimately rests on 
the reasonableness of the burden Wth 1s~1mposed on 
the assessees. Excessive taxation may restrlct economlc 

V 
incentives and productive efforts, any may cause-busi- 
ness activity and national income to decline. If efforts 
and achievements are recognized, there is no reason why - 

taxes cannot be used creatively to achieve the economic‘ 
goal of the-nation. 
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As a fiscal tool, taxation policy has to be directed at pro- 
ductive resources which are necessary for the economic 
development, but which the private sector is unable to 
provide for. Such a step towards direction of resources is 
needed by both the developed and developing countries 
according to the state of their economy and international 
economic situation. .

. 

_ 

The above study on corporate taxation in Japan illus- 
trates the efforts on the part of the Government to use a 
taxation policy for her economic development which has 
qualities that COuld with advantage be adopted by other' 
countries. It would not be an exaggeration to say that if 
the Japanese economy were to sneeze now, the'entire 

' world would catch a cold. 
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UNITED NATIONS 
ECONOMIC COMMISSION FOR AFRICA- AFRICA HALL I 

ADDIS ABABA 

.NATIONS' UN‘IES 
COMMISSIQN’ECONOMIQUE POUR L’AFRIQUE 

Regional Adviser in Public Finance 

At the Economic Commission for Africa-(ECA) of the 
United Nations the post of Regional Adviser in Public Fi- 
nance is vacant. > 

.
_ 

Category and level: 
L.6 
Organizational IOcation: 

_ 

ECA, Budgeting and Financial Management Section — 
P_uplic Administration, Management and Manpower Di- 
vnsnon.

' 

Duty station: .
- 

Addis‘ Ababa, Ethiopia. 
Date required: 

' As soon as possible
_ 

Duties: .

‘ 

Under the overall direction of the Executive Secretary 
and the immediate sUpervision of the Director of the 

‘ 

Public Administration, Management and Manpower Di- 
‘ vision and operating through the Budgeting and Finan- 

‘cial Management Section, the Adviserwill perform the 
following duties: 

. 

' 

.

- 

(i) Undertake advisory and consultancy services to 
governments and their agencies on policies, proce- 
dures and administrative arrangements for the 'im- 
provement of public financial management; 

‘(ii) Undertake studies and'research in the field of taxa- 
tion policies, systems and administration with the‘ 
object of identifying and evaluating problems, prop- 
osing solutions, recommending improvements and 
providing policy‘guidelines for effective public finan- 
cial management; 

(iii) Plan, organize and direct national, subregional or 
' 'regional training workshop and seminars for African 

officials concerned with fiscal policy, tax administra- 
tion and budgeting as well as prepare appropriate. 
course materials and programmes for these 
courses and seminars; 

(iv) Assist in developing ECA_programme of work in 

(V) 

Qualifications: .
. 

Advanced University degree in Economics with speciali- 
zation in public finance or professional qualifications in 
government tax administration: responsible positions 
and practical experience in the operations of govern-‘ 
ment‘Treasury/Ministry of Finance for not less than ten 
years. 
Languages . . 

-
. 

Fluency in English and French. 

budgetary and taxation systems and public financial 
management; 
Undertake any other specific'assignment within the 
scope of the ECA work programme and priorities in 
the development and management of budgetary 
and taxation systems as may be directed. 

Depending on qualifications, L.6 carries net base salary 
per annum from $US 33,997 (single) and $USA36,939 . 

(with dependants). Appointments are normally at Step — V 

1 of the level. Po'st adjustment on'initial salary step is 
. ~ 

now $US 11,903.53 (single) and $US 12,928.12 (with 
dependants) per annum. The UN. Secretary-General 
reserves the right to appoint a candidate at a level‘below’ ' 

that advertised. 
The United Nations provicies' educational grants for; 

- each child through first degree at the rate of 75% direct 
educational expensesor maximum of $US 3,000 per . 

year. . 
.

» 

ECA assists in' obtaining housefi lease from the Govern.- 
ment. But housing remains staff member's private busi- 
ness. V 

'

. 

The UN. pays a daily subsistence allowance at the UN. 
rate applicable to cities visited while 0n mission. 
The work involves heavy intra-African travels to provide 

' consultancy. advisory and training serVIces .to African 
governments. Most of the’ work is field operation. 
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The Development of Double 
Taxation Conventions with‘ 
Particular Reference to Taxation 

- 

_of International Air Transport* 
- by D. Hund** 

1. INTRODUCTION
' 

One of the problems which almost inevitably haveIto be 
faced in any international operations is that of double 
taxation. And if one type of operation is virtually by de- 
finition international in character it is air transport. The 
second report of the OEEC Fiscal Committee of 1959 (in 
1961 rebaptized OECD), which' preceded the 1963 OECD Draft Double Taxation Convention, notes: “By 
the nature of their business, shipping, inland waterways 
transport and air transport enterprises are more exposed 
than most other industrial and commercial enterprises to 
the danger of multiple taxation on their income, as they 
are liable to'be taxed simultaneously in their own coun- 
tries and in the other countries where they-receive pay- 
ment for the carriage of- passengers or goods or where 
their activities are exercised.” The International Civil 
Aviation Organisation (ICAO) Council Resolution of 1.4 
November 1966 expresses itself in similar terms. 
Double taxation obviously» forms a serious obstacle to 
running an internationally oriented business like an air- 
line. It goes Without saying, therefore, that action to pre- 
vent double taxation is of particular importance to air- 
lines. - 

2. THE PREVENTION OF DOUBLE TAXATION 
There ‘are two main ways-of setting up schemesito combat 
double taxation: unilateral schemes at the natlonal level 
andintcrnational measures ,on a bilateral or multilateral : 

. basis. Many countries make it possible to exempt foreign 
airlines from taxation on a basis of reciprocity. In effect 
this is a national regulation.’Bilateral regulations mean 
first and foremost comprehensive conventions for the 
avoidance of double taxation on income and capital, A 
variation on this theme is formed by conventions which 
restrict themselves to the avoidance of double taxation 
on profits from international air transport and/or from 
merchant shipping. A third possibility isoffered by air 
transport agreements, which mainly relate to landing 
rights, capacity problems and route sharing. Also here a 
provision could be inserted relating to the avoidance of 
double taxation on any profits made by the operations in 
question. I do not want to express any preferences on 
these methods here. What I do want to talk about is the 
use of comprehensive tax conventions to avoid double 
taxation 'on profits from international air transport oper- 
atlons. 7 
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3. MODEL CONVENTIONS 
The history of air transport goes back nearly a hundred 
years, but the present network of world-wide routes was- 
not conceived until after the first world war. It is interest- 
ing.to note that the period in' which wider international 
attention began to be paid to the phenomenon of double 
taxation in general coincides more or less with the ear- 
liest days of international‘air transpor‘t;the 1920s, and 
that the‘ tax position of air transport was treated sepa- 

. 
rately more or less from the start. 
In 1921 the League of Nations commissioned a panel of 4 
experts to study the economic aspects of international 
double taxation. Their first repor_t appeared in 1925. It 
said — and this was repeated in the recommendations at-

_ 

tached to the report —1hat international shipping should 
be taxed according to a regime other than that which'ap- 
plied to ordinary businesses. Air transport was not consi- 
dered at that time. However, the report led’to a confer- 
ence which was held in Geneva in, 1928 and,one outcome 
was a model convention for the prevention of double tax- 
ation in the Special matter of direct taxes. There were 3 
versions of this convention in order to facilitate adjust- 
ments to the various tax systems of the states taking part 
in the conference. Each of the 3 versions makes the levy- 
ing of taxes on business profits outside the‘country where 
the enterprise has its fiscal'domicile dependent on the. 
presence of a permanent establishment. Each version 
adds the following provision, however: “Nevertheless, 
income frommaritime shipping and air navigation . . . 

shall be taxable only in the State in which the real centre 
of management is situated.” The Commentary on the 3 
versions notes that the provisions on sea and air trans— 
port form an exception to the principle which normally 
applies in‘the case of enterprises, but gives no further 
explanation. 
The League of Nations’ work in the area of tax conven- 
tions was continued and led to 2 new model conventions: 
the Mexico convention of 1943 and the London conven- 
tion of 1946. The Mexico draft devotes a separate article 
to shipping and air transport for the’ first time: Article 5. 
This reads: “Income which an enterprise of one of the 
contracting States derives from the operation of ships or 
aircraft registered in such State is taxable only in that 
State.” Assuming that “an enterprise of one of the 
States” in most cases has its real centre of management- 
there, we thus can establish that the basis of the Geneva 
document, i.e. that tax should be levied only in the coun- 
try where the airline is established, is retained although 
registration in that country is also required. The com- 
mentary states that this is simply following the principle 
which had already been laid down in numerous bilateral 
conventions. I shall return to this point later. ' 

Article 5 of the 1946 London model is also specially. de- 
voted to international air and sea transport: “Income 

*~ Speech to the IATA Seminar on Tax Management; held in 
Salzburg, Austria, 911 15 and 16 February 1982. 

. ‘ I 

** Chief Inspector of Taxes, Directorate for international fiscal affairs, 

Ministry of Finance, The Hague, Netherlands. 
.The author’s views are his personal ones, which do not necessarily reflect 
those of the Dutch Government. 
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which an enterprise of one of the Contracting States de- 
rives from the operation of ships or aircraft engaged in in- 
ternational transport is taxable only in the State in which 

‘ the enterprise has its fiscal domicile.” Although here also 
precedence is given to domicile, it differs from the Mexi- 
co model in two ways. the requirement for registration 
has been dropped but there has been added the provision 
that the profit must have been obtained in international 
transport. Nevertheless the cOmmentary states that the 
new wording is intended to make it still more explicit that 
“income from international maritime and air transport 
[is] taxable only in the country where the vessel is regis- 
tered, provided the owner or operator has its fiscal 
domicile in that country”. The provision is also intended 
“to facilitate the operation of international transport en- » 

terpris'es”. 

The demise of the League of Nations also put an end to 
its work in fiscal matters. Attempts to achieve model 
conventions continued elsewhere, however. The British 
Commonwealth produced a Model Commonwealth 
Taxation Agreement in 1964, for example. It too con- 
tains a special provision for international maritime and 
air transport under which taxation is levied only in the 
country of domicile. 
The Andean Pact States in South America also drew up a 
model agreement, in 1971. Here the principle for air and 
maritime transport, laid down in Article 8, is once again 
taxation in the country of domicile, although the mem- 
bers of this organisation are well known as tenacious de- 
fenders of the principle of taxation in the source country. 
Nevertheless they were obviously not in complete agree- 
ment, for the model also contains an alternative Article 
8: “The profits earned by a transportation enterprise 
from its air, land, sea, lake or river operations in any of 
the Contracting States, shall be taxable only by such 
Contracting State.” In other words: taxation in the 
source country. The two possibilities are also embodied 
in Article 19 of a model convention that was published by 
the successor to the Andean Pact, ’the Latin American 
Free Trade Association (LAFTA). ’ 

What we have here for the first time is a departure from 
the principle that taxation takes place exclusively in the 
country of domicile Which, as I said earlier, had been 
stipulated in the case of maritime and air transport from 
the earliest model conventions onward. I shall return to 
this point at a laterstage. ' 

Far more important is the work on model conventions 
undertaken by what was originally the Organisation for 
European Economic Cooperation (OEEC), later the 
Organisation for Economic Development and Coopera— 
tion (OECD). The organisation’s model/draft..conven- 
tions for the avoidance of double taxation on inéome and 
capital of 1963 and 1977 have had a tremendous influ- 
ence on the bilateral double taxation conventions con- 
-cluded over the past 20 years. Here again international 
‘ sea and air transport is treated separately from other en- 
terprises: Article 8-, paragraph 1 , which is identical in the 
two models, states: “Profits from the operation of ships 
or aircraft in international traffic shall be taxable only in 
the Contracting State in which the place of effectiVe man- 
agement of the enterprise is situated.” The commentary 

I 
to the OECD models, however, does not give the‘ 
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reasons which led to this treatment, which differs from 
the normal regime for profits. Presumably it was sup- 
posed that this treatment was at that time so widely ac- 
cepted internationally that no explanation was nepes- 
sary. 
The most recent in the series of model conventions is the 
United Nations model double taxation convention be- 
tween developed and deve10ping countries, which dates 
from 1980. A group of experts from both developed and 
developing countries had been working on this model 
since 1968 and it differs from the OECD model conven— 
tions on a number of generally predictable points. As 
was evident in the Andean draft, developing countries 
are naturally more inclined towards greater powers of 
taxation for source countries than are the developed 
countries. Thus the UN model contains a wider interpre- 
tation of the term “permanent establishment” and higher 
rates of taxation at source on income from movable capi- 
tal than are usually agreed between developed countries. 
In so far as shipping and air transport is concerned, the 
experts were unable to agree upon a common solution 
and as a result the model contains two alternatives. Arti- 
cle 8A, paragraph 1 , is word for word the same as Article 
8, paragraph 1 of the OECD models. Article 8B, on the 
other hand, provides for the right of the source country 
to levy taxes in the case of shipping but the principle of 
taxation solely in the country of domicile is maintained 
for air transport. The commentary on Article 8A, para-. 
graph 1, states: “The exemption from tax in the source 
country of foreign enterprises engaged in international 
shipping traffic is predicated largely on the premise that 
the income of these enterprises is earned on the high 
seas, that exposure to the tax laws of numerous countries 
is likely to result in double taxation or at best in difficult 
allocation problems, and that. exemption in places other 
than the home country ensures that the enterprise will 
not be taxed in foreign countries if their over-all opera- 
tions turn out to be unprofitable. Considerations relating

‘ 

to international air traffic are similar.” 
Finally, mention should also be made of the United 
States Treasury Department Model Income Tax Treaty, 
which was first published in 1976 and partly revised in 
1977; a new draft has recently been issued. In effect it is a 
standard draft that the United States tends to use as basis 
in its negotiations rather than a model treaty. All 3 pub- 
lished versions likewise lay down the principle that taxes 
on air and maritime transport are levied exclusively in 
the country in which the enterprise is established. 
The conclusion from all this is that the position of inter- 
national air transport in model conventions has re- 
mained essentially unchanged in over 50 years, i.e. taxa- 
tion is levied exclusively in the country of domicile or of 
effective management. 
Before discussing how much of this principle‘ has re- 

. mained intact in bilateral tax conventions, I should like 
to say a few words about some multilateral conventions. 

4. MULTILATERAL TAX CO-NVENfIONS 
The problems that arise in bilateral relationships pale be- 
side those of multilateral ones. For this reason there have 
only been a few multilateral double taxation conventions 
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in the past, none of which has had any great significance. 
I shall just briefly mention 4 examples; ' 

(1) the 1963 convention between francophone African 
states;

. 

(2) the multilateral Andean Pact convention of 1971; ~' 

3 the Arab convention of 1973; . . 

4 the Comecon convention of 1979. 
The francophone 'A-frican convention contains a major 
departure frOm the domicile principle in applying the 
main rule for companies, i.e. taxation in the Source state, 
but dependent on the presence 'there of a permanent es- 
tablishment; to air and maritime transport. The Andean 
Pact convention, on the other hand, does provide for tax- 
ation exclusively by the state of domicile, which is also 
the case with the Arab convention and the Comecon cone 
vention (or multilateral Convention between the‘ mem- 
bers of the Council of mutual‘economic aid (CMEA), as 
the Eastern European economic community is called).' 
Here too, then, there is an almost universal acceptance 
of the domicile principle. '

' 

5V; BILATERAL TAX CONVENTIONS 
The earliest comprehensive conventions for the, avoid— 
ahce of double taxation date frOm the beginning of this 
century. Since then over 500 of them have been con- 
cluded. You will forgive me for not having gone thgough 

. all of them to check the provisions relating to air trans- 
port. However, I have gone some waytowardsdoing this 
by looking at the provisions in the tax conventions con- 
cluded since 1965 and published by the United Nations. 
There are over 300 of them, and .only a very small 
number,rabout 4%, provide for taxation in the source 
country (see Annex). This is hardly surprising in View of 
what.I have just said about the model conventions and 
their enormous influence on treaty practice. 
'I have tried to see whether certain groups of treaties 
show any particular fixed pattern. First of all there is the 
group of developed countries, essentially the 24 member - 

states of the OECD. There are some 200 treaties be- 
tween these states, that is about 75% of the possible per- 
mutations and combinations between them. Almost 
without exception the provisions on air transport in these 
conventions follow Article 8 of the OECD models, that 
is taxation in the state of domicile. This is not surprising 
as the OECD formula provides for the posSibility of a 
country making a reservation on any provision of the 
model convention with which it disagrees. None of the 
member states has made such a reservation with regard 
to an transport. - 

There are hardly any general tax conventions between OECD countries and Arab states. Given the attitudes on 
both sides — I refer to the Arab Convention I just men- 
tioned — it is not likely that air transport would prove a 
stumbling block in negotiations. This may be‘the case, 
however, in relationships between developed and de-' ‘ 

veloping countries, in spite of the UN model convention; 
Which puts air transport in a favourable position. 
Nevertheless, 119 of the 136 conventions in this category 
still follow the domicile principle. The proponents of tax- 
ation in the source country are only a small group: Singa- ‘ 
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pore, Malaysia, Sri Lanka and the Philippines. With this 
in mind, it is worth noting the tax convention between 
the United‘States and the Philippines, whose ratification 
has been dogged for years by problems, partly due to the 
provision relating to airtransport. It is remarkable that 
only one of the 10 conventions between developing 
countries that I have looked at provides for taxation in 
the source country. The last group I would like to men- 
tion is that of conventionS’with Eastern European coun- 
tries which date from the last 10 years or so. Without ex- 
ception, they uphold the principle of taxation in the 
country of domicile. ' 

And last,.but not least, my own country, the Nether- 
lands: at preSept there are 32 con'ventions in force and 3 
signed but not yet ratified. We _'are strOngly in_favour of 
placing as few fiscal obstacles in the way of international 
air transport as possible and we heartily support the OECD principle which, I take it, is also held by IATA: 

' taxation exclusively in the state of effective management 
of the enterprise. We have been able to ensure that this 
principle has been respected in 'all the conventions we 
have concluded, with only one exception the convention 
with Singapore. ‘ 

CONCLUSION 
It may be seen that international air transport has oc- 
cupied a special place in double taxation'conventions 
frothe very beginning. This in itself is a remarkable 
situation, for an airline is an enterprise and as such there 

' 

is no reason to- arrange the taxation of-its: profits in a way 
. 
which departs from the internationally accepted practice 
for other enterprises, that is taxation outside the country 
of residence being made dependent on the presence of a' 
permanent establishment. As we have seen, however, 
airlines have been treated differently for Over 50 years. 

‘ There are two main reasons for this, one theoretical and 
one practical. The theoretical backgrounmd for exemp-

7 

tion in the source country is that the profits of an airline 
are not primarily obtained where passengers’and freight 
are loaded. No, the activity that produces the profits in 

- the first place is flying and that is done mainly in interna- 
tional air space. The practical argument against treating 
airlines according to the same rules as other enterprises is 
the fact that it is almost impossible to arrive at an accept— 
able method of dividing profits between the various per- 
manent establishments and the headquarters 
I realise that I have only been able to deal with certain as- ‘ 

pects of the taxation of international air transport. I have 
not discussed the interpretation of thelterm “interna- 
tional traffic”. Nor have '1 considered what exactly, 
should be understood by “profits from air transport”. 
Nevertheless I hope that I have been able to give you 
some idea of the historical development of international 
air transport from an international fiscal point of View. It 
,is fair to say that it is accepted on a more or less world- 
wide scale that as few fiscal obstacles as possible should 
be put in the way of international air transport. In prac- 
tice this means that taxation is levied only in the airline’s 
home country. I have also pointed out that the Nether- 
lands shares this principle and that it has been able to 
maintain it in some 35 general double taxation conven-

V 
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tions, but also in a number of more restricted conven— 
tions, air transport agreements and a number of declara- 
tions on the ba51s of rec1proc1ty. ' '- 

It is therefore possible to state that the ICAO Council 
Resolution of 14 N0vember 1966, which recommended 
the member states to takeall possible steps to 'grant inter- 
national air transport profits eXemption from taxation on 
a'basis of reciprocity, and which recommendationhas 
since been repeated a few times,.has been followedto a 
largé extent by treaty concluding co'untries. .

' 

We should also note, however, that a number of de- 
velopments around tvhevworld may make continuation of 
existing practices more'diffic'ult. First of all there is the 
increasing tendency of certain host countries, mainly de— 
veloping countries, to make foreign airlines liable to tax— 
ation, even in spite of the -UN model Convention and in - 

most cases despite the absence of a permanent establish- 
ment. But what is even worse: taxation is often not levied 
on a net basis but on a notional amount of profit which .is 
not subject to revision in' the light of actual profits. In this 
connectiOn I should like to refer to the report which your 
organisation published in 1975, entitled “Taxation of iri- 

. ternational air transport, net income basis, an alternative 
to reciprocal exemption”. 
A second unfavourable development is the fact that one 
is increasingly confronted in practice with countries 
which, in spite of repeated urging, are not prepared even 
to dicss the problems of international air and maritime 
transport as they relate' to double taxation. This means 
that :the question‘ of how to devise a suitable scheme can- 
not even bc _raised. A variation on this theme is the in- 
creasing unwillingness to deal with air and sea transport 

_ 

in anything other than a comprehensive double taxation 
convention. This makes any scheme partly dependent on 
the solution of problems which often have. nothing to do 
with international transport. 
A third development which, in my opinion, has to be re— 
jected is the fact that some countries are only prepared to 
do business if exemption is granted for all taxes and levies 
which have some, sometimes distant, relation to air 
transport. Of course it is an honourable starting point. 
By no means, however, should the ultimate goal — taxa- 
tion of profits from air transport only in the cOuntry of re- 

' sidence — be endangered by. making a- reciprocal exemp- 
tion on such profits dependent on the willingness to grant 
_exemption as well for all kinds of indirect taxes, some- 
times even together with therdemand to grant the air- 
line’s staff a kind of diplomatic status. Part of those mat- 
ters is dealt with in air bilaterals. For others, a solution 
seems complicated. Anyhow, they should be dealt with 

_ 
separately.

' 

The last unfa'vourable development I should liketo point 
out — and one which has so far been mainly restricted to 
merchant shipping — is the increasing tendency of certain 
countries to give preferential treatment to their own 
companies. It is true that foreign lines are usually exemp- ' 

ted from taxation but their opportunities for loading or 
unloading freight or for enabling passengers to embark- 
_or disembark are often drastically restricted, thus reduc- 
ing the opportunities to realise profit and frustrating the 
effect of the exemption. 
In my opinion these developments shOuld be most em— 
phatically rejected in,the interests of the unimpeded 
exploitation of international airline services. 

ANNEX ' 

, 
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‘ .e‘ _7 
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Contracting Conventions State of + regis- State of + regis- State of No specific 
parties Period signed effective tration residence {ration source provision 

management , 

Developed 1956—1960 31 13 2 
I 

11 5 — — 
countries 1961—1965 28 19, ' 

1 4 4 — — 
1966—1970 50 27. — , 19 4 — — 
197171975 28 13' — ~10 4 — - 
1976~1980 12 5 '— 

. 7 T _ _ 

. 

149 77 3 '51 18 o 0 

Deveioped. , 1956—1960 21 1 .‘ 1 16 - 2 
’ 

1 — 
country— 1961—1965 30 8 1 15 -1 

' 4 1
' 

developing 1966—1970 33 . 4 — 20 4 3 2 
country 1971—1975 ' 

31 13 = — 14 1 3 — 
1976—1980 21 6 — 1 1 1 

‘ 

1 2 
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‘ 
32 

, 
2 76 9~ 12 5 

Developing 1956—1960 4 — — 4 _ _ _ 
countries 1961 —1 965 — — — _ _ _ _ 

1966—1970 3 _ _ 2 _ 1 _ 
1971 —1 975 3 2 — 1 — _ _ 
1976—1980 — — — _ _ _ _ 

1o 2 o 7 I 0 1 o 
' 

Developed 1971—1975 . 6 3 — 1 
' 2 — _ 

country— 1976—1980 6 3 — 3 ' ' _ _ _ 
Eastern . ‘ 

European 12 6 0 4 2 O 0 
country 

_

~ 

1 
‘ 

'Total 307 117 
I 
5' 

' 
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U.S.A.: . . 

SAFE HARBOR LEASING - 
A Controversial Means for Distribution of 
Investment IncentiVes‘ ~ 

by Frank J ‘Schuchat * 

Of all the provisions in the Economic Recovery Tax Act 
(ERTA) enacted by the United States Congress iii 1981, 
perhaps the one generating the most public discussion is 
Section 201, which, by adding Section 168(f) (8) t0 the In- 
ternal Revenue Code, makes it easier for an entity with tax 
credits or depreciation deductions inex‘c'ess of an amount 
it can take full advantage of, due to a lack of taxable in- 
come, to transfer those tax benefits to another, profitable 
entity, in return for cash. 

The so-called safe harbor leasing provision of the ERTA 
is designed to allow all corporations to take advantage of 
the new Accelerated Cost Recovery System (ACRS)_,‘1 , 

Which permits recovery of capital iriVCstmentsin certal'n 
productive assets Over a shorter period of time‘ than was 
previously allowed, as well as the 10% Investment Tax 
Credit (ITC).2 Both ACRS and the ITC are measures to 
encourage capital investment, which is seen as the key to 
economic recovery. Without safe harbor leasing, it is ar- 
gued, there would be distortions in the economy, due'to. 
uneven distribution of tax incentives, with older, profita-‘ 
ble corporations receiving a competitive advantage over 
new enterprises and those suffering losses during the 
years the' tax incentives‘are available to them. In addi- 
tion, the accumulation of unused tax benefits is said to 
make some corporations attractive targets for takeovers, 
which would also reduce'competition- 
The “tax sales” which have so far taken place under Sec- 
tion 168(f)(8)‘have created a.furor in the press, among 
citizens’ groups and in the Congress, based on objections 
to the high cost in lost revenue (which accordin to 
Treasury estimates could exceed $27 billion by 1986i at 
a time when most Federal programs are on austerity 
budgets, the deficit is expected to reach record 'levels, 

. and the administration is exhorting the public on the 
benefits of living with less government assistance. This 
article will discuss the mechanics of safe harbor leasing as 
well as some of the arguments put forward by those who 
would keep it in: the Code and those who favor its elimi- ' 

nation. 

BACKGROUND 
The general form for the transfer of tax benefits under 
,the new provision is illustrated by the following two? 
examples taken from the Temporary Regulations issued 
by the Internal Revenue Service.3 
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In the sim le leasing transaction, X Corp; would like to 
acquire a 1 million piece of equipment, which is “qual- 
ified leased property” as defined by the statute, and 
which’has aV10-year economic life and under ACRS can 
be depreciated-over an accelerated period of 5 ears. Y 
Corp. meets the requirements of Section 168 f)(8)(B) 
for-a lessor, which vwill be discussedbelow, and has pro- 
fits it wishes to shelter from tax. Y will purchase the 
equipment selected by X from the manufacturer for $1 
million, paying $200,000 in cash and borrowing the re- 
maining $800,000 from a bank, with a repayment 
schedule calling for 9 equal annual installments of princi- 

' 

pal and interest of $168 ,000. Y then leases the equipment
V 

to X undsr an agreement calling for 9 annual rental pay- ' 

ments of $168,000. Both corporations elect to have the 
transaction characterized as a lease and to have the spe- 
cial rules of Section 168(f)(8) apply. Y will be treated as 
the owner of the property for federal income tax pur- 
poses and is therfore entitled to the investment tax credit 

~ and the ACRS deductions with respect to the property. Y will have a basis of $1 million in the property and must 
report the rental payments as ordinaryjncome; Y will, 
however, be able to deduct from gross income the in- 
terest paid to the bank on the $800,000 loan. X will be 
permitted to deduct as a business expense the aggregate 
payments of rent. '

- 

In the sale and leaseback transactiOn the facts are the 
same except that X has already purchased the machinery 
for $1 million and enters into an arrangement with Y to 
transfer to it ownership of the property for federal tax 
purposes. In order to accomplish this, X will agree to sell 
the machinery to Y'for an initial payment of $200,000 in 
cash, plus a note for $800,000; calling for repayment of 
principal and interest over a 9-year period in annual in- 
Stallments of $168,000. X, Which has now transferred 
title to the property (but has fetained possession), will 
agree to lease the property Igor 9 years with rental pay- 

* J .D. , Member of the Staff of the International Bureau of Fiscal 
Documentation. 
1. [RC Section 168. 
2. . IRC Sections 38; 46. US. law permits a credit against tax for amounts in- 
vested in certain dep’reciable property. The credit is generally available in the 

' 

year the property is first placed in service, a_nd is currently 10% (prior to 1975 
the credit was 7%). The adjusted basis of the property is not reduced by the 
amouht of the credit. In effect the provision reduées the cost of capital expen- 
ditures, with the intent of encouraging productive investment. - 

3. 
' Temp. Reg. Section 5c. 168(f)(8)(-1)(e). Treasury Decision 7791. 

115



merits totalling $168,000 per year. Again, the two corpo- 
rations will elect treatment under Section 168(f)(8) and 

' are therefore assured the transaction will be treated as a 
lease for federal income tax purposes. 

The rental payments which X is required t03'make to Y 
are exactly equal in timing and amount to the debt ser- 4 

vic_e payments that:Y must make on the note. Therefore, 
" 

the two sets of payments cancel out each other and the 
. 
only cash that need change hands between X and Y is the 
original $200,000, which is the cost to Y of securing the 

' tax benefits that accompany ownership of the equip— 
ment, i.e. the investment tax credit and the ACRS de- 
ductions. .Y’s basis will be $1 million and it must report as 
incomerthe rent it receives from X;-however, that income 
is offset by the deduction for the interest paid to X on the . 

- note and the annual depreciation. X need not recognize a 
gain on the sale since the'sale price of $1 million equals its 
basis in the property. X must report interest on the note 

I 

as income but may deduct rental payments. . 

In either example, the user of the property, X, may have 
an option to purchase the property at the end of the lease 
period for a nominal price or a determinable price, and 
this will not affect the’characteriz‘atio‘n of the transaction 
as a lease, nor will it be taken into consideration in deter- 
mining the amount the lessor has “at risk” with respect to 
the property. I 

PRE-ERTA LEASING" ' 

Prior to enactment of Section 168(f) (8) , it was possible to 
transfer tax credits or deductions through. a leveraged 
lease; however, there was no “safe harbor”, and the 
transaction hadto meet specific guidelines in order to 
qualify for an IRS letter ruling characterizing it as a lease 
rather than a conditional sales contract.4 The lessor h'ad ' 

to have a miriimum unconditional “at risk” investment in 
the property at all times of 20% of the cost of the prop-’ 
erty. Such mihimum investment had to be an equity in- 
vestment which, in this context, includqd only considera- 
.tion paid and personal liability incurred by the lessor to 
purchase the property. The net worth of the lessor had to 
be sufficient to satisfy such personal liability and the les: 
sor had to demonstrate that an amount equal to at least 
20% of the original cost of the property was a reasonable 
estimate of the fair market value of the property at the 
end 'of the lease term. The property also had to have a re- 
maining useful life at the end of the lease term of the 
longer of One year or 20% of the originally estimated use- 
ful life of the property. 

The 165566 was not permitted to have a contractual right 
'to purchase the property from the lessor at a price less 
than the fair market value at the time the right was exer— 
cised and the lessor could not have a contractual right to 
cause afiy party to purchase the property, at the time the 
property was first placed in service or use by the lessee. 
Th¢ lessee could not furnish any part of the cost of the 
property, nor could-he lend to the lessor funds required 
to purchase the property, nor guarantee any indebted- 
ness created in connection with the acquisition of. the 
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property by the lessor. Finally, the‘lessor had to be' able 
to demonstrate an expectation of profit from the transac- 
tion, apart from the value of or benefits obtained from 

. the taxdeductiOns, credits, 'allowances and other tax at— 
tributes arising from the transaction; 

THE-NEW RULES - SAFE HARBOR 
What the new law'does is to deliberately ease the former ' 

requirements in order to encourage tax leasing. To qual- 
ify for the safe harbor, i.e. a guarantee of treatment of 
the transaction as a lease for federal tax purposes, ,the ' 

parties involved must first of all elect to treat the transac- 
tion as a lease rather than a‘ financing arrangement. . 

However, not all_taxpayers may participate in tax leas— 
ing. To qualify as a lessor in one of these arrangements 
one must be a corporation other than a subchapter S cor- 

' poratidn or a personal holding company, a partnership 
all of the partners 'of which are eligible corporations, or a 
grantor trust with respect to which the grantor and all be- 
neficiaries are corporations or a partnership composed 
of corporations. 5 '

~ 

The nominal lessor is also required to have, at all times 
during the lease term , a minimum investment “at-risk” in 
the property of at least 10% of the adjusted basis of the 
property. Although this “at-risk” requirement is a con- 
tinuation of the old policy of insisting the nominal lessor 
have'a stake in the cost of the léased property, it is less of 
a stake than under the previousguidelines, since it need 
only be 10% rather than 20% , and, more importantly, it 
is determined with respect tolthe adjusted basis‘ of the 
property rather than the original basis. 

The fact there may be an agreement between the lessor 
and the lessee requiring either or both parties to pur- 
chase or sell. the property at some price (whether or not 
fixed in the agreement) at the end of the lease term will 
not affect the amount the nominal lessor is considered to 
have “at risk” with respect to the property. The fact the _ 

lessee is considered the owner for state or local law pur- 
poses will also not be taken into account in characterizing 

' 

the transaction as a lease. It will-not matter either that 
after the lease term no other person besides the lessee 
will be able to make use of the property. v 

4. See Revenue Procedure 75-21, 1975-1 Cumulative Bulletin 715; Rev- 
enue Procedure 75-28, 1975-1 Cumulative Bulletin 752; Revenue Procedure 
76-30, 1976-2 Cumulative Bulletin 647. 

‘
I 

5. A Subchapter S Corporation is a true corporation which is treated as 2i
' 

partnership for Federai income tax purposes, i.e. corporate income is exempt 
from federal income tax with regard to the corporation itself, but is taxable for 
the individual shareholders, whether distributed or not. The shareholders _ 

must be fewer than 25, they must elect Subchapter S treatment, and must have 
only one class of stock (IRC Section 1371). . 

A personal holding company is a corporation subject to the personal holding 
company tax, which is imposed annually on all corporations which fit' certain 
definitional requirements, regardless of whether their purpose was to av'oid 

~- tax. Essentially, a personal holding company is an inveétment company, in 
which the majority of stock is held by 5 or fewer persons, and _the bulk ofits in- 
come is from dividends and interest (see IRC Section 541).

' 

A grantor trust is a trust of which the grantor will be treated as the oWner of the . 

trust’s assets for tax purposes, in general because‘certain attributes of control , 

‘ have been retained (see IRC SectiOn 671). 
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Another change from the old IRS guidelines is that the 
lessee, or a related party, may now provide financing, or 
guarantee financing for the transaction. That does not, 
however, allow the lessee to finance or guarantee the 
10% minimum “at-risk” investment required of the les- 
set. 

The lease term (including extensions) may not exceed 
the greater of 90% of the useful life of the property for 
purposes of Section 167 depreciation, or 150% of the 
present class life of the property. 6 

In order to be “qualified lease property” the property 
must meet one of 3 requirements, the first of which is that 
it is new Section 387 property of the lessor which is leased 
within 3 months after the property was placed in service, 
and which, if it had been acquired by the lessee, would 
have been new Section 38 property of the lessee. (The 
lessor may use the property within the 3-month period 
prior to the start of the lease.) 7 

In case of a sale-leaseback transaction, “qualified'prop- 
erty” includes property that was new Section 38 property 
when acquired by the lessee. The sale and leaseback 
must occur within 3 months of the date the property was 
placed in service by the lessee, and the adjusted basis of 
the lessor must not exceed the adjusted basis in the hands 
of the lessee at the time of the lease. A special rule 
applies for eligible property placed in service after 31 De— 
cember 1980, and before the date on which the ERTA 
was enacted (13 August 1981). Such property will be 
deemed to have met the 3-month requirement if leased 
by 13 November 1981.8 The third cate ory of “qualified 
roperty” is mass commuting vehicles as defined in IRC 

Section 103(b)(9))9 which are financed in whole or in 
part by obligations the interest on which is excludable 
from income tax under Section 103(a). This special 
category, under which a lessee will receive the deprecia- 
tion deduction even though the property is used by a tax- 
exempt organization or government unit in an exempt 
function, does not, however, qualify for the investment 
tax, credit, but only for the ACRS deductions. 
The act states that, if the specified requirements are met, 
no other factors will be taken into account in determining 
whether the transaction will be effective to transfer fed- 
eral tax attributes to the nominal lessee. The Treasury 

- Department is authorized by the Act to promulgate reg- 
ulations as may be necessary to carry out the purposes of 
the section, including regulations to insure that the 
aggregate amount of (and timing of) deductions and cre— 
dits in respect of qualified leased property is limited to 
the aggregate amount (and timing) which would have 
been allowable without regard to the leasing provisions. 
In case the lessee acquires the property at the expiration 
of the lease term , and subsequently disposes of it, the les- 
see will be subject to the normal rules for recapture of de- 
preciation deductions under IRC Sections 47 and 1245,10 
just as if the lessee had been considered the owner of the 
property for the entire term of the lease. However, any 
amount recaptured already from the lessor when it trans— 
ferred the property will not be recaptured again from the 
lessee. '

, 
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REVISION OF REGULATIONS 
In October 1981,11 the Treasury announced regulations 
for safe harbor leasing which provided" guidelines as to 
what subsequent events might disqualify a leasing trans- 
action from safe harbor protection. Among the specified 
events was a transfer in bankruptcy or similar court- 
supervised proceeding. This set off a storm of criticism 
since, in the words of one concerned corporate execu- 
tive, the effect of the regulations was “nearly to destroy 
the ability of poor companies with dubious credit to take 
advantage of the new law”. 12 Since it was “poor” com- 
panies, or at least companies with a negative taxable in- 
come, which were the intended bcneficiaries of the safe 
harbor leasing provision, the temporary regulations 
were subsequently amended.13 

As it now stands, a transfer in bankruptcy or similar pro- 
ceeding is not automatically 3 disqualifying event if (1) 
all lenders with secured interests in the property prior to 
the time the lease is consummated consent to release the 
federal income tax ownership of the property from their 
interest, (2) the lessor gives written notice of its tax own- 
ership to the court, the trustee in bankruptcy, and the 
purchaser of the property, and (3) the lessor files a state- 
ment with its income tax return identifying the trans- 
ferees and the property. All that having been done, the 
lessor will continue to be owner of the property for tax 
purposes, and the transferee will step into the shoes of 
the original lessee. The rule is mandatory for agreements 
executed after 31 May 1982, and elective for those before 
that date. 

If, on.th<.e other hand, the lessee voluntarily Sells or as- 
51gns 1ts 1nterest 1n the lease or in the property, the ar- 
rangement does lose its characterization as a lease under 

6. IRC Section 167(m)(1). Under the Class Life Asset Depreciation Range 
(ADR) system taxpayers were permitted to base depreciation deductions on a 
hypothetical useful life selected from within a range specified for designated 
classes of assets. ' 

7., Section 38 property is property that may be depreciated annually and for 
which an investment tax credit is available. The category generally includes 
tangible personal property (except air conditioning and heating units); certain' 
other tangible property (except buildings) tied to produétion or certain ser- 
vices; some research and storage facilities; qualified expenditures f9r re- 
habilitating business buildings; certain agricultural and horticultural struc- 
tures and certain reforestation expenses. 
8. This deadline caused a flurry of activity in September and October of 
1981 as corporations rushed to qualify for leasing property already purchased 
and placed into service. 
9. This provision exempts from tax interest paid on municipal bonds used to 
finance purchases of buses, subway and rail cars to be used by mass transit sys- 
tems owned by government units. The theory is that by exempting ifiterest 

. 
from tax local governments can offer holders of their obligations an attractive 
yield at a lower cost to the local government. By permitting tax leasing of mass 
commuting vehicles, capital costs are furthér subsidized. 
10. If property for which accelerated depreciation deductions or a credit 
have been taken is disposed of prior to the end of its useful life'or the ACRS re- 
covery period, part of the tax benefits are “recaptured”, i.c. paid back to the 
Treasury. . 

11. Temporary Regs. Section 5c, 168(f)(8). Treasury Decision 7791. 
12. Letter of 27 October 1981 from Chrysler Corporation President Lee A. 
Iacocca to Treasury Secretary Donald T. Regan, reprinted in Tax Notes, 16 
November 1981, p. 1215. ~ 

13. Treasury Decisiofi 7795. 
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the safe harbor provision, unless. within 60 days of the 
transfer'the lessee’s transferee gives written consent to 
take subject to the leasing of the tax attributes of the 
property to the nominal lessor. r 

‘

- 

Under the new regulations it is intended that corpdra- 
tions will have the flexibility needed tomake maximum 
use of Section 168(f)(8) so that, as Congress intended, 
the lessee will obtain the benefit of capital investment in- 
centives in an amount as near as possible to the tax incen- 
tives it would have received had it been able to take ad— 
vantage of the ACRS deduction and thelnvcstment Tax 
Credit without having to resort to a lease, 

A QUESTION OF POLICY 
The old guidelines, which made leverage leasing compli- 
cated and resulted in high transaction costs, were de- 
signed to insure that only genuine arrangements were 
recognized for federal tax purposes. In contrast, the new 
regime will be easier to work with because it represents 
more than simply a change in mechanical requirements 
'or an easing of reporting obligations. As stated.in the 
General explanation of the Economic Recovery Tax Act 
of1981, prepared by the staff of the Joint Committee on 
Taxation, the new provision is . 

. a significant change overriding several fundamental 
principles of tax law. Traditionally, the substance of a trans- 
action rather than its form controls the tax consequences of 
a transaction. In addition, a transaction generally will not 

‘ be given effect for tax purposes unless it serves some busi— 
ness purpose aside from reducing taxes. Because the leasing 
provision was intended to be only a transferability provi- 
sipn, many of the transactions that will be characterized as a 
leaseunder the safe harbor will have no business purpose 
(other than to transfer tax benefits). When the substance of 
the transaction is examined, the transaction may not bear 

. any resemblance to a lease. 1‘ 

However, to admit that a safe harbér for leverAage leasing 
serves no business purpose save for reducing taxes does 
not mean that transferability of tax benefits does not 
serve any legitimate public objective. The investment tax 
credit and accelerated depreciation are intended to 
lower the cost of capital to firms in order to encourage 
capital investment, which is considered 'the key to 
economic growth. When some firms cannot take advan— 
tage of these incentives not only are their capital costs not 
decreased, they are in fact increased relative to other 
firms. This distortion should be addressed in some way. 
Therefore, we have the Congresscncoura‘ging leverag ‘ 

leasing by creating a safe harbor. - . 

The basic principle is summed up in the following pas- 
sage from an address by the Assistant Treasury Secretary 

’ 
for Tax Policy, J ohn E. Chapoton:

' 

What tax leasing guarantees is that the investment stimulus 
of ACRS will be available equally to all firms which make 
new investments, whether or not the particular firm has sig- 
nificant current income. The choice of investments made in 

' the economy will be determined _by the economic profitabil- 
ity of the investments, not by special tax benefits available 
only to certain firms with particular taix characteristics. Far 
from being a Special interest benefit for distressed indus- 
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tries'or cash rich companies, leasing is a tool for spreading 
the investment stimulus of the. new tax law more equally 
throughout the economy . -. '. 

. safe harbor leasing, which 
allows more efficient leasing transactions than under Enior 
law, is an essential ingredient of the new ACRS rules. 5 

Since passage of the ERTA, corporatidns have been 
quick to arrange leasing transactions to take advantage 

' 

'of the new safe harbor provisidn. This has created con- 
siderable publicity, mostly adverse, which has in turn 
prompted several members of Congress to propose legis- 
latiOn to repeal Section 168(f)(8)._1 Whether or not such 
efforts will be successful remains to be seen. 

Under temporary regulations issued by the Treasury, 
safe harbor leases are to be reported within 30 days after 
the transaction is executed,17 so that when ‘the Congress 
does reconsider Section 168(f)(8) it will be able to draw 
upon useful current data in considering how effective the 
provision has been. Nevertheless, the result of its recon- 
sideration will hinge as much on politics as tax policy. 

Although opposition to Section 168(f)(8) is based‘for the 
most part on its cost to the Treasury, and not on its effec- 
tiveness in dealing with the problem of distributing tax 
incentives made available in other parts of the Internal 
Revenue Code, the section Can also be faulted in that re— ‘ 

spect. 

Aécofding. to one estimate, companies that “sell” their 
tax benefits appear to be getting about 60% of the value 

- of those benefits. 18 That means that although the benefit 
results in a.loss to the Treasury of the full amount which 
the lessee would have been entitled to had it been able to 
use the benefits itself, the intended beneficiary of the in- 
vestment incentive, the lessee, gets much less assistance 
than the government has paid for. This is plainly not effi- 
cient. In addition, the fact thatprofitable corporations 
are able to take substantial deductions and credits by be— 
coming tax lessors can undermine public confidence in 
the re'venuevsystem. On the other hand, if only profitable I 

enterprises are able to take advantage of tax credits and \ 

deductions that are intended to apply acroSs the board, 
there is also a risk that some corporate taxpayers will per- 
ceive the sytem as inequitable. 

Accordingly, if the government is to Continue to provide 
incentives to capital investment through the tax system, 
it may be necessary to consider alternatives :to leverage 
leasing as a means for allowing all corporate taxpayers to 
take advantage of the incentives. The most obvious alter- 

- native isAa refundable tax credit, i.e. a system where cor- 
porations without tax liability to offset would be given a 
payment in the same amount they would otherwise re- 
ceive as a tax credit; Such a scheme might be complicated 
to administer. Neverthless, it has be_en considered be- 

14. Report of 29 December 1981 at p. 104. . 

15. Address of 5 October 1981 before the Tax Society of New York Univer- 
sityareprint‘ed in Tax Notes, 12 Octobgr’1981, pp. 867, 872.

_ 

16. At least 5 bills have been introduced in the Senate and 18 in the House of 
Representatives which call for repeal of the safe harbor leasing provision. 
17. Treasury Decision-7800. 
18. Baltimore Sun, 10 January 1982, p.~A-1. 
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fore, and is used in some countries,,notably in Western -- 

Europez as a means for-distributing tax incentives for in- 
vestment (see box). The major advantage of a refunda- 
ble credit is that the incentive is more precisely targeted; .

- 

in other words, the company Which is suppOSed to re- 
ceive the subsidy receives the whole subsidy, without 
having to share it with a lessor as under Section 

' 

168(f)(8).19 The difficulty with a refundable tax credit is > 

that it is likely to be politically impossible, particularly at 
a timeof unprecedented deficits, for the Federal govern— 
ment to make cash payments to distressed corporations 

- or profitable corporations, which for one reason or 
another have no US. income tax liability. 
Another means of allowing corporations in a loss posi- 
tion to have the benefit of incentives would be to allow 
them to take advantage of those incentives over an inde- 
finite period of time. This would, however, not be effec- 
tive in many cases and in any event does not completely 
address the problem. Net operating losses and certain 
credits can already be carried over for a period .of 15 
years,20 and any incentive that is only available several. 
years down the road is really no incentive at all. The pre- 
‘sent value of the tax credit or deduction will always be 
much greater than the value of that same benefit taken

, 

several years in the future. That is why tax leasing has 

proved‘tobe so popular among the lessees. Even after 
paying‘a premium to the lessor theylstill benefit because 
they receive an infusion of cash immediately. For many 
companies the promise of a tax benefit in the future 
means little; they may have disappeared before they are 
able to use it. I 

The problem addressed by tax leasing is by no means sim- 
ple. If Section 168(f) (8) is abolished and nothing is put in 
its place, the tax incentives offered for capital investment 
will continue to cause distortions in the economy. How- 
ever, some distortion is inevitable where the revenue sys- 
temis too heavily depended upon as a vehicle for carry- 
ing out economic programs. Perhaps the real solution is 
for the Federal government to eliminate tax incentives 
for investment, which will increase its revenues and de- 
crease its need to borrow money, thereby freeing a sub- 
stantial amount of capital which would then be available 
at a lower cost to the private sector. .

v 

19. See Bierman and Bierman, “Leasing and the Tax Cfit of 19231”, Tax 
Notes, 19 October 1981, p. 875. ' 

' 

20. IRC Sections 46(b); 172. 

SELECTED INVESTMENT SCHEMES IN EUROPE- 
AN COUNTRIES AVAILABLE WITHOUT REGARD 
TO TAXABLE INCOME 
NETHERLANDS: The Law on Investment Incen- 
tives (WIR), effective 24 May 1978, provides for a tax- 
free basic investment premium and a number of tax- 
free investment bonuses. (The law replaces two prior 

'preciation and an investment allowance.) The WIR 
premium and the total investment bonuses are cre- 
dited against the taxpayer’s income tax liability. The 
depreciable base of the assets concerned is not af- 
fected. Corporations operating at a loss may apply to 
the Tax Administration (Inspecteur der Ven- 
nootschapsbelasting)_for payment of any excess over 
tax due. Non-residents may also benefit from these 
subsidies; however, where it affects their income tax 
liability, it may also affect the possibility of crediting 
Dutch income tax against income tax in their home 
country, c. g. the'United States. Therefore, the net re- 
sult will be no'actual benefit from the cash subsidy. 

FRANCE: A cash grant (Regional Development 
Grant) of up to 25% of amounts invested may be ob- 
tained by businesses which create or expand activities 
in designated areas where industrial problems exist. 

business in certain development areas. Premiums var- 

special tax incentives for investment: accelerated de-' 

GERMANY: The Investment Premium Law (Inves- 
titionszulagengesetz) provides for a tax-free invest- 
ment aid of 8.75% of the amount invested in depreci- 
able fixed assets for new‘businesses and expansion of 

ying between 7.5% and 20% of the cost of investment 
in‘new depreciable fixed assets are available where the 
assets'are used in research and development, produc- 
tion and distribution of energy, and for any purpose 
where the assets were ordered or productio‘n com- 
menced within stated time periods. - ~ 

The government is presently considering offering a 
10% investment grant for investment made during 
1982 in new plant and buildings, provided the firm 
making the investment spends more than its average 
investment in the past 3 years. 

SWEDEN: Investments made_ during certain stated 
time periods, in general ’ending' 31 December 1979, 
were eligible for an investment allowance -in the form 
of a 10% or 25% deduction (prior investment eriods 
have been granted deductions of 20% and 30% which 
could only be taken in the year of the investment. 
However, if the profit was insufficient to offset the en- 
tire allowance, the taxpayer could opt to rqceive cash 
in the amount of 4% or 10% of the investment. 
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Tax Incentives of Industrialized Countries for 
Private Undertakings in Developing Countries 

A Brief Introduction 
by Eugen Jeh|e* 

I. INTRODUCTION 

A. Background 

In recent years , world-wide interest in the relationship between industrialized 
and developing countries has increased significantly. This is last but not least 
doéumented in the creation of specific international bodies and organizations 
that are preoccupied with all possible issues involved, directed to bring about 
an improvement in the economic and social situations of developing coun- 
tries. 

There is little controversy around the question that tax incentives for private 
undertakings, on the side of industrialized countries and/or developing coun- 
tries, are only one device out of a vast variety of possibilities that could make a 
contribution to a more equitable distribution of wealth amongst nations. 
Furthermore, the degree of usefulness of such incentives will depend upon a 
great number of factors, such as the economic system of a developing country 
and the degree of development that has already been achieved. 

B. Scope of this article 
As indicated above, the appropriate means of support for developing coun- 
tries are often difficult to identify. This article will present a short survey of 
possible tax incentive measures open to industrialized countries. It is quite 
clear that this catalogue of measures is only one component of a broader pic- 
ture that, to be'Somewhat comprehensive, should also include tax incentives 
provided by developing countries and the reconciliation of tax incentive mea- 
sures as provided by industrialized and developing countries. 
Nevertheless, this article is confined to tax incentives for private undertakings 
in developing countries provided by industrialized countries. Indeed, it can 
be observed that there is renewed interest for this especially on the side of the 
industrialized countries these days for which one can assume the following 
reasons: 
(1) the gloomy state of the economy of many industrialized countries them- 

selves, documented by huge budget deficits, great balance of payment 
problems, etc. , makes it very difficult for the respective governments to 
maintain or even increase the transfer of public funds to developing coun- 
tries;

' 

(2) the discovery of possible potential for economic growth through private 
undertakings in developing countries that may be beneficial to the de— 
veloping country as well as to the economy of the industrialized country; 
i.e. where it is possible-to support undertakings in developing countries 
that further economic development and employment opportunities there 
without representing a threat to the economic situation in the indus- 
trialized country, for example with respect to the unemployment ques- 
tion. This scheme will be of particular interest Where financial facilities 
can be made available from third countries. As opposed to the direct 
transfer of financial facilities, tax incentives often do not cause an im- 
mediate outflow of public funds. 
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There are certainly many more reasons but, at present, 
these two appear to be the most significant. 
This short presentation of the most common tax incen- 
tive measures will basically refer to private undertakings 
such as participation in a corporation, investment by way 
of a permanent establishment, the granting of loans, and 
the transfer of technology. It mainly applies to taxes on 
income. Another important issue, namely, tax incen- 
tives for expatriates, will only be briefly mentioned. 

C. General probléms 

The types of tax incentives that can be employed will 
often be a function of the tax systems that are applied in 
the countries involved. For instance, where an indus- 
trialized country applies the territoriality system, the 
consequences will be quite different vis-é-vis another in- , 

dustrialized country that applies a world-wide system of 
income taxation. 
Another crucial point is the fact that it is, in theory, a 
generally accepted idea that the investor should benefit 
from a tax incentive granted by a developing country and 
not the tax authority of the industrialized country of 
which he is a resident; however, some systems may well 
eliminate any such efforts taken by developing countries. 
A further problem area constitues the existence of diffe- 
rent accounting §ystems for tax purposes in the countries 
involved. , 

W m: -
. 

In some cases, the measures to be discussed below can’ 
provide a solution, but others remain outside the scope 
of this article. - 

II. THE DIFFERENT TYPES OF TAX INCENTIVES* 

A. Classification 

. The tax incentives that may be made available to indust- 
rial countries can be classified in different ways, for in- 
stance as capital-related or income—related incentives, as 
incentives classified according to the stage of a private 
undertaking at which they are available, and many more. 
Of course, the type of incentive will also depend on the 
type of the activity that is undertaken. 
Furthermore, the granting of- tax incentives and the av- 
ailability of measures for the avoidance of double taxa- 
tion are often closely interrelated. Indeed, those mea- 
sures can themselves represent incentives and therefore 
they are here given the same attention as are “ordinary” 
tax incentives although there are, of course, arguments 
to take a different Viewpoint. 
This short survey follows mainly the “stage classifica- 
tion”. 

B. Pre-activity/lnitial tax incentives 

Under this category those tax incentives are listed that 
can be made available either in the planning period (see 
(1)() 

3); 
at'the time the undertakings are initiated (see (2) 

to 5 .
- 
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1 . Future investment reserves 
Future investment reserves are amounts that are deduc- 
tible from taxable income before any undertaking in a 
developing country has been started. 
The maximum amount deductible may be determined as 
a certain percentage of the taxable profit of a given year, 
as a specific fixed amount, or may be based upon any 
other assessment base (equity capital, etc.). The future 
investment reserve as-created must result in an undertak- 
ing in a developing country within a specified period of 
time; otherwise the amounts deducted from taxable in- 
come must be added back and are subject to taxation at 
the normal rate. The amount of the Ideserve may either be 
“kept” within the enterprise or it may be required to be 
transmitted to an institution such as a national develop- 
ment company or development bank. The latter way 
could also provide access to additional funds, expertise, 
'etc. at the time an undertaking is planned and started. 
The future investment reserve provides a possibility to 
enterprises, particularly small and medium sized enter- 
prises, to “prepare” themselves financially for ventures 
in developing countries which are already at the planning 
stage. It appears that the possibility to build up such a re- 
serve Would open the way to private undertakings in de- 
veloping countries for enterprises that may OtherWise be 
prevented from doing so. 
With respect to domestic investment, the future invest- 
ment reserve scheme'has been appligd in a number of 
countries, including Denmark,1 Finland2 and Sweden3 
forsome time. A scheme with-a similar effect, namely, 
pre-investment depreciation, is, for instance, employed 
in Norway.4

' 

2. Valuation rebate 
Upon investing a certain amount of capital in an under-- . 

taking, a “lump sum depreciation” of a certain percen- 
tage may be granted without the requirement that there 
actually be a drop in the value of the underlying item. By 
way of such a valuation rebate, a hidden reserve 'is 
created which need not be dissolved until the undertak— 
ing is disposed of. The effect of this measure is a tax sav- 
ing in the initial year of the undertaking with no tax con- 
sequences in the following years. The advantage of this 
measure is the easy handling, i.e. there is no substantial 
bureaucracy involved. -' ‘ 

Specific country references to various kinds of incentives and other mea- 
sures have been established with the kind cooperation of the Staff of the Inter- 
national Bureau of Fiscal Documentation. 
It must be noted that the references to specific countries are to serve as exam- 
ples only and naturally cannot represent any kind of complete survey. 
1. Law on Investment Reserve, of 18 November 1975, as amended. 
2. Law on Investment Reserve and Allowance, of 28 December 1978, as 
amended. . 

3. General Investment Reserve Act, of 31 May 1979, as amended. For a de- 
tailed discussion of the Swedish scheme, see: 
(a) Claessen, F.M. , “General Investment Reserve — New Provisions”, in 20 

. European Taxation (1980) 12 at 389. 
(b) Norr, Martin, Reserves for future investment: a Swedish Tax Incentive, 

Vol. I of Seleéted Monographs on Taxation (Harvard Law Schdol Inter- 
national Tax Program and the International Bureau of Fiscal Docdmen- ' 

tation, 1974).
' 

4. Income and Net Worth Tax Act, Section 44A, Lit. 4b and 5b.

* 
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The valuation rebate was, for instance,- granted in West 
Germany under the Development Aid Tax Law, but was 
abandoned on the occasion of a later amendment of that 
law. The tax law of Austria contains a similar provision 
for investment abroad provided that certain require- 
ments are met.5. ‘

' 

3. General reserve, ._' 

-A “general reServe” is described in this article as a profit- 
deductible amount based upon the value of a private un— 
dertaking initiated in' a developing country. The deduc- 
tion of the reserve will usually take place in the year in 
which the underlying undertakings are being started. As 
to the amount of the reserve, thefe are numerous p05.- 
sibilities ranging from a rate of 1% to a rate exceeding 
100%. 
Another determinant of this type of incentive is the time 
period for which it is granted. The possibilities range, of 
course, from a dissolution at the time the undertaking is 
being disposed of to a dissolution within a relatively short 
period after its creation. In between there are many 
ways, for instance a dissolution in annual installments_ 
after a grace period of several years. The effect of this 
measure is basically a.tax respite, the extent of which de— 
pends on the period during which the reserve may be 
maintained. 
Provisions for a general reserve for undertakings in de- 
veloplng countnes are contamed 1n the tax laws of 
France,6 J apan7 and West Germany.8 

_ 

4. Tax-free trahsfer of hidden reserves 
' The tax systems of most industrialized countries provide 
for the taxation of hidden reserves upon dissolution, ei,- 
ther by way of capital gains taxation or by way of automa- 
tic inclusion of such amounts into profits due to the appli~ 
cation of the accrual method. A' dissolution of hidden re- 
serves is usually assumed when an asset is sold or other— 
wise leaves the sphere of an enterprise (or country). 
“Bearers” of hidden reserves may be all kinds of mov- 
able fixed assets but also intangible assets such as pa- 
tents, trademarks, etc. In. the latter case, the amount of 
hidden reserves may be particularly great-when the un- 
derlying items represent the result of own research and 
development efforts and the tax law of the country in 
question does not require/allow the capitalization of the 
underlying costs. Indeed, the obligation to dissolve hid- 
den reserves can frustrate the otherwise desirable trans- 
fer of assets to undertakings in developing countries. 
This effect can be avoided in alloWing enterprises to 
maintain the book value of such items (in case it remains 
in the sphere of theenter'prise). Where self-developed, 
non-capitalized intangible assets are being transferred, a 
solution may also be found in capitalizing the item with 
one unit of account (as pro memoria item). At any rate, 
'where an industrialized country does not want to waive 
the right to tax the hidden reserves of items upon the 
transfer to a developing country, it could allow a combi- 
nation of dissolving the hidden reserves with the creation 
of profit-deductible reserves. 
In ‘the first case, a tax—free transfer of hidden reserves 
would be the result whereas in the latter case (profit-de- 
122 

ductible reserve) the consequence will depend upon the 
requirements with respect to the dissolution of those re- 
serves. If the reserve may be maintained indefinitely, a 
generous_ tax' respite will be the consequence whereby 
this transaction even may become a _tax-free transfer 
(6. g. >whe-re a patent eventually expires). 

r

. 

5. Investment, premiums (Investment tax credit/Cash 
_ 

grant) a 
‘ 

. 

‘ 

- r 

A special form to promote private undertakings in de- 
veloping countries is the investment premium to be 
granted by_ the authorities of the industrialized country. 
There are arguments that this type of incentive need not 

I 

necessarily be regarded as a tax incentive. In this article, 
however, it is being dealt with as a tax incentive; the only 
difference Vis-z‘l-Vis o'ther incentive measures is to be seen ' 

in the fact that the implications do not appear at the level 
of income. but rather at the level Of amount of tax due. 
The basic idea is that a private undertaking in 3 develop- 
ing country will benefit from a premium (investment tax 
credit or cash grant) calculated as a certain percentage 
of, for instance, capital invested. 

_ 
The advantages of investment premifims includothe 
quick availability of liquidity for the enterprise. Further- 
more, if the investment premium does not'influence the 
acQuisition cost to be used for possible depreciation and 
is also otherwise kept outside the accounting system for 
tax purposes, it is truly a one-time affair that does hot en- 
courage the blossoming of red‘tape;

' 

At any rate, this type of incentive has become a popular 
incentive measure for domestic investment in a number 
of countries, including Canada,9 the Netherlands,10 
Spain,11 West Germany12 and the United States of 
America:13 

‘

' 

C. Tax incentives during operation 
The pre-activity/initial tax incentives are mostly .con- 
Cerned with tax matters that arise at the first stage of an 
undertaking in a developing country, whereas the tax in- 
centives during'operation are mostly concerned with the 
outcome of those undertakings in subsequent years, i.e. 
the treatment of income — positive or negative — is the 
major issue. ’

> 

Again it must be emphasized that precise answérs to re- 
lated questions will depend on the tax system of a specific 
industrial country; if the territoriality principle of taxaj 

5. Einkommensteuergesetz, Sec. 6(7). ' 

6. CGI, Article 39 octies Alloi no. 80-30 du 18.1.80. 
7. “Overseas Investment Loss Reéerve.” For a detailed discussion, see: 
Guide to Japanese Taxes, Yuji Gomi 1981-82, at 332. ‘ 

8. Entwicklungsléinder — Steuergesetz, of 21 May 1979. For a detailed dis- 
cussion of West German legislation in this context, see: J ehle, 13., “The New 
Developing Conntries Tax Law — Tax incentives for West German invest- ‘ 

ments in the third world”, 19 European Taxation (1979) at 349. As of 1 January 
1982, this law has been repealed. . 

9. Income Tax Act, Sec. 127(5)-(12). 
'10. _For instance: Law on Investment Incentives (WIR), of 24 May 1978. - 

11_. For instance: Law 61/1978 of 27 Decembér 1978, Impuesto sobre 
Sociedades, Article 25, as updated. ’

' 

_ 

A12. ‘Investitionszulagengesetz, of 2 January 1979. 
13. IRC, Secs. 38 and 46. 

. © 1982 International BUreau of Fiscal Documentation — BULLETIN



tion is employed,- the answers are different as compared 
with countries that adhére to the taxation of world-wide 
income. ~ - 

' ' 

In this context, there is, of course, another important 
issue, namely, the question as to how a developing coun- 
try taxes private undertakings carried on by foreigners. 
Indeed, this is not the subject of this article but the un- 
derlying implications cannot be totally ignored. Thus, it 
will be necessary to mention briefly relevant measures. ~ 

One could argue that measures for the avoidance of dou- 
ble taxation, both Unilateral and bilateral, are not by 
their very nature tax incentive measures of industrialized 
countries for private undertakings in developing coun- 
tries, since, to a great extent," they are alSo employed in 
relationships between industrialized countries. How- 
ever, whatever Viewpoint one may employ, these mea- 
sures are too important to be neglected and their implica- 
tions may have a greater significance fer a foreign inves- ' 

tor than the aggregate of all other tax incentives. Furth; 
ermoreé there are indeed measures that are uniquely de- 
signed for the relationship between an industrialized 4' 

country and a developing country. . 

1. “Specific” tax incentives 
In this article, those measures are defined as “specific” 
tax incentives (during operation) which usually do not 
fall under the categoryof measures for the avoidance of 
double taxation. ‘ 

a. Special depreciation 
A great mimber of industrialized countries provide a 
rather genetous tax regime by way of allowing a fast de- 
preciation of fixed assets. Although that regime is usu- 
ally designed for domestic purposes it may nevertheless 
be applicable with respect to undertakings in developing- 
countries, namely where such an undertaking is carried 
on as a permanent establishment and the system of taxa- 
tion of world-wide income is applied; 
The most Common schemes are the following: — Full depreciation for fixed assets in the year of acquis- 

ition. This regime is, for instance, applied in the Re- 
public of Ireland14 and in the United Kingdom;15 
other countries are also reported to be considering 

_ 

' the introduction of this scheme into their tax system. — Accelerated depreciation, i.e. a fast writing off of 
fixed assets by way of allowing high. deprcciation 
rates in initial years or an additional depreciation on 
top of the usual depreciation 'that is based on the use- ' 

ful life of an asset. At any rate, the depreciation base 
usually does not exceed 100%. This scheme is Com- 
‘mon practice in many countries, including Austria, 16 
Belgium,17 J apan18 and Sweden19 whereby there are 
often restrictions with respect to the specific type of 
fixed assets that are required. ' 

— Depreciation allowance, i.e. the depreciation base 
exceeds the acquisition costs of a fixed assetJThis 
scheme is, for instance, found in Belgium20 and Fin- 
land21 whereby it is also often restrictedIto specified 
types of assets or certain areas. 

b. Reserves for losses
> 

Where an undertaking in a developing country is main- 
© 1982 International Bureauof Fiscal Documentation — BULyETIN 

tained in the form of a subsidiary company orwhere a tax 
treaty provides for the exemption from taxation of in- 
come of a permanent establishment in the industrial 
country, no consideration of losses of. such undertakings 
will usually be provided. 
As an incentive measure, an industrialized country may 
include a provision in its national tax law that allows the 
creation of a profit-deduCtible reserve for such losses. 
Usually, such a reserve is dissolved as soon as the sub- 
sidiary company/permanent establishment operates at a 
profit.22 . 

Generally speaking, the consideration of such losses is, 
for instance,.possible in the international relationship in 
France,23 West Germany24 and the Netherlands25 pro- 
vided that certain preconditions are met; 

- c. Depreciation t0 fictitious going concern value 
The tax laws of some industrialized countries provide the 
possibility of depreciation in those cases where the tax- 
payer can establish that the actual value of an asset is 
lower than its book value. This scheme may be opened 
for application for undertakings in developing countries 
on a fictitious basis. A systematic depreciation of a cer- 
tain annual percentage of the initial investment spread 
over a number of years down to a certain fictitious going 
concern value without requiring economic justifiCation 
represents an attractive possibility to provide a tax incen- 
tive for private undertakings in developing countries in 
that it allows the tax-free creation'of hidden reserves. 
This scheme offers a “compensation” for the general risk 
that is always involved where there are undertakings in 
remote countries. V 

(1. 'Tax reliefs for expatriates 
Although it will usually be the developing country that - 

taxes expatriates from industrialized countries employed 
in undertakings there, there are nevertheless certain 
situations where an industrialized Country can provide 
reliefs for such persons. This is particularly true where an 
industrialized country bases its tax system upon citizen- 
ship; in this case, a‘ substantial basic exempt amount can 
bring about the necessary incentive to work in adeVelop- 
ing country.

' 

14. Financé Act 1971, Sec. 26, as amended. 
15. Finance Act 1972, Sec. 67. 
16. Einkommensteuergesetz, Sec. 8. 
‘17. For instance: Law of 30 December 1970 regarding economic expansion. 
18. Japan allows accelerated depreciation for a great variety of assets. For a 
detailed discussion, see: Guide to Japanese Taxes, Yuji Gomi 1981-82, at 316 
ff. - 

19. For instance: Regulations to Sec. 29 of the Local Tax Act. 
20. Fbr instance: Income Tax Code, _Art. 48 bis (introduced by Law of 10 
February 1981). 

' 

V 

I

' 

21. For instance: Law on incentives for investments in certain regioné, of 31 
December 1975, as amended. : 

' ‘ 

22. For a detailed discussion on the effect of losses in one country on the in- 
come tax treatment in other countries' of an enterprise or of associated enter- 
prises engaged in'international activities, see: IFA — Cahiers, LXIVb, 1979: 
23. For instancé by way of:_ ‘

- 

— CGI, Article 39 octies A loi No. 80-30 du 18.1.80. 
- CGI, Article 209 quinquies. 

_

‘ 

24. Auslandsinvestitionengesetz of 18 August 1969, Secs. 2 and 3. 
25. Implied in the Dutch system of taxation of world-wide inbgm‘e (general 
rule). ‘

' 
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Relief measures in this context may also be extended to 
thesocial security system of the industrialized country; 
for example, where it appears to be desirable for an ex- 
patriate to remain in the social security system of his 
home country , this should be facilitated in the underlying 
legislation. 

2. Tax incentives provided ‘by measures for the avoid- 
ance of double taxation‘ . 

Measures for the avoidance of double taxation can be 
based on (a) unilateral provisions of the national law, 
(b) bilateral treaties between two states, or (c) multilat- 
eral treaties between a number of states. 

' For the purpose of this article, i.e. the application of such 
measures as tax incentives in the relationship between » 

developing and industrialized countries, only the unilat— 
eral and the bilateral approaches are significant.26 

. 
This article does not deal with those two legal ap- 
proaches as such but with the methods that, in principle, 
may be offered by both. 
The following is a presentation of different methods for 
the avoidance of double taxation with respect to taxes on 
income whereby the situation is, of course, regarded 
from the angle that a person (investor) in an indus- 
trialized country receives income from an undertaking in 
a developing country. (To some extent, these principles 
are also applicable/to taxes on capital.) 
Again, the discussion of the various methods basically 
refers to private undertakings in the form of subsidiary 

1 companies, permanent establishments, the granting of 
loans, and the provision of technology (royalties), as the 
case may be (see also above). '

‘ 

a. Tax exemption method 
The exemption method actually “ignores” the income 
that arises abroad (source country), in'this case a de- 

. veloping country. In other words: the source country will 
tax the underlying income according to its tax laws 
whereas the investor’s home state (industrialized coun-- 
try) does not levy any taxes on the same income item; 
Thus, such income is tax free in the investor’s home 
country. 
This method makes sure that tax incentives granted by- 
developing countries fully benefit the investor. As a gen- 
eral rule, tax incentives are granted by a developing 
country as a compensation for, for instance, an insuffi-' 
cient infrastructure. Thus , the tax exemtpion method en- 
ables an investor to operate under more difficult cir- 
cumstances, usually under the same conditions as similar 
undertakings in a developing country. In this context, 
the exemption method is most relevant with respect to 
taxation of the profit of a permanent establishment; the 
tax» exempt-status may either be based on a unilateral 
waiver of the investor’s home country or on a tax treaty 
provision that allocates the eXclusive right to tax to the 
state where the permanent establishment is located. 
This method can thus be regarded as a simple but power- 
ful incentive to carry on undertakings in'a developing 
country (provided, of course, that the “tax climate” 
there is “pleasant”). 
A certain “sophistication” of the; tax' exemption-method 
124 

can be seen in the application of the so-called progres- 
sion clause. This is to say that a country may well accept 
the right‘ of another state to tax a certain item but 
nevertheless. employ that tax rate for the (domestic) in- 
come that is applicable to the total income (i.e. including 
the tax exempt income). This measure is of course only 
relevant where the tax is levied at progressive rates. 
Generally speaking, the ta_x exemption method is unilat- 
erally applied, in different variations (e. g. depending on 
the type of income) in countries including Australia,27 
France28 and the Netherlands. 29 Many countries refer to 
the tax exemption method in their respective tax treaties. 

b. International afi‘iliation privilege 
The international affiliation privilege is a special form of 
tax exemption method for intercompany dividends.» 
Where a corporation that is a resident of an indus- 
trialized country holds a certain percentage of the equity 

‘ capital of a corporation in a developing country, the divi- 
dends paid by the latter to the former are tax exempt in 
the industrialized country. 

- As to the percentage necessary to qualify for this favora- 
ble tax treatment, there is no. uniform picture. Some 
countries require a stake of at least 25% in the capital of 
the subsidiary company, others are satisfied with 20, 10, 
5 or an even lower percentage rate. At any rate, the deci- 
sive criterion is often whether the parent company can 
exercise some influence on the subsidiary company by 
virtue of the shareholding. 
An extension of this favorable treatment can also be con- 
sidered in those cases where the shareholder is not a cor- 
poration but, for instance, a partnership. In many cases if 
may be desirable or even vital to carry on undertakings in 
a developing country in the form of a corporation 
whereas, it may be favorable to carry on business in the 
home country in a legal form other than a corporation. 
This incentive measure is, for instance, unilaterally ap- 
plied in Australia,30 Bel ium,31 France,32 the Nether- 
lands‘33 and Switzerland, other countries referring to it 
in underlying tax treaties. ‘ 

c._ 
' Fictitious tax credit (Tax sparing 'crgzdit/ Matching Cre- 
dit)

' 

The currently fashionable method for the avoidance of 
: double taxation with regard to the relationship between 
industrialized and developing countries is the fictitious 
tax credit. A 

Basically, the idea is that an industrialized country grants 

26. For a more detailed discussion of this subject, see for instance: 
(a) The Taxation of Companies in Europe, Guides to European Taxation, 

Vol. II. . 

(b) “Unilateral Measures to prevent double taxation”. [FA — Cahiers, 
'LXVIb, 1981.

_ 

27. Income Tax Assessment Aét, Sec. 23(g).
I 

28. .Implied in the French system of territoriality taxation. 
‘29. Decree of 7. April 1965 (unilateral relief measures, Articles 3 and 7). 
30. Income Tax Assessment Act, Se_c. 46.

' 

31. Income Tax Code, Articles 111-113. 
32. CG], Articles 145, 146(2) and 216. 
33. Corporate Income Tax Law, Article 13. 
34. An. 59 Wehrstcuerbeschluss. ' 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



a tax credit of a certain percentage for underlying income
' 

from a developing country without regard to how high or 
low (6. g. dueto special tax incentives) the actual tax bur- 
den of that income has been in the developing country. 
Therefore, this mechanism is named the “fictitious tax 
credit”, also referred to as tax sparing credit and match- 
ing credit. The income items for which it is usually 
employed are dividends, interest and royalties. 
This method may be further refined. The most important 
a proaches can be summarized as follows: . 

(S the credit inthe industrialized country equals pre— 
cisely the tax ordinarily provided for in the develop- 
ing country. Thus, any incentives that lower the ordi- 
nary tax burden are “spared” and benefit the inves- 
tor; ., 

'

. 

(ii) the credit in the industrialized country intentionally 
exceeds the tax levied in the developing country. 

' Indeed, an almost unlimited number ofqvariations can be 
designed. Many factors must be taken into considera- 
tion; the relevance of this is reflected'by the fact that the 
fictitious tax credit is usually arranged for in bilateral 
treaties for the avoidance of double taXation where a re- 
conciliation of the diverging factors — due to different tax 
systems, etc. in the industrialized and developing coun- 
try involved - will be striven for. It is due to these difficul- 
ties that the fictitious tax credit has been employed as a 
unilateral measure for the avoidance of double taxation 
only in exceptionalcases.

‘ 

Indeed, many industrialized countries accept the inclu- 
sion of the fictitious tax credit (tax sparing credit) into tax 
treaties with developing countries. The unilateral grant- 
ing of the fictitious tax credit_ is not very common; W§§t 
Germany for instance is prepared to grant 1t 1n specnflc 
circumstances. 35 .

~ 

(1. Lump sum settlement 
The application of an accounting and tax system in a 
specific developing country that differs totally from that 
in a specific industrialized country may be one out of 

' man? possible reasons that it does not appear to be advis- 
able to employ one of the usual measures for the avoid- 
ance of double taxation but rather rely on taxation on a

_ 

. lump sum basis. 
Again, a great variety of possibilities is available. For in- 
stance, one of the most efficient (and least bureaucratic) 
manners will be a situation where, in the case of a foreign 

- permanent establishment, an industrialized country to- 
tally neglects the (foreign) calculations of income and ' 

taxes and applies a certain, usually low, tax rate on a pos- 
51bly estlmated (gross) income. 

' Another popular candidate for taxation on a lump sum 
basis can be income from personal services in the case of 
expatriates where the industrial country retains the right 
to tax but where a fair fixing of. deductible expenses en- 
counters great difficulties. 
At any rate, the lump' sum settlement will represent an 
attractive “tax incentive” where there is a'striking dispro- 
portion between the actual amount of income and taxes 
and the effort in Calculating inCOme and taxes according 
to “well established principles”. 
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6. Direct tax‘credit 
The direct tax credit is a logical consequence of the strict 
application of the principle of taxation of world-wide'in-

' 

come (or capital) in that it provides for the deduction of 
foreign taxes from the domestic tax liability that has been 
established on the basiS'of world-wide income (or 'capi— 

‘tal). '

' 

Indeed, this measure for the avoidance of double taxa-
V 

tion can only be regarded as a tax incentive if one regards 
the absence of other measures (or less favorable mea- 
sures) as the only alternative. ‘ 

-
. 

Generally speaking, in applying the direct tax credit, the 
tax burden on income that thas been derived in a de— 
veloping country will be equal to the tax burden on in- 
come that has been earned in the industrialiZed-country 
of which a potential investor is a resident. Any tax incen- 
tive (low tax rate , etc’.) provided by the developing coun- 
try is cashed in by the tax authority of the industrialized 
country. 

Thus a deVCIOping country may actually be forced to levy 
taxes at a high rate although the ‘feconomic environ- 
ment” (poor infrastructure, etc.) makes it highly advisa- 
ble to promote economic development with taxes that 
offer a low burden. This can have a particularly adverse 

. impact where the interest of foreign investors is confined 
to a few specific fields (e. g. oil exploration) and less at- 
tractlve (foreign) investment in other fields of vital im- 
portance is thus frustrated. 

r Within the method of the direct tax credit, there are also ' 

certain possible variations. q ingtance, if the so-called per country limitation is ap- 
plled, 1ncome and creditable taxes are established Sepa- _ 

.rately for each country. Thus, if there is income from two 
foreign countries whereby the tax burden of the first is 

' lower than that of the industrialized country but the sec- 
ond is higher, the difference will be cashed in by the fax 
authority in the first case but in the second case the excess 
(tax burden developing country — tax burden indus- I 

-'trialized country) may not be creditable but must be 
borne by the investor. 
Where, however, the overall limitation is applied, in- 
come and creditable taxes are established 'as an aggre- 
gate and there is an inter-country compensation whereby 
a non-creditable residual tax burden appears only in 
those cases where the average tax burden of foreign- 
source income exceeds the tax burden of the indus- 
trialized country in question. 

Another possible procedure is the limitation of the tax 
credit to specific types of income, i.e. the strict applica- 
tion of a schedular system of taxation in an international 
relationship. 

'

. 

The provision of a “carry—forward of foreign taxes” can 
.offer some relief in those cases where the taxpayer in the 
industrialized country has no tax or an insufficient 
amount of tax to be credited against the foreign tax. 

35. Kérperschaftsteuergesetz, Sec. 26(3). 
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The direct tax credit is, for instance, the method that is 
generally applied in Denmark,36 Finland,37 J apan,38 
West Germany,” Sweden,40 United Kingdom,“ and the 
United States of America.42 
It is observed that some countries which usually do not 
grant the direct tax 'credit — either. because they employ 

- the territoriality system or their tax system does not pro- 
vide for measures for the avoidance of double taxation — 
are prepared 'to grant it in the case'of income received 
from developing countries. For instance, the Nether— 
lands allow the direct tax credit for withholding taxes 
paid oh dividends, interest and royalties provided they 
stem from developing countries.43 

f. Indirect tax credit 
The term “indirect tax credit” is usually referred to in 
cases where foreign _taxes (e.g. paid in a developing 

_ country) may be credited against taxes in an indus- 
trialized country whereby the taxpayer of the foreign 
'taxes is, from a legal point of View, not identical with the 
taxpayer that claims a credit for the foreign taxes paid. 
Thc'practical relevance of this incentive measure is gen- 
erally confined to dividends. ,Where a parent company in 
an’ industrialized COuntry receives dividends from a sub— 

. sidiary company'in a developing country, the availability 
- of the indirect tax credit will allow a credit of the income 
tax paid by thesubsidiary company'against the tax liabil- 
‘ity'of the parent company, on a proportional basis of_ 
course. 

' ' ‘ 

Thus, there"is generally no difference in the tax burden 
between capital invested in a developing country and at 
home in an industrialized country (see above, direct tax 
credit). I

' 

The indirect tax credit is, for instance, available‘ in 
J apan,44 WeSt Germanyf? United Kingdom,46 and thé 
United States of America.47 ' 

g. Deduction of foreign taxes fromjthe'v‘taxable base 
Generally speaking, this type of tax measure usually can 
be regarded as an incentive for undertakings in' develop-

V 

ing countries only in cases where there is otherwise no re- 
hef measureat all. 
Nevertheless, depending on a number of other factors, 

I 
this method can be favorable. For instance, where an in- 
vestor suffers losses in the industrialized country and 
there is no carry-fOrward of foreign tax credits, this 
method may at least safeguard a carry—forward of losses 
whereby the foreign taxes are included in the relevant 
amount. ' ' 

Furthermore, the possible application of this method in 
cases where other measures cannot be used may bring 

' about some relief, e.g. where foreign taxes are not re— 
' garded as being'equivalent to domestic taxes and a tax 
credit is therefore refused. 

West Garmany48 and J apan,” for instance, offer their 
‘ 

taxpayers an option between deduction of the foreign tax 
'from income and a tax credit. ' 
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D. Tax incentives upon termination of activities - 

1. Tax-free re-t'ransfer of hidden reserves '
' 

Where a private undertaking in a developing country is 
successfully terminated (e. g. the expiration of a joint 
venture carried on as a corporation, 'the disposal of a per- 
manent establishment, the repayment of a loan, etc.), 
hidden reserves may have been generated. 
To the extent that a possible taxation of those hidden re- 

- serves falls 'under the jurisdiction *of- an industrialized 
country, this country may consider the possibility» to 
transfe; hldden reserves as contained in such items into a 
new pnvate undertaking in a developing country. 
2. Tax reliefs for returning expatriates 
Although this subject does not actually fall ‘within the 
scope of this article, it should nevertheless be mentioned 
that there is a number of possibilities to make temporary 
work indeveloping countries attractive for eXecutives, 
technicians, etc. , last but not least by way of specific tax 
incentives and/or by generous treatment generally pro- 
vided by in the tax system for such cases. 7 

E. Summary 
Many factors will influence the decision as to which type - 

of incentive is to be granted for what type of‘undertaking. 
V Indeed, each industrialized country has to design its own 

- “package” of incentive measures that takes into consid- 
eration all relevant factbrs of taxation and groups them 
in a 'consistent manner. The table below provides a 
simplified survey as to which measures for the avoidance 
of double taxation may be offered by the tax system of an 
industrialized country. ' 

Ill. CONTROL MECHANISMS 
The possibilities for the 'tax authofities' of an indus- 
trialized country to exercise control over private under- 
takings abroad are naturally limited. Indeed, they will 
generally be confined to the assistance of the tax author- 
ity of a developing country, as it may be arranged by vir- 
tue of a tax treaty under the “exchange of information 
clause”. ‘ 

Where the availability of a specific tax incentive of an in- 
36. Assessment Law, Sec. 33. 
37. Tax Credit Law, of 22.5. 1981. ' 

' 

‘
. 

38. Income Tax Law, Article 95, Corporation Tax Law, Art. 69, Local Tax 
Law, Arts. 53 and 321-8. ‘ 

. 

'

‘ 

39. Einkommcnsteuergesetz, Sec. 34c, Kérperschaftsteuergesetz, Sec. 26. 
40. National Income Tax Act, Secs. 24-27. 
41. Income and Corporation Taxes Act 1970, Sec. 498. 
42. IRC, Sec. 901. 

. 

43. Decree of 7 April 1965 (Unilateral relief meaSures, Art. 3a). - 

_-‘ 44. Income Tax Law, Article 95, Corporation Tax Law, Article 69, Local 
Tax Law, Arts. 53 and 321-8. . 

45. Kérperschaftsteuergesetz, Sec: 26(2). 
46. I'noome'and Corporatio‘n Taxes Act 1970, Sec. 498. 
47. IRC, Sec. 902; ' ‘

- 

48. Einkommensteuergesetz, Sec. 34c(2), Kérperschaftsteuergesetz, Sec. 
26(6). 

' 

.

‘ 

49. rSupra footnotes 18 and 38. 
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, Type of activity ‘(1)‘ Subsidiary' ‘ (2) Permanent (3) Portfolio (4) Granting of (5) Provision of 
Type of - 

. 
company establishment investment loans technology 

incentive (intercompany (profits) (dividends) 
V 

(interest). - 

I 

(royalties)' 
0 ‘

’ 

‘ ' 

dividends) ' 

(a) Tax exemption method 1 

' 

_ 
I 

'X 0 O O 
I 

(b) Interhationa] affiliation X I 

‘ privilege
' 

(c) Tax sparing credit _ 
X 0 X X X 

(matching credit) 

(d) Lu'mp sum settlémént 
I 

_ 

. 

O X 0 0 0 

(e) Direct ta); credit 
7 

‘ 

I” X X X X 
' 

(f) Indirect. tax credit 
' 

> I 

X 0 

(9) . 
Deduction of foreign 0 0 0 
taxes from taxable ' 

income ‘ 

X = applicatioh is common practice 0 = appiication AM at Iall possible) is not corfimon 

dustrialized country will depend upon the fulfillment of 
certain requirements (e.g. the maintenance of “active” 
undertakings in industry, commerce or agriculture), 'a 

confirmation certifiCate of a chartered accountant firm 
or a Chamber of Commerce (possibly one, in which the 
country is a partner) may be a possible means to exercise 
a certain control especially concerning tax incentives that 
are granted at the initial stage of an undertaking. 

IV. FINAL REMARKS 
Tax incentives provided by industrialized countries for 
private undertakings in developing countries can only 
support the efforts of the latter’s governments to acceler- 
ate the pacc of ,the improvement in the economic .de- 

I 

velopment of their countries. However, it is and should 
remain a passive role; the active part in this relationship 
must be played by the developing countries themselves. 
As far as taxation is concerned, it is the task of the repec— 
tive gdvernments to create a tax climate and design an in- 
vestment policy that make it attractive for foreigners to 
take the risk that is always' involved in starting entrep- 
reneurial undertakings, particularly in geographically 
remote areas. , 

At any rate, it has been ofiserved that a great number of
‘ 

industrialized countries offer an attractive package of tax 
incentives for undertakings within their bounglanes. The 
extension of such provisions to undertakings 1n develop- 

.ing countries is certainly one of the available pos— 
sibilities; this is particularly true were an industrialized - 

’ country employs the system of taxation of wOrld-wide in— 
_ 
come but confines certain incentive measures (e.g. in- 
vestment premiums) to domestic investments; 
Anyhow, it is difficult to evaluate the positive impact 
that tax incentives may have, those of developing coun- 
tries and of industrialized countries; the general feeling is 
that one must not overestimate their significance. How- 
ever, it‘is even more difficult (or extremely easy?) to 

' 

evaluate the negative impact that excessive tax claims 
and the possible absence of reasonable reconciliation ' 

measures do have, i.e. how many private undertakings
, 

that would be economically viable and that could cOntri- 
bute a great deal to the development of available re— 
sources ne'ver leave the stage of a feasibility study for tax 
reasons? 

,

' 

' 

Quite a number of efforts are being undertaken to bring ~ 

about an improvement in this respect. But there are good 
reasons for the assumption that the simplicity and 
reasonableness of tax provisions have much greater posi- 
tive consequences in the development process of an 
economy than supposedly “sophisticated” solutions. 

‘ 

Finally, it must again be stated that private undertakings 
are just one element in the great complex that is iden- 
_tified as the relationship between industrialized and de— 
veloping countries, and tax incentives are only a small 
portion of that element. Indeed; there is‘ no pat solution 
for the improvement of this relationship. Rather, it is 
necessary to elaborate individual solutions for the 
specific cases of individual countries. ' 
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SWEDEN: 
' Budget 1982-83 I 

tion in Europe. 

Swedish tax has been dealt with in the Bureau’s publications: Supplementary 
Service to European Taxation, Sections A and B; Guides to European Taxation, 
Vol. II: The taxation'of companies in Europe; and Vol. IV: Value added taxa- 

Thev Swedish Ministry of Economic Affairs and the Ministry Of the Budget recently 
published a 168 page booklet entitled: The Swedish Budget 1982/83. 

7 

'We reproduce below the pages dealing with taxation. 

One of the main foundations for the estimation 
of Budget revenue is a forecast by the National 
Audit Bureau. -In fiscal 1982/83 revenue is cal- 
culated to about 169 billion kronor. 
The main revenue items are presented below. 
The estimates are based on the assumptions 
'which have been adopted in the Economic 
Policy Statement. ‘ 

‘ Bucjget re§enues. Billion krbnor; estimated 

1981/82 1982/83 Change 

Taxes on income, 
caital gains and . 

+ 2.9 profits 31.8 34.7 
Statutory social

_ 

security fees 31.0 31.0 '— 

Propeny taxes _ 
2.7 

’ 34 + 0.7 ‘ 

Value-added tax 382 40.5 '. + 2.3 
, 

_
_ 

Othertaxes on 
goods and 
services - 29.2 ~ 30.5 +1.3 

_ 
RevenUefrom ‘ 

‘
7 

central govern— > ; 

ment activities 17.5 
‘ 
18.2 + 07. 

Ogherrevenue‘ 9.0 107 '+ 17 

Total revenue 159.4 169.0 + 9.6 

The revenue from taxes on income, capital 
gains and profits comes very largely from the 
state tax on personal income. ' 

The preSeht system 
For individuals,'state income tax is levied on a 
progressive scale. For the 1982 income year ’ 

the rate ranges from 2% in the lowest taxable’ 
bracket (6,900—27,600 kronor) to 58% in the 
highest (above; 207,000 kronor). The scale is 
indexed against inflation in that 'the brackets 
are adjusted annually to allow for price de- 
vclopments. As of 1982 allowance for prices is 
made excluding indirect taxes (incl. .VAT), 

' 'customs duty and charges, while an addition 
is made for ' 

subsidies. Changes in energy 
prices are disregarded, too. 
There is also a local tax'on income. This is 
levied at a proportional r_ate, which is decided 
by each country Council and municipality. For 
1982 the average rate is calculated to be 
29.74%. A marginal tax ceiling operates to 
prevent the-combi_ned rate of state and local 
income tax from exceeding 85% in the highest 
income bracket and 80% below this. 
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For tax purposes an important concept is the 
source of income. Certain costs are deductible 

_ 

from each source’s taxable receipts and the 
net result is entered as income or a deficit 
under one of the six sources or types of activ- 
ity (employment, capital, real‘ property excl. 
agriculture, business, agricultural property, 
and incidental). For assessment purpose the 
taxable receipts and deductible cqsts are com- 
puted separately for_ each source. The sum of 

I 

the sources which show a surplus then consti- 
tut'es total income. From this are deducted 
any deficits‘on othgr sources, other general 
deductions and any deduction for losses. 
'What remains is assessed income. Tax is how- 
ever calculated on taxable income, which in 
most cases equals assessed income (for local‘ 
tax there is a further general deduction). Cer- 
tain persons, chiefly those with a basic pen- 
sion, are entitled to an extra deduction from 
assessed income. Final tax is.then calculated 
with allowance for any tax reductions. For 
1982 tax reductions are available for married 
persons whose spouse has little or no income, 
for single persons with a child living at home, 
and for certain forms of saving and share de- 
vidends. 

' 

For 1982 smite tax is smaller than local tax on 
incomes up to around 171,700 kronor, 
Total revenfie from state tax on personal iri— 
come is estimated at 27.1 billion-kronor in fis- 
cal 1982/83. . 

Companies pay state income tax at 40% of 
taxable income. The rate for economic assoéi- 
ations is 32%. State' tax revenuefrom these, 
legal entities in fiscal 1982/83 isestimated at 
5.8 billion kronor. 

‘

. 

Besides the tax paid by individuals and legal 
entities on income, capital gains and business, 

- this main revenue item includes several minor 
headings. Total revenue under this item is ac- ' 

' cordingly estimated at 34.7 billion kronor. 

Proposed change to income tax
‘ 

In the spring of 1981 the Centre, Liberal and 
Social Democrat parties agreed on a reform 
of income tax and the intention is to present a 
Bill to Parliament this spring. The proposed 
reform involves a marked reduction of margi- 
naltax rates and restrictions'on the tax value 
of deficit deductions. The reform is to be im- 
plemented over three years, starting with the 
1983 income year. When it ’is fully opera- . 

tional , the marginal tax rate for most full-time 
employees will not exceed around 50%. At 

‘ the same time, the tax value of deficit deduc- 
tions will be limited to about 50% of the 
amount deducted, even for persons whose in- 
come incurs a marginal tax rate of more than 
50%. ' 

The reform is confined to state tax, i.e. it does 
not concern local income tax. Moredver, the 
new regulations apply only to individuals and 
others for- whom state income tax is progres- 
swe. 
The tax agreement states that the reform ' 

should be financed in full by raising payroll 
charges or by means of a wider tax on factors 
of production. - 

In the present Draft Budget tax revenue has 
been forecast on the basis of unchanged tax 
regulations. The proposed reform’s effects on 
the Budget are to be cll'Jcidated in this spring’s 
Supplementary Budget Bill; 
The item statutory social securityfees com- 
prise§.all charges that are calculated as a per- 
centage of the wagebill and paid by employers 
and the self-employed. For 1982 there are 11 
charges of this type. The revenue from them is ' 

, 

accounted for in several ways; some are in- 
cluded in full in the Budget, others only partly 
or not at all. Those included in full — the 
charges for basic pensions, .qhild care and 
adult education — are calculated to yield 31.5 
billion kronor in fiscal 1982/83. Due to the 

' construction of certain funds, the yield from 
the. other charges is estimated to reduce 
Budgetary revenuc by 0.5 billion kronor. _ 

Total revenue from statutory security fees in 
fiscal 1982/83 is estimated at 31.0 billion 
krpnor. g

' 

Sources of 'revenue 
F iscal 1982/83.

~ I 

Value-addedtax Taxes 6n 
' 24.0% income, security ‘ goods and from cen- 

capital gains and fees services, tral govt. 
profits, 18.4% 18.0% activities, 
20.5% 10.8% 

Statutory sociél ~~~ ~~~~ 
~~~ 
~~~ 
~~ 

~ ~ 

Othertaxes on Revenué 

Other sources. 6.3% 
Property taxes. 2.0% 
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The main property taxes are those on capital, 
inheritances and gifts, and stamp duty. 
For individuals, capital tax is progressive and 
starts at 1% on wealth between 400,000 and 
600,000 kronor, rising to 2.5% on wealth 
above 1.8 million kronor. In fiscal 1982/83 
capital tax is estimated to yield 0.9 billion 
kronor. 
Total revenue from property taxes in fiscal 
1982/83 is calculated to be 3.4 billion kronor. 

Value-added tax (VAT) is levied as of 16 
November 1981 at 17.7% of the taxable value 
(21.51% of the pré-tax price). Certain goods 
and services are partially or wholly exempt 
from VAT. Revenue from VAT is the largest 
individual item on the revenue side of the 
Budget. In 1982/83 it is estimated at 40.5 bill— 
ion kronor. 

I

- 

Other taxes on goods and services are e.g. 
those on road traffic, petrol, spirits, wine, to- 

' bacco and energy. Revenue from this group 
'I in 1982/83 is estimated to total 30.5 billion 

kronor. 
Road traffic taxes and petrol tax are calculated 
to yield about 9.4 billion kronor in 1982/83. 

Petrol-tax is levied on petrol and other motor 
fuels containing at least 70% petrol by 
weight, as well as on certain alcohols and al- 
cohol extracts that are intended as motor fuel. 
The tax on petrol is to be increased to 1.20" 
kronOr per litre as of April 1982. 
Road traffic taxes are levied on vehicles and 
kilometreage. The vehicle tax is based on'the 
vehicle’s weight. The kilometre tax is charged 
if the .vehicle is fitted to run on fuels other 
than petrol and liquefied petroleum gas, i.e. 
chiefly diesel oil. This tax varies with the vehi- 
cle’s type and weight; it is levied on the 
number of kilometres driven (rounded down 
to the nearest ten). 

Taxes on wines and spirits consist of a basic 
duty plus a percentage rate. The basic duty on 
spirits is a variable amount per litre, depend- 
ing on the alcohol content, while for wine it is 
a constant amount per litre; the percentage 
rate is related to the price. Revenue from 
these taxes in fiscal 1982/83 is estimated to 
total 5.5 billion kronor. 
Tobacco taxis levied by weight. In fiscal 1982/ 
83 it is calculated to yield 2.9 billion kronor. 
Energy taxes are levied at the following rates: 

Petrol 0.34 kronor/litre 
' 

Liquefied petroleum. gas 0.53 kronor/litre ’ 

Electricity 0.04 kronor/kilowatt- 
hour 

(0.03 for certain con 
sumers) 
12 kronor/tonne 
14 kronor/tonne 

Coal . 

Coke, incl. brickettes 
Lignite brickettes, duff, . 

etc. . 6 kronor/tonne 
Heating and fuel oil 253 kronor/m3 
The total yield from energy taxes in fiscal 
1982/83 is estimated at 7.9 billion kronor. 
Customs’ duties are levied as a rule as a per- 
centage of the article’s dutiable value. A free 
trade agreement between Sweden and the EEC has been in force since the beginning of

_ 

1973. Duty-free trade had been introduced 
for most of the goods in question bymid-1977. 
In fiscal 1982/83 customs duties are ‘estimated 
to yield 1.6 billion kronor. 
Revenues from other central government ac- 
tivities comprise e. g. operating surpluses 
from the public enterprises, interest income 
and other central government charges. In fis- 
cal 1982/83 these sources are estimated to 
yield 18.2 billion kronor. 

JAPAN? 
Budget 1982—83 

See for a detailed discussion 0fthe'Japanese tax system the Bureau’s publication: 
Taxes and Investment in Asia and the Pacific. 

The Japanese Ministry of Finance an- 
nounced the following. .tax measures 
which the Government wishes to intro- 
duce in the financial year 1982—83. 

I. Corporate income tax 

(1) Reserve for bad debts ' 

The reserve for bad debts will be reduced as 
follows: 
Business of Percentage of receivables 
the corporation . Present 1982 1983 
Retail or wholesale 1.6 1.4 - 1.3 
Retail on installment 
payments 2.0 1.8 1.6 
Manufacturing 1.2 1.1 1.0 

1.0 
. 0.9 0.8 Other kinds of business 

(2) Special depreciation 
The rate of the initial depreciation deduction 
will be reduced by 2 percentage points. For in- 
stance, the initial depreciation deduction for 
the prevention of environmental pollution . 

will be reduced from 27 to 25% . 

(3) Entertainment expenses 
The'deduction of entertainment expenses will 
be restricted. Under current law, corporations

_ 

may deduct entertainment expenses in the fol- 
lowing manner: 
Corporations Deductible amounts 
— Corporationsrwith capital of ¥ 4,000,000 + 
¥ 10,000,000 or less 90% of the excess 

— Corporations with capital ¥ 3,000,000 + 
over ¥ 10,000,000 but not 90% of the excess 
exceeding ¥ 50,000,000 

— Corporations with capital 
over ¥ 50,000,000 

¥ 2,000,000 

Under the new provisions deduction will be li- 
mited to the fixed amounts and no deduction 
at all will be permitted for excess amounts. 
Corporations with capital in excess of - 

¥ 50,000,000 will no longer be allowed to de- 
duct entertainment expenses. 

(4) Special tax treatrh'ent of capitai gains de- 
rived from the transfer of real property 

A special additional capital gains tax is im- 
posed on the sale or transfer of land, etc. ac- 
quired after 31 December 1969. The rate of 
this tax is 20%. This tax will henceforth apply 
to transfers of real property within 10 years 
after acquisition. 

II. Individual income tax 
Capital gains derived from real property ac- 
quired before 1 January 1969 (long term capi- 

. 
tal gains) are subject to a special income tax 
which is imposed at varying rates. This tax will 
henceforth apply to property transferred 
within 10 years from acquisition. 
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3 ZAMBIA: 
Budget 1982 ' 

Extracts from the Budget Speech pronounced on 29 January 1982 .‘ 

' 

by Mr. Kebby S;K. Musokotwane, Minister of Finance 

See for a detailed discussion of the Sri La>nka tax system 
the Bureau’s publication‘: Taxes and Investment in Asia'and the Pacific 

FISCAL MEASURES 
. 91. Mr. Speaker, Sir, it is evident from my

’ 

earlier remarks that the economic and finan- 
cial situation continued to deteriorate in the 
year just ended. I have also tried to convey 
the message that prospects for any meaning— 
ful improvement in this situation remain, .at 
best, modest in the course of this year. In the 
light of this grim scenario and bleak outlook, 
the immediate and vital lesson for the Nation 

', is, I believe, clear. The Nation must brace it- 
self for more sacrifices andhard work. 
92. Indeed, it is opportune for me toremind 
the House and the entire Nation that re- 
sources allocated to various national needs by 
the Government come from the people them- 
selves through the payment of taxes and other 
levies. The responsibility of the Government 
is to collect such resources for equitable re-' 
distribution to important areas and for the 
purpose of achieving equitable distribution of 
incomes in the form of transfer payments. ‘ 

93. Sir, I have in my address emphasised con- 
tinued need to restructure the economy. The 
major component of'this structural adjust— 
ment policy is the reallocation of our scarce 
resources away from consumption towards 
productive uses. This is one of the cardinal 
’themes of this year’s Budget. Consequently, 
the majority of budgetary and economic pol- 
icy prescriptions included in this address are 
geared towards the attainment of this goal. Of 
critical significance are the following: 
— the need for further reductions of sub- 

sidies; 
’— the‘ need to move determinedly and, 

progressively in the implementation of 
economic pricing; 

— the need to enhance the operational ef- 
fectiveness and financial viability of 
parastatal enterprises; and ' 

- the necessity-of restraining the growth 
and, preferably, achieving reductions of 
non-essential recurrent expenditures. 

94. I have also made it clear that financial dis- 
cipline and control are absolutely essential for 
all sectors particularly in the Government and 
parastatal sectors. With this in mind, Govern— 
ment expenditure has been set at levels which 
I believe to be realistic and necessary for the 
efficient operation of Ministeries and Depart— 
ments. Therefore, Controlling Officers and 
others responsible for financial control and 
management should not View their respon— 
sibilities simply within the narrow limits of 
their respective agencies but within the 
broader national perspective. 
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95. Mr. Speaker, Sir, in arriving at the total 
expenditure, I have been guided by the level 
of recurrent revenue likely to be available this 
year. Of the total revenue of K1,038.3 mil- 
lion, I anticipate raising K135.7 million 
through new revenue measures which I shall 
announce shortly. In the case of Zambia, ex— 
cessive reliance on taxes on international 
trade entails considerable risk, particularly 
during periods of depressed copper prices and 
economic conditions in general. This fact has 
been vividly demonstrated by the continued 
lack of mineral tax revenue as well as the un- 
predictable and fluctuating levels of revenue 
from import duties. As a consequence, I am 
compelled to rely on excise duties. The new 
measures will, admittedly, have the unpleas- 
ant but necessary effect of raising, for the 
Government, the required additional rev- 

_ 

enue. I have been compelled to resort to these 
measures in view of the inexorable increase in 
public expenditure. Therefore, society has, 
regrettably, to bear the burden of financing 

' this increase in expenditure. It is my convic- 
tion that the ever-increasing demands made 
on the GoVernment have to be matched by 
the readiness to make additional contribution 
through taxation. ’ 

96. Accordingly, I have had to broaden the 
scope of indirect taxation to raise the required ‘ 

revenue. The bulk of the additional revenue 
will therefore come from excise duties. 

V 

(a) Excise duty 

97. Mr. Speaker, Sir, I propose to raise duty 
on the following items: 
(i) Clear beer: by 5 ngwee per 375 millilitre 

bottle; ‘ 
' 

Eii) Opaque beer: by 1.2 ngwee per litre;
’ 

iii) Cigarettes: by 10 ngwee on the most ex- 
pensive brands of 20 cigarettes; 
— 5 ngwee on the middle brands of 20 

cigarettes; — 3 ngwee on the cheapest'brands of 
cigaresttes;

V 

(iv) Pipe tobacco: from K3.00 f0 rK4.00 per 
kilogram; 

(v) Potable spirits: from K7.00 to K8.00 per 
proof litre; 

(Vi) Mineral water: by 4 ngwee per bottle; No increases are proposed in respect of 
other non-alcoholic beverages such as ‘ 

orange squash , raspberry aqd strawberry 
juices which are predomlpgntly gon- 
sumed by our rural commumtles. 

(vifi) Sugar: by 4 ngwee per kilogram. 
Sir, I expect tb raise K125 milliOn from clear 

beer, K2.0 million from opaque beer, K5.0 
million from cigarettes, K4,000 from pipe to- * 

bacco, K250,000 from potable spirits, K6.7 
milion from mineral waters and K2.4 million 
from sugar, as additional revenue. 

Petroleum products. 
98. Mr. Speaker, Sir, Horiourable Members 
are aware of the increasing portion of foreign 
exchange earnings consumed by imports of 

' 

. petroleum, oils and motor spirits. In 1980, the 
oil bill reached K130.0 million and rose shar- 
ply to over K205.0 million last year. This up- 
ward trend is expected to continue this year. 
In view of the soaring oil prices which are en- 
tirely beyond Zambia’s control it is therefore 
imperative that the Nation should evolve a 
comprehensive energy policy. Such a policy 
shuld reflect the essential elements of fuel 
conservation, the development of alternative 
energy sources and measures to move to- 
wards a balance between demand and supply 
for energy. The current imbalance should be ‘ 

progressively restored by adequate price ad— 
justments.

' 

99. Mr. Speaker, Sir, pending the formula- 
tion and implementation of a comprehensive 
energy policy, I wish to urge the entire Nation 
to exercise the utmost economy in the use of 
this resource. In this‘respect the Government 
will continue to encourage and reward effi- 
cient energy use through the provision of ap- 
propriate incentives particularly for industry. 
The business community may wish to know 
that the Government, under the relevant cus- 
toms and excise provision, may grant rebates 
in respect of imported equipment and 
machinery for the purpose of conversion to 
alternative and cheaper sources of energy, 
such as electricity. 
.100. Mr. Speaker, Sir, in view of the forego- 
ing I propose to increase duty on premium 
and regular petrol by a flat rate of 3 ngwee per 
litre; an increase of 5 ngwee per kg on 
liquefied gas; and an increase ofv9 ngwee per 
litre on diesel. The proposed increase on 
diesel should not have adverse implications 
for our farming community in respect of 
which significant incentives, including pro- 
ducer prices, have been awarded. As is well 
known, the cost of diesel is fully reflected in 
the determination of crop producer prices. 
Sir, on kerosene, I propose to introduce a

_ 

modest increase in duty of 5 ngwee per litre. 
Honourable Members are aware that this 
product has for a long time enjoyed a zero- 
rate of duty. These measures are expected to 
yield K32.6 million. 
101. These measures take effect from mid- 
night tonight. However, I must caution and 
remind the business community that their ' 

current stocks for which they have paid the 
existing ratgs of duty are not affected by these 
measures. Consequently, theprices must re— 
main unchanged. Adjustments may only be 
effected on sale of goods supplied by man- 
ufacturers after midnight tonight. ' 

(b) Customs duty 

(i) Bicycles 
102. Mr. Speaker, Sir, I propose to remove 
the suspension of duty on all bicycles im— 
ported into the country. Sir, this measure is 
intended to afford protection to our budding

' 
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Chipata Bicycle Plant which is expe-cted to be- 
‘ come operational this year. I consider this in- 
crease to be modest and should not therefore 
lead to disruption in the supply of imported 
bicycles as our plant establishes itself. The 
protectién is merely designed to ease the 
plant’s teething problemes in its infancy. 

() Boatsg ships and launchés 
103. Under the provisions of the same sub- 
sidiary legislation, I have introduceda sus- 
pension of duty on all imported boat; ships 
and launches designed for use in fisheries and 
inland Waterways, including yessels used in 

- scientific. research. I_ hope Mr. Speaker, Sir, 
that this will alleviate the. hardship experi- 
enced by persons and organisations engaged 
in the activities I have just mentioned. 

(iii) Customs tariff 
104. Mr. Speaker, Sir, I prqpose to make ad- 
justments to the existing customs tariff affect: 
ing varioUs imported items. These adjust- 
men'ts have been necessitatedby the need to 
take. into account the rising prices of imports. 
These changed circumstances have made it 
appropriate "to charge duty' by value rather 
than by weight or quantity.-I expect to raise 
K15.0 million from this change in the method 
gflgxiggguty- 

(c) Sales tax
_ 

105. Mr. Speaker, Sir,- under the Sales Tax 
Act, I have not proposed any major revenue 
measuresi'e'xcept th‘at‘I haOé’made structural 
changes in the tariff applicable to electricity, 
school uniforms andtoothpaste. Thesigni- 
ficant aspect of these changES in respect of the- 
'last two items.is_ that sales tax has been re- 
moved on school uniforms and the rate on 

' 

toothpaste has been reduced from 50% to 
only 20%. 

(d) Import licence levy 

106. I propose to increase the'levy on import 
licences from 2 to 5%. This increase is in con- 
formity with the continued need for the 
rationalisation of the country’s foreign ex- 
change use and also to discOurage frivolous 
applications for foreign exchange. This mea- 

‘ sure should discourage such behaviour with- 
out unduly deterring genuine and serious im- 
porters. I expect to raise K1315 million from 
this measure which becomes effective from 
midnight tonight. 

(e) Air passenger tax 

107. Mr. Speaker, Sir,_I propose to raise this 
tax from K8.00 to K10.00 on international 
flights and from K2.00 to K4.00 on domestic 
flights as from midnight tonight. 
108. I expect to raise an additional K430,000 
from this measure. In this measure I am fully 
cognjsant of the néed'to promote tourism as 
well as domestic air transport. Notwithstand- 
ing both these objectives, it is clear that in the 
prevailing economic conditions these 
categories of passenger traffic should make 
additional contribution towards the mainte- 
nance costs of airport services and facilities. 
Furthermore, the Nation will readily acknow- 
ledge that Zambians have remained free to 

make frequent trips abroad despite the fact 
‘ 

that such trips entail Costly use of the nation’s 
scarce foreign exchange resources. The Gov- 
ernment does not intend to restrict this 
privilege. However, it is strongly felt that a 
modest increase should be imposed on those 
of our nationals who continue to enjoy this 
privilege.- ‘ 

109. In this Connection it is worth noting that 
the Government intends to limit the number 

' of trips abroad undertaken by public officials 
including civil servants and executives in the 
parastatal sector. This should “create substan- 
tial savings for‘the Government and the Na- 
tion as a whole since it affects balance of pay— 
ments through outflows of foreign exchange“, 

(f) Foreign currency purchase 
(education andjravel) levy '

> 

Mr. Speaker, Sir‘, in my address, I made re- 
peated reference to the foreign' exchange con- 
straint. In this connection, it has become im- 
perative to rationalise our use of this scarce 
resource. Accordingly, I propose to impose a 
levy; of 10% on the kwacha equivalent of 
foreigncurrencies applied for and purchased 
from any commercial bank within the Repub- 
lic in respect or travel and‘education outside ' 

Zambia. For this purpose, I am proposing to 
exempt“'from‘tlfetijfifviéW‘éf‘thifmeasure'; ' 

travel_undertaken on Party and Government 
busin'ess, approved medical grounds as well 
as Government sponsored scholarships. I ex- 
pect to raise K25 million from this source. 
’(9) Cdmmodity loans 
111. V-Mr. Speaker, Sir, I propose that com— 
modities procured by Government under ceré 
tain commodity arrangements with donor 

' countries should be sold on the open market. 
I belieVe that this measure is necessary in 
order to rationalise the procurement and 

- utilisation of such commodities and. equip- 
tment similarly obtained. It would further en- 
courage a co-ordinated and disciplined ap- 
proach to the procurement and utilisation of 
external assistance on the part of Govern- ‘ 

'ment agencies. It is therefore ‘essential that 
the Government should resort to the arrange- 
ment I have propqsed in order to finance the 
lOcal cost component of externally funded 
projects. I expect this measure to yield K58.1 
million. This proposal is_ with immediate ef- 
fect. 

' 

' ’ 

(h) Income tax 

112. Mr. Speaker, Sir, I now wish to propose 
a number of measures affecting direct taxes. 
Sir, before I do so, I would like to state that a 
number of representations have been made 
by our citizens, individually and severally, re- 
garding the high incidence of our tax. I have 
received and considered such representations 
with sympathy. In line with the democratic 
nature of the Party and its Government, 1 
have, in the recent past, made a few conces- 
sions which have lessened, to a certain de- 
gree, the incidence of direct taxes.~ At the 
same time, I should stress that the major con- 
straint to significant reductions in the effec- 
tive tax burden continues to be the in- 
adequate levels of revenues available to the 
Government relative to the increasing levels - ~ 
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of expenditure. I should point out that it is ex- 
tremely difficult to effect meaningful reduc- 
tions in Government expenditures, especially 
recurrent, without ‘impairing the operational 
effectiveness of Government agencies. In 
spite of the foregoing, I wish to propose thg: 
following tax measures: ' 

() Personal dllowancés 
113. ey. Speaker, Sir, I: propose to raise: — - Married allowance from K1,500 t 

K1,700; ' 

‘
v 

— Single allowance from K600-to K650; 
— ‘ ' Child allowance from K225 to K275; 
Sir, it is my Considered opinion that the in— 
creased alloWances I have just proposed, 
modest as they may appear, will effectively 
reduce the tax burden on the Zambian 

‘ people, I estimate that these measures will re: 
sult in a loss of K8.0 million to Government. 

(ii) Married women 
114. Mr. Speaker, Sir, several representa- 
tions have been made to me by our working 
married women to reduce the tax burden cur- 
rently borne by them. Indeed, the UNIP Na- 
tional Council, at its 16th Session, considered 

' ‘and adopted a resolution in this matter. 

115. Sir, under the present system, the tax- iiEIaF‘EWWGihg‘tofi wiffiT—d‘tfifi‘fiflh“ 
are taxed separately at parallel'rates. The un— 
derlying cardinal characteristic of the present 
system is the recognition of the family as a 

. single taxable unit. The effective tax burden 
on the family is lower under this system as op- 
posed to the system which prevailed prior to 

v lst April, 1970. Until then, the income accru- 
ing to the wife was added to that other hus- 
band for the purpose of determining the tax 
payable. Consequently, the husband’s in- 
come was subject to tax at a higher rate. As an 
illustration, under the present system, both 
the husband and wife; after taking into ac- 
count personal allowances to the husband, 
are taxed separately but at-the same rate of 
5% each on their respective first taxable * 

K1 ,000. In short, they pay an amount of tax of 
K50 each. This is in contrast to the old system 
whereby this same family would have paid 
K150 in taxes. 
116_. Sir, in view of the foregoing; and given 
the desirability of,continuing to consider the 
family as one taxable unit, I am proposing 
that the working wife and husband should be 
allowed to elect for separate assessment so 
that the married allowance can be appor- 
"tioned between them. 
117. Mr. Speaker, Sir, for this purposexthe 
husband and wife will be required to make an 
irrevocable election six months prior to the 
commencement of the effective charge year 
regarding the apportionment of married al- 
lowance. ’ 

118. I believe, Sir, that this is a reasonable 
and equitable way of implementing the direc— 
tive of the Party on this issue'. In this way, the 
demands of those wives who insist that their 
husbands are not fulfilling thei; role as head 
of the household, will be-met. 

(iii)_Savings 
‘ I _

I 

119. Mr. Speaker,.Sir, it is now a matter of ' 

public interest and concem'that the rate of 
savings remains unsatisfactory. It is therefore 

13,1



the wish of the Party and its Government to 
encourage savings. I need not over-em- 
phasise the importance of savings for invest— 
ment, employment generation and acceler- 
ated development in general. 
120. In order to provide an inducement to 
greater savings, I propose to increase the tax 
relief on interest earned by individuals on sav- 
ings accounts from K200.00 to K400.00 held 
in commercial-banks. 'In particular recogni- - 

tion of the need for the Zambia National 
Building Society to attract more resources for 
lending, I propose to increase tax relief on in- 
terest earned on savings accounts from K200 
to K500. In the case of the Zambia National 
Credit and Savings Bank, I propose to raise 
the tax relief to K600. I trust that these mea- 
sures will motivate Zambians to save more.‘ 

(iv) Pensibn contributions and annuities 
121. Mr. Speaker, Sir, under section 37 of 
the Income Tax Act, relief in respect of pen- 
sion contributions is limited to K1,200 or 10% ' 

of the contributor’s basic emoluments liable 
to tax for each charge year. I propose that the 

‘ figure of K1,200 be raised to K2,400. Under 
the same section, relief on an annuity is li- 

mited to K2,400 of the individual’s assessible 
income. I propose that the figure of K2,400 be 
raised to K3,000. -

‘ 

(v) Co-operatives 
122. Mr. Speaker, Sir, the Party and its Gov- 
ernment attach great importance to the role 
of the co-‘operative movement in the develop- 
ment of this Na‘tion, in particular rural de- 
velopment. It provides an effective and effi- 
cient means of increasing production, leading 

r to a better distribution of incomes. This 
would further result in the reduction of the 
existing rural/urban income disparity. In line 
with this objective, I propose to increase the 
income of a member allowed for tax purposes 
from K600 to K800 per annum. . 

A 
(vi) Donations to UNIP 
123. Sir, I propose to grant income tax relief 
in respect of donations to the party from the 
public and institutions alike. I trust that this 
measure will attraét the necessary funds to 

> 
facilitate the implementation of vital Party 
projects and programmes. 
124. Mr. Speaker, Sir, the measures I have 
proposed will take effect from lst April, 1982. 

(vii) Company tax 
_ 

125, Mr. Speaker; Sir, the Party and its Gov- 
ernment are determined to strengthen the 
role and contribution of our commercial en- 
terprises to the development of this Nation. 
To that end the Government recently granted 
a wide range of incentives and concessions. 
However, the contribution of our enterprises 
has been constrained by the methodology 
used in determining and cgllecting taxes 
levied on them. v 

126. Under the present system, tax liability is 
assessed on the basis of profits earned by com- 
panies and self-employed individuals in the 
year preceding the charge year. This is in con- 
trast to the present method of collecting taxes' 
on current basis applicable to the wages and 
salan'es of em loyces under the Pay As Your 
Earn (PAYE Scheme. In other words, the 
camers of wages and salaries are taxed on the 

132 

basis of current income. Sir, this difference in 
the basis of assessing tax is, to say the least, 
discriminatory. It discriminates in favour of 
companies and businesses, and against the 
employees. It affords the concerned tax- 
payers the opportunity of an interest-free 
loan at the expense of Government. It further 
provides those tax-payers with an opportun— 
ity to take advantage of depressed economic 
or inflationary conditions. 
127. Lastly, it makes the implementation of 
public programmes difficult in that the flow of 
tax revenue is rendered uneven and unpre- 
dictable. 

128. In View of the foregoing. Mr. Speaker, 
Sir, I propose that the tax liability on profits of 
companies _and self-employed individuals 
should be assessed on current income basis. 
The tax wil be payable on a quarterly basis. 
This proposal will make income tax reflect the 
current state of our economy and responsive 
to the changes in the economy. In order to 
facilitate and reduce the burden‘ on the af- 
fected tax-payers, I further propose the fol- 
lowing transitional arrangements: 
(a) For the charge year (1981/82) ending 3lst 

March, 1982 the tax will be payable on 
14th August and 14th December, 1982. 

(b) For the charge year (1982/83) ending 3lst 
March, 1983, profits and other accrued 
income will be estimated by the affected 
tax-payers and the tax liability will be as- 
sessed at current rates applicable as from 
lst April, 1982. The tax so assessed will 
be payable to the Commissioner of Taxes 
in the following quarterly instalments: 
30th June, 1982 
30th September, 1982 
30th December, 1982 
30th March, 1983 

(c) For the charge year (1983/84) and sub- 
sequent charge years ending 31st March 
each year, tax will be due and payable in 
the four quarterly instalments except 
that payment must be made not later 
than the 14th of the following month 
after the due date. 

129. Mr. Speaker, Sir, it will be evident that 
the proposed current basis of tax assessment 
introduces, in effect, some degree of self-as— 
sessment on the' part of the affected tax-. 

' 

payers. On receipt of the actual income tax re- 
'turns and accounts for 31st March of each 
year, the Commissioner of Taxes will deter- 
mine the correct tax liability and give credit,- 
wherever applicable, for the provisional tax 
paid. Any shortfall will be paid within thirty 

V 

days, as at present. 

130. The degree of self—assessment arising 
from my proposal will entail the freedom on 
the part of the affected tax—payers to revise 
their estimate in respect of any subsequent in- 
stalment payment. This, however, will be 
subject to the condition that any under-esti- 
mation of the tax liability (at the end of the ac- 
counting pefiod) by a third, will attract a 10% 
‘penalty on the amount so under-estimated. 
Such penalty must be paid within thirty days. 
The existing 5% penalty imposed monthly on 
the outstanding tax will remain in force. 

131. Notwithstahding the proposed system, 
the Cdmmissioner of Taxes will still retaln the 
power to issue a demand notice for assess- 
ment to any tax-payer in respect of any charge

‘ 

year, as already provided for under the In- 
come Tax Act. 
132. Mr. Speaker, Sir, it is evident from what 
I have just elaborated that the tax burden will 
be quite heavy during the transitional period. 
It means that tax due for two years will be paid 
in one year. However, it should be ap- 
preciated that this will occur but once in the 
1982/83 charge year. 
133. Mr. Speaker, Sir, in recognition of the 
hardship that might be experienced by some, 
tax-payers during the transitional period, I 
am proposing a reduction of the company tax 
rate from 50% to 45% from lst April, 1981.] am confident that with this reduction business 
activity will not be adversely affected as we 
move to the proposed rational system in tax 
administration. 

(viii) General 
Undistributed'profits 
134. Mr. Speaker, Sir, I now wish to discuss 
the undistributed profits tax (UPT) which has 
been a subject of numerous representations 
by affected tax-payers. Indeed a specific re- 
solution was adopted on this issue by one of 
the Economic Symposia organised recently 
under the auspices of the Rt Honourable 
Prime Minister. 
135. In recognition of the several representa— 
tions made to me as the imperative need.to 
stimulate business activity and reactivate our 
economy, I have decided to introduce a more - 

effective and workable system “of deeming” 
in place of the undistributed profits tax. 
136. Sir, the new provision will essentially re- 
move the indiscrimate penalty for non-dis- 

- tribution and identify only those companies 
which never plough back their profits into the 
business. This will be evidenced by, for exam- 

' 

ple, accumulations of cash or investments in 
non-trading assets. Furthermore, the tax on 
undistributed profits will be levied on ,the 
shareholders to whom the income properly 
belongs. The details of this provision will be 
given in the relevant legislation which this 
House will consider soon. ‘ 

Tax clearance certificate for small-scale 
business and self-employed individuals 
137. Mr. Speaker, Sir, tax evasion is commit- 
ted in various forms such as failure to report 
income to the Tax Department, under-stating 
income and by the maintenance of poor or no 

v business records. Unwittingly or not, this 
amounts to concealing their correct income 

, for tax purposes. 
138. In order to ensure that they are compel- 
led to observe the law and report their income 
to the Department of Taxes, I am proposing 
that they be required mandatorily to obtain 
tax clearance certificates to show that they 
have satisfied their tax liability before their 
trade licences can be' issued or renewed. Sir, it 
iS'only fair that the tax burden should be 
borne equitably by all eligible persons. Un- 
less this is achieved, all attempts to make 
meaningful reductions in the effective tax rate 
will be futile. ‘ 

(i) Parastatals—Revenue contribution 

139. Mr. Speaker, Sir, last year I raised the 
matter of parastatal organisations and their 
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contributions to Government revenue. At the 
time my proposal was to make them liable to 
tax as any other commercial enterprise, I re- 
gre_t to report that I am unlikely to raise any 
significant revenue by this method due to the 
seemingly poor performance of the majority 
of the parastatal organisations. 
140. Sir, total Government investment in the V 

parastatal sector is in excess of K1.5 billion of 
which about K750 million is in the form of 
equity. I propose to impose a levy of 1.5 per 
cent on this equity in the parastatal sector. 
This levy will help us to expose inefficient 
parastatal organisations and identify the un- 
derlying contributing factors, such as poor 
management, structural or other organisa- 
tional defects. 
141. By this measure, I do not intend to 
penalise the efficient and profitable organisa- 
tions. Such organisations shall not be re- 
quired to pay both company tax and the pro- 
posed levy. They shall only pay the greater of 
the two. In essence, the levy shall apply to 
those parastatal enterprises which continue to 
be inefficient in spite of the progressive im- 
plementation of economic pricing for their 
products. I expect to raise K1125 million 
from this measure. 

(j) Fines, licences and fees 

142. Mr. Speaker, Sir, in the prevailing con- 
ditions, I have noted that some of the fines, li- 
cences_anq other taxes are far too low and 
have not been revisedffor a long time now. I 
propose to effect changes to the relevant 
pieces of legislation in order to raise addi- 
tional revenue for Government. This prop- 
osal will become. effective from lst April, 
1982. I expect to raise K2.0 million from this 
measure. 

(k) Revenue administration 
143. Mr. Speaker, Sir, in order that Govem- 
ment does not lose revenue due to it, I intend 
to strengthen its principal revenue collection 
agencies that is, the Departments of Income 
Tax and of Customs and Excise. In this con— 
nection, I have deliberately increased the al- 
location of funds to these Departments to 

make their operations more effective. In ad- 
dition, I propose to establish 3 Revenue Unit \ 

in my Ministry which will, among other func- 
tions, liaise closely with all revenue collection 
agencies within the Republic. It is my sincere 
hope that ‘by strengtening our revenue collec- 
tion, the Government should be able to tap 
resources which have so far remained uncol- 
lected. ‘ 

PART VI 
INCENTIVES 

(a) Agricultural sector 

(i) Farming income tax rate
I 

144. Mr. Speaker, Sir, last year I announced 
additional measures to boost the implementa— 
tion of the Operation Food Production Prog- 
ramme. The measures included accelerated 
depreciation of farming machinery, equip- 
ment and implements at 50% of the cost of the 

I 

assets on a straight—line basis. I restricted the‘ 
maximum t_ax rate to 25% on farming income, 
and introduced a development allowance for 
growers of tea, coffee and citrus fruits. This 
year, I propose a further reduction of the tax 
rate to 15% on income. rising from agricul- 
tural operations. " ' " " -' i r-' - 

(ii) Selective employment tax 4 

145. Mr. Speaker, Sir, I prbpose to remove 
gthe payment of SelectiVe Employment Tax on 
the incomes of expatriate personnel engaged 
in the agricultural sector. The measures I 
have announced should go a long way to- 
wards increased agricultural production, 
food sufficiency and improved nutritional 
standards throughout the Republic. 

(b) Industrial sector 

(i) Foreign exchange cr_edit 
146. Mr. Speaker, Sir, Ha Members will 
have noted that one of the main themes of my 
address has been on foreign exchange or the 
lack of it. Indeed in his address to the 16th Na- 
tional Council of the United National Inde— 
pendence Party on the 14th December, 1981, 

His Excellency the President stéted among 
others, and I quote: 

“This lack of alertness to the export_op- 
portunity is understandable considering 
the transportation and other problems 
that we have had in the past. But this in- 
diffence must end now if we are to sur- 
vive. From now on it’s ‘EXPORT or 
PERISH’.” ‘

- 

147. Sir, in response to this timely warning 
my Ministry has taken time to study the prob- 
lem and evolve methods to make export trade 
enterprising and lucrative to those engaged in 
it. In this connection, I propose to introduce, 
in consultation with my colleague in the 
Ministry of Commerce and Industry, mea— 
sures which will entail the following: — the establishment of an Export Guaran- 

tee Agency to protect the interest of 
7 Zambian exporters; — the introduction of foreign credit system 

by which any exporter who earns foreign 
exchange will be given credit of up to 
50% of the net foreign eichange earned; 
and ‘ 

— preferential tax rate on income earned 
from exports. 

(_ ii 
)I Wear and tear allowance 

148. Sir, as Honourable Members are aware 
; ; manpfjacturers of soft drinks have been un- 

éble‘td satisfy the market, particularlyto rural : 
areas. In order to facilitate wider distribution 
of these products, I propose to grant them re- 
lief on any new plant and machinery they ac- 
quit? provided they establish such plant and 
umachinery in rurzil areas. in this case depre- 
ciation will be over a five-year period and 
based on the sum-of—years—digits method. 

(c) training of Zambians in professional 
fields 

149. Mr. Speaker, Sir, last year, I increased 
the rate of selective employment tax to 20% 

‘ and disallowed the tax as a deduction for tax 
purposes. I have since given sympathetic con- 
sideration to the effect of this tax and have de- 
cided to grant some relief for expenses incur- 
red in the training of Zambian employees to- 
wards professional qualifications in such 
specialised and professional fields as accoun- 
tancy, architecture.

’ 

In next issues: 

The welfare cost of taxation: its meaning and measurement — by Nizar Jetha 
The Peruvian tax reform 
— by Pedro Massone 

Singapore’s 1982 Budget 
— by Lee Fook Hang 

Tax relief for Americans abroad — an overview — by Piroska E. Soos 
The 1982 income tax changes in the Republic of South Africa — by Erwin Spiro 

Highlights of the tax proposals of the Indian Budget for 1982-83 — by Dharmendra Bhandari 
Taxation of foreign business activities in Austria 

— by Wolfgang Gassner and Geoffrey Pink 
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MALTA: 
Budget .1982] _.

~ 

Extracts from the Budget Speech prondunced on? August 1981 by 
Dr. J. Cassar, Minister of Finance, 

Customs and People’s Financial Investments.
~ 

REVENUE 1952 
Revenue during 1982 is estimated to amount 
to a total of £M218.8 million. This is made‘up 
of ordinary revenue of £M203.2 million, 
grants amounting to £M8,6 million and 
foreign loans of £M7 million. ' 

Révenue 'from' customs is“ estimated to 
amount to £M44.1 million, that is, about 3 
million moreT than in 1981. 
Although we shall raise the rate of customs 
duties on 2 items as I shall explain later on, the 
increase in the total revenue from customs is 
mainly due to higher prices for imported mer- 
chandise which, as the House is aware, is 
taxed ad valoyem, that is according to‘v'alue. 
We are proposing to increase slightly customs 
duty on imported wines and lead crystal. As 
regardsthe increase in customs duties on im- 
ported wines, of 9 cen_ts on a bottle of wine, 10 
cents on a bottle of vermouth, and 12 cents on 
a bottle of champagne, this increase is in- 
tended to protect further local wines, whilst 
the‘increase in the rate of duty on lead crystal, 
which will now be as high as that on ornamen- 
tal glass, as it was some time ago, is intended 
to‘ eliminate ‘the difficulty which often arises 
in distinguishing one from the other. These 
,measures are estimated to increase Revenue 
by about £M100,000 a year. 

Entertainment tax exemptions 
In order to further encourégersports and cul- 
tural activities in our Country, Government 
intends to exempt cultural live shows by local _ 

- talent and football from entertainment tax. 
The reductién in revenue from this source is 
expected to be about £M130,000. 

INCOME TAX 
Now I come to the mgasures which the 

' 

Socialist Government will propose on income 
tax. But before I go into detail I would like to 
‘say something about this tax _and the many 
rumours circulating about it. 
Income tax was introduced in Malta by the 
Labour Party when this came to power for the 
first time in 1947. From the very beginning , 

opponents of the Labour Party came all out 
against it, there were some who even tried to 
get religion into it. Time proved us right be- 

. cause many came to believe that as the main 
direct tax, income tax is the most just tax on 
earth and this results~ in the fairest and most 

' just distribution of wealth. 
But, Over the years, people who should know 
better continued to make political capital out 
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r of income tax. During the 19605 thére was one 
party that advocated an end to income tax. 
The Nationalist Party, which was then in 
power, was against this,‘ridiculed the idea and 
declared it as impossible. But later, one the 
eve of the 1971' elections, the Nationalist 
Party also promised that if re—elected it would 
abolish incOme tax. The people voted other- 
wise. The same thing happened in 1976 al- 
though ofice again the Nationalist Party reit- 
erated the promise of abolishing income tax. 
Today the Opposition Party has suddenly 
abandoned the promise of an end to income 
tax. But at the sametime they seize every op- 
portunity to incite the people against this tax. 
Such tactics should come to an end. All hon— ' 

‘ 

est people should know and understand that 
Government expenditure, which is to the 
benefit of the whole population, must 'come 
from somewhere and when it comes to taxes, 

income tax is thé_most just tax of all. 
Against this background I will now come to 
the measures which we are proposing. 
First of all, in order that income tax will not 
erode the greater part qf the wage increase I 
announced earlier, We are proposing that as 
from basis year 1982 personal allowances Will 
rise by £M130 for a married couple and £M75 
for a single person.‘This means that the per- 
sonal allowance for a married couple will rise 
from £M1070 to £M1200 and for a single per- 
son from £M635 t0£M710. ‘ 

This means also that since the Maltese 
Socialist Party came to power, personal 3]- 
lowances have risen by £M660 for a married 
couple and by £M410 for a single person, that 
_is these allowances more than doubled under 
the Socialist Administration. It is worth men- 
tioning here that in the period 1962—1971 
these personal allowances rose by only £M120 
and £M6O respectively, 'a rise of approxi- 

. mately only.25%. 

Moreover, we are proposing another mea- 
sure in connection with income tax; In fact the 
tax rates and the bands. regulating this tax 
which will come into effect as from basis year 
1982 will be adjusted as shown in Table No. 
VI which I will read. 

These measures are really vefy important be- 
cause of their effect on the taxpayer whether 
employed or self-employed.

e 

‘ TABLE VI
‘ Changes in income tax rates 

Present rates 
'I 

Personal deduétiohs: 
‘ 

Single EM 635 
Married EM 1,070 

Rates:. 
Onthefirsttéxable ‘ EM 100 5c.inthe£M 
Onthe next . 

, SM 100 10c inthe EM 
On the next EM 500 150 in the EM- 
_On the next * 

. A EM 500 20c in the EM. 
On the next 

’ 

EM 600 250 in the EM 
Onthe next : . 

. 2M 1,200 300 in the EM 
On the next ' 

. -£M 600 
, 
40c in the EM 

On the next EM 600 500 in the EM 
On the next ' 

v 
- EM 800 600 in the EM 

On the rest 650 in the EM 

Newrates 
Personal deductions: Single EM 710 

' 

Married £M 1,200 
Rates: - 

On the first taxable EM 200 2c in the EM 
Onthe next 

‘ 
, 

4 EM 100 Scinthe 2M 
On the next EM 100 7c in the EM 
On the next EM 200 100 in the 2M 

r Onthe next ' EM 300 ‘150 in the 2M 
On the next .EM 500 200 in the EM 

. 

On the next EM 700 250 in the EM 
Onthe next‘ - 

‘ EM 1,500 30c in the EM 
On‘the next' EM 700 400 in the EM 
On the next EM 700 ‘ 50c in the EM 
Onthe next ' .. EM 2,000 60cinthe £M 
On the rest 65c in the EM <»- 
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To bring out'this point more clearly Tables 
VII and VII detail the effect of these income 
tax measures as well as the reduction in tax in 
the various income brackets. 
While once again I call upon the House to 
take these tables as read, I feel it is appropri- 
ate at this stage to give some general exam- .. 

ples. 

As a result of the chénges we are proppSing, a 1 

person who this year pays £M15 in tax, in 1982 - 

will pay only £M4 — a saving of 73% in tax. A 
'person now paying £M30 per annum will pay 
£M9 in 1982 — thus saving 70%. Those now 
paying between £M75 and £M130 in tax will 
next year pay between £M34 and £M79 -'thus ' 

saving between 55% and 38% and this always 
in spite of the fact that their income will rise 
through pay increases and higher social bene- 
fits. 

The above examples cover the great majbrity 
of Maltese workers, including those in fac- 

tories, at the Drydocks and in the Civil Ser- 
vices. 

.As a result of these measures and the in- 
creases i'n pay,‘bonus and childrén’s allow- 
ance, a married worker with 3 children earn- 

' ing the minimum wage next year Will have 
about £M224 more left in his pocket after pay— 
ing his income tax and insurance contribu- 
tions. If the same worker, married with 3 chil- 
dren, is in Government employment in 
Group C or a clerk he will have £M230 in his 
pocket.

' 

A Drydock’s worker is also at this level. Even 
those who are single or married without chil— 
dren will also be having next year about £M90 
more in their pockets than they have this year. 
Thisrmeans that every worker suppOrting a 
family of 5 persons, no matter who he is and 
where he works, will not only have all the in- 
crease of £M3 a week left, togethef with the 
increase in bonus, but because of the new in- 

‘ TABLE VII 
How the net income" of 

several categories of employees is going to increase 

- Status, ; National 
7 

Group C Group D Clerk III, 
income & minimum employed by Clerk II, etc. Teacher/etc. 
increase wage Government employedbyr: employedpyg 

7 H 
' 

> 

Government Government 
' '

' 

' * 
r 

_ k 
* 

'V 

I 
7 

EM EM EM EM 
arr/ed, 3chi/dren 

' 
’ ‘ ' r 

. 
~ -

. 

Netincome1982 1954 2213 - “2287-~ #251] ;_:_;_‘ »_ 
Net income 1981 1730 ’1983 2057 2275 ' 

1980 Increase EM 224 ' 230 
I 

230 ' 

_ 
> 

236‘ 
Percentage increase 

' 

12.9% 11.6% 11.2% 5 10.4% 

Marfied, 2 children . 

V 

"

. 

Net income 1982 1862 2119 2193 ,' 2416 * 

Net income 1981 . 1640 1892 1968 2183 
1982 Increase EM 222 , 

227 225 233 
Percentage increase 13.5% 12.0% 11.4% 10.7% 

Marfied, 1ch/ld ‘- 
I

. 

Net income 1982 1722 1979 2053 2276 
Nét income 1981 1511 1765 1839 2053 
1982lncrease£M 211 214 214 223 
Percentage increase 14.0% 12.1% 11.6% 10.9% 

Married without children 
Net income 1 982 1540 , 

1797 1871 2094 
Net income 1981 1350 1604 1678 1892 
1982 Increase EM - 190 193 ' 193 202 
Percentage increase 14.1% 12.0% 11.5% 10.7% 

Sing/e 
Net income 1982 1481 1712 1782 1992 
Net income 1981 

> 

1282 1521 1591 1795 
1982 Increase EM 199 191 191 ‘ 197 
Percentage increase 15.5% 12.6% 12.0% 11.0% 
* The net income includes the annual bonus and children's allowance where applic- 
able and does not include the National Insurance Contribution and income tax. Where 
salaries are scaled, the salary has been calculated as having reaching half the scale. 
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come tax measures he will have left at least 
another pound per week. ' 

Although everybody is going to pay less tax, 
those earning the minimum will still be paying’ 
a small amount. The Socialist Government 
believes ‘that everyone is in duty bound to 
help carry a bit of the social burden; everyone 
must think of others and contribute for the 
good of _others according to his means, if we 
really want to have a Christian and humane 
society, a socialist society. 
Those who are in the high income bracket, in- 
cluding the self-employed, will also be be— 
nefiting from the measures We are’proposing 
because they too will be having more money 
left at their disposal. 
This is being done because it is right that the 
relativity between those who earn most and 
thosewho earn less must not continue to be 
closed up: this is being done so that the incen- 
tive to work will also remain for those in the

_ 

higher income bracket. 
On the basis of 1982, at the present rates, the 
Government was expecting tb collect £M22 
million in tax from the employees and the self- 
employed. 
With the £M3 a week increaserin wages and 
the £M16 increase in bonus together with the 
increase in children’s allowance, Govern- 
ment next year would have collected; at pre— 

r,sen_t_,.r£§¢s,5£M26 million. .Taking‘ the new 
rates an—dtflfé‘increase in the ceiling ,yvhigh W9 
are proposing for next yeap, it is calculifiéd" 
that from "the employees. and (the self— 
employed we will be collecting about £M18 
million. 7 

uTfiié‘rfiE‘éfi'E’that vthrough ‘theée, mgaggrgs on 
income tax; tax collection'on the basis" of §§3 
sessment for the basic year 1982 wilIbe about 
£M8 million less than what the income would 
have been had not these measures .been 
taken. 

,

. 

The government could do this because it eh- 
larged and strengthened the public sector 
which is now yielding enou‘gh tax so that Gov- 
ernment is in a strong position to make this 
concession. - A 

The Socialist Government, in the name of 
. honest and serious people, hopes that in this 
way motivation for work will increase as will 
reliability in paying income tax. 
At the same time it must be appreciated that, . 

as I have already explained, these increases 
will cost the Government a great deal of 
money and it is therefore essential‘ that 
everyone cooperates, particularly the self- 
employed who do not pay through the PAYE 
system as employees do. Every effort must be 
made so that tax due is collected efficiently 
during the same year the income or profit is 
earned. For this goal to be attained, as has 
been done in the case of employees with the 
introduction of the PAYE system, another 
reform must be put through wheréby pay- 
ment of provisional tax is effected more fre- 
uently so that during the year of assessment 
the yea; following the one during which in- 
come or profit is earned) it will only be neces- 
sary to make some minor adjustments as in 
the case of PAYE. ‘ 

It is hoped that the self—employed will recip— 
rocate the good will Government is showing 
by effecting these decreases in taxation. At 
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TABLE VIII 
How much you Will. be saving with the new ihcome tax rate 

Taxable How much you Howmuch you Howmuch you Howmuch you . 

amount used to pay will be paying will be saving -are going to pay 
before in 1982 less than 

before express— 
edas % 

EM EM EM EM EM 
200 15 

' 

4 1 1 73.3 
300 30 9 21 70.0 
400 45 16 29 64.4 
600 75 36 39 52.0 
900 130 81 49 37.7 

1 ,400 240 1-81 59 24.6 
2,100 430 356 74 17.2 
3,600 940 806 134 14.3 
4,300 1,300 1,086 214 16.5 
5.000 1,720 1,436 284 16.5 
7.000 3,020 2,636 384 . 12.7 

the same time, the Government will be taking 
administrative measures through the Depart- 
ment of Inland Revenue so that every 
employeeupayin’g PAYE will benefit im- ' 

mediately during 1982 itself from the reduc- 
tions being proposed in income tax. In fact ac- 
tion towards this énd has already beén taken 
when, after this year’s Budget, employers 
were requested to reduce PAYE rates in ac— 
cordance .with the new rates approved last 

> 

November. 7 

Mr. Speaker, ' 

At the beginning of my speech I briefly 
showed how the Maltese Socialist Govem- 
ment succeeded, dun'ng the past decade, in 
building a strong economy and increasing the 
national wealthand how, during this time, it 
has distributed this wealth on the principles of 
social justice by helping those who were 
mostly in need. I also explained that the aim 
of this Budget is that we follow the principles 
as propagated in the 5-year Development 
Plan‘— 1981/85 in order to consolidate all that 
we have achieved in the economic; and sOcial 
fields. '

' 

Since this Budget is being presented a few 
months before the general elections, some 
had predicted that we would use this Budget 

' 

to create some false sense of well-being. In 
fact, these same people have also said that 
when last November we budgeted for a 
surplus of£M22 million we purposely did this, ' 

so 'that we would have enough money to dis- 
tribute during election time. 
However, it seems that these people haye‘for; 
gotten, or would'\ have wished others to 
forget, that the Socialist Government has 
never waited for election time to distribute 
national wealth to those who deserve it. This 7 

Budget is just ohe of the 1 1 Budgets which-this 
Government has presented during these past 
10 years. It is similar to all the previous 
.Budgets, the purpose of which was to estab- 
lish a sound economy and increase the na- 
tional wealth‘. All these Budgets have contri- 
buted towards ' the progress attained in the 
social field, to such an extent that even foreig- 
ners are mystified how, despite our limita- 
tions, we were able to achieve’such a high 
level of progress. This progress is evident in 
today’s standard of living of the workers, in 
the beautiful and comfortable houses they are 
occupying in the high protein food which the 

. workers’ families are consuming, in the large 
number of television sets that have been 
purchased and are still being purchased, in 
the ever increasing number of telephones in— 
stalled in workers’ houses, in the number of 
vehicles on the road and how the shops are al- 
ways thronged with customers. All this apart 

from the fact that the workers today, as never 
before, are well insured against any mishap 
that may occur to them or their familigs and 
this thanks to the excellent free social services 
which the Socialist Government is providing. 
This is real and true progress which no one 
can deny, whichever argument one puts for- 
ward, be it the water situation or income tax 
'assessments. 

The Maltese people are enjoying this wealth 
because during the past 10 years they had a 
courageous and hard working government 
which has always frowned upon indolencc. 
This wealth did not come from nothing. 
Consequently this Budget, by improving the 
benefits to all classes of the population, espe- 
cially the workers, is following this Govem- 
ment’s previous Budgets, it is following the 
right way, in a responsible and serious man- 
ner, that has always led us to victory. 

Most of the changes proposed were enactéd 
in Act No. XL of 1981. 

Individual persohs who have been granted a 
residence permit under the Immigration 
Act, 1970 or on or after 14 November 1972 

rates. These persons' are often indicated as 
“new residents” and they may generally not 
engage in business, profession or employ- 
ment or take part in politics. 

are subject to income tax at favourable- 

The rates are:
_ 

For every pound of the first £200 20 
For’every pound of the next £100 5c 
For every pound of the next £100 70 
For every pound of theznext £200 100' 
For every pound of the next £300 150 
For every pound of the next £500 200

' 

For every pound of the next £700» 250 
For every pound of the remainder 300 
Provided that the minimum liability of any 
such individual in respect of any year of as- 
sessment shall be one thousand pounds. 

136 © 1982 International Bureau-of Fiscal Documentation — BULLETIN



_ Eb fi©graphy 

Books
I 

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 reference numbers). They should, however, ’ 

be ordered through a bookseller or, direct from the publisher indicated, 
and not through the Bureau. 

AFRICA 
I 7 

AMERICA - 

_ 

- - . ,7 

South Africa Brazil 

JUTA‘S GST. VOOGD, R, a 7A A 

General Sales Tax Manual. Editdrs: Costa 
Divaris. Michael L. Stein, Consulting editor: 
Aubrey S. Silke. 
Cape Town. Juta & Company Limited, 1980. 
Loose-leaf service explaining the general sales 
tax of South Africa. The work is divided in the 
following sections: Guide to the general sales tax 
which explains the sales tax. Newsletters, Sales 
tax act. Ancillary legislation and History. 
(B. 13.099) - 

Tanzania 

SCHROEDER. Larry. 
An assessment of the revenue generation 
capabilities of 'villages, districts and Arusha 
region: some policy options. . 

Syracuse. N.Y., The Maxwell School of 
Citizenship and Public Affairs. Syracuse 
University. 1981. 98 pp. 
(B. 13.100) 

Zimbabwe 
A GUIDE TO TAXATION 
in Zimbabwe. '

' 

Salisbury, Ministry of Finance, 1980. 4 pp. 
An outline of corporate and individual incom 
taxes. 

’

v 

(B. 13.092) 

- INCOME TAX IN ZIMBABWE. 
Information pamphlet setting out the main 
features of direct taxation in Zimbabwe. 
Salisbury, Department of Taxes, 1980. 9 pp. 
(B. 13.091) 

Vestiging als bedrijf in Brazilié (6e druk). 
Rio de J aneiro, Klijnveld Kraayenhqf & Co. , 

1981. 26 pp. 
Establishing a business in Brazil. 
(B. 18.105) 

Canada 
PROVINCIAL AND MUNICIPAL 
finances 1981. 

_ I 

Toronto, Canadian Tax Foundation, 1981. 301 
pp., $ 12. 
Tenth edition, providing background 
information essential for an understanding of 
the basic statistics of public finance in Canada. 
(B. 103.631) 

Costa Rica 

MORALES, Felicia M. 
Investor’s Guide. 
San José, American Chamber of 'Commerce, 
1979. 65 pp. ' 

(B. 18.103) 

Dominican Republic 
GUIA DE ORIENTACION AL 
contribuyente. 
Republica Dominicana, Secretaria de estado de 
Finanzas, 1981. 34 pp. - 

Practical guide for making income tax returns 
(from the Directorate General of Income Tax) 
updated as of 25 September 1981. 
(B. 18.120) 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

i— SpEdal’Taxpayers. T 
r -; 

Chicago, Commerce Clearing House, Inc. , 

United States 

THE ECONOMIC RECOVERY TAX 
Act of 1981. ‘ 

New York, Ernst & Whinney, 1981. 106 pp.‘ 
Summary of the important changes effected by 
the Economic Recovery Tax Act with special 
attention given to tax-planning opportunities for 
individuals and businesses. 
(B. 103.555) 

PITTMAN, Mary T. 
Reports of the United States Tax Court, 
1 October 1980 to 31 December 1980. Volume 
75. 
Washington, Gpvemment Printer, 1980: 874 pp. 
Bound volume containing relevant U.S-.-Ta)k ‘ 

Court decisions. 
(B. 103.652) 

1982 TAX ANGLES FOR 

1981. 478 pp. 
Tax planning for 1982 for special taxpgyers

. 

(corporate executives, professional persons, 
farmers, sales persons, US. citizens abroad and - 

residents of community property States, etc.). 
(B. 103.587) 

'

. 

FACTS AND FIGURES ON 
Government Finance. lt biennial edition 1981. ,

_ 

Washington, Tax Foundation Inc., 1981. 329 
pp., $ 15. ' 

Data on federal, stafe and local Government 
finances. 

'

' 

(B. 103.654) 

ASIA AND THE PACIFIC 
China (People’s Rep. of) 
JASCHEK, Stefan 
Volksrepublik China. Kredite der Bank of 
China an Gemeinsame Untemehmen. 
Bestimmungen fiber Ausfuhrgenehmigungen. 
Berichte und Dokumente zum' auslz‘indischen 
Wirtschafts- und Steuerrecht, No. 146. 
Cologne, BFAI, 1981. 24 pp., 5 DM. 
Analysis and translation of regulations 
concerning credit to joint ventures granted by 
the Bank of China and also export permit rules. 
(B. 51.840) 

CHINA TRADE GUIDE 
Edited by the Editorial Department of China’s 
Foreign Trade, Beijing. 
Hong Kong, China Polytcchnic Translation Co. , 

1980. 267 pp. 
Compilation of relevant documents giving 

137



information about policies, principles, organiza- 
tions and business practices of China’s foreign 
trade. Chinese and English texts. 
(B. 51.845) 

India 

SETHI, R.B. 
Commentaries on central excise Act and Rules 
with allied laws. 3rd edition. 
Revised by B. Malik and MC. Desai. 
Delhi, Delhi Law House, 1981. 1048 pp. 
Revised edition of RB. Sethi’s commentaries 
on the central excise act and rules with allied 
laws. 
(3 51 .858) 

Indonesia 

REGULATIONS ON FOREIGN ' 

personnel in Indonesia.
' 

Jakarta; CAFI,’1981. 266 pp. 
Compilation of regulations dealirig with 
employment of foreign personnel in Indofiesia 
promulgated and in force at present. Tax 
regulations are included. - 

(B. 51.847) '
' 

Korea 
A GUIDE FOR BUSINESSMEN 
and investors. 
New York, Coopers & Lybrand, 1981. 44 pp. 

‘ Brochure to guide businessmen and investors 
contemplating operations in Korea. 
Information on taxation is included.

_ 

(B. 51.832)
' 

Ngw Zealand , 

DOING‘BUSINESS IN 
New Zealand.

‘ 

Legal, financial & taxzition considerations. 
Auckland,_Kendon Cox & Co. , 1981. 42 pp;- 
Survey of financial and business opportunities in 
New Zealand. Taxation is dealt with. 
(B. 51.838) 

Papua New Guinea 
CHELLIAH, Raj a J. 
Public finance and tax reform. 
Discussion Paper No. 8. 
Port Moresby, Institute of National Affairs, 
'1981. 37 pp., 5 K. 

'

. 

I 
Explanation of the alternatives available to the 
Government in establishing an equitable tax 
policy which conforms with the need to stimulate 
further development. 
(BL 51.816)

' 

~het invullen van de: aangifte 1981 voor - 

EUROPE 
Austria 

BARTHOLNER, Wilfried; 
KOBAN, Robert. ' 

Handbuch ffir Einnahmen—Ausgaben—Rechner. 
Vienna, Industn’everlag Peter Linde, 1981. 315 
pp. 354 AS. 
Handbook serving as a guide for the 

138 

determination of taxable profits of those 
. entrepreneurs and professionals who keep 

accounts using the principle of the difference 
between income and expenses. The book gives 
numerous practical examples. ~ 

(B. 103.495) 

Belgium 

WIAMS, A.; SCHOLLAERT, R. 
L’almanach 1981 du contribuable Elsevier. 76 
edition. 

. Brussels, Elsevier Séquoia, 1981. 180 pp.,' 
250 Bfrs. 
French language edition of annual tax almanéc 
1981 providing information on how to file ' 

individual income tax returns for 1980 income. 
(B. 103.530) 

WIAMS, A.; SCHOLLAERT, R. 
Elseviers Belasting-Almanak 1981. 
De complete gids van de persdnenbelésting voor 
natuurlijke personep, aangifte voor niet- ‘ 

verblijfhouders. 7e editie. 
_ 

‘ 
‘

' 

Brussels, Elsevier Sequoia, 1981. 180 pp. 
250 Bfrs. ‘ 

‘ Guide providing’ information for filing 1981 
individual income tax returns with respect to 

' 1980 income. 
(B. 103.650) 

Common Market (EEC) 
PROGRAMME FOR THE 
simplification of value added tax procedures and 
formalities in intra-community trade. 
Brussels, Commission-of theEuropean 
Communities, 1981. 14 pp. 
(B. 103.455) 

EUROPESE GEMEENSCHAP EN 
middenL en kleinbedrij f. 
The Hague, Raad voor het Midden- en 
Kleinbedrijf, 1981. 36 pp. 
Recommendation on the Commission’s 
Communication to the European Parliament on 
small and medium-sized cnterprises in the

V 

Community. ‘ ' 

(B. 103.589) 

Czechoslovakia 
r 

'

- 

BAKES, Milan 
Teoretické Qtézky 
finaném’hq préva. - - 

'

‘ 

Prague, Univerzita Ka'rlova, 1979. 223 pp. 
Source-book discussing the most impohant

V 

theoretical questions of financial law'(i.'e. budget 
law, tax law, financial management of State 
enterprises, insurance law, legal regulations 
concerning credits, currency and foreign 
exchange) in Czechoslovakia.- 
(E. 103436) 

Eastern Europe 
BAKES, Milan 
IV. Symposium finaném’ch 
prévnikfl socialistickych 

I 

zemi. 
Prague, Univerzita Karlova, 1980. 288 pp. 
Book containing the texts of the lectures given at 
the IVth Symposium of experts in financial law 

‘Investionen, 1981. 43 pp}; - 

ii] the sociaiistééhin‘tries of Eastern" Europe in 
Karlovy Vany (Czechoslo‘vakfia) in‘1979. 
(B. 103.435)“ - .._ g ' 

Finland 

GESCHAF'I‘SGRUNDUNG IN
, 

Finnland. - » 
‘ 

'. 4 

'
' 

Helsinki, Die Kommission fiir ausléndische 

This brochure — published by the Commission 
for Foreign Investment with the Ministry of

~ 

Trade and Industry (Aleksanterink‘atu 10, III, 
SF-00170, Helsinki 17, Finland —.) describ'es-all' . 

facts, procedures, etc. that are necessary for the ’ 

V 

establishment of a foyeign enterprise in Finlzind.‘ 
'

‘ 

It presents basic 'ccohomi'c data and also deals 1'

V 

with taxation, company‘law,'legislationr’ ‘ 
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1 German‘(Fed'. Rep.) 

DANZER, Jfirgen. 
Die Steuerumgehung. 
Steucrwissenschaft band 9. - 

' "Cologfie, Dr. Peter Deubner Verlag, 1981. 200 
‘ pp;, 82 DM. ' ' 

Commentary on the legal basis of the concept of 
tax avoidance under German law and a discussion ' 

of a number of cases in practice which ar'e 
considered to fall hereunder. 
(B. 103.470) 

HALLER, Heinz 
Die\Steuern. 
Grundlinien eines rationalen Systems 
6ffentlicher Abgaben. 3. fiberarbeitete Auflage. 
Tfibingen, J.C.B. Mohr, 1981.456 pp., 98 DM. 
Third edition of a theoretical study on the 
fundamental principles of the levying of taxes 
and the application thereof, the various forms of 
taxes and the purposes and effects thereof as 
well as the conditions for a rational tax system ‘ 
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' from a double point of View: socio-political and 
socio-econo‘mic; 

_ 

' 
'

- 

(B. 103.494) 

SCHWARZ‘, Manfred, '- 

Les taxes et impé‘ts allemands. ‘ 

Cologne, German—Belgo/Luxembourg Chambre 
' 

of Commerce, 1981. 62 pp._ _ 
French—language survey of taxesand fees levied 
in the German Federal Republic, with emphasis 
on those which 'are of interest to a Belgian or 
Luxembourg investor ih Germany. 
(B. 103.480)

' 

PILTZ, Detlev J fi'rgen. 
Der Geschéiftswert im Ertragsteuefrecht. 
Institut “Finanzen und Steuern”, Heft 120. 
Bonn, Stollfuss Verlag, 1981. 97 pp., 2350 DM; 
Monograph discussing the income tax aspects of 
good will, including the determination of its 
value and the special problems in this field 
relating to the realization of profits and the 

- termination of a business. Based on this discus- 
sion the author concludes with a number of 
propositions which may have an impact on 
future legislation. 
(B. 103.509) 

JOHN, Gerd; THEISEN, Manuel R. 
I ‘ 

Verlustverréchnflng in Personengesellschaften.
. 

Schriften de Betriebsberaters, Band 63. 
Heidelberg, Verlagsgesellschaft Recht und 
Wirtschaft, 1981. 187 pp., 48 DM. 
Monograph dealing with the provisions regarding 
loss compensation'available to partnerships with 
emphasis on the restricted possibilities fox loss 
compensation under the new Sec. 15 A of the 
Individual Inc'ome Tax'Law, the “negative ac- 
count”. 

. 
_ 

r 

' 
' 

’

- 

'(B. 103.565)
' 

RICHTER, Heinz' - 

‘ _

‘ 

ABC — 100,5teuertips auS Steuer-Telex zur Ein- 
' 

kommensteuer. . 

- 

_ 

I

. 

Cologne, Dr. Pete; Deubner Verlag, 1981. 48 
pp.,24.80 DM. ‘_ _ 

- 

_ 

' 

~ 1 

Reprint from Steuer-Telex dealing with hints 
relating to the German Individual Income Tax. 
(B. 103.469). .- ‘ ‘ 

SCHLEBUSCH; Giselher . 

Die neue franzésischer Meh'fwertsteuer TVA im 
deutsch-franzésischen Waren- und Dienstleis- 

‘ tungsverkehr 1981.; - 

’ Broschfire Nr. 5. . 

Paris, Deutsch-Franiésische Industrie- und 
Handelskammer, 1981. 98 pp. 

- Explanation of the French tax on value added 
with special emphasis" on the German—French 
exchanges of goods and services. The French 
SVAT statute in Germari translation is appended. 
(B. 103.550) 

_ 

'

v 

KAPP, Reinhard r 

Schwerpunkte des Efbschaft- und Schen 
kungsteuerrechts. .

' 

-Schriften des Betriebsberaters, Band 61. 
Heidelberg, Verlagsgesellschaft Recht und 
Wirtschaft; 1981. 159 pp., 39 DM. - 

Monograph discussing the most important 
principles of the German inheritance and gift tax 
law. ’ -' ‘ 

(B. 103.564) 

HANGARTER, Dieter ‘ 

Das deutsch-schWeizerische Doppelbes- 
teuerungsabkommenf ' 

2. neubearbeitete Auflage, 

Zi'm'ch, Handelskammer Deutschland—Schweiz,
I 

. 1980. '30 pp., 25 Sfr. 
Brochure explaining the most important details 
of the' German—Swiss double taxation treaty. 
(B. 103.461) 

HARTMANN, Rainer 
Investitionszulagengesetz (InvZulG). 
Kohlhammer Kommentare. .

~ 

Stuttgart, Verlag Kohlhammer, 1981. 188 pp. , 

29.80 DM. 
Discussion of the various provisions of the 
GermanLaw on Investment Allowances. The 
book also contains the text of the Law and a 
number of appendices containing regulations 
implementing the Law. 
(B. 103.520) ’ (JP 
AN SEACHTU TUARASCAIL 
bhliantfiil is caoga 6 na coimisinéiri ioncaim. 
Fifty-seventh annual report of the revenue 
commissioners.‘ ' 

Dublin, The Stationery Office, 1979. 177 pp. , 

£ 1.95. ,
- 

(B. 103.626) 

Ireland 

SAUNDERS, Glyn; 
HARVEY, Eric L.

_ 

Tolley’s taxation in the Republic of Ireland
> 

1981-82. 
Croyden, Tolley Publishing Comp. Ltd. , 1981. 
193 pp., £ 7.50. A detailed guide covering income tax, corpora- _7 

tion tax, capital' gains tax;‘capital acQuisitions 
tax, value-added tax, resource tax, and wealth ' 

tax and including the provisions of the Finance 
Act 1981.

‘ 

(B. 103.646)
‘ 

Netherlands 
- WI'ITEVEEN, D.E. 
De nieuwe vermdgensbelasting; 
Arnhem, Gouda Quint, 1981. 166 pp., 
39.50 Dfl.‘

_ 

Guide explaining the present net wealth tax with 
reference to case law. 
(B. 103.562) 

OPVOLGINGSPROBLEMEN BIJ 
familiebedrijven. 
Amstgrdam, Klijnveld Kraayenhof & Co. , 1980. 
31 pp. 

,

- 

Booklet explaining the problems arising from 
succession in family-owned enterprises. Taxation 
aspects are dealt with. 
(B. 103.486) 

SCHU'I'I‘EVAER, H.; 
HERMANS, F.M.J. 
AK’ort begrip van rechtsverkeersbelastingen en 
tegistratie. Derde druk. 
Arnhem, Gouda Quint, 1981. 208 pp.', 
32.50 Dfl. 
Third revised edition of textbook, thematically 

. arranged, explaining the real property transfer 
tax and the capital transfer tax and registration 
mattets. Relev'ant texts of statutes are ap-

> 

pended. 
- 

(B. 103.537) 

VAN DEN TILLAART, H.J.M.‘; '

. 

' VAN DER HOEVEN, H.C.; VAN UXEM, F.W.; 
, VAN WESTERLAAK, J .M. 
Zélfstandig ondememen, 
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Nijmegen, Instituut voor toegepaste sociologie, 
1981. 482 pp. . 

“Independent enterprise” analyzes the problems ‘ 

and oppportunities of independent enterprises - 

in middle and small scale business. 
(B. 103.570) 

Sp'ain . 

MITNAHME VON KRAFT FAHRZEUGEN 
und Sportbooten bei Reisen und Ubersiedlung 
nach Spanien. . 

‘ - 
4 . 

5. neubearbeitete Auflage. '

. 

Madrid, Deutsche Handelskammer ffif'Spanien, 
1981.23 pp., 25 DM. 
Fifth revised edition on legal and taxa'tion matters 
arising from bringing motor cars and sportboats 
to Spain in connection with travel to or taking up- 
residence in Spain. - 

(B. 103.534) - 

LINDE PANIAGU-A, Enrique; ‘ 

LOPEZ REQUENA, Miguel;
_ GARCIA COTARELO, Raméh; 

RUIZ CASTILLO, Francisco; ’ 

GONZALEZ RIVAS, Juan José. . 

‘ 7 

Materiales para el estudio y aplicacién de la 
Constitucion espafiola de 1978. 
Madrid, cretaria General Técnica del ' » 

.

' 

Minfstei’io de Justicia, 1980. 883 pp. 
The book deals with the Spanish Constitution, 
jurisprudence of the Constitutional Court during 
1979 and 1980 and decisions of the Constitutional 
Cburt of Justice and General Directorate of 

a Registrarsrand Notaries‘in relation to 
Constitutional principles during 1980: 
(B. 103.546) 

‘

v 

Switzerland 

HANGARTER, Dieter 
Das deutsch-schweizerische

‘ 

Doppelbesteuerungsabkommen. 
2. neubearbeitete Auflage. , 

Zfirich, Handelskammer Deutschland-Schweiz, 
1980.30 pp., 25 Sfr. 
Brochure explaining the most important details 
of the German-Swiss double taxation treaty. 
(B. 103.461) 

_

' 

OFFENTLICHE FINANZEN DER 
Schweiz. .

’ 

Bearbeitet von der Eidgenéssischen 
Finanzverwaltung. Statistische Quellenwerke 
der Schweiz/Heft 675. 
Bern, Bundesamt ffir Statistik, 1981. 154 pp. 
Statistical data for 1979 on revenue and 
expenditures of the Confederation, the cantons 
and the municipalities. ’

» 

(B. 103.459) » 

United Kingdom 
TAXATION AND SOCIAL , 

. policy. 
Edited by Cedric Sandford, Chris Pond and 
Robert Walker. 

.
_ 

London, Heinemann Educational Books, 1980. 
242 pp., £ 6.50. 

_

‘ 

Revised papers of varibus authors prepared 
originally for the Sunningdale Seminar 1979. 
The topics cover interactions between direct 
taxation and social policy (social security, 
housing, pensions, etc.). Papers include: Taxes, 
Benefits {and the Redistribution of Incomes, by 
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Geoffrey Stephenson; Taxation and Social 
Security, by David Piachaud; Taxations and 
Pensions, by Mike Reddin. 
(B. 103.543) 

APSION, Gordon 
UK corporate tax shelters. 
EIU Special report No. 109. 
London, The Economist Intelligence Unit, 
1981. 89 pp. 
Report describing tax-saving possibilities offered 
by five major tax shelters in the United Kingdom 
(charitable trust, agricultural land, woodlands, 
commodities and trading stock). 
(B. 103.553) 

GRAHAM, T.L.A. 
Key to corporation tax. 
Finance Act 1981 Edition. 
Taxatiqaster Key Series. 
London,’Taxation Publishing Co. Ltd., 1981. 
361 pp., £ 7.50. 
Reference guide to the corporation tax as 
amended by the Finance Act 1981. 
(B. 103.627) 

DI PALMA, Vera 
Capital gains tax. Fifth edition. 
The M & E Handbook series. ' 

Plymouth, Macdonald & Evans, 1981. 208 pp. , 

£ 4.50. 
Handbook explaining capital gains tax as updated 
to include the provisions of the Finance Act 
1981. ,

‘ 

(B. 103.647) 

TINGLEY, K.R. 
Key to capital gains tax. 
Finance Act 1981 Edition. 
Taxation Master Key Series. 
London, Taxation Publishing Co. , Ltd. , 1981. 
441 pp., £ 7.50. 
Reference guide describing the capital gains tax, 
based on law and practice as amended by the 
Finance Act 1981, stating the law as in force as 
of 1 September 1981. 
(B. 103.629) 

STANLEY, Oliver 
Taxation of farmers and landowners. 
London, Butterworths, 1981. 354 pp., £ 14.00. 
Monograph on the United Kingdom taxes to 
which farmers and landowners are likely to be 
liable. It sets out the law and practice of income 
tax, corporation tax, capital gains tax, capital 
transfer tax, development land tax, value added 
tax, stamp duty and local authority rates. 
(B. 103.551) _ 

ROWLAND'S TAX 
Guide 1981-82. 
Editors: Nigel Eastaway, David Trill, Leslie 
Livens. Fifth edition. - 

London, Buttefworths, 1981. 850 pp., £ 20.00. 
Tax guide as an adjunct to Butterworths Yellow 
and Orange Tax Handbooks containing current 
legislation. It is essentially a brief explanation of 
the Tax Handbooks covering the income tax, 
corporate tax, capital gains tax, capital transfer 

> tax and development land tax. The law is stated 
as ofl August 1981. 
(B. 103.585) 

WILSON, David; DANIELS, Patrick D. 
Business operations in the United Kingdom. 
Foreign income portfolios. 
Washington, Tax Management, 1981. 
Detailled analysis and information for foreign 
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businesses to determine the best method of 
conducting operations in the United Kingdom 
both from the tax and business points of view. 
Loose-leaf service.

> 

(B. 103.527) 

TINGLEY, K.R. 
Key to the new stock relief. 
Finance Act 1981 Edition.

. 

Taxation Master Key Series. ' 

London, Taxation Publishing Co. , Ltd., 1981. 
122 pp., £ 6.00. 
Reference guide describing the new stock relief ' 

as amended by the Finance Act 1981, stating the 
Law as in force on 1 September 1981. 
(B. 103.628) 

COOPER, J .M. 
Key to income tax. 
Finance Act 1981 edition. 
Taxation Master Key Series. 
London, Taxation Publishing Co., Ltd., 1981.

‘ 

264 pp., £ 6.50. v

' 

Reference guide to the individual income tax as 
amended by the Finance Act 1981, stating the 
law as in force on 1 September 1981. 
(B. 103.630) 

EASTAWAY, Nigel; GILLIGAN, Brian 
Tax and financial planning for professional 
partnerships. - 

London, Butterworths, 1981. 273 pp., £ 11.00. 
Tax planning considerations for medium-sized 
and small partnerships. 
(B. 103.542) 

MELLOWS’, Anthony R; 
Taxation for executors and trustees. 
Fifth edition. 
London, Butterworths, 1981. 428 pp., £ 20.00. 
Fifth edition of monograph following chronolog- 
ically the phases in which an executor and trustee 
may be concerned with income tax, capital gains 
tax, development land tax and capital transfer 
tax. The law is stated as of 1 May 1981, but the 
prdvisions of the Finance Act 1981 are included. 
(B. 103.544)

' 

' 

IND, Ronald C. 
Capital transfer tax. 
Revised by Martyn H. Jones. Second edition. 
The M & E Handbook series. 
Plymouth, Macdonald & Evans, 1981. 326 pp., 
£ 4.95. 
Handbook explaining the capital transfer tax. 
The law is stated as of 31 July, including the 
Finance Act 1981. v ~ 

(B. 103.648) 

HART, Gerry 
Dictionary of Taxation. 
Butterworths Professional Dictionaries Series. 
London, Butterworths, 1981. 236 pp., £ 10.00. 
Definitions of tax words and phrases covering 
income tax, corporation tax, development land 
tax and value added tax, 
(B. 103.584) 

INTERNATIONAL 
' 

International 

TAX ASPECTS OF ACQUISITIONS 
and Mergers. 

Edited by Philip Cooke and Jan M. van der 
Beck. ' 

Deventer, Kluwer, 1980. 148 pp., 70 Dfl. 
Compilation of country studies by various 
contributors dealing in a comparative way with 
the taxation and other related aspects of 
acquisitions and mergers, both at the domestic 
level a'nd cross-frontier. The countries covered 
are Belgium, Canada, Denmark, France, 
Ireland, Italy, the Netherlands, Spain, the 
United Kingdom, the United States and the 
German Federal Republic. 
(B. 103.523) 

DOGGART, Caroline 
Tax havens and their uses 1981. 
EIU Special Report No. 105. 
London, The Economist Intelligence Unit, 
1981. 138 pp. - 

Report pointing o_ut the burden of taxation an 
the multitude of tax havens that have grown 11p 
to ease the weight of this burden. ' 

(B. 103.552) 

MODEL CONVENTION FOR 
mutual administrative assistance in the recovery 
of tax claims. 
Report of the OECD Committee on Fiscal 
Affairs. 
Paris, Organisation for Economic Co-operation 
and Development, 1981. 64 pp. 
English text of the Model Convention for mutual 
administrative assistance in the recovery of'tax 
claims followed by commentaries on the articles 
of the model convention and recommendations. 
A French edition of this report is available. 
(B. 103.549) ' 

TAXATION OF THE INCOME 
arising from the international seabed. 
IFA Seminar Paper. 
Deventer, Kluwer, 1981. 81 pp. 
Introduction by Charles M. Bruce to tax issues 
resulting from the Draft Convention on the Law 
of the Sea and recently enacted US. and German 
Federal Republic internal laws. The text of the 
Draft Convention on the Law of the Sea is 
appended. 
(B. 103.539) 

THE IMPACT OF THE NEWLY 
industrialising countries on production and trade 
in manufactures.

. 

Updating of selected tables from the 1979 Report 
by the Secretariat of the OECD. 
Paris, OECD, 1981. 51 pp., $ 12. 
Bilingual study in English and French updating 
selected tables from the 1979 Report by the 
Secretariat of the OECD on the impact of the 
newly industrialising countries on production 
and trade in manufactures. ' ' 

(B. 103.443) 

THE POLITICAL ECONOMY 
of Takation. Edited by Alan Peacock and 
Francesco Forte. ‘ 

Oxford, Basil Blackwell Publisher, 1981. 211 
pp., £ 14.00. 
Compilation of articles by various authors 
arranged in three parts: “Analytical 
Background”, “Economic Aspects of ’ 

Contemporary Tax Policy” and “Administrative 
Aspects of Contemporary Tax Policy”. 
(B. 103.519) 
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Ausléindische Aktiengezctze. Band 16. Saudi Arabia. Issues for growth. An inside view. (B. 51.794) .

“ 

. 

I 
~

\ 

Loose-Leaf ’ erVIces ‘ 

Received between 1 January and 31 January 1982. 

, 
Australia WETBOEK BELASTINGEN OVER Common, Market (EEC) 

r 
r 

r 

. DE TOEGEVOEGDE WAARDE—a-Aisuéu ~ .w - w r » -~—__A 7 53:}. 1 if; Aflmffl 
AUSTRALIAN INCOME TAX — 2 DROIT DES AFFAIRES DANS » 

LAW AND PRACTICE “51.6%”? 3 
. LES PAYS DU MARCHE COMMUN 

' Mxmstere des Fmances, Brussels. . 

‘ ‘ 

— Cases ‘ release 135 ‘ 

.MIDDLE EAST 

Israel 

KLIMOWSKY, Ernst W. 
Das israelische Aktienrecht. 

Frankfurt, Alfred Metzner, 1981. 187 pp. 
Introduction and translation into German of the 
Israeli company law. 
(B. 51.846) 

Saudi Arabia 

TOWNSEND , John 

of an eédnomic power in the making. - 

New York, Business Ipternational S.A. , 1981. . 

273 pp. 
_ f . 

Research report dgscribing the anatomy and 
political dimension of the Saudi ecénomy, which 
also focuses on all aspects of doing business with 
Saudi Arabia; Text of foréign capital investment 
code, 1979 is appende_d.’ ‘ ' 

release 40-44 
— Current taxation 

release 10
' 

Butterworths, Pty. , Ltd., Chatswood 

Belgium 
DOORLOPENDE DOCUMENTATIE 
INZAKE BTW/LE DOSSIER 
PERMANENT DE LA TVA 
release 132 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELE 
Tome II, releaSes 40 and 41 
Tome IV, releases 60-62 
Tome V, release 49 
Tome VII, release 44 
Tome IX, release 123 
Tome XIV, rglease 144 
Tome XV, release 21 
CED-Samson, Brussels. 

GUIDE FISCAL PERMANENT 
‘releases 430 and 431 . 

Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome I, release 41 
Tome III, release 38 
CED-Samson, Brussels. - 

VAKCURSUSSEN 
release 131 
Ministére des Finances, Brussels. 

Canada . 

CANADA INCOME TAX GUIDE 
REPORTS ~ 

release 166
‘ 

CCH Canadian Ltd., Don Mills. 
CANADA TAX SERVICE-RELEASE 
releases 361-364 
Richard de Boo Ltd. , Toronto. 

CANADIAN CURRENT TAX 
> 

releases 46-52 ' 

' 

Butterworths, Pty. , Ltd. , Scarborough. 

CANADIAN SALES TAX REPORTS 
release 169 - 

CCH Canadian Ltd., Don Mills. 
CANADIAN TAX REPORTS 
releases 511-515 
CCH Canadian, Ltd., Don Mills.

. 

7 DOMINION TAX CASES 
releases 33, 1 and 2 
CCH Canadian, Ltd., Don Mills. 
FOREIGN INVESTMENT IN CANADA 
releases 85 and 86 
Prentice-Hall of Canada Ltd., Scarborough. 

PROVINCIAL TAXATION SERVICE 
releases 392 and 393

I 

Richard de Boo, Ltd. , Toronto. 
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~ 
Editions Jupiter, Paris. 

HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
— Europese meaedingings- en kartelrecht 

' 

releases 62 and 63 
' —‘ Kommentaér op het EEG-, Euratom- 

en EGKS-verdrag; verdragsteksten en 
aanverwante stukkpn

' 

release 222 
Kluwer, Devemer. 

Denmark 
t _ 

SKA'ITEBESTEMMELSERE '~ 

— Skattenyt 
release 144 

— Skattebestemmelser 
release 138 

A.S Skattekartoteket Informationskontor, 
Copenhagen. '

- 

'21
' 

France' ' 

BULLETIN DE DOCUMENTATION 
PRATIQUE DE SECURITE SOCIALE 
ET DE LEGISLATION DU TRAVAIL 
release 13 
Editions Francis Lefebvre, _Levallois-Perret. 

DICTIONNAIRE PERMANENT — 
DROIT DES AFFAIRES ' 

release 89 , . 

Editions Législatives_ et Administratives,‘ 
Paris. > 

' 
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DICTIONNAIRE PERMANENT — 
‘ FISCAL ' 

- 

, 
.

. 

[Eleases 124Vand 125 , L 

>

- 

Editions Législatives ct AdministratiVes, 
' Paris, _. 

«

‘ 

JURIS CLASSEUR—CHIFFRE _ 

D’AFFAIRES '— COMMENTAIRES- 
release 6110 

' 
4‘ 

~

' 

Editions Tgchniques, Paris'» - i ‘. 

’JURIS CLASSEUR — DROIT FISCAL — ~- 

COMMENTAIRES —* IMPOZIS DIRECI‘S 
release 1128 | ‘ 

Editions Tgchnique-syan‘s. _

- 

German Federal Republic 
DEUTSCHE GESETZEI 
Schénfelder 
release 59 

' C.H. Becksche Verlagslzuchhandlun‘g, Munich. 

DOPPELBESTEUERUNG 
KORN — DIETZ — DEBATIN 
release 43 
CH. Becksche Verlagsbuchhandlung, Munich. 
RECHTS- UND WIRTSCHAFTSPRAXIS 

_ 

STEUERRECHT 
ielease 264 .

' 

Forkel Velag, Stuttgart.
~ 

ISTEUERERLASASE IN KARTEIFORM 
release 244 

I
7 

Verlag Dr. Otto Schmidt, Cologne. 

STEUERGESETZE 
release January 
C.H. Becksche Vei'lagsblichhandlpxi'g, Munich. 

STEUERRECHTSSPRECHUNG IN. 
KARTEIFORM v v 

” ‘
. 

release 360 >. 

Verlag Dr. Otto Schmidt, Cologne} 

WORLD TAX- SERIES L GERMANY ‘ 

REPORTS ._ 

_ 

-

, 

release 150‘ 
' 

. 
~ - 

Commerce Clearing House, Inc. , Chicago: 

International. '. 

‘

‘ 

STEUERNIN EUROPA, USA, KANADA UND JAPAN '
- 

. von Ménnel 
releases 2 and 3 .-

' 

Neue W irtschaftsbriefe ,- Heme/Berlin. 

Netherlands 
DE BELASTINGGIDS 

I. 
release 94 ' 

. 
‘, 

. 

~ 
‘ . 

S. Gouda. Quint — D. Brouwe‘r, Amhem. 
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EDITIE VAKSTUDIE BELASTINGWET- 
GEVING: . 

—- Gemcentelijke Belastingen e.a. 
release 50 

Kluwer, Deventer. 

FED’S FISCAAL REGISTER 
release 106

' FED, Deventer. 

FED LOSBLADIG FISCAAL . 

releases 1856-1859 
FED, Deventcr. 

FISCALE WE'ITEN 
releases 110 and 111 
FED, Deventer. 

HANDBOEK VOOR DE IN- EN 
UITVOER: 
— Belastingheffing bij invoer 

releases 283 and 284 ' 

— Algemene wetgeving‘ 
release 113 

Kluwer, Deventer. 

' KLUWERS FISCAAL ZAKBOEK 
release 173 
Kluwer, Deventer. 

KLUWERS ISUBSIDIEBOEK 
release 29 
Kluwer, DeVenter. 

KLUWERS TARIEVENBOEK ' 

releasés 249-251 
Kluwer, Deventer. 

MODELLEN VOOR DE RECH'I‘SPRAKTIJK 
release 74, 

‘ Kluwer, Deventer. 

NEDERLANDSE BELASTINGWETI‘EN 
W.E.G. de Groot 
release 178 .

' 

Samson, Alphen aan de Rijn. 
' NEDERLANDSE WETBOEKEN 

release 172
" 

Kluwer, Deventer. 

RECHTSPERSONEN 
release 42 
Kluwer, Deventer. 

STAATS- EN ADMINISTRATIFI- 
RECHTELIJKE WE'I'I‘EN 
release 183 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Algemeen deel 

releases 103-106 
- — Inkomstenbelasting 1964 

releases 338-342 
— Loonbelasting 1964 

releases 232-234 
— Omzetbelasting 1968 

release 83
‘ 

- Vennootschapsbelasting 1969 
release 94 

-— Investeringsregelingen 
release 30 

Kluwer, Deventer. - 

Spain 
MANUAL DE LA ADMINISTRACION 
release December 1981 
T.A.L.E., Madrid. 

United Kingdom 
BRITISH TAX GUIDE 
release 234 
Commerce Clearing House, Inc., Chicago. 

SIMON’S TAX CASES 
,rgleases 1-3 H

' 

’Butterworth & Co., London. 
SIMON’S TAXES 
releaSe 51 
Buttcrworth & Co. , London. 
SIMON’S TAX INTELLIGENCE 
releases 50, 1-3 
Butterworth & Co., London. 

United States 
FEDERAL TAXES — REPORT 
BULLETIN 
releases 2-5 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 13-15 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS 
releases 11-15 
Commerce Clearing House, Inc., Chicago. 

FEDERAL TAX TREATIES — REPORT 
BULLETIN 
release 12 ' 

Prentice-Hall, Inc., Englewood Cliffs. 

STATE TAX GUIDE 
releases 759 and 760 
Commerce Clearing House, Inc., Chicago. - 

TAX IDEAS — REPORT BULLETIN 
releases 1 and 2

‘ 

Prentice-Hall, Inc. , Englewood Cliffs. 

U.S. TAXATION OF INTERNATIONAL- 
OPERATIONS 
releases'ZZ and 24 .

' 

Prentice-Hall, Inc. , Englewood Cliffs. 
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THE EUROPEAN UNION 
On 24 and 25 February 1982-the recently installed Institutional ‘ 

Committee of the European Parliament met with a View to or— 
ganising its work which Will eventually result in a draft for a 
Treaty to establish a European Union replacing the ‘present 
forms of European cooperation such as the European Com- 
munities, political cooperation and the EMS. It is intended

_ 

that the European Parliament will adopt a proposal for» a Euro- 
pean Union which will then be submitted for ratification to the~ 
national authorities. 
Mr. A. Spinelli submitted a working document to serve as a 
basis for a preliminary discussion and which, among other 
things, will enable the “coordinating rapporteur” to prepare a 
draft resolution on guidelines for subsequent work. 
The working document lists a number of tasks which the Euro— 
pean Union should fulfill, including: the pursuance and de- 
velopment of the aims set out in the Treaties pf Rome and. 
Paris, the development of economic and monetary union, 
combatting inflation and unemployment, contributing to the 
harmonious social and economic development of the world as 

ness and stability in the world economy with.regai'd to trade 
and monetary matters. * 

The European Union will, of course, need financial means find ; _ 

the working document states with respect to taxation: ' 

‘ In accordance With appropriate agreed procedures, the 
Union and the Member States shall frOmtimé to time effect 
a redistribution inter se of theirrespective powers of taxa— 
tion on the basis of the' genera] plan 'for'the Union’s dc: 
velopment as accepted in principle by the Member States. — Within the limits, of the distribution of powers thus 
agreed the Union and States shall determine their taxes and 
budgets independently; ~ r ' 

‘ i ‘
' — While it is in general desirable that the same tax collect- 

ing body shoud collectboth national taxes and Union taxes, 
the respective accounting systems must be kept strictly 
separate so as to put an end to the present practice under 
which certainlitems of Community revenue are made to 
pass through national budgets. 

' ' — Within the limits of the distribution of powers thus 
agreed, the Union’s taxation and budget shall be proposed 
by the Government, adopted by Parliameng, submitted to _ 

the Council — which may propose amendments supported 
by reasons or reject them by a simple majority of votes — and 

a whole, and maintaining'the greatest possible degree of open- > adopted at a second apd final reading by Parliament. 5 

_

- 

m 27:; Conference Diar 
APRIL 1982 

Management Centre Europe: International 
Tax Conference (including: Organisation of 
international groups; Selected tax aspects of 
international business planning; Governmen- 
tal attitudes towards business in the tax field: » 

the carrot and the stick). Nice (France), April 
5—7 (English). 

Management Centre Europe: Managing and 
developing foreign subsidiaries (including: 
Tax in international. operations). Brussels 
(Belgium), April 5-7 (English). 

Oyez-International BusinesS Communica- 
tions Ltd. .' The world is your tax haven (Three 
ong-day seminars). Amsterdam (The Nether— 
lands), April 26 (English); Bruxelles (Bel- 
gium), April 29 (English); Paris (France), 
May 4 (English).

> 

MAY 1982 
Management Centre Europe: Leasing in the 
80’s (including: The harmonisation of taxes in 
the BBC. and relevance for leasing). Brus- 
sels (Belgium), May 5—7 (English). 

Seminar Services International: International 
Tax Planning (including: Use of tax treaties 

and tax treatydevelopments; legislation to 
counter use of tax havens and UK. draft 
legislation on international tax avoidance). 
Amsterdam (the Netherlénds), May 12-13 
(English). 

AMR International: Subcontracts and joint 
ventures in the Middle East, the legal and fi- 
nancial issues-(including: Taxation and the 
Subcontractor). London (United Kingdom), 
May 13—14 (English). 

“International Tax Planning Association: 8th 
Annual Conference (including: The US. tax 
haven report; international tax planning for 
entertainers and athletes; taxes on non-resi- 
dents; anatomy of a tax haven). Florence 
(Italy), May 19-21 (English). 

Management Centre Europe; International 
cash management (including: International 

' tax aspects in cash management). Nice 
(France), May 24-26 (English). 

The Inter-American Center of Tax Adminis- 
trators (C.I.A.T.): XVIth General Assembly 
on the basic Subject Non-tax compliance. 
Asuncién (Paraguay), May 24-28 (Spanish, 
English, French and Portugese). 

Institute for Iniemational Research: The 
Ziin'ch International Corporate 'Finance 
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Conference (including: Legal, accounting
. 

and tax issues of different hedging fonns; tax 
leveraging). Ziirich (Switzerland), May‘24-26

' 

(English). 

JUNE 1982 
Management Centre Europe: Taiéfiaféf i5: ' 

ternational group companies and-branches 
(Seminar). Bruésels ‘(Belgiun'l), June 3-4 
(English). 

' 

-' 

Seminar Services International: Taxation of' 
international financial transfers (including: 
The taxation 'of foreign currency gains and 
losses; The revaluation of foreign assets on 
the balance sheet; Operating holding and fi- 
nance companies in the Netherlands and the 
Netherlands Antilles; Double tax agreements 
and disclosure agreementsbetween tax au— 
thorities). Amsterdam (the Netherlands), 
June 9-10 (English); 

Georgetown Universfly Law Center: The 
Fourth Annual'Institute on Multinational 
Taxation (including: Current developments 
in international 'tax rules outside the U.S.; 
Tax treaties — ‘the changing Landscape). 
Washington, DC, (U.S.A.), June 24-25 
(English). - 

I 
' '

v 

SEPTEMBER 1982‘ 
36th Annual Congress of I.F.A.: I. The tax 
treatment of interest in international 
economic transactions. II. Taxation of pay- 

' ments to hon-residents for independent per- 
'sor'1al services. Montreal (Canada), Sep-‘ 
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Vtcmber _12-16 ,(English,> French, German,- 
Spanish); 

I

‘ 

Confédération Fiscale Européenne (C. F.‘E: ).' 
Third European Congress of Tax Consultants 
(including: State 9f gtax 1harmonisation in 
Europe; The alicétion bf wealth taxes and 
taxes arisingfon déath to foféigh assets and 

~ 'liabilitiés; The practical application of inter- 
national' tax prOvisions- (Wdrking groups». 
Aix-la-Chapelle (France), September.l30 to 
coberz (English, French», Getman)‘. 

OCTOBER 1983 ~ ' 

37th Annual Congresspfl. F.A. : I. Tax avoid- 
ance/tax evasion. II. Interriational 'problems 
in the field of tunriqver 'taxation. Venice 
(Italy), October 10-15 (English, French, Ger- 
man, Spanish). ‘ 

' ‘ 

FOR FURTHER INFORMATION 
PLEASE WRITE TO; 

AMR International: 6-10 Frederick Close, 
Stanhope Place, London W2 ZHD (United 
Kingdom). - 

Confédération 'Fiscale“ Européenne 
(C.F.E.): Secrétariat Général, Postfach 
1340, Dechenstrasse 14, D-5300 Bonn 1 
(Federal Republic of Germany). 
Georgetown University Law Center: 600 
New Jersey Avenue, NW. Washington, 
DC. 20001 (U.S.A.). 
Inter-American Center of Tax Adminis- 
trators (C.I.A.T.): Executive Secretary of 
C.I.A.T., PO. Box 215 zonal, Panamé. 

d International Fiscél Association (I.F.A.): 
General Secretariat, Woudenstein, 

Burgemeester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
International Tax Planning Association: 

' 33A Warwick Square, London SW1V 2AD 
(United Kingdbm). 
Institute for International Research: 70 
Warren Street, London W1P SPA (United 

1 
Kingdom). 
Management Centre Europe: Avenue des 
Arts 4, B-1040 Brussels (Belgium). 
Oyez-InternationaL Business Communica- 
tions Ltd: Norwich House, 11-13 Norwich 
Street, London EC4A 1AB (United King- 
dom). French residents should register With 
Euroforum, 16 Place Vendome, 75001 Paris 
(France). - 

Seminar Services SA: 1 passage Perdonnes, 
CH-1005 Lausanne (Switzerland).

~ 3< 1982- N08. 1 -& 2 
._ I. 'AhTIcLES. 

Bangladesh: 
K.A. Gofran: : 

Bangladesh: 1981 income tax amendments
_ 

China (People’s Republic): 
Jap Kim Siong: - ~'

_ 

China’s recent tax experiments to revive 
the industrial and commercial tax 
system Of stat: enterPrisgs 
Ghana: '

. 

' 
Eliiabeth de Brauw-Hay: 
Ghana: The investment code 1981 
Hong Kong: 
I .W.Harris: 
Hong Kong: Tax aspects of foreign 
currency gains 
Jamaica:

‘ 

H.W.T. Pepper: 
The fiscal structure in J amaica 
Pakistan: 
Ahmad Khan: .

_ 

Pakistan’s Budget fOr 1981-82: 
Fiscal measures for develbpment 
Abdul Waheed: 
Pakistan: Summary of new tax 
concessions in Budget 1981-82 
Sudan: ' 

>

I John F. Due‘and Jean M. Due: 
, 

The financing of theSouthern Region 
and other regional governments 
‘of the Sudan - 

II. REPORTS AND DOCUMENTS 
Jamaic'a: ' 

‘
' 

Budget 1981-82 
Malaysia: 
Malaysia: British company having no 
permanent establishment not subject 
-to tax on management fees 
1982 Budget proposals 
Budget 1982 
Nepal: 
Budget 1981-82 
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CUMULATIVE IND 
Industrial‘policy plan 1981 85 
Pakistan: ‘ 

, Pakistan: Budget 1981-82 '29 
34 Sri Lanka: 

Budget 1982 80 
U. S.A.: 
U.S.A.: Draft model income tax treaty 15 

66 
' U.S.A.: return of tax treaties 

(British Virgin Islands and Cyprus) 35 

21 
‘ m. .IFA NEWS: 75,83 

IV, CONFERENCE DIARY: 37,95 
. 59 . 

V. BIBLIOGRAPHY 
51 Books 38,89 

Loose-leaf services 45,93 

25 Taxes and Humor 
28 The Municipality of 850 Paulo enacted Law. No. 9,322 of 

“culture”. 
57 Besides (the comment goes on) rather than look for a 

cheaper laugh for the people, an exemption should be 
provided to lower the cost of the health Services. 

33 
‘ 

Some questions arise: is laughter important7, how im- 
76 ponant IS It?, can it be encouraged Wlth tax incentives? 
78 Source: Imposto Fiscal, No. 572, Publicacées Associédas Paulista Ltda.. sag 

84 

25 September 1981 exempting from the tax on services 
(lmposto sobre Servigos de Qualquer NatUreza) the in- 
dividual performances of Brazilian humorists. 

4 The measure met the “serious” objection of being dis- 
criminatory because it favors only a particular kind of 
theatrical spectacle, and is thus detrimental to similar 
activities which are facing difficulties in providing a bit of 

Paulo, 20/10/1981, page 1493. 
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of the April 1982 issue 

Pedro Massone: 
THE PERUVIAN TAX REFORM ...................... 148 
In 1981 the Peruvian Government introduced a major tax re- 
form under which an entirely new income tax law and sales tax 
law and amended the net wonh tax, and a number of other 
taxes. The author discusses the most relevant aspects of the 
reform, /.e. taxation of business and investment income, in- 
come derived by non-residents and the new sales tax. ’ 

CHINA (PEOPLE’S REPUBLIC) — UNITED STATES: 
Agreement with respect to the mutual 
exemption from taxation of income 
derived by air and shipping enterprises signed ........ 166 

Kailash C. Khanna: 
FINANCE BILL 1982 - SUMMARY OF- 
PROPOSALS RELATING TO DIRECT 
TAXATION ...................................... 1 67 

Dharmendra Bhandari: 
HIGHLIGHTS OF THE TAX PROPOSALS OF 
THE INDIAN BUDGET FOR 1982-83 ............ 

V 
...... 1 68 

The motto of the 1982-83 BUdget is: save - invest - produce, 

INDIA: BUDGET 1982-83 AIMED AT 
INCREASE OF PRODUCTION AND SAVING . .‘ ....... '. 

. 169 
Extracts from the Budget Speech pronounced on 28 February 
1982 by Mr. Pranab Kumar Mukherjee, Union Finahce Minis: 
ter. - 

UNITED KINGOM: BUDGET 1982-83 
A Budget for Industry and Jobs . . 

.‘ .................. 175 
Extracts from the Budget Speech pronounced on 9 March 
1982 by the Chancellor of the Exchequer, S/‘r Geoffrey Howe. 

CANADA: Sales tax reform ......................... ' 133 

BIBLIOGRAPHY .............. - .................... 184 
— Books . 184 
— Loose-leaf publications 18_8 

CONFERENCE DIARY ............................. 190 

TAX TREATINETHERLAUDVSV A 7 
ANTILLES—U.S.A. ........... 

’ 

.............. ‘. If 37:21: 1 91» 
Joint statement of the governments of the United States and ' 

the Netherlands Antilles with respect to the status of their dou- 
ble taxation treaty. 

CUMULATIVE INDEX .................. 
. 
............ 192 especially with a view on export. 

INHALTSVERZEICHNIS 
. 

SOMMAIRE 
Pedro Massone: Pedro Massone: 
Die Steuerreform 1981 in Peru ,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 148 La re’forme fiscale péruvienne de 1981 . . L .................... 148 
lm Jahre 1981 fUhrte die Regierung von Peru eine umfassende 
Steuerreform durch. mit der das Einkommen- und Um- 
satzsteuergesetz véllig umgestaltet wurde; fernerwurden erhebliche 
Verénderungen bei der Vermbgensteuer und bei einer Reihe anderer 
Steuergesetze vorgenommen, 
Der Verfasser untersucht die wichtigsten Aspekte dieser Steuer— 
reform, z.B. die Besteuerung der Unternehmens- und Investitionsein~ 
kommen, die Besteuerung des von Nichtanséssigen erzielten Ein— 
kommens sowie die neue Umsatzsteuer. 
Vo/ksrepub/ik China—U. SA. : Abkommen 
[Jber die gegenseitige Steuerbefreiung far 
EinkU'nfte von Luft— und Schiffahnsunter- . 

nehmen unterzeichnet .................................... 166 

Le gouvernement péruvien a introduit en 1981’ une importante ré- 
forme fiscale avec entre autres une législation entiérement nouvelle 
sur l‘impét sur Ie revenu et sur Iataxe sur le chiffre d’affaires. II aégale- 
ment modifié I'impét sur la fortune et un certain nombre d’autres im- 
péts. ‘ 

L’auteur étudie les points les plus importants de la réforme, a savoir 
l’imposition des revenus professionels at d' investissements,_ des re- 
venus des non-résidents et la nouvelle taxe sur Ie chifjre d‘affaires. 

Répub/ique Popu/aire de Chine—Etats-Unis: 
Signarure de I 'accord d'exemption mutuelle d ’imposition 
sur la revenu provenant des entreprises de transport 
aérien et maritime ....................................... ' 

1‘66 
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Kai/ash C. Khanna: 
Indien - Haushalt 1982 — Ein kurze Darste/Iung 
der Vorschle'ige beZL'iglich den direkten Steuerri ................. 167 

Dharmendra Bhandari: 
Die wichtigsten Steuerbestimmungen in Hausha/t 1982-83 von Indien 

Das Motto des Haushaltes1982-83lautet:Sparen - Investieren - Pro— 
duzieren, insbesondere im Hinblick au'f Exporte.

' 

Ind/en: Die Rede zum Haushalf 1982-83. 
Die Erhéhung der Produktion und der . . 

Ersparnisbildung is das Ziel: ............................... 169 
’Indiens Haushalt zielt auf eine Erhéhung der Produktion und der 
Ersparnisbildung ab Ausne aus der Haushaltrede, die der . 

: - 

Finanzminister der Zentralregier‘ung, Herr Pranab Kumar Mukherjee, 
am 28. Februar1982 hielt. ' ' ‘

. 

Grossbritannien: Der Haushal! 1982-83 
" ..................... 1 

‘ 

175 
Haushall zur Fbrderung der Industrie und zur Ve‘rbe‘sserung der Lage 
am Arbeitsmarkt. Auszflge aus der Haushaltsrede, die der 
Schatzkanzier, Sir Geoffrey Howe, am 9. Mérz 1972 hielt. 

Kanada: Umsatzsteuerreform ........ - .............. I I: . . . 

l 

1853 

Bibliographic? ................................... ‘. 
. . . . ~184 

— BUcher 184 
- Loseblattausgaben 18.8‘ 

Veranstaltungskalender ............................. 
‘ 

190 

Doppelbesteuerungsabkommen zwischen den A 

Niederléndischen Anti/len.und den U. S.A. ..................... . 191 
Gemeinsame Verlautbarung der Regierungen der USA und der 
Niederléndischen Antillen zu ihrem Doppelbesteuerungsab: - - 

kommen. ' 

‘ 

*
' 

Fortgeschriebenes Inhaltsverzeichnis .......... ......... v. . . 192 

I 

,Pbints les plus imponants des propositions 

./a production etl'epargne . . . . 2 ............................. 169 

h 

' 
SirGeoffrey Howe, Chancelierdé I’Echiqpier. ' 

Kai/ash C. Khanna: 
lnde - Projet de Loi de Finances pour 1982 - 

Résumé des proposifions se rapportant é 
l’imposition directe ....................................... 167 

Dharmendra Bhandari: 

fiscales de Budget de /‘/nde pour 1982- 1983 ................. ’ . . 168 
Lagdevise du Budget 1982-1983 est: e’pargne — investi - produit, en 
mettant spe’cia/ement /'accent sur les exportations. 

lnde: Budget 1982—1983 destiné é augmenter 

Extraits de la présentation du Budget prononcée Ie 28 février 1982 
par M. Pranab K‘umar Mukherjee, Ministre des Finances de l’Union. 

Hoyame-Uni: Budget 1982-1983: 
Un budget pour [’industrie et lfemp'loi ........................... 175 
Extraits de la présentation du Budget prononcée'le‘Q mars .1982,par 

Canada: Fle'forme de l’impo‘t sur le .. ~ - 

chiffre d'affaires ......................................... 183 

Bibliograph/e ........ 1B4 
— Livres 184. 
— Périodiques sur feuilles mobiles ' 188 

Carnetdes conventions ................................... _190 

Convention fiscale entre les Antilles Néerlandaises 
etles Etats—Unis d'Amérique ......... - ............ ,. . . .A ...... 191 
Déclaration commune des Gouvernements des Etats—Unis et des An— 
tilles Néerlandaises a propos de la convention fiscale les concernant, 

Index récapitulatif ........ 
_ 

............................ '. . . 192 
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Singapore’s 1982 Budget — A Summary — by Lee Fook Hang 
Tax Relief for Americans Abroad 

— by Piroska E. 5005 
India: Impact of the Budget 1982 — N0 Incentives to Produce or Save 

. — by Lee Fook Hang ‘
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~ New development$ in Peru — by Pedro Massone 
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‘ 
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'An indispensable aid for Amefiéan businessmgn, imiesifors~ find 
corporations engaged in or planning foreign operations and f0; those 
in foreign countries planning or doing business in the‘ United States - 

This definitive guide is indispensable for any businessman or corfiaatiofirtha’t sells, 
buys, manufactures, or invests in the United States L— as well as“ for ahyvAmerican 

V businessman or'corporation that does business in foreign countries-It tells you: 

0 How and where to» handle your investments while eliminatingfihe 
double taxation; 

0 How much of your investment income’will be protected .by tzix treaty exemp- 
tions. 

I _ 

' ' 

o ,How much business. Americans can carry on in a foreign couhtry and vicelversa 
V w1thout becoming taxable as a “permanent establishment.” '

’ 

o How to proteét your employees whp_are temporarily at wofli abroad from "a 
double tax burden. * 

.

‘ 

. V IV 
V 

> ’ 
, 

I
, 

In Tax Treaties, you II also find: 
1. The full official text of every existing treaty, suppleméntary treaty, oi‘firdtoQél 

relating to income taxes and estate and gift taxes between the United States and 
each bf its tax-treaty countries, including model treaties-Showing the latest? 
trends. ~ ‘

. 

2. Annotated editorial text arranged‘in a Uniform Paragraph Plan . . . makes for 
easy direct comparison of provisions of one tax treaty countfy 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. "- ‘ 

_ 

' 

.‘ 4 

3. Official reports on éach treaty giving you the background behind the provisions; 
why particular treaty articles were included; and what each provision me’ans to 
you. . 

' ' 
' 

._ 
_ 

r

. 

4. A Special ,Finding List at the beginning 9f the editorial summary fqr each 
“country . . . speeds you quickly to explanatory an'd officialmaterial that affe_cts ‘ 

ou. ‘

‘ 

5.~ MonthlyA REPORT BULLETINS, analyzing the latest treaties; decisions and rul- 
Lingstkeep 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-counselinglof business activities between the United States and_each of its 
treaty countries is 'a must —'so keep up to date with Pfentice-Hall’s TAX 
TREATIES. ‘ ‘ 

" ' 
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rI 
Developmentsin Latin America 
THE». PERUVIAN TAX REFORM 
“9.31.1 ‘ 

by Pedro Massone* 

i. INTRODUCTION 
During 1980, theAPeru'vian government appointed a National Commission for 
Tax Reform cOmposed of Drs. RobertoDafiino Zapata, General Secretary of 
the Ministry of Economy, Benedicto Ciguefias Guevara, Under Minister of 
Finance, and Agmando Zolezzi Moller, General Director of Taxes. 

' 

In addition, Law No.’2_3,23,0, enacted on 15 Decembef 1980 under Article 188 
of the Political Constitution of Peru, vested the Executive Branche with the 
authority to issue-Legislative Decrees referring to taxes and other subjects. 
On the buas'is of the work devéloped by the National Commission for Tax Re- 
form-add using its delegated authority, the Peruvian GoVernment'enacted 
several legislativé-decrees introducing new legislation regarding income tax,

' 

sales taxes, miningand other subjects. - 

The new‘lfig‘islation includes the followjng acts: 
(1) Legislative Debree No. 200 of 12‘June 1981 introducing. an entirely new in- 

come taxilaw (Ley General de Impuesto a la Renta), which contains 
'changes cOnCerning tax jurisdiction, allowable :dedu'ctions, tax_‘,rates, 
reorganization of companies, etc.; 

> ~
' 

(2) Legislative Decree No'. 190 of 12 June 1981 introducing an entirely new 
sales tax law,-_which contains changes concerning the coverage of the sales 
tax, tax rates,ftax"crcdits, excise’taxes and a special tax on goods which 
Perutriadition’ally exports (“traditional goods”); 

’
' 

(3) Legislative D‘eéree No. 213 of 12 March 1981 introducing amendments to .‘ 

'the netwbrth tax that include provision for the avoidance of economic 
double taxation and the measurement of brackets in tax units (see II.E. 
below); .

‘ 

(4) Législative Decree'No. 184 of 12 June 1981 introducing rules on a better- 
m_ent:contribution; 

'

- 

(5) Legislative Decree No. 187uof 12 June 1981 introducing amendments to 
the Tax code of 1966 as regards the Fiscal Court and other subjects; 

(6) Legislativépeprée No. 109 of 12 June 1981 introducing an entirely new 
General Mmmg Law, which contains rules on mining taxation and tax in- 
centiye‘s; and 

r I 
. 

I
t 

(7) other rubs Q11 tax evasion, tax amnesty, and various other subjects. 
From_thié brief survey, it is easy to realize that the reform deals with many sub- 

4 jects and refers ‘to‘ a number of laws which cannot be covered in detail within 
the limitsof an aiticle: It is, therefore, convenient to restrict the scope of this 
work to the most relevant aspects of the reform, that is to say, the principal 
features of the_t_axation'of business income, taxation of particular types of in- 
come (e. g. income from mining, other income specially taxed, investment in- 
come and income dérived by non-domiciliaries) and sales taxes. 
Such topics' as income taxation of individuals, net worth tax, betterment con- 
tribution and tax code will not be considered. 

Table of contents 

I. INTRODUCTION 
II‘ TAXATION OF BUSINESS INCOME 

A. General description 
8‘ Taxable persons 
C. The concept of income 

1. General income concepts 
2, Taxjurisdiction 
3‘ Taxable period and allocation 

rules 
4. Reorganization of companies 

D, The computation of taxable income 
' 

1. General description 
2. Specific deductions 

E. Tax rates 
1. General rates 
2. Surcharges 

F. Income tax administration 
1. Annual returns and payments 
2. Tax prepayments 
3. Tax audits 

III. TAXATION OF PARTICULAR TYPES OF 
INCOME ‘ 

A. The concept of domiciliary 
B. Taxation of income from mining. 

1. Taxation rules 
2‘ Tax incentives' 

C. Other income specially taxed 
D. Taxation of investment income 

1. Taxation of capital gains 
2. Taxation of dividends paid to 

' domiciliaries 
3‘ Taxation of interest paid to 

domiciliaries 
4. Taxation of royalties paid to 

domiciliaries 
E. Taxation of income derived by non 

domiciliaries 
1. General rules for the taxation of 

non domiciliaries 
2. Taxation of income derived 

through branches 
3‘ Taxation of dividends paid to non 

domiciliaries 
4. Taxation of interest paid to non 

‘ domiciliaries 
5. Taxation of royalties paid to non 

domiciliaries 

IV. SALES TAXATION 
A. The general tax on saIes 

Genera! description 
Taxable persons 
Taxable transactions 
Taxable amount 
Computation of the tax 
Special rules 

. Taxadministration 
he excise tax 
General description 
Taxable persons 
Taxable transactions 
Taxable amount 

. Tax rates 
C. Special tax 

V. FINAL REMARKS 
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* Professor of Tax Law at the University of Val- ' 

paraiso. 
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ll. TAXATION OF BUSINESS INCOME 
A. General description » 

Originally, the Peruvian income tax system was princi- 
pally schedular. Later on, Supreme Decree No. 28768- HC of 13 August 1968 introduced a change—over from the 
schedular to a global system and consequently its regula- 
tions provided for assessment on the aggregate income of 
the taxpayer whether he was a natural or a juridical per- 
son. This approach Was confirmed by the new income tax 
llagvglenacted with Legislative Decree No. 200 of 12 June 

In fact, except for rates and a few special standards (6. g. 
personal allowances), the income tax -is levied under 
rp!es which are the same for individuals and legal en- 
tmes. . 

- 

. V 

The new income tax law enters'into force as from taxable 
year 1982 (assessment year 1983) and is applicable to tax- 
able periods starting on or after 1 January 1982. - 

The old income tax law included in Supreme Decree No. 
287-68-HC, its complementary legislation, regulations 
thereto and any provision referring to income taxation or 
Whichwis in conflict with the new law is revoked. How- 
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ever, exemptions, allowances,’ other tax benefits, tax 
credits referred to in Decree—Law No. 22,401,1 amend- 
ments thereto, laws pertaining to certain sectors of activ- 
ity and laws stimulating the economy are not revoked 
and remain in force. V

. 

B. Taxable persons 

The income tax law is levied, on individuals, married 
couples, undivided inheritances and legal entities.2 
For income tax purposes, legal Entities include only: . 

— corporatlons orgamzed 1n Peru; — partnerships organized in Peru and limited by shares, 
in that proportional part corresponding to stock 
shares; 

— cooperatives; 
.

‘ 

— enterprises belonging to the social property (i.e. un- 
ions and similar organizations); 

— state-owned enterprises; 
— mining and oil enterprises irrespective of their legal 

, organization; 
‘ 

- ' 

— charities, societies, industrial, fishing and mining 
communities as‘regards the taxable income; 

— ' 

sole proprietorships, companies and entities of any 
kind organized outside Peru, which derive Peruvian - 

source income; 
— branches or agencies in Peru of sole proprietorships, 
= v - companies=andxentitieszof anyk-ind, organizedaoutsidew 

Peru;and 
— agricultural companies of social interest, and 

' cooperatives for agricultural production. 
Income derived by sole proprietorships, commercial li- 
mited liability companies and other companies not consi- 
dered to be legal entities under the rules discussed 
above, inclusive of the income belonging to the general 
partners of a partnership limited by shares, is attributed 
to the owners or shareholders, irrespective of actual dis- 
tribution. Likewise, income derived by de facto com- 
panies , joint ventures and property held in common is at- 
tributed to members thereof; irrespective of actual dis- 
tribution. 

C.» The concept of income 
1. General income concepts 
The tax under consideration is levied on the income de- 
rived from capital, work, or the joint application of both 
factors, and also on earnings statutorily considered to be 
taxable income. Income from the following sources is 
specifically cOnsidered to be taxable: 
— the assignment of property to a member upon his 
1.: 

I 

Decree-Law 22,401 of 22 December 1978 provides a system of tax credits 
which replaces investment allowances as from the taxable year 1979. 
2. The following persons and entities are exempt from the income tax: 
— the government and agencies thereof (sector pfiblico), except for state- . 

owned enterprises which are taxable; ‘ 

— universities, educational and cultural Centersj . 

— charities (fundaciones) duly organized under~the law and provided they 
pursue statutorily any of the following aims: education, culture, ad- 
vanced research, charity, social and health assistance and social benefits 
for the personnel of enterprises; 

— mutual assistance entities; and ' 

— '- peasant and indigenous entities (communidades camp‘esinas y nativas). 
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withdrawal from a business associatiqn or upon gqtal 
or partial dissolution thereof. The Income gmsmg 
from the assignment is taxed with the assoc1at10n;3 

— the transfer of goods carried out 'within 2 years as of ‘ 

the termination of activities performed by a business 
enterprise. 

. Taxable income also includes the following items: 
(1) any compensation paid to an enterprise under insur- 

ance contracts covering its personnel and any com: 
pensation not covering real damage; 

(2) any difference between premiums or contributions 
paid by‘insured persons and sums paid by insurance 
companies upon maturity Of life insurance policies 
providing a doWry or other benefits paid on life insur- 
ance policies; 

3 royalties; 
E4; capital gains arising from the transfer of specified 

property;4 and _ 

~
' 

(5) results from the habitual sale, exchange or transfer of 
. goods. 

For computation purposes, incomé is classified'into the 
following categories: .

, 

— first category, including income from real property; 
- second category, including Other capital income 

(dividends,int_erest, royalties, etc.); >
I 

— third category, including income from commerce, in- 
dustry, business and similar sources; . T. f 

—' fourth category, including income’ from professional 
services (fees and remuneration of board members); 
and. *

‘ 

— fifth category, including incémé from em loyr‘nent‘ 
(wages, salaries and participation in profits '.

_ 

Income 'derived by legal. entities and enterprises 
domiciled in Peru is included in the third category irre- 
spective of its nature. Moreover, income not specifically 
included in another category is'_deemed to be third categ- . 

ory income. 

2. Tax jurisdiction 
The income tax ' 

is levied oh Peruvian-source income 
only, irrespective of the nationality of individuals and the 
country where legal entities are organized.5 
The following items of income are considered to be from 
Peruvian sources: 
— income from real estate located in Peru; - 

.. 

— income from capital, assets or rights located or used 
for economic activities in Peru; '- 

— income received with respect to personal services 
performed in, Peru; . 

. V 

— profits derived from civil, cOmme'rcial and other ac- 
tivities carried out in Peru; and 

1 income from the transfer of shares or‘participations 
in the capital Qf enterprises or companies organized 
in Peru. . 

The following items are also Considered to he Peruvian- 
source income: , . 

— Interest, commlssmns, premlums and any sum pald 
for loans, financing or, in general, for any capital 
placed in Peru; 

_ 4

. 

4 Interest on debts, when the debtor-company has 
been organized in Peru; 

— wages and any remuneration paid or credited by en- 
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terprises domiciled in Peru to members of adminis- 
trative boards performing activities abroad; " 

— royalties; 6 and ' 

._ 
— fees or remuneration paid by the Peruvian govern- 

. ment and agencies thereof (Sector Pliblico Nacional) 
to persons performing representative or official 
duties abroad. "‘ ‘ 

"As regards expenses incurred abroad-it is presumed, un- 
less it can be proved to the contrary, that such expenses 
have been incurred for the production of foreign-source 
1ncome. ‘ 

3. Taxable period and allocation rules 
:For income tax purposes, the taxable period runs from 1 
January to 31 December. The same rule applies to the 
commercial period but the tax administration may, upon 
request, authorize a different closing date for activities 
and businesses having special characteristics. 
Items of income are allocated to taxable periods under 
the_ following rules:

' 

(1) third category income (i.e. business income) is 
deemed to be produced in the commercial period 
during which it arises. The income belonging to legal 
entities shall then be included in the taxable period 
during which the corresponding commercial period 
is closed. Likewise the income originating from sole 
proprietorships or from partnerships not-considered 
to be legal entities for. income tax purposes shall be 
alloacated by the owner or partner to the taxable 

' period during which the commercial period is closed; 
(2) first catggory income (i.e. income from real prop- 

erty) shall be allocated to the taxable period during 
which it arises; and 

‘ ‘

' 

(3) other income (i.e. non-specified income) shall be al- 
%ocat§d to the taxable 'period during which it‘is col- 
ecte . 

The above rules shall be similarly applied to the alloca— 
tion of expenses. v 7

' 

In the computation of third category it'is possible to 
cosider expenses paid in the period but incurred in pre- 
ceding periods. However, if the amount was known 
when incurred and no provision was made for payment, 
the late deduction shall be limited to 80% Of the expense. 
If the amount of the expense was not known or antici- 
pated when incurred, however, a full’ deduction may 
later be allowed by the tax administration. 
Income from the transfer of goods in installments.to be 
paid during periods exceeding one year as from the date 
of the transfer may be allocated to commercial periods 
during which installments are due for collection. 
For income tax purposes, income which is at the be- 
neficiary’s disposal is deemed to be collected. ' 

3. For income tax purposes the value of the assignment cannot be less than 
the following minimums provided by the law: . 

— fpr inventories, the price of transactions made with third parties; 
— for securities, their quotation in the stock market; and " ‘

. 

— for fixed assets, the market value or, if transactions thereon are not fre- 
quent, the assessed value. . . ‘ 

4. For the taxation of capital gains see Section 111. D. 1. below. 
5. In the old income tax law, persons resident or domiciled in Peru were 
traxed on world-wide income.

' 

6. The Peruvian law does not provide further specification. 
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4. Reorganization of'companies 
The income tax law includes some provisions'that regu- 
late and facilitate the reor’ganizatiOn of companies and 
enterprises. For these purposes a reorganization in- 
cludes only mergers and split offs. 
The provisions of the law are: 

the taxation of income arising from the appreciation 
of goods transferred‘as a result of the reorganization 
is deferred until distribution thereof; 
the value of the goods, transferred as a result of the 
reorganization are carried over to the acquirer. 
Likewise, the values on which depreciation is calcu- 
lated and the useful life taken for these purposes shall 
not be changed as a result of the reorganization; 
losses incurred by the transferor can'be offset against 
income derived by - the acquirer, under the same 
terms existing prior.to the reorganization; and 7 

organization and pre-operative expenses incurred by 
the transferor can be amortized by the acquirer 
under the same terms existing before the reorganiza- 
tion. The same r_ule applies to the amortization of the 
price paid for intangible assets.

/ 

D. The computation of taxable income 
1. General description 
The computation of taxable income is made through the 
following'stages: ._-, - .. . 

1' ‘g’réé‘é’réceipts; 
2 net receipts; 
3 gross income; 
4; 

net income; and
5 taxable income. '

. 

Net receipts from the transfer of goods are established by 
deducting, from gross receipts, refunds, bonuses, dis- 
counts and similar items, provided they are in accord- 
ance with market practices. . 

Gross income is defined as the aggregate of taxable pro- 
ceeds arising in the taxable period. As regards proceeds 
from the transfer of goods, gross income is rgpresentcd 
by net receipts minus deductible costs. 
The cost of transferred goods is the acquisition or pro- 
duction cost or, as the case may be, the acquisition or in— 
ventory value established'under the law. For property 
subject to depreciation, the cost is reduced by deprecia- 
tion allowances. 

'

~ 

For immovable property, the cost is calculated‘under the 
following rules: - 

if the properpy has been acquiredfor a consideration, 
the cost is the acquisition value as adjusted for infla- 
tion under indexes established in regulations to the 
law;7 and . . 

if the property has been acquired gratuitously, the 
cost is the cadastral value as adjusted for inflation 
under indexes established in regulations to the law.8 

For shares and participations, the cost is calculated 
under the following rules: 

' 

‘ '

. 

— if the Shares and participations were acquired for a. 
consideration, the cost is the acquisition value; and 
if "the shares and participations were acquired 
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gratuitously, the cost is the market value or, if 'there 
18 no market value, the'cost is established under regu— 
lations to the law.9 '

' 

In order to establish the net income, the expenses neces- 
sary to produce the income and to conserve its source 
may be deducted from gross income unless the deduction 
is specifically excluded. ‘In the absence of proof to the 
contrary, it is presumed that expenses incurred abroad 
are related to foreign income and are consequently disal- 
lowed as a deduction. ‘ 

'
- 

Th¢ taxable income of legal entities is equal to their net 
income. The taxable income of individuals domiciled in 
Peru is equal to net income less specified personal deduc; . 

ti‘ons and allowances. ’ 

2. .Specific deductions‘ 
It has been said that, in o'rder'to establish-I net income, the 
expenses necessary to produce the income or conserve its 
source may be deducted unless specifically excluded. 
The law also provides that, under certain limits and con- 
ditions, the (deduction of some items ‘is Specifically al- 
lowed in the computation of third category income (busi- 
ness profits), i.e. amortization, bad debts, collection ex- 
penses, depreciation, entertainment, fees, gifts, in- 
terest, leasing payments, losses, organization and pre- 
operative expenses, premiums, reserves, royalties, re- 
tirement pensions, salaries and ofiher‘remunergaggn,isoz 

:;eial=benefitsrtaxesiafi’dit’rEVélEifigfféés. ‘0 

The following discussion shall covervonly those specific 
deductions which have the mo'st relevant interest within 
the group. 

7. Not received at the time this article was completed. 
8. Not received at the time this article was completed. 
9. Not received at the time this article was completed: 
10. The law also specifies that the following items are not deductible in cal- 
culating taxable income: 

personal expenses of the taxpayer and his family; 
‘ the income tax; - a - 

fines, surcharges, interest for late payments and other penalties applied 
by the government and‘its agencies (sector pfiblico nacional); 
gifts other than those allowed as a deduction by the law; . 

sums invested in the acquisition of assets or in permanent improvements; 
alldcations to reserVe funds which are not allowed as a deduction by the 
income tax law;

' 

amortization of intangible assets. However, the price paid for intangible 
assets can be fully deducted as an expense when incurred or amortized in 
up to 10 years; ‘

' 

exchange losses sustained as regards that part of foreign financing which 
- exceeds an amount equ_al to 3 times the net worth of the debtor. The limit 
, can be changed by the government where 'not appropriate to the require- 
ments of specific activities; , 

interest paid to entities abroad that are economically connected with the 
debtor, in that part which is above the limit established in regulations to 
the law and interest on that part of financing which is aboye 3 times the 
net worth of the debtor. The rules do not applvhere the limit has been, 
amended by the government; 
trade commissions originating abroad for the purchase or sale of goods, 
in that part exceeding usual payments in the country where commissions 
originate;

' 

(11) losses incurred'in the sale of securities for the acquisition of which a tax 
incentive has been received; and 

(12) taxes assumed by the payor of income which are due by the recipient 
thereof, except for the 10% tax levied on interbst paid abroad under rules 
discussed in Section III. E.4. below, 

(8) 

(9) 

(10) 
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a. Depreciation 
Amounts representing depreciation allowances corres- 
ponding to fixed assets are deductible. Allowances are 
calculated annually and, if nOt taken' in due time, may be 
deducted in subsequent periods. - 

The depreciation rate for buildings and structures is 3% 
per year._ For other fixed assets used for the production of 
taxable income, depreciation rates are calculated at per- 
centages established in accordance with their useful life. 
The percentages are then applied to the acquisition or 
production value of goods or to values resulting from re- 
valuations made under the lav‘v.;The value of permanent 
improvements must also be considered. Regulations can 
authorize that’depreciation allowances be taken under 
other rules. 
If personal property becomes obsolete or is no longer 
used, the taxpayer can go on taking depreciation allow- 
ances or take a full deduction of the balance in one single 

_ 

period. ' 

.

‘ 

b. Entertaininent ' 

Entertainment expenses belonging to the business are: 
deductible for that part which, in the aggregate, does not 
exceed both 1% of gross receipts and the number of tax 
units specified in regulations to the law. “

' 

c. Fees 
Remuneration paid to members of a corporation’s board, 
of directors for the discharge of their duties is deductible 
up to a sum which, in the aggregate, does not exceed 6% 
of pre-tax business profits. ‘ 

d. Interest 
Interest and financing expenses are deductible provided 
they are incurred in order to acquire goods or services for 
the production of income in Peru or to protect its source. 
Taxpayers deriving“ interest and other income from 
financing which is free from income tax may deduct only 
interest and financing expenses that exceed tax-free in- 
come. This limit does not apply to interest derived from 
securities acquired to discharge an obligationestablished 
in the law or in the Central Bank rules, or from securities 
yielding an interest not above 50% of the rate established 
by the Central Bank for rediscount granted to commer— 
cial banks. 

e. Losses 
Taxpayers domiciled in Peru may set off the aggregate 
net loss incurred in a taxable period against net income 
arising during 4 successive years computed as of the first 
year showing profits. Any balance not so compensated 
cannot be carried forward. ~ 

In the computation of losses, exempt income and divi- 
dends must be taken into account (i.'e. to reduce the loss 
or to eliminate it). By contrast, personal allowances of 
individuals (e.g. family allowances for spouse, children 
and dependents) are not taken into account to increase 
losses. . 

Taxpayers performing economic activities requiring 
. large investments and long periods to consolidate pro- 
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duction may enjoy longer periods to carry forward 
losses, under rules to be established in regulations. ‘2 

Extraordinary losses of assets devoted to the production 
‘of taxable income, as a result of acts of God, force 
majeure or crimes, are deductible provided the loss is not 
covered by compensation or insurance. The normal de- 

_ 

crease in inventories is also deductible. 

f. Royalties ' 

Royalties are deductible under the rules Established in 
regulations to the law. ‘3 

E. Tax rates 
1; General rates 
Resident legal entities are taxed at pIOgressive rates 

’ ranging from 30 to 55% applied to brackets expressed in 
tax units, ‘4 as shown in the following chart; 

Percentage levied Taxable income 
(tax units) on, excess over 

lower limit 

0 - 150 30 
150 - 1500‘ ' ‘ 40 

1500 - 3000 50 
more than 3000 55 

2. surcharges 
a. Capitalization tax 
Profits capitalized by means of issuing stock dividends 
within 6 months from the closing date of the taxable year 
are subject to a 1.5% “capitalization” tax Which must be 
paid within the first 15 days of the month following the 
month during which the capitalization is decided. This is 
a final tax excluding taxation on the relevant stock divi- 
dends and can be paid by the'corporation out of un‘distri— 
buted profits or free reserves without further tax liability 
for the shareholder. ‘ - 

The relief attached to the capitalization tax ‘5 is not avail- 
able during the 5 years following a capital reduction or if 
the taxis not paid in due time. Likewise, if the capitaliza- 
tion is carried out within 6 months and the capitalization 
tax is paid within ,the time limits as stated above but the 
corresponding company liquidates or distributes its capi- ' 

tal within 5 years as from the date of the public deed Con- 
taining the capitalization, then the difference between 
the 15% tax and the normal income tax on dividends will 
be due.16 . , 

Legal entities are not allowed to establish freely disposa- 
ble reserve funds in excess of 100% of their paid-in capi— 

11. Not received at the time this article was concluded. 
12. Not received at the time this article was concluded. 
13. Not received at the time this article was concluded. 
14. The tax unit was introduced by Legislative Decree No. 7 of 30 December 
1980 and is to be adjusted evéry year in accordance with changes in prices. For 
taxable year 1981 it is 350,000 Soles. 
15. Recdursc to the capitalization tax and the benefits attached thereto in- 
volve a tax relief in the sense that in the absence thereof the 25% withholding 
tax on dividends would be due. 
16. The normal tax on dividends is currently 25%. 
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tal. Any sum above the limit which is also above 2 tax 
units must be compulsorily capitalized or distributed 
within 12 months as from the date of the balance sheet in 
which the excess appears. 
If the capitalization is carried out within 6 months as frqm 
the closing date, the capitalization tax and the benefits 
attached thereto apply. . 

If the capitalization and/or distribution are carried out 
after 6 months but within 12 months as from the closing 
date of the taxable year, the 25 % tax on dividends is due 
upon distribution. However if the capitalization or dis- 
tribution is not carried out within 12 months as from the 
closing date, the sum exceeding 100% of paid-in capital 
shall be subject to the 25% withholding tax on dividends, 
surcharges and interest as if distributed to shareholders, 
irrespective of actual distribution. ‘7‘ 

b. Additional rate (tasa adicional) 
There are certain specific instances where 'non-com- 
pliance with the tax law is penalized with an additional 
rate of tax (tasa adicional). In fact, the following items 
shall be subject to an additional rate of 40%: 
'— any sum registered as an expense which later on is 

discovered to be really taxable income; — any sum charged to profits or to freely disposable re- 
serves, provided it represents an indirect disposal of 
income which has escaped tax control; and 

— ' -any=sum- which upon a tax control is assessed as in- 
come and which has not been reported ih’t‘ax returns? 

The additional rate is not applicable to income derived 
by branches or agencies (see Section III. E. 2. below). 

F. Income tax administration 

1, Annual returns and payments 
Individuals, married couples, undividend inheritances 
and legal entities deriving income subject to tax must file 
an income tax return not later than 30 April of every 
year, including additional information on net worth, as 
may be requested. 
Branches and agenciesin Peru of individuals or legal en- 
tities domiciled abroad mUst also file returns showing the 
income available for the non-domiciliary. 
Sole proprietorships, individual enterprises with limited 
liability and partnerships not treated as legal entities for 
income tax purposes shall file, after the closing of the 
commercial period and under terms and requirements 
established in regulations,18 a return showing the net in- 
come or loss of the commercial period; this income or 
loss shall be attributed to the owners or partners propor- 
tionally to their participation in the enterprise’s capital. 
The tax due in accordance with the income tax return 
must be paid at official or private banks before the filing 
thereof. The tax corresponding to income in foreign cur- 
rency shall be paid in Peruvian currency. For this pur- 
pose, the income~in foreign currency must be converted 
into Peruvian currency in accordance with the exchange 
rate at the date on which income arises or is collected, as 
the case may be; ‘9 
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2. Tax prepayments 
In addition to annual returns and payments, takpayers 
are required to make monthly prepayments which are 
creditable against the final liability to income tax. 

- For calculating the monthly prepayments, legal entities 
can choose one of the following methods: 
(1) pay for each of the first 2 months of the period 10% of 

the income tax paid in the second preceding taxable ' 

year and pay for the remaining months of the period 
a portion of the tax paid in the preceding'year to be 
established under rules enacted every year by-the Fi-" 
nance Ministry; ‘ 

v- 

(2) calculate the monthly prepayment on the basis of a 
balance sheet showing the income of the correspond- 
ing month; or 

(3) pay 2% of third category gross receiptsarising in the 
month. ‘ 

If the legal entity fails to choose one of the methods, the 
tax administration shall calculate and charge the prepay- 
ment under methods (1) pr (3), 'as it may prefer. , 

Likewise, the income tax law offers individuals several 
alternatives for the computation of the amount of pre- 
payments (not covered in this article). ‘

' 

3. Tax audits ' 

If an annual income tax return is not filed, the tax admin- 
istration shall require the taxpayer to prepare it and to 
pay any tax due, inclusive of surcharges and interest, " “’fi-“within: 30 days. :Ifrafter thatiterrmjrhggalgpaygrt does not 

7 V 

satisfy the requirement, the tax adminiétrat‘iéfi‘r‘fiéy, 
without further delay, charge and compulsorily collect a 
sum equal to the rax of the last period for which a return 
or assessment exists, multiplied by the number of delin- 
quent periods? plus surcharges and interest. In these 
cases, the taxpayer’s rights are limited to refund claims 
for excessive collection. - 

Besides the steps mentioned above, the tax administra- 
tion may estimate the taxpayer’s income and, for that 
purpose, use any of the following techniques: — calculate the income by means of coefficients based 
’ on capital, the amount of transactions and income of 

other periods, the amount of purchases and sales, in- 
ventories of merchandise and products, bank de- 
posits, normal business results of similar enterprises, 
salaries, rent 'and other overhead; ~ 

— calculate the income on the basis of external signs of 
wealth such- as rent paid for dwellings, value of dwel- 
lings, value of estates used for entertainment, vehi- 

17. Before the tax refo'rm, industrial companies with receipts above 590 “an- 
nual minimum wages” for the Lima Province had to either pay a tax of 2% on 
after tax profits for scientific research orxuse a similar amount for scientific or 
research programs appro'ved by the appropriate government agency (Instituto 
de Investigacién Tecnolégica Industrial y de Normas Técnicas). This levy is 
still in force after the tax reform because it originates from ’a special law which 
was not specifically amended by the reform. . 

Moreover, a surtax of 2% on behalf of the “Fondo te Cqmpensacién Nutri- 
cional” was levied on the full taxable profits of legal entities the profits of 
which were above 60 tax units (unidades impositivas tributarias). It might be 
understood that this last levy was revoked by the new income tax law. How- 
ever, Law No. 23,337 of 15 December 1981 specifically extended its appliga- 
tion to 1982. * 

18. 4 Not received at the time this article was concluded. 
19. For allocation rules, see Section II. 03. above. 
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cles, boats, luxury horses, servants, travel abroad-,- 
social clubs, educatlon,.works of art, etc.; 

V 
_ . 

—. calculate the income on the 133515 of changes or 1n- 
creases in the taxpayer’s capital and any otherdata

5 

, 
available to the tax administration; 

'— use general averages and percentages for a C‘ertain. 
product or branch. N0 proof shall be admitted ‘to 
rebut said averages or percentages when the tax- 
payer has not filed his income tax return; or — calculate the income on the basis of differences in 

‘ stocks, averages of estimated receipts, market values 
and technical indexes provided in regulations to the 
law.20 v 

For assessment purposes, it is presumed, withright of re- 
buttal, that any difference between expenses of an indi- 
vidual and reported income is unreported net income. 
Likewise it is presumed; without right of rebuttal, that 
any capital increase the origin of which cannot be jus— 
tified by the taxpayer is unreported net income. 
The income tax. law includesa rule 'under which any audit 
performed by the tax administration must begin with the 
return corresponding to the last taxable period, provided 
one has been filed. If there is~n0 objection to the return, 
the tax administration may not charge taxes due for'p're': 
vious periods. This standard does not apply if the last tax- 
able period cannot be audited due to the taxpayer’s fault. 
When the income tax return of the last taxable period has 
been considered correct by the tax administration, but 
later on it appears not to be so, then the tax control can be 
extended to the periods which originally could not be 
covered because of th'e schéme. 

' 

' 
‘ 

'

- 

Ill. TAXATION oE PARTICULAR TYPES OF INCOME - 

A; The concept of domiciliary 
The new Peruvian income 'tax law contains some rules 
dealing specifically with the taxation of income belong- 
ing to non-domiciliaries, referred to below, especially in 
Section III. E.‘ Domiciliaries and non-domiciliaries are 
defined in the followning manner. 
For income tax purposes, the following are considered to 
be domiciled in Peru: 
— Peruvian individuals who under the general law are 

domiciliaries of Peru; -

» 

—- foreign individuals who have lived or been present in 
Peru for 2 successive years or'more. Temporary ab- 
sences not above 90 days in_ each taxable period are 
not taken into account;

~ - persons discharging abroad representative duties or 
official positions-for the government or its agencies, 
(sector pliblico nacional); 

— legal entities organized in Peru; ' 

— branches, agencies and other permanent establish- 
ments in Peru belonging to individuals or legal en-' 
tities not domiciled therein. In this case, the branch, 
agency or permanent establishment is considered to 
be domiciled in Peru only as regards its Peruvian- 
source income; and 

— inheritances of persons who were at their death 
domiciliaries of Peru, under the income tax law. 
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Non-domiciliaries who have been presentin Peru for 
months and have been registered as taxpayers can elect 
tobe treated as domiciliaries for income tax purposes. 
On the other hand, individuals shall cease to be regarded 
as domiciliaries for income tax purposes, if they leave 
Peru and become residents of another_country. Where it 
cannot be proved that an individual has become a resi- 
dent of another country, he shall be regarded as a 
domiciliary unless he is absent 'from Peru for 2 successive 
years or more. Temporary Visi_tS_to Peru not lasting more 
than 90 days in each taxable periodare not taken into ac- 
count. ‘ ' 

B. Taxation of income from mining- 

1 . Taxation‘ rules 
The General Mining Law introduced by Legislative De— 
cree N0. 109 of 12 June 1981 regulates the‘exploitation of 
all mineral resources existing in Peruvian soil, subsoil or 
sea,- except for petroleum, other hydrocarbons, guano 
deposits and medicinal mineral waters.21

’ 

In Peru, mineral resources are inalienable State prop- 
erty. Mining activities may be 'carried out by State- 
owned enterprises or, under government concessions, 
by private individuals and legal entities,‘either Peruvian 
or foreign. Concessions are irreversible as long as the 
concessionnaire_complies with requirements established 
in the General Mining Law. The mining industry is consi- 
dered to‘ be of public interest. 

'

' 

The: government may retain for the, State exclusive min_- 
ing fights on certain minerals or in certain areas (éreas de 
reserva nacional). The government can also establish 
special rights in favor of the State (derechos especiales 
del estado) and grant them to state-owned enterprises. 
The nature of the special rights is similar to that of con- 
cessions. . 

The law authorizes the establishment of “special’mining 
enterprises” (empresas mineras especiales), that is to 
say, corporations with minimum state participation of 

' 25% , organized under the General Mining Law with the 
purpose of carrying out mining activities protected by 
special rights in favor of the state or, as the case may be, 
by concessions granted to private persons. Individuals 
and legal'entities, either Peruvian or foreign, can partici- 
pate in the special mining enterprises. 
Concessiopnaires-are subject _to the payment of surface 
and registration duties. They are also required to make 
investments, carry out activities and reach production 
levels established in the law. Mining activities are subject 
to income tax but are exempt from other taxes. 
The income tax is levied, as regards mining activities, 

20. Not received at the time this article was concluded. 
21. Under Decree-Law No. 17,440 of 19 February 1969, petroleum and 
other hydrocarbbn deposits are State property, and petroleum and pet- 
rochemical industries are public seryices. Law No. 23,231 of 26 December 
1980 permits the state—owned c0mpany Petroperu to grant secondary and ter- 
tiary petroleum recovery operations to foreign firms. Previously this practice 
was disallowed. 
Decree-Law No. 22,775 0f6 December 1979, as amended by Decree-Law 22, 
862 of 5 January 1980, established a new regime for'oil contracts and intro- 
duced tax rules applicable to oil contractors and to Petroperu. 
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under ordinary rules of the Income Tax Law, with the 
following deviations: . 

Income derived and losses incurred by partnerships 
limited by shares (for that part belonging to general 
partners), commercial limited liability companies, 
general partnerships, limited partnerships, mining li- 
mited liability companies, special mining enterprises

I 

and any form of enterprises receiving tax'incentives 
granted in contracts entered intO' with the govern- 
ment under Article 157 of the General Mining Law22 
are allocated‘to partners proportionally to their par- 
ticipation in the entity’s capital. 
Under this scheme, the taxpayer is the partner. The 
income ta‘x paid by the company is considered to be a 
prepayment to be credited against the partners’ lia— 
bility up to the limit of that liability and proportion- 
ally to the partners’ shares in the company’s capital. 
Moreover, the liability to the income tax arising for 
individuals from mining activities is limited to the tax 
resulting from the application of ordinary rates to 
mining income only (Le. as separate from other in- 
come). 
The acquisition value of mining rights and that of 
special rights of the state shall be amortized as from 
the period during which the production minimum be- 
comes compulsory. 
For amortization purposes, the acquisition value in- 
cludes the acquisition price or the registration cost, 
asfthefcase may be, and prospecting and exploration 

allocate depreciation allowances and amortizations 
among their partners proportionally to their share in 
the capital’s. ' 

Any person performing mining activities shall contri- 
bute 1% of his after tax rofits to the Geological and 
Metallurgical Institute Instituto Geolégico Miner_o 
Metalfirgico). 

2. Tax incentives 
The General Law on Mining grants several tax benefits 
for the promotion of mining activities. The incentives 
refer to depreciation and revaluation, investment and 
reinvestment, permanency of taxation rules, contracts 
with the government, and special rules. 

a. Depreciation and revaluation” 
Depreciation allowances for investments made by min— 
ing enterprises in machinery, equipment, installations, 
housing, social welfare, vehicles and earthworks, up to 
300 ‘tax units in the year, can be taken at a 100% rate. 
Depreciation allowances of the same investments ex- 
ceeding 300 but not 900 tax units in a year can be taken at 
a 20% rate except where the normal depreciation rate is 
higher. Depreciation allowances on that part of invest— 
ments exceeding 900 tax units in the year are taken under 
ordinary rates for mining.

' 

If the exchange rate of Peruvian currency against the 
American dollar changes by more than 5% , fixed assets expenses incurred up to the date on which a products,”ficanhbegievaluedgfnegfifrom income and other taxes. 

tion minimum becomes compulsory. 23 The amortiza- 
tion is to be spread over a period determined by the 
taxpayer considering the deposit’s life as calculated 
in accordance with the mineral reserVes and the pro- 
duction minimum already referred to.24 
Exploration expenses incurred as from the date the 
production minimum established 'in the law becomes 
compulsory can be fully deducted or amortized using 
an annual percentage which is determined consider- 
ing the deposit’s life as calculated in accordance with 
mineral reserves and the production minimum. De— 
velopment and preparation expenses permitting the 
deposit exploitation for more than one period can be 
fully deducted in the period during which they are in— 
curred or amortized in up to 3 periods including that 
one during which they are incurred.25 
Branches or foreign enterprises not domiciled in 
Peru receiving tax incentives granted in contracts en- 
tered into with the government under Article 157 of 
the General Mining Law26 may remit abroad an 
amount equal te depreciation allowances taken on 
fixed assets, capitalized expenses and profits, pro- 
vided the balance sheet of the period shows a profit, 
or a loss which does not exceed depreciation allow- 

. 
ances registered in the period. Iflosses exceed depre— 
ciation allowances of the period, remittances related 
thereto shall be reduced in an amount equal to the 
difference.- Special mining enterprises and com- 
panies receiving tax incentives granted in contracts 
entered into with the government under Article 157 
of the General Mining Law27 that have among their 
partners one or more branches of foreign enterprises 
n0t~d0miciled in Peru shall, for remittance purposes, 
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Capitalization of the fiéflfifaén‘c‘éféfithe’revaluation» (-re- 
valuation of assets less adjustment of debts incurred in 
foreign currency to buy the assets) is also free from taxa— 
tion. '

’ 

b. Investment and reinvestment 
Mining enterprises are entitled to a tax credit if they rein- 
vest in their own operations - or invest in other mining 
enterprises - in an amount not exceding 40% of their net 
income. 
Persons not engaged in mining activities can also take ad- 
vantage of the above credit, provided they make invest- 
ments in mining enterprises. If the credit is not actually 
used by these persons, it can be taken by the enterprise 
receiving the investment. The above tax credit is calcu- 

22. This kind of contract is discussed in Section III. B‘2.d. below, 
23. The taxpayer can elect to deduct prospecting and /or exploration ex- 
penses in the period during which they are incurred. 

If the mining rights are abandoned or revoked before the production 
minimum becomes compulsory, the acquisition value shall be fully deducted; 
If the mining rights are abandoned or revoked,.or the mining deposit is de- 
pleted after the production minimum becomes compulsory but before the ac- 
quisition value has been fully amortized, the taxpayer can choose to deduct 
immediately the balance or go on with the amortization; 

If the mining reserves are depleted or mining right : are revoked, the tax- 
payer can choose to deduct immediately the balance ofexpenses or go on with 
the amortization. 
26. This kind of contract is discussed in Section III. B.2.d. below. 
27. This kind of contract is discussed in Section III. B.2.d. below. 
28. The provisions on depreciation allowances and revaluation discussed he- 
rein are not applicabLe where a contract has been entered with the govern- 
ment, under Article 157 of the General Mining Law. 
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‘lated by applying the average‘or effective income tax rate 
to the investment or reinvestment.29 
In order to receive the benefits, it is necessary to prepare 
investment and/0r reinvestment programs and obtain 
approval therefOr from the government (Direccién de 
Fiscalizacién Minera).30 . 

The investment program can be Carried on directly by 
each separate enterprise or by means of joint ventures or 
legal entities organized for that purpose. Assets acquired 
under investment programs cannot be transferred before 
depreciation allowances representing 90% of their value 
have been taken without considering accelerated depre- 
ciation. It is, however, possible to transfer the asset to 
another mining enterprise which will not enjoy a credit 
for the sum invested in the acquisition. 
The credit from investments belonging to mining enter- 
prises shall be used to pay the income tax due for the 
period during which the investment is carried out. Any 
balance of credit shall be used to pa?! the income tax due 
for up to the 3 following periods.3 The amount of the 
credit or balance thereof not used to pay the income tax 
of the period during which the investment is carried out is 
adjusted at the end of each period during which the value 
of the Peruvian currency against the American dollar 
changes by more than 5%. r 

The capitalization of the investments and reinvestments 
made by mining enterpnses under rules dISCUSSCd above 
is exempt from meome and other taxes.32 

c. Permanency of taxation rules 
Mining enterprises commencing operations exceeding 

. 
350 but not 5,000 metric tons per day are given the 
guaranty that the taxation rules will not change for a 
period of 10 years as from the commencement of opera- 
tIIS. 
Mining enterprises already producing more than 350 but 
not more than 5,000 metric tons per day which increase 
their production capacity by 100% without exceeding 
5,000 metric tons per day, are also assured the above 
privileged treatment for a period of 10 years as of the 
date on which the increase of production has been ef- 
fected. If the growth is between 50 and 100% , the period 
of permanency is proportionally reduced. 
Operations are deemed to be commenced or the increase 
effepted once actual operations represent at least 80% of 
pI'OJCCt productlon, during 90 successive days. 
The guaranty that the taxation rules will not change 
means that the taxpayer is subject to the tax regime in 
force on the date on which the program is approved and 
that no tax subsequently established shall be applied. 
This privileged tax treatment also covers assessment and 
payment rules but, in this case, the taxpayer can elect to 
be taxed under any new rules. Should any tax be replaced 
by_a new one, the taxpayer shall pay the new tax up to the 
sum which would be due in the year under repealed rules. 
Anticipation of payments and compulsory loans in favor 
of the state are prevented by‘the scheme.- ' 

(1. Contracts with the government , 

,In order to promote investment and facilitate the financ- 
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,ing of mining projects involving an initial production of 
at least 5,000 metric tons per day or increases of current 
production aimed at reaching the above level,33 the 
Executive Branch is authorized to conclude, with the ap- 
proval of the Council of Ministers, contracts with mining 
enterprises by means of which one or more of the follow- 
in benefits may be granted:34 
(1% the guaranty that the taxation rules in force on the 

date on which the contract was signed will remain ap— 
plicable during 10 years; 

(2) the authorization to use higher rates of depreciation - 

allowances as regards machinery, equipment and 
other fixed assets, within the aggregate limft of 20% 
per year; '

' 

(3) the authorization to revalue the book of machinery 
and installations when the value of'the Peruvian cur— 
rency against that in which the investment was made 
undergoes a change which exceeds 5% .35 The re 
valuation and subsequent capitalization of the ap- 
preciation are free from income and other taxes or 
duties; 

" 

'

- 

(4) the reduction of the ordinary corporate income tax as 
calculated at rates in force on the date on which the 
contract is entered into, during the period which is - 

necessary to recover the investment plus 3 additional 
years. The reduction that can be granted‘is limited to 
one third of the ordinary progressive rates. 36 This 
means that at least two thirds of the‘ rates in force on 
the date on which the contract is concluded remain 
applicable;

_ 

(5) the authorization 'to keep accounting records in 
American dollars or in the currency in which the in- 
vestment is made, provided the contract establishes 
that 80% of the production, or the additional produc- 
tion resulting from the contract, shall be exported. 
The system must be used for periods not shorter than 
5 years and during such period the taxpayer is not al- 
lowed to revalue assets; . - 

(6) the guaranty that the legal rules will remain applic— ‘ 

able regarding the disposal of foreign currency de- 

29. 1.'Under Decree-Law No. 22,401 the tax credit is normally calculated by 
" applying the medium rate of income tax ofthe investment or reinvestment and 
by su‘bsequently adjusting (in certain cases) the balance of that computation 
according to an “index of selectivity". This index varies for different activities 
and according to the priority level of the enterprise‘receiving the investment. 
As regards mining, however, the index is 1 and can therefore be disregarded. 
30. Reinvestment programs must be submitted for approval during the tax- 
able period or at least 60 days before the final income tax becomes due. The 
mining agency (Direccién de Fiscalizacién Minera) shall take the decision on 
the program within 45 days. Ifthe decision is not takeh or notice ofthe decision 
is not served within the 45-day term, the program is automatically approved. 
In order to enjoy the credit, enterprises must also file, within 60 days ofthe end 
of the corresponding period, a sworn return directed to a mining agency (Di- 
reccién de Fiscalizacién Miriera) showing investments made in the period, In 
order to receive investments from third parties, it is necessary for an enterprise 
to hav'e its programs approved by the government and use the funds received 
in discharge of the program within 3 years of the date of receipt. 
31. Enterprises dealing with less than 5,000 metric tons per day can choose to 
take the credit under the aforesaid rules or under special rules. 
32‘ Ordinary income taxation on capitalization is discussed in Sec. 11. E2. 
33. Some other specified enlargements are also eligible for the scheme. 
34. Incentives listed herein do not exclude the possibility for an enterprise to 
obtain the priviliged treatment as explained in Section III‘ B.2.c. above, pro- 
vided the requirements discussed therein are met. 
35. This possibility is not available for enterpris¢s keeping their financial re- 
cords in foreign currency. 
36. For ordinary rates sée Section 11. El. above. 
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rived from the sale of‘products , as in force on the date 
in which the contract with the government is Slgned; 
and . 

.. .-
. 

(7) no discrimination as regards foreign exchange. 
The above contract concluded between the gdyernmgnt 
and mining enterprises shall- be in force for the pcrlod 
which is necessary to recover the investment by usmg the 

' gross income concept, less the income tax, the contribu-e 
tion to the Geological and Metallurgical Institute (In-‘ 

stitutov Geolégico Minero Metalfirgico) and profit shares 
payable to workers (participaciones liqUidas y pat- 
rimoniales). For this purpose:

_ 

“gross income” means the selling price minus costs. 
Depreciation allowances, amortization of invested 
capital, and investments or reinvestments for which 
tax incentives have been received are, in this case, 
nOt deductible as costs; and - 

.

- 

—- “investment” includes assets representing the ac- 
quisition of mining rights, the prospecting, explora- 
tion and development thereof, the pUrchase of 
machinery and equipment, Winning plants,- systems 
for power production, installations, earthworks, 
support facilities, housing and social welfare. Invest- 

' ments and reinvestments for which tax incentives 
have been received shall not be taken into account 
for the computation of investments to be recovered. 

The contract maybe revoked if the beneficiary does' 'not 
provide assurances that the financing will be obtained 
'within=182months as of the date of its signature or if the, 77w2c0unmn; 

‘

r 

work has not been commenced and finished within the 
time limit established in the contract, unless the delay is’ 
due to acts of God or force majeure. 
e.' Special rules , . 

‘
. 

The general mining law includes special taxation rules 
for less developed areas,‘ engineerin; ventures w1th 
foreign participation and small miners. 7

v 

Mining enterprises commencingtheir activities in the 
Jungle Region or in other areas of Peru which, due to 
geographic difficulties, have not benefitted from mining 
development receive the following additional incentives: 
— for each ton of mineral ore or product that is sold, a 

tax credit certificate equal to 10% of the f.o.b. or ex 
factory value thereof with a minimum of 0.5% of a 
tax unit and a maximum of 1.5% of a tax unit. The 
certificate can be used for the payment of income and 
other taxes _or transferred to other taxpayers for the 
same purpose; and ' ' 

— concessionnaires for eXploratiOn can obtain an ex- 
tension of-their concessions for 5 additional years 
prOvided they meet certain requirements related to- 
investments. 

Engineering companies and professionals not domiciled 
in Peru rendering assistance services or preparing pro- 
jects for mining, are wholly or partly exempt from in— 
come tax if they create, 'with Peruvian engineering com— 
panies or professionals, any kind of company or joint 
venture and contribute technology not available in the 
c0untry. The activitiesof these enterprises must be per- 
formed in Peru unless it is necessary to carry them out 
abroad for sound reasons. The exemption is 100% if the 
Peruvian participation reaches at least 51% and is prop- 
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ortionally reduced if the Peruvian participation is less 
than 51%. The exemption applies to theincome tax on 
dividends and profits belonging to the foreign company 
or professionals. . 

'

' 

C.‘ Other_income specially taxed
_ 

The Peruvian income tax? law provides special rules for 
v the taxation of the following income-producing ac- 

‘ ' 

tivities: communication, film distribution, imports and 
_ 
exports, insurance, news, oil-related services and trans- 
portati0n_. Cpnsidering that these rules relate to interna-

V 

t10nalact1v1tles, a short description is given. 

_ 

a. Communication 
Income arising from communication services between 
Peru and foyelgn countrles lS conSIdered to be Peruvian- 
source. 
Where such income is derived by domiciliaries of Peru, it 
is presumed without 'right of rebuttal that its entire 
amount is Peruvian-Source. This rule does not apply to 
branches or permanent establishments in Peru of foreign 
enterprises. Persons not domiciled in Peru and branches 
or agencies of foreign enterprises providing communica- 
tion services in Peru are presumed, without right of re- 
buttal, to derive net Peruvian-source income equal to 5% of gross income from radiograms, telephone calls 
and similar communications made from Peru to another~ 
b. Film distribution 
Income arising from the leasing and other kind of exploi- 
tation of films, tapes, matrixes and other elements used 
for the projection or reproduction of images and sounds 
is considered to be Peruvian-source. ' 

Where such income is derived by domiciliaries of Peru, it 
is presumed, without right of rebuttal, that its entire 
amount is Peruvian-source. This rule does not apply to 
branches or permanent establishments in Peru belonging 
to foreign enterprises. ' ' 

Persons not domiciled in Peru and branches or agencies 
of foreign enterprises distributing cinematographic and 
similar films to be used by domiciliaries of Peru are pre- 
sumed, without right of rebuttal, to derive net Peruvian- 
sour‘ce income equal to 20% of gross receipts for the use 
of films for cinema or television, videotapes, soap 
operas, records, comics or any other similar means for 
projection, reproduction qr broadcasting of images and 
sounds. . 

c. Imports and exports 
Income arising from the export of goods produced, man- 
ufactured or purchased in Peru is considered to be Peru: - 

' vian-source. For these purposes exports include remit- 
tances abroad made by subsidiaries, branches, represen- 
tatives, purchasing agents and intermediaries acting for 
individuals and legal-entities operating abroad. 
For income tax purposes, the value of imports cannot ex- 

37. Rules for small miners do not seem to offer special interest and are thus 
not discussed in this article. 
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ceed the ex factory value in the place from where they 
originate, plus expenses to the Peruvian port. Any excess 
amount shall be treated as taxable income of the impor- 
ter, unless proof to the contrary is provided. - 

Likewise, for the same purposes, the value of exports 
cannot be less than the “real value”, that is to say,’ its 
value in the consumer’s market minus expenses. Any de— 
ficient sum shall be treated as taxable income of the ex- 
porter, unless proof to the contrary is provided. 

d. Insurance 
Income arising from insurance, reinsurance-and back 
cessions is conSIdered to be Peruv1an-source. * 

Where such income is derived by domiciliaries of Peru, it 
is presumed, without right of rebuttal that its entire 
amount is Peruvian-source. This rule does not apply to 
branches or permanent establishments in Peru belonging 
to foreign enterprises. 
Non-domiciliaries insuring risks in Peru are presumed, 
without right of rebuttalgto derive Peruvian-source‘in- 
come equal to 7% 0f: 
— net remiums (exClusive of commissions ‘paid in 

Perug remitted by enterprises organized and 
domiciled in Peru; and 

— income (net of commissions) received for reinsur- 
ance covering risks located in Peru, or referring to 
residents thereof or to property located therein. 

6. News 
Income, arising from the supply of news by international 
agencies is con51dered to be Permian-source. 
Where such income is derived by domiciliaries of Peru, it 
is presumed, without right of rebuttal, that its entire 
amount is Peruvian—soulce. This rule does not apply to 
branches or permanent establishments in Peru belonging 
to foreign enterprises. 
International news agencies are presumed, without right 
of rebuttal, to derivenet Peruvian-source income equal 
to 10% of gross remuneration received for the provision 
of news and, in general, information and material for 
printing to persons or entities that are domiciled in Peru 
or use the material therein. 

f. Oil-related services
4 

Contractors andsubcontractors not domiciled in Peru, 
rendering specific services related to the exploration, 
drilling, development and transportation of oil, are pre- 
sumed, without right of rebuttal, to derive net Peruvian- 
source income equal to 25% of gross receipts. 

1 Contractors and subcontractors domiciled in Peru, re— 
ndering the same services, are presumed to Idem/e a 
minimum taxable 1ncome equal to 15% of gross -rece1pts. 

g. Transportation 
Income arising from transportation between Peru and 
forelgn countrles 15 considered to be PeruVIan—source. 
Where such income is derived by domiciliaries of Peru, it 
is presumed, without right of rebuttal that its entire 
amount is Peruvian-source. This rule does n0_t apply to 
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branches or permanent establishments in Peru belonging 
to forelgn enterprises. - 

Persons not domiciled in Peru and branches or agencies 
of foreign enterprises rendering transportation services 
in Peru are presumed, .without right of rebuttal, to derive 
net Peruvian-source income equal to 1% of gross income 
from transportation by air and 2°/o'0f gross income from 
transportation by Sea. .

' 

Persons not domiciled in Peru leasing airplanes are pre- 
sumed, without right of rebuttal, to derive net Peruvian- 
source income equal to 60% of gross receipts arising 
from such leasing. 
Income from the leasing of boats and airplanes is taxed at 
a 10% rate. 

D. Taxation of investment income 
1. Taxation of capital gains 
Capital gains from the transfer of property are taxed only 
when derived from habitual transactions38 or if they arise 
from the transfer of the following items: — 

. immovalbe property, provided the transferor has 
made in the taxable period or in the 2 preceding 
periods at least 2 purchases and 2 sales of immovable 
property; _ — shares, provided the transferor has made in the same 
periodat least 10 purchases and 10 sales; . — immovable property previously acquired with the 
purpose of being subsequently transferred or which 
is sold within a development or subdivision scheme; 

—- property received as a payment for habitual transac- 
tions; 

— personal property which may be depreciated; — goodwill, trademarks and similar items; 
— property belonging to legal entities or enterprises or— 

ganized abroad and performing in Peru activities that 
produce third category income; — business or enterprises; or 

— rights or concessions. 

2‘. Taxation of dividends paid to domiciliaries 
Dividends paid to legal entities are not computed in cal- 
culating the aggregate income of the recipient. However, 
dividends paid to legal entities are subject to a 25% with- 
holding tax which is creditable against the same tax due 
on subsequent distributions.” Dividends paid by legal 
entities domiciled in Peru out of exempt dividends or in- 
terest received from other companies are not taxable, 
provided the redistribution is carried out within the 2 
periods following the one during which they were re- 
ccived.40 

38. It is presumed that transactions are not habitual if they refer to: 
— immovable property acquired gratuitously by inheritance; — immovable property which has been used by 'the vendor for dwelling pur- 

poses for at least 1 year; ‘ 

— immovable property owned for at least 2 years; . 

— 
. shares and participations acquired gratuitously by inheritance; and 

— shares and participations owned .for at least 2 years. r 

39. The tax, however, cannot be refunded. 
40. 

' 

For allocation purposes, distributions are deemed to be first paid out of 
exempt dividends or interest and subsequently out of other income. 
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In order to benefit from the credit or exemption referred 
to,- it is necessary that the following conditions be met: 
— if the redistribution is made in shares, it must be 

made, in the sameshares as previously received. 
However, the company making the redistribution 
may capitalize the shares received from ‘another 
company and make themedistribution in its own 
shares; ' 

-

' 

— 
‘ if the redistribution is made in cash it’must be paid 
out of cash dividends; .and ‘ — if- the redistribution is made in kind it must be made 
with the same items received from another company. 

Dividends paid to resident individuals are subject to a 
25% withholding tax representing a prepayment which is 
creditable against the final liability to the income tax. 
Dividends paid on shares distributed to workers under 
the scheme of workers’ participation in profits41 are sub- 
jeCt to income tax under the same rules applicable to 
salaries, as long as the-employment condition exists. 
After retirement, however, they are taxed as ordinary 
dividends. 
Stock dividends can‘ be subject to the same regime of ' 

dividends unless the capitalization tax or other rules dis- 
cussed in Section II. E. 2. apply. 
The concept of dividend includes: 
— income distributed to shareholders by corporations 

and partnerships limited by shares whether in cash, 
kifi‘d‘or shares of the distribution company; 

— distributions of shares representing a revaluation of 
fixed assets which is in excess of the amount au— 
thorized by the law; 

7

. 

— sums received upon the liquidation of a company 
which are in excess ofthe normal value of shares and 
certain specified premiums; ‘ '

v 

— shares in profits; , 

— any loan or delivery'of goods to shareholders not ex- 
ceeding profits and free reserves which is not re- 
funded within 12 months; this standard is not applic- 
able to banks and financial institutions; and , 

— any sum which, upon a tax audit is assessed as third 
category income, provided the payment thereof rep- 
resents an indirect disposal of income which has es- 
caped taxation. In this case the tax discussed in Sec- 
tion II.E.2.b. is due. _ 

On the other hand, the term “dividend” does not in- 
clude: '-

- 

— certain s ecified premiums; — shares 0 the distributing company representing the 
capitalization of revaluations authorized by law. If 
the shares are distributed to legal entities, the shares 
must be registered by the recipient in a special re- 
serve account to be used for offsetting losses and dis- 
tributed only upon the sale of the shares for which 
they were received. v 

3: Taxation of interest paid to domiciliaries 
Interest paid to domiciliaries is taxed as ordinary income 

' Of FCSident in‘dividuals'and corporations. However, a 
final 40% withholding tax is levied on interest paid on 
bearer bonds and securities. q the purposes of income taxation; it is presumed, 
w1th0ut‘r1ght of- rebuttal, .that any loan produces at least 
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the interest charged by the Central Bank on rediscount 
to commercial banks. This assumption is not applicable 
in specified instances including loans granted by non- 
domiciliariesfrom abroad. Moreover any sum refunded 
_by the debtor which exceeds amounts received is pre- 
sumed to be interest: 
The law provides for the following exemptions: 
— interest on loans granted by the Peruvian govern- 

ment or agencies thereof (sector pfiblico nacional); 
and . 

— interest on savings deposits and contributions.42 

4. 'Taxation of royalties paid to domiciliaries 
Royaltiespaid to a Peruvian individual or corporation 
are considered to be business profits and treated as ordi- 
nary income. 
The term “royalty” is deemed to include any considera- 
tion in cash or in kind paid for the use of or the right to use 
any patent, trademark, design or model, plan, secret for- 
mula or process, and copyrights of literary, artistic, or 
scientific work, as well as for information concerning in- 
dustrial, commercial or scientific experience. 
Recipients of royalties may deduct 10% of such income 
during the period necessary to recover expenses incurred 
in Peru for the acquisition, production_ and registration 
of the assets for which the royalties are paid. 

‘“'E%T§fati6h'6f‘inc‘ome"derived:by=non-domiciliariesr 

1 . General rules for the taxation of non-domiciliaries 
Income of any kind paid or credited to beneficiaries not 
domiciled in Peru is subject to final withholding tax at the 
following rates: 
— dividends: 30%; -

, - interest: 40%, 10% or exempt;43 
— royalties: 25%; '

, 

- income from the leasing of boats or airplanes: 10%; 
— after tax profits of branches or agencies belonging to 

nonresidents: 30%; ' 

— pensions or remuneration for personal services ren- 
dered in Peru: progressive rates used for resident in- 
dividuals which range from 2 to 65%; and 

—— non-specified income: 40%. 
The withholding tax is calculated on the following 
amounts which, for this purpose, are deemed, without 
right of rebuttal, to be net income: 
(1) for first category income (i.e. income from real prop 

erty), the tax is levied on the net or taxable incOme 
established under special rules provided by the law; 

41. The Scheme for workers’ participation in profits is discussed in the Intro— 
duction to the Peruvian chapter in Section C of Corporate taxation in Latin 
America (International Bureau of Fiscal Documentation, Amsterdam). 
42. There are also some items which are exempt in accordance with legisla- 
tion existing prior to the enactment of the current income tax law and which 
has not been revoked by the new legislation, i.e.: 
— interest on bank certificates in foreign currency and deposits in foreign 

currency with financial enterprises (Decree-Laws No. 22,038 and 
. . 22,891);

' 

— interest on seculjities issued by the government agency for development 
“Cofide” (Decree-Laws No. 21 ,020 and 22,891); and 

— interest on bonds issued by financial enterprises and fixed term deposits 
(Decree—Laws No. 18,957, 20,114 and 22,891). r 

43. For further discussion, see Section III. E.4. Below. 
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(2) for royalties, the tax is levied on gross receipts minus 
deductions (discussed in Section 111. E5. below); . 

(3) for life pensions, the tax is levied on gross receipts 
' minus a deduction equal to 50% thereof, made to re- 

cover, the investment and limited, in the aggregate, 
thereto; '

. 

(4) for other non-Specified second category income (6. g. 
dividends and interest), the tax is levied on the total 
of the income paid or credited to the non- 
domiciliary; 

‘ 

. 
V

_ 

(5) for income specially taxed (i.e. derived from Com- 
munication, film'distribution; imports and exports, 
insurance, news, oil-related services and transporta- 
tion), the tax is levied on the corresponding amount 
established under the rules discussed in Section III. 
C. above; .

- 

(6) for other non-specified third category income (i.e. 
business income),‘“'the tax is levied on the amount 

A paid or credited to the non-domiciliary; 
(7) for fourth category income'(i.e. income from profes- 

sional services); the.tax is levied on 90% of sums paid 
or credited to the non-domiciliary. 

(8) for fifth category income (i.e. income from employ-- 
ment), the tax is levied on 100% of sums paid or cre- 

' dited to the non-domiciliary; and '

~ 

.(9) for 
. 
income- not listed above, originating from the 

_ 

transfer of goods or rights or from the exploitation of‘ 
. goods subject to wear and tear, the tax is levied on re- 
ceipts minus invested silms (costs). 

'_

' 

For withholding tax purposes, income derived from busi- 
ness associations not considered to be legal entities for 
income‘ tax purposes shall be deemed to be paid or cre- 
dited to the beneficiary abrOad as from the date on which 
the annual income tax returns are due. ' 

2. Taxation Of incouméuderived through branches 
Profits deriVe’d by' branches or agencies established in

' 

Peru are taxed in a'ccordanCe with ordinary rates (s_ee _ 

Section II.'E.1.), and, in addition, the after tax profits 
that are available to the principal abroad are subject_t'o' a 30% withholding _tax'._ ' 

‘ 

I 

v 

' 

, 

‘ 

-. 

Expenses incurred by a branch',‘ whiCh represeht taxable 
income for other branches or agencies, are deductible, 
provided the payment can be duly cOntrolled and does 

>

' 

not constitute indirect distribution of profits. 

3. Taxation'of dividends paid to non¥domiciliaries 
Dividends paid to beneficiaries not domiciled in Peru are 
subject to a 30% withholding tax which is final. 
For the concept of dividend see Section III. D.2. above, 

4. Taxation of interest paid to non-domiciliaries 
Interest paid to non-domiciliaries can be subject to 3 dif- 
ferent tax regimes: - 

' 
‘

' 

— the interest is subject to a 40% final wittldiflg tax if 7 

no other specific rule is provided for; - the Interest is subject to a.10°/o final withholding tax, ' 

if it is paid to legal entities on loans or financing 
specified by the law and discussed below; or ' 

— the interest is exempt from income ta’xation’in in- 
stances discussed below. '

- 
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The instances where interest paid to legal entities is sub- 
ject to 10% tax are the following: — interest on foreign financing, provided: . . 

O the proceeds of the financing are sold in the 
Single Exchange Market (this requirement 

v. applies to cash loans only); 
0 .the annual interest (inclusive of commissions, 
u premiums and any other charges) does not ex- 

.ceed by more than 3 points the prime rate of the 
' financial market from which the monies come; 
and ' 

— interest paid abroad by banks and financial enter- 
prises established in Peru for theusgof their credit - 

lines abroad. _- ‘ 

The following interest is exempt from income tax:45 — 
.. interest on development IOans granted by interna- - 

_ 

tiOnal organizations or- by institutions belonging to 
_ 

foreign governments;'_ -
f — interest on loans granted by foreign ins’titutions for 

the construction, acquisition, installation orvopera- 
tional start of new fixedassets, or‘for working'capital 
which is necessary for the establishment or develop- 
ment of the enterprise, provided some additional re- 
quirements are met; and ' 

— interest on saving deposits and contributions. 
‘ 

5. Taxation of royalties paid to non-domiciliaries 
Royalties paid to beneficiaries not domiciled in Peru are 
subject to a 25% withholding tax, which is final.46 
Any recipient of royalties may deduct 10% of such in- 
come during the period necessary to recoup expenses in- 

V .Qurred in'P’eru for the acquisition, production and regis— 
tration-of the aSsets for which the royalties are paid. 
Non-domiciliary .'_recipients of royalty payment habitu- . 

ally perfOrming research and experimentation in Order to 
find the kind of assets for which the royalties are paid c‘an 

‘ 

deduct the corresponding expenses, up to 5% of'gross 
royalties. The government may, for specific cases, 
change the limit.

‘ 

" 
: In case of technical services requiring activities which are 
partially performed in Peru and partially performed ' 

' abroad, net income is presumed to be 40% of gross re- 
ceipts; ~- 

_ 

Royalties paid for technical, economic, financial or any 
other assistance rendered from abroad by governmental 
agenCICs or Internatlonal organlzatlons are eXempt from 
1ncome tax‘atlon. ' 

IV. SALES TAXATION 
A.' The general fax on sales 
1. General descfiption . . 

_. The Peruvian legislation in force before the 1981 reform 
included a sales tax (Impuesto a los Bienes y Servicios) 
which covered goods and services. For goods-it was a 
value-added tax levied at the producer and wholesale 

44. Not reférred to in (5) above or in (9) below. 
45. For more exemptions, see footnote 42. 
46. ’For the concept of royalty, see Section 111. D4. above. 
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levels. However, no credit was granted for the acquisi- 
tlon of fixed assets and serv1_ces. ‘

' 

Legislative Decree No. 190 included in the reform pac- 
kage introduced a new general tax on sales (Impuesto 
general a las ventas) which extends the coverage of sales 
taxation to the retail level, taxes some services'previ- 
ously exempt ahd grants credits for fixed assets and ser— 
vices. The change entered into force on 1 November 
1981. 

2. Taxable persons 
The general tax on sales is levied on individuals and legal 
entities that: f . 

— perform sales of taxable goods, irrespective of the 
stage of the production and distribution process at 
which their activity is carried out; ' 

— import goods; or 
— render specified services listed in Appendix II to the 

law. - 

3. Taxable transactions 
The general tax on sales is levied on the following trans- 
actions:

' 

— the sale of movable goods carried out in Peru; 
— the rendering _of specified services listed in Appendix 

II to the law; and ' 

4— the importation of goods. Exports of goods are not 
:égbj Leg to the tax.47 

For the purpose of the tax, a “sale” is any transaction by, 
means of which goods are transferred for a considera- 
tion. Taxable sales also include: 
— any disposal of goods made by an enterprise, its 

owner or partner, for purposes other than business 
activities; and 

— any disposal of goods not allowed as an expense for 
income tax purposes. 

A “sale”, however, does not include the transfer of in- 
ventory under a merger transactlon or at the allenatlon 
of an enterprlse. 
For purposes of the tax, “movable goods” are those 
goods that can be moved from one place to.another, 
rights thereon, boats and airplanes. ‘ 

The services subject to the tax are listed in Appendix II to 
the law and include the following items: «

I — lodging services, sale of food and drink carried out in 
lodging establishments, tourism facilities, restau- 
rants, bars, night clubs, clubs and any similar estab- 
lishment; 

— services rendered by general warehouses (almacenes 
generales de depésito); 

— data processing, tabulation and electronic computa— 
tIOI’l; 

— advertising, publicity and similar services; 
— cleaning ofbuildings, chimneys, windows and similar 

serv1ces; , 

— radio and television broadcasting (inclusive of closed 
circuit television services); ‘ 

- repair, maintenance, reconstruction and alternation 
of movable property; 

— laundry and dyeing services; 
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— services of hair dressers, beauty parlors, saunas, 
masseurs and the like; - 

furniture decoration; 
photographic services; ' 

photocopies, copies, reductions and similar services; 
and 
leasing and subleasing of movable property. 

Financial leasing is also taxed. However, the leasing and 
subleasing of agricultural machinery are exempt. 
Exempt items are listed in Appendix I to the law which is 
in force up to 31 December 1990. The list includes: living 
animals, meat, fish, milk, butter, eggs, honey, plants, 
flowers, vegetables, fruit, coffee, cereals, flour, seeds, 
edible oil, sugar, cacao, pasta, bread, food for animals, 
unprocessed tobacco, salt, sulfur, graphite, sand, plas- 
ter, medicines, fertilizers, pesticides, India rubber, rub- 
ber, hides, wood, cork, copybooks, books, newspapers, 
periodicals, wool, cotton, hemp, machinery for agricul- 
ture, etc.

' 

Exemptions cover the sale of used property carried out 
by individuals or legal entities not performing business 
activities. Future exemptions not listed in Appendix I to 
the .law must be granted specifically and be included 
therein. General exemptions“ already granted or to be 
granted in the future shall not be deemed to include the 

' general tax on sales. However, imports previously 
exempt from the old tax on goods and services are au- 
tomatically exempt from the new gepfgal tax on sales,“ ,, _:;, rr;_v__gfl;w=:m.;:}:—.==_=y=——¥_ a.» v: (=5 

4. Taxable amount 
The tax is calculated by applying the rate, as the case may 
be, to: 
— the value of sales; 
— the full amount of receipts from services; or 

the c.i.f. customs value of imports, as increased by 
duties and taxes on imports but exclusive of the gen- 
eral tax on sales. 

The “value of sales” or the “receipts from services” in- 
clude the full amount to be paid'by the acquirer of goods 

- or user of services. This amount comprises the full value 
of invoiced goods or services, inclusive of sums charged 

' ' separately even if originating from complementary ser- 
vices, interest, financing expenses or any expense incur- 
red on account of the purchaser or user of services. 
A159 included in the value of sales or the receipts from 
services are the excise tax (Impuesto Selectivo al Con- 
sumo) and any other taxes'on production, sales or ser- 
vices. However, as regards the sale of gasoline and fuels 

47. The liability to the tax arises: 
— as regards the sale of goods, either on the date on which the invoice is is- 

sued or on the date on which the good is delivered, whichever is first; 
— as regards the sale of boats and airplanes, 0n the date on which the con: 

tract is signed; 
as regards the disposal of goods for purposes other than business ac- 
tivities, on the date of the disposal; , 

- as regards the rendering of services, either on the date on which the in- 
voice or receipt of payment is issued or on the date on which the consider- 
ation is received (whichever is first); and 
as regards the importation of goods, on the date on which customs clear- 
ance is applied for. 7 

48. Le. exemptions which do not specifically mention the general tax on 
sales. 
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derived from petroleum, the tax on vehicles (Impuesto 
de Rodaje) is not included in the value of sales for the 
computation of the general tax on sales. Likewise dis- 
counts and bonuses shown in invoices are not included in 
the taxable amount, provided they are in accordance 
with normal trade practices. 
The price of assembly or installation “in situ” of pre-fab- 
ricated parts, performed by the vendor of such parts,is to 
be included in the value of sales. This provision covers 
pre-fabricated parts of bridges, watertanks, depots and 
stores, railways, highways, lifts, mechanical ladders, 
plumbing, sprays for firevprevention, central heating, 
ventilation, 'air conditioning, lighting, electric circuits, 
similar facilities in buildings and any structures. 

5. Computation of the tax 
The general tax on salesvis essentially a value-added tax. 
This means that the tax rate provided, by'the law is ap- 
plied to taxable amounts and the tax 'liability resulting 
from that calculation is reduced, where appropriate, by 
crediting against this liability the tax on goods or services 

' supplied to the taxpayer. ' 

The Peruvian sales tax law provides for a single 16% rate. 
Nevertheless, industrial enterprises _established in less 
developed areas receive tax reductions. In addition, en- 
terprises established in the Jungle Region benefit from 
even more substantial reductions and exemptions. These 
special regimes shall be further discussed in Section IV. 
A.6. below. - 

The tax credit is granted for purposes of the general tax 
on sales if it is registered separately in invoices substan- 
tiating the acquisition of goods and services and also for 
this tax paid on imports. 
In order to enjoy a credit on the acquisition of goods and 
services: ' 

— the acquisition price must be deductible as an ex- 
pense or cost under the income tax legislation; — the goods and services must be used to perform trans- 
aCtions subject to the general tax on sales or on “non- 
traditional exports”; 

— the tax must be registered separately in the invoice 
substantiating the acquisition of a taxable good or 
service or in the import documents; ‘ — the invoice must be issued in the way established in 
regulations to the law; and

_ — 'the invoice or importation document must be’ regis- 
' 

tered in the taxpayer’s record of purchases. 
The credit originatinnrom the acquisition of goods sub- 
ject to depreciation (fixed assets) must be divided in 4 an- 
nual inStallments and taken. as from the qalendar year 
during which the use of such goods commences. If an 
asset is sold before the 4-year term has elapsed, any un- 
used balance of the credit can be offset only against the 
tax arising from the sale of the asset itself. However, if 
the enterprise has not commenced operations, the credit 
arising from the acquisition of fixed assets may be re- 
funded, provided the asset has not been put into use. 
Where a taxpayer simultaneously performs taxable and 
non-taxable transactions, certain provisions established 
in regulations to the law must be taken into account for 
the computation of the credit.49 
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When an enterprise is reorganized or transferred, the 
existing tax credits thereof can be transferred to the new 
or acquiring enterprise. However, if an enterprise is 
liquidated, the credit is not refunded. 

6. Special rules 

a. Less developed areas 
Industrial enterprises of the first, second and third prior- 
ity50 established or to be established in less developed 
areas51 pay the general tax on sales under more favorable 
rules. ' 

The “less developed areas” entitled to the-tax reduction 
include any area of Peru other than the provinces of 
Lima, Cafiete, Chancay and Huaral of the Department 
of Lima, and Callao. ' 

The special rules provide for a ’tax reduction which is cal- 
culated under the following provisions: — the tax debit'of the month (i.e. the tax liability arising 

from goods and services sold in the month) is reduced 
by 15% of its amount; 
for enterprises that are established in less developed 
areas on or after 1 January 1980, the reduction for the 
firs} 5 years as from commencement of operations is 
4000 

; 
.

V 

for enterprises that were already established in less 
developed areas before 1 January 1980, the reduc- 
tion for that part of the 5-year period (computed as 
from commencement of operations) which was still 
available when,Legislative Decree No. 190 entered 
into force (i.e. on 1 November 1981) is 30%; and — the tax credit is calculated on purchases and services 
received under ordinary rules and is not limited or af- 
fected by the reduction of the debit. 

Thus, by reducing the debit and maintaining the .credit 
untouched, a reduction is produced in the final tax. 

b. Jungle Region 
I

7 

Tzixpayers domiciled in the Jungle Region enjoy a more 
favorable regime as regards the general tax on sales, 
even if compared with less developed areas in general. 
The Jungle Region encompasses the departmefits of 
Loreto, Ucayali, San Martin, Amazonas, and Madre de 
Dios. 
To be eligible for thebenefits abperson must: 
(1) be domiciled in the Jungle Region; and 
(2) perform 75% of his transactions in the Jungle Reg- 
- 10n. , 

. 
.

, 

Legal e'ntities must in addition: 
(3) be organized and registered in the Jungle Region;

' 

and .- 

(4) have their management in the Jungle Region. 

49. Article 31 of Supreme Decree 245-81-EFC of 4 November'l981. 
50. Under'the General Industrial Law (Decree-Law No. 18,350 of 27 July 
1970, as amended) industrial activities are classified in 4 priority groups. For 
further discussion, see Industrial Incentives in Section 6.02 of the Peruvian 
chapter in Section C of Corporate Taxation in Latin America. 
51. For incentive purposes it is necessary to separate ordinary “less devel- 
oped areas” from some less developed areas which enjoy an 'even more 
privileged regime, e.g. the Jungle Region which is discussed in Section IV. 
A.64b. - 
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Commercial enterprises belonging to the government or 
to its agencies only need comply with requirements (3) 

‘ and (4). 

The benefits available for the Jungle Region are the fol- 
lowing: 

‘ 
_ 

,

' 

(1) the importation of goods specified in an Appendix to 
Decree-Law No. 21 ,503, to be consumed in the 
Jungle Region, and imports of raw materials for the 
production of such goods are exempt from the gener- 
al tax on sales. This exemption does not apply to 
goods similar to those already produced in the region 
in an amount sufficient to cover the needs thereof; 
the sale of the goods specified in an Appendix to De- 
cree—Law No. 21,503 tobe consumed in the Jungle 
Region and the sale of raw materials for the produc- 
tion of such goods are exempt from the general tax on. 
sales; ' 

~ 

"
- 

(3) sales and services subject to the general tax on salés 
(i.e. sales and services which are not exempt under 
the rules discussed in (1) and (2) above) may receive 
the tax reducgions granted to the enterprises estab- 
lished in lesscde‘Veloped areas; 

(4) merchants established in the Jungle Region that pur— 
chase, from taxpayers established outside the region, 
the goods specified in an Appendix to Decree-Law 
No. 21,503, to be consumed in the Jungle Region, 
may receive a refund of the general tax on sales in- 

» voicedior the purchase. If the purchase is made from 
a producer receiving the benefits granted to enter- 
prises established in less developed areas, the refund 

(2V 

is limited to 60% of taxes invoiced. This refund does 
not cover the purchase of goods similar to those al- 
ready produced in the region in an amount sufficient 
to cover the needs thereof; and 

(5) manufacturers established in the Jungle Region pro- 
ducing the goods specified in an Appendix to De- 
cree-Law No. 21,503, to be consumed in the Jungle 
Region, may receive a refund of the general tax on 
sales invoiced‘fdr the purchase from other areas of 
Peru of raw materials to be used in such production. 
If the purchase is made from a producer. receiving the 
benefits granted to enterprises established in less de- 
veloped areas, the refund is limited to 60% of in- 
voiced taxes. 

7. Tax administration 

a. Tax returns, payments and refunds 
The tax arising from sales and services must be calculated 
monthly and paid in to authorized banks within the first 
15 days of the month following that during which transac- 
tions are carried out. The tax arising from imports is cal— 
culated by the customs service and 'must be paid together 
with custom duties. ' 

If no liability to the tax arises in a particular month, the 
taxpayer must notify the tax administration. Where cre— 
dits arising in a month exceed liabilities, the balance is 
carried forward to subsequent months.52 
A refund may be obtained as regards: — CI‘CdltS belonging to enterprises that have npt com- 

menced operations, provided the credits arlse from 
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the acquisition of fixed assets that have not yet been 
used; and , ,

~ 

— credits corresponding to exports53 to which persons 
are entitled who do not perform transactions subject 
to tax (or who perform them to an extent which is not 
sufficient to absorb the credits within 3 months). 
Under the same circumstances credits to which ex- 
porters are entitled can be used to satisfy some 
Specified taxes (6. g. income tax prepayments). 

Taxpayers subject to the general tax on sales must addi- 
tlonally file annual returns showing their acquisitions of 
the year, whether taxable or exempt;

’ 

b. Tax audits and control 
The tax administration is vested with the pOWer to esti- 
mate the value of goods and services, if the value is not 
specified or if the value indicated by the parties does not 
seem to be reliable. 
If the tax on monthly sales has not been paid and'if no 
notice on the absence of liability to the tax been given,54 
the tax administration may require that the taxpayer 

I 

‘ comply with his duty within 10 days. 
If after the 10 days’ term the taxpayer has not complied 
the tax administration—may charge and compulsorily col- 
lect, without further delay, a sum established on the basis , 

of the tax paid in previous periods, increased by sur- 
, gharggs and interest. Ifrthe Laégdjrmms’trg‘tjon‘makgsusefi; 
cf't‘his'amfiéfity, the tafpayer’s rights "a‘bETimited tb 
refund claims based on excessive collection. The steps 
taken by the tax administration do not preclude its power 
to assess any tax actually due on the basis of other ele- 
ments. .

' 

Where the taxpayer omits to prepare and deliver in- 
voices Qr the registration thereof or where the tax admin- 
istration has sound reasons to believe that the taxpayer’s 
notices, self-assessments and returns are not correct, the 

‘ tax administration may assess the tax on the basis of dif- 
. 
ferences 1n1nventorles, averages of estimated sales, mar- 
ket values, and other data specified in regulations to the 
law. 
The tax administration may assume, unless proof to the 
contrary is proVided, that differences in inventories be- 
tween those registered in the taxpayer’s books and those 
accounted by the tax administration correspond to unre- 
ported sales of the last preceding year. The amount of 
unreported sales is then calculated by applying to the dif- 
ference in inventory established by th° tax administra- 
tion the same rate that taxable sales of L.»e.last preceding 
year bear to the closing inventory of the same year. 
The unfeported sales computed as aforesaid are allo- 
cated t0 the different months of the year proportionally 
to reported sales of each month and the tax is then calcu- 

. lated without considering the credits that may exist. At 
the same time, unreported sales are deemed, without 
right of rebuttal, to be net income and subject to the in- 
come tax. 

52.. For credits Arising from the acquisition of fixed assets, see Section IV. 
A.5. above. ‘ ' 

53. Note that credits corresponding to exports are available only as regards 
7 
non traditional exports. 
54. See Section IV. A.7.a. above. 
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The tax administration may also assume, unless proof to 
the contrary is provided, that sales in a particular month 
are equal to a daily average of sales which is multiplied by 
theworkingdayiof the month. 
The daily average is established on the basis of sales 
made by the taxpayer under the control of the tax admin- 
istration during 5 consecutive or alternative days'in the 
month. If the 5 days’ control is carried out in at least 4 al- 
ternate months of the same calendar year, the average of 
monthly sales and services established as aforesaid can 
be used to calculate the sales of the non-controlled 
months. of the year. The difference in sales between 
those reported by the taxpayer and those estimated 
under the preceding rules is also treated as net income 
and subject to the income _tax. 
Furthermore, the same percentage that unreported sales 
of the last year, as established under the preceding rules, 
bear to reported sales of the same year can be' used to as- 
sess unreported sales of the preceding year, provided the 
tax administration can prove that accounting records do 
not correspond to actual transactions. 

c. Small taxpayers 
Small taxpayers, i.e. taxpayers with annual sales not 
above 200 tax units, can choose to be taxed under a 
simplified system. Under this system the liability to the 
General Tax on Sales (tax debit) equals a certain percen- 
tage (which cannot exceed 16%) of an amount of sales 
equalling 200 tax units. 
Under the scheme, the taxpayer is permitted to credit 
against his liability the tax paid on acquisitions of the 
period, but, if credits exceed debits, no refund is 
granted. 
Individuals whose annual sales are not above 35 tax units 
are not subject to the general tax on sales. This exemp— 
tion does not cover importers.

\ 

B. The excise tax 
1. General description 
The Peruvian legislation existing to the 1981 tax reform 
included several separate excise taxes. 
Legislative Decree No. 190 introduced a new excise 
which is in force as from 1 November 1981 and replaces 
the separate taxes previously levied on tobacco, man- 
ufactures thereof, non-alcoholic beverages, beauty 
products, coca, petroleum derivatives, alcohol, a1- 
coholic beverages, cars and tourism services. 
The new excise tax is levied at production level on 
specified goods and services at rates up to 116% (for Vir- 
gina-type cigarettes). 

2: Taxable persbns 
The excise tax is levied on: 
- producers and economically .conn'e’cted enterprises, 

as regards sales carried out in Peru; . — importers of goods subject to the excise tax; and — persons rendering services subject to the excise tax. 
Fogthgpurpo‘ses of the excise tax, “producer’_’ means any 
person taking part 1n the last stage qf_the process by 
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fieans of which goods receive the condition of a product 
subject to the tax, even if the activity is performed by 
using the services of a third party. 
For the same taxation purposes, enterprises are deemed 
to be economically connected if: ' 

— one of the enterprises owns more than 30% of the 
capital of another enterprise, either directly or 
through a third enterprise; ‘ 

— ‘more than 30% of the capital of 2 or more enterprises 
belongs to the same person, either directly or indi- 
rectly; ' 

_
> — more than 30% of the capital of 2 or more enterprises 

belongs to a_ married couple, or to persons who are 
close relatives, as specified in the law. ' 

If an item is sold by the producer to an economically con- 
nected enterprise, both this sale and the sale made sub- 
sequently by the connected enterprise are subject to the 
excise tax, unless the following conditions are met: — proof is submitted that the price of the first sale is not 

below the price charged for the same items by the 
producer to unconnected enterprises; and — sales to unconnected enterprises are not below 50% 
of the sales made by the producer in the period. 

When the subsequent sale by the connected enterprise is 
subject to the excise tax, then the tax paid upon the pur- 
chase from the producer is creditable against the liability 
for the subsequent sale. 

3. Taxable transactions 
The excise tax is levied on: 
— sales of specified products carried out in Peru at pro— 

ducer level; ‘ — importation of the same specified prodUcts; and 
— the rendering of specified services., 
For the purposes of the excise tax, the term “sales’-’ has 
the same meaning it has for the purposes of the general 
tax on sales. Likewise, the liability to the excise tax arises 
under the same rules as provided for the general tax on 
sales.

' 

The specified items on which the tax is levied are listed in 
Appendices III and IV to the law.55 

4. Taxable amount 
The excise tax is calculated by applying the correspond- 
ing rate, as the case may be, to: — the value of taxable sales; 
— the full amount of receipts from taxable services; or — the c.i.f. customs value of imports as increased with 

customs duties. ' 

The rules‘used to determinethe taxable amount for the 
purposes of the general tax on sales are also applicable to 
the excise tax. The general tax on sales and the excise tax, 
however, are excluded from the taxable amount. For 
gasoline and fuels derived from petroleum, the taxable 
amount is the ex factory price exclusive of the general tax 
on sales and the circulation tax. (Impuesto de Rodaje). 
For imported cigarettes, the‘ctif. bustoms value cannot 
be less than 0.03% of a tax unit ‘per pack Or 20 units. 

55. See footnote 56 below. 
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5. Tax rates 
The rates of the excise tax are specified in Appendices 
III, IV and V to the law. The principal ratesfor sales are: 
10, 20, 25, 30 and 40%. The rate for services is 10%.56 

C. Special tax 

The exports of traditional products are subject to a “spe— 
cial tax” payable by exporters and by state-owned com- 
mercial enterprises that export on account of third par- 
ties. ' 

The tax is calculated on the f.o.b. value of exports at a 
v 3% rate. For products listed in Appendix VI to the law 
the rate is 2%. Some of the products included in the list 
are: common salt, natural graphite, natural sands, 
quartz, clay, chalk, calcium phosphate, pumice-stones, 
emery, marblé?hip slate and other construction stone, 
magnesia, plaster, asbesto and borates. 

v. FINAL REMARKS 
Although this article was not intended to and does not 
cover the new legislation in its entirety, it easily conveys 
an idea of the broad coverage thereof. The recent Peru— 
vian tax reform includes, in fact, new statutes for all the 
principal taxes. . 

'

( 

‘ An attempt was made in this report to show what seemed 
to be the principal aspects of the new legislation. It may 
now be useful to summarize those features that are most 
relevant and interesting: 

. i _ 

(1) the change-over from the prlnCIple of world-w1de 
taxatlon 0t meome derived by residents or' 
domiciliaries of Peru to the limited taxation of the 
Peruvian-source income. With this change Peru fol— 
lows the views held on the subject by the prevailing 
Latin American doctrine; 

(2) the design of the progressive income tax tables for in- 
dividuals and corporations with brackets expressed 
in tax units, which amounts to an automatic adjust- 
ment of those brackets for inflation; 

(3) the reorganization of sales taxation, including: — the reinforcement of the value—added nature of 
the general sales tax by covering the retail stage 
and a number of services previously exempt and 
bydgranting credits for fixed assets and services; 
an 

— the consolidation of most excise taxes (which are 
now included in a single law) following the views 
of LAFTA experts and the example of other 
Latin American countries (6. g. Brazil, Chile and 
Mexico); 

(4) the provision for rules on the reorganization of com- 
V 
panies, covering both the income tax and sales taxes, 
in an area where, with very few exceptions, this kind 
of rule is lacking; 

(5) the rules on less developed areas which together with 
othe.r tax benefits previously in force represent an in— 
cenpwe scheme the growth and importance of which 
remmds one of the Brazilian scheme; 

(6) the new mining legislation reflecting the importance 
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pf this activity for the Peruvian economy and includ- mg 1mportant tax incentives; v 

56. A 10% rate applies to: color television sets, specified cars and cameras; 
The Executive Branch can include new items in the list of products subject to 
the 10% rate, provided there is an increase in the customs duties on these 
products. 4 

A 20% rate applies to: firework articles, carpets, rugs, wigs, porcelain and 
ceramic figures, decorative crystal objects, imitations of fine pearls, and imita- 
tions of precious and semi-precious stones, domestic freezers, domestic wash— 
ing machines for dishes, domestic dryers, grinders, mixers and fans, musical 

' boxes, appliances for the recording and reproduction of sounds, appliances 
for the recording and reproduction of images and sounds for television, musi- 
cal boxes and similar items, tapes, videotapes, lighters, pipes, cigar-holders, 
and toilet sprays. 
A 25% rate applies to: mineral and effervescent water, beer, wine, ver- 
mouths, cider, cognac, brandy, grappa, pisco, perfumes, beauty products and 
furs. 
A 30% rate applies to: caviar, rum, liquor, similar beverages, fine_ pearls, 
diamonds, precious stones, semi-precious stones, artificial stones, articles 
made of gold, fine pearls, precious stones, semi-precious stones or artificial 
stones, glasses made of precious metals or covered therewith, watches made of 
precious metals or covered therewith, worked ivory, mechanical, electrical 
and electronic toys, pens, pencils and lighters made of precious metals or cov- 
ered therewith. 
A 40% rate applies to: specified cars, yachts, and pleasure boats. 
Different rates apply to the following products: 
— black tobacco cigarettes 56% 
— Virginia-type cigarettes 

_ 

116% 
— gasoline for motors 

O coast and highlands ' 
' 

. 60% 
O jungle ’ 14% 

— kerosene for domestic use :Ljev-c;5=;"'i:5:1 : 

V r on gp§s§;and3highlands 9‘3?“ " 13% i” t O jungle ' 

V 14% 
— kerosene for industrial use 

0 coast and highlands 34% 
0 large mining enterprises 39% 
O jungle - 22% 

— gasoil (diesel 1) 
O coast, highlands and 

‘ 

great mining 7 
43% 

— gasoil (diesel 2) 
O coast, highlands and 

great mining 46% 
O jungle 22% 

— fuel oil (petroleum residual 5) 
0 coast, highlands and 

great mining 46% 
— fuel oil (petroleum residual 6) 

O coast, highlands and 
greatfnining 56% 

O jungle r 22% 
— liquifiedpetroleumgas V 

13% 
Different rates apply to the follwing services: 
— commissions and interest received 

by banks, financial and credit institutions. 17% 
(exemption is granted to the Agrarian Bank of Peru, interbank transac- 

‘ 
tions, commissions and interest derived from direct cash loans); 

— insurance premiums, interest and com- 
‘

- 

missions received by insurance companies 10% 
(for reinsurance the tax is levied on the receipts belonging to each com- 
pany. Exemption is granted to insurance covering transportation of 
products marketed by the Government, insurance covering export 
financing, premiums and commissions for reinsurance received or trans- 
ferred in the Peruvian market); ' 

— international tickets for passenger 
transportation 14% 
(exemption is granted to diplomatic and consular personnel and mem- 
bers of international organizations discharging their duties in Peru); 

— cable, telex and long distance telephone services; 15% 
— local telephone services; 10% 
— leasing and distribution of films; 10% 
— leasing 8nd subleasing of 

immovable propérty 5% 
(exemption is granted for the leasing and subleasing of dwelling houses 
the rent of which is limited under Dcc'ree-Law No. 21 ,938). 
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(7) the control powers vested in the tax administration, 
especially as regards the broad possibllltles to pre- 
sume or estimate the amount of taxable income and 
sales. These powers can repreSent an important tool 
for the enforcement of the tax l_aw in countries when! 
control is difficult due to the number of taxpajus, 
the poor development of business organization and 

7 
low compliance; they must, however, be wisely man- 
aged because the risk of unfair use seems to be Inhe- 
rent in the nature thereof; and 

(8) the restriction imposed on the audit and assgssmgnt 7 

pOwers of the tax administration fqr the case m yvhlch 
the taxpayer’s last return is not objected t0..ThlS per- 

pliance. 

manent provision is a Latin American novelty and 
represents a very spec1al encouragement to com- 

- vice. 

In accordance with information received after this article 
had been prepared, Law No. 23,337 of 14_December 
1981 introduced amendments to some of the subjects 
discussed here. For further information on such amend- 
ments the reader is referred to a note to be published in 
forthcoming issues of the Bulletin and Tax News Ser- 

CHINA—USA. 
Agreement with respect'to the mutual exemption from taxation of 
income derived by air and shipping transport enterprises signed 

On 5 March 1982, the Chinese Minister of Fi- 
nance, Mr. Wang Bingqian, and the Ambas- 
sador of the USA to China, Mr. Arthur W. 
Hummel, signed an agreement that exempts : 

air and shipping transport enterprises of one 
state from taxation of income in the other 
state. ’ 

Although this is not the first agreement of this 
nature to which China is a party, the Editors 
of the Bulletin nevertheless find that this very 
agreement is of particular interest to the 
world of taxation since it was concluded after 
implementation of major tax reforms in the 
People’s Republic of China. 
It should be noted that China has not yet con- , 

eluded any comprehensive treaty for the - 

avoidance of double taxation but it is under- 
stood that negotiations in this field are going 
on with a number of countries. 
Note: The Bureau has published a com- 
prehensive description of the Chinese tax sys- 
tem in its loose-leaf work Taxes and Invest- ‘ 

ment in Asia and the Pacific (also available'as 
an offprint: Investment and Taxation in the 
People’s Republic of China, 3rd edition; the 
4th edition will be available in the near fu- 
,ture). 

The government of the United States of 
America and the government of the People’s 
Republic of China have. agreed as~follows, 
with respect to mutual exemption from taxa— 
tion of transportation income of shipping and 
air transport enterprises: 

Article I 

Income and profits of an enterprise of a con- 
tracting state from the operation of ships or 
aircraft in international traffic shall be taxable 
only in that contracting state. 

Article II 
1. The term income and profits from the 
operation 'of ships and aircraft includes: 
(A) ‘ Income and profits from the operation of 
passenger, cargo, or mail transportation ser- 
vice by the owner or charterer of a ship or air- 
craft, and the sale of tickets related to such 
transporation; ~ 

(B) Income and profits from the rental of 
ships or aircraft which are operated in inter- 
national traffic by the lesseé; 

.(C) Income and profits from the rental of 
ships or aircraft if such rental is incidental to 
the operation of ships or aircraft in interna- 
tional traffic; and ‘ 

(D) Income and profits from the rental or use 
of containers (and related equipment for the 
transport of containers) used in international 
traffic. ' 

The income and pr_ofits referred to in (A) 
- through (D) above are, in such case, derived 
by an enterprise of a contracting state. 
2. The term international traffic means any 
transport by a ship or aircraft, except when 
such transport is soley between places in the 
other contracting state. 

Article III 
Gains derived by an enterprise of a coptract- 
ing state from the alienation of ships, alrcraf't, 
or containers operated in international traffic 

‘ shall be taxable only in that state. 

Article IV 
1. . The term enterprise means: 
(A) A state-owned or collectively-owned en- 
terprise of, and an enterpriser carried on by a 
resident of,‘the People’s Republic of China; 
and '

‘ 

(B) An enterprise carried on by a company 
incorporated in the United States of America 
and an enterprise carried on by a resident of 
the United States of America. 
2. The term enterprise also includes a par- 
ticipation in a partnership or joint business by 
an enterprise referred to_in Paragraph 1. 

Article V ‘ 

Salaries and other remuneration derived by a 
resident of a contracting state employed as a 
member of the crew of a ship or aircraft oper- 
ated in international traffic shall be exempt 
from tax in the other contracting state. 

Article VI 
The competent authorities of the contracting 
state shall seek to resolve by mutual agree- 
ment any difficulties or doubts arising as to 
the interpretation or application of this agree- 
ment. 

Article VII 
Nothing in this agreement prevents a con- 
tracting state from taxing its residents and 
citizens. 

Article VIII 
Each of the contracting states shall notify the 
other Contracting state in writing, through 
diplomatic channels, upon'the completion of 
their respective legal procedures to bring this 
agreement into force. The agreement shall 
enter into force on the date of the later of such 
notifications and the provisions shall take ef- 
fect on January 1, 1982. '

' 

Article IX 
This agreement shall remain in force indefi- 
nitely. Hdwever, either contracting state may 
terminate the agreement by giving six months 
prior notice to the other contracting state, 

, 
through diplomatic channels, in which case 
the agreement shall cease to have effect as of 
January 1 following the expiration of the six 
months period. » 

Done at Beijing this fifth day of March 1982, 
in duplicate, in the English and Chinese lan- 
guages, the two languages texts having equal 
authenticity. 
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India: Finance Bill, 1982 
Summary of Proposals relating to 
Direct Taxation 
by Kailash C. Khanna 
CORPORATE TAXATION 
Tax relief has been proposed for Indian exporters whose 
export turnover during the accountingryear exceeds the 
export turnover of the immediately preceding year by 
more than 10%. The goods in relation to which the tax 
concession will be provided and the rate'fit which the re- 
lief will be calculated will be notified by the Central Gov- 
ernment after taking into 'account the cost of manufac- 
ture of such goods, the prices of .similar goods in the 
foreign market, the need to develop foreign markets for 
such goods, the need to earn foreign exchange, the desti- 
nation of export and any other releVant factors. The 
maximum amount of deduction to which thetaxpayer 
will be entitled will not exceed 10% of the amount of in- 
come tax otherwise payable by the taxpayer on the pro- 
fits and gains from the export of such goods. 
With a’view to encouraging construction, engineering 
and similar projects overseas, there is a proposal that?“ 
where a resident Indian taxpayer deriveg any profit from 
the business of execution of a project under a contract 
with a foreign enterprise, he will be entitled to a deduc- 
tion from taxable income of 25% of such profits, subject 
to certain conditions. First, 25% of the profits from the 
project should be credited to a special reserve account, 
which shall not be available for distribution by way of 
dividends or profits for 5 immediately succeeding assess- 
ment years. Secondly, the consideration for the project 
should be payable in foreign currency and the taxpayer 
will be required to remit into India in foreign exChange 
an amount equal to 25% of such profits within a period of 
6 months from the end of the relevant accounting year. If 
the amount credited to the reserve account or the 
amount actually remitted into India is less than 25% of 
the profits of the project, the deduction will be restricted 
‘to the amount so credited or remitted, whichever is less. 

‘ It is proposed to extend, up to 31 March 1987, the graht 
of investment allowance now admissible at the higher 
rate of 35% to specified plant and machinery. 
Another suggestion seeks to exempt from tax intercor- 
porate dividends in the case 'of 3 more industries, 
namely, synthetic rubber, rubber chemicals and basis 
drugs. 

PERSONAL TAXATION 
No changes in the slab rates of tax have been proposed 
except 1n the following cases: 
(1) on income between 60,001 and 70,000 Rs. — from 50 

to 52.570; 
(2) on income between 70,001 and 85,000 Rs. — from 

52.5 to 55%; 
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(3) on income betweefi 85,001 and 100,000 Rs. — from 55 
‘ t0 57.50/0 . »

' 

Under the existing law, deduction in respect of LIC pre- 
mium, employeds contribution to Provident/Superan- 
nuation Fund, deposit of 10/ 15 Year Post Office Cumula- 
tive Time Deposit, etc. is allowed at the following rates: — on 5,000 Rs. — 100% 
— 0n next 5,000 Rs. — 50% 
— on balance -' — 40% '

. 

» It is now proposed to increase the rate of deduction as 
under: . 

‘ 

. 
-

. 

— on 6,000 Rs. — 1000/0 
— on next 6,000 Rs. — 50% 
— on balance —' 40% 
It is also proposed to raise the maximum amount qualify- 
ing for deduction from 30,000 to_ 40,000 Rs. ‘ 

At . present, standard deduction is allowed to salaried 
employees at the rate of 20% of their salary subject to a 
maximum of 5 ,000 Rs. It is proposed to increase the rate 
to 25% without any change in the ceiling of 5,000 Rs. 
Under the existing law, income up to 3,000 Rs. received 
by an individual by way of interest on Government sec- 
urities, interest on certain debentures, dividends on 
shares in Indian companies, interest on bank deposits, 
etc. is exempt up to 3,000 Rs. It is proposed to_ raise the 
exemption limit from 3,000 to 4,000 Rs. 

Encashment of unutilised earned leave received by 
cmplgygggoffiCentral/State Governments at the time of 
their retiréififit‘fiill‘beFexempt from 'tax without any 
limit; others will qualify for relief up to 6 mfo‘njthsésalary r 

or 25,000 Rs. , whichever is less. 

It is also proposed that the exemption limit of interest re- 
ceived from the Unit Trust of India should be raised from 
2,000 to 3,000 Rs. ' 

At present, investment in certain specified new equity 
shares by individuals qualifies for deduction at 50% of 
the cost of acquisition. This deduction is available only in 
the year of acquisition and up to a shareholding of 10,000 
Rs. It is proposed to increase the amount of 10,000 Rs. to 
20,000 Rs. ‘ 

It is proposed to modify the provisions relating to exemp- 
tion from capital gains on transfer of house property. 
The condition of self—occupation of the property by the 
taxpayer is intended to be deleted and the period for con- 
struction of a new property is proposed to be increased 
from 2 to 3 years. Likewise, capital gains arising from the 
transfer of certain long term capital assets will be entitled 
to tax exemption provided the net consideration is 
utilised by the taxpayer for the purchase or construction 
of a house property within the specified period. It is also 
proposed to relate the deduction in respect of long term 
capital gains to the period for which the capital asset has 
been held; higher deduction will be allowed if the capital 
asset is held for a longer period. - 

With a View toencouraging savings, it is pr0pose_d to 
issue a new series of capital investment bonds w1th a 
maturity period of 10 years carrying simple interest at 
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7% per annum payable annually. The interest on this 
bond will be exempt from income tax without any ceiling 
limit. 
It has also bee proposed that the value of these bonds will 
be exempt from wealth tax without any ceiling limit. 
Gifts of these bonds by the_ first holder up to 1,000,000 
Rs. in one or more previous years will also be exempt 
from gift tax. 
In order to encourage private savings, a Social Security 
certificate will be introduced. Under this scheme an indi- 
vidual between the age of 18 and 45 can invest up to 5,000 
Rs. and the amount will triple in 10 years. The main fea- 
ture of this scheme is that in the case of death of the inves- 
tor during the 10-year period, his nominee or legal heir 
will immediately become entitled to the full maturity 
value of the certificate. The details of the scheme will be 
notified later. 

WEALTH TAX 
Under the existing law, exemption from wealth tax is_ 
available up to 150,000 Rs. representing shares in‘Indian 
companies, bank balance, Post Office Savings, etc. This

. 

limit is proposed to be raised to 165,000 Rs. 
The value of conveyance(s) owned by an individual is 
now exempt from wealth tax up to 30,000 Rs. It is pro- 
posed to increase this limit to 75,000 Rs. 
With a View to providing an incentive to increased sav- 
ings, it is proposed to introduce a new capital investment 
bond. Investment in this bond will be exempt from 
wealth tax without any limit. 
It is also proposed to raise the wealth tax exemption limit 
in respect of investment in a Unit Trust from 25,000 to 
35,000 Rs. 

Highlights of the Tax Proposals 
of the Indian Budget for 1982-83 

With the Prime Minister, Shrimati Indira Gandhi, entrust- 
ing the Finance portfolio to Mr. Pranab Mukherjee, the 
youngest Finance Minister in India, just a few weeks be- 
fore the presentation of the budget, it was expected that 
Mr. M ukherjee’s budget would give a boost to the sagging 
Iridian economy. However, the general feeling is that Mr. 
Mukherjee’s maiden budget neither offers any solution to 
the problems which the Indian economy faces nor does it 
seek to give afillip t0 the industrial growth of the country. 

DIRECT TAXES ‘ 

In framing his direct tax proposals, the Finance Minister 
has spelt out his motto thus: Save-invest-produce and get 
concession to export. In order to mobilise private savings 
for public use, the Government has decided to issue two 
new savings investments. Firstly, under the Social Secu- 
rity Certificates, an individual between the ages of 18 and 
45 can invest up to 5 ,000 Rs. which will triple in 10 years.. 
The second instrument is the Capital Investment Bond. 
These bonds will have a maturity of 10 years and carry an 

- interest rate of 7% , exempt of income tax, wealth tax 
and, in the case of gift tax, up to 10 lakhs Rs.1 in the case I 

of the first holder. 
It is proposed to increase the monetary ceiling of deduc- 
tion in respect of Life Insurance, Provident Fund, etc. , 

from 30,000 to 40,000 Rs. The Minister has also pro- 
posed to raise the ceilings for exemption of income from 
investment in specified financial assets such as bank in- 
terest, dividends, government securities, etc. from 3,000 
to 4,000 Rs. and' in case of units from 2,000 to 3,000 Rs. 
He has also proposed to double the amount of deduction 
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by Dharmendra Bhandari* 
of equity investment in new industrial companies and 

- housing finance companies from 10,000 to 20,000 Rs. 
Further, with a view to providing an incentive to tax- 
payers who do not own a residential house, it is proposed 
to exempt from tax long term capital gains arising from 
the transfer of assets where the net consideration re- 
ceived is invested by the taxpayer in a residential house. 
The Finance Minister has also proposed to boost invest- 
ment in India by the ‘large number of non-resident In- 
dians working abroad. Firstly, any investment without 
repatriation rights made by non-residents of Indian ori- 

‘ 

gin, so long as it is not for transaction in commercial land, 
- will be treated on the same footing as investments of resi— 
dent >Indian nationals. They will be allowed to invest, 
with repatriation rights, in any new or existing company 
up to 40% of the capital issued by such company. Sec- 
ondly, the interest rates on new deposits of maturities of 
one year and above held in non-resident external ac- 
counts will carry interest of 2% above the rate permissi- 
ble on local deposits held by persons resident in India. 
The test of “residence” as laid down for taxation pur- 
poses has also been liberalised to avoid hardship to In- 
dian citizens earning income in foreign countries who 
come to India for short spells. 
With a View to earning more foreign exchange, the Fi- 
nance "Minister has proposed a reduction in income tax 
on export profits for exporters whose turnover in 1982-83 
is in excess of 10% of their turnover in the current year. 
In View of the large construction contractors working 
* Chartered accountant. Senior research fellow, Department of Accoun- 
tancy, University of Rajasthan. 
1. 1 lakh = 100,000. 
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outside India, 25% of their profitg will be exempt from 
income. tax subject to certain condmons. 

INDIRECT TAXES 
While giving concession in direct taxes, the Finance 
Minister has relied heavily on customs duties to raise rev- 
enues. His main proposal is to raise the auxiliary duty on 
all categories of imports by 5% except for petroleum 
products. Basic customs duties on several items such as 
polyester chips, electric goods and certain items of iron 
and steel have also been increased. There is a heavy in- 

crease in excise duty on cement which has been raised v 

from 71.50 to 135 Rs. a tonne. 
In order to boost production in certain industries like fer- 
tilizers, steel products, paper, etc. , it is proposed to give . 

excise duty concession for 38 industries on output in ex- 
cess ofl 10% of their 1981-82 output. 
There are several other tax proposals of little importance 
that it is difficult to focus attention on all of them. The

' 

numerous minor concessions, relaxations and incentives
_ 

reflect a certain predilection to please diverse sections of 
the society - understandable in a year of likely mini gen- 
eral elections — but do not add up to 
growth-oriented budget. 

a strategy of a 

I 

INDIA: 
Budget 1982-83 Aimed at Increase of Pro- 
duction and Saving 
Extracts from the Budget Speech pronounced on 28 February 1982 
by Mr. Pranab Kumar Mukherjee, Union Finance Minister. 

See for a detailed discussibn of the Indian tax system the Bureau‘s publica- 
tion TAXES AND INVESTMENT IN ASIA AND THE PACIFIC AA 

Sir, before I present my tax proposal, I would 
like to indicate the broad objectives I have 

- *ke‘fit in view. While we take comfort in our
_ 

success in reducing inflation, it is of the ut— 
most importance that the budget itself should 
not give rise to further inflationary expecta- 
tions. Any large uncovered deficit beyond 
prudent limits is inherently inflationary. It 
also gives rise to adverse expectations with re- 
gard to the behaviour of prices. It is therefore 
my major concern to keep the budgetary de- 
ficit as low as feasible. 
Another important objective is to avoid mea- 
sures which would place undue burdens on 
the low—income and middle-income groups. 
These groups are the worst sufferers in time of 
inflation. ‘ 

As I have already indicated, providing 
adequate incentives for increasing produc- 
-tion and savings in the economy is a prime ob- 
jective of this budget. Larger savings and in- 
creases in productivity can significantly help 
moderate inflationary pressures and also gen- 
erate resources for development. The 
buoyancy in revenue and the decline in the 
rate of inflation in the environment of strong 
agricultural and industrial growth in 1981-82 
confirm this. ‘ 

Salaried taxpayers 

Sir, coming now to direct taxes, my first prop- 
osal concerns salaried taxpayers. There have 
been many representations that the income- 
tax exemption limit should be raised, taking 
account of increases in the cost of living. I can— 

‘ not accept, as a principle, that income limits 
' 

for exemption from tax should be fixed with 

reference to cost of living. Nevertheless, I be- 
lieve some relief to salaried taxpayers within 
the lowest taxable slab would be appropriate. 
At present, salaried taxpayers are entitled to 
a standard deduction equal to 20% of the sal- 
ary, subject to a ceiling of Rs. 5,000. I propose 
to raise the rate of deduction from 20% to 
25% , without disturbing the ceiling of Rs. 
5,000. This will give a significant measure of 
relief to those with salaries up to Rs. 20,000. 
The loss of revenue would be Rs. 21.58 crores 
in 1982-83. 
Another measure of relief seems deserved for 
those at the end of their working lives. I pro— 
pose to exempt from income-tax, subject to 
certain conditions, the encashment benefit in 
lieu of unavailed earned leave given to 
employees when they retire. 
Taxpayers who are not in receipt of house 
rent allowance are entitled to a deduction up 
to Rs. 300 per month in rgspect of the house 
rent paid by them. However, persons receiv- 
ing house rent allowance are entitled to an 
exemption up to Rs. 400 per month in respect 
of the house rent allowance received by them. 
I propose to raise the monetary ceiling from 
Rs. 300 to Rs. 400 per month also for those 
who are not receiving house rent allowance. 
The owner of a self-odcupiéd house is entitled - 

to a deduction, from the annual letting value 
of the house, of an amount equal to 'one-half 
of the annual letting value or Rs. 1,800" 
whichever is less. I propose to raise the 
monetary ceiling of Rs. 1,800 to Rs. 3,600. 

The annual letting value of a newly-con- 
structed house let out on rent has been re- 
duced by an amount up to Rs. 2,400 in respect 
of each residential unit for a period of'five 
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years. With a view to providing a stimulus for 
construction of houses, particularly for per- 
sons with relatively lo’wer incomes, I propose ' 

to raise the monetary limit of Rs. 2,400 to Rs. 
3,600. 

Long term saving 

I prqpose to liberalise the scheme of degluc- 
tion 1n respect of long-term savings such as life 
insurance, provident fund contributions, etc. 
,.A deduction of 100% will be allowed in re- 
spect of the first Rs. 6,000 of the qualifying 
savings, plus 50% of the next Rs. 6,000 of 
such savings plus 40% of the balance. The 
monetary ceiling in respect of the savings' 
qualifying for deduction is also being raised 
from Rs. 30,000 to Rs. 40,000. The higher 
monetary ceiling in respect of the qualifying 
savings in the case of authors, play'wrights, ar- 
tists, musicians, actors, sportsmen and 
athletes, is also being raised from Rs. 50,000 
to Rs. 60,000. These incentives for larger sav-. 
ings will result in a revenue loss of Rs. 26.17 
crores in a full year and Rs. 19.76 crores1 in 
1982-83. It may be desirable in due course to 
provide a wider choice of eligible modes of 
,savings to taxpayers. I therefore propose to 
extend the existing tax concession in relation 
to Investment 1n notlfled Central goyernment 
secuntles. 
I find that out of the new life insurance 
policies issued by the Life Insurance Corpora- 
tion of India, nearly 15% policies lapse before 
the end of the following year. Such a high vol- 
ume of lapses shortly after the issue of the 
policies is a matter of concern. It also implies

_ 

that the very purpose for which the tax cOn-‘ 
cession is allowed in respect of premia on such 
policies, which is to promote long-term sav- 
ings through life insurance, is frustrated. I 
propose, therefore, to provide that were a 
taxpayer discontinues a life insurance policy 
before premia for two years have been paid, 
no deduction will be allowed in respect of the 
premia if any paid under the policy and, if 
such deduction has been allowed, the same- 
shall be withdrawn. 
Under the existing incentives for stimulating 
savings and investment, incomga up to Rs. 
3,000 from investment in specified financial 

1. lcrore =10,000,000. 
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assets, such as government securities, units in 
.the Unit Trust of India, bank deposits and 
shares in Indian companies, is exempt from 
Income-Tax. In addition income up to 
Rs. 2,000 from units in the Unit Trust of India 
is exempt from tax. I propose to raise .the ceil- A _‘ 

v hardship to persons working outside India, ing of Rs. 3,000 to Rs. 4,000 and the separate 
ceiling in respect of income from units, from 
Rs. 2,000 to Rs. 3,000. This measure will re- 
sult in a revenue loss of Rs. 12.12 crores in a 
full year and Rs. 9.09 crores in 1982-83. 
As a parallel measure, I propose to raise the 
ceiling of the value of investments in specified 
financial assets exempt from wealth-tax from 
Rs. 150,000 to Rs. 165,000. In addition, the 
separate exemption of Rs. 25,000 provided in . 

respect of units in the Unit Trust of India is 
proposed to be raised to Rs. 35,000. The rev- 
enue lo_ss will be Rs. 1.54 crores in a full year, 
but there will be no loss in 1982-83. 
At present, taxpayers are allowed a deduc- 
tion, in the computation of taxable income, of 
50% of amounts invested in equity shares of 
new industrial companies and companies en- 
gaged in providing long-term finance for con- 
struction or purchase of houses for residential 
purposes. The‘maximum investment in a year 
qualifying for this deduction is limited to 
Rs. 10,000 with a view to encouraging larger 
investments in such companies. I propose to 
raise the monetary ceiling for investment _to 

’ Rs. 20,000. -

. 

High incomes 

' While I have given some relief to those in the 
lowest taxable inc’omerange, I consider that 
there is scope for more progression in the tax 
rates for high incomes. I, accordingly, pro- 
pose to modify the rates of personal taxatibn, 
'so as to raise the rate of income—tax on the slab 
of Rs. 60,001 to Rs. 70,000, from 50% to 
52.5%, and on the slab of Rs. 85,001 to 
.Rs. 100,000 from 55% to 57%. This would 
'yield Rs. 3.24 crores in a full year and 
'Rs. 2.43'crores in 1982-83.

. 

Withholding pax 

Deduction of tax at source from dividends, in- 
terest on securities and other interest causes 
Considerable inconvenience, and even 
hardship, to a large number of small investors 
"whose taxable income is below the exemption 
limit. For the convenience of such persons, I 

propose to provide that income-tax shall not ' 

be deducted at source if the recipient fur- 
nishes a declaration to the payer of such in- . 

come to the effect that his estimated total in- 
come of the relevant year will be below the 
exemption limit. 

- I also propose to provide that tax will not be 
Valdeducted at source from interest paid on such 
securities of the central government or a state 
government as may be notified by the central 
government in this behalf. ’ 

Residence 

The tests of “Residence” in India laid down 
for taxation purposes result in hardship to In- 

170 

dian citizens earning income in foreigfi coun— 
tries who come to Indla for short spells. An m— 
dividual is regarded as re51dcnt 1n Indla 1n a 

- year if he stays here in that year for 30 days 
only, ‘and also maintains a dwelling house 
here for 182 days or more. As this test causes 
who come home even on relatively short vis- 
its, I propose to delete this test of residence. 

Under another test, persons who have been in 
India for 365 days or more; in the four years 
preceding the relevant year, become resident 
in that year by being in India for 60 days or , 

.mo_re in that year. In the case of Indian citi- 
zens who are employed abroad and who come 
to India on leave or reaction, the period is 90 
days. I propose to extend this benefit also to 
the self-employed and those in other occupa- 
tions, irrespective of their avocation abroad 
or the nature of their visit to India. 

Indian citizens who go abroad for purposes of 
employment are now chargeable to tax in 
India on their foreign income, if they have 
stayed in' India for more than 60 days that- 
year. I propose to liberalise the provision so 
that an Indian citizen who leaves India in any 
year for purposes of employment shall not be 
treated as resident unless he has been in India

_ 

for 182 days or more in that year. 

Foreign exchange earners 

I will now come to some’proposals regarding 
foreign exchange earnings. I propose to pro— 
vide some tax relief to ekporters whose export 
turnover for any year exceeds that ()f the im- 
mediately preceding year by more than ten 
percent. The tax relief, to be calculated at a 
specified percentage of such excess turnover, 
would be limited to ten percent of the income- 
tax otherwise payable on export profits. The 

_ rate at which the tax relief will be calculated 
and the goods qualifying for the purpose of 
this concession will be notified by the Central 
government. 
With a View to strengthen the competitive— 
ness of our construction contractors who have 
undertaken projects oUtside India, I propose 
to exempt 25% of thé profits derived by them 
from such foreign contracts, subject to certain 
conditions. V 

With a view to augmenting the capital base of 
Indian banks engaged in banking operations 

' 

in foreign countries, I propose to provide that 
those banks which are approved in this behalf 
by the Central government would be entitled 
to a deduction up to 40% of their income car- 
ried to a special reserve account. 

Interest-tax levied under the Interest-Tax Act ~ 

formS'an' integral part of our credit policy. 
‘However, taking note of the escalation in 
costs of industrial projects, I propose to 
exempt scheduled banks from payment of in- 
terest-tax on the interest received by them on 
loans sanctioned in foreign currency for im- 
port of capital plant and machinery. With a 
View to improving the compegitiveness of_ ex- 
port of capital plant and machmefy, I prqpose 
to exempt interest paid on credxt sanctloned 
by scheduled banks for éqrt of capital plant I 

and machinery on deferred payment terms 
outside India. - 

'

. 

Incentives 

Investment allowance at the higher rate of 
35% is granted in respect of machinery and 
plant installed for the manufacture of articles 
made with know-how developed in govern- 
ment laboratories, public sector companies, 
recognised institutions and universities. This 
concession is available in relation to machin- 
ery and plant installed up to 3lst March , 1982. 
I propose to extend this tax concession for a 
further period of five years.

' 

Dividends received by a domestic company 
from an Indian company engaged exclusively 
or almost exclusively in the manufacture of 
specified articles are completely exempt from 
income-tax, having regard to the importance 
of basic drugs, synthetic rubber and rubber 
chemicals (including carbon black). I propose 
to extend the benefit of this tax concession to 
dividends received from companies engaged 
in the manufacture of these articles as well. 
At present, scheduled commercial banks are 
allowed a deduction in respect of provisions 
made by them for bad and doubtful debts re— 
lating to advanCes made by their rural 
branches. The deduction is limited to 1.5% of 
the aggregate average advances made by the 
rural branches. In order to promote rural 
banking and to assist non-scheduled commer- 
cial banks operating in the rural sector, I pro- 
pose to extend the benefit of this tax conces- 
sion to them also. 
Energy saving and protection of the environ- - 

ment are high priority areas. I, therefore, 
propose to allow depreciation at 30% 011 de- 
vices and systems for energy saving, or for 
minimising environmental pollution or for 
conservation of natural resources. The list of 
the qualifying items will be notified in due 
course. 
At present, taxpayers are entitled to 100% 
deduction in respect of donations made to ap- 
proved institutions engaged in carryingout 
programmes of rural development. I propose 
to extend this concession to donations made 
to approved institutions for use in program- 
mes of conversation of natural resources. 
Hon’ble members will be happy to hear that I 
propose to place donations made to the na- 
tional children’s fund at par with donations 
made to other funds of national importance 
such as the National Defence Fund, the 
Jawaharlal Nehru Memorial Fund, and the 
Prime Minister’s National Relief Fund. 

Capital gains 

1 consider that some rationalisation of the tax- 
ation in respect of capital gains is desirable. In 
the case of non-corporate taxpayers; long- 
term capital gains up to Rs. 5,000 are de- 
ducted in full. Of the balance amount, a de-

_ 

duction of 25% is allowed where the gains re- 
late to lands and buildings and of 40% where 
the gains relate to other assets. I propose to' 
modify these provisions so as to relate the de- 
duction to the period for which the capital 
asset has been held by the taxpayer, and allow 
a larger deduction in cases where the asset has 
been held for a longer period. The aggregate 
deductiqn in_ respect of capital gains relating ’ 
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to gold, bullion or jewellery will, however, be 
restricted to Rs. 50,000 only. 
There is an acute shortage of housing, and 
house building activity has to be given im- 
petus. With a view to providing an incentive 
to taxpayers who do not own a residential 
house, I propose to exempt from tax long— 
term capital gains arising from the transfer of 
other assets Where the net consideration is in- 
vested by the taxpayer in a residential house: ' 

At present, capital gains arising 'from the 
transfer of a' house used for'personal resi- 
dence by the taxpayer are exempt from in- 
come-tax to the extent that such gains are 
utilised by the taxpayer for constructing or 
purchasing a house for purposes of personal 
residence within a specified period. These 
conditions often lead to hardship. I, there- 
fore, propose to remove these restrictive con- 
ditions. 

Charitable and religious trusts are required to 
conform to the investment pattern laid down 
in the Income-tax Act. Any trust which has 
not changed over to this pattern of investment 
will forfeit exemption from tax from the as- 
sessment year 1982—83. These trusts have 
been given adequate notice to change their in- 
vestment pattern and, ordinarily, I would not 
have proposed any modification in these pro— 
visions. However, I find that the whole gamut 
of the provisions relating to charitable and re- 
ligious trusts is under consideration by the 
economic' administration reforms commisé 
sion. As the government would like to care- 
fully consider the recommendations of the 
commission in this matter, I propose to 
amend the relevant. provisions so that such 
trusts do not forfeif exemption from income- 
tax for the assessment year 1982—83. 
My distinguished predgecessbr had made an 
announcement in the Lok SabhaiondMalj‘chi, 
31, 1981 that the pro'visionsiof'thEIfiEBIfie-tax

’ 

Act relating to the investment pattern of trust 
funds would be modified. So as to permit 
charitable and religious trusts or institutions 
to invest the trust funds in immovable proper- 
ties as well, I am proposing an amendment of 
the relevant provisions of the Income-tax'Act 
to fulfil the assurance given by him. 

Wealth tax 

While the levy of wealth tax on agricultural 
property was discontinued by- the Finance 
(No. 2) Act, 1980, owners of tea, coffee, rub— 
ber and cardamom plantations continue to be 
chargeable to wealth tax. Our experience is 
that the valuation of agricultural land forming 
part of such plantations leads to administra- 
tive difficulties, complaints of harassment 
and litigation. The yield from this levy is also 
insignificant. I, therefore, propose to discon— 
tinue to levy of wealth tax on such plantations 
as well. 
The value of tools and instruments necessary 
to enable the taxpayer to carry on his profes- 
sion or vocation is exempt from wealth tax up 
to an aggregate amount of Rs. 20,000, which 
appears inadequate. I propose to raise it to 
Rs. 50,000. I also propose to raise, from the 
present Rs. 30,000 to Rs. 75,000, the ceiling 
of the value of conveyances, including motor 
cars, for the purpose of exemption from 
wealthiax.

~ 
Gifts~ 

Stamp duty paid on an instrument relating to 
the gift of any property is allowed as a deduc- 
tion from the gift tax payable by the taxpayer 
in cases where the amount of gift tax exceeds 
Rs. 1,000. I p'ropose to allow the benefit of 
this deduction even where the gift tax payable 
does not exceed Rs. 1,000. 

,7 

Luxury hotels 

The Hotel Receipts Tax Act, 1980 provides 
for the levy of a tax on the gross receipts of 
luxury hotels. As the levy of this tax may ad- 
versely affect the flow of foreign tourists into 
India, I propose to discontinue this levy in re- 
lation to the chargeable receipts. of such 
hotels accruing or arising or received by them 
after the 27th February, 1982. The revenue 
loss would be about Rs. 6 crores. 

Auxiliary customs duties 

Mr. Speaker, sir, I now turn to the area of in— 
direct taxes. Taking customs duties first, my 
principal proposal is with regard to auxiliary 
duties of customs. This levy, which has been 
imposed on an annual basis since the 1973 
budget, is proposed to be‘continued during 
1982-83. The balance of payments position 
has been continued during 1982-83. The bal- 
ance of payments position has been. under 
pressure in recent times and will continue to 
be so for some timé to come. H0wever, a 
liberalised regime of imports has been a fea- 
ture of our economic policies. This will be 
continued in order that investment and ‘pro- 
duction, particularly in essential and priority 
sectors, are not hampered or slowed down. 
There is no strong reason, however, where 
those who have access to imports in a difficult 
situation should grude to pay a little more. I 
accordingly propose to increase the rates of 
auxiliary duties by five percentage points on 
all categories of imports, which some excep— 
mom. 
I am excluding from the proposed increase in 
auxiliary duty essential items like crude pe- 
troleum, bulk petroleum products, such as 
kerosene and high speed diesel oil, and some 
other items on which import duty rates have 
been adjusted in the recent past on price par- 
ity considerations. Fuller details of these 
proposals are available in the budget papers. 
My proposals relating to auxiliary duties of 
customs are expected to yield an additional 
rqvenue of Rs. 290 crores. 

Basic customs duties 

In the light of the present market conditions, 
and the need for encouraging a few»selected 
industries, it is necessary to effect certain 
changes in the basic customs duties. I propose 
to raise the basic customs duty on cork and 
cork articles from 40% to 60% ad valorem; on 
certain categories of dyestuffs, from 60% to 
100% ad valorem; and on certain other 
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categories of dyestuffs, pigments and colours 
and paints and varnishes, from 100% to 150% 
ad valorem. I also propose to increase the 
basic customs duty on certain items of iron 
and steel, such as melting scrap of stainless 
steel and heatresisting steel, and certain 
categories of alloy steel excluding stainless 
steel and heat—resisting steel; from the exist- 
ing levies to 60% ad valorem. The effective? 
rate of basic customs duty on copper pipes 
and tubes, blanks and hollow bars of pre- 
scribed specifications will be_ increased from 40% to 60% ad valorem. The basic customs 
duty on polyester chips is being increased 
from 100% to 140%. These proposals are 
likely to result in additional revenue of Rs. 42 
crores. 
It may be recalled that in the last budget, an 
effective customs duty of 15% ad valorem was 
imposed on imported newsprint on which 
there continues to be large foreign exchange 
outgo. The government has received rep- 
resentations against this levy. I propose to“ 
convert the ad valorem levy to a specific total 
levy of Rs. 825 per metric tonne so as to ob- 
viate automatic increase in 'its incidence on 
account of rising international prices. There 
will be no revenue loss. 
The indigenous zinc and lead industries are 
facing difficulties owning to escalation of 
input costs, particularly of imported concen- 
trates. In order to enable them to increase 
their capacity utilisation, I propose to reduce 
the total customs duty incidence on imported 
zinc concentrates from 50% to 15% ad val- 
orem and that on lead concentrates from 50% 
to 5% ad valorem. Simultaneously, I propose 
to increase the customs duty on imported zinc 
metal from 50% advalorem to 60% ad val- 
orem. In order partly'to offset the revenue 
loss, I propose to increase excise dotiéé 61i‘in- ' 

digenously produced, zinc metal, zinc scrap 
and zinc products by Rs. 715 per metric tonne" 

’ and that on lead metal and scrap by Rs; 374 
' per metric tonne. The excise duty on zinc 
pipes and tubes will go up from 38.5% to 
49.5% ad valorem. These measures, taken to- 
gether, would result in an overall loss of about 
Rs. 41 lakhs. ' 

~ With a View to improving the competitive 
' position of Indian chromite ore in the context 
of falling prices in the export market, I pro- 

' 

- pose to convert the existing specific rates of 
export duty applicable'to different grades of 
the ore and concentrates to an ,ad valorem 
duty of 10%. The revenue sacrifice is of the

_ 

order of Rs. 1 crore. 
I also propose to fully exempt two fertilisers — 
calcium ammonium nitrate and ammonium 
sulphate from customs duties. The import 
duty on internal combustion engines and non- 
interchargeable pans of such engines for 
manufacture of power tillers is also proposed 
to be reduced from 125% to 50%. 
I propose to fully exempt 10 more bulk drugs 
imported for manufacture of life-saving drugs 
and medicines. Details are being notified. 
During the past few years, the government 
has been using the fiscal mechanism for ac— 
celerating the growth of the electronics indus— 
try. As a further step in this strategy, I pro- 
pose to raise the basic customs duty on elec- 
tronic items such as computers, calculating 
machines, accounting machines, cash regis- 
ters and certain electronic sub-assemblies 
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from the existing levels of 40, 50 and 60% to - 

100% ad valorem. On the other hand, I pro— 
pose to extend the scope of the present import 
duty concessions to cover 45 new items of cap- 
ital equipment and 13 new items of raw mate- 
‘rials and components used by the electronics 
industry. The customs duties leviable on 
these items are proposed to be reduced from 
the respective existing rates to 53% ad val- 
orem in the case of machinery and instru- 
ments and to 55% ad valorem in the case’of 
raw materials and components. The net rev— 
enue gain from these proposals is Rs. 13 
crores.

‘ 

Free trade zones 

Representations have been received that it is 
not always possible for units in the free trade 
‘zones to export their entire production, and 
that a provision should be made to allow a 
proportion of the goods manufactured in 
.these zones to'be cleared into the domestic 

, tariff area. It has been decided, subject cer- 
- tain conditions, to allow such removals up to 

. 25 % of the production of a unit for sale or use 
.within the country on payment of appropriate 

. 
duties. Provision is being made in the Finance 
Bill to amend the Customs and Central Acts 
for the purpose.

‘ 

Excises 

-On the Central excise side, the levy of special 
duties of excise is proposed to be continued at 
the existing rates during the year 1982-83. 
The existing exemptions from the special duty 
_are also proposed to be continued. 
As I said earlier, my basic approach has been 
that additions to revenue from Central excise 
duties should essentially come from increased 
production. I am also avoiding recourse to 

* measures which could affect retail prices 'over 
a wide spectrum of goods. I have accordingly' 
"selected only a very few items for increased 

. 

' taxation. In selecting these items, I have kept 
in' view the demand and supply situation 
which has resulted in undue profits to trading 
channels, the scope for subjecting certain ar- 
ticles of elite consumption to a higher rate of 
tax, and the need to restructure the excise and 

"f customs duties applicable to certain basic in-
' 

7 dustries. 

The government has decided to introduce 
scheme of “levy” and “free” sale of cement, 
and a dual pricing policy based on this con- 
cept. Details of the new scheme are being 
notified by the government separately. There 
has been no increase in the low level of basic 
excise duty on cement since January, 1977, 
even though thereafter the price of cement 
has increased very substantially. I propose to 
'increase _the total excise duty on ordinary 
‘portland cement, portland pozzolana ce- 
ment, blast furnace slag cement and'masonry 
cement, from Rs. 71.50 to Rs. 135 per metric 
tonne. The more expensive special varieties 
of cement will be subject to higher rates of 
duty. The-effective total excise duty on ce- 
ment produced in mini cement plants is pro- 
posed to be fixed at Rs. 100 per tonne. ' 

I also propose to impose a basic cfistoms duty 
_of 10% ad valorem on imported cement, toe 
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gether with full countervailing duty. N0 au- 
xiliary duty would be leviable on imported ce- ~ 

ment. These proposals will give additional 
revenue of Rs. 158.73 crores on the central 
excise side and Rs. 39.60 crores‘on the cus- 
toms side. The impact of the proposed in- 
crease in excise duty per bag of cement of 50 
kilograms would work out to Rs. 3.175. 

Electronic appliances
I 

In the recent past, certain expensive elec- 
tronic goods favoured by the affluent are 
being produced in increasing quantities. 
These are now subjected to a very low inci- 
dence of duty at eight percent ad valorem 
under item 68 of the central excise tariff. I 

now propose to carve out new entries in the 
excise tariff, and subject video cassette recor— 
ders arid reproducers, television cameras and 
video cameras, and similar goods to a basic 
excise duty of 25% ad valorém. Blank and re- 
corded video and audio tapes of the spool and 
cassette types, as also video discs, are also 
proposed to be subject to a basic duty of 25% 
ad valorem. Recordings which are not for 

. commercial purposes will be exempt. I also 
pro ose to levy basic duty at a higher rate of 
40°21j on electronic machines for games of skill 
or chance, including those used for television 
games and video games. These proposals 
would yield revenue of Rs. 3.83 crores. 

Toilet preparations 

Toilet preparations not containing alcohol 
are liable to central excise duty at the basic 
rate of 100% ad valorem whereas those con- 
taining alcohol attract duty under the Medici- 
nal‘ and Toilet Preparations (Excise Duty) 
Act at only 60% ad valorem or Rs. 13.20 per 
litre of pure alcohol content, whichever is 
higher. Some misuse because of these diffe- 
rential rates has come to notice. I, therefore, 
propose to raise the alternative ad valorem 
rate of 100% ad valorem so as to place both 
categories of toilet preparations more or less 
at par. The revenue yield from this measure is 
expected to be Rs. 2.3 crores and would ac— 
crue mostly to the states. 

Textiles 

Hon’ble members may recall that the textile 
policy statement of March, 1981 envisaged a 
review of fiscal levies on man-made fibres and 
yarn. While cotton will continue to enjoy the 
predominant position in textiles, it is neces- 
sary to encourage increased consumption of 
blends of cotton and man-made fibres and 
yarns, if we are to achieve the plan target of 
even a modest increase in the per capita av- 
ailability of cloth. For some time past, 
blended fabrics containing polyester fibre in 
proportions too small to impart the requisite 
durability and easycare properties to’the fab- 
rics are flooding the market with stampings 
thereon which would mislead the public. 
From the point of View of better utilisation of 
polyester fibre, it is necessary to encourage 
blends of desirable proportions, and discour- 
age blends which do not really serve the in- 

. 

tended purpose. I therefore propose to make 
certain changes in the fiscal levies applicable 
to man-made fibres and yarns. Ipropose to in- 
crease the duty on blended cotton yarn and 
cellulosic spun yarns containing up to one- 

: sixth by weight of polyester fibre from the 
existing average total incidence of Rs. 1.63 
per kilogram to Rs. 7.5 per kilogram. The 
total incidence on such blended yarns con- 
taining more than one-sixth but less than 50% 
of polyester fibre, which seems to be desira— 
ble blends in Indian conditions, is proposed to 
be reduced from Rs. 22.50 per kilogram to 
Rs. 11.25 per kilogram. Similarly, the: inci- 
dence on blends containing 50% or more but 
less than 70%, of polyester fibre is being re— 
duced from Rs. 30 per kilogram, to Rs. 22.50 
per kilogram. There will be no change with re- 
gard to blends containing 70% or more of 
polyester fibre. ~ 

It is proposed to increase the total incidence 
of central excise duty on acrylic fibre from 
Rs. 12.50 to Rs. 17.50 per kilogram and 
simultaneously to reduce the countervailing 
duty on imported fibre from Rs. 37.50 to 
Rs. 30 per kllogram. 
Turning to viscose staple fibre the excise duty 
is being raised from Rs. 3.12 per kilogram to _ 

Rs. 4 per kilogram and the duty on polysonic 
and high wet modulus fibres is being reduced 
from Rs. 5 to Rs. 4 per kilogram. ' 

Acetate filament yarn which is used in the de- 
centralised sector is not produced in adequate 
guantities in the country. It is proposed to re- 
uce the customs duty on it from 125% to 
20% ad valorem so as to facilitate imports of 
this yarn. 
I do not propose to change the excise or basic 
customs duty rates applicable to other fibres 
such as acetate fibre and polyester fibre and 
other filament yarns such as viscose, nylon 
and polyester filament yarn. 
These proposals would result in a net loss of 
Rs. 13 crores on the central excise side and a 
gain of Rs. 12.94 crores on the customs side. 
At present, there is no basic duty leviable on 
man—made fabrics, the incidence of such 
duties having been shifted to the fibre and 
yarn stages. These fabrics attract only addi- 
tional excise duties in lieu of sales tax. While 
the present rate structure is progressive on 
fabrics having ex-factory price up to Rs. 10 
per square metre, it is not so in respect of the 
higher priced fabrics since the duty applicable 
to them is a uniform 5.5% ad valorem. There 
are very high-priced fabrics in this range, cat- 
ering to affluent consumption, and these fab- 
rics can well bear a moderate increase in 
duties. I therefore propose to introduce 
further progression in the rate structure in 
such a way that fabrics having ex-factory 
prices of more than Rs. 20 per square metre 
would attract duty at 7.5% ad valorem. The 
additional revenue from this proposal is ‘esti- 
mated at Rs. 35 crores, which will go to the 
States. The proposal would also be a step to- 
wards fulfilment of the Centre’s commitment 
to the State to increase the overall incidence 
of additional excise duties in lieu of sales tax, 
as a percentage of the value of clearances. I 
am sure that Parliament and the States would 
whole-heartedly welcome this step. 
The overall effect of the duty changes on 
blended fabrics containing cotton, cellulosics 
and polyester would be a decrease in the price 
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of desirable blends and an increase in the 
price of the other less desirable blends. 
I have included in the Finance Bill some pro- 
visions designed to achieye simplification and 
greater clarity in the tariff nomenclature and ‘ 

thereby minimise the scope for classification 
disputes. These measures are not designed as 
revenue raising exercises, but because of the 
changes in classifications, some revenue will 
accrue. The proposals cover, among others, 
major petroleum products, artificial and 
synthetic resins and plastic materials.~ 

Pa'per~ 
I also propose to rationalise and restructure 
the tariff relating to paper and paper boards, 
the primary objective being to exempt small 
scale paper converters from'payment of ex- 
cise duty and to release them from excise con- 
trol. In order to recoup the consequent loss in 
revenue, I propose to raise the basic excise 
duty on industrial varieties of paper and 
paper boards by a small margin of 2.5% ad 
valorem. However, certain converted papers 
of high value-added categories are proposed 
to be subject to basic excise duty at 32.5% ad 
valorem. Similarly, specified articles made of 
paper and paper board are proposed to be 
brought within the purview of the tariff item 
but effectively restricting the levy to printed 
cartons and printed boxes.~ 

Tyres~ 
In recent years, the scheme of input excise 
duty relief has been extended'to cover certain 
specified industrial products. I propose to 
further extend input duty relief in respect of 
synthetic rubber, carbon black and rubber 
processing chemicals going into the produc- 
tion of tyres. To make up for the revenue loss, 
I propose to raise the duty leviable on tyres 
from a total of 60.5% to 66% ad valorem. 
While tyres for tractors and scooters will also 
enjoy the benefits of the input duty relief, I do 
not propose to increase the final duty rates on 
them. As this is intended to be a balancing 
exercise, no credit for additional revenue is 
being taken. 

Aluminium 

As the House is aware, the administered price 
of aluminium metal is revised periodically, 
keeping in view escalations in input costs. In 
order to contain the incidence of excise duty, 
it is proposed to levy duty at specific rates. 
The rates would be Rs. 3,085 on electrolytic 
grade ingots, Rs. 3,125 on billets, Rs. 3,330 
on wire rods produced by primary producers 
and Rs. 3,280 on wire bars. There would be 
no change in the rates of countervailing 
duties. The proposal will give some relief to 
the finances Of State Electricity Boards.~ 

Glass ‘~ 
As an anti-avoidance measure, I propose to 
add to the present ad valorem levy on flat 

glass, a specific levy at the rate of Rs. 5.50 per 
millimetre thickness per square metre. Effec- 
tive rates of duty are being prescribed at lower 
levels for different categories of flat glass. 

Biri 

The Government has received a large number 
of representations alleging malpractices in 
the biri industry, on account of the present 

. 
differential rates of excise duty applicable to 
branded and unbranded biris. Many state 
governments and associations have urged 
that this distinction should be done away 

. with. A suggestion to the same effect has also 
been made in a recent’ meeting of labour 
ministers. Taking note of these points, I pro- 
pose to do away with the existing duty diffe- 
rential and to subject both branded and un- 
branded biris to a uniform composite duty 
rate of Rs. 3.60 per thousand. Simultane- 
ously, the existin quantum of unbranded 
biris eligible for my free clearance is also 
being reduced from 30 lakhs to 20 lakhs in a fi— 
nancial year. This would still leave self— 

« employed family units, petty shop-keepeps, 
etc. out of the tax net. 

Aerated water 

The general scheme of excise duty concession 
applicable to small manufacturers of 72 
specified groups of commodities is being ex- 
tended to manufacturers of asbestos fibre and 
yarn. Some misuse of the scheme with a view 
to avoiding excise duty on popular brands of 
aerated waters has come to notice. I therefore 
propose to take aerated waters out of the 
scope of the general scheme and devise a new 
scheme for it. Essentially, small manufactur— 
ers who sell their products under their own 
brand or trade names would continue to 
enjoy the benefits available under the present 
scheme. However, manufacturers who pro- 
duce and bottle aerated waters under brand 
or trade names in pursuance of agreements 
with the owners of such brand or trade names 
would not be eligible for the concession. This 
also is purely an anti-avoidance measure. 

v Dyestuffs 

The general scheme referred to earlier seems 
to have been similarly exploited by certain 
small manufacturers of synthetic organic 
dyestuffs. Under the present scheme, clear- 
ances up to Rs'. 71/2 lakhs are fully exempt and 
an additional Rs. 71/2 lakhs are subject to duty 
at 3/4ths of- the duty rate applicable to the or- 
ganised sector. In View of the relatively high 
rate of duty on dyestuffs and the fact that 
techniques of production of some dyestuffs 
are comparatively simple, it appears there has 
been a proliferation of small units with con- 
sequent deleterious effects on the uality, 
.and also on the industry as a whole ang on ex- 
ports. I, therefore, propose to delete dye- 
stuffs from the purview of the general 
scheme. ,. _ 

Under a new scheme which is being an- 
nounced in respect of dyestuffs, very small 
manufacturers whose clearances do not ex— 
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ceed Rs. 1 lakh per annum will be fully 
exempt from excise duty. In the case of other 
small manufacturers, clearances up to Rs. 15 v 

lakhs of dyestuffs Will be subject to 50% of the 
duty applicable to the organised sector. All 
manufacturers will be brought under excise 
control. The monetary content of the present 
scheme of relief is, by and large, maintained 
under the new scheme. 

Electronic goods 

At present, certain specified consumer elec- 
tronic goods manufactured in the small sector 
attract duty rates lower than the normal rates. 
To restrict this duty concession to genuine' 
small manufacturers, it is proposed to restrict 
the scheme of duty exemption to manufactur- 
ers with total anmnual turnover not exceed- 
ing Rs. 2 crores.

' 

Matches 

With regard to the match industry, I do not 
propose to disturb the existing duty structure. 
Small manufacturers whose clearances have 
not exceeded 150 million matches in_the pre- 
ceding financial year would continué to be- 
eligible for the concessional rate of duty of 
Rs. 1.60 per gross boxes on clearances up to 
120 million matches in the financial year. The 
concession will not be available if the matches 
are marketed under the labels of manufactur- 
ers who pay duty at Rs. 4.50 or Rs. 7.20. 
As Hon’ble members are aware, the govern- 
ment has been using the excise dut'y 
mechanism as a powerful incentive for the 
growth of the cottage sector of the match in- 
dustry. A number of manufacturers in the 
middle sector have, however, challenged in 
courts of law, the excise concession scheme 
for the.cottage sector and obtained judge- 
ments in their favour. This may result in re- 
fund of substantial amounts of duty to the 
middle sector units. As the element of duty at 
the higher rate would have already been pas— 
sed on to the millions of consumers, any re- 
fund of such duties Would only result in unjust 
enrichment. A provision has been made in 
_the Finance Bill to obviate this contingency. 

Assessable value 

There have been some disputes in the recent 
past regarding the determination of assessa- 
ble values of excisable goods from a given 
cum-duty price, resulting in considerable liti- 
gation. This has resulted in locking up sub— 
stantial amounts of revenue. It is proposed to 
suitably amend section 40f the Central Excise 
and Salt Act to make it clear that in comput— 
ing the amount of duty of excise deductible 
from the cum-duty price, the effective 
amount of duty of excise payable on the goods 
under assessment shall alone be taken into ac- 
count. This amendment is being given effect 
to, retrospectively from lst October, 1975. 

Captive consumptlon 

It has been the long-standing practice to 
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charge excise duty on goods used for captive 
consumption within the factory where they 
are produced. Some doubt had, however, 
been cast onthis positionas a result of judge- 
ments of some High Courts, which inter— 
preted certain provisions of the Central Ex- 
cise Rules to hold that duty could not be col- 
lected on such goods as they had not been ‘re— 
moved’ from the factory. A number of man- 
ufacturers have also obtained stay orders 
from courts based on the same grounds. The 
.matter has been. taken up in appeal. 
Nevertheless, in order to place the position 

. beyond doubt, the relevant Central Excise 
Rules have beeh suitably amended. A provi- 

‘ sion has also been included in the Finance Bill 
so that these amendments will have retro- 
spective effect and the collections of duty 
made in accordance with the existing practice 
‘will also be validated. ‘ 

Productivity Year 

As the House is aware, 1982 has been desig- 
nated by the Prime' Minister as the “Produc- 
tivity Year”. With the improvement in infras- 
-tructural facilities, it is hoped that industrial 
production would register further growth in 
the current year. The fiscal mechanism could 
be judiciously deployed in furthering this ob- 
jective. With this in View, I propose to formu- 
late a scheme of exCise duty concession for in- 
creased production of goods during the 
period of 12 months commencing on the lst 
March, 1982 and 'ending on the 28th Feb— 
ruary, 1983. The sch'eme would cover 38 tariff 
items including some basic raw materials, 
other important industrial inputs and certain 
finished products. Some of the items are caus- 

' tic soda, fertilisers, synthetic resins, steel in- 
gots and steél products, internal combustion 
engines, wires and cables, two and three 
.wheeled motor vehicles, light and heavy com- 
mercial vehicles, tractors, railway wagons, 
man-made fibres and filament yarn, tyres and 
.writing and printing paper. A full list may be 
found in the Budget papers. The benefits of 
the scheme would accrue only in cases where 
the production in the 12 months period'refer- 
redto above exceeds 110% of the production 
during the base petiod, namely, ,the 12 
months ending on the 28th February, 1982. 
The duty concession would be 1/5th of the total 
amount of duty paid on the excess production 
computed, as explained earlier, in respect of 
goods carrying basic excise duty of 20% ad 
valorem or less, and l/1oth of the duty in other 
cases. The amount so computed for the whole 
period would be given as a credit which may 
be utilised for payment of Central exc'ise duty 
during the financial year 1983-84. 
The scheme will apply also to small scale man- 
ufacturers, who actually pay duty. It is pro- 
posed to ensure that those small scale units 
which are eligible for the benefits of the rele- 
vant excise duty concession schemes and are 
within the respective cut—off points during the 

year 1981—82, would continue to be eligble-to 
the said benefits in 1983-84, even if they pro- 
duce and clear goods in excess of the eligibil- 
ity limits in the productivity year. ~ 

I am sure that industry will rise to the occasion 
and respond to this generous gesture of the 
government and achieve new peaks of pro— 
duction. Since the government would also be 
a beneficiary of the higher production in the 
shape of increased collection of excise duties, 
I do not propose to take any amount as rev- 
eplie loss on account of the proposed conces- 
sxon. 

Common consumption 
I have already referred to the need to 
minimise the impact of my proposals on the 
middle and poorer sections of society. I pro- 
pose to go further and give some concessions 
on articles of special interest to those sec- 
tions. I propose to partially or fully exempt 
from excise duties several articles of common 
consumption. Some of these products are of 
interest to the student community, some are 
of general utility, yet others of interest to the 
disabled and one in the interest of horticul- 

. ture. I propdse to fully exempt from excise 
duty, pencils, érasers, pens including ball 
point pens and refills, laboratory glassware, 
.enamelware, thermos flasks and parts, water 
coolers, candles, -toOth brushes, spectacles 
and spectacle frames, one-day alarm clocks, 
domestic water filters, handpumps, Braille 
typewriters, invalid carriages and helmets. 
Further, I propose to reduce the basic gxcise 
duty on specified fruit and vegetable prepara- 
tions from 15% to 10% ad valorem. I also pro- 
pose to incnease the present value limits of 
Rs. 15 per pair of footwear for eligibility to 
full duty exemption, to Rs. 30 per pair. Lac is 
also being exempted. In order to reduce the 
packaging cost involved in the sale of milk in 
laminated paper packs, I propose to exempt 
from excise duty low density polyethylene 
film and paper to be used by the Indian Dairy 
Corporation for the manufacture of such 
paper packs. This measure should enable 
larger marketing of milk in paper packs which 
have a longer shelf life, and also help in the 
fuller utilisation, of surplus milk produced in 
flush seasons. - A 

At present, mopeds of engine capacity up to 
75 cc bear a reduced rate of excise duty of 
10% ad valorem. This fuel—saving per- 
sonalised conveyance is becoming increas- 
ingly popular particularly in urban and semi- 
urban areas. I propose to extend the conces- 
sion to mopeds of engine capacity to 100 cc 
which are expected to be more fuel—efficient. 
I had referred ‘earlier to certain adjustments 
of excise and customs duties consequent on a 
review of the fiscal levies on man—made fibres 
and yarn. The production of blended cloth in 
the handloom sector is at present around 12 
million metres. In order to enable the hand- 
loom sector to register faster growth, I pro- 
pose to fully exempt from excise_ duties 
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polyester blended fabrics woven on hand- 
looms from processing stage duties if they are 
processed in factories set up by the state hand- 
loom development corporations or apex co- 
operative societies approvedjn this behalf by 
the Central government. This concession in- 
volves a revenue loss of Rs. 4 crores. I also 
propose to exempt metallised man-made fila- 
ment yarn from the whole of the excise duty 
considering its use in saris and the like. The 
value of this concession is about Rs. 1 crore. 
These excise duty conceséions I have just re- 
ferred to entail a total revenue sacrifice of 
Rs. 13.77 crores in a full year. 
Where the changes are to be made by notifica- 
tions effective from 28th February, 1982, 
copies thereof will be laid on the table of the 
House in due course. 
My proposals will~yield-a net sum of about 
Rs. 196.13 crores from excise duties and 
Rs. 391.35 crores from customs duties. The 

' 

yield from duties under the Medicinal and 
Toilet Preparations (Excise Duties) Act will 
be Rs. 2.30 crores in a full year. Taking all the 
proposals together, the net accrual to the 
Central exchequerr in a full year will be 
Rs., 487.60 crores and that to the states will 
be Rs. 102.23 crores. 
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.UNITED KINGDOM: 
Budget 1982-83 
A Budget for Industry and Jobs 
Extracts from'the Budget Speech pronounced on‘9 March 1982 by the 
Chancellor of the Exchequer, S‘ir Geoffrey Howe. 

A discussion of the UK. Budget will appear in the International Bureau of 
Fiscal Documentation’s tax journal: EUROPEAN TAXATION; ‘ 

I 

This will be a Budget for' industry — and so a 
Budget for jobs. But'it will be a Budget for 
people as well. It is a Budget that will 
strengthen the foundations of economic re- 
covery. 

So this afternoon, I want to remind the House 
once more of two figures that virtually tell it 
all. Since 1960 the real purchasing power of 
the average citizen in Britain has risen by over 
two-thirds. But the real rate of return on the 
capital employed in British industry ha_s fallen 
by five-sixths. In other words, our present liv- 
ing standards have for years been plundered 

, from the store of investment for the future. 
Nor have we put to good use the investment 
that has been made. Too often we have tried 
to mitigate the inescapable consequences of 
poor productivity and shrinking international 
competitiveness, by clinging to manning 
levels that could not be sustained. 

REDUCTIONS IN TAXATION 
Although most of the measures which I shall 
announce today involve reductions in taxa- 
tion, I am also proposing some additions to 
public expenditure, totalling some £350m in 
1982-83. This includes an increase 0f£150m in 
the Contingency Reserve to accommodate 
so'me of the expenditure measures: this brings 
the reserve in 1982-8340 £2,400m. The plan- 
ning total for 1982-83 given in the White 
Paper is £115.15bn, in cash, compared with 
£110.2bn which is the cash equivalent of last 
year’s projections for 1982-83. But the in- 
creases I now propose will be more than offset 
by other changes in costs, and the total will 
therefore be £114.9bn. - 

CHARITIES 
The Government is deeply conscious of the 
contribution to our national life that is made 
by many of our charitable organisations. Two 
years ago, I introduced substantial new tax re- 
lief for convenated donations to charities. I ‘ 

'also doubled the exemption from capital 
transfer. tax for charitable bequests or gifts 
made w1th1n one year of death. 
We have bee_n urged to relieve charities from 
VAT on thglr purchases. The attractions of 
thxs are obv10us. But it raises substantial dif- 

ficulties. The more one studies how it might 
be done — and we have looked into it exhaus— 
tively — the more insuperable appear the 
problem of definition of administration and 
of equity that stand in its way. So, reluctantly, 
I have had to be satisfied with other ways of 
helping charities instead. ' 

First, I propose to take the Capital Transfer 
Tax exemption for qualifying gifts to charities 
a stage further, by increasing it, for gifts made 
within a year of death, from £200,000 to 
£250,000. 
Secondly, I intend to abolish Stamp Duty 
completely on transfers of assets to charities. 
Thirdly, as the NatiOnal Council for Volun- 
tary Organisations has suggested, I propose 
to remove beyond all doubt any liability to 
Development Land Tax where a charity dis- 
poses of property which has been subject to 
roll~over relief.

' 

‘Taken together, these measures constitute. 
significant new assistance to charities and vol- 
untary organisations. They build still further

' 

upon the significant benefits which charities 
have derived from earlier action by this Gov- 
ernment. Our record continues to be one in 
which we can justifiably take pride. 

DISABLED 
I now come to the particular problem of the 
disabled which we have always had very much 
in mind. Last year, the. International Year of 
the' Disabled, 1 introduced a range of value 
added tax reliefs for charities concerned with 
the disabled. I am now able to announce three 
further measures of help. 
First, there will be some extension of the 
existing VAT reliefs for disabled people and 
the charities serving them. 
Secondly, mobility allowance. The rate will 
be increased — by more than the expected rise 
in prices — from £16.50 a week to £18.30. Thls 
will mean that it has risen by over 80% since 
the Government took office. This represents 
a considerable increase in real terms.

' 

In addition I propose this year to respond to a 
particularly important request made on be- 
half of the disabled to successive g0vernment_s 
in recent years. I propose that from 6 Apnl 
the mobility allowance should be. wholly 
exempt from income tax. This is a major step: 
it means an increase in net income of up to £5 
a week for the working disabled. They de- 
serve every encouragement, and the change 
will, I know, be widely welcomed. 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

NATIONAL INSURANCE 
SURCHARGE REDUCED 
I _now turn to what can be done in this Budget

‘ 

dlrectly to benefit business, industry, and 
hence jobs. .

‘ 

Our prime purpose is to help private com- 
merce and industry to help itself, by cutting its'- 
costs. And I have no doubt, frOm the repre- 
sentations I have received, that the single 
measure business would most welcome is a re- 
duction in the National Insurance surcharge. 
This surcharge was imposed and then in- 
creased ‘by' the previous Government. Iri-

' 

deed, in their last two-and-a-half y'ears in of- 
fice, the last Government increased the com- ' 

bined charge on employment, the employers’ 
National Insurance contribution and the Na- 
tional Insurance surcharge, from 81/2% to 
131/2%. ' 

The surcharge is, of course, a tax on employ- 
ment. It raises production costs. It is not re-v 
batable on exports and it either puts up prices 
or cuts into profits. But it is an extremely cost- 
effective tax. It raises large amounts of rev- 
enue, at little administrative cost. It is much ' 

easier to put on a tax of this kind than to take it 
off.

' 

This Government has already protected 
businesses, and so employment, from any in- 
crease in employers’ National Insurance con- 
tribution rates for two consecutive years. Had 
we not done so, employers would'have had to ‘ 

find nearly £1 billion more in the coming year 
than will actually be the case. 
It is now time.to offer more positive relief. I - 

accordingly propose to cut the rate of the Na- 
tional Insurance Surcharge from 31/2 to 21/2%. 
This will help to reduce costs throughout the 
economy and will be of value to all businesses, 
whatever their tax position. 
The cut will operate from August 2, which'is 
the earliest practicable date. ' ' 

But I am anxious that industry should not suf- 
fer from this unavoidable delay. I shall there— 
fore propose an extra 1/2% reduction between 
August 1982 and April 1983. The effect of this ' 

will be to ensure that business as a whole will 
enjoy in the last_ two—thirds of 1982-83 the 
equivalent of a whole year’s reduction of- 1% 
in the surcharge. 
The proposal is intended to reduce business 
costs in the private sector. However public 
sector employers also pay the surcharge, and 
in order to leave them exactly where they ' 

would have been without the change, appro- 
priate reductions will be made in the relevant 
cash limits and the Votes of central govern- 
ment and the NHS, in the Rate Support Grant 
to local authorities, and in the External 
Financing Limits of the nationalised indus- 
tries. The necessary changes will be an— 
nounced as soon as possible. This will reduce 
the cost to a net figure of £640m in 1982-83. - 

The aim of the relief I have just announced is 
to help business costs and employment. If it 
were to find its way into higher pay, that 
would totally defeat the object of the exer- 
cise, and would obviously have to be taken 
into account in future. 
It is crucial that this should not happen. In 
proposing this reduction, we are offering 
business and industry, management and 
workforce, an exceptional opportunity to im- 
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prove their own performance and prospects. I 

believe that they will take 1t. 

No CHANGES OF VAT RATES: 
excuseounes UP 
I come now to the indirect taxes. I propose no 
change in the rate of VAT. 

~ For the excise duties therc has grown up in re- 
cent years a sensible presumption that they 
should be adjusted in line with the movement 
in prices from one year to the next. That, after 
all, is what happens automatically with VAT 

V 

and the ad valorem duties, and also to the per- 
» sonal tax allowances, unlessvparliament de- 
Vcides otherwise. And that is the basis of my 
approach to excise duty changes this’ year. 

_ 

I start with the duty on tobacco. Last year the 
'duty was increased twice —— March as part of 
the Budget measures and in July to help re- 
coup the loss of revenue from the dew duty 
reduction. 
I have taken account of that in proposing this 
*year an increase that is the equivalent of 5p, 
including VAT, on the price of a typical pac- 
ket of 20 cigarettes. There will be consequen- 
tial increases for other tobacco products. 
These changes will take effect from midnight 
on Thursday. '

‘ 

Next, alcoholic drinlis. I propose to increas 
«the duties from midnight tonight by amounts 
which represent about 2p'on the price of a typ- 
ical pint of beer, 10p on a bottle of table wine, 
and 13p on a bottle of sherry — all including 
VAT. The full increase in the price of a bottle 
of spirits necessary to take account of. infla- 
tion would have been over 50p. However, in 
the light of the representations about the state 
of the Scotch whisky industry which I have re- 
ceived from hon. friends representing Scot- 

‘ tish constituencies and others, I have decided 
. ._~that it would be appropriate to limit the in- 
f crease on spirits to 30p a bottle, again includ- 

‘ ing VAT. 
Next, the oil duties. Last year, as the House 
will recall, I felt it right to go some way to 
meet the representations made to me by hon. 

2 members in favour of a lower increase in the 
case of der_v than of petrol, in View of the im- 

' pact of derv duty on industrial and distribu- 
tion costs. I have decided this year slightly to 
widen that differential. 

- There is a strong case for a larger increase in 
the petrol duty than in the other duties, for 
our average pump prices are currently among 
the lowest in the European Community. They 
have moreover been favourably affected by 
the recent changes in the price of oil. Pump 
prices have been falling rapidly. 
Against this it has been impressed upon me by 
a number of my hon. friends from ‘rural_con— 
stituencies, in all parts of the kingdom, that 
pump prices in remote areas are very much 
higher than those in more heavily populated 
areas. Yet dependence on cars for transport is 
greatest in the more scattered communities. 
On balance, I think it would be right, at least 
at this stage , not to impose any real increase in 
the oil duties. I propose, therefore, to limit 
'the increases in the duties on both petrol and 
dcrv, to amounts which no more than compen— 
sate for one year’s inflation. The duty on pet-- 
rol will accordingly increase by the equiva- 
lent, including VAT, of about 9p 3 gallon or 
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2p a litre. This will still leave~ most pump 
prices lower than they were at the end of last 
year. The duty on dcrv will increase by the, 
equivalent, including VAT, of about 7p a gal- 
lon or 1.5p a litre. As almost all derv is used by 
businesses, this smaller increase will help to 
hold down business costs. _ 

As last year, Ipropose no change in the rate of 
duty on heavy fuel oil. I am not able, as some 
would wish, to cut the, rate, but leavingjt un— 
changed will help industry as the duty burden 
continues to fall in real terms. 
Last year I undertook to review the rate of 
duty applied to aviation gasoline, or 
AVGAS. I have giyen very careful considera- 
tion to the reppresentations which I have re- 
ceived on behalf of air taxis, flying schools, 
crop—spraying and other specialist services, 
and from those concerned with air travel in 

' 

the Highlands and Islands of Scotland. 
I cannot accept in full the arguments which 
have been put to me, but I have decided that it 
would be right to reduce the AVGAS duty 
rate tonne-half of that on petrol. Including 
VAT, this amounts to a reduction of about 32 
pence a gallon or 7 pence a litre. 
All these changes take effect for oil delivered 
from refineries and warehouses from 6 pm to- 
night. v 

I also propose to increase most rates of vehi- 
cle excise duty. For the motorist the increase 
will be £10, from £70 to £80. Duty levels on 
most other groups of vehicles will be in- 
creased by about 12%. - 

I pr'opose to make tWo important changes in 
the VED on commercial vehicles, I have de- 
cided that it would offer a substantial, and jus- 
tifiable, help to small and medium sized 
businesses at this time to bring the duties on 
about half a million light commercial vans 
more closely into line with those on cars. 
On the other hand, it would be appropriate, 
in the light of the conclusions of the Armitage 
Report, to impose on the heavier lorries — the 
80,000 or so of more than 9 tons unladen 
weight — a licence duty which more closely re- 
flects the actual cost which they impose on the 
road network. 
So the duty on this category will be increased 
by about a quarter. These changes have effect 
for licences taken out afte_r today. 
The changes I propose for commercial vehi- 
cles reflect the Government’s intention to get 
a fairer balance between the taxation burden 
on different groups of lorries and their road 
costs. I propose to take a further step in this 
direction by including in the Finance Bill pro- 
visions for restructuring the basis of VED on 
heavy lorries, to a gross weight method of as- 
sessment, and for taxing all light commercial 
vehicles in due course at the same rate as cars. 
The House will recall that the framework for 
this major reform of the VED system was set 
out in the 1981 Transport Act. It will involve 
substantial changes in the pattern of commer- 
cial vehicle taxation and I think it right that 
the road transport industry should have time 
to adjust. I therefore propose that the rates of 
duty on the new gross-weight basis should 
.take effect from October 1. - 

And, last of the excise duties, taxes on betting 
and gaming. Many of'my Hon. Friends pres- 
sed last year for substantial increases here; 
and I made some changes in July. I now pro- 

pose no further increase; in the rates of duty on. ' 

general betting and bingo, both of which were 
increased then. 
But I have decided that pool betting duty, 
which has been unchanged since 1974, should 
go up from 40% to 421/2% from 1 April. I also 

. propose increases from‘the same date in the 
rates of duty on casinos, where I believe the 
existing rates are too low. Full details of the 
new rates, and other changes which I shall be 
announcing today, will be given in press 
notices this afternoon. 

My rt. hon. friend, the Chief Secretary, an— 
nounced last summer that Customs and Ex- 
cise would undertake a comprehensive re- 
view of gaming machine taxation. A very 
large number of representations were re- 
ceived during the course of this review, from 
and on behalf of clubs, public houses, amuse— 
ment arcades, and others. In the light of these 
representations 1 have decided that it would 
not be appropriate to int-reduce an ad val- 
orem duty on gaming machines, or to impose 

, an _excise duty on amusement machines, such 
as Space Invaders. I have also decided that 
duty should no longer be charged on 2p gam- 
ing machines which are mostly to be found in 
the seaside arcades. 
However, I haVe decided that there should be 
signifiCant increases from October 1 in most 
rates of the existing licence duty on 5p and 10p 
gaming machines. ' 

The total effect of all these changes on excise 
duties will be to raise an additional £1 , 150m in-

' 

1982-83 and £1,165m in a full year. The im- 
pact effect on the' RPI will be about three- 
quarters of 1%. This has been fully taken into 
account in my forecast of falling inflation in 
the year ahead. 

OIL FIELDS 
I have spoken of the oil duties: I now turn to . 

the oil-fields. The development of the North 
Sea has been a story of enterprise and success, 
which is almost entirely due to the skill and 
entegprise displayed, and risks accepted, by 
the private sector. As a nation, we must never 
forget the great debt we owe to those on the 
oil rigs and elsewhere, who have been respon- 
sible for exploration and development. It is 
important for them as well as for the British 
people that the rewards should be fairly 
shared. 
Last year, in the light of the massive increase 
in oil prices which had occurred in earlier 
years, we changed the structure of North Sea 
tax, to make it more responsive to‘changes in 
price. At the same time tax revenue from the 
North Sea was brought forward, with an in- 
crease in the total level of taxation. I also in- 
vited the industry to suggest better ways of 
raising the revenue We needed. I am grateful 
to them, and others who have commented, 
for their careful and considered response. 
As I have mentioned, the current fall in oil 
prices reduced the revenue the Exchequer re- 
'ceives. I recognise that it reduces the rev- 
enues of the oil companies as well — but it also 
reduces the tax they have to pay. 
Detailed study has convinced me that, subject 
to _some marginal adjustment, the total tax 
burden is not such as to discourage explora- 
tion or development. Nor is it so high as to de- 
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prive the oil industry of a reasonable and 
often attractive yield. 
In these circumstances I cannot reduce the 
overall tax burden to the extent that the in— 
dustry would have wished. But I-do agree with 
them on the need for some change of struc- 
ture. - » 

ABOLITION 0F SUPPLEMENTARY. 
PETROLEUM DUTY‘ -

- 

' 

I see, in particular, the advantage of profit-re- 
lated taxes in relation to additional investa 
ment in existing fields. The Supplementary- 
Petroleum Duty will therefore be abolished _ 

' 

with effect from the end of this calendar year. ‘ 

INCREASE OF PETROLEUM 
' REVENUE TAX ‘ 

I propose at the'same time that the réte of Pe— ' 

troleum' Revenue Tax should be increased 
from 70% to 75%; and that arrangements 
should be introduced fOr advancing PRT pay- 
.ments. Advance payments of PRT, although 
computed in-the same way a's SPD, will not be 
a separate tax but simply an acceleration of 
the existing tax. 

' 

' 

‘

. 

They will thus differ fundamentally from SPD 
in being fully set off without limit against ordi- 
nary PRT liabilities When 'these arise. This 
structural change is one which representa- 
tives of the industry have prpposqd. 

'
' 

As from mid-1983, there will also be' a 
monthly instalment. system of payment of PRT in order to s¢cure a smoother public sec- 
tor cash flow. ' 

-

' 

These changes will not affect the revenue 
yield of rather over £6bn in the coming year. 

' But in 1983-84 there will be a net cost, after al- 
lowing for the saving jn- interest due to the 
new system Qf instalment payments, of some 
£70m. ' 

.' 

I have spoken earlier about current finée'r? 
tainties in relation to Oil prices and the future. 
yield of tax from the North Sea: But I am ‘ 

aware of the concern'felt by the' industry 
‘ about the number of changes in the regime' 

, there have been in recent years; -

' 

For this reason; my hope is that the new't'ax 
structure I have proposed will provide a more 
secure and stable regime_ for the future, per- 
mitting development to 

_ 

go ahead, uninhi— 
bited by major fiscal uncertainties. 

' ’ 

I propose a number of other minor changes 
partly in response to the views put forward by 
the industry. And I propose that regional de— 
velopment grants paid in respect of expendi- 
ture incurred after Budget Day should be 
taken into account for the purposes of PRT 
and ring fence Corporation Tax. 
We shall also need to legislate next year to 
deal with certain special problems affecting PRT expenditure reliefs; pipeline tariffs, and 
other non—oil receipts: thesewill be the sub- 

, ject of a consultation document which will be 
issued shortly. 
These fiscal measures, combined with the de- 
cisions we have already announced on the 
abolition of the state’s sole right to buy gas, 
and on the creation of the new private sector 

oil company, will provide a sound basis for 
another decade of successful enterprise in the 
North Sea. ' 

MICROELECTRONICS 
,_I turn now to the continuing effort to encouf- 
age innovation in industry. If we are to win 
still-more worthwhile orders both at home 
and abroad British industry must continue to 
improve its .design and production 
techniques.‘ v 

' ' 

There is no more important area to which this 
applies than microelectronics and informa- 
tion technology. The Government have al- 
ready givena lead by designating 1982 as In- 

' formation Technology Year. We have al- 
ready authOrised investment_ Of well over 
£2bn in the British Telecommunications net- 
work in the coming year — more in real terms 
than at any time since 71974-75. This invest- 
ment will breed new services, new firms and 
new jobs. SO will the dev'elopment of alterna- 

gtive and’comp‘eting services for electronic 
communication such as the new Mercury net- 

_ 

work for business. 
Because new technology :is 

I 

important on a 
wider‘front, I propose to make a further allo- 

_ 

' cation for this purpose. My Rt. Hon. Friend; 
1 the Secretary of State for Industry, will. 

_ 
.shortly be announcing a series of new and ex- 
panded schemes. These will include addi- 
tional assistance towards space technology, 

4 and production engineering — including the 
introduction of a special scheme of assistance - 

'to small enginegring firms. ' 

And the 100% firSt-year allowances for 
leased television sets, whichvwere due to be 
phased out- this June, will be extended for a 
further year for sets incorporating a teletext 
facility. This will encourage the wider use of a 
leading product of British Information 
Technology. ~ 

' ‘ 

'FISCAL JUSTICE 
These measures will be worth £130m over 
three years. -

V 

I have how virtually cbmpleted my review of ' 

proposals involving spending, and spending 
foregone. I have described my decisions on 
excise duties, and the major cut in National 
Insurance Surcharge which we propose. In 
the remainder of my speech I'shall be dealing 
primarily with fiscal issues. ~ 

I wish to deal first, and briefly, with the key 
" issue of fiscal justice. All Chancellors of the 
Exchequer come under pressure every year to 
remedy hardships and anomalies in the tax 
system. This year has been no exception, and 
by the end of this afternoon I shall have been 
able to meet a large number of such points. 
But there is another side to this medal. Justice 
is indivisible. J ustiCe to the taxpayer must be 
rmatched by justice to the Exchequer. The 
revenue must be protected and maintained if 
the burden is not to fall more heavily on the 
general body of taxpayers. 
We must all be glad to see the courts adopting 
a new approach towards artificial avoidance 
schemes. As a direct result, wecxpcct to col- 
lect a very large sum of tax, possibly as much 
as £400m, which might otherwise have been 
avoided. 
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TAX EVASION 
The proper vigilance of the Revenue Depart- 
ments in these matters needs to be matched 
by the determination of Parliament to legis- 
late where this is needed. Last year I asked 
Parliament to d6 so on a number of important 
matters. This year I propose further action. 
We must, however, tread a very careful path 
betWeen safeguarding the interest of the tax--- ‘ 

paying community on the one hand andav- 
oiding economic damage on the other. 
This need for caution applies, for example, Ito 
the proposals affecting the tax liability of 
compames engaged in international business, 
on which the Inland Revenue put out consu’l- " 7 

tative papers last year. 

COMPANY RESIDENCE 
These papers and the_draf_t clauses dealing 
with these matters have caused considerable V 

anxiety. In the case of company residence the 
primary objective was simpIy to replace the 
present ill-defined rules with ones which were

_ 

clearer and more certain. This was not an at- 
tempt to extend the coverage of the tax. But I ' 

accept that some people might be adversely 
affected. The matter therefore needs to be. 
looked at again .' ' 

.TAX HAvéNs 
The problem of tax havens was a different 
one. ‘If one has an open world in which there is 
free movement of capital and of persons —, 
something which in itself is a good thing — this 
offers increased opportunities for ~tax avoid— 
ance. We_ must be very careful not to pre—‘ 
judice legitimate business, particularly. be- 
cause of the importance of London as a finan- 
cial centre.‘We need to find the right middle 
road, and one which is accepted as right; It is 
to this end we shall be directing our efforts. 
Clearly this precludes legislation this year on 
any of these topics. ' ‘ 

INTERNATIONAL LEASING 
I now turn-to the areas in which I do propose 
to take actlon In this Finance Bill. 

'
' 

First, international leasing. At present, assets 
leased abroad attract capital allowances at 
what is, in many cases, a favourable rate of 25% per annum. LeasingZOf this kind has 
grown sharply. I 

Moreover, there is evidence of UK. tax in- 
centives being used to subsidise deals be- 
tween other countries — deals by foreign 
businesses in foreign—made goods, competing 
with our own home producers. I therefore 
propose, for new commitments after today, 
to reduce from 25% to 10% the rate of writ— 
ing-down allowance for all assets leased 
abroad. ' » 

FILMS 
Second, films. Investment in films qualifies 
for 100% first year allowances; As with other 
capital provisions, these investment incen- 
tives are available without regard to whether 
the film is made in this country or overseas. - 
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There is evidence that schemes for. invest- 
4 
ment of this kind — primarlly 1r} forelgn-pro- 
duced films — are currently belng marketed 
actively in this country. The potential loss to 
the revenue is very great. 
I propose, therefore, to withdraw the 100% 
first year allowance for films and to introduce 
in its place a provision which will, in broad 
terms, allow companies to write off expendi- 
ture over the income-producing life O’f‘the 
film. .-

' 

A change of this kind could have serious im- 
plications for the British film industry, If in- 
troduced immediately, at a time when there 
are signs that it is just beginning yo establish a 

' new and more competltxve posmon. 
I intend therefore to introduce transitional re- 
lief fo_r British-made films — broadly speaking, 
films registered for the purposes of the Eady 
levy arrangements — for a-two—year period. I 

shall be consulting the industry about the 
form which this assistance might take. 

' SHIPPING 
Third, shippin g. Here again, arrangements 

_ 
are being made to exploit U.K. investment in- 
‘centives for the benefit of foreign businesses. 

. In this case, a typical arrangement may in-' 
volve a foreign shipping company chartering 
a vessel built abroad from a company spe- 
cially set up in the U.K. to attract 100%wcapi- 
tal allowances. I propose to reduce the rate of 
capital allowance in these cases to the 10% 
rate for internatiOnal leasing generally. I am 
concerned to safeguard the position of British 
:companies chartering their vessels abroad in 
the course of a genuine shipping business, and 
I Shall be discussing with the shipping industry 
how best to do this.~ 
On'each of these three subjects — interna- 
tional leasing, films, shipping — the changes 
will take effect from today. I shall-be bringing 
forward the necessary detailed legislation at 

' Committee Stage. . 

LOANS 
Fou‘rth, so-called Section 233 loans. These 
are contrived arrangements under which in- 
terest paid on certain bank loans escapes lia- 

' bility to corporation tax in the hands of the 
banks. In future these payments will be taxed 
like other interest payments. The new rules 
will apply from today. In the case of contracts 
entered into before today, the new rules will 
apply to payments due, on or after 1 April 
1983. 

DOUBLE TAX RELIEF AND BANKS 
Fifth , by taking advantage of double tax relief 

_ 
banks can lend overseas at abnormally low in- 
terest rates at the expense .of the U.K. tax- 
payer. 

_ 

‘

~ 

I propose to include in the coming Finance 
Bill measures to stop this exploitation of our 
tax system. They will take effect from 1 April 
1982 but in the case of existing loans will apply 

, 
only to interest arising from 1 April 1983. 

.« While‘the measures .1 have‘ announced will 
help,. we shall need to give much further 
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thought in the coming year to the problem of 
how best to ensure a sufficient contribution to 
tax revenues from the banking sector. The 
problem is not an easy one, as the benefit of 
some of the devices I have just described is 
shared between the banks and their domestic 
customers. There is a danger that measures 
directed to ensuring that the banks pay a more 
equitable amount of tax are all too simply 
bypassed by the banks shifting the burden on 
to their customers. For/these reasons I have 
forborne from taking action earlier, but as 
Burke said, “There is however a limit at which 
forbearance ceases to be a virtue.” 

BUILDI‘NG SOCIETIES 
On a different note, a number of building 
societies have recently issued a new form of 
negotiable bond. 1 have no reason to believe 
that any improper usehas been made of these 
new bonds. But as an obvious precaution, I 
propose_ to extend to these bonds, from 
today, the existing provisions dealing with the 
“manufacture of dividends.” ~

. 

GOLDEN HANDSHAKES 
I also propose somé tighten-up bf thé law re- 
lating to very large golden handshakes. The- 
tax relief will be withdrawn on a sliding scale 

" ‘with the effect that the excess of sums over 
£75,000 Will be fully charged to tax. 
Wé owe it to the ordinary taxpayer to take ac- 
tion in these fields. It is on him that the cost 
would fall if we did not do so.‘ ' 

HELP FOR BUSINESS AND INDUSTRY ‘ ' 

I now revert to my principal theme: help for 
business and industry, and hence for jobs and 
people. Last year’s Budget. contained a 
number of measures to help the construction 
industry, an industry which can make a par- 
ticularly significant contribution to the crea- 
tion of new jobs. It is, accordingly, right to 
give it- further help this year. 

HOUSING 
As I have already mentioned, our new public 
spending plans provide work for the construc- 
tion industry in 1982-83 worth about £101/4bn — an increase of 14%. ' '

' 

This year local authofities have greatly undef 
restimated the success of our policy of selling 
council houses and land. The extra revenue 
which this is bringing in hasKnot been spent. 
For 1982-83, they have been assured that they 
can spend up to a total of some £3bn on hous- 
lng. » 

,This will includé abotxt £1bn of funds Which 
they can expect to receive mainly as a result of 
the success of the right-to-buy legislation. 
This shduld allow an increase of nearly one 
third in the scale of their capital spending, 
compared with what they seem likely to spend 
in 1981-82. .

- 

In addition I now‘propose a charge for 1982- 
83, designed to help private home-owners 
whose h‘ouses fall well short of today’s stan- 
3dards. 

The value of grants given for major repairs, 
and for the provision of basic amenities in the 
home, under the Home Improvement Grant 
System, will be increased for a limited period, 
to a maximum 90% of the eligible cost, in- 
stead of the 75% currently available. 
This increased rate of grant will apply only to 
applications received before the end of 1982. 
The purpose is not to add to longer term de- 
mands on the industry but to encourage the 
take-up of immediate spare capacity. We also 
intend both to enable more people to get 
grants for home insulation and to increase the 
value of these grants. 

_ 

To pay for these changes and to encourage 
local authorities to make more general im- 
provement grants available, their capital allo- 
cations in 1982-83 will be increased by £100m. 
This will be over and above the expenditure- 
provided for in fihe White Paper. 
My Rt. Hon. Friend, the Secretary of State 
for the Environment, has already announced 
measures for 1982-83 to give priority to inner 
city projects that offer the greatest degree of 
participation by. the private sector. 
Building on this, up to £70m of the provision 
for the Urban Programme and for Derelict 
Land reclamation in 1983-84 will be ear- 
marked for projects that encourage participa- 
tion by the private sector. 

DERELICT LAND 
'We have alsodecided to offer further encour- 
agement to the private sector and 
nationalised industries to bring derelict land 
into productive use; we shall increase the 
grant payable from 50% of the cost of recla— 
mation to' 80%, in Assisted Areas and Dere- 
lict Land Clearance Areas when legislation 
can be brought forward. The cost will be con- 
tained within the existing programme. 
In addition, we shall give further encourage— 
ment to new private investment in houSing for 
rent. I now propose to introduce capital al- 
lowances, at the rate of 75% for the first year 
only, for expenditure on the construction of 
properties wholly for letting as assured tenan- 
cies by bodies approved by the Secretary of 
State.‘ The scheme will run for an experimen- 
tal period of five years. Allowances may be 
claimed for expenditure incurred as from 
today. 
In my Budget two years ago, I introduced the 
small industrial workshop scheme, under 
which industrial buildings allowance can be 
claimed on the construction ofsmall buildings 
at the rate of 100%. The scheme has been a 
resounding success. 

SMALL BUSINESSES 
Over 5,000 new workshops have already been 
constructed for letting to small businesses, at 
an estimated Exchequer cost spread over sev- 
eral'years, 0f£125-£1_50 million. - 

The scheme has succeeded in increasing the 
stock of industrial workshops at or near the 
upper sizerlimit. But there has been relatively 
little investment at the very small end of the 
range. I therefore propose to extend the r 

scheme for very small workshops, of notmore 
than 1,250 Square feet, for a further two 
years, until March 1985, ' 
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I also prepose to bring within the scope of the 
industrial buildings allowance certain kinds of 
servicing, repairing and warehousing ac- 
tivities. This too w111 improve the small work- 
shop scheme. 
1 also propose to deal'with the liability to VAT of certain kinds of building alteratioris, 
where there has in the past been serious doubt 
about what was liable to charge. A recent 
judgment of the House of Lords would have 
led, if applied in its entirety, to VAT being 
charged at the standard rate on a range of. 
non-structural bUilding alterations which had 
previously been free of Charge. Though 
clarifying the law, this judgment would have 
imposed an extra £80 million of tax on the in- 
dustry, which it can ill afford at present. 
So I intend to re-éstablish the clarity needed, 
but in a way which will relieve the industry of r 

all but £10m of the extra tax burden. I shall; in 
due course, lay before the House an Order, 
which will have the effect of continuing to 
zero-rate three important kinds of alterations 
which might otherwise be adversely affected 
by the House of Lords’ judgement. 
These are the most commonly recognised 
forms of double glazing, loft and cavity wall 
insulation and damp-proof coursing. This 
useful simplification of the law will cost the 
revenue about £70m a year. 
The other kinds of non—structural alteration 
covered by‘ the judgement will become sub- 
ject to VAT but, pending the completion of ' 

discussions with the industry, no steps will be 
taken to apply the tax before about the begin- 
ning of September. . 

My final proposal in this area concerns Stamp 
Duty on house purchase. I propose to raise 
the exemption by £5,000, to £25,000, and the 
other thresholds also by £5 ,000, at a total cost 
of £70m in 1982-83. 
This change should be widely welcomed. It 
will help to improve job mobility and give 
some encouragement to house construction. 
But most of all it will help those who have 
been saving to buy their first homes. By the 
end of this Parliament, nearly three out of-five 
families will own their own homes. This will 
represent a significant extension of the prop- 
erty-owning democracy. 
And, taken together, these proposals will 
mean more work for the construction indus- 
try, and more jobs for those who work in.it. 
Evident in the measures I have announced 
so far is the Government’s consistent deter— 
mination to help create the right conditions 
for the new investment needed to create new 
jobs. But this Budget, like its two predeces- 
sors, is designed also to provide a special tonic 
for small businesses. 

BUSINESS START-UP SCHEME 
There can be no doubt that higher rates of _i‘n- 
tere§t and the consequent reluctance of com- 
pames to borrow long-term at high fixed rates 
have caused a distortion of balance sheets. 
Too much reliance is now placed on short- 
tfzrm bank finance. As a result there is addi— 
tlonal pressure on monetary growth. 
A number of suggestions have been made for 
redq‘cmg the burden of interest rates on com— 
pames. We are all indebted to my hon. friend, 

the member for North-West Surrey, and 
others, for the way in which they have focused 
public attention on this problem. In many 
cases, the selectivity in,the remedies pro— 
posed would favour lending by the banks and 
lending to “tax-exhausted” companies. We 
have considered these ideas very carefully. 
But they raise difficult questions of principle, 
and we are not persuaded that they offer the 

Ibgst solutions to the problems they are desig- 
nated to solve. Moreover, consultations are 
still not complete on the Corporation Tax 
Green Paper, which raises major questions 
about incentives to investment, and we are 
still considering how best to ensure a proper 
contribution to tax revenues by the banking 
sector. '

- 

However, we can all agree that the basic prob— 
lem'of financing profitable expansion and in— 
vestment demands urgent and continuing at- 
tention. A particularly important aspect of 
this is the provision of equity capital, about 
which I have some new proposals to make. 
The Business Start—Up Scheme, which pro— 
vides income tax felief for investments of up 
to £10,000 in the equity of companies starting 
.new trades, has been widely welcomed. I pro- 
pose for 1982-83 and 1983-84 to increase the 
‘annual limit from £10,000 to £20,000. As less 
than .a full year has elapsed since it became 
law, some potential investors may have been 
unable to use up the full £10,000 limit in 1981- 
82.

‘ 

I therefore propose that, in addition, any un- 
used balance of this year’s limit should be 
added to next year’s. This means that, in some 
cases, the effective limit for 1982-83 will be as 
much as £30,000. These improvements 
should provide a further stimulus to invest- 
ment in new enterprises. ’ 

Where capital for small businesses generally 
is concerned, many people have emphasised 
the importance of the new provisions intro- 
duced ,in the 1981 Companies Act for com- 
panies purchasing their own shares. Clearly, 
it would be wrong to change the tax law in 
such a way that these provisions could be used 
to pay out what would amount to tax—free 
dividends‘: But there is scope for tax changes 
which will significantly increase the attrac- 
tions of equity capital, both to the investor 
and to the entrepreneur. - 

I now propose that certain purchases of their 
own shares by unquoted trading companies, 
mainly small and family businesses, should 
not be subject to ACT and income tax. Théy 

' 

will be treated instead as sales of shares by the 
shareholder, and therefore, subject in most 
cases to Capital Gains Tax only. This measure 
will be of special benefit to small companies 

. which have a limited market for their shargs. 

EMPLOYEE PARTICIPATION 
Two years ago, I relaxed the conditions gov- 
erning profit-sharing schemes and rein- 
troduced legislation enabling employees to 
take up options to buy shares in their com- 
panies without incurring income tax liability. 
I did this because I have no doubl that 
employees who own shares in the company 

. for which they work develop a greater sense 
of commitment to the success of the business. 
Since I made my first changes two years ago, 
the increase in the numbers of employee 
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share schemes has been extremely encdurag- 
ing. In 1979 there were only 30 such schemes. 
Now there are over 400. . 

This is exactly as we should wish. Wider 
share-ownership is good for the business, 
good for the worker and good for Britain. 
It is important to maintain and extend this 
progress. Accordingly, I now propose to in- 
crease the value of shares that can be allo- 
cated each year to any one employee from 
£1,000 to £1,250. I also propose to amend the 
detailed rules to help simplify the administra- 
tive problems arising on rights issues. We 
should also give some help and incentive to 
those who acquire share options outside the 
ambit of approved schemes. I therefore pro— 
pose to make it easier for them to pay the in— 
come tax chargeable on the exercise of such 
an option by providing that it should be col- 
lected over three years rather than in a single 
sum. 
In the la_st two years we have substantially re- 
laxed the rules for tax relief for interest on 
money. borrowed to invest in small com-' 
panics. This year I propose t6 move a stage 

' further. If a shareholder works full-time in 
the management of a business he will in future 
be able to qualify for tax relief to invest in that 
business even though he does not have more 
than 5% of the shares. 

PILOT LOAN GUARANTEE ' 

SYSTEM - 

Now, loan finance. In my last Budget I an- 
nounced the establishment of a pilot loan 
guarantee scheme. The scheme started in 
June 1981. Since then the demand for loans 
has far exceeded expectations. 
Last October, in response to that demand, we 
increased the allocation for the first year from 
£50 million to £100 million; but with 2,700 
loans worth almOst £100 million already ap- 
proved after only nine months, some further 

. increase is desirable. Accordingly, I propose 
to increase the amount which the participat- 
ing institutions may lend to £150 million for 
the first year. In addition a further £140 mill- 
ion will be available for loans under the 
scheme during its second year, to June 1983. 

CORPORATION TAX RATE 
FOR SMALL COMPANIES ‘ 

I also propose that the limits for the “small 
companies” rate of corporation tax should go 
up again from £80,000 to £90,000, and from 
£200,000 to £225,000. This will mean that this 
Government has increased the lower limit by 80% and the upper limit by more than 150%. 

PRE-TRADING RELIEF 
As a further help for new businesses, the 
period for income and corporation tax relief 
for pre-trading expenditure will be extended 
from one to three years. 

ENTERPRISE AGENCIES 4 

Many hon. members, I know, have been im- 
pressed by the value of the work done by local 
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enterprise agencies. These agencies depend 
in the main on businesses already established 
in the local community. They clearly play a 
valuable part_in helping small local firms to 
start and to prosper. . 

I therefore propose to allow businesses to de- 
duct for tax purposes the contributions they 
make to certain enterprise agencies, which 
concentrate on helping small firms. I hope 
this measure will encourage more widespread 
support for such agencies. The relief will be 
available from March 31 and_will run for 10 
years. v 

VAT 
On_VAT, I have two principal changes to pro- 
pose. The registration threshold wil_l be in- 
creased from £ _15 ,000 to £ 17,000. And I pro— 
pose to introduce VAT relief for services 
supplied before registration. This measure, 
and the extension of relief for pre-trading ex- 
penditure, will reduce the costs of starting a 
new business. ' ' 

.The‘total revenue cost-of these measures to 
help small firms is about £ 80m in a full year. 
I also want to make it easjer for those who 
have recently left school or college to start a 
business. Hitherto they have not been able to 
qualify for the socalled 714 certificates under 
the construction industry tax deduction 

_ scheme..The present system, designed to pre- 
vent tax evasion, may actually keep young 
people out of work as sub-contractors in the 
industry. The certificates are .widely used in 
the industry but the existing rules require an 
individual to show that he already has three 
-years good record as a taxpayer before he can 
secure a certificate. * 

‘- 

By definition, someone who has just. left. 
school or college cannot qualify under this 
three-year rule. I now propose to change it, so 

--as_ to enable school and college leavprs to ob- - 

tain spe'cial certificates. I also propose a '
' 

guarantee scheme which may help others to ' 

obtain these special certifigates. 

PENSION RELIEF 
Finally, the self-employed. A decade of infla- 
tion has eaten into the value of money which 
they had put aside to provide for their retire-

' 

ment. I therefore propose to incresg thg limits 
on retirement annuity relief for contrlbutors 
who are now in their 505 and 605 - to 20% for 
those born between 1916 and 1933, to 21% for .- 

those born in 1914 or 1915, and to 24% for 
those born in 1912 or 1913. I alsovpropose to 
alter the present restricions on the relief to 
allow more self-employed people to benefit 
from these higher levels. These changes will- . _' 

'cost £1 12 million in 1982—83 an £ 25 million‘in . 

a full year. They will provide 3 significant ir'nf' 
provement in the position of the older con- 

» tributor whose lifetime savings have suffered 
particularly from high rates of inflation in the 
19705. 

'

- 

The self-employed play ‘a key role-in the 
economy. Their contribution to its vitality, its 
adaptability, is apparent -to all. A long with 
small businessmen, they'fully merit this extra 
encouragement. 
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'CAPITAL TRANSFER ‘~ ‘ 

TAX ‘

- 

"I turn now tozatpart of our tax System which is
f impéding‘the e icient working of capital mar- 

‘kets and'doing injustice to individuals and 
businesses alike: the capital taxes. 
There is room for wide differences of View ‘ 

about the principle of taxing capital. But 
there is no case whatever for maintaining a 

' 

system of capital taxes which, by holding back 
business Success and penalising ‘pe‘rsonal en- 
deavour, does senous economcan'd soclal 
damage. . 

, 

-

' 

In each of the last two budgets, wé have taken 
significant steps to reduce such damage; I 

_ 
propose carrying this process a stage further_ 
today. . 

r
. 

The threshold for Capital Transfer Tax Will' 
now be increased to £ 55,000. The rate bands' 
which apply above the thresholds have re-_ 
mained virtually unaltered since the tax yvas 
introduced in 1975. It is time they were ex-

_ 

tended. Under the new scale, details of which 
will appear in the FSBR, the top rate of tax 
will be reached at £ 2.5m. 
In real terms, this is still not as high as the'fi- 
gure set by my predecessor, whcn'he intro— 

_ 
duced the tax, in 1975. The lifetit’ne scale will " 

be improved to a similar extent. The cost this 
year will be £ 35m: and in a full year £ 85m. 
I also propose that the indexation principles, 
already applied to income tax allowances, 
should in future apply as well to the CIT 
threshold and bands; - 

I should add that it is myrintention that the Fi- 
nance Bill should deal with the new regime for 
settled property. ‘ Draft clauses were pub- 
lished in December. The comments we have 
received will help us to clarify and improve 
the provisions. They have more than justified 
.this exercise in open Government. I am grate- 
ful to all those who have contributed». There . 

will also be a number of technical provisions ' 

_related to the heritage. I have decided, in the ' 

light particularly of the reductions in the 
lifetime ratesof charge I made last year, not » 

to alter‘the rate at which the 'periodic charge is 
payable. 

V 

'
- 

I also prOpose that fofeign cu‘rrency accounts 
1 belonging to individuals who have no connec- 
tion with the UK: should not be caught by the 
CIT. It is important for London’s position as 
ghe' world’s leading financial centre‘that this' 

i matter should be cleared up. 7

‘ 

CAPITAL GAINS 
'AND INFLATION 
I now cometo'the ificidence of Capital Gains 
Tax on-inflationary gains. This is a matter 
'_which has rightlygiven rise to a great deal Of ' 

discontent. No-one has yet succeeded in find- 
ing a solution to this problem. 
Innumerable proposals for full indexation, 
for tapering and other ingenious devices have 
beenput forward. None, unfortunately, over- 
came all the practical difficulties. I cannot, 
however, allow this injustice to continue. It is 
intolerable for people to be permanently con— 
demned to pay tax on gains that are apparent 
but not real — that exist only on paper. 

I propose, thérefore, that, as ffom this April, 
gains, including those of companies, will, in 
principle, be calculated after taking account 
,of inflation which occurs after that date. No 
relief will, however, be given in respect’ of the 
first year of ownership. The problem we seek 
to solve is one which relates essentially to as: V 

sets held for a period of years, and it would 
not be. appropriate to extend relief to assets 
bought and sold within a comparatively short 

' period of time.‘ 
Because we have not fofind it possible to ex- 
tend the new scheme to cover past gains, I 

j propose also that the exempt slice should be 
increased to £ 5,000. That is the best solution 
to the problem of the past and will simplify ad- 
ministration .both for the taxpayer and the 
Revenue. For.the future, I intend that this 
threshold too should be statutorily indexed. 
.’There willr'be no revenue cost in the coming 

.. year. In 1983-84 the cost of these two mea- 
. sures will be £ 55m; 
But this ought not to be looked at as a mea— 
sure of the cost to the Exchequer. It is rather a 
measure of the tax which ought never to have 
been levied in the first place. This change is no 
more than simple justice, which should be 
welcomed on all sides of the House. 
The benefit of these measures will be of sub- 
stantial help to business as well as the indi- 
vidual. They will significantly increase the at- 
traction of equities to UK. taxpayers. One 
result should be that companies can raise 
more equity at lower Cost than-would previ- 
ously have been possible. An increase in the 
scale of equity issues by companies will help 
to reduce their dependence on bank borrow- 
mg. 

ROLLOVER RELIEF 
I also propose a-number of other specific 
changes: in future, rollover relief will be 
available on compulsory purchase; and, com- 
pleting our. policy of avoiding a double charge 

' of CGT and CTT on the one event, rollover 
' relief will also be available on assets coming 

I 
out of trust. These proposals invoice no cost 
this coming year and a cost of £ 11min 1983- 
84. v 

,I believe that these changes, taken together, 
will be widely welcomed as a further major re- 
form of the capital taxes. 

REDUCTION OF THE 
PERSONAL INCOME TAX. 

' But for the vast majority of individuals what 
really matters is income tax. And income tax 
is far and away the biggest source of Govern- 
ment revenue. This year about 26m income 
taxpayers 'wil contribute, in round figures 

' about £ 30m to the Exchequer. . 

Quite rightly people look for sdme reduction 
in their own tax burden. As I have explained ' 

at the outset, and demonstrated by my prop- 
osals, the paramount 'aim of this Budget is to 
help - industry, to encourage business, to 
create jobs. 

’

' 

But I want also to assist people direcily. The 
one helps the other. People need industry but 
industry also needs people - as workers, as 

’ 

. V customers, aS' investors. We remain firmly 
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' committed as ever, over the years, to reduce 
the burden of direct taxation. It is essential to 
do so: to improve incentives: to remove disin- 
centives: te reduce the poverty trap. 

‘ There are alwayS, of course, competing argu- 
ments as to whether one should reduce the 
rates of income tax or raise the thresholds at 
which people pay tax. Any Chancellor would 
like to be able to do both. But this year, given 
my principal aim, I have had to make a 
chonce. ' 

We have already reduced the basic rate of tax 
from 33% to 30%, and reduced the higher 
rates of tax as well. I propose, therefore, to 
concentrate the relief that is available this 
year on raising the tax thresholds. 

' 

. 
The single personal allowance will accord- 
ingly be increased by £ 190 to £ 1,565 and the 
married allowance by f 300 to £ 2,445. 
,The additional allowance for single parents 
will, as a consequence, rise by f. 110 to £ 880. 
So too will the widow’s bereavement allow- 
ance. And there will be corresponding in- 
creases in the age allowances, the higher rate 

_ 
threshold and bands, and the threshold for 
the Investment Income Surcharge. Effect will 
be given to changes under PAYE as from the ‘ 

first pay day after 26 April. 
These increases are up .to 2% points more 
than the 12% required to take account of in- 
flation in 1981. They are worth £ 1.8bn this 
year' and almost £ 21/2bn in a full year. As a re- 
sult some 1.2m people who would have paid 
tax next year will not now have to do so. This 
news will be very welcome both to the House 
and to the country at large. 
In framing this year’s Budget, Mr. Speaker, it 
has been my purpose to give as much encour- 
agement as I believe we can afford to an 
economy which is now moving in the right di- 
rection. 

To hearken to the voices that urge us only to 
“borrow, borrow, borrow” would perform no 
service to British industry or to the un; 
employed. On the contrary, it would lead 
only to the dead end of a plummeting ex« 
change rate or a rocketing rate of interest - 

most probably to both. . 

' Better by far to secure, as I have done, a pros— 
pective level of borrowing that is below that of 
the year now ending and so to maintain our 
progress towards stables prices. 
And at the same time, as in each of my three 
earlier Budgets, to achieve substantial tax re- 
forms, to promote the wider ownership of 
wealth, and to encourage the productive pri- 
vate sector, which in these past three years 
has made giant strides towards the restoration 
of our reputation as a trading nation. ’ 

This is a Budget that will give confidence at 
home that growing markets will be there for 
those prepared to go out and win them. And 
so g'better prospect of employment oppor- 
tumtles for those who look only for the chance 
to work. ’ 

And confidence abroad that Britain stays on 
course, to put a dismal record of performance. 
behind us once and for all. 
This Budget is designed to give that double 
boost to confidence. I commend it to the 
House and to the nation. 

© 1982,|nternational Bureau of Fiscal Documentation — BULLETIN

; 

THE FINANCIAL STATEMENT 
INCOME TAX

V 

It is proposed: to increase the single person’s 
allowance and the maximum wife’s earned in- 
come relief from £ 1,375 to £ 1,565 and the 
married allowance from £ 2,145 to £ 2,445. 
— to increase the additional personal allow- 
ance and widow’s bereavement allowance 
from £ 770 to £ 880. 
.— to increase the age allowance for the single 
person from £ 1,820 to £ 2,070, for the mar- 
ried from £ 2,895 to £ 3,295 and the age al— 
lowance income limit from £ 5 ,900 to £ 6,700. 
— to increase the basic rate limit to £ 12,800. 
— to increase the width of the 40% band to 
£ 2,300, the 45% band to.£ 4,000 and the 
widths of the 50% and 55% bands to £ 6,200. 
It is proposed: to raise the threshold for the 
investment income surchage for 1982-83 from 
£ 5,500 to £ 6,250. 
— to revise the system of reliefs available to 
individuals receiving payments above 
£ 25,000 on termination of employment. 

' — to exempt mobility allowance from tax.
_ 

' — to raise from £ 1,000 to £ 1,250 the 
maximum annual value for appropriations of 
shares to an employee under an approved 
profit sharing scheme. 
— to alter the basis for theexemption limit for 
capital receipts arising from shares held under 
approved profit sharing schemes. 
— to allow the income tax payable on the 
exercise of a share option by a director or 
employee to be paid by instalments over three 
years. ~ with effect from 1983-84, to change the ar_- 
rangements for giving mortgage interest re- 
lief. 
— to increase the percentage limit on retire- 
ment annuity relief from 17‘/2°/o to 20% for in— 
dividuals born between 1916 and 1933, from 
201/2% to 21% for those born in 1914 or 1915 
and from 231/2% to 24% for those born in 1912 
or 1913, and to remove the existing ban on the 
provision of these higher rates of relief for in- 
dividuals with pensions or pension' rights 
under sponsored superannuation schemes in 
respect of any previous full-time employ- 
ment. ‘

, 

— to extend relief for interest paid on money 
borrowed for investment in a close company 
to borrowers who own 5% or less of its ordi- 
nary share capital, provided that they act for 
the greater part 0t thelr tlme 1n the manage- 
mentor conduct of the business. - 

— in respect of the relief for investment by 
outsiders in certain new corporate trades 
(“Business Start-up Scheme") to increase the 
limit for each of 1982—83 and 1983-84 by 
£ 10,000 and for 1982-83 by any unused bal- . 

ance of the limit for 1981—82. 

INCOME TAX AND 
CORPORATION TAX 
It is proposed: to extend the definition of an 
industrial building‘e industrial buildings a1- 
lowance» purposes to include buildings used 
for certain repairing and servicing activities. 
— to extend the small industrial workshop. 
schemevfor a further 2 years, for industrial 
buildings not exceeding 1,250 sq ft. 

‘— to allow relief for contributions to certain 
enterprise agencies. 
— to extend, for one year, the 100%.first year 
allowance for expenditure on rented televi— 
sion sets incorporating ateletext facility. — to introduce a first year capital allowance, 
at the rate of 75%, for expenditure in the con- 
struction of certain buildings for letting as pri- 
vate residential accommodation, under the 
assured tenancies scheme.

' 

~ — to extend the relief for prefrading expendi- 
ture. I 

- to exempt dealers in Eurobonds from the 
provisions designed to prevent loss of tax 
through bond-washing. 
— to bring certain securities issued by build- 
ing societies within the provisions designed to 
prevent loss of tax through the manufacturing 
of interest. 

INCOME TAX, 
CORPORATION AND 
CAPITAL GAINS TAX 
It is proposed in apprdpriate cases to change 
the tax‘ treatment of distributions made by 
companies in purchasing their own shares. 

CORPORATION TAX 
It is proposed: for the financial year 1981 to 
increase the limit for the “small companies” 
rate of corporation tax from £ 80,000 to 
£ 90,000 and the limit for marginal relief from 
£ 200,000 to £ 225,000. — to amend the definition of “distribution” as 
it affects borrowing in the form of “equity 
loans”. 

CORPORATION TAX AND. 
CAPITAL GAINS TAX 
It is proposed: to adjust expenditure allowa- 
ble in calculating gains on disposals having re- 
gard t6 future increases in the retail prices 
index; ‘

‘ 

— 'to increase the level of exemption for gains 
on chattels. ~ 

— to introduce a rollover relief for compensa- 
- tion paid on compulsory purchase. 

OIL TAXATION 
It is proposed: to extend Supplementary Pe- 
‘troleum Duty (SPD) for the chargeable 
period ending on 31 Décember 1982, only. — to increase the rate of Petroleum Revenue 
Tax (PRT) from 70 to 75% for chargeable 
periods ending after 31 December 1982, and 
to spread its collection in monthly instalments 
after 30 June 1983. ' 

' — to introducing a system of advance pay- 
ments of PRT for chargeable periods ending 
after 31 December,1982, at a rate of 20% of 
gross profits less an oil allowance of lIzm ton- 
nes per chargeable period, the advance pay— 
ments to be set off against current or later lia- 
bility to PRT or, failing set-off, repaid at the 
end of field life. 
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— to amend the point of charge for PRT an 
SPD for certain arm’s-length sales of gas and 

. to provide alternative rules for detgrmining 
the market value of ethane used for petro- 
chemical purposes. 
— to allow Corporation Tax relief for certain 
losses and charges outside the oil production. 
“ring fence”. - 

' — to disallow for the purposes of PRT and 
ring fence Corporation Tax expenditurejn- 
curred after Budget day to the extent that it is 

' met by Regiopal Development Grants. 

CAPITAL GAINS TAX"
' 

' 

'It is proposed: to increase the threshold from -. 

1982-83 so as to exempt 'individuals on the 
. first £ 5,000 of capital gains in a year and most 

trusts on the first £ 2,500. - 

— to require for the future an annual révision 
of the thresholds for individuals and trusts in 
the light of changes in the retail prices index. - to extend the rollover relief for lifetime. 
gifts to transfers out of settlement. 
— to revise the rules for gains arising on the 
termination of a‘life interest in settled prop— 
erty. " 

CAPITAL TRANSFER TAX 
It is proposed: to introduce new rate 
schedules for both death and lifetime trans-~ 
fers a$_follows: 

Rate'on Bandof Lifetime 
chargeable , death 'rate 
value ' % % 
£'000

‘ 

O- 55 Nil ‘ Nil 
55- 75 30 ‘ 15 
75- 100 35 " 

171/2 
100- 130 40 » 20 
135 - 165 45 221/2 
165- 200 50 25 
200- 250 55 30 
250- 650 _ 60 ~35 

. 650-1,250 65 40 
' 1,250-2,500 70 45 
'Over2,500 75 _50‘

‘ 

It is proposed: to require for the fuiure'ah an—' 
_~nual revision of ’the rate bands in the light of 
changes in the retail prices index. 

_ ‘ 

— to increase the exemption limits for trans- 
fers within one year of death to charities to 
£ 250,000 and for transfers to non-domiciled 
spouses to £ 55,000. ‘ 

— to restructure the charge to tax on dis- 
cretionary trusts. . 

— to exempt from the charge on death non-x 
, sterling bank accounts of depositors who are 
[not domiciled, resident or ordinarily resident 
in the United Kingdom at the time of their 

' death. ' 

CAPITAL TRANSFER TAX 
AND INCOME TAX 

' 

It is proposed: to alter the conditions on- 
_which the Treas'ury.may designate trusts as 
maintenance funds for heritage purposes and 
to amend the charges to tax which may arise 

' following the setting up of these funds. 
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VALUE ADDED TAX 
It is proposed to amend Section 20(1) and 
Schedule 1 to the Finance Act 1972 so as to in- 
crease the registration and deregistration 
limits. From 10 March 1982 the registration 
limits will become £ 17,000 per annum and 
£ 6,000 per quarter. From 1 June 1982 the de- 
registration limits will become £ 16,000 per 
annum where estimated future turnover is 

concerned, and £ 17,000 per annum where 
past turnover is concerned. ~ 

It is proposed to amend paragraph 11 of 
Schedule 1 to the Finance Act 1972 in order to 
restrict the Commissioners’ powers to grant 
discretionary registration to certain traders. 
It is proposed to apply, by Order, the zero- 
rate of VAT to supplies of building altera- 
tions by way of the most commonly recog- 
nised kinds of double glazing, loft and cavity— 
wall insulation, and damp-proof coursing. 

ALCOHOLIC DRINKS 
It is proposed from midnight 9-10 March 
1982, to increase: 
ga) the rates of duty on spirits from £ 13.60 
for mature spirits) and£ 13.63 (for immature 

spirits) to a uniform rate of£ 14.47 per litre of 
alcohol in the spirits; 

- (b) the rate of duty on beer from £ 18.00 to 
.£ 20.40 per hectolitre and the charge for each 
additional degree of original gravity above 
1030 degrees per hectolitre from £ 0.60 to 
£ 0.68; - 

I 
» - 

(c) the rates of duty on wine by the following 
amounts per hectolitre: 
Wine of an alcoholic strength: — not exceeding 15%: from £ 95.20 to 
£ 106.80. ‘ 

— exceeding 15% but not‘ exceeding 18%: 
fromf. 122.90 to £ 137.90. -

‘ 

— exceeding 18% but not exceeding 22%: 
from £ 144.70 to£ 162.30. 
— exceeding 22%: £ 162.30 plus £ 14.47 (in- 
stead of£ 13.60) for every 1%, or part of 1%, 
in excess of 22%; — surcharge on sparkling wine: from £ 20.90 
to £ 23.45; 
(d) the rates of duty on made‘wine by the fol- 
lowing amounts per hectolitre: 
Made-wine of an alcoholic strength: 
— not exceeding 10%: from £ 61.80 to 
f. 73.10, 
— exceeding 10% but not exceeding 15%: 
from £ 92.50 to £ 103.80. 
— exceeding 15% but not exceeding 18%: 
from £ 113.90 to £ 127.80. 
— exceeding 18%: £ 127.80 plus £ 14.47 (in- 
stead of£ 13.60) for every, 1 %, or part of 1%, 
in excess of 18%; .

” 

— surcharge on sparkling made-wine: from 
£9.60to£ 10.75; ‘ 

-v 

(e) the rate of duty on cider and perry from 
£ 7.20 to .£ 8.16 per hectolitre. 

STAMP DUTIES 
It is proposed:' to raise with effect from 22 
March 1982 the level below which transfers of 
property (other than stocks and shares) are 
not liable to stamp duty from £ 20,000 to 
£ 25,000, to adj st the associated bands of re- 
duced rates of stamp duty correspondingly 

"I and to alter certain limits affecting stamp duty 
"on new leases. 
— to exempt transfers of assets to charities. 

HYDRO CARBON OIL 
It is proposed, from 6 pm on 9 March 1982, to 
alter: 
a) the rate of duty on light hydrocarbon oil 
other' than aviation gasoline), petrol substi- 
tutes and spirits used for power methylated 
spirits from 13.82p to 15.54 per litre; 
(b) the rate of duty on heavy hydrocarbon oil 
for use as road fuel from 11.91p to 13.25p per 
litre; 
(c) the rate of duty on aviation gasoline from 
13.82p to 7.77p per litre; 
(d) the rate of duty on gas for use as road fuel 
from 6.91p to 7.77p per litre. 

TOBACCO 
It is proposed, from midnight 11-12 March, to 
increase: 
(a) the specific element in the duty on 
cigarettes from £ 19.03 to £ 20.68 per 1,000 
cigarettes (the ad valorem element remaining 
unchanged); 
(b) the duty on cigars from £ 35.91 to £ 39.00 
per kilogram; 
(c) the duty on hand-rolling tobacco from 
£ 30.96 to 33.65 per kilogram; 
(d) the duty on other smoking and. chewing 
tobacco from £ 22.96 to .£ 24.95 per kilogram. . 

POOL BETTING DUTY 
It is proposed to increase the rate of pool bet- 
ting duty from 40% to 42‘/2°/o on events on 
and after 1 April 1982. 

GAMING LICENCE DUTY 
It is proposed, from 1 April 1982, to increase 
the rates of gaming licence duty. The advance 
payment will remain at £ 250, but the second 
payment, to be made up to five months after ' 

the licensing period, will be a proportion of 
the gross gaming yield (stakes less winnings) 
in each six-monthly period as follows: 
5% 0f the first £ 500,000 plus 
12’/2%of the next £ 1,750,000 plus 
25% of the remainder of the gross gaming 
yield. 

BINGO DUTY 
. It is proposed, from 27 September 1982, to re— 

strict the existing exemptions from bingo duty 
so'that al large-scale bingo (where the value of 
prizes has exceeded £ 300 in any one day or 
£ 1,000 in any one week) is made liable to 
duty. 

GAMING MACHINE '_ 

LICENCEDUTY 
It is proposed, from 1 October 1982, to 
abolish the existing duties on all “2p per play” 
machines and to increase the annual rates of 
licence duty on other machines as follows: 
(a) Premises with local authority approval: 
from £ 60 for the first machine and £ 120 for 
subsequent machines to £ 120 for each “5p 
per play" machine and£ 300 for each “10p per 
play” machine; 
(b) Premises without local authority ap— 
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proval: from £ 200 to £ 300 for each ‘I‘Sp per 
play” machine and from £ 400 to £ 750 for 
each “10p per play” machine. 
It is proposed to amend the comparable pro- v 

visions in the Miscellaneous Transferred Ex— 
cise Duties Act (Northern Ireland) 1972 so 
that the abolition of duty on “2p pér play’.’ 
machines and the new rates at 
(b) above will also apply in Northern Ire- 
land. 

plied to all duty levels on goods vehicles over 
9 tons unladen weight . These changes have 
effect in relation to licences taken out after 9 
March. 7 

It is additionally proposed to include provi- 
sion in the Finance Bill for the restructuring of 
vehicle excise duty on heavy goods vehicles 
from an unladen weight to a gross weight basis 
of assessment'and to introduce a new taxation 
regime for light commercial vehicles. These 
changes, which were foreshadowed in the 
1981 Transport Act, will take effect from 1 

NATIONAL INSURANCE 
' SURCHARGE 
It is pro osed to reduce by 1 percentage. point 
to 2V2£ the - surcharge paid in respect of 
employees by secondary Class I contributors 
under the provisions of the National Insur- 
ance Surcharge Act 1976. This reduction will 
take effect from 2 August 1982. It is also pro- 
posed to reduce the rate of surcharge payable 
in respect of earnings between 2 August 1982 
and 5,Apri1 1983 by a further 1/2 percentage 

October 1982. point. .
- 

SURCHARGES AND REBATES 
OF EXCISE DUTIES 
It is proposed to amend the Excise Duties 
(Surcharges or Rebates) Act 1979 to allloyv 
surcharges or rebates to be applled to mdx- 

Appr‘oximate direct effects of changes in duty 
rates on certain product prices

. 

(All except VED‘ inclusivé of 15% VAT)
_ 

vidual rates of the duties to which that Act 
applies. ' 

It is proposed to increase the excise duty on 
most mechanically-propelled veh}cles 
chargeable qnder Section 1 of the Vehlcles 

Spirits duty . . . 

B‘eerduty . . . . 

‘Wine duty .... 

................. 30p on a bottle of spirits
r 

.................. 2p on a pint of beer of average strength 

.................. 10p on a bottle of table wine 
Fortified wine duty . 

, 
.............. 13p on a bottle oflsherry 

Excise Act 1971 and under Section 1 of the ‘ 
.

. 

Q/ehiclel (Excise) Act (Northern Ireland) 
Petro‘ duty' ' ‘ ' 

fl 
""""""""" 9p on a gallon Of petrol 

1972 by about 12%. This figure is broadly de- ‘Derv duty ------ -. - - - 

; 

----- I. u: .- r 7p on a gallon of derv ,_ 

scriptive. There will be Some variations Tobacco duty ................... 5p on a packet of 20 cigarettes
_ 

Within particmar vehide CategorieS‘The duty Vehicle excise duty ‘ . . ‘ . . . . . . . . . . .- E 10on acarlicence 
on most cars will rise by£ 10 to £ 80. The rates 
of duty on certain' groups of light commercial 
vehicles will, be marginally reduced and a 

’ Vehicles excise duty 
larger selective increase~ of 25% will be ap- 

CANADA: SALES TAX REFORM 
Implementation date delayed 

The following is the full text of aFinance Department 
Communiqué dated April 13, 1982: 
The Honourable Allan J. MacEachen, Deputy Prime 
Minister and Minister of Finance, today announced the 
proposed implementation date for conversion of the 
manufacturer’s sales tax to the wholesale 'level will be 
January 1, 1983‘. . 

The Minister said the postponement from June 1, 1982 to 
January 1983 is in response to requests from wholesalers 
and other members of the business community for more 
time to study the draft legislation and to prepare for its 
implementation. 
The Minister expects to make the draft legislation avail- 
able by the end of the month for public study and com— 
ment. He added that the January 1, 1983, implementa— 
tion date is tentative and that he will confirm it later in 
the summer once he has had time to assess public com- 
ments on the draft legislation. 
This strpctgral change in the sales tax is intended to cor- 
rect a baas 1n the application of the tax that now favours 

imported goods over competing domestic manufactured 
goods. It will also deal with other inequities and 
anomalies resulting from the wide variations in the way. 
goods are marketed. The change follows detailed studies 
and public consultations over the past seven years_.

. 

The Minister emphasized. that the shift in tax to the 
wholesale level will yield no additional revenues to the 
federal government. Any overall revenue gain from 
adopting the‘wholesale price base will be offset by the re- 
duction of the general sales tax rate from 9 to 8%. 
For some products the tax rate reduction will not fully 
offset the effect of changing to a wholesale base for the 

' 

tax. However, it will mean a direct reduction in tax on a 
wide range of other products — those that do not flow 
through wholesalers or that are already subject to tax at 
-the wholesale‘level. For example, it is estimated that on 
North American automobiles, which are sold by man- 
ufacturers directly to dealers, there will be reductions in 
the federal sales tax averaging between $100 and $200 
per car. . 

The Minister noted that the reduction in the geheral tax- 
rate from 9 to 8% will take place six months after the con- 
'version to the new tax base in order to offset a one-time 
revenue loss resulting from refunds of tax already paid 
onwholesaler’s inventories. 
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, Eb iam 
Books 

The publications listed in this bibliography have recently been acquired by 
the Bureau ’s./ibrary 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. ' ‘ 

AFRICA 
I 

AMERICA 
South Africa Brazil 

jUTA’s GST. BRAZIL. 
General Sales Tax Manual. Editors: Costa 
Divaris, Michael L. Stein, Consulting editor: 
Aubrey S. Silke. ‘ 

Cape Town, J uta & Company Limited, 1980. 
Loose-leaf service explaining the general sales 
tax of South. Africa. The work is divided in the 
following sections: Guide to the general sales tax 
which explains the sales tax, Newsletters, Sale's 
talk act, Ancillary legislation and History. 
(13. 13.099) 

Tanzania . 

V 

"
. 

SCHROEDER, Larry. 
An assessment of the revenue generation 
capabilities of villages, districts and Arusha 
region.: some policy options. 
Syracuse, N.Y., The Maxwell School of 
Citizenship and Public Affairs, Syracusé 
University, 1981. 98 pp. 1' . 

(B. 13.100) 

Zimbabwe 
A GUIDE TO TAXATION 
in Zimbabwe. .

' 

Salisbury, Ministry of Finahce, 1980. 4 pp. 
An outline of corporate and individual income 
taxes. 
(B. 13.092) 

INCOME TAX IN ZIMBABWE 
Information pamphlet segtihg out the main 
features of direct taxation in Zimbabwe. 
Salisbury, Department of Taxes, 1980. 9 pp. 
(B. 13.091) 

184 

$50 Paulo, Touche Ross Intémational, 1980. 76 

Study on Brazil'in the Busines; Study series 
provides information on investment 
opportunities, business forms and taxation in 
Brazil. Accounting and auditing regulations are 
dealt with. 
(B. 18.123). 

Canada 
1980 CONFERENCE REPORT. 
Report of proceedings of the thirty-second Tax 
Conference convened by the Canadian Tax 
Foundation at Montreal, 24, 25, 26 November 
1980. 
Toronto, Canadian Tax Foundation, 1981. 873 
pp., $ 25. 
Compilation of the texts of reports discussed at 
the Conference. Topical subjects include recent 

' income tax amendments, fiscal policy choice to 
combat inflation and he deficit, the new Canada— 
United States income tax treaty. 
(B. 103.606) 

Chile 

CONTRERAS URZUA, Hugo; GONZALEZ SILVA, Lionel. 
1981 El impuesto a la renta. ‘ 

Séntiago, Editorial'Cepet, 1981. 1100 pp. 1 

Book containing the text of the income tax law 
updated to 1981, comments thereto and an 
alphabetical compilation of circulars and other 
instructions issued by the tax administration. 
(B. 18.111)

' 

Dominican Republic 

GARCIA RECIO, Luis. V 

El registro de contribuyentes: La experiencia 
dominicana. ‘ 

Santo Domingo, Instituto de Capacitacion 
- tiubutaria, 1981. 28 pp. . 

The experience of the Dominican Republic with 
the Register of Taxpayers. ‘

' 

(8‘ 18.124) 

Guatemala
I 

DECRETO LEY 229 IMPUESTO
_ 

sobre la Renta su reglamento. ' 

Zona, Editorial Gomez Robles, 1981. 337 pp. 
Income tax law and regulation up to date as of 
November 1981; Law and regulation on stamped 
paper and stamp tax as amended. 

_

‘ 

(B. 18.131) 

Latin America 

ARROBA, Gonzola; ATCHABAHIAN, Adolfo; 
MACON, Jorge; MOLES, Ricardo R. 

A 

' ' 

El impuesto a1 valor agregado en el ' 

financiamiento de la seguridad social y el pr'oceso 
de integracion latino americano. 
Tomo I y 11. _ ‘ 

Banco interamericéno de desarrollo, 1980. 366 
pp- ' ‘ 

Study discussing the possibility of financing the 
social security system with the value-added tax. - 

(B. 18.096)
' 

PEREZ DE AYALA, Jose-Luis. 
Influéncia da fiscalidade na forma de 
financiamento das empresas. 
Tema 1. IX Jornadas Luso-Hispano-Americanas 
de cstudos tributérios. . 

Porto-Pévoa de Varzim, Associagéo fiscal 
Portuguesa, 1980. 21 pp. 
Report on subject 1 submitted to the Ninth 
Portuguese-Spanish-American meeting of tax 
studies, viz. , the influence of taxation on the 
financing of companies. 
(B. 103.357) 

PALAO TABOADA, Carlos. 
A unidade familiar como sujeito fiscal. 
Tema 2. IX Jomadas Luso-Hispano-Americanas 
de estudos tributérios. Relatério geral. 
Portop-Pévoa de Varzim, Associagéo fiscal 
Portuguesa, 1980. 73 pp. 
General report on Subject 2, the familf‘unit as 
taxable person, submitted to the Ninth Por- 
tuguese-Spanish-American meeting of tax 
studies. 
(B. 103.440) 
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GOZALEZ GARCIA, Eusebio. > 

A unidade familiar como sujeito fiscal. 
IX Jornadas Luso-Hispano-Americanas de 
estudos tributaries. 
Porto-Pévoa- dc Varzim, Associagéo fiscal 
Portuguesa, 1980. 23 pp. ‘ 

Report on subject 2, The family unit as taxable 
person, submitted to the Ninth Portuguese? 
Spanish-American meeting of tax studies. 
(B. 130.440) 

PROGRESO ECONOMICO Y 
Social en América Latina. 
Informa 1980—81. 
Washington, Banco interamericano de Desar- 
rollo; 1981. 495 pp. 
Economic and social development in Latin 
America (from the Interamerican Development 
Bank) is the 1980—81 report on each of the Latin 
American countries. 
(B. 18.122) 

Panama 
' GNAZZO, Edison; LEVY, Ricardo. 7 , 

Legislacion fiscal de la Republica de Panama. 
Panama, Universidad de Panama, 1981. 462 pp. 
Discussion of fiscal legislation and taxes in

' 

Panama. The text of the income tax‘law, updated 
to 31 March 1979, is also included. 
(B. 18.110) 

United States 

TAX PLANNING 1982. 
Federal Tax Guide Reports. 
Chicago, Commerce Clearing House, Inc. , 

1981. 199 pp. 
Tax planning for 1982 incorporating the major 
features of the Economic Recovery Tax Act of 
1981. - 

(B. 103.586) 

LELOUP, Lance T. 
The Fiscal Congress. Legislative control of the 
Budget. 
Contributions in Political Science, Number 476. 
Westport, Greenwood Press, 1980. 227 pp., 
$ 25. 
In-depth analysis of the Budget and 
Impoundment Control Act 1974 and assessment 
of its effect since 1975 and of the congressional 
difficulties in making fiscal policy. ' 

(B. 103.638) 

BARTLETT, Bruce R.
‘ 

Reaganomics. Supply side economics in action. 
Westport, Arlington House Publishers, 1981. 
229 pp., $ 14.95. 
The author aims to explain the thought behind 
supply side economics with reference 10 examples

' 

of tax reductions in the U.S.A. and abroad. 
(B. 103.607) 

Uruguay 
FOREIGN INVESTMENT IN 
Uruguay. 
Montevideo, Oficiha de Auditoria F.W. Sibille, 
1981. 11 pp. 
Survey of basic data related to foreign 
investment, induding tax, labour and promotion 
of legislation on industries. ' 

(B. 18.127) 

Venezuela 

CARRILLO BATALLA, Tomas Enrique
_ 

Historia critica de la teoria de las fluctu‘aciones y 
analisis del caso Venezolano. 
Coleccién historico-economica. 
Vol. I, Tomo I, II, III, IV. Vol. II, Témo Unjco. 
1547 pp. 
5-volume critical history of the theory of 
economic fluctuations with a survey of the 
Venezuelan situation, from 197610 1981. 
(B. 18.125) 

‘ ' 

CARRILLO BATALLA, Tomas Enrique 
E1 sistema economico constitucional 
Venezolano. 
Caracas, Ediciones del Congreso de la 
Répfiblica, 1980. '220 pp.

' 

The Venezuelan "economic-constitutional" 
system. 
(B. 18.126) 

ASIA AND THE PACIFIC 
Australia 

MANNIX, E.F.; HARRIS, D.W. 
Commonwealth Taxation Board of Review 
Decisions. New Series; Volume 24. 

' 

North Ryde, Butterworths, 1981. 951 pp. 
Compilation of Australian tax court cases 
concerning income tax. 
(B. 51 .793) 

MANNIX, E.F.; HARRIS, D.W. 
Australian tax reports. Volume 11. 
North Ryde, Butterworths, 1981. 987 pp.. 
Eleventh volumepf the Australian and New 
Zealand Tax Reports containing a compilation 
.of the texts of Australian and New Zealand tax 
cases. 
(8.51.866) 

CAMERON, R.J. 
_ Taxation revenue Australia 1979-80. 
Canberra, Australian Bureau of Statistics, 1981. 
40pp-

. 

This publication contains statistics of revenue 
collected by all public authorities in Australia in 
the form of taxes, fees, fines, etc. It also covers 
the Northern Territory which became a self- 
governing Territory on 1 July 1978. 
(B. 51.786) 

China (People’s Rep. of) 

CHINEES RECHT. 
Enkele aspecten van het hedendaagse recht in 
de Volksrepubliek China door Studiegroep 
Chinees Recht, Vrije Universiteit, Amsterdam. 
Deventer, Kluwer, 1981. 360 pp. 55 Dfi. 
Studies by the Chinese Law Study Group of the 
Free University of Amsterdam. The study, 
based on available literature on China in Europe, 
was followed by a visit to China. The subjects 
covered include: constitution, economic 
management, foreign trade, investment law, tax 
law, penal code, family law, Chinese lawyers 
and public notaries. 
(B. 51.860) 

THE CHINA PHONE BOOK. 
& Address Directory. 1982 Edition. 
Hong Kong, The China Phone Book Company, 
1981. 316 pp. 
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Annual publicafion of addresses and phone 
numbers of organizations and persons in various 
towns in China. 
(B. 51.864) 

India 

INDIA. 
Second Edition. 7 

Hong Kong, The Hong Kong and Shanghai 
Banking Corporation, 1981. 36 pp. 
Business and travel information, 'economic facts 
and figures and'taxation in India in the Business 
Profile Series. 
(B. 51.783) 

Indonesia 

TAX BULLETIN. NEW TAX POLICY. 
Revaluation of fixed assets. . 

Jakarta, Dré. Utomo, Mulia &.Co., 1979.21 pp. 
English translation of the regulations governing 
the revaluation of fixed assets in the 27 March 
1979 tax package. 
(B. 51.852) 

TAX BULLETIN. NEW TAX POLICY. _ V 

Jakarta, Drs. Utomo, Mulia & Co., 1979. 101 ' 

PP- 
English translation of the tax laws governing the 
27 March 1979 tax package.

' 

(B. 51.853) -

‘ 

ECONOMIC, FINANCIAL AND TAX 
situation in Indonesia. 
Jakarta, SGV—Utomo, 1980. 38 pp. 
Consideration of the economic—financial 
situation in Indonesia in connection with the 27 
March 1979 tax package. - 

(B. 51.854) 

Japan 

JAPAN. . 

Hong Kong, The Hongkong and Shanghai 
Banking Corporation, 1981. 40 pp. 
Intréductory guide in the Business Profile Seriex, 
explaining the legal and business aspects of a 
particular country, including taxation. 
(B. 51.851) 

Korea (Republic of) 
REPUBLIC OF KOREA. 
Hong Kong, The Hongkong and Shanghai 
Banking Corporation, 1981. 32 pp. 
Booklet in the Business Profile Series providing 
information on the investment climate (free 
export zones, foreign investment, labour law, 
foreign exchange), taxation, banking, tourism, 
etc. in Korea. 
(B. 51 .850) 

Philippines 

NTRC TAXATION IN 1980: 
reforms, proposals and other developments. 
Eighth annual report. 
Manila, National Tax Research Center, 1981. 41 

Eight annual report of the National Tax 'Reseach 
Center containing highlights of major projects, 

185



'tax reforms'in 1980 and seminar reports and'staff 
development during 1980. 
(B. 51.823) 

HOLLAND, Daniel; 
WASYLENKO, Michael; 
BAHL, Roy. 
An evaluation of the real property tax 
administration project. 
Syracuse, N.Y., The Maxwell School, Syracuse 
University,.1980. 64 pp. 
Assessment of two real property tax 
administration projects in the Philippines, one 
under the authority of the Ministry 'of Finance 
and the other under the Ministry of Local 
Government and Community Development, 
and their interrelationship. 
(B. 51 .849) 

STRENGTHENING THE FISCAL 
performance of Philippine local governments: 
analysis and recommendations. 
Syracuse, N.Y., The Maxwell School, Syracuse 
University, 1981. 581 pp. 

I

- 

Study of the effectiveness of fiscal development 
of local governments in the Philippines. 
(B. 51 .848) 

Sri Lanka 
SRI LANKA. 
Second edition. . 

-
’ 

Hong Kong, The Hongkong and Shanghai 
Banking Corporation, 1981. 28 pp. ' 

Business and travel information, economic facts 
and figures and taxation in Sri Lanka.in the 

. 
.» Business Profile Series. 
(B. 51.837) 

EUROPE 

Denmark 
SPANG-THOMSEN, V. 
'Skattetabeller 1982. 38. firgang. 

‘ 

- Copenhagen, AIS Skattekartoteket. 
Iniormationskontor, 1982. 127 pp. 
Annotated income and net wealth tax tables for 
1982.

' 

(B. 103. 682) 

France 

CAS, GérariOUT, Roger; 
FERRIER, Didier. v 

Lamy commercial - droit de la concurrence - ~ 

droit de la distribution - droit de la 
_consommation. - 

. 
.. 

Paris, Lamy S.A., 1981. 1410 pp. ' 

Explanation of commercial law in France, 
covering contract law, law and regulations 
protecting the consumer, competition between 
lenterprises, etc. 
(B: 103.649) 

Germany (Fed. Rep.) 
VEBLING, Klaus. , 

Die Besieuerung der Betriebstéittén nach dem 
deutschen Aussensteuerrecht.

’ 

Zurich, German-Swiss Chamber of Commerce, 
1981;35 pp.,30 DM. . 
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Survey of the taxation of permanent _‘ 

establishments of foreign companies in Germany 
according to the principles of German tax law, 
as far as relevant in international relations. 
(B. 103.568)

' 

DEBATIN, Helmut. 
Analysis of the German Tax System. General 
principles - Taxation of income and capital - 

Unilateral measures for the avoidance of double 
taxation. Reprinted from: Handbook on the 
United States—German tax convention. Original 
authors: Dr. Helmut Debatin and Dr. Otto L. 
Walter, in collaboration with Ernst Weber and 
Henry Conston. Updated edition. 
Amsterdam, International Bureau of Fiscal 
Documentation, 1981. 102 pp. 
(B. 103.535) 

Ireland 

INVESTMENT AND TAXATION. 
Ireland. 
Dublin, Touche Ross Ihtemational, 1981. 29 pp. 
Basic information on Ireland prepared by Touche 
Ross International in the series Investment and 
Taxation, concerning business enterprises 
planning investment in Ireland. Taxation aspects 
are dealt with. 
(B. 103.622) 

Luxembourg 
KIOES, George; SCHMIT, Edouard. 
Business operations in Luxembourg. 
Washington, Tax Management Inc. , 1981; 98 

From the Foreign Income Portfolio Series, this 
publication provides a description of the taxes 
levied in Luxembourg. Texts of tax treaties are 
appended. The worksheets contain social 
security contributions, model articles of 
incorporation of a joint stock company, etc. 
'(B. 103.492) 

LUXEMBOURG. 
Luxembourg City, Touche Ross International, 
1981. 28 pp.

, 

Basic information on Luxembourg prepared by 
Touche Ross International in the series 
Investment and Taxation, concerning business 
enterprises planning investment in Luxembourg. 
Taxation aspects are dealt with. 
(B. 103.623) 

Netherlands 

VAN HOEPEN, M.A. 
- Anticipated and deferred corporate income tax 

in companies’ financial statements. . 

Deventer, Kluwer, 1981. 295 pp., 90 Dfl. A systematic treatise on deferral and anticipation 
of income taxes in companies’ financial 
statements. The study is based on the Dutch tax 
system with reference to the taxation systems 
and accounting standards of the German Federal 
Republic, the United Kingdom and the U.S.A. 
(B. 103.604)

‘ 

INVESTMENT ACCOUNT ACT. 
Amsterdam, Klynveld Kraayenhof & C0., 1980. 
7 pp. 
Explanation of business investment incentives in 
the Netherlands. ' 

(B. 103.488) 

DE WET INVESTERINGSREKENING (WIR). 
Amsterdam, Klynveld Kraayenhof & C0,, 1980. 
80 pp. 
Brochure explaining the law on investment 
incentives, a general basic investment premium' 
and a number of special bonuses granted to 
qualifying investments. ' 

(B. 103.485) 

KLUWER BELASTINGGIDS 1982. 
Deventer, Kluwer, 1982. 405 pp. 
Annual guide providing information for filing 
individual income tax return 1981 and net wealth 
tax return 1982. 
(B. 103.680) 

KRUIMEL, J.P. 
Theorie en praktijk van de gemeentelijke on- 
roerend-goedbelastingen. -

- 

Fiscale Studieserie No. 20. 
Deventer, FED, 1981. 165 pp. 
Textbook explaining in detail - thematically 
arranged — the municipal real property tax with 
reference to case law. 

. (B. 103.536) 

HOFSTRA, H.J. 
Overzichten van nieuwe fiscale rechtspraak‘, 
zoals verschenen in de Naamloze Vennootschap 
van 1942/1943 tot en met 1980. 
Zwoll, Tjeenk Willink, 1981. 263 pp. 55 Dfl.’ 
Compilation of comments on recent tax cases 
published in the journal Naamloze Vennootschap 
from 1942 to 1980. 
(B. 103.617) 

SUBSIDIE-OVERZICHT 1981-1982. 
Amsterdam, Klynveld Kraayenhof & Co., 1981. ' 

62 pp. 
Summary of regulations on investment premiums 
for 1981 and 1982. 
(B. 103.675)

. 

FOREIGN INVESTMENT IN 
the Netherlands. . 

Amsterdam, Klynveld Kraayenhof & C0,, 1981. 
34 pp. 
Booklet providing information to assist foreign 
investors planning to set up a business in the 
Netherlands. Tax legislation and rules for ac- 
counting and auditing are dealt with. 
(B. 103.487) 

Norway 
MAGNUS, Per; NILSEN, Svein Tore. 
N¢kkelen til selvangivelsen for 1981. 
Oslo, Norsk Skattebetalerforening, 1981/82. 151 
PP- - 

Guide providing detailed information for self- 
filing of individual income tax returns for the 
1981 tax year. 
(B. 103.689) 

Spain
_ 

MORENO CEREZO, Félix. 
El impuesto sobre sociedades. Régimen general. 
Madrid, Ediciones Pirémide, 1981. 573 pp. " 

Handbook on the taxation of corporations. 
(B. 103.573) 

RODRIGUEZ GARCIA, Enrique B; 
PONS GONZALEZ, Manuel; ' 

ESTEBAN RODRIGUEZ, Angel. 
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Impuesto municipal de plusvalia. 
Jaén, Editorial Hesperia, 1981. 556 pp. 
Handbook on the local tax on capital 
appreciation of real property. ~ 

(B, 103.572) 

Switzerland 

TROLLER, Patrick. 
Kollisionén zwischen Firmen, Handelsnamen 
und Marken. 
Basel, Verlag fiir Recht und Gesellschaft, 1980. 
236 pp. 
Study on the collision between names of firms, 
and trademarks, both registered and 
unregisterd. 
(B. 103.655) 

United Kingdom 
SIMONS’S TAXES. 
Finance Bill 1981.

. 

London, Butterworths, 1981. 167 pp. 
Tax provisions relating to Income Tax, 
Corporation Tax and Capital Gains Tax. Text of 
and a commentary on the Finance Bill 1981. 
(B. 103.545) 

SIMON’S TAXES. 
Finance Act 1981. 
London, Butterworths, 1981. The provisions 
relating to Income Tax, Corporation Tax-and 
Capital Gains Tax. Text of and commentary on 
the Finance Act 1981. 
(B. 103.574) 

TAX FOR EXECUTIVES. 
London, Arthur Andersen & Co. , 1981; 52 pp. 
Guide providing an explanation to the effect of UK income tax on different forms of remune- 
rations and benefits received by executives 
(company directors, employees with high earn- 
ings, etc.) 
(B. 103.668) 

TAXATION AND LABOUR SUPPLY. 
Edited by C.V. Brown. ‘ 

London, George Allen & Unwin, 1981. 281 pp. 
£ 25. 
Study reporting the results of a decade of research 
into the effects of taxation on the supply of 
labour in the United Kingdom. 
(B. 103.695) 

Yugoslavia 

JUGOSLAWIEN. 
Das Jugoslawische Patentgesetz ‘vom 9. Juni 
1981. ‘ ‘ 

Berichten und Dokumente zum auslfindischen 
Wirtschafts- und Steuerrecht. No. 147 a/b. 
Cologne, BFAI, 1981. 78 pp. 
Introductory explanation of the patent law. 
Text of the patent law in German is appended. 
(B. 103.635) 

’ 
'

‘ 

INTERNATIONAL 

. International 

DOING BUSINESS ABROAD. 
Tax and other considerations. Prepared by 
Klynveld Main Goerdeler (KMG). 
Amsterdam, KMG, 1980.

> 

Loose-leaf publication in two'volumes containing 
information on doing business in specified 
countries in the world. This manual has been 
prepared by members of the international tax 
network of KMG. Twenty countries are covered 
in the initial manual which will be extended in 
the future. Each country chapter follows the 
same general outline: establishing an entity, 
financing of a company, labour conditions, 
exchange control, taxation of companies and 
idividuals and general situation of indirect 
taxation. The countries covered are Argentina, 
Australia, Austria, Belgium, Brazil, Canada,

' 

Channel Islands (Jersey), Denmark, France, 
German Federal Republic, Ireland, Italy, Japan, 
Kenya, the Netherlands, Norway, South Africa, 

‘ 

_ Switzerland, United Kingdom and the USA. 
The material will be updated. 
(B. 103.489) 

REFLEXIONS OFFERTES A 
Paul Sibille. ; 

Etudes de fiscalité. 
Brussels, Etablissements Emile Bruylant, 1981. 
970 pp. . 

‘

_ 

Reflections offered to Paul Sibille. Studies in 
Taxation is a Festschrift containing yarious 
essays on taxation by a world-wide range of 
authors in honor of Paul Sibille. ‘ 

(B. 103.641) 

REFORMS OF TAX SYSTEMS. 
Proceedings of the 35th Congress of the 
International Institute Of Public Finance, 
Taormina, 1979. Edited by Karl W. Roskamp 
and Francesco Forte. 

. Detroit, Wayne State University Press, 1981. 
457 pp., 3 30. 

Papers presented at the 35th Congress of the 
International Institute of Public Finance on 
Reforms of Tax Systems. Titles and authors 
include: Richard Goode, Limits to taxation; 
Aldo Chiancone. On the taxation of agricultural

_ 

I 
income :ilersus other incomes; Antonio Pedone,

I 

Payroll taxes, value added taxés and income 
taxes; Fuat M. Audio and Ramon J. Cas-Garcia, 
Trends and functions of tax reforms in LDC’s: 
some limiting factors; E. Knauthe, Die . 

Zahlungen der Volkseigenen Industrie an den 
Stattshaushalt (The payments by state-owned 
industries to the Treasury). - 

(B. 103.651) 

MIDDLE EAST 

Bahrain 

BAHRAIN. 
Second edition. 
Hong Kong, The Hongkong and Shanghai

_ 

Banking Corporation, 1981.27 pp. 
Business and travel information, economic facts 
and figures and taxation in Bahrain in the 
Business Profile Series. 
(B 51.842) 

Jordan 

JORDAN. 
Second edition. 

7 

4

~ 

Hong Kong, The Hongkong and Shanghai 
Banking Corporation, 1981. 20 pp.

_ 

Business and travel information, economic facts 
and figures and taxation in Jordan in the Business 
Profile Series. 
(B. 51.779) 

’ Qatar 

QATAR. 
Second edition.

1 

Hong Kong, The Hongkong and Shanghai 
Banking Corporation, 1981. 20 pp. 
Business and travel information, economic facts 
and figures and taxation in Qatar in the Business 
Profile Series. 
(B. 51.844) 
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Loose-Leaf Services 
Received between 1 February and 28 February 1982 

_ 

Australia 

. AUSTRALIAN INCOME TAX-LAW 
“ ‘AND PRACTICE: 
— Cases , 

releases 43 and 44 
Butterwonhs, Pty. , Ltd., Chatswood. 

v Belgium 
:FISCALE DOCUMENTATIE 
VVANDEWINCKELE 
Tome I, release 42 
Tome IX, release 124 
Tome XIII, releases 34 and 35 
Tome XVI, release 145 
CED-Samsom, Brussels‘ 

GUIDE FISCAL PERMANENT 
release 432 
Editions Service, Brussels. 

’ GUIDE PRATIQUE DE FISCALITE 
Tome I, release 42 
CED-Samsom, Brussels. 

L’INDICATEUR FISCAL 
release 13 

I

. 

CED-SAMSOM, Brussels. 

Canada 
CANADA INCOME TAX GUIDE 
REPORTS 
releases 167 and 168 CCH Canadian, Ltd. , Don Mills. 
CANADA TAX SERVICE — RELEASE 
geleases 352, 365-368 
Richard de Boo, Ltd., Toronto. 

CANADIAN TAX REPORTS 
:: releases 516-519 
CCH Canadian, L!d., Don Mills. 
DOMINION TAX CASES 
rbleases 3-5 
CCH Canadian, Ltd., Don Mills. 
188 

Cofimon Market (EEC) 
HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
— Commentaar op het E.E.G., Euratom en 

EGKS verdrag; verdragsteksten en aanver- - 

wante stukken 
release 223 

Kluwer, Deventer. 

Denmark 
SKATTEBESTEMMELSER: 
— Dobbeltbeskatningsoverenskomster 

release 14 
A.S. Skattekartoteket Informationskontor, 
Copenhagen. - 

France 

BULLETIN DE DOCUMENTATION 
PRATIQUE DES TAXES SUR LE 
CHIFFRE D’AFFAIRES ET DES 
CONTRIBUTIONS INDIRECTES 
release 18 
Editions Francis Lefebvre, Levallois-Perret. 

DICTIONNAIRE PERMANENT — DROIT 
DES AFFAIRES 
releases 90 and 91

I 

Editions Législatives et Administratives, Paris. 

DICTIONNAIRE PERMANENT — FISCAL 
releases 126-128 
Editions Législatives et Administratives, Paris. 

JURIS CLASSEUR 4 CODE FISCAL 
release 206 
Editions Techniques, Paris. 

German Federal Republic 
HANDBUCH DER EINFUHRNEBEN- 
ABGABEN 
release 1 

Von der Linnepe Verlagsgesellschaft, Hagen. 

HANDBUCH DES UMSATZSTEUER- 
GESETZES 
releases 11 and 12 
Hermann Luchterhand Verlag, Neuwied. 

RECHTS- UND WIRTSCHAFI‘SPRAXIS 
STEUERRECHT 
release 265 
Forkel Verlag, Stuttgart. 

STEUERERLASSE IN KARTEIFORM 
release 245 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERRECHTSSPRECHUNG IN 
KARTEIFORM 
release 361 
Verlag Dr. Otto Schmidt, Cologne. 

WORLD TAX SERIES — GERMANY 
REPORTS ' 

release 151 
Commerce Clearing House, Chicago. 

International 

FISCALITE EUROPEENNE 
releases 3 and 4 - 

Les Cahiers Fiscaux Européens, Nice. 

J URA EUROPAE 
— Droit d’établissement / Niederlassungsrecht 

release 12 
CH. Beck’sche Verlagsbuchhandlung, Munich. 
Editions Techniques Juris Classeur, Paris. 

Luxembourg 
ETUDES FISCALES 
releases 65 and 66 
Imprimerie Saint-Paul, Luxembourg. 

The Netherlands 
BELASTINGWETGEVING: 
— Inkomstenbelasting 1964 

release 87 
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— Loonbelasting 1964 
release 78 

— Vennootschapsbelasting 
release 36 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
release 70 
S. Gouda Quint — D. Brouwer, Arnhem. 

EDITIE VAKSTUDIE BELASTING- 
WETGEVING: 
— Gemeentelijke belastingen e.a. 

releases 51 and 52 
Kluwer, Deventer. 

FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1860-1863 
FED, Deventer. 

FISCAAL FUNDAMENT 
release 35 
Kluwer Deventer. 

FISCALE WETI‘EN
' 

release 112 
FED, Deventer. 

HANDBOEK VOOR DE IN- EN 
UITVOER: 
— Tarief voor invoerrechten 

release 274 
- Algemene wetgeving 

releases 114 and 115 
Kluwer, nenter.

\ 
KLUWERS FISCAAL ZAKBOEK 
releases 174 and 175 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
release 252 
Kluwer, Deventer. 

LEIDRAAD BIJ DE BELASTINGSTUDIE 
release 61 
S. Gouda Quint — D. Brouwer, Arnhem. 

OMZETBELASTING (BTW) IN BEROEP 
EN BEDRIJF 
release 66 
S. Gouda Quint — D. Brouwer, Arnhem. 

UITSPRAKEN V.D. TARIEFCOMMISSIE 
‘ EN ANDERE RECHTSCOLLEGES 
INZAKE IN--EN UITVOER 
release 1 

Kluwer, Deventer. 

VAKSTUDIE — FISCALE ENCYCLOPEDIE: 
— Inkomstenbelasting 1964 

releases 343 and 344 
— Loonbelasting 1964 

releases 235 and 236 
Kluwer, Deventer.

' 

Norway 
SKATFE-NYTT 
A. releases 12 and 1 

B. releases 37-39, 1-3, 5, 7-8 
Norsk Skattebetalerforening, Oslo. 

Peru 
IMPUESTO A LA RENTA 
release _75 . 

Editorial Economia y Finanzas, Lima. 

IMPUESTO A LOS BIENES Y 
SERVICIOS 
release 43 
Editorial Economia y Finanzas, Lima. 

MANUAL DE IMPUESTOS INTERNOS 
release 48

_ 

Editorial Economia y Finanzas, Lima. 

South Africa 
JUTA’S SOUTH AFRICAN INCOME 
TAX SERVICE 
release 22 
Juta & Cg, Ltd., Capetown. 

United Kingdom 
SIMON’S TAX CASES 
releases 4-7 
Butterworth & Co., London. 

SIMON’S TAXES 
releases 52 and 53 
Butterworth & Co., London. 
SIMON’S TAX INTELLIGENCE 
releases 4-7 
Butterworth & C0. , London. 
VALUE ADDED. TAX — DE VOIL 
re_lease 85 
Butterworth & Co., London. 

United States 

FEDERAL TAXES — REPORT BULLETIN 
releases 6—10 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 16-20 
Prentice-Hall, Inc. , Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS 
releases 16-19 . 

Commerce Clearing House, Inc. , Chicago. 

FEDERAL TAX TREATIES — 
REPORT BULLETIN 
release 1 

Prentice-Hall, Inc., Englewood Cliffs. 

STATE TAX GUIDE 
releases 76] and 762 . 

Commerce Clearing House, Inc., Chicago. 

TAX HAVENS OF THE WORLD 
release 28 ‘ 

Matthew Bender, New York. 

_ 

TAX IDEAS — REPORT BULLETIN 
releases 3 and 4 
Prentice-Hall, Inc. , Englewood Cliffs. 

TAX TREATIES 
releases 360 and 361 
Commerce Clearing House, Inc. , Chicago. 

U.S. TAXATION OF INTERNATIONAL 
> 

OPERATIONS 
release 3 
Prentice Hall, Inc. , Englewood Cliffs. 
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Conference Diary 
MAY 1982 
Management Centre Europe: Leasing in the 
80’s (including: The harmonisation of taxes in ’ 

the EEG and releyance for leasing). Brus- 
sels (Belgium), May 5-7 (English). 

Seminar Services International: International 
Tax Planning (including: Use of tax treaties 
and tax treaty developments;.legislation to 
counter use of tax havehshnd U.K. draft 

. legislation oh international tax avoidance). 
Amsterdam (the Netherlands), May 12—13 
(English). ' 

AMR International: Subcontracts and joint 
ventures in the Middle East, the legal and fi- 
nancialuissues (incLuding: Taxation and the 
Subcontractor). London (United Kingdom), 
May 13—14 (English). 

Internatiomil Tax Planning Association: 8th- 
Annual Conference (including: The US. iax 
haven report; international tax planning for 
entertainers and athletes; taxes on non-resi- 
dents; anatomy of a tax haven).-Florence 
(Italy), May 19-21 (English). 

Practising Law Institute: Real estate syndica- 
tions (including: Special problems of fofeign 
investors; The non—resident alien individual 
partner). San Francisco (U.S.A.), May 20-21 
(English). 

Management Centre Europe: International ' 

cash management (including: International 
tax aspects in cash management). Nice 
(France), May 24-26 (English). 

The Inter-American Center of Tax Adminis- 
trators (C.I.A.T.): XVIth General Assembly 
on the basic subject Non-tax compliance. 
Asuncién (Paraguay), May 24-28 (Spanish, 
English, French and Portugese). 

Institute for lnternatiomil Research: The 
Zfirich International Corporate Finance 
Conference (including: Legal, accounting 
and tax issues of different hedging forms; tax 
leveraging). Zfirich (Switzerland), May 24-26 
(English). 

190 

JUNE 1982 
Management Centre Europe: Taxation of in- 
ternational group companies and branches_ 
(Seminar). Brussels (Belgium), June 3-4 
(English). ' 

Seminar Services International: Taxation of 
international financial transfers (including: 
The taxation of foreign currency gains and 
losses; The revaluation of foreign assets on 
the balance sheet; Operating holding and fi- 
nance companies in the Netherlands and the 
Netherlands Antilles; Double tax agreements 
and disclosure agreements between tax au: 
thorities). Amsterdam (the Netherlands), 
June 9-10 (English). ‘ 

Practising Law.Institute: Real estate syndica- 
tions (including: Special problems of foreign 
investors; The non-resident alien individual 
partner). New York City (U.S.A.), June 17- 
18 (English). 

' a ‘l ' 

Georgetown University Law »Cen'ter: V‘The 
Fourth Annual Institute on Multinational 
Taxation (including: Curlrent' dev¢lopments 
in international tax rules outside the U.S.; 
Tax treaties — the changing landscape). 
Washington, D.C., (U.S.A.), June 24-25 
(English). 

' ' ' 

- v f 

,JULY 1982 

Practising Law Insiitue: International estate 
planning (including: Taxation of ' non-resi- 
dent alien in the US. ; The use of foreign situs 
trusts). New York City (U.S.A.), July 22-23 
(English). 

SEPTEMBER 1982 
36th Annual Congress of I. F.A.: I. The tax 
treatment of interest in international 
economic transactions. II. Taxation of pay-- 
ments to non-residents for independent per- 
sonal services. Montreal (Canada). Sep- 
tember 12-16 (English, French, German, 
Spanish). 

Confédération Fiscale. Européerme (C. F. E. ): 
Third European Congress of Tax Consultants 
(including: State of tax harmonisatio'n in 
Europe;"The applicatidn of wealth taxes and 
yaxes arising on death to foreign assets and 
liabilities; The practical application of inter- 
national tax provisions (working groups)). 
Aix-la-Chapelle (Germany), September 30 
to October 2 (English, Frenfh, German). 

OCTOBER 1983 
37th Annual Congress ofI. F.A. : I. Tax avoid- 
ance/tax evasion. 11. International problems 
in the field of turnover taxation. Vhenice' 
(Italy),-'October 10-15 (English, French, Ger- 
man, Spanish). 

FOR FURTHER INFORMATION 
PLEASE WRITE TO: 
AMR International:~ 6-10 Frederick Close, 
Stanhope Place, London W2 ZHD (United 
Kingdom). 
Confédélfation Fiscale Européenne 
(C.F.E.): Secrétariat Général, Postfach 
1340, Dechenstrasse 14, D-5300 Bon_n 1 

(Federal Republic of Germany). 
Georgetown University Law Center: 600 
New Jersey Avenue, N.W, Washington, 
DC; 20001 (U.S.A.). 
Inter-American Center of Tax Adminis- 
trators (C.I.A,T.): Executive Secretary of 
C.I,A.T., PO. Box 215 zona1,Panamé. 
International Fiscal Association (I.F.A.): 
General Secretariat, 

. 

Woudenstein, 
Burgemeester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
International Tax Planning Association: l 

33A Warwick Square, London SW1V ZAD 
(United Kingdom), 
Institute for International Research: 70 
Warren Street, London WIP SPA (United 
Kingdom). ‘ 

Management Centre Europe: Avenue des 
Arts 4, 8-1040 Brussels (Belgium). 
Practising Law Institute: 810 Seventh AV- 
enue, New York, NY. 10019. (U.S.A.). 
Seminar Services SA: 1 passage Perdonnes, 
CH-1005 Lausanne (Switzerland). 
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THIRD EUROPEAN CONGRESS OF TAX CONSULTANTS 
under the auspices of the President of the Federal Republic of Germany 

Professor Dr. Karl Carsterjs 
>

I 

from 30 September — 2 October 1982 in Aix-Ia-Chapelle, Eurogress 

CONGRESS PROGRAMME 
(PROVISIONAL) 

Thursday, 30 September 1982 
09.00 Opening of the Congress: 

Dr. Wilfried Dann, Steuerberater, 
President of the C.F.E. 

09.15 PAPER: 
Count 
Minister of Economic Affairs of the 
German Federal Republic, Bonn 
Increasing Economic Relations in a 
United Europe 

10.00 PAPER: ' 

Christopher Tugendhat, Vice-Presi- 
dent of the Commission ofthe Europe- 
an Communities, Brussels 
State of Tax Harmonisation in Europe 

11.00 PANEL DISCUSSION I 
Open questions and possible conflicts 
following the implementation of the 
6th EEC directive relating to VAT 
Languages: English, Frenf‘h, German 
Chairman: Dr. Wilfried Dann, Prqsi- 
dent of the C.F.E. ' 

Participants: - 

Allemagne: Mr. Geist 
Belgique: Mr. Timmermann 
France: Mr. Ebrad 
Italie: Mr. Prof. Croxatto 
Pays-Bass Mr. Warning 
Royaume-Uni: Mr. Pyne-Gilbert 
Commission of the European Com- 
m'unities: not yet available. 

13.00 Luncheon for all participants at the , 

Eurogress 

Otto Lambsdorff, Federal- 

15.00 WORKING GROUP A1 
Tax problems of establishing business 
activities abroad by medium-sized en- 
terprises 

Languages: German, English 
Referees: 
Allemagne: Mr. Dr. Schelle 
Pays-Bas: Mr. Udink ~ 

Royaume-Uni: Mr. Stitt 
15.00 WORKING GROUP A 2 

The application of wealth taxes and 
taxes arising on death to foreign assets 
and liabilities ' 

Lahguages: German, French 
Referees:

V 

Allemagne: Mr. Prof. Dr. Wacker 
Belgique: Mr. Brandés 
France: Mr. Saint-Bauzel 

15.00 WORKING GROUP A 3 . 

The professional relationship between 
the tax consultant and his client 

‘ Languages: English, French, German 
Referees: 
Allemagne: Mr. Mittelsteiner 
Irlande: Mr. Johnston 
Italié: Mr. Bertorello 

17.30 End of the professional part of the first 
v day of the Congress 

Friday, 1 October 1982 
09.30 WORKING GROUP B 1 

The practical application of interna- 
tional tax provisions 
Languages: English, German 

, Referees: 
a 'Belgique: Prof. Dr.’A. Tiberghien 

Danemark: Mr. J¢rgen Skou 
Royaume-Uni: Mr. Jones 

09.30 WORKING GROUP B 2 
The taxation of foreigfi income and 

' gains from foreign possession of indi- 
viduals 

- Languages: French, German
. 

Referees: '
- 

Allemagne: Mr. Dr. Rédler 
Espagne: Mr. Samacana 

r Pays-Bas: Mr. Booij 
09.30 WORKING GROUP B 3 

Organizing and equipping a tax con- 
sulting practicg 
Languages: English, French, German ‘ 

Referees: 
Allemagne: Mr. Sebiger 
France: Mr. Gumez 
Pays-Bas: Mr. Telman 

12.30 Luncheon for all pzirticipants at the 
Eurogress ‘ 

14.00 PANEL‘DISCUSSION 11 
International tax control ' 

Languages: English ,' French, German 
Chairman: 
Joseph Delattre, President of the Tax 
Committee ‘

- 

Participants: 
Allemagne: 
Belgique: Mr. Denys 
Espagne: Mr. Gros 
France: Mr. Delattre 
Irlande: Mr. Bale 
Pays-Bas: Mr. Smid 
Royaume-Uni: Mr. Jenning 
Commission of the European Com- 
munities: not yet available ; 

16.30 PAPER: 
Dr. Wilfried Dann, President of the OPE. 
Perspectives for the Future of Tax Con- 
sulting in Europe ‘ 

17.00 End of the Professional part of the sec- 
ond day of the Congress

’ 

TAX TREATY: 
Netherlands Antilles — United States

' 

On 4 February 1982 the US. Treasury released the fol- 
lowing text of a joint statement relating to the recently 
concluded round of negotiations on a new income tax 
treaty between the Netherlands Antilles and the United 
States. 
The Minister of Finance of the Netherlands Antilles, 
Mr. Marco J. de Castro, and the Assistant Secretary 
(Tax Policy) of the United, States Treasury Depart— 
ment, Mr. John E. Chapoton, announced today that 
further negotiations between the Government of the 
Netherlands Antilles and the Government of the 
United States, for the purpose of agreeing on a new in— 
come tax convention, were held in Washington, DC. 
from February 1-thr0ugh 4, 1982. The chief negotiator 
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for the United States was A.W. Granwell, Interna- 
tional Tax Counsel, and the chief negotiator for the 
Netherlands Antilles was Harold Henriquez, Minister . 

Plenipotentiary. 
During these negotiations, there was a review of the 
main issues. There was a detailed discussion of the 
possible solutions to reconcile the'respective tax, en- 
forcement and economic policy goals of the two gov-. 
ernments in lightof the historical relationship be- 
tween the tWo countries. 
The two delegations will resume the negotiations 
shortly. The next meetings have been scheduled for 
the spring 0f1982. 
In the meantime, the present treaty relationship be- 
tween the United States and the Netherlands Antilles 
will remain in effectand will be administered in ac- 
cordance with its terms. ‘ 

e for the text of the present tax treaty 31 Bulletin for In- 
ternational Fiscal Documentation 1977 at 399. 

191



~ CUMULATIVE IND ~ EX1982-Nos.1 
I. ARTICLES 
Bangladesh: 
K.A. Gofran: 
Bangladesh: 1981 income tax amendments 
China (People’s Republic): 
Jap Kim Siong: 
China’s recent tax experiments to revive 
the industrial and commercial tax 
system of state enterprises 
Ghana: .

‘ 

Elizabeth de Brauw-Hay: 
Ghana: The investment code 1981 
Hong Kong: 
I.W.Harris:' 
Hong Kong: Tax aspects of foreign 
currency gains 
Jamaica: 
H.W.T. Pepper: 
The fiscal structure in Jamaica 
Japan: 
Dharmendra Bhandari: 
Taxing for development: Corporate 
taxation in Japan 
International: " 

D. Hund: 
The development of double taxation 
conventions with particular rcferenCe 

' to taxation of international air transport 
Eugen J ehle: ' 

Tax incentives of industrialized 
countries for private undertakings 
in developing countries 
— A brief introduction 
Pakistan: 
Ahmad Khan: 
Pakistan’s Budget for 1981-82: 
Fiscal measures for development 
Abdul Waheed: 

' Pakistan: Summary of new tax 
concessions in Budget 1981-82 
Sudan: 
John F. Due and Jean M. Due: 
The financing of the Southern Region 
and other regional governments 
of the Sudan 

34 

66 

21 

59 

51 

99 

111 

120 

25 

28

4 

United States of America: 
Frank J Schuchat: 
U.S.A.: Safe harbor leasing - A 
controversial means for distribution 
of investment incentives 

n. REPORTS AND DOCUMENTS 
International: 
European Union 
Jamaica: 
Budget 1981-82 
Japan: 
Bugdet 1982-83 
Malaysia: 
Malaysia: British company having no 
permanent establishment not subject . 

to tax on management fees 
1982 Budget proposals 
Budget 1982 
Nepal: 
Budget 1981-82 
Industrial policy plan 1981 
Pakistan: 
Pakistan: Budget 1981-82 
Sri Lanka: 
Budget 1982 
Sweden: 
Budget 1982-83 
U.S.A.: 
U.S.A.: Draft mode] income tax treaty 
U.S.A.: return of tax treaties 
(Britvish Virgin Islands and Cyprus) 
Zambia: 
Budget 1982 

III. IFA NEWS: 
IV. CONFERENCE DIARY: 
V. BIBLIOGRAPHY 
Books 
Loose-leaf services 

115 

143 

57 

129 ' 

33 
76 
78 

84 
85 

80 

128 

15 

35. 

134 

75‘83 

37,95,143 

38,89,137 
45,93,141 

supplementary 
‘ ‘ 

stamina 
to 

european 
taxation 

£5;~~ 
Elill'"‘||i|l 

Lag— 

information on european taxes 
and tax treaties 

‘ CORPORATE TAX RATES 
INDIVIDUAL TAX RATES 

. TAX TREATY TEXTS 

. ABSTRACTS FROM OFFICIAL REPORTS 

. WORLDWIDE TAX BIBLIOGRAPHY 
updated monthly 

Further de tails and free Samples from: 
INTERNATIONAL BUREAU OF FISCAL DOCUMENTATION 
Sarphatistraat 124 — Box 20237 ——

‘ 

1000 HE Amsterdam -— the Netherlands 
Tel.: 020 - 26 77 26 Telex: 13217-intax n| Cables: Forintax 
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of the May 1982 issue 

Y.C. Jao: U.S.A.: EXCHANGE OF INFORMATION: 
HONG KONG: MORE TAX CONCESSIONS ............ 195 DISCLOSURE TO FOREIGN COUNTRIES 
Discussion of the 1982-83 Budget presented by Mr. John PURSUANT TO TAX TREATIES ..................... 214 
Bremridge, Financial Secretary. The most important conces- - Views of the United States Revenue authorities on the disclo- 
sion which has been proposed is the abolition of the interest sure of information under tax treaties. 
withholding tax on foreign currency deposits. - . 

Wolfgang Gassner and Geoffrey Pink: 

I 
TAXATION OF FOREIGN BUSINESS 

Marv La" IN AUSTRIA ..................................... 216 
HONG KONG: 15% TAX _ AND STILL Austria is an important spring board for business in Eastern 
TAXPAYERS GRUMBLE ___________________________ 197 European countries. The authors outline some characteristic 
Overview of Hong Kong's C'urrem tax system 

' features of Austrian taxation which are of significance for 
- foreign businesses wishing to set up a branch or subsidiary in 

Austria. . 

Lee Fook Hong: REPUBLIC OF IRELAND: BUDGET 1982 .............. 219 
SINGAPORE'S 1982 BUDGET: ' 

._ Extracts from the Budget Speech 1982 pronounced on 26 
A SUMMARY ...................................... 200 March 1982 by the Minister for Finance, Mr. MacSharIy. 
Discussion of the 1982 Budget presented by Dr. Tony Tan v

‘ 

Keng YamlMlngster for Trade and Industry. The Budget Statg- THE TAXATION OF PETROLEUM PR ODU 6.1.5: men! IS dIV/ded In three pan‘s: the progress of the economy In .

_ 

1981, estimates for 1982 and revenue and tax changes for OPINION OF THE COMMISSION 
1982. No new taxes will be introduced nor will rates of existing OF THE EUROPEAN COMMUNITIES - - - 

. 
--------- * ----- 223 

taxes be increased in order to give Singaporeans the oppor- 0’7 71 September 7981 the CommiSS/On Submmed a 00m- 
tunity to consolidate and improve their position. munication to the Council taking taxation as a starting point for 
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Hohg Kong:
_ 

More . _ 
~

. 

Tax Concessions 
by Y.CI. Jao * 

In a previous article in this Bulletin, the present Writer 
summarized and discussed recent tax changes and reforms 
in Hong Kong from 1976 to 1981.1 It was shown there that 

V 
simplification and rationalization ofHong Kong’s tax'éys- 
tem in recent years has on balance resulted in a ‘lower bur- 
den ofper'sonal taxation, a higher tax yield and a greater 
fiscal surplus.’ In the latest 1982-83 Budget presented by 
Hong Kong’s new Financial Secretary, Mr. John Brem- 
ridge, on 24 February 1982, more tax concessions were 
announced. Some of the t cuts, in particular the aboli- 
tion of the interest withholding tax on foreign currency de- 
posits, clearly have certain international implications. 
This short article 'aims to describe the tax concessions and _ 

analyze their economic Significance. -'
- 

Tax concessions for 1982-83 

Tax concessions proposed in the latest budget may be 
discussed under four headings as follows: - 

(a) Business taxation 

In the previous fiscal year, the initial allowance for capi- 
tal assets was raised from 25 to 35% to provide more in- 
centive for entrepreneurs in replacing and upgrading 
their capital equipment, machinery and plant. In the 
latest budget, this initial allowance has been further in- 
creased- to 55% for expenditure incurred on the provi- 
sion of qualifying plant and equipment. 'As an example; 
an item of spinning'or weaving machinery ranking for the 
annual rate of allowance of 30% will now qualify for a 
total write-off of 68.5% in’the year‘ of acquisition»2 ' 

. A related concession concerns the allowance 'for indust- 
*rial buildings. Under existing legislation, allowance for 
industrial building is granted by reference to the cost of 
construction only, no account being taken of the profit 
element in thefinal purchase price. This has now been 
amended so that both the initial and annual allowances 
for industrial buildings will henceforth be computed by 
reference to the net price paid by the final user. In-gHong 
Kong, where until 'very recently profit margins in the 
property market have tended to be very high , the tax sav- 
ing 18 not Inconsiderable for a manufacturer who buys 
gathgr than Leases a factory buildingior industrial pro- 
uctlon. ' r - 
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These concessions have been taken in recognition of the 
difficulties Hong Kong industrialists are now facing: 
world-wide recession, rising protectionism in developed 
countries, and growing competition from other low- 
wage developing countries. Such tax concessions “may 
not go'far enough in satisfying the clamour for more di- 
rect subsidy to the troubled industrial sector,'but in the 
light of Hong Kong’s firaditional non-interventionist pol- 
icy and philosophy, they probably represent the most the 
Government can do. . } 

(b) Interest withholding tax
' 

From the international point of View, a more important, 
and perhaps also more controversial, concession is the 
abolitionof the interest withholding tax on foreign cur- 
rency deposits. Debate on the pros and cons of this move 
has been going on in Hong Kong since at least 1970, when 
the territory began to emerge gradually as a financial 
centre. In the late 19603 several multinational banks had 
plans of establishing the Asian-dollar market —— which 
was in effect an extension of the Euro-dollar market — in 
Hong Kong, but they were frustrated by the refusal of the 
Hong Kong Government at that time to abolish the in- 
terest withholding tax on foreign currency deposits. As a 
result, the Asian-dollar market was launched in 1968 in 
Singapore, whose government was‘only too glad to grant 
tax exemption as an inducement to multinational banks 
for setting up an offshOre banking centre. Since then, the 
two city-states have been competing fiercely for the posi: 
tion of the leading financial Centre for the Asian-Pacific

> 

- 

f Reader in Economics, University of Hong Kong. 
- 
1. . Y_.C. Jao, “Tax Changes and Reforms in Hong Kong”, 35 Bulletinfor In- 
ternational Fiscal Documentation 8-9 (1981), pp. 401-07. ' 

2. 55% + (45% x 30%) = 68.5%. ' 
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Region. Both in the process have grown enormously in 
financial stature. Most analysts agree that, being the host 
co‘untry for the Asian-dollar market, Singapore clearly 
leads as a funding centre, while Hong Kong—which has a 
much larger economy, is more centrally situated and is 
geographically closer to such large borrowers as the 
Philippines, South Korea, Taiwan, and eventually China 
— is more favoured as a syndication centre.3 Hong Kong 
is reputed to be next to only London and New Yo'rk in 
having the largest number of foreign banking institutions 
represented in one form or another. 
With the removal of the interest tax on offshore currency 
deposits, it is widely expected that at least part of the 
US$80 billion Asion-dollar market based in Singapore 
will be repatriated, though not immediately, to Hong 
Kong. Singpore will still grow as a financial centre, but 
not at the fast rate as in the past. In any case, it will no 
longer be in a position to virtually monopolize the Asian- 
dollar market. Hong Kong in the meantime will grow 
both as a funding and syndication centre, a trend thatwill 
be conducive to the' much needed diversification of its 
economy. ‘ 

Hitherto there have been at least two major reasons for 
opposing the abolition of interest tax on foreign currency 
deposits. The first is the loss in revenue to the Treasury; ' 

particularly when interest rates remain at a historically 
high level. However, the international banking lobby has 
apparently succeeded in persuading the authorities that 
the loss in fiscal revenue will be more than offset in the 
long run by visible and invisible incomes resulting from 
Hong Kong’s further development as a financial centre. 
The second is the fear that, if the corresponding tax on 
domestic currency deposits is not also abolished, a large- 
scale switching from domestic to foreign currency de- 
posits may take place, which in turn will lead to anlunac- 
ceptable depreciation of the Hong Kong dollar. As a pre- 
caution‘ against this danger, it was announced in the 
Budget that the interest withholding tax onHong Kong 
dollar deposits would be simultaneously lowered from 
15% to 10%. The critics, however, maintain that this re- 
duction does not go far enough to forestall the possibility 
of currency switching. Another valid point raised by the 
critics is that the differential treatment of foreign and 
domestic currency deposits violates one of the-funda- 
mental precepts of public finance, namely, horizontal 
equity. - - . 

(c) Personal taxation 

In the previous article, the present writer described how 
various allowances have been increased over the years, 
the net effect of which has been to mitigate the tax bur- 
den of middle income groups, and to exempt lower in- 
come groups from personal tax altogether. 
In the current Budget, more allowances have been 
granted to those liable to Salary Tax and to those who 
elect for Personal Assessment. First, the level of per- 
sonal allowances is raised from' HK$15,000 to 
HK$20_,500 for single persons and from HK$30,000 to 
HK$41,000 for married couples. 

_ 

The present 
supplementary allowance of HK$7,500 each for the tax- 
payer and his/her spouse remains unchanged, so that the 
196 

total allowances are now HK$28,000 for a single person 
and HK$56,000 for a married couple. The new allow- 
ances are nearly 25% higher than' the existing ones, and 
considerably in excess of the current rate of inflation 
(about 15%). Second, child allowances are raised from 
HK$7,000 to HK$8,000 for the first child, and from 
HK$5 ,000 to HK$5 ,500 for the second child, but present 
allowances for the third to ninth child remain un— 
changed. Third, the dependent parent allowance is also 
increased from HK$7,000 to HK$8,000. All told, these 
increased alloWance‘s will exempt 92,000 persons from 
tax liability. In addition , an estimated further 55 ,000 per- 
Sons who elect Personal Assessment will also benefit 
through reduced liability.4 As an illustration, Appendix A shows Salary Tax payable by various taxpayers with 
the same income but in different personal circumstances. 
As can be seen clearly, at the same salary income of 
HK$108,000 (= US$18,462) per annum, which is fairly 
typical of middle-class income level in present-day Hong 
Kong, the effective tax rate under the new system of per- , 

sonal allowances ranges from 13.9% for a single person 
to only 1 .7%' for a married person with two children and 

. two dependent parents. This compares favourably with 
those under most tax jurisdictions, with the exception of 
tax havens. . 

(d) Estate duty 

The exemption limit for Estate Duty (inheritance tax) 
was raised last year to HK$1 nillion, and this is now 
further doubled to HK$2 million, in recognition of rising 
asset values in an inflationary environment. Concomit- 
antly, the marginal rates applicable to estates over HK$2 
million have also been revised, ranging from 10% to 
18%. Details of the new schedule are presented in Ap- 
pendix B. Finally, the principal matrimonial home of the 
deceased, who leaves a surviving spouse, is also exemp- 
ted from EstateDuty: 

CONCLUSIONS 
Hong Kong’s low tax policy, in so far as _it minimizes dis- 

. incentive effects on saving, investment and work effort, 
has‘ been one of the contributing factors for the territo- 
ry’s remarkable economic growth — averaging some 9% 
per annum in real‘terms ’— in the post-World War 11 
period. Further measures have been taken since 1976 to 
provide more tax relief to middle-income groups and in- 
centives for business investment. In effect, Hong Kong 
has been pursuing the basic tenets of what is now fashion- 

_ 

ably called “supply-side economics”, without, hoWevey, 

3. For a more detailed analysis, see S.Y. Lee and Y.C. Jao, Financial Struc- 
tures and Monetary Policies in Southeast Asia (London: Macmillan, 1982); 
Chapters 2, 3 and 9. ' 

‘
' 

4. - The Hong Kong tax system is a schedular one, i.e. taxes are levied sepa- 
rately on different sources of income, such as salary, interest, profits, etc. Per- 
sonal Assessment is a voluntary option open to resident taxpayers who choose 
to aggregate their incomes from all sources for tax assessment, against which 
personal allowances are granted, which would otherwise be confined only to 
those who pay Salary Tax. 7 
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self-consciousiy adopting its more extreme- dogmas. 
Moreover, since ,various tax concessions have been 
granted on the basis of a healthy state of fiscal surplus 
and reserve, Hong Kong has been able to avoid the seri- 
ous complications arising from an over-hasty and. doc- 

trinaire application of “supply-side economics”.5 
5 . Despite tax goncessiOns totalling some HK$1,370 million, the Hong 
Kong Government is still able to budget for a surplus of some HK$2,300 mill- 

. ion in the current 1982-83 fiscal year. The accumulated fiscal reserves as at 1 

April 1982 are estimated at about HK$23,000 million (approximately 
-US$3,930 million). - 

Appendix A 
Tax payablé by various taxpayers with same annual 'income 

(Hong Kong dollars) 
‘ Married with 

Single with I 
' 2 children 

2dependen! Married with Married with and 2 depen- 
Single parents no children , Zehildren dentparents .

- 

$ $ $ $ $ Appendix 3 
Annual salary income 108,000 108,000 108,000 108,000 

' _ 

108,000 Marginal rates for estate duty 
Less: personal allowance 28.000 

' 

28,000 56,000 56,000 56,000 
’ '

_ 

80,000 » 80,000 52,000 52,000 52,000 New schedule 
tess: chlld a||0wance 

‘ 13’500 13’500 
Ne! estate value (HK$) TEX fate (%) ess. dependent parent V

_ 

allowance . 
_ 16,000 — .16,000 3090001 '2-5001000 10 

. 

' 2,500,001 —3.000,000 ' 12 
Netchargeable income 80,000 64,000 

. 

52,000 38,500 22,500 3,000,001 — 3,500,000 I 14 
Taxthereon 

U 
15.000 11,000. ” 8,000 1.875 3,500,001—4,000,000 16 

Effective tax rate 139% - 10.2% 7.4% 1.7% 4'000'001 and above ‘8 

Source: The,1982—83 Budget Speech,, 24 February 1982. 

1‘5 PercentTa‘x— 
and Still 
Taxpayers Grumble 
by Mary Lai

~ 

Like all taxpayers around the world, Hong Kong people 
complain of the tax burden imposed on their shoulders 
by their government. ‘

‘ 

However, Hong Kong, the tiny British territory perched 
o_n the edge of China, enjoys one of the lowest and 
51mplest forms of taxation in the world. The current stan- 
dard rate of 15% has been in force since 1 April 1966. 
“Despite the low taxation rate, Hong Kong’s internal 
revenue yield has increased from HK$2,896.4 million 
(£263.31 million; US$526.62 million) in the 1975-76 fis- 
cal year to HK$11,231.4 million 4 (£1,021 million; 
US$2,042 million) in the 1980-81 fiscal year”, said Mr. 
Anthony Au-Yeung, Deputy Commissioner of the In- 
land Revenue Department of the Hong Kong Govern- 
ment. 
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Mr. Anthony Au'Yeung, Deputy Commissioner of Inland Revenue of 
the Hong Kong Government, said the Government's policy is to keep 
the rate of taxation low in an attempt to provide an incentive for local in- 
vestment and there is more than sufficient revenue to cover public ex- 
penditure‘ 
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In return for his tax contribution (and a sin 1e person 
earning less than HK$2,333 (£212.12; US 424.24) a 
month pays nothing), the man—in-Ihe-street gets a first 
class police force, 9 years of free and compulsory educa- 
tion up to the age of 15, medical services at a nominal 
charge of HK$3 (27p; US$0.55) per visit and a host of So-' 
cial security schemes. 
“The government’s policy of maintaining a compara-

' 

tively low level of taxation plays an important role in 
economic stability and provides an incentive for invest; 
ment. Furthermore, due to_growing prosperity, Hong 
Kong’s recurrent revenue is more than sufficient to fi- 
nance its public expenditure”, said Mr. Au-Yeung. 
In his budget speech to the Legislative Council on 24_ 
February 1982,’ Hong Kong’s Financial Secretary, Mr. 
John Bremridge, said that he does not believe that it is 
generally appropriate/for the Government to raise taxa- 
tion when it does It need .the money — eitherfor its im- 
mediate eXpenditure Or in Order to further strengthen 
prudent reserves.

’ 

Hong Kong’s Inland Revenue Ordinance provides for 
the levying of four separate direct taxes on income aris- 
ing‘in or derived from Hong Kong for a year of assess- 
ment which ends on 31 March. Based, as it is, on a ter- 
ritorial source of income criterion (limiting the charge to 
tax on income from Hong Kong only), residence/non-re- 
sidence is not a factor in the system. By the same token 
there areno tax incentives (other than the low tax rates 
charged) for overseas investoys wishing to set up business 
Or work here. The taxes levied under the Ordinance are 
profits tax, salaries tax, property tax and interest tax. 
Profits tax is charged on profits arising in or derived from . 

a trade or business carried on in Hong Kong.lProfits of 
unincorporated businesses arqtaxed at 15% and corpo- 
rations at 16.5%. Generally, all expenses incurred in the 
production of assessable profits are deductible, as are 
charitable donations to the extent of 10% of net assessa- 
ble profits. There is no withholding tax on dividends paid 
by corporations and dividends received from corpora- 
tions are exempt. ‘

- 

Salaries tax is calculated on a sliding scale which varies 
from 5 to 25% on HK$10,000 (£909.09; US$1,818.18) 
segments of assessable income, that is, income after the 
deduction of personal allowances. HoWever, the overall 
effective rate is” limited to a maximum of 15% of income 
before the deduction 'of personal allowances. These al-- 
lowances are: for the taxpayer. HK$28,000 (£2,545.45; 
US$5,090._91); for his wife HK$28,000; for his children a 
maximum ofHK$25,500 (£2,318.18; US$4,636.36) rang- 
ing from HK$8,000 (£727.27; US$1,454V.54) for the first 

' 7 child to HK$1,000 (£909; US$181 .82) for the' ninth; and 
HK$8,000 for each Of his or his wife’s dependent parents. 
Apart from the deduction of expenses necessarily incur- 
red in the production of income, and charitable dona-" 
tionsup to 10% of taxable income, there are no other al- 
lowances. 
With the exception of property occupied by an owner for 
his own residential purposes, Vacant premises and prop- 
erty in certain undeveloped parts of the New Territories, 
property tax is charged at the standard rate of 15% on the 
net estimated rental value and is levied annually on the 
owner of land and/0r buildings in Hong Kong. - 

Property owned and used for business purposes by a cor- 
poration carrying 011 business in Hong'Kong is exempt 
from property tax; although if there is any profit derived 
from the ownership, it is chargeable to profits tax. 
Interest tax is charged .on Hong Kong dollar time de- 
posits with banks and deposit-taking companies at a flat 
rate of 10% .' Foreign currency deposits placed With 
licensed banks and registered and licensed deposit-tak- 
ing companies are exempt from interest tax. Interest 
(other than interest on'foreign currency deposits placed 
with licensed banks and deposit-taking companies) in the 
hands of a cofpofatioh carrying on business in Hong 
Kong is chargeable to profits tax because any interest so 
received is deemed to be part of the profits of the corpo- 
ration. ' 

' 

"
' 

“Unlike many other territories, Hong Kong’s tax legisla- 
tion does ‘not charge any sources of earnings and profits 

Hong Kong, the 
tiny British te'rri— 

tory on the edge 
of China, enjoys 
one of the lowest 
and simplest 
forms of taxation 
in the world The 
current standard 
rate of income 
tax of 15% has 
been in force 
since' 1 April 
1966‘ 
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which fall outside these four categories”, said Mr.‘ Au‘— 
Ye‘ung. 
Other sources of internal revenue include estate duty, 
stamp duty, entertainments tax, betting duty, business. . 

registration fees-and hotel accommodation tax.
V 

In the current financial year, 1 April 1981 to 31 March 
1982, it is estimated that internal revenue will account for 
HK$14,672 million (£1,333.82 million; US$2,667.64 
million) or 41.7% of the Government’s total revenue. ‘ 

The largest contribution to the internal _revenue pot 
comes from profits tax which accounts for HK$7,095 
million (£645 million; US$1,290 million) or 48.4% of the 
total internal revenue. . 

“Our philosophy is nbt only to keep each and every taxa'— ' 

tion levy, be it direct or indirect, simple and e'asy for the 
taxpayers, but also productive and inexpenswe for the 
Government to administer”, said Mr. Au-Y_eung.. 
The Inland Revenue Department is staffed by some 
3,300 officers and is divided into 5 operational units, 
each of which is headed by an assistant commissioner. 

The cost of tax collections in ‘Hong Kong is am'on‘gAthe‘ 
lowest in developing and developed countries. It'repre- 
sents Something on the order of 1% of totaldrevenue col- 
lections, which is very satisfactory. \ 

While conceding t‘hatvtax evasion exists in Hong Kong, 
Mr. -Au-Yeung said it is a problem from which no country 
in. the world is spared. . 

“We have had some measure of success in the detection 
of evasion over the past several years. In 1981, our Inves- 
tigation Unit completedli'nvestigation into 240 cases of 
tax evasion inv'olving omitted income and profits 
amounting to HK$£380 million-(£34.55 million; US$691 
million).” 
Under present legislation, the maximum penalty for tax ‘ 

evasion is 3 years imprisOnment plus a monetary penalty 
(over and above the basic back tax) of 300% 'of the total 
amount of tax evaded.» ' ' 

Mr. Au-Yeung said a number of statutory provisions 
were first introduced in 1969 which provided the basic 
background to the expansion of investigation work. 
These‘ involved the power to require a statement of assets 
and liabilities and of outgoings and receipts; the power to 
apply for a search warrant, with the consent'of magis- 
trates, td enter premises and Seek books and records; the 
requirement for taxpayers to maintain sufficient records 
to enable profits to be ascertained and the requireme‘nt 
to retain those records for not less than 7 years.

’ 

Preventive measures include the supply of more intor- 
mative and illustrative tax returns to taxpayers and pub- 
!icity on both television and in the printed media remind- mg taxpayers of their obligation'to notify the department 
of their income. ' 

~

. 

There has been pressure in recent years for separate tax- 
ation for married women. At the present their income is 
assessed as part of their husbands’ earnings. Mr. Au- 
Yeung reiterated what the Financial Secretary said in his 
budget speech ~.— that the Government would have 
another look at the question of separate taxation next 
year. ‘

f 

, 
“Separate'taxation for married women will cdst the Gov- 
ernment no less than HK$200 million (£18.18 million; 
US$36.36 million) in lost internal revenue 3 year. 
“Such a proposal, apart from policy conside_rations, will 
involve considerable changes in administrative proce- 

‘ dures and computer'programmes; these will take-time to 
study and evaluate, to ensure'a smooth and'efficient 
transition if the decision is taken to implement separate 
assessment.” ‘ 

Mr. Au-Yeung said given the low level of direct taxation, 
Hong Kong will not introduce a “pay-as-you-earn” col- 
lection system in the foreseeable future because of a vari- 
ety of reasons. “Firstly, the system is rather complicated 
and expensive to operate. Certainly, it is not as simple as 
people think it is. - 

‘
- 

“Secondly, experience eléewhere has shown that there is 
a real cost for employers, requiringboth money and time 
in keeping costly tax records. This in a way means that 
the administration of the collection system Will be passed 
on from the Government to the employer. ' 

“Thirdly, it requires a large policing operation to ensure 
that the tax is correctly deducted and promptly remitted 
by employers to the Inland Revenue Department. The 
chance of losing revenue is Obviously much greater. 
“Lastly, it deprives taxpayers of the opportunity _of pro— 
fitably utilising the money set aside for paying tax before 
the tax bill arrives. The Tax Reserve Certificate System 

. is far more satisfactory than the pay—as—you-ea-rn sys— 
tem.” 
In Hong Kong people liable for tax may purchase these 
certificates which they can present to the Inland Rev— 
enue Department when the bill arrives. These certifi- 
cates carry interest if they are used for payment of tax. ' 

Turning to the future, Mr. Au-Yeung ‘ 

said the 
philosophy of keeping taxation simple and inexpensive 
for both the Government and the taxpayer will be closely 
adhered to. Under the prevailing economic cir- 
cumstances and conditions of Hong Kong, it is believed 
that a' comparatively low level of taxation contributes sig- 
nificantly to enlarging the size of the trade sector, gener- 
ally balances economic prosperity and thus increases rev- 
enue yields despite high tax thresholds. ~ 

There is no perfect world. People falling into the tax net 
often complain of the tax burden. Almost without excep- 
tion, Hong Kong taxpayers join the chorus of complaints 
about heavy taxation, but perhaps they should count 
their blessings. I 
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by Lee Fook Hong’.*. 

On 5 March 1982‘, the‘Minister for Trade and industry, 
Dr. Tony Tan Keng Yam, presented his 1982 Budget to 
the Parliament of the Republic of Singapore. This is Dr. 

- Tony Tim’s first Budget Speech since taking over in June 
1981 from Mr. Goh Chbck Tong ‘as Minister for Trade 
and Industry. ' ‘ 

* ~ 

Following established practice, Dr. TonyTan presented 
his Budget Statement in three pants. In his first ‘part, he 
reviewed the‘progress Of the economy in 1981 and the 
economic policy of the Government. The secOnd part 
dealt with Main and Development Estimates for the fi-V 
nancial year 1982. The Revenue Estimates and tax 
changes were dealt with in the final part of his Budget 
Statement. ' 

SECTION I 

(1)- Singapore’s economy in 1981 - 

In his review of the progress of Singapore’s economy in 
1981, the Minister briefly highlighted the performance 
and said: “As expected, 1981 was a very difficult year for . 

the world economy. Very low or negative growth rates 
were recorded in the United States, France, West Ger— 
many andGreafi Britain. The number of péople without 
work in Europe and the United States ros’e to post-war 
record levels._ In the UK, 3 million people, a number gre- 
ater than the population of Singapore, were without 
jobs.’In the United States, those jobless numbered 9.5 
million. Because of .the grim economic conditions _in 
theSe Countries, world trade did not grow at all. 
In comparison with the depressingeconomic conditions 
in the West, the performance of the Singapore economy 
in 1981 was an'enviable one. 'Our economy grew at Just 
under 10% , only marginally less than in 1980. We are for- 
tunate _that the Asia-Pacific region, with its abundant 
natural resources and political stability, is one of the 
growth areas in the world today. The North East Asian 
developing countries of Hong Kong, Taiwan and South 
Korea and our ASEAN neighbours, continued to regis- 
ter growth rates of 5-10%. Japan, Australia and New 
Zealand also did relatively better than other indus- 
trialised countries.” 

- *,~, 
‘ 
FCIS,FAIA..‘- 
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At the end of the review, the Minister pointed out that 
Singapore’s good economic performance had .only one 
unsatisfactory aspect, i.e. a stubborn inflatlon ratga. 

Mainly because of rising food prices, inflation in 1981 dld 
not subside as much as Singapore would like to see. Con- 
sumer prices rose by 8.2% , marginally less than in 1980. 
However, inflation in Singapore was again lower than 
the inflation in the industrialised countries and that of 
her neighbouring countries. 

. \ 

(2) Economic policy 
The Minister then proceeded to elaborate on specific 
areas of‘economic policy, namely, industrial develop- 
ment, research and development, trade development, fi- 
nancial services, computerisation, tourism, manpower 
development, enercy development and construction. 

(a) Industrial development 
On industrial development, the Minister said it was prog- 
ressing well under the 3-year wage correction policy. In- 
vestment commitments (excluding petrochemicals) 
amounted to S$1.9 billion, a new record. 

(b)- Research and deVelopment (R&D) 
On research and development, Dr. Tony Tan reported 
that considerable success had been achieved in the prom- 
otion of R&D activities and that several projects, with 
significant R&D content, by international firms such as 
Nestle, Olivetti, Varta and Sord Computer were now in 
the pipeline. Other firms would also bring in major R&D 

. facilities as part of the investment projects. Further prog- 
ress was expected to be seen in industrial R&D activities 
in electronics, computer hardware and software, phar- ' 

maceuticals, robotics. and au‘tomatlon systems and 
biotechnology. 

(c) Trade development 
On trade development, the Minister reported that two 
overseas trade offices were set up in 1981 in Beijing and 
Rotterdam and that new offices were planned in Europe 
and West Asia in 1982. Apart from servicing trade en- 
quiries and coordinating trade fairs and missions, the 
overseas offices were also active in encouraging multina- 
tional companies based in this region to organise mis— 
sions to source manufactured parts, components and 
other intermediates for their parent companies at home. 
(d) Financial services 
Dr. Tony Tan reported that in the last decade, Singapore 
had laid a sound infrastructure for international financial 
services. In the next 10 years Singapore will have to de- 
velop even more sophisticated services for a larger in_ter- 
national clientele. Emphasis was being given in partlcu- 
lar to the development of the foreign exchange market, 
both in the depth and breadth of services provided, and 
to the loan Syndicated market. - 

Dr. Tony Tan disclosed that in 1981 , 11 offshore banks, 4 
merchant banks and 5 insurers opened offices in.Singa- 
pore. He remarked that local banks and financial Institu- 
tions were becoming increasingly aware of the more 
computitive domestic and' international environment 
and of the need to be more productive. 
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Announcing that the Automated Cheque Clearing Sys- 
tem would start on 1 January 1982 Dr; Tan said, “This is 
expected to improve productivity as well as.p1_'oyide bet- 
ter services to bank customers. To increase the spectrum 
of services provided, new services such as a financial fu- 
tures market and a US Dollar Clearing system will be in- 
vestigated. At the same time, efforts will be made to up- 
grade the quality of services provided by the Gold Ex- 
change of Singapore. Floating rate certificates of deposit 
denominated in Singapore dollars were issued for the 
first time last year, giving the public another. avenue for 
investing in medium and long-term instruments.” 

(e) 
’ 

Computerisation 
On computerisation, the Minister said further progress 
had been made in promoting the wider use of computers 
in Singapore. The National Computer Board officially 
came into being on 1 September 1981. It would promote 
computerisation in the civil service, establish and main- 
tain standards of computer training and develop Singa- 
porg into a computer software centre. 

(f) Tourism 
On tourism, the Minister repdrted that in 1981, 2.83 mill- 
ion visitors came to Singapore, an increase of 10% de- 
spite the more difficult economic conditions in the major 
tourist-generating countries. 

(9) Manpower development 
On manpower development, the Minister announced 
that the Skills Development Fund had widened the scope 
of its financial assistance under various training schemes. 
He had plans to upgrade the skills of existing workers on 
a wider scale through the establishment of an Institute of 
Continuing Occupational Development. 

(h) Energy development 
The Minister was very pleased to report that there were 
indications that Singapore’s economy was responding 
well to the call to conserve energy. 
The Minister said that in spite of success, Singapore 
should contmue to encourage energy conservatlon 
through persuasmn, 1ncentives and dlslncentlve's. 
It was announced in 1981 that the provision of acceler- 
ated depreciation in the Income Tax Act would be ex- 
tended to cover approved energy saving expenditure in- 
curred by non-industrial enterprises. The guidelines for 
these incentives had been finalised. (See Annex I.) 

(i) Construction 
Emphasising the need to promote mechanisation in the 
construction industry, Dr. Tony Tan announced that the 
Ministry of National Development and the Ministry of 
Finance had implemented a loan scheme at concessio- 
nary rates of interest to finance the purchase of machin- 
ery as well as a scheme for according accelerated depre— 
ciation allowances for construction machinery. 
To give a further push to the pace of mechanisation in the 
industry, an investment allowance scheme, similar to 
that currently applicable to certain manufacturing pro- 
jects, will be made available to the construction industry. 
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Approved fixed invéstment in machinery and equipment 
by construction firms from 1 April 1982 to 31 March 1987 
will enjoy an investment allowance of up to 50%. 

(j) Concluding remarks on economic policy 
In his contluding 're'marks on economic poligy, th'e‘Minis- 
ter conveyed the following message to Slngaporeaps: “We must pull up our socks If we want to aV01d bemg 
dragged into the quagmire of economic stagnation. T he- 
Government will govern firmly and fairly, steering our 
economic engine with the policies I have just presented 
and the Budget and tax changes that follow. Barring‘a 
major adverse turn of events, and this caveat bears re- 
peating, because we live in a troubled world where 
economic disasters have become the rule rather than the 
exception; if we cooperate and work with the same deter- 
mination as last year, we may hope to pull through 1982 
with a respectable rate of economic growth ypt again.” 

SECTION II 

The financial year 1982 Budget 
In the second part of the Budget Staterfient, the Minister 
elaborated on Main and Development Estimates for the 
financial year 1982. . 

The Minister outlined to the Parliament the following 
‘ objectives of the Budget: .

‘ 

— Incréase the supply of skilled technical and profes- 
sional manpower needed to facilitate the restructur- 
ing and upgrading of the economy. 

— Step' up infrastructural, industrial and commercial 
development so as to sustain economic growth and 
economic restructuring. ' 

— Moderate the construction programme to meet the 
rising demand for housing units. 

SECTION III 

(1) Revenue 
On the revenue estimates, the Minister reported as fol- 
lows: 
“Income tax, as always, is the largest single source of rev- _ 

enue. Income tax collections in FY 1982 are expected to 
be high because of the economic growth in 1981. The 
total collection is estimated at S$2,930 million, repre- 
senting an increase of S$330 million or 12.7% over the re- 
vised estimates for FY 1981. Corporate income taxes ac- 
count for 72% of the total collection}? 

(2) Tax changes 
For the financial year 1982, the Minister did not an- 
nounce any new taxes or increase in the rates of existing 
taxes. Instead he introduced the following concessions 

' 

for individuals and companies: ‘ 
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(i) Tax changes for individuals 
(a) Tax on PUB b'ills 
With effect from 1 April 1982, the fixed charges in the PUB bill will not be included for the purpose of comput- 
ing the 10% tax. These changes are sanitary appliance 
fee, domestic refuse charge, rental for appliances and 
night 'soil removal fee. The tax, therefore, will be im- 
posed on only the total of electricity, gas and water I 

charges, and water-borne fee where these charges ex- 
ceed $3380. The tax will remain at 10% of the amount in 
excess of S$80.

' 

(b) Contributions to Central Provident Fund (CPF) and 
approved pension and providentfunds' ' 

With effect from Year of Assessment 1983, all statutory 
CPF contributions and contributions to designated ap- 
proved pension and provident funds will be fully tax de- 
ductible. Where such contributions exceed S$5,000, no 
deductions will be allowed for life insurance premiums 
and other voluntary contributions to superannuation 
schemes. Where the statutory contributions do not ex- 
ceed $395,000, the maximum amount deductible for all 
contributions to CPF and approved pension and provi- 
dent funds and life insurance premiums will' be $355,000. 

~ (c) Aged dependant relief 
The Minister said he intended to make tWo reVisions to 
the aged dependant relief. A taxpayer can currently 
claim a relief of S$750 for each aged parent or grandpa- 
ren't 'living with him, subject to a maximum of two. For 
the relief to be allowed, one of the conditions is that the 

' 

aéed dependant must not have an income of more than 
S . 750 in the year. 
With effect from Year of Assessment 1983, the relief will 
be raised to $351 ,000 per aged dependent. As a further're- 
laxation of the conditions for eligibility of the relief, the 
relief will be allowed so long as the dependant has in- 
come no greater than $531,500 in the year. 

(d) Estate duty ‘ 

On estate duty the Minister said, “On 1 January 1981 the 
specific exemption for residential properties was raised 
from S$200,000 to‘S$600,000. The exemption limit for 
assets other than residential properties remained at 
S$100,000. 
“As a further concession to promote home ownership, 
the exemption 'limit for residential properties will be ex- 
tended to include the full value of any one residential 
property. In other words, the exemption limit will 'be 
S$600,000 or the full value of any one residential prop- 
erty, whichever is the higher. 
“In line with income tax deductibility of CPF contribu- 
tions, exemption will be given on all CPF balances of the

_ 

estate with the Fund. It will not include amounts with- 
drawn by the deceased during his lifetime'under the ap- 
proved schemes and not refunded to the CPF. Where the 
CPF balance exceeds S$100,000 no further exemption 
will be given for other assets, except for those qualifying 
for the exemption on residential properties. Where the 
CPF balance does'not-exceed S$100,000, the exemption 
limit of S$100,000 for assets otherlthan residential prop- 
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erties will apply to all such assets, including the CPF bal- 
ance. 
“This concession will also apply to all approved provi- 
dent funds which were in lieu of CPF. 
“To encourage offshore gold transactions as well as to 
further develop the gold market, gold deposits with bull- 
ion companies held by foreigners, who are neither resi- 
dent nor domiciled in Singapore, will not be liable to es- 
tate duty.” - 

>
' 

The above Concessions will take effect from 1 April 1982. 

(ii) Tax changes for companies
‘ 

(a) Stampduty 
'

. 

Stamp duty on ACU offshOre loan agreements was 
abolished on 1 A ril 1980. However, loan agreements 
which were signe outside Singapore will still be subject 
to ad v_alorem stamp duty up to a. maximum of S$500 
when repatriated to Singapore. As a modest concession 
towards facilitating loan syndication activities in Singa- 
pore,‘ the Minister had agreed to allow ACU offshore ‘ 

loan agreements which were'signedvprior to 1 April 1980 
to be repatriated to Singapore without being liable to 
stamp duty as from 1 April 1982. 
(b) Road tax on SBS and CSS buses 
Irrespective of the size or engine capacity of.the bus, road 
tax will be rationalised with effect from 1 April 1982. 

(c) Capital allowances for company registered cars 
Under the current Income Tax legislation, capital allow- 
ances can be claimed on company registered cars; The 
ceiling of the capital allowances was last raised from 
S$15,000 to S$25,000 on 1 April 1979. The Minister has 
decided to increase this ceiling further to S$35,000 to 
bring _it more in line with present prices of cars, with ef— 
fect from 1 April 1982. 
((1) Financial leasing 
Various representations had been made by leasing com- 
panies and financial institutions for liberalisation of the 
present tax laws in order to promote financial leasing 1n 
Singapore. One of the proposals was that the residual 
value of the endof the lease period should be nominal or 
of a minimum acceptable value. The basic tax principle 
has always been adopted by the Tax Department that if 
an asset is disposed of, it must be or so deemed to be sold 
at the open market price. 
The Minister has now agreed'with the recommendation 
of the Tax Department to adopt the basis of open market 
price of determination of the residual Value at the _end‘o_f 
the lease period.

I 

A balancing charge will be imposed if the open market 
price is higher than the written-down value at the time of 
disposal. If the open market price is lower than the 
wrltten—down value, then a balancing allowance will be 
glven. -

, 

The Minister emphasised, “It is important that a distinc- 
tion shOuld be made between a sale agreement and a 
lease agreement. For tax purposes, an agreement will 
not be considered as a genuine lease agreement if it pro- 
vides'for any of the following: I 
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(i) The lessee is given an option to purchase the'asset 
during the lease period-or at its expiry; 

(ii) Where there is no option to purchase, the lessee dur- 
ing the lease term' or upon its expiry acquires the 
asset at below open market price; 

(iii)The rental payments during the initial lease term 
constitutealmost all or at least 90% of the acquisition 
cost and incidental expenses. 
Additionally, either the lease term is shorter than the 
useful life of the‘leased asset, or the leased asset is not 
marketable and is a special purpose property, and 

‘ the lessor has no intention to recover the asset; 
(iv) The original lease agreement provides for extension 

or renewal of the agreement at less than 15% of the - 

rental in the primary lease agreement; and 
(v) The periodic lease payments are uneven and/or ex— 

ceed the current fair rental value. 
“Transactions involving members of a group or related 
persons which are primarily motivated by tax manipula- 
tions will not be treated as genuine lease agreements. 
However, transactions which are done at arm’s length 
are acCeptable. A transaction is not considered to be at 
arm’s length if a member of the lessee group lends to the 
lessor funds for the acquisition of the asset or guarantees 
any debt of the lessor incurred in connection with the 
lease. A transaction will also be disqualified if the leasing 
company is specially incorporated for the purpose of 
leasingthe assets to the related companies. It is deemed 
to be so incorporated if, for any of its financial years, the 
value of its contracts entered with independent persons 
constitu’tes less than 50% of the total value of its con- 
tracts for that year. 
“Sale and lease-back transactions are generally not ac- 
cepted as genuine lease agreements. They are treated as 
loans rather than_lease agreements. However, the Tax 
Department Will accept sale and lease-back transactions 
as genuine lease transactions if the equipment is sold to 
the lessor before it is put to use in the lessee’s trade and 
the sale is made at not more than the acquisition price 
which the lessee pays to the supplier. The lessee‘must 
also not be given capital allowances for the equipment 
before its sale to the lessor. 
“Leveraged leases willtbe treated'on an individuai basis, 
upon application to the Tax Department. 
“The Tax Department will give accelerated depreciation 
to the lessor on equipment leased to a lessee who would 
be eligible for the accelerate depreciation allowances if 
the equipment is subsequently leased to another lessee 
who is also eligible for such allowances. Otherwise the 
depreciated value of the equipment will be written off on 
a straight line basis over the remaining statutory life of 
the equipment. However, the terminal payment paid by 
the lessee to the lessor as compensation for terminating 
the lease will be subject to tax.” 

(3) Pensions . 

On pensions, the Mihister announced, “From 1 April 
1982, the SingapOre Allowance which will replace the 
present New Singapore Allowance will be paid to all loc-

I 

ally domiciled Government pensioners whose gross pen- 
sions (Le. ensions plus New Singapore allowance) are 
less than'S 850 a month. ' 

- A

' 
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“Those who are drawing pensions, excluding the current 
new Singapore Allowance, of $38775 per month or less 
will be paid a Singapore Allowance at the flat rate of S$75 
per month. Those drawing pensions of more than S$775 
per month but less than S$850 per month will be paid the 
Allowance on a reducing scale such that the pension plus 
the Singapore Allowance equals S$850 per month.” 

(4) Conclusion 
In concluding his Budget Statement the Minister said, 
“This Budget reflects our economy which is on an even 
steady keel. .I have deliberately not introduced any new 
taxes or raised the rates of existing taxes in order not to 
increase the tax burden. However, I hope that Singapoj 
reans will not look on this Budget as an occasion for re- 
joicing but rather as a respite to enable them to consoli- 
date and improve their position. 
“To perform better we must upgrade our present skills 
and seek to acquire new ones. There is no other way and

_ we must not be deflected from this task. We have to work 
as a team in our homes, in our work places, in our com- 
munity and as a nation. Other than a favourable loca- 
tion, we have no natural resources. It is only by working 
harder than others that we can make a future for ourse- 
lves and our children. » 

“In thc‘process of assimilating new technology and mod- 
ern management methods, we must not forget the tradi- 
tional values which have served as the‘ bed-rock of our 
Society. We must not abdicate our moral duty to look 
after those we are weak, old and infirm. Children must 
not forsake 'their parents and grandparents. The aged 
and the weak need more than material care; they have 
emotional and spiritual needs which only their children 
and their family can provide. It is the responsibility of the 
young to look after the aged. After a]l,-the success of chil- 
dren in later life is built on the sweat and toil of their pa- 
rents. Children therefore owe it to their parents to ena- 
ble them to live out the autumn of their lives not only 
with pride and dignity, but also surrounded by affection 
and care. 
“1982 will be a_ grim year. The. problems of unemploy- 
ment and protectionism in the industrialised countries 
will not abate. Indeed we will be lucky if these problems 
do not escalate. ’Singapore’will, before very long, be buf- 
feted by the- turbulence of the international economic

_ 

storm. We can go under, or we can resolve to ride out the 
storm. To do this we must keep trim and be prepared to 
lend each other a hand when the need arises. Then, when 
the storm subsides we shall surge forward again.” 

COMMENTARY ON THE 1982 BUDGET 
(1) Man in the street 
Some Singaporeans feel that the 1982 Budget is reasona- 
ble as it caters for both high and low income earners. It 
shows trends in the right direction especially where help- 
ing the poor and the aged is concerned. ' 

However, some feel that yhe pensioners should get a lit- 
tle more increase in the Smgapore Allowance and there 
should be some increases in personal reliefs such as re- 
204 

liefs for maintaining wife and children and further in- 
creases in reliefs for dependants. v 

Most people welcome the Budget as it has not introduced 
any new taxes or increases in the rates of taxes. While re- 
joicing over the tax concessions, some feel that these are 
on the small and simple things and accordingly they have 
only marginally impact. 

(2) Leaders in commerce and industry 
While welcoming the Budget, some’leaders in commerce 
and industry are of the View that more incentives could 
have been given in the industrial and commercial sectors. 
In View of the gloomy economic scenario in 11982, more 
liberal concessions should have been incorporated. 
Financial leasing companies express some satisfaction 
over the liberalisation of tax law to help promote the fi- 
nancial leasing business in Singapore. They are very 
pleased over the acc'elerated depreciation concession to 
be granted on equipment leased to lessees. 
Bankers are disappointed that the Minister did not react ' 

to Hong Kong’s decision to abolish taxes on all foreign 
currency deposits. They think this will undermine Singa- 
pore’s competitive position. 
Bullion companies do not react very positively to the tax 
concession that a foreigner’s gold deposits will not be li- 
able to estate duty, as they feel such concessions will not 
have an immediate effect on the ‘daily turnover of the 
Gold Exchange of Singapore. ' 

Other leaders in commerce and industry feel that the 
waiver of the stamp duty on ACU offshore loan agree- 
ments is but a modest concession. It is unlikely to have 
any major impact on Singapore’s effort‘to be competitive 
with other financial centres in the reglon. 
While welcoming the tax changes in relation to ACUs 
and leasing, some businessmen are surprised that there 
are no new or additional measures to boost the economy 
in view of the difficult times ahead. They are disap- 
pointed over the following: 
a) no reduction in the 40% corporate tax; and 
b) no reduction in the 2% payroll tax. 
On the whole, most people regard the Budget as an ac- 
ceptable one althoughthey expect the Minister to grant 
more tax incentives or concessions. 

ANNEX 
Accelerated depreciation allowance to approved 
energy-saving equipment in non-industrial enter- 
pfises 
Accelerated depreciation allowance will be granted to" 
non-industrial enterprises for capital expenditure on two 
categories of energy equipment: 
(A)Repla'cements for machines and equipment which 

consume large amounts of energy. The objective is to 
encourage enterprises to undertake more frequent 
changes of major energy utilising machines in order 
that old and energy wasteful machines could be re- 
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placed by new energy efficient machines. The incen- 
tive is aimed at thevmajor and not the minor energy

_ 

utilising machines. ,

~ 

(B) Specialised energy-saving equipment and devices 
which reduce the usage of energy. The objective is to 
induce enterprises to invest in these specialised ' 

energy-saving equipment and devices. 
The non-industrial enterprises that can qualify for this 
accelerated depreciation allowance are as follows: 
a) Hotels 
b) Restaurants - 

c) Commercial buildings 
d) Shopping complexes 
6) Hospital buildings 
f) Apartment buildings 
g) Recreation centres 
h) Theatres/cinemas 
This list may be modified or updated from time to tifne. 
Under this scheme, the accelerated depreciation allow- 
ance will be for a period of three years at an annual rate of 
331/3% in respect _of the capital expenditure approved. 

Category A 
Criteria for Granting Accelerated De'preciation Allow- 
ance to Replacement Machines and Equipment 
(1) The machine or equipment will have to be in the List 

of Approved Replacement Machines and Equip- 
ment. 

(2) A professional engineer will have to certify that 
energy will be saved by installing the replacement 
machine or equipment. 

List of Approved Replacement Machines and Equipment 
(i) Central air-conditioning system excluding ducts and 

pipes 
ii) Boilers 
iii Water pumping 'systems ‘ 

iv Washing/dry-cleaning machine systems 
v) Refrigeration systems 
(vi) Lifts and escalators 
This list may be modified or updated from time to time. 

Category B 
Criteria for Granting Accelerated Depreciation Allow- 
ance to Energy Saving Equipment and Devices 
The equipment or device must be on the List of Ap- 
proved Energy Saving Equipment and Devices. 
List of Approved Energy Saving Equipment and Devices 
i) Solar heating and cooling systems 
ii) Solar energy collection systems 
iii)Heat recovery system * 

giv) Power factor controllers 
v) Energy saving devices of approved types 
This list may be modified or updated from time to time.

~ 

Summary of new tax concessions in the 1982 
Budget v 

. 
-' 

For ease 0f_ reference, below is a brief summary of new 
tax COHCCSSlOns announced in the 1982 Budget: 
((3) 1982 International Bureau of Fiscal Documentation — BULLETIN 

(A) Individuals 
1 . Lower PUB bills 
Fixed charges in PUB bills, such as sanitary appliance 
fee, domestic refuse charge, rental for appliances and 
night soil removal fee, will no longer be included in the 
computation of the 10% tax. 
2. N0 ceiling on CPF exemption 
The S$5 ,000 tax exemption ceiling on CPF contributions 
will be removed. With effect from the 1983 year of assess- 
ment, all statutory CPF contributions and contributions 
to designated approved pension and provident funds will 
be fully tax deductible. 

3. More relief for aged 
The relief in respect of aged dependants will be raised 
from S$750 to $331,000, allowable as long as each depen- 
dant has an income of no more than S$1,500 in the year. 

4. Estate duty 
(a) Home ownership boost ' 

To promote home ownership, the estate duty exemption 
limit for one residential property will be raised from the 
present S$600,000 to the full value of that propertyrand 
total4estate duty exemption will be given on CPF bal- 
ances. 
(b) Gold deposits 
Gold deposits with bullion companies held by foreigners, 
who are neither resident nor domiciled in Singapore, will 
not be liable to estate duty. 

(B) Companies 
1. Stamp duty

. Stamp duty on ACU offshore loan agreements will be 
abolished with effect from 1 April 1980. 
2. Road tax on buses 
Road tax on buses irrespective of the size or engine 

' capacity will be harmonised with effect from 1 April 
1982. 
3. Capital allowances 
The ceiling of capital allowances on company registered 
cars will be raised from S$25,000 to S$35,000 with effect 
from 1 April 1982. 
4. Liberalising of tax laws for leasing industry 
Accelgrated depreciation will be grated to the lessor on 
equipment leased to a lessee. ‘ 

(C) Pensioners 
Allowances to government pensioners now -receiving 
gross pensions of less than S$850 a month will be raised. 

(D) Non-industrial users of energy 
Non-industrial users of energy will now be given acceler- 
ated depreciation allowances over 3 years for approved 
energy saving equipment. Hotels, restaurants, shopping 
complexes are among those who will qualify. 
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by Piroska E. 8003* 

Tax Relief for Americans Ahmad 
‘ " 

-- ~* An OverView ~ ‘ 

I. INTRODUCTION AND BACKGROUND - 

The general rule that United States citizens, regardless of residence, are sub- 
ject to U.S. tax on their world-wide income could result in a substantial tax 
burden on those Americans who work abroad and are subject to foreign 
taxes. For many years, double taxation of such Americans has been at least 
partially avoided by providing tax relief invthe form of exclusions, deductions 
or credits. Depending on the l'egislation in effect for a particular year, an indi- 
vidual could benefit simultaneously from more than one kind of relief, or he 
had to make an election. ' 

The foreign earned income exclusionwas first enacted in 1926 despite the ob- ' 

jection that it was unnecessary because of the foreign tax credit available to 
expatriates, and after initial efforts to .change or repeal it, the exclusion re— 
mained unmodified and unchallenged for several years;1 The exclusion was 
designed to encourage Americans to engage in employment and other busi- 
ness activities abroad, and it was hoped that a greater U.S. presence abroad 
would increase U.S. exports. 2 As originally enacted, the exclusion was not in- 
tended to be a vehicle for reconciling the relative tax burdens of domestic and _ 

overseas taxpayers.3 
At the time of its enactment, the exclusion waS'unlimitcd in amount and could 
be used by any U.S. citizen who had resided in a foreign country for six 
months or more.“ The exclusion (based on residence) remained unlimited 
until 1962, and the changes made between 1926 and 1962 related to the eligi— 
bility requirements. In 1942, the six-month requirement was replaced by a 
bona fide residen‘ce test (see Section II), and in 1951, the exclusion was ex- 
tended to U.S. citizens who did not satisfy the bona fide residence test but 
who were physically present in the foreign country for 17 out of 18 consecutive 
months. The reason for this change was to place U.S. citizens working abroad 
in an equal position with citizens of other countries going abroad who were 
not taxed by their own countries.5 However, in 1953, because of abuses, a 
$20,000 per year limitation was placed on the exclusion for those who claimed 
it on ghe basis of the physical presence test. 6 ¥ -' 

‘ ' 

In 1962, the exclusion forAbona fide residents was limited to $20,000 per year 
and to $35 ,000 per year for those who had been bona fide residents of a foreign 
country for at least three uninterrupted years.- In 1964, the $35,000 exclusion 
was reduced to $25,000 per year.7 At the time that these‘ limits were set, they 
were high enough so that, for most individuals, all of their income (including 
allowances) fell within the exclusion.8 
In addition to_the exclusion, Americans abroad benefitted from twOpther 
rules. First, they could take the exclusion “from the top” of their gross income 
(not “exclusion with progression”)9 so that lower marginal rates applied to the 
income not exempt from U.S. tax. Secondly, foreign taxes paid on the 
excluded income were creditable against U.S. tax on any foreign income in 
excess of the exclusion. ‘0 Both of these rules have undergone changes since 
the Tax Reform Act of 1976. v

' 

Sweeping changes in the rules for the taxation of expatriates were made in 
1976 and 1978, and the issue of an exclusion for expatriates was very controv- 
ersial. The debates were intense, and the arguments for or against the exclu- 
sion, or taxrelief in gerneral, were not always enlightening. For example, one 
U.S. Senator characterized.U.S. citizens abroad as “mink-swathed Ameri- 
cans” who “spend their waking hours in gambling casinos in Monte Carlo” 
and as “high-living jetsetters living at the taxpayers’ expense”. “ 
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5. Id. at 358-359. ' 

6. Id., at 359. the U.S. House Ways and Means 
Committee thought that some U.S. citizens were 

‘ not paying any tax because they were not in any one 
country long enough to be classified as a resident 

' 

for tax purposes. The Committee also thought that 
individuals with large earnings were going abroad 
to perform services, which they usually performed 
in the U.S., only to avoid US income tax.’ 
7. Id., at 360-362. 
8. Maiers at 695. 
9. 1d,, at 696. 
10. Joint Committee on Taxation, General Expla- 

‘ nation of the Economic Recovery Tax Act of 1981 
(hereinafter General Explanation), as reported in 
1982 Prentice-Hall Federal Taxes, Report Bulletin 
5, Vol. LXIII (Section 2), 14 January 1982, at 41. 
11. Comments of Senator William Préxmire 
(Democrat from Wisconsin), International Herald 
Tribune of 12 December 1977, as reported in U.S. 
Expatriate Taxation, Vol. 2, No. 3 (September 
1979) at 26.
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Another opponent of tax relief for expatriates wrote that 
the “fact tlizit expatriates who lobby for reduced taxation 
are always the best-dressed and only tanned people in 
the room may prejudice me”. ‘2 It was also suggested that’ 
Americans abroad be required to pay the cost of main— 
taining consulates abroad; one response to this ques-' 
tioned the fairness of expatriates paying for consular offi- 
cials whose preferred role is that of oppressors of over- 
seas Americans. .13 - I 

The Tax Reform Act of 197614 made substantial changes 
in the foreign earned income exclusion and in Other as- 
pects of expatriate taxation. The exclusion was reduced 
to $15,000 per year, although a $20,000 per year exclu- 
sion was permitted for employees of certain qualifying 
U.S. charitable organizations. In addition, foreign in- 
come taxes attributable to the excluded income were no 
longer eligible as a credit against U.S. tax. Finally, the 
1976 Act introduced a rule that required that the exclu- 
sion come “off the bottom” (“exclusion with progres- 
sion”) of the taxpayer’s gross income so that the top part 
was taxed at the marginal rate that would apply had there 
been no exclusion. ‘5 
As a result bf angry protests by U.S. citizens working 
abroad, the ~effective date of the 1976 amendments was 
postponed until 1 January 1977, and.later, it was post- 
ponedagain until 1978 because of the inability of Mem- 
bers of Congress to reach agreement on the changes re- 
garding the exclusion. ‘6 As a result of these postpone- 
ments, the amendments made by the 1976 Act never 
went into general effect, although taxpayers could, for 
1978, elect to be taxed under the provisions of either the 
1976 Act or the Foreign Earned Income Act of 1978.17 ' 

This article will discuss the provisions of the Foreign 
Earned Income Act of 1978 and other provisions applic- 
able to expatriates18 just'before the 1981 changes, which 
are effective for taxable years beginning after 31 De- 
cember 1981. This article will also discuss the reasons for 
the 1981 changes and consider the revenue and other ef- 
fects anticipated as a result of the new rules. 
It should be noted that this discussion is limited to the 
provisions unilaterally provided by the U.S-. and does not 
consider the numerous double taxation'treaties, to which 
the U.S. is a party, that could affect a taxpayer’s'liability 
for either U.S. tax or foreign tax. It should further be 
noted, however, that U.S. ,citizens often do not benefit 

' from treaties signed by the U.S. since many treaties con- 
tain a “‘savings clause” in which the U.S. reserves the 
right to tax its citizens and residents on the basis of all 
items of income taxable under its own revenue laws as 
though the treaty did not exist. ‘9 

II. THE FOREIGN EARNED INCOME EXCLUSION 
A. Before the Economic Reéovery Tax Act of 1981 

The Foreign Earned Income Act of 1978 (“1978 Act”)20 
virtually abolished the exclusion for most Americans 
working abroad and replaced it with a deduction for ex— 
cess foreign living costs (see Section III). The 1978 Act 
did, however, retain a $20,000 annual exclusion for a 
small’group of individuals, namely, those who resided in 
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a camp located in a hardship area or who performed 
qualified Charitable services in a lesser developed coun- 
try.21 Such individuals could elect the exclusion if they 
satisfied either the bona fide residence or physical pres- 
‘encetest. If they satisfied either test for only part of the 
tax year, the.$20,000 limit had to be prorated based on 
the number of days that the person satisfied the test re- 
lied upon. Individuals who elected the exclusion were 
not allowed the deduction for excess foreign living costs 
or the foreign tax credit (or deduction) for the taxes paid 
or accrued with regard to the excluded amount.22 
For purposes of the exclusion, “camp” meant substan— 
dard housing which was (a) provided by or on behalf of 
the employer for the convenience of the employer be— 
cause the place at which the individual rendered services 
was in a remote area where satisfactory housing Was not 
available on the open market, (b) located, as near as 
practicable, in the vicinity of the place at which such an 
individual rendered services, and (c) furnished in a com- mon area, or_ enclave, which was not available to the pub- 
lic and which normally accommodated 10 or more 
employees.23 A hardship area meant any foreign place 
designated by the U.S. Secretary of State as a hardship 
post where extraordinarily difficult living conditions, 
notably unhealthful conditions, or excessive physical 
hardships existed, and for which a post differential of 
15% or more would be provided to U.S. government 
employees».24 The 1978 Act also defined “lesser devel- 
oped countries” and “qualified charitable services”.25 
The hardship area camp exclusion was designed to al- 
leviate some of the problems of American construction 
companies operating overseas. However, because of the 
restrictive definition of “camp”, the exclusion had a very 
narrow application.26 Independent contractors or self- 
employed ‘persons could not qualify for the exclusion 
since the “camp” had to be provided by the employer. 

12. Kingston, Charles I. , “A Somewhat Different View”, The Tax Lawyer, 
Vol. 34, No. 3 (Spring 1981) at 739. 
13. Kaplan, Philip T., “U.S.: Taxation of Americans Working Abroad", In- 
tertax (September 1981/9) at 338, 339, n. 4. ' 

14. Public Law No. 94-455. '
' 

15‘ Tax Reform Act of 1976, Section 1011(b)(3), kidding I.R.C. Section 
911(d).

' 

16‘. Maiers, at 700—701. _ 

17. General Explanation, at 41. 
18. This article does riot consider the rules applicable to resident aliens in the 
U.S. or the taxation of foreign-source income derived by legal entities, Such as 
corporations, partnerships, etc. 
19. For example, see Article XIX ofthe Netherlands-U.S. Income Tax Trea- 
ty of 29 April 1948, as amended by Supplementary Convention of 30 De- 
cember 1965 ;Article 22 of the France-U.S. Income Tax Treaty of 28 July 1967, 
as amended by the Protocols of 12 October 1970 and 24 November 1978; Arti- 
cle XV of the Income Tax Trezity between the Federal Republic of Germany 
of 22 July 1954, as amended by the Protocol of 17 September 1965. 
20. Public Law No. 95--615. 
21. U.S. Internal Revenue Code’ (hereinafter I.R.C.), Section 911(3), (c). 
Unless otherwise indicated, references to I.R.C.. Sections 911 or 913 are ref- 
erences to those sections just prior to the amendments made by the Economic 
Tax Recovery Act of 1981. 
22. I.R.C.. Section 911(2)). 
23. [.R.C.. Section 911(c)(1)(B). 
24. LR.C.. Section 913(h).

' 

25. I.R.C., Section 911(c)(1)(E) (lesser developed country); I.R.C., Sec-v 
tion 911(c)(1)(D) (qualified charitable services).

" 

26: Maiers, at 711. . 
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An individual satisfied the bona fide residence test if he 
established to the satisfaction of the tax authorities that 
he had been a bona fide resident of a foreign country (or 
countries) for an uninterrupted period which included an 
entire taxable year.27 Only a US. citizen could claim the 
exclusion on the basis of the bona fide residence test. De- 
termination of bona fide residence was to be made by ap- 
plying the principles of I.R.C. , Section 871 (tax on non- 
resident alien individuals) and the regulations thereun- 
der.231.R.C., Regulation 1.871-2(b) defines “residence” 
as 
An alien actually present in the United States who is not a 
mere transient or sojourner is a resident of the United 
States for purposes of the income tax. Whether he is a trans- 
ient 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 trans- 
ient; 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 inten- 
tion at all times to return to his domicile abroad when the 
purpose for which he came has been consummated or aban- 
doned. 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. ' 

The bona fide residenCe test was not satisfied if the indi-‘ 
vidual gave a statement to the foreign authorities that he 
was not a resident of that country for purposes of the in- 
come tax of that country and he was held not subject, as a 
resident of that foreign country, to the income tax im- 
posed by that country. 29 In Revenue Ruling 78-254,30 the US. Internal Revenue Service (“I.R.S.”) considered 
whether the taxpayers had made a “disqualifying” state- 
ment by filing non-resident tax returns in Belgium. The 
I.R.S. concluded that they had not, since the taxpayers 
had not made statements to the Belgian authorities that 
they were not “residehts” of Belgium, as that term is de- 
fined for US. tax purposes. . 

The physical presence test could be used by both US. 
citizens and non-U.S. citizens to qualify for the exclu- 
sion, and the test required an individual to be present in a 
foreign country (or countries) for 510 days (approxi- 

’ mately 17 months) out of a period of 18 consecutive 
months.31 This test was objective and did not consider 
factors such as the kind of residence established, the na- 
ture and purpose of‘ the individual’s stay, or his inten- 
tions about returning to the foreign country. The test was 
concerned only with how long an individual was in one or 
more foreign countries. However, the requirement of 
510 days within an 18 month period was unconditional 
(except as indicated below). An individual fell short of 
the requirement even if he was forced to leave the foreign 
country before satisfying the text because of illness or be- 
cause he was ordered to leave. 
As an exception, the 1978 Act'permitted waiver of the 
bona fide residence test or physical presence test if three 
conditions were satisfied: (1) the individual was actually 
present in, or a bona fide resident of, a foreign country, 
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(2) he left the country after 31 August 1978 during a 
period with respect to which the Treasury Department 
determined that individuals were required to leave the 
foreign country because of war, civil unrest, or similar 
adverse conditions in the foreign country which pre- 
cluded the normal conduct of business by those individu- 
als, and (3) the individual established to the satisfaction 
of the tax authorities that he reasonably could haveex- 
pected to meet the time limitation requirements, but for 
the war, civil unrest, or similar adverse conditions.32 If 
these criteria were met, the taxpayer was considered as 
having satisfied the bona fide residence test or physical 
presence test for the time that he was resident or present 
in the foreign country, and the exclusion was computed 
accordingly. 

'
' 

The exclusion was limited to the individual’s “foreign 
earned income” derived during the time that satisfied ei- 
ther the bona fide residence test or the physical presence 
test. 33 For purposes of both the exclusion and the deduc— 
tion for excess foreign living costs (see Section III), 
“earned income” meant wages; salaries, professional 
fees and other amounts received for personal services 
rendered,“ and'was considered received in the year in 
which the services were rendered.35 .

' 

“Earned income” did not include amounts received as a 
pension or annuity36 or that part of an individual’s com- 
pensation for'personal services rendered to a corpora- 
tion which representeda distribution of profits rather 
than a reasonable allowance for comPensation for the 
personal services actually rendered.3 If an individual 
was engaged in a business (other than in corporate form) 
in which both personal services and capital were income- 
producing factors, “earned income” meant a reasonable 
allowance (not in excess of 30% of the individual’s share 
of net profits) as compensation for the personal services 
rendered by the individual.38 

_

- 

For individuals who elected the exclusion, the hardship 
area camp was considered to be part of employer’s busi- 
ness premises.39 This meant that the individual could also 
exclude- from gross income the value of employer pro- 
vided meals and lodging under I.R.C. , Section 119 

V 

(meals of lodging furnished for the convenience of the 

27. I.R.C., Sections 911(a') and 913(a)(1). 
28. I.R.C., Regulation 1.913-2(b). 
29. I.R.C., Section 911(c)(6). 
30. 1978-1 Cumulative Bulletin 243. 
31. I.R.C.,Section913(a)(2). 
32. I.R.C., Section 913(j)(4). 
33. I.R.C.,Section 911(3). 
34. I.R.C.,Section 911(1)); 

_

. 

35. I.R.C., Section 911(c)(2). However, ifthe amount was received after the 
close of the taxable year following the taxable year in which the services (to 
which the amounts were attributable) were performed, the amount could not 
be excluded from gross income. I.R.C, Section 911(c)(4). This rule also 
applies to taxable years beginning after 31 December 1981. See New I‘R.C., 
Section 911(b)(1)(B)(iv). “New I.R.C.” refers to the provisions of the 1981 
Act. . 

36. I.R.C., Section 911(c)(5). 
37. I.R.C.,Section 911(b).

' 

38. Id‘; I.R.C., Regulation 1.911-2(b). 
39. I.R.C., Se'ction 911(c)(7).

‘ 
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employer) if the other requirements of Section 119 were 
satisfied. 0 

B. Exclusions under the Economic Recovery Tax 
Act of 1981 ‘ 

The Economic Recovery Tax Act of 1981 (“1981 Act”)“1 
dramatically changed theexclusions available to Ameri- 
cans working abroad. The 1981 Act abolished the exclu— 
sions under the 1978 Act and established a new exclusion 
for foreign earned income. The 1981 Act also provided, 
on top of the foreign earned income exclusion, an exclu- ‘ 

sion for the “housing cost amount”. For 1982, the 
maximum annual foreign earned income exclusion is 

$75,000 and this amount is increased by $5,000 per year 
until 1986, when the maximum annual exclusion will be 
$95 ,000.42 The dollar limit was placed on the exclusion in 
order to prevent abuse by highly paid entertainers or 
athletes who might otherwise move abroad to avoid U.S. 
tax on their income.43 The earned income exclusion is 
computed on a daily basis for each day within'the period 
of bonaAfide residence or physical presence in the foreign 
country and in case of a married couple, the exclusion is 
computed separately for each qualifying individual.44 
Significantly, the 1981 Act does not contain an “exclu- 
sion with progression” rule, so that the U.S. tax on non- 
excluded income is computed from the bottom of the 
U.S. rate scale/‘5 
The exclusions are available on an optional basis, and an 
individual may elect either or both of them. The election 
may be made by individuals whose “tax home” is in a 
foreign country and who satisfy either the bona fide resi- 
dence test or physical presence test.46 “Tax home” is the 

_ 

individual’s regular or principal place of business, 
employment, or post of duty regardless of where he has 
his residence; if the individual does not have a regular or 
principal place of business, his tax home is the place in 
which he regularly lives.47 An individual is not consi- 
dered to have a tax home in a foreign country for any 
period for which his abode is in the U.S.48 Thus, an indi- 
vidual who lives in the U.S. but commutes daily to work 
in Canada has his tax home in the U.S. 
The bona fide residence test is the same as it was under 
prior law and may be used only by U.S. citizens. The re- 
quirements for the physical presence test have been re- 
laxed: an individual satisfies the test if he is physically 
present in one or more foreign countries for at least 330 
days in a period of 12 consecutive months.49 These tests 
may be waived, and the conditions for waiver are the 
same as under the 1978 Act.50 
Other features of the prior law remained unchanged. 
The definition of “earned income” is the same as be- 
fore,51 and the income is taken into account in the taxable 
year in which the services to which the amounts are at- 
tributable are performed.52 As under prior legislation, 
“double benefits” are denied: no deduction, exclusion 
from gross income or credit against tax (including the 
credit for foreign taxes) is allowed to the extent that the 
deduction, exclusion or credit is properly allocable to or 
chargeable against amounts excluded pursuant to the 
foreign earned income or housing exclusions.53 
The houSing exclusion permits an individual to exclude 
from_ gross Income his “housing cost amount” Wth 18 
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equal to the excess of his “housing expenses” over the 
“base housing amount,”54 and a qualifying individual 
may elect the housing exclu'sion whether or not he elects 
the foreign earned income exclusion. The housing exclu- 
sion applies to amounts “paid or incurred on behalf of the 
individual by the individual’s employer which is foreign 
earned income included in the individual’s gross income 
for the taxable year”.55 Individuals whose housing ex- 
penses are not “employer provided amounts” may take a 
deduction for their “housing cost amount”. See Section 
III.B. ~ 

“Housing expenses” have the same definition as under 
the 1978 Act and include reasonable expenses (not lavish 
or extravagant under the circumstances) attributable to 
housing, such as rent, utilities, real and personal prop- 
erty insurance, local telephone charges, furniture rental, 
and parking fees.56 “Housing expenses” do not include 
amounts deductible as interest or taxes, the cost of a 
home purchase, improvements or furniture purchases, 
domestic labor, principal mortgage payments or depre- 
ciation.57 The “base housing amount” is 16% of the sal- 
ary of a U.S. employee whose salary grade is step 1 of 
GS-14. Since that salary is currently $39,689 gpe'r year, the 
“base housing” amount is $6,350 per year.5 
If an expatriate maintains more than one foreign house- 
hold, only the one closest to his tax home is eligible for 
the housing exclusion. As an exception, the housing ex- 
penses of a second foreign household are also excludable 
if the individual’s spouse and dependents live at the sec- 
ond household because of dangerous, unhealthful or 
otherwise adverse living conditions at the individual’s re- 
sidence.59 
If an individual elects both the foreign earned income 
exclusion and the housing exclusion, the total amount of 
the two exclusions may not exceed the individual’s 

40. The other requirements for exclusion under Section 119 are that (1) the 
meals and lodging be provided for the employer’s convenience, and (2) lodg- 
ing be accepted by the taxpayer as a condition of his employment. 
41. Public Law No. 97-34. 
42. New I.R.C., Section 911(b). 
43. General Explanation, at 43. 
44. Id., at 44.

' 

45. Intertax, at 341. 
46. New I.R.C., Section 911(a), (d). 
47. New I.R.C., Section 911(d); Commissioner v. Flowers, 326 U.S. 265 
(1946).

' 

48. I.R.C., Regulation 1.913-3(a). Although this regulation was promul- 
gated under prior law, it is currently relevant because the definition of “tax 
home” is the same for purposes of the 1978 Act and the 1981 Act. 
49. New I.R.C., Section 911(d). 
50. New I.R.C., Section 911(d)(4). 
51. General Explanation, at 44. 
52. New I.R.C., Section 911(b)(2)(B). 
53. New I.R.C. , Section 911(d)(6)4 
54. New I.R.C., Section 911(c). 
55. New I.R.C., Section 911(c)(3)(D). .

‘ 

56. See [.R.C Regulations 1.913-6(a) and (b) which provide more details as 
to what constitute “housing expenses”. - 

57‘ Id. 
58. General Explanation, at 45.

‘ 

59. New LR.C., Section 911(c). I.R.C., Regulation 1.913-3(b)(2) provides 
that adverse living conditions include a state of warfare or civil insurrection in v 

the general area of the individual’s tax home. -
' 
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foreign ‘earned income for the year. 6° For example, if an 
individual has, for 1982‘, a salary of $68,000 and the value 
of _the employer provided housing is $10,000 for the year, 
his total earned income is $78,000 and his housing exclu- 
sion is $3,650 ($10,000 less $6,350). The first $75,000 of 
earned income may be excluded under the earned in‘ 
come exclusion, but only $3,000 of the housing exclusion 
may be used since the maximum exclusion is $78,000. If 
the individual’s salary in this example were $70,000 per 
year, his total earned income would be $80,000. He 
would exclude $78,650 ($75,000 earned income exclu- 

_ 
siQn plus $3,650 housing exclusion). 
Once an individual elects the earned income exclusion or 
the housing exclusion, the election remains in effect for_ 
that year and all future years. Either election may be re- 
voked with or without the consent of the IRS. How- 
ever, if the election is revoked without such consent, the 
individual may not make another election until the sixth 
taxable year following the taxable year for which the re- 
vocation was made.61 ' 

The '1981 Act retained the rule that, for an individual 
who is furnished lodging in a camp located in a foreign 
country by his employer, the camp is considered to be 
part of the employer’s business pfemises. The definition 
of “qualifying” camp was relaxed: it is no longer required 
that the camp be in a hardship area or that it constitute 
substandard lodging. Although the 1981 Act abolished 
the hardship area camp exclusion, this provision-is im- 
portan_t because it may enable individuals to exclude 
from gross income the value of employer provided meals 
and lodging under I.R.C. ,.Section 119. 

Ill. DEDUCTIONS FOR FOREIGN EXPENSES" ' 

A. Deducfions under the 1978 Act 
The 1978 Act replaced the>exclusion available under 
prior legislation with a deduction from gross income for 
excess foreign living costs. The deduction was available 
to individuals who satisfied either the bona 'fide resi- 
dence test or the physical presence test. The tests could 
be waived under certain circumstances (see Section II). 
The maximum allowable deduction was the individual’s 
“net foreign-source earned income”, which was defined 
as the individual’s earned income from sources outside 
the US. for that part of the taxable year in which his tax 
home was in a foreign country, - reduced by (1) any 
foreign—s'ource earned income which was excluded from 
gross income under I.R.C.‘, Section 119 and (2) deduc- 
tions (except for the deduction for excess foreign living 
costs) properly allocable to or Chargeable against the 
foreign-Source earned income for the part' of the year 
during which the individual’s tax homewas in a foreign 
country.62 This limitation precluded an individual from 
using his excess foreign living expenses to reduce taxable 
income from domestic sources or-passive income from 
foreign sources. For purposes of the excess foreign living 
cost deduction, “tax home” had the same definition as it 
has for‘pu‘rposes of the _exclusion under the 1981 Act. ' 

For qualifying individuals, the deductibn cohsisied of 
five separate items: (1) cost ‘of living differential, 
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(2) housing expenses, (3) schooling expenses, (4) home 
leave travel and (5) hardship area amount. 63 The cost of 
living differential was generally the amount by which the 
cost of living in the individual’s foreign tax home ex- 
ceeded the cost of living in the highest cost metropolitan 
area in the continental U.S., other than Alaska. The 
I.RQ S. prepared tables for individuals to use to compute 
their cost of living differential, which was to be deter- 
mined on a daily basis for the period during which the in- 
dividual’s tax home was in a foreign country. If an indi— 
vidual had more than one foreign tax home during the 
taxable year, he had to compute a separate cost of living 
differential for each foreign country:64 An individual 
could not claim a cost of living differential for any day 
that the value of his meals and lodging were excluded 
from gross income under I.R.C. ,‘Section 119.65. 
Housing expenses were the excess of the individual’s 
reasonable housing costs (see Section II.B.) over the 
“base housing amount” which was generally one-sixth of 
his net earned income.66 The expenses to be taken into 
account were only‘ those attributable to housing during 
periods for which the individual’s tax home was in a 
foreign country and the value of his housing was not 
excluded under I.R.C., Section 119. Housing expenses 
also included the expenses for a qualified second hdusé- 
hold (fOr an individual’s spouse or dependents) if the in- 
dividual’s tax home was in a’ hardship area camp or if _the 
living conditions at his tax home were adverse. However, 
special rules applied for the computation of the deduc— 
tion for excess living costs, including housing exp¢_nses,' if 
the individual had a qualified second household.67 
Schoolingexpenses consisted of the expenses incurred 
for the education of the taxpa er’s dependents at 
elementary and secondary levels (Equivalent to educa- 
tion from kindergarten through the 12th grade in a US.- 
type school). Expenses included the cost of tuition, 
books and local transportation; expenses also included 
the cost of room, board and travel if an adequate U.S.- 
type school68 was not available within a reasonable com- 
muting distance of the individual’s tax home. Schooling 
expenses were deductible _only if they were attributable 
to education for a period _during which the individual’s 
tax home was in a foreign country .59 ' 

The home leave travel expense included the cost of one 
round trip for the individual,‘ his spouse, and dependents 
from his In home outside the US. to his principal 
domestic residence. Only one round trip per person for 
each continuous period of 12 months for which the indi- 

60. General Explanation, at 4546.- 
61. New I.R.C., Section 911(e). 
62. I.R.C., Section 913(c). 

‘

. 

63. See I.R.C., Section 913(d), (e), (f), (g) a‘nd (h). 
64. I.R.C., Regulation 1.913-5(é). ' 

65: I.R.C., SectiOn 913(d)(1)(E). ‘ 

66‘ Gen'eral Explanation, at 43. The method for calculating-the “basé hous- 
ing amount” i's set forth in I.R.C., Section 913(d). ‘ ' 

y

’ 

67. ~ See I.R.C., Section 913(i) and I.R.C., Regulations 1.913—5(e), 1.913— 
6(d).1.913-7(f).‘ -. 

A , 

' 

~

' 

68. - I.R.C. , Regulation 1v.913-7(e) provides that a U.S.-type is a school which 
offers a curriculum which is taught in English, is comparable to that offered by 
accredited schools in the US, and would qualify-the student for gfaduation if 
he we're totransfer to a US. schbol. I 

‘
' 

69. I.R.C.,‘Section913(f). 
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vidual’s tax home was in a foreign country could be de- 
ducted.70 
The hardship area deduction was $5,000 per year and 
available to those who lived in a hardship area (see Sec- 
tion II.A.). The amount available as a deduction was to 
be computed on a daily basis for each day that the indi— 
vidual’s tax home was in a hardship area. 1 

An individual who claimed the deduction for excess 
foreign living costs could also claim the foreign tax credit 
(see Section IV). However, an individual could not claim 
the deduction if he elected the exclusion for income 
earned in"a hardship area camp or from qualified charita- 
ble services or if his spouse claimed the exclusion, unless 
the spouse maintained a separate abode which was not 
within a reasonable commuting distance from the tax- 
payer’s abode.72 

B. Deductions under the 1981 Act 

The 1981 Act repealed the excess foreign living cost de- 
duction, and as a result, there are only two deductions 
specifically for Americans working abroad. However, 
Americans abroad may claim any deduction that is gen- 
erally allowed to resident taxpayers, such as deductions 
for medical expenses, charitable contributions, and per- 
sonal exemptions. ' ' 

An expatriate may elect the housing deduction, intro- 
duced by the 1981 Act, which may be used for housing 
costs which are not attributable to employer provided 
amounts. The deduction is limited to the excess of the in- 
dividual’s foreign earned income for the taxable year 
over the amount excluded under the foreign earned in- 
come exclusion. There is a one year carryoyer (to the suc- 
ceeding tax year) of housing costs not allowed as a deduc— 
tion because of this limitation.73 . 

The second deduction for Americans working abroad is 
the deduction for foreign taxes paid or accrued. With re- 
gard to some kinds of taxes, an individual may elect be- 
tween a credit or deduction (see Section IV). However, 
some foreign taxes, such as foreign real property taxes,74 
do not qualify for the credit and may be taken only as a 
deduction. ‘

- 

IV. CREDIT FOR FOREIGN TAXES 
The 1981 Act did not make any changes in the rules ap- 
plicable to the credit for foreign taxes available to 
Americans working abroad. Nonetheless, the primary 
features of the credit will be briefly discussed because the 
credit is an important tool for reducing the tax burden of 
expatriates. The credit, which was first enacted in 1918,75 
is available whether or not the individual satisfies the 
bona fide residence test or physical presence test. In ad- 
dition, the credit may be used in conjunction with the 
exclusions or deductions t0 ‘the extent that the rule 
against “double benefits” is not violated. 
The individual may choose between a credit or deduction 
for “Income, war profits and excess profits” taxes76 pad 
or accrued to a foreign country, or tax_es pad or accrued 
'in lieu thereof.77 If the individual elects the credit, he 
must d(') so with all “qualifying” ta'xes; he-may not use 
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part of them as a credit and the balance as a deduction. 78 
Taxes that do not qualify for the credit may be taken as a 
deduction. Some taxes, such as the value added tax, 
qualify for neither the credit nor the deduction.79 
There is a limit to the amount of the foreign tax credit. It 
may not exceed the same proportion of the U.S. tax 
(against which the credit is taken) that the individual’s 
taxable income from foreign sources (but not in excess of 
the individual’s total taxable income) bears to his entire 
taxable income for the same year. In other words, the 
credit may not exceed the following fraction: 
Maximum credit = 
foreign taxable income. X tax llablllty. 

For purposes of this computation, “foreign taxable in- 
come” means the total foreign-source income reduced by 
deductions directly attributable to such income, as 
employee business expenses or (under the 1978 Act) the 
excess foreign living costs deduction.80 This amount is 
further reduced by a portion of other deductions that are 
not directly attributable to foreign-source income, such 
as medical expenses and the standard deductrion (now 
called “zero bracket amount”). The total amount of 
these “indirect” deductions is multiplied by a3fraction, 
the numerator of which is the total foreign-source iri- 
come and the denominator of which is gross income from 
all sources. This amount is subtracted from foreign- 
source income, and the result is “foreign taxable in- 
come”. ' 

' 
'- ‘ 

“Total taxable income” m‘eans “taxable income” as de- ’ 

termined under U.S. tax laws, with certain adjustments. 
For U.S. tax purposes, “taxable income” is the indi- 
vidual’s “adjusted gross income” less (1) the itemized 
deductions in excess of the standard deduction (“zero 
bracket amount”) and (2) the amount deductible as per- 
sonal exemptions.81 For purposes of the foreign tax cre- 
dit, “total taxable income” means “taxable income” {re- 
duced by the “zero bracket amount” but'not by the per- 
sonal exemptions. 82 Special rules apply for the treatment 
of capital gains83 and for recapture of foreign losses. 8“ v 

These rules ensure that U.S. citizens will always be liable 
for U.S. tax on their U.S. source income, regardless of 
the amount of foreign taxes paid. If the foreign taxes ex- 
ceed the' maximum allowable, the taxpayer may carry 
back the excess to the two prior taxable years and then 
carry forward the unused credit to the following five tax- 

70A I.R.C., Section 913(g). 
7’1. I.R.C., Section 913(h). . 

72. I.R.C., Regulation l.9l3-2_(a). 
73. New I.R.C., Section r)11(c)(3). 
74, I.R.C., Section 164. 
75. Williams, Thomas J., “The Creditability of Foreign Income Taxes: An 
Overview", 58 Taxes 699 (October 1980) at 700. x 

76. I.R.C., Section 901(b). 
_

’ 

77. I.R..C.. Section‘903‘. 
78. I.R.C., Regulation 1.901-1(C).

_ 

79. See I.R.C. . Section 164(a)(4) and Intertax, an 341 , n. 11. 
80. [,R.C.. Regulation 1.913-1(b). 
81. I.R.C., Sebtion 63. ‘ 

82. l.R.C..-Séction 904. 
83. I.R.C.. Section 904(b). 
84. I.R.C.. Section 904(f). 
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able years. However, the excess foreign taxes may be 
used in other years only to the extent that, in that othe_r 
year, the taxpayer had an unused foreign tax credit al- 
lowance, i.e. the “qualifying” taxes for that year were 
less than the maximum alloWable as a credit. An unused 
credit may not be taken as a deduction in other years.85 
A major problem with the foreign tax credit has been the 
confusion regarding the meaning of “income tax”. Al- 
though the I.R.S. has issued regulations defining the 
term,86 the matter is not resolved, and the complexity 
and difficulty of this area is indicated, among other 
things, by the fact that the regulations contain over se- 
venty examples illustrating the various standards for cre- 
ditability. The U.S. Government’s awareness of this 
problem is indicated by a recent letter to Senator Charles 
H. Percy, Chairman of the U.S. Foreign Relations Com- 
mittee, in‘ which Senate Finance Committee Chairman 
Robert Dole wrote that: 

The question of what foreign taxes are creditable 
against U.S. tax has, for several years now, been the 
subject of substantial controversy. Several versions of 
the section 901 regulations that have been proposed 
have been subjected to substantial criticism by affected 
taxpayers. 

' Some taxpayers maintain that the regulations adopt an 
overly restrictive interpretation of the statute so that the 
credit issue may be preserved for treaty negotiations. 
Taxpayers also complain that requests for IRS rulings 
receive no action and suspect similar motives to explain 
the IRS inaction. 
I am sympathetic with the plight of taxpayers who do 
not know whether the foreign tax they pay is credit- 

' able, . . 
.87 

The foreign tax credit may not be used to offset certain 
U.S. taxes,“ and the amount of foreign taxes that qualify 
for the credit may be decreas¢d if the taxpayer partici- 
pates in or cooperates with an international boycott. 89 

V. REASONS FOR CHANGE AND ANTICIPATED 
EFFECTS 

The primary reason for the 1981 changes had to do with 
U.S. economic an'dvtrade policy and the concern over 
continuing deficits by the U.S.90 Generally, it is more ex- 
pensive for U.S. companies to utilize Americans rather 
than nationals in their foreign operations, since the com- 
panies commonly have “tax equalization” plans and pro- 
vide special allowances to their overseas employees. A 
tax executive of a NY. corporation said that the current 
cost of supporting an American with an annual salary of 
$30,000 in a foreign country was about $120,000, includ- 
ing salary, housing, edu’cation, home leave and taxes.“ 
The extra cost of employing Americans overseas re- 
sulted in either (1) higher prices to the customer or 
(2) replacement of Americans by foreign nationals, or 
both. To the extent that U.S. businesses charged higher 
prices, they became less competitive, and this led to non- 
competitive bids in intensely competitive industries such 
as construction.” One survey indicated that the cost of 
maintaining American workers overseas added 2 to 
10%, depending on the industry, to the cost of U.S. 
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goods and services, and construction firms included in 
the survey reported that they lost at least 1.2 billion in 
sales in 1979 because of the increased tax burden on over- 
seas employment.93 - 

As to the replacement of Americans by foreign nation- 
. 
als, an executive of a U.S. company estimated that the 
number of Americans working overseas in such highly 
skilled professions as construction, architecture, and de— 
sign declined by about 50% in 1979.94 The replacement 
of Americans by foreign nationals was considered to 
have an adverse effect on U.S. exports. Foreign nation- 
als often ordered parts and equipment from their own 
countries95 because they were more familiar with the 
products and standards of their own country and because 
they considered the maintenance of business contacts 
with their home countries as being in their individual in- 
terests. Itlwas estimated that U.S. exports in 1980 were 
5% below what they could have been because of the de- 
crease in the number of Americans working abroad.96 A 
U.S. government study indicated that a 1% decrease in 
the number of Americans abroad results-in a 0.5% de- 
cline in the value of U.S. exports.97 
The 1981.changes are designed to reverse this situation 
by making it less expensive to employ Americans 
abroad. U.S. companies generally agree that the lower 
cost will increase U.S. competitiVeness for foreign con— 
tracts and indirectly increase U.S. (exports.98 
However, there is disagreement as to the effect of the 
1981 Act on the employment of Americans abroad. 
Some indications are that the'lower cost of supporting 
Americans abroad will be translated into more overseas 
jobs being filled by Americans.99 Others disagree. U.S. 
companies started substituting foreign nationals because 
of the burdensome tax law changes in 1976 and 1978. But 
the shift to 'foreign nationals made sense for other 
reasons — they know the language, market conditions, 
and eConomy better than someone brought in from the 
outside. ‘00 

' ‘ 

85. I.R.C., Regulation 1.904-2(a). 
86. I.R.C., Regulation 4901-2). 
87. The text of the letter was reproduced in Tax Notes, Vol. XIII, N0. 17, 26 

, October 1981. at 1005-1007. - 

88. The foreign tax credit may not be used against the tax imposed by Section 
56 (minimum tax for tax preferences), by Section 72(m)(5)(B) (10% tax on 
premature distributions to owner-employees), by Section 402(6) (tax on lump 
sum distributions), by Section 408(f) (additional tax on income from certain 
retirement accounts), by Section 531 (tax on accumulated earnings), by Sec- 
tion 1351 (recoveries of foreign expropriation losses) or by Section 541 (per— 
sonal holding company tax). See I.R.C., Section 901. 
89. I.R.C., Section 908. 
90. General Explanation, at 43. 
91. “Gains for Americans Who Work Abroad", New York Times, 28 August 
1981 (hereinafter New York Times). 
92. General Explanation, at 43. 
93. Maiers. at 720. 
94. “Tax Break Not Seen Causing Rush of Americans Overseas“. Asian 
Wall Street Journai, 27 August 1981 (hereinafter Asian Wall Street Journal). 
95. General Explanation, at 43. 
96. Asian Wall Streel Journal. 
97. Bruce, at 80. 
98. Asian Wall Street Journal. 
99. New York Times. 
100. Asian Wall Street Journal. 
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As to the other effects of the 1981 changes, it is expgctgd 
that the new provisions will eliminate the U.S. tax llabll- 
ity for about 90% of U.S. citizens working abroad. 10‘ 
However, since most major U.S. companies pay for the: 
extra tax burden, they will benefit from the new provi- 
sions. A Citibank executive noted that 'the bank had 
picked up the tax burden and will:also pick up the bgne- 
fit. ‘02 A U.S. expatriate working for Arabian Amerlcan 
Oil Company made the same observation: because of the 
company’s policies, the 1981‘ Act would have no effect on 

As a result of the 1981 Act, the U.S. Government ex- 
pects the fiscal year tax receipts to decrease by $299 mill- 
ion in 1982, by $544 million in 1983, by $563 million in 
198461,“? $618 million in 1985, and by $696 million in 
198 . . 

101. “Reagan Signs Bill on Taxes Abroad", International Herald Tribune, 14 
August 1981. 
102. New York Times. 
103. Tax Notes, Vol. XIV, No. 3, 18 January 1982. 

his net income. “’3 104. General Explanation, at 48. 

Conference Diary 
JUNE 1982 
Shang York SA: Doing business with the 
People’s Republic of China (including: past 
experience; present industrial policy; recent 
tax laws and regulations concerning foreign 
investment). Geneva (Switzerland), June 14 
(English). 

Oyez International Business Communications 
Limited: International Tax (including: UK. 
law and double taxation; elements of interna- 
tional tax planning; common provisions in UK treaties; the practical use of tax conven- 
tions) followed by a choice of specialised hqlf 
day programmes on U.S.A., France, Ger- 
many, ‘Italy, Switzerland, the Netherlands 
and Norway. London (United Kingdom), 
June 14-16 (English). 

European Study Conferences Group and 
Convention Services: International Tax Plan- 
ning: Maximising Protection of Investments 
and Assets (including: tax pitfalls and oppor‘ 
tunities of emergency measures). Miami 
(U.S.A.), June 15 and 16 (English). 

European Study Conferences Group and 
Convention Services: International Oil and 
Gas Taxation Conference (including: Oil and 
gas taxation in China, Denmark, U.K. Nor- 
way‘ Canada and the U.S.A. Houston 
(U.S.A.), June 17 and 18 (English). 

Practising Law Institute: Real estate syndica- 
tions (including: Special problems of foreign 
investors; The non-resident alien individual 
partner). New York City (U.S.A.), June 17- 
18 (English). 

Georgetown University Law Center: The 
Fourth Annual Institute on Multinational 
Taxation (including: Current developments 
in international tax rules outside the U.S.; 
Tax treaties — the changing landscape). 
Washington, D.C., (U.S.A.), June 24-25 
(English). 

JULY 1982 
Practising Law Institue: International estate ‘ 

planning (including: Taxation of non-resi- 
dent alien in the U.S. ; The use of foreign situs 
trusts). New York City (U.S.A.), July 22-23 
(English). 

SEPTEMBER 1982 
36th Annual Congress of I.F.A.: I. The tax 
treatment of interest in international 
economic transactions. II. Taxation of pay- 
ments to non-residents fdr independent per- 
sonal services. Montreal (Canada), Sep- 
tember 12-16 (English, French, German, 
Spanish). 

Confédération Fiscale Européenne (C. F.E.): 
Third European Congress éf'Tax Consultants 

(including: State of tax harmonisation in 
Europe; The application of wealth taxes and 
taxes arising on death to foreign assets and 
liabilities; The practical application of inter- 
national tax provisions (working groups)). 
Aachen (Germany), September 30 to Oc— 
tober 2 (English, French, German). 

OCTOBER 1983 
37th Annual Congress of]. FA. : I. Tax avoid- 
ance/tax evasion. 11. International problems 
in the field of turnover taxation. Venice 
(Italy), October 10-15 (English, French, Ger- 
man, Spanish). 

FOR FURTHER INFORMATION 
PLEASE WRITE TO: 

Confédération Fiscale Européenne 
(C.F.E.): Secrétariat Général, Postfach 
1340, Dechenstrasse 14, D-5300 Bonn 1 

(Federal Republic of Germany). 
European Study Conferences Group and 
Convention Services: 2616 South Loop 
West, Suite 330, Houston‘ Texas 77054 
(U.S.A.). 
Georgetown University Law Cemer: 600 
New Jersey Avenue, NW. Washington, 
DC. 20001 (U.S.A.). 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, 
Burgemeester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
Oyez International Business Communica- 
tions Limited: Norwich House, Norwich 
Street, London EC4A IAB (United King- 
dom). ' 

Practising Law Institute: 810 Seventh Av- 
enue, New York, NY. 10019. (U.S.A.). 
Shang York S.A.: 56 rue du Stand, CH-1204 
Geneva (Switzerland). 
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UNITED STATES: 
EXCHANGE OF INFORMATION? 7 

Disclosure to Foreign Countries Pursuant .to Tax Treaties 

(25)10 (2-12-82) 
GENERAL 
(1) The United States has entered into tax treaties with 
foreign countries primarily to alleviate double taxation 
and to help identify fraud and tax evasion through ex- 
change of information. Although the majority of treaties 
cover exchange of information concerning income taxes, 
there are also treaties covering the exchange of informa- 
tion concerning estate and gift taxes. ' 

(2) IRC 6103(k)(4) of the Internal Revenue Code pro-1 
vides for discloshre of information with foreign coun— 

' 

tries. This subsection provides that: “A return or return 
information may be disclosed to a competent authority . 

of a foreign government which has an income tax or gift 
and estate tax convention or other convention relating to 
the exchange of tax information, with the United States 
but only to the extent provided in, and subject to the 
terms and conditions of, such convention.” 
(3) Tax treaties generally proVide for exchange of infor- 
mation between the IRS and foreign tax authorities. In- 
dividuals referred to as “Competent Authorities” are de— 
signated by each country to make written requests for in- .- 

formation and to receive informatiOn. 
(4) The U.S. “Competent Authority” is the Assistant 
Commissioner (Compliance). However, under Com- 
pliance Order 14, the authority to act as U.S. Competent 
Authority was redelegated t0 the: 
(a) Director, Examination Division, for administering 

the Simultaneous Examination Program, Spontane-_ 
ous Exchanges of Information, and Industrywide 
Exchanges of Information, under the exchange of in- 
formation provisions of the Income Tax Treaties to 
which the United States is a partner; and 

(b) Director of International Operations, for adminis- 
tering the Programs for Routine and Specific Ex- 
changes of Information and the Program for Mutual 
Assistance in Collection, under the Income Tax 
Treaties and Estate/Gift Tax Treaties to which the 
United States is a partner.

' 

(5) Although the purpose of the redelegation is to allow 
routine competent authority correspondence to'be 
signed at the~Division level, the Assistance Commis- 
sioner (Compliance) will sign all correspondence in- 
volvmg sensmve or substantive policy matters. 
(6) Copies of competent authority correspondence gen- 
erated by the Examination function with respect to prog— 
rams it is responsible for will be furnished to the Director 
of International Operations. 
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(25)2o.(2-12-82) 
INFORMATION RECEIVED FROM FORHGNTAXAUTHONTES 
(1) ‘If_the IRSI needs information from a country with 
which the United States has a tax treaty, a requestis sub- 
mitted through channels for necessary action. Gener- 
ally, 0102 reviews therequest and, as appropriate, pre— 
pares a letter of request for the signature of the Director, 010 to be sent to the foreign tax authority. 
'(2) For U.S. requests pertaining to the Simultaneous 

’ 

Examination Program or an Industrywide Exchange of ' 

Information, the Director, Examination Division, will 
forward the request to the treaty partner competent au- 

. thority upon receipt from the field. 
(3) For Spontaneous Exchanges of Information, the Di- ' 

rector, Examination Division, will forward foreign-in— 
itiated 'exchanges to the Assistant Regional Commis— 
sioner (Examination) for transmittal to the applicable 
District Director. 
(4) Information which is received by the IRS from a 
foreign tax authority is subject to secrecy clauSes con- 
tained in the specific tax treaty. In general, these secrecy 
clauses provide that information received by the IRS 
cannot be disclosed to any persons other than those (in- 
cluding courts and administrative bodies) concerned 
with the assessment, collection, enforcement or prosecu- 
tion with respect to the taxes, which are the subject of the 
respective tax treaties. Additionally, to the extent the in- 
formation relates to the liability or possible liability for 
tax of a United States taxpayer or otherwise falls within 
the definition of return information in IRC 6103(b)(2) , it 
is return information subject to the restrictions on disclo- 
sure imposed by IRC 6103 as well as the restrictions con- 
tained in the treaty clauses. 

. 

' ' 

. (5) Because of the secrecy clauses, tax treaty informa-
_ 

tion may not be disclosed to State tax agencies under IRC 
- 6103(d), the Department of Justice or other Federal 
agencies under IRC’6103(i), or under any other provi- 
sion of IRC 6103 permitting disclosure for non-Federal 
tax administration purposes. ' 

(6) Disclosure Officers should ens_ure that information 
disclosed for non-Federal tax administration purposes is 
reviewed and tax treaty information is removed prior to 

‘* Chapter (25)00: “Disclosure to Foreign Countries pursuant to tax 
treaties" from the Disclosure of Informalion Handbook. 
1. Internal Revenue Service. 
2. Office of International Operations.

1 
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disclosure. Information obtaingd under a.tax treaty is 
often stamped to indiCate that it IS tax treaty mformatxon. 

(7) Generally, tax treaty information obtained from a 
foreign tax authority may be disclosed to the Unlted 
States tax ayer to whom it relates in accordance with 
IRC 6103 e). In this situation, the taxpayer is considered 
to be concerned with assessment, collection, enforce- 
ment or proSecution with respect to the taxes which are 
the subject of the tax treaty. However, disclosurewill not 
be made to the taxpayer if the IRS or the foreign tax au- 
thority providing the information objects to disclosure or 
if disclosure would seriously impair Federal tax adminis- 
tration. (See IRC 6103(e)(7).) 
(8) If ,a Freedom 'of InformationAct request for tax trea- 
ty information is received, the procedure in text (13)46 of 
this Handbook should be followed. 

- (2530 (2-12-82) ..
. 

DISCLOSURE OF INFORMATION 
TO FOREIGN TAX AUTHORITIES 
(1) If information is needed by a foreign country with 
which the United States has a tax treaty, a request is sub- 
mitted by the Competent Authority tothe U.S. Compe—l 
tent Authority. Exchanges of information by the IRS 
with foreign tax authorities are authorized in the Na- 
tional Office by the Director, 010 or Director, Exami- 

“anation Divi‘siOn‘, or the Assistant Commissioner (Com- 
pliance) for sensitive cases. Certain automatic or 
“routine” exchanges (such as transmission of reports of 
taxes withheld from income paid to non-resident aliens) 
are accomplished at the Philadelphia Service Center. 
(2) The Director, 010 generally forwards requests for 
information to the appropriate IRS offices. When the re- 
quested information isreceived from the IRS offices, 
OIO prepares a response for the signature of the Direc— 
tor, OIO transmitting the information to the foreign 
Competent Authority. 
(3) For treaty partner requests pertaining to the Simul- 
taneous Examination Program or Industrywide .Ex- 
change of Information, the Director, Examination Divi- 
sion, or the Assistant Commissioner (Compliance) in 
sensitive cases, will: 
(a) forward the request to the District Director for ac— 

fion;and . 

(b) when the information is received, transmit it to the 
treaty partner competent authority. -

" 

. (4) For Spontaneous Exchanges‘of Information,_the Di- 

rector, Examination Division, or the Assistant Commis- 
sioner (Compliance) in sensitive cases, will forward a 
U..S.-initiated exchange to the treaty partner competent 
authority. 

(5) Generally, returns are not furnished to foreign tax 
authorities pursuant to tax treaties. 
(6) If it should become necessary to issue a summons to 
obtain the requested information, the summons should 
be prepared and forwarded to District Counsel, 010 for 
review prior to issuance. ‘ 

(7). Return information which could identify or tend to 
identify a confidential informant, or seriously impair an' 
IRS tax investigation is generally not disclosed to foreign 
tax authorities. 
(8) Information which would reveal business or trade 
secrefs. is excepted from the exchange of information 
pr0v151ons of the treaties. 
(9) Disclosures to foreign tax authorities made pursuant 
to tax treaties must be accounted for in accordance with 
IRC 6103(p)(3) and the Privacy Act of 1974. See Chapter 
(38)00 of this Handbook for further information. 

(25)4o (2-12-82) 

NONTREATY DISCLOSURES TO 
FOREIGN COUNTRIES 
(1) Although IRC 6103(k)(4) is generally the authority 
for disclosure of return information to foreign tax au- 
thorities, other provisions of IRC 6103 permit limited 
disclosures to foreign countries or individuals of foreign 
countries in certain situations. These disclosures can be 
made regardless of whether the United States has a tax 
treaty with the country. However, when a tax treaty is in 
effect, we exchange information under the treaty to the 
extent possible. 
(2) Return information may be disclosed by IRS 
employees to individuals of foreign countries in accord— 
ance with IRC 6103(k)(6). See chapter (21)00 of this 
Handbook. 
(3) Returns and return information may also be dis- 
closed to individuals of foreign Countries designated in 
writing by a United States taxpayer to receive such infor- 
mation in accordance with IRC 6103(c) and (e). For 
example, pursuant to a written taxpayer request and con- 
sent for disclosure, IRS may certify to a tax treaty coun— 
try that taxes were paid in the United States to enable the 
taxpayer to receive credit for the taxes on a foreign re- 
turn. " 
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TAXATION OF 
FOREIGN BUSINESS ACTIVITIES 
IN AUSTRIA 

by Prof. Dr. Wolfgang Giassner* 
and Geoffrey C. Pink" 

INTRODUCTION 
Geographical convenience has resulted in Austria’s im- 
portance as one of the foremost financial centres for East- 
West trade, and commercial transactions with Eastern 
bloc countries frequently begin and end in Austria. Ac— 
cordingly, many firms have established branches or sub- 
sidiary companies there in order to do business with the 
Comecon, Yugoslavia and Albania; the activities would 
typically include marketing and maintenance of products 
sold in those countries, or perhaps a simple representative 
office. In either case the implications of Austrian tax are 
important when contemplating commercial contracts, . 

and the following brief survey discusses aspecfs 0f the 
Austrian tax system which are relevant fqr forezgrg com- 
panies embarking on business relations wzth Ausma. 

I. THE AUSTRIAN TAXATION SYSTEM 

1. Corporation tax‘ on income of foreign 
companies from permanent establishments 

Although the corporation tax is chargeable on income of 
all companies, those which are incorporated abroad and 
have their effective management outside Austria are 
only subject to limited taxation on certain income de- 
rived from Austrian sources. This limited tax liability 
applies above all to income from business for which a 
“permanent establishment.” exists in Austria; this con- 
cept is defined in the Fe'deral‘Tax Code (Bundesab- 
gabenordnung) and resembles the OECD model treaty 

_ 

definition. A permanent establishment is any fixed place 
of business, and in particular a branch or a factory. The 
extent of liability may be reduced if the foreign company 
is resident in a country which has concluded a double tax- 
ation convention with Austria. 
Corporation tax is charged on the income attributed to a 
permanent establishment for each calendar year. In ar- . 

riving at this income, normal overheads are deductible, 
together with a number of investment incentives; for 
example, the accelerated depreciation can be made use 
of at annually varying rates from the costs of depreciable 
fixed assets. An accelerated depreciation is possible in 
the year of purchase in addition to the normal deprecia- 
tion. Alternatively, an investment allowance of 10 to 
20% of the cost of de'preciable assets may be given in 

V 
which case the total allowances are increased to 110 - 
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120% of the cost. A reasonable proportion of head office 
expenses may be charged to the permanent establish- 
ment and transactions between head office and the Aus— 
trian branch are generally to be treated on an arm’s 
length basis. 
Income from the permanent establishment is subject to 
corporation tax at the following tax rates: 

Income (AS) Rate 
to 200,000 30% 
200,100 - 250,000 30% + 50% on excess over 200,100 
250,100- 400,000 40% '

' 

400,100 - 500,000 40% + 50% on excess over 400,000 
500,100 -1,000,000 50% 

1,000,100 -1,142,800 50% + 40% on excess over 1 ,OO0,000 
over 1 ,142,800 55% ‘ 

Note: These rates are applied not to individual'income braékets, 
but to total income. 

2. Corporation tax of foreign companies 
on other source income

5 

Apart from the income derived from an Austrian perma- 
nent establishment, other Austrian source income of 
foreign companies is subject to limited corporation tax. 
This tax as a rule is levied in the form of a 20% withhold: 
ing tax, which may be reduced oromitted under the re- 
spective tax treaty. The following'source income has to 
fall within this’category: 
(a) dividends of Austrian companies; - 

(b) compensation received by the company for the ser- 
vices of writers, speakers, artists, architects, athletes 
or entertainers of all kinds beComing active in Au- 
stria; 

gc) royalty payments; 
d) compensation for consulting activities performed in 

Austria in the field of business administration or 
technology and for the supply of gangs for work in 
Austria. ‘

. 

3. Corporation tax of Austrian companies 
If, however, a foreign company is doing business in Au- 
stria through a company incorporated-in Austria, or hav- 
ing its management there, the latter is subject to unli- 
mited corporation tax liability on its world-wide income. 
Business transactions with the parent company should be 
carried out on an arm’s length basis in order to avoid hid- 
den distributions of profit, which may entail considera— 
ble tax burdens. The taxable income of Austrian sub- 
sidiaries is assessed according to the same principles as 
that of permanent establishments set out above. How- 
ever, the rates of tax on distributed profits are reduced by 
half by virtue of the “split corporation tax rate” that is in 
force in Austria. A 20% withholding tax is levied on divi- 
dends and royalty payments to the non—resident parent 
company, although this may be reduced under the re- 
spective tax treaty. 

* Binder Dijker Otto & C0., BDO, Vienna. 
** Binder Dijker Otto & Co., BDO, London. 

© 1982 International Bureau of Fiscal Documentation ~ BULLETIN



4. Net wealth taxes, business taxes 

Both Austrian branches and subsidiaries of non-resident 
companies are furthermore subject to net wealth tax. 
The tax of 1% is levied on the value of the Austrian assets 
of a branch or on the world-wide assets of an Austrian 
subsidiary, although the relevant tax treaty may mitigate 
this. In addition, there is a surtax of 0.5% (inheritance 
tax equivalent). If and insofar as individuals participate 
in the company this surtax may be eliminated under dou- 
ble tax treaties. 

A business tax is also payable by Austrian permanent es- 
tablishments of domestic or foreign companies. This is a 
three-part tax based on business profits, business capital 
and payroll., The business profit tax is levied together 
with the business capital tax; and amounts to approxi- 
mately 14.5% of the business profit prior to deduction of 
the business profit tax as a business expense. The compu- 
tation of the business profit is based on the profit deter— 
mined for corporation tax purposes subject to certain ad- 
ditions and deductions. The most important addition is 
interest on long-term loans, while the most important de- 
ductions include 3% of the value of real estate, and pro- 
fits from participations. The business capital tax amounts 
to approximately 0.35% of the business capital value ad- 
justed by additions and deductions. The business tax 9n 
the payroll amounts to approximately 2% of the salarles 
and wages. 

5. VAT 
VAT is levied on goods and other services, as well as the 
self—consumption by companies, and the import of 
goods. The tax rates are 18% (standard rate), 8% (re- 
duced rate), 13% (rate for energy) and 30% (rate for 
luxuries). The reduced rate of 8% is in particular applied 
to turnovers of basic foodstuffs, t0 the leasing of real es- 
tate, and to services from certain professional activities 
(medical doctors, lawyers, accountants, architects, etc.). 
The 13% tax rate relates to coal, fuel oil, gas, electricity 
and heat. A 30% VAT is, above all, levied on motor veh- 
icles and on other luxury articles. In a series of businesses 
the turnover tax is of a purely transitory nature since 
input VAT can be claimed as a credit. Such a deduction 
of previously paid VAT is,‘ however, not permissible in 
the case of private motor vehicles. 

Foreign enterprises with neither their domicile or usual 
place of abode, nor seat or a permanent establishment in 
Austria, may claim tax exemption for their turnover and 
not apply VAT as long as they do not make use of the tax 
credit. In the case of delivery and installation of goods by 
a foreign enterprise, the material components may be ac- 
counted for separately. With regard to the VAT on im- 
ports, the credit for VAT may be claimed by the recipient 
of goods or services, but in all other cases of sales by 
foreign companies the VAT is withheld by the recipient 
of goods or services and paid to the tax office, where re- 
funds of VAT may also be claimed by foreign enterprises 
under certain conditions. 
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6. Fees 

A special peculiarity of the Austrian tax legislation are 
the fees according »t0:‘the._Fees Law (Gebfihrengesetz). 
Under the Fees Law-certain documents and legal trans- 
actions and, in particular, requests to authorities are sub- 
ject to fees payable in the form of inland tax stamps. 
Furthermore, a tax is payable on various legal transac- 
tions, such as lease or loan contracts, mortgage or credit 
contracts and cessions, if they are attested by a written 
document. As a rule the fee ranges between 0.8% and 
2% of the value. The fee on legal transactions is usually 
exempted whenever a foreign company with no perma— 
nent establishment in Austria takes part in the transac- 
tion and, moreover, the contract is drawn up abroad and 
also remains there. The Fees Law is quite formalistic in 
nature and particularly complicated if foreigners are in- 
volved. 

ll. MAJOR CONTRACTS 
F ollpwing this brief survey of the Austrian tax system, let 
us dlscuss the tax aspects-0f certain contracts that are im- 
portant for foreign companies. - 

1. Supplier contracts 

With respect to supplier contracts of foreign companies 
questions of taxation rarely arise. The foreign supplier is 
not liable to taxation in Austria as long as he does not 
maintain a permancnt establishment there. 
If he delivers the goods from local warehouses, these are 
not considered as permanent establishments according 
to the tax treaties. Under such circumstances, however, 
the foreign supplier becomes liable to pay VAT. VAT 
must be charged on sales and paid to_ the tax office and 
offset by previously paid VAT, in particular, for imports. 
In the sales contract it should be laid down that the VAT, 
which is to be shown separately in the invoices, increases 
the price. Without such specific mention any price 
agreed upon is understood as the gross price including 
VAT according to court rulings, so that the supplier re- 
ceives an amount less VAT. ' 

If an agent is used, care has to‘ be taken that he does not 
constitute a permanent establishment of the foreign 
company in Austria. According to the tax treaties a de- 
pendent agent generally gives rise to a permanent estab— ' 

lishment only if he is given power to conclude contracts. An independent agent may also bring into existence a 
permanent establishment of the foreign company, if his 
activities exceed the-usual scope. The avoidance of a per- 
manent establishment is important since it entails tax 
liabilities of the foreign company for the activities of the 
agent in Austria. The remuneration of an agent for the 
foreign company is not subject to the Austrian VAT. 

2. Supplier, production and service 
contracts of branches 

Supplier contracts carried out via an Austrian branch of 
the foreign company will normally give rise to a perma- 
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nent establishment. The same applies to production and 
services undertaken by. Austrian branches. As men- 
tioned earlier, the creation of a permanent establishment 
entails limited tax liability for taxes on income and net 
wealth, as well as business tax liability. The profits of the 
permanent establishment from its business activities in 
Austria are therefore subject to corporation tax at the 
full rate and to business tax on the business profit. Where 
profits exceed 1,142,800 AS the tax burden amounts to 
approximately 62%. In addition, the assets of the branch 
are subjected to net wealth tax, the inheritance tax equi- 
valent and the business capital tax amounting to a total of 
approximately up to 1.9%, and the salaries and wages 
are subjected to the payroll tax of 2%. 
Contracts between the branch and third parties are 
under the unlimited jurisdiction of the Fees Law. Thus, 
in particular, loan contracts with banks or lease contracts 
for buildings or equipment and machinery are subject to 
fees. However, contracts between the branch and parent 
company are not liable to fees, since the branch is not it- 
self a legal entity. 

3. Formation df'subsidiaries, partnerships 
and acquisition of participations 

The formation of subsidiaries attracts a 2% company tax 
on the paid-in capital. In addition, court and notarial fees 
become payable. The .company is subject' to unlimited 
corporation and property taxes as well as to inheritance 
tax equivalent and business tax liability. For distributed 
profits the corporation tax is reduced by one half as'al- 
'ready mentioned. The 20% withholding tax on the divi- 
dends is, as a rule, considerably reduced under the tax 
treaties and is credited against the foreign taxes of the pa- 
rent company. For this reason, a tax advantage may 
sometimes be achieved. by the organisation of sub- 
sidiaries instead of branches. The conversion of branches 
into subsidiaries is tax exempt by virtue of the Business 
Structure Improvement Law. With respect to fees, how- 
ever, it should be noted that contracts between the pa- 
rent company and the subsidiary (in contrast to those be: 
tween headquarters and branch) may result in fees for 
legal transactions. This holds true, in particular, for 
loans by the parent company. 
The formation of partnerships, with an Austrian partner, 
leads to a 2% legal transaction 'fee on the capital, A 
foreign company with a share in the partnership is sub- 
ject to limited taxation like a permanent establishment 
according to the Corporation Tax Law, the Net Wealth 
Law and the Inheritance Tax Equivalent Law, and the 
profit shares are subject to business tax as in the case of-a 
permanent establishment. As regards fees, the same reg- 
ulations as for a subsidiary-apply. 
The acquisition of participations in limited liability com- 
panies attracts a 2% legal transaction fee and 0.5% stock 
exchange tax which may, however, be'avoided or cofisid- 
erably reduced by a complicat'edmake-up of the con- 
tracts. ‘

' 

For participations in stock companigs, opnly a negligible 
stock exchange tax is payable. Participations in partner- 
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ships give rise to a 2% legal transaction fee. A revalua- 
tion of the tax depreciation basis in Austria is only under- 
taken in the event of acquisition of a participation in a 
partnership or the acquisition of a business, but not on 
the acquisition of participations in a company. 

4. Building'and construction contracts . 

Building and construction activities carried out in Au- 
stria by a foreign company lead to a permanent establish- 
ment only after a certain period of time; as a rule this 
period amounts to 12 months according to the tax 
treaties. In the case of shorter periods, generally only VAT becomes payable for which, however, exemption 
may be claimed, unless considerable VAT has accumu- 
lated, making the payment of the VAT and claim of the 
credit advisable. If the 12-month period is exceeded and 
a permanent establishment is brought into being, liabil- 
ity for corporation tax, net wealth tax, inheritance tax 
equivalent and business tax results, as in the case of a 
branch. 

' 

- ‘
- 

These principles also apply to the employment of sub- 
contractors on the construction site". If the time limit is 
exceeded, each foreign sub-contractor separately gives 
rise to a permanent establishment and is individually li- 
able to taxation. The general contractor employing sub— 
contractors becomes liable to taxation as a permanent es- 

' 

tablishment only if his personal engagement on the con- 
struction site goes beyond mere supervisory functions of 

, the sub—contractors. Where the building and construc- 
tion activities are carried out by a consortium, the latter 
is treated as a partnership, if the consortium as such en- 
ters into contracts. The foreign partner of this consor- 
tium is subject to limited taxation in Austria on his share 
in the profit and the assets. If, however, the consortium 
only applies _to the internal relationship of the partners 
and the commission is proportionally distributed among 
the partners, the foreign partner is only liable to limited 
taxation in respect of the profit and assets of his own per- 
manent establishment. 

5. Transfer prices, royalties, cost allobation 
In all contracts with Austrian subsidiaries and perma- ' 

nent establishments the principles of dealing at arm’s 
length have to be observed. For this reason the transfer 
prices for goods and services between the Austrian com- 
pany or permanent establishment and the parent com- 
pany or headquarters respectively have to be fixed at an 
adequate level, as between unrelated parties. This 
applies, in particular, to goods and services of the Aust- 
rian company or permanent establishment, since a hid- 
den distribution of profits may be assumed otherwise. 
Royalties are permitted for patents, trade marks and 
know-how. The amount accepted for tax purposes de- 
pends on their value to the Austrian enterprise. In vari- 
ous industries certain rates have in practice evolved from 
experience; in important cases 'it is advisable to seek 
agreement with the tax authorities. From the royalty 
payments of an Austrian subsidiary or partnership a 20% 

‘ 
tax is withheld at source which may, however, bte consid- 
erably reduced 'under the tax treaties and for which a 
foreign, tax credit is granted in most cases. In concluding 
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a cofitract it should be recognised that a 1% legal transac- 
tion fee may become payable, if the contract is concluded 
in Austria. .

‘ 

Cost allocations are permissible, if certain prerequisites 
are‘metz-the costs have to be correctly ascertained at the 
parent company or the head office; the respective flow of 
products or services to the Austrian subsidiary or'perma- 
nent establishment has to be proved; an adequate alloca- 
tion basis has‘to be chosen, and an accounting control has 
to be installed. The opinion of a foreign accountant is ac— 
cepted as a rule and the cost allocation itself may be 
negotiated with the tax authority. 

6. Cost-plus contracts with East-West 
trading companies 

As mentioned earlier, many foreign-owned subsidiaries 
have been set up in Austria for the purpose of doing busi— 

ness with East European countries and for serving the 
mamtenance or marketmg of products in those coun- 

-'tries. Frequently representative‘offices in the Eastern 
countries are also maintained by these companies in 
order g0 benefit from the treaties 'of Austria with these 
countrles and at the same time avoid their tax burdens. 

Cost-plus contracts, which are basically accepted by the 
fiscal authorities, have become popular for such com- 
panies for reasons of simplification of the tax computa- 
tion and for eliminating taxationof the full profit margins 
of the foreign companies in Austria. The Austrian sub- 
sidiary performs the representation, maintenance or 
marketing activities ,-for the foreign parent company in 
return for remuneration in the amount of its expenses 
plus a small mark-up. These cost-plus contracts repre- 
sent a major financial impetus for foreign companies to 
set up subsidiaries in Austria for doing business with the 
Eastern European countries. ‘ 

REPUBLKIOFIRELAND: 'the result is that the honest taxpayer has :to 
contribute substantially more than his fair 

Budget 1982 
Extracts frbm the Budget Speech pronounced on 26 March 1982 by the 
Tanaiste and Minister for Finance Mr. MacSharry ' 

.

- 

It is unusual, to say the least, for two Budgets 
to be introduced in Dail Eireann within two 
months of each other. This fact alone makes it 
inescapable that this Budget will, in many re- 
spects, be similar to that which was presented 
on January 27th last. In the fortnight avail- 
able to me, however, I have tried to ensure 
that while the principal objectives of that 
Budget — to reduce the current Budget deficit 
and the overall Exchequer borrowing re- 
quirement — will be met, my budget will help 
those least able to bear hardship and' will 
achieve its aims in a far less disruptive way. 
Some of my excise taxation proposals'have al- 
ready been implemented and I shall be asking 
the Dail to confirm these today. 

Tax proposals 

I now turn to the question of taxation. I pro- 
pose to implement the tax proposals put for- 
ward in January, subject to certain changes 
which I will shortly outline. It would not be 
practicable at this late stage to prepare an al- 
ternative tax package for 1982. Before indi- 
cating the details of the tax measures, how- 
ever! I think it necessary to emphasise that 
our pre§ent taxation structure places severe 
constramts on the freedom of manoeuvre of 
any Minister for Finance. 
Our heavy reliance on indirect taxation for

' 

revenuepurposes, for example, can cause 
prqbl_ems for the industries affected because 
of 1ts Impact on the volume of sales. From the 

Exchequer’s viewpoint, if higher taxes lead to 
diminishing returns, then they simply defeat 
the purpose for which they are introduced: ' 

Heavier direct taxes 
in the future 

This reliance on indirect taxation is, however, 
the result of past policies which have deliber- 
ately exempted or relieved whole sectors of 
the economy — and many individuals — from 
,the rates of taxation normal in other coun- 
tries, in the interests of economic develop- 
ment. The limits of this policy are now being 
approached and it must be accepted that in fu— 
ture the tax net will have to be widened sig- 
nificantly and a higher proportion of tax re- 
venue will have to come from direct taxation. 
It follows that we must also reassess critically 
the generous reliefs and allowances which are 
available at present. 

'

- 

The Government are looking forward to the 
.views of the Commission on Taxation on 
these matters; I understand that a report will 
be available shortly. 
The corolla'ry of widening the tax base is the 
obligation to‘ develop a more equitable tax 
system. There is considerable public dissatis- 
faction with present arrangement and there is 
general agreement that we need to achieve a 
fairer distribution of the burden of taxation. A commitment to equity also demands 
further progress-in combating tax avoidance 
and tax evasion. There is still a considerable 
loss of revenue because of these practices and 

© 1982 International' Bureau of Fiscal Documentation — BULLETIN 

share. 

No switch to tag credits 

The Government have decidéd against 
changing the present structure of income tax‘ 
in order to apply.tax credits. A switch to tax 
credits for the next income year at this stage 
would merely give rise to enormous adminis- 
trative confusion, with little result to show for 
It. 

It is intended, therefore, to continue with the 
present structure of tax bands and allow— 
ances, but changes are being made in order to 
achieve broad-1y the same effect for individual 
taxpayers as under'the earlier proposals. As 
the House is aware the Social Welfare Bill 
provides for the implementation in full of the 
improved social welfare ' children’s allow- 
ances. The £9.60 weekly payment for spouses 
who work in the home will not, however, be 
implemented. The response to this scheme 
has illustrated clearly that the general public 
saw no merit in cumbersome and complex 
scheme which merely transferred money 
from one spouse, via the Revenue Commis— 
sioners, to the other. 
That scheme included a family income sup- 
plement estimated to cost £4 million this year. 
This supplement cannot be operated outside 
a tax credit system and, as I have already men- 
tioned, I am allocating the money instead to 
social welfare. This, the whole amount set 
aside in January for income tax improve- 
ments is being provided again in this Budget 
and is being applied to achieve substantially 
the same re-distributive effects for lower and 
middle income groups. 
While continuing the present income tax 
structure, I propose to increase.the personal 
allowance from £1,115 to £1,450 for single 
persons and from £2,230 to £2,900 in the case 
Of married couples. This represents an' in- 
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crease of 30%. The bands of income taxable 
at 35% will be reduced to £3,000 in the case of 
single and widowed persons and to £6,000 in 
the case of married couples. 
With these changes, it is possible to achieve - 

substantially the same effect as the tax credit 
proposals of January 27th, but without any of

‘ 

the complexity which they would have en- 
tailed. 

The allowance for widowed persons will be 
increased to £1,950. An additional allowance 
for one-parent families was introduced in 
1979 and now stands at £650. While this allow- 
ance has provided valuable relief' to these 
families, I believe that further assistance is 

necessary. I am, therefore, providing an in- 
crease of £300 in the case of a widowed person 
and an increase of £800 for other single pa- 
rents. As a result of these changes, widowed 
parents and single parents will now be in re- 
ceipt of allowances equivalent to the married 
allowance. Widows will continue to qualify 
for the married allowance in the year of be- 
reavement. 
I am also improving the exemption limits for 
those on low incomes. The limit for single and 
widowed persons will be increased from 
£2,000 to £2,200 and from [£4,000 to] £4,400 
for married couples. Marginal relief will con- 
tinue for those whose income does not greatly 
exceed these amounts. These changes will re- 
move about 24,000 low-income taxpayers 
from liability. 
The elderly are a specially-deserving section 
of the community and I propose to provide in- 
come tax relief for them in several ways. In 
addition to the increase in the age allowance 
and' the tax allowance for rent on private 
tenancies proposed on January 27th, I am 
also improving the age exemption limits by 
£200 for single and widowed persons and by 
£400 for married couples. 
The changes in allowances, exemption limits 
and rate bands will cost £39 million in 1982 
and £61 million in a full year. 
As a consequence of the change in the income 
tax reliefs for personal loan interest an- 
nounced on January 27th, some amendments 
may also be necessary in the provisions relat- 
ing to tax relief for preferential loan interest. I 
am looking at this matter in the context of the 
Finance Bill. 

It is intended, therefore, to continue with the 
present structure of tax bands and allow- 
ances, but changes are being made in order to 
achieve broadly the same effect for individual 
taxpayers as under the earlier proposals. As 
the House is aware the Social Welfare Bill 
provides for the implementation in full of the 
improved social welfare children’s Vallow- 
ances. The £9.60 weekly payment for spouses 
who work in the home will not, however, be 
implemented. The response to this scheme 
has illustrated clearly that the general public 
saw no merit in cumbersome and complex 
scheme which merely transferred money 
from one spouse, via the Revenue Commis— 
sioners, to the other. 
That scheme included a family income sup- 
plement estimated to cost £4 million this year. 
This supplement cannot be operated outside 
a tax credit system and, as l have already men- 
tioned, I am allocating the money instead to 
social welfare. This, the whole amount set . 
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aside in January for income tax improve- 
ments is being provided again in this Budget 
and is being applied to achieve substantially 
the same re-distributive effects for lower and 
middle income groups. 
While continuing the present income tax 
structure, I propose to increase the personal 
allowance from £1,115 to £1,450 for single 
persons and from £2,230 to £2,900 in the case . 

of married couples. This represents an in- 
crease of 30%. The bands of income tax'able 
at 35% will be reduced to £3,000 in the case of 
single and widowed persons and to £6,000 in 
the case of married couples. ' 

With these changes, it is possible to achieve 
substantially the same effect as the tax credit 
proposals of January 27th, but without any of ‘ 

the-complexity which they would have en- 
tailed. 

The allowance for widowed persons will be 
increased to £1,950. An additional allowance 
for one-parent families was introduced in 

' 

1979 and now stands at £650. While this allow- 
ance has provided valuable relief to these 
families, I believe that further assistance is 
necessary. I am, therefore, providing an in- 
crease of £300 in the case of a widowed person 
and an increase of £800 for other single pa- 
rents. As a result of these changes, widowed 
parents and single parents will now be in re- 
ceipt of allowances equivalent to the married 
allowance. Widows will continue to qualify 
forvthe married allowance in the year of be- 
reavement. 
I am also improving the exemption limits for 
those on low incomes. The limit for single and 
widowed persons will be increased from 
£2,000 to £2,200 and from [£4,000 to] £4,400 
for married couples. Marginal relief will con- 
tinue for those whose income does not greatly 
exceed these amounts. These changes will re- 
move about 24,000 low-income taxpayers 
from liability. 
The elderly are a specially-deserving section 
of the community and I propose to provide in- 
come tax relief for them in several ways. In 
addition to the increase in the age allowance 
and the tax allowance for rent on private 
tenancies proposed on January 27th, I am 
also improving the age exemption limits by 
£200 for single and widowed persons and by 
£400 for married couples. 
The changes'in allowances, exemption limits 
and rate bands will cost £39 million in 1982 
and £61 million in a full year. 
As a consequence of the change in the income 
tax reliefs for personal loan interest an- 
nounced 0n January'27th, some amendments 
may also be necessary in the provisions relat- 
ing to tax relief for preferential loan interest. I 

am looking at this matter in the context ofthe 
Finance Bill. 

Social welfare not 
' subject to tax 

‘ 

The Government will not go ahead with the 
earlier proposal to tax short-term social wel- 
fare benefits. Such a tax would impose an un- 

,fair burden on many who are unfortunate 
enough to fall ill [and].are to be made redun- 
dant and in any event it would be extremely 
difficult to administer the tax properly. I have 

no doubt that there are many cases where the 
existing provisions encourage absenteeism 
and reduce the incentive to work, but this 
does not warrant the general imposition of a 
tax on those who are in reduced cir- 
cumstances and have no choice in the matter. 
The question of reforming the current ar- 
Irangements will, however, be pursued in 
other ways. 

Blow to private car usage 

A number of changes were proposed on 
January 27th designed to bring about a more 
rational approach to the taxation and use of 
motor-cars. One of these concerned the ar- 
rangement under which a director or 
employee has the private use of a company 
car. At present, this benefit is’completely un- 
dervalued for income tax so that what is, in ef- 
fect, substantial additional remuneration es- 
capes taxation. 

» 

The exploitation of this tax advantage has be- 
come widespread among employees who 
have little, if any, business travel to do and it 
is an observable fact that the cars so supplied 
are bigger and more expensive than the aver- 
age. Every car, every spare part and every 
drop of fuel has to be imported and I see no 
justification for providing unnecessary en- 
couragement to‘ this form of motoring at a 
time when our balance of payments deficit is 
giving much cause for concern. 
It was proposed in the January Budget, as an 
interim measure, to increase the annual valu— 
ation of the use of a motor—car from 12.5% to 
20% of the cost of the car to the employer. I 
have taken a fresh look at the problem and I 
am satisfied that a new approach, based on 
the value of the benefit of the car to the 
employee, should be taken: In future, the tax- 
able benefit will be based on a sliding scale re- 
lated directly to the original market value of 
the car and varying according to whether the 
costs involved are borne partially or totally by 
the employer. 
I appreciate that it might be unduly disruptive 
to make this change in a single step. I pro- 
pose, therefore, to move in,two stages to this 
new basis. For 1982-83, the taxable benefit 
will be calculated at half the full rates pro- 
posed, while the full rates will come into oper- 
ation in 1983-84. Since most of these cars are 
replaced at two or three-year intervals this 
gives ample time to those concerned to decide 
their own priorities in the matter. 
The details of the scales of charge are set out 
in the “Principal Features”. These are de- 
signed to ensure that those with a substantial 
business mileage will be fairly treated. In par- 
ticular, those with a very high business 
mileage, such as commercial ‘travellers, will 
be given further relief, which will in effect 
exempt them from this charge. The yield from 
this change is expected to be about £2 million 
in 1982. 

Road tax 

I am proposing that the Changes in road tax 
announced in the January Budget will be im- 
plemented with effect from May lst, 1982. 
The details are set out in the “Principal Fea- 
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tures”. The extra yield is estimated at £105 
millions in 1982 and £159 millions in a full 
year. 

Insurance levy 

It is proposed also to impose a levy on certain 
insurance transactions with effect from Au- 
gust lst. The levy will be at a rate equivalent 
to 1% and will be imposed on premium in— 
come from domestic business excluding medi- 
cal insurance. It is intended that the levy will 
be collected as a stamp duty on the basis of 
quarterly returns from the insurance com— 
panies. The yield in 1982 will be £2.25 million 
and the full year yield will be about £9 million. 

Bank levy 

The levy on the banking sector for 1982 will be 
£20 million. The details will be published 
later. 

I see these levies as a temporary arrangement 
and I will be considering in due course pro- 
posals for the in'troduction of a new perma- 
nent system of taxation of financial institu- 
tions when the recommendations of the Com- 
mission on Taxation become available. 

Corporation tax: 
payment dates 

‘The due» dates for payment of both first and 
second instalments of corporation tax will be 
brought forward by three months. In addi- 
tion, the grace period before interest is 

charged on tax overdue will be reduced from 
two months to one. The combined effect will 
be that the first instalment will be payable not 
later than seven months after the end of the 
accounting period and the second instalment ‘ 

7 to 16, rather than the present 11 to 20 
months after the end of the accounting 
period. 
These changes will bring an additional r'ev- 
enue of £36 million into 1982. 

Capital taxes 

I have looked at the proposals for capital taxa- 
tion made on January 27th and I have decided 
to make some changes. ' 

First, the commencement date for all the cap- 
ital gains tax proposals will be March 26th in- 
stead of January 28th“ 
Second, the tax treatment of all short-term 
capital gains will be altered. These gains are 
akin to income and should be taxed at higher 
rates than gains made in the longer term. I am 
proposing, therefore, that gains realised 
within one year of acquisition will be charged 
at 60% and gains realised within two or three 
years of acquisition at 50%. 
Third, I am increasing the rate of taxation on 
gains from disposals of development land. In 
January, it was proposed that such gains, in- 
cluding gains made by companies, would be 
liable to a special capital gains tax at a rate of 
45%. with certain restrictions on the applica- 

tion of indexation relief, roll-over relief and 
the right to set off losses. I intend to imple- 
ment these proposals but I will provide that 
the normal rate will now be 50% instead of 
45%. Gains within one year of acquisition will 
be liable at the new 60% rate for such short- 
term gains. There will be no change in ‘the 
proposed 40% rate for compulsory acquisi- 
tion cases save where the new proposals for 
taxing short-term gains apply. 
The January 27th Budget also proposed a spe- 
cial capital acquisitions tax on discretionary 
trusts. I have considered this approach and 
have concluded that this would be an insensi- 
tive and over-simplified approach to the 
problem. I am, therefore, asking the Com- 
mission on Taxation to make a special exami- 
nation of this area and to recommend mea— 
sures. 

The delay in implementation of the new capi- 
tal gains tax proposals together with the de- 
ferral of the proposed tax on discretionary 
trusts will reduce the additional yield from 
capital taxation for this year from £65 million 
to £2.7 million. This new package, however, 
will bring in over £11 million extra next year. 

Excise duties 

A number of excise duty changes were intro- 
duced from March 13th, 1982, by Govern— 
ment Order under the Imposition of Duties ’ 

Act, 1957, as amended. This mechanism was 
used to minimise the revenue lost by the delay 
in implementing the Budget and its use was 
entirely consistent with legislation passed 
without opposition by the Oireachtas. The 
main duties involved are alcoholic drinks, to- 
bacco and cars over 16 horsepower. The yield 
from these changes is estimated at £51.4 mill- 
ion in 1982 and £713 million in a full year. 
The House will today have the opportunity to 
debate a motion noting these changes. 
I also propose to implement the other exise 
duty changes which were put before the 
House on January 27th! including a duty- 
based tax increase of 8p per gallon on petrol, 
road diesel and liquid petroleum gas used in 
road vehicles, which will have immediate ef- 
fect. These changes will yield £21.1 million in 
1982 and £24.7 million in a full year. 
The excise duty increase on petrol, road 
diesel and LPG will take effect from midnight 
tonight, but increases in the price of petrol 
must await a new maximum prices order. This 
will be made by the Minister for Trade, Com- 
merce and Tourism, who will determine the 
implementation date. However, if oil prices 
decline further during this year, it is my inten- 
tion to look again at the whole question of the 
appropriate level of taxation on petrol and 
other hydrocarbon products. 

VAT 

There will be no VAT imposed on clothing 
and footwear. 
The other VAT changes in the 27th January 
proposals will be implemented, though the 
date of implementation of the new 18% and 
30% VAT rates will now be May lst, 1982, 
and the extension of VAT to certain service's 
which are at present exempt will now take 
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place On September lst, 1982. Certain profes- 
sional services provided to farmers and fees 
on the sale of agricultural land will, however, 
attract the special low effective VAT rate of 
3%. These changes will yield additional rev— 
enue of £713 million in 1982 and £147] mill- 
ion in a full year. 
These are, however, two additional changes 
which I propose. I have been concerned for 
some time about the application of VAT to 

' 

books, especially school books. The pro- 
posed new rate of 18% would be particularly 
severe in this area, so I propose to move all 
books to the zero rate of VAT from May lst, 
1982. This will cost £25 million in 1982 and 
£4.9 million in a full year. 

Imports 

As was stated in our policy document, VAT is 
to be imposed on imports at the point of 
entry. VAT-registered firms may at present, 
in general, import goods without payment of VAT and account for it subsequently in their 
normal VAT returns. I propose to change this 
system to require VAT to be paid at the end of 
the normal customs duty deferment period, 
that is on the 15th day of the month following 
importation. This change will remove the ad— 
vantage which imports are seen to have over 
purchases of domestically-produced goods. 
The change will ’take effect from September 
1, 1982. Details of how it will operate will be 
included in the Finance Bill. 
This change will result in a gain of about £140 
million for the Exchequer in 1982, since it will 
involve earlier payment of VAT. This in— 
cludes some extra revenue from reducing eva- 
sion of VAT on imports and reducing tax 
losses arising from taxes unpaid in insolven- 
cies. There will also be some gain from a re- 
duction in arrears of VAT. If the change in re- 
lation to VAT on imports gives rise to financ- 
ing difficulties for some firms, then I will look 
at the possibility of arranging that the Indust- 
rial Credit Company could make loan finance 
available. 

Given the desirability of reducing the current 
budget deficit, the Government had little op- 
tion but to apply this VAT charge to all im- 
ports. Taxation on the “old reliables” has 
been pushed to the limit and the two main VAT rates are already being increased sub- 
stantially. The only alternative source of sub- 
stantial immediate revenue would be income 
tax increases, which would have borne heav- 
ily on the PAYE worker and wouldbe unac- 
ceptable to this Government at this time. 

No foreign travel tax 

The proposal by the previous Government to 
impose a £20 charge on each person leaving 
the State on a chartered aircraft will not be 
implemented. This would have discriminated 
against one form of foreign travel and, in par- 
ticular, would have had a significant effect on 
certain disadvantaged groups. 
It is proposed instead to spread the tax over 
all travellers, by applying a charge, at the rate 
of £3 per passenger for air and international 
sea routes, and £2 for cross-Channel sea 
routes, on all air and sea passengers who pur- 
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chase their ticket in Ireland. Accordingly the 
tax will not apply to most foreign tourists and 
business persons visiting the State. The tax 
will apply from September 1, 1982 and is esti- 
mated to yield some £1 million in 1982. 

Dating of budget changes 

A number of the income and capital taxation 
measures announced on January 27th were to 
take immediate effect. Where these measures 
are incorporated in today’s Budget, there will 
now take effect from a current date. It would 
be inappropriate to backdate their introduc- 
tion as this would, in effect ,' correspond to 
retrospective taxation. The delay in bringing 
these measures into effect will result in a rev- 
enue loss of approximately £25 million. 

Deficit and borrowing 

The current budget deficit planned in the 
January 27th Budget was £715 million. I have 
today added £110 million to the expenditure 
side of the Budget. On the revenue side of the 
Budget, the net increase is £146 million, 
which, taking account of the net increase in' 
expenditure of £110 million, results in a cur- 
rent budget deficit of £679 million or 5.6% of 
GNP. This compares with an outturn for 1981 
of £802 million, or 7.9% of GNP, ' 

The overall Exchequer borrowing require.- 
ment emerges at £1,683 million as compared 
with £1,661 million planned in January. This 
marginal increase in the borrowing require- 
ment is more than justified by the impact on 

> 

the economy of the additional expenditure in- 
volved. At £1,683 million, or 13.9% of GNP, 
this requirement compares more than favour- 
ably with the 19810utturn of £1 ,722 million or 
16.9% of GNP. 

The planned current Budget deficit and bor- 
rowing _requirement represent a significant 
real improvement on the 1981 outturn and are 
an earnest of this Government’s commitment 
to bring the public finances under control on a 
phased basis, having regard to the needs of 
the economy: The improvements in the 
economy which the Budget will allow should 
generate -a sound basis for further progress in 
this area in the years ahead. The maintenance 
of progress will, however, require a sus- 
tained, businesslike approach across the 
broad sweep of public policies and the Gov- 
ernment intend to apply this. 
I should like to emphasise that the Govern- 
ment will have to take an extremely restric- 
tive line on all requests for’additional expen- 
diture or for further taxation reliefs. The 
scope for any relaxation of financial discipline 
simply does not exist. 

Conclusion 

As compared with the proposals of January 
27, today’s Budget Will have a' decidedly 
favourable impact on employment. The re- 
moval of VAT from clothing and footwear, 
the imposition of VAT at the point of import 
and the maintenance of food subsidies will 
sustain purchasing power and protect the pos- 
ition of home industries. The increased capi- 
tal ,allocations, particularly those for the 
building industry and local authorities, will 

» give a positive stimulus to employment which 
will also‘be helped by the Employment Incen- 
tive scheme. Employment will be a central 
element in the medium — term plan which is 
being prepared. 
The increases in prices as a result of today’s . 

Budget will be considerably less than those 
planned in the January Budget. The CPI ef- 
fect is estimated at 2.75% compared with the 
4.75% increase in prices which would have re- 

sulted from the January proposals. This will 
help to lessen inflation and encourage mod— 
eration in pay expectations. The balance of 
payments will also be improved through bet- 
ter export performance and all — round com- 
petitiveness. I estimate that, taking into ac- 
count the budget changes, GDP growth this 
year will be higher than last year. 
This Budget represents a fair balance be- 
tween controlling the public finances and giv-' 
ing' a stimulus to economic activity and 
employment. The extra taxation is distri- 
buted as equitably as possible, with the grea- 
ter burden being imposed on those who are 
best able to pay. The generous social welfare 
changes provide considerable improvements 
for those who need help most. The Budget is, 
therefore, a sensible response to the present 
difficult situation. It will create more confi- 
dence in this country, both at home and 
abroad, and it will provide a strong imputus 
for greater and more stable economic prog— 
ress. 

The immediate task facing the Government is 
to nurse the economy through the present dif- 
ficult economic period. While we cannot ex- 

' pect dramatic improvements in the short 
term, we have every reason to feel confident 
about the future. Our economy is fundamen- 
tally sound and it has the capacity to grow 
steadily. 'We 'have assets such as a young, 
growing and educated labour force which are 
the envy of many other countries. We must, 
however, go forward prudently and we must 
acknowledge that the correction of our public 
finances has to be a high priority in the im- 
mediate future whether we like it or not. This 

_ 
will require acceptance of the fact that we can— 
not sustain continuing increases in living stan— 
dards, irrespective of our national output or 
productivity. It is on this basis, and not either 
on false hopes or on exaggerated pessimism, 
that we can advance with justified confidence 
in our own abilities-to secure a better futur 
for all. - 

Budget Highlights 
‘ lndifeét taxes 

The 15% basic rate of VAT will be increased to 18% starting 
from 1 May 1982 _ 

-
- 

The 25% rate of VAT on “luxuries” will be increased to 30% 
starting from 1 May 1982 ' ' 

Certain professional services (solicitors, barristers, accoun- 
tants, actuaries) will become subject to 18% VAT starting 
from 1 September 1982 - 

.

‘ 

The 25% rate of VAT on certain furniture and furnishings 
will be reduced to 18% starting from 1 Mayv1982v VAT on books will be abolished ‘ 

Imports will become liable to VAT starting from 1 September 
1982 
Excise duty on petrol (gasoline) will be increased by 8p per 1 

gallon 
Foreign air travel tax will be £ 3 per passenger (£ 2 for cross 

, Channel transportation) 1 

Road tax on cars, motorcycles and taxis will be increased 
Excise duty on beer, spirits, wine and cigarettes has been in- 
creased starting from 12 March 1982 

Income tai 

Personal‘allowances (deductions) will be inéreased to £ 1,450 

for single persons, £ 2,900 for married taxpayers and :3 1,950 
for widowed persons

, 

The child deduction will be reduced from £ 195 to £ 100 
The band taxed at the standard rate of 35% will be reduced 
The relief for mortgage interest will be restricted to a 
maximum of 35% and will only be granted with respect to the 
borrower’s main residence ,' 

The relief for interest on peréonal loans will .be'abolished 
The deduction of business expenses for entertainment will be 
abolished 
T613 rate of Corporation Tax will be increased from 45% to 5 °o 
The effective tax payment days will be advanced by four ‘ 

months A levy on banks will‘ be introduced as well as a levy of 1% on
, 

insurance premiums __ . 

‘Capital gains tax 

Tapering relief will be abolished 
The-30% standard rate will be increased to 40% 
Short term gains in the year of acquisition will subjectto a 
60% rate instead of 50%

_ A special land development tax will be introduced at'a normal 
rate of 50%; in some case the tax may. be increased to 60% or 
reduced to 40% . 
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1. INTRODUCTION 
1.1 At the same time that the impact of the second major increase in 
oil prices has made structural adjustments in the economy necessary 
everywhere to meet the changed circumstances regarding energy, the 
role of prices and taxation as an instrument both of energy policy and 
of economic policy has been increasingly recognized. In a Council re- 
solution of 9 June 1980 the Ministers said that energy pricing should 
be based on the following principles: - 

— “consumer prices should reflect representative‘conditions on the 
world market, taking account of long-term trends; 

— one of the factors determining consumer prices should be the 
cost of replacing and developing energy sources; 

— energy prices on‘ the market should be characterized by the 
greatest possible degree of transparency.”1 

' 

1.2 In October 1980 in its communication on energy and economic 
policy,2 the Commission: 
— stressed the need to keep the trend of petroleum product prices 

as constantly consistent as possible with the general direction of 
energy policy; I 

‘ ‘ 

— hoped that the Member States, insofar as they had an influence 
on the formation of pricgs, would try to avoid developments at 
the level of the final consumer which would discourage energy 
saving and diversification, that is, energy investment. 

It is proposed as an objective: 
— attaining a hierarchy of prices which would serve the aims of re- 

ducing dependence on external sources of oil and would act both 
as a deterrent (oil) and as an incentive (other sources of energy), 
reflecting both these two aspects of energy policy; ‘ 

— preventing excessive differences in price structures as between 
Member States -.which can be traced back, to a large extent, to 
the way in which different energy products are taxed - which, 

- given their similarity of situation and the fact that all belong to 
the same market, cannot be justified. ' 

1.3 It seemed desirable to take taxation, the subject of this paper, as 
a starting point for analysing the main factors which determine the 
levels, trends and reasons for differences in the prices of energy re- 
sources, the questions of pre-tax price formation for the different 
forms of energy, transparency and-pricing Vitself being treated in a 
separate paper to follow. -

‘ 

2. ENERGY 'AND ECONOMIC POLICY 
2.1 The‘mediium-term Community strategy proposed in the Fifth 
Economlc Policy Programme makes the reduction of reliance on ex- 
ternal SOUFCCS, that is to say of consumption of imported energy and 
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especially oil, a major goal, whose attainment is dependent on two 
variables which ar economic in nature: energy investments and 
energy prices. This is_the reason why the Commission has asked that 
increases should be passed on immediately and in full to the final con- 
sumer and on the other hand that any ensuing secondary inflatioriist 
effects should be as far as possible reduced to a minimum. In bonnec- 
tion with this, in its communication on the principles of indexation in 
theCommunity,3 the Commission tries to reconcile the economic 
concern of the moment - reducing the rate of inflation - and the 
longer-term objective - increasing energy independe - and recom- 
mends exclusion from indexation of: “the impact of any changes in in- 

‘ 
direct taxes and certain public service prices” and “the rise in prices 
attribufiable to a deterioration in the terms of trade due, for example, 
to a rise in important raw material prices”. 

2.2 Having regard to the direction to be followed in enérgy matters, a 
price policy should be developed which made it possible both to: 
— ensure “true prices”, which would mean that consumer prices 

fully reflected the costs of production, transport and distribu— 
tion, and' the investment costs of developingfuture sources, and 
t0 

— give the consumer as clear and stable a picture as possible ofprice 
trends so that both industry and households would be able to 
make rational investment decisiOns which would contribute to 
restructuring energy supply and demand. 

In pursuing these objectives, however, account must also be taken of 
4 
others, such as those laid down for energy saving, combatting infla- 
tion, tax revenue, social policy and the constraints experienced by 
energy producers (balancing, the budget, commercial policy, etc). 

2.3 Although a single general principle could be used to analyse price 
formation for the various forms of energy, it is obvious that since for 
each of them production follows its own individual course each form 
must be analysed separately (see the paper: Energy Prices: Policy and 
Transparency, to be transmitted to the Council). In the case of crude 
oil and refined products their prices are extremely unstable, and the 
fact that oil products dominate a large part of the energy market 
means that this instability is passed on to the other forms of energy. 

2.4 Nonetheless, in the long term the price of oil Will be mainly deter- 
mined by the price of alternative forms of energy. For some uses, par— 
ticularly as fuel and in the petro-chemical industry, there are hardly 
any substitutes for hydrocarbons, and alternatives to conventional oil 

' 

could only come from oil shale, tar sands or goals. But for other pur— 

1. Official Journal ofthe European Communities (hereinafter “OJ”) No. C 
149/4, 18 June 1980. 
2. COM(80) 583, 15 October 1980. 
3. COM(81) 457, 23 July 1981. 
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poses, in particular heat and electricity production, more economical 
alternatives already exist and the use of 011 should be discouraged 
here. 

2.5 Out of the range of energy products, those whose consumption 
absolutely must be reduced, petroleum products, are also those 
whose prices are most subject to control by the Member States in the 
form of taxation. Oil taxes are generally heaviest on those products 
for which there are few substitutes (see findings below). If in the 
medium term the price mechanism should have a role to play, taxa- 
tion too should be used in such a way as to reinforce its effects. Also, 
many countries are faced with the need to limit or reduce their public 
deficits, which leads them to accord particular importance in their 
economic policies to analysing and controlling the sources of tax rev- 
enue. 

2.6 The manner in which petroleum products are taxed must contri- 
bute to diminishing generally these clashes between objectives, pro- 
vided the line followed here is consistent with macro-economic and 
energy policy. Action to achieve this is already both feasible and de— 
sirable at Community level. 

3. OIL TAXES: FINDINGS AND EFFECTS 
3.1 Unlike other forms of energy (coal, gas and electricity) on which 
there are vitually no taxes other than VAT (which is charged only on 
final consumption) , on petroleum products there are specific charges 
(excise duty on mineral oils) which can be quite heavy. A detailed 
analysis of oil taxes, both the origin of and justification for the general 
arrangements and the exceptions, is given in the Annex, the main 
conclusions being the following: 
— because of their yield in tax revenue, excise duties are heaviest 

on motor fuel (petrol and diesel) and quite light on furnace fuel; — the adaptation of the rates of excise duties to general price trends 
has tended to be very irregular and belated in most countries; 

— there are very substantial diffgrences in the rates of excise duty 
applied in the different countries; particularly in the case of 
diesel fuel; 

— the structure of excise duties varies from one member State to 
another; 

— in all Member States there are different arrangements for 
exemptions or subsidies the economic justification for which in 
many cases is not obvious. The Commission proposes that the 
Council adopts as a principle their progressive elimination on the 
basis of a joint study with national administrations. Particular at- 
tention should be paid to air and inland waterways transport, ag- 
riculture and oil consumption within certain industrial sectors 
(e. g. refineries, petro-chemicals). — with regard to VAT, the normal rates are usually applied (with 
the customary differences between countries),-but some coun- 
tries apply reduced or zero rates for certain products. 

3.2 From these summary findings certain conclusions should be 
drawn as regards economic and energy objectivesz" — the products that are most heavily taxed are not those that offer 

‘ the greatest opportunities for saving or the use of substitute 
products; . 

— the irregular timing of adjustments in excise duties has not gener- 
ally contributed to smoothing price changes for oil products, 
which have been masked by sudden sharp movements in pre-tax 
prlces; '

A 

— the delays in adapting excise duties to general price trends over 
the period 1973-81 has in many cases produced a substantial loss 
in potential tax revenue; v 

— the absence at European level of any concerted oil tax policy, 
both for the direction to be followed and. the structure of taxa- 

- tion, has made users less aware of the absolute necessity of re- 
ducing oil consumption; 

— lastly, certain differences in rates of taxation have provoked dis- 
tortion of competition and have impeded the proper allocation 
of resources. ‘ 

3.3 In practice .it may prove difficult to make the changes needed to 
adapt oil taxatlon; at all events it will‘be necessary to spread the 
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changes out over a certain period if economic activity is not to be dis- 
rupted, as the present systems of taxation affect both sectoral and re- 
gional economic structures. In addition the effect of such changes on 
the competitivity of firms could be important, at least in the short 
term, in sectors where oil prices form a major part of production 

. costs. Time will also be needed on the supply side for refining struc- 
tures to be altered. Furthermore, the complexity of tax structures, the 
interaction between the rates and the products covered by excise 
duties, the existence of other forms of taxation (on demand for but 
also on supply of petroleum products) and the multiplicity of objec- 
tives do not lend themselves readily to any single solution. 

3.4 If the arrangements decided on led to an increase in public rev— 
enue, naturally, inflationist effects would have to be kept under con- 
trol and deflationist effects averted. To this end, appropriate com— 
pensations should be sought in line with the budget situations of the 
individual Member States, so as to reduce the charges borne by Com— 
munity undertakings, to increase the budget funds devoted to energy 
adjustment and to assist low-income categories of society directly af- 
fected by the rise in prices for certain petroleum products or the aboli- 
tion of certain exemptions or reductions in the rate of taxation. 

4. OIL TAXES: A JOINT EFFORT 
4.1 The considerations set out above enable priorities to be defined 
for selecting the options that will give a system of oil taxation more in 
keeping with Community objectives. Ideally, oil taxes should: 
— contribute to a more regular adjustment of oil prices, while main- 

taining a constant and substantial flow of tax revenue; 
— encourage the adaptation of the structure of energy prices as a 

whole and the introduction of a price hierarchy for petroleum 
products which reflects energy objectives and thus prompts the 
realization of the major potential for saving and the use of substi- 
tute products that exists in the Community; 

— reduce the differences in the tax structures and charges within 
the Community, particularly by keeping special arrangements 
(exemptions, subsidies),to a strict minium. 

4.2 Obviously it would be desirable if oil taxation as a whole, or fail- 
ing this, the structure of excise duties on mineral oils,5 could be har- 
monized, and this would contribute to solving most of the problems, 
but would take a long time. Without waiting for this work to be termi- 
nated, and concurrently with it, objectives should be set that are in 
line with the general approach and will enable rapid progress to be 
made. These would include the following five practical goals: 
— agreement that sizes for the tax burden to be applied in target 

areas should be set for each major category of product (i.e. the 
minimum and maximum incidence in relation to the prices net of 
tax for all excise duties and VAT), so as to have a direct impact 
on their price structures and bring them more in line with energy 
objectives; 

— a joint decision of the rate of progression of the ove‘rall tax bur- 
den (excise duties + VAT) towards the target areas and on the 
proper balance between excise duties and VAT. Watch must be 

‘ kept to ensure that changes in the .tax burden remain at all times 
in line with target areas; 

— a joint agreement on the need to adapt excise duties regularly, 
without however revising the level more than once a year; 

— adoption of the principle of the gradual abolition, following a 
timetable jointly agreed, of exemptions, subsidies and reduc- 
tions of the rate of taxation for particular uses where there is no 
longer any valid reason for keeping them; 

— a decision that the Council should review the trends in energy 
and particularly oil taxes (both structures and rates) annually, to 
assess to what extent they contribute ‘to achieving the objectives 

_ 
of economic and energy policy. ’

. 

'4. Adetailed analysis of thé effects of oil taxes on competitiveness, tax rev- 
enue and demand for petroleum products (particularly from the point of view 
of possible substitution effects) is annexed. 

V

_ 

5. The Commission has already presented a proposal for a directive on the 
harmonization of excise duties on mineral oils (OJ No. C 92, 31 October 1973) ‘ 

which could provide a basis for any fresh discussion of the subject. 
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ANNEX 
A. TAXATION OF OIL PRODUCTS - SITUATION“ 
A.1 The tax burden on oil products is made up of specific charges 
(excise duties) and value added tax, which is levied on the sum of the 
excise duties and the price exclusive of tax. Table 1 gives the different 
levels of excise duty expressed in EUA and their incidence as a per- 
centage of the price exclusive of tax, the rates of VAT and the total tax 
burden (excise duties + VAT as a percentage of the price exclusive of 
tax) as at 1 January 1973 and 15 July '1981. 

A.2 However, discussion of the main features, with their effects, of 
the taxation of oil products must take account of two factors that im- 
ginge on the inferences to be drawn from the information set out 
elow: I

‘ 

— in most countries, there are other ancillary tax measures that, to 
differing degrees, have a direct impact on the size of the overall 
tax burden on the use of certain oil products (6. g. axle tax in 
France, road taxes, taxes on the purchase of motor vehicles); 

— the share of oil in energy consumption differs very significantly 
between some countries, particularly in energy-intensive sec- 
tors, whether as a result of policy decisions or as a result of the 
straightforward operation of the law of comparative advantages 
(see Table 2). 

A.3 Excise duties 

A.3.1 Since the taxation of mineral oils used as motor fuels was a po— 
tentially valuable source of tax revenue, Member States initially im- 
posed high excise duties on them for the purpose of ensuring a steady 
and substantial flow of tax revenue. The subsequent increases in the 
duties on motor fuels were justified on several counts,- 6. g. the need to 
finance the infrastructure costs of private and commercial road trans- 
port, enviromental problems and, of course, energy conservation. As 
a result, excise duties were also levied on a variety of other oil prod- 
ucts the use of which does not generally give rise to transport infras- 
tructure costs. . 

In many cases, the aim of taxing these other uses of oil products was to 
I protect indigenous energy resources, especially coal. Consequently, 

oil products are now taxed for purposes that differ not only from 
country to country but also from one oil product to another and even 
from one use to another of the same product. Taking the Community 
as a whole, the Member States’ tax systems exhibit marked differ- 
ences in both the rates and the application of excise duties for the en- 

' 

tire range of oil products; and different arrangements governing 
exemptions and reductions for particular uses have come into being. 

A.3.2 The level and trend of excise duties in the Nine as at 1 January 
of each year from 1973 to 1981 are given in Graphs Alto A4. It will be 
seen that: '

' 

— as a rule, motor fuels (petrol and diesel oil) are much more heav- 
ily taxed than heating fuels (heating oil and heavy fuel oil); — although all the nine countries have adjusted the levels of their 
excise duties during the period 1973-81, these still differ appreci- 
ably from one country to another; most important, owing to the 
'impact of inflation, they have very seldom held their real value 
throughout the period: this applies particularly to motor fuels. 
'Even though in many cases recent adjustments have restored the 
real value of excise duties at 15 July 1981 to levels near or higher 
than their value at 1 January 1973, they have nonetheless been 
substantially eroded over the period; this emerges clearly from 
Tables 4 and 6 and Graphs B1 to B4; — in the case of motor fuels, excise duties on diesel oil show the 
greatest disparity between countries. They are identical to the 
excise duties on heating oil in Denmark and Italy (in the latter 
they are very low at only 4% of the duty on petrol), while in the 
Umted Kingdom they are the same as the duty on petrol (i.e. 
they are around 20 times higher than in Italy); 

— generajly speaking, excise duties on heating oil are low but there 
are qulte appreciable differences between countries: expressed 
as a percentage of the price exclusive of tax, they range from 0 in 
Belglum to 16.1% in Denmark (where, however, the duty is re- 
funded to persons sub‘ect to VAT if VAT on the purchase of oil 
products is deductiblei; 

— gn the case of heavy fuel oils, which for the most part are used in 
Industry, the tax treatment of excise duties differs a great deal 
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and this has an obvious bearing on competition. They are exempt 
in France and Belgium, but subject to excise duties amounting to 
11.5% of the price exclusive of tax in Ireland, 7.1% in the United 
Kingdom (although there are exemptions for the oil industry) 
and as much as 24.5% in Denmark (where, however, the duty is 
refunded in the same way as that on heating oil); 

— in the case of lubricants, the rates range from zero in a number of
' 

Member States to 211 EUA per tonne in Germany. 
A.4 Value added tax 

A.4.1 As regards value added tax, it has to be borne in mind that the 
practical effect of the system of deducting VAT in all Member States 
(except France, where VAT levied on oils other than heavy fuel oil is 
not deductible) is to exempt oil products used in industry, with the re- 
sult that the entire burden of the tax is shifted to private consumption. 

A.4.2 Since 1973, VAT rates have been raised in all Member States 
except Belgium (where the standard rate was cut from 18% to 16% in 
1979, while most of the products chargeable at the reduced rate of 
14% are now taxed at the s‘andard rate of 16% and certain products 
are taxed at the increased rate of 25%) and France (where the rates 
have remained unchanged). Although these adjustments have ap- 
plied across the board in that more often than not they have taken the 
form of a change in the standard rate, they have contributed to in- 
creases in the prices of oil products at final consumption and, primar- 
ily because VAT is an ad valorem tax, they have boosted tax revenue, 
thereby making up to some extent for the fact that excise duties had 
lagged behind the trend in the general price level. 

A.4.3 Generally speaking, oil products are chargeable at the stan- 
dard VAT rate, which ranges from 10% in Luxembourg to 22% in 
Denmark; but some member States apply different rates for different 
products: 
(i) motor fuels are taxed at the reduced rate in Ireland (15% , with 

effect from 1 September 1981) and Luxembourg (5%), and at the 
increased rate in Belgium (25%); 

(ii) heating fuels (heating oil and heavy fuel oil) are zero rated in Ire- 
land and the United Kingdom, and taxed at the reduced rate of 
5% in Luxembourg; ’ 

(iii) the reduced rate of 4% that was applied to diesel oil and heating 
fuels in the Netherlands was replaced in 1979 by the standard rate 
of 18%. 

A.5 The structure of the taxation of oil products in the Community 
can thus be broadly summarized as follows: 
VA T: falls on the final private consumer. Rates on motor fuels for 
road transport range from 5% to 25%; rates on other oil products 
range from 0% to 22%. 
Excise duties: 90% or more of the excise duties levied affect motor 
fuels for road transport, which account for about 30% of all oil prod- 
ucts consumed (see Table 3). 

The range of rates of tax on petrol is fairly narrow, but there are wide 
differences between the rates applied to petrol and those applied to 
diesel oil, and the latter vary considerably from one country to 
another. Other oil products are for the most part taxed at fairly low 
rates or completely exempt. Differences in rates of tax on heavy fuel 
oil may be a direct cause of distortion of competition between indus- 
trles. 

A.6 In many cases, the aggregate revenue from the taxation of oil 
products was declining in real terms over fairly long periods between 
1 January 1973 and 15 July 1981. It is clear that, in view of the enorm— 
ous rise in prices net of tax (a five-fold increase over the period), the 
total tax burden (excise duties plus VAT as a percentage of prices net 
of tax) has declined considerably in all countries and, with a few rare 
exceptions, for all products (see Table 2). 

A.7 Exemptions and subsidies 

A.7 .1 As well as this wide variety of arrangements, which makes it 
difficult to assess the system as a whole, there are‘a number of exemp- 
tions, rebate schemes or reduced rates for specific uses. These special 

’ Graphs to which the Annex refers have not been reproduced. 
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provisions are the subject Of a Commission staff working pa er enti- 
tléd “Subsidies and tax exemption for energy consumption” and are 
listed in tabular form in the document “Excise and VAT exemptions 
and reductions in favour of certain groups of mineral oil consumers”; 
this conspectus is reproduced here as Table 7. It shows the special ar- 
rangements in force in the Member States for nine types of use: 
(i) aviation: in most countries, consumption by commercial traffic is 

exempt from excise duties and usually from VAT _as well (al- 
though VAT, when applied, is deductible except 1n France); 
consumption by executive aircraft is exempt from excise duties, 
and in general only consumption by private aircraft is taxed, al- 
though sometimes at reduced rates; 

(ii) navigation in territorial waters: consumption is largely exempt in 
all countries for inshore navigation, fisheries and transport, 
while consumption by pleasure boats is normally subject to the 

. standard rate;- 
(iii) agriculture and horticulture: consumption is usually exempt 

from excise duties or taxed at a reduced rate (the reduced rates in 
‘ force for heating oil are often applied to motor fuels); 

(iv) own use of oil products by refineries and the petrochemical sec- 
tor is exempt everywhere; 

(v) public transport: oil products used by the railways are either 
exempt (Germany and Italy , eligible for tax rebates (Denmark) 
or taxed at a reduced rate Belgium, France, the UK, Ireland, 
Luxembourg and the Netherlands); only Germany refunds ex— 
cise duties on consumption by public bus services, and it is to dis- 
continue these arrangements by 1983; in the other countries, the 

_ 
standard rate on diesel oil is applied, except in Ireland and Italy; 

(vi) consumption by diplomatic missions, international organisa- 
' tions and the armed forces of a foreign state is totally exempt 
everywhere; 

(vii) reclaimed oils are subject to the standard rate of excise duty on 
lubricants only in Germany and Luxembourg, while Italy applies 
a reduced rate and other countries grant exemption. 

A.7.2 Most countries, then, grant substantial tax reductions for most 
of these types of consumption. The justification for the reductions is 
not always obvious, for their origins are diverse: historical reasons 
such as international agreements, social reasons, technical reasons 
such as own use, tax reasons or even energy policy reasons. The Com- 
mission, in collaboration with national government departments, 
should carry out a detailed study of the implications and effects of 
abolishing certain exemptions, rebates or reduced rates, and the ar- 
guments for doing so, so that practical proposals may be presented 
along with a timetable for applying them.- 
Although each of the special schemes must be investigated in the light 
of all the reasons for its existence, certain situations should be given 
special attention. For example, energy considerations may well jus- 
tify special treatment for consumption for the purposes of inland 
waterway transport or public transport (particularly by rail), or for 
own use, which often means the use of by-products with little produc- 
tive potential that might be replaced by something less suitable if 
taxed. 

B. THE-TAXATION OF OIL PRODUCTS: EFFECTS 
3.1 From the situation described above, a number of conclusions can 
be drawn about the effects of the taxation of oil products, or rather the 
effects of specific taxes in the form of excise duties, the main source of 
difficulties. We are concerned with the repercussions in three areas: 
competitiveness, tax revenue and the demand for oil products. 

3.2 CompetitiVeness 

Except in a few specific sectors, energy costs usually account only for 
a small part of aggregate production costs. However, it is clear that 
the impact of the price trend of oil products on production costs varies 
widely as a result not only of different structures of energy consump- 
tion, but also of differences in tax treatment, and this distorts relative 
price competitiveness. For example, the share of oil prbducts in the 
total volume of energy consumed by manufacturing industry in 1979 
varied from 22% in the Netherlands and Belgium to about 70% in Ire- 
land and Denmark; the share in Germany was slightly over 30%, and ' 

the share in France, Italy and the United Kingdom about 40°/o.'A_ 
comparable range of figures is observed in the residential/tertiary sec- 
tor, although the ranking by countries is different. The Member 
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States’ different systems for taxing oil products, described above, fre- 
quenply'do not offset the effects of consumption structures, thereby 
Egmpllfymg differences in the competititve positions of European 
1rms. 
If certain excise‘duties were increased and periodically adjusted, 
there should be no major repercussions on the international competi- 
tiveness of most European exports: in fact, this might act as an addi- 
tional incentive for investment to rationalize industry, which would 
improve competitiveness in general in the medium term. However, 

. the sectors that arestill heavily dependent on oil, or in which oil prod- 
ucts ac_count for a very large share of production costs (steel, man— 
rpade fibres, etc.) might find it extremely difficult to remain competi- 
twe. 

33 Tax revenue 
B.3.1 In none. of the Member States is the policy governing the 
changes in excise duty rates amenable to logical analysis, in so far as it 
is based neither on the general movement in prices nor on the require- 
ments of energy policy, whether in the direct measures to discourage 
consumption of mineral oils or in the indirect measures for manipulat- 
ing the prices of products that can be substituted for mineral oils. 
Many Member States have allowed the specific rates of the excise 
duties on mineral oils, or at least some of them, to lag behind the gen- 
eral trend in prices. In so doing, they have generally lost sight of the 
primary objective of excise duties, which is to raise revenue for the 
State. An illustration is provided by Table 4, which clearly shows that 
revenue from the excise duties on mineral oils expressed as a)precen- 
tage of GDP has fallen in many countries, whereas consumption of 
motor fuels - which account for the major proportion of excise duties - 

has increased in all countries. - ‘ 

B.3.2 Table 6 gives an estimate of the revenue forgone owing to the 
failure to adapt excise duty rates in line with the general movement in 
prices. Thus, if excise duties had been increased each year from 1973 . 

to 19798 in stepwith the overall rise‘in prices, several countries would 
have collected appreciably higher revenue each year: aggregated 
over the period from 1973 to 1979, this “extra” revenue, calculated at 
current prices, would in some cases have ‘nearly amounted to their 
total revenue for a single yeari The figures also show _up differences of 
approach; some countries have adapted excise duties comparatively 
frequently; others, some years after the first oil shock, have suddenly 
increased the rates in an effort to catch up; and in others again, the 
rates have constantly lagged behind the general movement in prices. 
8.3.3 However, this finding must be qualified by the fact that, since VAT is an ad valorem tax and oil prices net of tax have been rising 
steeply, VAT 'revenue has increased substantially, thereby offsetting 
the effects on tax revenue of the slow increase in excise duties. 

B.4 Demand for oil products 
B.4.1 A distinction must be made between the very different'mar- 
kets for oil products. These markets reflect a clear division between 
private consumption, that of the tertiary sector and that of the pro- 

' 

ductive sector - with its own economic impact 
B.4.2 Motor fuels: in this market, there is practically no substitutc for 
oil in the short or medium term. However, consumption could cer- 
tainly be made more efficient: recent studies suggest that the price 
elasticity of demand is generally greater than has hitherto been as- 
sumed (ranging form approximately -0.2 to -0.4 in the short term and 
from -0.4 to -0.9 in the_long term). . 

Even leaving aside additional ways of taxing consumption (e.g. road 
tax), the present level oftaxation of motor fuels is very high compared 
with that of other products. However, a distinction must be made be- 
tween petrol and diesel oil. Excise duties on petrol are high, but had 
theirreal value been maintained from 1973 to -1980 they would in 
many cases have been much higher by now and the revenue to the 
State correspondingly larger, without making an excessive impact on 
the price inclusive of all taxes (see Table 5). In five countries, the price 

' SEC(81)939 of lOJune 1981. 
SEC(81)13140f31 August 1981. . , 

At this point’the calculations cannot be taken beyond the year 1979. The 
980 figures will probably be available in the autumn.

6 
7.
8
I 
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of petrol would have been approximately 15% higher on average in 
1980, which, in View of the price elasticities of demand, might well 
have led to appreciable savings. In all the countries, diesel oil is taxed 
at lower levels than petrol, often much lower. Whereas in the past 
diesel oil was used by and large only in the commercial and productive 
sectors, the proportion of moter vehicles using it is now increasing 
rapidly. As the present levels of excise duty on this product in many 
countries do not encourage energy savings, it would be desirable for 
taxation on motor fuels to be aligned, i.e. the lowest levels of excise 
duty on diesel oil should be increased. Steps should also be taken to 
ensure that the structure of excise duties does not encourage substitu- 
tion by other forms of energy such as liquified petroleum gas which 
offer few or no advantage from the viewpoint of energy policy. 

8.4.3 Heating oil: this product is used mainly in the tertiary and resi- 
dential sectors for heating. The'most attractive substitutes are natural 
gas, district heating and electricity in the form of electric heat pumps. 
In all countries, there is considerable potential for conserving energy 
and for rationalizing consumption through house insulation, inspec- 
tion and maintenance measures, etc. The current level of taxation 
(excise duties and VAT) is generally low, although it varies greatly ac— 

cording to country. There are therefore grounds for increasing the 
level of taxation where it is at present particularly low. Here again, 
however, one must guard against encouraging a massive switch to the 
single alternative of natural gas.

' 

8.4.4 Heavy fuel oil: the prospects of using substitutes for this prod- 
uct are good, because it is consumed by industry where electricity, 
coal and gas offer satisfactory alternatives. The level of excise duties 
is generally low, but there are substantial differences between coun-' 

‘ tries. Besides the problem of competitiveness which arises from this 
situatior}, there is little encouragement to conserve energy and adopt 
alternat1v_e processes. For both reasons, the excise duty rates in the 
Commumty should be brought up to a common level. 

B.4.5 Non-energy consumption: in addition to the uses described, oil 
is also used as a feedstock, particularly in the form of naphtha (chemi- 
cally similar to petrol). No tax is currently imposed 'on this use. Since 
there is as yet no possibility of substitution and since the potential for 
making savings is limited, there is little reason to introduce significant 
levels of excise duty. '

' 

1 
Belgium Denmark FR Germany 

I 

France TABLE 1 PGP D H0 HFO PGP D H0 HFO PGP D HFO PGP O HO HFO 

1 January 1973 
v. 

a) Excise dutiesin EUA1 1531 61,5 108 2.4 103.9 0 0 0 174.5 163.4 3.3 59 105.9 59.1 31 0 
b) Excise duty rates as % of price 
exclusiveoftax 2419 109.9 2114 118 170.3 0 0 0 190] 1985 70 21.1 174.6 1198- 9,4 0 
c) VATrate 18' ' 18 14 14 15 15 15 15 11 11 11 11 17.6 17,6 17.6 17.6 

d) Total impact (excise duties + VAT 
' 

~ v 

as%ofpriceexc|usiveoftax 3034 147] 41,8 22,5 2108 15 15 15 227,7 231,3 - 188 34.4 222.9 1585 28] 17.6 

15July 1981 
e) Excise duties in EUA1 203.5 83.6 0 0 243.3 456 45.6 520 2024 177.4 57 59 2359 124.5 23.1 0 
f) Excise duty rates as % of price V ,

‘ 

'exclusiveoftax 540 26.7 0 0 69.9 14.7 16.1 24.5 60.3 596 2,5 3.2 70.8 41.9 8.1 0 

9) Index of reat value of excise duties 
(1973:100)2 - 

. 723 74.0 — — 104.6 — —- — 776 72.7 135.6 67.7 955 9044 3241 — 
h) VATrate 25 25 16 16 22 22 22 22 13 13 13 13 17.6 17,6 176 17.6 

i) Total impact (excise duties + VAT as . 
.

‘ 

%ofpriceexclusiveoftax) 92.5 58,4 16 16 107.3 399 41.7 51B 811 804 158 16.4 100.8 66,9 271 176 
Ireland A Italy Netherlands United Kin dom 

TABLE 1 (cont) PGP D HO HFO PGP D HO HFO PGP D HO HFO PGP D 9 HO HFO 

1January 1973 
a) Excise dutiesinEUA‘ 575 526 O 0 79,0 34.3 2.3 06 150.2 60.1 116 50 89.8 899 4‘1 42 
b) Excise duty rates as % of price 
exclusiveoftax 1635 1577 0 0 237.1 1526 144 56 196.0 912 24.1 250 178.0 1957 10.7 221 
c) VAT rate 526 5.26 5.26 5,26 12 12 

_ 
12 12 16 4 4 4 O O 0 0 

d) Total impact (excise duties + VAT .

‘ 

as%ofpriceexclusiveoftax 177A 1711 5.26 5,26 2776 1829 281 183 243.4 988 29.1 30.0 178.0 1957 10.7 22,3 
75Ju/y 1981 _ 

. 
. . 

e) Excise dutiesin EUA1 239.3 157.5 25.9 27,0 3166 13.0 13.0 0.8 1901 658 11.6 5.0 250.0 2155 13.8 145 
f) Excise duty rates as % of price 
exclusiveoftax 655 45.6 8.8 11.5 101 ‘4 48 5.1 0,4 539 226 4.3 26 74.3 69.0 4.5 7‘1 

9) Index of reaivalue of excise dunes I 

(1973:100)2 113.5 87.2 — — 1079 10.7 158.2 337 698 604 552 552 83.9 723 105.1 104.7 

h) VATrate 10 10 O 0 18 15 15 15 18 18 18 18 15 15 0 0 
i) Total impact (excise duties + VAT as

' 

%0fpriceexclusiveoflax) 82.1 60.1 8.1 11.5 1377 20.6 . 20.8 15.5 816 44,6 238 21.0 1004 944 4,9 7.1 

PGP = premium grade petroi; D = diesel oil; HO = heating oil; HFO = heavy fuel oil. ' 15% as from 1 September 1981‘ 
(1) Per 1.000 | for premium grade petrol. diesel oil and heating oil; per tonne for heavy fuel oil‘ Source: Commission departments 
(2) Excise duties deflated by GDP prices and expressed as an index (1973 = 100), . 

TABLE 2 8 DK 0 F IFiL I NL UK 

. . . Share ofoil productsinthe final Share of OII products In the final energy consumption of: 
- Industry 262 70,7 3446 496 83.0 45.5 150 ‘ 

39.2 energy consumpt'on 0’ the 
1975 Trapspor; 984 99.7 96.9 9713 1000 965 98.9 989 

three sectors - ReSIdentIaI/teniary 595 791 60.4 634 44.6 ‘ 67.2 22,7 21.2 
Total 51.7 81.9 581 66.1 73.3 64.8 34.4 453 

Industry 22.0 67.2 307 444 70.0 401 21 A8 38.3 

1979 Transporj 98.6 99.7 976 98.0 1000 97.4 99.0 98.8 
Residential/tertiary 55.8 766 59.1 582 38.6 60.4 16.6 21.1 
Total 49.5 79.4 57,2 628 65,8 62.2 33.4 45.3 
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TABLE 3 

, Part of consumption (A) and of excise revenue on 
hydrocarbon oils (B) for the main products groups 1973 

» EUR 8 DK D F IRL I L NL UK 
Products % % % % % % % % % % 

.. A 19.3 162 13,0 190 187 243 16,8 18.0 16.0 25.9 Mom's?“ B 72.2 752 82.8 67,2 70.8 79.5 806 81.4 78.8 67.8 

, A 8.7 7,5 4.7 7.3 8.9 9.1 12.9 61 8.6 8.3 D'ese'madm' B 15.5 11.2 0.3 21.6 15,5 10.9 4.5 6.4 145 2246 

. ‘ A 32,3 424 436 44.0 361 242 22.2 35‘s 143 18.1 Gas'muorheamg B 57 10.3 10.7 2.6 9.7 32 57 9.8 42 3.5 

. A 18.2 17.4 25.7 12.7 17,9 245 27,5 30.9 65 22.0 Heavyfue'o” B 1.6 08 0.4’ 2.9 0 2,9 0.3 2,3 07 3‘7 

TABLE4 
Tax revenue from excise duties on inineral oils, 

expressed as % of GDP 
B DK D F IHL / 

’ 

NL UK 
1970 1.8 1.2 1.7 1.7 2.9 2.4 1.5 2.7 
1971 1.8 1.2 1.6 1.7 2.7 ' 2.7 1.4 2.3 
1972 1.7 1.1 1.7 1.6 2.4 2.5 1.5 2.4 © 1973 18 10 18 1.6 2.1 2.2 1.4 2.2 

(c; 1974 1.5 0.9 1.6 1.5 2.0 2.1 1.3 1.9 
S 1975 1.6 0.9 1.7 1.4 2.5 2.6 1.3 1.5 
i 1976 -1.5 0.9 1.6 1.3 2.8 2.2 .12 1.6 
g 1977 1.5 1.0 1.6 1.5 2.6 2.4 1.2 1.7 
g 1978 1.4 1.0 1.6 1.7 2.5 2.3 1.2 1.5 

g 1979 1.4 — 1.5 1.9 — 2.1 1.1 1.5 

E:C 
(T) 

g TABLESO 

5;? Price of premium grade petrol in EUA per 1,000 litres
g 
g B DK D F IHL‘ I NL UK
0 C

V 

g a) 1973 223.8 202.3 210.3 221.3 157.7 226.1 217.6 153.9 
g b) 1980 574.6 590.7 469.6 583.0 486.7 602.7 526.9 473.6 
3‘ C) 1980 660.6 560.1 541.1 549.5 510.4 5402 586.9 606.6 

- 

.3 notional 
on 0x100 d= 115.0 94.8 115.2 94.3 104.9- 89.6 111.4 128.1 g 7)— 
E 
:42 

TABLE 6 

Comparison between actual excise duty revénuefrom mineral oils and the excise 
duty revenue which would have been collected if the rate had been adjusted in 

line with the general movement in prices‘ 
In million BFR In million DM In million FF 
BELGIUM GERMANY FRANCE 

Actual Notional Gain Actual National Gain Actual Notional Gain 
revenue revenue orloss revenue revenue orloss re venue revenue or loss 

1973 31692 31692 — 16589 
I 

16589 — 17777 17777 — 
1974 29891 33704 + 3813 16052 17177 +1 125 18920 22481 +3561 
1975 37451 46914 +9463 17121 19416 +2295 20270 25448 +5178 
1976 39330 52713 +14383 18121 21416 +3297 21419 28799 +7380 
1977 40445 53644, +13199 19184 23248 +4064 28070 31827 +3757 
1978 42571 57446 +14875 20462 

V 

25401 +4939 35815 
V 

34764 -1051 
1979 44558 61376 +17318 21 114 26987 + 5847 46517 40294 -6223_ 

+73051 +21567 +12602 

TABLE 6 (cont) 
In’OOO million LIT In millién HFL 

_ 

In mi|lion£ 
ITALY NETHERLANDS UNITED KINGDOM 

Actual Notional' Gain Actual Notional Gain Actual Notional Gain 
re venue revenue or loss revenue revenue or loss revenue revenue or loss 

1973 1959 1959 — 2370 2370 — 1618 1618 - 
1974 2291 2039 -253 2500 2530 +30 1556 1805 +249 
1975 3230 2966 -264 2730 3034 + 304 1521 2192 +671 
1976 3468 2980 -487 2880 3381 + 501 1941 2639 +698 
1977 - 4537 3622 -915 3070 3841 +771 2377 3133 +756 
1978 4989 4490 -499 3270 4268 

‘ 

+998 2465 3523 +1058 
1979 5691 5923 +232 3340 4562 +1222 2777 4210 +1433 

-2186 +3826 +4365 

(1) All other things being equal, Le, assuming unchanged quantities, which makes for an over-estimate of the notional 
revenue‘ It is assumed that the purpose of adjusting excise duties is to maintain the real value of excise duties at the 
1973 level.



TABLE 7 " 

Excise and VAT exemptions and reductions in favour of certain groups of mineral oil consumers (Sit. 1 5/7/81) 
BELGIUM ‘ WGEBMAN Y DENMARK ‘ FRANCE UNITED KINGDOM 

Excise VAT Excise VAT Excise VAT Excise VAT Excise‘ VAT 
A. Normal rates (ECU/hi) % (ECU/hi) % (ECU/hi) % (ECU/hi) % 

I 
(ECU/hi) % 

01 Rates generally applied 
for road fuels: 

a) petrol 20.35 25(17) 20.24 13 24.33 22 22.14- 176? 25.00 15 
2359 ' 

b)DERV 8.36 25(17) 17.74 13 4.56‘ 22 1245 17.62 21.55 15 

c)LPG 4.84 25(17) 15.71 13 3.04‘ 22 6.31 1762 12.50 15 

02 Flares generally applied 
forheating fuels: 

a) heavy fuel oil 0 17 0,59/ 13 5.20/‘ 22 0 17.6 1.45/ 0(15) 
100kg 100kg 100kg 

b) heating gas-oil 0 17 0.67 13 4.561 22 2.31 17.62 139 0(15) 

c)|ight oil 03/2035 17 03/2024 13 0 22 03/2214 176 1393/ ' 

0(15) 
25.00 

d) LPG 0 17 0 13 3.08’ 22 0 17.6 0 0(15) 

03 Rates generally applied 
[or use in motors other 
than those olroad- 
vehicles: 

a) petrol 2035 25(17) 20.24 13 0 22 22.14- 
_ 

17.6? 25.00 15 
2359 

b)gasoi| 0 17 17.74 13 4‘56‘ 22 2.31 17.62 1.39 15 

04 Rates generally applied 
roman-energetic use: 

a) raw material, 
solvent etc. 0 17 0 13 22 12.6 0 15 

b) lubricants 0 17 21 .13/ 13 22 0 17.62 1.55/ 15 
100 kg 100 kg 

A. Normal rates (cont) \ 

GREECE IRELAND 
_ 

ITAL Y LUXEMBOURG NETHERLANDS 
Excise VAT Excise VAT Excise VAT Excise VAT Excise VAT 
(E CU/hl) % (ECU/hi) % (ECU/hi) % (ECU/hi) % (E CU/hl) % 

01 Rates generally applied
V 

forroad fuels: 
a) petrol 16.23» ? 23.93 10‘(25) 31.66 13(15) 16.86 5(10) 1901 18 

1 8.86 

b) DERV 1.12 '? 15‘75 10‘(25) 1.30 15 4.84 5(10) 6.58 18 

c)LPG 0 7 12.74 10‘(25) 19.04 18(15) 2.18 5(10) 0 18 

‘02 Rates generally applied 
Ior heating fuels: 

a)heavyfueloil 0 ? 2.70/100 kg 0(25) 0.08/100 kg 15 024/100 kg 5(10) 0.50/100 kg 18 

b) heating gas-oil 1‘12 ? 2.59 0(25) 1.30 
. 

15 060—092 5(10) 1.16 18 

c) Iightoil ? ? 03/2393 _0(25) 03/3166 15 03/1686 5(10) 03/1901 18 

d) LPG 0 ? 2.59 0(25) 0.90 15 0 5(10) 0 18 

03 Rates generally applied 
for use in motors other 
than those ofroad— 
vehicles: 

a) petrol 16.32-18.86 23.93 10‘(25) 31.66 18(15) 16.86 19.01 18 

b)gasqi| 1.12 2.59 10‘(25) 1.30 15 - 0.60-0.92 5(10) 1.16 18 

04 Rates generallyapplied 
for non-energetic use: 

a) raw material, 
' 

- - 

solventetc. o 0 10‘(25) 0 15 0 5(10) 0 18 

b)lubricants 1299/ 2.89/100kg 104(25) 14.34-15‘93/ 15 024/100 kg 0 18 
100 kg 100 kg

. 
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229



TABLE 7 (cont) 
B. Reductions or exemptions of excise and/or VAT granted to certain consumer groups 

BELGIUM W. GERMANY DENMARK FRANCE UNITED KINGDOM 
- Excise VA T Excise VA T Excise VA T Excise VA T ' Excise VAT 

Consumergroups (ECU/hi) % (ECU/hi) » % (ECU/hi) % (ECU/bl) % (ECU/hi) % 
1 Aviation 
a) commercial interna— .

> 

tional flights ex. - ex. ex. ex‘a ex‘ ex. ex. ex‘ 5 ex‘ 7'3 ex. 

b) commercial domestic 
flights ex‘7 ex.7 ex‘ ex‘‘1 ex. 22 ex? ex.5 ex.” or ex‘ 0/15 

1 .39/25 

c)mi|itaryaircraft and . 

aircraft of public 
authorities ex‘ ex. ex. 13 ex. 22 ex. 17.62 139/25 0/15 

d) business aviafion ex.7 ex‘7 ex. ex.°13 ex. 22 ex‘ or" 17.62 ex.” ex. 0/15 
1 .39/25 

e) private airbraft . ex.7or 20.35 25 (1 7) 2024 13 ex‘ 22 
' 

076/1557 17.62 1353/25 ' 0/15 

2 Navigation in home
7 

wafers . 

a) coastal 0 ex. ex. ex. 456‘ ex‘ ex. ex. 03 0 

b) fishery 0 ex. ex‘ ex. 456‘ 22 ex‘ ex, 08 

9) professional transport 0 25 ex‘ ex.913 4.561 22 ex. 2.31 ex. 17.62 0“ 
' 

' O 

d) pleasure boats ' 

‘ 

V ‘ 

(d = petrol/gas-oil) 20.35"/O 25 20.24/ 13 24,33/ 22 22.14/ 1762 25.00“/ 15/0 
17,74 4.56' 12.45 1.39 

3 Agriculture (gas-oil) , 

a)in general 0 17 0"‘°/0,67 13 ex‘ 22 2.31 176 
' 

1.39 0/15 

b) horticulture 0 17 O“v'°/0,67 13 ex, 22 2.31 17.6 
V 

ex‘a . . 0/15 

4 Auto-éonsumption 
a) refineries . a 

' 

_ 
ex. 

' — ex. — ex‘ — ex‘ — ex‘ — 
b) petrochemical plants ex‘ — ex, — —— ex. — ex, ‘2 — 
5 Public transpon 

(gas-oil)
' 

a) railroad 
_ 

- 0 17 ex,°-‘3 13 4‘56‘ 22 2.31 1762 1.39 

b) buses 
' 

8.36 25 ex.“3 13 . 4.56‘ 22 1245 17.62 2155 0 

6 Diplomatic missions 
and consulates ex‘ ex, ex. ex, ex, ex. ex. “ ex, “ ex, ex. 

7 International
‘ 

organisations ex. ex‘ ex‘ ex. ex‘ 
_ 

ex, ex. ex‘ ex.
_ 

8 Armed forces of
. 

anathersrate ex‘ ex, ex. ex. ex. . ex. . ex. ex. ex. 

9 Re-refined waste oils 0 1 7 21 ‘ 1 3/ . 1 3 0 22 O 1 7.6 ex. 1 5 
100kg 

“ Editor's note: In the EEC document no alternative figure is mentioned‘ 
1. Complete drawback granted to professiona| consumers authorized to 
deduct VAT on these products. 
2, Final consumers, even if normally entitled to deduct input VAT, may not 
deduct VAT charged on these products. 
3‘ The preferential excise duty. arrangements for light oils used as furnace 

-V fuel are subject to special authorization. 
’4, 15% as from 1 September 1981. 
5‘. On condition that more than 80% of the company‘s activity takes place 
'abroad or in the FOD. 
6. On condition that the VAT—registered person’s activity consists predo— 
minantly in international flights - 

7‘ For-flights to or from other countries 
8‘ Drav'vback‘ 

230 ' 
I © 1982 International Bureau of Fiscal Documentatioq— BULLETIN



— TABLE 7 (cont) 
3. Reductions or exemptions of excise and/or VAT granted to certain consumer groups (cont) 

GREECE IRELAND ITALY LUXEMBOURG NETHERLANDS 
I 

Excise VA T Excise VA T Excise VA T Excise VA T Excise VAT 
Consumergroups (ECU/hi) % (ECU/hi) % (ECU/hi) % (ECU/hi) r % (ECU/hi) % 
1 Aviation 
a) commercial interna- I 

tional flights ex. ex. ex: ex‘ ex. ‘ ex. ex. ex. ex. 

b) commercial domestic ‘ 

flights 
' ex, ex,7-50r ex,0/10 ex‘ 18 ex.7 ex.7 

' ex.7'°or ex. 18 
259/2393 116/1901 

0) military aircraft and 
aircraft of public

' 

authorities ex, ’ 2.59/23‘93 0/10 ex‘ or3.16/ 18 ex. ex. 1 16/1901 ex. 18 
' 

- 

' 

31 ,66 .5 

(1) business aviatiori ? ex.7~9or ex. 0/10 ex. or31.66 18 ex.7 
I 

ex.7 ex.7-“or ‘ ex. 18 
259/2333 ‘ 

1,16/19‘01 

e) private aircraft ? 259/2393 0/10 3166 18 ex,7or16‘86 5(10) - exF-‘or ex‘ 18 
- - 1 ,1 6/19.01 

2 Navigation in home 
waters 

a) coastal 0“ 0 ex‘ ex. 
7 

—-— — ex‘_ ex‘ 

b) fishery 0" ex, 
' 

ex. 060—092 5 (1 0) ex. ex. . 

‘ 
0) professional transport 

' 

O6 1.30 15 0.60-0.92 5 (1 0) ex. 18 

d) pleasure boats
’ 

(d = petrol/gas—oil) 23,93‘1/ 10/0 3166/1130 18/15 16.86/060— 5(10) 1901”/ 18 
1269 0‘92 1 ,16 

3 Agriculture (gas-oil)
' 

a) ingeneral 112 2.59 ‘ 0/10 ex. 0‘61~0,92 5(10) 1,16 ‘ 4 

b)horticulture 1.12. ex‘a 0/10 ex. 061-092 5(10) 1.16 

4 Auto-consumption 
a) refineries 

' —' ex, — ex. — — — ex‘ ~— 

b) petrochemical plants — — ex‘ 
' -— — — ex, — 

5 Pub/[c transport 
(gas-oil) - 

a)railroad —‘ 2.59 ex. . 15 060—092 5(10) 1.16 18 

b)buses — 
_ 2,59 130 15 4.84 

> 

- 5(10) 6.58 18 

6 Diplomatic missions 
andconsulates ex. ex. ex. ex‘ ex. 

_ 

ex. ex, ex‘ ex‘ ex. 

7 International 
organisations ex. ex. v ex, ex. 

8 Armed forces of 
another State ex‘ ex. ex. ex. 

9 Fla-refined waste oils 
- 

ex, 10‘ 3.58 1 5 0.24 5 O 18 

9‘ For passenger transport. 
10‘ As motor fuel for tractors. 
11. Exemption for vessels proceeding to destinations abroad. 
12. If the energy is predominantly used for producing and processing min- 
eral oils.

" 

13. Exemption (drawback) wil be abolished in three steps up to 1983. 
14. Subject to a quota. - 

15. Passenger tranSport is exempted. (Editor's note: In the EEC document 
there is no reference to this footnote in the text.) ‘ 

French or German veisions 0! Table 7. 
are available upbn request. 
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UNICE and Taxation of 
Petroleum Products 
On 2 February 1982 UNICE gave its opinion on 
document COM(81) 511 final of 9 September 
1981, “Taxation of Petroleum Products” 
(Commission Communication to the Council) 

1. SUMMARY OF THE COMMUNICATION TO THE COUNCIL 
The Communication of the Commission is an argument in favour of 
joint efforts as regards taxes on oil. Although the Commission is con- 
cerned with economic policy, energy policy and public finances, the 
energy aspects are given as the main basis for the proposals made. 
The Commission sets out its views on various energy problems, espe- 
cially as regards energy saving and substitution. The present incen- 
tives and achievements in the matter of energy saving and substitution 
are regarded as inadequate. In this connection the Commission ar— 
gues that the level of prices of oil products should be raised by means 
of taxes, especially on heating oil and heavy fuel oil so as to accelerate 
the adjustment processes necessary. 

2. ASSESSMENT OF THE COMMISSION’S PROPOSALS 
The'points made below refer essentially to energy policy, since this is 
the issue which looms largest in the Commission document. More at- 
tention and weight is naturally given here to industrial production and 
use aspects than to private consumption. Account is also taken of gen— 
eral economic policy considerations. ‘

~ 

2.1 . View of the Commission's diagnosis of energy problems 
UNICE does not at all go along with the Commission thesis that pe- 
troleum product prices are not high enough to encourage saving and 
substitution and should therefore be raised by means of taxes. 
The need for investment to cope with energy constraints is fully recog- 
nised by business and industry, which act accordingly wherever possi- 
ble. The price mechanism has clearly played an effective part. A few 
figures, chosen among many others, illustrate this: — whereas at the end of the 703 about 80% of the boilers ordered by German Industry were fuel burning, the figure had fallen to 40% 

(Le. by half) by 1980. (The new trend being in the direction of(1) 
fuel/gas boilers using interruptable supplies of gas, and (2) boil- 
ers using residual heat or heat from waste); — in German Industry the yearly consumption of heating oil (light 
and heavy fuels) dropped from 40 million TCE in 1973 to 25 mill- 
ion TCE in 1980. A further fall of 4 million TCE is expected in‘ 
1981, bringing down consumption to 21 million. These figures 
are a good reflection of Community figures as a whole. 

Hence, even before considering the technical details of the Commis- 
sion’s proposals, there is the serious question of deciding whether the 
proposals are desirable and necessary at_all. 

2.2. Economic, technical and political 
problems created by the fiscal 
measures recommended 

Irrespectiv'e of the issue whether-the public authorities really need to 
add other general incentives to the price mechanism, one must admit 
that resort to taxation, at any rate, is not necessarily an effective way 
of coping with energy constraints. 
This can be shown as follows: 
a) as mentioned abqve, there may be serious technical obstacles to 

investment. For Instance, many big firms which would be in- 
terested in converting to coal do not always have the extra space 

232 ' 

necessary for handling this sort of fuel. SMlz's, on the other hand, 
might havefinancial problems. Account must also be taken of 
the procedures for obtaining authorisation, which can be long 
drawn out. 
Increasing fiscal pressure does not help here. All it does is to 
erode the financial resources of consuming firms. Moreover, in 
the case of administered prices, tax increases often diminish the 
flexibility of pretax prices, with adverse effects on the financial 
situation of enterprises. '

’ 

b) A deliberate increase in the price of oil products could, in times 
of supply difficulties, encourage the OPEC to hasten the upward 
movement in the price of crude oil. 

c) The principle of a gradual elimination of fiscal exemptions en- 
joyed by oil refineries and petro—chemical concerns throughout 
the Community in respect of oil products used in production can 
be objected to on three counts: — first of all, the oil and petro-chemical sectors are definitely 

among those which for 10 years have been making consis- 
tent efforts to save energy, and have obtained good results. 
No further incentive is needed here; far from encouraging 
investment, the use of taxes would hinder it, by diminishing 
the financial resources which could be devoted to invest- 
ment in rational use of energy. Furthermore, thiS‘would 
penalize the use of residual petroleum products as a source 
of process heat, which is precisely a good example of ra- 
tional use of energy; ' 

— the elimination of the exemption would only exacerbate the 
competitive disadvantage suffered by the EEC relative to 
oil producing countries which are increasingly interested in 
on-the-spot refining. This would mean creating additional 
difficulties for a sector which already has serious adjustment 
problems; — the general exemption situation at the moment has the ad- 
vantage of providing perfect fiscal harmonisation at Com- 
munity level. 

d) In addition to this specific matter, it is obvious that the measures 
proposed would be detrimental to the competitiveness of Euro- 
pean Industry as a whole compared with its international rivals, 
especially as regards chemicals. Further difficulties would be 
created on the employment level. The remedies proposed there- 
fore are the carriers of even more serious diseases. 

6) Quite apart from these outside considerations it must be said, 
too,‘ that the views of the Commission on replacing petroleum 
products are not always very clear. 
As regards heavy fuel, it must be remembered that electricity 
cannot be regarded as a good substitute if it is produced from oil 
products or natural gas. 
Replacing heavy fuel by natural gas often is not the best solution 
either, especially in Member Countries that do not have natural 
gas deposits. There is a danger that one might replace depen- 
dence on oil by an equally harmful dependence on natural gas. 
Furthermore, one cannot see the logic of introducing a hierarchy 
of energy prices so as to entourage substitution. In para raph 2.4 
it is stated that “more economical alternatives (than oil already 
exist, .and the use of oil should be discouraged here (production 
of power and heat)”. If oil substitutes are more economical to 
use, and are offered in sufficient quantities, it is odd that it should 
be necessary to discourage firms from using oil. If, on the other 
hand, the oil substitutes are not yet offered in sufficient quan- 
tities, it would be dangerous to aim at increasing the price of oil 
so as to discourage its use as energy, since this would mean push- 
ing up industrial production costs before the more economical 
factors were available. 
It would be pointless, and dangerous, therefore, to try to reduce 
dependence on oil and to encourage the use of other energy 
sources before ensuring the necessary supplies of the substitute. 

Among many sectors where the taxation envisaged would only add to 
production costs, one could quote inland waterway transport, where 
the possibilities of finding a substitute for-diesel engines are practi- 
cally nil. It is unthinkable that sectors hit by depression, such as the 
steel industry, should be saddled with extra costs for the transport of 
raw materials and finished products. This applies, of course, to other 
industrial sectors too. 
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2.3. Taxation as a means of smoothing price changes 
The Commission considers that price policy should provide consum- 
ers with indications, as clear and as far-sighted as possnble, as to future 
price developments, and that, in this context, taxes on petroleum 
could help to ensure more regular adjustments in oil product prices.

I 

UNICE does not find this argument very convincing. The regular tax 
adjustment proposed would imply clear and reliable forecasts as to 
the quantities of petroleum available, movements in the price of other 
energies, the shape of demand, political factors and technical prog- 
ress. A great deal has been written to show the fallibility of energy 
forecasting and it would be dangerous for the economy to be depen- 
dent on guidelines provided by a central forecasting body. 
The Commission suggests that tax adjustments should aim at prevent- 
ing temporary falls in price, possibly through the building up of finan- 
cial reserves in time of price falls, which could be used to delay the 
next rise, or spread it over time. Industry does not wish to lose the 
benefit of any fall in price that might occur. Furthermore, as to the 
question whether price movements should be carefully evened out, 
the point could be made that the instability of the petroleum market is 
a strong argument for dropping this source _of energy, wherever this is 
technically possible. 

2.4. Conclusion: Which tax harmonisation 
strategy? 

The general discussion about tax harmonisation in the‘Com‘munity is 
not new, and UNICE has, on several occasions, expressed support for 

’ moves in this direction, so long as the approach was across the board 
and neutral. . 

In this conection UNICE would like to make a few suggestions which. 
necessarily modest, call 'for, more thorough studies with public au- 
thorities.

‘ 

a) Motor fuel taxation should be studied in the context of the over- 
all taxation of vehicles, which includes a series of taxes (VAT on 
purchase, road taxes, etc.)‘, which must also be taken into ac- 
count for achieving‘real harmonisation. 

b) If one wishes to make progressin the matter of harmonising taxes 
on heating fuels (gas-oil and fuel), onc: must firmly keep in mind. 
the fact that taxes on heating oil constitute only a small propor- 
tion of taxes on oil products generally (7.3% of receipts). The tax 
effect on the selling price of these products is limited too. It might 
therefore be simplest to limit taxation to motor fuels, leaving in- 
dustrial fuels exempt ,througout the Community, which would 
mean harmonisation. - 

c) This zero level tax harmonisation as regards industrial fuels 
would only make sense if all energy products ‘used by industry 
were looked at from the angle of fiscal harmonisation. The’fact is , 

that, in a given country, users may find a favourable tax situation' 
as regards some energy ‘products, and an unfavourable one as re- 
gards others. Altering the tax situation of one energy source 
could upset the prevailing pattern and balance, In general, it 

must be realised that intra-Community differences as regards 
taxes, on energy can have a compensatory effect by off-setting 
other intra-Community differences in'the matter of productivity. 

_ 
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Books 
The publications listed in this bib/iOgraph y have recently been acquired by 

the Bureau’s library which wil/‘g/ad/y supp/y funher information ‘ 

_

’ 

upon request (please'quo‘te {he’reference numbers). They should, however, 
be ordered through a bookseller or direct from the publisher indicated, 

. and not through the Bureau. 

AFRICA AMERICA 

AFRICA GUIDE 1982. 
Sixth year of publication, 
Saffron Walden, World'of Information, 1981. 
407 pp., £21.50; 

’

- 

Sixth edition of annual guide on Africa. The 
introductory section provides insights into 
developments and trends of particular 
significance. The country-by-country section 

A 
provides information on business opportunities, 
level of infrastructur¢ and basic facts. 
(B. 13,105) 

Ivory Coast 

KOUMOUE KOFFI, Moise.‘ 
' La [axe sur la valeur ajoutéé‘dané le 
développement économique'de la Céte d‘Ivoire. 
Bibliothéque Africaine et Malgache, Tbme 
XXXIV. ‘

- 

Paris, Librairie génér'aIe de di'oit et de ._ 
jurisproduce, 1981. 320 pp.‘

' 

Study analyzing the importance of the 
introduction of the value-added tax to the Ivory

I 

Coast’s ecoriomic development. 
(B. 13.106) - 

Nigeria 

UBOGU, Roland E. . 

Fiscal decentralisation and economic 
development among Nigerian s‘ates. . 

' 

Lagos, Department of Economics, University of 
Lagos, 1981.32 pp‘ 
(8‘. 13.101) 

" 
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& Argen’tina 

LEYES Y DECRETOS IMPOSITIVOS. 
Normascomplementarias. Tablas de Indices. 
Regimeneslde Prorriocién. Convenios s/Doble , , 

Imposicién. 
_ 

,r 

Buenos Aires, Direccién General Impositiva, 
1981.830pp. ~ 

' Taxation laws and deciees in Argentina. 
(B. 18.097) 

Canada'
I 

CANADIAN MASTER TAX GUIDE. 
A guide to Canadian Income Tax. 37th edition. 

- Don Mills; CCH Canadian Ltd., 1982. 742 pp. 
Completely revised 37th edition of guide to the 
Canadian federal income tax to assist taxpayers 
in filing their 1981 income tax returns and 1o'serve 
as a handy reference source on federal taxation. 
(B. 103.749/736) 

REGISTERED RETIREMENT SAVINGS; l 

‘ 

-

' 

Plans. ‘ 
‘— 

Toronto, Price Waterhouse, 1982. 43 pp. 
Simplified explanation of the tax and practical 
implications of investing in a Registered 
Retirement Savings Plan (RRSP) under 
Canadian tax law. 
(B. 103.727) 

LACHANCE, R.A.; ERIKS, G.D. ' ' 

Preparing your income tax returns. Canada and 
provinces. 1981 Edition. - 

Don Mills, CCH Canadian Ltd., 1981. 360 pp., 
$8.75. , 

Guide to filing 1980 income tax returns plus 
planning 1981 returns. - 

(B. 103.683) 

Cblombia \ 

~ MEMORIA QUINTAS JORNADAS 
Colombianas de derecho tributario. 
Bogota, Instituto Colombiano de derecho 
tributario, 1981. 341 pp. 

_ 

Report on the fifth assembly of the Colombian 
Tax Law Institute (Feb. 1981). The report 
contains topics dealing with “Effects of the new 
penal code on the tax field”, “Administrative. 
problems originating from the sales tax”, “Tax 

_, returns andvproofs” and “Administrative 
summons and tax aséessmenisz’. 
(B. 18.130) 

‘ Cuateinalh 

BARRIOS, Luis E. 
Compendio dc temas. Relacionados con el 
impuesto sobre la»renta._ 

' 

. Guatemala, Ediciqnes'cgales ‘Comercioe 
Industria’, 1980. 276 pp. . 

Survey of issues related to the correct application 
of the income tax law and its relevant regulations 
(December 1980). 
(B. 18.132) 

Latin America 
‘ ELPROCESO DE INTEGRACION DE 
América Latina en 1980. 
Buenos Aires, Instituto para la integracién de 
América Latina (INTAL), 1981. 365 pp. 
The development of Latin American integration 
in 1980. 
(B. 18.129) 

Peru 

.ASTO FLORES, Antero. 
Impuesto al patrimonio empresarial. 
Lima, Ediciones y Distribuciones Justo 
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Valenzuela V., 1982’. 261 pp.
I 

“Tax on the net worth of enterprises”; up to date ' 

as of December 1981, surveys the tax on the net 
worth of enterprises, as well as the legislation 
related to this tax. . 

, ‘ 

J.- 

(B. 18.133) 

U.S.A. 
' 

.

' 

THE VALUE-ADDED TAX AND 
alternative sources of federal revenue. . 

An information reporfi. . 

Washington, Advisory Commission 0 
intergovernmental relations, 1973‘ 86 pp.,. 
'(B. 103.717) 

INVESTING IN U.S. REAL PROPERTY. 
A guide to the tax implications for the UzK. 
investor. ~ ‘ 

r . 

New York, Touche Ross & Co., 1981. 53 pp. 
Explnation of the U.S. tax consequences to U.K.‘ 
investors in U.S. yeal property with respect go‘ 
the foreign investment in real property tax act of _ 

1980. . 

(B. 103.624) 
' PRENTICE-HALL FEDERAL TAX 
Handbook 1982. - I ~ .* ‘ 

Englewood Cliffs, Prentice-Hall, Inc., 1982. 743 
p. - 

_ . 

IAnnual federal tax handbook designed to aid-in 
filing company and personal income tax returns 
for the 1981 tax year and making tax plans for 
the 1982 tax year. 
(B. 103.653) 

TAXATION OF FOREIGN INVEST- 
ment in U.S. real'estate. - 

Washington, Government Printer, 1979. 68 pp. 
(B. 103.718) ~. 

REAL ESTATE TAX SHELTER 
subsidies and direct subsidy alternatives. 
Background paper. ‘ 

.

' 

Washington, Government Printer, 1977. 140 pp.
L 

(B. 103.720) V 

THE INCOME TAX TREATMENT 
of married couples and single persons. 
A report prepared by the staff of the joint 
committee on taxation. 
Washington, Government Printer, 1980. 68 pp. 
(B. 103.713) ‘ 

ECONOMIC RECOVERY TAX ACT 
of 1981.

I An analysis for U.S. citizens abroad. 
New York, Deloitte, Haskins & Sells, 1981. 51 
PP~ 
Changes in the individual income taxation ofU.S. 
citizens assigned’abroad as affected by the 
Economic Recovery Tax Ac_t of 1980. 
(B4 103.625) 

INFLATION AND FEDERAL AND 
state income taxes. 
A Commission report. 
Washington, Goyernment Printer, 1976. 88 pp. 
(B. 103.722)

I 

THE INFLATION TAX: 
The case for indexing federal and state income 
taxes.

‘ 

An information report. v 

Washington, Advisory Commission on inter- 
governmental relations, 1980. 43 pp. 
(B. 103.721) 

TAXATION OF AMERICANS 
working overseas. 
Revenue aspects of recent legislative changes and 
proposals. 
Washington, Department of the Treasury, '1978. 
78 pp. 
(B. 103.719) 

CARLSON, George N. 
Value-added tax. 
European experience and lessons for the United 
States. 7,;

2 

Washington, Government Printer, 1980. 85 pp. - 

(B. 103.716) .

‘ ESSAYS IN INTERNATIONAL 
taxation: 1976. 

' 

. . 

Tax policy research study Number three. 
Washington, The Department of.the Treasury, 
1976. 301 pp. 

_
1 

Series of articles on the’intjcrnational aspects of 
U.S. tax legislation. 
(B. 103.715) 

WIRTSCHAFT IN ZAHLEN. 
Marktinformation. 
Cologne, BFAI,»1981. 33 pp., 5 DM. 
Econpmic statistics in the U.S.A. 
(B. 103.685) 

OSBORNE, Richard L. 
Der ausléindische Investor und das U.S.- 
Antitrustrecht. 
Berichte und Dokumente zum ausléndischen 
Wirtschafts- und Steuerrecht, No. 144, 
September 1981. 
Cologne, BFAI, 1981. 27 pp., 5 DM. 
The foreign investor and the American an'ti-trust 
legislation. 
(B. 103.684) 

Venezuela 

COMISION DE ESTUDIO Y REFORMA 
fiscal. ‘ .

- 

Programas de trabajo. 
Caracas, Sub-comisién de ingresos pfiblicos, 
1981. 81 pp. (photocopies). 
Work schedule of the.study and fiscal reform 
committee is a survey prepared by the 
Subcommittee for Public Rev'enue on the tax 
structure concerning (1) the oil industry and (2) 
the internal tax structure other thah the oil tax 
structure. The survey contains some 
recommendations for improvement of the 
Venezuelan tax system.

' 

(B. 18.128) 

ASIA & THE PACIFIC 

Asia 

REPORTS OF ESCAP SEMIN/ARS 
held at Sydney, Australia and at Bangalore, India 
zin-1978 and 1980 respectively. - 

New York, United Nations, 1981. 42 pp. 
Report and recommendations of the Third and 
Fourth Seminars-on detailed aspects of foreign 
investments and tax administration in Asia and 
the Pacific. Various specific aspects were 
stressed, such as domestic credit facilities, 
reinvestment policies with special reference to 
technical service fees, management fees, etc. 
(B. 103.642)

' 
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LICENSII‘q-G'OPPORTUNITIES IN 
a Asia/Pacific. .

' 

Hong Kong, Busingss International Asia/Pacific._ 
Ltd, 1981. 96 pp. - * 

‘ Study of the licensing of patents, trademarks, 
royalties, technical fees, etc. in the following 
countries: Australia, Hong Kong, India, 
Indonesia, Japan, Republic of Korea} Malaysia, 
New Zealand, Pakistan, Philippines, Singapore, 
Taiwan and Thailand. Tax aspects are dealt 
with. - 

(B. 51.861) A 

4 vn 

China (?éople’s Rep. of)‘ . 

CLARKE, Christopher M.; LUDLOW, Nicholas H. 
Trademark registration-in the PRC. 
Washington, The National Council for U.S.— 
China Trade, 1981. 59 pp. , 

Report providing information anddocuments 0 
how to register trademarks in the PRC. Prior'to ‘ 

1 January 1978 foreign trademarks could 0t be' ' 

registered in the PRC under the terms of bilateral 
trademark agreem'e'nts. 

I

' 

(B. 51.862) 1

' 

BUSINES PROFILE SERIES.
I 

The People‘s Republic of China. Fourth edition. 
Hong Kong, The Hohg Kong and Shanghai 
Banking Corporation, 1981. 83 pp. 
Fourth revised edition of informative source— 
book on aspects of business in China in the 
Business Profile-Series.

' 

(B. 51.886) 

Hong Kong
7 

DOING BUSINESS IN HONG KONG 
1980. -

. 

Prepared by John B.P. Byrne & Co., for SGV. 
Amsteljdam, Klynveld Kraayenhof & Co. , 1981. 
44 pp. , 

‘ 

r
. 

Guide describing business climate, forms of 
business organizations, busifiess regulations 
(import/export, foreign exchange, licensing, 
labour), taxation and investment incentives in 
Hong Kong. 
(B. 51.870) 

HONG KONG: AN ECONOMIC 
profile. 1981“ 
Prepared by SGV-Byrne Management 
Consultants Ltd. 1981. 
From Klynveld Kraayenhof & Co., Amsterdam. 
37 pp- -

. 

Description of the land and its people, the 
Government, the Strategies for economic 
development, sectoral performance and the 
investment climate. 
(B. 51.872) 

ANNUAL DEPARTMENTAL REPORT ‘ 

by the Commissionér of Inland Revenue V.A. 
Ladd for the finanpial year 198071981. 
Hong Kong, Government Printer, 1981. 37 pp. 
(B.51.857) . 

' 

A. 
‘-

. 

Ilidonesia 

DOING BUSINESS IN 
Indonesia 1980. . 

Prepared by SGV Utomo. .
, 

Amsterdam, Klynveld Kraayenhof & Co., 1981. 
56 pp. 

' 

235



_Guide describing. business climate, fdrms of 
business organizations, business regulations

‘ 

(import/export, foreign exchange, licensing, 
labour), taxation and investment incentives in ‘ 

Indonesia. '
~ 

(B. 51,867) 

INDONESIA: AN ECONOMIC PROFILE. 
Prepared by SGV—Utomo, Jakarta, 1981. 
From Klynveld Kraayenhof & Co., Amsterdam. 
60 pp-

‘ 

Description of the land and its people, the 
Government, the strategies for economic f 

development, sectoral performance and the 
investment climate.

, 

(B. 51.873) . 

India 

BHAGWATI, Jagdish N.
‘ 

The brain drain and taxation. , 
V

. 

11, Theory and empirical analysis. 
I

, 

Amsterdam, North-Holland Publishing 
Company, 1976. 292 pp. , 90‘Dfl. 
Compilation of papers from the Brain Drain and

' 

Income Taxation Conference held at the Villa 
Serbelloni, Bellagio, 15-19 February 1975, aimed 
at students and researchers in international 
economics, development and planning and the 
economics of education. 
(B. 103.445) 

Japan 
- TAXATION IN JAPAN. 

International Tax and Business Service. . 

New York, Deloitte Haskins & Sells, 1981. 86 
PP- 
Bound booklet in the International Tax and 
Business Service series providing information of 
a general character regarding taxation in Japan" 
for Ithose considering conducting business in 
Japan. The material is up to daite as of 1 August 
1981. ‘ 

' ’ -

‘ 

(B. 51.875) 

AN OUTLINE OF JAPANESE
. 

fiaxes 1981. 
Tokyo, MiniStry of Finance, 1981. 297 pp. 
Annual guide providing description of Japanese 
taxes levied in 1981. v- 

-, ~ 

(B. 51.882) »'
' 

Korea - 

DOING BUSINESS IN KOREA 
1980. " 

' 

I 

' 

_
. 

Prepared by Ahn, Kwon & Co., representing 
SGV (Sycip, Gorres Velayo_'& (30.). 
Amsterdam, Klynveld—Kraayenhof, 1981. 50 pp. 
Guide describing business Climate, forms of 
business organizatigns', bu'sinéss‘regulations 
(import/export, fofpign ekehgnge‘ regulations, 
licensing), taxatiqri and inyestm'ent ince'ntivésjn 
Korea. " 

- 

-' 

(B. 51.871) 

Malaysia 

DOING BUSINESS IN MAYALSIA 
1980. 
Prepared by SGV-Kassim Chan Sdn. Bhd. 
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Amsterdam, Klynveld Kraayenhof & Co., 1981. 
58 pp. 
Guide describing business climate, forms of 
business organizations, business regulations 
(import/export, foreign exchange, licensing, 
labour), taxation and investment incentives in‘ 
Malaysia. 
(B. 51.869) 

Nepal 

INDUSTRIAL POLICY. 2037/1981. 
Kathmandu, Department of Industry, 1981. 34 
PP- '

. 

Outline of the industrial policy of Nepal. 
Industrial licensing, registration of industrial 
enterprises, facilities and tax incentives including 
provisions relating to foreign investment are dealt 
with. .

' 

(B. 51.878) 

New Zealand 
TAXATION IN NEW ZEALAND. 
International Tax and Business Service, 
New York, Deloitte Haskins & Sells,'1981. 107 
PP. 
Bound booklet in the Interntional Tax and

_ 

Business Service series providing information of 
a general character regarding the tax system in 
New Zealand. The material is up to date as of 1 

June 1981. ' 

(B. 51.874) 

Philippines 

TAXATION IN THE PHILIPPINES.
‘ 

International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1981. 96 
pBlzmnd booklet in the International Tax and 
Business Service series providing‘information of 
a general character regarding tax‘ation in the ” 

Philippines. The material is up to date as of 1 

August 1981. ; r 

' 4
‘ 

(B. 51.876) ~» 

Singapore 

DOING BUSINESS IN SINGAPORE 
1980. 
Prepared by SGV-Goh Tan Pte, Ltd.

, 

Amsterdam, Klynveld Kraayenhof & Co., 1981. 
71 pp. .

' 

Guide describing business climate, forms of 
business organizations, business regulations 
(import/export, foreign exchange, licensing, 
labour), taxation and investment incentives in ’ 

~ Singapore. \
' 

(B. 51.868) 

‘ INVESTOR’S GUIDE TO THE 
economic climate of Singapore. 
Singapore, Singapore International Chamber of 
Commerce, 1981. 112 pp, 
Ninth edition of guide describing the investment 
climate and the' facilities, requirements and ' 

opportunities for investors in Singapore. 
Taxation is dealt with. The material is up to date 
as ofJune 1981. 
(B. 103.865) 

EUROPE 

Belgium 

DE CORTE, R. 
Fundamentele Belgische uitvoeringsbesluiten. 
Antwerpen, Kluwer, 1979: 

’ 
A loose-leaf survey of Belgian Decrees 
implementing Belgian law with respect to public, 
civil, social, penal, judicial and fiscal law 
(compiled in De Fundamentele Belgische 
Wetgcving). 
(B. 103.575) 

DE PROFT, Peter. 
Fiskale maatregelen tot bevordering van risicod- 

. ragend kapitaal. ‘ 

Brussels, Dienst Rentenmarkt, 1981. 68 pp. 
Study of tax measures to promote private invest- 
ments in share capital of companies,the so—called 
Monory Law in’France,‘ in compariSon with the 
Belgian tax measures in this respect.

' 

(B. 103.664) 

Denmark » 

OECD ECONOMIC SURVEYS. 
Denmark. 
Paris, OECD, 1982. 64 pp. 
(B. 103.698) 

Europe 

EUROPEAN REGIONAL INCENTIVES: 
1981.

‘ 

A survey of regional incentives in the counties of 
the European Community, Portugal and 
Sweden. ’ 

Edited by Douglas Yuill and Kevin Allen. 
Glasgow, Centre for the Study of Public Policy, 
1981.497 pp., £25.00. 
Survey of incentives to industry locating in 
designated problem areas. These incentives 
include capital grants, soft loans‘ accelerated 
depreciation allowances, tax concessions 'and 
labour subsidies. 
(B. 103.686) 

THE IMPACT OF CONSUMPTION 
taxes at different income levels. 
OECD studies in taxation. 
A report by the Committee on Fiscal Affairs.

1 

Paris, OECD, 1981.,63 pp. 
Study on the impact of consumption taxes on 
income distribution in Belgium, Finland, France, 
German Federal Republic, the Netherlands, 
Norway and the United Kingdom. A brief survey 
of consumption taxes in the OECD member 
countries is appended. 
(B. 103.614) 

France 

- CARTOU, Louis. « 

Droit fiscal international et européen. 
Paris, Dalloz, 1981. 280 pp. 
Consideration of international tax law from the 
viewpoint of French tax legislation and related 
harmonization of tax laws within the European 
Communities, as well as tax evasion matters. 
(B. 103.538) 
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‘ OECD ECONOMIC SURVEYS. 
France.

_ 

Paris, OECD, 1982. 84 pp. 
(B. 103.724) 

CONSEIL DEDIRECI‘ ION DU 
développement économiqu_e et social. 
Rapport pour 1980-1981 (XXXVIe rapport). 
Paris, Imprimerie Nationale, 1981. 313 pp. 
Survey of the economic and social development 
fund. 
(B. 103.640) 

Italy 

GL1 SCAMBI COMMERCIALI 
con l’estero. 
Norme generali. 
Milan, Camera di Commercio, 1980. 1312 pp. 
General provisions re importation and 
exportation. 
(B. 103.517) 

GL1 SCAMBI COMMERCIALI 
con l’esgero.

‘ 

Accordi commerciali. 
Milan, Camera di Commercio, 1981. 360 pp. 
Agreements between Italy and other States on 
importation and exportation. 
(B. 103.517) 

Netherlands 

BARTEL, J.C.K.W.; 
CHRISTIAANSE, J .H. 
Fiscale aspecten van nv’s en bv’s. 
Deventer, Kluwer, 1981. 368 pp. 
Third reprint of monograph on tax aspects of joint 
stock corporations (NV) and limited liability 
companies (BV) or closely held companies. 
(B. 103.672) 

FISCAAL MEMO. 
Deventer, Kluwer, 1982. 94 pp. 
Revised edition of a work providing practical in- 
formation concerning tax provisions and such 
related subjects as social security contributions 
as of 1 January 1982. 
(3 103.723) 
MEERING, A; JONKER, E.N.; 
BUIS, W. 
De Belasting-Almanak 1982. 
27ste jaarlijkse editie. 
Amsterdam, Annoventura, 1982. 328 pp., 17.90 
Dfl. 
Twenty-seventh annual revised edition of guide 
for filing of individual income tax returns 1981 
and n_et wealth tax returns 1982‘ 
(B. 103.732) 

VERMEEND, Willem; 
GROTENHUIS, Aertjan. ’ 

Auto en fiscus. 
Kluwer Belastingwijzers. 
Deventer, Kluwer, 1981. 144 pp. . 

Number four of the Kluwer Tax Guide Series 
entitled Automobile and Taxation, discussing 
tax aspects surrounding the purchase, use and 
selling of automobiles, 
(B. 103.671) 

DE BIJZONDERE BELASTINGEN 
op goederen, diensten en handelingen. 

Rapport van de commissie ter bestudering van 
de accijnzen. / 
Geschriften van de Vereniging voor 
Belastingwetenschap No. 155. 
Deventer, Kluwer, 1981. 83 pp. 
Report by the Committee to Review Excise 
Taxes. Study of the special taxes levied on goods, 
services and transactions in the Netherlands, in- 
cluding environmental levies. 
(B. 103.616) 

BOERSMA, T.; DE GROOT, H.C. 
Schematisch overzicht van de sociale ver- 
zekeringswetten. 
43c druk. 
Deventer, Kluwer, 1982. 12 pp. 
Revised and updated 43rd edition of survey con- 
cerning national insurance laws effective as of 1 

January 1982. 
(B. 103.703) 

OP ZOEK NAAR OORZAKEN 
en remedies van de fiscale frauds. 
Inleidingen door J. Verburg en H.R. van_ Guns- 
teren. Geschriften van de Vereniging voor Be- 
Iastingwetehschap N0. 154. 
Deventer, Kluwer, 1981. 41 pp., 15'Dfl. 
Introductory lectures and ensuing debate on the 
topic “In search ‘of the causes and remedies of 
tax fraud”. 
(B. 103.615) 

Spain 

PONT MESTRES, Magin. 
Anélisis y aplicacién del nuevo impuesto sobre 
la renta de las personas fisicas. 
Madrid, Editorial Civitas, 1981. 349 pp. 
Handbook on the individual income tax. 
(B. 103.571) 

Sweden 
THE SWEDISH BUDGET 
1982/83. . 

A summary published by the Ministry of 
Economic Affairs and the Ministry of the 
Budget. 
Stockholm, Kungl. Finansdepartementet, 1982. 
168 pp. .

- 

(B. 103.735) 

United Kingdom 
WHITEMAN, Peter, G.; MILNE, David C. 
Whiteman and Wheatcroft on Income Tax. 
Third cumulative supplement. 
British Tax Encyclopedia.

V 

London, Sweet & Maxwell, 1981. 82 pp. 
(B. 103,605) V . 

BRACEWELL-MILNES, Barry. 
Self-financing reductions in capital taxes. 
Salisbury Papers 8. 
London, C.P.S. Bookshop, 1982. 10 pp. 
Suggestions that tax revenue would increase and 
not be reduced if the rates of tax were cut, with 
reference to the United Kingdom. 
(8. 103.728) 
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' ROWES, Peter. 
Corporation Tax. 
St. Helier, Guild Press, 1982. 
Ready reference series‘ 204 pp., £12.00. 
Guide to the corporation tax. 
(B. 103.753) 

GUIDE TO UK. CORPORATION 
tax. 
London, Arthur Anderson & Co., 1981. 64 pp. 
Broad summary of the UK corporation tax as 
of 1 October 1981. 
(3. 103.687) 

SAUNDERS, Glyn. 
Tolley’s Stock Relief. 
Croydon, Tolley’s Publishing Company, 1981. 

v 49 pp., £3.50. 
Detailed guide to the new scheme of relief intro- 
,duced by the Finance Act 1981, effective as of 14 - 

November 1980. " 

(B. 103.678) 

PIPER, Geoffrey S.F.; 
DEADMAN, Walter B. 
Residence and domicile for United Kingdom tax 
purposes. 
Ready reference series. 
St. Helier, Guild Press, 1981. 134 pp. , £12.00. 
Monograph describing the principal criteria for 
residence and domicile for UK. tax purposes.~ 
(B. 103.681)

' 

LEIGH, L.H.; EDEY, BC. 
The Companies Act 1981. Text and commen- 
tary. 
London, Butterworths, 1981. 339 pp., £8.95. 
Narrative comment on the Companies Act 1981. 
The full text of the Act is appended. 
(B. 103.702) 

INTERNATIONAL 

PUBLIC POLICY AND THE TAX 
system. 
Edited by GA. Hughes and GM. Heal. 
London, George Allen & Unwin, 1980. 228 pp., 
£13.95. 
Collection of essays by various authors dedicated 
to James Meade. Topics include: Saving and 
Taxation, by MA. King; Housing and the Tax 
System, by GA. Hughes; the Taxation of 
Exhaustible Resources, by P. Dasgupta, G.M. 
Heal and J. Stiglitz. 
(B. 103.696) 

THE IMPACT OF CONSUMPTION 
taxes at different income levels. 
A Report by the Committee on Fiscal Affairs. OECD Studies in taxation. . 

Pan's, Organisation for Economic Co-operation 
and Development, 1981. 63 pp. ‘ 

First report in the series OECD Studies in 
Taxation examining the distributional aspects of 
the taxation of purchases of goods and services 
for consumption (tax on value added and excises) 
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Federal Taxation of Foreign Governments, 
International Organizations, and; 
Their Employees in the United States 
By William W. Chip and Steven S. Snider * 

I. INTRODUCTION 
Citizens and residents of the United States, and certain non-resident aliens as 
well, are subject to a bewildering variety of U.S. taxes imposed at the federal, 
state, and local levels. The federal government imposes taxes on income, 
gifts, transfers by reason of death, and certain Other items not considered in 
this article. All states impose taxes on income or sales or both. Most cities and 
counties tax the ownership of real and even personal property angjgflrgeghggghfi , _ 

as New \Y\ork City, impose an income tax as well. Th’é’effiifi? outposts of 
fo'rleign goVernments in the United States and the numerous international or- 
ganizations that are located there, and of course the employees of both, are 
naturally interested in the extent to which they are subject to this complicated ‘ 

tax regime. Because the federal taxes are usually the highest, and because the 
state and local rules often follow the federal treatment, the focus of the potenJ 
tial taxpayer’s concerns and of this article is on taxation at the federal level. 

A decade ago this Bulletin published an article that thoroughly explored the 
historical background of U.S. income taxation of foreign governments, inter- 
national organizations, and their employees and described the state of the law 
at the time. 1 Since then,’ new regulations have been issued concerning the in- 
come taxation of official foreign entities, while legislative, judicial, and ad- 
ministrative developments have taken place that will have a significant impact 
on the income tax status of their employees. An updated review of these to- 
pics therefore appeared to be in order. In addition, due to expanding invest- 
ment by alien individuals in U.S. property, attention to estate and gift taxa- 
tion of international organization and foreign government employees is also 
timely. ' 

II. TAXATION OF FOREIGN GOVERNMENTS AND 
INTERNATIONAL ORGANIZATIONS 

Section 892 of the U.S. Internal Revenue Code provides that the investment 
income of “foreign governments or international organizations” from United 
States sources shall be exempt from United States income taxation. In con- 
trast, income derived from “commercial activities” within the United States is 
not exempt.2 Accordingly, whether a foreign entity is taxable on its income 
from United States sources will be determined by (1) whether the entity falls 
within the statutory definition of “foreign government” or “international or- 
ganization” and (2) whether the income from United States sources is derived 
from “commercial activities” or from investment. 

A. Foreign governments 
The term “foreign government” is not defined by the Internal Revenue Code, 
but is defined in the regulations under 'section 892. The regulations state that 
theterm “foreign government” applies to all “integral parts or controlled en- 
tities of a foreign sovereign”.3 The terms “integral part” and “Controlled en- 
tity” are then separately defined. 
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An “integral part” of a “foreign sovereign” is defined in 
the regulations as any body, however designated, that 
constitutes a governing authority of a foreign country.4 
Prior to issuance of the regulations, the Chilean Cor- 
poracio’n de Fomento de la Produccio’n had been held by 
the US. Tax Court to be an “integral part” of the Chi- 
lean government.5 In addition, numerous foreign cul- 
tural organizations have received rulings from the Inter- 
nal Revenue Service that they qualify as “integral parts” 
of a foreign sovereign. 6 

A “controlled entity” of a foreign sovereign is defined as 
an entity juridically separate from a foreign sovereign 
that meets all of the following requirements: (1) it is 

wholly owned and controlled by a foreign sovereign, di- 
rectly or through other “controlled entities”; (2) it is or- 
ganized under the laws of the foreign sovereign that owns 
it; (3) its net earnings are credited to its own account or to 
other accounts of the foreign sovereign without inuring 
to the benefit of any private person; and (4) its assets‘vest 
in the foreign sovereign upon dissolution.7 Examples of 
entities that have been found by the Internal Revenue 
Service to be “controlled entities“ are certain foreign. 
central banks of issue,8 the Foreign Currency Board of 
an unnamed country,9 an export-imPort loan author- 
ity,10 a government-owned hosgfital,‘ an orchestra as- 
sociation,12 and a tourist board. 3 The regulations speci- 
fically provide that a pension trust for foreign govern- 
ment employees is a “controlled entity” if the trustees 
are appointed by the foreign government and the pen- 
sion plan provides for definitely determinable benefits. ‘4 
Favorable rulings have been issued to several such 
trusts. ‘5 Even if they do not fall within the special pension 
trust provisions of the regulations, government spon- 
sored welfare benefit programs may qualify as “integral 
parts” or “controlled entities” of a foreign sovereign. An 
example is the favorable ruling issued in 1979 to a foreign 
“fund” providing “sickness, injury, bereavement and old 
age” benefits, not limited to government employees. ‘6 

Entities owned and controlled by more than one foreign 
sovereign are not considered “controlled entities”, ‘7 and 
the East Caribbean Currency Authority and an unnamed 
“fund” were each ruled not to be a “controlled entity” on 
this basis.18 A number of governments may, however, 
collectively constitute a “foreign government”. ‘9 The 
test is whether the group as such is empowered to exer- 
cise, independently, substantial governmental powers 
binding the member governments.20 Under this test the 
European Economic Community, the European Coal 
and Steel Community, and the European Atomic 
Energy Community were held to be “foreign govern- 
ments”.2‘ 

B. International organizations 

The term “international organization”, unlike the term 
“foreign government”, is defined in the Internal Rev- 
enue Code. Section 7701(a)(18) of the Code defines “in- 
ternational organization” as any “public international 
organization” afforded the privileges of the Interna- 
tional Organizations Immunities Act. The latter Act is 
codified at sections 288 to 288i of Title 22 of the US. 
Code. Under section 288 the entities afforded the 
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privileges of the Act are “public international organiza- 
tions” (1) in which the United States participates pur- 
suant to any treaty, or otherwise under the authority of 
Congress, and (2) which shall have been designated by 
the President as qualifying for such privileges through an 
Executive Order. The forty~six organizations that have 
to date been so designated are listed in the appendix to 
this article. 

C. Commercial activities 
As noted above, neither “foreign governments” nor “in- 
ternational organizations” are exempt from tax on their 
income derived from “commercial activities”. Any activ- 
ity conducted in the United States of the sort ordinarily 
conducted with a view towards production of income is a 
“commercial activity” unless the regulations under sec- 
tion 892 specifically provide otherwise.22 The following 
activities are listed in the regulations as not constituting 
“commercial activities”: investing in corporate shares, 
even though they represent a controlling interest; invest- 
ments in bonds, other securities, loans, net leases, or un— 
productive land; holding bank deposits; presenting 
amateur athletic exhibitions; giving cultural perfor— 
mances; purchasing goods for use of the foreign 
sovereign; engaging in activities not constituting a trade 
or business in the United States; and engagingin ac- 
tivities not customarily carried on for profit.2 

Ill. REMUNERATION FROM A FOREIGN GOVERN- 
' MENT OR AN INTERNATIONAL ORGANIZATION 

Section 893 of the Internal Revenue Code provides that 
the wages, fees, or salary of any alien employee of a 
“foreign government” or “international organization” 
received as compensation for services to such govern— 
ment or organization is exempt from United States taxa- 
tion. If the alien is employed by a foreign government, 
the character of the services performed must be similar 
to those provided by employees of the US. government 
outside the United States, and the foreign government 
must grant an equivalent exemption to employees of the 
US. government.24 Although the law requires that the 

4 Id. § 1.892-1(b)(2). 
5. Via! v.- Commissioner, 15 TC. 403 (1950). 
6. Letter Ruls. 8037112, 8012078, 7934045, 7849014, 7806073, 7806072. 
7 Treas. Reg. § 1.892-1(b)(3). 
8 Rev. Rul. 75-298, 1975-2 CB. 290; Letter Ruls. 7837006, 7833050. 

I 

9: Rev. Rul. 76-329, 1976-2 CB. 223. 
10. Letter Ru]. 8101060. 
11. Letter Rul. 8038032. 
12. Letter Rul. 7934119. 
13. Letter Rul. 7811023. . 

14. Treas. Reg. § 1.892-(b)(4). 
15. Letter Ruls. 8020139, 7841076, 78040464 
16. Letter Rul. 7951046. 
17. Treas. Reg. § 1.892-1(b)(3). 
18. Rev. Rull 77-482, 1977-2 CB. 242; Letter Rul. 7826098. 
19. Rev. Rul. 68-309, 1968-1 CB. 338. 
20. Rev. Rul. 77-41, 1977-] CB. 226. 
21. Rev. Rul. 68-309, 1968-] CB. 338. 
22. Treas. Reg. § 1:892-1(c)(1). 
23. Id. § 1.892-1(c)(2). 
24. I.R._C. §893(a)(2). (3). 
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State Department shall certify to the Treasury that these 
two requirements have been met in the case _of each 
foreign government,25 we are aware of only two casesin 
which an alien employee of a foreign government was 
taxed because no such certification was issued with re- 
spect to his government.26 
For purposes of section 893, consular or other officers, as 
well as non-diplomatic representatives, are treated as 
foreign government employees.27 However, former 
employees of foreign governments and international or- 
ganizations are not protected by section 893.28 For exam-' 
ple, the Internal Revenue Service has ruled that a former 
employee of a foreign government was taxable on his 
pension from that government.29 - 

An alien employeee of a foreign government or interna- 
tional organization that wishes to obtain or retain U.S. 
immigrant status must file a waiver of any exemptions 
under the law deriving from his occupational status.30 In 
most cases, the filing of such a waiver will void the appli- 
cation of section 893 to the alien, and he will become tax- 
able on remuneration from his foreign government or in- 
ternational organization employer.31 The waiver, how- 
ever, will not eliminate the exemption if it is based upon a 
treaty with the foreign government or the articles of 
agreement of;the:international organization. 32- 
The term “foreign’gbvernment” is not defined in section 

_ 893 or the regulations thereunder, but the regulations 
under section 892 provide that the; term “foreign govern; ' 

7’» men‘t? lfisgfhéxgme meanin‘g'for purposes of section 893 
as it' doaswforvpurposes of section 892. 33 Thus, the princi- 
ples, discussed in' the preceding section, that determine 

\flwh‘eth‘gr .an entity itself qualifies for tax exemption as a 
‘ffprei’gn government” should also determine whether 
wages, fees, and salaries paid by the entity to its alien 
employees are also exempt from taxation. In the case of 
“international organizations”, the regulations again 
make clear that the same criteria apply for purposes of 
both sections 892 and 893.34 v 

IV. THE DETERMINATION OF RESIDENCY 
STATUS 

The taxation of income which is unrelated to a foreign 
government or international organization employee’s 
official duties will depend upon whether the employee is 
a resident or non-resident of the United States. If the 
employee is a non-resident alien, he will be taxed on 
fixed and determinable income from US. sources, such 
as rent from US. property a‘nd dividends and interest 
from US. corporations, at the rate of 30% of the gross 
amount of such income.35 In addition, he will be subject 
to tax at the rate of 30% on net US. capital gains, other 
than gains from the sale of US. real estate, if he is pre- 
sent in the US. for 183 days or more during the taxable 
year in which such gains are realized.36 Capital gains 
realized from the sale of US. real estate (or the sale of 
stock in a corporation primarily holding U.S. real es- 
tate) are subject to tax on essentially the same basis as 
they are to a US. resident, except that a minimum 
amOunt of tax, generally equal to 20% of the gain, must 

. 

be paid.37 
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If the employee is a resident alien, he will (be subject to 
U.S..income tax, according to the progressive schedule’ 
of rates applicable to US. citizens, on all of his world- 
wide income (except for wages, fees, and salaries from 
his foreign government or international organization 
employer). Foreign income tax paid with respect to 
foreign source income is usually creditable against the US income tax on such income. 38 
Under the income tax regulations, all aliens are pre- 
sumed to be non-resident aliens for income tax pur- 
poses. 39 The regulations also provide, however, that this 
presumption may be rebutted by acts showing an inten- 
tion to acquire residence or by a stay of such an extended 
nature as to constitute the alien a resident.40 A definite 
intention to acquire residence is apparently manifested 
by the absence of any definite intention concerning the 
length and nature of the alien’s stay in the United ' 

States,41 and a stay of one year is of “such an extended na- 
ture” to create the presumptione residence. 42 In short, 
the alien is a resident unless he has a definite intention to 

_ 

leave after accomplishing a purpose that does not require 
an extended stay. If he stays more than one year the bur- 
den of proving his intention shifts from the Internal Rev— 
enue Service to the alien. 
The determination of the alien’s intentions is based sole— 
ly on objective manifestations of such intentions. No 
statement made to the immigration authorities, nor any 

~ document issued by a foreign g0vernment evidencing the 
establishment of residence abroad, can guarantee that an 
individual will be accorded non—resident status. Instead, 
such factors as the length of hisstay in the United States; 
thenature, extent, and reasons for his temporary ab- 
sence from a foreign home; his visa classification; the size 
and nature of his physical dwelling in the United States; 
and the extent of his integration into U. S. society will de- 
termine whether an alien is a US. resident. 
An alien whose stay in the United States is limited to a 
“definite period” by the immigration laws is considered 
under the income tax regulations to be a non-resident “in 
the absence of unusual circumstances”.43 In practical 
terms, therefore, visa classification should usually be the 
most significant factor in determining residence, al- 

25. Id. §893(b); Treas. Reg. §‘1.892-1(b). 
' 

26. Ratarra v. Commissioner, 40 T.C.M. 1119 (1980) (Thailand); Letter Rul. 
7929044 (Rhodesia). 
27. Treas.-Reg. § l.893-1(a). 
28. Rev. Rul.56-44, 1956-1C.B. 319. 
29. Id. However, under a number of income tax treaties currently in force, 
foreign government pensions are not subject to US. taxation. 
30. 8 U.S.C. §1257(b)(19). 
21. Treas. Reg. § 1.893—1(a)(5), (b)(4). 
32. Id. § 1.893—1(c); Rev. Rul. 75-425, 1975-2 CB. 29]; Letter Rul‘ 7935001. 
33. Treas. Reg. § 1.892-1(f)(1). 
34. Id. §§ 1.892-2(a); 1.893-1(b)(3). 
35. I.R.C. §§ 871(a)(1)(A), 861(a)(1), (2), (4). The 30% tax on corporate 
dividends and interest is not payable ifless than 20% ofthe corporation’s gross 
income is from US. sources. Id. § 861(a)(1)(B), (2)(A). 
36. Id. §871(a)(2). 
37. Id § 897(a). 
38. See I.R.C. §901(a). 
39. Treas‘ Reg. § 1.871-4(b). 
40. Id. § 1.871-4(c)(2)(iii). 
41. Id. § 14871—2(b). 
42. Rev. Rul. 69-611, 1969-2C.B. 150. 
43‘ Treas. Reg. § 1.871-2(b). 
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though it is not entirely clear what the regulations mean 
by a “definite period”. D—1 (alien crewman) Visas have 
beenheld to limit residence to a “definite period” within 
the meaning of the regulations,44 but there is otherwise 
no authoritative guidance. In our View, visas such as B 
(visitor), J (exchange student or scholar), and L (in— 
tracompany transferee) visas, which limit the holders’ 
stay to 12 months or less,45 are probably “definite 
period” visas. Visas such as F (student) visas and most G 
(international organization employee) visas, which limit 
the holders’ stays only to the time they continue pursuing 
the activities on which their status is based,46 may not be 
“definite period” Visas. -

‘ 

An alien seeking to retain his non-resident status should 
alSo consider the following possibilities: leasing accom- 
modations in the U.S. for short periods of time rather 
than purchasing them; continuing to own and occupy his 
home abroad; maintaining an office and substantial busi- 
ness operations abroad; not owning a car in the U.S. and 
not applying for a U.S. driver’s license; not belonging to 
clubs and churche§ in the U.S.; but continuing affilia— 
tions with and contributions to such groups abroad; not' 
maintaining substantial savings or checking accounts in 
the United States; using traveler’s checks and interna- 
tional credit cards rather than local charge accounts for 
purchases in the U.S.; and continuing to designate a 
foreign place of residence or domicile in legal documents 
and in formal correspondence. Although it is not neces- 
sary for an alien to comply with all of these recommenda- 
tions in order to qualify as a non-resident, the more 
closely they are followed, thestronger will be his case for 
treatment as a non-resident. Unfortunately, the Internal 
Revenue Service will not rule in advance on the resident 
status of an alien if the determination depends on facts 
that cgnnot be confirmed prior to the end of the taxable 
year. »

' 

V. ESTATE AND GIFT TAXES 
Residents of the United States are taxable on the transfer 
of property by gift or bequest. However, a $10,000 per— 
donee, per-annum exclusion from the gift tax,48 com- 
bined with a lifetime gift and estate tax credit of 
$62,800,49 means that substantial amounts of property 
must be transferred before any gift or estate tax is actu— 
ally payable. Resident aliens are taxable on gifts and be- 
quests of property wherever situated within or without 
the United States. Non-resident aliens, by comparison, 
are taxable only- on gifts and bequests of property 
situated within the United State's.50 Generally, for both 

. 

gift and estate tax purposes, stock in U.S. corporations 
and the debt obligations of U.S. persons are deemed to 
be situated within the United States, while stock in 
foreign corporations and the debt of foreign persons are 
deemed to be situated without the United States.5| 

The test of residence for estate tax purposes is whether 
the individual is “domiciled” in the United States at the 
time of death. 52 In'the United States the term “domicile” 
connotes a more permanent attachment than the term 
“residence”. It is determined, not by length of stay, but 
by whether one has a “definite present intention” to de— 
part at a later date. 53 Employees of foreign governments 
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and international organizations who wish to avoid U.S. 
estate and gift tax on their overseas property must take 
care to preserve their foreign domiciles because the In- 
ternal Revenue Service hasrecently ruled that holding a 
G-4 or A—l visa is not conclusive evidence that a U.S. 
domicile has not been established.54 A number of coun- 
tries have Estate and Gift Tax Treaties with the United 
States that may bear on a particular individual’s liability 
for these taxes.55 Nationals of these countries con- 
templating large gifts or bequests should examine the 
pertinent provisions of applicable treaties to ascertain 
their rights. 

VI. SALE OF PERSONAL RESIDENCE 
Because of the possibility for substantial appreciation 
and the very generous deductions allowed homeowners 
against otherwise taxable income, many U.S.-based 
employees of foreign governments and international or- 
ganizations will purchase one or more personal resi- 
dences during their stay in the United States. In our ex- 
perience the consequences arising from the sale of their 
personal residences is the tax question most commonly 
faced by such employees. 
As noted above in Part IV, a non-resident is taxable on 
essentially the same basis as a resident on gain from the 
sale of real estate, and this rule also applies to the sale of a 
personal residence. Gain from the sale of a personal resi- 
dence is “capital gain” rather than “ordinary income”. 
This is principally significant if the residence has been 
owned for more than one year, in which case the gain is 
“long-term capital gain”. In computing his taxable in- 
come, an individual may deduct 60% of any long—term 
Capital gain. 5“ 

The tax laws provide relief to an individual who sells his 
personal residence and purchases a new residence during 
the 24-m0nth period preceding, or the 24-month period 
following, the sale of the old residence. 57 If the individual 
buys a new residence within the prescribed period, he is 

44. See Sanford v. Commissioner, 27 T.C;M. 266 (1968); Tech. Adv. Mem. 
8135028. _ _ 

45. See 8 C.F.R. §214.2(b), (j)(1), (1)(1),r(_3)(_17)‘ 
46. See id. § 214.2(f)(2), (g)(1). . 

47. Rev. Proc. 80-38, 1980-2 CB. 771. 
48. I.R.C. §2503(b). 

A 

-

’ 

49, Id. § 2010(3). This credit _will be increased in phases after 1982 until it 
reaches $155,800 in 1986. Id. §2010(b). The effect ofa $155,800 credit is that 
$600,000 of assets may be gratuitously transferred free of estate and gift tax. 
50. Id. §§ 2103, 2501. The rules concerning estate and gift taxation of non- 
resident aliens have recently been outlinedjn detail in Schlinkert, “Estate 
Planning for the Nonresident Alien" , Tax Management [nt’l J., Aug. , 1981 , at 
3. Another recent article on the subject, focusing on real estate investment, is 
Mene, “Estate Planning for Néniesident Aliens", 59 Taxes 617 (1981). 
51. 1.R.C. §§ 2104(a)(c), 2511(b);'Treas. Reg; §25.2511—3(b). 
52. Treas; Reg. §20.0-1(b)(1).

' 

53. Id‘ 
' I 

_ 
, 

'
' 

54. Rev. Rul. 80-363‘1980-2 CB. 249 (6-4 visa); Tech. Adv. Mem. 8137027 
A—l visa . 

' 

-

’ 

g5. Cou)ntries with which the United States has Estate Tax Treaties are: Aus- 
tralia, Belgium, Canada, Finland, France Greece, Ireland, Italy, Japan, the 
Netherlands, Norway/{South Africa, Switzerland and the United Kingdom, 
The treaties with Australia, France, Japan and the United Kingdom also ex- 
tend to gift taxes. .

‘ 

56. I.R.C. §v1202(a). 
57. ld.§1034(a). 
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taxable on gain from the sale of his old residence only to 
the extent the “amount realized” from the sale of his old 
residence exceeds the “cost” of his new residence. For 
this purpose, the “amount realized” from selling the old 
residence is reduced by sales commissions, legal fees, 
and other costs incident to selling the old residence, in- 
cluding certain expenses for work performed on the old 
residence to assist in its 5316.58 Conversely, the “cost” of 
the new residence includes fees, commissions, and other

_ 

expenses incurred in acquiring it, unless they are de- 
ducted for U.S. income tax purposes.59 Mortgage 
“points”, for example, may qualify as interest and, if 
they do, are deductible in computing taxable income.60 
This relief from tax on the sale of a personal residence ap- 
pears to be available even if the individual acquires his 
new residence outside the United States, provided he 
was a resident alien at the time he sold his old resi- 
dance.61 Indeed, if the alien moves outside the United 
States, the period during which he must acquire his new 
residence is extended from two to four years.62 If, how- 
ever, the alien was a non-resident at the time he sold his 
old residence in the United States, relief from taxation is 
not available unless the new residenceis also located in 
the United States.63 
Another form of tax relief for homeowners is an exclh- 
sion from income of up to $125,000 of gain from the sale 
of a personal residence if the homeowner is at least 55 
years old at the time of sale."4 A taxpayer may elect‘this 
exlusion with respect to only one sale in his lifetime.65 

VII. U.S. INCOME TAX RETURN FILING 
REQUIREMENTS » 

A non-resident alien is required to file a return on Form 
104NR if he was engaged in a trade or business in the 
United States at any time during the taxable year,66 he 
has elected to report income from real propertyvon a net 
basis,67 or there was underwithholding from U.S. source 
fixed or determinable annual or periodical income, such 
as interest of dividends.68 Employment in the United 
States with a foreign government or international organi- 
zation presumably constitutes a U.S. trade or business, 
and employees of these organizations should therefore 
file a return unless their gross income, exclusive of 
exempt wages, is less than $1,000.69 
A non-resident alien married to a U.S. citizen or resident 
may elect to be taxed as a resident alien in order to file a 
joint return with a citizen or resident spouse and thereby 
qualify for the generally lower rates applicable to indi— 
viduals filing joint returns.70 An alien employee of a’ 
foreign government or international organization would 
not subject his remuneration to taxation by electing to be 
taxed as a resident, because the exemption of Such in- 
come from tax under section 893 is based on citizenship 
rather than reSidence.71 Under regulations recently pro- 
posed by the Internal Revenue Service, a non-resident 
alien who makes the election in order to file a joint return 
may not claim to be a non-resident for purposes of any 
U.S income tax treaty. 72 Although the election may later 
be revoked, once revoked it may never be made again 
between the same individuals. 73 The election should not, 
therefore, be made without careful consideration of the 
couple’s future tax planning needs. 
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If an alien changes his status from resident to non-resi- 
dent during the taxable year, he may be taxed “as though 
his taxable year were comprised of two separate 
periods” 

, and the tax liability for each period will be com- 
puted under its own set of rules.74 In determining a dual- 
status taxpayer’s tax rate for the year, however, all in- - 

come must be taken into account, including any part 
earned during the period of non-residence. 5 A dual- 
status taxpayer’s exemptions for himself, his spouse and 
dependents may not exceed the taxable income for the 
period he is a resident alien.76 If the dual-status taxpayer 
is a resident alien at the end of the taxable year, he may 
elect to be taxed as a resident alien for the entire year. 
To file as a dual-status taxpayer, the employee should 
file Form 1040 and write across the top of the return 
“Dual-Status Return”. A separate schedule must be at- 
tached to his return to show the income for the part of the 
year he was a non—resident. Form 1040NR may be used 
as a separate schedule, but the emgfloyee should mark 
“Statement” across the top thereof. 7 

If the U.S. residency is established after the commence- 
ment of a calendar year and the individual does not want 
to subject to U.S. taxation income from U.S. sources 
.earned during the portion of the year he was a non-resi- 
dent, he may adopt a fiscal year". If he has not previously 
filed as a non-resident on a calendar year basis, he may 
adopt a fiscal year without obtaining the perior approval 
of the Internal Revenue Service so long as he maintains 
books and records that “reflect income adequately and 
clearly on the basis of an annual accounting period”?8 
The establishment and maintenance of adequate boOks 
and records may not be delayed beyond the end of the 
first fiscal year. 9 ‘ ' 

58. Treas. Reg. § 1.1034-1(b)(4). 
59. Id. § 1.1034-1(b)(7). 
60. Rev. Rul. 69-188, 1969-1 CB. 54; see also I.R.C. §461(g)(2) (year ofde- 
duction).

' 

61. Rev. Rul. 71-495, 1971-2 CB. 311. 
62, I.R.C.§1034(k). ‘ 

63. Id. §897(a). 
64. Id. § 212(3), (b). 
65. Id. § 121(b)(2). 
66. Treas. Reg. §1.6012-1(6)(1)(i). 
67. Id. 1.6012-1’(b)(2). 

'
‘ 

Id 
69, Section 1.6012-1(b)(1)(i) of the regulations states that if a non-resident 
alien has no gross income for the taxable year, he is not required to complete 
the return schedules but must attach a statement to the return indicating the 
nature of any exclusions claimed and the amount of such exclusions to the ex- 
tent such amounts are readily determinable. The Code, however, clearly pro- 
vides that an income tax return need not be filed by an individual, including a 
non-resident alien, whose gross income is less than $1,000. See I.R.C. § 
6012(a)(1). 
' 

. I.R.C. §6013(g). 
71. Id. §893(a)(1); Leter Rul. 7839026. 
72; Prop. Treas. Reg. § 1.6013-6(a)(2)(v). 
73. I.R.C. §6013(g)(4)(A), (6). 
74. Treas. Reg. §1.871-l3(a). 
75. Id. 
'76, Treas. Reg. § 1.871-13(d)(2). 
77. IRS. Publication 519 at 6. 
78. I.R.C. §441(g); Treas. Reg. § 1.441-1(g)(3); Rev. Rull 80-352, 1980-2 
CB. 160; Godson v. Commissioner, 5 T.C.M. 648 (1946) Cf. MacLean v. 
Commissioner, 73 TC. 1045 (1980) (taxpayer required to use calendar tax 
year because he did not keep adequate books and records for fiscal tax year fil- 
ing as required by I.R.C. §441(g)). ‘ 

79. Freudman v. Commissioner, 10 775 (1948). 

‘247



From a tax standpoint, adoption of a fiscal year appears 
very desirable. The practical problems of this approach, 
however, may outweigh the taxrbenefits. The employee’s 
adoption of a fiscal year may result in' greater scrutiny by 
the Internal Revenue Service than if the employee 

adopted a calendar taxable year. In addition , the filing‘of 
a return on a fiscal basis will require greater efforts by the 
employee since certain information statements, cus- 
tomarily available at the end of a calendar year, may be 
unavailable duringthe year. 

APPENDIX 
African Development Fund. 
Asian Development Bank. 
Caribbean Organization. 
Customs Cooperation C‘ouncil. 
Food and Agriculture Organization. 
Great Lakes Fishery Commission. 
Inter-American Defense Board. 
Inter-American Development bank. 
Inter—American Institute of Agricultural Sciences.

' 

Inter-American Statistical Institute. 
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International Pacific Halibut'Commission.
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International Secretariat for Volunteer service. 
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Wheat Council). .
- 

Lake ontario Claims Tribunal. 
Organization Of African Unity (OAU). 
Organization of American States (including Pan'American 
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- 
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r 

. 

'

: 

Pan American Health organizatiom 
South Pacific Commission. __ 

United International Bureaux for the Protection of Intellectual 
Propeny (BIRPI). - 

'
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International Coffee Organization. 
International Cotton Advisory Committee. 
International Cotton lhstitute. 
International Development Association. 
International Fertilizer Development Center. 
International Finance Corporation. 
International Hydrographic Bureau. 
International Joint Commission — United States and Canada. 

United Nations, 
* United Nations Educatiohal; Sciehtific, ahdHICulturaI Organi- 

zation. 
Universal Postal Union. 
-Wor|d Hea|th Organization. - 

World Intellectual Property Organization (WIPO). 
World‘Meteorological Organization. 

Conference Diary 
V

_ 

JULY 1982 
Practising Law Institue: International estate 
planning (including: Taxation of non-resi- 
dvent alien in the us. ; The use of foreign situs 
trusts); New York City (U.S.A.), July 22—23 
(English). 

SEPTEMBER 1982 
36th Annual Congress of I.F.A.: l. The tax 
treatment of interest in' international 
economic transactions. II. Taxation of pay~ 
ments‘to non-residents for independent per- 
sonal services. Montreal (Canada), Sep— 
tember 12-16 (English, French, German, 
Spanish). 

Confédération Fiscale Européenne (C. F. E. ): 
Third European Congress of Tax Consultants 
(including: State of tax harmonisation in 
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Europe; The application of wealth taxes and 
taxes arising on death to foreign assets and 
liabilities; The practical application of inter- 
national tax provisions (workifig groups)). 
Aachen (Germany), September 30 to Oc-' 

tober2 (English, French, German, Spanish). 

OCTOBER 1982 
Management Centre Europe: International 
Tax Management (including: Inter-company 
pricing of goods; inter-company licensing; 
service fees; inter-company loans; handling 
of disputes between tax administrations) 
(Seminar). Nice (France), October 11-12 
(English). . 

Management Centre Europe: Taxation of In- 
ternational Group Companies and Branches 
(including: Taxation of branches and sub- 
sidiaries; taxation of shareholders; domestic 

and tax treaty “anti-avoidance? measures) 
(Seminar). Brussels (Be|g'ium), December 2- 
3 (English). ‘ 

OCTOBER 1983 
37th Annual Congress 0f1.F.A.: 1. Tax avoi- 
dance/fax evasion. 11. International prob- 
lems in the field of turnover taxation. Venice 
(Italy), October 10-15 (English, French, Ger— 
man, Spanish). 

FOR FURTHER INFORMATION
1 

PLEASE WRITE TO:
_ 

Confédération Fiscale Européenne 
(C.F.E.): Secrétariat Général, Postfach 
1340, Dechenstrasse 14, D-5300. Bonn 1 

(Federal Republic of Germany). 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, 
Burgemeester Oudlaan 50, P.O. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
Management Centre Europe, Avenue des 
Arts 4, B-1040 Brussels, Belgium. 
Practising Law Institute: 810 Seventh Av- 
enue, New York, N.Y. 10019. (U.S.A.). 
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The Dynamics of Property Tax‘Delinquency 
in the Philippines '— A Case Study — 
by Milwida M. Guevara * 

Evasion is _a serious problem in the collection of property 
tax in the Philippines. From 1974 to 1979, local au- 
thorities were only able to collect an average of 51% of 
the rates due. 1 This situation has precluded the property 
tax from becoming a buoyant source of revenue for local 
governments. 
In accounting for this problem, local authorities blamed 
their non-use of legal sanctions in the collection of delin- ' 

quent taxes on the lack of adequate personnel in the of- 
fice of the treasurer and the poverty of the taxpayers 
(NTRC 1974; NTRC 1980). 
Another angle was brought up in a study of the same 
problem by a team from Syracuse University, United 
States. They noted instances where a land parcel in a 
local unit'in’ the Philippines was listed as belonging to 
more than one owner. Apparently this was caused by the 
failure of assessors to monitor land transfers. 
These findings notwithstanding, there is reason to be- 
lieve that evasion is not a mere product of a weak tax ad- 
ministration. Other studies substantiate the fact that eva- 
sion is multi-dimensional in character._ 
In analyzing delinquency in property tax in Pittsburgh, 
Pennsylvania (U.S.A.), Sternlieb and Lake (1976) 
found out that a number of the delinquent taxpayers 
were old, retired and with incomes below the median in- 
come in Pittsburgh 6 years before their study. They also 
tended to be clustered in the lower-status labourer and 
service occupation categories. 
Vogel (1974), Spicer and Lundstedt (1976) and Lewis 
(1979) , on the other hand, all deal with the importance of 
attitude in tax compliance. 
Vogel (1974) investigated the variables related to at- 
titudes favourable to tax evasion. Education, for exam- 
ple, was found to have an inverse relationship to the pre- 
disposition to tax evasion while the awareness of illegal 
opportunities exerted a positive influence on the said 
tendency.

‘ 

In the same vein, Spicer and Lundstedt (1976) found that ‘ 

tax resistance is more likely when a taxpayer perceives 
that his terms of trade with the government are inequita- 
ble and if he personally knows many tax evaders. Their 

. study gave no strong support to the theory of a relation— 
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ship between tax resistance and the perceived severity of 
sanctions. 
Lewis (1979), in his study of 200 male taxpayers in Bath, 
England, concluded that income and the amount of tax a 
person pays have a significant influence on his views of 
taxation. For example, he found out that people with in- 
comes above £6,000Ia year felt that tax avoidance is fair 
while people with incomes below that level felt other- 
w1se. . 

Considering the above findings,'our intention was to in- 
vestigate the nature, extent and causes of property tax 
delinquency in a typical local authority in the Philip— 
pines. The study was anchored on the framework that 
property tax delinquency is affected by several variables 
as shownjn the following model: 

Y = F (Xbx2a X37 X4: X5) 
where: - 

Y = property tax delinquency index 
X1 to X5 = characteristics of the delinquent taxpayer as 

follows: 
X1 =income 
X2 =educati0nal attainment 
X3 =t_ax ethics 
X4 =perception of equity in the property tax 

system 
X5 =perception of theprobability of detec- 

tion of delinquency in the property tax 
payment. 

The length of delinquency in terms of the-number of- 
years was taken as the index of property tax delinquency. 
Actual data were used for income and educational at- 
tainment while the attitude of the taxpayer towards his 
tax obligation was measured by his score on a Likert-type 
attitude scale constructed for the purpose. 
Prior to the survey, the researcher went over the 7,652 
tax declarations in Obando,2 Philippines by hand. Some 
* Tax Research Branch Chief, National Tax Research Center, the Philip- 
pines. 
1. Editor's note: “Rates is the British term for local taxes. 
2. Obando is a municipality in the province of Bulacan. A municipality is 
the second smallest form of local government in the Philippines. Severél 
barangays make up a municipality. A number of municipalities comprise a 
province. Provinces and cities make up the country. A 
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1,603 taxpayers were identified as delinquent. From 
these, a 5% tapering sample Wag chos_en thrpugh sys- 
tematic random sampling. Prellmmary Interwews were 
conducted with delinquent taxpayers in order to con-‘ 
struct the attitude scale which was subjepted to arj item 
analysis. The questionnaires were admmlstered usmg an 
interview by a team of 6, including the researcher, for 4' 
days. The data were analyzed using the multiple regres- 
sion scheme. The variables with very small estimated 
coefficients were eliminated in the final model which was 
used. Variables which because of their related nature 
may exert the same effect on income, such as income and 
level of education, were tested for auto-correlation. To 
measure the significance of the independent variables, 
the t-statistic was computed for each estimated coeffi- 
elem. 

Results of the study 

After reorganizing the data from the survey of delin- 
quent taxpayers, the following profile emerged: 
Over half (64%) have incomes less than £1,0003 Which is 
below the 1980 national per capita income. Among other 
reasons, this is because about 40% of the people ques- 
tioned lack regular employment. 
A quarter of the respondents have only finished elemen- 

I 

tary education. A significant number thus have had only 
6 years or lessof schooling. 
The majority of the respondents (57%) are 50 years and 
above. A number of them are retired employees and 
cases of sick and physically handicapped taxpayers were 
noted. 
Most of the delinquent properties are residential in na- _ 

ture and have'assessed values from £1,000 to less than 
125,000. Delinquency in commercial lands is cbncen- 
trated on properties with an assessed value of over 
£5,000 while the core of the delinquency problem in ag- 
ricultural lands is in properties which have assessed val- 
ues of less than £1,000. The average length of delin- 
quency is 4 years. 

A preliminary analysis of the completed questionnaires 
tended to show great variability in the responses of the 
different samples. To minimize this, the responses were 
analyzed by land-use of the property owned by the delin— 
quent taxpayer. The estimated coefficient for income 
was found to be so small that it was dropped from the 
final equation that was used. The apparent inference — 
that income does not exert any significant influence on 
property tax delinquency — should, however, be made 
with caution as the study acknowledges a limitation on 
the income data. Respondents were directly asked the 
amount of their income, including non-cash income. 
Considering the reluctance of Filipinos to reveal their 
true income, it is probable that the’ data on income were 
inaccurate. 

To check the existence of multi-colinearity among the at- 
titude indices, the coefficient of correlation (r) was com: 
puted. The relationship between equity and tax ethics 
was found significant at the .05 level so that they were not 
250 

put together in one equation. Two equations were thus 
used: Y1=a+bx2+bx3 
Y2 =' a + 'bxz + bx; + bx5 
The estimated coefficients of the regression equations 
are shown below. Some significant coefficients are noted 
in the estimated relationships for the behaviour of land- 
owners of commercial and industrial preperties and 
fmgloyed landowners of residential and agricultural 
an . 

Multiple regression results 

Variables/Land-use Industrial Agricultural Residential 

Education (b2) — .9768‘ —.7340* —.3079 
Ethics (b3) - .2197' —.O169 —‘0924 
Equity ((194) 4.193 * 2128 4,2866* 
Probabilityof 

' ' 

detection (b5) .5966' —.1489 —.1821 
R2 .8876 .2068 ,4262 
R .9421 .4546 

' 

.6529 
SE .5512 1.924 1,622

* Significant at the .05 level of confidence. 

For delinquent taxpayers owning commercial and in- 
dustrial properties, an inverse relationship was noted be- 
tween 

4 
education and property tax delinquency; tax 

ethics and delinquency; and the perception of equity and 
delinquency. This means that delinquency is more likely 
when taxpayers are less educated and when they are less 
disposed towards tax compliance. Likewise, delin— 
quency is associated with the perception that the tax sys- 
tem is inequitable. The feeling of inequity was deter- 
mined by the strong agreement of the taxpayer with the 
following statements: 
1. From what I have heard, there are more property tax 

evaders among the rich. 
2. There is no reason to pay as property tax collections 

are not properly spent. 
3. Taxpayers who have strong political backing can 

evade payment easily. ‘ 

A paradoxical observation is the direct relationship be— 
tween the perception of the probability of detection and 
property tax delinquency. It appears that among landow- 
ners of commercial and indUstrial lands, delinquency is 
more probable if they expect to be caught. This finding is 
contrary to expectations. The attitude of the respondents 
towards the equity of the tax system can be used to re- 
solve the paradox. Since the taxpayers feel that influen- 
tial tax evaders enjoy the protection of certain local offi— 
cials, they are confident that they can enjoy the same 
protection if and when they are caught. This confidence 
dispels the fear of penal consequences should they be 
caught. The fact that Obando (and a-large majority of the 
localities throughout the Philippines) have failed to pro- 
secute tax evaders bolsters this confidence. Among land- 
owners of commercial properties, being caught does not 
matter as they can get away with it. It is likely that their fi- 
nancial capability to pay the penalties for property tax 

3. Rate of exchange US$l = £8.50. 
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delinquency less’ens their fear of being detected. When 
they are asked, in fact, of their attitudes towards the fine 
for delinquency, the majority of them considered it light. 
Under the law, delinquency is‘ fined at 2% of the tax for 
every month of delinquency but the maximum penalty 
that can be imposed is 24% of the delinquent tax. It will 
thus be advantageous for the taxpayer to cumulate his 
tax payments instead of paying his delinquency after a 
year. After all, the penalty is the same whether he is de- 
linquent for one year or for 10 years. 

Among employed residential land owners, the variable 
which is linked with delinquency is the perception of the 
inequity in the property tax system. However, the t- 
statistic of the coefficient (—1.7369) did not reach the .05 
lev'el which is conventionally acceptable. Using the 10% 
level of acceptability, it can be inferred that taxpayers 
are more probable .to be delinquent if they have the view 
that the property tax system is inequitable. 

Among the unemployed residential landowners, a pat- 
tern of relationship was also evident between the level of 
education and delinquency and the perception of the 
probability of detection and delinquency although the t- 
statistic is too low for any confidence to be placed in this 
finding. 

t-statistic Variable Coefficient 
Education . .7494 1.158 
Perception .2572 — 1.024 

Delinquenbjl moves directly with education and in- 
versely with the probability of detection index. This im- 
plies that among unemployed residential landowners, 
delinquency is associated with those who have had more 
schooling and who think that evasion is difficult: to de— 
tect. These inferences cannot be used as generalizations 
because of the lack of statistical significance of the coeffi- 
cient of the noted observations. 
The variable which tends to influence delinquency 
among employed owners of agricultural land is educa- 
tion. The level of education of taxpayers was found to be 
inversely related to delinquency. Like owners of com— 
mercial properties , landowners of agricultural lands tend 
to be delinquent if they have not attained a high level of 
education. 
No variable in the model appears to influence delin- 
quency among the unemployed. To account for the cause 
of their delinquency one can only fall back on a qualita- 
tive analysis of the reasons given by the respondents 
themselves. As cited earlier, most of them pointed to 
their poverty as the main reason for delinquency. This is 
quite credible as most of them realize that payment of 
taxes is important. When asked to identify the 3 most im— 
portant reasons why they have to pay taxes, the following 
were cited:

_ 

1. It is the duty of every citizen to pay taxes. 
2. Taxes finance the expenditures of the government. 
3. It is an honor to pay taxes. 
Only the minority (4% of the respondents) related pay- 
ment 9f taxes to fear of the government and the lack of al- 
ternatlve except to pay taxes. 
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From the interviews with respondents, it can also be ob- 
served that lack of knowledge on property taxation could 
be one of the contributory causes of delinquency. Both 
the employed and unemployed respondents showed lit- 
tle knowledge of the importance of the property tax. 
When asked, for example, which level of government 
spends the proceeds from the property tax, 46% admit- 
ted they did not know; 33% said that the tax accrued to 
the national government and only 21% knew that the tax 
goes to the coffers of local government. Likewise, 36% 
of the respondents did not know the basis of the property 
tax. Some said the income of the taxpayer is the tax base 
(7%); others thought that the tax was based on the loca- 
tion of the land (11%) and others flatly admitted that 
they did not know the tax base (14%). 
Another factor which may predispose taxpayers to eva- 
sion is disagreement with the property valuation. Over 
half the respondents disagreed with the assessor’s valua- 
tion. Disagreement came mostly from owners of residen- 
tial buildings (67%) who claimed that they do not know 
how the buildings they owned were valued. They were 
puzzled that despite the age of the buildings the valua- 
tion had not gone down_ significantly. This conflision is 
caused, among other thihgs, by the failure to understand 
that buildings are valued through the replacement cost 
approach. This misunderstanding, which is caused by the 
taxpayers’ lack of familiarity with the property tax sys- 
tem, should be an area of concern in Obando and possi- 
bly in other municipalities. 

The final cause of delinquency in property tax payment is 
defective tax administration machinery. To date, the 
municipality of Obando has not actively used the follow- 
ing remedies provided by the law to collect delinquent 
taxes: 
— distraint of personal property, including the crops on 

the land of the delinquent taxpayers; 
— sale of delinquent realproperty tax at public auction; 
— collection of the real property tax through the courts. 

The non-use of legal remedies is not peculiar to Obando 
alone as only 3 out of 10 local units in the Philippines 
make use of the above powers (NTRC, 1980). When 
asked to account for the reasons behind the failure to en- 
force the penal provisions of the tax laws, the treasurers 
cited their preference for less strong measures, such as 
sending letters notifying the taxpayers of their delin— 
quent accounts. This reaction is hardly surprising. The 
treasurer needs not only courage but also the full support 
of the executive and legislative branches of the local gov- 
ernment to enforce collection of taxes on delinquent ' 

properties. In many instances, these may be lacking. 

Summary and recommendations 
The findings of this study suggest that evasion of the 
property tax is not a simple problem. In analyzing the 
causes of delinquency of all the sample taxpayers, no var- 
iable stood out as clearly significant. It was only when the 
analysis was carried out by land use that the study was 
able to relate delinquency to certain independent vari- 
ables as follows: 
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— For owners of commercial and industrial real proper— 
ties, delinquency is inversely related to education, 
tax ethics and the perception of equity. On the other 
hand, delinquency is directly related to the percep- 
tion of the probability of detection. 

— Among employed residential landowners, delin— 
quency is more probable among those who think that 
the prOperty tax system is inequitable. 

— With employed owners of agricultural lands, delin- 
quency is linked to a low level of education. 

This changing list of factors influencing delinquency of 
taxpayers is quite complicated and the solutions 
suggested below must be qualified in certain instances. 
However, there are improvements in the tax administra— 
tion machinery which can be generally prescribed. 
Considering legal remedies first, the findings suggest 
that all delinquent taxes cannot be collected merely by 
threatening the taxpayers with civil action in court or by

' 

distraint of their personal property. A substantial 
number of delinquent taxpayers (40%) is employed and 
64% have incomes less than 91,000. Bringing them to 
court would only create more problems for the local gov- 
ernment. It seems clear that the enforcement of legal 
remedies can only be Successfully ,applied to property 
with high assessed values (in this particular study, this 
pertains to those with assessed values above 95,000), 
especially properties which are commercial and indust- 
rial in nature. In this connection, increas'ed Vigor in the 
enforcement of legal remedies is called for. There is a 
general belief among delinquent taxpayers that the prop- 
erty tax system is quite inequitous. Moreover, delin- 
quency among industrial landowners is associated with a 
certainty of being detected. Yet, because detection and 
punishment do not go together, the same taxpayers have 
the courage to evade the tax. They have to be convinced 
that the government is determined in future to collect all 
the taxes due. To encourage this spirit, granting a tax am- 
nesty on delinquent property taxes is worth considering 
to give 'all property owners ' the chance to “make 
amends”. As a basis for the proposed tax amnesty 
scheme, the government can draw the guidelines from 
the successful tax' amnesty prOgram on untaxed wealth 
and income which was implemented in 1972. After pro- 
viding taxpayers with the chance to start with a clean 
slategthe local government can start the prosecution of 
evaders who have refused to cooperateT 
It is also timely for the government to consider the revi- 
sion of fines for delinquency. As discussed earlier, the 
limitation on the maximum amount of penalty to 24% of 
the delinquency encourages taxpayers to cumulate their 
delinquent accounts instead of pressuring them to pay 
after one year. This limitation should be lifted by allow- 
ing a 2% monthly surcharge on the amount of delin- 
quency. ‘

5 

With respect to the delinquency of landowners owning 
residential lands, the national government should study 
the feasibility, of granting an exemption to landowners 
who are incapable of payment. Although the basis of the 
tax is the assessed value of the property, the government 

should look into the possibility of using the income of the 
taxpayers as the basis of the exemption as residential 
properties on their own do not produce any income. To 
simplify administration, residential landowners who are 
exempt from payment of the income tax can also be 
exempt from payment of rates. 
The second area which requires attention after the en- 
forcement of legal remedies is the familiarization of tax— 
payers with the property tax system and its importance to 
local governments. Findings here suggest that the tax- 
payers do not know that the local governments depend 
heavily on the property tax to finance publicly provided 
goods and services. This lack of appreciation breeds in- 
difference to payment of the tax. This is further aggra- 
vated by the failure to understand the nature of the prop- 
erty tax, its base and the method of its assessment. An in- 
formation campaign should be launched by the munici- 
pality and two of its most effective media are the baran— 
gay officials and the teachers in the public schools. 
Orientation meetings on this tax with the two groups in 
attendance should be organized. ' 

An increased familiarization of the taxpayers with the 
functions of their own local government is also favoura— 
ble to the improvement of their tax ethics or their at- 
titude towards tax compliance. Survey findings indicate a 
fairly low level of tax ethics. Although taxpayers feel that 
they have a duty to pay taxes to the national government, 
they cannot relate the same duty to the local govern- 
ment. This may be due to the lack of awareness of pro- 
jects which are funded by the local government. It is sur- 
prising that residents in a particular locality like Obando 
are more informed of the activities and problems of the 
national government than those of their own local gov- 
ernment. A publicity program, to improve this lack of 
communication must be designed by the municipality. 
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Overseas Indians 
and the FinanCe Bill 1982 
by Parimal M. Parikh* 

Mr. Pranab Mukherjee, the Finance Minister of India, 
while introducing the Budget in the Parliament on 2 7 Feb- 
ruary 1982, anmnounced certain fresh incentives for In— 
dians abroad who invest in India, which will go down as a 
major policy decision in the economic history of India. 
It is therefore possible to strengthen the economic base of 
the country by augmenting foreign exchange resources 
and embarking upon industrial ventures where technical 
skills and the experience of operating in international mar- 
kets are required. 
More than 6 million people of Indian origin have settled 
abroad and their number is steadily increasing. Indians 
abroad, with their skill, ability and sheer hard work, have 
consolidated their economic position. Their cultural and 

economic links with India are intact. Some economists 
have estimated the wealth of persons of Indian origin re— 
siding abroad to be of the order of Rs. 115,000 crores (1 
crore = 10,000,000), i.e. more than three fourths of 
India’s annual gross national product. 
In one way or another, they have always passed on part of 
their prosperity to the motherland. However, it is the feel- 
ing of many Indians abroad that the attitude of the govern- 
ment towards them has generally been lukewarm. 
Some very important provisions with far—reaching conse- 
quences have been introduced in the Finance Bill I 982 in 
response to a long standing desire of Indians abroad. 
An attempt is made hereunder to analyse and understand 
the proposed provisions and their implications. 

I. DEFINITION OF “RESIDENCE” 
In India the scope of total income of an assesse_e is deter- 
mined on the basis of residential status. For thls purpose 
assessees are divided into the following two categorles: 
— resident; and 
— non-resident. 
The individual “resident” in India is further classified as: 
— ordinarily resident; and 
— not ordinarily resident. 
A person who is ordinarily resident is liable to tax on all 
income: 
(a) which is received or is deemed to be received in India 

by or on behalf of such person; 
(b) which accrues or arises or is deemed to accrue or 

arise to him in India; and 
(c) which accrues or arises to him outside India. 
A person who is not ordiriarily resident is liable to tax in 
the same manner as a person who is “ordinarily resi— 
dent”, except that the income which accrues or arises to 
him outside India is not includible in his other income un- 
less it is derived from a business controlled in or a profes- 
sion set up in 'India. 
A person who is a non—resident is liable to tax in respect of 
all income from whatever source derived which is re- 
ceived or deemed to be received in India by or on behalf 
of such person or which accrues or arises or is deemed to 
accrue or arise to him in India. He is not liable in respect 
of income ac'cruing or arising outside India even if it is re» 
mitted to India. 
Thus, the .liability to pay income tax in India is dependent 
on the reSIdential status of an assessee. 
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Under the existing provisions (Section 6 of the Income- 
tax Act (ITA), 1961) an individual isconsidered to be’ 
“resident” in India in any year if: 
(a) he is in India in that year for a period or periods 

amounting in all to 182 days or more; or 
(b) he maintains or causes to be maintained for him a 

dwelling place in India for a period or periods 
amounting in all to 182 days or more in that year and 
has been in India for 30 days or more in that year; or 

(0) having within the 4 years preceding that year been in 
India for a period‘or periods amounting in all to 365 
days or more, is in India for a period or periods 
amounting in all to 60 days or more in that year. 

The Finance Act 1978, with effect from 1 April 1979, in- 
serted an Explanation to Section 6(1) to secure that in the 
case of an Indian citizen rendering services outside India, 
and who is or has been in India on leave or vacation in the 
previous year, the 30 and 60-day periods respectively re- 
ferred to in (b) and (c) above are extended to 90 days. 
The effect of this provision is that an Indian citizen 
employed outside India is able to stay on leave or vaca- 
tion in India for 89 days in a previous year without be- 
coming resident in India in that yéar. 
With a View to avoiding hardship in the case of Indian 
citizens who are employed or engaged in other vocations 
outside India, the Finance Bill 1982 seeks to make cer- 
tain modifications in the tests of “residence” in India. 
One of the conditions for being treated as a “resident” is 
dependent upon maintenance of a dwelling place for 
more than 182 days and stay in India in a given year for 30 

_ days or more. This condition was causing hardship to In- 

* B. Com., F.C.A. Chartered accountant. 
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dians going abroad in the middle of a year to take up 
employment outside India inasmuch as they were being 
treated as “residents” in the year of their departure, with 
the consequence that their income outside India also suf- 
fered Indian taxation. As we have seen above, under the 
Income—tax Law, “residents” have to pay tax in India on 
their total world income, while “non-residents” pay tax 
only on their Indian income. This condition of dwelling 
place is being removed with effect from 1 April 1983, that 
is, the assessment year 1983-84. 
Yet another condition causing hardship was in relation to 
a person in India for 60 days or more in a year and who 
was in India for 365 days or more in the preceding 4 
years. For such persons also, a stay up to 182 days in a 
year does not make them “réEidents” with the resultant 
taxation in India of their foreign income. No doubt this 
benefit of 182 days is available only for the first year of 
their departure for the purpose of taking up employment 
outside India. A further amendment appears to indicate 
that the benefit of stay up to 182 days is not available to 
persons not taking up employment but becoming self- 
employed or otherwise. Self-employed persons will be 
governed by the test‘of stay of 90 days or more, as pro- 
vided in the explanation to Section 6(1) of the Income— 
tax Act, 1961.

' 

ll. REMITTANCE OF FUNDS TO INDIA 
The next amendment is to be found is Section 10 of the 
Income-tax Act, 1961, first in respect of Section 10(4A) 
which exempts from tax income from interest on moneys 
standing to the credit of a “non-resident” in a non—resi- 
dent (external) account in any bank in India in accord- 
ance with the Foreign Exchange Regulation Act, 1973 
(FERA). ' 

According to FERA, Indian nationals and persons of 
India origin holding foreign passports residing abroad 
can freely remit funds to India through banking channels 
and keep them in their accounts with banks authorised to 
deal in foreign exchange (“authorised dealers”). The fol— 
lowing facilities are available for these persons for remit- 
tance of funds to India and for making investments in 
India. 

1. Non-resident (external).accounts designated in 
Indian rupees (NR(E) accounts) 

The funds must be transferred to India through banking 
channels from the country of residence or from any other 
country in the External Account group other than Bul— 
garia, Czechoslovakia, German Democratic Republic, 
Hungary North Kor‘ea,‘ Poland, Romania and the 
U.S.S.R. The facility is also available to government ser— 
vants posted abroad on duty with Indian Missions and 
similar agencies set up abroad by the Government of 
India where the officials draw their salaries out of Cen- 
tral Government resources, Government servants de- 
puted abroad on assignments with foreign government 
or regional/international agencies like the World Bank, 
IMF, WHO, ESCAP, and officials of a State Govern- 
ment and public sector undertakings deputed abroad on 
temporary assignments or posted to branches of their of- 
fices abroad. ‘ 
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The advantages of opening the above type of account 
are: 
— The income accruing on the balances in the accounts 

is free of Indian income tax (Section 10 (4A) of ITA). — The account holders have the freedom to repatriate 
" the balances, along with the interest accrued 

thereon, outside India at any time without reference 
to the Reserve Bank of India. 

— Interest accruing 0n the accounts may be credited to 
the accounts freely by authorised dealers. ' 

— Debits to the accounts for local disbursements are 
freely permissible. — Purchase of units of the Unit Trust of India, Govern- 
ment securities and National Plan Certificates or Na— 
tional Sayings Certificates from the balances in these 
accounts may be made freely. — Dividends or interest on and sale or maturity pro- 
ceeds or repurchase price of the units, securities or 
certificates may be credited to the external accounts, 
on application to the Reserve Bank of India. 

2. Non-resident (external) accounts designated in 
foreign currencies (FCNR accounts) 

In order to provide account holders a cover against the 
risk of any loss arising from fluctuations in the exchange 
rate of currencies, a new scheme for opening non-resi- 
dent (external) accounts designated in special foreign 
currencies (pounds sterling and US. dollars) has been 
introduced. The accounts are maintained in the curren- 
cies in which the remittances are received and the funds 
are also to be repaid to the account holder, or transferred 
elsewhere in India under his instructions, in the same 
currency. The interest is paid in the currency in which the 
account is maintained. This interest is also free of Indian 
income tax (Section 10 (4A) of ITA). 
Thus, the exchange risk in respect of both the funds re- 
mitted to India by the account holders and the interest 
accruing on the funds is not to be borne by the non-resi- 
dent depositors. To start with, the accounts are main- 
tained in the form of fixed deposits for periods of 91 days 
and above, but not exceeding 61 months at a time. This 
period of 61 months can be further extended. 
The present condition for exemption under Section 10 of 
ITA is that the person should be a “non-resident” under 
ITA. The tests for being treated as “non-resident” under FERA and under ITA are entirely different. The amend- 
ment seeks to exempt such income of “non-residents” 
under FERA. 
To determine the residential status of a person under 
FERA, the following questions must be answered: 
— Is he an Indian citizen or not? 
— If he is an'Indian citizen, has he been staying in or 

outside India and for what purpose? 
— If he or she is a foreigner staying in India, what is the 

purpose of his or her stay, whether his or her wife or 
husband is a person resident in India, and what is the 
duration of his or her stay here? 

Section 2(p) of FERA lays down specific norms for de- 
termining the residential status of person as follows: 
(a) If an Indian citizen has been staying in India at any 
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time after 25 March 1947, he is regarded as a person 
resident in India. 

(b) If an Indian citizen has gone out of India: 
(i) for employment, business, or vocation outside 

India; or 
(ii) for any other purpose with the intention of stay— 

ing outside India for an indefinite period,
’ 

he is regarded as a person not resident in India. 
Even though the word “profession” is not mentioned 
in Section 2(p), if an Indian citizen leaves India to 
carry on his profession outside India, he will become 
a person resident outside India. 
If an Indian citizen has gone abroad for his studies, a 
pleasure trip, medical treatment, a business trip, vis- 
iting friends or relatives, and other purposes where 
the intention is not to stay abroad for an indefinite 
period, he will be regarded as a person resident in 
India during his stay abroad. 

(c) An Indian citizen who was abroad and was regarded 
as a person resident outside India under the preced- 
ing provisions will be regarded as a person resident in 
India when he returns to India for employment, busi- 
ness, or vocation in India. Similarly, if he returns to 
India for any other purpose with an intention to stay 
in India for an indefinite period, he will be regarded 
as'a person resident in India. 

(d) An Indian citizen who has not stayed in India at any 
time after 25 March 1947 coming to India for employ— 
ment, business, or vocation, staying with his or her 
spouse who is resident in India, or for any other pur- 
pose, with an intention to stay for an indefinite 
period, will be regarded as a person resident in India. 

(e) A foreign citizen who has come to stay in India for 
employment, business or vocation in India will be re- 
garded as a person resident in India. Similarly, if a 
foreign citizen stays in India with his or her wife or 
husband who is resident in India, the foreigner will 
be regarded as a person resident in India during his or 
her stay in India even if the stay of the foreigner is 
tem orary. 
If a oreigner stays in India for any other purpose and 
his stay is for an indefinite period he will be regarded 
as a person resident in India. If, however, a foreign 
citizen has become a person resident in India for the 
reasons stated in the preceding paragraph, he will be- 
come a non-resident during the period he is outside 
India even though that period is of short duration. 
For example, if an Indian after becoming a British 
citizen comes to India for employment, business or 
vocation in India, he will be regarded as a person 
resident in India. But during his temporary stay 
abroad, his status will change and he will be treated 
as a non—resident. 

(f) The residential status of "a person does not depend 
upon that of his or her husband, wife or parents. For 
example, if a married Indian citizen has gone abroad 
for employment, he will become a non-resident. If 
his spouse, who is otherwise treated as a person resi- 
dentin India, goes abroad to stay with him for a tem- 
porary period, she will continue to be a person resi- 

‘ dent in India, 
Thus it may be observed that the definitions of “resi- 
dent” and “non-resident” ’are totally different under FERA and ITA. 
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It is possible that a person may be non-resident under FERA but resident under ITA. Such a person would be 
denied this exemption. 
With a View to removing this anomaly it is proposed to 
provide that the exemption from income tax in respect of 
interest on non-resident (external) accounts shall be 
available in the case of a “person resident outside India” 
as defined in Section 2(q) of FERA. 
Similarly, the balance standing to the credit of such non— 
resident (external) accounts is exempt under Section 
6(ii) of the Wealth Tax Act, ,1957. 
The Finance Bill 1982 also seeks to exempt gifts made by 
non-resident Indian citizens and foreign nationals of In- 
dian origin out of the moneys to their credit in non-resi- 
dent (external) accounts in India. 
However, balances held in non-resident (external) ac- 
coun)ts are not exempt from Estate Duty (Le. death 
duty . 

A recent announcement made Bykthe Reserve Bank of 
India (RBI) permits overseas companies, firms, societies 
and trusts to invest freely in units of the Unit Trust of 
India, securities (other than bearer securities) of Central 
and State Governments and national savings certificates 
from the funds held in their NR(E) accounts and FCNR 
accounts or by sending remittances directly from abroad. 
Such investments enjoy the benefits of repatriation of 
capital as well as income earned. 
Overseas companies, partnership firms, societies and 
other corporate bodies which are owned to the extent of 
at least 60% by Indian nationals or persons of Indian ori- 
gin residing abroad, as well as overseas trusts in which at 
least 60% of the beneficial interest is irrevocably held by 

. such persons, can now open with any bank authorised to 
deal in foreign exchange in India NR(E) Rupee Ac- 
counts and FCNR Accounts in' US. dollars or pound 
sterling out of the funds transferred by them to India. 
Hitherto, only Indian nationals and persons of Indian 
origin residing abroad were given this facility. All au- 
thorised dealers have been permitted to freely open such 
accounts out of the funds received from any country in 
the External Account Group other than Bulgaria, 
Czechoslovakia, German Democratic Republic", Hun ga— 
ry, North Korea, Poland, Romania and the USSR. 
To open such accounts, the concerned party will, how- 
ever, have to produce to authorised dealers a certificate 
from an overseas auditor, chartered accountant, or cer— 
tified publicaccountant in a precribed form to the effect 
that the ownership/beneficial interest in these entities is 
held to the extent of at least 60% by Indian nationals or 
persons of Indian origin residing abroad. 

III. NATIONAL SAVINGS CERTIFICATES 
With a View to encouraging the remittance of foreign ex— 
change into the country, a new sub-section (4B) is pro- 
posed to be inserted with effect from 1 April 1983, that is, 
from assessment year 1983-84, to provide an exemption 
from income-tax for interest in 12% 6-year National Sav- 
ings Certificates to be issued hereafter by the Central 
Government. The exemption will be available to “non- 
resident” Indians or to foreign nationals of Indian origin 
provided that the subscription to the certificates is in 
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foreign currency in accordance with the provisions of 
.FERA. Thus, this exemption shall be available_only to 
initial subscribers of these 6% National Savings Certifi- 
cates. 
A corresponding exemption from wealth tax is also pro— 
vided by Section 5(1) (xvi c) of the Wealth Tax Act, 1957 
whereby non—resident Indian citizens and foreign nation- 
als of Indian origin can avail themselves of this exemp- 
tion provided that the subscription to the certificate is in 
foreign currency in accordance with the provisions of 
FERA. 
Similarly, Section 5(1) (ii d) of the Gift Tax Act, 1958 
seeks to grant exemption from gift tax to gifts of such 
Savings Certificates by non-residents to their relatives 
who are “residents” in India. For this purpose, “relative” 
is defined by Section 2(21) 0f the Income Tax Act, 1961 
as including husband, wife, brother, sister or any lineal 
ascendant or descendant of that individual. 

IV. INVESTMENT IN SHARES ‘ 

The recent announéement made by the RBI liberalises 
the policy governing investment in Indian companies by 
Indian nationals or persons of Indian origin residing 
abroad.

' 

RBI has also simplified the procedural formalities in this 
regard to facilitate a higher inflow of non-resident invest- 
ment. According to an RBI notification, the facilities are 
available to all Indian nationals or persons of Indian ori- 
gin residing abroad. 
The facilities extended include permission to invest in 
shares without any limit on the quantum or value of the 
investment, permission to make portfolio investments in 
shares with full benefits of repatriation of capital in- 
vested and income earned, and expeditious sale and 

. 

transfer of shares by such persons. 
Under the liberalised facilities, such persons can invest in 
shares through stock exchanges in India without any 
limit on the quantum and value of investment, either by 
fresh remittances from abroad or out of their NR(E), or FCNR 0r Non-resident Ordinary accounts. Repatriation 
of capital invested and income earned thereon will not, 
however, be allowed. 
In order to avoid references, for specific approval of each 
transaction, the RBI will grant permission to banks in 
India authorised to deal in foreign exchange for purchas- 
ing and selling shares on behalf of their clients. 
They can also invest in new issues of public or private 
companies engaged in any business activity (except real 
estate business) up to 100% of the issued capital without 
any obligation to associate resident Indian participation 
in equity capital at any time. 
They can also make portfolio investments in shares in 
India with full benefit of repatriation of capital invested 
and income earned thereon, provided:

V — the shares are purchased through a stockexchange; 
— the purchase of shares in any one company does not 

exceed 100,000 Rupees in face value or 1% of the 
paid-up equity capital of the company, whichever is 
lower; and 
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— payment for such investment is made either by fresh 
remlttances from abroad or out of the funds held in 
the NR(E) or FCNR account with a bank in India. 

As in the case of investment in shares without repatria- 
tion benefits, the RBI will grant permission to banks to 
purchase shares through stock exchanges on behalf of 
their non-resident customers, subject to the limit and 
conditions mentioned above. 
They can make investment in the new issues of new or 
existing companies in India (other than a FERA com- 
pany) up to 40% of total new capital with full benefits of 
repatriation of capital invested and income accruing 
thereon. They can also make investment with full repat- 
riation benefits in the capital raised by any company 
other than through issue of prospectus up to 40% of total 
new capital subject to a ceiling of 4 million Rupees. Such 
investments can be made in any industry including those 
in the “negative” list of industries (which has been with- 
drawn), as well as in the hotel industry. 
If subscriptions or portions thereof are refunded by com- 
panies, banks may allow the amounts to be re-credited to 
the applicants’ accounts from which they had been with- 
drawn earlier. Similarly, where subscriptions to new is- 
sues were remitted from abroad by such persons to com- 
panies in India or to bankers to the issues, banks may 
remit the refunds of Excess subscriptions to the con- 
cerned beneficiaries. 
The facility of equity investment with full repatriation 
benefit under the 74% scheme continues, with a further 
relaxation that the investment can now also be made in 
the hotel industry, apart from the priority industries. 
To facilitate the expeditious sale and transfer of shares 
by such persons through stock exchanges, a consolidated 
application furnishing full particulars of their holdings in 
quoted shares may be made to the RBI. The bank will 
grant permission for the sale of these holdings, initially 
with a one-year validity period, renewable for further 
periods subsequently. These shares can then be sold at 
any time within the validity period. ' 

Such person can freely invest in Six-year National Sav- 
ings Certificates. Such investments will be’free from 
wealth tax, income-tax and gift tax and they enjoy the 
same facilities as are available for repatriation of matur— 
ity proceeds of other Government securities or credit 
thereof to non—resident accounts of the beneficiary. 
All the facilities of direct and portfolio investments out— 
lined above have been extended to overseas companies 
partnership firms, societies and other corporate bodies, 
which are owned to the extent of at least 60% by Indian 
nationals or persons of Indian origin residing abroad as 
well as overseas trusts in which at least 60% of the benefi- 
cial interest is irrevocably held by such persons. 

V. EXEMPT GIFTS 
Section 5(1) (ii 0) of the Gift Tax Act 1958 seeks to grant 
exemption from gift tax of gifts to relatives of any amount 
of foreign currency or other foreign exchange remitted 
from a country outside India by non-resident Indians or 
foreign nationals of Indian origin. 
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THE 1982 INCOME TAX CHANGES 
.IN THE 
REPUBLIC OF SOUTH AFRICA 

by Dr. Erwin Spiro 

Presenting the 1982 Budget on the 24th March, 1982, the 
Minister of Finance, Prof. Owen Horwood, confessed to 
aspiring to comply with three minimum requirements: 
first, to restrict the increase in government spending as 
much as possible without disrupting the provision of es- 
sential services; second, in order to assist in curbing 
monetary demand and to prevent undue upward pres- 
sure on interest rates, to reduce the ‘deficit before bor- 
rowing’ as a percentage of gross domestic produCt to well 
below its average of 3.4% over the past 22 years and, 
third, to finance this deficit in such a manner that not’ ' 

only the Exchequer, but also the government sector as a 
whole,' including the extra—budgetary funds, were able to 
:avoid a net recourse to bank Credit. It is against this 
background that the following income tax changes must 
be understood. 

l. STRUCTURAL INCOME TAX REFORMS 
Fringe benefits 
The recommendations of the Parliamentary Commis— 
sion in respect of fringe benefits arising from employ— 
ment or from the holding of an office will, upon receipt, 
be considered by the government without delay and, if 
found to be acceptable, be notified to employer and 
employee organizations in good time so that any legisla- 
tion which may be required can be introduced early in the 
next year in order to ensure that the recommendations 
take effect as from 1 March 1983 (that is for the 1983/ 1984 
tax year). 

Final PAYE deduction system 
As announced in the 1981 Budget speech, persons whose 
taxable incomes (that is net salary (wage) after deduction . 

of medical expenses, pensmn and retirement annuity 
fund contributions and the allowance of the earnings of a 
spouse), do not exceed R7,000, will, with effect from 1 

V March 1982, no longer be required to submit annual re- 
turns of income. In the present budget the Minister of Fi- 
nance made it quite clear that the new measure would not 
be applipable to persons who received substantial invest- 
ment income not taxed at source or to those whose in- 
come was received in a form other than fixed salaries, 
wages or pensions. 
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ll. ONGOING TAX REFORMS 
Exemptions 
The first R100 of the aggregate income derived from in- 
terest and dividends will be 'exempt from tax, such 
exemption being granted to all taxpayers irrespective of 
their income. ,

— 

Rebates 
The primary rebates have been increased by R120. 

Deductions 
Married women. It has still not been possible to formu—- 
late a preferable alternative to the present system‘ 

‘ whereby the incomes of married persons are aggregated 
for taxation urposes. However, the deduction allowed 
from the earnings of a married woman is increased from 
the R1 ,200 applicable in the 1980/1981 tax year to R1 ,400 
in the 1981/1982 tax year and t0 R1,600 in the 1982/1983 
tax year. 
Housing. Investors who plan to erect housing accommo- 
dation for rent will be granted the annual depreciation al- 
lowance of 2% at present applicable to new industrial 

. buildings. This will apply to all new housing projects 
which offer not less than five family housing units for‘ 
rent, provided the erection commences on or after 1 

’ April 1982: 
In addition an initial allowance of 10% of the cost of the 
project will be allowed as a deduction from income in the 
year in which the project is completed and the accommo- 
dation is first let to tenants. 
If the developer of the housing project should dispose of 
such property either by means of an outright sale of the 
whole project or through sectional little selling of indi-- 
vidual units, or in any other way, the allowances previ— 
ously granted will be recouped and included in his tax- 
able income. 

Taxable income of long-term insurance companies 
In View of the enormous growth of the long-term insur- 
ance industry, the percentage of gross investment in- 
come used as a yardstick for measuring taxable income'is 
to be increased from 30 to 40%. 

Loan levy on individuals 
"A 5% loan levy will be imposed on income tax payable by 
individuals, the following taxpayers being exempted 
therefrom: 
(a) persons of all age groups whose incomes are R7,000 
or less. Falling as they do, at least most of them, under 
the Final PAYE Deduction System (supra), they will be 
taxed at a fixed rate, and it would not be fair to impose 
upon them the further loan levy. 
(b) other persons, whose basic normal income tax be- 
fore the addition of loan levy amounts to R150 or less; 
(c) persons who are 70 years of age and older and 
whose taxable incomes exceed R7,000, but do not ex- 
ceed R15,000 er annum (they, of course remain liable 
for normal taxg) . 
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The levy is a compulsory loan, repayable within a 
maximum period of 7 years at simple tax-free interest, its 
rate being raised from 5 to 8%. 

Company tax 1 

Ordinary companies. The present 5% surcharge is to be 
Incorporated 1n the basm rate, thus becoming 42% , and a 
further surcharge of 10% is to be levied on such new basic 
rate. .

' 

This applies to all companies excluding gold and 
diamond mining companies. 
Gold and diamond mining companies. The basic rate is 
not increased. But the present surcharge of 5% is in— 
creased to 15%. That change serves the purpose, inter 
alia, to meet the increased demands which will be made 
on the Exchequer in the form of assistance to the margi- 
nal gold mines. 

III. RATES OF (NORMAL) INCOME TAX 
Persons other than companies 
Persons other than companies are, in respect of the tax- 
able income derived in the-year of assessment ending 28 
February 1983 or 30 June 1983, whichever is applicable, 

subject to (normal) income tax at the rates contained in 
the TABLE attached, with a maximum basic marginal 
rate of 50% and with the addition, in the case of unmar- 
ried persons, of a 20% surcharge on the tax. The 
maximum rate is reached where the taxable income ex- ‘ 

ceeds R40,000 in the case of married persons and 
R28,000 in the case of unmarried persons" 
If the taxable income is greater than R7,000 and the tax is 
not less than R150, the loan levy of 5% , mentioned 
above, must be added to such tax. 

Companies 
Companies are, in' respect of taxable income derived in 
respect of every year of assessment ending during the 
period of twelve months ending on 31 March 1983, sub- 
ject to the following rates of (normal) income tax: 
(i) on each R of the taxable income (excluding taxable 

income derived from mining operation and taxable 
income referred to in (ii)(c)) 42 cents plus a sur- 
charge equal to 10% of the tax; 

(ii) in respect of taxable income derived from gold min- 
1ng: _ 

(a) in the case of any mine other than a.post-1966 
gold mine an amount determined in accordance 

Taxable income 
Where the taxable income — 

‘ 

does not exceed R7,000 .................................... 

INCOME TAX TABLE REFERRED TO IN Ill. ABOVE 
for persons other than companies 

Rates of tax 

10% of each RT of the taxable income; _ 

exceed$hR 7,000 but does not exceed R 8,000 R 700 plus 12% of the amount by which the taxable inCome exceeds R 7,000 
exceeds R 8.000 but does not exceed R 9,000 B 820 plus 14% of the amount by which thetaxabie income exceeds R 8.000; 
exceeds R 9,000 but does not exceed R10,000 R 960 plus 16% ofthe amount by which the taxable income exceeds R 9,000; 
exCeeds R10,000 but does not exceed R11,000 
exceeds R11,000 but does not exceed R12,000 
exceeds R12,000 but does not exceed R13,000 
exceeds R13.000 but does not exceed R14.000 
exceeds R14,000 but does not exceed R15,000 
exceeds R15,000 but does not exceed R16,000 
exceeds R16.000 but does ndt exceed R18,000 
exceeds R18,000 but does not exceed R20,000 
exceeds'RZODOO but does not exceed R22.000 
exceeds R22,000 but does not exceed R24,000 
exceeds'R24,000 but does not exceed R26,000 
ekceeds‘R26,000 but doeé nbi exceed R28,000 
"exceeds R28,000 but does not exceed R30,000 
exceeds R30.000 but does ntéxceed-RS'ZDOO 
exceeds R32,000 but does not exceed R34,000 
exc_eeds_R'3,4.,QOO but does not exceed R36,000 

v exceédé Réeooobut does ndt exceed R38.000 
exéeed's‘R38,000 but does not exCeed R4o,ooo 
ekceeds R40,000 .......................................... 

:nzuzn'mm‘m'mmmzuznmzn 

R 1,120 plus 18% of the amount by which thetaxable income exceeds R10,000; 
R 1,300 plus 20% of the amount by which thetaxable income exceéds R11,000; 
R 1,500 plus 22% of the amofint by which the téxable income exceeds R12,000; 

1,720 plusv24% of the amount by which theltaxable income exceeds R13,000; 
1,960 plus 26% of the amount by which the taxable ihcomé exceeds R14,0QO; 
2,220 plus 28% of the amount by which the taxable income exceeds R15,000; 
2,500 plus 30% of the ar‘riourjt by which thetaxable income éxceeds 916,000; 
3,100 plus 32% of the amount by which the taxable income exceed$R18,000; 
3,740 plus 34% ofthe amount by which the taxable ihcome exceedsIRéODOO; 
4,420 plus 36% of the amount by which the taxable income exceeds R22,000; 
5,140 plu338% of the amount by which the taxable ihcomé exceeds 824,000; 
5,900 plus 40% of the amount by which the taxable income exceeds R26,000; 
6.700 plus 42% of the amount by which the taxable income éxceeds R28,000; 
7,540 plus 44% of the amount by which the taxable income exceeds R30,000; 
8,420 plus 46% of the amount by which thetaxable income exceeds R32,000; 

R10.280 plus 48% of the amount by which the taxable income exceeds R36,000; 
R11,24O plus 49% of the amount by which the taxable income exceeds R38,000; 
R12,220 plus 50% of the amount by which the taxable income exceeds R40,000. 

9,340 plus 47% of the amount by which the_ taxable income exceeds R34.000; A 
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with one of the formulae laid down plus a sur- 
- charge which is not payable in respect of certain 
assisted gold mines equal to 15% of the said 
amount; .

. 

(b) in the case of post-1966 gold mines an amount de- 
termined in accordance with one'of the formulae 
laid down plus a surcharge of 15%- of the said 
amount; I 

. (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)in the_ case of companies mining for diamonds 45 
cents per R1 of the taxable income plus a surcharge 
of 15% of such amount; ' 

‘
, 

(iv)in the case ofcompanies mining, but not for gold or 
diamonds, the position is the same as in the case of a 
non-mining company (see (i) above). ' 

Taxpayers carrying on long-term insurance busi? 
ness 
The taxable income derived from the carrying on of lon'g-A 
term insurance business by any taxpayer who carries on 
such business in the Republic (whether on mutual princi— 

ples or otherwise) is deemed to be an amount equivalent 
to 40% of the gross income derived from investments. 

IV. RATES OF OTHER TAXES CONTAINED IN THE 
_ 

INCOME TAX ACT 
_ 

Non-resident shareholders’ tax . 

Thenon-resident shareholders" tax is 15 % of the amount 
of the dividend or interim dividend in question. 

Uhdistributed profits tax 
The undistributed profits tax is 331/3 cents on every R1 by 
which the ‘distributable income’ as defined exceeds the 
amount of, dividends distributed during the ‘specified 
period’ as defined. 

VNon-residents’ tax On interest 
The non-residents’ tax On interest is 10% on the amount 
of th¢ interest in question. 

Donations tax 
' 

v The donations tax is at progressive block rates, the block 
exceeding R90,000 being taxable‘ at the rate of 25%. 

SOUTH AFRICA: 
Budget 1982 
Extracts from the Budget Speech pronounced by. 
Professor Owen Horwood, Minister of Finance, on 24 March 1982. 

World economic recession 

This year’s Budget is being presented against 
the background of a serious and long-lasting 
world recession. In the United States the rate 
of real economic growth was actually negative 
in 1980, less than 2% in 1981 and, according 
to the latest forecasts of the Organization for 
Economic Co-operation and Development, 
will be negative again in 1982. In the United 
Kingdom, the real economic growth rate was 
minus 1.7% in 1980, minus 2% in 1981 and is 
now expected to recover to a small positive fi- 
gure in 1982. In West Germany a growth rate 
of minus 1% in 1981 is expected to be trans- 
formed into a positiVe rate of just over 1% in 
1982. In addition, the countries behind the 
Iron Curtain and a number of important oil- 
producing states have been experiencing seri- 
ous economic difficulties, whiéh have forced 
some of them to sell large quantities of gold 
on world markets. At the same time, the 
economic plight of most Third World coun- 
tries has reached critical proportions. ' 

Revenue 1982-’83 

Estimated total révenue on the current basis 
of taxation amounts to R15 417 million, 
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which is 7.9% higher than the revised 1981- 
’82 estimate of R14 290 million. Receipts 
both from Inland Revenue and from Customs 
and Excise are expected to increase # Inland 
Revenue by R912 milion and Customs and 
Excise by R215 million. These estimates al- 
ready include the increased proceeds to be 
collected from the one percentage point in- 
crease in general sales tax and the 10% import . 

surcharge announced last month. 
The additional revenue from .these two 
sources, now estimated to amount' to about , 

R1 235 million, will in itself only partly offset 
the decrease in“ the collections from income 
tax on gold mines and gold mining leases. Es- 
timated receipts from the gold mining indus- 
try during 1982-’83 ‘most probably Will 
amount to no more than R900 million, com— 
pared with R2 171 million in 1981-’82 — a re- . 

duction of nearly R1 300 million‘in one year. 
This huge loss in revenue is the direct result of 
the adverse effect'that the drop'in_ the gold 
price and cost escalations are expected to, 
have on the operating results-of the gold 
mines. 
Uncertainty regarding the future behaviour 
of the gold price makes it extremely difficult, 
if not virtually impossible, to predict with any 
degree of accuracy Exchequer revenues from 
this source. While I am certainly not pessimis- 
tic on the longer term outlook for gold — any- 
thing but — it would only be prudent to assume 
that the average gold price for the year 1982- 

’83 will be significantly below the average 
realized during the current financial year, and 
I have framed my gstimates accordingly. 
To sum up, on the current basis of taxation, 
'total tax revenues of R15 417 million are 
available to finance total expenditures of 
R18 238 million. The deficit before borrow- 
ing at his stage thus amounts to R2 821 mil]- 
on. '

- 

Despite the financing problems we are faced 
w1th now, I wish to announce the folloWing 
concessions. ' 

Final PAYE deduction system 

In my Budget speech last yéar I announced 
that, with effect from the tax year which com- 
menced 'at the beginning of this month, per- 
sons in the lower incOme categories who de- 

' rive their income entirely, or almost entirely, 
‘ 
from salanes,‘ wages _or pensions, will no 

' longer be requ1r_ed_to submlt annual returns 
of'income. In the majority _of such cases the- 
PAYE, which will be deducted in terms‘of the 
new deduction tables Which cam'e into opera— 
tion on thefirst of this month, will represent a 
final settlement of their'tax liability. A sub- 
stantive amendment was included in .last 
year’s Income Tax Act to make this possible. 
Persons 'affected by_ this measure are those 
whose taxable incomes, that is, net salary 
.after deduction ’of medical expenses,'pension 

‘ and retirement annuity fund contributions, - 

and the allowance in respect of the earnings of 
' 

a spouse, do not exceed R7 000. 
The new measure cannot, of course, be ap- 
phed to persons who receive substantial in-‘ 

vestment Income not taxed at source, or to 
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~ xiillion in 1975 to R0.9 million in 1980, 
_.a'ddubt mainly due to the advent of televi- 
sion. _

I 

The Standing Commission has recommended 
that the tax be abolished. I' am in agreement 
with this recommendation and, in the interest 7 

of more efficient administration, accordingly 
propose that the tax be abolished with effect 
from 1 April 1982. The loss of revenue will 
amount to some R1 million. 
The total of the concessions I have just out- 
lined amount to R34 million and will reduce 
receipts from Inland Revenue from the 
printed figUre of R13 198 million to R13 164 
million. 

Before turning to certain proposals for rel_ief 
from excise duties, there are two further 1n- 
land revenue matters to which I should like to 
refer. 

Fringe benefits 

The taxation of fringe benefits arising from 
employment or from the holding of an office, 
which has been part of our income tax law 
ever since its inception, has in principle been 
reaffirmed by the Government. The question 
in regard to the uniform valuation of such 
benefits is, however, one which should be ap- 
proached very circumspectly. 
Certain proposals were first put forward by 
the Franzsen Commission in 1970. The mat— 
ter was subsequently investigated by Inland 
Revenue and the Standing Commission on 
Taxation Policy. After protracted and wide- 
ranging discussions, it was decided that the 
Standing Commission’s valuation proposals 
should form the basis of an in-depth inquiry 
by a Parliamentary Commission. 
Although reports have appeared in the Press 
to the effect that the proposals for the taxa- 
tion of fringe benefits have been shelved, I 

wish to give the assurance that this is not the 
case. The recommendation of the Parliamen- 
tary Commission, will, upon receipt, be con- 
sidered by Government without delay and, if 
found to be acceptable, will be notified to 
employer and employee organizations in 
good time so that any legislation which may 
be required can be introduced early in the 
next year in order to ensure that the recom— 
mendations take affect as from 1 March 1983, 
that is for the 1983-‘84 tax year. 

Fiscal incentive measures 

In my Budget Speech on 26 March 1980] indi- 
cated that I had directed the Standing Com- 
mission on Taxation Policy to investigate the 
initial and investment allowances accruing to 
manufacturers and to make recommenda- 
tions to me in this regard. The matter is one of 
extreme complexity and, as I previously said, 
caution is needed before any change ismade 
to the status quo. I am informed that the 
Standing Commission has made good prog- 
ress in its task and am hopeful that it will be 
possible for the Commission to submit its re- 
commendations to me within the next few 
months. It appears unlikely, however, that 
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any consequential legislatiOn will be intro- 
duced during the current session of Parlia— 
ment. 
I wish now to propose two concessions in re- 
gard to exase dunes. 

Excise duty concessions 

Natural wines 
The agricultural industry in the Western Cape 
is one of the main supports of the regional 
economy and provides an important impetus 
to development and growth. It is also true'that 
agriculture in this region is much dependent 
upon the weal and woe of the products of the 
vme. 
At the same time wine provides the State with 
not inconsiderable excise revenues and in this 
way assists in financing necessary expendi- 
tures. Yet it is also true that in the case of 
natural wines, notwithstanding a slight, albeit 
consistent upturn in demand, consumption 
per capita today is still below the 1975 level 
and this despite an annual average producers’ 
price rise of less than 9% during this period. 
I wish to propose, therefore, that the full ex- 
cise duty of 3 cents per litre on natural wines 
be abolished. Though the incidence of this 
duty may be small, I am told the concession 
will bring South Africa into line with other 
wine-producing countries such as West Ger- 
many, Italy, Austria, Switzerland and Aus- 
tralia. 

The loss of revenue is calculated to amount to 
R6 million in 1982-’83. 
In the case of natural fermented apple, pear 
and orange beverages I propose that the ex- 
cise duty be similarly withdrawn. The loss of 
revenue in this case will be minimal. 
Natural fruit juices are, of course, not subject 
to any excise duty. 

Non-alcoholic beverages 
This industry has had to cope in recent times 
with substantial increases in input costs, one 
of the latest examples bein an increase in the 
price of sugar of some 13%. Any tax conces— 
sions will grant a measure of relief not only to 
the producer and the consumer but will also, I 

understand, tend to be helpful to the small 
businessman in the rural areas. I wish to pro- 
pose, therefore, ‘hat the excise duty on non— 
alcoholic beverages be reduced by 1 cent per 
litre. This will mean an estimated loss of rev- 
enue in 1982-’83 of some R10 million. 
Government notices to give effect to these 
proposals will appear tomorrow. 
The total cost of these two concessions will 
amount to R16 million and will reduce the in- 
come from customs and excise duties in the 
printed Estimates of Revenue to R2 203 mill- 
Ion. 

Financing of deficit 

The estimate of total revenue is now R15 637 
million, which leaves me with a deficit before 
borrowing of R2 871 million at this stage. 

After adding to the deficit an amount of 
R1 246 million to provide for loan redemp- 
tions and other loan expenditures — the latter 
figure is very substantially lower than total re- 
demptions for the 1981—’82 financial year — 
the total financing requirement will amount 
to R4 117 million. 
I propose that this amount be financed as fol- 
lows:

~
R 

million 
Public Debt Commissioners 1 290 
Reinvestment of maturing stock 614 
New stock issues 800 
Non-marketable securities 550 
Foreign loans 250 
Surplus carried forward 
from 1981-’82 16 

R3 520 
This still ledves me with a shortfall of R597 
million. 

National Defence Bonds and Defence Bohus 
Bonds 
I should explain that the non—marketable sec- 
urities I have just mentioned comprise tax- 
free Treasury Bonds, tax-free Defence Bonus 
Bonds and taxable National Defence Bonds. 
Recently in my Part Appropriation speech I 

announced an increase in the interest rate on 
Treasury Bonds and indicated that I would 
also deal with improvements in the terms of 
issue of National Defence Bonds and De- 
fence Bonus Bonds in due course. 
It has now been decided that the interest rate 
payable on fully taxable National Defence 
Bonds — which have a minimum currency of 
twelve months — be raised from 11% to 14% 
with effect from 1 April 1982 to make them 
more attractive in the market. 
From the same date the method of calculating 
interest on the tax-free Defence Bonus Bonds 
will also be changed from the current 5% sim- 
ple interest basis to a 5% monthly com- 
pounded basis, which will yield an effective 
5.66% per annum over a five—year term. This 
compound rate of interest will also apply to all 
existing unredeemed investments made since 
the inception of the scheme provided that the 
Bonds are not redeemed before 1 April 1983. 
Interest on redemptions made before that 
date will continue to be calculated at the exist- 
ing simple interest rate. These adjustments 
should at least ensure a positive flow of invest- 
ment funds into these two investment media. 
The loan programme set out above presup- 
poses that funds be obtained in the domestic 
market in a non-inflationary manner at realis- 
tic market-related rates and care will there- 
fore be taken to limit the individual stock is— 
sues to smaller amounts obtainable without 
undue difficulty and without placing undue 
pressures on the money and capital markets 
and thus on interest rates. Smaller stock is- 
sues will also ensure a more even distribution 
of cash flows to the Treasury throughout the 
year. 
I also believe that the Exchequer should ap- 
proach the markets for its loan requirements 
on a more regular basis than hitherto. The 
success of the Treasury’s first tender issue has 
been most heanening considering the dif- 
ficult conditions pertaining in the market at 
the time, and this method will again be used 
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those whose income is received in a.form 
other than fixed salarles, wages or pensnons. 
It is gratifying to note that even at the rela- 
tively low income levels, many persons are 
still able and willing to save, and in order to 
encourage savings and not to deprive them of 
the benefits of the new system, I furthermore 
propose that the first R100 of their aggregate 
income derived from interest and dividends 
be exempt from tax. This exemption will, in - 

fairness, be granted to all taxpayers irrespec- 
tive of their income, and I estimate the con- 
comitant loss of revenue to the Fiscus for the 
1982-’83 financial year at R13 million. ' 

Although taxpayers in the category I have 
mentioned will not in future be required, as a 
matter of course, to submit returns of income 
for assessment purposes, I realize that fac- 
tors, such as the birth of a child or abnormally 
high medical expenses may result in over—de- 
ductions of PAYE. In such cases, taxpayers 
will still be entitled to ask for an assessment 
and a refund of tax overpaid. 
There is a point which I would like to stress in - 

regard to the new system, and that is it does 
not affect the year of assessment which ended 
on 28 February this year. Income tax returns 
in respect of that year were recently mailed 
and must still be completed by all taxpayers. 
The Commissioner for Inland Revenue will in 
due course advise all those taxpayers who will 
not in future be required to complete returns 
of income. 
The adjustments and simplifications which I 
have referred to will make the tax collection 
system that much more cost-effective and is a 
further positive step in our overall tax reform 
programme. 

Primary rebate 

It is apparent from the new normal tax rate 
table which will be tabled today, that the rate 
of tax applicable to the first R7 000 of an indi- 
vidual’s taxable income is 10%. Previously 
the rate of tax for the first R6 000 was 8% and 
from R6 001 to R7 000 it was 10%. The pro- 
posed new rate results in an additional R120 
gross tax payable, before the deduction of re- 
bates. The increase in the rate is not intended 
to be an additional impost on taxpayers but 
has been decided upon as part of the scheme 
for the elimination of unnecessary income tax 
assessments in the case of salary earners 
whose taxable incomes do not exceed R7 000, 
as explained. To neutralize the increase in the 
gross rates, an additional rebate of R120 was 
provided for in last year’s Income Tax Act as 
part of the scheme to put into operation the PAYE final deduction system as from 1 
March 1982. 
The sacrifice of revenue, which is confined to 
the R0 - R7 000 income sector, is estimated at 
R40 million and has also already been taken 
into account in the printed Estimates of Rev- 
enue. 
The increase in the primary rebate, taken to- 
gether with the standard deductions for medi- 
cal and certain‘ other expenses and the stan- 
dard insurance rebate provided for in last 
year’s Income Tax Act, will have the effect of 
raising the'tax thresholds of individuals with- 

out children or dependants as follows: 
Present Proposed 
threshold threshold 

Married person ' 

— 
, 

under 60 R2 500 3 800 — 60 but under 70 R4 000 R5 000 — 70 and over RS 000 R5 800 
Unmarried person — under 60 R1 500 R2 850 — 60 but under 70 R3 000 R4 050 — 70 and over R4 000R4 850 

Married women 

Honoré de Balzac once said that “women are 
always afraid of thing which have to be di- 
vided”. This does not seem to be the case with 
the vexed question of the taxation of the in- come of married women, a matter which con- 
tinues to enjoy the attention of the Depart- 
ment and the Standing Commission on Taxa- 
tion Policy. - 

It has still not been possible to formulate ‘a 
preferable alternative to the present system 
whereby the incomes of married persons are 
aggregated for taxation purposes. However, 
as I announced during my 1981-’82 Budget 
Speech, one of the consequential adjustments 
which would be necessary to facilitate the in- 
troduction of the Final PAYE Deduction Sys- 
tem referred to, is that the deductionallowed 
.from the earnings of a married woman would 
need to be increased in two stages, from the R1 200 applicable in the 1980-’81 tax year, to R1 400in1981-’82, and to R1 600in1982-’83. 
I trust that this concession will further reduce 
the real tax burden of women engaged in gain- 
ful employment or in a trade or profession. 
The loss of revenue for the 1982-‘83 financial 
year is estimated to amount to R19 million. 
I may add that the total loss of revenue as a re- 
sult of the introduction of the Final PAYE 
Deduction System, including amounts al- 
ready accounted for in the printed Estimates 
of Revenue, will aggregate no less than R109 
million in a full year. 
The effect of the final deduction system with 
its inbuilt standard deductions and rebates 
and increased deduction from a married woman’s earned income, can best be illus- 
trated by an example. Take the case of a mar- 
ried couple under the age of 60 years with no 
children, where the husband earns R4 000 
and the wife R2 500 per year, a total of R6 500. In the tax year which ended on 28 
February 1982, tax amounting to some; R210 
had been deducted in their case. In the pre- 
sent tax year ending 28 February 1983, total 
tax deductible will only amounLto R109, and 
no further tax returns or adjusting assess- 
ments will be issued. I regard this to be a very 
meaningful concession to they-lower income 
groups in South Africa. 

Housing 

As indicated ~ earlier, the provision of 
adequate and sufficient housing remains a 
problem which enjoys a very high priority 
with the Government. Not only have substan- 
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tial public funds been allocated over the years 
for the provision of housing, but employers have al§o been encouraged by means of tax copqessmng to assist employees in either ac- qulrmg that own homes or in obtaining re- 
nted accommodation. ’ 

The provisign of adequate financial re- 
_sources, partlcularly for housing for the lower 
Income groups, is at present being studied in 
depth by an expert committee representing 
the private and public sectors under the chair— 
manship of the Deputy Minister of Finance. 
The private sector will be called upon to make 
a much more substantial contribution to- 
wards solving this problem, but in the mean— 
time I feel it appropriate for the Government 
to offer further tax concessions specifically to 
encourage the construction of new accommo- 
dation for rent, at present at a premium 
throughout the country. 
Various schemes and suggestions have been 
researched, but most were found to be either 
impracticable, too open to abuse, or even in 
conflict with sound taxation principles. 
I am prepared, nevertheless, to offer the fol- 
lowing concessions to investors who plan on 
erecting accommodation for rent: The annual 
depreciation allowance of 2% at present ap— 
plicable to new industrial buildings will be ex— 
tended to include all new housing projects 
which offer not less than 5 family housing 
units for rent. This will apply to all qualifying 
housing projects the erection of which com- 
mences on or after 1 April 1982. 
In addition I wish to propose that an initial al- 
lowance of 10% 0f the cost of the project be 
allowed as a deduction from income in the 
year in which the project is completed and the 
accommodation is first let to tenants. 
If the developer of the housing project should 
dispose ofsuch property either by means of an 
outright sale of the whole project or through 
sectional title selling of individual units, or in 
any other way, the allowances previously 
granted will be recouped and included in his 
taxable income. Details of the allowances will 
be contained in the Income Tax Bill which will 
be presented to Parliament later in the ses- 
mom. 
I am confident that these concessions will 
stimulate the provision of accommodation for 
rent for the benefit of those dependent on 
such accommodation, and will assist investors 
materially with their cash flow prolems and 
return on investment. 
It is estimated that the loss of revenue which 
this concession will entail in 1982-’83 will not 
exceed R1 million, but it could amount to ap- 
proximately R500 000 for each R10 million 
invested in such projects in a full year. 

Cinematograph films tax 

The cinematograph films tax has been ip op- 
eration in its present form since 1960. It 15 im- 

, 
posed at the rate of 3 cents on admission tic- 
kets of more than 35 cents, and has remained 
unchanged over the years. The tax has never 
been'a substantial contributor to the State 
coffers and, in fact, the yield has declined 
dramatically over the last five years; from 
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for the April issue and probably for further is- 
sues during the year. 
It is imperative that the shortfall of R597 mill- 
ion be financed in a non-inflationary manner, 
most suitably by way of taxation. Various op- 
tions are open to me in this respect, but con- 
sidering all the positive and negative effects of 
the various taxes, a choice had to be made as 
to the most desirable package under present- 
day and expected conditions. 
I wish to turn, then, to the additional taxation 
proposals. As Henry Ward Beecher so aptly 
states it: “In this world it is not what we take 
up, but what we give up, that makes us rich”. 
Let us not give up grudgingly for the rewards 
will be plentiful. ' 

Ad valorem excise duties 

In 1978 certain ad valorem duties were im- 
posed on less essential goods such as jewel- 
lery, photographic equipment, furs and the 
like. I feel it essential for these items to make 
a further contribution to the State coffers and 
wish to propose that the present ad valorem 
duties on certain locally produced gods as 
well as their imported equivalents be raised 
from 20% and 25% to 25% and 30% , respec- 
tively. 

This proposal is expected to yield additional 
revenue of some R28 million in the 1982-’83 
financial year and should also assist in curbing 
consumer demand. The increased duties will 
become effective as from 25 March 1982 and 
will be applicable to all imported goods con— 
cerned which have not been cleared for home 
consumption before that date and to all simi- 
lar locally manufactured goods which by to- 
morrow have not been removed from the pre- 
mises of manufactures and owners of 
warehouses licensed by the Commissioner for 
Customs and Excise. ' 

Advertising 

General sales tax 
General sales tax is levied on a wide variety of 
commercial and industrial services, for exam- 
ple repair services, the services of tailors, 
hairdressers, launderers', photographers, 
signwriters and printers, to mention only a 
few. The omission from this list of advertising 
services is somewhat anomalous and I feel 
that the taxation of such services for the pur- 
pose of producing revenue is fully justified 
and will not prove to be unduly burdensome. 
It is, therefore, proposed to amend the Sales 
Tax Act to bring advertising services within 
the ambit of the Actas from 1 August 1982. 
There may be certain practical problems in 
this regard and I have, therefore, instructed 
the Commissioner for Inland Revenue to 
liaise with the advertising industry and media 
in order to iron out these problems before the 
legislation is drafted. 
The additional revenue from this source is es- 
["118t git R31 million for a full year and at 
R20 mllllon for the current financial year. 

Company tax 

During 11 of the last 14 years a surcharge 
ranging from 2.5% to 10% was imposed on 
the income tax payable by companies. In ad- 
dition, in most of these years a loan levy was 
also applied. The present surcharge on the 
basic rate of 40% amounts to 5%, which 
makes the effective rate of tax on all com- 
panies excluding gold and diamond mining 
companies — 42%. 
This is a low rate by world standards. In view 
of the fact that basic company tax rates have 
remained unchanged since 1970, I propose 
that the present 5% surcharge be incorpo- 
rated in the basic rate. I propose, further, that 
a surcharge of 10% be levied on the new basic 
rate for all companies excluding gold and 

‘ diamond mining companies. 
The additional tax that will be collected by the 
increase in the effective rate from 40 to 42% 
and the 10% surcharge is estimated at R400 
million for a full year and at R300 million for 
the 1982-’83 financial year. 
I do not propose to increase the basic rate of 
tax applicable to gold or diamond mining 
companies. Gold mining companies pay tax 
according to a formula which varies with pro- 
fitability, and to which is added a 5% sur- 
charge, while the tax on diamond mines is 
45% plus a 5% surcharge, an effective rate of 
47.25%. 
In the circumstances prevailing, however, I 
consider it is not inappropriate to increase the 
surcharge in the case of the gold mining as 
well as the diamond mining companies by 
10%, that is, from 5% to 15%, to provide in 
this way much needed additional revenue 
from which to meet, inter alia, the increased 
demands which will be made on the Ex- 
chequer in the form of assistance to the margi- 
nal gold mines. In this way the more profita- 
ble mines will contribute partly to the 
strengthening of the total mining industry. 
The yield from the additional surcharge on 
gold and diamond mining companies is esti- 
mated to amount to R115 million in a full year 
and R105 million in the 1982—’83 fiscal year. 

Long-term insurance companies 

The taxable income of companies carrying on 
‘ long—term insurance business cannot, be- 
cause of the nature of their business, be deter- 
mined according to normal accounting princi- 
ples and it has always been neccessary to pro- 
vide special rules for this purpose. Since 1959 
the basic measure for the determination of 
taxable income from life insurers has been 
30% of gross income derived from invest- 
ments. 
Over the years the long—term insurance indus- 
try has grown enormously and I feel it is only 
fair that it should make a greater contribution 
to the Exchequer. I propose, therefore, that 
the percentage of gross investment income 
used as a yardstick for measuring taxable in- 
come be increased from 30 to 40%. 

The taxagion positjon of the lon -tcrm life in— 
surance Industry IS a matter w ich requires 

' further investigation and I have instructed the 
Standing Commission on Taxation Policy and 
the Commissioner for Inland Revenue to con- 
sider the matter in depth during the recess in 
consultation with the whole industry and to 
report as soon as practicable. 
The additional revenue to be collected during 
the currept fm_ancia| year as a result of this 
proposal lS estlmated to amount to R38 mill- 
10n. 

Loan levy on individuals 

The additional tax that can be collected based 
on the proposals I have just made 'amounts to 
R491 milion which still leaves "me with a de- 
ficit of R106 million. 
Few will differ from Thomas Jefferson when 
he remarked: “The purse of the people is the 
real seat of sensibility. Let it be drawn upon 
largely, and they will listen to truths which 
could not excite them through any other 
organ.” 
I wish thus to propose, finally, the imposition 
of a 5% loan levy onjncome tax payable by in- 
dividuals, but subject to exempting the fol- 
lowing taxpayers: 
(a) Persons of all age groups whose incomes 

are R7 000 or less. These taxpayers, the 
majority of whom will fall under the 
Final PAYE Deduction System to which 
I referred earlier on, will be taxed at a 
fixed rate. I do feel that no further loan 
levy should be added to their tax; 

(b) Persons, other than those I have just 
mentioned, whose basic normal income 
tax before the addition of loan levy 
amounts to R150 or less; and 

(c) in the Year of the Aged, persons who are 
70 years of age and older and whose tax- 
able incomes exceed R7 000 but do not 
exceed R15 000 per annum, though re- 
maining liable for normal income tax, 
will not be liable for loan levy. 

Not only will the levy yield the revenue re~ 
quired to leave me with a'Small surplus for the 
1982-’83 financial year, but it should also cori- 
tribute, albeit moderately, to curb consumer 
demand by reducing personal disposable in- 
comes and thus help in the fight against infla- 
tion. Additionally, it has the advantage that it 
does not presuppose an increase in the margi- 
nal rates of tax which I have striven so hard to 
bring down to, and keep at, lower and more . 

realistic levels. 

The levy is a compulsory loan to be repaid 
within a maximum period of 7 years, at sim- 
ple, tax-free interest. Up to now the rate of in- 
terest has been 5% per annum, but I now pro- 
pose that this rate be raised to 8%. 
The yield expected from the loan levy in the 
1982-’83 financial year will amount to around 
R115 million and R157 million for a full finan— 
cial year. 
After all these revenue proposals have béen 
taken mto account, there will remain a small 
surplus of R9 million. 
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1. IN GENERAL 
Law No. 23,337 of 14 December 1981, published in the 
Official Journal El Peruano on 15 December 1981 , intro- 
duced tax amendments affecting the recent tax reform 
discussed in my recent article, “The Peruvian Tax Re— 
form (1981)”, in this Bulletin.1 
The changes refer to the tax code, income tax, property 
tax, general tax on sales, excise tax, mining taxation , cus- 
toms duties and some other subjects. The principal 
changes are discussed in the following sections. 

2. ,INCOME TAX JURISDICTION 
Persons (individuals or legal entities) that under the pro- 
visions of the income tax law are domiciled in Peru are 
taxed on their world-wide income. The nationality of in- 
dividuals, the place where entities are organized and the 
income-producing source are in this respect irrelevant. 
Persons not domiciled in Peru and their branches, agen- 
cies or permanent establishments in Peru are taxed on 
theirPeruvian-source income only. 
The foreign income tax paid abroad on foreign-source in— 
come is creditable against the liability to Pe_ruvian in- 
come tax. The credit is limited to: (a) the tax actually 
paid abroad; and (b) the Peruvian tax which would result 
if the average (effective) rate applicable to world-wide 
income were applied to foreign-source income only. 
For income tax purposes, legal entities include branches, 
agencies and any other permanent establishment in Peru 
belonging to sole proprietorships, companies orientities 
of any kind estaElished pfit‘side Pé’r‘u. ‘*

‘ 

3. DEDUCTION OF LOSSES 
Taxpayers domiciled in Peru can set off Peruvian-source 
losses against Peruvian-source income. They can also set 
off foreign-source losses against foreign—sOurce income. 
They cannot, however, set off their foreign-source loss 
against Peruvian-source intfime. Unfy Peruvian-scum 
losses can be set off against income arising in subsequent 
periods (carry over). 

4. MINING TAXATION 
, 
The Mining Law is amended in order to specify that con- 
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cessionaires are subject to the folloWing taxes andduties: 
— surface and registration duties; 
— the income tax;2

' 

— the tax on goods and services for the period during 
which it was in force (Le. up to 31 October 1981); 

— 
. the general tax on sales as far as transactions Subject 
to this tax are performed;3 . 

— the “special tax” levied on exports of traditional 
products in place of the tax on goods and services; 

— the tax 'on considerations for the rendering of per- 
'sonal services; ' 

— the additional tax on sales levied on exports of miner— 
als listed by the law, which was established in Legisla- 
tive Decree No. 33 of 21 February 1981; 

— the 2% surtax on behalf of the Fonda de Compensa- 
cién Nutricional except where the taxpayer has con- 
cluded a contract with the government by means of 
which a guarantee has been granted that taxation 
rules will remain unchanged for a certain period of 
time; ,

‘ 

— the taxes levied on behalf of the National Fund for 
Housing; ‘ 

— social security contributions; and 
— the tax on the distribution of electric power and run- 

ning water, which was established in Legislative De— 
cree No. 163 of 12 June 1981. 

Concessionaires are exempt from taxes other, than those 
listed above. 

5. TAXATION .OF CAPITAL GAINS 
Taxable capital gains include gains arising from- the 
transfer of property belonging to legal entities organized 
in Peru or to permanent establishments of enterprises or— 
ganized abroad that perform in Peru activities that pro— 
duce third category income. Other rules on the taxation 
of capital gains continue in force. 

6'. TAXATION OF INCOME DERIVED BY 
' NON-DOMICILIARIES 
Dividends paid to beneficiaries not domiciled in Peru are 

* Professor of Tax Law a} the University of Valparaiso. 
1. 36 Bulletin No. 4 (1982) at 148.

. 

2. The income tax is levied, as {egards mining activities, under ordinary 
rules of the Income Tax Law, with several deviations therefrom, as explained 
in “The Peruvian-Tax Reform (1981)”, Section III. B. 
3. Mostlminerals’are specifically exempt from the general tax on sales. 
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subject to a 40% withholding tax which is a final tax (was 
30%). 
For income taxation purposes, it is presumed that loans 
expressed in foreign currency produce an interest of not 
less than the average “Libor” rate for 6-month deposits, 
for the second semester of the preceding year. This rule 
does not apply in those cases already excluded from the 
presumption of interest under the income tax law 
enacted in June 1981.4 
Royalties paid to beneficiaries not domiciled in Peru are 
subject to a 55% withholding tax which is final (was 
25%). 

7. PROPERTYTAXATION 
The property tax on non-business real estate due for the 
year 1982 shall be calculated on the basis of the amount 
due for the year 1981, increased by 40%. This rule does 
not apply to dwellings the rent of which is frozen. 

8. SALES TAXATION 
The coverage of the general tax on sales is extended to in— 
clude production services. 
For purposes of the excise tax (Impuesto Selectivo al 
Consumo), enterprises are deemed to be economically 
connected, in addition to instances specified in previous 
legislation, if more than 30% of the capital of two or 
more enter‘fi‘rises belong to persons who are common 
partners of said enterprises. ' 

9. CUSTOMS DUTIES 
The Executive Branch is vested with the power to revise 
the customs tariff. Moreover, imports of goods carried 
out during 1982 are subject to a surcharge representing 

'15 % of the old customs tariff. Imports made by the gov- 
ernment are exempt from the surcharge. 

1o. ADJUSTMENT FOR INFLATION 
The capitalization of the net appreciation resulting from 
the revaluation of fixed assets carried out under the law 
(partial adjustment for inflation) is subject to a tax of 5% 
of the capitalized sum. This tax is paid by the company 
concerned. The capitalization shall be carried out during 
the first semester of every year as regards the revaluation 
made at the end ot the preceding year. 
The capitalization to be carried out in 1982 shall includé 
any appreciation resulting from prior revaluations, 
which has not been capitalized yet. 

11. TAX INCENTIVE MEASURES 
The Executive Branch shall prepare a bill containing a 
revised statute for tax incentives which shall preserve the 
system of tax credits currently in force. ‘ 

While the approval of the new statute for incentives is 
pending, some of the current benefits are reduced, i.e.; — indexes of selectivity included in Decree Law No. 

22,401 are reduced; ‘ 

— the capitalization of reinvested profits shall be sub- 
ject to income tax at a 5% rate unless a higher tax is 
due under previous legislation; — exemptions from the tax on business net worth 
granted by old laws are reduced to 50% .' This reduc- 
tion does not affect benefits granted in Decree Law 
No. 2 of 17 November 1980 to agriculture and ac- 
tivities that are allowed to conclude contracts with 
the government by means' of which a guarantee is 
granted that taxation rules will remain unchanged for 
a certain period. ' 

4. E.g. the presumption does not apply to loans granted by non— 
domiciliaries from abroad. 

FINNISH BRANCH 
The Board of the Finnish Branch of IF A met on 5 March 
1982. The Board discussed, among other things, applica- 
tions for membership and resignations. On 1 January 
1982 the' Finnish Branch hgn individual members, 
which number did not change during the first two months 
of 1982. The Board decided to send the Resolutions of 
the Berlin Congress‘ to the Ministry of Finance and the 
National Board of Taxes for their information. It was 
also decided that a report of this Congress, to be pre— 
pared by the Secretary, would be submitted for publica- 
tion in the Taxation magazine. 

The Annual Meeting was held on 20 April 1982. Profes— 
sor Andersson and Mr. Pallonen who were appointed as 
national reporters for the Montreal Congress discussed 
their reports. 
The Finnish Branch of IFA will attempt to organize a 
group trip to Montreal in September.~ 
1, See for the text of these resolutions 35 Bullétin for International Fiscal 
Documentation No. 12 (1982) at 544—546. 

[continued on page 274] 
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UNITED STATES: 
Income of Foreign Corporations 
Subject to Tax in the U.S. 
by Piroska E. 8003* 

In Revenue Rulin 82-16,1 the United States Internal 
Revenue Service “I.R.S.”) applied the provisions of 
Subpart F (Sections 951-964) of the U.S. Internal Rev- 
enue Code (“I.R.C.”) which is designed to prevent tax 
avoidance by U.S. persons (individuals and entities) that 
Seek to reduce their U.S. tax liability by conducting part 
or all of their business operations through‘foreign sub- 
sidiaries. I.R.C. , Section 951(a) provides, inter alia, that 
if a person is a U.S. shareholder of a “controlled foreign 
corporation” and owns stock in the corporation on the 
last day (in a taxable year during which a foreign corpora- 

' tion is a controlled foreign corporation for an uninter- 
rupted period of 30 days or more) on which the corpora— 
tion is a controlled foreign corporation, such person 
must include in his gross income his pro rata share of the 
corporation’s “Subpart F income”. 
I.R.C. , Section 957(a) defines a “controlled foreign cor- 
poration” as any foreign corporation of which more than 
50% of the total combined voting power of all the classes 
of stock entitled to vote is owned directly or indirectly by 
U.S. shareholders on any day during the taxable year of 
such foreign corporation. “Subpart F income” is defined 
in I.R.C. , Section 952 and includes, among other things, 
certain sales income and certain dividends, interest and 
royalty income. 
Revenue Ruling 82-16 involved a U.S. corporation, P, 
and two foreign corporations, S and 8—1. Under the rules 
of direct and indirect ownershi in I.R.C. , Section 
958(a), P was deemed to own 70% of S and 70% of 8—1. 
The following diagram illustrates the relationship among 
the corporations. 

P ------- 7- Q%-QWfle-r§h39—> S (corporation organized under laws of country 
I X) ' 

(U.S. corporation) l 

| 

|

| 

100% n 

ownership I 
‘ 

l . 

S-1 (wholly-owned subsidiary organized under 
the laws of country Y) 

During its tax year ending on 30 September 1980,.S-1 had 
“Subpart F income” of 100x dollar's and other income of 
50x dollars. S-l also had accumulated earnings and pro- 
fits in excess of 250x dollars, none of which was attributa- 
ble to amounts previously included in P’s gross income 
under I.R.C. , Section 951(a). On 30 September 1980, S- 
1 distributed 200x dollars in cash to S, all of which was 
“Subpart F income” in the hands of S. 

——————__— 
Under I.R.C. , Section 951(a), P must include in its gross 
income for U.S. tax purposes its pro rata share of the 
“Subpart F income” of both S and S-1. However, in the 
absence of a specific provision stating otherwise , P would 
be taxed twice on its pro rata share of 100x dollars since 
the same 100x dollars was “Subpart F income” for both S 
and 8-1. I.R.C., Section 959(b) prevents this result by 
providing that, for purposes of Section 951(a) the earn- 
ings and profits of a controlled foreign corporation at- 
tributable to amounts that are, or have been, included in 
the gross income of a U.S. shareholder under Section 
951(a) shall not, when distributed through a chain of 
ownership described under Section 958(a), also be in- 
cluded in the gross income of another foreign corpora- 
tion in the chain for purposes of applying Section 951(a) 
to the other controlled foreign corporation with respect 
to the U.S. shareholder. 
The issue in the Revenue Ruling related to the words 
“amounts that are, or have been, included in the gross in- 
come of a U.S. shareholder” in I.R.C., Section 959. 
Does the phrase apply to exclude 70x dollars (P’s pro rata 
share of S-l’s income included in P’s income) from S’s 
gross income? Or, does the phrase exclude the entire 
100x dollars of S-l’s earnings and profits that are at- 
tributable to the 70x dollars included in P’s gross in- 
come? 
The I.R.S. held that, under the facts in this case, 100x 
dollars of the dividends received by S from 8-1 are 
excluded from S’s “Subpart F income” for purposes of 
applying I.R.C. ,‘ Section 951(a) to P, its U.S. sharehold- 
er. The I.R.S. said that the exclusionary language of 
I.R.C. , Section 959(b) looks at the total amount of earn- 
ings and profits of the controlled foreign corporation that 
caused the U.S. shareholder to be in receipt of gross in- 
come under I.R.C., Section 951(a). In this case, it was 
100x dollars of S—l’s earnings and profits that caused P to 
be in receipt of 70x dollars of gross income. 
The I.R.S. found that if the exclusion of I.R.C. , Section 
959(b) were limited to 70x dollars, P would in fact have to 
include more than its pro rata share of S-l’s income. If 
only 70x dollars were excluded, the remaining 30x dol- 
lars would be included in S’s “Subpart F income”, and P 
would have to include in its gross income its pro rata 
share of 30x dollars, i.e. 21x dollars (70% X 30x dollars). 
Thus, the total amount includible in P’s gross income as a 
result of the 100x dollars would be 91x dollars (70x + 21x 
dollars). ' 

The I.R.S. noted that I.R.C., Section 959(b) was 
enacted for the specific purpose of preventing the in— 
come of a controlled foreign corporation, which income 
had once been included in the gross income of a U.S. 
shareholder, from being included in the gross income of 
the U.S. shareholder a second time when the income is 
'distributed to another controlled foreign corporation. 
This purpose could be achieved only by excluding 100x 
dollars from S’s “Subpart F income”. . 

* Editor'of European Taxation. Member of the Staff of the International 
Bureau of Fiscal Documentation 
1. 

' Published in Internal Revenue Bulletin No. 1982-5 of 1 February 1982 at 
12. 
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INDIA: 

How Progressive are the Direct Taxes?
, 

by G. Thimmaiah* 

1. INTRODUCTION 
In India taxation has been used to promote multiple ob- 
jectives: increase the rate of domestic savings, reduce in- 
equalities of income and wealth and maintain price sta- 
bility. The first objective was attempted through “widen- 
ing and deepening of the Indian tax system” so as to 
mobilise additional revenue for the purpose of invest— 
ment in the public sector. Additional taxation measures 
were mainly intended to increase public sector saving by 
diverting increased income in the private sector (from 
conspicuous consumption) to public sector saving and in- 
vestment. But in the 19705 empirical studies have shown 
that this has not actually happened in India. 1 In fact, both 
direct and circumstantial evidence go to prove that addi- 
tional taxation has encouraged the government to in- 
crease its consumption expenditure much more than 
government savings. 
In the case of price stability, taxation was justified on the 
basis of Keynesian macro-economic logic, namely, that 
taxation would reduce disposable income and hence ef- 
fective demand and thus bring down prices. But here 
again, some empirical studies have shown that taxation, 
particularly indirect taxation,2 instead of reducing de- 
mand, has simply added to the tax-pushed price rise; 
consequently the additional tax measures in the past 10 
years or so have only added to-price instability in the 
country. ' 

In regard to the equity objective, the role of taxation in 
reducing inequalities of income and wealth has been 
rather overemphasised. During the Second Five Year 
Plan period, the big-push strategy of industrialisation 
emphasised the objectives of growth and equity. Growth 
was attempted through rapid industrial development, 
particularly by starting capital goods industries, and 
equity was supposed to be achieved through fiscal policy 
tools, particularly by levying steeply progressive‘rates of 
tax on income and wealth. Accordingly, for the first time 
a group of direct taxes was introduced based on the re- commendations of Nicholas Kaldor which came to be 
known as the “integrated directvtax system”. In addition 
to the then existing income tax and capital gains tax, 
wealth tax, estate duty, gift tax and expenditure tax were 
introduced during the Second Five Year Plan period. 
Since then, these taxes have continued to operate with 
various modifications and only expenditure tax has been 
removed. 
Nicholas Kaldor provided a very appealing rationale for 
the equity objective of taxation in the following way: An effective system of progressive direct taxation is v1tal to 

thg: survival of democratic institutions in India. The need for 
thls arlses not merely on- financial grounds — to raise 
adequate resources for purposes of accelerated economic 
development — but in order to bring about the degree of so- 
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cial cohesion and co—operation that is essential for the suc— 
cessful functioning of a democratic system. In a community 
where there is such a wide gap between the position of a 
privileged minority of well-to-do and the vast majority who 
live in dire poverty, social cohesion can only be achieved if 
economic inequality is effectively lessened and the ten- 
dency towards increasing concentration of wealth is effec- 
tively counteracted. This can only be done through the in— 
strument of taxation. It is in any case inevitable that heavy 
burdens should be laid on the broad masses of the popula- 
tion if India is to attain a satisfactory rate of development in 
the coming decades. it will not be possible to carry through 
the programme successfully with the consent and co-opera- 
tion of the people if the privileged minority of the well—to—do 
are not made to bear a fair share of this burden. Moreover, 
in matters of taxation, like in the administration of the law, 
it_ is not enough that justice should be done — it must also be 
seen to be done. If owing to defects in the tax laws, or in 
their administration, highly progressive taxes of wealth and 
income have no visible effect on the prevailing economic in- 
equality, or in the standards of living of the rich, the mere 
enactment of advanced tax legislation will prove fruitless. 3 

The Government of India took this advice very seriously 
and relied too much on direct taxes to reduce inequalities 
of income and wealth in the country. What is more, by in- 
troducing many direct taxes together, the Government 
of India tried to convince the majority of the vast masses 
that the richer people were bearing a very high burden of 
taxation and therefore the masses should also contri- 
bute, to whatever extent possible, through indirect taxa- ' 

tion for the development effort of the country. This led to 
an enormous increase in the rates and coVerage of indi- 
rect taxation. Such an unprecedented increase in indirect 
taxation also gave a lever to the private sector, which has 
been protected from foreign competition, to increase the 
profit through pushing up prices. While the Government _ 

was lulled to complacency on the assumption that in- 
creased taxation would reduce consumption and bring 
down the price level and also that the system of integrat- 
ed direct taxes would prevent evasion of direct taxation 
and reduce inequalities of income and wealth, in actual 
practice prices went on rising as and when taxes were in- 
creased and the really rich self-employed income earners 
went on evading direct taxes. This is the story of postwar 
tax policy in India. After a period of two decades it has 
come to be realised thét inequalities of income have in- 
creased and mass poverty has only spread. Several expla- 
nations are given for these not so unexpected economic 

‘ Professor of Economics and Head of Economics Unit, Institute for So- ' 

cial and Economic Change, Bangalore. 
1. See for details G. 'I'himmaiah, Studies in Indian Public Finance (New 
Delhi, Kalyani Publishers, 1979). 
2. Ibid. 
3. Nicholas Kaldor, “Tax Reform in India“, in R.M. Bird and O. Oldman 
(eds.), Readings on Taxation in Developing Countries (Baltimore, The Johns 
Hopkins Press, 1972), p. 272.

‘ 
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consequences. Recognising this fact, the Fourth Five 
Year Plan emphasised restructuring the plan priorities 
and also the composition of the goods produced in the 
country with a View to achieving growth with equity. The 
Fourth Plan also Started some anti-poverty programmes 
which haVe been continued even in the Fifth and Sixth 
plans. 

7

- 

While the effect of indirect taxes and the overall addi- 
tional tax measures on public sector saving and the price 
level have been examined elsewhere , an attempt is made 
here to assess the effect of direct taxes on the inequalities 
of income and wealth in India. This is done by'measuring 
the progressivity ‘of direct taxes in India. 

2. MEASUREMENT‘OF PROGRESSIVITY 
For the purpose of judging the progressivity of tax, the 
average rate and marginal rates are traditionally used. 
Thus, over a given range of ascending income levels, if 
the average rate and marginal rates are equal, the tax is 
considered proportional; if the marginal’ rate is greater 
than the average rate, it is progressive; and if the average 
legal rate is greater than the marginal rate, it is regres- 
sive. However these refer only to legal rates which exist 
in law, but which in actual operation may not satisfy 
these conditions. In other words, what is important from 
the point of view of judging the progressivity of direct 
taxes is the comparison of average effective and marginal 
effective rates. These rates are obtained on the basis of 
actual amount of. revenue collected from the taxpayers at 
different income levels. Though the progressivity of tax- 
ation is measured in terms of average progressivity, mar- 
ginal rate progressivity, and tax liability progressivity, in 
order to know the effect of direct taxes on the inequality 
of income and wealth, we need to have some summary 
measure'which has some relation to the popularly used 
measure of inequality, namely, the Lorenz curve. R.A. 
Musgrave4 has suggested a measure in which the in- 
equalities of pre-tax and post-tax incomes are compared 
and the effect of a tax system on the inequality of income 
is measured. Recently,,D.B. Suits5 and NC. Kakwani6 
have also developed similar summary measures to know 
the impact of the tax structure on inequality of income. 
In this paper we have used Musgrave’s measure as it will 
not only give us the impact of direct taxes on the degree 
of inequality, but also takes into account the impact of 
the statutory rate structure, the level of tax yield and the 
‘distribution of income. '

' 

Progressivity of direct taxes is measured with reference 
to their distributional effect. Following R.A. Musgrave, 
the incidence of taxation has come to be defined in terms 
of its distributional consequences. Accordingly, progres- 
sivity is supposed to reduce the inequality of post-ta‘xfin— 
come distribution. No doubt, for the purpose of knowing 
the progressivity and the impact of distribution of in- 
come, not merely the incidence of the overall tax struc- 
ture but also the incidence of public expenditure should 
be considered. Only such a complete budget incidence 
will give the true picture of the distributional conse- 
quences of a government budget. However, it is also 
necessary to examine the impact of specific direct taxes 
on.the distribution of income from the point of View of 
268 

tax reform. The taxes which are traditionally considered 
as direct taxes — such as income tax, estate duty, capltal 
gains tax, gift tax, wealth tax, etc. — are supposed to fall 

' on those people on whom legal liability is indicated and 
established. It may be noted that the effectiveness of 
these taxes in reducing the inequality of income depends 
upon the nature of the progressive structure of the tax 
rates. In the case of Musgrave’s measure, first the gini- 
coefficient of income distribution before tax, (G), is esti- 
mated. Then the gini-coefficient of post-tax income dis- 
tribution, (G*), is estimated and the ratio of the latter to 
the former, (G*/G) , will give the overall progressivity of 
the tax. The ratio (G-G*/G), which may be called the 
coefficient of equalisation, will give us the effect of direct 
taxationon the distribution of income. If the ratio of the 
Gini coefficient of post-tax income distribution, (G*), to 
the Gini coefficient of pre-tax income distribution, (G), 
is greater than 1 , the overall effect of a tax is progressive. 
If it is equal to 1 it is proportional, and ifit is less than 1 it 
is regressive. Further, the higher the value of the coeffi- 
cient of equalisation, (G—G*/G), the higher the redis- 
tributive effect of taxation. 

3. PROGRESSIVITY OF DIRECT TAXES IN INDIA 
Table 1 shows the changing composition of direct taxes in 
India. It may be observed that the income tax, which con- 
tributed almost 75% of the revenue from direct taxes, 
gradually declined in its importance to 18%. Corres- 
pondingly, the revenue importance of corporation tax 
has increased from 23% in 1950-51 to 71% in 1981-82. Of 
the remaining direct taxes, the revenue from wealth tax 
has been increasing in both absolute and relative terms. 
Even so, the revenue importance of direct taxes on indi— 
viduals has been declining. This would suggest that direct 
taxes on individual income and wealth are declining as 
compared to direct tax on corporate income, thereby 
making them ineffective in achieving the equity objec-_ 
tC. - 

Table 2 presents the summary measure of progrgssivity 
and the redistributive effect of direct taxes in Indla. The 
summary measure' of progressivity is the one suggested 

' by RA. Musgrave which indicates that all direct taxes‘ 
have been regressive as the values are less than 1. 
Perhaps wealth tax, estate duty, gift tax and capital gains 
tax can be considered to be proportional in View of the 
values of their progressivity measures being nearer 
unity. But in the case of individual income tax, it is defi— 
nitely regressive as it is less than 1. What is more, the 
coefficient of equalisation which'is presented in Table 2 
shows that the income tax, though it had a more equalis- 
ing effect than other direct taxes, is still greatly in— 
adequate to reduce the-inequality of income distribution 
among direct tax assessees. In the case of wealth tax, the 
equalising effect is almost absent. And in the case of 
other direct taxes it is negligible. This suggests that direct 
taxes did not have a significant equalising effect to re- 
duce inequalities of income distribution among the asses— 
sees to direct taxes in India. 

4. The Theory of Public Finance (Tokyo, McGraw Hill Co. , 1959). 
5. “Measurement of Tax Prdgressivity”, American Economic Review, Sep- 
tember 1973. 
6. Income Inequality and Poverty: Methods ofEstimation and Policy Appli- 
cations (New York, Oxford University Press, 1980). 
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Table 1 - 

» Composition of direct taxes in India 
'(Rs. crores) 

Year Income tax Corporation tax Estate duty Wealth tax Gift tax Other direct Total direct 
‘ 

- - taxes .taxes 

1950-51 132,73 4049 ‘ — — ~ 3.81 17703 
’ (74.97) (2287) 

_ 
(2.16) (100.00) 

1951-52 146.19 41 ,41 — ~ — 2.97 190.57 
-_ ‘ (76.71) (21.73) 

' 
' 

(1.56) (100.00), 
1955-56 131.35 3704 1.81 - — — 2.60 172.80 

(76.01) (21.44) (105) (1 ,50) (100.00) 
1960—61 

. 167.38 111.05 
" 

3.09 8.15 0.89 5.18 295.74 
> (56.60) (37.55) (1.04) (2.76) (0.30) (1.75) (100.00) 

1965-66 271.80 304.84 6.66 1205 2.27 606 60368 
- (45.02) (50.50) (1 ,10) (2.00) (0.38) (1.00) (100.00) 

1970-71 47320 370.50‘ 7.90. ' 15.30 2.40 7.50 87680 
(53.97) (42.26) . (0.91) (1.74) (0.27) (085) (100.00) 

1975—76 1214.40 861 ‘70 ’11.70 53.70 510 75.40 2222.00 
_(54.65) 

V 
(3878) (053) (2.42) . (0.23) (3.39) (100.00) 

1980-81 504.42 131079 393 67.43 6.51 99.34 1992.42 
(25.32) (65.79) (020) (3.38) (0.33) (498) (100.00) 

1981 -82 RE 503,12 1962.00 v 

' 

75.00 675 ~ 211.18 2758.55 
(18.24) (71.12) ' 

- 

' ' 

(0.02) 7 (2.72) (024) ' (766) (10000) 

Notes: ‘ 

1. 1 crore = 10,000,000. . 

2. Figures in brackets refer to percentages.
. 

3. Other direct taxes include stamps and registration, land revenue, interest tax and expenditure tax. 
Source: RBI Bulletins and Reports on Currency and Finance. 

Table 2 -_ 

Progressivity and redistributive effect of direct taxes in India 

Income tax Wealth tax Estate duty Gifts tax Capital gains tax 
Year ' 

G G G G. ' G G G G G G 
1957-58 .07844 0.2156 — — — — — — 0.9525 0.0475 
1958-59 09242 0.0758 — — — — — — 0.9518 0.0482 
1959-60 0.8492 0.1508 — — — — — — 0.9504 0.0496 
1960-61 0.8248 0.1751 — — — — - — — 09696 0.0303 
1961 -62 0,8467 0.1533 0.9968 0.0033 0.9379 0.0621 0.9768 0,0232 0.9521 0.0479 
1962-63 0.8392 0.1608 0.9961 0.0039 0.9371 0.0629 0.9721 0.0279 0.9638 0.0362 
1963-64 0.8397 0,1603 0.9952 0.0047 

’ 

0.9236 00764 0.9816 0.0184 0.9701 0.0299 
1964-65 0.8452 0.1548 0.9959 0.0041 0.9436 0.0564 0.9432 0.0567 ~NA NA 
1965-66 0.8424 0.1476 0.9964 0.0035 0.9427 0.0573 0.9279 0.0721 09457 0.0543 
1966—67 0.8400 01599 0.9960 

4 V 
0.0040 0.9142 0.0858 09318 0.0682 0.9551 0.0449 

1967-68 0.8318 0,1682 0.9956 0.0046 7 0.8837 0.1163 
‘ 

0951 0 0.0489 0.9670 00329 
1968-69, 08591 01409 0.9962 0.0040 09221 00779 09319" 0.0680 ' 0.9607 0.0393 
1969—70 0.8304 0.1696 029959 00041 0.8881. 0.1119 0.9422 

' 

0.0578 0.9642 0.0358 
1970-71 NA NA 0.9960 0.0040 0.9105 .' 00895 

j 
0.9712 ' 

' 0.0288 NA NA 
.1971 -72 0,7607 0.2393 . 09951 ‘ 00049 0.9191 

_ 

0.0809 0.9427 0.0573 0.9646 
‘ 

0.0354 
'1972—73 07860 0.2140 0.9966 

_ 
0.0034' 0.9113 0.0887 ‘ 0.9383 0.0617 0.9145 0.0855 

1973-74 NA NA NA ' NA - NA NA NA NA NA NA 
1974—75 0.7098 0.2092 0.9955 0,0046 0.9159 0.0841 0.8964 0.1036 0.8922 0.1078 
1975—76 - 0.7909 0.2091 0.9957 0.0043 049085 

' ' 0,0915 0.9277 0.0723 089% 0.1047 
1976-77 08008 01992 0.9970 0.0031 0,9272 0,0728 0.9224' 0.0776 0,8872 0,1128 
1977-78 0.7009 0.2991 09944 '00054 0.9259 . 00741 0.9224 ' 0,0776 0.6935 0.3065 
1978—79 0.8102 0,1898 NA — 

, NA ,NA - NA NA 0.8887 0,1113 

Nores: - 

.

- 

1. NA: Data are not readily available for thése years and hence the relevant measures are not estimated», 

2. g : is the summary measure of progressivity suggested by RA. Musgrave‘ 

»3 G—Gfl. , , .‘ . . .. ‘5” . IS the equallsatlon coeffncnent asproposed by lomltsu Ishn. 
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We have also examined average rate — marginal rate 
progressivity. (However the results are not presented 
here as they run into several pages.) There also we find. 
evidence of regressivity. In other Words, though the sum- 
mary measure of progressivity inghcates the overall prog- 
ressivity over the entire range of Income levels, evep the 
marginal rate progressivity does not clearly indlcage 
progressivity at different ranges of 1ncor_ne leve}s. It IS 
quite possible that a tax may be progresswe at dlfferent 
levels of income but may not be progressive over the en— 
tire range of income levels. However, both the summary 
measure of progressivity and the average — marginal rat'e 
progressivity indicate that all the direct taxes in_ Indla 
haVe not been progressive so as to reduce inequalltles of 
income and wealth. 
It should, however, be noted that these direct taxes have 
been operating in a situation of rising prices. .Rising 
prices themselves operate as some sort of regresswe tax, 
and in order to know the true nature of the progressivity 
we have to eliminate the impact of inflation on the prog- 
ressivity of these taxes. However, we have not been able 
to separate the regressivity of jnflation from the regres— 
sivity of direct taxes. Even so, one would expect from the 
tax rate structure that some sort of progressivity would 
prevail. But the average effective rates and the marginal 
effective rates indicate that the effective rate progressw- 
ity has been regressive in India. . 

4. EXPLANATIONS FOR‘THE ABSENCE OF. 
PROGRESSIVITY 
After establishing he negligible equalising effect of direct 
taxes in India, it is necessary to search for the reasons for 
such absence of progressivity. Three reasons may be 
given to explain this phenomenon: 
(1) Though the legal rates have been steeply progres- 
sive, the effective rates have been made regressive owing 
to various exemptions, allowances, deductions and so 
on. In other words, “tax expenditure measures” which 
are built into the direct tax system have distorted the 
legal rate structure and made them regressive. 
(2) Tax evasion seems to bé évident as the marginal 
and average effective rates become lower at the higher 
levels of income and wealth. 
(3) The extent of tax avoidance-under legal protection 
and the ever increasing arrears of assessment and of col- 
lection (as is evident from Tables 3 and 4) do indicate 
that, at the higher levels of income and wealth, people re- 
sort to legal remedies because of defective assessment 
and, as a result, the actual tax liability becomes far less 
than the expected legal liability. Consequently, the origi- 
nally designed tax- loses its progressivity element over 
time, apart from the government losing the revenue. 
Thus a combination of these factors have been operative 
in the country to make the direct taxes ineffective in their 
equalising effect. The policy implication of the foregoing 
findings is simple, namely, to recogniSe the reality of the 
situation. It is better to admit the fact that the direct taxes 
in the country cannot be used to reduce inequalities of in- 
come and wealth, rather than to proclaim repeatedly that 
they are intended for that. This is mainly because the 
coverage of these taxes is so small that it is meaningless to 
think of using such taxes — which cover a small proportion 
270 

of the active population in the Country — to reduce the in- 
equalities of income in the country as a whole. The actual 
operation of the tax laws has shown that the average and 
marginal effective rates have been quite different from 
the legal rates and as a result the expected equity even 
among those'whose income and wealth are assessed for 
direct taxes is not achieved. It would be better to recog- 
nise the fact that these direct taxes cannot reduce in- 
equalities of income and wealth in this country, and, 
therefore, to justify these taxes only from the point of 
view of raising revenue. Otherwise, great hopes will be 
raised, and in fact such hopes have been raised in the 
past, in the minds of the people in the name of achieving 
equity through steeply progressive taxation, which in 
fact has not been achieved. Hence, instead of raising ex- 
pectations and dashing them' to the ground without 
achieving the intended objective, it would be better to 
admit the fact that direct taxes in the Indian situation 
cannot achieve the objective of reducing inequalities of ' 

income in the country. 
Alternatively, one might argue that we should reform 
the direct tax structure in such a way as to cover more 
people, to plug legal loopholes not only to prevent eva- 
sion of tax payment but also to reduce tax avoidance 
through tax planning. We would consider such argu- 
ments as merely academic in the Indian politico- 
economic institutional setting. 

Table 3 (Numberpf assessmems) 
Arrears of assessment of direct taxes in India 

Year Income Wealth Estate Gifts 
‘ 

v 
‘ tax tax tax (ax 

1950-51 528.070 — —— — 
1955-56 539,832 — — — 
1961-62 712,402 15,499 4,210 2,117 
1966-67 2,346,531 74,232 9,798 6,872 
1971-72 1,123,705 172,044 11,945 13,825 
1972-73 1,392,665 198,677 13,408 16,986 
1973—74 1,719,597 238,732 14,969 21,106 
1974-75 1,677,481 244,224 20.084 26.305 
1975-76 1,726,683 255.810 25,470 30,438 
1976-77 1,741,838 288,949 27,256 22,580 
1977-78 1,537.542 314,224 28,287 22,925 
1978-79 1,925,564 331.561 27,802 21,807 
1979-80 ' 

2,299,265 432,988 34,891 27,403 

Note: Wealth tax. estate duty and gifts tax were not in operation in 1950-51 
and 1955—56. 
Source: Anil Kumar Jain, "Central Direct Taxation; Administrative Prob- 
lems", Eastern Economist, 12 February 1982. 

Table 4 (Rs.crores) r 

Arrears of collection of direct taxes in India 

Year Income Wealth Estate Gifts 
fax tax (ax tax 

1970-71 738.77 12.01 15.71 2.38 
1972-73 79002 25.46 1529 3.61 
1973-74 815.60 2903 15.75 3.60 
1974-75 93596 75.56 13.86. 501 

‘ 1975—76 993.79 82.38 15.31 5.22 
1976-77 873.56 5275 . 15.56 5.90 
1977-78 989.87 5651 17.52 697 
1978-79 910.65 ' 

_ 
18408 1711 17.72 

1979—80 1011.85 180.53” ‘ 17.23 15.77 

Source: AniIKumarJain,op,cit.'
_ 
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HONG KONG: 
Budget 1982-83 
Extracts from the Budget Speech pronounced by the Financial Sec- 
retary, Mr. John Bremridgve, on 24 February 1982 
A detailed discussion of Hong Kong’s tax system appears in the Interna- 
tional Bureau of Fiscal Documentation's publication: TAXES AND IN— 
VESTMENT IN ASIA AND THE PACIFIC 

1. I begin my first budget speech by 
acknowledging my debt to my predecessor 
who has left me a clean slate on which to 
draw. I am also grateful to my new colleagues 
in Government who have worked so hard on 
the budget, and have loyally pointed me in ap- 
proximately the right direction, though the 
choice of paths is mine — even in a budget 
which naturally reflects governmental not 
personal policy. I cannot name them all, but 
they particularly include officers in Finance, 
Economic Services, Monetary Affairs, and 
Inland Revenue. 
2. My speeéh deals with three main issues — 
where Hong Kong has been and why; the cur- 
rent state of the Government’s accounts and 
my proposed estimates and tax concessions; 
and where Hong Kong then seems likely to go 
in 1982. It is supported by thevaccompanying 
cross referenced 1981 Economic Background 
and 1982 Economic Prospects, plus footnotes 
and appendices bound with the printed \{er- 
sxon. 

TAX PROPOSALS 
74. I come now to my proposals on taxation. 
The estimated surplus for 1982-83 is $6.3 bill- 
ion as against th'e revised estimate of $7.7 bill- 
ion for 1981-82. Our reserves are now larger 
at $23 billion. 
75. While there are several sources of in- 
creased or additional revenue fairly open, 
with tobacco and alcohol only among the 
more obvious, I do not believe that it is ordi- 
narily appropriate for the Government to 
raise taxation when it clearly does not need 
the money either for its immediate expendi- 
ture requirements or in order further to 
strengthen prudent reserves. While for years 
it has been argued in Hong Kong that in nor- 
mal circumstances taxation should be fiscal in 
nature there may have to be exceptions. 
Higher taxes on motor vehicles and duties on 
petrol are possible. examples. There are 
other’s. Common sense in such cases may indi— 
cate that the Government should consider not 
only its fiscal requirements but also the poten- 
tial-of taxation as a supplementary means of 
achieving other policy ends. 
76. I believe that the new Capital Works 
Reserve Fund is a businesslike way of spread- 
ing unpredictable and often lumpy capital 
revenue from year to year against a current 
Public Works Programme four-year over- 
hang of some $23 billion. In fact annuality 
(except as an important control concept) does 
not really play a part in major capital prog— 
rammes, for we are not likely to stop large 
capital schemes in mid—stream unless in ex- 
traordinary circumstances. 

77. With the C.W.R.F. established and ini- 
tially funded, the surplus is estimated to drop 
to $3.7 billion in 1982-83. This presupposes 
that members will accept my recommenda- 
tion that $11 billion should be appropriated in 
1982-83 for the fund. While the creation of the 
C.W.R.F. has seemingly diminished the 
overall surplus on General Revenue Ac- 
count, we should not allow ourselves to be 
seduced by this budgetary innovation into in- 
consistent fiscal behaviour. 
78. I make no apology for referring fre- 
quently in this speech to the need for consis- 
tency in Government policies — and particu— 
larly taxation policies. While simultaneously 

_ 

observing our accepted guidelines it is reason- ' 

ably consistent that I should pro ose to abate 
taxation in 1982-83 by some 1.37 billion, 
which compares with the figure of $1.25 bill— 
ion a year ago. You will note that I do not use 
the irritating phrase ‘give back’, which pre- 
suppose that private monies are all at Gov- 
ernment’s beck and call. 
79. My major concerns for 1982-83 include 
theneed for appropriate monetary and fiscal 
counter-inflationary policies, the problems of 
industry, the continued development of Hong 
Kong as a major financial centre, and the less 
privileged. I also acknowledge the burdens of 
Mr Lobo’s sandwiched society — the middle 
class who in Hong Kong as elsewhere tend to 
be a mainstay of the community. Finally I am 
well aware that capital revenue yield from fu- 
gure land sales is as enigmatic as it ever has 
een. 

80. I thus propose ten tax concessions in 
four areas, which I believe reflect these con- 
cerns. They otherwise are mainly neutral in 
effect, and will promote' our general 
economic well-being. In that state of well- 
being I include a sense of fair play, for good 
budgets must surely have some satisfying 
emotional content. 

BUSINESS TAXATION 
81. My first two concessions offer incentives 
for investment to the business sector of our 
economy and in particular to our manufactur- 
ers, who I believe should be further encour- 
aged to expand their investment in new capi- 
tal equipment. This is essential if our industry 
is to remain flexible and competitive. I am 
anyway well aware of the difficulties currently 
being experienced for example by many in the 
spinning, weaving, dyeing and finishing sec— 
tors. Members will recall that in order to en- 
courage manufacturers to re-equip and up- 
grade their plant and equipment, Govern- 
ment last year introduced both improved an- 
nual depreciation rates and an increased ini- 
tial allowance, which was raised from 25% to 
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35% in respect of expenditure incurred on the 
provision of plant and machinery.2 Some 
have said that we did not go far enough and 
that we should permit a full 100% write-off in 
the year of acquisition as indeed is the prac- 
tice in some other places. This would, how- 
ever, be an expensive concession, which 
could not be contemplated in one single 
bound. Furthermore, bearing in mind Hong 
Kong’s unusually low rates of tax fiscal relief 
alone will probably never be a conclusive in- 
centive to incur expenditure on plant and 
equipment; other considerations such as a de- 
sire for improved production capacity, in— 
creased productivity, and particularly en— 
hanced profitability are more likely to be the 
deciding factors. Nonetheless I accept that 
tax considerations play their part in the deci-

' 

sion-making process; and our manufacturers 
still represent the backbone of our economy. 
Accordingly my first proposal is that the ini- 
tial allowance should be further increased ' 

from 35% to 55% for expenditureincurred on 
the provision of qualifying plant and equip- 
ment. 3 The new initial allowance will apply to 
both final profits tax assessments for 1981-82 
and provisional profits tax for 1982-83. The 
cost to the revenue of this increased allow- 
ance will be $354 million in 1982-83 and $180 
million in a “full” year. 
82. My second concession, which concerns 
the industrial buildings allowance, will bene- 
fit both manufacturers and those who invest 
in industrial property for rental income pur- 
poses. Forjust as it is important that our man- 
ufacturers should be encouraged to re-equip 
and upgrade their plant and eQuipment, so it 
is desirable that new plant and equipment, 
and particularly the workers who operate the 
machines, should be accommodated in mod- em and efficient factory premises. 
83. The present'legislation provides for the 
grant of industrial buildings allowances by 
reference to the cost of construction only: no 
account is taken of the profit element in- 
cluded in the price which the property de- 
veloper charges to the purchaser for his new 
building. I propose therefore, that where a 
person carrying on a trade, which consists 
wholly or partly of the construction of build- 
ings or structures with a view to their sale, 
sells a qualifying building in the course of that 
trade, before it is used, then the initial and an- 
nual allowances will be computed by refer- 
ence to the net price paid by the purchaser 
and not by reference to the actual cost of con- 
struction. 4 The cost to the revenue of this con- 
cession will be $66 million in 1982-83 and $34 
million in a “full” year; and the concession 

1. Not reproduced here. 
2.. B.S. 1981, paragraph 243. 
3. Thus, for example, an item ofweaving or spin- 
ning machinery already ranking for the annual rate 
of allowance of 30% will qualify for a write—off for 
profits tax purposes (initial and annual allowances 
taken together) of 68.5% in the year of acquisition. 
4. Thus, assuming a factory building is con- 
structed by a property developer at a cost of $8 mill- 
ion and sold to a corporate manufacturer for, say, 
$10 million (which could be a comparatively mod- 
est mark-up), then thetax saving to the manufac- 
turer in the year of acquisition as a resnlt of this con-I 
cession wouldzbe $79,200 (i.e. tax at 16.5% on ini- 
tial and annual allowances granted on the de- 
veloper’s profit of $2 million)‘ 
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Will again apply to both final profits tax assess? 
ments for'1981-82 and provisional profits tax 
for 1982-83.

. 

INTEREST TAX 
84. I tum now to the controversial issue of

1 

interest tax. When presenting his 1981—82 
Budget Sir Philip made reference to the taxa- 
tion treatment ,of foreign currency deposits 
and told this Council that an examination was 
in hand.5 ' 

85. In the course of our subsequent deliber- 
ations we once again concluded that for a vari- 
ety of reasons _there Was no present case for 
the total-abolition of interest tax; and that the 

; case for the 'exemption of foreign currency de- 
posits taken in Hong Kong was not clearcut, 
becausejt could 'lead to switching of funds 
from HOng Kong dollar deposits to foreign 
currencies with consequential pressure on the 
exchange value of the Hong Kong dollar. I 
have since received tw_o reports prepared by 
the 'Hong Kong Association of Banks. The 
second of these gave information obtained 
from a survey of member banks, the general 
consensus of which was (hardly surprisingly) 
strongly in favour of a tax exemption for 
foreign currency deposits. These submissions 
acknowledged the probable. fiscal conse— 
quences of, repeal, but took the View that in 
the'context of our total budgetary situation 
we could afford _the loss in-yields from interest 
tax. They also argued that the monetary and 
economic advantages; in particular the en- 
hancement of Hong Kong’s positibn as an in- 
ternational financial centre, could well out- 
weigh' the fiscal losses; and that such loSses 
would in part at least be offset by increased 
profits tax yields from financial institutions. 
After long internal' debate and much 
heartsearching we have come to the conclu— 
sion that the arguments for a partial repeal of 
the interest tax on pragmatic and economic 
grounds outweigh the fiscal arguments for its 
retention. The' Government considers that 
the continuing growth of Hong Kong as an in- 
ternational financial Centre is worthy of en- 
couragement. - - 

86. I therefore propoSe to exempt fOreign 
currency deposits placéd with licensed banks 

‘ 

and _registered and licensed deposit-taking 
companies from-interest tax; and- it follows 
that those institutions will no longer be under 
any withholding obligations in respect of such 
deposits. The original terms of reference for 
the examination envisaged that.exemption 
Would only be available for depOsits of a 
minimum 'size, and would apply only -to de- 
posits placed with liCensed banks and licensed - 

deposit-taking companies. We have now 
come to the View, however, that _it would best 
serve Hong Kong’s interests if the exemption 
were extended to registered deposit-taking 
companies as well,. thus giving to interna- 
tional investors who wish to use our services a 
wider range of choices. By'the same token I 
have decided not to impose a _minimum level 
of deposit. Any such limitation would neces- 
sarily have had to be arbitrary: if set too high 
it would have vitiated the objectives of the 
exemption; and if set too low could have been 
readily circumvented, for instance by groups 
of depositors joining together 'to .meet the 
stipulated > minimum. Furthermore - 

- a 
minimum level of deposit which was pitched 
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foreign currency depdsits 

high would be open to criticism on grounds of 
equity — helping only the rich investor at the 
expense of the man in the.street. Con- - 

sequehtly the ekemption willlapply to all 
placed with 

licensed banks and licensed or registered de- 
posit—taking Companies. And; I should add,’ 
nOt only is the' charge to interest tax removed 
but also it is intended to provide a corres- 
ponding exemption from profits tax in_ respect 
of interest a'ccruing on foreign, currency de- 
posits placed with thcse‘ institutions. by per- 
sons, whether corporate or non-corporate, 
carrying on a trade, profession or business in 
Hong Kong (other than the business of ‘finan- 
cial institution’ as defined in the Inland Rev- 
enue Ordinance);6 I must stress that the.pro-_ 
fits tax exemption will not apply to’ ‘financial 
institutions' — for obvious reasons, The bot— 
rowing and lending of money at interest with a 
view to profit is the very essence of their bu‘si- 
ne'ss activities, and there is clearly no case for 
excluding those profits'from charge. 
87. ' Having thus‘ decided to exempt interest 
on foreign currency deposits, there remained 

. the problem to which I have already referred; 
that is the evident dangers for the Hong Kong 
dollar if depositors began significantly to 
move across the exchanges out of Hong‘Kong 
dollar deposits ino foreign currency deposits. 
It is'also now a relatively simple matter for an 
investor- to minimise his exchange risks at 
small cost by _enteringinto what is known ‘in 
the trade as a “swap” transaction — that is the 
coincidental'purchase and resale of the 
foreign currency deposit: This‘ practice 
moreover is clearly mushrooming. ' 

“88. Bearing in mind, however, that there is 
a cost element in minimising exchange risk 
exposure, we believe that it is_ possible to dis— 
courage widespread switching from Hong 

- Kong dollar to foreign currency deposits; and 
- this I propose to do by reducing the rate of in- 
terest tax on Hong Kong dollar deposits with 
licensed banks and registered and licensed 
deposit-taking companies from 15% to 10%; 
At this level the tax advantages of moving into 
foreign currency deposits will usually be 
small; indeed a switch could well be'disadvan- 
tageous when measured against the costs of 
covering exchange risks. Much will depend, 
however, upon,the relative movements of 
Hong Kong dollar and other interest rates. I 
do not incidentally propose to introduce a dif- 
ferential rate for profits tax on Hong Kong 
dollar deposit interest accruing to business 
depositors. The practical complications 
would be considerable and, in my view, not 
justified. Again it will be appreciated that the 
concessions now proposed apply only to de- 
posits with banks'and deposit-taking com— 
Ipaniesglnterest on other forms (if indebted- 
ness such as mortgages and private loans will . 

continue to'attract liability to tax at the stan- 
dard rate of 15% , or 16.5% in the case of the 

- profits of corporations who receive such in- 
terest as part of their trading profits. 

89. The cost to fevenue of exempting‘ 
foreign currency deposits and of reducing the 
interest tax rate on Hong Kon dollar dc;- 
posits to 10% is estimated to be 400 million 
in 1982-83, subject always to the influences 
which variations in interest rates from time to 
time and in the volumes of deposit business 
transacted might have on revenue yields. 
90. It would be appropriate administra- 

tively to introduce these interest tax propos— 
als witheffect from lst April 1982, that is at 
the commencement of the next fiscal year. As 
however there could be something of a hiccup 
in the financial sector in the intervening 
weeks, I have decided that it will be more in- 

. 
telligent to introduce the newexemption for 
foreign currency deposits 'and the reduced 
rate of 10% forthwith. To this end Your Ex— 
c‘ellency this-morning signed an Order under 
the Public Revenue Protection Ordinance 
which will bring thesepr'opo‘sals into force so 
as to apply to interest paid or credited on or 

.after tomorrow,.Thursday, 25th February 
1982. It is my hOpe thht the clamourings of the 

,interest tax abolitionist lobby will now sub- 
7 side. But whether 'th‘eydo or not, we shall 
watch carefully the effects of. the reliefs now 

. 
to be introduced. Whatever the monetary and 
economic advantages maybe, we realise that 
these reliefs Introduce 'a new, untried and 

. somewhat untidy. dimension to the well tested 
fiscal balance of our tax system. If the imba- 
lanCe which these new reliefs 'impart to the 
system is unduly exploited — for example by 
way of sophis‘ticated'gearing devices designed 

~ to eliminate or reduce substantially the pro- 
fits tax liabilities of'o'rdin'ary trading concerns — we shall have to conside_r Whether the loss to 
reVenue is still justified, or whether we have 

' begun to pay too high a price fo'r the economic 
advantages gained; It will also .be a matter of 
_eXperience whether 10% is an appropriate 
level. v 

PERSONAL TAXATION 
_ 

'- 

91... Last year substantial increases were in— 
troduced in the level of alloWances granted to 
those liable to salaries tax and to those who 
elect for personal assessment. I propose‘this 
year to introduce further concessions in the 
field of personal taxation because, as Sir 
Philip aptly put it last year, we-have an on- 
going commitment"to review the system of 
personal taxation periodically, having regard 
to our current budgetary situation. and to the 
need to maintain equity as between different» 

» income groups at a time when the growth of 
money incomes is leading to fiscal drag’.7 If at 
some future time our revenue needs dictate 
an increase in the levels of taxation, I shall not 
hesitate so‘to address this Council. For the 
moment, however, I am satisfied that we can 
afford this year to-review again the levels of 
our personal taxation allowances and to re- 

~ vise upwards .the tax thresholds, that is the 

5. B.S. 1981-82, paras. 295-296 ..... to con- 
sider the implications of the proposition ‘that in- 
terest 'payable on deposits denominated in foreign 
currencies above a certain minimum size, accepted 
by institutioris of a certain status (say, licensed 
banks and the proposed new cat'egory of merchant 
ba'rik's), be made ex'empt from tax and con- 
sequently, that the institutions cOncerned be made i, " 

exempt from any withholding obligations’. 
6. This profits tax exemption is a logical coinser '. ' 

A. quence of the-decision to exempt foreign currency 
deposits from interest tax, and also recognises that 
business proprietorspould with comparative ease 
remove surplus funds temporarily from their, 
businesses thus legitimately avoiding the charge to ' 

profits tax whilst at the same time enjoying the in- 
terest tax exemption. '

1 

7. - BS. 1981, paragraph 223. 
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levels of the entry points into the tax net. Such 
concessions will ensure that those who would 
otherwise be brought into the tax net because 
of the effects of inflation on money incomes 
are kept out: they will pass on to some of 
those already in the tax net some of the bene- 
fits of our satisfactory budgetary situation: 
they will also mean that some are no longer li- 
able to tax at all. 
92. Firstly, I propose an increase in the level 
of personal allowances from $15,000 to 
$20,500 for single persons and from $30,000 
to $41,000 for married persons. The present 
supplementary personal allowances of $7,500 
for a single person and $15,000 for a married 
person will remain unchanged, and the avail- 
able claw-back mechanism will continue to be 
zero rated. Thus taken together the basic per- 
sonal allowance plus supplementary allow- 
ance will total $28,000 for a single person and 
$56,000 for a married couple; below these in- 
come levels there will be no liability to tax. 
The new allowances will be, therefore, very 
nearly 25% higher than the present levels 
fixed a year ago, and thus considerably in ex- 
cess of the rate of inflation. 
'93. Secondly, I propose an increase in the 
child allowances from $7,000 to $8,000 (or by 
14.3%) for the' first child and from $5,000 to 
$5,500 (or by 10%) for the second child. I do 
not propose increases in the present allow- 
ances for the third to ninth children, which I 

consider remain appropriate. 
94. Thirdly, I propose an increase in the de- 
endent parent allowance from $7,000 to 

$8,000 (or by 14.3%), as before pitching this 
allowance at the same level as that for the first 
child. I do not propose to vary the criteria for 
the granting of this allowance.8 I shall give 
further thought to the important social ques— 
tion of persuading children to support their 
ageing parents, of whom I am one. 
95. If approved, my proposals for personal 
taxation allowances will be applicable to final 
salaries tax assessments (and for personal as- 
sessments also) for 1981-82 and to provisional 
salaries tax for 1982-83. The cost to the rev- 
enue in 1982-83, after allowing for the two-in- 
stalment system for the payment of provi- 
sional salaries tax, will be $509 million, equi- 
valent to a substantial proportion (22%) of 
the estimated revenue from personal taxa- 
tion. The cost in a “full” year is estimated to 
be $316 million at present levels of chargeable 
income.9 I do not propose to dwell on the fi- 
gures, but I suggest that close examination‘ 
will demonstrate again that our system of per- 
sonal taxation is extraordinarily modest in its 
impact. Indeed there can be few other places 
in the world which have both tax thresholds so 
high that the majority of the economically ac- 
tive are excluded from charge to tax, and a 
system which is so efficiently revenue produc- 
tive (and, I might add, at an extremely low 
cost by world standards). 

ESTATE DUTY 
96. Finally I have three concessions relating 
to Estate Duty. But first I intend to use this 
Opportunity to comment on certain criticisms 
of Estate Duty at large, which will also enable 
me to range more widely. It has been‘ 
suggested that the Estate Duty legislation 
ought to be repealed because it is cumber- 

some and complex, its impact is easily avoid- - 

ed, it produces little revenue, and is difficult 
and expensive to administer. 
97. The facts however are that the legisla- 
tion is well understood by those who have to 
deal with it professionally, and by the officers 
of the department who administer it. As re- 
gards avoidance, all our direct taxes are sus- 
ceptible to avoidance, based as they are on 
our limited territorial source criterion. On the 
whole because of our modest rates the major- 
ity of our entrepreneurs and others who use 
Hong Kong’s excellent infrastructure of ser— 
vices,'communications facilities and so on do 
not conduct their tax affairs as cynically as 
their counterparts in other places where high 
levels of taxation prevail. But I am bound to 
say that, if ever our taxation system ceases to 
be as revenue productive as it is now, we shall 
have to think seriously about plugging the 
leaks even if that means paddling into the 
muddy waters of highly complex fiscal legisla- 
tion, which we have always avoided in favour 
of our simpler system. 

98. In the year ended 3lst March 1982 esti- 
mated estate duty collections are expected to 
be $294 million, which though not a signi- 
ficant sum measured against our total rev- 
enue yields, is a useful contribution to our 
total budgetary needs. Nor must we ever 
commit the cardinal error of being mes- 
merized by billions: it is an accumulation of 
small sums that matters, as every man and 
woman in the street knows. The cost of collec- 
tion is under 1% , which is hardly an expensive 
operation. Finally, so the Commissioner in- 
forms me, the Estate Duty Office provides an 
excellent source of information on those who 
during their lifetime made little or no con- 
tribution to the Exchequer — because they 
evaded or cheated on taxes they ought to have 
paid. This final opportunity to seek and ob~ 
tain some restitution from the estates of such 
people would in itself be justification for the 
retention of the estate duty, even if the yield 
from the duty itself were insignificant — which 
it is not. 

99. But to return to my three concessions. 
Members will recall that last year we raised 
the estate duty exemption limit to $1 million 
in recognition of rising asset values. This year 
I propose firstly further to raise the exemp- 
tion limit to $2 million: that is to say no duty 
will be payable on the estates of deceased per- 
sons who die possessed of net assets ofa value 
below that figure. This increase may at first 
sight seem somewhat generous, but it recog- 
nises that asset values have continued to rise 
and is consistent with our low tax philosophy. 
100. Secondly, one of the effects of succes- 
sive increases in the exemption limit in recent ' 

years has been to make the initial impact of 
the estate duty rather more significant than it 
should be, and therefore inconsistent with 
our low tax philosophy. If my proposal to in- 
crease the exemption limit to $2 million is ap-

, 

proved, the rate of duty applicable to estates 
between $2 million and $3 million under the 
present schedule (and subject, of course, to 
marginal relief) would be 17%. Therefore in 
order to reinstate the concept of graduality I 

propose to replace the present schedule of 
rates with a new schedule scaled from 10% on 
estates between $2 and $2.5 million to 18% 
above $4 million. "’ 
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101. Thirdly, I propose to exempt from duty 
altogether the principal matrimonial home of 
the deceased, where the deceased leaves a 
surviving spouse. This relief acknowledges 
the claim that sometimes there can be 
hardship for the surviving spouse because the 
home is subject to duty. While I know of no 
case where a widow has been obliged to sell 
the home in order to pay the duty, it seems 
logical in the context of our low tax 
philosophy to exclude it from charge. ” 

102. The cost to the revenue of these three 
proposals will be approximately $42 million in 
1982-83 and an estimated $52 million in the 
following year. 

OTHER MATTERS 
103. Before I leave the subject of taxation I 
wish to comment on other matters on which I 
have received representations. (My office is 
of course always open to criticism or to new 
ideas.) 

8. At certain income levels those who contribute 
only the minimum qualifying annual contribution 
of $1,200 to a dependent parent can gain a tax ad— 
vantage in excess of that sum; the majority of claim- 
ants probably make a rather larger contribution to 
the maintenance of their dependent parents. 
9. These increased allowances will benefit an es- 
timated 92 ,000 persons; 52,000 taxpayers who were 
previously liable and who will now be exempt, and 
a further 40,000 who would have become liable in 
1982-83 but who will now be kept out of the tax net. 
This means that in 1982—83 there will be an esti- 
mated 218,000 salaried taxpayers, compared with 
some 310,000 who would have been liable without 
these new concessions. Furthermore, of those re- 
maining in the tax net some 205,000 will benefit by 
way of reduced liability. About 13,000, or 6% of 
the total number in the tax net, will receive to bene- 
fit from these concessions and will continue to bear 
tax on their chargeable incomes at the standard rate 
of 15%. This high income group continues to contri» 
bute well over half of the total yield from salaries tax. 
Additionally an estimated further 55,000 persons 
who elect for the advantages of personal assess- 
ment will also benefit through reduced liability. 
Examples of the effects of these new allowances for 
persons at various income levels and in various per- 
sonal circumstances are contained in Appendix E 
to the printed version of this speech; and at Appen- 
dix F there appears a table showing examples ofthe 
present and future effective rates of tax at different 
income levels for persons in various personal cir- 
cumstances. Appendix G shows the income levels

> 

at which persons in various personal circumstances 
will become liable at the standard rate in future. 
10. On estates between — 
$2,000,001 and $2,500,000 10% 
$2,500,001 and $3,000,000 12% 
$3,000,001 and $3,500,000 14% 
$3,500,001 and $4,000,000 16% 
$4,000,001 and above 18% 
1'1. The exemption will be administered by refer- 
ence to rules which broadly follow the Property Tax 
owner-occupier exemption; and where there is 

more than one matrimonial home the estate’s legal 
personal representative will be permitted to desig- 
nate which property is to be the principal matrimo- 
nial home. But for the purposes of determining the 
appropriate rate of duty to be applied to the re- 
mainder of the estate, the matrimonial home will 
first be aggregated with the other dutiable assets 
and only thereafter excluded from charge. 
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104. They include allegations that our pro- 
fits tax legislation enables the Commissioner 
to charge capital gains to tax. I am advised 
that this is not so; and the Commissioner as- 
sures me that he has never done so and has not 
the slightest intention of trying to d0.so. He 
does‘ concede that there are occasions when 
he seeks to tax as income what the taxpayer 
prefers to think of as a capital profit. But 
there are remedies through the appeal pro- 
cess,.if the Commissioner’s view in such a case 
seems incorrect. It has also been represented 
that executors of deceaseds’ estates are in 
some jeopardy in that the Commissioner 
could successfully recover from the personal 
assets of the executor taxes owed by the de- 
ceased. Again I am advised that this is not a 
correct interpretation of the law, and the de- 
partment does not seek to recover taxes in de- 
fault in this way. I have also been told that in 
certain circumstances dividends could be 
chargeable to profits tax. Once more, that is 

‘ 

not a view to which the Commissioner sub- 
scribes. These, and other miscellaneous mat— 
ters which have been placed before me, are 
not in any respect what could be described as 
burning issues. However, I have taken due 
note of them; if at some convenient time in 
the future it is thought that any of them has 
merit, or that there is indeed some legal doubt 
as to the proper interpretation of the existing 
legislation, steps will be takenm to put mat- 
ters right. 

105. The one proposition which has caused 
me sleepless nights is the contentious issue of 
separate taxation for married women. I have 
of course noted Sir Philip’s concluding com- 
ments in the last year’s debate. ‘3 
106. I am fortified by two other considera— 
tions. Firstly, the cost to revenue of separate 
taxation for married women would be about 
$200 million per annum. It would not be pru- 
dent to add this considerable sum to this 
year’s total tax cuts, and it would therefore be 
necessary to sacrifice others of my proposals 
to make room for benefits for married 
women. I do not think it sensible that my 
overall reliefs should thus be distorted. 
107. Secondly and fortuitously, the Com- 
missioner for Inland Revenue has told me 
that because of the considerable changes pro- 
posed this year and the computer software 

problems inherent in a system of separate as- 
sessment his department simply could not 
cope with such a change. On pragmatic- 
grounds, therefore, further tax changes this 
year are not possible. 
108. Perhaps I protest too much. I will 
admit under pressure that as history moves on 
the arguments for and against separate taxa- 
tion for women seem more evenly balanced, 
while deeply felt emotion rightly or wrongly 
can be as persuasive as logic. In fact the argu- 
ment is not simple, for there are great practi- 
cal problems involved. Nevertheless a dispas— 
sionate and pragmatic man should be able 
now to see which way the tide is running both 
in Hong Kong and elsewhere. Whether it 
should so run is another matter; but Canute 
proved the fallacy of relying on this sort of ar-’ 
gument. 
109. If, therefore, women members of this 

‘ Council and some 50% of the population will 
bear with me this year, without of course 
making any promises or commitments and 
absolutely dependent on the situation as it 

then exists I hope to be able to have another 
look at this proposition next year with a View 
to some movement. I do trust that this olive 
branch will be accepted, and that I am not 
forced in subsequent debate to erect defen- 
sive battlements. This can be done, but I 

would like to avoid the necessity, which in- 
deed I think could be counterproductive. 
110. The cost to the revenue of my tax con- 
cessions is $1.37 billion, and the estimate of 
total revenue thus becomes $37.8 billion. The 
difference between this and the estimate of 
total expenditure of $35.5 billion is $2.3 bill- 
ion, which is the surplus we are budgetting for 
on General Revenue Account in 1982-83.13 
111. These concessions produce satisfac- 
tory results as far as the balance of the fiscal 
system” and the budgetary guidelines are 
concerned. '5 

112. But I must again draw attention par- 
ticularly to the growth and relative size of the 
public sector in 1982-83. On Consolidated 
Account total expenditure will be no less than 
$37.7 billion. This is an increase in money 
terms of $6.8 billion, or 22% over the revised 
estimate for 1981-82. In real terms it repre- 
sents an increase of 10.7%. The growth rate 

of 10.7% envisaged for 1982-83 though large 
thus represents a significant slowing down in 
the growth rate of the public sector, but it will 
still be higher than the forecast growth rate of GD. P. of 8%. 
1_13. As a result, the relative size of the pub- 
hc sector will again increase from 22.9% in 
1981-82 to about 24% in 1982-83. We clearly 
must not relax in our efforts to ensure that the 
growth rate of expenditure on Consolidated 
Account has due regard to the growth rate of 
the economy. 

12. “Is there really any valid reason why one fam- 
ily with an income of, say, $100,000 should pay less 
tax than another family with a similar income, sim- 
ply because in the first case the $100,000 is pro- 
duced by the husband and wife, whereas in the sec- 
ond case the husband (or wife) alone contributes to 
the support of the family.” 
13. Revenue: $mn $mn 
Recurrent 25,308 
Capital 12,518 372826 
Expenditure: 
Recurrept 19,466 
Capital 16,034 35,500 
Surplus on recurrent account 5,842 
Deficit on capital account 3,516 
Overall surplus 2,326 
(Including the surplus in the C.W.R.F‘ the total 
overall surplus is $4,954 million). 
14. Ratio between direct and indirect taxes — 
67 : 33. 
Ratio between direct and indirect taxes taken to— 
gether and all other recurrent revenue — 66 : 34. 
15. Guideline Ratio 1982-83 
Recurrent revenue 
Total expenditure At least 77% 77% 
Recurrent exgenditure No more

_ 

Recurrent revenue than 85% 77% 
Surglus on recurrent account 
Capital expenditure At least 33% 44% 
Recurrent exgenditure No more 
Total expenditure than 65% 59% 
Cagital revenue 
Capital expenditure At least 20% 93% 
(The percentages for 1982-83 are calc_u1ated to in» 
clude the Capital Works Reserve Fund.) 

IFA NEWS ‘ 

[continued from page 265] 

JAPANESE BRANCH 
The Japanese Branch held its 1982 annual conference in 
Tokyo on 1 May 1982. 
At the conference, the following subjects were reported 
on: ‘ 

(1) Recent Trends of Japanese Tax Treaties, by Mr. 
Yasuyuki Kawahara, Director of the International 
Tax Affairs Division, Tax Bureau, Ministry of Fig 
nance . 

(2) Aussensteuergesetz of West Germany, by Professor 
Tadashi Murai, Professor of Law, Kansai Univer— 
sity. 

(3) Unitary Tax in the United States of America, by Mr. 
Toshio Miyatake, attorney-at-law. 
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SWISS BRANCH 
The Swiss Branch of IFA will meet on 25 June 1982 in 
Zurich. The agenda shows ‘the following important to- 
pics of discussion: > 

1. The presenting of the 1981 annual report and the 
1981 financial statements; 

2. The resignation of a number of members of the 
Board and the Board’s proposal for the (re)appoint— 
ing of (new) Board members; 

3. Dr. Végeli will speak on the tax aspects of interna- 
tional competition with respect to Swiss banks. 

The next meeting of the Swiss Branch will be held on 5 
November 1982 in Bern. 
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Customs 
Co-operation Council * “ 

Since the beginning of the century, attempts 
have been made to simplify and standardize 
Customs formalities in international trade.- 
The first substantial proposals for simplifica- 
tion were sponsored by International Con- 
gresses of European Trades and brought for- 
ward by the International Chamber of Com- 
merce for consideration by the League of Na- 
tions. Inter-governmental actions taken 
under the aegis of the League resulted in th¢ 
drafting of the international Convention for 
the simplification of Customs and other for- 
malties. This Convention, dated 3 November 
1923, was the first concrete result obtained. 
Several subsequent international conferences 
also studied this question but achieved no ap- 
preciable results. 

After the end of the second World War the 
United Nations Conference on Trade and 
Labour resumed the examination of the prob- 
lem at international level. Several provisions 
relating to Customs questions were included 
in the draft for the establishment of an Inter- 
national Trade Organization (Havana Char- 
ter) and in the “General Agreement on 
Tariffs and Trade” (GATT). 
Nevertheless, there was still no international 
organization specializing in the comparative 
study of Customs technique, which was re- 
garded merely as an aspect of economic pol- 
icy and had been given close consideration 
only at national level and in very few coun- 
trles. 

THE EUROPEAN CUSTOMS UNION 
STUDY GROUP: » 

In a joint declaration made in Paris on 12 Sep- 
tember, 1947, thirteen Governments repre- 
sented on the Committee for European 
Economic Co-operation agreed to give con- 
sideration to the possibility of establishing 
one or more European Customs Unions. 
With this end in view, it was decided to set up 
in Brussels a Study Group to examine the 
problems incidental to the project and the 
steps necessary for its materialization. 
In 1948, this Study Group set up an Economic 
Committee and a Customs Committee, the 
latter being assisted by a Permanent Tariff 
Bureau. 
The Study Group subsequently suspended 
the activities of the Economic Committee, 
the work of which was tending to overlap with 
that of the Organization for European 
Economic Co—operation (OEEC) after the 
creation of that organization. 

It was decided, however, that the Customs 
Committee, which had been charged with the 
task of making a comparative study of Cus- 
toms techniques in the various countries con- 
cerned, with a view to their standardization, 
should pursue this work. This Committee de- 
voted particular attention to the establish- 
ment of a common tariff nomenclature and 
the adoption of a common definitionpf value 
for Customs purposes. It also studied other 
aspects of Customs procedures. 

THE CONVENTIONS OF 
15m DECEMBER 1950: 
In 1949,1the Study Group decided that, irre— 
spective of the progress which might be made 
with the Customs Union project, the achieve- 
ments already attained in the fields of 
Nomenclature and Valuation should be 
turned to advantage and that similar en- 
deavours should be made in other fields of 
Customs technique. 
This decision was the origin of the three Con- 
ventions signed in Brussels on 15th December 
1950. Two of these Conventions are con— 
cerned with Nomenclature and with Valua- 
tion; they represent‘the culmination of the ex— 
tensive work undertaken by the Study 
Group’s Customs Committee on these two 
important subjects. The purpose of the par- 
ticipating countries in setting up — under the 
third Convention — the Customs Co-opera- 
tion Council was not only to assemble the 
executive machinery required for the in- 
terpretation and application of the two 
specialized Conventions in a single interna- 
tional organization but also to entrust that or- 
ganization with a more general responsibility: 
“to secure the highest degree of harmony and 
uniformity in Customs systems and especially 
to study the problems inherent in the' de- 
velopment and improvement of Customs 
technique and Customs legislation in connec- 
tion therewith.” 

ESTABLISHMENT OF THE CUSTOMS 
CO-OPERATION COUNCIL: 
The Convention establishing a Customs Co- 
operation Council came into force on 4 
November 1952, and the Council met for the 
first time on 26 January 1953. Under the pro- 
visions of this Convention, the Customs Co- 
operation Council is required to: 
— make recommendations to ensure the 
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uniform interpretation and application 
of the two other Conventions (on 
Nomenclature and Valuation); 

— perform such functions as may be ex- 
pressly assigned to it in those Conven- 
tions; and 

'

' 

act in a conciliatory capacity in any dis- 
putes which may arise in this respect. 

Apart from these particular functions, the 
Council has the more general task of: 
— studying all questions relating to co-op- 

eration in Customs matters which the 
Contracting Parties agree to promote; 

— examining the technical aspects of Cus- 
toms systems with a view to proposing 
practical means of attaining the highest 
possible degree of harmony and unif0r~ 
m1ty; 

— preparing for this purpose draft Conven- 
tions and Recommendations; 

— circulating information regarding Cus- 
toms procedures; 

— furnishing information or advice to 
Member States; and 

— co-operating with other international or- 
ganizations. 

In order to enable the Council to accomplish 
this extensive task, Articles V and VI of the 
Convention provide that it shall establish the 
two specialized Committees envisaged by the 
Nomenclature and Valuation Conventions 
and shall be assisted by 3 Permanent Techni- 
cal Committee, in respect of other Customs 
matters, and by a General Secretariat. 
The functions of the Council are thus clearly 
defined. They in no way duplicate the ac- 
tivities of other international organizations 
particularly of those essentially concerned 
with economic policy. ' 

The Council is a technical body and its studies 
and attempts to resolve Customs problems 
are based on a purely technical approach. Its 
purpose is to improve and harmonize Cus- 
toms operations and thus facilitate the de- 
velopment of international trade, without ob- 
liging Member countries to adopt provisions 
incompatible with their individual economic 
policies.

' 

Accession to the Council Convention dopes 
not entail accession to either or both of the 
two other Conventions on Nomenclature and 
Valuation, but accession to the Council Con— 
vention is obligatory for any country wishing 
to accede to either of those Conventions. 

THE COUNCIL AT WORK: 
The Council normally meets once a year. The 
delegates to the Council are representatives 
of the Contracting Parties to the Council Con- 
vention and those representatives are usually 
the heads of national Customs administra- 
tions. 

’ Prepared by Douanes (Pakistan) Custom 
"House, Karachi. 
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The first part of each Session is devoted to 
technical matters. The Council receives re- 
ports from the Nomenclature Committee, 
from the Valuation Committee, from the Per— 
manent Technical Committee, the Har- 
monized System Committee and, on interses- 
sional developments, from the Secretary 
General. After discussion of these reports, 
the Council takes’ such executive decisions as 
may be appropriate, for example, by initiat— 
ing Conventions or Protocols of amendment 
to Conventions, by_ making Recommenda- 
tions to Contracting Parties, and by giving di- 
rectives to the Committees or to the Secretary 
General regarding the work in progress or fu- 
ture work to be undertaken. 
One or two days at the end of each Session are 
reserved for current administrative and inter- 
nal questions which are usually presented in 
the form of proposals, worked out in advance 
either by the Finance Committee — which 
meets before each Council Session — or by the 
Secretary General. 
The adoption of these methods enables the 
work of each Session to be conducted ex- 
peditiously. 

The official languages of the council are Eng- 
lish and French and all documents and publi- 
cations arc issued in these two languages. 

THE NOMENCLATURE COMMITTEE: 
Under the authority of the Customs Co-oper- 
ation Council, the Nomenclature Committee 
supervises the operation of the Convention 
on Nomenclature for the Classification of 
Goods in Customs Tariffs. 
This Convention, which entered into force on 
11 September 1959, has been ratified by sev- 
eral countries. In addition, many countries or 
territories have based their national tariffs on 
the Customs Co-operation Council Nomenc— 
lature (CCCN), without becoming Contract- 
ing Parties to the Convention. 
The CCCN is also used by many regional or- 
ganizations, including the European Com- 
munities, the European Free Trade Associa- 
tion (EFTA), the Latin American Free Trade 
Association (LAF’I‘A), the Common Afro- 
Mauritian Organization (OCAM), the West 
'African Economic Community (CEAO) and 
the Central African Customs and Economc 
Union (UDEAC). 

AIMS OF THE NOMENCLATURE 
CONVENTION: 
The essential aims of the Nomenclature Con- 
vention are: 
(a) to establish a common basis for the clas- 

sification of goods in national Customs 
tariffs; 

(b) to facilitate comparison of the Customs 
duties applicable in various countries to 
all goods entering into international 
commerce; 
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(c) to simplify international Customs tariff 
negotiations; 

(d) to facilitate comparison of international 
trade statistics; 

(6) to provide Government and traders alike 
with a firm guarantee of the maximum 
uniformity in the classification of goods 
in national Customs tariffs; and 

(f) to facilitate international trade and thus 
to contribute to its expansion. 

CHARACTERISTIC FEATURES OF THE 
CCC NOMENCLATURE: 
The CCCN is systematic. It provides a 
framework for the classification of goods in 
Customs tariffs but, since it includes Intér- 
pretative Rules and legal Notes, it also consti- 
tutes a comprehensive classification system 
which has been designed to ensure: 
(a) maximum simplicity, so that it can be 

readily understood by the public as well 
as by experts; 

(b) precision, so that the most appropriate 
heading for a given commodity can be 

' readily identified; and 
(c) exactness in application, so that the same 

commodity will be classified in the same 
way in the tariffs of the countries using 
the Nomenclature. 

STRUCTURE OF THE CCC NOMENCLA- 
TURE: 
The CCCN comprises: 
(a) the Rules for the interpretation of the 

Nomenclature which prescribe the gen- 
eral principles governing the classifica- 
tion system; 

(b) Section and Chapter Notes, which define 
the scope and limits of Sections, Chap- 
ters and of certain headings. These legal 
Notes permit the headings to be drafted 
in concise form without any loss of preci— 
sion or of exactitude in their interpreta- 
tion; and ‘ ‘

I 

(c) a list of headings, arranged in systematic 
order, covering all the times in interna- 
tional commerce. 

The headings in the Nomenclature are ar- 
ranged in 99 Chapters which are themselves 
grouped in 21 Sections. In general, goods are 
grouped according to the material of which 
they are made; further, most Chapters are de- 
veloped “progressively” — that is, starting 
from raw materials and progressing to 
finished articles. 

ADAPTATION OF THE CCC NOMENCLA- 
TURE TO THE ECONOMIC REQUIRE- 
MENTS OF INDIVIDUAL STATES: 
The Nomenclature Convention leaves the 
Contracting Parties free, within the 
framework of the Nomenclature, to make 
such provisions as they may consider neces— 
sary in order to safeguard their own special 
national interests. 

In particular, countries may set up, within the 
CCCN headings, subheadings covering those 
products or categories of products to which 
they propose to apply special treatment. They 
also remain perfectly free to fix their rates of 
duty at the levels they consider appropriate, 
subject to due regard to any bilateral or mul- 
tilateral commitments they'may have entered 
into with other countries. 

SUPPORTING PUBLICATIONS: 
The CCCN is supported by several publica- 
tions designed to facilitate its use and in- 
terpretation. 

The Explanatory Notes do not form an integ- 
ral part of the Nomenclature Convention it- 
self, but they do constitute the official in- 
terpretation of the Nomenclature as ap— 
proved by the Council and they are, there- 
fore, an indispensable complementary publi- 
cation thereto. 

In addition to technical information, the four 
volumes of the Explanatory Notes provide a 
full commentary on the meaning and scope of 
the Section and Chapter Notes and on the 
scope of each heading. 
The Alphabetical Index to the Nomenclature 
and the Explanatory Notes lists all the goods 
specified in the Nomenclature, with refer- 
ences to the relevant headings or Section or 
Chapter Notes, and in the Explanatory 
Notes, with reference to the pages on which 
the goods are mentioned and, in some cases, 
described. 

The Compendium of Classification Opinions 
lists, in Nomenclature heading order, all 

Classification Opinions adopted by the 
Nomenclature Committee and the Customs 
Co-operation Council as a result of the study 
of practical cases submitted to the Council by 
the administrations. 

The English and French versions of the 
Nomenclature and its complementary publi- 
cations are equally authentic. They are kept 
constantly up—to-date, in particular in the 
light of current technological developments. 

THE NOMENCLATURE COMMITTEE AT 
WORK: 
The Nomenclature Committee met for the 
first time on 23 May 1960, after the entry into 
force of the Convention, but the Council had 
set up an Interim Committee from early 1953 
and in effect the Committee has been at work 
since then. 

The Committee normally meets twice a year 
for a fortnight at a time. It is composed of de- 
legates representing Contracting Parties to 
the Convention. Its Sessions are attended by ' 

Observers from many non-Member States 
and from International Organizations. The 
Committee is assisted by a Committee of 
Chemists which also meets, in principle, twice 
a year. 
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The Nomenclature Committee’s main tasks 
- are to give decisions on the more declicate 
classification questions raised by administra- 
tions or by International Organizations, to re- 
solve differences of opinion between Cus- 
toms administrations and, in general, to take 
all appropriate steps to ensure international 
uniformity in the interpretation and applica- 
tion of the Nomenclature. 
To _this end, the Committee: 
(a) collates and circulates information con- 

cerning the application of the Nomen- 
clature; ‘

. 

(b) studies the procedures and practices of 
the Contracting Parties in relation to the 
Classification of goods for Customs pur- 

_ 
poses; 

(c) makes appropriate recommendations to 
the Contracting Parties to secure unifor- 
mity in the interpretation and applica- 
‘tion of the Nomenclature; 

(d) prepares. draft amendments to the 
Nomenclature Convention; 

(6) drafts and amends the Explanatory 
Notes; 

(f) issues Classification Opinions; and 
(g) takes such other steps as may be neces- 

sary to achieve the aims set by the Con- 
vention establishing the Customs Co-op- 
eration Council and the Convention on 
Nomenclature. 

AMENDMENTS TO THE NOMENCLA- 
_TURE: _ 

Since 1959 the CCC Nomenclature has under- 
gone three series of amendments, in 1965, 
1972 and 1978, in order to keep it abreast of 
developments in the fields of production and 
international trade. 

The third series of amendments, published in 
the Recommendation of 18 June 1976, en- ' 

tered into force on 1 January 1978. It includes 
more than 260 amendments to the 1972 
Nomenclature, the main changes being_the 
deletion of some 90 headings which no longer 
represented a significant volume of interna- 
tional trade and the amendment or creation 
of other headings. 

THE CCN AND INTERNATIONAL TRADE 
STATISTICS: ‘ 

It has already been mentioned that one of the 
aims ofthe CCCN is also to facilitate compari- ' 

son of international trade statistics, insofar as 
these are compiled from data collected 'on the 
basis of the national Customs nomenclatqres. 

In 1950, the United Nation Statistics Office 
established a Standard International Trade 
Classification (SITC), to facilitate the sys- 
tematic study of world trade statistics. 

Since the aims in a single area of a'ctiyity were 
very much akin, it was necessary to establish a 
close correlation between the two basic sys- 
tems of classification. 

The first "correlatiOn between the CCC 
Nomenclature and the revised SITC was com- 
pleted in 1960. A new correlation was con- 
cluded in 1974, when the SITC was revised for 
a second time (SITC/Rev. '2). 
The SITC/Rev. 2 was published on 1 J anuary 
1975. On the same date, the Council issued a 
Recommendation proposing that Member 
States incorporate in their Customs tariffs the 
1,087 subheadings which make it possible to 
collect statistical data on the basis of the CCC 
Nomenclature and to achieve complete corre—

I 

lation with the SITC/Rev. 2. The complete 
system (SITC/ Rev. 2 and the new correla- 
tion) entered into application in a number of 
countries on 1 January 1976. 

THE FUTURE OF THE CCC NOMENCLA- 
TURE: 

The future of the Nomenclatureris bound up 
with the work on the Harmonized Commod- 
ity Description and Coding System. 

THE _HAHMONIZED SYSTEM COMMIT- 
TEE: - 

In September 1970 the Council set up' a Com- 
modity Coding Study Group to explore the 
feasibility of developing a harmonized c‘om— 
_modity description and coding system _which 
could simultaneously meet the needs of Cus- 
toms, external trade statistics and carriers. 
This Study Group reported to the Council in 
May 1973 that the development of a har- 
monized commodity description and coding 
system was not only feasible but was essential 
in the longer term interests of facilitation on 
international trade and recommendaded that 
the Council undertake to carry the project to 
completion. The Council approved the Study '. 

Group’s Report, and deCided that such a sys-H 
tem should be developed. 
In preparing the system, the Harmonized Sys- 
tem. Committee, which was created by the 
Council to succeed the Study Group, is taking 
account of some 15 classification systems, 
Chosen as being representative of the require- 
ments of Customs administrations, external 
trade statistics and carriers. 
The system is based on the CCCN and on the 
SITC/Rev. 2 which Will be revised where 
necessary to achieve the system’s general 
aims. 

In some respects, therefore, the Harmonized, 
System will be a development of the revised 
CCCN elaborated by the introduction of sub- 
headings (structured nomenclature), which 
will include those already drawn up for the 
correlation between the CCCN and the SITC/ 
Rev. 2. 
The system also includes “descriptors” for the 
more important commodities in international 
trade. These descriptors will provide cross» 
references to the subdivisions of the struc- 
tured nomenclature and the SITC/Rev. 2 and 
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will also serve for the compilation of an al- 
phabetical index. 
Implementation of the system will be facili- 
tated by Explanatory Notes which will sup- 
plement those of the CCCN by providing a 
guide to classification in the subheadings, and 
it is hopedvthat the system will eventually be 
employed by most, if not all, participants in 
international trade. 

The concern for the harmonization and 
simplification of the various national and in- 
ternational instruments used in international 
trade, which brought about the development 
of the Harmonized System, is felt by many 
agencies. In particular, the United Nations 
Statistical Commission, at its 19th Session 
(November 1976), agreed that the Har- 
monized System should also play a prominent 
part in the harmonization of the various 
statistical classificatjons concerning trans- 
portable goods.' 

This will be possible if the CCCN and its ex- 
tension, the Harmonized System, are com— 
patible with the concept of the industrial ori— 
gin of commodities, and this principle has 

' been approved by the Council. 

THE VALUATION COMMITTEE: 
Under the authority and in accordance with 
the directives of the Council, the Valuation 
Committee supervises the operation of the 
Convention on the Valuation of Goods for 
Customs purposes. This Convention entered 
into force on 28th July 1953. Since then the 
Brussels Definition of Value which is an- 
nexed to the Convention has found a steadily 

. widening field of application. Apart from the 
Contracting Parties_ to the Convention many 
countries have already based their valuation 
systems for Custom purposes on the Defini- 
tion.

' 

AIMS OF THE VALUATION CONVENTION: 
The essential aims of the Valuation Conven- ’ 

tion are: 
(a) to achieve the maximum uniformity, in- 

v ternationally, in the _valuation of goods 
for Customs purposes; , 

(b) to simplify international Customs tariff 
negotiations and the comparison of 

' 

foreign trade Statistics by providing a 
uniform basis for the valuation of goods; 
and . 

(c) in general, to facilitate international 
' 

-trade. 

CHARACTERISTIC FEATURES OF THE 
BRUSSELS DEFINITION OF VALUE: 
The Brussels Definition of Value is designed 
to: 
(a) provide for the establishment of Cus- 

toms values by reference to a single for- 
mula to be uniformly applied to all clas- 
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$65 of importations, thus ensuring equit- 
able treatment as between all imported 
goods;

_ 

(b) conform as closely as possible to com- 
mercial practice in open market condi- 
tions; 

(c) ensure that administrations are 
safeguarded against evasion; 

(d) ensure that honest traders are protected 
against unfair competition and arbitrary 
administration; and 

(6) meet the needs for commercial simplicity 
and administrative convenience. 

These requirements are met by: 
(a) selecting the standard of the price made 

under a confract of sale concluded: 
(i) in respect of imported goods, and 
(ii) in the open market between a buyer 

and a seller independent of each 
other; 

(b) giving precision to- lthis standard by 
specifying the contract of sale to be a con- 
tract concluded at a price: 
(i) appropriate t_o the time when the 

duty becomes payable, and 
(ii) giving delivery to the buyer at the 

port. 
(0) seuing up this standard in the Definition 

as a notional concept expressed in terms 
of the price which the goods “would 
fetch” on a sale conforming, inter alia, to 
the conditions envisaged at (a)(i) , (a)(ii), 
(b)(i) and (b)(ii) above. 

THE VALUATION COMMITTEE AT WORK: 
The Valuation V Committee normally meets 
twice a year. It is composed of delegates rep- 
resenting Contracting Parties to the Conven- , 

1 

tion. Its Sessions are attended by Observers 
from many non—Member States and from In- 
ternational Organizations. 
Its task, in general, is to ensure the uniform 
interpretation and application of the Defini- 
tion. 

To this_end the Committee’s duties are: 
(a) to collate and circulate information con- 

cerning the valuation of goods by the 
Contracting Parties; 

(b) to study the domestic laws, procedures 
and practices of Contracting Parties in 
relation to the Definition and its Inter- 
pretative Notes and to make recommen- 
dations to the Council or the Contracting 
Parties to secure uniformity in the in- 
terpretation and application of the'De- 
finition and Notes and the adoption of 
standard procedures and practices; 

(c) on its own initiative or on request, to fur- 
nish to Contracting Parties information 
or advice on any maters concerning the 
valuation of goods; 

(d) to submit to the Council proposals for 
any amendment of the Convention 
which it may consider desirable; and 

(e) to exercise such other powers and func- 
tions of the Council in relation to the val- 
uation of goods for Customs purposes as 
the Council may delegate to it. 
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RECOMMENDATIONS: 
The Valuation Committee has established the 
following Recommendations: 
— Recommendation concerning the treat— 

ment of inadvertent errors in the de- 
clared value of goods; 

— Recommendation concerning the treat- 
ment, in the valuation of goods, of the 
right of reproduction in the country of 
importation; .

I 

— Recommendation concerning the appli— 
cation of the Brussels Definition of 
Value; 

— Recommendation concerning the appli- 
cation, of the provisions of Article III of 
the Definition of Value and of its Inter— 
pretative Note 2; V 

— Recommendation concerning the appli- 
cation of the Definition of Value in re- 
gard to trade marks; and Recommenda— 
tion concerning the interpretation of Ar- 
ticle I of the Definition of Value. 

EXPLANATORY NOTES: 
One or the important tasks completed by the 
Committee has been the preparation of the 
Explanatory Notes to the Definition, which 
were first published in 1960. Further experi- 
ence gained since 1960 having shown that 
some revision of, and additions to, the 
Explanatory Notes were desirable, a new edi- 
tion was issued in 1971 in three separate vol- 
umes (one English, one French and one bilin- 
gu'al). 

These Explanatory Notes, which are avail-
' 

able to the public as well as to the Customs, 
expound the theory and practice of valuation 
under the Brussels Definition both in general 
terms and with regard to problems of a gener— 
al nature and, within these generalities, also 
with regard to particular problems of com- 
mon occurrence. They give reasons for each 
conclusion and demonstrate the underlying 
equality of treatment as between the different 
methods advocated. As it has been put 
shortly, they provide the “Why” as 'well as the 
“How” of valuation. 
Although these Notes do not form part of the 
Valuation Convention, they constitute the 0f- 
ficial Commentary on the Brussels Definition 
of Value. 

EXAMPLES TO ILLUSTRATE SELECTED 
PASSAGES IN THE EXPLANATORY 
NOTES: 
'In order to facilitate the practical application 
of the Explanatory Notes referred to above, 
the Committee decided to supplement them 
by suitable Examples indicating how the text 
they illustrate should be applied to factual 
cases. 

Two loose-leaf volumes, one in English and 
one in French, containing 34 such Examples 
were published in 1975, and further Examples 

are being added as they are prepared and 
adopted by the Committee. 

~VALUATION OPINIONS: 

In pursuing the general aim of ensuring un-
‘ 

iformity in interpretation and application of 
the Definition, the Committee has issued sev- 
eral Valuation Opinions based on actual cases 
of doubt submitted by Members.

' 

VALUATION NOTES: 
The foregong aim is also achieved by means of 
a number of Valuation Notes which serve the 
purpose of clarifying the meaning of certain 
terms of the Definition which present difficul- 
ties in interpretation. 

VALUATION STUDIES: 
The Committee has made studies on a 
number of important aspects of valuation, 
such as Members‘ domestic legislation; ad— 
ministrative procedures; valuation disputes; 
the combating of fraud; the treatment of 
royalties; expenses incurred on advertising 
and trade marks; the dutiable value of .com— 
puters and programme media; and the appli- 
cation of the Recommendation concerning 
the right of reproduction.

' 

Certain of these studies have been published. 

COMPENDIUM OF TEXTS CONCERNING 
- VALUATION: 

The Valuation Convention, Recommenda- 
tions, Opinions, Notes and Studies are pub— 
lished together in a Compendium. 

THE PERMANENT TECHNICAL COMMIT- 
TEE: 

As mentioned previously, the Council’s func- 
tions include not only ensuring the uniform 
interpretation and application of the Conven- 
tions on Nomenclature and Valuation but 
also the study of all aspects of Customs 
technique in order to find practical means of 
attaining the highest possible degree of har- 
mony and uniformity in Customs systems It 
is assisted in this latter work by the Permanent 
Technical Committee. 
This Committee, which was established in 
1953, is composed of representatives of all 
Council Members. It meets twice a year and 
its sessions are attended by both representa- 
tives of Member countries and by observers 

.V 
from many non-Member countries and inter- 
national organizations. 
The achievement of a high degree of harmony 
and uniformity is a long-term project. In this 
connection a wide-embracing international 
instrument, the Convention on the simplifica- 
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tion and harmonization of Customs proce— 
dures is now in force. A number of other Con- 
ventions and Recommendations have been 
prepared 'on specific subject matters of Cus- 
toms technique. 
Another matter which has occupied the Com- 
mittee’s attention is that of mutual adminis- 
trative assistance between Customs adminis- 
trations for the prevention, investigation and 
repression of Customs offences. The Com- 
mittee prepared a Recommendation on this 
topic as early as 1953 and followed up with ad- 
ditional Recommendations in 1971 and 1975. 
In 1977 the CounCil édopted a major instru- 
ment n this field, the Internation_al Conven- 
tion on mutual administrative assistance for 
the prevention of Customs offences. Particu- 
lar emphasis has always been placed on the 
combating of illicit traffic in narcotic drugs 
and psychotropic substances. 
In addition to technical Conventions and Re- 
commendations, the Permanent Technical 
Committee has carried out a systematic study 
of procedures in Member countries on the 
basis of which International Customs Norms 
have been drawn up laying down fundamen- 
tal principles to guide Customs administra- 
tions considering amendment or review of 
Customs legislations or regulations. The 
Committee has also prepared a Glossary at 
present containinglsome 60 terms with defini- 
tions in English arid French, and which, when 
complete, will result in a uniform interna- 
tional Customs terminology. The Glossary 
will be brought up-to-date as required. 
In parallel with these activities, the Commit- 
tee devotes part of each session to the consid- 
eration of such maters as the simplification of 
documentation, postal traffic, and also to 
questions submitted by Members or by inter- 
national organizations. These latter, accord- 
ing to circumstances, are either discussed by 
the Committee or are circulated to Members 
as requests for information or for written ob- 
servations. 

A Working Party has been established to deal 
with the practical applications of computers 
in the Customs field.

‘ 

CUSTOMS CONVENTIONS: 
The Committee has produced eleven Con— 
ventions which are open to all Council Mem- 
bers and in most cases to all Members of the 
United Nations or its specialized agencies. 

1. International Convention on the 
simplification and harmonization of 
Customs procedures 

This Convention, adopted by the Council on 
18 May 1973, deals systematically with all the 
principal Customs rules and procedures. It 
consists of a central body and separate An— 
nexes, each of which lays down the basic prin- 
ciples applicable to a distinc't area of Customs 
activity. It is anticipated that ultimately the‘ 

Convention will have some 30 Annexes. The 
20 Annexes adopted so far deal with subjects 
such as Customs warehouses, drawback , tem- 
porary admission subject to re-exportatjon in 
the same state, clearance for home use, Cus— 
toms transit, rules of origin, repayment of im- 
port duties and taxes, free zones, Customs 
facilities applicable to travellers, outright ex- 
portation and postal traffic. 

2. Conventions concerning temporary 
duty-free importation 

(a) The Customs Convention of 6 October 
1960 on the Temporary Importation of Pack- 
ings (entered into force on 15 March 1962). 
This Convention meets a wish frequently ex- 
pressed by representatives of international 
trade for the extensjon of temporary duty- 
free importation procedures to packings. The 
Contracting Parties undertake to grant tem- 
porary admission to packings, subject to the 
conditions specified in the Convention, and 

- to accept an undertaking to re-export the 
packings in lieu of security whever the Cus- 
toms authorities deem this possible. 
(b) The Customs Convention of 8 June 1961 
on the Temporary Importation of Profes- 
sional Equipment (entered into force on lst 
July 1962). 
This Convention is designed to facilitate the 
international exchange of specialised skills 
and techniques by the introduction of general 
rules on the temporary duty-free importation 
of professional equipment. 
It has three Annexes, one relating to equip- 
ment for the press or for sound or television 
broadcasting, one to cinematographic equip- 
ment and the third to other professional 
equipment. 
(C) The Customs Convention of 8 June 1961 
concerning Customs facilities for the Impor- 
tation of Goods for displayor use at Exhibi- 
tions, Fairs, Meetings or Similar Events (en- 

- tered into force on 13 July 1962). 
The purpose of this Convention is to facilitate 
the display of goods at exhibitions, fairs, 
meetings or similar events of a commercial, 
technical, religious, educational, scientific, 
cultural or charitable nature. 
It deals, in particular, with: . 

— the temporary admission of goods and 
equipment for display or use at an event; 

— the waiving of import duties in respect of 
certain goods (small samples, printed 
manger, catalogues, etc); and 

— the simplification of formalities on im- 
portation and re-exportation. 

(d) The Customs Convention of lst De- 
cember 1964 concerning Welfare Material for 
Seafarers (entered into force on 11 December 
1965). 

This Convention was drawn up by the Council 
on the initiative of and in consultation with 
the International Labour Organization. Its 
aim is to promote the welfare of seafarers on 
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ships engaged in international maritime traf- 
fic. 

Contracting Parties undertake to grant 
facilities in respect of welfare material for use 
on board foreign ships and, unless a reserva- 
tion is entered in this respect, to welfare mate- 
rial for use in welfare establishment ashore. 

(e) The Customs Convention of 11 June 
1968 on the Temporary Importation of Scien— 
tific Equipment (entered into force on 5 Sep— 
tember 1969). 
This Convention helps to materialize the 
principle of the “free flow of ideas” 'which has 
been advocated and promoted by UNESCO 
for more than twenty years. It removes cer- 
tain difficulties encountered in the implemen- 
tation of the 1950 Florence Agreement and 
supplements, with regard to scientific equip- 
ment, the Professional Equipment Conven- 
tion and the Fairs and Exhibitions Conven- 
tion which were also drawn up by the Council 
in co-operation with UNESCO. 
The Contracting Parties undertake to grant 
temporary admission, free of duties and 
taXes, to instruments, apparatus, mahines or 
accessories therefor which are to be used for 
purposes of scientific research or education 
by “approved institutions” and to reduce the 
attendant Customs formalities. ' 

(f) The Customs Convention of 8 July 1970 
on the Temporary Importation of Pedagogic 
Material (entered into force on 10 September 
1971).

' 

This Convention is designed primarily to sup- 
plement, in the field of educational materials, 
the Scientific Equipment Convention. It 
rounds off the work done by the Council, in 
co-operation with UNESCO, in connection 
with the temporary importation of educa— ' 

tiona], scientific and cultural materials. 
Under the Convention the Contracting Par— 
ties undertake to grant and facilitate the tem— 
porary admission, free of import duties and 
taxes, of pedagogic material which complies 
with the prescribed conditions (and with cer- 
tain optional conditions which may be im- 
posed by Each Contracting Party). A non- 
limitative list of pedagogic material is an- 
nexed to and forms an integral part of the 
Convention. 

3. Conventions} introducing international 
Customs documents: 

(a) The Customs Convention of lst March 
1956, regarding ECS Carnets for Commercial 
Samples (entered into force on 3rd October 
1957). 

The aim of the Convention was to facilitate 
the temporary duty-free importation of com- 
mercial samples. 

(b) In view of the success of_ the ECS carnet, 
in 1961, the Permanent Technical Committee 
established the Customs Convention on the ATA carnet for the Temporary Admission of 
Goods. This carnet can be used not only for 
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commercial samples but also for goods tem- 
posarily imported under: 

» — international conventions concerning 
temporary admission to which a State is 
party (e.g. Conventions on Professional 
Equipment, on Exhibitions, Fairs, etc.); 

— national regulations on temporary ad- 
mission. 

The principle of the ATA Cohvention is the 
same as for the ECS scheme: it seeks to elimi- 
nate the two main difficulties encountered 
when importing goods temporarily into a 
country, namely the need to make out a Cus- 
toms declaration on the national form each 
time the goods are taken into a country and 
the necesity of furnishing security for the pay- 
ment of the Customs duties and other taxes 
chargeable in case of failure to re-export ‘ 

them. 
This double aim is achieved by the ATA car- 
net which is an international Customs docu- 
ment issued and guaranteed by associations 
approved by the Customs and affiliated to an 
internationzil chain. ' 

Some years ago it was decided that the ATA 
carnet should replace the ECS carnet, in view 
of the latter’s limited scope. This replacement 
has continued progressively and the point has 

_ 

now been reached when ECS carnets have 
practically disappeared. In the near future, 
therefore, there will be only one international 
document in use for temporary duty-free ad- 
mission operations. In fact_the Council has re- 
commended to Contracting Parties to de- 
nounce the ECS Convention and a number of 
States have already done so. 

4. Customs Convention on the interna- 
' tional transit of goods (ITI Convention)

. 

This Convention, adopted by the Council on 
7 June 1971, was prepared to deal with emerg— 
ing patterns in international traffic; particu- 
larly the widespread usé of intermodal freight 
containers. The basic aim of the Convention 
is, whilst taking full account of the latest 
transport techniques, to provide the Customs 
with the possibility ofcarrying out their essen- 
tial controls without creating transport de- 
lays, thus permitting transport operators to 
enjoy fully the advantages of the through- 
tzransport concept. 

5.- 
' 

International Convention on mutual 
a_dministrative__assistance for the 
prevention; investigation and 
repressionof customs offices 

The Conventignapplies to fall Customs of- 
fences insofar as_they invglvc ‘m'atters'. falling 
within the competence of Customs adminis- 
trations, 

‘ 

_ 

' 

. 

' " 

It is dividend into AnnexeéWhi‘ghVCan beac- 
cepted independently of each bthergAs‘is 
usual in mutual assistance ihs‘truments, Ithe 
Convention is based on the principle of 'recip- 
rocity, according to which a Contracting 
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Party is required to give assistance to another 
Contracting Party only if both have accepted 
the Annexes concerned. 
Annexes_I to [X cover different aspects of 
mutual administrative assistance and apply to 
every kind of goods except those specified in 
Annexes X and XI, that is to say, narcotic 
drugs and phychotropic substances (Annex 
X) and works of art, antiques and other cul- 
tural property (Annex XI). It was felt advisa- 
ble to prepare separate Annexes for these 
categories of goods because, for many coun- 
tries, they represent a major problem which 
often cannot be handled within the usual 
framework and has aspects not normally as- 
sociated with the more strictly fiscal or Cus- 
toms type of offence. ' 

RECOMMENDATIONS: 
The Permanent Technical Committee has 
drawn'up some thirty Recommendations, 
which can be grouped in the following 
categories: 

(a) Recommendations designed to promote 
co-operation between Customs adminis- 
trations. 
For example: 
— Pooling of information concerning 

Customs fraud. 
— Spontaneous exchange of informa- 

tion concerning illicit traffic in nar- 
cotic drugs and psychotropic sub- 
stances. 

'

r 

(b) Recommendationsdesigned to secure 
uniformity in practice as regards duty- 
free admission or the repayment or re- 
mission of duties. - 

For example: . 

— Refund of import duties-and taxes 
on shortages. 

— Free admission 'of removable arti- 
cles imported on transfer of resi- 
dence.

' 

(c) Recommentations to facilitate the inter-
V 

national transport of goods, and trave 
and tourism. - 

For example: 
_

' 

— Simplified Customs control, based 
on the dual channel system, of pas- 
sengers arriving by air, and by sea. 

— Customs sealing systems in connec- 
tion with the international transport 
of goods. 

(d) Recommendations relating to the appli- 
cation of certain Conventions. 
For example: '

I — Use of ATA carnets for commercial 
samples. 

— Measures to facilitate the applica- 
tion of the [TI Convention. 

(6) Recommendations to simplify and bar'- 
‘ monize Customs documents. 

For example: 
— Lay-out key for Goods declaration 

(outwards). 
— Adoption of a standard form of cer— 

tificate of origin.
V 

(f) Recommendation to ensure that 
adequate legal remedies are available to 
the tax-payer. 
For example: 
— Right of appeal in Customs matters. 

PUBLICATIONS CONCERNING 
CUSTOMS TECHNIQUE: 
A compendium containing the texts of the 
Recommendations, Resolutions and Interna— 
tional Customs Norms relating to Customs 
technique has been published. It is intended 
to incorporate the Glossary of international 

. Customs terms in this Compendium in due 
course. 

I A Handbook containing the complete texts of ' 

the international Convention on the simplifi- 
cation and harmonization of Customs proce- ~ 

V 

durcs and its Annexes; with a Commentary 
printed after the relevant provisions, has also 
been published. The detailed information 
furnished by Contracting Parties with regard 
to the implementation of Annexes and other 
matters (reservations, terms of application, 
etc.) is also included.

V 

RELATIONS W!TH OTHER 
TIONAL’ ORGANIZATIONS: 

INTERNA- 

I 

Under the terms of the Convention by which 
it was established, one of the Council’s fun'c- ' 

tions is to co-Qperate with other inter-gov- 
ernmental organizations and maintain with 
them such relations as may facilitate the 
achievement of its aims. It also co—operates 
with certain non-governmental organizations 
dealing with questions within its competence. 
Over the years the Council has established 
close relations with a large number of organi- 
zations, either directly or through its Com- 
mittees or the Secretariat, exchanging obser- 
vers or co—opcrating even more directly in the 

"study of questions mutually of concern to 
those organizations and the Council. 

TECHNICAL CO-OPERATION: 
The Council has rendered technical assis- 
tance in varioUs_spheres of Customs work to a 
large number of Member and non-Member 

' 

dcyeloping countries. 
Many countries have been given assistance in 
transposing their tariffs into the form of the 
CCC Nomenclature, such being a prime 
necessity for any country wishing to moder- 
nize and rationalize its Customs procedures. 
Also of great importance is the adoptiOn by 
conntries of the Brussels Definition of Value

. 

and a number of countries have been helped 
in this respect. Further, countries have been 
advised on means of implementing the wide 
range of other instruments which have been 
devised by the Council to improve Customs' 
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efficiency and to facilitate . intcma‘tibnalr 
trade. In many instances it has been possible 
to arrange for “on-the-spot" assistance by 'ex: 

- perts,.the selection of the expertsbeing m'adé
' 

in co-operation with Member countries dfthe 
Council and other international organiza— 
tions, particularly the United Nations’; the 
United Nations Conference on Tradeiand 
Development, the United Nationé Develop- 
ment PrOgramme, the International Monet- 
ary Fund, the Organization of American 
States, the United Nations Sttistical'Offic'e 
and the United Nations Regional Economic 
Commissions ' ‘ 

Considering the importanceof training with a 

View to the establishment of an efficient Cus- 
toms administration, the Council has pub- 
lished a-brochure entitled “Training Facilities 
for CustOms Officials of Developing Coun- 
tries” Which contains full particulars of the 

. training‘facilities available in Member coun- 
tries. The facilities described in the brochure 
consist of participation in the normal training 
courses designed to meet the needs of some 
developing countries. Many trainees benefit 

_ 

from the facilities. 

The Council also actively participates in the 
training programmes of other international 
organizations. It has provided lecturers from 

the staff of the Secretariat for training prog- 
rammes of United Nations Regional Com- 
missions and has organized courses in collab- 
oration with the UNDP, UNCT AD and the 
OAS, some of the lecturers being Secretariat 
staff members and other being officials 
supplied by Council Members. 
The Council’s efforts in technical assistance, 
especially Customs training, are directed to 
complement the work being done bilaterally 
by its Member countries and to co-operate 
with other international and regional organi- 
zations. 

Eb figvénhy 
Books-‘ 

The publications listed in this bibliography have recently been acquired by 
the Bureau’s library which will gladly supp/y 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. 

AFRICA 

Nigeria 

NIGERIA: AN OIL ECONOMY 
strives for balanced development. 
Geneva, Business International, 1981. 189 pp. 
Study of the economy of Nigeria; the 
opportunities for foreign trade and investment 
are described, including licensing and taxation. 
(B. 13.103) 

AMERICA 

Canada 
CANADA TAX CASES 1981. 
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. , 1982. 3824 pp. 
(B. 103.798) 

Chile 

VARGAS VALDIVIA, Luis. 
Correccién monetaria de estados contables. 
Santiago, Soelco Ltda., 1982. 243 pp. 
Discussion of the Chilean rules on adjustment of 
profits for inflation, 
(B. 18.139) 

CORRECION MONETARIA’1982
_ 

Santiago, Editorial Cepet, 1982. 304 pp. 
Discussion of the Chilean rules on adjustment of 
profits for inflation‘ 
(B. 18.140) 

Netherlands Antilles 

NETHERLANDS ANTILLES 
Companies. 
Fifth Edition. 
Amsterdam. The ABN Bank, 1981. 50 pp. 
Fifth edition of monograph dealing with the 
formation, maintenance and taxation of 
Netherlands Antilles Companies. 
(B. 51.896) 

© 1982 International Bureau of Fiscal Documentation '— BULLETIN 

“United States 

TAX POLICY AND CORE 
inflation. 
A study prepared for the use of the Joint 
Economic Committee, Congress of the United 
States. 
Washington, Government Printer, 1980. 65 pp. 
(B. 103.712) 

INTERNAL REVENUE CUMULATIVE 
Bulletin 1981-1, January-June. 
Washington, Government Printer, 1981. 788 pp. 
Compulation of all official rulings, decisions, 
executive orders, tax treaties and other items of 
a permanent nature, published in the weekly 
bulletin in the first half of 1981. 
(B. 103.790). ‘ 

PRODUCTIVITY AND INFLATION. 
A study prepared for the use of the Joint 
Economic Committe, Congress of the United 
States.

. 

'Washington, Government Printer, 1980. 14 pp. 
(B. 103.714) 

ASIA & THE PACIFIC 

China (People’s Rep. of) 

VOLKSREPUBLIK CHINA. 
Analyse von S. Jaschek. 
Ergéinzungen zum Firmcnvertretungsrecht. 
Einreise-, Ausreise- und Aufenthalts- 
bestimmungen. 
Besteuerung von Auslz‘indern und 
auslfindischen Unternehmen. 
Berichte und Dokumente zum aus- 
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lfindischen Wirtschafts— und 
Steuerrecht. No. 152 a-d. 
Cologne, BFAI,1982. 132 pp;, 12 DM. 
Annotation and translations into German of 
Chinese regulations with respect to foreign 
business agencies in China, entry, exit and 
residence procedures and income taxation of 
foreigners'and foreign enterprises. 
The Chinese originals and English translations 
are appended. . 

(B. 51.891) 

Hong Kong 
FLUX, David 
Hong Kong taxation: law and practice. 
Hong Kong, The Chinese University Press, 1981. 
379 pp. 
Guide for students and businessmen describing 
the Hong Kong Inland Revenue Ordinance 
(property tax, salaries tax, interest tax and profits 
tax), amply illustrated by examples and 
references to case law. 
(B. 51.901) 

India 

NON-RESIDENT INDIANS. 
An Investment Guide. 
New Delhi, Indian Investment Center, 1981. 174 
pp. , £ 4,00. 
Guide to investment opportunities and facilities 
available in India for non-resident Indians living 
outside India: 
(B. 51.906) 

Indonesia 

PENUNTUN PEMOTONGAN PAJ AK 
Pendapatan buruh/ Karyawan 1982. 
Jakarta, Berita Pajak, 1982. 72 pp. 
The 1982 guide to income withholding tax from 
salaries, wages and other remuneration for 
workers and employees (also applicable for 1980 
and 1981). ' 

(B. 51.897) 

Korea (Rep. of) 
KOREAN TAXATION 1982. 
'Seoul, Ministry of Finance, 1982. 268 pp. 
Annual updated publication describing the taxes 
levied in Korea (including the 1981 tax changes) 
for foreigners who want toknow about the 
Korean tax system. 
(B 51.900) , 

GUIDE TO INVESTMENT 
in Korea 1981. 
Seoul, Ministry of Finance, 1981. 100 pp‘ 
Information on the Korean economy, the fourth 
Five-year Economic Development Plan (1977- 
1981) and incentives and guarantees for foreign 
investment. The full text of the Foreign Capital 
Inducement Act is appended. 
(B. 51.902) 

QUESTIONS & ANSWERS FOR YOUR 
investment in Korea. 
Seoul, Ministry of Finance, 1981. 54 pp. 
Questions and answers on the following subjects: 
basic policy and legislatién on foreign 
investments, incorporation, registration and 
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management of foreign investments, investment 
incentives and tax benefits, foreign exchange and 
labor conditions, etc. 
(Bf 51.903) 

EUROPE
1 

Austria 

GRABNER, Peter. 
Vermégensteuer. 
Eisenstadt, Prugg Verlag, 1981. 212 pp., 200 
NS. 
Text edition ofAustrian Net Worth Tax Law and 
other laws relating to the taxation of property, 
including a commentary with references to case 
law and administrative regulations. The text of 
the 1980 Net Worth Tax Directives as well as a 
list concerning the valuation of securities for tax 
purposes are appended. 
(B. 103.690) 

DIE STEUERLICHE BEHANDLUNG 
der Kraftsfahrzeuge ab 1981. 
Der neue Kfz-Erlass mit 
Berechnungsbeispielen. 
Eisenstadt, Prugg Verlag, 1981. 58 pp. 
The tax treatment of motor vehicles according to 
Austrian Income and Turnover Tax Law as of 
1981. The text of the implementing regulations 
and examples explaining the computation are 
appended. 
(B. 103.701) 

,WEILER, Fianz. 
So priift das Finanzamt. 
Vienna, Industrieverlag Peter Linde, 1982. 168 
PP- 
Monopgfaph explaining the manner of tax audits 
in Austria. The author discusses the various legal 
sources, the position of the auditor, and the 
procedures before, during and after the audit. 
(B. 103.663) 

DORAL, Werner.
_ 

Kodex des Osterreichischen 
Rechts. 
Arbeitsrecht bearbeitet von Dr. Franze 
Marhold. 

;

* 

Vienna, Industrieverlag Peter Linde, 1981. 344 
pp‘, 180 AS. 
Compilation of Austrian law relating to Labour 
Law, up to date as per 1- September 1981. 
(B. 103.637) 

Belgium 

FREDERICQ, Louis. 
Handboek van Belgisch Handelsrecht IV. 
Tweede herziene en vervolledigde druk. 
Brussels, Etablissements Emile Bruylant, 1981. 
645 pp., 8,910 Bfrs. 
Second revised updated edition of Volume IV of 
handbook on Belgian commercial law. This 
volume deals with bankruptcy. 
(B. 103.784) 

France 

GUIDE PRATIQUE DU CONTRIBUABLE 
Paris, Revue de l’enregistrement et des impéts. 
1982. 160 pp, ‘ 

Practical guide for the filling of income tax 
returns. 1 

(B. 103.757) 

German Federal Republic' 
BECKER, Helmut. 
Der Entwurf der Verwaltungsgrundsfitze 
zur Einkunftsabgrenzung bei international 
verbundenen Unternehmen. 
Erléuternde Stellungnahme. 
Cologne, Verlag Dr. Otto Schmidt, 1981. 140 
PP- 
Discussion of the German draft guidelines on the 
tax treatment of intercompany pricing in the case 
of internationally affiliated enterprises. 
(B. 103.639) 

VERRECHNUNGSPREISE UND 
Multinationale Unternehmen. 
Bericht des Steuerausschusses 
der OECD 1979. 
Cologne, Dr. Otto Schmidt, 1981. 96 pp. 
German translation of the 1979 OECD Report 
on the intercompany pricing of affiliated 
enterprises, including a glossary of terms in both 
English and German. 
(B. 103.636) 

THIEL, Jochen. 
Bilanzrecht. Handelsbilanz - Steuerbilanz. 
Cologne, Peter Deubner Verlag, 1981. 217 pp., 

v 36.80 DM. 
Discussion of the legal aspects of drawing up the _ 

balance sheet according to German commercial 
and fiscal law after the adoption by Germany of 
the 4th EEC Directive on Company Law. 
(B. 103.674) ‘ 

MERTEN, Henning. 
Die Abgrenzung des Betriebsvermégens vom 

' Privatvermégen bei Einzelunternehmen und 
Personengesellschaften im Einkommen- 
steuerrecht. 
Inaugural-Dissertation. 
Cologne, University of Cologne, 1981. 144 pp. 
Study of the delimitation of business property 
and non-business property for income tax 
purposes in the case of sole proprietorships 'and 
partnerships.

' 

(B. 103.661) 

HALLER, Heinz. 
Besteuerung der Familieneinkommen und 
Familienlastenausgleich._ 
Tiibingen, J.C.B. Mohr, 1981. 41 pp. 15 DM. 
Brochure containing the text of a lecture dealing 
with the income tax treatment of family units and 
with the equalization of family burdens. 
(B. 103.677) 

UMSATZSTEUER. 
Textsammlung mit Gesetzen, Durch- 
ffihrungsbestimmungen und Verwaltungs- 
vorschriften. ’

- 

Stand vom August 1981. 
Munich, Verlag CH. Beck, 1981.

_ 

Third revised and updated edition of a one- 
volume loose-leaf publication 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. 103‘613) 

ANDEL, Norbert; HALLER, Heinz. 
Handbuch der Finanzwissenschaft. 
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Dritte, giinzlich neubearbeitete Auflage. 
Herausgegeben von Fritz Neumark. 
Lieferung 35-36. Band IV, Bogen 1-10. 
Tfibingen, J‘C.B. Mohr, 1981‘ 160 pp., 45 DM. 
35th and 36th fascicles of the third revised edition 
of a major handbook on finance dealing with 
inter-governmental financial and fiscal relations 
in federal states. 
(B. 103.673) 

FLICK, H; Wassermeyer, F; 
Doppelbesteuerungsabkommen 
Deutschland-Schweiz, 
Cologne, Verlag Dr. Otto Schmidt KG, 1981. 
642 pp. 
Extensive loose-leaf commentary on the income“ 
and net worth tax treaty as well as the inheritance 
tax treaty between Germany and Switzerland, 
including a discussion of the relevant national 
laws of both Germany and Switzerland, 
references to case law, administrative 
regulations, etc. Updating supplements are 
issued regularly. 
(B. 103.725) 

WOLLNY, Rainer-Maria. 
Dokumentation internationales Steuer- 
recht. 
Heme/Berlin, Verlag Neue Wirtschafts- 
briefe, 1981. 1628 pp., 2 binders, 270 DM. 
Loose—leaf publication providing an extensive 
documentation on German national tax law in 
international relations and tax law regulations 
contained in bilateral treaties concluded by 
Qernmy as well as in international and 
rriultilatefélmaties. As far as relevant, national 
law? of~fqreign countries is also dealt with, as well 
as refereficesto‘c‘ase law and administrative 
regulations published in Germany. The 
discus§j9n is presented in dictionary form with 
more’than 4,000 terms. Updating supplements 
afézbublished regularly. 
(B. 103.731) 

WIRTSCHAFTSPRUFER-HANDBUCH 1981 
Dfisseldorf, IdW-Verlag, 1981. 2650 pp,, 
155 DM. ' 

Handbook containing extensive practical 
information for chartered accountants. An 
extensive index is appended. 
(B. 103.619) 

MI'ITELSTEINER, Karl-Heinz; 
SCHOLZ, Bertold. 
Steuerberater Gebfihrenverordnung mit 
Tabellen, Kurzkommentierung, Schnell- 
fibersicht. 
Cologne, Peter Deubner Verlag, 1982. 124 pp., 
25.80 DM. 
Commentary on the new ordinance with respect 
to tax advisers and the fees they may charge for 
services they supply. 
(B. 103.662) 

HUNGER, Joe R, 
Die deutschen Wirtschaftsprfifer. 
Image und Selbstverstiindnis einer 
Profession.

' 

Schriftenreihe des Seminars ffir Allgemeine 
Betriebswirtschaftslehre. Band 4. 
Dusseldorf, IdW-Verlag, 1981. 310 pp., 59 DM. 
Study of the image, position and activities of 
accountants in the Federal Republic of 
Germany. 
(B. 103.618) 

Italy 

MICHEL], Gian Antonio. 
Corso di diritto tributario. 
Sesta edizione aggiornata ed emendata. 
Torino, Unione Tipografico-Editrice Torinese, 
1981. 632 pp. 
Sixth updated edition of a fundamental work on 
taxation in Italy, Much attention is paid to the 
latest case law. 
(B. 103.768) 

GIULIANI, Giuseppe. 
Manuale della imposte dirette. 
Milan, Casa Editrice Giuffré, 1981. 5454 pp. 
180,000 Lire. 
Three-volume handbook on direct taxation 
containing the relevant laws, and, per article, 
administrative rulings and case law. 
(B. 103.769) 

Jersey 

JERSEY. CHANNEL ISLANDS. 
St. Helier, Reads & Co.,1981. 10 pp. 
Guide to doing business in Jersey covering 
company law, taxation, trusts and setting up 
business. 
(B. 103.632) 

Netherlands 

VAN HERWAARDEN, F.G.; 
‘DE KAM,C.A. ‘ Om dc poen is het te doen. 
De betekenis van publieke heffingen, 
belastinguitgaven en sociale zekerheid voor de 
personele inkomensverdeling. 
Deventer, Kluwer, 1981, 202 pp. 
The GENTAX (General Taxes Model) 
explained as a micro-economic model to calculate 
the burden and distribution effects of taxes in a 
welfare state with a collective social security 
system in a free market enterprise. 
(B. 103.762) 

VAN DE BRAAK, HJ. 
Belastingweerstand. - 

Een proeve van fiséélesoc'iologie. 
Deventer, Kluwer, 1981. 175 pp,

. 

Study from a fiscal-sociological viewpoint of the 
emergence of tax resistance arising in a welfare 
state,- also known as the,“tax-welfare backlash” 
phenomenOn. ' 

(B. 103.700) 

THE NETHERLANDS OFFSHORE 
oil and gas guide.

' 

Geneva, Arthur Andersen, 1981. 58 pp. 
Guide explaining the Netherlands offshore oil 
and gas regulations including taxation, obtaining 
licenses and payment of royalties. 
(B. 103.771) 

ALBREGTSE, Dirk. 
Ziekte, invaliditeit en fiscus. 
Kluwer Belastingwijzers, No. S. 
Deventer, Kluwer, 1982. 91 pp. 
Monograph in the Kluwer Tax Guides series on 
the tax aspects of sickness and disability, 
(B. 103.789) ,

' 

DIETVORST, G.J.B. 
Gezins- en oudedagsverzorging. 
Deel A: inkomstenbelasting. 4e herziene druk. 
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Fiscal monografieén. No. 3‘ 
Deventer, Kluwer, 1982. 266 pp. 
Fourth revised edition of monograph dealing with 
the possibilities and tax aspects arising from 
family and individual old age arrangements with 
reference to case law, including state social 
security benefits. 
(B. 103.788) 

Norway 
JARQY, Jacob. 
Norsk skattelovsamling for inntektséret 1981, 
forskuddet 1982. 
Skien, Universitetsforlaget, 1982. 800 pp. 
Annual bound volume comprising compilation 
of relevant statutes of Norwegian tax laws 
concerning filing of 1981 income tax returns 
(individuals and companies) and of 1982 advance 
tax payments. 
(B. 103.781) 

Spain 

UNTERNEHMENSBESTEUERUNG IN 
Spanien. 1. Teil. Allgemeine Bestimmungen, 
Vermégens-, Umsatz-, Ubertragungs- und 
Luxussteuer, Sondersteuern, Lokale Steuern. 
Stand Dezember 1981. 
Barcelona, Deutsche Handelskammer ffir 
Spanien, 1981. 32 pp. 

‘ 

'

_ 

Fifteenth revised edition of an outline describing 
taxation of enterprises in Spain. The material is 
up to date as of December 1981. 
(B. 103.737) 

Switzerland 

GRURMANN, Harald. ~ 

Verflechtungen zwischen Pers'onen- und 
Kapitalgesellschaften im Steuerrecht. 
Bern, Verlag Peter D. Lang, 1980. 
Européischen Hochschulschriften, 
Reihe 5.281 pp., 52 Sfr. 
Study of how tax law must consider affiliations 
of partnerships and corporations, including a 
discussion of the consolated balance sheetx 
divisions of enterprises and the “GmbH & Co 
KG”. An extensive index to topics, case law and 
literature is provided. 
(B. 103.697) 

FLICK, H.; WASSERMEYER; F.; 
WINGERT, K.D. 
DoppeIbesteuerungsabkommen 
Deutschland-Schweiz. 
Cologne, Verlag Dr. Otto Schmidt KG, 1981. 
642 pp. 

'
‘ 

Extensive loose-leaf commentary on the income 
and net worth tax treaty as well as the inheritance 
tax treaty between Germany and Switzerland, 
including a discussion of the relevant national 
laws of both Germany and Switzerland, 
references to case law, administrative 
regulations, etc. Updating supplements are 
issued regularly. 
(B. 103.725) 

DOPPELBESTEUERUNG. 
Die Steuern der Schweiz bearbeitet von der 
Eidgenéssischen Steuerverwaltung. 
Separatdruck. 
Basel, Verlag fiir Recht und 
Gesellschaft, 1981. 94 pp. 
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Special edition on double taxation concerning 
Switzerland and its respective treaty partners in 
the Taxes in Switzerland series prepared by the 
Federal Tax Administration. A French edition is 
also available. 
(B. 103.799) 

HOHN, Ernst. 
Steuerrecht. Ein Grundriss des 
schweizerischen Steuerrechts ffir 
Unterricht und Selbststudium. 
4. unvei’énderte Auflage. 
Schfiftenreihe “Finanzwirtschaft und 
Finanzrecht” Band 8. 
Bern, Verlag Paul Haupt, 1981. 443 pp. 
Fourth unrevised edition of textbook providing 
an outline of the tax system in Switzerland. 
(BI 103.795) 

United Kingdom 
ASHTON, R.K. 
Anti-Avoidance Legislation. 
London, Butterworths, 1981. 255 pp., £ 12. 
Comprehensive guide explaining the legislation 
and related tax law now applied by the tax 
administration to cope with avoidance of tax 
under the United Kingdom tax legislation. 
(B. 103.792) 

SUMP’I‘ION, Anthony. 
Capital gains tax. - 

London, Butterworths, 1981. £ 50‘ 
Loose—leaf version of monograph on capital gains 
tax. This work includes material available on 1 

August 1981. Developments since that date 
appear weekly in Simon’s Tax Intelligence. 
(B. 103.734) 

HART, Gerry. 
Tolley’s Tax Cards 1981/82. 
Croydon, Tolley Publishing Company, 1981. 36 
pp., £ 7.95. 
Flow charts and algorithms on a variety of tax 
topics plus comprehensive tax tables. 
(B. 103.785) 

TOLLEY’S TAX PLANNING 1981-82. 
Edited by A.L, Chapman. 
Croydon, Tolley Publishing Co. Ltd., 1981. 790 
pp., £ 17.50. 
A practical guide to tax planning, including the 
legislation and relevant case law to 31 October 
1981. 
(B. 103.780) 

SIMON’S TAX CASES 1981. 
Editor: Rengan Krishnan. 
London, Butterworths, 1981. 805 pp. 
1981 bound volume of case law on taxation. 
(B. 103.742) 

WAKEFORD, A.H. 
Manual of employee taxation. 
London, Butterworths, 1981. 594 pp. , £ 26. 
Loose-leaf publication aiming to provide a 
complete and up-to-date guide to the taxati_dn'0f 
employees and office holders under UK. tax law '

' 
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Cumulative Tables and Index 1973-1981. 

London, Butterworths, 1982. 137 pp. 
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to Simon’s Tax Cases. 
(B. 103.743) 

MATTHEWMAN, Jim; 
LAMBERT, Nigel A.D. 
Tolley’s Social Security and State Benefits. 
Croydon, Tolley Publishing Company, 1982. 433 
pp. , £ 795. , 

Comprehensive guide to the wide varieties 0 
social security and other welfare benefits 
available to an individual in Great Britain. It also 
sets but the liabilities and responsibilities of 
employees in relation to the payments of 
contributions. 

individual income tax system in the participating 
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Belgium, Canada, Denmark, France, German 
Federal Republic, Greece, Ireland, Italy, Japan, 
the Netherlands, Norway, Portugal, Sweden, 
Turkey, Unjted Kingdom,‘ the United States. 
(B. 103.669) 

LONG-TERM TRENDS IN TAX 
revenues of OECD member countries 1955- 
1980. 
OECD Studies in Taxation. 
Paris, Organisation for Economic Co-operation 
and Development, 1981. 36 pp. 
Third report in the series OECD Studies in 
Taxation. This report analyses trends in tax levels 

(B. 103796) (the ratio of total tax receipts to gross domestic 
product at market prices) and tax structures (the GUIDE TO THE COMPANIES ratio of tax receipts from particular taxes to total 

Act 1981. tax receipts) between 1955 and 1980. 
London, Arthur Andersen, 1982-. 103 pp. (B. 103.738) 
General outline of the substantial changes to 
company reporting and conduct introduced by 
the 1981 Companies Act. ' 

(B. 103.766) 
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International RAFAEL, Ammon- 

AVERY JONES, John F. 
Dual residence of individuals: the'meaning of 
the expressions in the OECD Model 
Convention. 
London, Stevens & Sons Limited, 1981. 34 pp. 
Reprint from The British Tax Review 1981 Nos. 
1 and 2. 
(B. 103.665) 

' THE 1980 TAX/BENEFIT POSITION 
of a typical worker in OECD member countries. 
Paris, Organisation for Economic Co-operation 
and Development, 1981. 53 pp. 
Report presenting the impact of payments of 
personal income taxes and employees' social 
security contributions and receipts of universal v 

cash transfers for dependent children on the 
disposable income of workers in manufacturing. 
(B. 103.739) 

STATISTIQUES DE RECEWES 
publiques des pays membres de l’OCDE. 
Revenue statistics of OECD member countries. 
1965-1980. 
Paris, Organisation for Economic Co-operation 
and Development, 1981. 225 pp. 
Annual‘ bulletin providing internationally 

' comparable data as'regards the tax levels and tax 
structure in Member countries of the OECD. 
Non-tax revenues are excluded from these 
statistics. ' 

(B. 103.740)
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. INCOME TAX SCHEDULES. 
Distribution of taxpayers and revenues. A Report by the Committee on Fiscal Affairs. OECD Studies in Taxation. . 

Paris, Organisation for Economic Co-operation 
and Development, 1981. _41 pp. 
Second report in the series OECD Studies in 
Taxation. This report focuses on the rate 
schedules under the' central government 

Business operations in Israel. 
Washington, Tax Management Inc., 1981. 
Foreign income portfolios. 248 pp. 
Revised edition in the series Foreign Income 
Portfolios dealing with Israel, presenting a 
detailed analysis of forms of doing business and 
taxation aspects in Israel and “working sheets” 
(Income Tax Ordinance and Encouragement of 
Capital Investment Law, etc.). 
(B. 103.679) 

Middle East 

MIDDLE EAST REVIEW 1982. 
Saffron Walden, World of Information, 1981. 
348 pp., £ 15. ' 

Eighth edition of Middle East Review focussing 
on general developments' and trends of particular 
significance in the region and a country-by- 
country approach, written by various 
contributors. Countries covered are 
Afghanistan, Algeria, Bahrain, Cyprus, 
Djibouti, Egypt, Iran, Iraq, Jordan, Kuwait, 
Lebanon, Libya, Mauretania, Morocco, oman, 
Qatar, Saudi Arabia, Somalia, Sudan, Syria, 
Tunisia, Turkey, United Arab Emirates, Yemen 
Arab Republic, PDR Yemen. 
(3. 51.899) 

Saudi Arabia 

ANNUAL INDEX OF UMMU‘L-QURA 
1397 A.H., 1398 A.H., 1399 A.H. Compiled by 
Hussein Badran & Abbas Tashkandy. 
Jeddan. King Abdulaiii University, 1981. 
Annual index of Ummu’l-Qura, the weekly 

. official gazette of Saudi Arabia. It is a source ' 

book of information on administrative, economic
. 

and social measures taken in Saudi Arabia (in 
Arabic). 
(8. 51.855/880/881) 
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PRENT_ICE~HALL,INC. 
Englewood Cliffs, 
NewJersey 07632 
USA. 

.Address your request to Dept. S-RR-103, 
Prentice-Hall Inc., 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 the new, ready-for- 
reference volume. 

288 

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

FOREIGN CORPORATIONS NONRESIDENT ALIENS 
with income earned or taxable in the receiving income fr'om,or‘taxable in the 
U.S. U.S. 

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 be-nefits — tax benefits. 

In clear, direct language, backed up by practical, tested practices of acknowledged 
experts in international business operations, the new work spec]; 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 OF INTER- 
NATIONAL OPERATIONS this- important need is now fulfilled. And bi-weekly 
f‘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 o_ur_ 
most optimistic projections. Subscriptions are now being” gcéé'pted by mail for 
$ 231 a year. 
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einer ausiéndischenBetriebstétte) aufgeteilt werden mUssen. trangére) dans un pays lié par une convention fiscale. 
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Tax Treaty 
Shopping 
Art. 16 of the

V 

Draft U.S. Model Income Tax Treaty 
By Michael J. Cooper and Thomas J. Rasmussen * 

The purpose of this article is to comment on Article 
16 0fthe draft U. S. Model Income Tax Treaty 0f16 
June 1 981 (Model Treaty) and alternative versions of 
Article 16 in the Treasury News Release of 23 De- 
cember 1981. 1 

I. COMMENTS’QN_U.S.IREATY PQHQYW, 
Tre'zf‘sfiry appeafs to have made a policy decision to in- 
clude some form of Article 16 in all new U.S. income tax 
treaties in an attempt to prevent treaty shopping.2 We 
recognize that phere is a valid concern underlying such a 
policy. HoweVer, we believe that this policy would also 
discourage foreign investment in the United States and 
thus would not be helpful to the American economy. In 
the past, fostering such investment has been considered 
more important to the U.S. economy than trying to end 
all treaty shopping. 3 ‘ 

Nevertheless, at a public meeting held at Treasury on 14 
January 1982 to discuss Article 16, it was suggested that 
Treasury’s policy decision on this matter would not be 
changed. 
We are unaware of any economic studies that have been 
done by the Treasury which would justify this decision to 
overturn 42 years of U.S. treaty policy and administra- 
tive practice. 4 Therefor, we urge Treasury to re-consider 
this decision because we believe: 
1. Article 16 could significantly reduce new foreign in- 
vestment in the U.S. ‘ 

2. Article 16 could cause a flight of already-invested 
foreign capital from the United States. 
3. The effect could be to reduce the capital pool avail- 
able to U.S. owned business for investment in new plant 
and equipment. 
4. Concern about a possible flight of capital from the 
U.S. compelled Congress to make permanent in 1976 the 
temporary exemption from U.S. withholding tax on in- 
terest paid to non-resident aliens and foreign corpora- 
tions on their U.S. bank deposits.5 
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If a serious outflow of foreign investment capital would 
have resulted from ending this exemption for interest, 
there can be no doubt that declining investment and a 
similar outflow will result from Article 16’s elimination 
of reduced withholding tax rates on dividend and interest 
paid with respect to foreignportfolio investments in U.S. 
businesses. ; 

5. Article 16 will discourage foreign investors from 
locating manufacturing plants, real estate projects, or 
other job-producing businesses in the United States. 
It is counter-productive for the U.S. to use Article _16 to 
try to collect more tax on dividends or interest when paid 
by such businesses to its foreign investors if Article 16 de- 
ters the business from being located in~ the U.S. in the 
first place:.6 

6. By discouraging foreign portfolio and foreign direct 
investment in the U.S., Article 16 may actually reduce 
U.S. income tax revenues from such investment in the 
U.S. ’ 

7. Article 16 could have a negative impact on U.S. tax 
revenues by preventing U.S. corporations from using the 
favorable treaty network of a U.S. treaty partner to 
lower the foreign income tax such corporations would 
otherwise have to pay to a third country. As a result, 
U.S. corporations (or their foreign subsidiaries) could 
pay more foreign income tax, which would produce 
higher foreign tax credits, and thusrcould further reduce? U . jncome, taxmevenues; 

* 
. Deloitte Haskins&Sells. ,fim ~ : - 

~-"‘“‘ 
‘ 

1. The U.S. MggglIppomeEITaxéTreaty'éErves '5; file gtarting point for U.S. 
:inegotiators‘i‘n fiégotiating-an income tax treaty with a foreign country. 

2. Treaty shopping involves residents of countries that do not have an in- come tax trea_ty with the U.S. (third countries) or that have less favorable in- come tax treaties with the U.S. These third-country residents organize a cor- 
poration in a country that has a favorable treaty. They then use the treaty- 
country corporation to invest in the US Because of the treaty, the treaty— 
country corporation receives reduced rates of withholding on any U.S. divi- 
dends, interest, rentals and royalties derived from‘that investment. 
3. See, e.g.: Rev. Rul. 75-23, 1975-1 CB. 290. 
4. The only possible exception to this policy is the U.S.—Netherlands In- come Tax Treaty, as it applies to the Netherlands Antilles. See: Statement of 
Treasury Department With Respect to the Protocol of 23 October 1963, in II P-H Tax Treaties: Netherlands 66,169 (1982), 
5. See: section 861(a)(1)(A) and (c). The General Explanation of the TRA 
of 1976, prepared by Staff of Jt. Comm. on Tax., 94th Cong., 2d 8655. 256 
(1976), states that 

Congress has concluded that the elimination of the exemption would result 
in a significant decline in the substantial deposits by non-resident aliens and 
foreign corporations in banks in the United States. Since a possible shor- 
tage of investment capital presently exists in the United States, Congréss 
concluded further that it would not be advisable at this time to permit the 
exemption to expire at the end of 1976 with the rqsultant outflow in invest- 
ment capital. ' 

Moreover, it was decided to retain the exemption on a permanent 
basis. . . . [Emphasis added.] 

_
V 

6. The location of such businesses in the U.S. in recent years has been in- 
creasing. An important economic factor in locating these businesses in the 
U.S. instead of some competing location is the aVailability of a favorable bilat- 
eral U.S. income tax treaty. A favorable treaty is one that reduces the U.S. 
rate of withholding tax on U.S.-source dividends, interest, rents, and royal- 
ties. Typically, the_foreign investor will organize a corporation in a country 
having a favorable treaty with the U.S. That corporation will then organize a 
U.S. corporation to which it contributes or loans large amounts of foreign cap- 
ital to be used to run the U.S. business and hire American workers. The U.S. 
corporation ""11 pay US. income tax on its profits. Because Of the favorable 
income tax treaty, the U.S. will then pay dividends (from those previously 
taxed profits) and interest to its foreign parent corporation at reduced rates of 
U.S. withholding tax. ‘ 
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8. If included in revised U.S. tax treaties, Article 16 will 
render many existing foreign investments in the U.S. and 
U.S. investments in treaty countries economically un- 
sound by denying the investors reduced rates of with- 
holding tax. Many of these investments were made on 
the understanding that such reduced rates of withholding 
tax would be available. . 

9. The foreign portfolio investors that will be affected 
by Article 16 are, for the most part, not consuming U.S. 
social and ‘ governmental services. Consequently, .the 
treaty benefits received by such third-country foreign in- 
vestors are not unjustified in View of the capital they 
bring into the U.S. I

' 

10. We know of no authoritative economic studies done 
by Treasury on whether Article 16 will cause a revenue 
loss to the U.S., a loss in new foreign portfolio inVest- 
ment in the U.S. , an outflow of already-invested foreign 
capital from the U.S., a reduction in the capital pool 
available to U.S.-owned business, or a reduction in the 
number of job-producing, foreign-owned businesses lo— 
cated in the U.S. . . . 

-
, 

Therefore, we respectfully recommend that befOre any 
Article 16 policy is implemented, such studies be con- 
ducted to ensure that such a policy does not produce the 
investment and other losSes discussed above. 

u.‘ TECHNICAL COMMENTS ON ARTICLE 16 
These comments refer to the two basic versions of Arti- 
cle 16: the “June Draft”, published as part of the pro- 
posed Model Treaty of 16 June-1981, and the “Discus- 
sion Draft”, published'in a Treasury News Release of 23 
December 1981, These drafts currently exist as possible 
alternative formulations of ArtiCle 16 as it might appear 
in future U.S. income tax treaties. , 

75% Test (June Draft) 

Article 16(1)(a) of the June Draft denies treaty benefits 
to a corporation of a contracting state unless “more than 
75% 'of the beneficial' interest” in the corporation is 

' owned directly or indirectly by persons who are residents 
of that contracting state (hereinafter “75 0/0 test”).7 
This provision causes numerous problems: 
Problem No. 1: The June Draft will discriminate against 
U.S. corporations that are foreign-owned, by denying 
them treaty benefits available to other U.S. corpora- 
tions. 
For example, suppose that a U.S. corporation, manufac- 
turing automobiles in the U.S. and owned by Japanese 
residents, makes a loan to a Dutch affiliate. Suppose the 
75% ownership test isincluded in the U.S.—Netherlands 
Income Tax Treaty. The U.S. corporation will lose its 
treaty exemption from DutCh withholding tax on interest 
received from the Dutch borrower, merely because the 
U.S. corporation isvowned by non-residents of the U.S. 
Article 16(1)(c) and (2)(e)(ii)‘of the Discussion Draft 
might cure this problem, but only if the income subject to 
treaty benefits is incidental to, or derived in connection 
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with, the above corporation’s U.S. business operations.8 
However, even if these tests are met, Article 16(2)(e)(ii) 
creates only a presumption that a foreign-owned US 
corporation qualifies for the'Treaty benefits. Because 
this presumption could be Challenged by the subjective 
judgments of the revenue authorities of the other con- 
tracting state, it would be difficult to obtain certainty as 
to the application of this presUmption. Moreover, the 
lack of a definition for the term “incidental” makes it dif- 
ficult to judge when the presumption would operate in 
the case of income “incidental to” U.S. business opera- 
tlons. 
We recommend that a definition of “incidental” be pro- 
vided and that the presumption be made a conclusive 
one.

‘ 

Article 16(1)(b), as supplemented by Article 16(2)(d) of 
the Discussion Draft, also might cure the problem in the 
June Draft, but only ifmore than 75% of the U.S. corpo- 
ration is owned directly by reside‘nt individuals of a third— 
country having a U.S. income tax treaty (with relief not 
less favorable than, for example, the U.S.—Netherlands 
Treaty discussed above) . 9 However, many U . S. corpora- 
tions are directly owned by foreign corporations, not by 
foreign individuals. Thus, Article 16(2)(d) is not helpful 
in those cases. 
Moreover, in the case of the Japanese-owned U.S. cor—‘ 
poration discussed above, the U.S.—Japan Income Tax 
Treaty does not provide relief on interest payments as 
favorable as the US .—Nether1ands Treaty. Even if it did, 
Article 16(2)(d) creates only a presumption, not a cer- 
tainty, that the U.S. corporation‘qualifies for treaty 
benefits. We therefore recommend that the “presump- 
tion” language be‘deleted. ~ 

The “principal purpose test” in Article 16(2) of the June 
Draft might also resolve this problem, but again, this Ar- 
ticle is too subjective. ‘0 - 

Problem N0. 2:' U.S. corporations are taxed on their 
world-wide income and thus can claim tax benefits 

7. The term “contracting state" refers either to the U.S. or the foreign coun- 
try with which the U.S. has concluded an income tax treaty. 
8. Article 16(1)(c) ofthe Discussion Draft essentially provides that a corpo- 
ration will be entitled to treaty benefits ifit is established that the principal pur- 
pose of the corporation or of the conduct of its business was not to obtain such 
benefits (hereinafter “principal purpose test"). 
Article 16(2)(e)(ii) establishes the presumption that the principal purpose test 
is met ifthe income subject to treaty benefits is incidental to, or derived in con- 
nection with, the corporation’s business operations in the contracting state of 
which it is a resident. 
9. 'Article 16(1)(b) provides essentially that a corporation of a contracting 
state will be entitled to tr_eaty benefits if it is controlled by residentsof that 
state or U.S. citizens. 
Article 16(2)(c) states that a person or persons shall be treated as having con- 
trol of the corporation claiming treaty benefits if, under the income tax laws of 
the contracting sta_te,where income arises, they could be treated as having di- 
rect or indirect control of the corporation for any purpose. 
Article 16(2)(d) presumes that the corporation meets this control test if (i) 
U.S. citizens, (ii) individual residents of the contracting state in Which the 
above corporation is a resident, or (iii) individual residents of a third country 
having a U.S. income tax treaty (offering relief as favorable as the treaty in 
question) own directly more than 75% of such corporation. See Discussion 
below, pp. 294-295. 
10. Article 16(2) of the June Draft allows treaty benefits to a corporation if it 
is determined that the acquisition or maintenance of the corporation and the 
conduct ofits operations did not have as a “principal purpose“ obtaining bene- 
fits under the treaty. See Discussion below, pp. xxx-xxx, for a more complete 
treatment of this Article. 
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granted by the Code without regard to whether any 
shares are owned by U.S. residents. 1‘ 
Si_nce the U.S. taxes on the basis of world-wide income 
w1th0ut regard to the identity of the shareholders, access 
to our treaty system should be allowed on an equal basis, 
regardless of ownership. 

Problem No. 3: The 75% ownership test is too high. 
If a corporation resident in a contracting state is not a 
sham and has a good business purpose, apart from the 
U.S. treaty benefit, for residing there, the fact that less 
than 75 % of its shareholders are non-residents should be 
irrelevant to its access to treaty benefits. 12 

As just noted, a U.S. corporation is considered to be suf- 
ficiently connected to the U.S. for all purposes of the 
Code, even if none of its shares are owned by U.S. resi- 
dents and none of its income is derived from the U.S.13 
In adopting Subpart F and the foreign personal holding 
company (FPHC) provisions. Congress thought that if 
U.S. persons owned more than 50% of a foreign corpo- 
ration, that corporation was sufficiently connected to the 
U.S. for its income, on a pro rata basis, to be subject to 
the U.S. taxing jurisdiction. 
If more than 50% U.S. ownership is needed for Subpart 
F and FPHC purposes, and no U.S. ownership is nec_es- 
sary to tax a foreign-owned US corporation, a requlre- 
ment that moxerthan 75 % U.S. ownership is necessary to 
claim treaty benefits is too high. 

Problem No. 4: An international finance subsidiary 
(IFS) is an important vehicle for raising foreign capital 
for U.S. businesses. The 75% ownership test in the June 
Draft undercuts the economic viability of an IFS created 
by a U.S. corporation in, for example, the Netherlands 
Antilles by denying treaty benefits to that IFS. The 
reason is that, typically, more than 75 "/0 0f the beneficial 
interest in such an IFS is owned by U.S. corporations that 
are not residents of the Netherlands Antilles. 
This problem in the June Draft appears to be cured by 
Article 16(2)(e)(ii) of the Discussion Draft if the US.- 
source interest income received by the IFS for which the 
Antilles treaty benefit is claimed can be regarded as de— 
rived in connection with, or incidental to, the conduct of 
business operations by the IFS in the Netherlands Antil- 
les. ‘4 Thus, we recommend that such income be regarded 
as derived in, or incidental to, the conduct of Such busi— 
ness operations so that this presumption would clearly 
apply. 
If not cured by Article 16(2)(e)(ii), this problem is also 
not cured by the control tést in Article 16(1)(b) or 
(2)(d)(i) of the Discussion Draft, unless “citizens of the 
United States” can be interpreted to be the U.S. corpo- 
rate owners of the IFS, an unlikely interpretation. ‘5 

Problem N0. 5: For the same reasons, the 75% test in 
the June Draft denies treaty benefits to, and thus under- 
cuts the economic viability of, an IFS created, for exam- 
ple, in the Netherlands by a Canadian corporation to 
raise funds to loan to its U.S. operating companies. 
Interest paid by those U.S. companies to the IFS (be- 
cause the IFS is Canadian-owned) would lose the exemp- 
tion from U.S. withholding tax afforded by Article 8 of 
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the U.S.—Netherlands Treaty if the 75% test were in- 
cluded in that treaty. 
Article 16(2)(d)(iii) of the Discussion Draft may prevent 
this problem but only in cases where the shareholders of 
the IFS are individual residents of countries having in- 
come tax treaties with the US. and those'treaties grant 
relief as favorable as the relief claimed under the Nether- 
lands Treaty. ‘6 

The present U.S.—Canada Treatydoes not rant relief as 
favorable as the the Netherlands Treaty.1 Also, share- 
holders of an IFS are ordinarily not individuals 

Stock Trading and the 75% Test (June Draft) 

For pur 0365 of satisfying the 75% ownership test, Arti- 
cle 16(1§)of the June Draft also establishes a presumption 
that a corporation with “substantial trading” in its stock 
on a recognized exchange in its state of residence is 
owned by individual residents of such state. 
Problem: This provision is of little use since it merely‘ 
creates a presumption of satisfying the 75% test. 
The IRS can overcome the presumption merely by re- 
quiring the taxpayer to supply proof that the 75 % owner- 
ship test is actually met. Because the term “substantial - 

trading ” is undefined, the IRS could also contend that I 

certain levels of trading are not substantial.
' 

We believe the stock trading provision in Article 
16(1)(a) of the Discussion Draft is preferable to the pro- 
vision in the June Draft. The former eliminates the pre- 
sumption and permits a corporation to qualify for treaty 
benefits if, for example, its stock is listed on an approved 
stock exchange in its country of residence. 

Control Test (Discussion Draft) 

Article 16(1)(b) of the Discussion Draft denies treaty 
benefits on income arising in a contracting state (assume 

11. See: sections 11 and 7701(a)(3) and (4). 
12. See, e.g.: Moline Properties, Inc. v. Commissioner, 319 U.S. 436, 438- 
439, 30 AFI‘R 1291, 1293-94 (1943), and Rothschild v. as, 407 F. 2d 404, 
409-10, 415,23 AFTR 2d 69-637, 642-43, 648 (Ct. C]. 1969), which synthesizes 
the judicial standards for shamming a corporation and shamming a transac- 
tion, respectively. 
13. See: Treas. Reg. 1.11—1(a). 
14. As previously stated, under Article 16(2)(e)(ii) a corporation is pre- 
sumed to meet the principal purpose test and thus be entitled to treaty benefits 
if the income in question is incidental to, or derived in connection with, the 
corporation’s business operations in the contracting state of which it is a resi- 
dent. See note 8. 
15. As previously stated, under Article 16(1)(b) a corporation ofa contract- 
ing state is entitled to treaty benefits if controlled by residents of that state or 
U.S. citizens. Under Article 16(2)(d)(i) a corporation is presumed to meet the 
above control test and thus get treaty benefits if more than 75% of the corpo- 
ration is owned directly by U.S. citizens. See note 9. 
16, ' As previously stated, under Article 16(2)(d)(iii) a corporation is pre- 
sumed to meet the control test and thus get treaty benefits if individual resi- 
dents of a third country having a U.S. income tax treaty (offering relief as 
favorable as the treaty in question) own directly more than 75% ofeach corpo- 
ration, See note 9. 
17. See Article Xl(1) ofthe Canadian Treaty which imposes a 15% withhold- 
ing tax on U.S.-source interest. 
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U.S.) to a corporation of the other contracting state (as- 
sume Netherlands), controlled by persons who are not 
residents of that other contracting state, unless such per- 
sons are U.S. citizens. 
Under Article 16(2) (0) a person (or persons) is treated as 
having control of such corporation for Article 16(1)(b) 
purposes if under the income tax laws of the contracting 
state in which income arises (assume U.S.), “the person 
or persons could be treated as having direct or indirect 
control of the corporation for any purpose”. 
Problem No. 1: The definition of “control” in Article 
16(2) of the Discussion Draft refers to control “for any 
purpose” under the tax laws of the contracting state in 
which the income arises. Suppose a Dutch corporation 
wants to claim treaty benefits on U.S.-source income. 
The Dutch corporation could never be sure that it qual- 
ified for those benefits unless shareholders residing in 

I 

the Netherlands owned enough of its shares to meet the 
maximum ownership test under any provision of the In— 
ternal Revenue Code. 
This article provides no guidance as to which ownership 
rules the IRS or Treasury will use. Thus, the IRS or 
Treasury would be free to choose among the various 
oWnership tests in ways that could not be anticipated by 
any investors. 
Problem No. 2: Another problem with the definition of 
“control” is that other states might not have constructive 
ownership rules or might have control provisions that 
differ significantly from those of the U.S. 
For example, suppose that in country X a corporation is 
considered to be Controlled by country X residents if 
40% of a corporation’s shares are owned by such resi- 
dents: It is unlikely that country X will agree to a provi- 
sion that requires country X residents to own, for exam- 
ple, 80% of any country X corporation receiving divi- 
dends or interest from the U.S. before that corporation 
gets treaty benefits, when U.S. investors in country X 
have to own only 40% of a U.S. corporation for that cor- 
pogtion to get treaty benefits on income from country 

Problem No. 3: In many cases, Article 16(1)(b) of the 
Discussion Draft will cause the U.S. Treasury to collect 
less U.S. income tax than if treaty benefits had not been 
disallowed by this Article. 
For example, suppose that T, a resident of a country (Y) 
not having an income tax treaty with the U.S., owns a 
U.S. corporation. The U.S. corporation does not con- 
duct business operations in the U.S. but receives 
$100,000 of dividends from sources in country X. The 
U.S. has an income tax treaty with country X which re— 
duces X’s withholding tax rate on dividends from 35% to 
10%. If Article 16(1)(b) of the Discussion Draft is not in- 
cluded in the country X treaty, the U.S. corporation 
wouldonly have to pay $10,000 of country X withholding 
tax (10% of $100,000) on such dividends. However, if 
Article 16(1)(b) is included, the U.S. corporation will 
not meet the control test of that Article since it is owned 
by a resident of country Y. 
The loss of the reduced rate means that the U.S. corpora- 
tion must pay $35,000 of country X withholding tax in- 
stead of $10,000. Because of Article 16(1)(b) the U.S. 
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corporation will claim a greater U.S. foreign tax credit 
and thus pay less U.S. income tax than if the treaty bene- 
fits had been available. 
This problem is not cured by Article 16(1)(a) of the June 
Draft (the 75 % test) which requires that more than 75% 
of thg U.S. corporation be owned by residents of-the 
U.S. 

Eiception to Control Test (Discussion Draft) 

Under Article 16(2)(d) of the Discussion Draft, 3 corpo- 
ration is presumed to meet the “control'test” if: 
éi) 

U.S. citizens, 
ii) individual residents of the contracting state (treaty 

country) where the corporation claiming treaty 
benefits resides (assume Netherlands), or 

(iii)individual residents of third countries having income 
tax conventions with the contracting state from 
which relief from taxation is claimed (assume U.S.) 

- providing relief not less favorable than under the 
convention with the treaty country (assume U.S.— 

. 

Netherlands Treaty), , 

own directly more than 75 % of the total combined voting 
power of all classes of voting stock and more than 75 % of 
the shares of each other class of stock of the corporation 
claiming the treaty benefits. ‘ 

Problem No. 1: Article 16(2) (d) of the Discussion Draft 
is unclear .on whether a combination of U.S. citizens, 
Dutch individual residents, or individual residents of 
states (having an income tax convention with the con- 
tracting state from which relief from taxation is claimed), 
who own together more than 75 % of all classes of the cor- 
poration’s stock, can meet the 75 % test. Article 16(2)(d) 
should be amended to make it clear that such a combina— 
tion does meet the 75 % test. 
Problem N0. 2: If the section 385 regulations or similar 
rules are eventually applied to international transac- 
tions, they could accidentally cause a corporation to lose 
'treaty benefits guaranteed to it by the 75 % test of Article 
16(2)(d) of the Discussion Draft. 
For example, suppose that a U.S. corporation is owned 
by a Dutch corporation. Suppose also that 76% of all 
classes of stock of the Dutch corporation is owned by an 
individual resident of a third country having a U.S. in- 
come tax treaty providing benefits not less favorable 
than the U.S.—Netherlands Treaty. The other 24% of the 
Dutch corporation is owned by a Liberian corporation. 
On 1 August 1982, the Dutch corporation becomes inde- 
bted to its shareholders in the form of interest-bearing, 
demand loans with a fixed maturity date. At the time of 
issuance it was felt that the debt-to-equity ratio on these 
loans was not excessive, even though the 3:1 safe-harbor 
ratio was not met. Of this debt, 30% is owned by the 
third-country individual and 70% by the Liberian corpo- 
ration. The terms of the debt to each shareholder are ' 

identical. 

In December 1985 , the U.S. corporation pays a dividend 
to the Dutch corporation. 
18. 

’ 

The 80% control test in section 368(c) is Used here as an example, 
19. See Discussion above, pp. 292-293. 

© 1982 International Bureau of Fiscal Documentation - BULLETIN_



The Dutch corporation claims the reduced rate of with- 
holding granted by Article VII of the U.S.—Netherlands 
Treaty. In 1986, a determination is made that the share- 
holder debt—to-equity ratio of the Dutch corporation was 
excessive. Under Treas. Reg. 1.385-4(c)(1)(i) and 
6(a)(2) and (g)(1) , the foregoing shareholder debt of the 
Dutch corporation is reclassified as non-voting preferred 
stock during 1986, retroactive to its date of issuance. 
Until the reclassification, the Dutch corporation ap- 
peared to meet the control test of the above Article be- 
cause 76% of all classes of its stock was owned by an indi- 
vidual resident of a third Country having an income treaty 
as favorable as the U.S.—Netherlands Treaty. However, 
because of the reclassification of debt to preferred stock, 
the Liberian corporation owns 70% of one class of the 
U.S. corporation’s non-voting preferred stock. Thus, 
the Dutch corporation retroactively will not meet the 
control test of the above Article because the third-coun- 
try individual does not own more than 75% 0f the shares 
of each class of the Dutch corporation’s non-voting 
stock. 
Problem No. 3: Other problems with this exception to 
the “Control Test” are discussed on pages 292 and 293. 

Pass-through test (June Draft) 

Article 16(1)(b) denies treaty benefits to a corporation of 
a contracting state (assume Netherlands) whose income 
is used “in substantial part, directly or indirectly”, to pay 
liabilities, e. g. interest expenses, to persons who are not 
residents of that state and who are not citizens of the 
United States. Treaty benefits are lost even if 75 % of the 
beneficial interest in the Dutch corporation is owned by 
Dutch residents. 
Problem No. 1: The pass-through test of Article 
16(1)(b) is too severe since it will deny treaty benefits 
even when no third-country resident is taking advantage 
of a U.S. income tax treaty. . 

For example , suppose a Dutch company engaged in busi— 
ness in the Netherlands has a subsidiary in the U.S. The 
Dutch company is wholly owned by individual residents 
ofi the Netherlands. The Dutch company borrows money 
at low rates in Europe from a Swiss bank, and then loans 
the money to its U.S. subsidiary in return for an arm’s 
length interest rate. The Dutch company under this Arti- 
cle will lose the benefit of the reduced rate of U.S. with- 
holding tax afforded by the U.S.—Netherlands Treaty, 
even though more than 75% of the beneficial interest in 
the Dutch company was owned by individual residents of 
the Netherlands. The loss occurs because the Dutch 
company pays interest to a Swiss bank. As presently 
drafted, Article 16(1)(b) interferes with legitimate busi- 
ness transactions and thus should be deleted. Existing 
case law is sufficient to deal with any real treaty abuse oc— 
casioned by pass—through payments. See Aiken Indus- 
tries, Inc. v. Commissioner, 56 TC. 925, 933-34 (1971). 
Problem N0. 2: This provision will deny treaty benefits 
to, and thus undermine the economic viability of, an in- 
ternational finance subsidiary (IFS) organized by a U.S. 
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corporation in, for example, the Netherlands Antilles to 
raise capital by selling bonds to European investors. 
If an IFS loans the sales proceeds from its bond sales to its 
U.S. parent, the interest received by the IFS from the pa: 
rent would be paid to the European investors to meet the 
interest obligations of the IFS to those investors. Be- 
cause of this pass-through of interest, the IFS would not 
be entitled to the reduced rate of U.S. withholding tax on 
interest received from its parent under Article 16(1)(b). 
This is a burden for an American business community in 
need of large amounts of investment capital. 
Problem No. 3: Also, Article 16(1)(b) of the June Draft 
presents various interpretative problems. What is the 
precise meaning of such phrases as “in substantial part”, 
“to meet liabilities”, and “directly or indirectly”? 
Bgcause Article 16 of the Discussion Draft does not con- 
ta1n a pass-through provision, we believe it is preferable 
to the June Draft on this issue. 

Principal Purpose Test (June Draft) 

Article 16(2) of the June Draft allows treaty benefits to a 
corporation if it is determined that the acquisition or 
maintenance of the corporation and the conduct of its 
operations did not have as “a principal purpose’? obtain- 
ing ben’efitsunder the treaty. ' 

Problem No. 1: Article 16(2) can easily be read to deny 
treaty benefits to a corporation, even if it meets both the 
75 % test and the pass-through test of Article 16(1) of the 
June Draft. If so, treaty benefits will be lost in many cases 
where there is no imaginable treaty abuse. 
At the Treasury meeting of 14 January 1982, however, 
Treasury personnel responded to th'is concern by saying . 

that Article 16(2) was intended to grant treaty benefits to 
a corporation that otherwise failed the pass-through test 
or the 75 % test. In order to conform the language of Ar- 
ticle 16(2) to that intent, we recommend that the follow- 
ing words be inserted after the word “apply”: 

to cause a loss of benefits . . . under the convention 
In summary, we believe that the principal purpose test 
should be used only to permit a corporation to qualify for 
treaty benefits when it would not otherwise qualify for 
such benefits under the other tests. . 

Problem No. 2: The principal purpose test in Article 
16(2) makes it easier for the IRS to deny treaty benefits 
than would otherwise be permitted by existing case law. 
Suppose that a resident of a third country has an apprec- 
iable business purpose, such as minimizing non-U.Sfi 
taxes, for making an investment in the U.S. through a 
treaty-country corporation, apart from any U.S. treaty 
benefits. Despite the presence of such a purpose, Article 
16(2) allows the IRS to sham the transaction. 
If the transaction is shammed, the investment will be 
treated as having been made directly by the non-resident. 
person, causing a loss of treaty benefits. This results be- 
cause the IRS only has to show that obtaining treaty 
benefits was “a principal purpose” for making the invest- 
ment through the treaty country corporation. It can then 
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ignore any appreciable business purpose, apart from the 
treaty benefit, for the investment. 
Existing case law, however, will not permit the IRS to 
sham the above investment transaction if the third-coun- 
try resident can show that some appreciable economic 
advantage or disadvantage (business purpose) flows or 
was reasonably expected to flow from the transaction.20 
If such a business purpose is present for making the in- 
vestment through the treaty-country corporation, it is ir- 
relevant that the above resident also knew that U.S. trea- 
ty benefits would be available to the treaty-country cor- 
poration.21 

We, therefore, recommend that the principal purpose 
test in Article 16(2) of the J uneDraft be amended to con— 
form to the standard of existing case law. 
Problem No. 3: If Article 16(2) is administered . like 
similar language in existing treaties, it will be useless to 
taxpayers in many situations. = 

Article 16(2) gives the IRS and the Treasury unlimited 
discretion to determine the intent of taxpayers who enter 
into investments in the U.S. Such discretion makes it im- 
possible for taxpayers to have any certainty of qualifying 
for treaty benefits, if the principal purpose test is in- 
volved. It is unreasonable to expect prudent 
businessmen to invest significant amounts of capital in 
the U.S. without some certainty that treaty benefits will 
not be withdrawn because of purely subjective determi- 
nations by the IRS or the Treasury. V 

We understand that in the past well-intentioned IRS and 
Treasury personnel have frequently disagreed over the 
meaning of language similar to Article 16(2).22 
Often, the positions of each department have fluctuated 
with personnel changes. Because of these disagree- 
ments, the issuance of rulings has often been delayed. 
Only a handful of favorable rulings‘ has been issued 
under Article VII(1) since 1978, mostly under familiar 
fact patterns. We see no good purpose in continuing such 
an uncertain situation that is not cOnducive to investment 
in the U.S. 
We think this is another good reason for adopting the re- 
commendation above. We also recommend that Treas- 
ury in Article 16(2) provide a non-exclusive list of busi- 
ness purposes for making an investment in the U.S. 
through a treaty-country corporation that will prevent 
the investment transaction from being shammed. 

Principal Purpose Test (Discussion Draft) 

The principal purpose test in Article 16(1)(c) of theDis- 
cussion Draft is essentially the same as the .test in the 
June Draft, except that the Discussion Draft clearly sets 
forth the test as an alternative to claiming treaty benefits. 
Thus, the Discussion Draft is preferable on this point, 
but the other problems we have discussed remain. 

Equality of Tax (June Draft) 

Article 16(3) of the June Draft denies treaty benefits to a 
resident of the other contracting state on, for example, 
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U.S.-source dividends and interest, when such income 
bears a significantly lower tax in that other contracting 
state than dividends and interest arising in that other 
contracting state. 
Problem No. 1: Many contracting states levy income tax 
only on income arising within their borders and not on 
foreign-source (inchiding U.S.-source) income. Thus, 
Article 16(3) would always disallow treaty benefits to 
residents of such states because the income they derive 
from the U.S. would always bear a significantly lower tax 
than similar income arising within their state of resi- 
dence. 

' 

-
- 

Clearly, it cannot be the treaty policy of the United 
States to penalize residents of states with territorial tax 
systems. We therefore recommend that‘ this Article be 
deleted. ' 

Problem No. 2: Article 16(3) of the June Draft can eas- 
ily be read to deny treaty benefits to a corporation, even 
if it meets the 75% test, the pass-through test, and the 
prinfipal purpose test of Article 16(1) and (2) of the June 
Dra t. 

Equality of Tax (Discussion Draft) 

Under Article 16(2)(e)(i) of the Discussion Draft, a trea- 
ty country corporation (assume Netherlands) is pre- 
sumed to meet the principal purpose test if “the reduc- 
tion in [assume U.S.] tax claimed is not greater than the 
tax actually imposed by the Contracting State. . 

.” (as— 
sume Netherlands) where such co'rporation is a resident. 
Problem No. 1: It is unclear whether (a) the “reduction” 
in tax refers to an absolute dollar amount or a percentage 
rate reduction, or (b) whether “the tax actually imposed” 
refers to the tax rate or the actual tax collected in, for 
example, the Netherlands. If the reference is to the ac— 
tual tax collected in the Netherlands, a Dutch corpora- 
tion may never be able to meet this standard if Nether- 
lands—sOurce net operating losses or other deductions sig- 
nificantly reduce the amount of Dutch tax collected on 
the U.S.-source income in question. 
Problem No. 2: Even if this test is met, Article 
16(2)(e)(i) of the Discussion Draft creates only a pre- 
sumption that the above corporation qualifies for Treaty 
benefits. If this article is retained, the “presumption lan- 
guage” should be deleted. 
Problem No. 3: Article 16(2) (e)(i) relief also may be un— 
aVailable to corporations resident in states with territo— 
rial tax systems. 

20. See Rothschild v. U.S., 407 F.2d 404, 409, 415, 23 AFTR 2d 69-637, 642, 
648 (Ct. Cl. 1969), (and cases cited therein); Gilbert v. Commissioner, 248 F. 
2d 399, 411, 52 AFTR 634, 646-47 (2d Cir. 1957) (Hand, J., dissenting), cited 
approvingly in Knetsch v, Commissioner, 364 U.S. 361, 366, 6 AFTR 2d 5851, 
5853 (1960);Aiken Industries, Inc. v. Commissioner, 56 TC. 925, 934 (1971). 
21. See Fabreeka Productx Co. v. Commissioner, 294 F. 2d 876, 878, 8 AFTR 
2d 5554, 5555-56 (lst Cir. 1961); Bass v. Commissioner, 50 T.C. 595, 601 
(1968); Gilbert at 646 stating “when a taxpayer supposes that the transaction, 
in addition to its effect on his tax, will promote his beneficial interest in the vén— 
ture, he will of course secure the desired reduction [in his tax] for it would be 
absurd to hold that he must deny himself an economic advantage unless he pays 
the tax based on facts that have ceased to exist.” (Emphasis added‘;) 
22. See Article VII(1) of the U.S.—Netherlands Treaty, as extended to the 
Netherlands Antilles. . 
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Existing Investments 

Problem: Article 16 will render many existing foreign in- 
vestments in the US. and US. investments in treaty 
countries economically unsound by denying their inves- 
tors the reduced rates of withholding tax. This result is 
unfair because such investments were made on the un- 
derstanding that such rates would be available. To avoid 
this inequity, we recommend that the US. Model Treaty 
and all renegotiated U.S. treaties include a provision 
that existing investors continue to receive the reduced 
rates of withholding, even if their investment does not 
meet the requirements of Article 16. 

III. RECOMMENDATIONS 
It is our View that Article 16, as proposed, should not be 
included in US. tax treaties. Even if, as a matter of pol- 
icy, it were desirable to include Article 16 in tax treaties, 
we think the interpretative problems and the impedi- 
ments to the conduct of international business presented 
by Article 16 outweigh any arguments in favor of the 
adoption of such an Article. 

JUNE DRAFT 
" Article 16 

Limitation on benefits 
1. A person (other than an individual) which is a resi- 
dent of a Contracting State shall not be entitled under 
this Convention to relief from taxation in the other Con- 
tracting State unless 
a) more than 75% of the beneficial interest in such per- 
son is owned, directly or indirectly, by one or more indi- 
vidual residents of the first—mentioned Contracting 
State; and 
b) the income of such person is not used in substantial 
part, directly or indirectly, to meet liabilities (including 
liabilities for interest or royalties) to persons who are 
residents of a State other than a Contracting State and 
who are not citizens of the United States. 
For the purposes ofsubparagraph a), a company that has 
substantial trading in its stock on a recognized exchange 
in a Contracting State is presumed to be owned by indi- 
vidual residents of that Contracting State. 
2. Paragraph 1 shall not apply ifit is determined that the 
acquisition or maintenance of such person and the con- 
duct of its operations did not have as a principal purpose 
obtaining benefits under the convention. " 

3. Any relieffrom tax provided by a Contracting State to 
a resident of the other Contracting State under the Con- 
vention shall be inapplicable to the extent that, under the 
law in force in that other State} the income to which the 
relief relates bears significantly lower tax than similar in- 
come arising within that other State derived by residents 
of that other State. 

DECEMBER DRAFT - 

(Discussion Draft) 
Article 16 

Investment or holding 
companies 

1. A corporation which is a resident of a Contracting 
State shall not be entitled under this Convention to relief 
from taxation in the other Contracting State with respect 
to an item of income, gains or profits unless the corpora- 
tion establishes that: 
3) its stock of any class is listed on an approved stock ex- 
change in a Contracting State, or that it is wholly owned, 
directly or through one or more corporations each. of 
which is a resident of a Contracting State, by a corpora- 
tion the stock of which of any class is so listed; or 
b) it is not controlled by a person or persons who are not 
residents of a Contracting State, other than citizens of 
the United States; or 
c) it was not a principal purpose of the corporation or of 
the conduct of its business or of the acquisition or 
maintenance by it of the shareholding or other property 
from which the income in question is derived to obtain 
any of such benefits. v 

2. For the purposes of this Article: 
3) an approved stock exchange in means ; 

b) an approved stock exchange in the United State 
means the NASDAQ System owned by the National As- 
sociation of Securities Dealers, Inc. and any stock ex- 
change registered with the Securities and Exchange 
Commission as a national securities exchange for the 
purposes of the Securities Exchange Act of 1934; 
c) a person or persons shall be treated as having control 
of a corporation if under the income tax laws of the Con— 
tracting State in which the income arises the person or 
persons could be treated as having direct or indirect con- 
trol of the corporation for any purpose; 
d) notwithstanding subparagraph C) of this paragraph, a 
corporation is resumed to meet the requirements of 
subparagraph b of paragraph 1 of this Article if the cor- 
poration establishes that individuals who are: 
i) citizens of the United States; or 
ii) residents of a Contracting State; or 
iii) residents of States that have income tax conventions 

in force with the Contracting State from which relief 
from taxation is Claimed and such conventions pro- 
vide relief from taxation not less than the relief from 
taxation claimed under this Convention; 

own directly more than 75% ofthe total combined voting 
power of all classes of the corporation’s stock entitled to 
vote and more than 75% of the number of shares of each 
other class of the corporation’s stock;

~ 

e) a corporation is presumed to meet the requirements 
of subparagraph c) of paragraph 1 of this Article, in par- 
ticular, where: 
i). the reduction in tax claimed is not greater than the 

tax actually imposed by the Contracting State of 
which the corporation is resident; 

ii) the corporation is engaged in business operations in 
the Contracting State ofwhich it is a resident and the 
relief from ‘taxation claimed from the other Con- 
tracting State is with respect to income which is inci- 
dental to or derived in connection with Such busi- 
ness. 
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BELGIUM: 
Cutting Taxes on Business 
and Investment Income 
by Frans Vanistendael* 

I. GENERAL OUTLINE OF NEW TAX MEASURES 
During the spring of 1982 a new set of tax measures was 
introduced in Belgium in what looks like a determined 

- effort to relieve the country of its bad international repu- 
tation for high taxes. The measures are aimed at achiev- 
ing two goals: - 

a. a general and permanent improvement in the tax en- 
vironment by a substantial cut in the tax rate on busi- 
ness and investment income;

, 

b. a boost in investment in physical and financial assets 
by temporary but substantial tax incentives, that will 
have an effect over a relatively long period of time. 

The legal basis for most of the new measures is the Spe— . 

cial Powers Act of 2 February 1982. This act enables the 
government to take sweeping reform measures by Royal 
Decree, thereby effectively excluding the vote necessary 
for a formal Act of Parliament. The special powers are 
granted on a temporary basis and expire 31 December 
1982. 
Art. 2 of the act enables the government to amend by 
simple Royal Decree, any existing tax statute, decree or 
ruling with respect to specifically listed items. However 
any amendment so effected by Royal Decree is to be con- 
firmed by a formal Act of Parliament before 1 January 
1984. Any amendment by Royal Decree that has not 
been confirmed before that date will lapse thereafter. 
The chance of non-confirmation of the measures seems 
at present very remote , if only because non-confirmation 
would bring down instantly a whole tax structure that has 
been built up very carefully. 
Under the Special Powers Act, the following tax decrees 
have already been issued: 
(a) 15 February 1982 — Royal Decree No. 1: Reduction of the V.A.T. rate 

on new construction from 17% to 6%; 
— Royal Decree No. 2: Abolition of the capital gains 

tax on unimproved land situated in areas earmarked 
for residential construction; — Royal Decree No. 6: Tax incentives for taxpayers 
under 35 who start a new unincorporated business or 
a new profession; 

— Royal Decree No. 7: Deduction of a special reserve 
for severance pay; - Royal Decree No. 8: Change (reduction) of the tax 
base for the application of V.A.T. to sales of works 
of art, antiques, gold and bullion; 

— Royal Decree No. 9: Reduction of V.A.T. rate to 
1% on gold bullion; 

— Royal Decree No. 10: New system of advance pay— 
ment for taxpayers filing a joint return. 
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(b) 19 March 1982 — Royal Decree No. 15: Tax incentives for the sub- 
scription of shares in Belgian companies; 
Royal Decree No. 16: Reduction of the corporate in— 
come tax rate. 

(0) 30 March 1982: — Royal Decree No. 29: Replacement of the tax deduc- 
tion by a tax credit for income from social security 
schemes (retirement pensions, sick- and disability 
pay, unemployment compensation, etc.). 

(d) 2 April 1982 .

. — Royal Decree No. 40: Amendments with respect to 
interest charged for late payment of taxes; 

— Royal Decree No. 41: Amendments with respect to 
criminal sanctions for tax avoidance. 

(e) 5 May 1982 — Royal Decree No. 44: Changing the provisions for 
aggregating the income of husband and wife. 

(f) 22 June 1982: 
— Royal Decree No. 48: Replacement of existing tax 

incentives by an investment deduction and tax 
exemption for capital gains realized on certain busi- 
ness assets. 

Comments will be limited to those Royal Decrees that di- 
rectly affect business activities, i.e. No. 7 on the special 

' provision for severance pay, No. 15 on the tax incentives 
for the subscription of Belgian shares, No. 16 on the re- 
duction of corporate income tax, and N0. 48 on the in— 
vestment deduction and the exemption for capital gains 
on business assets. 
Finally it should be added that the temporary solidarity 
surcharges will not be renewed and that negotiations are 
under way to create a new legal basis for the privileged 
tax status of foreign executives and research employees. 
Discussion of the above measures will be divided into 
two parts: those of a permanent nature and those which 
are temporary. 

II. PERMANENT MEASURES 
1. Reduction of the corporate tax rate 

The maximum corporate tax rate will be reduced from a 
maximum of 56.8% for fiscal 1982 to a sin 16 top rate of 
45% for fiscal 1983 (income earned in 1982 . This reduc- 
tion is effectuated in two steps. ’ 

The first step is the non-renewal of both temporary sol- 
idarity surcharges of 4.8% respectively 4% on so called 
exceptional profits that were introduced by Art. 43 of the 
Economic Recovery Act of 30 March 1976, and by Art. 
48 of the Budgetary Proposals Act 79 - 80 of 8 August 
1980. In order to remain in effect, these surcharges had 
to be confirmed each year by Act of Parliament. There is 
a political agreement within the government, not to ask 
for confirmation of the surcharges, so that they will be re— 
pealed automatically as of 1 January 1983. 
The second step is a reduction of the general top corpo- 

* Professor at law, Louvain, Belgium. 
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rate tax rate from 48% to 45%. As of fiscal 1983 the 
Structure of the tax rate is the following: ' 

Income (US$)’ Taxrate 
incomes 20.000 31 % 

20,000- 72,000 40 °/o 

72000—288000 47.5% 
45 % income 2 288,000 

It follows that for taxable income below US$288,000 the 
effective tax rate is lower than 45% and may vary from 
31% to maximum 45%. 
The tax credit for dividends and directors’ compensation 
has been adopted to reflect the changes in the corporate 
tax rate. The tax credit on net-dividends (after 20% with— 
holding tax) has been reduced from 57.5% to 51% of the 
net amount received. 
The credit on non—deductible directors’ compensation 
has been lowered from 46% to 41%. The relative impor- 
tance of the tax credit, aimed at reducing the burden of 
double economic taxation (combination of corporate 
and personal income tax), remains unchanged. About 
half the amount of the corporate income tax (22.44 for 
dividends and 22.55 for directors’ compensation) is cre- 
ditable against personal income tax. 

2. Exemption for capital gains on 
business assets 

The exemption for capital gains on business assets has its 
historical origins in Art. 9 his and 9 ter of the Royal De- 
cree implementing the Income Tax Code (I.T. C.). These 
articles provided for exemption of capital gains realized 
on certain business assets. 
The exemption had to 'be renewed on an annual basis. 
This annual renewal rule, combined with the fact that re- 
newals were sometimes very late, rendered the exemp- 
tion ineffective as a tax incentive. 
Therefore the exemption was incorporated in Art. 36 
I.T.C. as a permanent measure not subject to annual re- 
newal, by Art. 53 of the so called Program Act of 2 July 
1981, Art. 2 e.s. of Royal Decree No.48 of 22 June 1982 
confirms this permanent exemption and determines its 
application. ' 

As a general rule exemption is granted with respect to 
capital gains realized on business assets, used during 
more than five years in business or other professional ac- 
tivity, when the total sales price of such assets is rein- 
vested in new assets in Belgium within a period of three 
years. The exemption is automatic and not subject to 
preliminary rulings or approval by the Department ofthe 
Treasury or the Department of Economic Affairs. 
The three years reinvestment period is calculated as of 
the first day of the calendar year or the financial year dur- 
ing which the capital gain has been realized, until the last 
day of the second calendar year (31 December), or finan- 
cial year, following the (calendar or financial) year in 
which the capital gain has been realized. 
If business activities are ceased at an earlier date, the“ 
remvestment period ends simultaneously w1th the cessa- 
tlon of busmess activities. 
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Example | 

Company keeps its financial year from 1 July - 30 June. A 
business asset is sold in October 1982. Start of the three 
years reinvestment period: 1 July 1982, end of the rein- 
vestment period: 30 June 1985. 
The reinvestment has to be made in new business assets 
to be used in Belgium. However, the following are not 
considered as reinvestment: the purchase of goods in 
trade or inventory, bonds or simular securities, time de- 
posits, loans or claims, buildings or land held for resale as 
well as the repayment of a debt. However, bonds issued 
or guaranteed by the Belgian State for a period of more 
than- five years, do qualify as a reinvestment, if purch- 
ased by fiancial or similar enterprises. The purchase of. 
company shares or stock, title to patents, copyrights or 
other non-physical assets are considered as qualifying in- 
vestments. 
The exemption for capital gains is not applicable to assets 
that have benefited from the investment reserve pro- 
vided for in Art. 58 of the Program Act of 2 July 1981 or 
the investment deduction introduced by the same Royal 
Decree No. 48 (see below). The basic idea is to prevent 
the taxpayer from combining the benefits of two incen- 
tives. This means that the taxpayer has to make a choice 
between an immediate tax benefit in the form of an in- 
vestment reserve or deduction in the year of investment 
or a deferred tax benefit on the capital gain in the year in 
whiCh the assets will be sold. Taxpayers that have already 
chosen for the investment reserve in 1981, or will choose 
for the investment deduction, will not be entitled to 
claim the exemption for capital gains at the time the asset 
is sold. 
Ngw business assets purchased as a reinvestment to 0b- 
tam the exemption from capital gains tax do qualifyhow- 
ever for the Investment deduction described below; 

Example || 

Purchase of research equipment in 1982. Application of 
the investment deduction of 20%. Equipment sold in 
1988, and sales price reinvested in similar but more mod- 
ern equipment. Capital gain realized in 1988 is taxable 
(at lower rate of 22.5%), because of investment deduc- 
tion of 20% claimed in 19823New equipment purchased 
in 1988 does qualify however for the investment deduc- 
tlon. - 

New assets purchased as a reinvestment can be depre- 
ciated in accordance with ordinary rules. Although the 
capital gain, which in theory originated the cash for the 
new investment is completely tax exempt, the newly ac- 
quired assets are subject to full depreciation like any 

A other business asset. 

Example I” - 

Equipment with salvage value of US$10,000 is sold f0 
US$50,000 in 1982 and proceeds are reinvested in 1983, 
in new equipment with a purchase price of US$200,000. 
Capital gain of US$40,000 is tax exempt. Amount of up 
to US$200,000 of new assets can be depreciated. 
1. Exchange rate at 50 Bfrs. = US$1. 
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The exemption applies to all taxpayers engaged in busi— 
ness or professional activities in Belgium: resident indi- 
viduals and corporations, and Belgian establishments of 
non-resident taxpayers (individuals and corporations). 

3. Investment deduction 

The same Royal Decree No. 48 introduces a new invest— 
ment deduction. The intention of the government was to 
simplify the complicated structure and the scattered pat- 
tern of existing tax incentives, by replacing several exist- 
ing incentives with one single and simple measure. Re— . 

moved from the statute books are both of the investment 
reserves introduced in 1982 (the 5% reserve enacted on 
10 February 1981, and the 28 or 30% investment reserve 

' enacted on 2 July 1981), depreciation of research equip- 
ment__at 110% of acquisition cost and depreciation at will 
(“ad libitum”) of energy saving equipment. 

Art. 6 of the Royal Decree provides for a so called “in- 
vestment deduction” of: 
— 25% on energy saving equipment 
— 20% on research equipment and new technology 
— 5% on furniture and office equipment 
— 13% on any other business equipment qualifying 

under the Royal Decree; i.e. the standard rate of the 
investment deduction is 13%. 

The investment deduction is applied to the acquisition 
cost of the qualifying assets in addition to ordinary de- 
preciation. It does not decrease the tax base of the assets 
for the purpose of calculating subsequent capital gains or 
-losses in case the assets are sold. It follows that the in- 
vestment deduction is in fact an additional depreciation 
deduction in excess of the 100% cost base. The invest- 
ment deduction does not apply to some additional ac- 
quisition costs such as taxes, fees, installation- and trans- 
portation charges, on which the taxpayer has the option 
either to deduct such costs as ordinary expenses, or to 
capitalize such costs and to depreciate them together 
with the purchase price. If the additional costs are de- 
ductéafiszfi expense, the investment deduction does not 
apply. If however the additional costs are capitalized and 
depreciated the deduction is applicable. 

Example |V 
Purchase of equipment at a price of US$200,000 
Packing and transport charges US$ 10,000 
Installation charges US$ 10,000 
Value added tax (V.A.T.) US$ 37,700 
(purchaser is no V.A.T. payer). 
If V.A.T. and charges are deducted as an expense, the 
basis for the investment deduction is US$200,000; if 
V.A.T. and charges are capitalized and depreciated to- 
gether with purchase price, the basis for the investment 
deduction is US$257,700. 

In applying the investment deduction the taxpayer has 
the option either (a) to apply a one time lump sum deduc- 
tion calculated as a percentage of the acquisition cost of 
the qualifying asset,‘or (b) to spread the amount of the 
deduction over the normal depreciation period of the 
qUalifying asset. In the latter case the amount of the an- 
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nual investment deduction bears a compounded interest 
at a rate of 10% per annum to reflect the deferral of the 
tax saving. It is clear however that in most cases the 
biggest tax saving (and also the simplest) will be realized 
by taking the one time deduction for the full amount in 
the year of investment. 

Example V 
Purchase of equipment for US$100,000 to be depre- 
ciated with the declining balance method over a period of 
ten years. Depreciation allowance during the first year 
(at 20%) US$20,000. One time investment deduction: 
US$13,000. Total deduction during the year of invest- 
ment: US$33,000, or 33% of acquisition cost. 
Example V| 
Purchase of vehicle for US$10,000 to be depreciated with 
declining balance method over five years. Depreciation 
allowance during the first year (a; 40%): US$4,000. 
One time investment deduction: US$1,300. Total deduc- 
tion during the year of investment US$5,300, or 53% of 
acquisition cost. 

The investment deduction ap lies to all taxpayers en- 
gaged in business activities resident individuals and 
companies), as well as to Belgian establishments of non— 
resident individuals and companies, including financial 
and real estate activities that in the past have very often 
been excluded from the benefit of such tax incentives. 
Understandably it does not apply to taxpayers that are 
not assessed on real but on estimated income. For the 
time being it is not applicable to taxpayers engaged in the 
professions, but the Decree provides for the possibility 
to extend the deduction to this category of taxpayers. 
The deduction applies to all new investment assets used 
in business activities with the exception of the following 
categories of assets: ~ 

— assets used for mixed purposes (partially business — 
partially personal); 

— assets subject to a depreciation period of less than 
three years; . 

— all automobiles and stationwagons used for transport 
of individuals, except when used solely for taxi- or 
leasing services (with driver);

‘ 

— real estate held for sale by taxpayers professionally 
engaged in real estate activities. 

It also applies to assets acquired as a reinvestment within 
three years of capital gains that are exempt under Art. 36 
I.T.C. (see above). 
In order to qualify, the assets must be new/It follows that 
land and old buildings (not new construction) do not 
qualify as well as some intangible assets (such as good- 
will) that are generated in the course of business ac- 
tivities, or that already have been partially depreciated. 
Also excluded are some other assets, because they al- 
ready benefit from existing tax incentives: 
— workmen’s housing and other facilities for personnel 

that benefit from a 50% exemption provided for in 
Art. 421.T.C. 

— assets that benefit from the special depreciation at 
will (Act of 29 November 1977); 
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— assets that benefit from the repealed investment re- 
serves introduced in 1981 and 1982 (Acts of 10 Feb- 
ruary 1981 and 2 July 1981). . 

Finally the investment deduction does not apply to some 
acquisitions that are not subject to depreciation and can 
be deducted as ordinary business expenses (or depre- 
ciated at 100%) in the year during which the expenses are 
incurred (see below). 

Example VII 
Purchase of a business vehicle for US$20,000, to be de- 
preciated with declining balance method. V.A.T. 
amounts to US$5 ,000. Total acquisition cost US$25,000.‘ 
Deductions in year of investment: 
— US$5,000 V.A.T. as business expense if purchaser is 

no V.A.T. payer 
— US$8,000 depreciation allowance for lst. year — US$2,600 investment deduction. 
Total deduction: US$15,600 or 62.4% of total acquisi- 
tion cost. - 

When the amount of the investment deduction exceeds 
the amount of taxable profits, or when the company 
realizes a loss, any unused amount of the investment de- 
duction can be carried forward indefinitely. In case of a 
tax free reorganization the investment deduction is car- 
ried over to the surviving company.

‘ 

4; Depreciation of acquisition cost 

In order to determine which items are subject to depre- 
ciation and to determine the basis of depreciation, the 
tax legislation is now harmonized with existing statutes 
on annual financial statements (Act of 8 October 1976); 
so that there is no longer any discrepancy between depre- 
ciation rules for tax purposes and for accounting pur- 
poses. This identity between tax and accounting rules 
with respect to depreciation has its most important con— 
sequence in the field ofleasing: henceforth the lessee will 
be entitled to take depreciation on the leased asset in- 
stead of the lessor. 
The new Art. 48 § 21.T.C. confirms existing administra- 
tive practice with respect to expending or capitalizing 
certain items of acquisition cost. Additional costs of ac- 
quisition, or costs of establishment or incorporation of a 
business can be (a) either capitalized and depreciated to- 
gether with other assets, (b) or be capitalized and depre- 
ciated in. accordance with a separate depreciation 
schedule, (c)‘or be expended and deducted at once as an 
ordinary business expense. This rule applies to such ad: 
ditional cost as indirect taxes, local taxes, charges for 
transportation, packing, installation, fees for experts 
etc. 

" ' 

5. Provision for severance pay for small 
business 

As is well known in the international business commun- 
ity severance pay in case of firing or lay-off is quite sub— 
stantial in Belgium, particularly for non-manual 
employees. Until now, taxpayers were generally not al- 
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lowed to take any deduction for provisions established 
for such contingencies as firing or laying-off employees. 
Royal Decree No. 7 provides for a tax deductible provi- 
sion for firing or laying—off employees for small business 
employing less than 100 employees at the beginning of 
the calendar year, or financial year (if not identical to the 
calendar year). The deductible provision amounts to 
maximum US$800 per additional employee for manual 
workers and to maximum US$2,400 per additional 
employee for non-manual workers. The number of addi- 
tional employees, that have been hired, is calculated by 
comparison with the average number of employees 
employed during the preceding “(calendar- or financial) 
year. When the number of employees decreases (be- 
cause of firing, lay—off, retirement or resignation), previ- 
ously deducted provisions become taxable in accordance 
with the category of employees (manual, or non-manual) 
that has decreased. 

6. Tax status of executive and 
research personnel 

The tax status of executive and research personnel of 
multinational companies has up to 1982 been regulated 
by administrative circular. This circular in principle ex- 
pires on 31 December 1982, for employees residing in 
Belgium before 1 January 1975. Moreover a recent deci- 
sion of the Supreme Court has cast some doubt on the 
legal status of these tax privileges. (Cass. 19-11-1981, 
F.J.F.1982, 22). 
However, the Belgian government has the firm intention 
of maintaining a special tax status for non—Belgian execu- 
tive and research personnel, that are hired abroad and 
transferred to Belgium. Negotiations are under way to 
find a more solid and more permanent legal basis for this 
special tax status. At the same time tax benefits would be 
improved; the main benefits at present being (a) a 30% 
flat deduction on the first US$100,000 of taxable income 
for employees of international headquarters and re- 
search personnel and of US$30,000 for other employees 
and (b) the limitation of the tax liability to income from 
employment earned in Belgium. 

III. TEMPORARY TAX INCENTIVES 
Royal Decree No. 15 of 9 March 1982 introduced two 
new tax incentives for the subscription to newly issued or 
the purchase of existing shares in Belgian companies. 
The first incentive consists of an exemption from corpo- 
rate income tax coUpled with an exemption from per- 
sonal income tax for dividends on newly subscribed 
shares; the second incentive consists of a deduction from 
personal income of the price of shares purchased in the 
market. By virtue of its exemption from corporate in- 
come tax the first incentives affects Belgian subsidiaries 
of non-resident parent companies, and non-resident in- 
dividuals holding shares in Belgian companies. The sec- 
ond incentive affects solely Belgian residents subject to 
personal income tax. 
The new ,tax incentives replace the old 5% dividend 
exemption introduced by the law of 29 November 1977 
and amended by the laws of 10 February 1981 and 2 July 
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1981. The 5% exemption indeed proved to be ineffective 
as a tax incentive. 

1. Exemption from corporate income tax 
' Art. 2 of Royal Decree No. 15 provides for an exemption 
from corporate income tax during a five-year period for 
dividends that have been distributed on shares in Belgian 

, 
companies and other legal entities that were newly issued 
during the calendar years 1982 or 1983. 
The exemption applies only to shares in companies or 
other legal entities that are subject to Belgian corporate 
income tax. Shares in non-resident companies having a 
permanent establishment in Belgium are excluded. The 
new shares must be issued at the time of incorporation or 
increase of statutory capital. The shares must be paid in 
cash. Payment in kind whether made directly or indi— 
rectly by having the company first receive the cash and 
then purchase the assets from its shareholders, does not 
qualify. The‘exemption applies to public as well as to 1i- 
mited issues of shares. 
Incorporation or capital increases resulting from split- 
ting, merger or other forms of corporate reorganizations 
do not qualify. Any decrease of statutory capital during 
the period 1982 — 1983 is deducted from the amount of 
capital increase qualifying for the exemption, except 
when the decrease has been necessary to consolidate ac- 

. cumulated losses. Shares acquired in exchange for con- 
vertible bonds issued before the starting date of the 
exemption period do not qualify either. 
The exemption is further subject to the condition that at 
a minimum 60% of the proceeds of the capital increase is 
invested either in tangible or intangible fixed assets used 
for business activities in Belgium, or in shares of com- 
panies subject to Belgian corporate income tax. The 
business investment requirement must be met by the end 
of the first financial year in which the corporate income 
tax exemption applies. The Secretary of the Treasury has 
the power to decrease the 60% investment requirement 
for companies using the proceeds of the capital increase 
to repay specific debts, to consolidate accumulated 
losses or to acquire participations in non-resident com- 
panies in order to secure supplies of raw materials or 
fuel, or to secure foreign outlets for the sale of domestic 
products. In case the acquired assets are sold or other- 
wise transferred, the proceeds must be reinvested in 
qualifying assets within a period of three months. 

The exemption applies to dividends distributed on the 
newly issued shares, not of the newly subscribed capital 
that has actually been paid in. Any capital surplus paid in 
excess of the face-value of the shares is also taken into ac- 
count to determine the basis for the exemption. The 
exemption is increased to 13% of newly paid in capital if 

- and when the company undertakes the obligation to dis- 
tribute any supplementary income resulting from the tax 

_ 
saving caused by the corporate income tax exemption, to 
the newly subscribed shares. 
Such obligation can in practice only be undertaken in 
case of the incorporation of a new business, or in case of 
a capital increase when all newly subscribed shares can 
be duly identified. 
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Example VIII 
Capital increase of US$1 ,000,000 in 1982 with obligation 
to pass onItax savings. 
Dividends distributed of up to US$130,000 per annum 
are tax exempt from 1983 through 1992 (see below). 

, 
The exemption is granted for a period of five financial 
years following the year in which the capital increase has 
been effectively paid in. However for companies newly 
incorporated in 1982 or in 1983, or companies effectuat- 
ing a capital increase within three years of incorporation 
the exemption is granted from the third through the 
seventh financial year following the year of incorpora-

_ 

tion. 

Example IX . 

Company incorporated in 1960, with financial year coin- 
ciding with the calendar year. Capital increase in May 
1983. Exemption for dividends distributed from 1 
January 1984, through 31 December 1988. 

Example X 
Company incorporated on 15 May 1983 with financial 
year coinciding with the calendar year. Exemption for 
dividends distributed from 1 January 1986 through 31 
December 1990. 

The exemption period is extended however, when the 
company undertakes the obligation to distribute the tax 
benefit to the newly issued shares and the exemption is 
raised to 13%. The exemption period is raised to ten or 
nine years depending on whether the capital increase 
takes place in 1982 or 1983. 
The ten or nine-year period takes effect, the first finan- 
cial year after the year of the capital increase, or the third 
financial year after the year of a new incorporation, or of 
a capital increase within three years of incorporation. 

Example XI 
Incorporation of company on 1 July 1980, financial year 
coinciding with the calendar year. 
Capital increase on 10 October 1982, thus within three 
years, with obligation to distribute tax savings to newly 
issued shares. 
Exemption for dividends distributed from 1 January 
1985 through 31 December 1994. 

Companies holding shares in other companies can also 
benefit from the tax exemption of 13% on dividends dis- 
tributed to them on newly issued and qualifying shares, 
to which the holding has subscribed, provided the hold- 
ing company undertakes the obligation to pass through 
to its newly issued shares any tax saving from which it 
may itself benefit on dividends distributed by its sub— 
sidiary. 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



Example XII 
Company A effectuates a capital increase with shares, 
qualifying for the 13% exemption, to which company B 
subscribes. 
Company B will also benefit from the 13% exemption on 
dividends distributed on ualifying shares by company 
A, provided it (company B undertakes the obligation to 
pass through to its shareholders any tax saving it may re- 
ceive on dividends distributed by company A. 

The 8% or 13% exemption remains in effect so long as 
the company meets the investment conditions, and the 
obligation to pass through any tax savings to the newly is- 
sued shares (only 13% exemption). 
Together with the annual tax return a company claiming 
the exemption must submit a list of the qualifying invest— 
ments still in use in the company. In case of tax free split- 
ting, mergers or other forms of reorganisation the 
exemption is carried over to the surviving company. 

2. Exemption from personal ipcome tax 

In addition to the exemption from corporate income tax 
described above Art. 3 of the Royal Decree No. 15 pro- 
vides for a total exemption from personal income tax of 
dividends of shares that were newly subscribed during 
1982 or 1983. Whereas the amount of the corporate in- 
come tax exemption is limited to the first 8 or 13% of 
dividends distributed on paid in capital, the exemption 
for dividends from personal income tax to the sharehold- 
ers has no limit. 

Example XIII 
A dividend of 20% on paid in capital will benefit from the 
corporate income tax exemption up to 8 or 13 % while the 
balance (12 or 7%) will be subject to corporate income 
tax. However, the total amount of the dividend distribu- 
tion (20%) will be exempt from personal income tax. 

The total dividend exemption is subject to the condition 
that the shares on which the dividends are distributed do 
qualify either for the 8% or for the 13 % exemption from 
corporate income tax. 
The pyeriodpf the dividend exemption is also linked to 
the period of the corporate income tax exemption (e. g. 
depending on the corporate income tax exemption the 
personal income tax exem tion is granted for a period of 
5, 9 or 10 years (see above ). 
It is not required that the shareholder claiming the per- 
sonal income tax exemption be the original subscriber of 
the shares i.e. the exemption from personal income tax 
on qualifying shares is carried over to any resident indi- 
vidual purchasing the shares during the period of exemp— 
tion from corporate income tax (5, 9 or 10 years). - 

If yhe company does not meet the 60% investment re- 
ulrement set for the corporate income tax exemption 

?see above) this does not entail the loss of the personal in- 
come tax exemption to the individual shareholder, ex— . 

cept when the shareholder would act in bad faith. 
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Whereas a capital decrease for another reason than the 
Consolidation of accumulated losses entails only a prop— 
ortional reduction of the tax benefit in the corporate in- 
come tax, it entails a complete loss of such benefit in the 
personal income tax, even if only part of the face-value is 
repaid on each share. 
The exemption from personal income tax does not entail 
an exemption from the withholding tax due at the time of 
the payment of dividends. The withholding tax of 20% is 
the sole remaining tax on dividend income, i.e. the total 
income tax burden on dividends distributed on qualify- 
ing shares is limited to 20% and the shareholder receives 
80% of total corporate profits aftertax. 
Dividends on qualifying shares do not have to be re- 
ported in the shareholder’s tax return. Payment of the 
withholding tax absolves him from any further tax liabil- 
1ty.

‘ 

However for shareholders in low income brackets (aver- 
age rate below 43.14%), the existing system of crediting 
withholding tax and the tax credit on dividends (51% of 
dividend after withholding tax) remains in effect. Such 
shareholders have the option to report their dividend in- 
come from ualifying shares. The credits from withhold- 
ing tax (20%) and the tax credit on dividends (51% on 
net dividend) will then result in an even lower tax burden 
than the single withholding tax at 20%. 
Finally, shares qualifying for the personal income tax 
exemption , do also qualify the holder of such shares to an 
exemptiOn from inheritance and gift tax'es during a 
period of up to ten years after the subscription if payment 
takes place in the same calendar year. 

3. Deduction of purchase price of shares 

Art. 4 of the Royal Decree No. 15 provides that subject 
to certain conditions, the purchase of shares, or certifi- 
cates in Belgian investment funds made between 1 
January 1982 and 31 December 1985 entitles the purch- 
aser to a deduction from taxable income 9f the total ac- 
quisition price (within certain limits). In order to qUalify, 
shares must have been issued by a corporation subject to 
the Belgian corporate income tax. When such shares 
were issued before 1 January 1982 then quotation on a 
Belgian stock-exchange is necessary. When issued after 
31 December 1981, the company must have undertaken 
the obligation to invest 60% of the actually paid-in capi- 
tal in fixed assets upon issuing the shares. Certificates in 
Belgian investments funds qualify only when the fund 
has been accredited by the Department of the Treasury, 
approval which is dependent upon the fund investing at 
least 60% of its assets in Belgian shares. 
The deduction is limited to 40,000 Bfrs. for a single indi— 
vidual and to 50,000 Bfrs. for a married couple. It is in- 
creased with 10,000 Bfrs. per dependent. Of course, the 
amount of the deduction may not exceed the purchase 
price really paid forvqualifying shares or certificates dur- 
ing the calendar year. 
The deduction is total, i.e. up to the maximum amount 
mentioned above, in the year of purchase. However, 
upon transfer of the shares within a period of 5 years, a 
fraction of the acquisition price is added to the tax base, 
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the numerator being the number of months betwegn the 
transfer and the end of such period and the denommator 
being 60. 
Complete reinvestment of the “resale” price within three 
months or transfer by reason of death or gift to lineal as- 
cendants or descendants does not entail such partial and 
deferred taxation. 
It is clear that the taxpayers wanting to benefit from the 
deduction will have to report the dividends from the 
shares on which they claimed the deduction. The deduc- 
tion of the purchase price of the shares does not-entitle 
the dividends distributed on such shares to an exemption 
from personal income tax. The normal rules (withhold- 
ing tax and tax credit) apply. As sfated above there is no 
additional income tax, because of these credits, if the av- 
erage tax rate of the shareholder does not exceed 
43.14%. 
As to shares that qualify both for the deduction as well as 

t 

the exemption, the shareholder has an option. He is pre— 
sumed to prefer the exemption unless he eXpressly and 
irrevocably opts for the deduction in the personal income 
tax return related to the taxable year wherein the shares 
were purchased. 

CONCLUSION 
This brief review of the latest tax measure makes it clear 
that the tax climate is definitely changing for the better in 
Belgium. The measures in the field of taxation are 
coupled with a whole series of Royal Decrees in the field 
of social security also aimed at reducing the labor cost to 
business. The Belgian econOmy is certainly not back in 
the golden Sixties, but the new tax measures have been 
rolling back the tax burden on business enterprise at least 
to the level of the early Seventies. 
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Role of Income Tax Incentives in IndustrializatiOn 
in Pakistan During the Seventies — A Critique 
by Ahmad Khan* 

A. PHILOSOPHY OF TAX INCENTIVE PROGRAMS 
Tax incentive legislation is generally designed to promote certain socio- 
economic goals. These goals may include the development of manufacturing 
or industrial sectors in the economy, dispersal of the industries to less-devel- 
oped (or pre-industrial) geographical areas or places (which are or may be the 
source of raw materials), developing import substitution and export Oriented 
industries, attracting foreign capital and technology and, in the process, help- 
ing to create a socio-economic order which provides ample opportunities for 
employment, development of technical skills and adequate supply of goods 
and services for public consumption. The net result of the complementary fis- 
cal measures (in the present context, income tax incentives) should be to en— 
courage savings, stabilize the economy (and, of course, industrial growth), 
strengthen the balance of payment position, narrow down the gap in indus- 
trialization of various geographical regions of the country concerned, and 
utilize fully available technical skills and manpower. With these ends in view, 
appropriate tax incentive programs are envisaged and supplement the varloua 
non-fiscal and monetary measures intended for the same purpose. 

The present study describes the role offis-' 
cal incentives in the industrial develop- 
ment of Pakistan in the context of the 
overall economic strategy during the de- 
cade 1970-80. It identifies the economic 
priorities and the fiscal measures adopted 
during this period in historical sequence. 

. In conclusion, an attempt has been made 
' to evaluate the impact of income tax con- 
cessions in achieving the economic goals 
for which such measures were designed. 
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B. HISTORY OF TAX INCENTIVES IN PAKISTAN 
The present study of the tax incentive legislation {dates 
to the post-1970 period. It is, therefore, imperatlyq to 
glance briefly through the economic scenarlo prevalllng 
in 1970, the economic plan strategy announced through 
the Fourth-Five-Year Plan 1970/751 and the ensuing 
political and economic considerations requiring changes 
in the Plan Strategy accompanied by the changes in the 
fiscal policies. This will serve as a background to the 
legislative intentions behind the various tax .measurps 
adopted with a View to accelerating the pace of Industrlal 
(and, of course, the overall economic) development in 
Pakistan. 

At the time of its independence in August 1947, Pakistan 
inherited an almost negligible industrial base, and also 
other infrastructural facilities were non-existent. In FY 
1949/50, the industrial sector contributed 7.7% towards GDP of which 5.5% was accounted for by small-scale 
manufacturing . The value added in large-scale manufac- 
turing increased to 8.8% in FY 1968/69, reflecting a 
growth rate of 14%'over the two decades. During the 
19505, the aggregate growth rate recorded by large-scale 
manufacturing was as high as 16.3% and during the Sec- 
ond Five-Year Plan 1960/65 , it was 13.0% .2 Industry dur- 
ing this period passed from an initial concentration on 
cotton and jute textile to sugar, vegetable ghee and ce- 
ment, and later on to more sophisticated chemical and 
engineering industries.3 The considerable increase in in- 
dustrial capacity was largely caused by the governmental 
effort in developing infrastructural facilities. A major 
stimulus was the creation of public corporations to play a 
pioneering role in establishing such industries, which the 
private sector was unable to undertake either because 
these industries Were technologically complex or needed 
large investments. The Government further established 
specialised credit institutions and, to fill up the 
technological gap, set up engineering universities, col— 
leges and industrial advisory institutes. These promo- 
tional activities were strengthened by providing fiscal 
concessions and a sizeable allocation of foreign exchange 
resources at subsidised prices to the industrial sector. As 
a result of the combined efforts of the public and private 
sectors, the manufacturing sector showed an impressive 
performance. Nevertheless, excessive protection and 
extra liberal concessions also led to the establishment of 
many inefficient industries and the neglect of productiv- 
ity in general; While import substitution occurred re- 
garding consumer goods, there was relatively little head- 
way towards the production of capital goods. The net re- 
sult was that whereas a great deal was accomplished in 
building an" industrial sector from scratch, the more com- 
plex and challenging task of creating a balanced , efficient 
anc!t modern industrial sector was not tackled satisfactor- 
ily. 

The Fourth Five-Year Plan 1970-75 

With the prevailing economic scenario in mind, the 
Fourth Five-Year Plan 1970/75 stated that its policy was 
to provide for an adequate measure of flexibility in re- 
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spect of unresolved issues. At the same time it would 
constitute a definitive and positive start in areas where 
no doubts existed about future trends and driving forces. 
The Plan suggested concrete proposals through which in- 
come inequalities could be teduced and equal oppor- 
tunities assured for all people. It was also expected to 
serve as a Vital instrument of accelerating development 
of less-developed areas.5 
While referring to its strategy for private investment, the 
Fourth Plan stated that “Pakistan has a mixed economy 
with large part of the production activities in the private 
sector”, and “it may appear surprising that the main em- 
phasis in planning in Pakistan has been in the public sec- 
tor”. Nevertheless, “during the second Plan, the private 
sector strategy involved the setting up of an incentive 
mechanism sufficiently attractive to obtain a high invest- 
ment response and evolution of an institutional 
framework for channelling real resources to the private 
sector to translate investment demand into physical in- 
vestments. The absence of detailed and restrictive plan- 
ning for the private sector combined with very powerful 
incentives and sizeable credit availability had the advan- 
tage of turning the private sector into a dynamic force. 
However, there was very little attention paid to the qual- 
ity of investment, efficiency in the use of resources and 
consistency of private sector development with social 
goals.” 
During the Third Plan 1965-70, the conflict between the 
pursuit of social objectives and the maintenance of pow- 
erful incentives for private investment became obvious, 

r and “many policy shifts were made”. Therefore, for the 
Fourth Plan, it was considered “imperative to look 
deeper into the behaviour of the private sector and to 
start the process of integrating the private sector more 
adequately into overall national planning”. Prior to the 
Fourth Plan, the strategy for the private sector “was 
based essentially on the premise that capital is shy and 
‘that enterprises need'to be brought up with the help of 
special incentives in the form of subsidies, protection and 
tax concessions. Thus, a powerful and effective system of 
incentives'was evolved over the years and, within the 
given framework, private enterprise was left free to exer- 
cise its option with a view to maximising its rate of return. 
The system produced results and has been responsible 
for a very high rate of industrialization.” This strategy for 
the private sector resulted in a continuous rise in the cost 
of development. “Essentially the protection of infant in- 
dustries, which are at times quite inefficient, implied that 
consumers have to pay high prices. The concessions to 
industry mean that others have to bear a large burden of 
taxation” .6 

1. The Pakistan Government appointed a Planning Board in July 1953 to 
review the development that has taken place since independence and to pre- 
pare a national plan of development based on the fullest possible utilization of 
available resources. The First Five-Year Plan 1955-60 was published in May 
1956 and it was subsequently revised in 1957 on the basis of public comments. 
Since the formulation of the First Plan, the Pakistan Government has formu- 
lated the Second (1960-65), Third (1965-70), Fourth (1970-75) and Fifth 
(1975-80) Plans. The Sixth Five-Year Plan is in the process of formulation. 

Pakistan — Basic Facts I 979-80, Chapter 5, Paras. 1-2. 
Ibid., Para. 5. 
Fourth Five-Year Plan (1970-75), Chapter 1, Para. 14. 
Fourth Five-Year Plan (1970-75), Introduction. 
Fourth Five-Year Plan (1970-75), Chapter 6, Paras. 1-8. 
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The Fourth Plan further stated that “the first element of 
new strategy is the recognition that over the years we 
have now developed an aggressive and dynamic private 
sector, Quick to respond to profit incentives and capable 
of setting up and running large industrial business and 
service enterprises. Apart from the establishment and 
experience, there is a sizeable class of potential new en- 
trants who are being attracted by the demonstrated suc- 
cess of the-others. The incentive mechanism is no more 
needed on a general basis, but more selectively for correct- 
ing regional imbalances and reducing the handicaps from 
which new entrants suffer.” As to the old and more estab- 
lished industries they “have to acquire the level of effi- 
ciency where they would need a minimum of special in- 
centives and protection.” 

Objectives: Increase of industrial production 
and closing the foreign exchange gap 

As to the overall Fourth Plan Strategy on industrialisa- 
tion, it had two inter-related objectives, viz., output of 
the industrial sector must grow at 10% per annum, and 
the foreign exchange gap should be kept within manage- 
able limits, by maintaining the momentum of manufac- 
tured exports and replacing a larger proportion of im- 
ports, particularly of engineeering goods and imported 
raw material. The Fourth Plan envisaged along—term 
View of export possibilities in the industrial sector and 
“shifting the structure of production towards other lines 
in which [we] possess, or may be reasonably expected to 
develop, a comparative advantage”. The Fourth Plan in- 
dicated that for the purposes of industrialisation, criteria 
such as those relating to increased production for export 
and for import substitution, relatively higher value 
added, appropriate employment opportunities, encour- 
agement of indigenous capital goods industry, etc. would 
be kept in View. Simultaneously, “reliance will continue 
to be placed on private investment for the bulk of indust- 
rial investment during the Fourth Plan in West Pakistan 
other than the less developed areas . . . . Public invest- 
ment in manufacturing will be undertaken only in those 
cases where private investment is not forthcoming, 
where a joint venture cannot be organized or where con- 
siderations of national interest dictate public invest- 
ment.” As to the less-developed areas, “effective steps 
will be taken by way of fiscal and other measures to im- 
prove the investment climate . . . 

”. 

The Fourth Plan Strategy, however, could not be im— 
plemented in 'the wake of the 1971 War with India and the 
shift in the overall socio-economic policies of the new 
government. A large portion of the industrial sector was 
taken over by the government and reserved for the pub- 
lic sector. The private sector was left with only a very 
small sector of capital intensive industries and as such the 
fiscal measures were oriented more towards developing 
public sector industries. In the process, generous tax 
exemptions and subsidies were granted to public sector 
industries, especially in the form of concessions to the 
foreign component of the capital outlays and the sophis- 
ticated technology needed for these projects. 

© 1982 International BureaU-of Fiscal Documentation — BULLETIN 

Change in industrial development strategy 

The poor performance of the manufacturing sector in the 
mid-19705 prompted the Government to initiate impor- 
tant changes in Pakistan’s industrial development 
strategy in 1977/78. The new industrial development pol- 
icy aimed at encouraging private sector participation 
while reducing the scope of the public industrial sector 
and improving the latter’s operational and organiza— 
tional efficiency. In 1977/78 agro-processing units were 
denationalized, and a re-demarcation policy was an- 
nounced permitting private sector involvement in many 
fields previously reserved for the public sector. The mea- 
sures taken in 1978/79 included the exemption from im- 
port duties for textile machinery required for balancing* 
, modernization, and replacement (BMR) and for the 
manufacture of garments and made-up textile goods; the 
introduction of export subsidies for cotton textile prod- 
ucts ranging from 7.5% to 12.5%; and the abolition of 
excise duties on the manufacture of cotton yarn and fab- 
rics. In addition, import procedures were streamlined for 
machinery valued up to 2.5 million Rs. In 1979/80 export 
rebates were extended to engineering goods, canvas 
footwear, and acetate yarn. In 1980/81 the authorities 
continued the policy of encouraging private sector in- 
vestment by simplifying government investment ap- 
proval procedures. 
First, the ceiling below which private sector projects are 
exempt from approval procedures was doubled to 20 
million Rs. 
Second, machinery up to 10 million Rs. is now allowed to 
be imported under the Non-Repatriable Investment 
(NR1) Scheme or against cash licenses without govern- 
ment approval, provided that the projects do not fall 
within the “negative list” of industries Which the Govern- 
ment does not want to encourage; previously the cutoff 
limit was 5 million Rs. 
Third, establishment of new import-based industries 
(defined as those depending on imports for 50% or more 
of their input requirements) no longer needs the ap- 
proval of the Economic Coordination Committee of the 
Cabinet, provided their annual import requirements are 
less than 5 million Rs; previously, all import based pro- 
jects needed approval irrespective of their imported in- 
puts. ’

. 

Fourth, the role of the Central Investment Promotion 
and Coordination Committee, the‘agency which ap- 
proves projects proposed by IPB , PICIC, and IDBP, was 
curtailed; only projects of 20 million Rs. or more 

* Editor’s note: The term “balancing” (of machinery) means installation of 
additional machines in an industrial unit for the purposes of achieving op- 
timum efficiency of the various inter-related components of that unit. For in- 
stance, in the textile industry, if an industrial undertaking has both yarn-pro- 
ducing and weaving facilities, 25,000 spindles “balance” with 500 looms. 
Therefore, if such an undertaking does n01 have the spindles and looms in the 
appropriate proportion, either the spindles or the looms would be working 
below capacity resulting in less than optimum efficiency. Installation of addi- 
tional looms or spindles, as .the case may be, to bring_about the right propor- 
tion between the two would mezin “balancing” of the existing machinery. Simi- 
lar standards can be found for the ideal capacity of machines involved in inter- 
mediate stages of production from raw material to the end product. 
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sanctioned by IPB are now subject to review by the Com- 
mittee, which has been reduced in size and renamed the 
Central Investment Promotion Council.7 
On the income tax side,gselective tax concessions for in— 
dustrial undertakings established in lass-developed geo- 
graphical regions, viz., Baluchistan, N.W.F.P. (North- 
West Frontier Province), parts of the Punjab and Sind 
Province were granted during the fiscal year 1974/75. 
The process of granting incbme tax concessions to the 
manufacturing industry and export oriented trade accel- 
erated during the subsequent years and tax incentives in 
the form of tax-holidays, investment credits, tax rebates, 
etc. were introduced to revitalize the process of indus- 
trialization in the country. 

' ' 

C. TYPES OF TAX INCENTIVES INTRODUCED 
IN PAKISTAN ‘ 

Pakistan has adopted a variety of income tax incentives, 
which generally include: ' 

(1) tax holidays, (2) tax rebates, (3) tax credits, (4) in- 
vestment credits or rebates, (5) accelerated deprecia- 
tions, (6) other investment-related tax incentives. 
The types and extent of the tax incentives introduced 
since 1970 have varied depending upon overall economic 
priorities, as reflected in the Fourth and Fifth Five-Year 
Plans and the Finance Minister’s budget speeches. The 
valid economic reasons, at times, gave way to the intro- 
duction of some ad hoc tax concessions, which, if looked 
at in the overall scheme of economic strategy, may not 
appear as a part of the overall package, and overlap some 
of the existing tax incentives. The net result, as we may 
see in the latter parts of this study, has been or still is the 
grant of too liberal concessions. 
The position' of various tax incentive programs during 
the period under study, i.e. July 1970 to June 1981, is as 
described below:8 ' 

1. Tax holidays 
These include total or partial tax copcessiops to new in- 
dustries set up in selectedgeographlcal reglons, certam 
sectors of industries and to certain types of Income. 
a. Area-Wise tax holidays 
(i) The tax holidays scheme introduced in 1959 envis- 

aged complete tax exemption for new industrial un- 
dertakings for a prescribed period of 4, 6 or 8 years 
depending upon the geographical location of such in- 
dustries. It was further liberalized in 1966 by relaxing 
the condition for reinvestment of tax-exempt profits 
from 60% to 40%. The condition 'of reinvestment 
was altogether removed in 1968. In 1970, i.e. the end 
of the tax holiday period, it was decided to extend for 
an additional two years partial tax exemption tokin- 
dustries set up before 1 July 1970 is an industrial es- 
tate established by the Government or an authority 
the’reof.9 The tax holiday scheme was suspended by 
the 1971-72 assessment year, and it was decided that 
the tax realized for this year from companies eligible 
for the tax holiday would be allowed as a credit 
against the tax liability for the period following the 
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expiry of the tax holiday. In 1972-73, the tax holiday 
scheme was abolished with retrospective effect from 

. the assessment year 1971-72.10 
(ii) The fiscal concessions in terms of a tax holiday on the 

basis of geographical location of new industries were 
not extended during the fiscal year 1974-75. 

(iii)During the fiscal year 1975-76, a partial tax exemp- 
tion was granted with respect to the income of com- 
panies registered under the Companies Act, 1913, 
earned between 1 July 1975 and 30 June 1981 from in- 
dustrial undertakings commencing commercial pro- 
duction during this period to the extent of: 
(a) 10% of capital if the undertaking is located in 

Baluchistan, Tribal Areas,land Azad Kashmir. 
(b) 5% of capital if it is located in other areas 

(excluding the Talukas of Karachi and 
Hyderabad and Tehsils of Lyallpur and Lahore 
and such adjoining areas as may be notified by 

' the Federal Government).11 4 

(Sect)ion 15B of the Repealed Income tax Act, 
1922 .

' 

(iv) During the fiscal year 1976-77, the partial exemption 
granted under (iii) was restricted only to those in- 
dustrial undertakings which are formed other than. 

v by splitting up or by reconstruction or by transferto a 
new business of any plant or machinery used in a 
business being carried out in Pakistan prior to 1 July 
1975. 

(v) The existing relief provisions under which an invest- 
ment deduction of 10% of capital was granted to in- 
dustrial undertakings registered under the Com- 
panies Act, 1913 between 1 July 1975 and 30 June 
1981 and commencing commercial production dur- 
ing the same period were, during the fiscal year 1978- 
79, turned into a full exemption for 5 years (from the 
month in which the industrial undertaking was set up 
or commenced industrial production, whichever is 
later) for undertakings established in Baluchistan, 
the Tribal Areas, the Northern Areas and Azad 
Kashmir. This exemption was further extended to 
similar industries established in the Districts of Man- 
sehra, Kohistan, Northern Areas, and Tribal Areas 

7. IMF Study on Economic Situation in Pakistan. 
8. The summarised position of the various tax incentives as prevailing in 
Pakistan at present'is given iri Appendix I. 
9. The Finance Minister in his Budget Speech for the year 1970-71 stated 
that the tax holiday played an important role in bringing about the rapid indus- 
trialization of the country. Due to the lack of infrastructure and other 
facilities, entrepreneurs found it difficult to start industries in the 6-year tax 
holiday zone and, of necessity, converged on the Government-established in- 
dustrial starts located in the four-year tax holiday area, further extension of in- 
dustries set up_ during Fourth Five-Year Plan period was of vital necessity. 
10. The Finance Minister in his Budget Speech for 1972-73 stated that the 
“notorious” tax holiday scheme was being abolished as it did not achieve its 
purposes of industrial disposal but, instead, contributed to the concentration 
of economic power and wealth and encouraged the establishment of un- 
economic units. The Government, instead, cpnsidered it a sufficient incentive 
to give full exemption from import duties in case of capital equipment to be in- 
stalled in less-developed areas, and also to revive the Equity Participation 
Fund for giving support to private entrepreneurs who propose to set up indus- 
tries in less developed areas.

_ 

11. The Finance Minister in his Budget Speech for the year 1975-76 stated 
that since 1969 there had been stagnation in private investment in large scale 
industries. Some improvement occurred in the recent past and the stock ex- 
change showed some buoyancy. With a view to further strengthening this 
trend, new fiscal incentives (including the tax holiday) were being introduced. 
No adjoining areas were announced as referred to in the Fiscal measures. 
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established during the period between 1 July 1979 
and 30 June 1983. 

(Vi) During the fiscal year 1979-80, income of companies 
registered under the Companies Act, 1913 from an 
industrial undertaking established in under-devel- 
oped areas, whose income is equal to 5% of paid-up 
capital and which were hitherto exempt from tax 
were made to qualify for such tax exemption on in- 
come equal to 10% of paid-up capital. 

(vii)During the fiscal year 1978-79, an exemption was al- 
lowed with respect to the income of'companies regis- 
tered under the Companies Act, 1913 from an indust- 
rial undertaking set up between 1 April 1978 and 30 
June 1983 for a period of 5 years beginning with the 
month in which the commercial production com- 
mences (whichever is later) if such an undertaking is 
set up in the Divisions of D.I. Khan Malakand in 
N.W.F.P. province.12 

(viii)During the fiscal year 1978, a similar tax exemption 
was allowed with respect to the income of companies 
registered Under the Companies Act, 1913 from an 
industrial undertaking set up between 1 March 1978 
and 30 June 1983 in the province of Baluchistan.13 

(ix) During the year 1980-81, income of companies regis- 
tered under the Companies Act, 1913 from industrial 
undertakings set up in industrial estates in the whole 
of N.W.F.P., district of DC. Khan, Mianwali and 
Tehsil Khushab in Punjab, and districts of Dadu 
(excluding Kotri) , J acobabad and Shikar-pur in Sind 
were exempted for a period of 5 years from the date 
of setting up of the undertaking or commencement of 
commercial production (whichever is latcar).14 

b. Income-wise tax holidays 
(1) Dividends 
(i) During the fiscal year 1970-71, dividends paid out of 

capital gains on which tax had already been paid by 
the company or firm of which such person was a 
shareholder or a partner were exempted from in- 
come tax (S.14(4)) of the Repealed Income tax Act, 
1922). This exemption was withdrawn during the 
year 1971-72 to the extent that the dividends paid out 
of the taxed capital gains were made liable to tax in a 
manner similar to dividends paid out of any other 
taxed income.15 

(ii) During the fiscal year 1972-73, dividends received by 
a private company were made liable to taxation at 
normal rates. Intercorporate dividends in the hands 
of a public company continued to be taxed at the con- 
cessional rate of 15%.

_ 

(iii)During the fiscal year 1978-79, the existing preferen- 
tial tax treatment accorded to dividends from NIT 
and ICP mutual funds was discontinued. From then 
onwards, dividends received from any company 
listed at stock exchange or from NIT or ICP mutual 
funds was exempted to the extent of 15,000 Rs. per 
annum. 

(2) Capital gains 
Capital gains from ihediqsal of movable assets (capital 
stockg of joint stock companies; etc.) have been exempt 
from Income tax during the period beginning 1 July 1975 
onwards. The exemption is available up to 30 June 1983. 
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Capital losses during these years have been allowed tq be 
carried forward for setting of against the future capltal 
gains. ‘6 

c. Sector-wise tax holidays 
(i) Income from the manufacture of agricultural machin- 

ery: Income derived from sales during the period 1 
July 1968 — 30 June 1983 from the manufacture (not 
assembly of specified agricultUre machinery and 
component parts thereof, provided the latter can be 
easily fitted into their places in these implements and 
cannot ordinarily be used for purposes other than ag- 
riculture, is totally exempt from levy of income tax. 

V 

(ii) Income from renting out of agricultural machinery, 
etc. : Income derived from the business of renting out 
of machinery for agriCultural operations, or provid- 
ing pest control services to agriculturists, is exempt 
from income tax for a period of 2 years from the date 
such business is set up provided that the business has 
been or is set up during the period 1 July 1976 and 30 
June 1983.18 

(iii) Income from storage and preservation of food grains, 
etc. .' Income derived from a business of providing 
services for the storage and preservation of food 
grains through scientific drying, fumigating and stor- 
ing is exempt from income tax for a period of 5 years 
from the date of setting up of such business during 
the period 30 October 1969 — 30 June 1980.19 

_, (iv) Income from poultry farming, etc. : 

(a) Income derived during the period between 1 July 
1971 and 30 June 1983 from poultry farming, fish 
catching and cattle or sheep breeding is exempt 
from income tax.20 

124 See SRO. 317(I)/78 dated 25 March 1978. 
13. See SRO. 234(I)/78 dated 2 March 1978. 
14. See Clause 82A of Second Schedule ofthe Income Tax Ordinance, 1979. 
15, The Finance Minister in his Budget Speech for 1971 felt that there was no 
justification for giving preferential treatment to dividends out of taxed capital 
gains as compared with dividends from other types of taxed income. The mea— 
sure was introduced as a step towards achieving neutrality in all types of in- 
come. 
16. The tax concession was for the first time introduced in 1977 for a period‘ 
of 2 years through an amendment in S. 17(5) of the repealed Income Tax Act, 
1922. It was further extended for a period of2 years through the Finance Ordi- 
nance Acts of 1976, 1978 and 1980. ‘ _ 

17. The tax exemption was for the first time allowed for a period of 5 years 
during FY 1968-69 through SRO 25(K)/68, dated 20 November 1968. The 
exemption period was subsequently extended through a series ofamendments 
in this notification, viz. , SRO.371(I)/71, dated 17 June 1972, SRO.960(I)/71, 
dated 28 June” 1973, SRO.1535(I)/74, dated 19 December 1974, SRO.648(I)/ 
76, dated 1 July 1976, and the Finance Ordinance, 1980. The tax exemption is 
now contained in Clause 98 of Part I of the Second Schedule to the Income Tax 
Ordinance, 1979. 

'

. 

18. The tax exemption was first introduced during FY 1976-77 through 
SRO.649(I)/76, dated 1 July 1976. The exemption period expiring on 30 June 
1980 was subsequently extended to 30 June 1983 through the Finance Ordi- 
nance, 1980. The tax exemption is now contained in Clause 96 of Part I of the 
Second Schedule to the Income Tax Ordinance, 1979. 
19. This tax exemption was first introduced through SRO.225(I)/69, dated 
21 October 1969. The exemption, as expiring on 30 June 1975, was sub- 
sequently extended to 30 June 1980 through SRO.647(I)/76, dated 11u1y1976. 
20. See SRO.142(I)/70, dated 1 July 1970. The exemption, expiring on 30 

' June 1976, was extended first through the Finance Ordinance, 1975 (by 
amending S.4(3)(xx) of the repealed Income Tax Act, 1922 and then through 
Finance Ordinance, 1980 by introducing Clauses 64-A and 64-B in Second 
Schedule of the Income Tax Ordinance, 1979. Presently, the provision ap- 
pears at Clause 99 of Part I of the Second Schedule to the Income Tax Ordi- 
nance, 1979. 
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(b) Income derived during the period between 1 July 
1980 and 30 June 1983 from the business oflpoul- 
try processing is exempt from income tax.2 

(c) Income derived during the period between 1 July 
1971 and 30 June 1983 from the business of dairy 
farming is exempt'from income tax.22 

((1) Income derived from an industrial undertaking 
manufacturing cattle or poultry feed as set up 
prior to 1 July 1971 for the period 1 July 1971 —30 
June 1975 was exempt from income tax.23 

(e) Income derived during the period 30 June 1977 — 
1 July 1982 from fish farming established after 1 
July 1977 is exempt from income tax.24 

(V) Miscellaneous income: Income of cooperative 
societies as derived from dealings with their mem- 
bers from the business of granting agricultural or 
rural credits; cottage industry; marketing of agricul- 
tural produce of their members; purchase of agricul- 
tural implements, seeds, livestock or other agricul- 
tural articles for supply to their members; ordinary 
processing of agricultural produce of their members 
to render the produce fit for marketing; letting of 
godowns or warehouses for storage, processing, etc. 
for gleir members is totally exempt from income 
tax. 

d. Exemption for the garment industry 
During the year 1978—79, income of a company regis- 
tered under the Companies Act, 1913 as derived from an 
industrial undertaking set up between 1 July 1978 and 30 
June 1983, was exempt from tax for a period of 5 years 
beginning with the month in which the industrial under- 
taking is set up or commercial production is commenced 
(whichever is later) engaged in the manufacture of gar- 
ments from cloth manufactured in Pakistan.26 

e. Exemption for industries engaged in 
processing of dates, manufacture of chipboard 
or straw board or refining of edible oil 

During the year 1978-79, income of a company regis- 
tered under the CompaniesAct, 1913, from an industrial ’ 

undertakings set up between 1 May 1978 and 30 June 
1983, in the District of Sukkur in Sind Province and en- 
gaged in processing of dates, manufacture of chipboard 
or straw board or refining of edible oil, was exempted for 
a period of 5 years beginning with the month in which the 
undertaking was set up or it commenced commercial 
production (whichever is later).27 2 

f. Exemption to mineral industries 
During the year 1981-82 income of Pakistani companies 
engaged in the_ exploration and extraction of a selected 
number of minerals (other than petroleum) derived from 
industrial undertakings set up between 1 July 1981 and 30 
June 1985 were exempt from income tax for a period of 5 
years from the date of commercial production; and after 
expiry of the 5 years, tax on such income was levied at 
50% of the normal rate for the next 5 years.28 , 

2. 
V 

Tax rebates29 
Tax rebétes allowed to the various industries during the 
period 1970 — 1981 include: 
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(i) Refundable surcharge (discontinued by virtue of the 
Finance Ordinance, 1970). 

(ii) Tax at 10% on excess free reserves of companies 
(laggggished by virtue of the Finance Ordinance, 

(iii)Surcharge levied through the Finance Ordinance, 
‘ 1970 (abolished from the assessment year 1972-73). 

(iv) Flood relief surcharge on income tax (abolished by 
virtue of the Finance Ordinance, 1974). 

(v) Super tax rebate at 5% was allowed to companies set- 
tlng up industrial undertakings between 1 July 1975 
and 30 June 1980 if their fixed assets did not cost 
more than 3 million Rs. (excluding cost of land) by 
virtue of the Finance Ordinance, 1975. During the 
year 1980-81, this concession was extended up to 30 
June 1983. The relief was also extended in scope, 
viz. , to companies owning assets of value of 5 million 
Rs. as against 3 million Rs. previously. 

(vi) Export rebate at 25% of the tax attributable to in- 
come derived from approved items after 1 July 1975. 
allowed to manufacturers exporting such goods (Fi- 
nance Ordinance, 1975). The tax rebate was in- 
creased from 25% to 50% in fiscal year 1976-1977. 
The scope of this concession was also extended to 
commercial exporters. During the fiscal year 1979- 
80, the tax rebate was further increased to 55%. 

(vii)During the fiscal year 1977-78, the rate for inter-cor- 
porate dividends in case of private companies was re- 
duced from 50% to 30%. 

(viii)During the fiscal year 1980-81, the rebate on the sur- 
charge on retained earnings was enhanced so that the 
rebate would bear the same ratio to the surcharge as 
the retained income bears to after-tax profits. The 
concession was restricted to those companies whose 
frele reserves did not exceed 150% of the paid up cap- 
lta . 

(ix) Rebate of surcharge on companies was reduced from 
10% to 5% during the fiscal year 1981-82. For the 
purpose of surcharge in case of financial institutions, 
the limit of reserves was raised to 300%. 

3. Tax credits 
The' concept of tax credits was first introduced during 
1974. The various measures adopted to date include: 

21. Exemption granted through the Finance Ordinance, 1980. See Clause 
100 of Part I of the Second Schedule to phe Income Tax Ordinance, 1979. 
22. See footnote 9 above. It appears at Claus; 101 of Part I of the Se'cond 
Schedule to the Income Tax Ordinance, 1979. 
23. See SRO.41(I)/70 dated 1 July 1970. ' 

24. Tax exemption introduced through the Finance Ordinance 1977, by in— 
corporating Clause (xxi).to 5.4(3) of repealed Inbome Tax Act, 1922. 
25. See Clause 103 of Part I of the Second Schedule to the Income Tax Ordi- 
nance, 1979. ' 

26. See SRO 973(I)/78, dated 1 July 1978. The exemption now appears at 
Clause 125 of Paul of the Second Schedule to the Income Tax Ordinance, 
1979. 
27. See SRO 574(l)/78, dated 18 May 1978. The provision now appears at 
Clause 124 of Part I of the Second Schedule to the Income Tax Ordinance, 
1979. 
28. See Clause 123 of Part I and Clause 1 of Part II ofthe Second Schedule to

' 

the Income Tax Ordinance, 1979. 
29. A number of new industries were set up during the years 1974—75 on- 
wards, In order to maintain this trend and also to encourage private savings 
and investment, government took suitable measures to follow a relatively lib- 
eral scheme of reduction in taxes. In this context, see the Finance Minister’s 
Budget Speech for the year 1974. . 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



(i) Finance Ordinance, 1974 provided tax credits to 
companies making an initial investment in shares of 
new industrial undertakings as approved by CBR at: 
(a) 30% of such investment if the industrial under— 

taking is set up in Baluchistan, Tribal Areas, 
Northern Areas and Azad Kashmir; 

(b) 15% of investment if it is set up elsewhere in 
Pakistan; except Talukas of Hyderabad, 
Karachi, Tehsil Lyallpur and Lahore and such 
adjoining areas of Tehsil Lahore as may be 
notified by the Federal Government (no such 
areas have actually been notified to date).30 

(ii) During the fiscal year—1975-76, the above tax conces- 
sion was also made admissible in'respect of identifi- 
able expansions carried out after 1 July. 1975. 

(iii)Pakistan companies investing any amount in the pur- 
’ 

chase of plant and machinery for installation be- 
tween 1 July 1976 and 30 June 1983 in an industrial 
undertaking for the purposes of replacement, 
balancing or modernization of already installed plant 
and machinery are allowed a tax credit of 15 "/o‘ of the 
amount so invested. The unabsorbed tax credit can 
b’e carried forward for adjustment against the future 
'tax liability.31 

(iv) Pakistani'companies making an initial investment in 
shares or debentures issued by the Equity Participa- 
tion Fund eStablished under the Equity Participation 
Fund Ordinance, 1970 as approved by CBR, were al- 
lowed a tax credit equal to 50% of the amount so in- 
vested. Provisions were also made to carry forward 
any unabsorbed tax credit (which is redeemable in 
the year in which such shares or debentures are sold, 
transferred or disposed of).32 

(v) During the fiscal year.1980-81 , a tax credit for invest— 
ment in debentures or negotiable bonds issued by the 
Government or a government owned corporation 
(approved by CBR for this purpose) was allowed to 
the extent of 5 % of the nominal value of such bond or 
debenture. The unabsorbed tax credit was allowed to 
be adjusted during the subsequent years.33 

4. Investment credits 

Under this method, a specified percentage of new invest- 
ment is allowed as a reduction while computing taxable 
profits. The various measures taken during the period 
from 1970 onwards include:

. 

Income of a Pakistani company derived from approved 
industrial undertakings set up in the territories of Pakis- 
tan (excluding Talukas of Karachi and Hyderabad and 
Tehsils of Faisalabad and Lahore and such adjoining 
areas of Lahore Tehsil as notified in this behalf by the 
Federal Government) not exceeding 10% of the capital 
employed is exempt from income tax, provided it has 
commenced its commercial production during the period 
from 1 July 1975 to 30 June 1983 and that it has not been 
formed by splitting up or reconstruction or reconstitu- 
tion of an existing business or by transfer to a new busi- 
ness of any plant or machinery already used in an existing 
business. This concessionapplies in respect of assess- 
ment years ending on 30 June 1985.34 
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5. Accelerated depreciation 

In addition to the normal depreciation allowance on 
plant and machinery installed by an industrial undertak- 
ing, certain special measures have been adopted during 
the period from 1970 onwards to depreciate the capital 
assets over a relativelyshort period of time. These mea- 
sures were intended to ease the cash flow position of the 
companies engaged in industrial undertakings. These 
measures include: 

. 1 V 

(i) Initial depreciation allowance of 25% on plant and 
machinery installed between July 1976 and June 
1983.35 . 

~~ 

(ii) Rate of initial depreciation in case of industrial un- 
dertakings commencing commercial production on 
or after 1 July 1981 admissible at 40% as against the 
earlier rate of 25%. - 

(iii)Depreciation allowance of 10% in respect of residen- 
tial buildings for industrial labour. Initial deprecia- 
tion allowance of 25% admissible on buildings con- 
structed up to 30 June 1983 for industrial labour earn- 
ing up to 1,000 Rs. per month. 

6. Other investment related incentives 

Apart from the specific income tax incentives discussed 
above, various other investment related incentive prog- 
rams have also been. introduced during the period from 
1970-71 onwards. These include: 
(i) The amount required to be distributed as dividends 

by tax holiday companies (under S. 15BB of the re- 
pealed Income Tax Act, 1922) was lowered from 

30. See_Section 15FF of the repealed Income Tax Act, 1922 and Section 106 
of Income Tax Ordinance, 1979. 

' The BMR concession was for the first time introduced through the Finance 
Ordinance, 1976 (by introducing 5.1560 in the repealed Income Tax Act, 
1922) at 10% of the amount invested in the purchase of plant and machinery 
and it was applicable up to 30 June 1979. The rate of tax credit was raised to 
15% through the supplementary Finance Ordinance 1977, and the period of 
admissibility was extended to 30 June 1980 by virtue of the Finance Ordi- 
nance, 1978. ' 

31. During FY 1978-79, the BMR concession was supplemented by exempt- 
ing dividends paid by public companies incorporated between 1 July 1978 and 
30 June 1982 and engaged in an industrial undertaking set up during this 
periéd for a period of 5 years from the year in which commercial production 
commenced (S.4(3)(xv)(4) of the repealed Income Tax Act, 1922). 
32. See Section 105—A of the Income Tax Ordinance, 1979. 
33. See Section 48 of the Income Tax<Ordinance, 1979. The Finance Ordi- 
nance 1975 provided that this tax concession would be available for 5 years, 
i.e. 1 July 1975 to 30 June 1980 at the rate of 10% of capital, if the undertaking 
was set up in Baluchistan, Tribal Areas, Northern Areas and Azad Kashmir, 
and at 5% if it were located elsewhere (excluding Talukas of Karachi and 
Hyderabad and Tehsil Lyallpur and Lahore and adjoining areas of Téhsil La- 
hore as notified by the Federal Government through amendment in S. ISB of 
the repealed Income Tax Act, 1922. The exemption was restricted to com-. 
panies other than those formed by splitting up, reconstitution or reconstruc- 
tori by virtue of the Finance Ordinance, 1976. The rate of the investment credit 
for areas other than Baluchistan, Tribal Areas, etc. was raised from 5% to 
10% by virtue of the Finance Ordinance, 1979. The tax exemption which ex- 
pired on 30 June 1981 was also extended to 30 June 1983 through the same Fi- 
nance Ordinance. 
34. This measure was adopted through the Finance Ordinance 1975 by 
amending Section 10(2) (V a) — Explanation 2. 
35. In addition to the type of depreciation allowance described above, a spe- 
cial depreciation of 15% was also admissible to industries set up by 30 June 
1980. The condition of two consecutive months use of plant and maChinery for 
claiming depreciation has also been removed through the Finance Ordinance 
1980. ‘ 
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60% to 50% (and consequently the extent of reserves 
to be compulsorily retained raised from 40% to 50%) 
(during fiscal year 1970—71). . 

(ii) Tax on undistributed profits of companies was with- 
drawn‘(during fiscal year 1972-73). 

(iii)To reduce the adverse effects of fluctuation in ex- 
change rates, the Government all’oWed an adjust- 
ment in the rate of the written-down value of plant 
and machinery acquired through foreign loans with ' 

effect from 1975 (during the fiscal year 1978—79). 
. (iv) Listed holding companies were allowed to set off cur- 

rent losses of a wholly owned subsidiary company 
against current year’s income for a period of 3 years 
with effect from assessment year 1981-82 provided 
that the holding company gives a scheme of revival of 
the sick mill* duly approved by a financial institu- 
tion, namel , PICIC, IDBP, .NDFC or Banker’s 
Equity Ltd. 6 . 

(v) While computing taxable profits, Pakistani com- 
panies exporting carpets and engineering goods have 
beenvallowed a deduction of Expenditure on account 
of publicity and free samples abroad at the rate of 31/2 
times of the actual expenditure by virtue of the Fi- 
nance Ordinance, 1981. 

(Vi) In order to reduce the cost of technical expertise 
from abroad, as required for industrial projects, the 
income of expatriate technicians has historically 
been exempted from income tax for the initial period 
of 3 years, and exempt from payment of tax-on-tax 
during the subsequent 3 years if the employing enter- 
prise pays the tax on behalf of such a person. 

(vii)With a View to attracting foreign investment, a liberal 
tax exemption has been granted to approved foreign 
loans. 

tax holiday has been granted to industries set up in 
the Export Processing Zone to the extent that: 
(a) income of the enterprise and of foreign 

employees is exempt from income tax for a 
period of 5 years, extendable by the Federal 
Government in the light of performance of the 
enterprise; ~ 

(b) a concessional rate of tax will be applicable at 1/4 
the prevalent tax rate for a period of 5 years after 
the expiry of the full tax holiday period; 

(0) capital gains out of sale proceeds and shares of 
such enterprises are exempt from income tax. 

In the light of the preceding paragraphs it can be safely 
stated that the government made a conscious attempt to 
provide liberal income tax incentives for accelerating the 
process of industrial development both in the already de- 
veloped and “pre-industrial” regions of Pakistan. As to 
the adequacy or otherwise of these incentive programs, 
and their actual impact in accelerating the process of in- 
dustrialization in the country, the following sections indi- 
cate actual performance. 

D. Evaluation of the impact of income 
tax incentives on the pace of 
industrial development in Pakistan 

The plan strategy for industrial development in Pakistan 
necessitated the introduction of various fiscal conces- 
sions. These were supplemented by non-fiscal and 
monetary measures such as providing infrastructural 
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facilities, skilled manpower, advisory services, credit 
facilities, etc. The fiscal measures included exemptions 
(partial as well as total) from income tax, sales tax and 
customs duties. In the absence of economic data, it is not 
possible to identify the impact of individual measures 
through carrying out a regression analysis. As such, the 
following analysis regarding the impact of the income tax 
concessions with respect to the pace of industrial de- 
velopment during the decade of 1970-80 can merely 
serve as an indicator and any Conclusions may be treated 
as the best approximation. This is especially true as fac- 
tors like marketability or market share of industrial 
products, profit margins, etc. have not been accounted 
for. 

_Bef0re actually embarking upon the evaluation of in- 
come tax concessions it seems appropriate to refer 
brlefly to the customs duty concessmns, as prevailing 
during the period under reference, due to the fact that

' 

they partially fit in the package of fiscal measures for de- 
veloping the “pre-industrial” geographical regions of 
Pakistan. Further, considering the huge capital outlays 
for the industrial projects, partial or total exemption 
from customs duties on import of plant and machinery 
plays a vital role in making investment decisions. As to 
the customs duties, under-developed areas were ex- 
tended total exemption on import of plant and machin- 
ery.37 Relatively less developed areas were granted a 
50% concession on duty on import of plant and machin- 
ery.38 Similarly, plant and machinery for industrial units 
located in industrial estates in areas outside the geo- 
graphical regions covered by the 50% concession at- 
tracted only a 10% rate of duty. Nevertheless, total 
exemption from customs duties was granted on import of 
plant and machinery for installation in the industrial es— 
tates in specified under—developed areas.39 Selective 
concessions in duties were also granted on the basis of 
category of industry.40 
It is, thus, obvious that whereas total exemption from 
customs duty is available on the import of plant and 
machinery for industrial establishment enjoying income 
tax concessions under Clauses 119, 120, 121 and 122 of 
Part I of the second Schedule to the Income Tax Ordi- 
nance, 1979, the entire tax holiday area covered under 
Section 158 of the repealed Income Tax Act 192241 was 

' * Editors note: sick industry. 
36. See Section 34 A of the repealed Income Tax Act. 1922. This measure 
was adopted during FY 1980-81 so as to revive sick mills. 
37. Total exemption from customs duty was granted through S.R.O.695(I)/ 
77, dated 4 August 1977 as amended through S.R.O.22(I)/78, dated 1 January 
1978 to the Province of Baluchisxan. D.I. Khan & Malakand Division, Man- 
sehra & Kohistan District, Tribal Areas, Northern Areas, and Azad Kashmir. 
38. A concession to Government-financed industrial estates at Karachi and 
whole of Pakistan, excepting certain industrially developed districts, was 
granted through S.R.O.]481(I)/74 dated 4 December 1974‘ 
39. The geographical regions attracting no duty include N.W.F.P. Disnicts 
D.G. Khan, Mianwali, and Tehsil of Khushab, Districts Shikarpur, 
Jacobabad and Dadu excluding Kotri. 
40. This includes machinery for balancing, modernization and replacement 
of textile, tanning, cutlery, surgical goods, sports goods, leather garment and 
gloves, and garment manufacturing industries. Shoe manufacturing and 
hosiery industries, poultry and dairy farming and establishment of fertilizer 
units were later included in the list of such industries through S.R.O.829(I)/78 
dated 20 June 1978, SRO.830(I)/78 dated 29 June 1978, and SRO.393(I)/74 
dated 21 March 1978 respectiveiy. 
41. Section 158 of the repealed Income Tax Act, 1922 provided an invest- 
ment credit to the new industrial undertaking. 
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not extended the 50% concession in customs duties. 
Similarly, the concession in duty on import of plant and 
machinery for balancing, modernization and replace- 
ment (which enjoys a general income tax credit under 
Section 107 of the Income Tax Ordinance 1979) has been 
restricted only to a small group of industries. Further, 
the distinction in the rate of duty on plant and machinery 
imported under the “Repatriable and Non-repatriable 
Investment Scheme (NRI)” does not squarely fit in the 
overall package of income tax concessions grantedto 
new industrial establishments. The sum total of the 
above discussion is that we can safely presume that due to 
the almost simultaneous existence of both income tax 
and customs duty concessions designed for dispersal of 
industries to the “pre—industrial” or less-developed geo- 
graphical regions, the final conclusions reached through 
evaluating the role of the income tax incentives is not tan- 
gibly affected by not specifically taking into considera- 
tion the effect of customs duty concessions. 

Against the above background, it is now easief to see 
through the overall industrial performance during the 
decade 1970-80 and spell out the effect of the income tax 
incentives on the pace of industrial development. The 
performance of the industrial sector in the Third Plan, 
though substantial, was not entirely up t_0 expectations; 
The Plan has had a chequered career. It got off to a dif- 
ficult start in FY 1965/66 and the pace of investment and 
production was again upset by the disturbances of-FY 
1968/69. The investments sanctioned for large, medium 
and small scale industries in the private sector between 
July 1965 and December 1969, both under C118 and PLI 
amounted to 5,877 million Rs. (as against the Plan target 
of 9,287 million Rs.). 

Phenomenal growth of 
public sector investment 

Private sector industrial investments (in current prices) 
during FY 1969-70, 1970/71 and 1971/72, respectively, 
stand at 1,395.9 million Rs., 1,425.7 million Rs. and 
1,235.4 million Rs. as against public sector investment of 
179.2 million Rs., 69.2 million Rs. and 98.5 million Rs. 
during the same period. There was a fall in the private in- 
dustrial investment during FY 1972/73 and 1973/74, i.e. 
1,019 million Rs. and 1,022.8 million Rs. respectively. 
Subsequently, it reached 2,111 million Rs. during FY 
1976/77 and 3,808 million Rs. in FY 1980/81. The growth 
in public sector investment during FY 1973/74 onwards 
was, however, phenomenal. It started from a very low 
level of 110.6 million Rs. during FY 1972/73 and touched 
6,315.5 million Rs. during FY 1980/81. The average pub— 
lic sector investment during this period has varied be- 
tween 10 and 60 times the investment during FY 1972- 
73.42 Nevertheless, in spite of the entire emphasis on the 
public sector up to the year 1974/75 , the growth in private 
sector investment has been on the increase (in current 
prices) which is to be attributed to the overall economic 
strategy including a package of fiscal incentives. 
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Impact of tax incentives on industrialization 

While compiling the necessary statistical data to form the 
basis of evaluation, it has been observed that no consoli- 
dated data on a uniform pattern are available for the pur- 
poses of the present study.43 Therefore, the consolidated 
data from the Annual Report of the State Bank of PakisL 
tan and the Industrial Profile of the N.W.F.P. , along 
with some other scattered information, form the basis of 
the present analysis. For the purposes of convenience, 
the N.W.F.P., which is relatively a less—developed geo— 
graphical region, forms the focus of the present evalua- 
tion. Consequently, the analysis suffers from quite a few 
inadequacies and may be treated as the best approxima- 
tIl. 
Appendix II shows the comprehensive picture of all 
Pakistan-based industrial investment, in both the private 
and public sectors. It appears that during the period FY 
1972/73 to FY 1980/81, total industrial investment stands 
at 227,179 million Rs. out of which the share of private 
investment works out at 71,935 million Rs. The invest- 
ment made in large scale and small scale manufacturing 
is reported at 18,678 million Rs. The N.W.F.P. attracted 
private inVestment to the tune of 1,267.33‘million Rs. 
The all Pakistan investment pattern over FY 1972/73 _— FY 1980/81 indicates a gradual increase ‘in the private 
sector investment over the years. Nevertheless, during FY 1979/80 and 1980/81, there has ,been a greater' 
buoyancy in favour of investment which respectively 
touched the figure of 2,995 million Rs. and 3,808 million 
Rs. The N.W.F.P. recorded the lowest investment of 
1.194 million Rs. during the start of the eriod under ref— 
erence, i.e. FY 1972/73 (Appendix 111;). It increased to 
118.273 million Rs. during FY. 1973-74. FY 1976-77 ob- 
served the record high investment of 402.086 million Rs. 
which a ain showed a decline during the subsequent 
period.4 As to the number of industrial units established 
from 1972/73 onwards, the number gradually increased 
from 3~in FY 1972/73 to 28 in FY 1976/77 (the year indi— 
cating the highest investment). There is a gradual decline 
thence onward and only 18 industrial units were estab 
lished during FY 1980/81. 
As to public sector investment during the same period in 
N.W.F.P., it has been observed that out of the total pub- 
lic sector investment of 155,244 million Rs. N.W.F.P. 
got a share of 51,125 million Rs. for industries and min- 
eral Sectors. As to the total number of units, a total of 58 
industrial units were established by various agencies in- 
cluding Sarhad Development Authority, Small Indus- 
tries Development Board, and FATA Development 
Corporation during FY 1972/73 onwards. The total in- 
vestment in these units stands at 855.552 million Rs. (in- 

42. Source: Ministry of Finance and Economic Affairs. 
4 

43. The economic data on the industrial sector is reflected through the vari- 
ous Government publications which include Census of Manufacturing Indus- 
tries (CMI), Ecdnomic Survey, Rakistan — Basic Facts, Pakistan Statistical 
yearbook, monthly publications of the Industries Developments, Annual Re- 
port of the State Bank of Pakistan, etc. The CMI is available only up to the 
period 1970-75. It is not possible to derive a uniform data pattern out of these 
publications on the required lines.

' 

44. Industrial Profile of The N.W.F.P., Industries, Commerce, Labour, 
Mineral Development and Transport Development, p. 63. 
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eluding 4.642 million Rs. spent in establishing 7 indust- 
rial estates during this period). The Federal Government 
(through various corporations) established 16 capital-in- 

iten‘sive industrial units (cost of these projects is not avail- 
able). The district-Wise position of various projects es- 
tablished from FY 1972/73 to FY 1980/81 is reflected in 
the table below: 

District Numberof units Cost incurred 
established . Rs. 

Peshawar 12 339118 million 
Mardan 8 200.239 million 
Kohat 5 4,782 million 

D.|. Khan 6 32.930 million 
Abbottabad 15 155665 million 
Manseh'ra 4 1.143 million 
Bannu 4 16,444 million 
Swat 7 45.01 Omillion 
Dir 1 0.146 million 

Chitral 2 0‘315million 

V 

.The employment generated by the 16 projects of Sarhad 
,DeVelopment Authority and 9 FATA Development. 
Corporation yroj ects shows an- average of 145 .52 persons 
:per project.4 - » 

' ' 

1 The statistics indicate the total number of operating units 
jin'N.W.F.P. at 335'at the end of FY 1-980/813. The major- 
itypf these units are located at Peshawar, Mardan, Swat - 

‘ .“a'Iid'Abbottabad (i.e the already industrially developed 
1 districts). The districts of Kohat, Bannu, D.I. Khan, 

‘ ‘Malakand Agenc and Mansehra respectively have 8, 8, 
: 7,7 and 6 units.4 . The relatively detailed analysis indi- 
, 

’ cates that as against a total number of 828 NOCs (No Ob-
_ 

- jection Certificates) for establishing industrial units be- 
tween FY 1970/71 and FY 1980/81, a total of 82 units 
:were actually established. Whereas the number of units 
established from FY 1974/75 to FY 1978/79 stands at an 
average of 11 units, the highest number of units, i.e. 19, 
was established during FY 1979/80; Most of these units 
‘were established in the districts of Peshawar, Mardan, 

‘ Hazara, and Swat, i.e. 38, 11 , 11 and 15 respectively, The 
. 
number of units established in the districts of Bannu, 

. Kohat and D.I. Khan stands at 2, 8 and 3 respectively.47 
As to the district-wise investment approved by the finan- 

- ‘cial institution from FY 1969/70 to FY 1980/81, statistics 
indicate that out of the total approved investment of 

‘ 801.3055 million Rs., the highest investment was ob— 
served during FY 1979/80, i.e. 132.0815 million Rs. for 

> 

‘24 cases. 'Except for FY 1970/71 which recorded the low— 
_- est investment approvals, i.e. 12.6 milion Rs. for 8 cases, 

'- the trend of investments approved showed a gradual in- 
; bi‘ease from FY 1971/72 to FY 1975/76. There was a de- 
‘clinve in the investments during FY 1976/77 after which a 
'-'gradual inc'rease' was registered, réachingr. the highest 

" during FY 1979/80. The investments agproved during 
1980/81 stand at 110844 million Rs. 

Regarding the district—wise investmem approvals during 
the same period, the Peshawar district received the high- 

. est amount 'of'approved' investment,-‘i.e. 229.9285 RS. 
‘ 

The districts of Abbottabad and Mardan stand almost 
3 equal, i.e. 169.517 million Rs. and 165.884 million Rs. 
respectively, the districts of Kohat, Bannu, D.I. Khan 

' and Mansehra received investment approvals varying 
’from 40 million Rs. to 69 million Rs. The lowest invest- 
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ment was recorded in the .Malakand Agency and Swat 
Division, i.e. at 26.00 and 25.195 million Rs. There was 
2:0 

investment at all in the districts of Kohistan, Dir and 
hitral. 

The analysis in regard to the private sector industrial 
units established in the Small Industrial Estates at 
Peshawar, D.I. Khan, Abbottabad, Swat, Mardan, 
Kohat and Bannu districts indicates that since the inspec- 
tion of these industrial estates (mostly during early and 
mid-1970), the maximum number of plots was allotted at 
Peshawar, Le. 1962. The next highest number of plots 
was allotted in the district of Mardan. The number of 
plots allotted in the industrial estates in D.I. Khan, Ab— 
bottabad, and Bannu district up to FY 1980/81 is rela- 
tively low, i.e. varying from 14 to 29. N0 plots were allot- 
ted in the Industrial Estates in Swat and Kohat district 
despite the availability of 131 plots in the latter district.49 
The above analysis is summed up as follows: 
'(i) As against all Pakistan private investment of 18,678 

million Rs. .from FY 1972/73 to FY 1980/81, 
‘ N.W.F.P.’s share is at 1267.33 million Rs. The 
N.W.F.P. public sector allocation for industries and 
mineral sector during the same period is reported at 

. 5,1125 million Rs. 
(ii) As against the total picture of 335 industrial units 

employing 49,452 persons as at the end of FY 1980/ 
81 , private sector industrial units starting operations 
between FYs 1970/71 and 1980/81 stands_at 182 units 
(with a total capital investment of 1,691.611 million 
Rs. and employing 14,883 persons). During the same 
period 58 industrial units, with an investment of 
855 .22 million Rs. were established in the public sec- 
tor. The position of loans approved in respect of the 
private sector from the FY 1969-70 to FY 1980-81 
stands at 801.3055 million Rs. The district-wise posi- 
tion indicates that out of these units, the highest 
number of units was established in the Peshawar dis— 
trict , i.e. 82 units (with an investment of 504 .299 mill- 
ion Rs.).The Mardan and Swat districts followed with 
36 units (investment of 485.969 million Rs.) and 21 
units investment of 62.126 million Rs. The Abbot- 
tabad district which attracted 16 industrial units from 
FY 1970/71 to FY 1980/81 had a total investment of 
80.3347 million Rs. - 

(iii)Private industrial investment was lowest in FY 1972, 
Le. 1.194 million Rs. as against the highest recorded 
investment at 402.086 million Rs. during FY 1976/77. 
There was a gradual decline in the subsequent years 
(except 1979/80 which showed an investment higher 
than the preceding as well as succeeding years). 

(iv) The majority of the 335 industrial units operating at 
the end of FY 1980/81 , were established at the 
Peshawar, Mardan, Swat and-Abbottabad districts 
(Le. 181, 46, 51 and 28 respectively). 

' ' 

The analysis indicates'that despite very liberal tax incen— 
tives, the investment, both in terms of financial invest- 
ment and number of units, converged on the already de- 
veloped districts, i.e. Peshawar, Mardan, and Abbot- 

45. lbid., p. 65. 
46. lbid., p. 49. 
47. lbid., pp. 80-94, 64-65. 
48. lbid., p. 63. 
49. lbid., Table 11, p. 48. 
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tabad. Nevertheless, the trend of industrial development 
in the other districts, i.e. Kohat, Bannu, D.I. Khan and 
Swat, indicates that investment started flowing to these 
areas only during the tax holiday period. The Kohat dis- 
trict recorded the lowest investment from FY 1973/74 to 
FY 1975/76, and FY 1980/81. No investment was made at 
all from FY 1976/77 to 1978/79 (which can probably be at- 
tributed to the relatively adverse political situation in the 
area). The investment in the Bannu district since FY 
1971/72 has been more or less constant. The districts of 
Kohistan, Dir and Chitral (the areas with practically no 
infrastructural facilities) did not attract any investment 
at all. 

Conclusions 

The above analysis leads to the following conclusions: 
(i) The overall level of industrial investment between FY 1970/71 and FY 1980/81 has been encouraging. 

However, the major investment appears to have 
been made in the public sector rather than the private 
sector. 

(ii) Private sector investment was relatively lower be- 
tween FY 1970/71 and FY 1974/75 (a period having 
few income tax concessions). It gradually started in- 
creasing with the introduction of income tax incen- 
tiVe programs during FY 1975/76, and during FY 
1980/81 it touched a level four times higher than that 
during FY 1970/71. Thus, increased investment, 
apart from a variety of other factors such as economic 
stability, Government’s changed emphasis on pri- 
vate investment, etc. , can be attributed to tax conces- 
SlOI‘lS. 

(iii)Whereas public sector investment has gone to all 
kinds of geographical regions, both pre-industrial 
and fully developed, private sector investment has 
been selective. It has essentially converged on these 
geographical areas with the necessary infrastructural 
facilities, market share, etc. Wherever such facilities 
were not available (which includes Dir, Chitral and 
Kohistan districts in the N.W.F.P.), either a too low 
investment or no investment at all was made. The 
pre—tax or post-tax profits (due to the availability or 
otherwise of the tax concessions) seem to have had 
no impact while making the investment decisions in 
the various geographical regions. . 

(iv)The overall Government policy regarding the role of 
private investment, the uncertainty in its economic 
policies and the political situation prevailing during a 
particular period of time governed the level of in- 
dustrial investment. Thus, although tax incentive 
legislation was introduced from FY 1974/75 0n- 
wards, the level of investment remained almost con- 
stant from FY 1975/76 to FY 1978/79, essentially due 
to uncertain Government policies towards private in- 
vestment. The moment that the credibility gap was to 
some extent bridged, there was a phenomenal in- 
crease ,in industrial investment from a figure of 2,293 
million Rs. in FY 1978/79 to 2,995 million Rs. and 
3,808 million Rs. in FY 1979/80 and FY 1980/81 re- 
spectively. 

(v) Income tax incentive legislation played a vital role in 
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inducing private sector investment in the areas where 
infrastructural facilities were in existence. This is in- 
dicated by the high level of investment in the districts 
of Peshawar, Mardan and Abbottabad in the 
N.W.F.P. between FY 1970/71 and FY 1980/81. The 
same is true in respect of the other tax holiday areas 
adjoining the developed regions of the other pro- 
vinces. 

V
, 

(vi) As a result of the industrial investment motivated by 
the liberal tax concession, additional employment to 
the tune of 14,883 was created from FY 1970/71 to FY 1980/81 in the N.W.F.P. alone. The total number 
of industrial employment places stood 'at 49,452 at 
the end of FY 1980/81. The indicators show that 
whereas the capital intensive public sector projects 
generated relatively less job opportunities, private 
sector investment was essentially labour-oriented. 

(vii)Regarding the improvement in industrial prOduc- 
tion, the overall country-wise manufacturing sector 
indices.(Appendix IV) (in constant 1969/70 prices) 
stand at 104, 104, 101, 112, 115 and 127 respectively 
for FY 1974/75 through FY 1979/80.50 The major por- 
tion of the value of production during FY 1975/76, 
i.e. approximately 47%, relates to textile and food 
manufacture. The trend continued during sub- 
sequent years. These industries, along with other 
manufacturing industries of the private sector, have 
been the major contributors to the overall value of 
production. The manufacturing sector indices indi- 
cate the level of increase in production over the 
period FY 1974/75 through FY 1979/80. The fiscal in- 
centives had their role in increased production 
through encouraging new investment and balancing, 
modernization and replacement of existing industrial 
units. . 

(viii)The export oriented tax concessions can be referred 
to as having played an important role in the’overall 
economic strategy for establishing industries aiming 
at the exports of manufactured products. The quan- 
tum of exports of manufactured goods increased 
from 1,998.4 millions Rs. in FY 1970/71 to 10,286.23 
million Rs. in FY 1974/75, touching the figure of 
21,393.9 million Rs. in FY 1980/81, showing an in- 
crease of 100% (in current prices) during the decade 
of 1970/71 — 1980/81. The ratio of exports of semi- 
manufactured and manufactured goods to exports of ' 

primary commodities during the period from 1975/76 
to 1980/81 (the period of liberal tax concessions) has 
generally been around 322.51 (Appendices V and 
VI). 

(ix) As to the role of tax incentives in developing import 
substitution industries, nothing can be said with cer— 
tainty, especially in View of the fact that importation 
of all kinds of goods including consumer goods, raw 
material for consumer goods, capital goods and raw 
material for capital goods has been constantly on the‘ 
increase from FY 1975/76 through 1980/81. The 

~ quantum of imports (in current prices) increased 
from 20,672 million Rs. in FY 1975/76 to 49,809 mill- 
‘ion Rs. in FY 1980/81. The intervening period shows: 

50. Ministry of Finance & Economic Affairs. 
51. Statistics Division, Ministry of Planning and Development. 
52. Ibid. 
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a gradual increase except FY 1979/80 which reflected 
‘ a decline of 4,869 million Rs. as compared with the 
immediately preceding year. The ratio of imports of 
consumer goods to capital goods during the period 

- under reference has generally been around 3:2.52 

To sum up the. discussion, the available information 
about the N.W.F.P. (without pro-rating it to the rest of 
the country) indicates a favourable impact of tax incen— 
tive legislation over the industrial investment, provided 
infrastructural facilities existed in the tax holiday area. 

The overall level of private investment in Pakistan in the 
manufacturing sector showed a favourable increase over 
the years 1970/71 — 1980/81. The extent to which it was in- 
fluenced by the fiscal measures is a question of value 
judgement and cannot be stated with certainty. How- 
ever, keeping in view the constant public demand for all 
kinds of tax concessions as a means of inducing investors, 
it can be safely stated that investment would not have 
been attracted to the given level without providing the 
necessary income tax concessions. The positive role of 
tax incentives is, thus, implicitly established. 

APPENDIX I 

Statement of industrial tax incentives 

S.No. Type oftax 
concession 

1. 2. 

Brief description 

3. 

Duration of tax 
concession 
4. 

Expiring on 

5. 

Tax holidays 
1. Area-wise tax holidays (i) 

(ii) 

(iii) 

(iV) 

|ncome-wise tax holi'days (i) 

(ii) 

(iii) 

(iV) 

(v) 

Sector-wise tax holidays (i) 

(ii) 

(iii) 

(iv) 

(v) 

(vi) 

(vii) 

(viii) 
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Total tax exemption for industries set up in Baluchistan 
during the periodfrom 1 July 1978 to 30 June 1983 
(Clause 80 of Part I ofthe Second Schedule). 
Total tax exemptionforindustries set up in D.|. Khan 
and Malakand division from 1 April 1978t030June 1983 
(Clause 81 of Part | ofthe Second Schedule)‘ 
Total tax exemption for industries set up in Tribal Areas, 
districts of Mansehra and Kohistan from 1 July 1 979 to 
30 June 1983 (Clause 82 of Part | ofthe Second Schedule). 
Total tax exemption for industries set up in approved 
industries estates in N.W.F.P., D.G. Khan, Mianwali, 
Tehsil Khushab, Dadu (excluding Kotri), Jacobabad and 
Shikarpur (Clause 82A of Part 2 ofthe Second Schedule). 
Totél exemption of the dividends received from public 
companies from 1 July 1 978 to 30 June 1982 (Clause 80 
of Part | of the Second Schedule) 
Dividends paid by a company wholly owned by a foreign 
Government (Clause 82 of Part I of the Second Schedule) 
Dividend income of an approved private company 
engaged in planning, promoting, developing, organizing 
and implementing schemes for establishing industrial, 
commercial mining, etc. (Clause 81 of Part | ofthe Second 
Schedule). 
Bonus shares issued by a company or body corporate 
between 1 September 1977 and 30 July 1982 (Clause 108 
of Part I ofthe Second Schedule). 
Capital gains on disposal of shares of public companies, 
etc. 

Total exemption of manufacture of agricultural implements 
to industries set up to 30 June 1983 (Clause 98 of Part | of 
the Second Schedule). 
Total exemption of income from sale and renting of agri— 
cultural machinery or provision of pet control as set up from 
1 July 1976to 30 June 1983 (Clause 96 of Part | ofthe 
Second Schedule) 
Income from poultry farming. fish catching, cattle sheep 
breeding tax exempt during the period up to 30 June 1983 
(Clause 99 of Part I of the Second Schedule). 
Income from poultry processing tax exempt between 1 July 
1980 and 30 June 1983 (Clause 1 00 of Part | ofthe 
Second Schedule) 
Income from dairy farming up to 30 June 1983 (Clause 101 
of Part I ofthe Second Schedule). 
Income of cooperatives (Clause 103 of Part I of the 
Second Schedule). 
|ncome from garment industr exempt as set up during 
1 July 1978 to 30June1983( lause 125 of Part I of the 
Second Schedule). - 

Income from date processing, manufacture of chipboard/ 
strawboard and refining of edible oil of industries set up 
from 1 May 1978 to 30 June 1 983 in Sukkur district for 5 
years (Clause 124 of Part I of the Second Schedule). 

5 years 

5 years 

5 years 

5 years from 
date of 
setting up 

5 years 

10 years 

5 years 

2 years 

3 years 

5 years 

5 years 

30.6,83 

30.6.83 

30.6.82 

30.6.82 

306,83 , 

306.83 

30.6.83 

_ 

30.683 

30.683 

306.83 
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S.No. Typeoftax Briéfdescription Durationoftax Expiringon 
concession concession 

1. 2. 3. 4. 5. 

(ix) Incomeofmineralindustriesexemptinrespectofin- 5years 30.683 
dustries set upfrom 1 July1981 to 30 June 1 985 for5years) 
(Clause 123 of Part | of the Second Schedule). 

2. Taxrebates (i) 5%rebateonsupertaxtoindustriessetupbetween1July 8years 30.6.83 
1975 and 30 uune 1983‘ (FirstSchedule ofthe Income - 

Tax Ordinance 1979). 
(ii) Taxrebateof55%onexportbusiness(FirstScheduleto — — 

the Income Tax Ordinance 1979). 
3. Tax credit BMR concessionto industries during the period 1 July 1976 9years 306.83 

to 30 June 1983 (Section 107 of the Income Tax Ordinance, 
1979) -

, 

4. Investmentcredit Concession to industries setupfrom 1 July 1 975 to 30June 8years 30.683 
1983. (Section 48 ofthe Income Tax Ordinance, 1979)‘ 

APPENDIX ll 
Investment (million Rupees) 

S.No. Year Investmentatcurrent prices Privateinvestmentbyeconomicactivily(atcurrent prices) 
Public Private Gross Agri- Mining Manufacturing Cons- Electri- Trans- Banking, Owner- Services 
sector sector fixed culture & Total Large Small truction city& port& insur— shipof 

invest- quarry- scale scale gas commu- ance& dwellings 
ment ing - nication fin.insts, 
(3)+(4)

. 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 

1. 1972-73 3,921 3,726 7,647 612 19 1,019 763 256 24 112 968 35 496 444 
2. 1973-74 6,774 3,840 10,614 738 23 1,023 697‘ 326 27 1 1,000 10 500 519 
3, 1974-75 11,010 5,208 16.218 846 30 1,437 990 447 62 1 1,016 6 1,136 673 
4‘ 1975-76 16,286 6,484 22,770 1,349 33 1,819 1,309 510 50 

_ 
2 1,071 7 1,341 813 

5, 1976-77 18,641 7,780 26,421 1,600 37 2,111 1,525 585 119 2 1,167 14 1,709 1,021 
6, 1977-78 20,213 8,763 28,976 1,947 40 2,173 1,539 634 105 2 1,227 13 2,035 1,221 
7. 1978-79R 21,871 9,556 31,427 2,064 44 2,293 1,569 724 118 2 1,384 17 2,273 1,359 
8. 1979-80R 26,834 12,441 39,275 2,465 49 2,995 2,177 818 97 2 2,100 26 3,003 1,703 
9‘ 1980-81R 29,694 14,135 43,829 2,757 53 3,808 2,832 976 123 5 1,712 12 3,777 1,887 

Source: Annual Report 1980-81 
Tablell,2,ll.3 
State Bank of Pakistan 

APPENDIX IV 
Pakistan: Manufacturing sector indices, 

"I 
1974/75 - 1980/81 APP 

_ 

END_'X_ (1972/73 = 100) 
Statement of Industrial Investment in . 

N.W.F.P. (private sector) 1974/ 1975/ 1976/ 1977/ 1978/ 1979/1 
. . . 1 75 1 7 7 1 Umts starting operatlonfrom1970-71tot1980-81 9 9 6 197 978 1979 1980 

Fiscalyears No.0funits ‘ Investment Employment Manufacturi'ng 
(inmillionRs‘) output)in 

constant 1969/ 
1970-71 13 

' 

104.466 1,194 70 prices) 104 104 101 112 115 127 

132233 ‘3 “32533 "5?? Manufacturing ‘ 

197374 12 118273 1,642 employment 115 118 122 126 129 133 
1974-75 16 85.392 779 OUUDUt per man 
1975-76 19 16.565 708 (at constant 
1976-77 28 402.086 3219 1969/70

. 1977-78 26 178.820 1 .670 Drlces) 91 88 83 89 89 94 
.1 978—79 20 70.510 630 Manufactured 1979—80 17 252.950 1,815 exponsz (in 1980-81 18 {41.540 511 currentdollars) 103 122 129 161 221 235 
Total: 182 1,691.611 14,883 

Source: Ministry of Finance and Economic Affairs. 
1. Provisional. 
2. Includes exports of semimanufactures. 
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APPENDIX V 
Major exports 

S.No. Items 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976—77 1977-78 1978-79 1979-80 1980-81 
. Ju|y~March 

1 2 3 4 5 6 7 8 9 10 11 12 13 

1. Fishandfish preparations 61.3 1111 233.7 276.0 1565 278.8 381.3 341A 4619 5305 530.9 
2. Rice 173.0 2741 1136.1 20984 2303.7 2479.1 24779 2408.5 3380.0 4.1793 3846.1 

3. 'Hidesand Skins 16.7 196 16.9 235 461 304 2.3 - — — — 
4‘ Rawwool 20.9 246 82.8 64.1 20.3 66.2 76.2 728 100.2 946 302 
5. Rawcotton 270.0 9548 1167.0 367.1 1543.9 980.5 2921 11018 6552 33210 4462.0 
6 Cotton waste 148 27.4 31.4 35.0 18.6 10.4 23.7 16.1 14.6 18,6 130 
7. Leather 1070 173.5 5449 418.5 3673 5959 6474 636.5 1247.0 12640 621.3 

8. Cottonyarn 3442 5923 1941.0 1810.6 851.4 1427.3 1171.7 1059.5 1956.1 20380 1465.1 

9. Cottonthread 12.8 13.4 33.3 . 
525 57.4 39.5 43.4 70.7 57.7 701 670 

10. Cotton cloth 311.3 387.1 1247.1 1416.8 1312.5 1359.4 1603.3 1741.2 2135.2 2416.0 1711.1 

11. Petroleum and products ‘ 
38.6 41.3 1286 175.6 138.5 1920 268.5 625.9 607.9 1764.2 1319.4 

12. Synthexictextiles 14.8 12.2 57.3 65.3 22.5 34.3 35.3 154.0 646 543 903.6 
13. Footwear 29.4 389 836 945 125.5 66.0 89.3 71.6 96.7 1058 758 
14‘ Animalcasings 8.3 9.5 21.2 29.1 21.2 35.1 33.0 26.4 31.1 41.1 42.3 

15. Cementand products 205 43.9 106.2 167.2 2795 W 50.9 5.6 32 — — — 
16. Guarproducts 39,6 39.2 95.7 175.7 1637 196.9 181.7 202.6 2717 3326 1989 
17. Oilcakes 6.2 3.4 7,8.8 7.8 0.2 03 1.8 98.9 71,5 41.4 308 
18. Paintsand varnishes 3.8 4.7 5.3 60 6.9 82 9.7 7.6 8.0 85 7,7 

19. Tobacco, raw and 
manufactured 14,4 253 490 107.2 132.6 160.2 1638 126.1 1008 806 41.7 

20. Readymade garments, , 

hosiery 299 359 97.4 167.4 244.9 328.4 417.7 138.7 376.6 731.2 6522 
21. Drugsand chemicals 119 10.9 - 37.0 102.8 116.3 133.3 134.3 146.3 131.0 1222 102.9 

22. Surgical instruments 18.4 22.5 45.2 852 1294 131.4 133.8 160.5 2108 240.2 1824 
23. Carpets and rugs 64.7 198.7 281.5 457.7 456.0 719.2 9117 11708 1764.7 2198.4 1718] 
24. Spongoods 32.7 50.7 136.0 188.0 204.5 189.2 1991 1949 212.1 244.6 216.9 
25. Others . 3382 346.4 8942 17702 1566.9 1745.0 1988.9 2404.4 2969.6 35125 3255.9 

GRANDTOTAL . 1998.4 3371.4 855512 10161.2 10286.3 11252.9 11293.9 129804 16925.0 234101 213959 
Source: Pakistah Economic Survey 1980-81. 

_ 
APPENDIX VI 

Paklsftan: Exports and Imports by 
economic categories, 1975/76 - 1 980/811 , 

1975/76 1976/77 1977/78 . 1978/79 1979/1980 1979/80 1980/81 

I. Exports 
(in millions of US. dollars) 

Primary commodities 495.2 ‘ 466.9 . 468.1 552.9 9938 940.0 1,203.0 
Semi-manufactured 
goods _ 

208.8 190.7 1931 352.4 355.5 328.5 305.7 
Manufactured goods 432.6 483.2 650.0 804.3 1 ,015.4 901.8 1,162.3 

Total 1,136.6 1,140.8 1,311.2 1,709.6 2,364.7 2,170.3 2,671.0 

(%) 
Primarycommodities 43.6 40.9 35.7 32.8 42.0 43.3 45.0 
Semi-manufactured 
goods 18.4 167 14.7 20.6 15.0 15.1 11.5 

Manufactured goods 38.0 424 49.6 47.1 43.0 41.6 436 
Total 100.0 100.0 100.0 100.0 100.0 1000 100.0 

M. Imports2 \ 

(in millions of US. dollars) 
Consumer goods 438.0 368.8 561 ‘1 792.1 757.6 679.3 705.8 
Raw materialsfor 
consumer goods 778.8 924.0 1,113.5 1,557.2 2,003.5 1,839.3 2,492.6 

Raw material for 
capital goods 127.4 147.8 194.0 218.2 294.5 275.0 362.9 

Capital goods 723.0 883.9 941.0 1.1081 1,684.7 1,463.8 1,419.6 

Total 2,067.2 2,324.5 2,809.6 3,675.6 4,740.3 4,253.4 4,980.9 

. 

(%) 
Consumergoods _ 

21.2 15.9 20.0 21.6 16.0 16.0 14.2 

Raw materialsfor , 

consumergoods 37.7 39.7 39.6 424 42.3 43.1 500 
Raw materialsfor . 

capitalgoods 6.1 64 6.9 59 6.2 6.5 7.3 

Capital goods 35.0 38.0 33.5 30.1 35.5 34.4 28.5 

Total 100.0 . 
100.0 100.0 100.0 100.0 100.0 100.0 

Source: Statistics Division, Ministry ot Planning and Development. 
1. Customs data, which differ from balance of payments due to differences in timing, coverage, and valuation. 

'2. On a mixed 0. and f. basis. 
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PAKISTAN: 

INCENTIVES FOR INVESTMENT IN 
INDUSTRIAL PROJECTS: * 

Incentives/concessions provided to the investors 

A. Custom duty exemption: 
(1) Complete exemption from custom duty 
if project is located in: 
The Province of Baluchistan, 
Territory of Azad Kashmir, 
Northern Areas and Tribal Areas, 
Dera Ismail Khan and Malakand Divisions, 
Mansehra and Kohistan Districts and ap— 
proved Industrial Estates of N.W.F.P. , 

Approved Industrial Estates in the Districts 
of Shikarpur, J acobabad and Dadu excluding 
Kotri in the Province of Sind, and 
Approved Industrial Estates in Districts of 
Dera Ghazi Khan and Mianwali and Tehsil 
Khushab in the Province of Punjab. 
(2) Complete exemption from custom duty 
on such items of machinery as are not man- 
ufactured in the country for the industries re- 
lating t0: 
Fertilizer, readymade garments, poultry in- 
dustry, and dairy industry. 
(3) Complete exemption from custom duty 
on such items of imported machinery as are 
not manufactured in the country for balanc- 
ing, modernisation and replacement in indus- 
tries relating to: 
Textile,. tanning, cutlery, surgical goods, 
sports goods, and leather garments and 
gloves. 

(4) 50% exemption in custom duty for 
specified under-developed areas as detailed 
below: 
i) All Government financed industrial es— 

tates except those located at Karachi. 
ii) The whole of Pakistan excluding the 

areas specified below: 
1) Tehsil of Rahimyar Khan 
2) Tehsil of Multan 
3) Tehsil of Faisalabad 
4) Tehsil of Shahdra 
5) Tehsil of Lahore 
6) Tehsil of Gujranwala 
7) Tehsil of Sialkot 
8) Tehsi] of Rawalpindi 
9) Islamabad Capital Territory 
10) Karachi 
1]) Taluka of Hyderabad 
12) Taluka of Kotri 
13) Taluka of Sukkur 
14) Such areas adjoining Karachi and 

Lahore as may be specifed by the 
Central Board of Revenue. 

(5) Machinery and raw material for man- 
ufacture of goods meant primarily and exclu- 

sively for export can be imported free of cus- 
tom duty under bonded ware-house scheme. 
(6) Import of following machinery and raw 
material are allowed free of custom duty 
against a bank guarantee subject to the condi- 
tion that goods are exported within six 
months: 
(a) Material for processing, further man- 

ufacturing or repair. 
(b) Material for embellishing or decorating 

goods produced in Pakistan for export. 
(c) Packing material used or required to be 

used as external or internal covering of 
goods, or as holders on which goods are 
rolled, wound or attached provided that 
they do not change their original shape 
or form (packing material such as straw, 
paper, glass and like materials 
excluded). 

(d) Machinery and equipment for repair. 
(6) Professional equipment imported by vis- 

iting technicians, doctors, etc. 
(f) Equipment and material imported by 

visiting television and broadcasting 
units, press photographers and film com- 
panies. 

(g) Scientific and educational instruments, 
apparatus and appliances including 
simultaneous broadcasting equipment 
imported for scientific, educational or 
cultural seminars to be held in Pakistan. 

(h) Goods imported by Government or 
semi-Government institutions for de- 
monstration purposes in their display 
centres. 

(i) Goods imported for display at interna- 
tional or single country exhibition for 
foreign Missions. 

(j) Machinery imported by the representa- 
tives of foreign commercial firms for de— 
monstration purposes. 

B. Tax holiday: 
Complete tax holiday is available as per de- 
tails given below: 
(i) Tax holiday for five years from the date 
of commencement of commercial production 
to industrial undertakings set up by the Com- 
panies between July, 1978 to June, 1983, in 
the Province of Baluchistan. 
(ii) Tax holiday for five years from the date 
of commencement of commercial production 
to industrial undertakings set up by the Com- 
panies between April, 1978 to June 1983, in 
the Divisions of D]. Khan and Malakand in 
the N.W.F.P. 
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(iii) Tax holiday for five years from the date 
of commencement of commercial production 
to industrial undertakings set up by the Com- 
panies between July, 1979 to June, 1983, in 
Azad Kashmir, Northern Areas, Tribal 
Areas and districts of Mansehra and Kohistan 
0f N.W.F.P. 
(iv) Tax holiday fOr five years from the date 
of commencement of commercial production 
to industries set up in the District of D.G. 
Khan in the Province of the Punjab and in the 
approved industrial Estates in'the whole of 
N.W.F.P., District of Mianwali and Tehsil 
Khushab in the Province of Punjab, and Dis- 
tricts of Shikarpur, Jacobabad and Dadu in 
the Province of Sind. ‘ 

(v) Tax holiday for five years from the date 
of commencement of commercial production 
to industrial undertakings set up by the Com— 
panies between May, 1978 to June, 1983, any- 
where in Pakistan for the manufacturing of 
garments from cloth made in Pakistan. 
(vi) Tax holiday for five years from the date 
of commencement of commercial production 
to industrial undertakings set up by a com- 
pany between May, 1978 to June, 1983 in the 
district of Sukkur in the Sind Province and en- 
gaged in the processing of dates, manufacture 
of chipboard or refining of edible oils. 
(vii) Income from poultry farming and dairy 
farming, fish catching and cattle and sheep 
breeding is exempt from income tax for the 
period July, 1975 to June, 1983. A similar 
exemption is available to fish farming for the 
period July, 1977 to June, 1982 where such 
business is established after 1.7.1977. 
(viii) Income from poultry processing derived 
from lst July, 1980 to 30th June, 1983 is 
exempt from income tax. 
(ix) Income from manufactures of agricul- 
tural implements is exempt from income tax 
till 30th June, 1983. 

C. Tax credit for modernization, 
balancing, replacement and ex- 
tension of machinery to company 
in respect of existing units: 

Tax credit equal to 15% of the cost of machin- ' 

ery installed for modernization, balancing, 
replacement, and extension of existing of 
existing industrial units, is allowed to a com- 
pany where such machinery is installed bet- 
ween July, 1976 and June, 1983. 

D. Income of industrial companies 
which is partially exempt: 

Profits of industrial companies set up bet— 
ween 1975 and 1983 are exempt to the extent 
of 10% of the capital employed in the under- 
takings set up in the areas excluding Talukas 
of Karachi and Hyderabad, Tehsils of 
Faisalabad and Lahore for a minimum period 
of 5 years from the year of commencement of 
commercial production. 

* Government of Pakistan, Finance Division (In- 
vestment & Capital Issues Wing). 
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E. Tax credit for investment 
by companies in industrial 
undertakings:

' 

Tax credit is admissible to a company in re- 
spect of the amount invested in the acquisi- 
tion of share-capital of a company which set 
up anlindustrial undertaking to the extent in- 
dicated below: 
(a) 30% of the amount invested if the indust- 

rial undertaking is located in Baluchis- 
tan, Tribal areas, Northern Areas or 
Azad kashmir. 

' 

(b) 15% of the amount invested where in- 
dustrial undertaking is located at any 
other place, excluding the Talukas of 
Karachi and Hyderabad and Tehsils of 
Faisalabad and Lahore. 

F. Setting off losses of wholly 
owned subsidiary companies: 

Listed holding companies have been allowed 
to set off current losses of a wholly owned sub- 
sidiary company against current year’s in- 

come. The concession is available for three 
assessment years, and is subject to the condi- 
tion that the holding company gives a scheme 
of revival of the sick mill duly approved by a 
financial institution namely PICIC, IDBP, 
NDFC or Bankers Equity and submits a yer- 
aly progress report to the said financial in- 
stitution, showing that progress is in accor- 
dance with the scheme of rehabiliation. 

G. Tax exemption on capital 
gains: 

Capital gains including gains arising on sales 
of shares for the assessment year upto 30-6- 
1984 have been exempted. 

H. Tax holiday for non- 
residents: 

No tax is charged on income, profits or gains 
which accrue or arise outside Pakistan to a 

~ person: 
(i) Who has not been resident in Pakistan in 
nine out of ten years preceding the income 
year; or if 

' '
‘ 

(ii) He has not during the seven years pre- 
ceding that year been in Pakistan for a period 
of for periods aggregating to, more than two 
years. '

> 

This tax exemptiofi is however, not available 
in case such income gains and profits are de— 
rived from a business controlled in a profes- 
sion or vocation set up in Pakistan or are 
brought into or received in Pakistan during 
the income year.

' 

I. Tax rebate on repatriation 
‘ of income from consultancy 
services rendered abroad: 

Non company resident professionals earning 
income from consultancy services abroad 
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shall on repatriation of such income be enti- 
tled to a rebate equal to 30% of the tax pay- 
able on such income. 

J. Investment allowances io
. persons other than companies: 

An allowance of 331/3% of the total income 
subject to a maximum of Rs. 40,000/— is ad— 
missible to any person, except a company, in 
NIT Units, specified certificates and deben- 
tures, in the acquisition and debentures, in 
the acquisition of the share-capital of indust- 
rial companies other than purchase from a 
previuos owner. 

K. Exemption of dividend 
from income tax: 

Following income from dividends is exempt 
from tax:

I 

(a) From the National Investment (UNIT) 
Trust or any mutual fund established by 
the Investment Corporation of Pakistan 
or from a company listed on stock ex- 
change in Pakistan, other than that 
specified in sub-clauses (b) or (c): 
(i) Where such dividend 
income does not 
exceed fifteen 
thousand rupees. 

(The whole of 
such income) 

(ii) Where such dividend (Fifteen 
income exceeds thousand 
fifteen thousand rupees. rupees) 

(b) dividends declared (The whole of 
and paid by such income) 
any public company registered at any 
time between the first day of July, 1977 
and the thirtieth day of June, 1982 (both 
dates inclusive) under the Companies 
Act, 1913 (VII of 1913), and having its 
registered office in Pakistan, out of its 
profits for any income year ending in or 
before the thirtieth day of June, 1982. 

(c) dividend income (The whole of 
received from any‘ such income) 
public company registered under the 
Companies Act, 1913 (VII of 1913), at 
any time between the first day of July, 
1978 and the thirtieth day of June, 1982 
(hereinafter referred to as the said 
period), having its registered _office in 
Pakistan and engaged in an industrial un- 

. dertaking set up in Pakistan at any time 
within the aforesaid period out of the 
profits of the undertaking, for a period of 
five years beginning from the year in 
which commercial production is com- 
menced. ‘ 

(d) There is no deduction of 30% standard 
rate of Income tax on dividends paid to 
overseas Pakistanis Certificate holders 
of State, Enterprises Mutual Fund of 
ICP. In other words the income to the 
certificate holders residing abroad is tax 
free. 

, 

L. Bonus Shares: 
Face value of any bonus shares or the amount 
of any bonus declared, issued or paid by a 

company to its shares holders is exempt in the 
hands of shareholders. 

M. Exemption to foreign ' 

technicians: 

Salary received by any person who is not a 
citizen of Pakistan is exempt for a period of 
three years from the date of his arrival in 
Pakistan for services rendered by him during 
such period as a technician under a contract of 
service approved by the Commissioner of In- 
come Tax before the commencement of his 
service or within one year of such commence- 
ment. 

N. Tax rebate‘on income from 
exports: 

Rebate is allowed to all commercial and in- 
dustrial exporters at the rate of 55% of the tax 
attributable to income from export of goods 

' manufactured in Pakistan. 

0. Tax relief to cooperative 
societies: 

Cooperative Societies are allowed earned in- 
come relief, personal allowance and invest- 
ment allowance as admissible to individuals. 

P. Super tax rebate: 

Super tax rebate of 5% is allowed to industrial 
undertakings set up between July, 1975 and 
June, 1983 provided the cost of fixed ‘assets 
exclusive of cost of land does not exceed 
Rs. 5.0 million. 
In the case of domestic Public Companies, 
rates of super tax have been reduced on inter- 
corporate dividends from 15% to 10%. In re- 
spect of Private Limited Companies the rate 
of super tax on intercorporate dividends re- 
ceived by such Companies has been reduced 
to 300/0 . 

A Pakistani construction company earning in- 
come from constuction contracts abroad, 
shall on repatriation of profits to Pakistan be 
entitled to a rebate equal to the amount of 
super tax payable on such income. 

0. Tax credit on investment by 
companies in shares and 
debentures: 

Companies investing in shares or debentures 
of the Equity Participation Fund are allowed 
tax credit of 50% of the amount invested in 
such shares or debentures. 

R. Interest on approved ‘Ioans 
exemption from income tax: 

Interest payabl_e on loans made by approved 
foreign institutions or on approved loans 
taken by industrial undertakings in Pakistan 

p 

for purchase of plant and machinery complete 
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exemption from Pakistan tax if the country 
from which the loan has emanated grants 
exemption from its own tax to the income in 
question or agrees to give credit in the home 
assessment of lender for tax payable on his in- 
come in Pakistan but exempted by Govern- 
ment. 

S. Sales tax exemption on 
machinery: 

Machinery and components thereof for in- 
dustrial use are exempt from payment of sales 
tax both at the import stage as well as when 
locally manufactured. 

T. sales tax exemption on 
export of manufactured goods: 

In order to promote the export of manufac- 
tured goods, a general exemption from sales 
tax is given to all goods exported from Pakis- 
tan. In addition, the raw material used in their 
manufacture is also exempted from sales tax. 

U. Depreciation allowance: 
Depreciation allowance is calculated on the 
cost of assets at the time of their acquisition in 
the first year and on the written down value in 
subsequent years. 
An initial depreciation allowance at the rate 
of 30% is allowed on ships and at a rate of 
25% on other plant and machinery installed 
between July, 1976 _and June, 1983. Rate of 
depreciation allowance on residential build- 
ings for industrial labour is 10%. Buildings 
constructed upto 30th June, 1983 for indust- 
rial labour drawing salary upto Rs. 1000 per 
month are allowed an initial depreciation at 
the rate of 25%. 
In respect of assets most commonly in use of 
rates of normal depreciation allowance are as 
follows: 
(1) Building (not other-wise specified) 5% 
(2) Factory or workshop (excluding 

godowns, Offices and residential 
quarters) 10% 

(3) Furniture 10% 
(4)/ Machinery and plant (not other- 

wise specified) 10% 
(5) Ships 

(i) New 5% 
(ii) Second Hand 

Age at the time of purchase: 
(a) not more than ten years 10% 
(b) more than ten years 20% 

(6) Batteries, X-Rays and electro- 
therapeutic apparatus and 
accessories 20% 

(7) Machinery used in the production 
and exhibition of cinematograph 
films 20% 

(8) Motor—vehicles, all sorts 20% 
(9) Aircraft, aeroengines and aerial . 

photographic apparatus 30% 
(10) Moulds used in the manufacture 

of Glass or concrete pipes 30% 
(11) Below ground installations in 

mineral oil concerns 100% 

Extra depreciation allowance is also allowed 
for multiple shift working. In the case of 
machinery and plant, to which the general 
rate applies an extra depreciation allowance, 
equal to 50% of the allowance computed is al- 
lowed on account of double shift working and 
100% of such allowance on account of triple 
shift working. 
Limit for claiming depreciation allowance of 
original cost of motor vehicles has been in— 
creased from Rs. 75,000 to 100,000 for assess- 
ment year 1982-83. 

V. Housing: 

Tax relief has been provided to Pakistanis 
working abroad who maintain a house in 
Pakistan for their families. The mere mainte- 
nance of a house will no longer render a tax 
payer liable on foreign income. Further the 
condition regarding short visits to Pakistan 
has been relaxed and any tax payer, whose 
stay in Pakistan does not extend beyond 90 
days, will not incur any extra tax liability. 

W. Tariff protection: 
Exemption from tax has been granted to new 
residential houses constructed between lst 
July, 1981 and 30th June, 1983, and having 
annual rental value upto Rs. 18,000. For Is- 
lamabad, the exemption for new houses is 
Rs. 24,000/—. 

X. Financing facilities: 

(i) Lending rate for financing of fixed in- 
dustrial investment has been reduced from 
14% to 11%. 
(ii) On rupee loans for purchase of locally 
fabricated machinery, IDBP charges in- 
cterest at the rate of 81/2%. PICIC/NDFC also 
provide loan for purchase of locally fabri- 
cated machinery at concessionary rates. 
(iii) Bakers Equity Limited have been estab- 
lished to make up rupee equity gap being 
faced by private investors. 

Y. Tax concessions for the 
mineral industry: 

(i) Depreciation is allowed @ 100% on 
below ground installations in mineral oil con- 
cerns. 
(ii) Capital loss incurred upto the time of 
commercial production is treated as a re- 
venue loss and allowed to be carried forward 
for a period of 10 years after the commercial 
production. 
(iii) Depletion allowance is admissible @ 
15% of the gross receipts in respect of explo- 
ration and production of petroleum and 15% 
of total income from extraction of other min- 
eral deposits or 50% of the capital employed, 
whichever is the less. 
(iv) Depreciation allowance @ 100% is al- 

lowed in respect ofmachinery and plant ac- 
quired for extracting mineral (other than pet- 
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roleum) in the year in which they are used for 
the first time. ' 

(v) Tax exemption upto 10% of the capital 
employed ‘is available to an undertaking 
which is also engaged in the business of refin— 
ing or concentrating in Pakistan the mineral 
deposits extracted by it in Pakistan. This con- 
cession is fOr mineral other than petroleum 
only. 
(vi) Pakistani companies engaged in the exp- 
loration of selected minerals mentioned 
below have been given exemption for 5 years; 
and on the expiry of the 5 years, tax on such 
income shall be charged at 50% of the normal 
rate for next 5 years. 

(i) Iron Ore; (ii) Byarite; (iii) Dolomite; (iv) 
Fireclay; (v) Lime Stone; (vi) Flourite; (Vii) 
Bauxite; (viii) Phosphate; (ix) Chrome; (x) 
Soap stone and (xi) Copper. 

2. Export processing zone: 

An export processing zone has been estab- 
lished at Karachi. Another one is con- 
templated near Lahore. These zones aim at 
enabling establishment of export-oriented in- 
dustries. Exports from the Zones will be com- 
pletely free from exchange control. Import of 
machinery, components, spare parts and raw 
matrerials for the industrial undertakings in 
the Zones and goods for re-export would be 
freely allowed and shall be exempt from all 
taxes and duties of both Federal and Provin- 
cial Governments including municipal taxes. 
The restrictions of Import Trade Control Act 
would not be applicable on imports into the 
Zones. Investors in the zones would be al- 
lowed following income tax relief: 
(a) Income of the enterprise and 'of the 

foreign employees will be exempt from 
tax for five years which period is extend- 
able by the Federal Government in the 
light of the performance of the enter- 
prise. 

(b) After the expiry of full tax-holiday 
period, a concessional rate of tax at 1/4th 
of the prevalent tax rates shall be 
charged for next 5 years. 

(c) Capital gains on sale of assets and shares 
will be exempt from tax. 

Financial institutions 

Providing credit and equityvfor industrial pro— 
jects in Pakistan. 

1. Investment Corporation of Pakistan, 
National Bank Building, I.I. Chundrigar 
Road, Karachi. 

2. Industrial Development Bank of Pakis— 
tan, State Life Building, I.I. Chundrigar 
Road, Karachi. 

3. Pakistan Industrial Credit & Investment 
Corporation, State Life Building, I.I. 
Chundrigar Road, Karachi. 

4. National Investment Trust, National 
Bank Building, I.I. Chundrigar Road, 
Karachi. 
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5. National Development Finance Corpo- National Bank Building, Civic Centre, Beaumont Road, Karachi. 
ration, NSC Building, MaUIVi Tamizud- Islamabad. ' 

10. Pak-Libya Holding Company Limited, 
din Khan Road,KaraChi. 8. Equity Participation Fund, State Life Shaikh SultanTrustBuilding,Beaumont 

6. Bankers Equity Limited, State Life Building, I.I. Chundrigar Road, Road, Karachi. ‘ 

Building,Dr.Zia-ud-DinAhmadRoad, Karachi. 11. Saudi-Pak Industrial, Agricultural In— 
Karachi. 9. Pak-Kuwait Investment Company Li- vestment Company Ltd., PO. Box No. 

7. Small Business Finance Corporation, mited, Shaikh Sultan Trust Building, 1594, Islamabad.
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INDIA: 

IMPACT OF THE BUDGET*
. 

No incentives to produce or save 
By Kailash C. Khanna 

In an address to the Income Tax Payers’ Society in Eng: 
land, Sir Paul Chambers, who was responsible for an 
overhaul Of the Indian income-tax law in 1939, once 
stated: 

It is easy to press for the separation of the taxation of individu- 
als from the taxation of companies; once you have done that, 
the Chancellor, whatever his Party, will always be pressed to' 
give more relief to individuals and classes of individuals be- 
cause they are the people who vote and the taxation on industry 
will go up and up. And there again, politically companies are 
less articulate than individuals and classes of individuals. It is so 
easy to slip into doing the wrong thing. 

The truth of this statement is amply borne out by India’s 
corporate tax development. It was in 1959 that taxation 
of company profits was separated from taxation of 
shareholders. The rate of corporate tax was then fixed at 
45%; it has since gone “up and up” and now stands at 
55% for a widely held domestic company, exclusive of 
surcharge on tax (2.5%) and surtax (25% to 40%) on net 
profits in excess of 15% of capital and reserves. The 
aggregate tax burden can reach an unheard of maximum 
of 70%. The rates for closely held companies are still 
higher. 
It was, therefore, expected that in his 1982-83 Budget 
proposals the Union Finance Minister, Mr. Pranab 
Mukherjee, would reduce company tax rates and modify 
the corporate tax structure. Belying these expectations, 
the Finance Bill does not suggest any noteworthy 
changes in the existing rates or basis of corporate taxa- 
tion. Apparently, relying on scanty data and by citing 
stray cases of a few newly established or recently ex— 
panded companies which have derived full benefit of the 
initial tax reliefs and incentives, 'the Finance Minister’s 
advisers came to the mistaken belief that corporate tax in 
India is not high. But it is fallaciOus to justify a high cor- 
porate tax rate on the grounds that numerous tax reliefs 
are available in the formative years. A company does not 
establish itself anew every now and then, nor does it ac- 
quire substantial new plant and machinery year after 
year. Consequently, the tax liability goes up when the in- 
itial allowances are exhausted or are nullified by disallo- 
wance of bona fide business expenditure. A low tax bur- 
den in the early years followed by confiscatory taxation 
in later years seems to justify the adage that tax incen- 
tives are short-termbribes for long—term handicaps. In 
any event, companies which have availed themselves of 
tax concessions are contributing to the development pro- 
cess and adding to the GNP. In fact, this is exactly what 
tax benefits are meant for and it should be a matter for 
gratification that the fiscal bait has worked. 
A realistic basis for determining the average tax rate 
would be to ascertain the percentage of the tax levied on 
corporate profits during a financial year; this is likely to 
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show a figure close to the standard rate. A study con- 
ducted by the Associated Chambers of Commerce & In- 
dustry of India showed that a 1% increase in corporate 
tax reduced resources of the company by 1.3% . Another 
study has shown that while corporate taxation has in- 
creased many times over the years, corporate savings 
have declined sharply. Apart from discouraging the gen- 
eration of internal resources, high corporate taxation 
hampers corporate growth, distorts the debt-equity 
ratio, encourages corporate extravagance, erodes integ- 
rity and shifts the corporate tax burden, thereby mulct- 
ing the consumer and fanning the flames of inflation. It 
is, therefore, imperative to lower company tax rates, in- 
crease depreciation allowances, remove tax on all inter- 
corporate dividends and abolish surtax on company pro- 
fits. 

In the Finance Bill, the existing tax exemption limit of in- 
come from dividends, bank interest etc. is proposed to be 
raised from Rs. 3,000 to Rs. 4,000; that from Unit Trust 
from Rs. 2,000 to Rs. 3,000. Corresponding changes are 
proposed in the wealth tax law increasing the exemption 
limits to Rs. 165,000 and Rs. 35 ,000 respectively. It is 
proposed to increase the maximum amount of invest- 

' men: qualifying for the prescribed deduction relating to 
equity shares of an eligible issue of capital of new indust- 
rial companies or public housing finance companies from 
Rs ._ 10,000 to Rs. 20,000. The proposed changes are too 
trivial to have any effective impact on investment and 
savings.

' 

The proposed tax relief to exporters, whose export tur- 
nover during the accounting year exceeds the export tur- 
nover of the immediately preceding year by more than 
10% thereof is not available to all. The goods in relation 
to which the tax concession will be provided and the rate 
at which the relief will be calculated will be notified by 
the Central Government after taking into account the 
cost of manufacture of such goods, the prices of similar 
goods in the foreign market, the need to develop a 
foreign market for such goods, the need to earn foreign 
exchange, the destination of export and any other relev- 
ant factors. The maximum amount of deduction to which 
the taxpayer will be entitled will not exceed 10% of the 
amount of income tax otherwise payable by the taxpayer 
on the profits and gains from export of such goods. These 
limitations will detract considerably from the expected 
boost to exports. The tax benefit will be available for the 
1983/84 assessment and 4 immediately succeeding as- 
sessment years. 
With a View to encouraging contractors to undertake 
construction and engineering contracts outside India, it 
is proposed to provide that where an Indian company or 
a non-corporate taxpayer resident in India derives any 
profits and gains from the business of execution of a pro- 
ject under a contract entered into by him with the Gov- 
ernment of a foreign State or any statutory or other pub- 
lic authority or agency in a foreign State or with a foreign 
enterprise, he will be entitled to a deduction, in the com- 
putation of his taxable income, of 25% of such profits 

* This is a revised version of an article which appeared in The Statesman of 
16 March 1982. The Editors of The Statesman kindly approved re-publication 

_ 

of Mr. Khanna’s article. 
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and gains, subject to certain conditions. This concession 
will also be available where the taxpayer undertakes the 
execution of any work in connection with any foreign 
project undertaken by any other person. 
The benefit of this concession will be available in respect 
of prpjects for the construction of any building, road, 
dam, bridge or other structure outside India, the assem: 
bly or_ installation of any machinery or plant outside 
India, and the execution of such other work outside India 
of whatever nature as may be prescribed by the Central 
Board of DirectTaxes. The taxpayer will not be eligible 
for this concession unless the consideration for the 
execution of such project or work is payable in foreign 
currency and the following conditions are fulfilled: 
(a) The taxpayer will have to maintain separate accounts 

in respect of the profits and gains derived from the 
business of the execution of the project or work 
forming part of the project. 

(b) The taxpayer will be required to debit t0 the profit 
and loss account of the relevant accounting year and 
credit to a “Foreign Projects Reserve Account” a 
sum equal to 25% of the profits and gains from such 
project or work. The reserve must be utilised by the 
taxpayer during a period of 5 immediately succeed- 
ing assessment years for the purpose of his business 
and not for distribution by way of dividend or profits. 

(0) The taxpayer will be required to remit into India in 
foreign exchange an amount equal to 25% of such 
profits and gains within a period of 6 months from the 
end of the relevant accounting year. 

Where, however, the amount credited by the taxpayer to 
the Foreign Projects Reserve Account or the amount ac- 
tually remitted into India by him or either of these 
amounts is less than 25% of such profits and gains, the 
deduction will be restricted to the amount so credited to 
the Foreign Reserve Amount, or the amount actually 
brought by him to India, whichever is less. 
This is a useful suggestion and will be of value to specified 
overseas projects which make profits. ' 

It is proposed to extend up to 31 March 1987 the grant of 
investment allowance now admissible at the higher rate 
of 35% to specified plant and machinery. Another 
suggestion seeks to exempt from tax intercorporate di- 
vidends in the case of 3 more industries, namely, synthe- 
tic rubber, chemicals and basic drugs. 
In the field of personal taxation an increase in the stan- 
dard deduction from 20% to 25 % of salary, subject to a 
maximum of Rs. 5,000, is proposed; this will benefit 
salaried taxpayers only. Surely, salaried employees 
alone do not constitute the entire middle class; there is a 
very large number of self-employed small traders, retail- 
ers, artisans, builders, craftsmen and professionals who 
also form part of the same income group. Unlike salaried 
employees, the self-employed are not entitled to reim- 
bursement of medical and leave travel expenses, 
gratuities and other like benefits. The apparent bias 
against the self-employed compels even the honest 
amongst them to seek redress in tax evasion and avoi- . 

dance. Suitable amendments to remove these inequities 
are urgently called for in the interest of taxpayer moral— 
ity. 

A welcome feature of the Finance Bill is the promised 
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modification of the provisions relating to the exemption 
from capital gains on transfer of house property. T he 
condition of self-occupation of the property by the tax- 
payer will be deleted and the period for construction of a 
new property will be increased from 2 to 3 years. 
Likewise, capital gains arising from the transfer of cer- 
tain long-term 'capital assets will. be entitled to tax 
exemption provided the net consideration is utilised by 
the taxpayer for the purchase or construction of a house 
property within the specified period. But why restrict the 
utilisation to house property only? Mr. Pranab Mukher- 
jee should go the whole hog and exempt all capital gains 
from tax if the net consideration is reinvested within the 
stipulated period in approved productive assets, mova- 
ble or immovable. It is also proposed to relate the deduc- 
tion in respect oflong—term capital gains _to the period for 
which the capital asset has been held; higher deduction 
being allowed if the capital asset is held for a longer 
period. 
Under the existing provisions, an individual is said to be 
“resident” in India in any year, if: 
(a) he is in India in that year for a period or periods 

amounting in all to 182 days or more; or 
(b) he maintains or causes to be maintained for him a 

dwelling place in India for a period or periods 
amounting in all to 182 days or more in that year and 
has been in India for 30 days or more in that year; or 

(c) having within the 4 years preceding that year been in 
India for a period or periods amounting in all to 365 
days or more, is in India for a period or periods 
amounting in all to 60 days in that year. 

In the case of an Indian citizen who is rendering service 
outside India, and who is on leave or vacation in India, 
the periods of 30 days and 60 days referred to in (b) and 
(c) are taken as 90 days. 
With a view to avoiding hardship in the case of Indian 
citizens who are employed or engaged in other avoca- 
tions outside India, the Finance Bill seeks to make the 
following modifications in the tests of “residence” in 
India: 

(a) it is proposed to omit the provision relating to 
maintenance of a dwelling place coupled with stay in 
India of 30 days or more; 

(b) in the case of Indian citizens who come on a Visit to 
India, the period of “60 days or more” is proposed to 
be raised to “90 days or more”; ' 

(c) it is proposed to provide that where an individual 
who is a citizen of India leaves India in any year for 
purposes of employment outside India, he will not be 
treated as resident in India in that year unless he has 
been in India in that year for 182 days or more. The 
effect of this amendment will be that the “test” of re— 
sidence in (0) above ,will stand modified to this ex- 
tent. 

With a View to encouraging the remittance of foreign ex- 
change into the country by non-resident Indian Citizens 
and foreign nationals of Indian origin, it is proposed to 
exempt from gift tax, gifts of foreign currency or other 
foreign exchange made by such persons to their relatives 
in India. For this purpose, “relative” in relation to an in- 
dividual will mean the husband, wife, brother or sister or 
any lineal ascendant or descendant of that individual. 
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Gifts made by such persons out of the moneys to their 
credit in a Non-resident (External) Account in India will 
also qualify for exemption. 

But tinkering with the tax rate schedule applicable to in- 
dividuals with incomes between Rs. 60,000 and 
Rs. 100,000 is Contrary to Mr. Mukherjee’s declared ob- 
jective of maintaining the stability of law. The increased 
annual tax burden on individuals with incomes of 
Rs. 100,000 and above will be a maximum of Rs. 688 
only; the gain to the Exchequer will be negligible but the 
psychological damage to the taxpayer will be tremend- 
ous. Individual initiative and enterprise will be stifled 
and the Government will loss its credibility. The 
rationale behind the proposed change is not at all Clear 
suggesting little more than a political gimmick; this illog- 

ical proposal should be dropped. 
The suggested increase in tax relief in regard to long- 
term savings such as life insurance premia and provident 
fund contributions is again marginal and not of much 
consequence; few taxpayers, if any, will be able to avail 
themselves of the proposed increase in the monetary 
ceiling of Rs. 40,000. 
The Budget speech highlighted the buoyancy in revenue, 
decline in inflation and an alleged environment of strong 
agricultural and industrial growth in 1981-82. But Mr. 
Pranab Mukherjee did not rise to the occasion; on the 
contrary, he failed to provide adequate incentives for in- 
creasing production and savings. His direct tax proposals 
are too feeble and halting to assist in the achievement of 
the aims and objects outlined by him. 
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UNITED STATES: 
Competent Authority Consideration 
Allocation of income or deductions* 

SEC. 1. PURPOSE AND SCOPE 
This revenue procedure explains the proce- 
dures to be used by the Internal Revenue Ser- 
vice and taxpayers in certain cases of double 
taxation that are governed by income tax 
treaties of the United States. The cases co- 
vered by this revenue procedure concern the 
allocation of income and deductions between 
a United States taxpayer and a related person 
(including a branch office) subject to the tax— 
ing jurisdiction of a country (“treaty coun- 
try”) that has entered into an income tax tre- 
aty with the United States. See Rev. Proc. 77- 
16,‘ 1977-1 CB. 573, for competent authority 
procedures used in resolving issues other than 
allocation of income and deductions, includ- 
ing the availability to United States taxpayers 
of credits against foreign tax, exemptions 
from foreign tax, reduced rates of foreign tax, 
and other benefits and safeguards. Rev. Proc. 
70-18, 1970-2 CB. 493, as amplified by Rev. 
Proc. 79-31, 1979-1 CB. 599, is modified and 
superseded by this revenue procedure. 

SEC. 2. BACKGROUND 
01. Income tax treaties in force between the 
United States and other countries generally 
provide for the allocation of income and de- 
ductions among related persons whose deal— 
ings with each other are not the same as those 
that would be made between independent 
persons. These treaties recognize that taxa- 
tion by a treaty country of a taxpayer with an 
affiliate or branch office that is subject to the 
taxing jurisdiction of the other treaty country 
may result in actual or economic double taxa- 
tion. As a result, these treaties provide for 
consultation by the competent authorities of 
the United States and of treaty countries on 
the allocation of income and deductions bet- 
ween related persons. The provisions of this 
revenue procedure do not override the provi- 
sions of any income tax treaty entered into by 
the United States. Taxpayers should make 
themselves aware of the full content of the in— 
come tax treaty under which they are operat- 
ing. 

02. When the United States competent au- 
thority and a treaty country competent au- 
thority agree to discuss an allocation, whether 

' made or proposed by the United States or by 
the treaty country, the United States compe- 
tent authority will attémpt t3 reach an agree- 
ment that is acceptable to the United States, 
to_the treaty country, and to the related per- 
sons. 
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03. The Associate Commissioner (Opera- 
tions) acts as the United States competent au- 
thority in administering the operating provi- 
sions of tax treaties and in interpreting or ap- 
plying these treaties. In interpreting or apply- 
ing tax treaties, the Associate Commissioner 
(Operations) acts only with the concurrence 
of the Associate Chief Counsel (Technical). 
04. If the United States taxpayer fails to re- 
quest competent authority consideration 
under this revenue procedure, the taxpayer 
may be denied a credit for foreign tax. See 
Rev. Rul. 76-508, 1976-2 CB. 225, as 
amplified by Rev. Rul. 80—231, 1980—2 CB. 
219, and section 4.901-2(f)(5) of the Tempor— 
ary Income Tax Regulations, TD. 7739, 
1981-1 08. 396. 
05. The Associate Commissioner (Opera- 
tions) may negotiate an agreement with the 
competent authority of a treaty country con- 
cerning the allocation of income or deduc- 
tions between a United States taxpayer and a 
related person at the request of the United 
States taxpayer. The Associate Commis- 
sioner (Operations) also may initiate compe- 
tent authority negotiations in any situation to 
protect United States economic interests. 
Such a situation may arise when a taxpayer 
fails to request competent authority consider- 
ation after agreeing to an allocation ofincome 
or deductions that creates either actual or 
economic double taxation. 
06. The taxpayer should send written re- 
quests for competent authority consideration 
to the Associate Commissioner (Opera- 
tions), Internal Revenue Service, P.O. Box 
7799, Washington, DC. 20044. 

SEC. 3. GENERAL CONDITIONS UNDER 
WHICH THIS PROCEDURE APPLIES 
01. The procedure prescribed in sections 3 

' through 9 of this revenue procedure apply 
when the United States or other treaty coun- 
try allocates or proposes to allocate income or 
deductions and this allocation may result in 
actual or economic double taxation. 
02. In seeking to arrive at an agreement with 
a treaty country, the United States competent 
authority will be guided by the standards of 
arm’s length dealing (referred to in the regu- 
lations under section 482 of the Internal Re- 
venue Code) and the equivalent standard of 
arrangements or conditions that would have 
been made between independent persons (re- 
ferred to in a number oftreaties). The United 
States competent authority also will take into 

account all of the facts and circumstances and 
the purpose of the treaty to avoid double taxa- 
tion when negotiating agreements on the allo- 
cation of income and deductions. 
03; It is the position of the United States 
competent authority not to re-open a case 
previously closed after examination to make 
an adjustment unfavorable to the taxpayer 
unless the exceptional circumstances de- 
scribed in Rev. Proc. 74-5, 1974-1 CB. 416, 
are present. The United States competent au- 
thority may accept a taxpayer’s request for 
competent authority consideration that will 
require the reopening of a case closed after 
examination. 
04. If there is no income tax treaty between 
the United States and another country there 
is no authority for the Service to provide relief 
from United States tax due to double taxation 
arising under the tax laws of the other country 
and the United States. Therefore, in such a 
case the United States competent authority is 
unable to consider a taxpayer’s request that 
involves a nontreaty country. 

SEC. 4. PROCEDURES TO BE FOL- 
LOWED 
IF TREATY COUNTRY PROPOSES 
ALLOCATION 
01. If a treaty country allocates or proposes 
to allocate the income or deductions attribut- 
able to transactions involving a United States 
taxpayer, the United States taxpayer should 
request United States competent authority 
consideration. 

02. The taxpayer must file a written request 
for competent authority consideration with 
the Associate Commissioner (Operations). 
Internal Revenue Service, P.O. Box 7799, 
Washington, DC 20044, as soon as practical 
after the treaty country’s position on the ad'- 
justment has been sufficiently 'developed‘to 
permit consideration, whether or not the ad— 
justment has been formally proposed. In any 
event, the request should be filed no later 
than 90 days after the treaty country’s adjust- 
ments are formally communicated to the re- 
lated person. 
03. At the time of the request for competent 
authority consideration, the United States 
taxpayer must file an amended United States 
tax return (for exeample, a Form 1120X 
Amended U.S. Corporation Income Tax Re- 
turn if a Form 1120 was originally filed), as 
provided by the regulations under section 
6402, with the Internal Revenue Service 
Center where the original return for the same 
tax year was filed. On the amended United 
States tax return the taxpayer may Claim a cre- 
dit or refund of the taxes attributable to the 
proposed allocation and shall indicate that a 
competent authority request is being filed. A 
copy _of the amended United States tax return 
shall be attached to the request for competent 
authority consideration. 

* Rev. Proc. 8229. 
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04. The competent authority request must be 
signed by a person having authority to sign the 
United States taxpayer’s federal income tax 
returns. The request must contain a state- 
ment that competent authority consideration 
is being requested and must include the fol- 
lowing information: 
(a) a reference to the specific income tax tre- 
aty provisions under which the request is 

made; 
(b) the names, addresses, and taxpayer iden- 
tification numbers of the United States tax- 
payer and all related persons involved in the 
proposed allocation and the tax years af- 
fected; 
(c) the office where the United States tax- 
payer and the related person or persons filed 
federal income tax returns for the years in 
question; 
(d) a statement whether the federal income 
tax returns of both the United States taxpayer 
and the related person or persons for the 
years in question were examined, or are in the 
process of being examined; 
(6) a description of the control and business 
relationships between the United States tax- 
payer and the related person or persons; 
(f) a statement of the status of the tax liability 
of the related person in the treaty country for 
the year or years of the proposed adjustment; 
(g) actions requested of, proposed, or taken 
by the competent authority of the treaty 
country, a description of the pertinent trans- 
actions and the issues, and the amount of any 
correlative adjustment that would have to be 
made to the income or deductions of the Un- 
ited States taxpayer if the United States com- 
petent authority were to accept the position 
of the treaty country;

' 

(h) copies of pertinent foreign income tax re- 
turns (with English translation), and a 
schedule (in United States dollars) showing 
the allocation proposed by the treaty country 
and computation of the resulting foreign tax; 
(i) copies of pertinent correspondence from 
the treaty country, briefs, protests, and other 
relevant material (with English translation); 
(j) copies of Foreign Tax Credit Computa- 
tion (Forms 1118) that were filed with the tax 
return for each year under consideration; 
(k) copies of powers of attorney on file with 
respect to the United States taxpayer; and 
(l) on a separate document, a statement that 
the United States taxpayer consents to the 
disclosure to the competent authority of the 
treaty country (with the name of the country 
specifically stated) and the competent author- 
ity’s staff of any or all of the items of informa- 
tion set forth or enclosed in the request for 
United States competent authority consider- 
ation. This statement must be dated and 
signed by a person having authority to Sign the 
United States taxpayer’s federal income tax 
return and is required to facilitate the ad- 
ministrative handling of the request by the 
United States competent authority for pur-~ 
poses of the recordkeeping requirements of 
section 6103(p) of the Code. Failure to pro- 
vide such a statement will not prevent the Un- 
ited States Competent authority from disclos- 

ing information under the terms of a tax tre- 
aty. See section 6103(k)(4). 
05. If a treaty country is considering but has 
not yet proposed any adjustments to income 

' or deductions arising out of transactions of or 
with a United States taxpayer, and the United 
States statutory period in which the United 
States taxpayer can file a claim for credit or 
refund of income taxes for the years involved 
is about to expire, the United States taxpayer 
should file a protective claim for credit or re- 
fund of these taxes on the appropriate 
amended United States tax return (including, 
to the extent available, the information re- 
quired in a competent authority request 
under section 4.04 above). The amended Un— 
ited States tax returns must be filed with the 
Internal Revenue Service Center where the 
original tax return for the same tax year was 
filed. The taxpayer must send a copy of the 
amended United States tax return to the As- 
sociate Commissioner (Operations) (see sec- 
tion 2.06 above for address). Final disposition 
of the amended United States tax return will 
be deferred by the Service pending: (1) the 
perfection of the request for competent au- 
thority consideration under section 4.01 
above and the disposition of the issues under 
consideration; or (2) the withdrawal of the 
claim for credit or refund by the taxpayer. Be- 
ginning 6 months after the amended United 
States tax return is filed and every 6 months 
thereafter, the taxpayer must state in writing 
(by a person authorized to sign its federal in- 
come tax returns) to the Associate Commis- 
sioner (Operations) that the treaty country is 
still considering an adjustment of the income 
or deductions. The statement must include 
any available information described in sec- 
tion 4.04 above not previously submitted and 
any necessary modifications or previously 
submitted information. The Associate Com- 
missioner (Operations) may deny competent 
authority consideration if the United States 
taxpayer fails to file the supplemental state- 
ment within e_a_ch 6 month period. 
06. The amended United States tax return 
filed under this revenue procedure permits 
only the making of a credit or refund that is 
agreed to by the United States and the treaty 
country competent authorities or that is un- 
ilaterally allowed by the United States com- 
petent authority. This revenue procedure 
does not grant a United States taxpayer the 
right to invoke section 482 of the Code in its 
favor or compel the Service to allocate in- 
come or deductions or grant a tax credit or re- 
fund. If the United States taxpayer accepts 
the decision of the competent authority, the 
decision of the competent authority is not 
subject to judicial review. 

SEC. 5. PROCEDURES TO BE 
FOLLOWED IF THE UNITED 
STATES PROPOSES ALLOCATION 
01. If the Service allocates or proposes to al- 
locate income or deductions attributable to 
transactions involving a United States tax- 
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payer subject to the tax jurisdiction of a treaty 
country, the United States taxpayer should 
request United States competent authority 
consideration. (See Rev. Rul. 76-508, as 
amplified by Rev. Rul. 80-231. Also see sec- 
tion 6 of this revenue procedure for proce-

I 

dures to be followed by the related person if 
any.) 
02. A written request for competent author- 
ity consideration should be submitted as soon 
as the amount of the adjustment is deter— 
mined, communicated in writing to the tax- 
payer; and agreed to by the taxpayer subject 
to competent authority relief. Taxpayers who 
do not agree with the correctness of the ad- 
justment are encouraged to pursue their right 
of administrative review befor the Appeals 
Division before requesting competent au- 
thority relief. 

0.3 The taxpayer must file the written re- 
quest for competent authority consideration 
with the Service office where the United 
States taxpayer’s case is pending. A copy of 
the request must be filed with the Associate 
Commissioner (Operations), Internal Re- 
venue Service, P.O. Box 7799, Washington, DC 20044. However, if the request for com- 
petent authority is not filed until after a suit 
contesting the tax liability of the taxpayer is 
pending in a court in the United States, the re- 
quest should be filed with the Chief Counsel, 
Attention: Associate Chief Counsel (Litiga- 

Internal Revenue Service, 
Washington, DC 20044, and a copy filed with 
the Associate Commissioner (Operations). 
04. The Internal Revenue Service office re— 
ceiving the written request for competent au- 
thority consideration will promptly forward a 
copy of the request, pertinent files, and other 
appropriate information and documents to 
the Associate Commissioner (Operations). 

05. If a request for competent authority con— 
sideration is filed, the Service will postpone 
further examination action on the issues ac- 
cepted for competent authority considera- 
tion, except for cases pending in court and 
other cases in which action must be taken to 
avoid prejudicing the Government’s interest. 
If there are other issues raised during the 
examination and the taxpayer is not in agree- 
ment with these issues, the district director 
will follow the usual pro'cedures and issue the 
taxpayer a thirty-day letter. In preparing a 
protest of the unagreed issues, the taxpayer 
need not include any unagreed issue under 
consideration by the competent authority. 
Following the receipt of the taxpayer’s pro- 
test, appeal procedures shall be initiated with 
respect to those issues not subject to compe- 
tent authority consideration. If the compe- 
tent authorities are unable to resolve the dou- 
ble taxation problem to the satisfaction of the 
United States taxpayer and the taxpayer 
wishes to then pursue other administrative or 
judicial avenues of appeal, the original pro- 
test will then be amended to include the issue 
unresolved by the competent authority. 
06. The United States competent authority 
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will not accept any taxpayer’s request for con- 
sideration of a case that is pending in court 
without Chief Counsel’s consent. If the case is 
pending in the United States Tax Court, the 
Chief Counsel may in appropriate cases re- 
quest the court to delay trial pending compe- 
tent authority action. If the case is pending'in 
any other court, the Chief Counsel will con- 
sult with the Department of Justice about ap- 
propriate action. Final decision on delaying 
trial rests with the court. However, the filing 
of a competent authority request does not re- 
lieve the taxpayer from taking any action that 
may become necessary with respect to litiga- 
tion. On completion of the competent au'thor- 
ity consideration, the taxpayer must reinstate 
litigation if the taxpayer decides to continue 
litigation. 

07. The competent authority request must be 
signed by a person having authority to sign the 
United States taxpayer’s federal tax returns. 
The request must contain a statement that 
competent authority consideration is being 
requested and must include the following in- 
formation: 
(a) a reference to the specific income tax tre- 
aty provisions under which the request is 

made; 
(b) the names, addresses, and taxpayer iden- 
tification numbers of the United States tax- 
payer and all related taxpayers-involved in the 
proposed allocation and the tax year affected; 
(C) the district office which has made or is 
proposing to make the adjustment; 
(d) a description of the control and business 
relationships between the United States tax- 
payer and the related person or persons; 
(6) a statement of the status of the tax liabil- ‘ 

ity of the related person in the treaty country 
for the year or years of the proposed adjust- 
ment; ' 

(f) actions requested of, proposed, or taken 
by the competent authority of the treaty 
country, a description of the pertinent trans- 
actions and the issues and the amount of any 
_correlative adjustment that would have to be 
made to the related person’s income or de- 
ductions if the treaty country competent au- 
thority were to accept the position of the Un- 
ited States; 
(g) the adjustments should be stated in Un- 
ited States dollars and the appropriate foreign 
currency, identifying the conversion method 
used to reconcile the United States entity’s 
books and records with the foreign entity’s 
books and records; 
(h) copies of pertinent foreign income tax re- 
turns, correspondence, briefs, protests, and 
other relevant material (with English transla- 
tion); 
(i) copies of Foreign Tax Credit Computa- 
tion (Forms 1118) that were filed with the tax 
return for each year under consideration; 
(j) copies of powers of attorney on file with 
respect to the United States taxpayer; 
(k) copies of pertinent Forms 2952 (Informa- 
tion Return with Respect to Controlled 
Foreign Corporations), including copies of 
the financial statements and surplus analysis 
required to be filed with the return for each 
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related_entity and for each year under consid- 
eration; and 
(1) on a separate document, a statement that 
the United States taxpayer consents to the 
disclosure to the competent authority of the 
treaty country (with the name of the country 
specifically stated) and the competent author- 
ity’s staff of any or all of the items of informa- 
tion set forth or enclosed in the request for 
competent authority consideration. This 
statement must be dated and signed by a per- 
son having authority to Sign the United States 
taxpayer’s federal income tax returns and is 
required to facilitate the administrative hand- 
ling of the request by the United States com- 
petent authority for purposes of the re- 
cordkeeping requirements of section 6103(p) 

_ 

of the Code. Faillure to provide such a state- 
, 
ment will not prevent the ,United States com- 
petent authority from disclosing information 
under the terms of a tax treaty. See section 
6103(k)(4). 

SEC. 6. NOTIFICATION TO 
RELATED ENTITY 
In any case covered by section 4 or 5 of this re- 
venue procedure, the United States taxpayer 
should either itself take, or advise a related 
person to take, such timely protective action 
as may be necessary with foreign tax au— 
thorities. This includes the staying of the expi- 
ration of the foreign period of limitations on 
the making of a refund or other tax adjust- 
ment, complying with any applicable proce- 
dures of the treaty country for invoking com- 
petent authority consideration, and attempt- 
ing to resist an adjustment or obtain an ap- 
propriate correlative adjustment. 

SEC. 7; CASES RECEIVED FROM 
AND REFERRED TO, FOREIGN 
COMPETENT AUTHORITIES 
01. The United States competent authority 
will not initiate action under this revenue pro- 
cedure with respect to foreign corporations, 
partnerships, or other entities of a treaty 
country. Requests sent to the United States 
competent authority by these taxpayers will 
be referred to the competent authority of the 
treaty country. 
02. When a treaty country competent au- 
thority refers a request for mutual agreement 
to the United States competent authority, the 
United States competent authority will con- 
tact the United States taxpayer and advise the 
taxpayer to comply with this revenue proce- 
dure in order to obtain consideration by the 
United States competent authority. 

SEC. 8. IREV. PROC. 65-17 

Rev. Proc. 65-17, 1965-1 CB. 833, and 
Amendment I of Rev. Proc. 65-17, 1966-2 
CB. 1211, as amplified by Rev. Proc. 65—31, 
1965-2 CB. 1024, provide that the United 

States taxpayer must file a request for the 
treatment provided by Rev. Proc. 65-17 in 
writing with the appropriate district director 
before closing action is taken on the section 
482 issue that forecloses availability of Rev. 
Proc. 65-17. Therefore, if a United States tax- 
payer desires competent authority action and 
the benefits provided by Rev. Proc. 65-17, the 
taxpayer must file a request under Rev. Procl 
65—17 before entering into any closing agree- 
ment or before any other Closing action (as 
defined in section 4.03 of Rev. Proc. 65-31) is 
taken on the section 482 issue. 
Rev. Rul. 82-80, page 7, this [Internal Re- 
venue] Bulletin, states that a United States 
subsidiary, whose taxable income has been 
increased for a tax year because of an alloca- 
tion under section 482 of the Code, may re- 
ceive payment from its foreign parent corpo— 
ration from which, or to which, the allocation 
of income or deductions was made, in an 
amount not in excess 0fthe taxable income in- 
crease without further federal income tax 
consequences. For procedures to be followed 
in applying this position and requirements 
that must be fulfilled to qualify for such treat- 
ment, see Rev. Proc. 65-17. 

SEC. 9. ACTION BY 
COMPETENT AUTHORITY 
01. The United States taxpayer will be 
notified if the facts provide a basis for compe— 
tent authority assistance. The United States 
competent authority will not assist the tax— 
payer if: 
(a) underthefactsandcircumstancesthetax— 
payer is not entitled to such assistance (for 
example, actual or economic double taxation 
does not exist); 
(b) the taxpayer indicates unwillingness to 
accept a competent authority agreement ex- 
cept under conditions that are clearly un- 
reasonable or unfairly prejudicial to the in- 
terests of the United States; 
(c) the taxpayer does not accept the concept 
that competent authority negotiations are a 
government to government activity that does 
not include the taxpayer’s participation in the 
negotiation prOceedings;

' 

(d) the taxpayer does not furnish, upon re- 
quest, sufficient information to determine 
whether the treaty applies to the taxpayer’s 
facts and circumstances, or the taxpayer 
Otherwise fails to act as required by this proce- 
dure; 
(e) the request is from a taxpayer underthe 
jurisdiction of another competent authority 
(see section 7.01 of this revenue procedure); 
or 
(f) the taxpayer has demonstrated an unwil- 
lingness to execute a consent extending the 
period of limitations on assessment of tax for 
the tax year or years under consideration (see 
section 9.02 of this revenue procedure). 
02. If the United States competent authority 
accepts a request for consideration, the Un— 
ited States taxpayer must supply any addi- 
tional information needed to resolve the case 
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and keep the United States competent au-
’ 

thority informed about proceedings in the tre- 
aty country or any other pertinent develop- 
ments. The taxpayer also may be requested to 
execute a consent extending the period of 
limitations on assessment of tax for the tax 
year or years concerned. 
03. If the United States competent authority 
denies assistance, the United States taxpayer 
may ask the Commissioner of Internal Re- 
venue to name a panel and have the panel re- 
view the denial of assistance. The panel will 
notify the taxpayer that the taxpayer may pre- 
sent oral arguments at a hearing, if so desired, 
in support of the taxpayer’s request for com- 
petent authOrity assistance. The decision of 
the panel whether competent authority assis— 
tance should be provided is final and is not 
subject to judicial review. The United States 
competent authority will notify the taxpayer 
of the panel’s decision. If the panel decides 
that the case is suitable for competent author— 
ity assistance, the United States competent 
authority will assist the taxpayer in accor- 
dance with this revenue procedure. 
04. The United States competent authority 
will notify a taxpayer requesting assistance 
under this revenue procedure of any agree- 
ment or partial agreement that the United 
States and the treaty country competent au- 
thority reach with respect to the request. If 
such agreement or partial agreement is not 
acceptable to the taxpayer, the taxpayer may 
withdraw the request for competent authority 
consideration and may then pursue all rights 
to administrative and judicial review other- 
wise available under the laws of the treaty 
country and the United States. 

05. When appropriate, in cases covered by 
sections 4 and 5 of this revenue procedure, the 
taxpayer will be requested to enter into a clos— 
ing agreement reflecting the terms of the 
competent authority in accordance with sec- 
tions 6.07 and 6.17 of Rev. Proc. 68-16, 1968- ‘ 

. 1C.B. 770. 
06. The United States competent authority 
will not grant unilateral relief to a United 
States taxpayer with respect to an adjustment 
to income, deductions, credits or other items 
solely because the period of limitations has 
expired in the foreign country and the compe- 
tent authority of that country has declined to 
grant any relief from double taxation. 

If the period provided by the foreign statute 
of limitations has expired, then the United 
States competent authority may take into ac: 
count other relevant facts and may, 'as a mat- 
ter of discretion , provide unilateral relief with 
respect to the adjustment to the extent nec'es- 
sary to avoid actual or economic double taxa- 
tion of income. Relevant facts include the ab- 
sence of actual or constructive notice of the 
proposed allocation so that the taxpayer 
could not avail itself of any remedies in the 
foreign jurisdiction; the absence of abusive 
tax arrangements in the structuring of the re— 
levant international relationships and trans- 
actions; and the absence of recurring adjust- 
ments. In no event, however, will relief be 
granted where there is fraud or negligence 
with respect to the relevant internatiorial re- 
lationships and transactions. 

Unilateral relief wil generally only be granted 
by the United States in the context of a tax 
treaty used by the other competent authority 

to grant unilateral relief to taxpayers of'that 
country. If an income tax treaty is not in force 
with a particular foreign coutry, then the ser— 
vice wil not provide relief with respect to an 
adjustment because the period of limitations 
of that country has expired. 

SEC. 10. REQUEST FOR RULINGS 
01. Requests for advance rulings about the 
interpretation ._or.applicatiQn of a treaty on 
United States taxation,'as distinguiéhed from 
requests to the United States competent au- 
thority under this revenue procedure or Rev. 
Proc. 77-16, should be submitted to the As- 
sociate Chief Counsel (Technical) in accor- 
dance with Rev. Proc. 80-20, 1980-1 C.B. 

‘ 

633. 

02. The Service does not issue advance rul- 
ings on the effect of the treaty on the tax laws 
of the treaty country for purposes of deter- 
mining the tax of the treaty contry or the 
meaning of a treaty article for that purpose. 

SEC. 11. EFFECTIVE DATE 
This revenue procedure is effective 3 May 
1982. 

SEC. 12._ EFFECT ON OTHER 
DOCUMENTS 
Rev. Proc. 70-18 and Rev. Proc. 79-31 are 
superseded. 

CONFERENCE DIARY 

SEPTEMBER 1982 
36th Annual Congress of I.F.A.: I. The tax 
treatment of interest in international 
economic transactions. II. Taxation of pay— 
ments to non-residents for independent per- 
sonal services. Montreal (Canada), Sep- 
tember 12-17 (English, French, German, 
Spanish). 
Confédération Fiscale Européenne (C. F. E. ): 
Third European Congress of Tax Consultants 
(including: State of tax harmonisation in 
Europe; The application of wealth taxes and 
taxes arising on death to foreign assets and 
liabilities; The practical application of inter- 
national tax provisions (working groups)). 
Aachen (Germany), September 30 to Oc-' 
tober 2 (English, French, German, Spanish). 
Management Centre Europe: International 
Compensation (Briefing) (including: The tax 
element in compensation planning). Brussels 

‘ (Belgium), September 29 — October 1 (Eng- 
lish). 

OCTOBER 1982 
Management Centre Europe: International 
Tax Management (including: Inter-company 
pricing of goods; inter-company licensing; 
service fees; inter-company loans; handling 
of disputes between tax administrations) 
(Seminar). Nice (France), October 11-12 
(English). 

NOVEMBER 1982 
Management Centre Europe: 11th Interna- 
tional Finance Conference: Changes in inter- 
national finance and their implications for 
business (including: Financial and tax incen— 
tives aimed at attracting investments). 
Geneva (Switzerland), November 3-5 (Eng- 
lish). 

DECEMBER 1982 
Management Centre Europe: Taxationpf In- 
ternational Group Companies and Branches 
(including: Taxation of branches ahd sub- 
sidiaries; taxation of shareholders; domestic 
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and tak treaty “anti-avoidance” measures) 
(Seminar). Brussels (Belgium), December 2- 
3 (English). 

OCTOBER 1983 
37th Annual Congress of]. FA. : I; Tax avoid- 
ance/tax evasion. 11. International problems 
in the field of turnover taxation. Venice 
(Italy), October 10-15 (English, French, Ger- 
man, Spanish). 

FOR FURTHER INFORMATION 
PLEASE WRITE TO: 

Confédération Fiscale Européenne 
(C.F.E.): Secrétariat Général, Postfach 
1340, Dechenstrasse 14, D-5300 Bonn 1 
(Federal Republic of Germany). 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, 
Burgemeester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
Management Céntre Europe: Avenue des 
Arts 4, B-1040 Brussels, Belgium. 
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TAXATION IN SUB-SAHARAN AFRICA.‘ 
Part I. Tax policy and administration in Sub- 
Saharan Africa, by Carlos A. Aguirre, Peter S. 
Griffith, and M. Zfihtfi Yficelik. 
Part II. A statistical evaluation of taxation in Sub- 
Saharan Africa, by Vito Tanzi. 
Washington, International Monetary Fund, 
1981‘ 73 pp. 
(B. 13.108) 

PLATT, C.J. 
Tax systems of Africa, Asia and the Middle East. 
A guide for business and the professions. 
Aldershot, Gower Publishing Company, 1982. 
240 pp., £14.50, 
Summary of the taxes on income and capital gains 
in Bangladesh, Botswana, Brunei, Burma, 
Cyprus, Egypt, The Gambia, Ghana, Hong 
Kong, India, Indonesia, Israel, Japan, Kenya, 
Korea (Rep. of), Lesotho, Libya, Malawi, 
Malaysia, Mauritius, Nigeria, Pakistan, 
Philippines, Saudi Arabia, Seychelles, Sierra 
Leone, Singapore, South Africa, Sri Lanka, 
Sudan, Swaziland, Taiwan, Tanzania, Thailand 
and Zambia. 
(B. 13.104) 

Gabon 
MINKO, Henri, 
La fiscalité gabonaise du développemem. 
Bibliothéque Africaine et Malgache, Tbme 
XXXV. 
Paris, Librairie Générale de droit et de 
jurisprudence, 1981. 341 pp. 
Study on the role of taxation in connection with 
the economic development policy in Gabon. 
(B. 13.107) 

South Africa 

DIVARIS, Costa; STEIN, Michael L. 
1981/82 Cumulative supplement to Silke on South 
African income tax (ninth edition). 
Cape Town, Juta & Company Ltd. , 1981. 744 pp. 
This supplement updates the main work. 
(8. 13.110) 
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PLATT, C.J . 

Tax systems of Africa, Asia and the Middle East. 
A guide for business and the professions. 
Aldershot, Gower Publishing Company, 1982. 
240 pp. , £14.50. 
Summary ofthe taxes on income and capital gains 
in Bangladesh, Botswana, Brunei, Burma, 
Cyprus, Egypt, The Gambia, Ghana, Hong 
Kong, India, Indonesia, Israel, Japan, Kenya, 
Korea (Rep. of), Lesotho, Libya, Malawi, 
Malaysia, Mauritius, Nigeria, Pakistan, 
Philippines, Saudi Arabia, Seychelles, Sierra 
Leone, Singapore, South Africa, Sri Lanka, 
Sudan, Swaziland, Taiwan, Tanzania, Thailand 
and Zambia. 
(B. 13.104) 

ASIA & THE PACIFIC 1982. 
Saffron Walden, World ofinformation, 1981.327 
pp. , £15. 
Annual publication on Asia and the Pacific. 
General assessments on the region concerning 
government, industry, construction and 
development, banking and finance, travel and 
tourism in general. Country by country 
information is appended. 
(B. 51.904) 

ECONOMIC AND SOCIAL SURVEY 
of Asia and the Pacific 1980. 
Bangkok, United Nations, 1981. 143 pp., $11. 
This survey is the 34th in a series of reports 
prepared annually by the Economic and Social 
Commission for Asia and the Pacific (ESCAP). 
A major object of these surveys is the analysis of 

_ 
recent economic and social developments in the 
region and of related international 
developments, 
(B. 51.905) 

STRUCTURING ASIA/PACIFIC 
Operations. ‘ 

Organizational Methods in a decade of change. 
Hong Kong, Business International Asia/Pacific 
Ltd., 1981. 239 pp. 
Research report on how U.S., European and 
Asian companies organize for Asian operations. 
Special attention is paid to choosing a 
headquarters site in Bangkok, Hong Kong, 

Honolulu, Kuala Lumpur, Manila, Singapore, 
Sydney and Tokyo, including individual income 
tax and personal security, entertainment and 
cultural activities. 
(B. 51.909) 

Australia 

MANNIX, E.F. 
Tax and the Australian film industry‘ 
Sydney, Butterworths, 1981. 92 pp. 
Brochure describing recent tax legislation to 
further the Australian film industry, including 
the full text of the relevant legislation. 
(B. 51.856) 

China (People’s Rep.) 

XUE MUQIAO. 
China’s socialist economy. 
China Knowledge Series. 
Beijing, Foreign Languages Press, 1981. 316 pp.' 
A theoretical study of China’s socialist economy. 
(B. 51.887) 

ECKLUND, George N. 
Financing the Chinese Government Budget. 
Mainland China, 1950-1959. 
Chicago, Aldine Publishing Company, 1967. 131 
pp. (photocopies). 
Overview of financial developments in China 
during 1950 to 1959. Taxation revenue aspects 
are dealt with. 
(B. 51.916) 

Hong Kong 
HONG KONG. 
Second Edition. 
Hong Kong, The Hong Kong and Shanghai 
Banking‘Corporation, 1981. 52 pp. 
Booklet in the Business Profile series providing 
information on the business climate (company 
registration, securities, trade and industry), 
taxation, banking and finance in Hong Kong. 
(B. 51.884)

' 

India 

CHATURVEDI, K.; PITHISARIA, SAM; 
CHATURVEDI, M.K. 
Chaturvedi & Pithisaria’s Income tax law. 
Third edition. Vol. 1. The Income-tax Act, 1961. 
Secs. 1 to 35E. 
Calcutta, Eastern Law House, 1981. 1152 pp. , 

$40. 
Third revised edition of V01. 1 of anticipated 6- 
volume work containing detailed commentary on 
income-tax law in India. 
Volume 1 gives the text ofsections 1 to 35E ofthe 
Law as amended as of 31 October 1981. Related 
rules, departmental circulars and other allied 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



provisions have been indicated, explained and/or 
extracted at appropriate places. Reference to 
case law is up to date including 131 Income-tax 
Reports, and up to July 1981 in case of other law 
reports. 
(B. 51.912) 

CHATURVEDI, K.; PITHISARIA, S.M. 
Income-tax rulings. 
Volume 2. 
Calcutta, Eastern Law House, 1980. 1028 pp. 
Volume 2 of a series containing a collection of 
rulings from almost all the leading Indian courts, 
but also by the Privy Council, House of Lords, 
Court of Appeal, King’s and Queen’s Benches, 
Chancery Division, Court of Sessions, etc. of 
England, Australia, U.S.A., Pakistan and other 
countries. This volume comments on Sections 28 
to 36 of the Income-tax Act 1961. 
(B. 51.913) 

CHATURVEDI, K.; PITHISARIA, S.M. 
Income-tax rulings‘ 
Volume 3. 
Calcutta, Eastern Law House, 1981. 1030 pp. 
Volume 3 of a series containing income tax 
rulings, with reference to case law and official 
recommendations of committee reports. This 
volume has been compiled to serve as a separate 
reference book on the subject of general business 
expenditure (allowances and disallowances for 
business expenditure deductions). 
(B. 51.914) 

SUNDARAM, V.S. 
Commentaries on the Law of Income Tax in 
India. , 

Golden Jubilee. Eleventh edition. 
Vol. IV. Sections 265 to end. 
Allahabad, Law Publishers 1981. 1475 pp. 
Volume IV of the Golden Jubilee (llth) edition 
in 4 volumes contains detailed comment on 
income-tax law in India. Volume IV covers 
sections 265 to the end of the income-tax law and 
full text of by-laws in the appendices. 
(B. 51.922) 

SANJ IVA ROW 
The Registration Act. 
(Act No. XVI of 1908) (as amended up to date). 
Being an exhaustive and critical commentary on 
the Act, with State Amendments and Table of 
Registration Fees (Central & States). 7th edition. 
Revised by B. Malik and MC. Desai. 
Allahabad, Law Publishers, 1982. 1039 pp. 
Comprehensive handbook describing Indian 
registration fees (central and states), with 
reference to case law. 
(B. 51.924) 

SETHI, R.B. 
Banking Regulation Act, 1949. (Act No, 10 of 
1949) as amended up to date. 3rd edition. 
Delhi, Delhi Law House, 1981. 238 pp. 
Annotated text ofthe banking regulation act and 
by-laws. 
(351.923) 

Indohesia 

SOEPARTONO, Wis'noe. 
Pajak perseroan (PPS) khusus tentang. 
Verzameling van beslissingen (VVB). 
No.: 230 s/d 256. N0. 276, 296, 316 dan 324. 
Jakarta, Berita Pajak, 1981.413 pp. 
Indonesian translation of tax court decisions on 
corporate income tax decided during Dutch 

goVernment administration which are still of 
importance. 
(B. 51.920) 

Malaysia 

LAPORAN TAHUNAN JABATAN 
hasil dalam negeri 1977-1979 
Kuala Lumpur, Director-General of Inland. 
Revenue, 1981. 89 pp. 
Annual report of the Department of Inland 
Revenue 1977—1979. ’ 

(B. 51.907) ‘ 

Nepal 

INVESTING IN INDUSTRY IN 
Nepal 1980. 
Kathmandu, Industrial Services Centre, 1980. 28 
PP. A summary of industrial potential, investment 
procedure and supporting institutions to develop 
industry in Nepal. 
(B. 51.879) 

Taiwan 

TAXES IN TAIWAN, 
Republic of China. 
Taipei, Industrial Development and Investment 
Center, 1981. 35 pp. 
(B. 51.894) 

ECONOMIC PROGRESS & 
invgslment climate in Taiwan , Republic of China. 
Taipei, Industrial Development & Investment 
Center, 1981. 24 pp. 
(B. 51.895) 

INDUSTRIAL INVESTMENT 
opportunities in Taiwan, Republic of China. 
Taipei, Industrial Development and Investment 
Center, 1981.6 pp. ' 

(B. 51.893) 

Thailand 

THAILAND. 
Second Edition. - 

Hongkong, The Hongkong and Shanghai 
Banking Corporation, 1981. 28 pp. 
Booklet in the Business Profile series providing 
information on the country and its people, its 
resources and economic performance, incentives 
and taxation. 
(B. 51.885) 

AMERICA 

Bolivia 

MUSGRAVE, Richard A. 
Fiscal reform in Bolivia. 
Fiscal report of the Bolivian Mission on Tax 
Reform. 
Cambridge, The Law School of Harvard 
University, 1981. 597 pp., $ 18.00. 
Revised report of the Musgrave Mission to the 
Bolivian government with respect to the study of 
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fiscal reform in Bolivia (including a description of - 

the economic setting of the fiscal reform study, 
the taxation of agriculture, property tax, taxation 
of gifts and inheritances, etc.). 
(B. 18.135) 

Brazil 

TAXATION IN BRAZIL. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1981.74 pp. 
General introduction to the Brazilian tax system 
in the International Tax and Business Service 
series prepared by Deloitte Haskins & Sells. 
(B. 18.136) 

Canada 
SALYZYN, Vladimir. 
Canadian income tax policy. . 

An economic evaluation. Second edition. 
Don Mills, CCH Canadian Ltd., 1980. 251 pp. 
Description of the role of economic principles of 
income taxation in Canada. The principal goals 
in designing an optimal income tax for revenue- 
raising purposes are neutrality and equity in each 
of the tax bases, the identification of the taxpayer, 
and the setting of tax rates. A number of criteria 
for an optimal tax system are described in this 
book. 
(B. 103 .802) 

TAITZ, Allan. 
Corporation capital tax in Canada. 
Don Mills, CCH Canadian Ltd., 1980. 197 pp. 
Monograph explaining the liability of a 
corporation to capital tax in each of the 5 taxing 
provinces in Canada: British Columbia, 
Manitoba, Ontario, Quebec and Saskatchewan. 
(B. 103.806) 

BEAM, Robert E. , 

LAIKEN, Stanley N. 
Introduction to federal income taxation in 
Canada. Commentary and problems. 1981-82 
edition. 
Don Mills, CCH Canadian Ltd., 1981. 622 pp. 
Textbook presenting the major provisions of the 
income tax act as organized in the Act, rather 
than organized by topic. 
(B. 103.803) 

DOMINION TAX CASES. 
Volume 35. 
Cited 81 DTC. 
Don Mills, CCH Canadian Ltd., 1981, 1982. 1374 
PP- 
Full text of all reported judgements on federal tax 
questions as received in 1981 from the Tax 
Review Board and the Federal Courts. 
(B. 103.841) 

SALES-TAX GUIDE - 

Canada. 
3151 Edition. 
The Law, Departmental Memoranda, Rulings, 
Bulletins and Circulars organized and explained. 
Revised to August, 1981. 1166 pp- 
Guide designed to provide information for 
answering sales and excise tax prOblemS. Factual 
statements of conclusions based upon the Act, 
Regulations, Departmental Memoranda, 
Circulars, Bulletins, Rulings and case law 
released to date are-incorporated- 
(B. 103.801) 
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QUEBEC CORPORATION AND 
income tax legislation, including mining duties. 
19th edition. 
Amendments consolidated to 1 March 1981. 
Don Mills, CCH- Canadian Ltd., 1981. 584 pp. 
Full texts, of the following Quebec statutes as 
amended to date: the Taxation Act, the Taxation 
Act Application Act, the Ministére du Revenu 
Act, the Mining Duties Act and the Fiscal 
Incentives to Industrial Development Act of 
Quebec. This includes the logging tax and gift tax. 
(B. 103.804) 

QUEBEC SALES TAX WITH 
related taxes. 
12th edition. 
Amendments consolidated to 15 March 1981. 
Don Mills, CCH Canadian Ltd., 1981. 107 pp._ 
Full texts of the following Quebec statutes: 
Amusement Tax Act, Meal and Hotels Tax Act, 
Retail Sales Tax Act, Fuel Tax Act, Tobacco Tax 
Act, Telecommunications Tax Act and the 
Broadcast Advertising Tax Act. The texts of the 
regulations and rulings thereto are also 
reproduced. 
(B. 103.807) 

ONTARIO CORPORATION AND 
income tax legislation including mining taxes and 
small business development corporations. 
20m Edition. 
Amendments consolidated to August 15, 1980. 
Don Mills, CCH Canadian Ltd., 1980. 193 pp. 
Consolidated texts of the Corporation Tax Act 
1972, the Income Tax Act, the Mining Tax Act 
1972 and the Small Business Development 
Corporations Act 1979 as amended, effective in 
Ontario.

' 

(B. 103.805) 

Central America 

COMPENDIO DE'LA LEGISLACION 
centroamericana dc incentivos fiscales a1 
desarrollo industrial. 
Guatemala, Secretaria permanente del tratado 
general de integracién econémica 
centroamericana, 1978. 176 pp.‘ 
Central American legislation on tax incentives 
relating to industrial development. 
(B. 18.144) 

ANALISIS DE LA LEGISLACION 
de fomento industrial en Centroamerica. 
Guatemala, Secretaria permanente del tratado 
general de integracién econémica 
centroamericana (SIECA), 1977. 119 pp. 
Analysis of industrial incentive legislation in 
Central America. 
(B. 18.143) 

LEGISLACION RELACIONADA CON 
el tratamiento a la inversién extranj era en los 
paises centroamericanos. 
Guatemala, Secretarial permanente del tratado 

- general de integracién econémica 
centroamericana (SIECA), 1978. 177 pp. 
Legislation on foreign investments in the Central 
American countries. 
(B. 18.142) 

SITUACION JURIDICA DEL 
petroleo y sus derivados en Centroamericana. 
Guatemala, Secretan’ a permanento del tratado 
general de integracién econémica 
Centroamericana, 1975. 196 pp. 
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Legislation on oil and its by-products in Central 
America. 
(B. 18.141) 

Colombia 

INFORME ESTADISTICO 
anual 1980. 
Bogota, Ministerio de Hacienda y Credito 
Pfiblico, 1980. 130 pp. 
Annual statistical report 1980 (of the Ministry of 
Finance). 
(B. 18.145) 

Ecuador 

MORALES QUIROZ, José Adolfo. 
Compendio esquemético del cédigo tributario. 
Segunda edicién.

I 

Quito, Publicaciones de Legislacién Cia., 1981. 
198 pp. 
Discussion and charts referring to the principal 
rules in the Ecuadorian Tax Code. This Code 
refers to general rules of taxation but does not 
include particular taxes. 
(B. 18.151) 

Guam 
DEVELOPMENT OPPORTUNITIES 
in the territory of Guam. 7 

Washington, Office of Economic Adjustment, 
1981. 85 pp. 
Report focussing on development opportunities 
in Guam which can be implemented immediately. 
(B. 518%) 

Guatemala 

INDICACIONES E INSTRUCCIONES 
de la Declaracién Jurada de Renta. 
Impuesto sobre la renta. 
Guatemala, Ministerio de Finanzas Pfiblicas, 
1981. 20 pp. 
Instructions on how to file income tax returns. 
The individual income tax tables are included. 
(B. 18.138) 

Mexico 

PRINCIPALES LEYES Y 
Regulaciones que afectan a la inversién 
extranjera en Mexico. 
Mexico, Direccién general de asuntos 
hacendarios internacionales, 1981. 21 pp. 
Summary of the most important legal provisions 
re foreign investment within Mexico. 
(B. 18.134) 

Paraguay 

MERSAN, Carlos A. 
Jornadas Congresos y jurisprudencia nacional. 
Temas tributaries. 
Asuncion, Editora Litocolor, 1981. 212 pp. 
Collection of reports submitted by the author to 
several meetings and conferences. Some court 
rulings are also included.

' 

(B. 18.137) 

United States 

1982 U.S. EXCISE TAX GUIDE. 
Chicago, Commerce Clearing House, Inc. , 1982. 
235 pp., $ 6.00. 
Updated guide to reflect the excise tax provisions 
with reference to ruling and court decisions. 
The Economic Recovery Tax Act' 1981 and the 
Black Lung Benefits Revenue Act 1981 are dealt 
with.

_ 

(B. 103.835) 

PI'ITMAN, Mary T. 
Reports of the United States Tax Court. 
October 1, 1979, to March 31, 1980. 
Volume 73. (Cite 73 T.C.). 
Washington, Government Printer, 1980. 1300 

Bolund volume containing U.S. Tax Court 
decisions. 
(B. 103.866) 

PI'ITMAN, Mary T. 
Reports of the United States Tax Court. 
April 1, 1980, to September 30, 1980. 
Volume 74. (Cite 74 TC.) 
Washington, Government Printer, 1980. 1623 

Bo'und volume containing U.S. Tax Court 
decisions. 
(B. 103.881) 

PITTMAN, Mary T. 
Reports of the United States Tax Court. 
January 1, 1981,10 June 30, 1981. 
Volume 76. (Cite 76 T.C.). 
Washington, Government Printer, 1981, 1202 

Bound volume containing U.S. Tax Court 
decisions. 
(B. 103.854) 

1982 U.S. MASTER TAX GUIDE 
for returns of 1981 income. The American Tax 
Institute in Europe. 
Chicago, Commerce Clearing House Inc., 1981. 
559 pp. 
Guide for filing 1981 individual and corporate 
mcome tax returns. 
(B. 103.820) 

THEURER, Martin. 
Rechtsfragen beim 
Grundstfickserwerb in USA. 
Zweite, neubearbeitete Auflage.

' 

New York, German-American Chamber of 
Commerce, 1981. 111 pp,, 39 DM. 
Second revised edition of monograph dealing 
with legal aspects arising from the acquisition of 
real property in the U.S.A. by non—resident 
individuals and corporations, including 
consideration of the tax aspects. 
(B. 103.748) 

BOCK, Russell S. 
1982 Guidebook to California taxes. 
With special emphasis on relationship to federal 
taxes. 33rd edition. 
Chicago, Commerce Clearing House, Inc. , 1981. 
467 pp., 3 10. - . 

Description providing a readable quick reference 
guide for the personal income tax, the taxes on 
corporate income, the inheritance tax and gift tax ' 

levied in California. 
(B. 103.833) 
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1982 GUIDEBOOK TO 
New York Taxes. 
Chicago, Commerce Clearing House, Inc., 1982. 
363 pp‘, 3; 10. 

>

' 

Quick reference guide to the taxes levied by the 
State of New York, e. g. corporation'franchise 
income tax, personal income tax, estate tax, gift 
tax, sales and use taxes and New York city taxes 
including taxes on property. 
(B. 103.834) -. 

BUCHANAN, James M.; 
WAGNER, Richard E. 
Fiscal responsibility in constitutional democracy. 
Studies in public choice. No. 1. 
Leiden, Martinus Nijhoff, 1978. 180 pp. ‘ 

Papers presented at a conference on “Federal 
Fiscal Responsibility" held'in March 1976 
examining the way in which political 
considerations influence the macroeconomic 
aspects of budgetary policy. 
(B. 103.764) 

1980 PROCEEDINGS OF THE 
seventy-third annual conference on taxation held 
under the auspices of the National Tax 
Association - Tax Institute of America at New 
Orleans, Louisiana, November 16-20, 1980. 
Columbus, National Tax Association; 1981. 346 
pp., $ 20.00. 
Full text of papers presented at the Conference 
including: Underground Economy: What can 
and should be done: the Federal Role, by Daniel 
C. Harris; the State Role, by Leon Rothenberg. 
(B. 103.830) . 

EUROPE 

Austria 

FELLNER, Karl; FELLNER, Karl-Werner. 
Finanzstrafgesetz. 
Vienna, Selbstverlag, 1975. 
Loose-leaf commentary providing the text of the 
Austrian fiscal criminal law and related statutes, 
as well as an extensive explanation thereto. The 
basic volume consists of two binders and is 
updated regularly. 
(B. I03.840) 

Belgium 

GRIMM, D.; KELLEY, P.L.; 
OHLINGER, T.; AUBERT, }.F.; 
QUERTAINMONT, P. 
Les problémes financiers dans 
I’Etat régionalisé. Etudes de 
droit belge et de droit comparé.~ 
Brussels, Etablissements Emile Bruylant, 1981. 
144 pp. 400 Bfrs. 
Study of public finance of federally organized 
countries and their taxation resources by various 
contributors. Countries covered are Belgium, 
German Federal Republic, Austria, Switzerland 
and the USA. 
(B. 103.750) 

Bulgaria 

ECONOMIC OUTLOOK 
PR Bulgaria 1981. 
Sofia, Bulgarian Chamber of Commerce and 
Industry. 1981. 31 pp. 

Considerations of legal protection for industrial 
property of foreign citizens in Bulgaria. 
(B. 103.759) 

Common Market (EC) 
CASE OF THE COURT OF JUSTICE 
of the European Communities of 15 September 
1981. 
Luxembourg, Court of Justice of the European 
Communities, 1981. 40 pp. 
National taxes on the allowances paid to 
Members of the Parliament. Case 208/80. 
(B. 103.609) 

HERTRICH, Eduard Peter. 
Die Besteuerung der 
Auslandsinvestitionen von 
deutschen Personenunternehmen und 
Kapitalgesellschaften in der EG, 
insbesondere dargestellt am Beispiel 
von Direktinvestitionen~ in Frankreich 
und den Niederlanden. 
Europz‘iische Hochschulschriften, Reihe V. 
Frankfurt, Verlag Peter Lang, 1977. 232 pp., 
40 Sw.Frs. 
Study of the principles of taxation of foreign 
investment by German enterprises in the EC 
Member States, with emphasis on direct 
investment in France and the Netherlands. The 
author discusses the tax aspects as applied under 
both German national law and the law of the 
other country. 
(B. 103.733) 

PROCEDURE VAN VOORAFGAANDE 
informatie en raadpleging 0p belastinggebied. 
(Voorstel voor een beschikking van de Raad). 
Brussels, Commissie van de Europese 
Gemeenschappen, 1981.4 pp. 
Proposals for a decree of the Council to introduce 
a procedure for advance information and mutual 
consultation in tax matters in connection with tax 
harmonization developments (in Dutch). 
(B. 103.730) 

France‘ 

TURQ; André; TURQ, Frangois; 
CHEFDEVILLE, Jacques; MENARD, Michel. 
Fiscalité de l’entreprise. Etudes de cas‘ 
Paris, Editions Sirey, 1981. 220 pp., 70 Fr.Frs. 
Textbook on the taxation of enterprises using 
case studies. 
(B. 103.783) 

MEMENTO PRATIQUE FRANCIS 
Lefebvre. Fiscal 1982. 
A jour au 15 avril 1982.

‘ 

Paris, Editions Francis Lefebvre, 1982. 1212 pp. 
Annual guide for 1982 containing explanation of 
the French tax law as of 15 April 1982. 
(B. 103.889) 

CIAUDO, Elizabeth. 
La fiscalité de l’urbanisme et 
l’aménagement régional du 
territoire frangais. 
Bibliothéque de science financiére. 
Tome XVIII. 
Paris, Librairie Générale de droit et de jurispru- 
dence, 1981. 
342 pp., 195 Fr.Frs. 
Study ofthe taxes levied in cities (with references 
to New York, Tokyo, Milan, etc.) and investiga- 
tion of regional planning. 
(8.103.756) 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

German Federal Republic 
KNOBBE-KEUK, Brigitte. 
Bilanz- und Unternehmenssteuerrecht. 
3. fiberarbeitete und erweiterte Auflage. 
Cologne, Verlag Dr. Otto Schmidt, 1981.617 pp. 
Third updated edition of a source book giving a 
detailed systematic explanation of the legal 
provisions concerning the balance sheet and the 
taxation of companies in Germany, including 
many practical examples and references to case 
law and literature and a chapter discussing 
inheritance and gift tax treatment in the case of 
transfers of shares. ' 

(BA 103.836) 

STRICKRODT, Georg; GUNTER WOHE, H.C.; 
FLAMIG, Christian; FELIX, Gfinther; 
SEBIGER, Heinz. ‘ 

Handwérterbuch des Steuerrechts. . 

2. , neubearbeitete und'erweiterte Auflage. 
Munich; Verlag C.H. Beck, 1981. 1758 pp. 
Tax law dictionary explaining tax concepts 
arranged in alphabetical order in two volumes. 
The material is up to date as of mid-1981. 
(B. 103.809) 

TIPKE, Klaus. 
Steuergerechtigkeit in Theorie und Praxis. 
Vom politischen Schlagwort zum 
Rechtsbegriff und zur praktischen Anwendung. 
Cologne, Verlag Dr. Otto Schmidt, 1981 . 196 pp. 
Theoretical study on the concept of “fiscal 
justice”, explained on the basis of a theory, 
developed by the author, of the justice oflaW'in

’ 

general and as opposed to the concept of “tax 
positivism” and the political meaning of the term. 
The author explains his ideas by numerous 
examples taken from various German tax laws. 
(B. 103.793) 

SEUTTER, Klaus. 
Unternehmungsaufgabe und Ertrag- 
steuern. 
Schriften des Fachbereichs 
Wirtschufts- und Organisationswissen- 
schaften. Band 2. - ~

. 

Cologne, Carl Heymans Verlag, 1981. 180 pp., 
60 DM. ' 

. . 

Monograph discussing the income tax aspects of 
liquidation of a business enterprise, including a 
discussion of the various options available under 
the income tax law, e.g. immediate or deferred 
taxation of hidden reserves. 
(B. 103.752) 

ZIEMER, Herbert; KALBHENN, Heinz; 
FELIX Giinther. 
Fundheft fiir Steuerrecht. 
Leitsétze der Entscheidungen - 

Literatun‘ibersicht , Nachweis 
der Verwaltungsvorschriften. - 

Band 28: 1980. 
Munioch, Verlag CH. Beck, 1981. XVI + 415 
pp., 188 DM. 
Annual source book for tax law for 1980 referring 
to articles and other publications, case law, ad- 
ministrative regulations, theses, etc., dealing 
with nearly all aspects of taxation in Germany, as 
well as an overview of articles on tax law in 
foreign countries published in the German lan- 
guage. 
(B. 103.823) 

HANDBUCH ZUR LOHNSTEUER 1982. 
Tabellenband. 
Schriften des Deutschen 
Wissenschaftlichen Steuerinstituts 
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der Steuerberater und Steuer- 
beVollmfichtigten E.V. 
Munich, Verlag CH. Beck, 1981. 360 pp., 
68 DM. 
Annual monograph containing all tax tables re- 
levant to the West German wage tax, as effective 
on 1 January 1982. 
(B. 103.797) 

STEUERBERATERKONGRESSREPORT 1981 . 

Deutscher Steuerberaterkongress 1981 
der Bundessteuerberaterkammer. 
Ansprachen, Referate, Diskussionen. 
Munich, Verlag C.H. Beck, 1981. 430 pp. , 

86 DM. 
Annual Tax Advisors’ Congress Report of 1981 
containing the text of the proceedings, lectures 
and debates on such toppics as current tax and 
financial-political questions, business property 
versus private property, recent case law with re- 
spect to German VAT law and the negative capi- 
tal account. 
(B. 103.751) 

HERTRICH, Eduard Peter. 
Die Besteuerung der Auslands- 
investitionen von deutschen Personen- 
untemehmen und Kapitalgesellschaften 
in der EG, insbesondere dargestellt am 
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Montreal 1982 I 

MAX LAXAN 
Président de I'IFA 

Appelé é BERLIN, l’an dernier, 51 succéder £1 Alun 
DAVIES, je m’adresse pour la premiére fois aux lec- 
teurs du Bulletin de Documentation Fiscale Inter- 

nationale at, $1 travers cette livraison spéciale, que 
chaque congressiste trouvera dans sa serviette, a l’en- 
semble des adhérents de notre association. Je voudrais 
tout d’abord saluer K.V. ANTAL, qui vient de quitter, 
afiré§fifiinze apnées de dévotion 2‘1 565 fonctions, 1a pré— 

sidence du C‘uratorium du Bureau International de 
Documentation :Fiscale et adresser mes voeux les plus 
sincéres a son successeur, le professeur A. NOOTE— 
BOOM, qui a été choisi pour lui succéder et dor'lt j’ai eu 
plaisir 51 prononcer la nomination. C’est aussi pour moi 
’occasion de souligner 1a grande qualité de la documen- 
tation et des études que le Bureau met £1 1a disposition des 
fiscalistes du monde entier, sous l’active direction de J. VAN HOORN et de son équipe, pour le plus grand 
renom de notre association. 
Je dois maintenant, selon l’usage, présenter aux lecteurs 
du Bulletin le programme de notre trente-sixiéme Con- 
grés. 
En 1981, nous avons tenu notre réunion é l’avant-poste 
du monde occidental, dans une ville qui est le témoig- 
nage vivant de la division de notre planéte. Cette année, 
nous portant 2‘1 qu‘elques milliers de kilometres 51 l’Ouest‘, 
nous tiendrons congrés, 2‘1 l’invitation du groupement 
canadien, dans une des villes les plus attachantes du con— 
tinent américain, et dans un pays jeune qui a su‘concilier 
avec bonheur les deux cultures dont il est dépositaire. 
Aprés les déchirements de la vieille Europe, 1e creuset de 
civilisations du Nouveau Monde . . . 

Les deux thémes d’études qui nous sont proposés revé- 
tent un grand intérét et une réelle actuahté dans la me- 
sure Oil 115 Concernent les deux facteurs pnnclpaux du 
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développement des échanges internationaux, 2‘1 savoir 1a 
circulation des capitaux et celle des hommes. Sans doute, 
2‘1 travers l’un et l’autre sujets, ne s’agit-il que d’un cas 
particulier de mise en oeuvre de ces facteurs. Cependant 
’internationalisation croissahte du financement des en- 
treprises comme le développement des technologies 
modernes donnent aux problémes qu1 seront traités 2‘1 

MONTREAL une importance et un relief certains. 
Le premier sujet, je le rappelle, concerne le régime fiscal 
des intéréts des préts dans les relations transnationales. 
D’intéressantes contributions ont été apportées £1 l’exa— 
men de cette question 51' l’occasion de congrés précé- 
dents. J c citerai par example les études relatives 31 l’im— 
position des entreprises apparentées en 1971 , £1 l’égalité 

de traitement entre investisseurs résidents et étrangers 
en 1978 on encore, l’an dernier, aux mesures unilatérales 
tendant 2‘1 éviter 1a double imposition. Mais i1 était as- 
surément utile de procéder 2‘1 un examen pxhaustif du 
probléme et i1 faut savoir gré au Prof. HOHN d’avoir 
magistralement ordonné, avec beaucoup de clarté, dans 
son rapport général, les différentes questions 56 rappor- 
tant au sujet et d’en avoir effectué une brillante synthése. 
La principale difficulté provient de la circonstance que la 
plupart des pays entendent percevoir un impét 2‘1 1a fois 

sur le montant des intéréts versés a des non-résidents et 
sur les intéréts regus par leur propres résidents. On as- 
siste, de ce fait, é l’application simultanée du principe de 
la source et du principe du domicile. Dans la plupart des 
cas, et notamment entre pays industrialisés, ce conflit se 
résoud dans le cadre de conventions internationales qui 
organisent en quelque sortelevpartage de la matiére'i‘mé

" 

pOSable entre les deux administrations fiscales intéres- 
sees. 
Ce partage s’effectue le plus souvent dans des conditiéhs 
conformes aux recommandations des conventions m0- 
déles del’O.C.D.E. et del’O.N.U. Dans ce cadre cepen- 
dant, l’impét payé 51 1a source — et qui frappe le revenu 
brut — ne peut pas toujours étre imputé en totalité sur 
l’impét dfi dans le pays de résidence, qui s’applique 2‘1 l’in- 
térét net: i1 subsiste alors une double imposition par- 
tielle. A l’inverse, c’est une exonération partielle qui 
peut intervenir lorsque l’imputation forfaitaire excéde 
l’impét reéllement payé 511a source, dans le cadre de rela- 
tions entre pays développés et pays en voie de dévelop- 
pement. 
'A défaut de conventions internationales, de nombreuses 
dispositions unilatérales portent reméde 511a double im- 
position des revenus des capitaux prétés‘. En bref, les dis- 
positions prises au plan international on an plan interne 
assurent aux dispositifs fiscaux qui enserrent les mouve- 
ments de capitaux une neutralité assez satisfaisante et ne 
constituent pas un obstacle au financement des investis— 
sements. 
Les difficultés résiduelles concernent plutét l’exigence, 
pour l’élimination de la double imposition, de la confor- 
mité aux taux du marché de l’intérét servi au créancier, 
notamment entre sociétés apparentées: l’assimilation 

des intéréts réputés excessifs 21 des dividendes peut con— 
duire r21 une surcharge fiscale, surtout lqrsque les con- 
séquences de cette qualification ne sont pas entiérement 
reconnues par l’administration fiscale du pays du 
domicile. 
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Le second sujet soumis 2‘1 nos réflexions concerne 1e ré- gime fiscal applicable 511a rémunération des services ren- dus par un non-résident 'dans le cadre d’une activité in- dépendante. Le dépouillement des vingt-quatre rap- ports nationaux et l’analyse trés pcrtinente et trés appro- fondie qu’a faite du sujet, sous ses différents aspects, le rapporteur général, M. Gérard COULOMBE, permet- tent de cerner trés complétement les problémes que peut rencontrer un prestataire de service exergant ses activités dans un pays étranger. Il faut noter d’abord, dans les 
‘ législations nationales, d’intéressantes convergences, spécialement en ce qui concerne les critéres permettant dc distinguer l’activité exercée 2‘1 titre ‘indépendant de celle exercée en qualité de salarié, méme lorsque ces deux types d’activités sont développés de fagon con— comitante. ' 

Par contre les conditions d’imposition des services ren- dus par un non-résident dans le cadre d’une activité in- 
dépendante varient considérablement d’un pays 2‘1 

l’autre. Aux deux extrémes on reléve la subordination de l’imposition 2‘1 l’existence d’un établissement stable et, 51 l’inverse, l’extension de la taxation '21 tous les services 
I 

rendus 2‘1 un résident ou this a sa charge. Mais on‘trouve, en fait, toutes les combinaisons possibles en fonction de l’endroit oil 16 service est rendu, utilisé ou rémunéré. Les modalités d’imposition sont égalem‘ent trés, diverses, méme si la pratique d’une retenue 2‘1 la Source est généralement observé. 
L’application de la convention modéle de l’O.C,.D.E., qui prévoit l’imposition au profit de l’Etat de la résidence des'revenus de ce type, sauf si le contribuable dispose dans l’autre Etat de fagon habituelle d’une base fixe, est d’une application de plus en plus générale, du moins entre pays industrialisés. De méme, s’agissant d’artistes ou de sportifs, la conception plus extensive du droit d’im- poser reconnue. 2‘1 l’Etat d’exercice de l’activité selon la méme convention est largement suivie. De la sorte, le bon fonctionnement des conventions a réduit, de fagon 'satisfaisante, le nombre des cas de double imposition. Il reste, comme le souligne le rapporteur dans ses proposi- 
tions, qu’il serait souhaitable de parvenir 2‘1 une harmoni- sation plus poussée des régimes d’imposition en vigueur dans les différents pays. D’autre part 16 caractére for- 
faitaire de certains prélévements ne devrait pas excéder la capacité .contributive réelle des prestataires de ser- 
v1ces. 
La qualité des travaux présentés par les rapporteurs généraux, avec l’aide de leurs collégues nationaux, la rigueur de leurs analyses et le soin apporté 511a formula- tion de 'leurs conclusions doivent permettre que s’in- staure, 2‘1 MONTREAL, sur les deux sujets retenus, un débat approfondi et enrichissant. ' 

Pour compléter le programme, trois séminaires pre- ndront place an Congrés de MONTREAL. Le premier développera les objectifs et les conséquences du systéme d’imputation et devraitdonner lieu 2‘1 des échanges de vues doctrinaux et pratiques des plus vifs. Le second mettra en lumiére les aspects récents de l’évolution de la législation fiscale canadienne et sera l’occasion pour les participants de recueillir 2‘1 la source une documentation du plus grand intérét. Le dernier, enfin, traitera du pro-\ jet de convention a intervenir entre le, Canada et les 
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Etats-Unis: méme s’il intéresse au premier chef les res- 
sortissants des deux pays, il sera certamement su1v1 avec attention par un grand nombre de congressmtes. 
11 me reste 21 former des voeux chaleureux pour la pleine 
réussite, au plan scientifique comme au plan amical, du Congrés de MONTREAL. 

The Congress 
of Montreal 1982 
For the first time since I took over from Alun DAVIES in Berlin last year, I address the readers of the Bulletin for 
interizational fiscal documentation. Through this special 
issue, which everyone attending the congress will find in

_ his congress kit, I also address all the members of our as- 
sociation. - 

First of all I would like to say farewell to Mr. K.V. ANTAL, who has just resigned as president of the Board 
of Trustees of the International Bureau of Fiscal Documentation after 15 years of dedicated work. I ex- tend a hearty welcome to his successor, Professor A. NOOTEBOOM, who was chosen to succeed him and whose nomination I have ratified with pleasure. I also 
take this opportunity to emphasize the high quality of the documentation and studies that the Bureau, under the 
active guidance of Mr. J. VAN HOORN and his st_aff, of- 
fers tax experts all ove_r the world, thus enhancmg the fame of our association. 
As usual, I will now present the programme of our 36th 
congress to the readers of the Bulletin. 
In 1981 we held our meeting at one of the outposts of the 
western world, in a city which is the living witness of the 
division of our planet. This year we are holding our cqn- 
gress several thousand kilometers further west, at the 1n- 
vitation of the Canadian chapter, in one of the most at- 
tractive cities of the American continent and in a young country which has understood how to .reconcile harmoni- 
ously the two cultures which it compnses. After the torn Old Europe, the cultural melting pot of the New World. . . 

We are offered two subjects of great interest, which are 
especially topical as they concern two main factors in the development of international relatlons, namely the flow 
of capital and the movement of persons. In fact, both- 
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subjects show only a specific aspect of the operation of 
these factors. However, the increasing internationaliza- 
tion of enterprise financing as well as the development of 
modern technology invest the problems which will be 
dealt with in MONTREAL withan indisputable impor- 
tance and significance. 
The first subject concerns the tax regime of interest on 
transnational loans. At previous congresses interesting 
contributions have been made to the study of this matter. 

‘ 

I would mention, for example, the studies on the taxa- 
tion of related corporations in 1971, differences in fiscal 
treatment between local and foreign investors in 1978 
and, last year, unilateral measures for the avoidance of 
double taxation. But it would certainly be useful to un— 
dertake an exhaustive stydy of the problem and we must 
be grateful to Prof. HOHN for having arranged with 
great clarity the various questions on the subject in his 
general report and also for having brought about a bril- 
liant synthesis. 

'

- 

The main problem arises from the fact that most coun- 
- tries want to receive taxes both on the amount of interest 
paid to non—residents and on the interest received by 
their own residents. Thus, the principles of source and 
domicile are simultaneously applied. In most cases, and 
especially between industrialized countries, this conflict 
is resolved through the conclusion of international con- 
ventions which provide for some kind of allocation of the 
income to be taxed between the two interested tax au- 

;. 
.thoritigs: BA} 0 
This allocation is usually effected in conformity with the 
recommendations laid down in the model conventions of 
:the OECD and the United Nations. However, not- 
withstanding the existence of tax conventions, tax with- 
held at source - which is imposed on the gross amount - 

cannot always be fully credited against the income tax 
which is due in the country of residence and which is 
levied on net interest: double taxation therefore remains 
to some extent. In contrast, where a fixed credit -is 
granted which exceeds the tax actually withheld at source 
as is, for instance, often the case between developed and 
developing countnes, there may be a partial exemption. 
Where no international conventions exist, there are a 
great number of unilateral provisions which aim at re- 
medying the double taxation of incOme from loan capi- 
tal. In short, the measures which have been taken at in- 
ternational and national levels tend to ensure a satisfac- 
tory degree of neutrality and do not constitute an obsta- 
cle to the financing of investment. 
Remaining problems concern, rather, the requirement 
that in order to obtain the elimination of double taxa- 
tion, the rate of interest paid to the creditor must be in 
conformity with market conditions, especially in the case 
of parent companies: the labelling of interest deemed ex- 
.cpsswe as dividend may result in additional tax, in par- 
tlcular when such qualification is not fully accepted by 
the tax authorities in the country of residence. 

The second subject which is submitted for our considera- 
tgon concergs the tax regime applicable to the remunera- 
gon of serv1ces rendered by a non-resident carrying on 
1ndependent activities. The General Reporter, Mr. 
Qérard Coulombe, has examined the twenty four na- 
t10na1 reports and his analysis, which is very relevant and 

I 

I 
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very thorough, permits ‘us to appreciate fully' the prob- 
lems which may beset. a person supplying services and 
who performs his activities in a foreign country. It should 
in the first place be noted that there are interesting 
similarities inthe national legislations , especially with re— 
spect to the criteria used to distinguish between indepen- 
dent and dependent personal activities, even where 
these two types of activity have developed concomit- 
antly.

‘ 

In contrast, the conditions under which services render- 
ed by a non-resident in the framework of independent 
activities are taxed vary considerably from one country 
to another. There are two extreme positions: in some 
cases, -the existence of a permanent establishment is a 
prerequisite for taxation whereas in other legislations tax 
is levied on all services which are supplied or charged to a 
resident person. However, one actually finds all kinds of 
possible combinations under which taxation may be 
based on the place where the service is rendered, utilized 
or remunerated. The manner in which taxation is ef- 
fected also varies significantly, although in practice tax is 

' generally withheld at source. 
The application of the OECD Model Convention which 
prescribes that tax should be levied on this kind of in- 
come by the State where the recipient has his residence, 
except when the taxpayer habitually possesses a fixed 
base in the other State, is becoming more and more .gen- 
eral, at least among industrialized countries. Also, with 
respect to artists and sportsmen , the more extensive con- 
cept to be found in the OECD Model Convention, under 
which the State where the activities are performed is p'er-

‘ 

mitted to impose tax, is now widely followed. Thus, a 
smooth functioning tax treaty network has satisfactorily 
reduced the numberzof cases of double taxation. As~the 
General- Reporter emphasizes in his suggestions, one 
problem remains which it is desirable to solve, i.e. a bet- , 

ter harmonization of the tax regimes which are in force in 
the various countries. On the other hand , fixed withhold- 
ings should not exceed the-capacity of persons supplying 
services to pay tax.

' 

The quality of the studies presented by the General Re- 
porters with the help of their national colleagues, the ac- 
curacy of their analyses and the careful formulation of 
their conclusions must result in a profound and reward- 
ing discussion of the two selected subjects. 
To round off the programme, three seminars will take 
place at the MONTREAL congress. The first will con- 
sider the aims and consequences of the imputation sys- 
tem and should provide an opportunity for a very lively 
exchange of theoretical and practical views. The second 
will shed light on the latest developments in Canadian 
fiscal legislation and will give participants the opportun- 
ity to obtain highly interesting first hand information. 
And last, the third seminar will deal with the new tax 
treaty which Canada and the United States are con- 
templating to conclude: even though it is of first and 
foremost interest to nationals of these two countries,-this 
seminar will certainly be attended with interest by a large 
number of participants. 
Let me fi1_1ally express my warm wishes fog a successful 
congress 1n Montreal, both on its scientific and social 
sides; I 
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INTRODUCTION 
With the advent of the 1982 IFA Congress in Montreal, 
it was considered appropriate to have some articles in the 
Bulletin commenting on the Canadian fiscal scene for the 
benefit of non-Canadian participants. To this end 5 pap- 
ers have been assembled, each written by a separate and 
qualified fiscal expert. Each article covers a facet on the 
subject in terms which it is hoped will give the non-Cana- 
dian reader a useful overview of a field in which he may have an interest and yet also be sufficiently detailed and 
technically accurate to provide him with points of depar- 
ture should he wish to study any particular area in greater 
detail. 

Two of the articles deal with doing business: one in Canada by non-residents (“Structuring Investments and Business Start-ups in Canada”, by Nathan Boidman, a Montreal lawyer and international tax practitioner), the other doing business abroad by Canadians (“Taxation of Offshore Income and the Canadian Treaty Network’fl by H. Heward Stikeman, Q.C., also a lawyer practicing 
domestic and international tax law, based in Montreal and Toronto). 
In addition to these rather specific articles, there are two more covering generalized fields: “The Influence and Impact of Canada’s Tax Accounting Rules on Structur— 
ing Canadian Business Operations”, by Edwin C; Har- 
ris, Q.C. , a tax lawyer and lecturer in tax law-at Halifax; and “Working with Canada’s Statutory and Discretio- 
nary Industrial and Petroleum Assistance Program”, by Peter McQuillan, C.A. , a senior tax partner with Ernst & Whinney in Toronto. Mr. Harris’s article deals with a 

— .- - n. v.‘
I u 0‘9a51' “a. 
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subject that is important for any understanding of Cana- dian fiscal legislation: the growing divergence between the rules of tax accounting and the rules of public ac- counting. This divergence, which has been necessitated by the artificial structure of a so-called neutral tax sys- tem, often influences the choice of various courses of ac- tion in the commercial and financial world. 
The article by Mr. McQuillan deals with the growing field of government grants and assistance programs which complement the fiscal system. These government programs either utilize the tax laws themselves or run parallel to them in such a fashion that any consideration of a problem. based solely on the taxing statutes may be incomplete without a reference to and a knowledge of the various assistance programs that may affect it. Of particular importance, of course, is the recently intro- duced Canadian National Energy Program. 
Finally we have been fortunate enough to obtain an arti- cle by the Federal Finance Minister, the Hon. Allan J. MacEachen, P.C. who describes how government fiscal needs and expenditure programs are developed. In par- ticular he deals with the well known but recently intro- 

- duced Envelope System of government budgeting and its impact upon tax expenditures and the rising of govern- ment revenue by flscal measures. 
It is hoped that this collection of articles will, within the covers of one small volume, provide a comprehensive view of the Canadian fiscal scene. 

got-mun» .__.w..‘ . . =F.‘.“~0 m 
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Integration of Tax Expenditures 
into the Government 
Fiscal Management System 
by the Hon. Allan J. MacEaChen 
Deputy Prime Minister and Minister of Finance 

A proper fiscal management system is an important preoccupation of govern- 
ments of most of the countries in the world. The principal objectives of a fiscal 
management system are to control the growth in public spending and to en- 
sure an efficient allocation of public funds to various priority areas. It is 

also
‘ 

important that the system provide adequate opportunity for an ongoing 
re- 

view of the fiscal initiatives taken in the past, permit flexibility in shifting 
re- 

sources from one policy area to another in response to changing priorities, 
and provide for financial control. 

To better achieve these objectives, Canada has recently adopted a new fiscal 
management system, under which the overall outlays of the federal govern- 
ment are divided into several broad policy areas or “envelopes”. The spend- 
ing decision within each gnvelqjg 1hen.del_egatednt0a=c0mmitteefifiMifii§7 
aters responsible fbr'the ~policy areas w1thin that envelope. While this system is 
similar in many respects to that found in some other countries, one unique 
feature of the system in Canada is the integration of tax expenditures or selec- 
tive tax preferences within the system. This integration of tax 

expenditures 

into the system is in recognition of the fact that a variety of instruments may be 
used to achieve given policy goals. These instruments include grants, direct 
expenditures , loans and guarantees, and tax incentives. An appropriate fiscal 
management system should give a place to all of these alternatives so that the 
most appropriate mechanism is chosen. It should not bias the choice of instru— 
ments in a manner that is detrimental to the achievement of overall policy 

ob- 

jCCtiVCS. 

THE ENVELOPE SYSTEM 
The new fiscal management system, or the envelope system, as it is referred 
to, was adopted in response to a number of concerns that had developed over 
a period of years. The previous structure of federal government expenditure

' 

management presented certain difficulties which were articulated by succes- 
sive Auditors General and by the government’s Comptroller General. In 
November 1976 the government appointed the Royal Commission on Finan- 
cial Management _and Accountability, known as the Lambert Commission. 
The Commission’s final report noted: 

Our review of the 'existing financial planning process revealed several fun- 
damental weaknesses. None of the participants is held effectively ac- 
countable. Expenditures are proposed by departments in ignorance of 
projected revenues and without their being related to priorities. There is 
no public commitment to an expenditure plan and consequently no basis 
for effective parliamentary review. Finally, there is little public participa— 

tion in expenditure planning. 
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Mr. MacEachen (61) received an M.A. from the 
University of Toronto. 
He became professor of economics at St. Francis 
Xavier University at the age of 25 . 

Mr. MacEachen first entered federal politics in 1953. 
In 1955, he attended the General Assembly of the 
U. N. as Parliamentary observer. He was alternate 
delegate in 1956 to the Economic and Social Council 
of the UN in Geneva. 
In April 1963, he was appointed Minister of Labour. 
He, inter alia, piloted the Canada IiapguLqQ4f 

,,th§qugll:Parliament::=<=:f— 17:63:33“ ' ' "' 

Win MacEachen was appointed Minister of National 
Health and Welfare in December 1965,_and brought 
forward a series of major programs in the social se- 
curity field. _ 

Mr. MacEachen was Government House Leader in 
1967-1 968 and served as Chairman of the Committee 
on the Reform of Parliamentary Procedure. 
In 1968 he was appointed Minister of Manpower and 
Immigration. 
From 1970—74 he was President of the Privy Council 
and Leader of the Government in the House of 
Commons. 
In August 1974, Mr. MacEachen became Secretary 
of State for External A fiairs. He was responsible for" 
the direction of Canada’s effort at the Law of the Sea 
Conference. In June 1976, he announced the estab— 
lishment of a ZOO-mile economic management zone 
for the continental shelf. Mr. MacEachen was also 
responsible for the Agreement on Commercial and 
Economic Cooperation between Canada and the 
European Economic Community. Between De- 
cember 1975 and June 1977 he was co-chairman of 
the 27-nation Conference on International 
Economic Cooperation which was aimed at laying 
the basis fora more equitable world economic o'rder. 
He also initiated Canada ’5 successful bid for election 
to the Security Council of the United Nations. 
In September 1976, Mr. MacEachen was appointed 
President of the Privy Council and Leader of the 
Government in the House of Commons. On Sep- 
tember 16, 1977, Mr. MacEachen was\ appointed 
Deputy Prime Minister of Canada. He conducted 
the negotiations that led to the Northern Gas 
Pipeline Agreement with the United States in Sep- 
tember, 1977 and subsequently piloted the Northern 
Pipeline Act through the House of Commons. 
After the general election of February 18, 1980, he 
was appointed Deputy Prime Minister and Minister 
of Finance. 
For the year] 980/81 Mr. MacEachen was appointed 
Chairman of the Group of Ten. .In May 1981, Mr. 
MacEachen was elected, in Gabon, Chairman of the 
glteiiim Committee of the International 

Monetary 
un .

- 
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Another important consideration was the effort by the Canadian government, like the governments of many other Western countries, to restrain the growth of the public sector. Expenditures since 1975-76 have been kept to an average growth rate slightly below that of GNP. This is reflected in the decline in the ratio of “total 

' outlays” , which is the sum of budgetary expenditures and non-budgetary loans, investments and advances, from 22.9% GNP in 1975-76 to 20.2% in 1980-1981. Such a 
pe_riod of restraint creates special pressures on a fiscal management system and highlights the need for an effec- 
tive allocation of resources in relation to priorities in- 
cluding an effective review of existing programs. 
The 19705 also saw rapid changes in Canadian society and many new issues facing governments. New govern- ment departments and agencies evolved and existing de- partments found more than ever that their respon- 
sibilities were intertwined with other policy areas. 
Clearly, this situation requires a high degree of budget- 
ary control and a system that is designed to highlight trade—offs'between competing programs. 
The envelope system is intended to deal with the prob- lems identified by ensuring greater Ministerial control over both policies and expenditures. The envelope sys- tem does this by assisting Ministers in- integrating policy making and fiscal and expenditure planning within the Cabinet Committee system. 
The outline of the basic system is quite straightforward. 
Its basis is a medium-term fiscal plan encompassing re- venues and expenditures over a 5-year period. Each 
year, the Cabinet reviews the overall level of expendi- . 

tures on recommendations by the Minister of Finance and President of the Treasury Board. These overall ex- 
penditures are then divided into 9 allocations for broad 
policy areas, or 9 envelopes as they are called. Formally, an envelope is an authorized expenditure limit, expres- sed in current dollars for the fiscal year in question. The 9 envelopes are Economic Development, Energy, Social 
Affairs, Justice and Legal, Fiscal Transfers to Provinces, External Affairs, Defence, Parliament, and Services to Government. A separate account is maintained for the costs of public debt. 
Overseeing the operation of each envelope is a policy Committee composed of Cabinet Ministers with respon- 
sibilities in the policy area of the envelope. These com- 
mittees have the responsibility of allocating expendi- 
tures within the envelope to particular departments and programs. ' 

Each Policy Committee is provided with a basic opera— 
tional level of expenditures within its envelope. This pro- vides for the forecast cost of existing programs and an operating reserve to meet cost overruns, although the Treasury Board works throughout the course of the year to identify program savings to avoid net overruns in ex- penditures where possible. 
Policy Committees may also be provided with additional amounts for the financing of new or enriched programs or they may be required to reduce expenditures. Policy Committees control the allocation of funds for new or 

V enriched programs and designate existing programs‘that can be reduced or eliminated within their policy area. 
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The Policy Committees thus have two sources of funds for new or expanded programs. These are additionalv amounts provided for an envelope in the annual review by Cabinet and reallocation of amounts from existing programs. The incentive to identify programs that can be reduced or eliminated, thereby freeing funds for uses that are currently more in line with government 
priorities, is crucial to the system and makes it an effec- tive means of fiscal management. ' 

The foregoing represents a brief summary of the system in terms of expenditures. As was indicated earlier, this fiscal management system does not differ in broad out- line from that used in some other countries; However, a unique feature of the Canadian system is its treatment of ‘ 

tax expenditures. 

TAX EXPENDITURES AND 
THE ENVELOPE SYSTEM 
The inclusion of tax expenditures in the fiscal manage- ment system is a Very important feature and one that is of particular relevance in regard to the responsibilities of the Minister of Finance. The integration of the tax and expenditure sides of the budget reflects several consider- ations and experience gained in the period of restraint ' 

since the mid-19705. ‘ 

The basic concept of a tax expenditure is a provision in the tax system which provides certain taxpayers with pre- v 

ferential treatment in comparison to a.benchmark tax 
structure. The benchmark tax structure is one that pro- vides no preferential treatment to taxpayers on the basis of demographic characteristics, sources, or uses of in- come, geographic location or any other special cir- cumstances applicable only to a given taxpayer or par- 
ticular group of taxpayers. The preferential treatment or deviation from the benchmark may be in the form of de- ductions from income, exemptions, tax deferrals, lower tax rates or credits. 
Tax expenditures are, in many respects, a substitute for 
.direct spending. They both implement government 
priorities. As well, they both lead to increases in the budget deficits or require program cutbacks or increases 
in the general tax revenues for their financing. A prolif- 
eration of tax incentives eventually means higher tax rates for all because of a reduced tax base, which, in turn, ‘ has potentially serious implications for incentives to ' 

.work, save and invest. Tax expenditures, just as direct 
expenditures, represent a form of government interven- 
tion in the economy. This,.in itself, suggests that deci- 
sions about tax expenditures should be integrated into the fiscal management system. 
Another consideration is that the size of tax expenditures 
is substantial, in both the number of items and the aggre- gate value of revenues foregone. In several policy areas they rival the value of direct spending. Moreover, tax ex- penditures were growing rapidly. From 1976 to 1979, the rate of increase in the value of tax preferences was some 50% Ih’igher than .the rate of increase in direct spending. 
It was perhaps not surprising that a period of rapid growth in tax expenditures coincidfad with increasing ef- 
forts to restrain government spendlng. Under the previ- 
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7 
ous system additional funds directed to a policy area by 
tax expenditures did not affect the budget of the sponsor- 
ing department. With government expenditure restraint 
blocking all but the very highest priority new programs 
or expansion of existing programs from themid-197OS,

- 

the introduction of new tax expenditures thus became 
one of the few avenues available for government prog- 
ram Ministers to pursue policy objectives that they quite 
legitimately identified in their areas 

V 

of concern. It 

created strOng incentives for each program Minister to 
' seek new tax expenditures in his area of responsibiligy, 

dustrial sectors whose interests he or she was expected to 
represent. The Minister of Finance was placed in the 
lonely position of attempting to couple expenditure re- 
straint with deficit reduction while maintaining the credi- 
bility of the tax system as a fair and effective means of 
raising government revenues.

' 

The process of integration of tax expenditures into the 
fiscal management system comprises a number of ele- 
ments. In the normal course of events, a program Minis- 
ter would, initially, identify various alternative means of 
achieving a given policy objective and consider their re- 
lative advantages and disadvantages. These would then 
be reviewed by the relevant Policy Committee to deter- 
mine if any policy action is warranted and if there are 
adequate funds set aside for it within the envelope. If it is 
the View of the Committee that the given policy objective 
is best achieved by a new tax expenditure item or exten- 
sion of an existing one, the measure is then forwarded to 
the Minister of Finance who has the overall responsibil- 
ity for the tax system. If the measure does not conflict 
with the basic objectives of the tax system or give rise to 
other structural or technical anomalies, then the Minis- 
ter concurs with its adoption, and the cost of the measure 
is debited to the envelope for that policy area. 

One crucial feature of this system is the concurrence of 
the Minister of Finance with the adoption of any tax mea- 
sure. This is based on the need to maintain a tax sy§tem 
that operates in a fair and effective fashion. Unlike 1nd1- 
vidual expenditure programs that can operate to a large 
extent almost independently of the other programs, the 
tax system is an integrated one. Changes in one part of 
the system may lead to repercussions elsewhere 11_1 the 

system. The Minister of Finance might nOt consider 1t de- 
sirable to proceed with a given tax change if, for exam- 
ple, it were to lead to significant difficulties_ in com- 
pliance and administration or give undue benefits to cer- 
tain groups of taxpayers and thereby calling into gues- 
tion the fairness of the whole system. A tax incentlve to 
one group or in respect of one activity might lead to pres- 
sures for similar incentives to other groups or in reqct 
of other activities. It might sometimes be easier to I‘CSlSt 
such pressures when the incentive is provided through a 

direct expenditure program as opposed to the tax sys- 
tem. 
Tax changes may also flow in the opposite direction, that 
is, the Minister of Finance may propose changes to a Pol- 
icy Committee with the cost of the new tax expenditure 
to be charged to their envelope. Finally, the Minister of 
Finance may introduce changes on his own initiativeIfor 
tax policy, fiscal policy, or administration grounds w1th- 
out giving rise to adjustments in envelopes. 
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usually with the support of the population groups or 1n-
- 

In integrating tax" expenditures into the financial man- 
agement system, a key issue involves the treatment of 
existing tax expenditures. Should these existing tax pre- 
ferences be assigned to envelopes and form a portion of 
the envelope entitlement? The decision taken was to 
exclude existing tax expenditures from the system. 

'While this may be considered a flaw in the implementa- 
tion of the system, I believe it was a necessary and practi- 
cal step that does not detract from the potential effective- 
ness of the system. First, the definition of a benchmark 
tax system against which to measure tax expenditures is 
far from'a clear cut task. Commentators can differ shar- 
ply on such features as the appropriateness of using the 
individual or' family as a unit 'of taxation, or assumptions 
about the integration of corporate and personal income 

' taxes. When the tax expenditure accounts are for infor- 
mational purposes, these questions of definition are not' 
an obstacle to their presentation and use. They would, 
however, become of paramount importance if the full ac- 
counts were t_0 be integrated into the fiscal management 
system. It was found that most of these issues arose in the 
context of existing tax provisions and that it was rela- 
tively easy ‘to determine whether a new change was a tax 
expenditure or part of the benchmark structure. 

’
‘ 

The implication of this exclusion of existing tax expendi— 
tures is that their elimination or reduction does not pro- 
vide additional amounts for an envelope, although the 
envelope could be credited by an appropriate amount 
where the Policy Committee recommends a cut-back in 
tax expenditures as part of a package to retarget fiscal in— 
centives in a given policy area. In general, only tax incen- 
tives that have been provided for within the envelope 
system, i.e. new tax expenditures, will give rise to addi- 
tional funds within when they are eliminated. 
The integration of tax expenditures should have two di- 
rect influences on the frequency and the nature of tax 
proposals arising from program Ministers. First, prog- 
ram Ministers discuss the request for tax expenditures 
within their Parliamentary Committee as part of the ac- 
tual budgetary process for their envelope, and thus 
should have vital interest in screening requests for tax ex- 
penditures coming out of the Committee. Second, since 
tax expenditures and direct expenditures both impact on 
the available amount of funds in an envelope, the deci— 
sion to seek delivery through the tax system versus the 
eXpenditure system will be based on the relative merit of 
the two approaches. ‘

- 

The tax system may be a more advantageous way to carry 
out government policy for a number of reasons. First, the _ 

tax system is a self-assessment system and taxpayers 
themselves have the discretion to act on an incentive 
themselves. The degree of bureaucratic discretion and 
“red tape” is thus limited. Second, the tax system con- 
tains well-defined conéepts and considerable informa- 
tion that, if used in delivering incentives, may simplify 
the process considerably. Finally, in the Canadian fed- 
eral system, the tax system lends itself to joint federal 
and provincial action because income taxes are, in most 
cases, imposed on a common base. 
However, there are also a number of negative consequ- 
ences which may flow from the use of tax eqndltures 
rather than direct expenditures: Tax incentlves fre- 
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quently have effects that run counter to maintaining the 
fairness of the tax syStem. For example, deductions from income are generally of more benefit to those with the higher'marginal tax rates. 
Tax expenditures, once put in place, have proved re- markably difficult to remove with their elimination al— ways billed as a tax increase. Tax expenditures are thus 
likely to remain in place past the time when they are re- 
quired. It is also difficult to determine the actual advan- 
tage of tax preferences to various groups in the economy as the number of such incentives multiply, because the 
incentives often interact with each other and may be 
offsetting. 
Tax statutes need tO'be extremely precise because of the 
self-assessing nature of the Canadian tax system; With 
precision comes complexity and opportunities for tax planning activities which may reduce the amount of time and effort devoted to productive activity. The precision required also eliminates discretion, which in some cases may make a program much less flexible and.responsive than is desirable. Finally, tax expenditures do not lend themselves to strict budgetary control. They mustbe av- 

ailable to all persons meeting the criteria established. 
The new system adopted in Canada is designed to ensure that all these factors are given adequate consideration in the choice of instruments for achieving the given policy objective. 

CONCLUSION 
Canada has only recently adopted a system of fiscal man- agement that incorporates tax expenditures. The system holds considerable promise in improving government decision-making, helping government in achieving fiscal restraint and ensuring that the most appropriate vehicle 
is used, whether that be the tax system, the expenditure system or loans and advances, when government inter: vention in the economy is desirable. 
There are some very encouraging signs. Tax expendi— tures are taking their place in public and parliamentary debates. There is now generally more awareness of the limitations in the use of tax incentives for achieving pol- 
icy objectives. 
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Taxation of Offshore Income 
and the: Canadian 
TreatyNetwork 
by H. Heward Stikeman ~ 

In his accompanying article, Nathan Boidman has dealt with the appropriate 
structures by which non—residents may start up businesses in Canada. Ed Har— 
ris in turn has shown how the tug of war between income tax law and the prin— 
ciples of public accounting has helped shape Canadian income tax patterns. 

The foregoing articles leave open for consideration some areas in which 
Ca- 

nadian taxation affects Canadians, corporations and individuals investing 
or 

carrying on business outside of Canada. Any examination of this facet of Ca- 
nadian income tax law must take account of the part which Canada’s 

interna- 

tional treaty network plays in influencing overseas investment decisions by 
Canadians. 
Throughout Canada’s principal taxing statute, the Income Tax Act, R.S_.C. 
1952, c. 148, as amended by 8.0 1970-71—72, 0. 63 (hereinafter ITA) , are scat— 
tered isolated provisions with specific relevance to international 

taxation. In 

addition, there are certain areas of the Act which address them§qgsgnlyto 
non-Erggidents;1 These last are dealt with in the paper by:Nathan Boidman. 

:éOthef'provisions of the Act are only concerned with Canadians having in- 

terests abroad.2 Finally, there are provisions which, though they' do not 
distin- 

guish between residents and non-residents, are of great importance when 
de- 

‘fgalingnwith the subject of international taxation.3 

The federal budget of 12 November 1981 contained a number of proposals for 
the amendment of the IT A which, if ever implemented, will radically alter 
many of its provisions. Reference should be made to the paragraphs of the 
Notice of Ways and Means Motion to amend the Income Tax Act that accom- 
panied the Budget.4 
Canada also has a network of tax treaty relationships with other countries 
which must always be considered as part of its fiscal law. However, before 

be- 

coming part of the laws of Canada, a treaty must be enacted as a statute, 
in- 

struments of ratification be exchanged, and only then will the treaty take 
ef- 

fect in accordance with its terms. Lord Atkin'in Attorney General for Canada 
v. Attorney General for Ontario5 says:

‘ 

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 ac- 

tion. 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, decide to incur 
the obligations of a treaty which involve alteration of law they have to run 
the risk of obtaining the assent of Parliament to the necessary statute 

or 

statutes. To make themselves as secure as possible they will often in such 
cases before final ratification seek to obtain from Parliament an expres- 
sion of approval. But it has never been suggested, and it is not the law , that 
such an expression of approval operates as law, or that in law it precludes 
the assenting Parliament, or any subsequent Parliament, from refusing to 
give its sanction to any legislative proposals that may subsequently be 

‘ "brought before it. -

’ 
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H. Heward Stikeman, QC. 
Senior Partner: Stikeman, Elliott; Tamaki, Mercier 
& Robb, Montreal, P.Q. 
Senior Partner: Stikeman,_Elliott, Robarts & Bow- 
man, Toronto, Ont. 
Educated at Trinity College School and McGill Uni- 
versity where he received his 8.11. and B.C.L. in 
1938. Mr. Stikeman served as Assistant Deputy 
Minister (Legal) to the Income Tax,Divisionzofithe:== : 

Department of National Revenue in Ottawa during 
the second world war. After leaving the post in 1946, 
he was appointed Counsel to the Committee of the 
Senate formed to study and recommend a 'reforma— 
tion of Canada’s income tax laws. In this'position he 
was responsible forthe redrafting of much of the new 
Income Tax Act that emerged after the war. Concur- 
rently with this task, he joined the form of Foster,

' 

Hannen, Watt, Stikeman and Elliot. In 1952, he 
formed his own law firm which, has since become 
Stikeman, Elliot, Tamaki, Mercier & Robb where 
he is continuing his practice in taxation and adminis- 
tration law. In 1969, the firm opened a European of- 
fice based in London, England. Since that time, the 
‘rm has opened offices in Hong Kong and Ottawa. 
In 1971, he and Mr. Elliot joined with the Honour-. 
able John P. Robarts, on his retirement from the pre- 
miership of Ontario, and with Mr. D. G.H. Bow- 
man, formerly Director of Tax Litigation of the De- 
partmentoflustice, to form a parallel law firm in T0- 
ronto under the name of Stikeman, Elliott, Robarts & Bowman. 
He is an ex-govemor of the Canadian Tax Founda- 
tion, Editor-in-Chief of the many tax publications of 
Richart de Boo Limited in Toronto, a director of a 
number of Canadian companies, and a member of 
the Bars of Quebec and Ontario. 

1. Sections 2(3), mun-us), 19, 19.1, 20(11) & 
(12), 48, 69(2), 69(3), 81(1)(c), 85.1(3), 87(8), 

88(3), 88.1, 114,115,116, 126, 133,_ 134, 190, 250, 
253', 255, 257 Income Tax Act (ITA) and Pans XIII 
and XIV thereof.

' 

2. Sections 90-95 and 113 ITA and Part LIX of 
the LT. Regulations. 
3. Sections 15, (56)2, 84, 88(2) and 214 ITA. 
4. Resolutions No. 12, 14, 35, 51(3), 63—69, 95, 
112, 114, 119 and 120. 1980 Budget Notice ofWays 
and Means Motion. 
5. [1937] AC. 326 at p. 347. 
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‘subsidiaries — "The foreign affiliation 
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11. Active business income 
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Canada’s tax treaties 
Provincial taxation: Quebec 
Provincial taxation: Ontario 
Provincial taxation: Alberta 
Provincial taxation: Others Some treaty problems 
Reallocation of income 
Practical questions for the businessman-in~ 
vestor > 

US. tax on real property gains by foreigners 

1. Branch or subsidiary? 
Generally speaking, the Canadian taxpayer dealing abroad will be faced with the same type of decision which confronts a non-resident coming into Canada. The Cana- dian taxpayer will consider a number of factors, many of > 

which have also been reviewed by Nathan Boidman in 
his parallel article from the viewpoint of a non-resident 
dealing with Canada. Moreover, certain considerations must be weighed as regards transfers between parents and subsidiaries, and Canadian and foreign business op- 
erations. The use of a foreign branch is unusual, how- 
ever, and generally confined to situations involving an unprofitable overseas operation. The profits earned by the foreign branch are deductible. This ability to deduct 
losses has prompted the use of foreign branches by Cana- dians in launching businesses abroad. Likewise, Canadi- an companies have established foreign branches during the start-up years in which losses could be anticipated so that these losses serve to offset other Canadian income. 
If it is expected that the losses will continue indefinitely or that the operations in’ the foreign jurisdiction will be run on a break-even basis, the branch is probably the best approach. If a Canadian subsidiary is used, losses in start-up years can only be applied against income earned by the subsidiary. On the other hand a profitable sub: 
sidiary will pay less tax if foreign tax rates are lower than thqse of Canada. 

2.‘ Differences in tax structures 

As long as the Canadian taxpayer is not earning a profit on his foreign business operations, differences in tax 
structure between Canada and the foreign jurisdiction are of little interest. As soon as the branch begins to turn a profit, however, the Canadian taxpayer may decide to 
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incorporate it. This decision may be prompted by a vari- ety of tax considerations: ‘ 

(i) the tax rates on business profits may be more attrac-- tive in the foreign jurisdiction than in Canada and neither the Canadian small business deduction nor the deduction of manufacturing and processing .pro- fits can be>claimed in respect of foreign operations ;6 
(ii) tax incentives available in foreign jurisdictions may 

V not be available in Canada; and 
(iii)tax costs associated with remaining in Canada can be reduced or even eliminated. 

3. Tax consequences of incorporating foreign 
. branch operations 

It is not possible for a Canadian taxpayer to utilize the rollover provismns of Section 85 ITA to transfer assets to a corporation which is not a Canadian corporation7 ex- 
.cept in the case of a transfer of shares in a foreign affiliate to a corporation which, immediately following the trans- 
fer, was also a foreign affiliate of the Canadian taxpayer. The Canadian taxpayer interested in doing business abroad must, therefore, decide at the very beginning of his foreign operations what form he wishes them to take.

_ A transfer of property to a foreign subsidiary will subject the transferor to immediate Canadian tax on recaptured amounts of depreciation, capital gains and proceeds for goodwill. Where, however, such a transfer would result in a loss to the transferor, even though a rollover would be denied if a profit were involved,8 the transferor’s cap— 
ital loss is deemed to be nil. An amount equal to the cap- 
ital loss “disallowed” or “not recognized” is added to the adjusted cost base of the shares of the transferec: corpo- ration controlled by the trans‘feror. In the case of a labour-intensive enterprise, the Canadian taxpayer could conceivably close his branch, and, using a sub- 
sidiary, start up his foreign operation a second time. Another alternative would be for the Canadian to trans- 
fer the assets to a Cainadian subsidiary, leasing them to the foreign branch; See, however, the possible effect of Budget Resolptipps Nos. 64 and 65 .9 

6. Sections 125, 125.1 ITA. 
7. Paragraphs 89(1)(c) and 85.1(3) ITA. 
8. Subsection 85(4) ITA. 
9. Budget Resolutions Nos. 64 and 65. 
(64) That 

(a) subsection 85.1(3) and paragraph 95(2)(c) of the Act be amended to apply to a disposition of shares of a foreign affiliate of a taxpayer after November 12, 1981 only where the disposition is to a foreign affiliate con- 
trolled by the taxpayer, ’ 

.

' 

(b) effective after November 12, 1981, a definition “foreign merger” be added to the Act similar to the definition of amalgamation in subsection 
(87)1 of the Act read without reference to the exception for a merger by means of the acquisition of property, 
(c) effective after Novcmber 12, 1981, subsection 87(8) and paragraph 95(2)(d) of the Act relating to mergers of foreign affiliates of a taxpayer be amended to apply only to foreign mergers and be extended to apply to foreign mergers of other non-resident corporations, - 

(d) changes similar to those proposed in this Motion to subsection 87(4) of the Act made applicable to foreign mergers after November 12, 1981, 
(e) a rule be introduced to allow a tax-free transfer of any capital prop- erty on a foreign merger after November 12, 1981 of two or more foreign affiliates of a taxpayer in each of which the taxpayer’s equity percentage was at least 90% to form a new foreign affiliate in which the taxpayer’s equity percentage was at least 90% where such property was transferred 

© 1982 International Bureau of Fiscal Documéntation — BULLETIN



iv

~ 

4. Withholding tax 

It should also be noted that Canadian withholding tax 
could be exacted from payments to non-residents made 
in the course of a branch business. This tax liability would 
be eliminated if the Canadian incorporated a foreign 
subsidiary. 

5. Loan arrangements between Canadian parent 
and foreign subsidiary 

When a corporation resident in Canada loans money to 
its non-resident subsidiary and the loan remains out- 
standing for a year or longer without interest at a reason- 
able rate having been included in computing the parent’s 
income, interest at the rate of 16% per annum (as of 1 

January 1982) on the outstanding balance will be im- 
puted to the parent and taxed in its hands.10 The lender 
can, however, escape imputation if it withholds tax on 
the amounts advanced. 11 When the loan is made to a sub- 
sidiary controlled corporation and the money is used in 
the subsidiary’s business for the purpose of gaining or 
producing income, no interest is imputed to the parent.12 
If more than 50% of the voting shares of the subsidiary 
belong to the parent, the latter qualifies as a “subsidiary 
controlled corporation” .13 In a recent decision of the Tax 
Review Board, Distillers gorporation - Seagrams Ltd. v. 
M. N.R.,14 it was held that the word “belong” in the de- 
finition of “subsidiary controlled corporation” must be 
interpreted as connotating “property” and consequently 
that the parent’s control must be direct. See, however, 
the‘possible effect of Budget Resolution No. ¥ 

In Massey-Ferguson Ltd. v. M. N.R.16 the plaintiff 
loaned $1,000,000 to its wholly-owned Canadian sub- 
sidiary. The latter subsequently reloaned the money to 
its wholly-owned American subsidiary. The Federal 
Court, Trial Division held that the substance of the trans- 
action was a loan from the plaintiff to a non-resident cor- 
poration. No legitimate business purpose explained the 
involvement of the plaintiff’s subsidiary. Nor could the 
plaintiff claim the benefit of the exemption contained in 
Subsection 17(3) ITA: the borrower was not a controlled 
subsidiary corporation because the plaintiff’s control 
was indirect. This decision was reversed by the Federal 
Court of Appeal: cf. Massey-Ferguson Ltd. v. M. N.R.l7 
Despite the appellant’s admission that the arrangement 
was set up to circumvent Subsection 18(1) ITA, the evi- 
dence disclosed that the parties intended to and did, in 
fact, create first a debtor-creditor relationship between 
the appellant and its subsidiary, and secondly, between 
the Canadian subsidiary and the latter’s American sub- 
sidiary. There was no such relationship between the ap- 
pellant and the non-resident. The Court concluded that 
the loaning of money to subsidiaries was a legitimate part 
of the Canadian subsidiary’s business and neither its 
business nor its corporate existence was a sham. 
It is Revpnue Canada’s position that when a Canadian 
corporatlon has loaned funds without interest to a 
wholly-owned subsidiary and the latter invests the fund 
in the capital of a subsidiary which it controls, interest 
will not normally be imputed to the Canadian corpora- 
tion if the only undertaking of the wholly-owned sub- 
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sidiary is financing its oWn subsidiaries by lending them4 
money at interest, or" subscribing for shares of their capi— 
tal stock, on the condition that the funds are ultimately 
used by the borrower for the purpose 'of gaining or pro- 
ducing income from its business. The number of loans 
and the interest rate charged would generally be factors 
in deciding whether such activity was a business. If the 
wholly—owned subsidiary makes an interest-free loan to 
its subsidiary, interest will be imputed because these 
funds are not gaining or producing income. 
If the Canadian parent borrows the money which it loans 
to its non-resident subsidiary, the interest payable is de- . 

ductible under paragraph 20(1)(c) ITA. It must be em- 

free of foreign tax from the predecessor affiliates to the new affiliate, 
(f) subsection 88(3) and paragraph 95(2)(e) of the Act relating to the

- 

liquidation of foreign affiliates of a_ taxpayer be amended to apply only to 
liquidations after November 12, 1981 of a foreign affiliate that was con- 
trolled by the taxpayer, and

' 

(g) a rule be introduced to allow a tax-free transfer of any capital prop- 
erty on a liquidation after November 12, 1981 of a foreign affiliate of a 

taxpayer if the taxpayer’s equity percentage in the foreign affiliate was at 
least 90% and the property was transferred free of foreign tax to another 
foreign affiliate of the taxpayer. 

(65) That _ 

(a) after November 12, 1981, the expression “excluded property” of a 
foreign affiliate be defined in the Act to mean property of an affiliate that 
is used in an active business of the affiliate, shares of the capital stock of 
another foreign affiliate all or substantially all of the property of which is 
excluded property and interests of the affiliate in partnerships, other 
than limited partnerships, in which the affiliate has at least a 10% interest 

fl 7 ifllge an 0.1; substantially all of the partnership property is used in an ac- iivafifiifisfififié r 
r 

7 7 E 

(b) any gain or loss of a foreign affiliate realized after November 12,
I 

1981 with respect to indebtedness incurred for the purpose of acquiring 
excluded property be treated ‘as a gain'or losé from the disposition of 

AexcludedApcit 
(c) taxable m—plfil'g'ilnf—an’uralléwablewapitalelosses:ofeagforeign=af 
filiate from the disposition after November 12, 1981 of excluded property 
(other than a disposition of shares to which paragraph 95(2)(c), (d) or (e) 
of the Act applies) be excluded from its foreign accrual property income , 

(d) where at any time after November 12, 1981 a foreign affiliate dis- 
poses of shares of a second foreign affiliate that are excluded property 
(other than in a disposition to which paragraph 95(2)(c) , (d) or (e) of the 
Act applies), an election under subsection 93(1) of the Act be deemed to 
be made in respect of such shares for a prescribed amount equal to the 
lesser of the proceeds of disposition and the amount that represents the 
portion of the net surplus of the second affiliate at that time that would be 
attributable to the shares sold if each foreign affiliate in which the second 
affiliate had an equity percentage had paid out its net surplus im- 
mediately before that time as a dividend, and 
(e) a general anti-avoidance rule be introduced to deny the application 
of subsection 85.1(3) of the Act on a disposition after November 12, 1981 
by a taxpayer of shares of a foreign affiliate, all or substantially all of the 
property of which is excluded property, to another foreign affiliate where 
the disposition is part of a transaction or series of transactions for the pur- 

pose of disposing of the shares to a person with whom the taxpayer deals 
at arm’s length. . 

Subsection 17(1), ITA and Subsection 4300(5) of the LT. Regulations. 
Subsection 17(2) ITA. 
Subsection 17(3) ITA. 
Subsection 248(1) ITA. 
[1980] C.T.C. 2737. 

15. Budget Resolution No. 14: 
(14) That for any period commencing after 1981 , the provisions in section 17 
of the Act be amended .

» 

(a) to extend the interest imputation requirement to any form of inde- 
btedness regardless of its term,

. 

(b) to remove the exception for loans to a subsidiary controlled corpo- 
ration, and

' 

(c) to require the imputation of interest at a prescribed rate on non- 
arm’s length indebtedness. . 

[1974] C.T.C. 671. 
[1977] C.T.C. 6. 

16. 
17. 
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Vphasized, however, that interest will only be imputed if 
the amount outstanding is actually a loan. Consequently, 
if the amount is owed under a creditor-debtor relation- 
ship, e.g. the balance owing on a purchase price, interest would not be imputed. Moreover, deemed interest will 
only be included in the parent’s income so long as the 
lender-borrower relationship subsists. See, however, the 
possible effect of Budget Resolutions Nos. 12 and 23.18 
In the case of Banister v. M.N.R.19 it was held that in- 
terest could not be imputed to the lender because the 
ldebt was validly extinguished according to provincial 
aw. 
In the provinces of Quebec and Ontario interest imputed 
to a parent company must be included in income whether 
or not the parent has paid tax on the amount of the loan 
under Part XIII of the federal Act.20 

6. Inter-company pricing 

A parent corporation; like any other party in a non—arm’s 
length relationship, is required both to give and to re- 
ceive adequate consideration when dealing with a sub— 
sidiary. Subsection 69(2) ITA provides that where a pa- 
rent has paid or agreed to pay a subsidiary an amount for 
certain types of consideration which is greater than the amount that would have been reasonable in the cir- 
cumstances if the two parties had been dealing at arm’s 
length, then the reasonable amount only is deemed to 
have been paid. It should be noted that the criterion is 
not fair market value, but rather what would have been 
reasonable in the circumstances. The provision assures 
that the parent may not unreasonably reduce its Canadi- 
an income by way of overly large payments to its sub-' 
sidiaries. Broadly speaking, this subsection is concerned 
with the price, rental, royalty or other payment paid or 
payable for use or reproduction of any property; con- 
sequently, payments for use and the actual price of prop- 
erty are both caught. Also included is any amount paid as 
consideration for the carriage of goods or passengers or 
for other services. 
Subsection 69(3) ITA is the converse of Subsection 69(2) ITA and deals with payments by a non-resident sub- 
sidiary to its parent company. The enumeration of the

_ types of payments involved is identical to that found above. Under this provision, where the amount is less than the amount which would have been reasonable in the circumstances if the non-resident payer and the payee had been dealing at arm’s length, the reasonable amount is deemed to have been the amount paid or pay- 
able. Consequently, the parent may be forced to increase 
its taxable Canadian income in those circumstances. 
However, the recent decision in the Federal Court of Appeal in Spur Oil Ltd. v. The Queen21 would appear to give‘some support to the argument that so long as pricing 
is at fair market value or less, an arrangement entered 
into by the parties and clearly adhered to, though moti- vated by tax reasons, would not be artificial. See also Dominion Bridge Company Limited v. The Queen.22 
The inter-company pricing rules are not a factor in deter- mining whether a Canadian taxpayer doing business abroad selects a branch operation or incorporates a sub- 
sidiary. Rather, they affect the computation of branch 
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profits if a branch operation is undertaken, as well as the 1nconges of both parent and subsidiary, if a second com- pany 18 used. 

7. Foygign tax credit and deduction of foreign taxes 
pal 

_ . 

Canadian residents who earn income from sources out- 
51d_e Canadq may deduct, either wholly or partially, taxes pald t<2)3forelgn countries from which their income is de- 
rived. 
There ar.e a pumber of special rules for the computation and appllcatlon of the foreign tax credit provisions that space prevents considering in this article. ' 

8. Canadian taxation of profits of foreign sub- 
sidiaries — “The foreign affiliate rules” 

For taxation years following 1975, a Canadian resident 
taxpayer must ay tax on his proportionate share of “pas- 
sive” income 3:. g. dividends, interest, rents, royalties, non-active business income and certain capital gains) earned by non-resident corporations and trusts which are or are deemed to be controlled foreign affiliates. The 
first $5,000 of passive income is exempted from Canadi- an taxation. ‘ 

18. 
V 

Budget Resolutions Nos. 12 and 23:
_ 

(12) That for the 1982 and subsequent taxation years, the provisions of sub- 
section 15(2) of the Act apply not only to loans but also to other forms of inde- 
btedness and, where an amount owing by a person who is connected to a share- 
holder is to be included in income by virtue of that subsection, the amount be 
included in the income of the shareholder. 
(23) That for the 1982 and subsequent taxation years, the provisions of the 
Act relating to the deduction of interest be amended to provide that in com- 
puting the income of an individual or a partnership. 

(a) any interest expense otherwise allowable as a deduction in comput- 
ing the income of the individual or partnership from property for a year 
(referred to in this Motion as “restricted interest expense”) be deductible 
only to the extent of the income from property for the year. 
(b) the individual or partnership may elect to treat as a capital loss for 
the year any portion of the restricted interest expense for a year that is 
not deductible in the year, and ' 

(c) ‘the amount by which the restricted interest expense of the indi- 
vidual or partnership for a year exceeds the aggregate of the amount 
thereof that was deductible for the year and the amount thereof that was 
treated as a capital loss for the year may be carried forward and treated as 
interest expense incurred in the folloWing taxation year, 

and for this purpose 
. (d) any benefit required by virtue of section 80.4 of the Act to be in- 

cluded in computing the income of an individual for a year will be treated 
as interest expense incurred by him in the year, 
(6) except where all or substantially all the property of a partnership is 
used in an active business or a non-qualifying business; any interest ex- 
pense incurred by an individual or partnership in a year on loans made to 
invest in the partnership will be treated as an expense incurred to earn in- come from property, and 
(f) the restricted interest expense of an individual or partnership will 
not include interest incurred on a loan (other than a non-arm’s length 
loan) the proceeds of which were used to finance the acquisition by it on 
or before November 12, 1981 of a residential rental building in Canada or 
at any time to refinance such acquisition. 

19. [1973] C.T.C. 2036. 
20. Subsection 14(5) of the Ontario Corporations Tax Act. Sections 126 and 
127 of The Quebec Taxation Act. 
21. [1981] C.T.C. 336. Editors note: See Alun G. Davies: “A spur in the side 
of Revenue Canada?” in 35 Bulletin (1981) at 531. 
22. [1975] C.T.C. 263, 1977 C.T.C. 554. 
23. Section 126 ITA. ' 
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The significance of foreign affiliates, other than “con- 
trolled foreign affiliates”, 4 is limited to circumstances in 
which their shares are owned by Canadian resident cor- 
porations. Foreign passive income earned by non-con- 
trolled foreign affiliates is not taxable in Canada until 
distributed as dividends to Canadian resident corporate 
shareholders. Where dividends are paid out of the 
foreign affiliate’s taxable surplus, the income is taxed in 
the hands of the resident Canadian corporation. Where, 
however, the dividends are paid out of either exempt 
surplus or preacquisition surplus, they are exempted 
from Canadian tax. Dividends received from non-resi- 
dent corporations which are not foreign affiliates are 
taxed at full corporate rates. Dividends received from 
non—controlled foreign affiliates by individual sharehold- 
ers resident in Canada are also fully taxable, with no de- 
duction on account of foreign tax paid on the underlying 
earnings. Consequently, an individual with interests 
abroad can realize a tax saving by establishing a foreign 
affiliate and holding his shares in it through a Canadian 
corporation. 

9. The rules of foreign accrual property income 
(FAPI) 

The main thrust of the FAPI rules25 is‘ to deem a Canadi- 
an taxpayer, whether individual or corporate, who has a 
controlling interest in a corporation or trust outside 
Canada, i.e. a corporation or trust26 which qualifies as a 
controlled foreign affiliate ,27 to have itself earned the 
foreign accrual property income, or FAPI, in excess of 
$5 ,000, of such controlled foreign affiliate.28 As a result, 
Canadian taxation arises immediately, even if the in- 
come is’ not received by the Canadian taxpayer at that 
time. Related rules ensure that appropriate recognition 
is granted to other taxes already imposed on the income, 
and that the income is not taxed a second time if it is ever 
paid up to the Canadian taxpayer by way of dividend or 
otherwise. In addition, the rules elaborate a system for 
the taxation of dividends received from foreign affiliates 
which are not controlled foreign affiliates. See possible 
effect of Budget Resolution No. 66.29

' 

A controlled foreign affiliate is defined30 as a corporation 
which is not resident in Canada, and is controlled either 
directly 'or indirectly by the Canadian taxpayer, either 
alone or together with related parties, or with not more 
than 4 other persons resident in Canada, even if they be 
unrelated. A trust may also be a controlled foreign af- 
filiate’s FAPI, i.e. passive investment income, which ex- 
ceeds $5,000 and which is included in the Canadian tax- 
payer’s income for the taxation year in which the af- 
gfiliate’s taxation year has terminated. 
FAPI is basically income for the year from property, or 
from a business other than an active business. Paragraph 
95(1)(b) ITA contains detailed rules setting out. certain 
specific types of income which are or which are not in- 
cluded in FAPI. The Act also contains rules respecting 
the computation of the foreign affiliate’s income from an 
active business. 

10. Inclusions and exclusions from FAPI 
There is included in active business income, and hence 
excluded from FAPI,31 any income from sources in a 
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country other than Canada that might otherwise be in- 
come from property or a business other than an active 
business to the extent that it “pertains to or is incident to” 
an active business carried on by the affiliate. This “per- 
taining” rule presupposes that the affiliate is carrying on 
an active business in a country other than Canada. In— 
terest earned by a construction company on securities 
put up to guarantee the performance of its contractual 
obligations is an illustration of the “pertaining” rule.32 
There is also excluded fr'om FAPI any amount paid or 
payable to the affiliate by another foreign affiliate of the 
taxpayer to the extent that it is deductible from that other 
affiliate’s earnings from an active business other than a 
business carried on in Canada. 
If a controlled foreign affiliate earns income from ser— 
vices or an undertaking to provide services, that income 
is deemed to be FAPI if the relevant amount is deducti- 
ble in computing the income from a business carried‘on in 
Canada by the Canadian taxpaycar.33 Services include the 
insurance of Canadian risks‘, but do not include the trans- 
portation of-persons or goods or services performed in 
connection with the purchase or sale of goods. If a con- 
trolled foreign affiliate earns income from services or an 
undertaking to provide services, that income is deemed 
to be FAPI if the services are performed or are to be per- 
formed by an individual resident in Canada who controls 
the foreign affiliate. This provision is aimed largely at 
professional entertainers and athletes. 
Foreign exchange gains realized by the foreign affiliate, 
by Virtué‘b'f a fluctuation of the rate of exchange_prevai1- 
ing between the Canadian dollar and another currency, 
on the settlement of debts between the affiliate and 
another foreign affiliate of the Canadian taxpayer are 
excluded from FAPI.34 Similarly, FAPI does not include 
any foreign exchange gain or loss arising on the redemp- 
tion or non-arm’s length disposition of the shares of a 
foreign affiliate of a Canadian taxpayer.35 
FAPI does not include any of the following: 
(a) interest received on certain debts created upon the 

sale or nationalization, prior to 18 June 1971, of Ca- 
nadian-owned foreign public utilities; 

Eb) 
inter-affiliate dividends; 

c) taxcfble dividends deductible under Section 112 ITA; 
an 

(d) taxable capital gains arising in respect of property 
used principally in gaining or producing income from 
an active business. . 

24. Paragraph 95(1)(a) ITA. 
25. Sections 90-95 ITA. 
26. Subsection 94(1) ITA. 
27. Paragraph 95(1)(a) ITA. 
28., Subsection 91(1) ITA. 
29. Budget Resolution No. 66: 
That for the 1982 and subsequent taxation years, prescribed rules be provided 
to determine the foreign accrual tax in respect of an amount included in a tax- 
payer’s income under subsection 91(1) of the Act where the foreign tax liabil- 
ity of two or more foreign affiliates of the taxpayer is determined on a consoli- 
dated basis or where in determining its foreign tax liability a foreign affiliate of 
the taxpayer deducts a loss of another foreign affiliate of the taxpayer. 
30. Paragraph 95(1)(a) ITA. 
31. Subparagraph 94(1)(b)(i) ITA. 
32. Subparagraph 95(2)(a)(ii) ITA. 
33. Subparagraph 95(2)(b)(i) ITA. Subsection 95(3) ITA. 
34. Paragraph 95(2)(g) ITA. 
35. Paragraph 95(2)(h) ITA. 
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On the other hand, most taxable capital gains, to the ex- 
tent that they have accrued since 1975, are automatically 
includegiéin FAPI. See possible effect of Budget Resolu- 
tion 68. 
Apart from these statutory exclusions from and inclu- 
sions in FAPI, there is a middle ground. Here, income 
may. fall to be either excluded from or included in FAPI, depending on whether the facts are such that an active 
business is or is not being carried on. 

11. Active business income 
Income from an active business is not FAPI but income from property and a business other than an active busi— 
ness is FAPI . The definition of “activebusiness” ,37 which 
adopts the meaning fgiven for the purposes of the small 
business deduction,3 is specifically restricted to corpora— 
tions resident in Canada, and, therefore, does not apply 
in computing FAPI. Of assistance in understanding these 
concepts are IT-73R3, which discusses the meaning of “income-from an active business”, and the case law inter- 
preting “active financial and commercial business” ’in 
somewhat different contexts. 
In IT-73R339 the Department takes the position that once income is established as being derived from a busi- 
ness source, any appreciable activity expended in the ac- 
tual income generating process of that business, other 
than usual housekeeping functions such as banking and 
record keeping, characterizes that income as income from an active business. As previously noted, income of 
any nature that is ancillary to the activitieg involved in 
carrying on a business is income from that business, not- 
withstanding the fact that it could be described as income from property or another source. 
The determination of What precisely is active business in— come is one of the most perplexing in Canadian tax law. 
In MRT Investments Limited et al v. The Queen40 the 
plaintiff and two other companies made mortgage invest- - 

ments on a comparatively small scale. MRT had no 
employees of its own but there were several persons who 

- worked on behalf of the company and other companies 
in the group and these persons carried out significant in- 
vestigations of investment opportunities. The Court was influenced by the fact that the making of investments was 
the very purpose for which the- company was incorpo- 
rated and the company did pursue its mortgage invest- ment opportunities. The fact that the company did not 
pay salaries to its own employees or rent office space or equipment did not necessarily indicate that the com- 
panies were not carrying on an active business. The Court held that two of the companies were carrying on an 
active business by themselves, but that the third com- 
pany did not carry on active business since it turned over 
the management of its investment to others without 
supervision or any direction in connection with its day- 
to-day operations. The decision in respect of the two‘ suc- 
cessful companies was upheld in the Federal Court of Appeal and the decision in respect of the third company was reversed to hold that its income also constituted in- come from carrying on active business: cf. The Queen v. Rockmore Investments Ltd., The Queen v. MRTInvest— ments Ltd. and ES G Holdings Ltd. v. The Queen.41 
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1p D.S.B.K. Management Ltd. v. M.N.R.42 a corpora- tlon which provided management services to a firm of chartered accountants was held by the Tax Review Board not to be carrying on an active business. The com- pany received all its fees for management services re- lated to the one firm of accountants. The judgment stated that the financial statements indicated little e_conomic activity. The use of labour and capital was rela- 
t1_vely insignificant, as no charge appeared in the finan- 
C131 statements for salary or wages. The statement was made that Parliament never contemplated this sort of ac- 
tlvity carried on by the appellant as qualifying under Sec- tion 125 ITA for the small business deduction. However, on appeal to the Federal Court, the Minister granted the taxpayer’s appeal by consent to judgment. 
In Cadboro Bay Holdings Ltd. v. The Queen43 the Fed- 
eral Court, Trial Division, held that rental income re- ceived from a small shopping centre with 7 tenants repre- sented income from an active business. The comment was made that in the absence of any indication in the In- come Tax Act as to quantum of activity necessary for 
characterization as income from an active business, any quantum of business activity that gives rise to income in a taxation year for a private corporation in Canada is suffi- 
cient to make mandatory the characterization of such in- come as income from an active business carried on in Canada. 
In King George Hotels Limited v. The Queen44 the appel- 
lant operated a hotel but also leased certain properties to tenants. It was contended that the net rentals were in- come from an inactive business. The appellant was man- aged by JP Management Services Ltd. , a company owned and operated by the same parties as the ap ellant. The net income from the rentals constituted 10% of the 
total net income of the appellant. The. work in connec- 
tion with the leased premises involved the employees of the management company for about one hour per month. The trial judge attributed these activities to the 
appellant, and the rental income qualified as income from an active business. It remained income from an ac- 
tive business when remitted to a third company in the 
group, Cavalier Enterprises Ltd. Cf. Cavalier Enter- 
prises Limited v. The Queen.45 

' 

12. Computation of FAPI 
FAPI is Computed in accordance with the I_nqome Tax 
Act, and not under the tax laws of the jurisdlctlon of the 
36. Budget Resolution No. 68: 
That effective after November' 12, 1981, the capital gains 'and losses of a 
foreign affiliate of a taxpayer be calculated - 

(a) in Canadian currency in the case of property, other than excluded " 

property, of a controlled foreign affiliate, and 
(b) in the relevant foreign currency in all other cases, 

and the provisions of paragraphs 95(2)(g) and (h) of the Act be applicable for 
all purposes of the Act. 
37. Subsection 248(1) ITA. 
38. Paragraph 125(6)(d) ITA. 
39. IT-73R3 Information Bulletin issued by Revenue Canada. 
'40. [1975] C.T.C. 354. 
41. [1976] C.T.C. 291, 294 and 295. 
42. [1975]C.T.C.2281. 
43. [1977]C.T.C. 186. 
44. [1981]C.T.C.87. 
45. [1981]C.T.C.78. 
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controlled foreign affiliate’s residemce.46 The calculation 
of certain capital gains and losses is excluded from this 
rule. In a given year, the FAPI of a controlled foreign af- 
filiate is the aggregate of all of its FAPI less its foreign ac- 
crual pro erty losses and its allowable capital losses for 
the year. 7 The FAPI of a controlled foreign affiliate for 
a particular taxation year may be reduced by the af- 
filiate’s deductible loss for that year and the 5 im—' 

mediately preceding taxation years. FAPI is never a 
negative number. If a Canadian taxpayer has a Control- 
.led foreign affiliate with foreign accrual property losses, 
these losses may not be used by it to offset its income 
from other sources; nor can the negative passive income 
of one controlled foreign affiliate be used to offset the 
FAPI of another. On the other hand, the FAPI imputed 
to a Canadian resident corporation may be offset by that 
corporation’s non-capital losses, and the FAPI imputed 
to a Canadian resident individual may be offset by his 
non-capital losses, and even by his allowable capital 
losses up to $1,000 per year. 
A Canadian resident corporation disposing of shares in a 
foreign affiliate may elect to treat the proceeds of dispos- 
ition as a dividend rather than a capital gain. Section 94 
ITA applies the FAPI rules to offshore trusts. Section 95 
ITA, in addition to containing the definitions of “con- 
trolled foreign affiliate” and “foreign accrual property 
income” discussed above, also sets out a special set of 
FAPI anti-avoidance rules and rollover provisions con- 

t A 
cernigggglg transfer of shares in a foreign affiliate on a 
sharefor share exchange, merger or distribution. See 
possible effect of Budget Resolution No. 64.48 

The FAPI earned by a controlled foreign affiliate is attri- 
buted to the Canadian taxpayer in that taxpayer’s taxa- 
tion year in which the affiliate’s taxation year ends. If a 
controlled foreign affiliate earns FAPI, the cost base of 
the Canadian taxpayer’s shares in the affiliate must be 
adjusted,49 but the adjusted cost base to a Canadian tax- 
payer of a share owned by him in -a controlled foreign af- 
filiate will be increased by the amount of FAPI which the 
Canadian taxpager has been required to include ,in com- 
puting income. 0 Consequently; if the Canadian tax— 
payer disposes of the shares of the affiliate before receiv— 
ing a dividend out of its FAPI on which he has been pre- 
viously taxed, he will incur no further tax as a result of 
having realized a capital gain which reflects the amount 
of undistributed FAPI. 
As far as corporate Canadian taxpayers are concerned, 
FAPI is included in the affiliate’s‘ taxable surplus.51 Any 
dividend subsequently paid out b the affiliate is in- 

cluded in the corporation’s income. 2 The corporation is, 
however, permitted to deduct underlying foreign corpo- 
rate income tax (“foreign business income tax credit”) 
and foreign withholding tax (“foreign non-business in- 
come tax credit”):53 The corporation may lastly deduct 
the remaining amount of the dividend if it is paid out of 
taxable surplus.54 In this way, FAPI can be repatriated 
tax free and double taxation avoided. 

Dividends paid after 1975 to a Canadian corporation out 
of the after-1975 active business income of a foreign af- 
filiate, whether controlled or not, which is resident or 
carrying on business in a non-treaty jurisdiction, i.e. out 
of taxable surplus, are subject to Canadian income tax to 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

the extent necessary to ensure that~such income has 
borne tax which at least equals the Canadian tax level.55 
These dividends are included in the Canadian corpora- 
tion’s income when received by it, and the taxpayer is 
permitted to deduct 
(a) the lesser of the_ relevant tax factor, i.e. V46% or 

2.1739156 minus 1, or 1.17391, times the underlying 
foreign corporate tax, or foreign business income 
tax, and the dividend, and 

(b) the lesser of the relevant tax factor times the applic- 
able foreign withholding tax, or foreign non-business 
tax57 and the dividend less (a). 

The full amount of a dividend'to the. extent that it is pre- 
scribed to have been paid out of the exempt surplus of a 
foreign affiliate may be deducted in computing the reci- 
pient Canadian resident corporation’s taxable income.58 
Exempt surplus includes such items as-capital gains not 
included in FAPI, post-1975 active business income

' 

earned in a treatg'country, and pre-1976 earnings of all. 
sorts net of tax. Therefore, dividends paid out of the 
post-1975 active business income of a foreign affiliate 
resident and carrying on business in a treaty country are 
not subject to any Canadian tax. 
Because of what is in effect a total exemption of divi- 
dends paid out of exempt surplus, no recognition is 

granted to the underlying income or profits tax and no
' 

foreign tax credit or other. recognition is granted to the 
applicable withholding tax. Nor is the adjusted cgst basq ' 

7_ 

of the'Gafiéidi'ainétaxpéyér’s shares in the foreigfiffilifie 
affected. 

’ 3 -

_ 

To the extent that a corporation resident in Canada re— 
ceives a dividend out ofayforeign affiliaté’sspre-acquisi-:7erA 
tion surplus , the full amount of the dividend is deductible 
in the computation of its taxable income. A dividend is 
deemed to have been paid out of a foreign affiliate’s pre- 
acquisition surplus when it no longer had exempt or tax- 
able surplus."0 Pre-acquisition surplus includes the earn- 
ings of a corporation accumulated at a time prior to the. , 

taxation year in which it first became a foreign‘affiliate of 
the Canadian resident corporation. The purpose of the 
exemption from Canadian tax of dividends paid out of 
this surplus is to permit its distribution tothe Canadian' 
corporation as a form of repayment of capital. This'fact 
explains why paragraph 92(1)(b) ITA requires that the 
adjusted cost base of shares in a foreign affiliate be re— 
duced b any dividends paid out of the pre—acquisition 
surplus. 1 Because of the effective exemption of divi- 
dends paid out of pregacqulsition surplus, no recognition _ 

46. ' Pararaph 95(2)(f) ITA. 
47. Subparagraph 95(1)(b)(v). 
48. Budget Resolution No. 64. See footnote 9. 
4?. Subsection 92(1) ITA. 
50. Paragraph 53(1)(d) ITA.

' 

51. Paragraphs 5907(1)(i) and (k) of I.T. Regulations. 
52. Section 90 ITA. 
53. Paragraph 113(1)(b) and (c) ITA. 
54. Subsection 91(5). 
55. Sections 90, 113 and 126 ITA. 
56. Paragraph 95(1)(f) ITA. 
57. Paragraph 126(7)(c) ITA. 
58. Paragraph 113(1)(a) ITA. 
'59. Paragraphs 5907(b) and (d) I.T. Regulations. 
60. Section 5901 IT. Regulations. 
61. Subsection 92(2) ITA. 
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< 
- or foreign tax credit is granted in respect of the applicable 
foreign tax or withholding tax.62 There is also_a further 
reduction in the adjusted cost base of shares of a non- 
resident corporation. - 

Section 5901 of the Regulations determinesvthe order in which dividends are considered to have been paid out of 
the various surpluses of a foreign affiliate: . — exempt surplus; ‘ ' 

— taxable surplus; and 
e pre-acquisition surplus. v

r A deduction is permitted in respect of a. dividend re- 
ceived by a corporation resident in Canadaffrom a 
foreign affiliate to the‘ extent that the amount of the divi- dend has not been offset by the other deductions that are permitted.63 This deduction is limited t0'the adjusted 
cost base of the share on which the dividend is paid as at the end of the 1975 taxation year of the Canadian resi- dent corporation. This deduction is optional, and basi- 
cally permits the pre-1976 investment of the Canadian 
resident corporation in its foreign affiliate to be 're- couped as a return of capital. As the deduction .is 
claimed, the adjusted cost base of the shares concerned is reduced.64 ' 

CANADA’S TAX TREATIES 

Notwithstanding the complicated and detailed provi- 
sions of Canada’s domestic tax laws as described in the foregoing pages, any dealing with the subject of foreign 
investment by~Canadians would be incomplete without 
some'consideratidn of Canada’s tax treaties with foreign 
jurisdictions. ’ 

In general, Canada’s tax treaties attempt to relieve from double~ taxatiOn income derived by residents of one 
country from sources within the other. Such relief may be provided by two methods: in the case of investment in- come by imposing a ceiling on the rate of withholding tax 
that the source country may impose and in the case of other income or capital/ gains by limiting the instances in which the source country can tax such gains. Accord- 
ingly, Canadians doing business or investing abrdad must be concerned with the degree of treaty protection 
available to them. ' 

During the negotiation of a treaty it is always assumed 
that the contracting‘parties are aware of the existing in- 
ternal laws and that the treaty was negotiated in light of them. Accordingly, references to the internal laws of the 
signatory powers as subsequently amended are usually avoided since this might afford the opportunity to one of 
the parties to change the treaty unilaterally by amending 
its own internal law. Section 2 of the Protocol to the U.S.-Canada treaty foresees the possibility of change in 
internal law, and provides for a mechanism by which the provisions of the Treaty can be modified, if desired by the parties, in light of such changes. Section 2 of the Pro- 
tocol to the Convention states: 

In the event of appreciable changes in the fiscal laws 
of either of the contracting States, the Governments 
of the two contracting States will consult together. See also Associates Corporation of North America v. Queen.65

~ 
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In Canada, therefore, treaty provisions override domes- 
tic law, past and future. In Hunter Douglas v. The Queen66 the issue was whether the plaintiff should have withheld tax on dividends paid non-resident sharehold- 
ers.. Under the Income Tax Act, the plaintiff corporation was clearly resident in Canada and thus obliged to with- hold tax on dividends paid to non-resident shareholders. Under Netherlands law, however, it was resident there. Due to a provision in the Canada-Netherlands tax treaty which deems a corporation to be solely resident in the 
country where its central management and control is lo- 
cated, if that country is either Canada or the Nether- 
lands, the Federal Comt found the plaintiff, on the facts, 
to be'resident in the Netherlands. The Minister submit- 
ted that the plaintiff’s Dutch residence should only be recognized in_ respect of its Dutch shareholders. The Federal Court, however, concluded that the treaty provi— 
sions overrode the definition of residence found in the Canada Act, regardless of the residence of the payees. 
In Canada both the English and the French versions of a ’treaty are official. 
Although the paramountcy of Canada’s tax treaties is 
generally made explicit in Canada’s enabling legislation, one should not assume, however, that such a result pre- 
vails generally. In the United States, for example, sub— 
sequent legislation Can override existing treaties. 
Canada’s new treaty with the United States was initialled on 26 September 1980. It has 'not yet, however, been 
ratified by the.American Senate, nor is the necessary enabling legislation before the Canadian Parliament. There are expectations that it will become law before the end of 1982. Canada’s new treaty with West Germany, 
initialled on 17 July 1981, is not yet effective. Besides 
these treaties, Canada has more'than 50 treaties or dou- 
ble tax agreements in force or _under negotiation. 
The renegotiation of the American treaty and the long 
years taken to reach agreement underline a problem that 
affects international businessmen everywhere: how to keep a treaty in step and current with domestic fiscal de— 
velopments within the signatory countries. Business and investment cannot afford to wait out the potentially long 
delays between treaty amendments. Fortunately, how— 
ever, tax treaties are anomalies in the’ fiscal system,‘and, 
unlike taxing statutes, they usually contain provisions known as “competent authority provisions” permitting 
the direct negotiation of administrative or interpreta- 
tional problems between the government of Canada and 
the gbvernments of other jurisdictions at non-political 
levels. Such provisions permit of a practical and non- 
technical approach -to treaty problems without recourse 
to the courts. Largely as a result of the success of this ap- 
proach over the years, under the _U.S. treaty the concept 
of the “competent authority” approach has been ele- 
vated to an accepted general practice which has achieved 
a formalized structure and considerable efficiency. 
In order to invoke the consultative .or “cpmpetent au- 
thority provisions” such as that contalned 1n Article XVI 
62. Paragraph 53(2)(b) ITA. v 

63. Subsection 113(2) ITA. 
64. Subsection 92(3) ITA. 
65. [1980] C.T.C. 80. 
66. [1979] C.T.C. 424. 
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of the U.S.-Canada income tax convention, the taxpayer 
npeds to “show proof” that he has suffered double taxa- 
tlon as a result of “the action of the Revenue authorities 
of the contracting States” and lodge a claim. If the claim - 

“should be deemed worthy of consideration” , the “com- 
petent authority” of one state may consult with the 
other. Unfortunately “double taxation” is itself a fuzzy. 
idea. The administrative tendency has been to restrict 
the notion to the taxation of the same gain in the same 
hands by two jurisdictions. Taxing the same economic 
benefit in different hands is not usually considered dou- 
ble taxation. However,‘in the light of Canada’s attempt 
to shape new treaties on the O.E.C.D.'model wherever 
possible , the double taxation relief may be enlarged, and 
inroads on treaty protection by the administrators or 
legislators of the signatory countries may be contained. 

PROVINCIAL TAXATION: QUEBEC 

Quebec’s Taxation Act,67 which levies income tax on 
both individuals and corporations, follows the Income 
Tax Act in many ways, but for constitutional reasons 
does not impact on certain areas of international taxa- 
tion. In particular, Quebec does not levy withholding tax 
on payments to non-residents. The Quebec Taxation Act 
has no equivalent to Parts XIII and XIV of the federal 

. Act. It should be noted, however, that Quebec respects 
» the treaty arrangements entered into between Canada 
and other jurisdictions and will not include in income , for 
Quebec tax purposes, amounts which are specifically 
exempted from federal income tax pursuant to a treaty 
provision.68 " 

PROVINCIAL TAXATION: ONTARIO 

Ontario levies a provincial income tax on c0 orations 

only under the Ontario Corporations Act. 
9 Unlike 

Quebec, however, it does not uniformly respect treaty 
arrangements concluded between Canada and foreign 
jurisdictions. A Canadian corporation having a perma- 
nent establishment in Ontario is liable to tax.70 In the 
case of corporations incorporated outside of Canada , lia- 
bility to tax arises in any of the following circumstances: 

' 

(a) the existence in Ontario, whether in the year or any 
previous year, of a permanent establishment; 

‘ 

(b) the ownership , whether in the year or in any previous 
year, of real property, timb'er resource property or a 
timber limit in Ontario from which income is derived 
from the sale or rental thereof or from royalties; or 

(c) the disposition in the year or any previous year of 
property situate in Ontario that was “taxable Cana- 
dian property” as defined.71 

Comparable provisions are found in Ontario law.72 

If, however, the corporations were incorporated in a 

jurisdiction with which Canada has entered into a tax 
treaty, it is not required to pay tax in respect of its rental 
and royalty income unless it has elected to pay tax under 
Part I ITA as a resident rather than under Part XIII.73 
Capital gains realized in connection with real property 
are also exempt from Ontario taxation.74 Moreover, the 
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Ontario Corporations Tax Act Regulations75 provide 
that where no federal income tax is payable on a disposi-

- 

tion of taxable Canadian property because of an exemp- 
tion in the applicable treaty, property otherwise situate 
in Ontario is deemed not to be situate there for purposes 
of Ontario tax and thus not taxable by Ontario. Con- 
sequently, all capital gains realized by a non-resident 
corporation which are exempt‘from federal tax under a 
tax.treaty are also exempt from Ontario tax, provided 
that thc_corporation does not otherwise have a perma- 
nent establishment in Ontario. ..

- 

I 

It should alSo be notetha't the meaning given by Section 
5 of the Ontario. Act to the term f‘permanent establish- 
ment’.’ is not precisely the same as that given the expres- 
sion in Part IV of the federal ITA Regulations. Unless it 
maintains a' permanent establishment elsewhere in 

Canada, a corporation is regarded as having a permanent 
establishment in Ontario if its head office or registered 
office is located there.76

' 

PROVINCIAL TAXATION: ALBERTA 

The Alberta Corporate Income Tax Act77 became law on 
22 May 1980 with effect after 31 December 1980. The tax 
levied under the Alberta statute is based on taxable in- 
come as determined under the federal Act, i.e. the tax- 
able income declared in the corporation’s federal return. 
Such taxable income is then adjusted to take ifitb hécOunt 
existing and new tax incentives. The corporation must, 
however, file a separate Alberta tax return. While as yet 
uncertain, it is doubtful whether this new legislatiog’ygirll 
give rise to any problems. 

PROVINCIAL TAXATION: OTHERS' 

The remaining provincial income taxes are levied as a 
percentage of the federal tax payable, and are collected 
by Revenue Canada. The possibility of conflicting fed- 
eral and provincial provisions has accordingly been ef- 
fectively eliminated. 

SOME TREATY PROBLEMS 

As a practical matter, there are really only a few areas 
that regularly cause trouble in the interprejyation of 
treaties. For example, many treaties define “permanent 
establishment? and “industrial or commercial profits” 

67. LR. Quebec 1977 c. L3. 
68. Section 488R1 , Quebec Taxation Act Regulations. 
69. Revised Statutes of Ontario 1980 ch. 97. 
70. Subsection 2(1), Ontario Corporations Tax Act. 
71. Subsection 248(1) ITA. 
72. Subsectiofi 2(2) Ontario Corporations Tax Act. 
73. Paragraph 2(3)(b) ITA. 
74. Subsection 29(2) ITA. 
75. Subsection 717(2), Ontario Corporations Tax Act Regulations. 
76. Subsection 5(11) Ontario Business Corporations Act. 

77. Statutes of Alberta, 1980 ch. 10.
- 
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but‘the definitions are not always given the same effect. This is because both definitions can be somewhat artifi- cial and may vary from treaty to treaty, sometimes de- viating from the commercial meaning of the same words used in ordinary business parlance. It is important, therefore, in order to determine the taxability of indust- 
rial and commercial profits that may be attributed to a permanent establishment, for a businessman to examine carefully the terms of the particular treaty. He may find that the words “industrial and commercial profits” are not necessarily the same as income as defined in the local laws of the signatory‘coulntries. In the case of the Cana- da-U.S. treaty, for instance, certain items have been excluded which in ordinary business usage Would be in- cluded in the meaning of industrial and commercial pro- 
fits: e. g. royalties, interest, rents, dividends, manage- 

' ment charges and capital gains. 

REALLOCATION OF INCOME 

In all of Canada’s tax treaties with other countries, ex- cept that with Jamaica, special provisions exist relating to the allocation or reallocation of income between re— 
: 

lated corporations. 

The key provision in Article IV of the Canada-US. tax convention78 and similar ones in other treaties is that ad- justment to profits may be made by disregarding condi- tions “made or imposed by the two enterprises in their commercial or financial relations which differ from those which would be made between independent enter— prises”. There does not seem to be any real inconsistency between these provisions and those found in Subsections 69(2) and (3) of the Canadian Tax Act which purport to tax an amount that is “reasonable” in the circumstances 
if the non-resident person and the taxpayer had been de- aling at arm’s length.'These provisions are most often in— volved in challenges by one of the contracting states against transfer prices charged by an entity of the other state. For example, in Article IX of the French treaty with Canada there is incorporated the associated enter; prise rule contained in Article 8 of the Canada-UK. tax agreement. Under this rule, commercial or financial re- lations between associated enterprises (as defined), dif- ferent from those which would be made between inde- pendent enterprises, may be looked through by the na— tional taxing jurisdictions.

_ 

.The French treaty, however, adds a welcome relieving provision. Where the profits of an enterprise are altered by virtue of this rule with the effect that double taxatiOn 
results, an automatic counterbalancing adjustment is provided in the other state. Furthermore, the initial ad— justment made to the profits of one of the associated en- 
terprises cannot be made “after the expiry of the time limits provided in the national laws” and in any case not after 5 years. This provision will prevent, for example, a readjustment by' Canada of the profits of a Canadian es- tablishment of a French enterprise beyond the 4-year ' 

reassessment limit under the Canadian Act. Following 
360 

the wording79 of the Canadian Income Tax Act this time bar does not apply in the case of fraud or wilful default. Generally this aspect of the French treaty seems work- able and certainly superior to, for example, Article IV of the US. treaty under which adjustments to meet the ini- tial reassessment require competent authority action, a_nd without any protection against time-barred situa- tlons. 
. ‘ 

There may well be a problem as to the exact legal reme- dies available to the controlled Canadian resident corpo- ration in the event of additional tax being levied by Cana- da by reallocating income to it on some basis not au- thorized by a tax treaty. A claim for relief under Article XVI of the Canada—US. convention, for example, with possible competent authority action, applies only with the government of the country in which the corporation 
is incorporated and then only if the taxpayer shows proof that it has-suffered double taxation. In other treaties, such as that with the United Kingdom,80 in order for a claim for relief to be lodged it need only-be shown that the action of the taxation authorities of _the contracting government has resulted, or will result, in taxation con- trary to the provisions of the convention. Under these treaties, it is not necessary to show that the taxpayer, by itself, has suffered double taxation. 

78. Article IV, Convention between Canada and the United States of America for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion in the case of Income Taxes, effective January 1, 1941: 
1. (a) When a United States enterprise, by reason of its participation in the management or capital of a Canadian enterprise makes or imposes on the latter, in their commercial or financial relations, conditions different from those which would be made with an independent enterprise, any profits which should normally have appeared in the balance sheet of the Canadian enterprise but which have been, in this manner, diverted to the United States enterprise, may be incorporated in the taxable profits of the Canadian enterprise, subject to applicable measures of appeal. 

(b) In order to effect the inclusion of such profits in the taxable profits of the Canadian enterprise, the competent authority of Canada may, when necessary, rectify the accounts of the Canadian enterprise, notably to correct errors and omissions and to re-establish the prices or remune- ration entered in the books at values which would prevail between inde- pendent persons dealing at arm’s length. To facilitate such rectification the competent authorities of the contracting States may consult together with a View to such determination of profits of the Canadian enterprise as may appear fair and reasonable. '

’ 

2. The same-principle applies, mutatis mutandis, in the event that profits are diverted from a United States enterprise to a Canadian enterprise. 
79. Subsection 152(4) ITA. 
80. Article 24, Convention between the Government of Canada and the Government of the United Kingdom of Great Britain and Northern Ireland for the avoidance of double taxation and the prevention of fis’cal evasion with respect to taxes on income and capital gains: ARTICLE 24 
Exchange of information 
1. The competent authorities of the Contracting States shall exchange such information (being information which is at their disposal under their respec- tive taxation laws in the normal course of administration) as is necessary for the carrying out of the provisions of this Convention or for the prevention of fraud or for the administration of statutory provisions against legal avoidance in relation to the taxes which are the subject of this Convention. Any informa- tion so exchanged shall be treated as secret and shall not be disclosed to per- sons other than persons '(including a court or administrative tribunal) con- cerned with the assessment, collection or enforcement in respect of the taxes which are the subject of this Convention. No information as aforesaid shall be exchanged which would disclose any trade, business, industrial or professional secret or trade process. 
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PRACTICAL QUESTIONS FOR THE BUSINESSMAN-INVESTOR 

Basic questions that should be asked by Canadians con- 
templating foreign investment are the following: 

1. If I do make profits abroad, can I bring them home? 
2. Can I withdraw my capital from the foreign jurisdic- 
tion at will or are there exchange regulations or fiscal or 
security provisions that would make it more difficult than 
vifI made the investment in Canada? 
3. Will I suffer double taxation by investing abroad? 
4. Will profits abroad be treated as capital or income 
gains and are the rules for the determination of capital 
gains vs. income the same as those at home or will I be 
whipsawed by different definitions on either side of the 
border? . 

5. Can I compute my income from the offshore source 
by the same accounting standards and with the benefit of 
the same reductions for cost and depreciation as would 
be applicable if the gain were to be made at home? If I 

cannot, will one jurisdiction accept the rules applied by 
the other in its assessment of my gains or income? On this 
point see the accompanylng article by Edwin Harris. 

6. Alternatii/elffi‘pthere a risk that income might be 
computed differently abroad so as to reduce the benefit 
of tax credits or other offsetting provisions at home? 

7. Will I be treated any worse than a resident of the 
jurisdiction in which I propose to invest or do business 
because I am a foreigner or a non-resident or a Canadi— 
an?

- 

8. What remedies do I have through the courts in Cana- 
da or by virtue ofthe competent authority provisions in 
the relevant tax treaty if I have trouble with the provi- 
sions of the treaty as it may apply to my venture? 

U.S. TAX ON REAL PROPEfiTY GAINS BY FOREIGNERS 

Of particular importance to Canadians investing in the 
U.S. is the recent legislation by the U.S. imposing a cap— 
ital gains tax of 28% upon the disposition of real property 
or any interest therein, including shares in a company 
owning real property, where the property was disposed 
of by a non-resident of the U.S. At the moment, Article 
VIII of the present Canada-U.S. treaty protects gains 
realized in one jurisdiction by a resident of the other 
from capital gains tax imposed by the country in which 
the gain arose. While this protection will be removed 
under the new treaty, it will still give Canadian investors 
a step up on their cost for purposes of computing the U.S. 
capital gains tax. The cost base will be the value of the 
real property as of the effective date of the new treaty. 
There will be thus for Canadians two valuation days — 1 

January 1972 for all capital property save U.S. real es- 
tate, and the date of coming into force of the new Cana- 
da-U.S. treaty for the latter. 
On_ reviewing the complicated and sometimes confusing 
rules that govern Canadian taxpayers as set out in this 
short series of articles; the non—Canadian reader might 
be pardoned for wondering how the Canadian business 
and investment community manages to cope and sur- 
vive. The answer is by dint of much effort and application 
of time and intelligence. Over the years, Canada’s fiscal 
system, under the guise of a series of ongoing “tax re- 
forms” , has become more confining and introverted and 
places a heavier burden and more severe penalties on in— 
itiative and foreign capital formatlon. This in turn im- 
parts upon Canada’s competltive abilities in=the’interna= 

' ' 

tiohal commercial and financial world. The only mitigat- 
ing forceis the treaty network with.other countries, 
which is why I have given it some prommence in this arti- . 

cle. - 
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Structuring Investments and . 

Business Start-ups in Canada 
by Nathan Boidma‘n 

I. INTRODUCTION 
The advent of the 1982 I .F .A. Congress in Montreal is occasion to review the taxation parametars1 of foreign investment in Canada, in general, and the im- pact thereon of recent dcavelopments,2 in particular. The focus of this article will be the general tax considerations at the time of making the investment or acquiring or starting up a Canadian business, that is, “structuring” from the taxation Standpoint.3 
The initial structure normally establishes or fixes the manner in which Cana- dian tax will apply and, although restructuring» or reorganization at a later time may sometimes be feasible, it is usually possible and preferable to achieve the optimum structure from inception. For example: — Whereas direct foreign ownership of Canadian real estate cannot be 

‘ transferred subsequently to a corporation on a tax-free (rollover) basis, other types of directly held investments or business properties normally can be ‘frolled over” to a company formed under Canadian law.4 — An initial investment through a Canadian corporation5 cannot be un- 
‘ wound on a tax-free basis in order to achieve direct foreign holding of the properties initially owned by the Canadian corporation.6 

1. The scope of this article is income taxation which is imposed by the Canadian Federal Government through the Income Tax Act, C_. 63 - 1970-71-72-73, as amended (herein the Act or I .T.A.) and by each of the 10 provinces through largely parallel legislation. The interplay of Federal and provincial law will be seen in various contexts below. Canada does not levy gift, estate, succession or inheritance taxes at either the Federal or provincial level except iri the case of the Province of Québec; however, Canadian income taxes can arise at death in respect of unrealized appreciation of value of property. Retail sales taxes are levied at the provincial level while custom duties, excise and tax on manufactured goods are levied by the ceral Government, and in some areas by the provincial governments; these are beyond the scope of the article. 
2. The impact of the Federal Government's 1980 National Energy Program on the oil and gas industry has been widely chronicled. In November 1981, the Federal Budget contained proposals for sweeping tax- ation changes, some of which will be seen in this article; however, at time of writing, detailed legislation in respect thereof had yet to be tabled in Parliament or published in draft form. Uncertainty brought about by unprecedented lobbying by various interested groups (business, etc.) and the broad imprecise language in which some of the proposals were; couched (in the “Notice of Ways and Means Motions” which was tabled with the Budget) make it difficult to assess the full impact of the Budget on foreign investors. 3. The accompanying articles by Edwin Harris and Peter McQuillan address Canadian tax considera- tions of ongoing business operations, once structured and in place. Heward Stikeman’s article on Canadian taxation of foreign investment by Canadians will be of interest to foreign investors considering Canada as a base for investment in third countries, such perhaps arising in respect of the redeployment of retained profits of foreign-owned Canadian subsidiaries. 
4. Section 85 of the Act permits taxpayers to “roll over” most types of properties without recognizing ap- preciation in value, provided appropriate formalities (elections) and rules are complied with. However, foreign investors (that is, persons who are not resident in Canada) cannot transfer Canadian real estate under the protection of section 85. 
5. “Canadian corporation”, in this context, is one which is a resident in Canada. A company is resident in Canada if it has been formed under Canadian corporate law (Federal or that of a province) after 25 April 1965 or, where formed in another jurisdiction, has its “central mind and management” exercised in Canada - a case law doctrine which normally, but not always, refers to the seat of the board of directors; there are special rules of residency for companies formed in Canada before 26 April 1965. ‘ 

However, the Income Tax Act uses the term “Canadian corporations” in a defined (and more narrow) manner: paragraph 89 (1) (a) of the Act reads as follows: 
89 (1) (a). “Canadian corporation". - “Canadian corporation” at any time means a corporation that was resident in Canada at that time and was 
(i) incorporated in Canada, or 
(ii) resident in Canada throughout the period commencing June 18, 1971 and ending at that time. . .. For most purpOSes of Canadian tax law, the distinction between a defined “Canadian corporation” and a foreign corporation which is resident in Canada under the common law rule is of no effect. However, there are important exceptions; most “rollover” and tax-free reorganization rules such as section 85 (see note 4) require a “Canadian corporation” and not one merely resident in Canada. To avoid confusion herein, where the tax rule under discussion turns on the question of corporate residence, reference will be to a “Ca- nadian resident company” with the use of “Canadian corporation” being restricted to those circumstances requiring a company whose status is in accordance with paragraph 89(1)(a). 

Mr. Boidman, Partner, Phillips and Vineberg, Ad- 
vocizts, Montreal. A chartergd accountant with de- 
grees in civil law and common law (McGill Univer- 
sity) and called to'the bar of Quebec in November 
1981, Mr. Boidman practiced accounting from 1964 
to 1973 following graduation from McGill Univer- 
sity with a bachelor of commerce degree in I 962. 
Since 1974, Mr. Boidman has restricted his practice 
to consulting in tax matters: he has authored numer- 
ous articles and papers on intérnafional tax and lec- 
tures frequently on the topic. Mr. Boidman, a 
member of the fax management advisory board on 
foreign income is contributing and consulting editor 
to several international tax journals and newsletters 
and is co'mpleting a book on treaty interpretation in 
Canada, and one on [he impact of recent domestic 
tax law and treaty changes on structuring Canadian 
investment in U. S. real estate scheduled for publica- 
tion in 1982, by CCH Canadian Limited; as well Mr. 
Boidman is co-authoring a book on taxation of 
foreign investment in Canada, to be published in 
1983 by Kluwer, 

6. Where a Canadian resident company distri- 
butes property to its shareholders, whether in liqui- 
dation or otherwise, it is required to recognize a 
gain as if it had sold the property at fair market 
value (subsection 69(5)). The only exception to this 
rule is a liquidation of a Canadian corporation into 
a parent Canadian corporation (or one which owns 
at least 90% of its shares) (subsection 88(1) of the 
Act). 
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tion and withholding taxes 

The article will proceed by considering, in section II, un- 
derlying and basic fact0r_s, concepts and patterns of 

taxa- 

tion relevant to_ and important in establishing the 
op- 

timum structure for business start-ups and investments, 
generally, from the Canadian tax standpoint; sectlon III 
will deal with some additional factors particular to pas- 
sive foreign investment in Canada. 

II. BASIC FACTORS AND PATTERNS OF 
CANADIAN TAXATION — INFLUENCE ON 
STRUCTURING STRATEGY 

A. Tax_ on net income v. tax on gross income 

1. Tax on net income — Part I of the Act 

Although general rules abound, the Canadian tax system 
is sufficiently complex and its double tax agreement 

net- 

work sufficiently wide7 to require close attention to the 
particular factors of each sitUation — type of investor, hlS 
country of residence and type of investment 

- and, usu- 
ally, consideration to several alternative structures 

and 
forms of investment. However, the general schemeof 
the manner in which Canada taxes foreign investment re- 
sults in one of two taxation patterns, regardless of the 
particular facts or structure selected: 
- normal corporate or progresswe 1ndividua1 tax rates8 

applied to net income or profit;9 or 
— flat (25%) withholding tax applied to gross revenue 

or gross receipts. 

7. Canada has 61 double tax agreements (tax treaties) in force or in some 
phase of negotiation or implementation, at the time of writing. 

Treaties have 

been signed and are in force with 32 countries, await ratification with 3 
coun- 

tries, have been initialled but not yet signed or published or are in 
negotiation 

with 26 other countries. In addition, 7 treaties in force at present are 
under re— 

negotiation, to bring them in line with the 1977 OECD Model Convention, 
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which serves as the basis for Canada’s _modem treaties. With certain excep- 
tions, such modern treaties conform closely with the principles set out in 

the‘ 

OECD Model. Two of the important pre-OECD Model treaties now in force 
are with the Netherlands and the United States, both offering tax planning 

op- 

portunities, particularly in the area of real estate investment, hot found in 
the 

modem or new generation treaties. The U.S.-Canada treaty has been re- 
negotiated, and a new treaty was signed in 1980 and at time of writing awaits 
ratification. Renegotiation with the Netherlands is under way. 

_8_. 

' 

In this pattern, a foreign investor will be subject to the same type of tax 
rates applicable to a Canadian resident individual or corporation although 
modifications may arise where applicable to non-residents. For example, the 
normal aggregate Federal and provincial corporate tax rate is in the area 

of 

50% but private Canadian corporations which are not controlled by non-resi- 
dents (“Canadian-controlled private corporations”, per paragraph 125(6)(a) 

of the Act, including situations where non-residents own up to but not more 
than 50% of the shares) may be entitled to a rate reduction of 21 percentage 
points in respect of Canadian business profits under section 125 of the Act (see 
also note 52). For individuals subject to a progressive rate scale, taking into 

ac- 

count proposals of the 12 November 1981 Budget, maximum aggregate Fed— 
eral and Provincial personal tax rates range from a low of roughly 47% in the 
Province of Alberta to roughly 61% in the Province of Québec. Foreign indi- 
viduals subjea to this first pattern of taxation may sometimes be liable only for 
Federal income taxes, in which case the aggregate rates (including a surtax 

in 

View of the absence of provincial taxation) would give rise to maximum rates 
of roughly 50%. 
Unlike certain countries such as the United States, the Federal and provincial 

tax regimes are parallel and complementary in the sense that the Federal 
taxes 

are not deductible in computing the taxable income base for provincial 
pur- 

poses or vice versa, but rather the rates at the Federal and provincial levels 
are 

established in a fashion which take' cognizance of the other. It can be noted 

that, at the time of writing (February 1982), the Federal and 
provincial au- 

thorities are experiencing difficulty in working out revenue sharing programs 

and it is not unlikely that provincial tax rates will increase, thereby 
increasing 

the aggregate Federal and provincial rates noted earlier. Prior 
to the 12 

November 1981 Budget, aggregate personal tax rates ranged frbm roughly 
59% in the Province of Alberta to nearly 70% in such provinces as Québec, 
and the present uncertainty from the Federal-provincial revenue sharing 

de- 

bate is whether the provincial governments will be forced to emasculate 
all or 

part of the cuts in personal tax proposed in the Federal Budget.
- 

9. Net income or profit (“income” within the terminology of the Income 
Tax Act) means income determined in accordance with general accepted 

ac- 

counting principles unless modified by specific statutory or case law to the 
cori- 

trary. A more important aspect of such modification is the substitption of the 
Canadian “capital cost allowance” system for book depreciation. For a 

de- 

tailed review of these concepts, reference should be made to the papers by 
Harris and/or McQuillan. 

' ' 
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‘ _
. 

(a) Basic rule: Mainstream tax 
The first pattern of taxing regime arising under Part I of the Income Tax Act10 applies to: 
— business operations in Canada owned and carried on 

directly by investors, that is, not through a Canadian 
subsidiary;11 — certain gains realized directly by foreign investors in 
respect of certain types of Canadian property and 
Whig? are not otherwise included in business pro- 
fits; 

7

' 

—. investment income or business profit regardless of source or t pe earned through a Canadian resident 
(subsidiaryg, company;13 — rents derived from real estate the operation of which 
is not considered to comprise a business but in re- 
spect of which certain “net income” elections have been made. 14 

(b) For corporations: Secondary taxes 
(branch v. subsidiary corporation) 

Where a company is involved, there may be a secondary 
- tax. 

(i) Branch tax — Part XIV of the Act 
Under Part XIV of the_Act, a non-resident company is subject to a “branch tax” on business income earned in Canada, whether or not involving a fixed place of busi- ness or permanent establishment within the treaty con— 

' cept thereof. The rate 'of this tax is 25% and it applies to the excess of the income base determined for purposes of the mainstream corporate tax payable under Part I of the Act as described earlier, over the amount of such mainstream corporate taxes (including those levied by the provinces). 
Generally, the rate of such tax is reduced by treaty, and the reduction normally is to the rate which would apgly to dividends were the business carried out through a - 
nadian subsidiary. As in the case of mainstream corpo— 
rate tax, where a treaty is involved, there is normally an exemption from the branch tax if the business profit earned in Canada is not effectively connected to a per- manent establishment in Canada. 
(ii) Subsidiary: Dividend withholding tax — Part XIII of the Act 
Under’Part XIII of the Act, where the foreign investor 
utilizes a Canadian resident company as a subsidiary to make the investment or carry on the business, profits realized by the subsidiary are subject to withholding tax when repatriated by way of dividend payments; the rate of withholding tax is 25%.15 As a general rule, Canada’s 
treaties do not reduce the withholding tax below 15% . 16 
The 12 November 1981 Budget proposes an important change to the dividend withholding tax rules. Under pre— 
sent law,17 the rate of withholding tax otherwise exigible (whether or not the rate is subject to treaty reduction) is reduced by 5 percentage points where there is Canadian ownership of 25 % or more of the Canadian resident company; accordingly, in a typical treat situation where the withholding tax rate is normally 15 00 , there would be a one-third reduction to a net withholding rate of 10%. 
364 

The Budget proposes to eliminate the 5 percentage point reduction.18 

(iii)Branch—subsidiary comparison N ominally, the branch tax is payable in the year profit is earned, with the result that the use of a subsidiary can ap- pear to be more advantageous as the secondary tax (on dividends) due in respect thereof can be deferred for as long as profits are maintained in Canada; however, com- parable timing results as between a branch tax or a tax on dividends paid by a subsidiary often arise where regard is had to the deferral available in respect of the branch tax where profits are reinvested in the business carried on in Canada.19 Also, under certain of Canada’s treaties, branch tax may be subject to broader restriction or exemption in favour of the foreign investor than divi- dends paid by a subsidiary.20 
2. Tax on gross income — Part XI” of the Act 
The second pattern of regime, comprising a flat with- holding tax of 25 % on gross revenue or receipts derived from Canada, arising under Part XIII of the Act applies to:

- — passive income such as interest, dividends, royalties or rents realized direct]?! by a foreign investor and not effectively connected2 to a business carried on in Canada;
. — certain “deemed”- income amounts arising out of transactions between foreign shareholders and Ca- nadian resident companies; for example, certain. loans by such companies to such shareholders.22 

10. The Income Tax Act consists of 258 sections divided into 16 parts, the most important of which is Part I comprising sections 1 through to 180, al- though for foreign investors Parts XIII and XIV (see below) are also of sub- stantial application and import. Pan XIII comprises sections 212 to 218 while Part XIV comprises section 219. 
11. See, inter alia, paragraph 2(3)(b) and subparagraph 115(1)(a)(ii) of the Act. 
12. See, inter alia, paragraph 2(3)(c) and subparagraph 115(1)(a)(iii) of the ' 

Act. 
13. See, inter alia, paragraph 2(1) and (2) and Part I of the Act generally. 14. See, inter alia, section 216 of the Act, Section III below. 
15. Subsection 212(2) of the Act. 
16. Under Article X(2)(a) of the renegotiated but as yet unratified treaty be- tween the United States and Canada, the withholding rate will be reduced to 10% in' the case of corporate participations of 10% or more. UnderArticle VII of the Netherlands-Canada treaty, dividends paid by a Canadian resident company to a shareholder resident in the Netherlands stemming from non-Ca- nadian source interest or dividend income, and where certain other require- ments are met, are exempt from Canadian Withholding tax. See also Article VII of the Canada-Ireland treaty. 
17. Sections 212(3) and 257. 
18. It is probable that the proposed rate reduction under the US. Treaty (see note 16) occasioned this proposal (see Resolution 154 of the Notice of Ways and Means Motion). 
19. See section 219 of the Act. 
20. Under Article X(6) of the Canada-Switzerland Treaty, there is a com- plete exemption from branch tax on business profits earned through a perma- nent establishment where the Swiss company’s principal business is not car- ried out in Canada. 
21. The term “effectively connected” is not used in the Act, rather the simple concept of income “from” a business or property. 
22. Under subsection 15(2) of the Income Tax Act, certain loans made to shareholders are treated as income when not repaid by the end of the taxation year of the lending corporation following the year in which the loan is made. (It should be noted that the exemption where such loans are repaid does not apply if the loans are part of a series of loans or repayments. This rule also applies in the case of loans made to non-resident shareholders and the loan is treated as a dividend for purposes of the withholding rules noted earlier, pur- suant to sections 212 and 214. ' ‘ 
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The tax is applied to gross revenue'and, without benefit 
of deduction for expenses incurred by the foreign inves- 
tor and in the case of rental income, may require that the 
gross revenue to which the tax applies be “grossed up” 
for payments required to be made by the tenant under 
the lease which normally constitute “owner” expenses.23 

3. Structuring to achieve advantageous regime 

(a) Basic considerations 
There can be substantial differences in the net tax de- 
pending which of the two regimes applies; some situa- 
tions are susceptible to “structuring” to achieve the op- 
timum arrangements. The conceptual basis to “struc— 
ture” or effectively select, as between the two regimes, is 
the underlying notion of whether or not the investment 
gives rise to a carrying on of business: if it amounts to a 
business, the Part I net income regime azpplies; if not, the 
Part XIII gross income regime applies. 4 

This dichotomy is similar to that of other_ tax systems such 
as that arising under the Internal Revenue Code of the 
United States.25 Because there are no statutory rules for 
distinguishing between activities which amount to a car- 
rying on of business and those which do not, the charac— 
terization is governed by somewhat flexible case-made 
law. This can give rise to uncertainties in marginal situa- 
tions. Case law has generally involved issues respecting 
revenue-producigg real estate in the context of domestic 
taxpayers where a similar distinction has been required 
for other purpyqswgts of the Canadian Income Tax Act.26 
In principle, \th‘b Odistinction will turn on the degree of 
continuous entrepreneurial or managerial activity re- 
quired»to-—be exercised in earning the income from the in- 
vestment. For example, in the case of the rental of prop- 
erty, particularly where the owner-lessor is not required 
to provide substantial services, it may be difficult to 
achieve taxation under the Part I net income regime , and 
a foreign lessor may well pay a greater tax under the Part 
XIII regime. However, in the case of rental real estate, 
foreign investors, otherwise subject to the Part XIII re- 
gime are entitled to elect to be taxed on a net income 
basis.27 It will be noted below, under the section dealing 
with the role of a trust, that foreign investors can some- 
times achieve net income taxation on purely passive pay- 
ments by structuring a trust resident in Canada to make 
the investment.28 
The general principle governing the distinction may well 
be subservient to a second principle, evolved in case law, 
that a corporation is presumed to be formed for the pur- 
pose of carrying on business with the result that what may 
give rise to passive income (from “property”) in the 
hands of an individual may be considered to be derived 
from the carrying 911 of business in the hands of a corpo- 
ration, particularly where it has no other activities.29 

(b) Withholding tax issues 
Finally, it should be noted that in unclear situations, the 
direct foreign investor may be subject to withholding tax 
at source, refundable to the extent that it subsequently 
can be su‘ccessfully asserted that the income upon which 
withhqldmg was levied was effectively connected to a 
Canadlan business (and thus to be taxed in accordance 
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with the Part I net income regime). The payor of an 
amount contemplated by Part XIII, such as dividends, 
interests, rents, royalties, to a non-resident is required to 
withhold the statutory Part X111 25% tax regardless of 
whether the amount is earned by the resident in the 
course of carrying on business in Canada, unless the non- 
resident has obtained a certificate from the Minister of 
National Revenue evidencing that the payment is 

exempt from withholding tax on the basis of being con- 
nected to a Canadian business. The Minister is only re- 
quired to issUe this certificate where he is of the opinion 
that the payment is indeed related to carrying on a busi- 
ness.30 Refusal of the certificate does not, in and of itself, 
establish the basis upon which the income is to be taxed, , 

merely that the payor is required to withhold Part XIII 
tax and leaving it open to the non-resident investor to 
make a claim for refund of the tax under Part XIII31 and 
file returns of income on the net basis under Part I of the 
Income Tax Act. 

B. Joint investments: Partnership v. 
co-ownership 

1. Basic considerations 
Foreign investors also face choices with respect to appro- 
priate structure for joint investments: 
— whether to proceed in unincorporated form and to be 

taxed as a partnership or as a mere co-ownerf’2 
— whether to incorporate, with the “joint” element 

being reflected simply by shareholdings.33 
Although a partnership is not a separate person34 for Ca- 
nadian tax purposes (but, rather, usually sérves as simply 
a tax accounting center with each partner thereof ac- 
counting for his share of partnership activities, profits, 
etc. as though a sole proprietor in respect thereof”), 
there can be important differences between the applic— 
able rules so as to warrant an assessment of the feasibility 
of selecting or structuring for one mode rather than the 
other.

' 

23. Burland v. M. NR. 68 D.T.C. 5220. 
24. Of course, as already noted net income taxation can always be achieved 
by utilizing a Canadian resident company to make the investment regardless of 
whether its activities amount to a carrying on of business. Also see section III. 
B. below dealing with the use of a Canadian resident trust. 
25. Sections 861, 864, 871, 881 and 882 of the Internal Revenue Code, 1954 
as amended. 
26. See Wertman v. M. NR. 62 D.T.C. 1020; Walsh and Micay v. M. NR. 64 
D.T.C. 2032. 
27. Section 216 of the Act. 
28. See note 24. 
29. See, for example, Birmount Holdings v. The Queen 77 D.T.C. 5031, but 

» also see the (contrary) views of Revenue Canada: paragraph 10 of Interpreta- 
tion Bulletin IT-420R2. 
30. Subsection 214(13) of the Act and section 805 of the Income Tax Regula- 
tions, which were amended in 1981 to include certain payments in respect of 
resource property. 
31. Subsection 227(6) of the Act. 
32. The Canadian tax system does not distinguish between ,a co-owner or 
joint venture or member of a syndicate, all such direct undivided interests 
(which are not considered to comprise a partnership) being treated as though 
the investor were a sole owner or proprietor in respect of his undivided interest 
in the property and related revenues, costs and expenses. 
33. The possibilities of a third format — trust —- are dealt with below. 
34. Taxpayers under Canadian tax law are “persons” which include individu- 
als, corporations or estates or trusts, but not partnerships. 
35. Subsection 96(1) of the Act. 
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Generally, inVcstors prefer to be treated as mere co- owners in order to have optimum flexibility in determin- 
ing write-offs and deductions. These and other differ- 
ences between partnerships and co—ownerships are re- viewed in the third section below. 

2. Structuring for the desired mode 
In theory, it is always possible for joint investors to ar- range either partnership or mere co-ownership, al- though in practice it is not feasible for certain types of joint investments to avoid characterization as a partner- 
ship. This is because (and unlike the United States, for 

. example) the taxation law does not contain special or ad- 
ditional rules for characterizing-a joint investment, leav- 
ing the determination to be made under the relevant 
property or contract law applicable.“ 
Joint investors can generaliy “structure” mere co-owner- 
ship by incorporating the following features in their ar- rangement:

‘ 

— avoid formal declaration of partnership; 
—— avoid joint and several liability — both as between 

_ them and in their relationship with third parties; — maintain investor interests in revenues, costs and ex- 
penditures in proportion to the interest in the under- 
lying property; — maintain the right to a direct interest in the gross pro— ceeds or receipts; — avoid having one co-owner act as general agent or mandatory, with a general power to contract, on be- 
half of the other co—owners. 

Because the determination is left to commercial law, this means, in Canada, reference is made to provincial law of property or contract dealing with partnerships. The views of the Department of National Revenue, reflective - 

of these principles, are set forth in Interpretation Bulle- 
tin Ng. IT-90 which outlines the issue succinctly as fol- lows: 

1. The Income Tax Act does not define a “partner- 
ship”, but outlines the tax consequences if one exists. 
Section 102 defines what is meant by a “Canadian partnership”, but presupposes that there is a partner- 
ship. A partnership is not a person, nor is it deemed to be within the meaning of the Act, notwithstanding 
that section 96 provides that the income of a member of a partnership is computed as if the partnership were a separate person resident in Canada. 
2. Generally speaking, a partnership is the relation 
that subsists between persons carrying on business in common with a view to profit. However, co-owner- 
ship of one or more properties not associated with a business (which under Common Law might be a joint tenancy or a tenancy in common) does not of itself create a partnership, and this is so regardless of an ar- rangement to share profits and losses. For guidance on whether a particular arrangement at a particular time 
constitutes a partnership, reference should be made to the relevant provincial law on the subject and such law 
will be viewed as persuasive by the Department of Na- ~ 

tional Revenue. 
3. A characteristic of a partnership is a sharing of profits of a business as opposed to a sharing of gross _re- 
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turns. Where the share of profits represents the pay- ment of an obligation as opposed to a partnership right 
to so share, any presumption of partnership relating to the share of profits is rebutted.

. 

4. A joint venture agreement, whereby two or more 
, persons agree that each provides his own property to ‘ perform a specific task and receives a specific division of profits from such a task, may be considered a partnership as regards such profits; but as long as the property is not held under joint tenancy or tenancy in common, it is not considered to be partnership prop- 

erty. Thus the capital cost allowance provision relat- 
ing to partnership property does not apply. 
5. Where several persons form an association for the purpose of carrying out particular'business transac- 
tions in which they are mutually interested, the associ- 
ation has the characteristic of partnership. However, such persons may associatewithout each accepting 
total liability for the association’s debts. In these cir- 
cumstances, contracts may indicate that the associated 
persons will be liable only for their respective agreed 
portions ofvthe- debts. The existence of such an ar- rangement is viewed as an indication that a partner- 
ship does not exist. One of the original examples of 
this type of association which does not constitute a partnership is a Syndicate of insurance underwriters. 
Associations or syndicates in connection with natural resource industries often are in the same category. 
6. Since a partnership is a relationship between per- 
sons carrying on business for profit, the type and ex- 
tent of a person’s involvement in the business is rele- vant in determining whether he is in reality a part- ner . . . 

3. Differences in taxation 'Of partnership and co-ownership' 
It was noted earlier that partners account personally for their shares'of partnership activities, profits and losses, etc. and to that extent partnership income is taxed in Canada on a basis comparable to that earned by a mere co—owner. However, important differences between the two types of arrangement can arise and are as follows. 
(a) Timing of income 
A co-owner has more flexibility than a partner in deter- mining the timing of claiming deductions in computing net income for Part I purposes where there is a discretio- nary element thereof. This is because in the case of partnership, it (the partnership) is required to compute income, and make appropriate deductions, with a part- ner accounting for his share thereof. Therefore each partner is subject to the will of the majority of the 

36. In contrast, see sections 761 and 7701 of the Internal Revenue Code. It should be noted that also unlike the United States, in Canada an association of investors is never treated as a corporation unless actually carried out through a company formally incorporated under applicable company law: cf. section 7701, Internal Revenue Code. 
37. See also: “The Business of Defining a Partnership under the Income Tax Act”, Howard Kellough, Canadian TaxJaumal, XXI] (2), March-April 1974, p. 190. I 
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partners as to the’manner in which such elections are 
made.38 
For example, the system for deduction of depreciation, 
in the form of a capital cost allowance, on capital assets 
provides taxpayers with a great deal of flexibility in tim- 
ing deductions inasmuch as the amount of such claim in a 
particular year is at the discretion of the taxpayer, sub— 
ject to the maximum limits thereof.39 
This can be of particular importance in the case of a 
foreign investor for the reason that if there is a net loss 
from the partnership business, the benefits thereof can 
only be carried forward and enjoyed during the sub- 
sequent 5 taxation years.40 
To the extent that losses arise as the result of the manner 
in which timing options and elections have been exer- 
cised, the foreign investor, as partner, faces the possibil- 
ity of losing the benefit thereof if the losses cannot be 
used in the 5-year carry forward period; in contrast, a co- 
owner would have been entitled to select a tax-account- 
ing rule, in the initial year, that would have avoided the 
creation of losses which subsequently become stale- 
dated. The problem can be particularly acute where the 
foreign investor is in a joint investment with a Canadian 
person who may often be in the position to immediately 
enjoy the benefits of losses from the partnership, as an 
offset a ainst other sources of income subject to Canadi- 
an tax, whereas the foreign investor without other Ca- 
nadian business activities would not enjoy such an ad— 
vantage. 

'

. 

Conversely», if all of the joint investors Eire ‘foreigii 
’p'e'f— 

sons , it is likely that their interest will be common and the 
agreed timing of recognizing income through partner- 

' ship elections and options will not prejudice any particu- 
lar partner.42 

(b) Partnership interests — 
Co-ownership interests 

Although a partnership is not a separate person for Ca- 
nadlan tax purposes, an interest in the partnership is rec- 
ognized as a separate property and transactions in or in . 

respect of such interests can give rise to Canadian tax ef- 
fects — whereas a mere co-owner simply has a direct “un- 
divided’.’ interest in each property (comprised of the co- 
ownership) for Canadian tax purposes. Normally, a 
partnership interest is treated as a capital property with 
the result that a disposition thereof normally gives rise to 
capital gain taxation, whereas disposition of an interest 
in a co—ownership requires identification of the nature of 
each property disposed of and'may giverise either to cap- 
ital gain or ordinary income, the latter, for example, in 
respect of the disposition of inventories of the co-owner- 
ship or recapture of capital cost allowance previously 
claimed; the notipns of capital gains and recapture of 
capital cost allowance merit further consideration. 

(i) Capital gains 
First, under Canadian tax law, the general rule is that 
where a property used to produce or gain income is dis- 
posed Of, a Capital gain arises, measured as the excess of 
the procegtds over the “adjusted cost base”; one-half of 
such “capltal gain” is a “taxable capital gain” required to 
be included in income to be taxed at ordinary rates.43 
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‘Where a foreign-investOr is involved, such taxation will 
arise (see above respecting the first pattern of taxation) if 
the proper}?! is considered to be a “taxable Canadian 
property”. Such prOperty includes; inter alia, Canadi- 
an real estate, shares of private Canadian corporations,45 
movable or personal capital property used by a foreign 
investor in carrying on business in Canada or interests in 
partnerships 50% or more of the property of which com- 
prises the type of property just noted. 

The implications thereof are twofold. On the one hand, - 

it is possible that a foreign investor’s interest in a Canadi- 
an business partnership will not be subject to Canadian 
tax upon a disposition where, for example, the majority 

v of assets of the partnership does not comprise taxable 
Canadian property. On the other hand, if the latter is not 
the case and the partnership interest is a “taxable Cana- 
dian property” , the disposition thereof will generally 
give rise to capital gains, not ordinary income, not- 
withstanding that a sale of the underlying property would 
give rise to ordinary income. It should be noted, how- 
ever, that the purchaser of the partnership interest does 
not achieve a step-up in cost base in respect of his interest 
in the underlying properties of the partnership for pur- 
poses of future computation of profit or loss from the op- 
erations of the partnership.46 

The terms of a Canadian treaty can give rise to additional 
differences between the tax arising on the disposition of 
an interest by foreign investor as partner rather than as 
co-Owner. Most new generation, OECD model-based 
treaties would allow Canada to tax a foreign investor dis- 
posing of a direct interest in properties ownedirn coroyvm, _ , 

ershipr and used-in carrying on business ifi Cziri'ada.47 
However, these treatles normally provide exemption 
from Canadian taxation 1n respect of gains realized in 

38. The only exception to this rule_ is in respect of certain exploration and de- 
velopment of costs in respect of resource ventures (subsection 96(1) of the 
Act). 
39. See Part XI of the Income Tax Regulations: cf. the rule' in the United 
States where minimum depreciation is deemed to be claimed. 
40. Section 111 of the Act. 
41. As a general rule, a Canadian resident taxpayer may offset losses from 
one source of business or investment against income from other sources, 
whether earned directly or through a partnership (paragraph 3(d) and section 
96 of the Act). 
42. Timing options can arise with respect to both the recognition of gross rev- 
enue or claiming deductions or expenses. Subject to important modifications 
proposed in the 12 November 1981 budget (see also the 18 December modifi- 
cations thereof), taxpayers can normally, for example, claim reserves in re- 

spect of instalment sales. Timing options, arise, inter alia, in respect of the im- 
mediate deductibility of interest expense (under paragraph 20(1)(c)) or the 
capitalization thereof (under section 21), depreciation on tangible capital ex- 
penditures and on some forms of limited life intangibles (under Section 

20(1)(a) and Part XI of the Income Tax Regulations) and the deductibility of , 

certain intangibles such as goodwill (collectively: “eligible capital expendi- 

tures”) (under paragraph 20(1)(b) and related provisions of section 14 of the 
Act). . 

43. Sections 3 and 38-55, I.T.A. 
44. Taxable Canadian property is defined in paragraph 115(1)(b), I.T.A. 
45. Paragraph 89(1)(f) of the Act: that is, a corporation the shares 

"of which 

are not treated on a stock exchange in Canada nor controlled by such a com- 
an . 

26. 
y 
Again, this is in contrast to the US. system (see section 754 of the Inter- 

'nal Revenue Code). 
47. See, typically, Article 13(2) of Canada’s newe; treaties and the same ar- 
ticle in the 1977 OECD Model Convention. 
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disposing of an interést in a partifiership unless the princi- 
pal property thereof compnses 1mmovables.48 

(ii) Recapture of capital cost allowance 
Any recovery (recapture) of capital cost allowance previ- 
ously claimed upon the disposition of the subject depre— 
ciable property is required to be included in ordinary in- come and only proceeds realized in excess of original cost 
are subject to capital gains treatment.49 
However, where an interest in such property is disposed 
of through the sale of a partnership interest, the general 
rule holds' and the recapture realized in the form of a gain on the disposition of the interest is accounted for as cap- 
ital gain; however, as already noted, the purchaser of 
such an interest would not enjoy a step-up in cost base in 
the underlying property. 

(0) Transactions between partner 
and partnership 

' Another important difference between partnerships and 
co-ownerships to be noted and considered in structuring 
the joint investment is the general rule that transactions 
between a partner and a partnership are considered to 
take place at fair market value and that, for example, where a partnership property is transferred to a partner, 
a taxable gain may arise. The exceptions to the rule, pro- 
viding for “rollovers”, are restricted to transactions in- 
volving “Canadian partnershi s” requiring that all 
partners be residents of Canada. 0 In contrast, there is no 
recognition of any transaction between an investor and 
the co-ownership, unless it entails a dispOsition of prop— 
erty by one co—owner to another. However, an important ' 

exception to the general rule is that the cash withdrawals 
by a partner, if and when in excess of his adjusted cost 
base, are tax-deferred. 

4. Joint ventures through a “Canadian- 
controlled private corporation” 

It was noted earlier51 that private Canadian corporations may be entitled to a corporate tax rate reduction of 21 
percentage points52 where not more than 50% of their 
shares are owned b non-residents. This reduction, ap- 
plicable to the first 200,000 of net income in a year, and 
subject to an overall limit of $1,000,000 (under the 1981 Budget proposals), can make it advantageous to carry 
out joint inVestments with Canadian partners through a 
single corporation, rather than by way of co-ownership 
or direct partnership. 

C. Financing and licensing factors 
1. General considerations 
The combined effect of Part XIII taxes (25% flat with- 
holding on gross payments) on dividends, interest, royal- 
ties and rents paid to foreign investors and deductibility 
of certain of such payments under Part I of the Income Tax Act can provide several options in structuring Cana- 
dian investment and business undertakings. Subject to 
the thin capitalization rules (below), equity provided in 
the form of debt can produce interest charges deductible 
against high taxed income, substituting therefor lower 
Part XIII withholding taxes. In contrast, equity provided 
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either directly by the investor or by share investment in 
the company utilized to make the investment or under- 
take the business produces non-deductible dividend pay- 
ments. Similarly, the licensing of technology rather than 
outright transfer or direct use thereof can produce diffe- 
rent tax results. The range of the possible results, assum- 
ing one of Canada’s newer treaties in respect to a busi- 
ness venture , may be seen in the following comparisons: 

Financing Technology 
Debt Equity Licensing No royalty 

royalty 
Profit $100 $100 $100 $100 
lnterestor ' 

royalty charge (100) — (100) — 
Taxable profit — 100 — (100) 
Corporate profit tax » 

(Panl)@50°/o (a) — $ 50 —- $ 50 
Secondary—branch 

(PartXlV)ordividend 
(PartXllI)taxand 
Article X(2)@ 15% (b) — $ 7.50 — $ 7.50 

Part XIII and AXI (3)
_ @ 15% (c) $ 15 — — - — 

PartXlll and AXI! (4) @ 10% (d) — * $ 10 — 
Netreturn $ 85 $ 42.50 $ 90 $ 42.50~ ~ 
(8) Actual combined federal andprovincial taxes may range from 25.5% to 51% depending upon applicability of a6 percentage point reduction for manufacturing and processing operations or (section 125.1 l.T.A.) and the particular province involved (where tax rates may range from a low of 5.5% in the Province of Québec (in 1983 and subsequent years) to a high of 16% in British Columbia, and leaving aside a temporary 5% fed- 

‘ 
eral surtax (section 124.2 l.T.A.) which is to be extended through 1983 under the 12 November 1981 Budget. See notes 8 and 52 and related 
texts. 

(b) See, for example, treaties with Switzerland, U.K., France, Germany (as yet unratified), Belgium and Italy. 
(0) See treaties referred to in (b). 

, (d) See treaties referred to in (b).
I 

2. Debt v. equity: Thin capitalizatio'h 
and withholding taxes . 

The general rule providing deductibility, under Part I, for financing charges is subject to thin capitalization re- 
strictions where paid by a Canadian resident company to 
certain foreign shareholders or persons affiliated with them. In order for full interest charges to be deductible, 
the ratio between loans provided by such foreign share- 
holders owning 25% or more of the shares of the Canadi- an resident operating company and the balance sheet 
equity thereof must not exceed 3:1. Persons not dealing 

48. See, for example, Article XIII(4) of the Canada-Switzerland income tax 
treat . 

49. ySection 13, I.T.A.: this may be contrasted to the rule in the US. in re- 
spect of certain straight-line methods of depreciation of real property where 
recaptured depreciation is treated as a capital gain (see the Economic Recov- 
ery Tax Act). 
50. See sections 97, 98 and 102 of the Act. 
51. See note 8. 
52. Where regard is had to the 6 percentage point reduction in corporate tax 
rates (5% where the 21% reduction applies) in respect of manufacturing pro- 
fits under section 125.1 of the Act and recent corporate rate reductions in the 
province of Québec, overall corporate rates may be as low as 13%. ' 
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at arm’s length53 with shareholders are taken into ac- 
count for this computation as well as back-to-back loans 
made through foreign banks or other financial inter- 
mediaries. 
Interest paid or incurred in respect of debt in excess of 
the 3:1 ratio is not deductible in computing taxable in— 
come under Part I of the Ac_t. This means that in estab- 
lishing a Canadian subsidiar with, for example, a 
$1 ,000,000 investment at least £50,000 must be invested 
by way of share capital in order that interest charges on 
the balance be deductible.54 However, these rules do not 
apply to operations carried on in Canada through a 
branch of a non-resident Canadian company.55 
Canadian withholding taxes under Part XIII in respect of 
such‘ financing charges are exigible at the rate of 25% un— 
less reduced by treaty which, as noted above,’ normally 
provides for reduction to 15%. There is also provision 
under the domestic law for exemptions from withholding 
tax on interest paid to arm’s length persons on loans 
made before 1983 where no more than 25 % of the princi- 
pal amount of the loan is required to be repaid, in the ab- 
sence of default, during the first 5 years of the loan.56. 

It is not known at the time of writing whether this exemp— 
tion, introduced in 1976, will be extended, as it had been 
from the initial eXpiry date of 1979. Considering that 

‘ arm’s length relationship arises where the share owner- 
ship is restricted to 50% or less or that back-to-back loan 
arrangements are not specifically ruled out (as in the case 
of the thin capitalization rules), there is some degree of 
flexibility in some .circumstances to take advantage of 

ilhis‘gxemption in financing business start-ups in Canada 
' — although concerns respecting agency or sham and the 
imminent expiry of the exemytion reduce substantially 
the-potential interest therein. 7 

3. Transfer of technology 
The basic question may arise as to whether to license or 
assign (outright) industrial technology (patents and 
_other proprietary rights or non-exclusive or non-prop- 
rietary technology, such as know-how). The parameters 
are as follows. -

' 

From the standpoint of deductibility to the operating en- 
tity'(say'Canadian subsidiary), royalties or similar pay- 
ments are normally deductible in the year in respect of 
which the payment arises while the cost of an outright ac- 
quisition is either deductible over the life of the technol- 
ogy in the case of limited life rights or at the rate of 10% 
but only on one-half of the cost of unlimited life rights, 
unless the benefits obtained are of current or short-lived 
duration in which case the entire cost may be deductible 
in the year in which acquired.58 
From the standpoint of taxation to the foreign transferor 
or licensor, Canadian tax could arise under either Part I 

of the Act or Part XIII, as more fully discussed in the next 
paragraphs. .

' 

Normally, the transferor will not be subject to tax under 
Part I, on the net income basis, in respect of either a 
single transaction of transfer of his technology or licens- 
ing thereof to a Canadian business enterprise , whether in 
the form of putright transfer or technology license. This 
is because either the transaction does not amount to car- 
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rying on of business in Canada,59 or, even if it does, 
exemption, in the case of outright transfers, should arise 
under the normal business profits rule of a Canadian 
treaty.60 

Uncertainty can arise in respect to the outright assign- 
ment of some but not all of a transferor’s proprietary in- 
terests in his technology, such as in the case of the provi- 
sion of know-how. The issue will be whether or not a 
mere “use” is being provided; but, notwithstanding some 
uncertainty in the jurisprudence, it would seem that in 
the absence of any restriction on the use to which the 
technology may be put, withholding taxes under Part 
XIII should not arise.61 

53. Non-arm's length relationships exist where there are certain defined re- 
lationships between persons such as a common parent or where a person con- 
trols a corporation or persons are affiliated by blood or marriage relationships 
(paragraph 251(1)(a) and subsection 251(2) of the Act or, in the absence of 
such relationships as a matter of fact, entailing the question of separate 
economic interests or a common directing mind whithin rules made under case 
law and pursuant to paragraph 251(1)(b)). 
54. The 1981 Budget would exclude third-party shares, if any, from 
“equity”. 
55. Canada's treaties do not restrict the applicability of Canada’s thin 
capitalization rules and, for example, the renegotiated treaty between the 
U.S. and Canada specifically precludes a claim under a non-disérimination 
clause (Article XXV(8)): 

8. The provisions of paragraph 7 shall not affect the operation of any pro- 
vision of the taxation laws of a Contracting State: 

‘ (a) Relating to the deductibility of interest and which is in force on the- 
date of signature of this Convention (including any subsequent 
modification of Such provisions that do not change the general na- 
ture thereof)... 

56. Subparagraph 212(1)(b)(vii) of the Act. 
57. With respect to the concerns respecting sham or agency it should be 
noted, however, that for purposes of both the section 212(1')(b)(vii)fe){emp3"

5 

tion and the section 18(4) thin capitahzation rules, a bona fide third-party loan 
simply collaterized or secured or guaranteed by a foreign shareholder would 
be perfectly acceptable. With respect to the concern respecting sham or 
agency in respect to back-to-back loan arrangements designed to circumvent 
the arm’s length requirements of section 212(1)(b)(vii), see the decision of the 
Supreme Court in Swiss Bank Corp. v. Her Majesty the Queen 72 D.T‘C. 6470. 
58. As a general rule, case law distinguishes between a current expenditure 
for purposes of gaining or producing income, pursuant to paragraph 18(1)(a) 
of the Act, and a capital expenditure entailing one which provides an enduring 
benefit to the acquirer or increases or augments the income earning process 
pursuant to paragraph 18(1)(b); in the latter case, specific provision for deduc- 

tibility must be found within the rules of the Act or the Regulations. Where an 
intangible capital expenditure with a limited life is involved, Part XI and

' 

Schedules 2 and 4 of the Income Tax Regulations (made pursuant to and for 
the purposes of paragraph 20(1)(a) of the Act) provide for straight line write- 

off over the useful life of the right acquired while section 14 of the Act provides 
for a 50% deductibility, at the rate of 10% per annum on a declining balance 
basis, in respect of intangible capital expenditures without a limited life, 
within the “eligible capital property” rule referred to above (note 42). 
59. Section 253 of the Income Tax Act extends the meaning of carrying on 
business in Canada to include a mere offering for sale of anything in Canada. 
On the other hand, a single isolated transaction (“adventure in the nature of 
trade”) has been held not to amount to the carrying on of business (Tara Ex- 
ploration Ltd. v. Her Majesty the Queen 72 D.T.C. 6288). 
60. The exemption would normally arise under Article VII of the OECD 
based treaties unless the payments in respect of the outright transfer are con- 
tingent in nature and thus perhaps are contemplated by the royalty provisions 
normally found in Article XII of such treaties. 
61. Paragraph 212(1)(d) of the Income Tax Act provides for 25% withhold- 
Ving tax on rents, royalties and similar payments including, inter alia, any type 
of payment for the right to use in Canada know-how or other non-proprietary 
technology. In St. John Shipbuilding Dry Dock Ltd. v. Her Majesty the Queen 
80 D.T.C. 6272, the Federal Court of Appeal suggested that lump sum pay- 
ment for sale of a computer program to build ships would have been subject to 
withholding tax under the rent or royalty rule had it not been for exemption 
arising under provisions under the current treaty between the U.S. and Cana- 
da. However, it seems that restrictions placed on the fight of the Canadian ac- 
quirer to alienate and the requirement to maintain confidentiality brought the 
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Where the technology transfer arrangement involves the 
payment of either a conventional royalty or licensing fee 
or a lump sum rice, the payment of which is contingent upon the use sales, profits, etc.) of the transferee or 
licensee , the Part XIII, 25% withholding tax will apply.62 
Canada’s newer treaties do not eliminate the liability but 
restrict the rate to 10% .63 
4. Ihtercompany pricing considerations 
As a general rule, intercompany pricing arrangements, 
including those respecting the provision of financing and 
technology, must conform to a fair pricing or reasonable 
price standard, in the absence of which deductibility for 
Part I purposes may be denied to the payor and Part XIII 25% withholding tax (to the extent not otherwise applic- 
able) on disguised or deemed corporate distributions may arise for the payee in respect of an excess price. It is 
to be noted that the Canadian rules in this area are com- 
prised largely of broadly stated principles64 without 
elaborate statutory language or a substantial ‘ body of 
case law. 

.

> 

D. Anticipating the ultimate disposition 

Structuring the investment or business start-up from the 
standpoint of minimizing Canadian taxes on an ultimate 
disposition turns on three basic factors: 
— under the Income Tax'Act, as already noted, gains

I 

realized on the sale of “taxable Canadian property” 
comprising, inter alia, shares of private Canadian 
resident companies, Canadian real estate, resource 
properties or capital properties used in carrying on a 
directly-held business65 or other property thereof66 
are subject to tax; ' 

-— Canada’s new generation treaties would generally exempt the sale of shares of private Canadian com- 
panies whose-principal property does not comprise 
real estate;67 and ‘ — the sale of shares of a foreign company (a non-Cana- dian resident company) is not subject to tax under 
the Income TaxrAct; but, on the other hand, a purch— 
aser of the shares thereof cannot achieve a step-up in 
cost base for Canadian tax purposes in respect of the 
property owned by such corporation without under- 
taking a liquidation which would give rise to im— 
mediate taxation, in resgect of the type of Canadian 
properties noted above. 8 ‘ 

-

' 

It was just noted that the purchaser of shares of a foreign company used to carry on a Canadian business does not 
achieve a step-up in cost base in the underlying proper- 
ties on a tax-free basis, thus decreasing the potential 
benefits of a sale of the shares of such a company without 
liability to Canadian tax. However, the results are not much different in respect of a sale of the shares of a pri- 
vate Canadian company which, absent a treaty exemp- 
tion, would be subject to Canadian tax. In particular and unlike the rules, for example, in the United Statesfé 
a purchaser of the shares of a Canadian corporation may only achieve a step-up in cost base in respect of non-de- 
preciable capital property (thereby excluding inven- 
tories and depreciable properties, such as plant and equipment or intangible assets such as goodwill, etc.) by 
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acquiring the shares through a Canadian holding com- 
pany and proceeding with the liquidation of the acquired company into such holding company.70 
Accordingly, where the choice is between a Canadian 
resident company and one which is not resident, from the 
standpoint of ultimate disposition, the use of a foreign 
corporation will be preferable in the sense that reliance upon treaty exemption is not required. Finally, in this 
context Canada’s treaties do not generally exempt a 
foreign direct investor from the sale of business proper- 
ties or assets comprising a permanent establishment. 
Individual foreign investors would also benefit from the 
insulation from Canadian tax, afforded by the holding of 
the shares of a non-resident company, arising under Canada’s deemed disposition rules at death.71 

Ill. ADDITIONAL FACTORS PARTICULAR TO PASSIVE INVESTORS 
A. The role of the non-resident-owned 

investment corporation 
Foreign investors in Canadian portfolio securities gener; 
ally are exem t from Canadian tax in respect of dISpOSl- tions thereo and are subject to 25 % withholdlng tax on 
payment within the concept of a mere use (as opposed to an acquisition of out- 
right ownership) within the meaning of subparagraph 212(1)(d)(i), thus leav- 
ing it open to structure arrangements not comtemplated by that provision. It is 
also to be noted that subparagraph 212(1)(d)(i) refers to'a use in Canada and 
not, in concept, a lump sum payment for a right of use which is not restricted to Canada. ' 

62. Section 212(1)(d) of the Act. 
63. See, for example, Article XII of the treaties with Switzerland, France, 
the U.K., Italy, Belgium and Germany. - 

64. Subsection 69(1) requires a fair market value price with respect to the 
sale of goods between related or non-arm’s length parties; however, subsec- 
tions 69(2) and (3) deal specifically with international non-arm’s length trans- 
actions and refer to “reasonable price in the circumstances” and there is no 
jurisprudence to date on whether there is a difference between the two con- 
cepts. For detailed discussions of the various factors noted in this section, see “Intercompany Pricing: In Search of Guidelines”, by George Tamaki and Richard Pound, Canadian Tax Journal, XXII (5), September-October 1974, 
p. 460; “Working with Canada’s Technology Transfer Rules”, by Nathan Boidman, Tax Planning International Journal, August 1981, p. 3; “Intercom- pany Charges for Services and Use of Property — Canadian Income Tax Con- 
siderations", a paper presented to the Canadian Tax Foundation Annual Con- 
ference in Toronto in 1974, by André Gauthier and written by Gauthier and Nathan Boidman and appearing in the 1974' Conference Report at page 145. 
65. Subparagraph 115(1)(a)(iii) and paragraph 115(1)(b) of the Act, note 43 above and related text. 
66. Subparagraphs 115(1)(a)(ii). 
67. E. g. Article XIII(4), Switzerland-Canada Treaty. 
68. Subsection 69(5) of the Act. 
69. Sections 332, 334(b) and 336 of the Internal Revenue Code. 
70. See subsection 88(1) I.T.A. 
71. See note 1: capital gains exemptions provided in Canada’s newer treaties 
in respect of shares of private Canadian companies (not principally involved in 
real estate activities) apply to deemed dispositions at death. The contrary was 
suggested by the Federal Court, Trial Division in the case of Davis v. The Queen 76 D.T.C. 6109, in an obiter dictum respecting the exemptive provi- 
sions of Article VIII of the current U.S.-Canada Treaty in respect of a “sale or exchange” but the wider ambit inherent in the new generation treaty. concept 
of “alienation” should make those comments of the Court, if correct, inapplic- 
able. 
72. A less than 25% holding in the shares of a public corporation that is, orie whose Shams are listed on a stook exchange in Canada (paragraph 89(1)(g) of the Act) and debt instruments of Canadian companies are excluded from the “taxable Canadian property” category and, in the absence of systematic; and 
continuous trading activities in such securities in Canada, gains.in respect 
thereof are not subject to Canadian tax. v

. 
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interssst or dividend payments, subject to treaty protec- 
tion. - 

However, gains and income in respect of such portfolio 
investments may be subject to full Canadian corporate 
taxation if held through a foreign corporation portfolio 
which is managed on a discretionary basis by a Canadian 
broker or other advisory personnel.74 

To guard against this type of concern, a non-resident can 
structure Canadian portfolio investments, or other types 
of passive activities, through a company formed in Cana- 
da and qualified for purposes of the Income Tax Act as a 
“non-resident-owned investment corporation” which is 
taxed on a “flow-through” type basis. The chief charac- 
teristics of such a corporation are: 
—. all shares are owned by non-residents of Canada; 
- investment and other undertakings are primarily of 

the passive variety, in compliance with specific 
statutory rules and, for example, no more than 10% 
of the income of the corporation can be derived from 
rents or royalties; 

— the corporation has made an election to be taxed as a 
“non—resident-owned investment” corporation 
within 90 days after its formation or start of busi- 
ness.75 

The scheme of the rules governing an NRO is to provide 
a foreign investor with the same overall Canadian taxes 
on distributed income and profits of the corporation as 
thOugh the underlying investments had been held di- 
rectly. The pnncipal rules and the procedures to achieve 
this result are: 

' ' 
~ 

, 
~ .‘ 

— dividends, interest and other incomes are subject to 
an'ihitial 25% tax in the hands of the corporation, 
which is totally refundable upon payment of divi- 
dends to shareholders; _ 

— gains realized in respect of portfolio investments 
which if realized directly by the foreign investor (that 
is, shares of public corporations76 and other non- 
“taxable Canadian property”) are not subject to 
taxes at the level of the corporation. 

— on payment of dividends, the NRC receives a refund 
of the initial 25% tax and Canadian withholding 
taxes on such dividend do not apply to the portion 
thereof stemming from capital gains which would be 
tax-free if realized directly. 

There are, however, certain anomalies and difficulties in 
respect of: 
- foreign investments by the NRO, and ideally the NRC is not used for non—Canadian investment pur- 

poses; 
— investments in Canadian securities which if received 

directly would benefit from a reduction in or exemp- 
tion from the standard 25% , Part XIII tax, such as 
corporate debt or bonds qualifying for the “5-year” 
exemption referred to earlier.7 

An important manifestation of the last problem noted 
has been the loss of the 5 percentage point reduction in 
the rate of withholding tax on dividends paid by Canadi- 
an companies in which there is a 25% or greater Canadi— 
an ownership.78 However, as noted earlier, the 12 
November 1981 budget proposal’to abolish this reduc- 
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tion will eliminate this particular adversity of utilizing an NRO to hold Canadian‘ portfolio equities. 
B. Role of Canadian resident trusts 

A Canadian'residentvtrust can serve to reduce taxation 
on Canadian source rents derived from personal or 
moveable property or royalty-type payments when such 
income is derived from investment activities which are 
not considered to amount to carrying on of business.79 
The trust provides a basis to achieve taxation under Part 
I80 rather than under Part XIII,81 and where tax under the 
former regime is less than that which would arise under 
the latter this approach is advantageous. 
As already noted, a foreign investment which does not 
amount to the carrying on of business can be rendered 
subject to net income taxation by the use of a Canadian 
resident corporation. Howevar, this entails not only the 
cost and complexities of a corporation but aggregate Ca— 
nadian taxes (where regard is had to both the primary 
(mainstream) corporate taxes and the secondary dis- 
tribution withholding taxes) of rates ranging up to 60% 
and greater.82 A corporate structure may also prevent 
the investor from realizing optimum tax results in his 
country of residence; for example; it may preclude a 
flow-through of tax write-offs. It was noted in the pre- 
ceding section that an NRO cannot be used to earn rents 
and royalties.

' 

A trust can optimize results in both Canada and the State 
of residence by not only effecting net income taxation in 
Canada but, as well, a reduction of the overall Canadian 
taxes to a maximum of 25% of net income .while possibly 
providing flow-through characteristics in the country of 
residence.83 
The requirements bf, andlj‘géneralconsiderations related 
to, effective trust arrangement in respect of passive ren- 
tals and royalties may be summarized in respect of a 
hypothetical situation where a helicopter having a cost of 
$100,000, financed at 20% per annum,.is leased to a Ca- 
nadian user at an annual rent of $30,000: 
— if the helicopter is leased directly by the foreign in- 

vestor(s) to the Canadian user, annual Canadian in- 

73. Part XIII of the Act. 
74. As noted (note 5 above), a foreign company can be considered resident 
in Canada on the basis of central mind and management which, although gen- 
erally is a reference to the seat of the Board of Directors, could also be deter- 
minated on the basis of day-to-day operational management; see the decision 
in Crossley Carpetv. M.N.R. 69 D.T.C. 5015. 
75. Sections 133 and 134 of the Income Tax Act. 
76. See note 72. 
77. See note 56 and related text. 
78. See note 17 and related text. 
79. See note 24 and related text. 
80. See section II(A)(1) above. 
81. See section II(a)(2) above. 
82. See note 80. It should also be noted that the 1981 Budget increases taxes 
on‘investment income earned through a Canadian resident Corporation by 
eliminating the applicability of the refundable tax provisions of section 129 to 

foreign controlled corporations.
. 

83. For example , typical commercial trusts may often be ignored for US. tax 
purposes allowing the US. inventor, as beneficiary or unit holder, to direct 
write-offs of the costs and expenditures of the trust. This may either arise 
under the grantor trust rules or as a matter of the trust being characterized as a 
partnership. 
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come taxes would arise at 25%, producing taxes of 
$7,500;84

, — if a proper trust is constituted85 and the trustee is a 
resident of Canada, the'trust can acquire and lease 
the helic0pter and be governed by the net income re— 
gime of Part I;86 — the trust could, for example, in its first year have no 
taxable income, the gross lease payments of $30,000 
being offset by interest financingvcosts of $20,000 and 
depreciation claims of $10,000;87 — 1n a subsequent year when the gross lease payments 
exceed the aggregate financing and depreciation 
charges, the net income would either be taxed in the 
hands of the trust at the rate of roughly 50%88 or in 
the hands of its beneficiaries at a maximum rate of 25%. Taxation in the hands of the trust would arise if 
the trust arrangements do not require that annual in- come be distributed to beneficiaries and in fact there 
are no such distributions in the year earned. Where 
such distribution is required and/or is made no tax 
arises under Part I in the hands of the trust, but rather 
a 25% withholding tax on the beneficiary under Part 
XIII.89 If it is assumed that in the subsequent year in 
question aggregate financing and depreciation 
charges amount. to $20,000, net income for Part I would amount to $10,000 and, in cases where the in- 

' come is accumulating, Canadian taxes of $5,000, computed at the rate of roughly 50%, would be in- 
curred, which may be contrasted to the gross with- 
holding taxes of $7,500 which would arise where the 
helicopter is leased directly by the foreign investor; and where the income is payable to the beneficiaries, 
Canadian taxes would amount to $2,500 comprising 
the 25% withholding tax on the net income distri— 
buted to the beneficiary, comparing rather favoura- 
bly with the gross taxes in the case of the direct hold- 
1118; — it is important to note that if the trust is not resident 
in Canada (that is where the trustee is a non-resident) 
the taxpayer would simply be a direct foreign inves- 
tor, bringing 'into effect the flat withholding tax of 25% on gross lease payments under Part XIII of the Income Tax Act. 

C. Revenue-producing real estate 
1. Overview 
In general terms, a direct foreign investor in Canadian 
revenue-producing real estate may elect to be taxed on 
either a net basis at regular rates of tax or pay a flat 25% withholding tax on gross rents; this is considered below 
in section 3. Full implications of Canadian tax results in- 
cluding issues of corporate taxes on capital are beyond the scope of this paper.90 
The precise circumstances of the investment may affect 
to a considerable extent the overall results. The variables 
include the status of the investor (that is, individual ver-

_ sus corporation and in the latter case whether the Cana- 
dian rental property investment is a principal or ancillary 
activity), the size and nature of the property, the manner 
in which it is leased (gross lease versus net lease, single 
tenant or multi-tenants), and the manner in which it is managed (which may range from little if any under net 
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leases, to independent property managers or the mainte- 
nance of a full time staff). Some of the variables and some of the effects arising thereunder are briefly re- viewed herein. 
Assessment of all factors determines whether the invest- ment should be made directly by the foreign investor, 
through a Canadian resident company or perhaps 
through a Canadian resident trust: the factors include ef- 
fects under Canada’s domestic law and the extent to which a treaty may alter the results. Recent treaties 
largely permit Canada to fully apply its domestic law in 
respect of foreign investment in Canadian'real'estate 
held directly or through Canadian corporations.91 
2. Financing considerations 
The financing objectives are normally twofold: 
maximize the deductibility of interest expense in com- 
puting Canadian taxes on rental income and minimize 
Canadian withholding taxes on interest paid to non-resi- 
dent lenders in order to minimize the cost of borrowing. The basic considerations and factors underlying these 
objectives have been considered in Part I, and in relation 
to investment in Canadian real estate may be sum- 
marized as follows (regard also being had to certain addi— 
tional factors particular to real estate investment): 
— Interest expense will generally be deductible where 

84. It is assumed that the helicopter is leased on a net basis (the lessee assum- 
ing full responsibility for its maintenance and operation) comprising cir- 
cumstances where the rental income should generally not be considered to be derived from carrying on of business in which case Part XIII of the Income Tax Act — Section 212(1)(d) and not Part I of the Income Tax Act will apply, result- ing in a flat 25% withholding tax on the gross leasé payment, subject to reduc- 
tion under applicable treaty, if any. 
85. Constitution of the trust would be governed by English common law 
principles in all proVinces other than the province of Québec, in which it may be difficult to utilize the provisions of the Civil Code to constitute a commer- 
cial trust: see the Supreme Court of Canada in Crown Trust v. Higher (1977) I S.C.R. 418.

, 

86. The trust will be considered resident in Canada: Thibodeau v. The Queen 78 D.T.C. 6376 and subject to Part I tax as an “individual” (section 104 of the 
Act). 
87. Normally, a helicopter could be depreciated at rates of 25% per annum on a declining balance basis under the Income Tax Regulations and pursuant 
to paragraph 20(1)(a) of the Income Tax Act with the trust being entitled to 
such part of the maximum claim as is required to eliminate taxable income. 
88. See Resolutions 95 and 101 of Notice. of Ways and Means Motion, 1981 
Budget. 
89. In the latter circumstances noted, the trust income is Considered as “pay- able” under subsection 104(24) and may thus be deducted in computing the 
trust’s own income for purposes of Part I under section 104(6), thus giving rise 
to Part XIII withholding tax in respect of taxes payable by the beneficiary under Sections 212(1)(c), and (11) and 214(3)(f). (It is important to note that 
a trust is not entitled to reduce its income for purposes of Part I of the Income Tax Act in respect of income “payable” if the income is derived from Canadian 
real estate rentals, resource activities, businesses carried on in Canada or the 
disposition of “taxable Canadian property". None of these restrictions how- 
ever could apply in the hypothetical case under consideration.) Care would be 
required in drafting the income interests to ensure that the amount “payable” 
is net of depreciation. .

' 

90. For a detailed study of this topic see “Investment in Canadian Real Es- 
tate by Non-Residents”, a paper written by André Gauthier and Nathan Boid- man, delivered to the Corporate Management Tax Conference of the Canadi- 
an Tax Foundation in June 1977 by André Gauthier and appearing in the Con- 
ference Report at page 195; a number of changes since the date of writing have 
not substantially altered the rules and results analyzed therein. 
91. Present treaties with the U.S. , Netherlands, Sweden and Finland can 
provide some interesting planning possibilities with respect to disposition 
gains, but as noted (note 7) these treaties are now being renegotiated. ' 
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the investment is acquired by a Canadian resident 
corporation or trust or, in a case of direct foreign in- 
vestment, the revenue property is considered to 
comprise a business in Canada, or 1 the absence 
thereof a net income election is made.92 The con- 
straints are the thin capitalization rules where a Ca- 
nadian resident corporation is involved.93 It can also 
be noted that interest incurred during a period of 
construction can be capitalized at the option of the 
investor.94 

— With respect to Canadian withholding taxes, interest 
paid to a non-resident lender may be subject to Cana- 
dian tax in both the direct and indirect investment 
structure. Where the investment is direct, and in- 
terest is paid by the foreign investors to a foreign 
lender, Canadian withholding tax is applied to the 
extent that the interest is deductible and the loan is 
secured by the real estate95 or the investment 
amounts to the carrying on of business and comprises 
the EPrincipal business activity of the foreign 

inves- 

tor. 6 Where the investment is made through a Cana- 
dian corporation or trust, withholding taxes will gen- 
erally apply.97 In both the direct and indirect context 
if a corporate investor is involved exemption may 
arise under the 5-year rule.98 

Participating or'bonus financing arrangements, whereby 
a lender receives an interest in rents or eventual disposi- 
tion proceeds, are being used more frequently and may 
arise in the context either of the financing available to the 
investor or may comprise the manner in which the inves— 
tor makes his investment. When viewed from the former 
standpoint, the issues include the deductibility of contin- 
gent amounts paid under the arrangement by the inves- 
tor and the extent to which a withholding tax obligation 
may arise. Where the context IS the use of such arrange- 7 

ments by the investor as the means of participating in Ca- 
nadian real estate, structuring issues are, 1n effect, the 
mirror image of the second consideration just noted, that 
is, the manner in which Canadian tax may arise on pay-

- 

ments made to the 1nvestor under the participation ar- 
rangement or perhaps in respect of a sale of the instru- 
ment. As a general matter there is, at this time, a lack of 
precise law on this point, either under the Income Tax 
Act or in the cases, and it will be necessary to rely on the 
principles already discussed. The main issues will involve 
the questions of whether the participation should be 
treated under rules relating to loans, the payment of 
principal and interest, rules relating to joint ventures or 
partnerships, or some combination of the two. The par- 
ticular features of the participating arrangement will , 

have to be carefully examined in order to assess the most 
appropnate characterizations for and consequences 
under Canadian tax law.99 

3. Selecting the regihe of taxation 
Normally, it would be desirable to be taxed in Canada on 
a net 1ncome basis. As already noted such treatment may 
be aphieved regardless of the investment structure. It 

apphes automatically where a Canadian resident corpo— 
ratlon or trust is involved, and, in the case of direct in- 
vestment, the foreign investor may opt for net income 
taxation by making an election under section 216 of the 
Income Tax Act if the activity is not Considered to be the 
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carrying on of business. 100 This may be contrasted to the 
difficulties foreign investors may have in regard to rents 
derived from moveable or personal property and the al- 
ternate strategies required and the specific need” of utiliz- 
ing the Canadian remdent trust.”1 
Where the investment is direct, regardless of whethér it 
amounts to the carrying on of business or net income . 

elections are made under section 216 of the Act, with- 
holdin tax obligations may arise in the hands of the 
payor %lessee) of the rent (or Canadian agent of the les- 
sor); these rules must be coordinated with the substan- 

, 
tive tax regime selected. For example, in the case; of di- 
rect investment amounting to the carrying on of business 
in Canada, a certificate would have to be obtained by a 
lessee under section 805 of the Income Tax Act Regula- 
tions made pursuant to subsection 214(13) of the Income 
Tax Act in order that there not be withholding taxes 
(which the investor would then have to claim as a refund 
upon filing an income tax returnfor the taxation year). 
Or where the section 216 election is involved, a lessee 
would have an obligation to withhold the 25% of gross 
rents, again Causing the investor to suffer a reduction of 
cash flow and claim a refund on a tax return for the year; 
however, an intermediate regime of withholding, applic- 
able to netwcash flow available from the gross rents, may 
be opted for under subsection 216(4) of the Act by the fil- 
ing of appropriate undertakings and forms by a Canadian 
agent with and on behalf of the foreign investor. 

4. Cash flow 
Canadian tax on cash flow, whether or npt represented 
by taxable income, does not arise in the case of direct 

in- 

vestment; for example, there are never Canadian with- 
, holding taxes onidividends or distributions made by a 
non-resident corporation to a non-resident shareholder. 
However, where the investment is made through a Cana- 
dian resident corporation, any distribution, whether or 
not represented by underlying net rental income, would 

92. With respect to carrying on of business, see note 24 above and related 

text; with respect to net income election, see section 21t of the 
Act and next 

section. 
93. Subsection 18(4) and following of the Act. See section 11 above. 

94. Section 21 of the Act: 
95. Paragraphs 212(1)(b) and 212(13)(f) of the Act. 
96. Paragraphs 212(1)(b) and 21203.2) of the Act. 
97. Paragraph 212(1)(b) of the Act. ‘ 

98. Subparagraph 212(1)(b)(vii), see note 56 and related text, beating in 

mind that the exemption is scheduled to expire at the end of 1982 
with the re- 

sult that interest on loans entered into after 1982 will no longer be 
exempt. 

99. Regard should be had to Resolution.151(b) of the 12 November Notice of 
Ways and Means Motion which excludes contingent interest payments 

from 

the 5-year exemptive provisions of subparagraph 212(1)(b)(vii). 
Thought 

should be given to the interrelationship between this new ru|e, the case-made 
rule that participation payments may not, in the first instance , have the 

charac- 

ter of interest and, therefore, whether the new Budget rule will have 
applica- 

tion. In this context, regard may also be had to paragraph 212(1)(d) dealing 
with rent or royalty payments and whether it can have applicability 

to par- 

ticipating payments under the bonus debt arrangement. ‘ 

100. As discussed earlier, net income taxation, under Part I of the 
Act, 

applies, without need of an election if the rental property amounts 
to a busi- 

ness, under characterization criteria evolved in the case law. 

101. See section III B respecting the use of a Canadian resident trust. 
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<l. 

Be subject to dividend withholding taxes under Part XIII of the Income Tax ACt.102 . 

5. Dispositibns generally 
Any disposition of an interest in Canadian real estate will be subject to Canadian tax except in the case of the sale of shares of a non-resident Canadian corporation owning Canadian real estate or a beneficial interest in a trust not 
resident in ‘Canada. All corporate liquidation proce- 
dures give rise to tax in the hands of the distributing or 
liquidating corporation, instalment sale reserves do not 
apply to non-residents who do not or cease to carry on 
business in Canada and tax—free exchangesvof real estate are not permitted. Both direct and indirect dispositions 
are normally subject to the taxable disposition rules de- ' 

tailed to some extent in the first part o’f‘this paper. Aside
‘ from exemptions under a few of Canada’s treaties,103 the use of straight debt financing as a means of sheltering in- come including gains and the uncertain possibilities with 

respect to participating debt arrangements, strategies in 
structuring investments from the disposition standpoint 
will normally rélate to differentiating aggregate Canadi- an tax burdens which may arise under different struc— 
tures selected and normally within a relatively limited range of possible results, the average Canadian tax bur- 

CANADA: Summary of Modifications 
in Draft Legislation 
(Finance Department Release 
of 28 June 1982) 
The Honourable Allan J. MacEachen, Deputy Prime Minister and Minister of Finance, today tabled in the House of Com- mons comprehensive Notices of Ways and Means Motions re- lating to the budget of 12 November 1981. The motions set out the draft income tax legislation to implement proposals of that budget.

V 

The draft legislation reflects the modifications to the budget measures announced by Mr. MacEachen on 18 December 1981. It also contains further alterations reflecting many of the constructive suggestions received over the past several months. ‘ 

The legislation is being issued in draftform to afford those, tax- 
payers whose interests are affected and their professional ad- 
visers an opportunity to review the proposed amendments and 
suggest modifications to ensure that the changes do not have 

. unintended or inappropriate effects. Mr. MacEachen said that 
in order to provide ample time for review he would not be pro- ceeding with final legislation in Parliament until after the sum- mer recess. ' 

The practice of tabling draft legislation in the form of Com- prehensive Notices of Ways and Means Motions was proposed in the document entitled “The Budget Process: A Paper on Budget Secrecy and‘Proposals for Broader Consultation” is— sued in April. In that document the Minister said this proce- dure, which has been followed in recent years, provides an op- portunity for significant'inputvby the public and the legal and accounting professions in the development of tax legislation. 
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den on gains realized from disposition of revenue prop- erty ranging from 25% to 35% .104 

SUMMARY COMMENT 
It is apparent that effective structuring of foreign invest- ment and business operations in Canada requires identzfi- cation and admit use of a host of rules and factors, arising under both domestic law(s) and treaty(s).‘In most situa- tions careful planning should improve the results which would otherwise be realized. ‘ 

102. It is important to note for those who also invest in U.S. real estate that the 
distribution rules in Canada ar¢ quite different. Under U.S. law a distribution 
by a U.S. corporation may be taxed either as a dividend to the extent of under- 
lying earnings andlprofits, per sections 301 and 316 of the Internal Revenue Code, or a capital gain to the extent‘in excess of earnings and profits and cost base in the shares of the payer corporation, pursuant to sections 301(c)(3) and 897; in Canada, in contrast, there is, as already noted in the text, no reference made to underlying earnings and profits in respect of corporate distributions with all such distributions being taxed as dividend, under subsection 212(2) of the Act. ‘ 

103. See note 91. 
104. Factors, discussed earlier, which can differentiate the overall results in- 
clude dividend distribution rules, branch tax (Part XIV of the Act) considera- 
tions and taxes of the different provinces. 

Interest expense 
The Minister said that a committee of tax professionals has been appointed to review proposals in Resolutions 23 and 24 of the November budget involving the deduction of interest ex- pense. Their effective date is being postponed pending the re- view and would not in any event apply before 1983. 
Standby charge and corporate 
distributions tax 
More significant modifications to earlier proposals include a reduction of the automobile standby charge from 21/2% per month to 2% and a postponement of the 121/2% corporate dis- 
tributions tax to 1 January 1983. The automobile standby charge is used in calculating the benefit to an employee from the personal use of a company car. The corporate distributions tax is intended to adjust for the difference between the rate of tax paid by certain small business corporations and the amount of the dividend tax credit to which shareholders are entitled when earnings are distributed. 
Charities and insurance measures delayed 
Draft legislation relating to charities and to the tax treatment of life insurance policies is delayed as a result of the extensive discussions that have taken place with representatives of both interests. Details of changes relating to life insurance taxation are outlined in a separate press release. The Minister said pro- posed amendments in these areas would be made public as soon as they are available. 

Forward averaging 
There are modifications in the draft legislation to the propos- als relating to forward averaging which will improve its effec- tiveness. Forward averaging is a method of averaging tax rates so that someone with an unusually high, non-recurring income 
is not taxed at an excessive rate. The changes in this area will extend the application of forward averaging to all income earned by artists and athletes from their activities as such.. 

continued on page 391 
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Working with Canada’s Statutory 
and Discretionary Industrial and 
Petroleum Assistance Programs 
by Peter MCQuillan 

Canada, like many industrialized nations of the world, makes available a vast 
array of assistance programs for both industrial enterprises and for petroleum 
development. At last count there were in excess of 300 federal and provincial 
government assistance programs for industrial development alone. The na- 
ture or type of assistance available ranges from non—repayable grants to 

on- 

going subsidies, from incentive loan terms to income tax concessions. 
Prog- 

rams may be characterized as either ‘fincentive” in nature (i.e. reduced in- 
terest rate loans, outright grants, accelerated write-offs, etc.) , or 

“last resort” 

in nature (Le. government loan guarantees where debt security is insufficient 
for private sector lenders).

' 

I. INDUSTRIALASSISTANCE 

It is important to gain an understanding of several parameters within 
which 

Canadian government assistance programs operate. Of utmost importance to 
the non-Canadian reader is the fact that Canada has, over at leastthe last 

de- 

cade,‘ evidenced a high degree of nationalistic and even protectionist 
economic policy. Foremost amongst such policies is Canada’s Foreign Invest- 
ment Review Act (FIRA). By rendering reviewable all new business start—ups

‘ 

and most acquisitions of control of a Canadian business, the Agency has 
sig— 

nificant power to influence the degree of competition in Canada. Within the
' 

context of government assistance programs this nationalistic flavour is 
appa-

. 

rent in one key way: the number of programs available to a foreign-controlled 
business, as opposed to the number available to a Canadian-controlled busi- 
ness, is dramatically reduced. Just as important, h0wever, is the fact 

that the 

amount of funding available to foreign-controlled businesses as a percentage 
of total funding is not reduced so dramatically. In fact a Canadian subsidiary 
of a foreign company may be restricted in approximate terms to, say, 15% or 
less of the available programs in terms of number of programs, but will still 
qualify for well over 50% ‘of government funding in terms of gross monetary 
incentives available in any one year. 

A second key characteristic of Canadian government programs is the distinc- 
tion between “statutory” programs and “discretionary” programs. The 
former type of incentive refers to those_ found in the various taxing statutes 

of 

Canada (primarily the Income Tax Act of Canada). These incentives differ 
from the second category in that they are part of the laws of Canada, and thus 
a taxpayer (whether Canadian or foreign-controlled) has a legal right to them 
provided the rules and regulations governing their administration are 

com- 
plied with». One major example of an incentive-of this type is the federal in- 
vestment tax credit program. New manufacturing and processing equipment, 
current and capital expenditures for research and development, and certain 
railway, air, water and long-haul land transportation equipment qualify 

for 

credits against income taxes otherwise payable in ranges of 5 to 50% of the 
eligible expenditures. The eXact credit varies according to either_the nature of 
the expenditures, the size of the taxpayer, or the geographic location 

of the 

taxpayer in Canada.
' 
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Discretionary incentives are significantly different in that there is no legal right to assistance which may be av- 
ailable. A prospective recipient of this type of assistance must enter into an application process administered by any one of a'number of government agencies or depart— 

, ments. Thus the success in obtaining assistance of this na- 
ture, 'and even the precise magnitude of the eventual as- 
sistance, is left to the discretion of program officials who 
.act according to their perception, of the specific cir— cumstances surrounding that application. 
By and large, discretionary programs are more difficult for foreign companies to qualify. Generally speaking, the economic benefit provided by a project proposed by a foreign-controlled entity must be significant enough to more than compensate for the potential negative 
(nationalistic) reaction often associated with granting as- ' 

sistance to a non-Canadian company. 
. 
Some final general characteristics worthy of note are: 
(a) Canadian government incentives are usually geared to stimulate change in the enterprise, as opposed to maintaining the status quo; 
(b) last resort assistance is available to prevent com- panies from becoming insolvent; ' 

(0) true “incentive” assistance is available only in cir— cumstances in which new initiatives are being prop- osed or in which corporate growth is sought. 
Theoretically, the incqntive beppmes the inducement to act in a way which brlngs posmve economic benefit to Canada. By the same token, every effort is made to en- 
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sure that incentive assistance is not given to situations in which a company would have gone ahead with a project irrespective of the availability of incentive assistance. Program officials administering discretionary incentive programs, however, are very careful to avoid granting assistance in situations where no inducement is felt to be necessary. Failure to demonstrate a need for an induce- ment is often the cause of otherwise eligible projects not receiving incentive assistance. 
The number of programs and their various underlying objectives, administration and sensitivities are ever- changing. Thus it is difficult, and sometimes misleading, to attempt too specific an analysis of this topic at any one point in time.1 Rather, the foreign business person in- terested in this aspect of Canada’s business climate is bet- ter served by an overview of the key general characteris- 
tics of the major government programs. 
Perhaps the best means to effect this type of overview is by examining an actual case example of a'multinational corporation operating in Canada. The case discussed below involves a fairly common corporate situation for a multinational manufacturing company. Please note that while this narrative represents an actual situation, cer- tain facts have been omitted or altered so as to preserve client confidentiality. 
MAC Consolidated Inc. is a major, diversified, Cana— dian' public corporation, which is controlled by a large foreign multinational. MAC’s proposed project encom- passed a $10 million modernization of one of its signific- ant manufacturing divisions. This division employed in excess of 300 people and was located in a relatively small community in a region of Canada designated under the Regional Development Incentives Act (RDIA). This latter designation qualified the region as being one characterized by generally high unemployment and slow economic growth. Approximately 75% of Canada is similarly designated (i.e. all of the Maritime Provinces; Saskatchewan; Manitoba; most of Quebec; and the northern segments of Ontario, Alberta and British Col- umbia).Companies either presently located in RDIA re- gions or contemplating locating in them are eligible for incentive assistance in the form of outright grants for ex- 
pansions, start-ups or modernizations. A modernization 
is intended to increase the productive abilities and ef- 
ficiencies of a company as well as-to §trengthen medium to long term viabillty. 
MAC proceeded to seek parent company approval for modernization of the subject division in order to ensure the commercial and competitive viability of the Opera- 
tion for at least another 10 years. The alternative to mod- 
ernization was a gradual phase-out of the division over a 3 to 5 year period as profitability and cash flow di- minished. Most of the modernization expenditures were to be capital in nature, such as the acquisition of new, more technically advanced production equipment. As a 
result, the company automatically qualified for a number of statutory incentives. These included ,a 10% invest- ment tax credit based on total capital costs; a 2-year write-off (for tax depreciation purposes) of all manufac- 
1. For specific details on evéry program please refer t6 the currefit edition of “Industrial Assistance Programs in Canada, 1981-1982”, by Ernst & Whin- 
ney; CCH Canadian Limited. r 
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turing equipment purchased and duty remission on a sig- 
nificant portion of the equipment which had to be im- 
ported from the US. because comparable equipment 
was not available in Canada. Despite the benefits of the 
above incentives, as incorporated in the capital expendi- 

. ture proposal and pay-back calculation, the parent com- 
pany was reluctant to approve the project because the- 
projected return on investment from the modernized 
facility was not as attractive as several other investment 
opportunities competing for parent company approval. 

Although the Canadian company was aware of the dis- 
cretionary RDIA program no application for assistance 
had been contemplated mainly because MAC had had - 

no previous experience in dealing with the overnment ' 

department that administered the program the Depart— 
ment of Regional Economic Expansion - DREE). Pro-l 
fessional advice was‘ sought and 'received concerning

5 
eligibility for assistance from DREE. Facing the impend- 
ing turndown from the parent company, MAC initiated 
application procedures with DREE. 
Given the magnitude of the number of jobs at stake, and 
the demonstrated reluctance of the parent company to 
approve the modernization, the DREE officials moved 5 

very quickly to review and approve a max1mum non-re-. 
payable modernization grant of 20% of approved capital 
costs, or $1.9 million. Although a DREE grant is taxable 
in the sense that it reduces the overall capital costs avail- 

_ 

able for future tax depreciation; it nonetheless improved 
the project’s return on investment to a point whereit 
made 'sense from an internal _corporate point of View. 
The parent company subsequently approved the Cana— 
dian company’s capital expenditure proposal 'and the 
modernization was completed. 

‘
' 

The abOVe'case illustrates a number of useful points in 
addition to those Covered in general terms earlier. The 
geographic location of a proposed project is extremely 
important because of the wide range of economic condi- 
tions in Canada. Regional development is a high profile 
concern of both the federal government (DREE is a fed- 
eral department) and every provincial government. 
Further, when regional development is being enhanced, 
foreign ownership of the applicant company is usually of - 

only minor concern. Likewise, applications to FIRA 
proposing a location in one of these areas are usually 
much more acceptable than those proposing locations in 
areas such as industrialized Southern Ontario (including 
Toronto). The size of a proposed project, and thus the _ 

economic impact, is also of critical importancg: fo_r obvi_-_ 
ous reasons. Had only 50 or less jobs been at I'lSk 1nstead 
of over 300, it is unlikely that the prolect would have 

're-' 

ceived the immediate attention that it did. At a 
minimum, the company probably would not have re-

' 

ceived a maximum modernization grant. Again, size can 
go a long way'in tempering concern over forelgn owner— 
ship.

‘ 

Prior approval is necessary in virtually all incentive appli- _' 

cation situations. Had the above project proceeded in 
any tangible form prior to receiving official DREE ap— 
pr0val, the application for assistance would havg been 
automatically rejected in full. The incentive apphed for 

- must always be viewed by government as the inducement 
' for the company to act; . 

I

‘ 
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In addition to regional development and job creation] 
protection, governments in Canada have other high pro-‘ 
file concerns as evidenced by the nature of other specific 
incentive programs. ,Foremostamong the other areas of 
concern are enhancement of Canada’s technological 
capabilities. There are significant statutory and dis- 

cretionary incentives in place to encourage research and 
development. Foreign controlled companies can qualify 
for such assistance provided that the technology to be de- 
veloped is commercially; exploited from Canada (i.e. 
world product mandates for Canadian subsidiaries of 
foreign companies). 
Another large area oflconcern which is common to any 
industrialized country is our Balance of Payments posi— 
tion. The creation of exports or the replacement of im- 

- ports is always an important ingredient in qualifying for 
government assistance. The magnitude of a project’s 
proposed impact 0n the Balance of Payments is again a 
key concern for foreign companies contemplating efforts 
in this regard. 
Notwithstanding many of the comments made in this 
paper with respect to a foreign company’s opportunity 
'for government assistance, a significant project which 
addresses one or more of Canada’s inherent economic 
concerns is always worth discussing in at least conceptual 
terms. Flexibility and'a willingness to modify the rules of 
program administration will usually be exhibited when 
the benefits to Canada are correspondingly large. 

n. PETROLEUM DEVELOPMENT ASSISTANCE 
UNDER CANADA’S NEW NATIONAL ENERGY 

_ 

PROGRAM - 

Can'ada’s new and highlycontroversial and still evolving 
Nanonal Energy Program (NEP) is designed to meet 
three goals: , 

(1) the security of Supply and ultimate independence 
from the world oil market;

' 

(2) the opportunity for Canadians to participate? in 
energy industries, especially oil and gas; 

(3) fairness in pricing and sharing of revenues among 
governments and industry. 

Petroleum Incentive Payments (PIP) 

From the viewpoint of incentives for petroleum develop- 
ment, the NEP hashad its most positive component with 
the introduction of cash grants for certain qualifying tax- 
payers. These new grants are called Petroleum Incentive 

_ 

Payments (PIP). 
' Petroleum Incentive Payments (PIP) were introduced 
under the NEP to replace earnedvdepletion which is 
being phased out. They will increase as the corporate en- 

- titlement to earned depletion base additions decreases. 
The. amount of PIP which will be received by an investor 
Will be determined by a number of factors. These factors 
will be the degree of Canadian ownership — called Cana- 
dian Ownership Rate (COR, See following) — of the in- 
vestor, the location of the expenditure and the date on 
which-the expenditure was incurred. The availability of 

377



PIPs is perceived by the Fedqral Government as a means of encouraging direct Canadlan Investment in the indus- 
try by increasing investor cash flow on a current basis. 
The old system of earned depletion for oil and gas ven- 
tures favoured the more esta_b11shed companies that were 
already receiving resource 1ncome, because the earned 
depletion base accumulated was only deductible against

_ resource profits. New companies having no resource 
profits could not immediately make use of the earned de- 
pletion base. In order to make smaller (and presumably Canadian) companies better able to compete with large, 
established foreign companies, the Government is phas- 
ing out the oil and gas earned depletion deduction and 
substituting direct grants called PIP payments. The amount of the PIP payments will be determined on'the 
basis of COR, type and location of expenditures and the 
year in which the expenditure is incurred. - 

PIP summary 
Qualified persons who incur eligible expenses on oil and gas exploration and development in Canada or who incur 
eligible costs in the-purchase of certain assets can obtain PIP payments. '

- 

The amount of thé PIP incentives will depend upon the: 
a COR of the applicant;

. 

b Canadian control status of the applicant; 
0) location of the expenditures; 
(1 type of expenditures; 1

' 

6 year in which the expenditures are incurred. 
Individuals, corporations, partnerships and trustees are 
qualified persons eligible to apply for the PIP incentives. 
Persons whoare income tax exempt at the time the eligi- 
ble expenses are incurred are not eligible for PIP incen- 
tives in respect of such expenses, other than the 25% Crown Share Incentive for exploration expenses on Canada Lands. Pension trusts, pension corporations and 
certain deferred income plans such as employees’ profit 
sharing plans, supplementary unemployment benefit 
plans, registered retirement savings plans, deferred pro- 
fit sharing plans, registered edutation savings plans and 
registered retirement income funds, to the extent they are permitted to participate directly or indirectly in the V 

oil and gas business, are eligible for PIP incentives. 
The COR of qualified persons is reduced for PIP pur- 
poses by the number of percentage points ofvthe applic- ant that are attributable to ineligible persons. V 

There are 4 steps in determining the amount of "the PIP 
incentive: 

'
> 

(I) calculate the amount of eligiblq costs or expenses; 
(2) adjust the eligible costs or expenses by the approp- r 

riate adjustment factors; these adjustment factors. 
are designed to prevent the transfer of the ,PIP be- 
nefits to non-Canadians; - - 

(3) determine the apprOpriate PIP rate; 
I

. 

(4) multiply the adjusted eligible costs or 'expenses by the appropriate PIP rate. 
_ 

-

1 

After 1980, individuals will no longer earn depletion in 
respect of oil and gas resource expenditures. An gamed 
depletion base will still be accumulated by indivxduals 
378: 

and corporations with respect to exploration expense in connection with mining properties. In addition, corpora- 
tions will continue to earn depletion on exploration and ‘ 

development expenses and tangible costs in respect of prescribed enhanced oil recovery projects, oil sands and Saskatchewan upgrading plants. 

Canadian ownership rate (COR) 
On 22 J une-1981 a discussion draft. of the Energy Security Act, 1981 was tabled in Parliament by the Minister for Energy, Mines and Resources. This Act contains‘amend- ments to a number Of existing Acts as well as introducing several new Acts. One Of the new Acts is titled the “De- termination of Canadian Ownership and Control' Act” which sets out the legislation governing the determinaé 

V tion of a person’s COR and Canadiah control status. 
The COR is a central piece of the government’s NEP and will be. required to determine the applicant’s PIPs, a per- _son’s abillty to obtain a production permit on Canada Lands, the ability to obtain export- permits for oil and natural gas, and to receive benefits conferred by means of the creation of the natural gas bank. For these pur- poses individuals and business enterprises will require a certificate which sets out both their COR and Canadian control status. COR means the degree of beneficial Canadian ownership of an entity as determined under the Act and the related regulations. - 

The COR of a particular entity will be one of the most im- portant criteria in determining the level of PIP available to an investor. Individuals who are investors will not be directly involved in the determination process, other than that they Will be required to complete information relevant to their Canadian status. In the case of corpo— rate investors, they will be required, in most instances, to compute the COR of the corporation and forward the in-
_ formation to the manager. of'the investment; The‘De- partment of Energy, Mines and Resources has not yet made its final determination of the rules and the‘ proce- dures which will be necessary, but, suffice it to say, they will be complex. - 

The main points of the Act and Regulations are: 
1. It is a self-assessing system; The applicants deter- mine .their COR and apply for the COR certificate. The certificate will generally have a 1-year term. 
2. Deemed ,CORs are provided in. certain cir- 

. cum_stanc,ejs._ 
V 

.' 
_ 

' 

. .

' 

'3. Non-public enterprises must make inquiry from all 
inveStOrs. - ' 

v
- 

'4. Public enterprises: use an apprOximvate COR based 'on the COR of a sample of the outstanding equity.' 
5. The required accuracy of measurement by an inves- 

. tor depends on the proximity to the applicant and the ’existen'ce of special relationships. 
. 

. 
.

‘ 

6. Formal classes of shares must be combined where ap- 
‘ propriate. Uncombined classes are measured sepa-- 
~rately- and the results are averaged to obtain the COR. ' 

' 

' 

_ . 

r 

. 
_ 

-

' 

7. The COR of optionees andlowners of convertible 
securities will in certain circumstances be considered 
in the COR measurement of the applicant as well as “informal equity” such as overrides and manage- ment fees. 

.
4 
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Basic scheme for COR determination 
An applicant for a COR certificate is required to calcu- 
late its COR by applying the COR of each of its investors 
to the portion of the equity of the applicant owned by 
each investor. It is up to the applicant to make inquiries 
from investors as to the investors’ COR. An investor that 
has been requested to supply its COR to an applicant is, 
in turn, required to calculate its COR either by applying 
one of the permitted deeming provisions or by applying 
the COR of each of its investors to the corresponding 
proportional ownership of equity. 
This process of successive inquiries is pursued until a 
deeming provision is found to apply or an individual in- 
vestor is identified. Generally, the inquiry will be cut off 
at the second level of investors. Inquiries are made to 
owners of shares as at one specific date. The application 
must be submitted within 120 days of the Specific date 
chosen. Changes in share ownership will generally be ig- 
nored unless the result is a decrease in the COR of more 
than 1%. The COR certificate, when issued, will other- 
wise have a 1-year term. If an applicant’s COR increases 
substantially, it may apply for a new certificate. 
Qualified applicants 
The following are qualified to apply for a certificate: 
ag an individual other than a non-eligible person; 
b a corporation incorporated in Canada; 
c) a partnership constituted under the laws of a 

pro- 

v1nce; 
(d) a trustee with respect to a trust, if the trustee 

and be- 
neficiaries are, with respect to their status as such, 
governed by the laws of Canada or a province; 

(6) an insurance company incorporated in Canada in 
re- 

spect of its segregated fund within the meaning of the 
. 

regulations; 
(f) any person prescribed as being qualified to apply 

for 

a certificate or who falls into a class of persons pre- 
scribed _as being qualified to apply for a certificate. 

Non-eligible person 
For the purpose of this Act the expression “non-eligible 
person” has the same meaning as it has under Section 3*of 
the Foreign-Investment Review Act and the regulations 
made pursuant to that Act, with one exception. 
A non-eligible person for the purposes of COR means: 
(a) an individual who is neither a Canadian citizen nor a 

permanent resident within the meaning of the Im- 
migration Act, 1976 and includes a Canadian citizen 
who is not ordinarily resident in Canada who has 
applied for citizenship of a country other than 
Canada; 

(b) the government or agency of a government of a coun- 
try or a political subdivision of a country other than 
Canada; or 

(c) a corporation incorporated in Canada or elsewhere 
that IS controlled in any manner, directly or indi- 

_ 

rectly, by a erson or group of persons described in 
paragraphs Fa) and (b) above. 

The exception is that for the first 5 years after this Act 
c9me§ Into force, a permanent resident who has been or- 
Q1narlly resident in Canada for more than 1 year after the 
tlme at which he first became eligible to apply for Cana- 
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dian citizenship will be considered not to be a nOn-eligi— 
ble person for the_pu_rposes.of the COR determination. 
Looking at the definition from the positive rather than 

_ 

the negative viepint, one could say that a Canadian 
citizen ordinarily resident in Canada or a landed immig- 
rant is a qualified applicant. 

Canadian control status 
The question of Canadian' control status, although re— 
lated to the COR, is determined independently of the COR rules. . 

Presumption 
In determining the control status of a partnership or 
trust, the partnership or trust will be deemed to be a cor- 
poration incorporated in Canada or elsewhere, the in- 
terests in its capital or income will be deemed to be shares 
of a corporation and the beneficial owners of those in-v 
terests will be deemed to be shareholders of the corpora- 
tion. The trustees of a trust will be deemed to be mem- 
bers of the board of directors of the corporation. 

- Control status 
Pursuant to the regulations , an individual, a corporation , 

or a partnership or a trust, either of which is deemed to 
be a corporation, is Canadian controlled if he or it is not 
a non-eligible person. 

Control of a corporation is often defined by» reference to 
the ownership of the number of shares which represent a 

majority of the voting rights in a corporation. For in- 
stance, the Canada Business Corporations Act (CBCA) 
provides that a corporation incorporated under the Act 
is controlled by a person who beneficially owns more 
than 50% of the shares to which are attached the votes 
that may be cast to elect directors and who is in the posi— 
tion to elect a majority of the directors of the 

corpora-' 

tion. The various provincial statutes have similar provi- 
sions relating to control. Control defined in this manner 
by the CBCA and by the provincial statutes is generally 
referred to as “legal control” (de jure). 

The Foreign Investment Review Act provides that a cor- 
poration is a non-eligible person if it is controlled in any 
manner that results in “control in fact” (de facto) by an 
individual or government that is a non-eligible person , or 
by a group of persons, any member of which is a non-elig-

‘ 

ible individual or government, whether directly through 
the ownership of shares or indirectly through a trust, a 
contract, the ownership of shares of any other corpora- 
tion or otherwise. In many cases, de jure and de facto 
control, in fact, may be synonomous. In other cases, the 
identity of the person or persons who control the corpo- 
ration will depend upon a factual determination of who 
effectively controls the corporation. 

Location of expenditure and types of 
expenditures — Eligible costs and expenses 

Eligible expenditures incurred on or‘ after 1 January 1981 
fall into three categories: 
1 eligible exploration expenses; 
2 eligible development expenses; 
3 eligible asset costs. 
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In general, 'expenses are eligible exploration expenses 'and eligible development expenses if they fall within the 
definitions of Canadian exploration expense or Cana- dian development expense in the Income Tax Act. How- 
ever, expenses in respect of a mineral resource (includ- ing oil sands),,as, defined in the Income Tax Act, do not 
qualify as eligible exploration or development eXpenses. 
Eligible asset costs include capital costs incurred in' the ' 

construction or improvement of a hea_vy oil upgrader or a tertiary oil recovery pl‘OJCCt located 1n Canada. 
Generally, Canada Lands will include all northern and offshore areas. One of the reasons for the distinction in the rates of PIPs is the fact that the federal' government 
collects no royalties from provincial lands. 
Year in which expenditure is incurred 
The amount of any PIP attaching to-an expenditure must 'be accrued in the year the expense is incurred so as to re- duce the balance of CEE and CDE available,_whether or not‘the payment has been applied for or received: The PIP follows the relevant expenditure and, accordlngly, 
will be available to an investor regardless of the'nature of 
his investment. ' 

The following chart illustrates the entitlement of PIPs for 
the various possible combinations of the factors. 

I 

Transition period for phasing in incentive payments 
Year staffing Level Level . Level Le ve/ 1January 1 2 ' 3 4 

1981 50% 50%+ 60%+ 65%+ 1982 50% 50%+ 61 %+ 67%+ 1983 ‘ 50% 50%+ 62%+ 69%+ 1984 50% 50%+ 63%+ 71 %+ 1985 50% 50%+ 64%+ 73%+ 1986 ’ 50% 50%+ 65%+ 75%+ 
Levels of incentive payments for oil and gas exploration and development 

Canada lands Provincial lands 
, Level Level 

Exploration 1 2 3* 4 1 2 3' 4 
1981 nil nil 25 35 25 35 65 80 1982 nil 10 25 35 25 45 65 80 1983 nil 1O 25 35 25 45 65 80 1984 nil 15 25 35 25 50 65 80 1985 nil 15 25 35 25 50 65 80 

»1 986' nil 15 25 35 25 50 65 80 
Development 

1981 nil nil 15 20 nil nil 15' 20 1982 nil nil 15 20 nil 1O 15 20 1983 nil 10 15 20 nil 10 15 20 1984 nil 10 15 20 nil 10 15 20 1985 nil 1O 15 20 nil 1O 15 20 1986 
_ 

nil 10 15 20 nil 1O 15 20 
Non-conventional, 

etc 
1 981 nil nil 1 5 20 

‘ 1982 nil 10 15 20 
1 983 nil 1 0 1 5 20 
1 984 nil - 1 O 1 5 20 
1 985 nil 1 0 1 5 20 

' 

1 986 nil 10 1 5 20 » 

" Level 3 is an addition to the PIP system. Levels .1. 2 and 4 were an- nounced in the NEP. 
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PIP — The role of the province of Albei'ta 
The PIP was initially conceived and was to be adminis- tered wholly by the federal government. The September 1981 Memorandum of Agreement between the Govern— ment of Canada and the Government of Alberta relating to energy pricing and taxation indicated that the Govern- ment of Alberta would administer and pay the incentives under the program for activities within Alberta. The Government of Alberta will have the authority to make its own rules with respect to the administration aspects of the Alberta portion of the PIP. 
Any change in PIP incentives rates as specified in the NEP for activities on provincial lands will require agree- ment between the Government of Alberta and the Gov-g ernment of Canada. 
Similar agreements have been entered into by the federal government and other provinces; however, Alberta is 'the only province administering and paying the PIP in- centives itself. 

Canadian explofation expense (CEE) 
Canadian exploration expenses (CEE) which are eligible for a discretionary 100% write-off in the yearinCurred in- clude: 

( 1) the costs of geophysical, geological and geochemical expenses incurred in order to determine the exis- tence, location, extent or quality of a petroleum or natural gas accumulation in Canada; 
(2) expenses incurred prior to 1982 in drilling or com- pleting or preparing a site for an oil or gas well in Canada, if the expense was incurred in the year or in a prior year and, within 6 mOnths of the completion of the drilling, the well is: ’ 

(a) determined to be the first well capable of produc- 
_ tion from a previously unknown acCumulation; or ‘ 

(b) it is reasonable to expect that commercial pro- duction will not commence within 12 months of completion (primarily in the case of gas or fron- 
tier properties where production permits are un- 
available or production is not feasible, com- monly referred to as “shut in”); 

(3) expenses incurred after 1981 in drilling or completing a well as in (2) if drilling is completed within 6 months of the year end and the well is abandoned within 6 months of the year end and 12 months of its comple- 
tion; -

. 

(4) expenses incurred after 1981 in drilling or completing an oil or gas well in frontier areas, unless the well was drilled to obtain commercial production from a known accumulation or for the purpose of delineat- ing a field or determining the extent or quality of the accumulation and the drilling was'commenced after commercial production commenced. . 

The amount of an investor’s CEE available for deduction 
is reduced'by the value of any assistance or benefits re- ceived in the form of government grants, subsidies, be- 
nefits, etc., received after 25 May 1976 (see below, dis- cussion of PIP andsmall explorer’s credit). CEEs will be available to an investor who invests directly in a joint 
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7r 
0. 

venture, limited partnership units, flow-through shares 
or shares of a‘ joint exploration corporatlon. 

Canadian development expense (CDE)
* 

Canadian development expenses (CDE) which are eligi- 
ble for a discretionary deduction at, effectively, a 30% 
rate on the declining balance basis include:

' 

(1) expenses incurred to drill or complete a well to the 
extent the expenses are not CEE; 

(2) expenses to drill or convert a well to assist in produc— 
tion from an oil or gas well (this includes a wide vari- 
ety of wells drilled or converted, for stimulation of 
production); , 

(3) expenses for drilling or recompleting a well after the commencement of production; 
(4) payments made to acquire Canadian resource prop- 

erties prior to 11 December 1979. 
CDEs will be available to an investor regardless of the 
form of his investment. Any government assistance re- 
ceived after 25 May 1976 will reduce the investor’s CDE 
balance in the same fashion as described for CEEs 
above. 

Canadian oil and gas property expense (COGPE) 
Canadian oil and gas property expenses (COGPE), 
which are eligible for_ a discretionary deduction on the 
basis of a 10% declining balance, are the costs of acquis- 
ition of a Canadian resource property (see below) or a 
right to or interest in such a property. While the initial 
cost of acquiring a resource property is COGPE, any 
costs incurred in preserving the right are not COGPE, 
but rather are lease rentals and as such are not eligible for 
any deduction by virtue of paragraph 18(1)(m) of the In- 
come Tax Act. 
The balance of CO GPE will be reduced in the same fash- 
ion as CEE and CDE with respect to the value of any 
grants or assistance received. Similarly, COGPE will be 
available to any investor regardless of the form of his in- 
vestment.

' 

Canadian resource property 
A Canadian resource property includes any property, ac- 
quired after 1971 , which is a right, licence or privilege to 
explore for, drill or take petroleum, natural gas or re- 
lated hydrocarbons in Canada. In addition, a Canadian 
resource property includes a right, licence or privilege to 
store petroleum, gas or related hydrocarbons under- 
ground as well as any oil or gas well in Canada. Finally, 
the definition includes any rental or royalty which is com- 
puted by reference to the amount or value of production 
from an oil or gas well in Canada and any right or interest 
in any such property including the right to receive pro— 
ceeds of disposition of any property described above. 

Foreign exploration and development expense 

Foreign exploration and development expense is subject 
to reasonably complex rules with respect to the amount 
of any clalm by an investor. Foreign exploration and de- 
velopment expenses ihclude expenses incurred for 
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geological or geOphy'si‘cal exploration or drilling in re— 
spect of petroleum or natural gas outside Canada as well 
as any annual payments made to preserve a foreign re- 
source property (the definition of foreign resource‘prop- 
erty is the same asthedefinition of Canadian resource 
property, except that it is outside Canada) and payments 
to acquire a foreign resource property. There is no provi- 
sion to reduce the balance of foreign exploration and de- 
velopment expense for the value of any government as- 
sistance received. Foreign exploration and development 
expenses can only be incurred by a taxpayer through a di- 
rect investment, a joint venture or a partnership. 

The deduction for foreign exploration and development 
expense is limited to the lesser of the taxpayer’s foreign 
exploration and development expense account balance 
and the greater of: 
(a) 10% of his foreign exploration and development 

pool; and
' 

(b) the sum of his foreign petroleum and gas production, 
plus his foreign oil and gas royalty revenue, plus his 
proceeds from dispositions of foreign resource prop- 
erties included in income for the year. 

Resource allowance 
The resource allowance was introduced to the Income 
Tax Act as a conse uence of the historical disagreements 
between the federa and provincial governments. It is de— 
signed to partially offset the disallowance for federal tax 
purposes of provincial crown royalties. The pegging of 
the allowance at 25% is premised on the assumption that 
a 25% net royalty to the provincial crown would result in 
a reasonable “take” to the provinces. 

. Historically, prior to the federal-provincial pricing ag- 
reements signed in the Fall of 1981, the resource allo- 
wance available to a taxpayer with Canadian production 
income, including royalties, was 25%. Resource profits 
for this purpose have been: income from production and 
royalty income (net of losses from these sources) net of 
direct costs of producti0n1(referred to as “lifting costs”), 
the capital cost allowance referrable to the revenue and a 
reasonable allocation of general and administrative ex- 
penses. 
No deduction is required in calculating resource profits 
with respect to interest expense, CEE, CDE, CO GPE or 
earned depletion. It should be noted, as well, that for the 
purposes of this calculation, disallowed crown royalties 
and certain income deemed by the Income Tax Act to 
arise with respect to transactions with the Crown are in- 
cluded in income. 
Profits derived from the processing and transportation of 
petroleum and natural gas are specifically excluded from 
the profits eligible for the resource allowance. The 
former, in the case of'corporate taxpayers, are eligible 
for the federal deductlon from corporate tax for man- 
ufacturing and processing profits. 
Certain amendments are to be made to the resource allo— 
wance provisions. Commencing 1 January 1982, the re— 
source allowance will ap ly to a taxpayer’s total produc- 
tion profits prior to the eduction of royalties payable to V 

other participants in the well and a royalty owner will no 
longer receive the resource allowance on his royalties. 
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< Furiher, draft regulations available indicate that a new 
category of expenses, “Canadian exploration and de- velopment overhead expenses” ,(i.e. administration 
costs relating to CDE and CEE) , will not be deductible in 

_ 

the computation of resource profits. 
Those taxpayers ‘who have production interests whose 
tax liability is unaffected by non-deductible crown royal- 
ties (i.e. those individuals paying freehold royalties only) will 'not receive the benefit of the resource allowance 
after 31 December 1981. It is unclear whether those pro- 
ducers paying nominal crown royalties are to be affected by this changeor not. 
The resource allowance is available to investors in joint ventures and partnerships but not to the investor in flow- through shares or shares in a joint exploration corpora- 
tion, as these investors do not have production revenues. In the case of a partnership investment, the resource al- lowance is claimed at the partnership and not the partner 
level. The deduction is a permissive one, but if it is not taken in the year in which the resource profits are earned, there is no way to carry it forward. 

Earned depletion 
Earned depletion is another discretionary deduction based on resource rofits. Earned depletion is restricted 

: to the lesser of 25 °o of resource profits, but not the same resource profits calculation as for the resource allo- wance, and the earned depletion base. Resource profits for this purpose include the same revenues as for the re- source allowance calculation plus the proceeds of dispos- 
ition of resource properties and reserves on sales of re- 
source'properties brought into income in the year. ' 

In arriving at the eligible resource profits, it is necessary to deduct direct costs, relevant general and administra- 
tion costs, applicable capital cost allowance, the interest expense applicable to the earning of the production re- venue, CEE, CDE, COGPE and the resource allo- wance. Profits or losses from processing, transportation and transmission of oil or gas are excluded for these pur— 
poses. - 

The earned depletion base of a taxpayer, prior to 31 De- cember 1980, consisted of 1/3 of all expenditures for exp- 
loration and development, regardless of where the ex- penditures were incurred, and 50% of all expenditures made with respect to synthetic oil and prescribed en— hanced recovery projects. 
Subsequent to 1980, only corporations will be able to earn further earned depletion base, although those indi- 
viduals who have not fully utilized their previously ac- cumulated earned depletion base will be able to continue 
to do so. The rate at which the earned depletion base will be accumulated is illustrated by the following chart. 
The foregoing changes with respect to the accumulation 
of the earned depletion base relate to oil and gas expen- 
d1tures only and not to mining operations. 
In general, then, an investor which is a corporation will accumulate an earned depletion base for CEEs and CDEs incurred and expenses which have been re- nounced to it. There has always been a requirement to exclude capitalized interest, expenses renounced by the 
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Conventional 
areas

, 

Exp/oration Deve/opment 
After 1980 

(corporations only) 
1981 331/3 Nil 1982 20 

' 

Nil 1983 10 Nil 1984 
, Nil ‘ 

‘ 

Nil 
1 985 Nil NH 

New synthetic oil and 
prescribed enhanced oil 

recovery projects Canada Lands After 1980 E I
- 

(corporations only) Xp oration 
1981 331/3 ' 

33/3 
1982 331/3 - 331/3 1983 331/3 20 
1 984 331/3 10 . 

1985 - 331/3 
V Nil

. 

* After 1980, eligible expenditures will be net 
of any relevant incentive payments 

taxpayer and expenses recovered after 28 April 1979 
and, as a consequence of NEP-related proposed amend- 
ments, it will be necessary to exclude capitalized general and administration expenses relating to exploration and development. Qualifying expenditures have never in- cluded the costs of acquiring a Canadian resource prop- 
erty. 

Investment tax credits 

Many of the tangible properties acquired through an oil and gas investment will be eligible for investment tax cre- 
dits, with the rate of the credit determinedby the loca- 
tion where the equipment is put into service. The assets which will qualify are new assets which are machinery or equipment acquired after 23 June 1975 to be used in the 
operation of an oil or gas well, the processing of heavy crude oil to the stage of crude oil or its equivalent and 
exploration and drilling for petroleum or natural gas. As- 
sets which do not qualify are those which are eligible for 
classification as CEE or CDE, such as well casing. The amount of investment tax credit claimed will reduce the 
undepreciated capital cost of the equipment in the year 
in which it is claimed. 

.

' 

Investment tax credits will be available only to investors who invest by way of partnerships, joint ventures or di- 
rect investment, as the capital cost of equipment cannot be renounced by a joint exploration corporation and is not eligible for the flow-throughunder the flow-through 
shares rules. 

Capital cost allowance (CCA) 
Capital cost allowance (CCA) is the tax equivalent of ac- 
counting depreciation. Most assets acquired by oil and gas ventures will fall into Class 10 for CCA purposes, 
eligible for a write-off on a 30% declining balance basis 
by virtue of being: 
(1) either oil and gas well equipment; or 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



(2) property (provided it was acquired after 22 May 
1979) designed principally for the purpose of deter- 
mining the existence, location, extent or quality of 
accumulations of petroleum or natural gas, or dril- 
ling oil or gas wells.

‘ 

Any storage tanks for oil acquired will be eligible for 
Class 29 treatment. 

In the case of a partnership investment, the CCA will be 
claimed at the partnership and not the partner level. In 
the case of a direct or joint venture investment, the claim 
will be at the discretion of the investor; for those who in- 
vest in flow-through shares or shares in a joint explora- 
tion corporation, no CCA claim will be available to the 
investor. 

The Budget Papers, tabled on 12 November 1981, con- 
tained proposals to restrict CCA in the year in which an 
asset is acquired to 50% of the amount otherwise availa- 
ble. Under the rules previously in existence, such CCA 
was prorated in the year of formation of a business ven- 
ture to the proportion of the year the venture was in exis- 
tence. It is unclear whether the proposal will create a 
compounded restriction or'not. On 18 December 1981, 
the Honourable Allan MacEachen tabled a number of 
revisions to his previous Budget, some of which related 
to CCA. The available information is too imprecise at 
this time to allow for specific comment. 

Interest expense 

Prior to the Budget tabled on 12 November 1981, all in- 
terest expense with respect to oil and gas invgstmepts 
was generally treated as deductible in the year 1t was 1n- 
curred. Resolutions 23 and 24 of the Budget contain pro- 
visions which would greatly curtail the deductions availa— . 

ble with respect to the interest expense on certain types 
of investments. Because oil and gas operations are spgc- 
ifically included in the definition of active business 1n_— 
come , interest expense relating to an investment in an 011 
and gas venture directly, through a joint venture or 
through a limited partnership, did not appear to 

be' af- 

fected by the Budget. However, as the only income 
which an investor in a joint exploration corporation or 
flow—through shares could earn was dividend income, 
which is income from property, interest expense incur- 
red with respect to such investments would be restricted 
to the dividend income earned from the shares which, in 
most cases, would be nil for a number of years. It appears 
that the Budget resolutions will now be amended in the 
following manner: 
(1) for 1982, interest expense will be restricted only to 

the extent that it exceeds 2/3. of a taxpayer’s total in- 
come prior to. the interest expense claim; 

£2; 
for 1983, the 2/3 will be 1/3; and 

3 there will be an additional $10,000 of interest ex- 
pense which will be unrestricted for investments in 
taxable Canadian corporations. 

All of the foregoing changes to‘ the interest deductibility 
w1ll tend to neutralize one of the biases against invest- 
ment by.way of flow-through shares or shares in a joint 
exploratlon corporation. ‘ 
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Small explorers’ credit 

The Province of Alberta provides certain incentives to 
industry participants; one of which- has come to be 
known as the “Small Explorers’ Credit”. The credit is av- 
ailable as an offset to Alberta royalties and freehold min- 
eral taxes. Prior to 1 September 1981, the total available 
for any well was $1,000,000 and from that date it will be 
$2,000,000. However, similar limitations apply on a per 
taxpayer basis; It is not necessary to have tax payable in 
Albertajn order to benefit from this credit and it is re- 
fundable, in cash, upon the filing of the requisite forms 
with a taxpayer’s income tax return. Generally, the cre- 
dit will be available only to direct, joint venture or 
partnership investors. 

Forms of investment 

Traditionally, the most common forms of investment of- 
fered to the public (whether through private placement 
or prospectus) have been limited partnership units and 
joint venture interests. Less common have been flow- 

‘ through shares and shares in joint exploration corpora- 
tions. These investment structures are discussed in the 
remainder of this paper.

' 

(1 ) Joint exploration corporation 
A joint explqration corporation is a principal busi- 
n_ess corporatlon which has not, since its incorpora- 
tion, had more than 10 shareholders. A principal 
business corporatlon includes a corporation whose‘ 
principal business is exploring or drilling for pet- 
roleum or natural gas, or the production, refining or 
marketing of petroleum, petroleum products or 
natural gas. 
The method whereby an investor obtains tax benefits 
from his investment is through the mechanism of the 
joint exploration corporation renouncing its ex- 
penses to its shareholders. Expenses can only be re- 
nounced to corporate shareholders and are re- 

nounced in agreed proportions. Expenses which may 
be renounced are those for which payment was made 
by the shareholder to the joint exploration corpora- 
tion in respect of CEE, CDE or COGPE. 

(2) Flow-through shares 
Flow-through shares are generally shares of a corpo- 
ration, of a new class, issuedunder an agreement be- 
tween the shareholder and the corporation whereby 
the shareholder contributes funds to the corporation 
to be used by the corporation to incur CEE, CDE or 
COGPE. The agreement specifies that the expenses 
are being incurred by the corporation on behalf of 
the investor and the expense incurred is the sole con- 
sideration for the issue of the share. 

Prior to 13 November 1981, any shares issued under 
such an arrangement were treated for income tax 
purposes as inventory and not capital property, with 
a nil cost base. This treatment was not an unreasona- 
ble one as the expenditures in respect of which the 
shares may be issued are not capital property. The 
Budget, tabled 12 November 1981 , contains a resolu- 
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tion which would make flow-through shares, issued 
after 12 November 1981, eligible for treatment as 
capital property (however, the shares will still be sub- 
ject to the ordinary tests of income vs. capital). It is thought that this proposed amendment was to com- pensate for some of the proposed amendments to the 
reorganization provisions outlined below. 
When CEE and CDE are incurred by investors in flow-through shares, the investors are entitled to the PIP incentives. The corporation will act for the inves— 
tor in filing the application and receiving the incen- 
tives. The relevant COR is that of the corporation is— 
suing the shares. A joint exploration corporation is a qualified person and entitled to incentives in its own 
right. 

(3) Limited partnership 
The limited partnership has become a‘popular vehi- 
cle for tax shelter investment because it allows for a 
full flow-through of tax deductions, while limiting the liability of the investor to the amount of his capi- 
tal subscription. Because of this limitation 'of liabil- 
ity, it is Revenue Canada’s position that an investor may not claim further deductions for income tax pur- poses when his adjusted cost base in the; limited 
partnership is nil or negative. A limited partnership 
will be governed by the relevant law in the province of its formation. 

Converting the investment to liquid form 
Prior to the Budget tabled 12 November 1981, it did not matter much what form the initial investment in the ven- ture took. Generally, the investor expected, at some 
point, to obtain shares in the operator/promoter, which would be readily saleable. This subsequent conversion of the investment interests relied upon the'tax-free reor- 
ganization provisions contained in the Income Tax Act. The Budget, tabled on 12 November 1981, would have eliminated, in most cases, the opportunity to effect these transactions on a tax-deferred basis. One of the possible 
rationales for these proposed changes is that, as a con- sequence of these transactions, it was possible-to convert income gains on a disposition of the direct investments to capital gains on a future disposition of the shares re- celved on the reorganization. With the proposed aboli- 
tion of the reorganizaton provisions in these cir- cumstances, investors, to the extent they had insufficient balances in their CEE, CDE and COGPE pools, gener- 
ally from other investments in the industry, would have suffered a recapture of previous deductions. 
It appears, as a consequence of the Speech referred to 
earlier, that the reorganization provisions will not be amended prior to 1983 and that future amendments may differ radically from those tabled on 12 November 1981. 
Alberta announces new incentives in April 1982 
Leading a drive to improve the industry’s cash flow posi- 
tion is the Alberta Government’s package of financial in- 
centives, 'a series of royalty cuts and special grants. 
The Alberta package includes a $250 million grant to- 
384 

offset the costs of servicing existing wells in 1982. The grant can be taxed by Ottawa as income at a rate of 36% reducing the benefit by $90 million. 
Most of the benefits from the Alberta package are)- earned through reductions in provincial royalty rates; Because royalties are deductible before the Incremental Oil Revenue Tax (IORT)¥is calculated, royalty reduc-fl tions increase the amount of the tax. 
The IORT is calculated on incremental revenue, thé Adif— ~ 

ference between the actual price paid for oil and the mix established by the NEP. The average price for 1982 -.is $24.63 a barrel, compared with $20.25 a barrel under the NEP, so incremental revenue is $4.38 a barrel. 1“ 

Because’of Alberta’s changes, the new royalty on increj: megtal revenue is $1.63 a barrel and incremental income" subject to IORT is $2.75 a barrel (incremental revenue less royalty). Under the old rules, incremental income is: $2.43 a barrel. 
The new IORT, 50% of incremental income, is $1.37 at.) barrel compared with $1.22 a barrel under the old rules“ an increase of 15 Cents a barrel. 
Alberta’s royalty changes give companies a benefit of:

' 

$1.80 a barrel, based on average rates, so the 15% IORT: portion represents 8.3% of the benefit. 
Alberta Premier Peter Lougheed said any attempt by Ot-' tawa to increase its take would be considered a breach of the energy agreement and could lead to a new confronta- tion between the province and the federalGovernment. ’ 

Because the federal portion is small, however, Alberta’s opposition is considered to be more of a question of prin- ciple than a financial issue that affects the industry, in the near term at least. 
The federal Government says changes to the Alberta royalty structure were noted as a possibility during the negotiations that established the energy agreementjn 1981 and the province realized that IORT would increase if royalties were cut. ‘ L 

All federal energy taxes are under review because of fél} 
‘ 

ling world oil prices but no changes are expected for 56%"
‘ eral months. 

Other taxes — Some of the_disincentives 
The NEP and the federal-provincial pricing agreementg :- 

have spawned a new set of taxes. 
( 1) Petroleum and gas revenue tax (PGRT) 

The petroleum and gas revenue tax (PGRT) was in- troduced effective 1 January 1981. It was prior to 1982, an 8% 'tax on production revenue. Production revenue is computed as revenue from production (in- cluding crown royalties, but net of freehold royalties paid) net of lifting costs, without any allowances for interest, CCA or rental payments in respect of tangi- ble property. It is necessary to file separate returns for this tax on the due date of the investor’s income tax return and also, in some circumstances, to make instalments with respect to this tax. 
Commencing 1 January 1982, the rate of PGRT was increased to 16% , but a resource allowance ,equal to 
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=1. 

25% of production revenue is available to thoSe tax- 
payers whose tax is affected by the payment of non- 
deductible crown royalties. 

Incremental oil revenue tax (IORT) 
Generally, investors in new oil and gas ventures will 
be unaffected by the incremental oil revenue tax 
(IORT). The IORT is a 50% tax on the difference 
between the prices which would have been obtained 
under the NEP price schedule and the prices under 
.the new pricing agreements. The tax is applicable 
only to oil production from accumulations known, 
prior to 1981, to exist in commercial quantities. The 
IORT is effective 1 January 1982 and any income 
subject to the IORT is exempt from income tax. 

. 
The profits for IORT purposes are reduced for re- 
lated crown royalties which are calculated on a well- 
by-well basis, based on the average royalty rate for 
the well applied to the incremental revenue. 

' General investment considerations 

Having examined various tax and incentive considera- 
tions associated with an investment in an oil and gas ven- 
ture, it becomes necessary to examine the investment 
criteria to which a potential investor should have regard. 

With the abolition of super-depletion, any investor in an 
011 and gas tax shelter will have a net cash investment in 
the pr0]ect after his benefit from tax deductions. 
Thgre are a number of common-sense questions which 
an 1nve§tor should ask. A brief checklist of some issues to 
be con51dered by a potential investor is provided: 

A determination should be made of the amount of 
the promoter’s “carried intere‘st” in the project. A 
promoter’s carried interest will be the percentage of 
the future profits which he earns from the investment 
property without incurring a proportionate amount 
of the costs. 
The rate of provincial royalties which future produc- 
tion from the fund will suffer should be determined. A determination should be made of the allocation of 
the various provincial drilling incentives between the 
promoter and the investors. If the investor is to share 
in the drilling incentives, he should ensure that he 
will be able to utilize them before they expire. If the 
promoter is to be the beneficiary of the incentives, 

6. 

the investor should ensure that he is receiving some 
compensation for the value of the incentives earned 
with his money but assigned to the promoter. 
An investor should ensure there is a market for and a 
means of getting to market the production found by 
his investment. Many investors have invested in 
funds where there is no technology or availability of 
transportation to take the product discovered to 
market. The investigation should also encompass

- 

current and prospective government regulations re- 
lating to pricing, royalties , allowable production , im— 

. port and export of the product and environmental 
protection regulations. A determination should be made of the profitability, 
particularly in the case of gas discovered in Alberta, 
of the production being shut in. 
Because of the fact that oil and gas reservoirs often 
extend over a number of leases, an investor should 
ensure that neighbouring lessors will not be able to 
draw upon the oil and gas on the investor’s lease. 
This insurance generally takes the form of the driller 
entering into contractswith neighbouring lessors to 
prevent such “sucking out” of the investor’s pet- 
roleum and natural gas reserves. Commonly, protec- 
tion against this eventuality is accomplished by 
means of a “step-out” agreement, allowing the fund 
to drill development wells on its neighbours’ proper- 

: ties and taking any oil or gas so found in return for a 
royalty, or a unitization agreement whereunder the 
fund obtains a share of all the oil and gas in the 
neighbourhood and the neighbours must reimburse 
the fund for its drilling expenses. These are only two 
of the methods of obtaining this type of protection. 
An investor should ensure that some form of protec- 
tion has been obtained for his investment. A potential investor should ensure that the geologi- 
cal information on which he is basing his potential in‘- 
vestment has been provided by an independent 
geologist. Further, he should investigate the promo- 
ter’s track record, his previous funds and their per- 
formance. 
'Some oil and gas ventures require that after a succes— 
ful exploration effort, the investor will be required to 
provide additional funds for the development and 
commencement of production. An investor should 
evaluate his willingness and ability to contribute ad- 
ditional funds to the venture and the penalty for a fai- 
lure to do so.

' 
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The Influence and Impact 
of Canada’s Tax Accounting 
Rules on. Structuring 

‘ 

I

. 

Canadian Business Operations 
by Edwin C. Harris 

1. INCOME TAXATION AND TAX ACCOUNTING IN CANADA 
(a) Evolution of income tax law 
Federal income iax began in Canada in 1917 with the enactment of the Income War Tax Act. This legislation, as amended from time to time, remained in force until the first major effort at tax reform, represented by the 1949 Income Tax Act. In turn, this Act, as much amended,.was substantially “reformed” 
after the appearance of the report of the Royal Commission on Taxation (the “Carter Report”) in 1967. The new legislation, still known as the Income Tax Act, came into force in 1972 and’is still the applicable law, though the volume of annual amendments has been substantial. 

- While it was always recognized that the determination of income for purposes of income taxation would involve questions of accoun‘ting, most questions of tax accounting were left to commercial practice, and relatively few such ques- 
tions were directly addressed in the earlier versions of the statute. Even 
today, many issues of timing and other questions of accounting practice are not directly provided for in the Act. - 

(b) The accounting profession and income taxation 
The development of income taxation and its growing importance in the Cana- dian economy have been accompanied by a remarkable growth in the ac- counting profession. Most of the.personnel who administer the law for Re- venue Canada, Taxation (popularly called the “Department”), as well as most persons in the private sector who advise on tax matters, are profession- 
ally qualified accountants or have had accounting training. Consequently it is not surprising that accounting principles and practices would be generally fol- lowed in measuring income for purposes of income taxation wherever there‘ was no specific direction in the Act. 

(c) Legislating generally acceptedaccbtmting principles 
In the course of the discussions leading to each of the two major “reforms” of - 

Canadian income tax law, the question was raised whether the Act should contain a provision to the effect that, absent any specific provision in the. Act to the contrary, income for purposes of the Act shall be determined in accor-. 
dance_ with generally accepted . accounting principles (GAAP). Some com- mentators felt that both the statute and the case law required departures from GAAP that were not necessary to prOtect the national revenue, that often had inequitable consequences, and that needlessly complicated taxp'aiyers’ record keeping; in their view, the proposed statutory provision would permit income measurement for tax purpdses to evolve in a manner parallel to the evolution of financial accounting principles. 
386 

Edwin C. Harris, Q.C., C.A., Partner ofthe law 
of Daley, Black & Moreira, Halifax, Canada. 
Professor of Law, 
Halifax. 

Past Chairman, Taxation Committee, Canadian 
Bar Association. ’ 

Author of numerous articles on taxation and of 
the text Canadian Income Taxation (Butter- 
worths, 2nd edition, 1981): 

Dahousie University,

1 

Contents 
1. Income taxation and tax accounting in 

Canada ’ 

(a) 
(b) 

(c) 

(d) 

(e) 
(f) 

2. Legislating conformity of tax accounting 
with business records 
(a) 
(b) 
(0) 

93.91.59) 

.‘1 

.The accounting profession and in- 

Reserves - 

Inventory valuation 
Accounting for inflation 
Required conformity with financial state- 
ments ‘ 

Conclusion 

Evolution of income‘ tax law 

come taxation 
Legislating generally accepted ac- 
counting principles 
Generally accepted accounting 
principles and case law 
Consolidated tax returns

, 

The “matching” principle 

An early attempt 
Deferred taxes 
Capital cost allowance as an incen- 
tive 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



On each of these two occasions, however, after consulta- 
tion with the accounting profession, the government de- 
cided not to add the proposed provision to the Act. On 
the first occasion, the profession did not appear to have 
sufficient confidence that GAAP could be clearly iden- 
tified in a particular case, and it was feared that such a 
statutory provision might lead to more, rather than less, 
uncertainty. On the second occasion, the accumulation 
of formal pronouncements by the profession on account- 
ing principles made the earlier objection much less valid; 
nevertheless many accountants felt that, the proposed 
statutory provision would have a restricting effect on the 
application and development of accounting principles. 
While the Carter Report recommended that many of the 
rigid timing rules in the Act be removed, so that more re- 
liance could be placed on accounting principles in deter- 
mining matters of timing,1 even this limited recommen- 
dation was not implemented. 

(d) Generally accepted accounting principles and case law 

Even so, much of the pre-1950 case law supported the ap- 
plication of accounting practice in the measurement of 
income for tax purposes in cases where the Act was si- 
lent. Partly because of changes in wording implemented 
by the 1949 Act, which specifically recognized accrual ac- 
counting, subsequent case law came increasingly to refer 
to accounting princieSLand practices to fill gaps in the 
Act. With occasibnal egcéptions, this trend has con- 
tinued t0 the present‘fime qndlhas taken Canadian tax 
law almost*tolt‘hde position whé'fe it would have been if the 
twice-rejected statutory reference to GAAP had been 

‘ enacted. In somégréfi; Ho'We'ver, the case law has recog- 
nized that a taxpa'ygr maymake a choice between follow- 
ing GAAP and followin‘gaf less sophisticated approach to. 
timing — as was the case for prepaid expenses before re- 
cent relevant amendments to the Act. 

(e) Consolidated tax returns 

While the idea of permitting a group of resident corpora- 
tions under common control to file consolidated tax re- 
turns has been proposed from time to time, it has always 
been rejected by the government because of the com- 
plexity that it is thought to entail. No simple alternative 
procedure is available for shifting losses between af- 
filiated corporations, though 1977 amendments to 'the 
Act permit accumulated losses to flow through an amal- 
gamation of corporations and the winding up of a sub- 
stantially owned subsidiary into its parent corporation, 
subject to Certain restrictions. Consequently, when los- 
ses are anticipated, such as on the commencement of a 

V 

new business, there is a tendency to have the business ac— 
tivity in question carried on by a profitable corporation 
rather than by a new corporation that will have no cur- 
rent profits against which to offset the early losses. A 

(f) The “matching” principle 

The accoun'tant’s principle of matching revenues and. re- 
lated expenses in. the same accounting period has re- 
celved Increasing, but not total, recognition for tax pur- 
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poses in both the case law and recent amendments to the 
Act. In several cases, on the other hand, departures from 
the “matching” principles that appear to be permitted 
may give taxgayer's a choice to accelerate the recognition 
of expenses. Perhaps largely for this reason, the Depart- 
ment has abandoned its earlier hostility to the use of ac- 
counting principles for deciding timing questions and is 
trying to insist on more general application of the 
“matching” principle.3 In some areas where the Depart- ‘ 

meht has attained, or anticipated that it would attain, lit- 
tle success, such as with respect to the deferral of deduc- 
tion of prepaid expenses, it has recently obtained amend- 
ments to the Act to enforce the application of. the 
.“matching” principle. 
Some years ago the case law decided that the “matching” 
principle could not be followed in measuring annual in- 
come for tax purposes from constr‘Uction contracts. The 
case law required that billings on such contracts less 
.holdbacks be included in the contractor’s income and 
that all expenses be deducted as incurred, regardless of 
whether they related to amounts that had been billed. 
For administrative purposes, however, the Department 
has allowed the use of the “completed contract” method 
where'the duration of the contract is not expected to ex- 
ceed two years, providing that the taxpayer consistently 
follows this practice for all such contracts; subsequent 
additions to the job that may Eostpone completion are 
regarded as separate contracts. Consequently, until De- 
partmental ‘practice changes, a series of shorter-term 
contracts may be preferable , for the contractor’s tax pos— 
ition, to a single longer-term contract.

' 

‘ The Act has permitted individuals to account for interest 
revenue on either a cash or a “receivable” basis, depend— 
ing on the accounting method that they regularly‘follow.5 
By administrative practice, the Department also permits 
the accrual method of accounting for interest revenue by 
individuals, though it has attempted to restrict the indi- 
vidual’s right to change from one method to another.6 
Previously these options were available to most other 
taxpayers, but, by recent amendment ,- corporations, 
partnerships, and certain trusts are now required to ac- 
count for interest revenue by the accrual method.7 Thus 
individuals, but not corporations or partnerships, could 
defer recognizing interest revenue by investing in defer- 
red annuities, Coupon bonds, or bank deposit certificates 
on which interest payments are deferred. The amend- 
ments proposed in the budget of 12 November 1981, 
however, will require individuals to recognize accrued 
interest revenue at least every third year. 
The case law ailOwed a taxpayer ,that has to treat foreign 

1. '4 Report of the Royal Commission on Taxa- 
tion 218-20 (1967). See also 1 ibid. 113; 

' 

-. 

2. See, e.g., The Queen v. Oxford Shopping Centres Ltd., [1981] C.T.C. 
128, 81 DTC 5065 (Federal Court of Appeal). 7 

3. See, e.g., Mitchell,'5‘CurrentAsscssing Trends”, 21 Can'. Tax J. 256, 261 
(1979); Reed, The Dilgmma bf. Conformity: Tax 'and Financial Reporting 

—A 
Perspective from Revefiue Canada, in' Corporate Management Tax Conf. 

_ (Can. Tax Foundation 1981). 
4. Interpretation Bulletin IT-92R, para. 12 (3 March 1975). V 

5. Income Tax Act, paragraph 12(1)(c). On the timing of interest expense, 
see paragraph 20(1)(c). . 

. 

-

' 

6. Interpretation Bulletin IT-396 (17 Oct. 1977). 
7. Act, subsections 12(3)-(6). 
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exchange gains or losses on revenue account to recognize any such gains on outstanding indebtedness as of the end of each year, even though the debt might not be settled for some years.8 While accepting this result, the Depart- ment is also prepared to accept any method of determin- ing foreign exchange gains or losses on revenue account that is‘ in accord with GAAP, if the same method is fol- lowed in the taxpayer’s financial statements and is used 
consistently; in certain caSes, however, the Department 
will accept a change to what it regards as a more approp- 
riate accounting method for foreign exchange. A tax- payer is also permitted by the Department to choose not to recognize any foreign exchange gain or loss until the account is scattled.9 

2. Legislating conformity of tax accounting with business records 

(a) An early attempt 
When the present system of tax depreciation (known as “capital cost allowance”) was instituted with the 1949 Act, the Regulations under that Act purported to limit the capital cost allowance that could be claimed on de- preciable assets in any year to the amount of deprecia- tion shown for the year in the taxpayer’s financial state- ments.10 Because diminishing balance rates of capital cost allowance were prescribed for tax purposes, allow- ing quite generous deductions‘in the early years that an asset was held, many taxpayers faced the dilemma of either recording excessive depreciation in their financial statements or postponing some of the capital cost allo- wance that would otherwise be available to them. Public corporations that were under pressure to avoid qualifica- tions in their auditors’ reports were at a disadvantage in this respect in' comparison with closely held corpora- 
tions. A growing level of protest against this rule led to its removal from the Regulations effective in 1954. 

(b) Deferred taxes 

A consequence of the freeing of capital cost allowance claimed for tax purposes from the amount of deprecia- 
tion shown in the taxpayer’s financial statements was the 
recognition, in the financial statements of many busines- 
ses, of growing amounts of deferred taxes in subsequent 
years. This recognition was required by the pronounce- ments of the Canadian Institute of Chartered Accoun- 
tants in order to achieve a proper allocation of income 
tax expense to the appropriate accounting periods.11 In 
the case of many corporations the deferred taxes have grown continuously and have reached very substantial 
levels, and all indications are that this growth will con- 
tinue indefinitely. Many accountants are concerned about this result and would like to see existing account- 
ing rules relating to tax allocation re—examined.12 Some may argue, however, that any excess of existing deferred 
taxes over what might be regarded as more reasonable 
levels may be justified as an offset to the effect of failing 
to make provision in financial statements to correct the averstatement of accounting profit that results from in- 
Elation.13

. 
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It seems clear that the general system of capital cost allo- wance is widely accepted by both the Department and taxpayers, because of its simplicity of application and its relatively generous rates. Consequently it is unlikely that the tax depreciation rules will be changed to conform with depreciation for purposes of financial accounting. The solution to the problem raised by growing deferred taxes, therefore, will 'need to be developed by the ac- counting profession and is not likely to come from changes in tax law. 

(c) Capital cost allowance as an incentive 
The problems raised by divergent deductions for depre- ciation for purposes of income taxation and financial ac- counting can be aggravated where generous rates of cap- 
ital cost allowance are granted as an incentive for tax— payers to invest in certain kinds of assets or industries. _The faétthat deferred taxes must be provided for in the financial statements of a taxpayer who seeks to take ad— vantage of such an incentive may reduce the attractive- ness to him of doing so. 
3; “RESERVES” 
The government’s traditional concern about the possible use of conservative accounting principles to postpone the recognition of income is reflected in the IOng-standing 
prohibition in the Act against the deduction of “an amount transferred o'r.credited to a reserve, contingent account or sinking fund” except where such a deduction 
is specifically permitted in the Act.14 The specific provi- sions that allow deductions that are described in the Act as “reserves” indicate that the term “reserve” is being used in a broader and less precise way than under prevail- - 

ing accounting practice in Canada.15 According to the Department, this term when uSed in the Act “means more generally an amount set aside that can be relied upon for future use:”.16 It might be more accurate to say that “reserve” in the Act means an expense the amount of which is only estimated or contingent as of the end of the year in question. ‘ 

The restriction against deducting “reserves” has the ef- 
fect of encouraging businesses to avoid contingencies 
applicable to the expenses that they claim or to take steps to bring themselves within the specific wording of a pro- 
vision of the Act that expressly permits the deduction of a “reserve”. Thus, careful documentation of executive bonus schemes appears to be necessary to ensure the cur- rent deductibility of bonuses payable.17 A publisher or 
8, Canadian General Electric Co. Ltd. v. M. MR, [1961] C.T.C. 512, 61 DTC 1300 (Supreme Court of Cahada). 
9. Interpretation Bulletin IT-95R (16 Dec. 1980). 
10. Former Regs., subsection 1100(4).

_ 

11. CICA Handbook, 5. 3470.
_ 12. See, e. g. Drummond & Wigle, “Let’s Stop Taking Comprehensive Tax Allocation for Granted, CA Magazine, Oct. 1981, p. 56. 

13. See, e. g. , Report of the Ontario Committee on Inflation Accounting 68 (Ont. Government Bookstore 1977); The Budget in More Detail 42 (Depart- ment of Finance, 12 Nov. 1981). ’ 

14. Act, paragraph 18(1)(e). 
15. ~ See CICA Handbook, 5. 3260. 
16. Interpretation Bulletin IT-215R, para. 12 (12 Jan. 1981). 
17. Id., para. 10; Interpretation Bulletin IT-109R, subpara. 12(e); Act, sec- tion 78. ' 
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wholesaler of publications who delivers the publications 
to a retailer who has a right to return items that are not 
sold is better advised to retain title to the publications 
until they are sold by the retailer than to transfer title to 
the retailer on delivery and later take back title to the 
items returned: in the former case no revenue need be 
recognized until items are sold by the retailer, whereas, 
in the latter case, sale revenue must be recognized at the 
time of delivery to the retailer, and no deduction can be 
taken for estimated returns, since such a deduction 
would represent a “reserve” that is not specifically pro- 
vided for in the Act.18 A transaction the only purpose of 
which was to enable a taxpayer to qualify to deduct a “re- 
serve” and thereby to postpone the recognition of in- 
come has been held to be effective.19

" 

The budget of 12 November 1981 proposes to eliminate 
the “reserves” that permit the recognition of gross profit 
on dispositions of trading property or capital property to 
be spread over the period during which the proceeds are 
to be collected. For dispositions after the budget date, 
the entire taxable gain must be recognized in the year of 
disposition, regardless of when the proceeds fall due. 
This can be expected to discourage sales on terms that 
provide for a substantial portion of the price to be paid 
over a period of time. ‘ 

4. INVENTORY VALUATION 
The gaffliegtwggtempts by Canadian taxpayers to protect 
themselves against the distortion of taxable income 
caused by continuifigJinflation concentrated on the valu- 
rationn their inventory. An attempt to use he last-in- 

for tax purposes was judicially rejected some years ago ;20 
and periodic suggestions since then that the law be 
amenzclled to permit the use of LIFOhave not borne 
fruit. 

Taxpayers have been permitted , by the Act and the Reg- 
ulations, to value their inventory for tax purposes en- 
tirely at cost, entirely at market, or at the lower of cost 

_ 
and market. The method of valuation used for a tax- 
payer’s closing inventory in any taxation year must also 
be used for his opening inventory in the next year.22 It 
had been generally thought that a taxpayer remained 
free to change to another permitted method in valuing; 
his closing inventory in any year, but the Department has 
‘recently taken the position that any such change is only 
permissible when it can be justified by reference to 
GAAP.23 This’Departmental position will probably be 
challenged in the courts.24 
In 1977 the government responded to requests for relief 
from the effects of inflation by permitting an arbitrary 
3% deduction applied to the tax value of a taxpayer’s 
opening inventory of goods that are held for sale or to be 
incorporated into goods to be sold or to package these 
goods.25_ While this relief was welcome to taxpayers who 
could qualify for the deduction, it was not a meaningful 
solution to the inflation problem?6 This rule undoub- 

year end at a time when inventories are high, even 
thougzh this may be undesirable from a business point of 

. view. 7 
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‘ \ 

fifst-out (LIFO) method for determining inventory cost 

tedly is influencing some new businesses to choose their . 

The Department will permit the cost of inventories of 
work in progress and finished goods to be determined by 
“direct costing” (excluding fixed overhead) or by “ab- 
sorption costing” (including fixed overhead); “prime 
costing” (excluding all overhead) will not be accepted. 
The Department will accept a determination of the fair 
market value of inventory based on either replacement 
cost or net realizable value, if the method is followed 
consistently. It says that the method used to determine 
both cost and market for tax purposes must correspond 
to the method used in the taxpayer’s financial state— 
ments; here, as elsewhere on timing questions, no statut- 
ory or case authority is cited to support the Department’s 
position.28 ~ 

For some years it had been accepted that, to reconcile ac- 
counting income with tax income, accounting deprecia- 
tion would need to be added to accounting income, be- 
cause the depreciation was not deductible for tax pur- 
poses.29 Then the appropriate amount of capital cost al- 
lowance would be deducted, and, of course, any other 
applicable adjustments would be made. Eventually 
some taxpayers realized that the Act did not require 
them to add back to their accounting income for a year 
any' portion of the accounting depreciation expense for 
that year that was included in the cost of closing inven- 
tory , since it Would not be deducted in computing the tax— 
payer’s income for tax purposes if it was left in closing in- 
ventory. The Department became alarmed by the 
amount of potential tax reduction that would occur if 
many taxpayers switched from adding back all deprecia— 
tion to adding back only the part not included in closing 
inventory. Consequently, by recent amendment, any 
such amount in closing inventory must now be added 
back to income for tax purposes, and the same amount is 
dédfict’e‘d’in' computing tax income for the following 
year, when it would relate to opening inventory;30 

5. ACCOUNTING FOR INFLATION 
Monetary inflation has been a problem for Canadian ac- 
countants for many years and has accelerated in recent 
years. During 1981 prices will have increased in Canada 
at an annual rate of over 12%. Not surprisingly, the in- 

18. Sinnott News Co. Ltd. v. M.N.R., [1956] C.T.C. 81, 56 DTC 1047 (Sup- 
reme Court of Canada); Harlequin Enterprises Ltd. v. The Queen, [1977] 
C.T.C. 208, 77 DTC 5164 (Federal Court of Appeal). - 

19. The Queen v. Esskay Farms Ltd., [1976] C.T.C. 24,176 DTC 6010 (Fed- 
eral Court, Tn'al Division). 

' ‘

V 

20. M.N.R. v. Anaconda American Brass Ltd., [1955] C.T.C. 311, 55 DTC
' 

1220 (Judicial Committee of the Privy Council). I

. 

21. See Broadhurst, “Financing and Tax Incentives” , in Corporate Manage- 
ment Tax Conf. 300, 301-10 (Can. Tax Foundation 1980). 
22. Act, subsections 10(1), (2); Regs. , section 1801. 
23. Interpretation Bulletin IT-473, para. 4 (17 March 1981). 

' 

24. Consistency of accounting treatment was required in The Queen v. Wil- 
char Construction Ltd., [1979] C.T.C.-117, 79 DTC 5086 (Federal'CourtJrial 
Division); where a change of method'would permit some income to escape 
tax. See also Act, subseétions 10(3)-(5). 
25. Act, paragraph 20(1)(gg)_. I 

_

. 

26. See Report of the Ontario Committee on Inflation Accounting 64-67, 
note 13. . 

27. Some loopholes in the original rules were blocked by the addition to the 
Act of subsections 20(17); (18). . 

28. See Interpretation Bulletin IT-473, paras. 8,12, 16 (17 March 1981). 
29. Act, paragraph 18(1)(b). . .

» 

30. Act, paragraphs 12(1)(r), 20(1)(ii). 
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come tax system, which uses only historical costs to mea-i 
sure expenses, has been criticized for imposing taxes on 
inflated profits. The existing indexing of “personal 
exemptions” and rate brackets for individuals does not 
remedy the overstatement of business income or capital 
gains for tax purposes. As mentioned earlier, generous 
rates of capital cost allowance and .the 3% inventory allo- 
wance may offer some relief; but any such relief is arbit- 
rary, is discriminatory among different classes of tax- 
payers, and in the great majority of cases is patently in- 
adequate. 1 

Understandably, the government regards requests for 
relief from the effects of inflation on the measurement of 
business income as involving threats to its revenues. 
Consequently it has not resisted the temptation of shel- 
tering behind the accounting profession’s failure to agree 
on a method of resolving the inflation problem for ac- 
counting purposes. In effect the government has said 
that once an appropriate method of accounting for infla- 
tion has become generally accepted, the'possible adop- 
tion of that mqthod for tax accounting can be seriously 
considered. -

- 

The Canadian Institute of Chartered Accountants has 
given careful consideration to the implications of adopt— 
ing either price indexing or current cost accounting to re- 
solve the problem of inflation accounting.31 It now ap- 
pears to be ready to recommend current cost accounting — initially as a supplement to financial statements pre- 
pared in accordance with traditional historical cost ac- 
counting. Obviously any such hesitant development of- 
fers little hope for a speedy resolution of the problem of 
tax accounting for inflation. '

‘ 

One thoughtful commentator has questioned the ap- 
propriateness of the government’s “wait and see” posi- 
tion on addressing the inflatjgg problem for tax pur- 
poses. According to G.E. Cronkwright,32 a prominent 
Canadian tax accountant, current cost accounting would - 

never be suitable to be used to measure income for tax 
purposes: the calculations and assumptions involved, in 
his View, are too subjective. Attempts should therefore 
proceed to resolve the inflation problem for taxpurposes 
without waiting for a resolutionof the problem for ac- 
counting purposes, since the solutions are likely to be dif— 
ferent. This conclusion seems valid; but any resolution of 
the tax problem, unless it is to be totally arbitrary, still in- 
volves what is essentially an accounting question, which 
will need to be answered by skilled accountants.33 
What seems to be required, therefore, is prompt action 
by the federal government to appoint a committee con- 

' sisting of prominent accountants from the private sector 
and tax policy personnel from the Department of Fi- 
nance, with a mandate to recommend a practical and 
equitable method of eliminating inflationary profits 
from the computation of taxable income. If and when 
such a system is implemented, a small standing commit- 
tee representing both the government and the private 
sector should be charged with monitoring its effective— 
ness and with recommending any changes that appear to 
be required having regard, amon other things, to any 
relevant developments in financiaficcounting. 
In the absence of corrective provisions in the Act, Cana- 
‘dian businesses appear to have no direct way of insulat- 
390 

ing themselves specifically from the tax penalty that is Imposed on inflationary profits. Obviously they will try 
to structure their operations as to minimize adverse ef- 
fects from'inflation — as by maximizing debt financing — and to take whatever steps are open to them to minimize ’ 

or defer their income taxes. Largely because of the rate 
of inflation, however, debt financing has become very expenswe. 
The conclusion reached in 1977 by the Report of the On- 
tario Committee on Inflation Accounting still seems - 

valid: 

It is clear that the impact of inflation on the taxation of 
business income creates major cash flow and liquidity 
problems. In addition, inflation also results in an unin— 
tended ‘and automatic shift of wealth from business 
capital to government. To date, tax relief for the ef- 
fects of inflation has been limited and largely fortuit- 
ous being based on the effect of allowances permitted 
for other reasons.34 

6. REQUIRED CONFORMITY WITH 
FINANCIAL STATEMENTS ’ 

As indicated earlier, the Department in recent years has 
taken the position that, except where the Income Tax Act requires the adoption of a specific accounting method for tax purposes, a taxpayer’s choice among al- 
ternative methods must conform with the choice made in 
his financial statements. Presumably the Department’s 
concern is that taxpayers will choose for tax purposes, among acceptable alternatives, the method that will give them maximum tax advantage even though, by choosing 
another method for their financial statements, they indi— 
cate that the method adopted for tax purposes is not the 
most appropriate way of measufing their income. 
There is no support in the Act for the Department’s pos- 
ition, and some leading judicial decisions seem to have 

‘ rejected it.35 If that position did reflect the present state 
of the law, it would be open to the same objections as was 
the former rule, mentioned earlier, requiring the amount 
of capital cost allowance to 'be limited to the amount shown as accounting depreciation: it would force some 
taxpayers to pay more tax than they would otherwise 
have to pay, because they are unwilling or unable to re- 
port to shareholders and creditors in their financial state- 
ments in a way that minimizes their accounting income;36 
and taxpayers 'not so constrained would be induced to 
distort their financial statements in order to achieve a maximum tax advantage. As well, if the Department’s 

31. See Guideline on Accounting for the Effects" bf Changes in the Purchasing Power of Money (Can. Institute of Chartered Accountants 1974); Discussion 
Paper on Current ValueAccounting (Can. Institute of Chartered Accountants 
1976). ‘ 

32. Cronkwright, “The Dilemma of Conformity: Tax and Financial Report- 
ing — A Perspective from the.PIivate Sector, in Corporate Management Tax 
Conf. Can. Tax Foundation 1981).

. 

33. See also Arnold & Bonham, “The Measurement of Income: Selected 
Problems, in Canadian Taxation 543, 563-71 (B.G. Hansen, V. Krishna, & 
J.A. Rendall eds. , De B00 1981). 
34. Loc. cit. note 13, at p. 75. .

I 

35. See, e.g., The Queen v.. Oxford Shopping Centres Ltd., note 2. 
36. See Arnold, “Conformity between Financial Statements and Tax Ac- 
counting, 29 Can. Tax]. 476 (1981). 
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position is to become law, many of the same considera— 
tions that arose when it was proposed to legislate the ap- 
plication of GAAP for tax purposes may need _to be de- 
bated again. 

7. CONCLUSION 
It is fortunate that, on the whole, tax accounting rules in 
Canada are not so artificial as to require, or make advis- ~ 

able, unusual or complex corporate structures. Inevita- 
bly these rules will influence business decisions, and 
there have been several recent statutory, judicial, and 
administrative developments relating to tax accounting 
that may affect business planning. Much' of the current 
confusion and uncertainty can be traced to the failure of 
the government to invite discussion and seek a consensus 
on the appropriate relation between tax accounting and 
financial accounting. Such a dialogue might prove highly' 
productive at this time._ . 

___________.__—————————-7 
CANADA; r 

. 

» -
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Summary of Modifications-in Draft Legislation 
contihued from page 374 

Reserves 
There are also modifications to proposals relating to the de- 
duction of certain reserves on instalment sales of property 
where the proceeds are not received until a future year. The 

" business reserves proposed for sales of real estate' will be ex- 
tended to sales of all inventory and the computation of the re- 
serve will be based on the portion of the total proceeds that re- 
main unpaid over a three-year period. 

Foreign subsidiary loans and corporate 
reorganisation measures delayed 
With respect to the changes proposed in Budget Resolqtion 14 
relating to low-interest or interest-free loans by. Canadlan cor— 
porations to their foreign subsidiaries, and amendmgnts af- 
fecting corporation reorganizations, Mr. MacEachen Intends 
to further consider these particular changes. The treatment of 
loans to non—resident corporations is part of a broader study of 
the taxation of foreign source income that is currently under 
way. In the area of corporate reorganizations, the Minister in- 
tends to refer the amendments in this very complex area of the 
law to a group of outside consultants for review. Changes in 
these areas will not be proceeded with before the studies have 
been concluded and a discussion document has been made » 

public. 

Employees share purchase loans 
The Minister said that the proposed restriction on deductibil- 
ity of interest expense would not apply to interest under com— 
mitments prior to 12 November 1981 relating to employee 
share purchase loans. The decision to “grandfather” such 
loans recognizes that in many circumstances employees are 
locked into relatively long—term arrangements and are unable 
to reorganize'their affairs. The application of the interest {6- _ 

striction to corporations under Budget Resolutlon 24 was 1n- V 

' 

tended as an anti-av01dance measure and the Minister coh- 
firmed that, as such , it would apply only to those private corpo- 
rations that carry on either a personal service or a professional 

- business. 
‘ 

.

‘ 

' 

, 
RRSP loans 
The draft legislation does, however, contain the proposals in 
Budget Resolution 20 relating to the non-deductibility of in- 
terest on loans to finance contributions to registered retire- 
ment savings plans (RRSPs) and certain other plans. 

Non-resident withholding tax exemptions 
The Mipister also announced a thre_e-year'e.xtension o_f the 
non-remdent withholding tax exemption for mterest pad on 
government and long-term corporate borrowings. The exist-, 
ing exemption is scheduled to terminate for bonds and other _ 
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debt issued after 1982. The Minister indicated that the amend- 
ments necessary to provide for the extension of the exemption

’ 

for interest on debt obligations issued beforevl986, while not 
included in the draft legislation would be reflected in the im- 
plementing legislation to be introduced in 'the fall_. 

Draft regulations defining terms 
In addition, Mr. MacEachen released the text of draft regula- 
tions (attached) that describe what is to be included in the ex- 
pression “prescribed share" for the purpose of paragraph 
112(2.3)(g) and paragraph (f) of the definition “term preferred 
share” in the draft legislation. The draft regulations are essen- 

' 

tial for an understanding of these two provisions. 

Communication with Department of Finance 
Mr. MacEachen said that taxpayers with particular technical 
concerns arising out of the draft legislation should write to the 
Tax’ Policy and Legislation Branch, Department of Finance, 

DRAFHNCOMETAXREGULAHON 
SCHEDULE 
1. Section 6201 of the Income Tax Regulations is revoked and 
the following substituted therefor: 

“6201(1) Subject to subsection (2) , for the pu oses of 
paragraph 112(2.3)(g) of the Act and paragraph?) of the 
definition “term preferred share” in subsection 248(1) of 
the Act, a share is a prescribed share with respect to a corpo- 
ration (in this subsection referred to as the “recipient”) that 
receives a dividend at any time in respect of the share if it t 

was acquired after 28 June 1982 and is of a class or of a \sgries
' 

of a class of the capital stock of a corporation that'is listed on 
a stock exchange referred to in section 3200 unless in the 
aggregate dividends are received at that time frOm the cor- 
poration in respect of more than 10% of its issued and out- ' 

standing shares of that class or of that series, as the case may 
be, by 

' 

.

' 

gag the recipient, or .

- 

b the recipient and persons with whom 'the recipient does 
not deal at arm’s length. 

' (2) For the p1'1r oses of paragraph 112(2.3)(g) of the Act 
and paragraph 8;) of the definition “term preferred share” 

- in subsection 248(1) of the Act, a share is hereby prescribed 
that is a share last acquired before 29 June 1982 and is of a 
class or of a series of a class-of the capital stock of a corpora- 
tion that is listed on a stock exchange referred to in section - 

_ 
3200 unless in the aggregate more than 10% of the issued 
and outstanding shares of that series or of that class, as the 
case may be, are owned by

‘ 

a the owner thereof, or 
‘ b the owner and persons related to him.” 
2. ' Section 1 is effective on and after 13 November 1981. 

' 

‘ 
' 

' 

' 
' 

' ' 
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The Long Reach 
of the United States 
in Tax Matters 
by Piroska E. 8005* . 

In United States v. Quigg,1 the United States District 
Court for the District of Vermont ordered a Canadian 
bank to produce certain records which were located at 
the bank’s branch in the Bahamas and which related to 
accounts held by a U.S. citizen who was being criminally 
prosecuted on charges of federal income tax evasion. 
The District Court’s decision was recently affirmed by 
the U.S. Court of Appeals for the Second Circuit.2

' 

The case involq a U.S. taxpayer (hereinafter “T”) as 
well as the Canadian Imperial Bank of Commerce 
(hereinafter “Bank”), a large bank based in Toronto 
with approximately 1,700 branches and agencies 
throughout the world, including the U.S. and the 
Bahama’sfiGn 21 November 1980, in response to an ap- 
plication by the U.S. Government (hereinafter “Gov: 
ernment”), the District Court (hereinafter “Court”) is- 
sued a trial subpoena ordering the Bank to produce re— 
cords of ally account maintained by T at the Bank since 
1972. The subpoena was addressed to “any authorized 
officer” at the Bank’s agency in New York City and was 
served on an assistant accountant at the New York 
agency. Although the subpoena sought the production of 
records at any of the Bank’s branches or agencies, the 
Government indicated that the subpoena was limited to 
a search of the records at the Nassau branch in the 
Bahamas: " 

The Bank objected to the subpoena on two grounds: (i) 
pursuant to cases decided by the U.S. Court of Appeals 
for the Second Circuit,3 the Bank could not be compelled 
to produce bank records if production would subject it to 
criminal liability under the banking laws of the Bahamas , 

and (ii) service of the subpoena on the New York agency 
did not give the Court jurisdiction over the Bank’s head- 
quarters and branches located outside the U.S. , and the 
New York agency could not produce the records because 
they were beyond its control. For the reasons stated 
below, the Court rejected both objections. 

CRIMINAL VIOLATION OF BAHAMIAN LAW 
In considering the Bank’s first objection, the Court 
noted that, under Bahamian law, it was a crime for any - 

officer or employee of a bank or trust company to dis- 
close “information relating to the identity, assets, 
liabilities, transactions, (and) accounts of a customer” 
w1thout the customer’s consent, excegt under certain cir- 
cumstances not relevant in this case. Relying on princi- 
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ples of comity and international law, the Court refused to 
compel the Bank to disclose anything that would subject 
it or its employees to criminal liability. Enforcement of 
the subpoena, therefore, depended on T’s consent to the 
disclosures. _ 

T stated that he would not voluntarily consent to the re- 
lease of the Bank’s records and, thereupon, the Govern- 
ment requested the Court to order T to execute a consent 
form permitting the Bank to release the records. The 
Court granted the Government’s request and, in so 
doing, rejected T’s arguments that requiring T to consent 
would Violate his rights under the due process and self-in- 
crimination clauses of the Fifth Amendment to the U.S. 
Constitution. 
The relevant part of the Fifth Amendment provides that 

. . 
'. nor shall any person be subject for the same offense to 

be twice put in jeopardy of life or limb; nor shall be compel— 
led in any criminal case to be a witness against himself, n0r 
be deprived of life, liberty, or property Without due process 
of law; nor shall private property be taken for public use 
without- just compensation. 

The Court generally agreed with T that the due process 
clause means that a criminal defendant is not obliged to 
cooperate with the Government in his own prosecution. 
However, the Court pointed out that T had not consi- 
dered some important exceptions to the general rule. For 
example, a criminal defendant may be required to sub- 
mit to a blood test, to participate in an identification line- 
up, to produce a handwriting sample, or to produce pap- 
ers in his possession which may-beadamaging at trial but 
which fall outside the protection of the Fifth Amend- 
ment. 
The Court relied on Fisher v. U. S .5 in which the U.S. Su- 
preme Court said that an individual under investigation 
for tax violations could not refuse to produce papers in 
his possession which were prepared by an accountant 
and thus beyond the scope of the Fifth Amendment. The 
Court concluded that, unless the privilege against self-in— 
crimination or another constitutional right applies, a

- 

criminal defendant may be ordered to produce evidence 
in his possession or to cooperate in other ways. 
The privilege against self-incrimination did not apply in 
this case since the records involved were not the kind 
(private or testimonial) protected by the Fifth Amend- 
ment. The Court cited two U.S. Supreme Court cases6 

* Editor of European Taxation, Staff member of the International Bureau 
of Fiscal Documentation. 
1. —— F. Supp. —— (D. Vt., 5 January 1981); 48 AFTR 2d 81—5953. 
2. Affirmed by an unpublished order dated 30 November 1981. 
3. Ings. v. Ferguson, 282 F.2d 149 (2d Cir. 1960); Application of Chase 

Manhattan Bank, 297 F.2d 611 (2d Cir. 1962); Trade Development Bank v. 
Continental Insurance Co., 469 F.2d 35 (2d Cir. 1972).

_ 

4. The Court cited the Bahamian Banks and Trust Companies Regxlations 
(Amendment) Act, 1980. Section 101(1)(iii) of that Act states that one of the 
exceptions to the secrecy requirement concerns disclosures of records 

re- 

quired by any court of competent jurisdiction within the Bahamas. The Court 
noted that, although the records sought by the Government could probably be 
obtained by requesting the courts of the Bahamas for an order authorizing 

re- 

lease of the records, this procedure was not realistically available in this 
ca'se 

since it was a time—consuming procedure and T’s trial was scheduled to start 
in 

one week. 
5. 425 U.S. 391 (1976); 37 AFI‘R 2d 76—1244. 
6. California Bankers A’sso. v. Shultz, 416 U.S. 21 (1974); 33 AFTR 2d 74- 

, 1041, and U.S. v. Miller, 425 U.S. 435 (1976); 37 AFI'R 2d 76-1261. 
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for the proposition that, for purposes of the Constitu- 
tion, bank records are records maintained by a third 
party (the bank) and'are neither private n‘or testimonial. The banking laws of the Bahamas did not alter this rule. 
In U. S. v. Payner,7 the U.S. Supreme Court considered 
the bank secrecy laws of the Bahamas and concluded that 
the laws create no special expectation of privacy which is 
not present under American banking laws. Thus, the 

_ 
Fifth Amendment did not bar production of the records. The Court noted that, under the rule in Fisher v. U. S., 
the records could be subpoenaed directly from T if they ‘ were in his possession. Ordering T to remove an obstacle 
created by Bahamian law was in effect no different from 
subpoenaing the records from T. 
Finally the Court rejected T’s argument that the act of 
executing the consent form was a testimonial act which is 
protected by the privilege against self-incrimina‘tioh. In 
the Court’s View, the consent merely permitted the Bank 
to release any records it might find, and the consent did 
not mean that T admitted ownership of an account in the Bahamas or vouched for the accuracy of the records. 

JURISDICTION OF U.S. COURTS OVER RECORDS LOCATED ABROAD 
vThe jurisdictional question related to the Court’s sub- poena power over the Bank’s branches outside the U.S. The Government’s position was that service of the sub- poena on the Bank’s New York'agency, subjects the Bank’s headquarters and all the branches to the sub- poena power of the Court. ‘ 

The Court stated that the subpoena power of the Court in 
criminal matters is not explicitly conferred by statute but 
derives from the U.S. law which grants jurisdiction over 
offenses against the U.S. to the federal courts. The grant 
of subject matter jurisdiction (i.e. over the offense) 
necessarily carries with it an implied grant of the sub- poena power subject, however, to certain restrictions 
not applicable here. 
The geographic reach' of power may be inferred from the 
Federal Rules of Criminal Procedure. Rule 17(e)(2) re- 
lates to service on a witness in a foreign country who is a ' 

national or resident of the U.SQ This provision did not ap l to the Bank since it was not a U.S. resident. Rule . 175% 1), however, provides for service ‘of a subpoena on anyone found in the U.S. , and for this purpose, a foreign ' 

corporation may be found in the U.S. even though its 
headquarters and place of incorporation are in a foreign 
country. - 

The Court said that the Bank would be considered to be “in” the U.S. if it were “doing business” there. The Court examined the affidavits .of the Bank’s representatives and concluded that the Bank, through its New York 
agency, carried on activities in the U.S. on a scale suffi- 
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cient to constitute “doing business”.8 Since the subpoena power over a foreign corporation doing business in the U.S. extends beyond the corporation’s operations in the U.S. , the Bank’s records in the Bahamas could be reached by the Court. 
The Court was not willing to‘ go so far as to say that a 
foreign corporation might be obliged to open all its files 
to American courts and prosecutors merely because it opens an office in the U.S., but the Court did not say where it would draw the line. The Court noted, however, 
that, in this case, the subpoena was directed only at the bank records concerning a U.S. citizen who was under 
indictment for Violations of U.S. tax laws. The sub- 

. poena, therefore, represented no great intrusion into the 
purely foreign affairs and operations of the Bank and its 
customers. In addition, the Bank should not be surprised 
that the Government is interested in the foreign bank ac- 
counts of its citizens. The Bank chose to enter the U.S. to conduct business and, by that act it became obliged to re- spond to reasonable requests for information concerning ' 

its transactions with Americans both in the U.S. and 
abroad. 

COMMENTS 
‘In Quigg, the Court stated unequivocally that itv'vas un-' 
willing to compel any disclosures that would subject the Bank or its employees to criminal liability in the Bahamas. This statement may be compared to an opin- 

_ 

ion rendered by the U.S. Court of Appeals for the Ninth 
Circuit in which the Ninth Circuit was less sympathetic to the taxpayer’s plight that compliance with a summons would violate Swiss law.9 In that case, the U.S. Internal Revenue Service sought production of certain records of a U.S. corporation and its foreign subsidiaries. Some of 
the records were in Switzerland, and one of the grounds on which the taxpayer objected was that production of

A the Swiss records would violate Swiss law that makes it a crime to disclose business secrets. The Ninth Circuit re— 
j ected the objection because the taxpayer had not shown a substantial likelihood of a successful prosecution in 
Switzerland. The Ninth Circuit also noted that the tax- 
payer would not be in this predicament had it complied 
with U.S. law which requires it to keep certain records 
pertaining to its foreign subsidiaries. 

7. 48 United States Law Week 4829 (23 June 1980); 46 AFT R 2d 80-5174. 
8. The Court noted that the Bank’s objection was analogous to the affirma- 
tive defense of lack of personal jurisdiction which a defendant must raise and 
prove. The Bank had failed to meet its burden of proof as there was nothing 
before the Court which indicated that the Bank was not doing business in the 
U.S. 
9. United States v. Vetco, Inc. et al., 81-1 U.S.T.C. Para. 9428 (9th Cir. 
1981); certiorari denied by the U.S. Supreme Court on 24 August 1981. For a 
discussion of this case, see 21 European Taxation 12 (1981) at 402.
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BRAZIL: 

The Supplementary Income Tax on v 

the Remittance of Dividends Abroad — 
. 

Legal Nature and Computation
' 

by lves Gandra da Silva Martins* 

I. BRIEF INTRODUCTION TO THE BRAZILIAN 
TAX SYSTEM 

The Brazilian taxation system, dealt within the Federal 
Constitution under that heading, encompasses 5 diffe- 
rent categories of taxation, namely, “taxes”, “duties”, 
“contributions”, “special contributions”, and “compul- 
sory taxes”. 
Of course , the most significant of these are the‘taxes. The 
Federal Constitution sets forth the competence for the 
introduction of taxes in the following manner: 9 different 
taxes may be imposed by the Federal UniOn (Art. 21),’2 

' ‘ 

_ by State Governments (Art. 23) , and 2 by municipalities 
(Art. 24). There is a narrow definition of each tax, and 

gnewgraxes may be introduced exclusively through the re- 
sidual competence of the Union (Art. 18 §5), provided 
that their computation basis and generating facts are dif- 
ferent from those of existing taxes. 
The imposition of the tax on income and gains of any pa- 
ture is exclusively the prerogative of the Federal Umon 
(Art. 21 , item IV of the Federal Constitution). Art. 43 of

I 

the National Taxation Code delimits the scope of this 
tax. It reads as follows: 

The tax on income and gains of any nature is under the com- 
petence of the Union, and its generating facts are the ac- 
quisition of economic or juridical availability: . 

I — of income, such as the proceeds of capital, of work, or 
of a combination of both; 

11— of gains of any nature, such as property increases not in- 
cluded in previous items. 

The tax on income and gains of any nature is governed by 
Federal legislation of a varied nature, under which 3 dif- 
ferent tax regimes exist, i.e. for individuals, for legal en- 
tities, and taxation by withholding. 
A fourth regime can be mentioned, resulting from the 13 
double tax treaties whereby Brazil, adjusting its tax sys- 
tem to the systems of other countries , has many times ad- 
justed its internal system to adapt itself to systems of 
other countries under which the place where the service 
was rendered is considered as the generating fact of taxa- 
tion and not the place of the source of payment. Such 
treaties have been concluded with: Austria, Belgium, 
Denmark, Finland, France, Germany, Italy, Japan, 
Luxembourg, Norway, Portugal, Spain and Sweden. 
On the other hand, Brazil adopts generally a progressive 
© 1982 International Bureau of Fiscal Documentation — BULLETIN 

rate system for the incomeof individuals, and’a fixed rate 
for most legal entities. The rates of individual income tax 
range from 3 to 55%, and corporate income tax has a 
fixed rate of 35% , except for the few cases in which an ad- 
ditional 5% on taxable .profits in excess of Cr $ 
86,000,000 is levied (base year 1981, fiscal year 1982). 
In addition to income tax on the profits of legal entities, 
there is an income tax on the distribution of dividends, 
ranging from 15 to 25% , in the form of a withholding tax 
for both individuals and legal entities. - 

When dividends are remitted abroad the rate of the with- 
holding tax is 25% (except for reduced rates in double 
taxation treaties), provided that they do not exceed the 
limit of 12% per year (computed over a 3-year period), in 
which‘ case; the itax 'is considerablyeincreased by Wthe 
supplementary income tax ranging between 40 and 60%. 
Arts. 544 and 555 of item I of the Income Tax Regulation 
read as follows: 
=Art.=*544——-7::~—r-r~:~—-_.~:= a:— —~ ~ 

Dividends, cash bonuses, profits, and other interest, excépt 
for those referred to in items I, III, and IV of Art. 37 and 
those referred to in the introduction to Art. 547, are subject 
_to withholding tax at the rate of: 
I — 15% when distributed to individuals residing or 

domiciled in the country by open capital corporations 
and by service companies relative to the exercise of a 
duly regulated profession; 

II —25% when distributed to individuals residing or 
domiciled in the country by the remaining types of legal 
entities; 

III— 15 % when distributed by legal entities to other legal en- 
tities with head office in the country. 

Art. 555 
The following are subject to withholding tax: ‘ 

I —at a 25% rate, income received by Individuals or legal 
entities referred to in the previous article, gains derived 
from short term operations included, as well as capital 
gains relative to investments in foreign currency, ex- 
cept for those referred to in items II and 111 (Law 3470/ 
58, Art. 77, Decree-Law 1401/75, Art. 4); . 

Our intention is to analyze the philosophy behind the 
supplementary income tax in view of the wide discrepan- 
cies of interpretation in Brazilian taxation circles. In 
order to provide the reader of the Bulletin with a clear 
View of such discrepancies, we first present our position 
and then Federal Revenue Ruling No. 77/78, which 
briefly presents the interpretation of the Federal Treas- 
ury. 
* Professor of Economic Law at the Mackenzie University Law School, 
850 Paulo, Brazil.

' 
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II. INTRODUCTION TO THE STUDY 
Tax law is based on principles, norms, and institutions 
similar to those of other legal disciplines, but it is an au- 
tonomous part of Brazilian legislation. However, it has 
an important impact on other branches of knowledge 
such as economics, public finance, politics, sociology, 
and even ethics.1 
There may perhaps bé no other branch of law with such 
varied connections, which is reflected by its capacity of 
touching the very essence of the science it influences. 
Poor formulation of taxation policy and subsequent ap- 
plication of inadequate laws has been a major factor al- 
tering history, examples being offered by the out-break 
of the American Revolution or by the Brazilian “Incon- 
fidéncia Mineira”.2 Likewise, it is common knowledge 
that taxes are used to treat severe economic illnesses, 
namely, inflation, recession and underdevelopment. In 
addition, the socialist societies have their foremost trend 
indicator in the formulation of the taxation policy, and, 
in some countries, taxes are sometimes used to re-orient 
mores and preserve moral Values. 
Formally, a country’s budget is, in practice, prepared on . 

the basis of the forecast of tax revenues, the tax being the 
most relevant among the 5 classic public revenues.3 
Taxation, therefore , is an essential and unique feature of 
Budget Law, far more so than its principles which, al- 
though pertaining to this area of law, are similar to prin— 
ciples of other areas of the law, for instance, the principle 
of strict legality, the principle of characterization and the 
principle of the provision in law, the latter also being 
peculiar to criminal law. 
Taxes have such an important function, in any of their 
categories,4 that they are always created by the legislator 
for a special purpose so that the essence of their creation 
rests on their teleological aspect. Taxes may have a wide 
range of objectives which determine the essence of their 
legal nature. 
Among the most important intentions of the legislature 
are those which result in a tax being‘both 'a penalty and a 
guideline for economic policy, as may be seen in the case 
of the urban property tax: the City of $50 PaUlo in- 
creased this tax to 20079 on illegal buildings. In such'a 
case, the penalty is inc01"por_ated into the very structure 
of the tax, serving as a strong disincentive'to concealed 
operation and as a factor re-orienting municipal policy, and aisming at harmonious and planned urban develop- 
ment. - 

It is in such light that one should carry out a preliminary 
study for purposes of discussing the supplementary in— come tax, i.e. taking into account this important aspect 
of the Brazilian legislation , which accepts that taxation is 
used to reach certain goals.6 ' 

Article 3 of the National Taxation Code‘defines the con- 
cept of tax: ‘ 

A tax is any mandatory money paymént, in currency, or whose value may be expressed in c'urrency, which is not 
punishment of an illegal act, provided by law and collected 
by administrative authorities vested with their lawful 
power. 

This definition is accepted by-the vast majority of Brazi- 
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lian legal commentatdrs7 as having general validity. 
Ilais concept is supplemented by Article 113, which pro- 
Vl CS: .

' 

Tax liability is either primary or accessory. 
§ 1— Primary liability is brought about by the occurrence of 

the generating factor, its object is represented by the payment of the tax or fine, and is terminated together 
with the claim it- entails. ' 

§ 2— Accessory liability is a result of taxation legislation 
and its object is represented by positive or negative 
measures provided therein in the interest of tax collec- 
tion or auditing. 

I

- 

§ 3— When not observed, the accessory liability becomes 
primary liability as regards the fine. 

Two conclusions may be immediately arrived at: the Code explicitly defines the concept of tax and implicitly 
defines the concept of penalty, as the latter, although a 

v punishment for an illegal act, has the same nature as a 
tax; and, secondly; that the above article places tax and 
penalty in the_ same category. 

1. . In the Second Latin American Regional Symposium of Taxation Law, 
Edvaldo Brito stressed such interaction in his paper “Social and Economic 

» Contributions: Legal. Nature and Prescription” (Resenha Tributdria, 1976). 
2'. In our lecture opening-the First Brazilian Congress on Revenue—Tax- 
payer, organized by the Federal Revenue, entitled “Taxes: Social Justice and 
Development” (Revista Projegdo, pp. 68-71, December 1979); we said; “When we were invited to open the academic session of the Interamerican As- 
sociation of 

_ Taxation dedicated to Interamerican Taxation Coding, in 
Rosério, Argentina, in 1976, we were surprised at the excellent studies pre- 
pared by the then dean of Rosério University, Prof. Manuel de J uano, current 
chairman of the Fiscal Commission of- the Interamerican Bar Association. 
.Prof. de Juano, when he Q'rganiied the first Taxation Law Museum of the ~ 

world, showed that there has never been a revolution or insurrection in the his- 
tory of mankind that did not have an incorrect'application of taxation policy at 

' 

its roots, Such incorrect application gencrated tensions which directly led to 
the non-acceptance of the directions desired and led to upheavals, such as the “derrama” in the Brazilian episode of the “Inconfidéncia Mineira”, or in the 
Townshend Law, imposing import duties on glass, lead, paper, paints and tea, 
by the time America was fighting for independence, starting in 1767.” 
3. Aliomar Baleeiro stresses this aspect in his well-known Introduction to 
Financial Science (Forense - several issues)‘ ' 

V. H
V 

4. Authors do not agree as to the number of categories of tax. Geraldo 
Ataliba only distinguishes between taxes levied for a specific purpose and gen- 
eral taxes (“Em prol da contribuigio de melhoria”, Resenha Tributdria, 1976) ; Paulo de Barros Carvalho discusses two categories: taxes and duties (“Com- 
entérios ao Cédigo Tributério Nacional - Artigo 16°”, Revista dos Tribunais, 
c/ Geraldo Ataliba and Rubens Gomes de Sousa); most authors tend to distin- 
guish between 3 categories: taxes, duties, and special contributions — Ruy Bar- 
bosa Nogueira (“Curso de Direito Tributério”, Saraiva), Fébio Leopoldo de 
Oliveira (“Curso Expositivo de Direito Tributério”, Resenha Tributdria) 
among others; Aires Fernandino and‘Manuel de Juano list 4 categories di- 
vided into 2 sectors: first, “improvement contributions” and “special contribu- 
tions”, excluding, however, the compulsory loan (Cademo 4e Pesquisas 
Tributdriax‘ 2), and, second, distinguishing the “improvement contribution” 
from the “special ones” ( Manual de Finanzas e Derecho Tributa’rio, 
Molachino); Ives Gandra da Silva Martins (“As Contribuigées Especiais numa Divisfio Quinquipartida dos Tributos”, Resenha Tributa’ria), Fébio Nus- 
deo (Comentdrio a0 CTN, vol. 33, José Bushatsky) and Bernardo Ribeiro de 
Moraes (Caderno de Pesquisas Tributdrias 2, Resenha Tributdria) defend the 
existence of 5 categories (taxes, duties, special contributions, improvement 
contributions, and compulsory loans). - 

5. The Second Interamerican Congress of Taxation Law was specially d'edi- 
cated to the theme “Determination of guidelines for a taxation policy for 
urban development” (papers published by Resenha Tributéria, 1975). 
6. See H.L.A. Hart: The Concept of Law (Clarendon Law series). ‘ 

7. Geraldo Ataliba and Souto Maior Borges, in “Sistema Constitucional 
Tributério”, in “1° Ciclo de Conferéncia sobre Temas Tributérios” and “Lei 
Complementar” (Resenha Tributdria and Revista dos Tribunais, respec- 
tively), do not totally accept it, and represent isolated positions which conflict 
with those of Gilberto de Ulhao Canto, Rubens Gomes de Sousa, Aliomar 
Baleeiro and Carlos de Rocha Guimarées, the drafters of the Brazilian tax sys- 
tem. ' 
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, grespecflo discouraging and 

On the other hand, such a legal frame leads to the exist- 
ence of 2 special forms of tax assessment in the Brazilian 
legislation: “punitive taxation” and “discouraging taxa- 
tion” , with closely related areas of application, the 
former encompassing all characteristics of the latter, but 
the latter not always encompassing those of the former.8 
The taxes levied on disguised profit distributions (indi- 
vidual and corporate taxes are solely borne by individual 
taxpayers) or for the property tax mentioned above, with 
the objective of penalizing and discouraging, are consi- 
dered “punitive taxation”. An example from French 
legislation of simple “discouraging taxation” is the tax on 
real estate concentration, the aim of which is to reduce 
urban verticalization, although some commentators say 
that discouraging is a means of penalizing those activities 
which are supposedly legal, but in essence'illegal.9 
It is a fact that punitive or discouraging taxation, within 
the scope of defined objectives, occurs more in View of its 
extra-fiscal function than for its function of generating 
funds for public services.10 
From the above concept one understands that the Brazi- 
lian legislature wished to liken their legal natures even 
when it stressed their differing elements (whether or not 
‘they should be considered a punishment), treating them 
as species belonging to the broader category of taxes in 
general. Tax liability is considered to become effective 
upon the occurrence of a generating fact, and it is trans- 
formed into a taxation claim upon the assessment. With 

punitive taxes, as well as tax— 
ation punishments, legal interpretation may not admit 
any principles other than those of strict legality, charac- 
terization, and of the provision in law as the only manner 
to ayoidarbitrariness of interpretation.11

' 

Such principles are applied to the entire tax system, for 
they are inherent to a system under which the taxpayer 
has only the law as his guarantee. As he cannot take part 
in the formulation of law, which is always imposed on 
him under the legal power of authorized Revenue 
agents, the only guarantee that nothing will be required 
from him in addition to what the law provides lies solely 
in the 3 mentioned principles.12 
That is why legal theory and the courts do not grant any 
room to the administration to issue regulations with re- 
spect to the norm provided in the law, because the power 
of regulating is often confused with the power of de- 
manding, and such integration in the person of the Rev- 
enue agent may lead to an interpretation to the benefit of 
the Revenue and thus always unfavorable to the weakest 
party, i.e. the taxpayer or the assignee.13 

Thus, when the Constitution states that onlyvthe law 
creates tax liabilities, and the National Taxation Code 
provides that only the law may introduce an increase in 
taxes, the principles to safeguard the rights of the tax- 
payer or the assignee were obviously included in the 
legislation. Thus the drafters of the Constitution and the 
supplementary legislation adopted the 3 principles men- 
tioned above, which prevent the analogical interpreta- 
tion as to tax laws or the use of a “benigna amplianda” 
(extensive) interpretation and, in cases of doubt, the law 
must be interpreted in favor of the taxpayer.14 
As thi_s is_ the essence of the Brazilian tax system, under 
the pr1nc1ple of strict legality, only what is provided in the 

I 
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_— 
law may be demanded. As a result, taxation law encom- 1 

passes the principle of provision in the law, meaning that 
under no circumstances is the legislative competence de- 
legated to the Revenue agent nor permission given to use 
such extensive interpretation by such agent. This princi- 
ple is absolute and not merely formal. 
As a last corollary, the type of the tax is “closed”, i.e. 
may not be extended, and must be fully described in the 
law due to 4 additional sub—principles: (i) the principle of 
exclusiveness, stating that such tax is exclusive and may 
not be mistaken for other types of tax; (ii) the principle of 
selection, according to which the law indicates the tax; 
(iii) the principle of determination , which after the selec-

' 

tion of the tax delimits its scope in an accurate and objec- 
tive manner; and (iv) the “numerus clausus” principle, 
which limits the number of taxes and prevents any addi- 
tion not provided for in the law to this type of tax.15 

8. Caderno de Pesquisas Tributérias 4, dedicated to the theme “Taxation 
Penalties” (Resenha Tributziria, 1979) containing studies by 13 well known 
Brazilian and Argentine authors, in addition to the drafter of the ruling, 
studies several aspects of these two types of fiscal assessment. 
9. In France, the higher taxes on luxury hotels and X-rated films (even 
when they are considered art films) intend to reach those grey areas, where the 
illegal dwells in a certain atmosphere of legality.

- 

10. See Fébio Fanucchi, “A Tributagéo Penal”, Revista de Direito Publico 
25, pp. 105-119. 
11. Aires Fernandino Barreto prefers to call the first of them the “principle 
of absolute provision in formal law” (“Principio de Legalidade e Mapas de Va- 
lores”, in Cademo de Pesquisas Tributdn’as 6 of the Centro de Estgdgs gt; 

A .tenséo;Universitérizrand‘ResentribEMfiii T‘1981, dedifhfed'ié tfie'théme 

{hgatjontforgthe:legaLsubjectsaheznormative structural chficté‘fiififitié‘rfll’mlfi 

“Principle of Legality"). 
12. Yonne Dolécio de Oliveira, in her book 'A Tipicidade no Direito 
Tributdrio Brasileiro (Saraiva, 1980), states: “As the legal relation between 
the Revenue service and the taxpayer is established by law, creating a legal ob- 

the will of the parties, of the legislature and of the enforcer. This causes a great 
tension originating in the two values, “sureness” and “safety”, calling fora 
closed type of law. These two values are different but imply each other: sure— 
ness provides for a situation in which the scope of the law will not be extended; 
safety guarantees that only that which is the object of a legal definition shall be 
required” (p. 180; our emphasis). 
13. Gerd. W. Rothmann reaches the same conclusions in his study “0 Prin- 
cipio de Legalidade Tributéria” in Direito Tribulério - 5° Coleténea 
(Bushatsky, 1973), p. 154. 
14. Art. 153 § 2 of the Federal Constitution, Art. 97 items I and 11, A11. 108 
§ 1 and Art. 112 of the National Taxation Code read as follows: 
“Art. 153 — The Constitution assures all Brazilians and foreigners residing in 
the country the inviolability of the rights related to life, freedom, safety, and 
property, on the following terms: . . . 

§ 2‘ No person shall be obliged to do or not to do anything if not under the 
law.” ’ 

“Art. 97 — 501e the law may determine: 
1. the institution of taxes, or their termination; 
11. the increase of taxes, their reduction, provisions of Arts. 21, 26, 39, 57 

and 65 being observed . . 
.” 

“Art. 108 — In the absence of express provision, competent authority, when en- 
forcing taxation legislation, shall successively resort to, in the order indicated: 
1- analogy;

- 

II- general principles of taxation law; 
111— general principles of public law; 
IV— equitableness. 
§ 1. The use of analogy may not result in the demand of a tax not provided for 
in the law". 
“Art. 112 — Taxation law defining infringements, or attributing penalties to 
such infringements, shall -be interpreted in a favorable manner to the defen- 
dant whenever there is doubt as to: 

I—— the legal classification of the fact; 
II— the nature or material circumstances of the fact, or the nature or exten- 

sion of their effects; 
III— the nature of the applicable penalty or its grading.”

' 

15. P. 337 of Caderna dc Pesquisas Tributdn'as 6 (Resenha Tributa’ria e Cen- 
tro de Estudos de Extensdo Universitdria) reads as follows: “It so happens that 
in the area of taxation law, the principle of legality, through the definitive pro- 
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In sum there are the guidelines orienting the national 
taxatlon lavy, particularly 1n the areas of taxation punish- 
ments, pumtive taxation, and discouraging taxation.16 

III. $UPPLEMENTARY INCOME TAX — LEGAL NA- URE ‘ 

We will now try to see where the supplementary income 
tax fits in view of its legal nature. 
Two questions immediately arise. The first one is to know whether or not such tax would fit in the category of 
discouraging taxation. The second is whether it would have the same legal nature, as the regular withholding 
tax. 

As to the first question, the answer seems simple. 
When the law regulating the legal nature of foreign in- 
vestments in Brazil (Law 4,131/62) was created, Art. 44 
introduced the concept of the Supplementary income 
tax, thus increasing the regular tax by an additional 20% 
for those foreign corporations of little national interest. The objective was to ensure the right of remittance of 
dividends, but, simultaneously, to show that their pres- 
ence in Brazil was considered of little significance to that 
country, since they could be taken over by national capi- 
tal. The 2 objectives laid‘down in Art. 44 in 1962 were: 
(1) the policy of discouraging the presence of forei n 
capital in Brazil and the remittance of profits, and, (g2) encguraging the re-investment of profits within the coun- 

- try. 

In 1964, the legislation with respect to supplementary i'n- come tax was amended and the introduction of its cur- 
rent form made the governmental intention more clear. The present policy is to attract foreign capital, to stimu- 

. late its permanence and to reinvest the results in Brazil, and to discourage excessive remittances through the 
adoption of considerably higher and progressive tax 
rates. '

» 

Brazil is a country clearly lacking capital for develop- 
ment, and in need of both such capital‘and more devel- oped technology from industrialized countries. There- 
fore, in 1964, the government tried to apply a fiormula with sufficient flexibility to attract capital from indu57 
trialized countries, allowing jts repatriation and, at the 

- same time, clearly discouraging the non-reinvestment of_ 
results in excess of certain limits, reflectin§ the average 

‘ 

profitability figures of national companies. 8 

Therefore, the aim of the supplementary income tax was 
to discourage the taxpayer to remit too much profit abroad and to keep part of his profits in the country. 19 
Therefore, this is a type of tax which, even more than 
other taxes, is subject to interpretation under the forego- 
ing principles, because the taxpayer who legally exer- 
cises his right to remit dividends abroad in excess of the 
limits set by the law will be subject to a higher tax. 
There is no doubt that this concept fits within the categ- 
ory of discouraging tax mentioned above,-so that the per- 
tinent law may only be interpreted within strict limits, and the Revenue agent is not permitted to create, inno- 
vate, amend, change, or include any fact or norm which 
is not expressly foreseen by the law.- 
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The second aspect concerns its legal nature. Does the 
supplementary income tax have the same legal nature as 
the withholding tax or does it have a different nature? 
Although Alberto Xavier tends to find a different nature 
in this tax, and presents it in his brilliant and talented 
way, we do not agree with him.20 
The famous author concludes that the characteristics of 
collection of the regular tax are different from thOSC of 
the supplementary tax, first of all in View of the 3—year 
computation period, then in View of the factor reducing 
the.percentage from one 3-year period to the next, re- 
lated to those years in which remittance was above 12% , and, finally, in View of the factors related to the manner 
of computation. . 

We do not believe that this conclusion can be accepted, 
as all of the different characteristics refer to the mere col- 
lection technique and not to the structure and essence of 
the tax.21 
The withholding tax assessed on remittances of up to 12% of capital or in excess of this amount has the same 

vision in law, allows for the necessary characterization, which determines the 
tax obligation as well as its factors, namely: the exact quantification of the 
rate, of the computation basis, or of the penalty. To conclude, it becomes evi- 
dent that the logical consequence of the application of _the principle of selec-' 
tion, the taxation norm determines the type of tax or péhalty; according to the “numerus clausus” principle, it voids the use of analogy; according to the prin- 
ciple of exclusiveness, it renders the factual situation different from any other, 
although the situations may resemble each dther very closely; and, finally, ac- 
_cording to the principle of determination, it states the event to be taxed in a 
clear and objective fashion, whereby the us: of elastic norms is absolutely for- 
bidden.” ' ‘ 

16‘ Alberto Xavier, in his small but brilliant book Os 'Princt’pios da 
Legalidade e da Tipicidade da Tributagdo (Revista dos Tribunais, 1978), ‘ 

states: “And it follows that the norms which institute must necéssarily be 
material decision norms (Sachentscheidungsnormen), according to the work 
of Werner Flume, because, contrary to what happens to action norms (Hand- 
'lungsnormen), these are not limited to authorizing the enforcement agency to 
exercise power in a relatively free manner, they rather impose a concrete deci- 
sion criterion, thus predetermining its behavior” (emphasis added). 
17. Art. 44 reads as follows: ' 

“Said tax shall be "collected with an added 20% in the case of companies en— 
gaged in economic activities of lesser interest to the national economy, consid- 
ering its localization, as defined in a decree of the Executive Power and in view 
of a hearing of the National Economy Council and the Council for the Superin- 
tendence of Currency and Credit.”

. 

18. It is interesting to recall that a stricter formula was adopted under the re- 
volutionary regime, whose politics were aimed at maintaining a market 
economy. See Roberto de Oliveira Campos and Mério Henriqu'e Sim‘onsen,A Nova Economia do Brasil (Livraria José Olympio Editora, 1974). 
19. Law 4,390 dated 29 August, 1964. ' 

20. In his “Direito Tfibutério Internacional do Brasil”, p. 204, he says: “With the purpose of determining their legal nature, we tried to understand 
the basic characteristics of this tax distinguishing 4 different traits: (i) it is a 
withholding tax; (ii) it is a special tax; (iii) it has the nature of a surtax; (iv) it 
has an extra-fiscal nature, the center of gravity of our viewpoint lying in the 
extra-fiscal aspect of the tax (which, for scientific coherence, we would rather 
call a “discouraging tax”, because this extra-fiscal nature is a fiscal natulje for it 
takes a fiscal character and has a specific final purpose as any other tax). This, 
however, is not part of its legal nature, it is merely explanatory and marginal 
to its essence.”‘ » 

21. On the occasion of the Third National Symposium of Taxation Law at the Centro de Estudos dc Extenséo Universitéria, about the collection technique, 
the Plenary concluded that:

V “No, the added value is not an element of the theory underlying the imposition 
of the [CM tax. The constitutional principle of non-cumulation consists solely 
of deducting the amounts payable in previous operations from the tax payable , not considering the. existence of an added value” (Caderno de Pesquisas 
Tributdrias-4, Resenha Tribuldria, p. 642), fdr one cannot equate a mere col- 
lection technique with the essence of the theory for the imposition of any tax; 
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legal nature , only the rates differ. However, the taxes are 
assessed as a withholding tax and on remitted values. That 
is to say that both taxes have the same purpose aiming at 
imposing tax on profit remittances; only a higher rate is 
applied in the case of the supplementary tax. In the same 
token, there is a higher tax on the disguised distribution 
of profits, but this does not alter the legal nature of the in- 
come tax on distributed profits. 
The difference lies in the field of collection, just like the 
collection. technique in the cases of deferred ICM tax in 

' 

relation to assessment immediately following the 
generzgting fact with no resulting change of the legal na- 
ture. 

Thus, although we usually take positions quite similar to 
those of Alberto Xavier expressed in his brilliant com- 
ments, we firmly believe that he confuses the external as- 
pects of a tax with its essence. We cannot accept that a 
special tax may be considered to have characteristics dif- 
ferent from those of the regular tax just because it 

employs different collection techniques.
‘ 

The supplementary income tax (which is Withheld) and 
the regular income tax are identical, differing solely in 
their external aspects, i.e. with respect to their collection 
methods mentioned in the law.23 

""”*—-IV:v-—THE 'BASIS FOR THE CALCULATION OF THE 
SUPPLEMENTARY INCOME TAX 

After these introductory remarks we will examine the 
problem which is discussed by tax experts and which has 
been the subject of litigation, i.e. whether the 
supplementary income tax assessed on excess remit- 
tances in the previous 3-year period may be the basis for 
computation of the tax payable in the following 3-year 
period. 
Article 43 of Law 4,131/62, as modified by Law 4,390/64, 
provides: . 

The amount of net profits and dividends effectively remit- 
ted to individuals and legalcntities‘residing or with head of- 
fices abroad is subject to a supplementary income tax 
whenever the average of remittances in a 3-year period, 
starting in 1963, exceeds 12% of registered capital and rein— 
vestments under Arts. 3 and 4 thereof. 
§ 1— The supplementary income tax provided for in this ar- 

ticle shall be levied in accordance with the following 
table: . 

0 between 12% and 15% of profits on the capital and 
reinvestments — 40% ', 

0 between 15 % and 25% of profits — 50%; 
0 above 25% of profits — 60%. 

§ 2— Such supplementary income tax shall be withheld on 
the occasion of every remittance exceeding the 3—year 
average referred to in this article. 

On the other hand, item 10 of Federal Revenue Ruling 
77/78 sets forth that: 

Secondly, remittances shall be considered in their net 
amount, that is, the tax assessed under Art. 344 of RIR/75 
being deducted. The basis for calculation, however, shall 
not exclude the amount of the supplementary income tax 
relative to the previous 3-year period, which, to facilitate 
collection, is dedixcted from the remittance itself. 

A mere comparison of both texts shows that the inclusion 
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of the supplementary income tax assessed in View of the 
excess remittance of the previous 3-year period in the 
basis for computation of the following 3-year period is set 
forth in a ruling and not in the law. ‘ 

This interpretation of a legal provision by a ruling which 
expressly states that the supplementary income tax must 
be included in the taxable base makes one wonder 
whether such inclusion is implicitly prescribed by the 
law. Thus the question remains whether the ruling 
would, within the 3 principles mentioned above, merely 
be stating the meaning of the legislature, or whether it 
would introduce an additional obligation.24 
This is exactly what we are going to discuss in this paper. 
The legal text, first of all, does not contain even a sugges- 
tion that 

one shall not exclude the amount of the supplementary in- 
come tax relative to-the previous 3—year period from the 
basis of computation. 

What the text does contain is a different statement that 
the tax shall be deducted'and withheld on the occasion of 
every remittance exceeding the 3—year average referred 
to in the article.

‘ 

The FR Ruling and the law deal with 2 completely diffe- 
rent matters: the ruling adds an amount correspondinglto 
the tax deducted to the taxable basis which is represented 
by the'remittances; and the law considers the withhold— 
ing tax merely as a collection-technique. 

* 'fi =711'ehe-theory. cgpggnded by the FR Ruling increasing the 
taxable base is noviifiéfé'tfi'befound. 
On the contrary, the law clearly prdvides that “the 
amount of profits and dividends effectively remitted” 

' " ‘shouldabeeconsidcrfl,gfigj} means the sums which have 
not efficiently been remit’tedTiT—éf. the sums=whieh:.not;e ; 
fectiv‘ely left the country and which have not effectively 
been received by the recipient, may not be used as basis 
of computation for the supplementary income tax. 
In interpreting the law, words may not be carelessly used 
and thus misused. Every word has its own meaning and 
its sole and unique value,~allowing for an exclusive in- 
terpretation.,25 

When the legislature states that only effective remit- 
tances are subject to the supplementary tax, it does not 

22. As to this matter, we have already expressed our opinion in a report pub- 
lished by the Revista Legislagfio e Jurisprudéncia Fiscal (Estudos LJF 6, June 
1980) under the title “Natureza Juridica do ICM’7. 
23. Dejalma de Campos clearly states the need for the law to hold the com- 
plete set of requirements: “This principle has a double concept: it obliges the 

legislature to formulate taxation-legislative commands with a rigorous abso- 
lute provision; it obliges the enforcer of law to exclude subjectivism in the 

en- 

forcement of the law, the legal or administrative creation of taxation law, and 
the prohibition of analogy and discretion” (Cademo de Pesquisas Tributdn'as 
6, Resenha Tributdria, p. 218-219. 
24. Commenting on Arts. 108 and 111 of the National Taxation Code, A.J . 

Franco thinks it is possible to render explicit a presumably implicit norm 
whenever the result represents a tax increase (Comentdrios a0 Cédigo 
Tributdrio Nacional, vol. I, José Bushatsky, edited by Hamilton Dias de 
Souza, Henry Tilbery and Ives Gandra da Silva Martins, 1974, pp. 147-237). 
25. Francisco Ferrara (Interpretagdo e Aplicagdo das Leis, 2nd edition, 
Coimbra, 1963, p. 129) states that worse than a literal interpretation of the lit- 

eral legal text is a forced interpretation, adding to the legal text what one 
would like to have included, or eliminating what is not in accordance with 
one‘s own preferences.

- 
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mean “efiective remittances and those which are neither 
effective nor remittances”. The placement of adjectives 
by the legislature can, if teleologically interpreted, very 
clearly only be understood to mean that the tax should be assessed solely on what actually leaves country. 
This is so because the introduction of the supplementary income tax is aimed at preventing foreign currency to flow away which would result in the removal of resources which the country needs so much, and which, although 
legitimately acquired, are thus encouraged to remain in Brazil and discouraged to leave the country. 
In such light, only the sums leaving the country are sub- 
ject to the supplementary income tax, for the legislature has only focussed on thls situation. And, to avoid any doubts, it: added the adjective effective to the noun remit- 
tance, or, more precisely, it used an adverb in the draft- ing of the legal text, the expression “effectively remit- ted”. 
To accept the introduction of a provision not written in the law Would mean considering the Federal Constitu- 
tion, the National Taxation Code, all principles of taxa- 
tion law and the ordinary law unneccessary, and to grant 
to the Revenue the right to introduce and increase taxes not based on any legal provision. ‘

~ 

The principles analyzed aboved are quite clear on this matter. To accept the FR Ruling means that the supplementary income tax will be increased, which is a blatant breach of Art. 97, item II of the National Taxa- 
tion Code, which states: 

Only the law may determine: 
"The increase in taxes or a reduction thereon, provisions of Arts. 21, 26, 39, 57, and 65 being observed; 

Here, once more, the legislature resorted to‘the strength of an adverb to exclude delegation of legislative compe- 
tence, as it states that only the law (which means that 
solely the law, exclusively the law, nothing but the law) may increase taxes.26

} 

When Alberto Xavier defended a treatment for the supplementary income tax different from that of the reg- ular tax, excluding the latter and including the former in the basis for computation, he did so because he differen- 
tiated between the legal nature of the taxes and equated the different collection techniques with_the structure of the taxes, which, as we have demonstrated, are similar. - 

As they have the same legal nature, the supplementary income tax, like the regular income tax, cannot serve as a basis for computation, otherwise the legislature would 
expressly state so, which, as has sufficiently been de- monstrated, it did not. 
Recently, the famous professor, chairing a round table at the Oficice of Legal Studies on international investment together with the author of this paper and who at that event acted as the representative of the Instituto dos Ad- vogados de Sdo Paulo, examined the legal nature of the supplementary income tax and admitted the possibility of revising his previous position, as the vast majority of the participants was favorable to the position expressed by the author. 
Widely covered by the press, the round table was held on 15 July 1981 at the head office of the Instituto dos Ad- 
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vogados de 560 Paula. A summary of the debates was published by the newspaper 0 Estado de Sdo Paulo, and a more detailed report by the newspaper- “Dia’rio de Comércio e Inddstria”. 27 
Not only a number of participants in the round table, but also many commentators reacted unfavorably to the in- terpretation of Professor Alberto Xavier.28 
It is noteworthy that the FR Ruling itself, when it gives examples of the manner of calculation, has not consi— dered the interpretation given by its item 10 and has 

26. In “0 Principio da Legalidade no Direito Tributério Brasileiro” (Cademo de Pesquisas Tributdrias 6), we have written that: “In fact, in taxa- tion law, it is only possible to study the principle of legality through an under- standing that the formal provision in law is not sufficient for its characteriza- tion. The principle of the formal provision in law would allow for a certain dis- cretionary power, which cannot be admitted either in criminal law or in taxa- tion law.” 
As Sainz de Bujanda says in Hacienda y Derecho (Madrid, 1963, Vol. 3, p. 166): “the provisions in tax law may not be only formal, they must also be ab- solute. The law must contain not only the fundaments, the basis for the be- havior of the enforcer, but also, and mainly, the very criterion for decisions in the concrete case. This requirement of a “lex scripta” peculiar to the formal provision in law, is added to that of “lex stricta”, peculiar to the absolute pro- vision” (pp. 336-337). 
27. 0 Estado de Sdo Paulo, p. 26, 25 July 1981. 
28. Nilton Latorraca in Legislagdo Tributdria (Atlas), p. 212: “Finally, there 
is another statement in FR Ruling CST 77/78 which goes against the legal 'norm. We refer to item 10, where it is said that the basis of computation shall not exclude the amount of the supplementary income tax relative to the previ- ous 3-year period, which is deducted from the remittance. It so happens that the tax is not deducted from the remittance, but “debited to the account of the beneficiary abroad, to be deducted on occasion of subsequent remittances” (RIR, Art. 559§ 1). “Deducting on occasion of the remittances” means failing to remit. And as the supplementary tax is only assessed over amounts effec- 
tively remitted abroad (RIR, Art. 559), we do not see a way to calculate the tax over the same tax debited to the account of the beneficiary of the profit or divi- dend.” 
Hiromi Higuchi in Imposto de Renda das Pessoas Juridicas (1981), p. 309: “FRR 77/78 item 10 states that remittances are considered at their net value, that is, the withholding tax is deducted under Art. 555 of RIR/80. The basis of computation, however, shall not exclude the amount of supplementary tax re- 
lative to the previous 3-year period which, for a mere simplification of collec- 
tion procedures, is deducted from the remittance itself. We do not see the reason for which the supplementary tax is considered a profit or a dividend ef- 
fectively remitted if, in fact, the amount of the tax is deducted from the profit Or dividend to be remitted in the following 3-year period. The very legal provi- 
sion leaves no doubts as it provides that the amount of net profits and divi- dends effectively remitted to individuals and legal entities residing or with head office abroad is subject to a supplementary income tax whenever the av- erage remittances in a 3-year period exceed 12% of capital and reinvestments 
registered with the Central Bank of Brazil. The supplementary income tax has the purpose of controlling the outflow of foreign currency, that is why the law considers only those net profits and dividends effectively remitted.” 
Carlos Alberto Baroni, in “O Parecer Normative 77/78 6 o Imposto Sup- 
lementar de Renda. O q'ue sa’o Remessas liquidas?” (Boletim de Estudos 
Jurz’dicos do In vestimento Internacional 2, p. 26, Informago'es Objetivas — I OB e Gabinete de Estudos Juridicos do Investimento Internacional: “As to this as- 
pect, however, we disagree with the interpretation given by the FRR, because 
it does not seem lawful to us to include the tax paid in the previous 3-year period in the basis of computation. Analyzing the above-mentioned Art. 43 of Law 4,311, we understand that the only possible interpretation is that the supplementary income tax relative to the previous period must be excluded from the basis of computation. Our opinion is based on the fact that the article 
says, “profits and dividends effectively remitted”, and the supplementary in- come tax is not a remitted amount.

_ Our opinion is reinforced by items 35 and 41 of Regulatory Instruction SRF of 9/12/69. 
“Item 35: Net profits or dividends effectively remitted to individuals and legal 
entities residing or domiciled abroad . . .

” 
As we can see, the two texts above expressly refer to “net profits or dividends 
effectively remitted”. Thus it does not seem to us that the intention of the law waS'to include in this net amount the gross amount of the supplementary in- come tax”. 
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made its computation based on remittances effected and 
not with these remittances plus the supplementary in- 
come tax of .the previous year, which clearly de— 

monstrates the addition of item 10 represents a misin- 
terpretation corrected in the example. 
The adverb effectively eliminated any possibilities of 
creating legal fictions, which certainly cannot be ac— 
cepted as an act of the very‘authority interested in the 
collection of the tax. Legal fictions can be created solely 
by law.29

' 

As demonstrated above, it is our opinion that the 
supplementary income tax collected in the previous 3— 
year period may not be used to compute the taxable base 
for the supplementary income tax assessed in the follow- 
ing 3—year period, because this would represent a “bis in 
idem” (double taxation). Its manner of computation 
should follow the same system used for the regular in- 
come tax, for neither Law 4,131/62 nor Law 4,390/64 in- 
dicates otherwise. 

v. MANNER OF COMPUTATION 
The seond aspect under discussion relates to the compu- 
tation of the 3-year period as, also in this matter, the 
Revenue has adopted a position disadvantageous to the 
taxpayer. 
Although the legislature provided that remittances ex- 

firceeding 12% per year of the average capital cause the 
supplementary income to become due, it is evident that, 
due to the fact that the computation is made over a 3—year 
period, the rate will necessarily be multiplied by 3 , as the 
totalzasspssed refers to 3 years. .

- 

It is interesting to note that this multiplication is acknow- 
ledged by the administrative authority itself in the 

“a 

contrario sensu” interpretation of the subtraction factors 
of those fiscal years in which remittance percentages 
were beyond the 12% mark, when it states, according to 
item 41 of Regulatory Instruction 2/69, that: 

Remittances of the 2 last years of the 3—year period shall be 
Considered in the 2 first years of the following 3-year period 
pursuant to effectively remitted amounts, except when they 
have already been part of a 3—year period in which there was 
excessive remittance, and the respective tax has been paid, 
in which case they will be computed only on the value cor- 
responding to 12% of the average capxtal of each of these 
years. 

It is the Revenue which states that the subtraction shall 
be done 

in accordance with the value corresponding to 12% of the 
average capital of each of these years (our emphasis). 

If one admits that each year must be considered sepa- 
rately and that the 3-year period must be split up in 3 
separate years, the logical consequence of what is stated 
in the Regulatory Instruction is that one admits that 12% 
corresponds to one year, 24% to two, and 36% to three. 
Therefore, When Art. 43 mentions 12% per year, it un- 
doubtedly means each year of the 3-year period, that is, 
for the calculation of the 3—year period one could only 
mean the multiplication of the percentages by 3, under 
the risk of reducing the range applied to each rate of the 
tax.

- 
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If We take the example of FR Ruling 77/78 (see Appen- 
dix) , we will see that the correct computation would be: 

Excess 
value in 

Capital Ranges therange Flare Tax 

FRR 
computation: 1000 12 to 15% 30 40% 12 

15to 25% 100 50% 50 
above 25% 230 60% 1 38 
TOTAL 360 . 

200 

Correct 
computation: 1000 36to45% 90 40% 36 

1000 45 to 75% 270 50% 135 
' 

1 000 - — 
TOTAL 360 1 71 

As one can observe, the tax assessed would be only 171 
and not 200. And if one applied the formula to determine 
over what percentage the tax would have started in each 
year, one would see that: 

171 X 12% = 200 X X (or X = 10.26%) 
which means that the tax~would become due on remit- 
tances in excess of 10.26% of the capital per year, and not 

1113% 
per year or 36% per 3 years, as provided for in Art. 

Commentators unanimously agree that the 3-year com- 
putatlon cannot be done on a per year basis.30~ 
29. On this issue, see Ruy Barbosa Nogueira’s “Da interpretagéo e da ap- 
ligéo das leis tributérias” (Revista dos Tribunais, 1965), in which he always 
eliminates the intended flexibility of the regulation of the norm and lets the 
right of the weakest party prevail in the taxation relationship. 

:30.gHiromi-Higuchi‘noter28) :g‘FRRg77/‘7 8, item 24, has.i1;qur;gpigioy gileq 
an example of the computation of the supplementary tax wixh a wrong result. 
If the average capital welje 1,000 and the excessive remittance 360, 

the 

supplementary income tax would be 171, 90 being computed at the 60% rate. 
The computation was incorrect because he did not consider the 3-year period. 
The 40% rate is assessed on the excess over 3% per year, therefore, in a 3—year 
period, such rate is computed over the amount exceeding 9% of the average 
capital.” 
Nilton Latorraca (note 28): “there is a basic mistake in this computation: 

it 

compares excess remittances of 3 years to ranges determined for annual remit- 
tances. However, as acknowledged in item 6 of the FRR, the aSsessment of the 
excess remittance is done on a yearly basis. Thus, the excess of 360 considered 
for the 2nd 3-year period was calculated in view of a 120 annual limit, 

com- 

puted on a capital of 1,000. Therefore, as is provided by the law, profits 
be- 

tween 12°/o and 15% over capital and reinvestment are subject to the 40% 
rate, and so forth. 
According to the legal system, we would then have an annual excess of 120, 
subject to a tax of 57: 

Capital Ranges Excess in the range Rate Tax 

1 ,000 12% to 15% 30 40% 12 
15% to 25 % 90 50% 45 

‘ 120 
' 

57 

Should the 120 excess correspond to the annual average, the tax would have 
been 57 throughout the 3 years, thus amounting to 171 (57 X 3), as Computed 
in the FRR CST 77/78.” > 

Alberto Xavier (note 16): “Second principle of full offsetting: Considering the 

3-year character of the basis for computation, a logical corollary results 
in the 

principle of ofisetting within the 3-year period, computation of the limits year 

after year not being necessary. But, on the other hand, from the unity of that 
basis, it follows that the prinCiple can only be operated within each period, 

offsetting beyond the limits of the 3—year period not being possible. As the 
legislature assumed the 3—year period as a time measurement, it did not take 
into consideration the manner in which the corporate taxpayer organizes its 
distribution schedule within the period. It is sufficient within this 3-year 

period 

that remittances not exceed 36% of registered capital and re-investments". 
Henry Tilbery, in “Aspegtos Polémicos de Imposto Suplementar de 

Renda” 
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To adopt a different, odd, and incoherent criterion, try- ing to base the tax payable in a 3-year period on an an- 
nual computation is to thwart the logical application of the tax law. The interpretation adopted is not logical, it is not provided for in the law and it is more burdensome to the taxpayer and thus violates the principles of strict leg- 

' 

ality, of characterization, and of the provision in law. In 
addition, it violates another provision of a superior law, 
i.e. Art. 112 of the National Taxation Code: 

Taxation law defining offenses, or attributing penalties to 
offenses, shall be interpreted in a manner which is favorable 
to the defendant whenever there is a doubt as to: I— the legal classification of the fact; ‘ 

II— the nature or material circumstances of the fact, or the nature or extension of its effects; 
III— the authorship, imputability or punishability; IV— the nature of the applicable penalty or its grading. 

' The official interpretation .seems to lead to the result 
that, whenever doubt arises, the interpretation adopted should penalize the taxpayer, which is absurd and cannot be admitted even for the sake of argument in view of the 
clear legislative intention.31 
We feel that the fiscal authorities are incorrectly inter- 
preting the law and that the 3-year computation should

' 

have the corresponding ranges, as indicated in the legal 
text, multiplied by 3, since the law requires such multip- 
lication when it refers to the‘annual basis. 
The official interpretation therefore, is illegal, because it considered a minimum percentage range inferior to 12% 
as taxable base. FR Ruling 77/78, in the example, started 
the supplementary assessment starting with remittances of 10.26% per year. 
If the computation of a tax would result in a tax increase 
lacking any legal base, such computation is illegal, be- 
causse2 any increase of taxes is the .sole competence of the 
law. '

. 

These are the most relevant legal aspects of the issue and those which we deem of interest to the readers of the Bul- 
letin, which can be summarized as follows: 
(a) inclusion of the supplementary income tax levied on 

the previous 3—year period as the basis for computa- 
tion of this tax of the following 3-year period is incor- 
rect; 

(b) the percentage defining the range of assessment of 
this tax, in Art. 43, shall be multiplied by 3 because the computation of the tax payable encompasses a 3- 
year period, and one cannot consider the adopting of an annual criterion for the computation of the excess during a 3-year period. ' 

(Resenha Tributdria, secgéo 1.3, ano XII, p. 71): “Moreover, the full offsetting possibility between “excesses” and “remainders”, within the 3-year period, is the key to the system, a principle which is uncontestedly and universally ac- cepted, even though different opinions do exist as to other aspects of the issue. A “ratio legis", obviously, is to give a greater flexibility to the company, for in- stance allowing it not to remit dividends in 2 consecutive years in order to pre- serve the working capital, and effecting a bigger remittance only in the third year, of up to 36%.” 
Dalton Maranhéo, in “O sistema de czilculo do Imposto Suplementar de Renda e 0 PN 77/78" (Boletim dos Estudos Juridicos do Investimento Interna- cional 2, p. 33): “In addition, such system seems to lead to distorted values when it takes the excess (159,000) above the 36% of the average capital and reinvestments in order to submit it to taxes which start above excesses of 12%.” 
31. As we said in the beginning, “discouraging taxation” has some charac- 
teristics in common with “punitive taxation”, so that Art. 112 must always be 

. interpreted to the benefit of the taxpayer, as Aliomar Baleeiro wrote: “Using 
different words, as regards the penalties, the National Taxation Code said that the restrictive character of the Criminal Code is to be observed, resorting to analogy — except for isolated opinions. Here, too, the saying “in dubio pro reo” holds true. “Benigna amplianda”, although it does not acknowledge an equation of fiscal laws to the “lege odiocese" as they were called by old au- thors” ( Taxation Law). 
32. Art. 97, item II of the National Taxation Code. 

APPENDIX 
A 

" 

_ _.

. 

FEDERAL REVENUE RULING CST NO. 77, 4 SEPTEMBER 1978 
3,10.00.00 — Income of those residing or domiciled abroad. '

- 

3.10.40.00 — Supplementary income tax ' 

Supplementary Income Tax (Art. 43 of Law 4,131, of 3 September 1962):
_ 

Assessment. Make-up of the 3—year periods. Calculation 
, of the excess remittances. Computation of the tax. We are here examining issues relative to the supplemen- 
tary income tax, involving a great part of its system .- We . shall ’analyze the different aspects separately for a better understanding of the problem. ‘4 

specific legislation 
2. The supplementary income 'tax was introduced in its present form in Art. 1 of Law 4,390 of 29 August 1964, .which modified Art. 43 of Law 4,131, of 3 September 1962, which is the basic legislation concerning capital in- vested in the country. (Law 4,131/62 was regulated by Decree 55,762, of 17 February 1965.) ' 

3. According to Art. 43, which is the legalmatrix of. 
402 ' 

Art. 348 of the Income Tax Regulation approved by De- cree 76,186, of 2 September 1975 , net profits or divi- dends effectively remitted to individuals or legal entities 
residing or domiciled abroad are subject to a supplemen- 
tary income tax when the avera e remittances in a 3—year 
period exceed twelve percent 52%) of the capital and 
reinvestments registered at the Central Bank of Brazil. 
4. The Fiscal Administration has issued supplementary norms to Art. 43 of-Law 4,131/62 through Regulatory In- 
struction SRF 2, of 12 September 1969, with the modifi-‘ 
cations introduced by Regulatory Instruction SRF 17, of 30 April 1971. 1 

Time aspect 
5. In the case of the supplementary income tax, the tax 
liability is a function of two independent variables (pro- 
fits and dividend remittances, and capital and reinvest- 
ments) along a period of timez'3 years. 
6. Although remittances made in a period of 3 years.are_

_ taken as the basis of computation, the tax is assessed whenever the twelve percent (12%) limit is exceeded at 
the end of the 3-year period. Therefore, starting in the Second 3-year period, calculation of the excess is made on a yearly basis, hence allowing for annual tax 
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liabilities, not triennial, always based on the amount of 
remittances in the 3-year period. r 

7. Item 40 of Instruction no. 2/69 made it clear that, in 
accordance with the provisions of Art. 43 of Law 4,131/ 
62, the 3—year period is made up of calendar years. 
8. It is now worth clarifying the initial term to deter- 
mine the 3-year period. 
For investments prior to 1963, 1963 is the first year of the 
period. Later investments shall consider as the first year 
the year in which the application for registration of the 
initial investment was submitted. 
Amounts computed for remittarices 
9. Supplementary income tax is assessed over excess re- 
mittances, therefore only those amounts effectively re- 
mitted abroad are computed, even if they correspond to 
proceeds earned in previous years. 
10. Secondly, remittances are accounted for in their net 
amount, that is, the tax levied under Art. 344 of RIR/75 
being deducted. However, the basis for calculation shall 
not exclude the amount of supplementary tax relative to 
the previous 3-year period, which, to facilitate collec- 
tion, is deducted from the remittance itself. 
11. Finally, in accordance with provisions contained in 
item 36 of Regulatory Instruction SRF 2/69, for the pur- 
pose of assessment of the supplementary income tax, ex- 
penses which are not deductible in the calculation of real 
profit of a legal entity With“head office in the country are 
considered profits. 
Amounts attributed to capital 
12. In accordance with the provisions of Art. 43 of Law . 

no. 4,131/62, amounts transferred for capital and rein— 
vestment are those registered at the Central Bank of Bra- 
zil.

' 

However, computation of pending amounts “ex vi” item 
39 of Regulatory Instruction SRF no. 2/69 are admitted. 
13. In the calculation of the average capital, capital and 
capitalized profits shall be computed proportionately to 
the time in which they remained in the company during 
the 3-year period (item 38 of RI. 2/69). 
1_4. Thus, invesfted amounts shall be weighed as a func- 
tlon of the time they were present in the company, in con- 
formity with the following formula: 

KOXt0+K1XI]‘:+;K2Xt2. . .Knxtn 
I T 

Where: K = capital (invbstmenfs and reinvestments)‘ = number of days the capital was present 
T = number of days in the 3—year period 

Verificatibn of the occurrence of excess 
15. As we have seen above, the excess subject to taxation 
is calculated on a yearly basis after completion of the first 
3-y<_:ar period, which means that the 2 last years of a 
penod will be the 2 first years of the succeeding period. 
16: We shall now examine the point on which doubts 
ex.lsted, that is, which amounts are to be considered as re- 
mlttances 1n the transfer from one 3-year period to the 

average K = 

following. The specific question concerns the possibility a 

3' 

of offsetting remainders observed in a 3-year period (the 
amqunt under 12%) with excess remittances in the fol- 
low1ng period. 
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17. In accordance with item 41 of Regulatory Instruction . 

SRF 2/69, as modified by Regulatory Instruction 17/71, 
remittances of the 2 last years of a 3—year period are con- 
sidered in the 2 first years of the following 3-year period: 
a for the amounts effectively remitted, ahd 
b for amounts corresponding to twelve percent (12%) 

of the average capital of each of such years whenever 
they are part of a 3-year period in which there was an 
excess. 

18. The supplementary norm did not move away from 
theprovisions of Law 4,131/62 when it set forth the crite- 
rion for the make-up of the 3—year period, because the 
latter, in Art. 43 , determines that the computation of any 
excess be made with respect to the 3-year period, there- 
fore the amount remitted in each year is not important, 
the excess of a year being offsettable against the remain-~ 
der of any other year of the same period. v 

19. But, if offsetting is allowed among the years of a 
given period, the same reasoning does not‘apply to the 
transfer‘to the following period, since the law itself estab- 
lished that the calculationi‘on the excess is limited to the 
excess occurred within each 3-year period. Thus, as a 

ruiie, amounts transferred are those effectively transfer- 
re . 

20. Except for those situations in which there was an ex- 
cess in the preceding period, amounts transferred shall ~ 

be those corresponding to twelve percent (12%) of the 
average capital of each of the last 2 years of theperio’d‘ 
and'one should not Compute excess remittances already 
subjective to tax. In this manner, one avoids assessing 
the supplementary tax with respect to the same fact more 
than once. >

' 

21. For a better understanding we give an example in 
which capital is considered as not having changed, in the 
amount of 1 ,000 units, for the period 1970 to 1974: 

Capital 
Three-year Years (investments and Effective 

period reinvestments) remittances 

1970 1.000 0 
1. 1971 1.000 120- 

1972 1,000 240 
360 

1971 1.000 .120 
2. 1972 

. 
1,000 240 

1973 1,000 360 .- 

720 

1972 1.000 120 
3. 1973 ' 

' ' 1,000 120 
1974 ‘ 1,000 100 

' 340 

Permitted . 

Supplementary 
remittances Excess ' Remainder tax 

120 —,- - 120 '

' 

120 _ 

‘ e r

— 
120 

' 

_-. ___.120 
' — 

360 
_ 

[120 l' 

' 

120 
' 

none_ 

120. f—, 
_

— 
120_ 120 - ; .. 

120 
_ 

240», — .' thereis 

' 360 I 

’ 360 7 
V 

. 

5/360 

. 120 '— — 
‘ 120 — — 
,120 — 

V 

f- 

V 
20 

360 . 

' 

' 

_ 

., 
20 none 
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< 
Computation of the tax 
22. The supplementary ‘income tax is a progressive tax. 

be that resulting from the mere application of the 60% 
The excess remittances in a 3-year period are divided 
into parts to which the rates are attributed. 
23. Total tax payable is a result of the aggregation of the 
amounts obtamed through the apphcatlon of the rates to 
each of the parts, according to the table below: 
Rates Excess remittances 
40% between 12 and 15% 
50% between 15 and 25% 
60% above 25% 
24. Hence, in the example above, an excess of 360 (2nd 
3-year period), which is therefore in 'excess of 25 % of the 
average capital (1000), the supplementary tax shall not 

rate on such amount, which would result in a tax of 216, 
but 200: 

' Amount of excess 
Capital Ranges in the range Rate Tax 
1000 12to 15% 30 40% 12 

15to 25% 100 
_ 

50% 50 
above 25% 230 60% 138 TOTAL 360 200 

25. Finally, in accordance with provisiofis of item 42 of 
Regulatory Instruction SRF 2/69, as modified by Reg- 
ulgltory Instruction SRF 17/71, the tax shall be assessed 
w1thin 30 days of the end of the 3—yea_r period to which it 
corresponds in order to be deducted in later remittances. 

Conference Diary
' 

OCTOBER 1982 
Management Centre Europe: International 
Tax Management (including: Inter-company 
pricing of goods; inter—company licensing; 
service fees; inter-company loans; handling 
of disputes between tax administrations) 
(Seminar); Nice (France), October 11-12 
(English). 
Steuer-Telex-Seminar: Hidden profit dis- 
tribution in practice. Munich (German Fed- 
eral Republic), October 30 (German). 

NOVEMBER 1982 
Management Centre Europe: 11th Interna- 
tional Finance Conference: Changes in inter- 
national finance‘and their implications for 
business (including: Financial and tax incen— 
tives aimed at attracting investments). 
Geneva (Switzerland), November 3-5 (Eng- 
lish).

. 

Management_ Centre Europe: Leasing; 
techniques and analyses (including: Tax a_s-- 

pects of leasing). Brussels (Belgium), November 17-19 (English). ' 

DECEMBER 1982 
Management Centie Europe: Taxation of In- 
ternational Group Companies and Branches 
(including: Taxation of branches and sub- 
sidiaries; taxation of shareholders; domestic 
and tax treaty “anti-avoidance” measures) 
(Seminar). Brussels (Belgium), December 2- 
3 (English). 

Management Centre Europe: International 
cash management (including: International 
.tax aspects in cash management). London 
(United Kingdom), December 6—8 (English). 

Management Centre Europe: : Stanley B. 
Lubman on China (including: The joint ven- 
ture income tax law; the tax on individual in- 
come; the tax on foreign enterprises; recent 
regulations and interpretations by central and 
local‘ tax authorities). Brussels (Belgium), 
December 9-10 (English) .‘ 

OCTOBER 1983 
37th Annual Congress of 1. RA. : I. Tax avoid- 
ance/tax evasion. II. International problems 
in the field of turnover taxation. Venice 
(Italy), October 10-15 (English, French, Ger- 
man, Spanish). 

FOR FURTHER INFORMATION 
PLEASE WRITE TO: 

Confédération Fiscale Eurdpéenne 
(C.F.E.): Secrétariat Général, Postfach 
1340, Dechenstrasse 14, D-5300 Bonn 1 
(Federal Republic of Germany). 
International Fiscal' Association (I.F.A.): 
General Secretariat, Woudenstein, ‘ 

Burgemeester Oudlaan 50, RC. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
Management Centre Europe: Avenue des 
Arts 4, B-1040 Brussels, Belgium. 
Steuer-Telex-Seminar: Dr. Peter Deubner ' 

Verlag GmbH, Abteilung Seminare. Post- 
fach 410268. 5000 Kéln 41, Federal Repub-\ 
lie of Germany. 
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BERMUDA: 
Fiscal Structure of a Low 
Tax Country 
by H.W.T. Pepper 

An island of 21 .5 square miles, 600 miles from the nearest 
land, Bermuda, with a population of about 54, 000, has li- 
mited natural resources, but does a rather splendid job of 
maintaining itself without calling for aid from industrial 
countries. Bermuda has fine harbours and some useful 
types of limestone or coralline bed-rock which can be used 
for building and roofing material. The islands have a 
pleasant climate, full employment, and excellent personal 
relations within a mixed population of about 60% black 
and 40% white residents. 
Tourism is the main industry, but Bermuda also functions 
as a highly respectable financial centre, specialising in in- 
ternational insurance and in financial trusts. Apart from 
ship and boat repairing there is a perfume factory and 
medical services are provided for sick persons on passing 
vessels who can be? brought in by helicopter. There is a 
U. S. air and naval base and the personnel help to maintain 
the airport. . 

The Bermudan dollar is maintained on a par with the US. 
dollar - both currencies circulate freely within the country. 

Budget 
The country’s Budget has been kept in surplus for each of 
the past 5 years, no mean feat when world tourism has 
been hit by fast rising fuel costs and air fares over the past 
few years. Bermuda has, in fact, no doubt because of the 
excellenCe 0f the service provided, managed to maintain 
healthy levels of tourist visits. 
Fiscal “shape” 
It used to be conventional wisdom that a country’s fiscal 
structure should be roughly equally divided between di- 
rect and indirect taxation. Direct taxes would not nor- 
mally burden the low income groups who would usually 
be within the exemption limits. Indirect taxes were prac- 
tical because they were easier to 'collect, if levied at im- 
port or factory-gate level, and automatically covered a 
wider tax base while the regressive effects could be miti- 
gated by not taxing food and by applying the higher rates 
of tax to luxuries. 
Bermuda, as a country with no taxes on corporate or per- 
sonal income and none on capital gains, nevertheless 
does manage to come near the old guidelines, by drawing 
a rela_tive1y high proportion of revenue from direct taxa- 
tion, Inc}uding some fairly moderate levies which fall on 
the tounst rather than on local wage—earners. 
About 45% of revenue comes from customs duties, and 
Wharfage charges at seaports and airport could be clas- 
SIfled along with those duties. The remainder comes 
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from a series of levies, including payroll taxes and stamp 
duties and from profits made from public services such as 
postal and transport services, so that the fiscal structure 
may be reasonably regarded as well-balanced. 
The fact that the Budget has been in surplus for the last 5 
years and that there is no national debt is also a tribute to 
the island’s fiscal policies which, besides being well-ha: 
lanced , display a measure of ingenuity and are efficiently 
administered. - 

Exemption guarantee: income taxes
V 

In a low tax country, newcomers may fear that at some 
future date income taxes may be introduced. An exemp- - 

ted company may, however, apply to the relevant Gov- 
ernment ministry, for an undertaking that in the (un- 
likely) event that COrporation tax, dividend tax etc. 
might at some future date be imposed, the company will 
remain specifically exempted therefrom up to the year 
2006. , 

Exchange control 
Virtually all exempted companies are designated by the 
Bermuda Foreign Exchange Control Authority as “non- 
resident” for exchange control purposes. 
Banks and insurance companies are exempt from EX- 
change Control which, however, applies to residents of 
Bermuda who pay a 10% levy for their foreign invest- 
ments.

‘ 

The levy also applies to interest on overseas loans taken 
out to finance foreign investment, and, of course, to the 
repayment of those loans_. . 

Interest rates 
Maintenance of exchange control makes it possible for 
interest rates to be kept low. The maximum bank lending 
rate is 7% although up to 2% may be added as a service 
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charge. The maximum interest rate allowed to de— 
positors is also 7%. 
Cuétoms duties 
Although producing 45% of revenue, customs duties are 
not unduly heavy. Duties are levied not on c.i.f. but on 
an f.o.b. basis. This has a healthy effect on keeping prices 
of imports competitive because the weight of duty would 

’ 

., be the same on goods originating from halfway around 
the world in Hongkong, South Korea, Japan, etc., and 
those coming from the eastern seabord of the U.S.A. 
The standard rate of customs duty. is 22% but some 
luxuries, e. g. boats, television sets, motOr cars, bear duty 
at 33% ad valorem. Food is imported duty free and there 
are no internal commodity or sales taxes. See also 
“Budget changes” below. 

Wharfage fees 
There are, however, minor taxes on commodities in the 
form of Wharfage fees charged at 1% ad valorem on 
goods imported by sea. The revenue yield goes to the 
Hamilton Corporation (Local Authority). A similar 1% 
charge is levied upon goods imported by air, the yield 
from which is shared by the Corporation of St. George, 
and the Central Government. Under the Agreement re— 
garding the American naval and helicopter base, the cost 
of maintaining the airport and runways is undertaken by 
the Americans. 

Charges on services 
There are taxes on services referred to in the notes o'n 
Hotel Occupancy Tax and the Tax on Condominiums 
and Time-Shared Properties. Other charges are referred 
to under Social Security. The fact that the Post Office 
and Government transport services (buses and ferries) make moderate profits amounts to a form of levy on the 
users which comes in on the revenue'side of the Budget. 
Of course, it is essential that the services should show a 
surplus so that adequate‘provision may be made for re- 
placement of equipment to maintain the'services effi- 
ciently.

' 

Hotel occupancy tax 
A tax of 5% on room charges is levied and there is a 
parallel charge in the case of certain types of letting of 
apartments. (See Condominiums, Time Sharing.) The' 
tax is not levied on the precise charge for the room oc- 
cupied but on a standard value known as a “rack- rate”. 

. 

Condominiums and time-sharing tax — services tax 
There is a 10% tax, payable to the Ministry of Home Af- 
fairs on the cost of buying a condominium; The 10% rate 
also applies to the cost of buying a “Time-Sharing” in- 
terest in a property. 
Whére the owners of a condominium or of a Time-Share 
of a property pay fees for maintenance and other ser- 
vices, or “club dues” as they are sometimes called, a 5% 
tax applies, similar in a way to the Hotel Occupancy Tax. 
Time-Sharing schemes .do offer scope for possible sharp 
practice by the sponsors, but in Bermuda all money col- 
lected must go into escrow and a Trust Fund must be set 
up to protect the interests of the investors.

‘ 
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Transportation taxes 
Vehicle licenses are payable annually and charged within 
the following ranges. 

Motor cars 
The fee varies from $80 to $240 according to the length of 
the vehicle.

. 

Commercial vehicles 
The fees vary from $160 to $1200 - 

Motor cycles and motorised bicycles 
The fees vary from $8 to $40. The'maximum engine 
capacity permitted is 100 c.c. r 

Other charges related to transportation are referred to under Passenger Terminal fees. ‘ 

Passenger terminals 
A departure tax of $5 is charged On outgoing ai_r passen- 
gers to cover administrative expenses at the airport. 
There is no charge on incoming or transit passengers, nor on children under 2 years old. A fee of $101 is charged on 
outgoing passengers at maritime passenger terminals. 

Employment tax 
Employment tax, basically a 5% payroll tax, has a similar 
tax base to Hospital Levy (see below), except that fringe 
benefits are included. The tax also applies to the self- 
employed on the same basis as for the Hospital Levy. 
Exemptions and abatements 
Small businesses, i.e. where payroll is less than $36,000 
per annum, are exempt from the tax. Where payroll does 
not exceed $100,000 per annum, an abatement in the 
form of a deduction of $1,000 per month is made. 
complete exemption is accorded to international com- 
panies, registered charities, and public bodies, as well as 
to certain individual entrepreneurs, e.g. farmers, taxi- 
drivers, and Commercial fishermen. 

Abated tax rate 
The 5% rate is abated to 2% for hotels and restaurants 
and for hotels the rate is reduced to zero for the low sea- 
son of tourism, viz. the 3 months of December, January, and February. ' 

Social security 
Hospital Insurance is compulsory and is administered by 
the Hospital Insurance Commission. The full cost of hos- 
pital treatment for children up to 16 years of age, and 80% of the Cost to persons over 65 years of age is paid by the Government which imposes a Hospital Levy (see 
below) to produce the required funds. 
Social Security can be a troublesome, open-ended com- 
mitment which can create havoc with Budgets. It has_ done so, for example, in Britain, Holland and the 
U.S.A. so that using commercial financial institutions to 

1. To be increased to 20% from 1 April 1983. 
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provide the bulk of medical services through contribu- 
tions by the beneficiaries makes excellent fiscal sense. 
The system also creates a stronger feeling of self-reliance 
among the public. Once taxpayers are led to expect all 
things to be provided by Governments, the appetite for r 

aid quickly grows, Budget imbalance increases and pub- 
lic morale falls, processes which the Thatcher and 
Reagan Governments in Britain and the U.S.A. are pre- 
sently trying to reverse. ~ 

Hospital Levy . . , 

This is_a levy at 3% on all employers’ payrolls. 
The employers may collect 11/2% from their employees. 
Gratuities, an important source of income for hotel 
employees, do not enter in the calculation. Taxable 
fringe benefits do not include payments by the employer 
for employees’ health insurance, pensions and life assur- 
ance. 
The tax is payable also by international companies, but 
on a notional basis, i.e. the pay of their employees ‘in Ber- 
muda is estimated at $21 ,000 per annum for tax pur- 
poses. The employer has the right to collect 11/2% of the 
tax from the employee but only up to the limit of his ac- 
tual pay should this fall short of the notional $21 ,000. 

Self-employed 
The self-employed are- also taxable, on a fjgure pquiva- 
lent to their own earned income from thexr busmess or 
profession. The gross income from a business or profes- 
sion will normally 'include substantial elements relevant . 

to the provision of premises, equipment, etc., whereas 
the hospital levy is intended to relate only to what the 
self-employed might receive for his services if all else 
were provided by others.

' 

Abated rate
I 

(a) Government, parishes, churches and charities 'are 1i- 
able only at the rate of 11/2% of payroll. Again the tax 

‘ 
may be deducted from the employees’ pay. 

(b) For other employers where the payroll is less than 
$36,0000 the tax rate is reduced from 3% to 2%. 

Payment 
Tax is payable quarterly, within 15 days of the end of 
March, June, September, and December. If an employer 
did not deduct the tax when paying his employees’ remu- 
neration he must still pay the tax in full but has no legal 
right to make retrospective deductions from the 
employees.

' 

The tax is collected jointly with Employment Tax (see 
above) and both levies are entered on a single form. 

Land tax 
Land tax is charged on improved values of land which is 
developed for‘ houses, apartments, commercial or in- 
dustrial businesses or used for quarries or as storage 
areas. Agricultural land is exempted. The yield is in- 
tended to help pay for services relating to health, educa- 
tion, police and for fire and ambulance services. 
Revaluations are made quinquennially and -tax is 

charged as a percentage of annual rental value (ARV). 
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Exemptions 
(a) Properties owned by the Crown, local government, 

charities, schools, and by foreign governments, e. g. 
Embassies, are not taxed. 

(b) Persons aged 65 or more who own and occupy prop- 
erty with an ARV of $6,300 or less are exempted 
from land tax. ‘

- 

(c) In cases of financial hardship, abatement or exemp— 
tion may be granted by the Accou'ntant General. 

(d) Property incapable of occupation, e. g. premises se- 
verely damaged, which require renovation or sub- 
stantial repair may qualify for relief from tax for the 
period when occupation is not possible. 

Basis of valuation 
The ARV is based on the fair rental per annum which a 
reasonable owner might expect from a reasonable tenant 
from the property in an unfurnished condition. No form 
of abatement is allowed for property which is in a bad 
state of repair — on the other hand no extra tax is charged 
on property which is exceptionally well maintained. 
Rent control applies to residential units with an ARV of 
$7 ,500 or less and this is taken account of for land tax pur- 
poses. x 

In practice property tax assessable values are about 2/3 of 
the gross current rentals charged. 

Dates of payment 
The tax is payable half yearly but if property is 

mortgaged to_ a financial institution tax is usually col- 
lected by the institution on a monthly basis along with the 
mortgage repayment and interest. 
As a device to assist with land tax collection, a person 
who wishes to register a motor car must, when applying, 
quote the street name and house number or valuation 
number of his residence. 

Rates of tax 
Properties with ARV’S from $240 to $2,220 pay tax at 3% 
and the rates graduate to a maximum of 20%. These 
graduated rates apply to residential property and a rebate 
of 5 % is deducted from the gross tax computed at those 
rates, where payment is made promptly. 
Commercial and Industrial properties are taxed at a flat 
rate of 6.25% of the ARV. 

Transfer taxes 
Transfer taxes in the form of stamp duties are payable on 
(a) the sale or transfer of real estate at 1/2% on the first 

$50,000 and 1% on the excess;
' 

(b) transfers at death are taxed by a stamp duty on the 
total value of the estate at a rate of 3% on the first 
$100,000 and 5% on the remainder; and 

(c) transfers inter vivos are taxable at 1/4°/o. 

2. There is a 10% levy on the Transfer of ownership of 
real estate by non-Bermudians. - 

3. Investments overseas by Bermuda residents are 
taxed under Exchange Control provisions at 10%. The 
same levy is charged on repayments of foreign currency 
loans and on investments in foreign currency. '

. 
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Stamp duties 
Apart from the stamp duties referred to under Transfer 
Taxes,_ there are also minor duties on certain financial 
transactions and most legal documents. 

0.2% stamp duty is charged on the nominal value of any 
mortgage, bond, or debenture issued by a com any, and 0.25% is charged on the authorized capital and addi- 
tions thereto) of Exempted Companies (see Company ’ 

Registration Fees, below).
V 

Company registration fees 
Companies in Bermuda are divided into 3 categories — 
(a) Exempted companies are those incorporated in Ber- 

muda, but exempted from the requirement to regis- 
ter the nationalities of their shareholders, and which 
operate outside Bermuda from a principal place of 
business in Bermuda. 

The minimum capital for an exempted company is 
$12,000. In the case of an insurance company the minimum is $120,000 fully-paid-up. 
An exempted company cannot acquire a mortgage on 
land in Bermuda nor any bonds or debentures secured on Bermuda lands. Such a company cannot carry on trade 
or business in Bermuda either directly or by acquiring an 
interest in any other concern trading in Bermuda. There 
are, however, no restrictions on its trading outside the 
country. 
(b) Local companies are those which may trade or do 

business in Bermuda. Such companies must have at 
least 60% of their shares and voting rights in the 
hands of Bermudians. ' 

(c) Non-resident companies are those incorporated out- 
side Bermuda and which operate outside Bermuda 
from a principal place of business in Bermuda. 

Initial registration fees 
Local companies, and exempted compapies aye regis- 
tered in Bermuda and are subject to initlal reglstraylon 
fees (in the form of stamp duties) of 0.25 % on authorlsed 
capital. 

for non-resident companies the initial fees are $2,250 or —
. 

i) Insurance (excluding management and brokerage); 
ii) Mutual funds; ' 

iiigFinance business; and
, 

iv Management of Unit Trust Scheme (the fee is pay- 
able for each separate scheme). 

The same fee is charged as an annual charge (see also 
below), sometimes referredto as “franchise fees”. A fee 
of $1,200 (initial and annual) applies to the following 
types of activity. Both levels of fee are being increased by the 1982 Budget. '

' 

_v) Insurance management and brokerage; 
vi) Other types of business. 
408 

Annual fees 
L0ca{ companies. The annual fees for local companies were moreased by _the 1982 Budget'to a range of $500 to 
$51,000 p.a. accordmg to the amount of authorised capi- 
ta .

' 

The annual fees payable by companies licensed to oper- 
ate under various Acts, such as the Banks Act of 1969 and the Deposit Companies Act of 1974 are also being in- 
creased by the new Budget. 
Business fees are payable annually to the Registrar of Companies not only for the different types of business 
carried on by companies, but also for the work of profes- 
sional personnel employed in certain activities. The fol- lowing fees, which are being increased by the 1982 Budget, applied at the beginning of 1982 — 
Insurance manager $500 Insurance broker $500 Insurance agent $500 Insurance salesman 

. $ 25 Real estate agent $100 Real estate salesman $ 10 

Betting tax 
There is a 20% levy on off-course betting stake-money, and also on football pools stake-money. 

International futures exchange tax 
_A tax, announced in the 1982-83 Budget, is to be im— posed on the revenue from futures transactions, but the 
transactions will be exempt from stamp duties. 

1982-83 Budget changes 
I 

Broadening the tax base 
Some of the measures announced in the 1982—83 Budget 
are designed to broaden the tax base rather than raise the 
level of taxation on the existing base. It is intended to ex- 
tend the Employment tax to employees of international 
companies, at present exempt, and also to extend the 
Hospital Levy to that section of the emoluments of hotel and restaurant employees which comes from mandatory 
service charges on customers. Both steps are logical ways of making the coverage of the two levies more com- 
prehensive. A new source of revenue will be the charges on international futures transactions mentioned above. 

Indexing of existing levies 
A number of levies in Bermuda have remained un- 
changed for some years, and the present Budget is de- 
signed partly to do a little catching up, in the case of veh- 
icle licences'only to the modest degree of a 10% increase, 
from which small cars will be exempt. 
In’the case of land tax, the revaluation will bring in new 
values for assessment which will only have the general ef- 
fect of increasing the tax level by about 15% from 1 
January 1983. - 

Annual company etc. fees are also ove_rdue for increases 
and the Budget Speech whigh appears 1n this edition out- 
lines the general pattern of 1ncrease. 
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Customs duties 
Duties on imported materials used in the manufacture of 
gases, and shades and awnings are to be exempted, and 
the exemption is also to be extended to spare parts for ag- 
ricultural equipment and certain marine navigation 
equipment. 

—, 
A switch to ad valorem duties on file] oils is to be made — 
the timing is appropriate because the price of such fuels 
is at present very stable, but when prices rise the tax will 
rise in parallel. The new rates will be slightly higher on 
gasolene and diesel oil, but a 50% decrease is being made 
in the duty on cooking oil and smaller decreases in the 
duties on kerosene and fuel oil as a sort of social benefit. 

BERMUDA: 
Budget 1982-83 

Nb Extracts from the Budget Speech pronounced by 
the :Honourable J.D.'Gibbons, J.P., M.P., Minister of Finance, on 26 
FepfllafyAQBz. ‘“ \ 

kJ» ~, L \ j _-,/ 

x... 1,, K 

To summgisée. Speaker, the Current Ac- 
count Estimates contain provision for expen— 
diture of $ 139.7 million and the Capital Ac- 
count Estimates of $15.2 million. The latter 
sum provides for $ 12.3 million in respect of 
development projects, both continuation and 
new, and $ 2.9 million in respect of Capital 
Acquisitions. Altogether, this brings the total 
expenditure budget for 1982/83 to just under 
$ 154.9 million. 

Although staff costs, the grant to the hospitals 
and many other items of current expenditure 
will be significantly higher in 1982/83, pay- 
ments on the public debt will be limited to in- 
terest and service charges on temporary bank 
borrowing at a saving of $ 4.6 million, and 
capital expenditure is also predicted to be 
$ 0.7 million below expected outlays in 1981/ 
82. This makes the task of balancing the 
budget somewhat easier than might first have 
been thought. Some increases in taxation are 
necessary but not on the scale announced on 
this occasion last year. 

Local company annual taxes have remained 
unchanged since 1964 and an adjustment is 
long overdue. An increase which reflected 
the decline in the value of money over that 
time would result in'at least a trebling of cur- 
rent rates. However, in recognition of the 

burden imposed on companies from other 
forms of taxation, fees will be raised to 
slightly more than twice their current level. 
Currently the annual tax ranges from $ 240 to 
$ 1 ,200 depending on the capitalisation of the 
company. The new rates will range from 
$ 500 to $ 2,500 for companies with a capitali- 
sation of less than $ 1 million. For companies 
with a capitalisation of $ 1 million or more the 
annual tax will be $ 5 ,000. The increase in re— 
venue from this source will be around 
$ 450,000. In addition, licence fees for banks, 
deposit companies and companies licensed 
under the 1969 Companies Act will also be in- 
creased. The annual licence fee for banks will 
be increased from $ 7,500 t__0 $ 25 ,000. For de- 
posit companies the licences issued to com- 
panies under the 1969 Companies Act will in— 
crease from $ 240 to $ 1 ,000. Licence fees for 
real estate agents and salesmen will also be 
raised. These changes will provide an addi- 
tional$ 135,000. - 

An increase in Motor Vehicle Taxes, of about 
10%, will take effect from 1 May 1982. How— 
ever, in order to encourage the use of small 
cars, the tax on the smallest two classes of pri- 
vate cars will remain unchanged. The rise is 
expected to yield an additiOnal $ 450,000. 

Revised assessments of annual rental values 
will be in force by 1 January 1983. I intend to 
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bring proposals to this House which will re— 
vise the progressive rate schedule so as to 
yield an additional $ 1 million in a full year, 
equivalent to about 15% of the current an— 
nual yield. Honourable members will wish to 
note that this increase only partially restores 
the real value of receipts from this source 
which have fallen by over one third during the 
past five years. As I stated earlier, additional 
revenue is required to finance Government’s 
commitment to provide adequate mortgage 
money at‘a reasonable cost to borrowers. It 
seems only fair that those who have benefited 
from the low domestic interest rate over the 
years, and whose land tax bill has largely re- 
mained unaltered despite inflation, should be 
asked to contribute to the resolution of our 
housing problem. 

A number of changes will be made to the Cus- 
toms Tariff Act. Although their overall effect 
on revenue will be small, the most significant 
changes will be made in duties on petroleum 
products. As I told the House last year, I in- 
tend to replace the existing specific rates of 
duty on bulk fuels with ad valorem duties. 
The change to ad valorem will also involve a 
restructuring of existing rates. As a result 

- there will be a 20 per litre increase in the price 
of gasolene, BELCO fuels, and oil for ships 
bunkers. Prices of kerosene and fuel oil will, 
however, fall marginally. Although these 
changes will, overall, provide a small net in- 
crease in revenue, most of this will be offset 
by a halving of the current 20% duty on cook- 
ing gas. 

As has been pointed out by the Energy Con- 
servation Committee, cooking gas has up to 
now been taxed relatively heavily in compari— 
son to competing fuels, once account is taken 
of its higher thermal efficiency. The reduction 
in duty will rectify this anomaly. The above 
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changes will take effect with the'passing of 
legislation to be' introduced during the budget 
debate. 

Tariff conceSsions will be given fér some of 
the raw materials used in the local manufac- 
ture of gases, and of shades and awnings. The 
range of aids to the disabled or chronically ill 
eligible for exemption from duty will be 
brought upto date. An exemption will also be 

I 
provided for parts of agricultural equipment 

‘ 

and certain marine navigational aids. A draw- 
back of most of the dutiable content of fine 
artwork sold abroad after exhibition will also 
be iritroduced. Several amendments of a tech— 
nical nature will be proposed including clarifi- 
cation of the tariff treatment of dressmaking 
patterns and a recasting of the present tariff 
item dealing with the importation of boats. 

There will be a further change in the treat- 
ment of export liquor packages. Following 
the decision by US. Customs to switch to 
metric allowances for their returning tourists, 
provision will be made for 2 litre and 4 litre 
packages replacing the current standard U.S. 
gallon package with duty rate bf $ 1.00 and 
$ 1.50 per package respectively. The provi- 
sions for storage charges for packages at the 
Queen’s Warehouse at the Airport will be re- 
vised to reflect the new metric sizes. 
A tax on the trading revenue of the new Inter- 
national Financial Futures Exchange will be 
instituted. The tax will yield at least $ 100,000 
in the first full year of the Exchange’s opera- 
tions due to commence in July. Revenue in 
later years will depend on the volume of trans— 
actions conducted on the Exchange. Transac— ' 

tions on the Exchange will, however, be 
exempted from Stamp Duty and a bill includ- 
ing the relevant amendment together with‘ 
several other changes, including a higher 
level of relief on house purchase, will be intro- 
duced shortly. 

.

* 

Taxes associated with timesharing develop: 
ments‘ also figure prominently in the esti- 
mates for the coming fiscal year. Timesharing 
Occupancy Tax, which is levied on the sale or 
resale of a timesharing interval, is expected to 
bring in a further $ 2.1 million. However, re- 
ceipts in future years will be on a much smal— 
ler scale. Timesharing Services Tax, which is 

» levied on the service charge paid by owners of 
intervals, i_s expected to yield $ 25,000 in 
1982/83. ‘

. 

As the House is aware, Departure tax for 
cruise ship passengers is to belraised to $ 15 
for the coming season. The resulting addi- 
tional revenue will be of the order of 
$ 585.000. 

Rental charges for postal boxes which were 
last fixed in 1973 will be substantially in- 
creased providing an additional revenue of 
$ 60,000 per annum. 

Preliminary discussions have been held with 
some representatives 0f_intemational com— 
panies regarding their privileged position in 

' 

respect of employment tax. It is widely recog- 
nized that their exemption from this tax is 
anomalous and distorts the labour markets, in 
some cases placing local firms at a disadvan- 

tage. Consideration will be given to proposals 
later in the year which will have the effect of 
taxing the notional payroll of international 
companies at an equivalent rate to that cur- 
rently‘applied to the payrolls of local com- 

‘ panies. 

Govemment’s plans to apply Hospital Levy 
to gratuities paid to hotel and restaurant 
workers, where these are paid out of a man- 
datory Service charge collected by the 
employer, are being pursued with the Union 
and I am hopeful that a solution can be found. 

Mr. Speaker, against a background of an as- 
sured expansion of economic activity it is rela- 
tively easy to budget for a growth in the real 

‘ level or government expenditure with the 
Confidence that revenue will be sufficient for 
us to pay our way. However, following a year 
when real GDP has probably declined, re- 
newed growth in 1982/83 is by no means cer- 
tain. We have had to trim our expectations to 
meet economic reality while at the same time 
concentrating our efforts in those areas, espe- 
cially housing, where action is required. I am 
confident that the proposals I have set before 
you represent a sound financial strategy for. 
the year ahead. However, I ‘rtrust' that the 

'_ House has a full appreciation ofthe uncertain 
times before us and is under no illusion as to 
the dangers of failing to resolve .our differ- 
ences, particularly in the area of labour rela: 
tions. Our future prosperity depends on the 
mutual support of all members of our com- 
munity. On this cautionary note, Mr. 
Speaker, I respectfully submit the budget for 
1982/83. ' 
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Tax Policy in Middle-Income Countries: 
Some Lessons of Experience* - 

V

' 

by Vito Tanzi“ 

I. CHARACTERISTICS-OF MIDDLE-INCOME COUNTRIES 
Many studies have dealt with the tax Systems of groups of countries with com- 
mon characteristics (Hinrichs; Musgrave; Tanzi, 1970 and 1981; Messere); 
however, they have concentrated either on “poor” countries, alternatively re- 
ferred to as developing or less developed, or on “developed” or f‘indus— 
trialized” countries, often belonging to groups such as the Organisation for 
Economic Co—operation and Development (OECD) and the European 
Economic Community (EEC), or, at times, on countries belonging to the 
same geographical area. To my knowledge there has been no specific analysis 
of countries that may no longer be properly called poor but that at the same 
time may not yet be considered fully developed or industrialized. 

Different criteria could be followed in defining these in-between countries. 
One possibility would be to follow the World Development Report of 1980, 
prepared by’the staff of the World Bank. That report defines middle-income 
countries (MICs) as those which, in 1978, had per capita gross national prod- 
uct ranging-from US$390 (for Egypt and Ghana) to US$3Lil0 (fgr Iggagl). Ac- 
cording to this criterion, 52 countries can be classified as being MICs. I feel 
somewhat uncomfortable with this particular definition, as it covers an in- 
come range that is much too wide and includes countries that are just too dif- 
ferent to be in the same group. Just how broad is the World Development Re- 
port’s definition of an MIC can be seen from the following observation. It cov-, 
ers a group in which the per capita income of the richest country is almost ten 
times that of the poorest country. By contrast, in the same report the per 
capita income of therrichest country in the group of “low-income” countries is 
only about four times that of the poorest. The same relative range separates 
the richest from the poorest of the “industrialized” countries. 

The World Development Report breaks the group of the MICs into three sub- 
groups: (a) semi-industrialized, (b’)’ mineral economies, and (c) predomin- 
antly agricultural economies. In this paper I shall concentrate on those MICs 
with per capita gross national product (GNP) ranging from US$1,000 to 
US$3,500 in 1978. This group includes the 24 countries shown in Table 1. 
Most of these countries are semi—industrialized. Ten of them are from the 
Western Hemisphere. ' 

Before discussing the tax systems of these countries, it is perhaps useful to 
outline, briefly, the broad changes that take place in the economic structure of 
countries when they move from lower-income groups to that of the MICs as 
defined in this paper (see Chenery and'Syrquin; Chenery 1979). On the pro- 
duction Side , the share of primary production falls sharply while that of indus- 
try (especially manufacturing and utilities) and services rises equally sharply. _ 

As we shall see later, this change has important implications for the kind of tax 
structure that becomes feasible in these countries. The change is also accom- 
panied by some increase in the ratio of imports to GNP, and by increases in ex— 
ports coming mainly from the manufacturing sector. The allocation of labor 
also changes although much less dramatically than that of production: the 
proportiop of labor in industry rises while that in the primary sector falls. This 
change bnngs into the open the underutilization of labor that may exist in the 
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countries and creates pressures on the governments to 
pursue employment-creation policies. Life expectancy 
increases significantly and comes close to that of the in- 
dustrialized countries. This change has obvious implica- 
tions for social security programs and for payroll taxes. 
These countries are also much more urbanized than 
lower-income countries. This factor creates more oppor- 
tunities for taxation but also more demands for public 
services, as urban dwellers consume much more of these. 
Besides the changes outlined above there are three as- ' 

pects that distinguish the MICs from either lower-in- 
come or higher-income countries. These three aspects 
have important implications for their tax systems. ' 

First, as a group, these countries have experienced much . 

higher rates of growth than other groups (World De- 
velopment Report, 1980). For the 1960-78 period, their 
average per capita annual growth rate was 4.0%. Eight 
of the 24 countries included in this group had per capita 
annual growth rates over that period of more than 5%; 
By contrast, the grou of countries with per caplta 1n- 
come of less than USS 90 had an average growth rate of 
only 1.6; the countries with per capita incometranging 
from US$390 to US$1,000 experienced a rate of growth 
of only 2.6; and the industrialized countries had a rate of 
growth of 3.7. To the extent that these growth rates re- 
flect governmental policies or objectives, there are obvi— 
ous implications for their tax systems. 
Second, these countries have experienced much higher 

30% , although this average was somewhat distorted by the extreme experiences of Chile,‘ Argentina, and Uru— 
guay. Most of the MICs expierenced'annual'rates of in- 
flation of more than 10%. When inflation becomes such 
a serious problem, it can no longer be ignored by the tax 
authorities. Unless adjustments are made to the tax sys- 
tem, it will end up being distorted to such an extent that it would bear little resemblance to the system that’the au- 

‘ thorities had originally intended to have. 
The third aspect relates to the» distribution of incOme. 
Several studies have shown that the distribution of in- 

; come follows a kind of U-shap'ed curve, as the propor- 
tion of national income received by the poorer Sectors of 
the population decreases at first as the level of income 
rises. It then reaches the bottom‘of the Curve and starts 
rising again to reach the level common to the indus- 

_ 

trialized countries ('Kuznets; Ahluwalia). 
As national income rises from the lowest observed level 
to that of middle-income countries, the share received 
by the poor [lower 60% ] declines on average from 32% 
to 23% 0f the total. In a hypothetical country following 
this‘average relationship, 80% of the increase in income 
woulgl go to the top 40% of recipients. (Chenery, 1980', 
p. 28 -

, 

‘AccOrding to Chénery, the most uneven income distribu- 
tion is reached at a level of per capita GNP (at 1978 

_- prices) of around US$1,500.‘ After that the ‘income dis- rates of inflation than the other groups. For the 1970—78 _ tribution starts improving, first slowly, then more sig- perlod, the group’s annual rate of inflation was over ( " nificantly. - 

Table l — Basic indicators-for middie-income countries 
GNP Ber cagita ’ 

» Average 
Average 

7 

' ' 

Adult indexoffood 
_ 

- Area annual AVerageannual Literacy Lifeex- production Popula- (Thousands growth 
. rateof ‘ rate pectancy percapita 

tion ofsquare US. (per inflation (%) atbirth (1969-71 
(millions) ki|o~ dollars cent) -‘ % v (years) =100) 
mid-1978 meters) 1978 1960-78 ‘1960-70 1970-78 1975 

. 1978 1976-78 
Malaysia 13.3 330 1,090 3.9 V —O.3 7.2 ' 60 ’ 67 

V 
110 Jamaica 21 11 1,110 2.0 3.8 16.9 86 . 70 98 Lebanon ' 3,0 10 ' 1.4 ‘ 

' 

65 . 85 Korea(Rep. of) 36.6 99 1' 1,160 6.9 175 
_ 

19.3 93 63 116 Turkey 43.1 781 1,200 4.0 5.6 21.5 60 r 61 - 110 Algeria 17.6 2.382 1,260 2.3 2.3 13.4 
' '37 -' 56 82 Mexico 65.4 1,973 1,290 2.7 3.5 17.5 . . 76 .65 99 Panama 18 ' 76 1,290 2.9 1.6 . 7‘5 78 70 103 Taiwan 1,7,1 36 1,400 6.6 ‘ 4.1 10.3 

‘ 

.82 72 - 105- Chile 10.7 757 1,410 
_ 1.0 32.9 242.6 . 88 67 94 SouthAfrica 27.7 1,221 1.480 2.5 

' 

3.0 I 

I 
11.7 60 100 Costa Rica 2.1 . 51 1,540 3.3 1.9 , 15.7 90 . 70 114 Brazil 119.5 8,512 1,570 4.9 46.1 30.3 76 62 117 Uruguay 

V 2.9 176 1,610 0.7 
_ 

51.1 65.6 94 . 71 105 Argentina 26.4 2,767 1,910 2.6 21.8 120.4 94 71 114 Portugal 9.8 92 
' 

1.990 5.9 3.0 15.2 70 79 82 Yugoslavia ' 22.0 256 2,380 5.4 12.6 17.3 85 69 117 Trinidad&Tobago 1.1 5 2,910 2.2 3.2 21.3 95 70 94 Venezuela ‘ 

14.0 912 . 2.910 2.7 1.3 11.1 82 66 97 Hong Kong‘ 4,6 1- 3,040 6.5 2.3 7.7 90 72 30 Greece 9.4 
’ 

132 3.250 V 6.0 3.2 13.8 73 120 Singapore 2.3 1 3,290 7.4 1.1 6.1 75 70 112 Spain 37.1 505 3.470 5.0 6.3 15.0 73 ' 122 Israel 3.7 21 3,500 4.2 6.2 31.0 
' 

88 72 113
' 

Source: International Bank for Reconstruction and Development (IBRD), World Development Report, 1980, p. 11_1. 
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This pattern of income distribution has at least two im- 
portant implications for tax policy. First, as the poorer 
60% of the population receives a relatively small share of 
total income, tax policy could concentrate on the richer 
40% without any significant effects on tax revenue. This 
concentration, of course, would considerably reduce ad- 
ministrative difficulties. Second, as income distribution 
becomes more uneven, the pressure on the government 
to introduce progressive taxation becomes stronger. 

II. ECONOMIC DEVELOPMENT-AND 
TAX STRUCTURE 

1. General aspects 

Although there is little interest in the subject at the pre- 
sent time, the relationship between economic develop- 
ment and changes in tax structures attracted the atten- 
tion of several researchers some years ago. The theory of 
tax structure change during economic development 
hypothesized that, as countries move from earlier stages 
of economic development to higher stages, some clearly 
discernible changes would be witnessed in their tax struc- 
ture .1 First, the ratio of direct to indirect taxes would fall 
at first, as traditional taxes on land would be replaced by 
other more convenient taxes such as those on foreign 
trade. Second, as countries develop, foreign trade taxes 
would prog?¢ssively' beqeplaced by domestic indirect 
taxes. And, fifialljhincqrhcjaxes wquld gain in impor- 
tance. This theory emph'asizes the economic influences 
on tax structures, influences associated mainly with the 
varying importance of tax bases or “tax handles” (Hin- 
richs; Musgrave).

" 

To a large extent, the theory ignores social, cultural, and 
political influences. It also ignores technological innova- 
tions which may, at particular moments in time, intro- 
duce new taxes which, iven the proper environment, 
may become important Tanzi, 1973). Therefore, given 
the economic structure of a country, its tax system may 
vary substantially depending on the relative strength of 
these political, sociological, or cultural factors. Further- 
more, even when the changes in the broad tax categories 
follow the pattern outlined by the theory of tax structure 
change, the particular characteristics of those categories 
may be very different. These characteristics are also very 
important but have received little attention. . 

The tax systems of some Latin American countries have 
been influenced by the tax systems of European Latin 
countries. Those of other Latin American countries have 
been influenced by the US. tax system. The tax systems 
of the French-speaking African countries bear a close re- 
semblance to that of France. And the same is true for 
former British colonies vis-a‘l-Vis the United Kingdom. 
Furthermore, depénding on the political coloring of the 
governments in power, some aspects of the tax systems 
may reflect greater or lesser concern for the distribution 
of the tax burden. Keeping in mind these cultural or 
political influences, one could still postulate a kind of de- 
terministic theory of tax structure change. Such a theory 
would indicate the general characteristics of the tax sys- 
tems that one could expect to prevail in the MICs. 
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To start with, the change in the structure of production 
gives the MICs more options than are available to poorer 
countries. As foreign trade still remains very important 
in these countries, the MICs could continue relying on 
foreign trade taxes. On the other hand, since domestic 
production outside of the primary sector, and especially 
in the manufacturing sector, has become much more im- 
portant, the MICs have the option of replacing foreign 
trade taxes with domestic indirect taxes. Furthermore, as 
the share of gross national income received in the form of 
wages and salaries or in the form of corporate profits is 
likely to have increased, they can also rely more on in- 
come taxes. Finally, an increasing share of national 
wealth is represented by buildings in the urbanized 
areas. The value of these buildings can be assessed much 
more easily than that of land; therefore, the possibility of 
relying on property taxes has also increased considera- 
bly. 
However, even though more possibilities have been 
created by the changes in the structure of the economy, 
some new considerations become important, and these 
may limit somewhat the degrees of freedom acquired by 
the MICs. For example, some of these countries may at- 
tach a lot of importance to the objective of economic 
growth at a time when income distribution is becoming 
less even. Therefore, an important consideration in the 
tax policy of these countries must be the balancing of the 
growth objective against that of income redistribution. 
Some countries will want to give more weight to one ob- 
jective; others will give more weight to the other. These 
political choices should affect their tax structure. 
One--ofethercharacteristics of Qese‘countries is a higher 
rate of inflation. As they will often find it =diffic1=11t§to 
eliminate these inflationary pressures, they will have to 
pay attention to the impact that inflation will have on 
taxes. Without an explicit recognition of the problem, 
some tax sources (for example those on net wealth) 
might disappear, while others (general sales tax) might 
become more important. These inflationary pressures 
may in time bring about an increase in the level of’taxar 
tion, especially when they are caused by fiscal deficits 
created by strong middle classes demanding greater ex- 
penditures for public services such as education, health, 
and social security. 
For these countries, the temptation of generating rev- 
enue through an inflation tax must be tempered against 
the recognition that inflation will bring about serious dis- 
tortions in the economy and that these distortions will in- 
evitably affect both the rate of growth of the economy 
and its international competitiveness. It must also be 
tempered by the recognition of the effects of the inflation 
tax on other sources of revenue (Tanzi, 1978). 

2. Specific aspects 

Let us consider now, briefly, some of the major tax 
categories and speculate on the differences that one 
could expect to find between the proper countries and 
the MICs. . 

1. For a brief, critical overview of this theory, see Tanzi, 1973. 
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a. Export taxes 
In the MICs, there should be little scope for permanent 
export taxes. These should be eliminated unless they are 
kept for very specific, non-revenue—related reasons. For 
example, coffee producing countries that want to stimu- 
late the domestic production of instant coffee might keep 
an export duty on the export of coffee beans. Temporary 
export taxes might also be used to reduce the windfalls 
that exporters may derive from large devaluations. 
These uses should be infrequent and limited, and one 
would expect to find little revenue associated with the ex- 
port taxes in the tax system. 

b. Import duties 
The pattern that one would expect in a country’s use of 
import duties merits some attention. In less developed 
countries, import duties represent the most important 
taxable base. At this level, one expects that a large share 
of the country’s revenue originates from this source. It 
can also be expected that, to a certain extent, these taxes 
will be imposed with specific rates rather than with ad 
valorem ones. As countries begin to develop, the protec— 
tive role of import duties will gain in importance. Public 
opinion will generally favor protection at this stage of de- 
velopment. As domestic production of non-primary 
products rises, the revenue and the productive roles will 
get mixed together. By the time a country reaches mid- 
dle-income status, and alternative bases have become 
available, the revenue role of the import duties should 
become less important. If they are retained, they should 
be mainly for their protective role. However, as these 
countries become more export-oriented, the inefficien- 
cies associated with import duties will begin tobe recog- 
nized by both the policy-makers and the people at large. 
Therefore, protection will become a lively issue. 

The next step for a MIC might be to replace the highly 
differentiated and protection-motivated import duties 
with more uniform rates that would provide some uni- 
form level of protection to all industries rather than 
highly differentiated protection, to specific ones. This 
seems to be the course followed by Chile at this time. At 
this point, of course, import duties would be levied with 
ad valorem, rather than with specific rates. This general 
level of protection should be progressively lowered and 
in time should disappear. Incidentally, if this general im: 
port duty rate were levied on all imports without exemp- 
tion, the country might still get substantial revenues from 
this source even with low rates. 

The pattern described above will inevitably have nega- 
tive effects on some industries. Therefore, it may come 
about only after strong resistance has been overcome 
and after countries have already developed well beyond 
the level where it should have taken place. Undoubtedly, 
some countries will prevent this change from occurring: 
(a) for revenue reasons (but this is not a valid argument, 
as revenues can be generated through other sources) , or 
(b) to continue providing protection for industries al- 
ready in place. This second reason would be 
strengthened when the removal or the lowering of duties 
would lead to some social unrest or to political difficul- 
ties for the government in power. 
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c. Income taxes 
At low levels of development, most of the revenues from 
income taxes are derived from large, and often foreign, 
corporations. The share contributed by individuals is re- 
latively small and is normally limited to wages and 
salaries paid by governments or by these large corpora- 
tions. Other sources of personal income pay almost no- 
thing. At this early stage, income taxes are often schedu- 
lar. The level of personal exemptions is very high, often 
amounting to several times the per capita income of the 
country. The marginal tax rates are reached at extremely 
high income levels (say 100 times the per capita income), 
the number of taxpayers is very small, tax incentives and 
tax evasion are widespread, and the'impact of inflation on these taxes is ignored. 
By the time the middle-income level is reached, several 
changes can and should take place. The share of the indi- 
vidual’s contributions to total income taxes should in- 
crease because of, for example, (a) the broadening of the 
tax base (especiall increases in wages and salaries in na- 
tional income), (bg the reduction of the level of exemp- 
tions, and (c) the improvement in tax administration. 
At this level of income, the limitation of the tax incentive 
legislation in achieving various goals should have been 
recognized, and the erosion of the tax base caused by in-, 
centive legislation and by evasion should have become 
an issue. At this level, some issues would move to the 
forefront of the discussion on tax policy. 
The first issue should concern the progressivity of in- come tax. Here, the experience of different countries in- 
dicates that high marginal tax rates create many prob- 
lems and they contribute little to revenue. A high margi- 
nal tax rate can clearly reduce or eliminate the base on 
which it is levied. Therefore, a good policy is one of pur- 
suing an income tax with rates that are progressive, but 'not exceedingly so, and that are levied on as broad a base 
as possible. This approach not only minimizes the disin- 
centive effects of high tax rates but also reduces the prob- 
lem of horizontal inequity, a problem that becomes ex- 
tremely acute when the rates are high on those who can- 
not evade them while those who can evade them end up 
paying little or nothing. A consensus seems to be de- 
veloping that the higher marginal tax rate should not ex- 
ceed 50-60%. ' 

The structure of the personal income tax should be re- 
lated to the distribution of income. The basic exemption 

' 

‘ 

should be tied to a level of income that would exempt a 
good share of the population without exempting too much of the total income. This objective is facilitated by 
the uneven income distribution that characterizes most 
of these countries (Tanzi, 1966). The level to which the 
marginal tax rate becomes relevant should also be re- 
lated to the income distribution. A simple rule could be 
to make this rate applicable at a level of income near that 
received by the top 1% of the population. 
Another basic issue relates to the use of incentives. As al- 
ready indicated, by the time countries reach the middle- 
income level, they should be aware of the futilityof try- 
ing to promote efficiency and growth by the use of fiscal 
incentives. Therefore, this is a good time to start dis- 
mantling the incentive mechanism that inevitably has ac- 
cumulated over past years. 
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A third issue, which has not really been solved by any 
country, concerns the difficulty of taxing the incomes of 
professionals, farmers, traders, independent contrac- 
tors, and so forth. Perhaps for these incomes, the true or 
objective income cannot be determined. Therefore, the 
tax authorities should give up the futile effort to deter- 
mine true, actual incomes and should instead develop al- 
ternative means of taxing these incomes through pre- 
sumptive or potential taxation. Some experience along 
these lines is available in a few countries (Uruguay, 
Costa Rica, Portugal, Israel, etc.). (See Tanzi, 1980.) 

Another issue relates to the problem of what to do about 
the effects of inflation on the income tax. Should these 
effects be ignored, neutralized, or taken advantage of in 
order to increase revenue? These effects will be related 
either to the distortion of income tax bases (interest, pro— 
fits, capital gains, etc.) or to the progressivity of the rate 
structure. The effects related to the progressivity are 
easier to deal with. In all cases, the role played by de- 
layed collections cannot be ignored (Tanzi, 1977). 

Two extreme examples of reaction are provided by Uru: 
guay and Turkey. In Uruguay, the authorities came to 
the conclusion that a personal income tax could not sur- 
vive an inflationary environment; therefore they 
abolished it. Turkey ignored the effect of the inflation on 
the tax liabilities of wages and salaries, so that the rate 
structure was not adjusted. Given the progressive nature 
of this tax, the fact that it is collected with hardly any de- 
lays,‘ and given the rate of inflation that has prevailed in 
current years (it averaged 21.5% annually for the 1970: 
78 period), the share of personal income taxes in GNP in- 
creased from 4.5% in 1970 to 9.4% in 1980. As a propor- 
tion of total tax revenue, the share of personal income 
tax increased from 28.7% in 1970 to 51.6% in 1980. 
The correction of income tax bases for inflation is very 
difficult and has been attempted only on a limited scale in 
some MICs (Brazil, Chile, Israel, Korea and Argentina). 
One important issue is whether the tax system should be 
made to recognize the difference between the legal and 
the economic concept of income. This distinction be- 
comes extremely important in an inflationary environ- 
ment, especially vis-fi-vis interest rates, profits, and cap— 
ital gains. In many of these countries, the repression of 
the financial market has caused real interest rates to be 
negative, thus leaving the government with little choice 
but to ignore the taxation of interest income. For profits, 
some countries have attempted to introduce adjustments 
in depreciation, inventories, and so forth; others have, 
from time to time, allowed a revaluation of assets 
(Casanegra). 
Another issue that is inevitably very important for the 
MICs relates to the taxation of retained profits vis—a‘l-vis 
dividends. Some argue that, to promote the capital mar- 
ket, distributed profits should be taxed at lower rates V 

than retained profits. Others argue that the corporation 
remains the most efficient instrument for reinvesting 
profits. In my mind, this is an unsettled issue where more 
country-related research would be beneficial. I have be-. 
come less and less convinced that favoring distribution is 
always an efficient policy, even for MICs.

' 

On thq part of those who favor distribution, there is an 
imp11c1t assumption that the corporation that reinvests 
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7————i 
profits will do it in the same line of activity. This is not 
what is happening in places like Korea and other fast-de- 
veloping Asian MICs. In these countries, the corpora- 
tions have reinvested their profits in those lines of ac- 
tivities that were most profitable at a particular point in 

' 

time, and these were often totally different from the 
traditional ones. Branching out is a common phenome- 
non and for a tlme can lead to efficient investment. 
One must ask the question about what the receivers of 
dividends would do with them if more profits were distri- 
buted. Unless the capital market is already substantially 
developed (in the sense that interest rates are not kept ar- 
tificially low, the stock market is not too narrow and is 
well regulated, etc.), these dividends may either (a 
leave the country, (b) be invested in real estate, or (c 
lead to additional consumption. When financial reforms 
have made interest rates highly positive for savers, so 
that the dividends can be deposited in savings institu- 
tions, if the stock market is still undeveloped, the addi— 
tional dividends may not lead to more equity financing 
(through the sales of shares) but may lead to an increase 
in the debt-equity ratios of companies. This will happen 
because companies will finance the additional capital 
needs by borrowing rather than by the sale of shares. 
Such an alternative might be less attractive and more 
costly than that associated with direct equity financing 
through the retention of profits. 

d. Taxes on domestic transactions of goods 
and services

' 

As countries move from the less-developed to the mid- 
dle-income state, some basic changes in the structure of 
these taxes should be expected.’ In a schematic fashion, 
these changes can be outlined as follows. 
At the earliest stage of economic development, domestic 
transactions may not be taxed at all. When they begin to 
be taxed, it will be through excises-limited to a few prod- 
ucts (tobacco, alcohol, gasoline, sugar, cement, etc.). 
Services will normally be exempted, and the excises will 
be specific rather than ad valorem. The first change that 
may take place with economic development will be an 
expansion in the number of products taxed; the second 
will be some conversion from specific to ad valorem 
rates. 
Sooner or later the need for additional tax revenue will 
force the countries to expand the scope of domestic indi— 
rect taxation. This will take place also to substitute for 
some foreign trade taxes. A few countries , following the 
British tradition, may meet this need through a continu- 
ous expansion of the system of selective indirect taxa- 
tion. But the majority will consider the introduction of . 

some form of general sales tax. The sales tax, once intro- 
duced, will soon increase in importance as a revenue 
source. At this early stage the general sales tax will, most 
likely, have the following characteristics: 
1 It will be levied ata low rate. 
2 It will be applied at the manufacturer’s level. 
3 It will be limited to products and will, thus, exempt 

services. » 

(4) It will exempt many products for~administrative or 
social reasons. 

'
' 
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< 
5 It will also be collected on imports.

_ 6 In terms of revenue the share derived from Imports 
will be overwhelming. 

Because of (a) the exclusion of services, (b) the limita- 
tion to few manufactured products, (0) the exclusion of 
value added generated by the distribution sectors, and 
(d) the inevitable evasion, the share of total domestic 
value added subjected to this tax will inevitably be very 
small. Therefore, one important step to be followed by 
countries approaching the middle-income level will be to 
try to broaden this narrow base. This can be done by‘(a) 
reducing the range of exempted products, (b starting to 
bring some services into the tax base, and c) trying to 
capture some of the value added that originates in the 
distribution channels. At the same time, the rate may be 
increased. These changes will bring into the open some 
of the problems caused by cascading. Therefore, steps 
will generally be taken to eliminate cascading either 
through the introduction of the ring system or by the 
explicit introduction of a value-added mechanism. 
By the time countries join the middle-income group, 
they should have either a value-added tax (VAT) or a 
single-stage tax without the cascading effects of a turn- 
over tax. Furthermore, the coverage should extend 
beyond the manufacturer’s level although probably not 
all the way to the retail level. The share of the revenue 
from the general sales tax derived from imports should 
have fallen to well below 50%. By this time, the excises 
should be reduced in number and should be levied with 
ad valorem rates. 
At the stage of economic development reached by the MICs, some issues related to domestic indirect taxation 
are likely to be hotly debated. First is the question of the 
proper base for the general sales tax. Most countries 
have exempted some products (unprocessed food, ser- 
vices) for administrative reasons and some 'others 
(books,_medicines, basic foods, newspapers, etc.), for 
social reasons. In some cases, exemptions were given to some activities (cottage industry) as an incentive to the 
producers. In most cases, the granting of an exemption 
to one product or producer creates pressures for the same treatment by other producers. The result is an ero- 
sion of the base. This process of erosion should become 
controversial at the middle-income V stage 

‘ 

of develop- 
ment. Attempts are likely to be made to reverse that pro- 
cess and to enlarge the base. But how to accomplish this 
is likely to be a hot issue. 
A second controversial issue is whether to attempt to make the indirect taxes progressive. Some countries 
have chosen to have a proportional (single-rate) general 
sales tax accompanied by some high-rate excises on “lux- 
ury” products. Others have attempted to introduce prog- 
ressivity by leaving multiple rates within the general sales 
tax, the rate being higher the less “essential” the product 
is considered to be. Some experts now recognize that 
high rates on luxury goods yield little revenue and contri- 
bute only marginally to the progressivity of the overall 
tax system (Gandhi, 1979). The main justification for 
these high rates is essentially political. However, this re- 
mains a highly controversial area. 
A third issue relates to the taxation of services. It is rec- 
ognized that taxing services is difficult administratively. 
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However, some experts have argued that taxing of ser- 
vices should make the tax system more productive and 
more 6 uitable especially at the middle-income stage, 
where t 6 share of services in national income has 1n- 
creased. A recent study, however, has cast doubts on 
both of these contentions (Gandhi, 1977). 
Table 2 provides some information on the type of general 
sales tax now in use in 22 MICs. The table indicates the 
popularity of the VAT in recent years. Nine" of these 
countries have some form of VAT. With one exception, 
all these taxes were introduced during the past decade. 
Five of the countries (J amaica, Trinidad and Tobago, 
Venezuela, Hong Kong, and Singapore) still do not have 
a general sales tax, and a couple still have turnover taxes. 
There is a large variation in the rates of these taxes. 

Table 2 — Genefal sales taxes in Ml 
Country Nature of tax Standard rate 

Malaysia manufacturers 
_

5 
Jamaica none — 
Korea (Rep. of) VAT (1 977) 13 
Turkey manufacturers various 
Algeria manufacturers 

, 
251 

Mexico VAT(1980) 10 
Panama VAT(1977) ' 5 
Taiwan 

‘ 

turnover 2 
Chile - VAT (1 975) 20 
South Africa ' manufacturers 10 
Costa Rica VAT (1 975) 8 
Brazil2 VAT(1972) various

, 

Uruguay VAT(1972) 18 
Argentina3 VAT (1 975) 16 
Portugal“ Wholesale 10 
Trinidad

> and Tobago none — 
Venezuela none — 
Hong Kong none . — 
Greece“ manufacturers4 8 
Singapore none ' —' 
Spain4 - turnover 2 
Israel VAT(1976) 8 

1. Tax-inclusive rate. 
_ 

-

> 

2‘ Brazil has two general sales taxes (one federal and one state) 
and a tax on services. ' 

3. Argentina has also a provincial turnovertax with rates from 1 .6 to 
2 2 ' 

4: 
I 

Within the néxt few years Greece, Portugal, and Spain are likely 
to introduce a VAT. 

.

‘ 

lll. 
“Sn?cME COMPARATIVE TAX STATISTICS FOR 5 . 

Table 3 provides comparative tax statistics for the MICs 
in our sample. These statistics must be used with caution, 
as it is difficult to prepare comparable tax data for diffe- 
rent countries. The most important problem is that the information normally available relates to central govern- 
ments. However, in many countries local governments may be very important; furthermore, social security in- 
stitutions may be outside of the national budget. An at- tempt was made in the table to use data that were as com- 
parable as possible, but there is no assurance that the at- tempt was totally successful. 
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Table 3 — Tax revenue by type of tax 
(in percent of total taxes) 

20.67 3.98 

Domestic taxes on 
production and consumption 
General 
sale; 

._ 

. 

.' Total lncometaxes - turnover; 

Country Year 7 taxes Total Personal Enterprise Other Total VAT Excise Other 

Argentina '1979 100.0 11.24 — —— — 54.14 
I 

31.09 23.05 0.00 

Brazil 1978 100.0 16.72 . 1.08 672 8.92 32.81 — —— — 
Chile 1978 100.0 17.57 10.22 7.08 0.27 49.07 35.60. 10.76 2.71 

Costa Rica 1978 100.0 17.92 17.77 0.15 0.00 33.21 9.41 2306 074 
Greece ~ 1976 100.0. 17.45 8.96 3.16 5.33 39.46 18.35 10.99 10.12 

Israel 1978 100.10 7 
41.34 - 26.46 11.17 3.71 32.48 28.75 3.17 0.56 

Jamaica V 

1978 100.0 ' 39.09 25.90 13:19 - 0.00 45.58 — — — 
Jordan‘ A 

1977 100.0 1798 — —— — 8.31 - 0.00 7.87 0.45 

Korea(Rep.of) 1979 100.0 28.56 ' 14.64 13.92 ' 0.00 48.65 22.51 17.64 8.50 

Malaysia 1979 100.0 39.73 9.67 29.99 . 
0.07 23.04 5.75 10.65 6.64 

Mexico 1978 1000 54.12 27.04 2662 0.47 30.34 10.98 17.83 ' 1.53 

Panama 1978 100.0 38.83 —— — 3.20 31.81 14.26 16.07 1.48 

Portugal 1978. 100.0 21.76 10.96 0.00 10.80 3402 14.47 15.19 4.39 

Singapore 1978 100.0 44.52 — —— ‘— 22.72 0.00 9.21 13.51 

Spain 1978 100.0 23.74 18.30 5.44 ~ 0.00 15.06 3.65 
p 

796 3.45 

South Africa 1977 100.0 62.87 28.69 32.64 1.54 23.85 4.92 18.62 031 
Taiwan 1978 100.0 . 19.12 ' 6.30 . 8.09 4.73 40.56 2245 1.54 16.57 

Trinidad and 
'

- 

Tobago 1978 100.01 54.10 27.11 21.25 5.74 . 16.19 6.53 2.03 7.62 

Turkey 1978 100.0 47.93 39.16 4.40 4.37 . 20.15 9.81 2.16 8.18 

Uruguay 1979 100.0 8.85 1.50 7.09 0.26 _ 
41.88 22.18 15.73 3.97 

Venezuela 1978 1000 71 ..1 6 4.68 66.48 0.00 6.98 0.00 4.51 2.47 

Yugoslavia 1978 100.0 0.00 0.00 0.00 0.00 22.28 22.28 0.00 0.00 

Average 33.08 16.38 16.09 3.80 30.57 16.65 11.48 5.18 

‘ Table 3 (continued). Tax revenue by type of tax 
(in percent of total taxes) 

Foreign trade weauh 
Total import Export Social and 

Country Year taxes Total duties duties Other security property Other2 

Argentina 1979 100.0 20.24 19.00 0.62 0.62 — 7.04 7.34 

_ 

Brazil 1978 100.0 4.46 
I 

3.56 0.90 0.00 38.22 _ 
0.11 7.68 

Chile 
_ 

1978 100.0 8.18 8.18 0.00 0.00 15.38 ‘ 3.18 6.62 

Costa Rica 1978 100.0 22.06 12.91 9.15 0.00 24.69 1.07 105 
Greece 1976 ' 100.0 5.36 5.36 0.00 000 28.23 - 9.50 000 
Israel 1978 100.0 8.67 5.57 0.00 3.10 10.52 1.89 5.10 

Jamaica 1978 100.0 6.64 6.33 0.00 I 0.31 
_ 

0.00 5.04 3.65 
' Jordan 1977 100.0 70.56 64.94 5.62 0.00 0.00 0.22 2.93 

Korea(Rep.of) 1979 100.0 18.87 18.87 0.00 0.00 1.23 0.45 2.24 

Malaysia 1979 100.0 3499 16.63 ' 18.36 
' 0.00 0.60 0.46 1.18 

Mexico 1978 100.0 11.97 4.89 7.08 0.00 . 0.00 ‘ — 357 
Panama 1978 100.0 20.69 11.16 3.31 6.23 0.00 3.93 4.74 

Portugal 1978 100.0 6.51‘ 6.49 0.02 0.00 29.76 1.48 ' 6.47 

SingapOre 7978 100.0 11.64 V 11.64 0.00 0.00 0.00 15.37 5.75 

Spain 1978 100.0 
' 6.34 

I 

6.47 0.00 0.00 49.50 5.15 0.21 

South Africa 1977 100.0 8.94 8.19 0.75 0.00 . 1.26 1.56 1.52 

Taiwan 1978 100.0 27.02 27.02 0.00 0.00 ~ 0.00 9.30 4.00 

Trinidad and
' 

Tobago 1978 100.01 26.24 26.21 0.00 ‘ 0.03 0.54 
_ 

1.42 1.51 

Turkey 1978 100.0 11.01 11.01 0.00 0.00 15.02 5.45 0.44 

Uruguay 1979 100.0 14.51 - 14.36 0.15 0.00 29.31 , 
4.29 1.16 

Venezuela ' 1978 100.0 11.34 —— — — 7.40 2.67 0.45 

Yugoslavia 1978 100.0 19.36 19.36 0.00 . 0.00 58.34 
' 0.00 0.02 

Average 1707 14.67 4.60 2.06 3.22 

Source: Country source, central government tax revenue only; 
OECD member countries, 1965-79. 
1. Non-oil revenue only. 
2. Includes 'stamp taxes, payroll or manp ower taxes, poll taxes, and other unallocable taxes. 

international Monetary Fund, Government Finance Statistics; revenue stafistics of 
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The key question to ask is the extent to which the statisti- 
cal information in the table reflects the expectations out- ‘ 

lined in the previous section. We shall consider in turn 
each of the major categories: 

(1) We speculated in the previous section that the 
foreign trade taxes should be less important in MICs than 
in poorer countries. Table 3 bears this out. On average, 
only about 17% of total tax revenue is derived from 
foreign trade taxes, a percentage much lower than for all 
developing countries. This 17%, of course, hides wide . 

dispersions within the group. In a few countries Jordan, 
Malaysia, Taiwan, and Trinidad and Tobago , these 
foreign trade taxes are still quite important. In others 
(Chile, Greece, Israel, Jamaica, Portugal, Spain, South 
Africa), these taxes account now for less than 10% of 
total revenue. 

(2) As anticipated, export duties have become relatively 
insignificant except in Malaysia, where they still account 
for 18% of total revenue. ‘ 

(3) Also as anticigated, income taxes have become more 
important than in poorer countries. On average, they 
now account for about one third of total tax revenue 
compared with about one fourth for all developing coun- 
tries. But, again, the range is very wide, with a few com}- 
tries getting somewhat higher percentages from thls 
source (Israel, Mexico, Singapore, South Africa, 
Trinidad and Tobago, Turkey, and Venezuela). On av- 
erage, the proportion of income taxes collected from in- 
dividuals and that collected from enterprises is about the 
same, but this equality hides important differences. In 
some countries with important mineral and natural re- 
sources, such as Venezuela and Malaysia, the taxes on 
enterprises are very important. On the other hand, in 
countries such as Turkey, Spain, Israel, and Jamaica, the 
taxes on individuals are much more important. 
(4) The domestic taxes on production and consumption 
also reflect the discussion in the previous section. These 
taxes have now become significantly more important 
than those on foreign trade and account for about one 
third of total tax revenue. Excises have become much 
less important than general sales taxes. This is again as 
one would have anticipated from the previous discus- 
sion. However, excise duties do remain very important 
in some countries, such as Argentina, Costa Rica, South 
Africa, Jamaica, and a few others. 

(5) The table shows also that social security has become 
of some importance in particular MICs, especially the 
European ones. Greece, Portugal, Spain, and Yugosla- 
via derive large revenues from social security taxes. Among the non-Euro' can countries, Brazil, Costa Rica, 
Chile, and Uruguay erive important revenue from this 
source. Although the table does not provide that infor- 
mation, social security is also important in Argentina. 

(6) Generally, taxes on property and wealth are of some 
importance in a few MICs. Singapore is particularly not- 
able, as it derives more than 15% of its tax revenue from 
this source. The highly urbanized nature of this country must surely be the main reason for this high proportion. 
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IV. TOWARD MORE EFFECTIVE TAX SYSTEMS FOR Ml 
The purpose of this section is to present some desirable 
features that the tax systems of MICs should have. Or, al— 
ternatively, to emphasize pitfalls to be avoided. More 
than in the previous section, the discussion will be nor- 
mative; however, it will not be based on theoretical or 
abstract reasoning but rather on a realistic assessment, 
based on the practical experiences of many countries, 
about what is feasible from an administrative point of 
View and what is desirable from a real-world point of 
view. An alternative to this approach would be to pro- 
pose some theoretically “optimal” tax system that, though perfect in the abstract, could never be im- 
plemented in practice. Unfortunately, it has been a 
rather frequent occurrence in the field of technical assis- 
tance for foreign experts, with little practical experience 
and little understanding of a country’s particular ad- 
ministrative, legal, and political constraints, to propose 
reforms that, though clever in theory, could never sur- 
vive the test of reality. 
At the level of economic development reached by the MICs, it should be possible for their tax systems to show 
the following characteristics. 

a. Revenues'from few sources 

As countries move from being less developed to being 
middle income, a process of concentration of tax sources 
should take place. Taxes that generate, say, less than 1% 
of total revenues shou_ld not be levied. This criterion 
should apply not just to tax sources but also_.to rates 
within particular tax sources. For example, each rate of 
the income tax schedule should generate at least that per- 
centage. This criterion would reduce the excessive frag- 
mentation of the tax system and would simplify the ad- 
ministration. It could be relaxed only when a tax has 
been levied specifically to discourage some activity. How 
low this “concentration index”2 can be, can be seen by 
the experience of Argentina, where in 1975-76 the Direc- 
cién General de Impuestos was collecting almost 100 dif- 
ferent taxes, most of these generating insignificant rev- 
enues and costing a lot to administer or to comply with. No wonder that the Argentine taxpayer felt overtaxed, 
even though the ratio of total taxes to GNP was not ex- 
cessive for the country. 

b.' Tax bases as broad as possible so that the tax 
rates applicable to them could be kept low 

One of the basic problems of the tax systems of poor 
countries is the extent to which tax bases are eroded, not 
just by evasion but often by legal exemptions of various 
types. In one country on which I worked recently, the tax 
base of what was supposed to have been a general sales 
tax had been reduced to less than 10% of its national in- 
come. The same has happened frequently to income 
taxes for which, because of exemptions, deductions, in- 
centives, and so forth, the income that is actually taxable 

2. The share of total revenue coming from, say, the two or three major’tax
I 

sources could be referred to as the concentration index. 
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is a very small share of the potential base. Typically, one 
also finds that 40 to 60% of total imports are exempted 
from import duties for one reason or another. This very 
large erosion of bases brings about the necessity either to 
increase the number of taxes collected or to increase 
sharply the rates applicable to the reduced bases. Both of 
these alternatives are unattractive. Therefore, MICs 
should set as an objective the implementation of a tax 
system based on a few large bases levied at relatively low 
rates. 

c. Objectivity in definition of bases 

Here, again, a basic distinction should be made between 
the tax systems of the poor countries and those of the 
MICs. In poor countries, bases such as income, imports, 
or property, and, in some cases, even sales, may have an 
objective or true measure that is often totally different 
from the measure on which the taxes are actually calcu- 
lated. For example, for incomes other than wages and 
salaries, the keeping of records and the accounting may

' 

be so bad that guesses replace actual measures; the tax 
base in these particular cases may end up bearing little re- 
lation to the true , objective base. The same is true for im- 
port taxes where the import prices used by the customs 
authorities to calculate the customs duties may be very 
different from the prices actually paid by the importers; 
and, of course, the assessed property values used for de— 
termining the tax liability bear little relationship to the 
actual market values. V . 

In the MICs, the difficulties of determining the true tax 
bases will remain but the countries will have more re- 
sources to do it. Unfortunately, in many of them the ef- 
fort required to bring the taxable bases closer to the true 
bases has not been made. The end result is that the tax- 
payer is often left with a feeling of arbitrariness on the 
part of the tax administration, and this feeling encour- 
ages non-compliance.

' 

d. Collection lags minimized 

In many countries the time that elapses between the m0- 
mcnt a tax event takes place and the moment when the 
associated tax payment must be made (the “legal lag”), 
can be quite long (Tanzi , 1977). When there is little infla- 
tion this delay does not matter much, but, at the level of 
inflation now common to most of the MICs, the exist- 
ence of these long collection lags can dramatically de- 

' 

crease the real value of the tax revenue. In Argentina, for 
example, in 1975/76 an average collection lag of five to 
six months for the total tax system, associated with a very 
high rate of inflation, led to a sharp fall in the ratio of tax 
revenue to GNP (Tanzi, 1978). Some countries have 
paid attention to this problem (Argentina, Chile, Brazil, 
etc.), but in most these lags remain still much longer than 
they should or need be. Long lags not only reduce tax 
revenue but create inequities when they are short for 
some tax ayers (wage earners) and long for others (re- 
ceivers 0 capital incomes). In such cases, the effective 
tax rate for wage earners will become higher than that for 
other incomes even though the nominal rate may be the 
same. 
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e. Severe penalties for. delayed payments 
One common problem in many MICs has been the ac- 
cumulation of unpaid tax bills (arrears). In some coun- 
tries these arrears have reached very large proportions. 
When the penalties are low and the rate of inflation is 
high (a common situation in several countries), the tax- 
payers are given an incentive to postpone paying their 
taxes-beyond the time they are legally due. Borrowing 
against tax liabilities becomes the cheapest source of cre- 
dit. These"‘delinquency lags” become cumulative with 
the “legal lags” and bring about serious distortions. The 
problem is that the penalties, which often are in the form 
of monthly interest rates, were often introduced in 
periods when there was no inflation so that, for example, 
a penalty of 1% per month was a stiff one. In today’s 
world, when the monthly rates of inflation for several 
MICs (Brazil, Argentina, Israel, etc.), are much higher 
than that, these penalties have lost any meaning. At a 
minimum, these penalties should reflect the current rate 
of inflation and should, perhaps, become progressively , 

heavier the longer the payment is delayed. There must 
be some optimal structure of penalty. This is an un- 
explored area in which reSearch could make important 
contributions. 

f. Taxes as neutral as possible 
Another general aspect of the tax system relates to tax 
neutrality. At this stage of economic development, the 
MICs should pay far more attention to tax neutrality, 
especially since their growth is often export oriented and 
is thus based on comparative efficiency. The problem of 
neutrality, of course , becomes less serious the lower the 
tax rates are. In countries with high export duties on 
some agricultural products but not on others, taxation 
has prompted a reallocation of the use of land toward 
non-taxed crops. And, of course, the export taxes have 
encouraged domestic consumption while discouraging 
production. In countries where small cottage-type enter- 
prises are exempted from relatively high sales tax, these 
enterprises may come to acquire a substantial advantage 
over the large; more efficient, but higly taxed com- 
panies. These examples, which could be multiplied, are 
common to many countries. As countries become more 
exposed to international competition, they should be- 
come more sensitive to the distortions brought about by 
inefficient taxes. 

9. Public expenditure covered over longer run 
If large deficits develop, taxes should be increased or ex— 
penditures should be reduced.3 Unfortunately, as Table 
4 shows, in many of these countries the deficits have been 
extraordinarily large in recent years, and inevitably, 
these deficits must have been a major cause of inflation. 
Equally important, recurrent or permanent expendi- 
tures should be related to “permanent” tax revenue to 
avoid that extraordinary tax revenues associated, for 
example; with temporary export booms lead to perma- 
nently higher, and thus unsustainable, expenditure. 

3. If a country receives large grants, its expenditure could exceed its tax rev- 
enue. But the country should anticipate the day when the grants may no longer 
be forthcoming. Thereforetit should be careful to avoid expenditures that are 
permanent. - 
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Table 4 — Fiscal deficits as percentages of GDP 
1973 1974 1975 1976 1977 1978 1979 

V Argentina 5.5 6.3 11.0 7.9 4.1 3.7 
Brazil1 -2.5 -1.6 0.2 2.6 2.1 3.7 
Chile2 13.5 53 1.7 -37, -O.4 -1.6 -4.4 
CostaRica 3.5 2.0 2.7. 4.6 3.2 4.6 5.8 
Greece 2.3 3.2 39' 38 3.6 3.7 4.1 
Israel 20.6 23.6 19.0 17.1 176 12.0 
Jamaica 52 7.4 7.8 15.5 14.4 16.8 
Jordan 9.0 7.5 16.1 17.4 6.9 18.6 17.3 
Korea (Rep. of) 1.7 2.3 20 -O.1 -0.2 -0.2 -0.6 
Malaysia 5.6 6.0 8.5 7.1 ‘ 8.6 7.9 83 
Mexico 4.3 4.3 5.4 5.3 3.7 3.0 
Panama 9.8 10.6 77 8.2 4.2 3.1 8.8 
Portugal3 21 3.3 4.9 7.0 5.8 11.4 9.9 . 

Singapore -1 .3 -_0.1 -2.1 -0.4 -O.6 -O.3 -0.4 
Spain 0.7 1.5 1.9 2.0 1.6 2.4 3.0 
South Africa 1.0 2.4 6.1 6.4 5.0 5.1 4.4 
Taiwan -3.4 -1.5 -1.4 —O.9 -1.1 
Turkey 2.4 2.3 2.0 61 4.3 1 7 
Uruguay 1.2 3.8 4.3 2.2 1.5 0.9 0.1 

. Venezuela -1.6 -2.1 -0.6 38 6.6 6.0 
Yugoslavia O 9 1.5 1.3 2.9 1.8 

Source: International Monetary Fund, International Financial Statis- 
tics. For a few countries, the inf0rmation comes from specific country 
sources. 

_ 
1. Not including credit subsidies. Inclusion of these subsidies 
would increase the size of the reported deficit. - 

2. Overall public sector including the copper industry. 
3. General government overall deficit. ' 
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I. INTRODUCTION 
In the Budget Speech of 1980 the Nigerian Federal Gov- 
ernment proposed, inter alia, the application of deduc- 
tion of tax at source or withholding tax to management 
fees, consultancy fees and such similar fees. The rate of 
the withholding tax proposed was 20% of gross for resi- 
dents and 25% of gross for non-residents. The effective 
date for the operation of the withholding tax was to be 1 

April 1980. It will_ be operated by companies making 
such payments as well as by all government departments, 
parastatals, statutory bodies, institutions and other es- 
tablished organisations approved for the operation of the PAYE system that make such payments. It was also pro- . 

posed that such tax withheld in respect of payments due 
to companies and non-resident persons should be paid 
over to the Federal Board of Inland Revenue while those 
‘in respect ‘of resident individuals should be paid over to 
the tax authority of the State in which the beneficiary is 
resident. 
As usual, the proposals in the 1980 Budget statement 
are, where appropriate, expected to be embodied in the 
1980 Finance Bill with retrospective effect from 1 April 
.1980. However, it is not known if there has been an Act 
of the National Assembly on the issue of withholding tax 
on consultancy fees. Yet there have been many cases of 
some withholding tax on consultancy fees, and this has 
aroused some doubts among many consultants as to the 
legality or otherwise of the recent withholding tax on 
consultancy fees without any supporting legislation. 
The purpose of this article, therefore, is to explore the 
legal and/or practical basis for the withholding tax on 
consultancy fees in Nigeria. 

II. BASIS FOR TAXING CONSULTANCY 
FEES 

A. Relevant legislation 

Some foreign consultants have often misconstrued our 
tgx laws. It IS the understanding of some of them that pro- 
fits are taxable in Nigeria only if they can be attributed to 
an established place of business in Nigeria. Accordingly,

' 

if there is no such established place of business in 
Nigeria, as in the case where services are rendered from 
overseas, the profits therefrom will not be liable to Nige- 
rian tax. This is erroneous. 
The relevant sections of the Nigerian Companies Income 
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Taxation of Consultancy Fees 
in Nigeria 

by AC. Ezejelue* 

Tax Act (CITA) 1979 which make such profits taxable in 
Nigeria are 8(1)(a) and (f) and 1 1. Section 8 appears to be 
too wide for this purpose and should be read in conjunc- 
tion with Section 11. 
Specifically, Sections 8(1)(a) and (f) provide that: 

(1) Subject to the provisions of this Act, the tax shall, 
for each year of assessment, be payable at the 
specified rate upon profits of any company accruing 
in, derived from, brought into, or received in, Nigeria 
in respect of — ' 

(a) any trade or business for whatever period of time 
such trade or business may have been carried on; 

(f) fees, dues and allowances (wherever paid) for ser- 
vices rendered. 

And Section 11 provides that: 
(1) The profits of a Nigerian company shall be 
deemed to accrue in Nigeria wherever thay have ari- 
sen and whether or not they have been brought into or 
received in Nigeria. . 

(2) The profits of a company other than a Nigerian 
company from any trade or business shall be deemed 
to be derived from Nigeria to the extent to which such 
profits are not attributable to any part of the opera- 
tions of the company carried on outside Nigeria. 

B; Implications of the key terms 
used in Section 8 of CITA 

The meaning attributable to the key terms “ accruing in” , 

“derived from”, “brought into”, and “received in”, used 
in Section 8 of CITA, are worth considering for our pur- 
pose.

' 

While “derive” means “to obtain or receive from a 
source”, “accrue” may mean “to come to someone or 
something as a gain”.1 But in Commissioner of Taxation 
v. Kirkz, their Lordships attached no special meaning to 
the word “derived”, which they treated “as synonymous 
with arising or accruing”.3 In this case in which In re 
Tinda4 was overruled, it was held that income which was 

* The author is Professor of Accounting, Schools of Business Administra- 
tion and Legal Studies, Imo State University, Aba Campus, Aba, Imo State, 
Nigeria. 
1. See, for example, The American Heritage Dictionary of the English Lan- 
guage (1969-1970), pp. 9 and 356. .

' 

2. (1900) AC 588. 
3. Op. cit.,p. 592. 
4. (1897) 18 NSWLR 3'78. 
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in part derived from the extraction of ore from the soil of New South Wales Colony, and from the conversion in 
the latter Colony of the crude ore into a sellable product 
was assessable under Section 15(3) and (4) of the New 
South Wales Land and Income Tax Assessment Act of 
1895, notwithstanding that the finished products were 
sold exclusively outside the Colony. However in Toufic Karam v‘. Commissioner for Income Tax5 the learned 
judge said (as it would apply to Nigeria): 

The words “accruing in” and “received in” appear to me to 
import a clear territorial limitation to Nigeria; the words 
“derived from” appear to me to be designed to meet among 
other things cases where profits arise from transactions car- 
ried out in Nigeria by a non-resident taxpayer. 

Under our personal income tax system, income from 
employment shall be deemed to be derived from Nigeria 
if the duties of the employment6 are wholly or partly per— 
formed in Nigeria.7 The emphasis is on “derived from” 
because derivation in this context implies “obtained” or 
“acquired” or “got” via working or having worked in or 
for Nigeria. This is to be distinguished from “brought 
into” or “received in” or (to some extent) “accruing in”, 
which may not necessarily imply worked or working in or 
for Nigeria. These terms as they apply to companies ap— 
pear, by implication , to bring into the tax net profits from 
transactions carried on outside Nigeria by a Nigerian 
company,8 but the tax is restricted to profits actually 
brought or imported into Nigeria. 

C. Import of Sections 8 and 11 of CITA 
It can be deduced that Section 8 tends to limit taxliability 
in a geographical sense to profits derivable in Nigeria and 
to restrict tax liability in respect of transactions carried 
on outside Nigeria to profits actually brought into 
Nigeria. However, Section 11 wraps it up with a distinc- 
tion between a Nigerian company and a non-Nigerian 
company.9 Section 11(1) provides that the tax liability in 
respect of transactions carried on outside Nigeria by a 
Nigerian company is not restricted to profits brought into 
or received in Nigeria, but that the world profit of the 
company for any year of assessment is assessable in 
Nigeria. Section 11(2) stipulates that the profits of a non- 
Nigerian company. from trade or business shall be 
deemed to be derived in Nigeria to the extent to which 
such profits are not attributable to any part of the opera- 
tions of the company carried on outside Nigeria. 

For our purposes, there does not seem to be much dis- 
tinction between subsections (1)(a) and (1)(f) of Section 
8 — i.e. between trade or business on the one hand, and 
fees, dues and allowances for services rendered on the 
other. Rendering of services also amounts to carrying on 
business. When a company is formed with an established 

v objective (which may be rendering of services) and this 
objective is in fact carried on, then the company is carry- 
ing on business.10 

It mu§t be emphagizec} t'hat, as_in the case of trade or busi- 
ness, 1t IS the profit arlslng from the fees, dues and allow- 
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ances for services renderéd that is taxable. Therefore all 
expenses incurred in earning the fees, dues and allow- 
ances will be deducted in arriving at the net taxable fees. 

D. Legality of taxing consultancy fees 
The legal basis upon which fees on consultancy executed 
in or for Nigeria by foreign-based consultants or by non- 
Nigerian companies are liable to Nigerian tax is that the 
fees are derived from Nigeria in accordance with Section 
11(2) Of CITA. They are deemed to be derived from 
Nigeria once the services are done in or for Nigeria or are 
paid for by Niger‘ia, notwithstanding that part of the ser- 
vices may have been carried out outside Nigeria. The ex- 
istence or non-existence of a permanent establishment or 
fixed base in Nigeria for the company is not relevant ex- 
cept under an existing double taxation treaty between 
Nigeria and the country of residence of the company. 
A similar provision exists in our personal income tax in 
the case of a resident abroad who is deemed. to be resi- 
dent, for tax purposes, in Nigeria if the person has spent 
in the aggregate at least 183 days in Nigcaria.11 In an arti- 
cle on the subject it was said, inter alia: 

The fact of the 183-day criterion is not based on the exist- 
ence of an established place of residence. Provided that the 
person spends an aggregate of 183 days in Nigeria, the av- 
ailability of a permanent abode is irrelevant. Places of tem- 
gorarylgodging will satisfy this particular condition of resi- 
ence. 

In support of the above statement, the author of the arti- 
cle quoted Rowlatt, J. who said, among other things: 

. . one must remember . . . that one must not look for an 
establishment . . . . a tramp has a “residence” . . . . if a man chooses to live at hotels instead of in his own house, or 
even stay with friends, it really does not affect the question 
of residence.13 

It is with this same spirit that Section 11(2) of CITA is 
construed. But under Section 11(1) of CITA consultancy 
fees of a Nigerian company are deemed to accrue in 
Nigeria from wherever they may have arisen and not- 
withstanding that they may not have been brought into 
or received in Nigeria. ' 

5. 12 WACA 331. See also Re John Robert Potter 11 WACA 144. 
6. “Employment” includes any service rendered by any person in return for 
any gains or profits (see S. 4(2)(d) of the Income Tax Management Act 
(ITMA) 1961 as amended). 
7. See S. 8(1)(a) of ITMA 1961 (as amended). 
8. “Nigerian company” means any company incorporated under the Com- 
paniés Act 1968 or any enactment replaced by that Act. (See S. 78 of CITA 
1979.) 
9: “Non-Nigerian company”, which may be considered identical to 
“foreign company”, may mean any company or corporation (other than a cor- 
poration sole) established by or under any law in force in any territory or coun- 
try outside Nigeria. (See S. 9(8)(c) of CITA 1979.) . 

10. This view is supported by decided cases. See, for example, IRC v. 
Westleigh Estates Co. Ltd. (1924) [KB 390; 12 TC 654; 40 TLR 208. 
11. See paragraphs (e) and (x) of Third Schedule to ITMA. See also S. 
8(1)(a)(ii) of ITMA. 
12. . See A.C. Ezejelue, “Impact of Residence on Tax Liability in Nigeria”, 
35 Bulletin for International Fiscal Documentation (1981), pp. 547-554. 
13. Lysaght v. [RC (1928) 13 TC 511, 516. 
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III. AMOUNT OF WITHHOLDING TAX ON CONSULTANCY FEES 
- A. Legal or' practical basis for withholding 

12.5% 

The proposal in the 1980 Budget for the introduction of 
'withholding tax on Consultancy and other similar fees 
was to the effect that it would be at the rate of 20% of 
gross for residents and 25% of gross for non-residents. 
However, it would appear that in practice what is being 
withheld for the time being is 12.5%. This has worried 
the minds of many consultants as the legality of a with- 
holding tax of 12.5% is questionable in View of the fact 
that the proposal in the 1980 Budget for a withholding tax 
on consultancy fees is not known to have been passed 
into law yet. As would have been expected, the propos— 
als would, where appropriate, be embodied in the 1980 
Finance Bill with retroactive effect from 1 April 1980. 
For all practical purposes, it could be deduced that the 
idea of withholding tax on consultancy fees seems to be 
borrowed from the 1980 Budget proposals. However, 
there is no intention to operate the proposal as if it is al- 
ready law — otherwise the tax withheld could have been at 
the rate of either 20% or 25% whichever is applicable. 
Instead, 12.5% is being withheld. 
What then is the legal basis for withholding 12.5%? 
Strictly speaking, there seems to be none yet. From ex- 
perience, withholding tax on consultancy fees may even- 
tually become law with a retrospective effect. This not— 
withstanding, the Revenue does not consider it appropri- 
ate to deduct 20% or 25 % , as the case may be , as was pro- 
posed in the Budget statement. In retrospect, 12.5% ap- 
pears to be a fair compromise figure which corresponds 

. with the earlier withholding taxes introduced by the Fed- 
eral Government. 14 Therefore, the working basis of 
12.5% on consultancy fees seems to have been borrowed 
from the withholding taxes introduced earlier. 

B. Rationality of basing withholding 
tax on gross fees 

It is clear from Sections 8(1) and 11 that the basis of as- 
sessment of income of a company accruing-in, derived 
from, brought intd, or received in Nigeria in respect of 
trade or business, rent, dividends, fees, dues, etc. shall 
be profit.15 This is not only reasonable but it is also in ac- 
cordance with the usual practice. Only profit or its equi— 
valent should attract tax. Nobody should expect a busi— 
ness entity to pay tax on a loss or expense. 
In the case of consultancy fee , “contract fee” is not neces- 
sarily identical with “profit” except where there are no 
operating expenses, or where such operating expenses 
were provided for before arriving at the “contract fee”. 
However, the 1980 Budget proposal specifically based 
the withholding tax on consultancy and other similar fees 
on gross16 and not net. The same is true of the earlier 
Withholding tax on rent paid by companies.

' 

It appears, therefore, on the face of it, that there is an ob- 
vious conflict between the provisions of Sections 8 and 1 1 
of CITA 1979 which is clear on the issue of basing assess- 

© 1982 International Bureau of Fiscal Documentation - BULLETIN 

ment on profits on the one hand, and the 1980 Budget 
Statement, on the the other hand, which bases the tax 
withheld on consultancy fees on gross. 

C. Withholding tax versus final tax 

However, there is a distinction between a withholding 
tax and a final tax. Withholding tax is in this context a 
portion of the gross fee withheld as partial payment of 
tax. It represents only a working basis for determining 
the actual and final tax payable. Therefore, since the de- 
duction on the gross consultancy fee is only a withholding 
tax, it may not be right to assume that the final tax when 
it is determined shall not be based on the profit. 
From the nature of consultancy services, instalment pay- 
ments or remittances (in the case of foreign-based com- 
panies) are usually made as the work progresses. Tax on 
these instalment payments or remittances based on the 
deemed profit margin on the contract is withheld to meet 
the tax liability when this is finally determined. 
The income statement of the company which is supposed 
to show the net profit which , after necessary adjustments 
for tax purposes , will form the basis for the assessment of 
the company may not have been prepared or presented 
at the time of the instalment payment or remittance 
when the tax is withheld. Yet tax has to be withheld on 
some rational basis at the time of payments and remit- 
tances. The most obvious and rational base, and the one 
which is independently measurable and verifiable at the 
time the payments a_n_d remittances are effiec‘ted (in the 
absence of an income statement), is the agreed gross con- 
tract fee, reflecting, as much as possible, the deemed- 
profit margin on the gross fee. Any other base may be 
purely arbitrary and unscientific. ‘ 

Unless deductions are made by way of withholding tax 
from payments and remittances, it may be possible that 
by the time the accounts are presented for the final com- 
putation of tax liability, the company may have paid and 
remitted away part of its tax. Governments usually find it 
more convenient to owe than to be owed. Therefore, the 
Government will prefer to refund or credit a company 
for any excessive tax withheld than to become the cre- 
ditor of the company for any underdeduction. 
Since the tax deducted isonly a withholding tax, the final 
tax to be paid when it is computed may be lower or higher 
than the withholding tax. This is because the final tax will 
be based, not on the deemed profit margin on the gross 
contract fee, but on the actual profit arising from the con- 
tract executed. 

IV. CONCLUSION 
Taxation of consultancy fees is not an entirely new 
phenomenon in Nigeria. It is covered under Sectlons8 

14. For instance, 12.5% withholding tax on gross rents paid by companies 
was introduced in 1979-80 and a withholding tax of 12.5% on dividends paid to 
shareholders was introduced in 1978-79. 
15. Profits may be defined as the return received on a business undertaking 
after all operating expenses have been met (ibid. , American Heritage Dictio- 
nary, p. 1045). By implication, profit here is taken to mean net profit and not 
gross profit.

- 

16. Gross implies exclusjve of deductions for expenses; i.e. total or entire 
fee, unmitigated in any way.

' 
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and 11 of the CITA ‘1979. The only new dimension to it is 
the proposal in the 1980 Budget Statement that deduc- 
tion of tax at source or withholding tax is to apply to in- 
terest, rents, royalties, management and consultancy 
fees and such similar fees. These provisions in the 
Budget Statement are expected to be passed into law 
with retrospective effect to 1 April 1980. Hence Revenue 
is applying the principle of withholding tax on consul- 
tancy and such similar fees only in the spirit of the new 
proposal pending the passing of appropriate legislation. 
Withholding tax which is based on the deemed profit on 

the gross fee is not to be mistaken for the final tax which 
should be based on the profit of the contract executed. 
The former is only an interim measure, a temporary suf- 
rogate tax withheld from instalment payments and remlt- - 

- tances of the agreed contract fee. When the final tax is 
determined, it will reflect the necessary adjustments for 
any under or over deduction of this tax at source. The 
idea of withholding tax on consultancy and such similar 
fees is a welcome development which, while safeguard- 
ing the interest of the Revenue, does not place the tax- 
payer at a long run disadvantage. 

Confederation of British Industry 
.supports new drive against unitary tax 
The Confederation of British Industry is supporting a new 
drive against American tax laws which are penalising the US 
operations of British and European-owned multi-national 
companies. In a move involving the American Supreme 
Court, the CBI, with other European employers’ organisa- 
tions, is arguing that some of the tax laws enforced by a 
number of States, including CalifOrnia, Oregon, Alaska and 
Illinois, infringe the US’constitution. The Supreme Court will 
shortly be asked for a decision. 
The challenge which has been mounted concerns _“unitary tax- 
ation”, a system under which a company’s tax liability is calcu- 
lated not on local operations alone, but on a proportion of the 
world-wide profits of the entire group to which it belongs. 
Mr. Bryan Rigby, Deputy Director General of the CBI said 
today: “Our decision to give our full backing to the statement 
which has been lodged with the Supreme Court by the Union 
des Industries de la Communauté Européenne (UNICE) — the 
confederation of our European sister organisations — is the 
latest move in the battle over unitary taxation, in which we 
have now been involved for five years. Our case has the sup- 
port of the British Government, the European Community, 
and the US Federal Government.” .

- 

He said: “We have always argued that unitary taxation is a par- 
ticularly obnoxious levy. It means some companies will be 
taxed twice for the same operation. At least 50 British com- 
panies with household names — including British American 
Tobacco, Cadbury Schweppes, Imperial Chemical Industries, 
Reckitt & Coleman and Unilever— are involved, as well as do- 
zens of French, German, Italian, Dutch and other European 
multinationals.” 
Mr. Rigby added: “Not only does it result in multiple taxation. 
It undermines the arrangements which have been painstak- 
ingly built up between governments over the years, specifically 
to avoid this injustice.” 

See in this respect: “Identification of the source of in- come — The unitary system of taxation” by James C. Redmond and the opinion ofthe Netherlands Federa— 
tion of Employers VNO and NOW on the unitary sys- 
tem in 35 Bulletin for International Fiscal Documenta- 
tion No. 3/1981 at 99 and 107 as well as “The poten- 
tial dangerous effect upon international commerce of 
the ‘fglobal” or “unitary” basis of assessment", docu- 
ment in which the ICC sets forth its opinion on the un- 
itary system of taxation in 35 Bulletin for International 
Fiscal Documentation No. 4/1981 at 170. 
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PEOPLE’S REPUBLIC OF CHINA: 
Offshore Petroleum 
Rules of the Ministry of Finance and the General Administration of Customs Concerning 
the Levy and Exemption of Customs Duties and Consolidated Industrial and 
Commercial Tax on Imports and Exports for the Chinese-Foreign Cooperative 
Exploitation of Offshore Petroleum * 

(Approved on 28 February 1982 by the State Council, promulgated on 1 April 1982 
by the General Administration of Customs and the Ministry of Finance) 

In order to encourage Chinese-foreign cooperative 
exploitation of offshore petroleum , rules for the levy and 
exemption of customs duties and the consolidated in- 
dustrial and commercia,1_.tax on imports and exports for 
offshore petroleum exploitation are hereby drawn up as 
follows: 

Article I. The following imported goods shall be exempt 
from duties and the tax: 
1. Machinery, equipment, spare parts and materials 
verified and approved for direct use in exploration. 
2. Machinery, equipment, spare parts and materials 
verified and approved as necessary imports for direct use 
in development, in accordance with Article 19 to Article 
21 of the “Regulations of the People’s Republic of China 
on the Exploitation of Offshore Petroleum Resources in 
Cooperation with Foreign Enterprises”. 
3. Parts, components and materials verified and ap-r 
proved as necessary imports for manufacturing machin- 
ery and equipment in China for the exploitation of 
offshore petroleum (including prospecting, well drilling, 
well cementing, well logging, mud logging, oil produc- 
tion, work-over, etc.). 
4. Machinery and other engineering equipment, tem- 
porarily imported for exploitation of petroleum and 
guaranteed to be re-exported by foreign contractors, 
shall be exempt from the duties and the tax when im- 
ported or re-exported. 

Article II. Crude oil received by foreign contractors in 
accordance with provisions of the petroleum contracts 
shall be exempt from export duties when it is exported. 

Article III. Customs duties and consolidated industrial 
and commercial tax shall be levied on imports and ex- 
ports beyond the scope specified in Article I and Article 
11 above according to The Customs Import and Export 
Tariff of the People’s Republic of China and the Regula- 
tions of the Consolidated Industrial and Commercial Tax 
of the People’s Republic of China (Draft). 

Article IV. All goods imported free of the duties and the 
tax shall not be used for other purposes without Cus- 
toms’ approval. Breaching of these rules shall be dealt 
with by the Customs in accordance with “The Provisional 
Customs Law of the People’s Republic of China”. 
Annex: List of Imported Goods Exempt from the Duties 
and the .Tax for the Chinese-Foreign Cooperative 
Explonatlon of Offshore Petroleum 
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I. Goods verified and approved as necessary imports 
for direct use in exploration: 

A. For geophysical exploration: 
1. Ships for geophysical exploration and accessory equip- 
ment thereof. 
2. Seismographs, components and accessories thereof, 
gravimeters and magnetometers and accessories thereof. 
3. Hydrophone streamers and accessory equipment thereof. 
4. Data processing computers and accessory equipment 
thereof. 
5. Seismic tapes. 

‘ 6. On-land navigation and positioning equipment and acces- 
sory facilities thereof. 
B. For well drilling: ' 

1. Various offshore drilling installations, including jack-ups 
and semisubmersible drilling rigs, floating drilling ships and 
drilling platforms as well as tender ships, working boats and 
service vessels. 
2. Drilling rigs, and components, accessories or fittings 
thereof. 
3. Well cementing equipment and auxiliary equipment, in- 
cluding cement mixer and feeding equipment. 
4. Well logging equipment and auxiliary equipment includ- 
ing electrical logging instrument, mud logging instrument, di- 
rectional survey instrument and other logging instrument. . 

5. Production testing equipment, work-over equipment, and 
components or accessories thereof. 
6. Special tools for well drilling, including drilling bits, drill 
collars, drill pipes, deviation control tools, fishing tools and 
other tools. 
7. Drilling mud treating equipment and chemicals. 
8. 

‘ Materials used exclusively for oil wells, including tubing, 
casing, wellhead equipment and subsea equipment and tools. 
9. Oil well cements and various additives. 
C. Forvsafety and lifesaving: 
1. Various kinds of equipment, spare parts and materials for 
blowout prevention. 
2. Various kinds of equipment and materials for fire preven- 
tion and fire fighting. 
3. Various kinds of equipment, accessories and tools for 
lifesaving. 
4. Special labor protection outfits for personnel working 
offshore. 

'
' 

5. Equipment and materials for diving operations. 
D. For transportation and communications: 
1. Helicopters and facilities for helipad. 
2. Vessels for transportation, communications and conVoy, 
and accessory equipment therefor.

' 

3. Various kinds of equipment and outfits for wire and radio 
communication. 

* Unofficial translation. 
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E. For fuels and oils: 
Special fuels, lubricating oils and cooling fluids necessary for 
offshore petroleum operations. 

II. Goods verified and approved as necessary imports 
for development, or, oilfield construction: 

A. For oilproduction: 
1. Production platforms, including oil production platforms, 
oil-gas processing platforms, living platforms and flare plat- 
forms. 
2. Offshore oil loading facilities, including single-point 
mooring, single articulated leg mooring, oil storage vessels; 
under-water oil storages and loading berths. 
3. Vessels for offshore construction operations. 
4. Power generating equipment and accessories thereof, in- 
cluding internal-combustion engines, steam turbines, gas tur- 
bines, steam engines, generators and electric motors as well as 
controlling panels and related installation. 
5. Injection equipment and accessories thereof, including 
water and gas injection as well as facilities for water and gas 
treatment. 
6. Downhole packers and downhole blowout preventors. 

7. Cranes, lifting equipment and tools". 
8. Oil (gas) transportation equipment, line pipes, and valyes 
and pipe fittings thereof, equipment for pumping and boostmg 
stations and onshore terminal, and valves and pipe fittings 
thereof, including various kinds of pumps, equipment for 
liquid separating, heat-exchanging, purifying, and compres- 
sing, various kinds of measuring, monitoring and parameter 
indicating meters, and various kinds of valves and pipe fittings 
thereof, various kinds of‘electric instruments and cables. 
B. For automation, remote controlling and telemetering: 
1. Various kinds of installation and meters. 
2. Air-conditioning equipment. 

III. Parts, components and materials verrified and approved 
as necessary imports for manufacturing equipment and 
machinery in China for the exploitation of offshore 
petroleum. 

IV. The importation of the above-mentioned goods shall 
be subject to the verification and approval of the 
Ministry of Petroleum Industry. . 

LATIN AMERICA 
New statute for Andean multinational enterprises 
introduced - 

by Pedro Massone 

' The Commission of the Cartagena Agreement (Andean 
Group) approved Decision 169 of 1982 containing a statute for 
Andean Multinational Enterprises (Empresa Multinacional 
Andina — EMA). 
EMAs are enterprises which comply with the following condi— 
tions: 
1 have their domicile in a member country; 
2 at least 80% of their capital belon s to national investors 

from 2 or more member countries for 10 years the percen- 
tage is 60% for Bolivia and Ecuador); 

(3) investors from the country where the principal domicile of 
the EMA is located hold at least 15% of the capital; the 
same condition is to be complied with as regards investors 
from .at least one other member country; 

(4) the majority of Andean capital is reflected in the techni- 
cal, administrative, financial and commercial control of 
the EMA; and 

(5) the EMA is organized as a corporation and its ‘capital is 
represented by registered shares bearing 'equal rights and 
charges. 

EMAs can be established by the creation of a new corporation 
or by the reorganization of an old enterprise. They are subject 
to the law of the country where they have their principal 
domicile and are additionally registered with the Junta of the 
Andean Group. 
EMAs organized under Decision 169 shall enjoy the following 
benefits: 
1 the advantages of the Andean liberalization program; 
2 the same treatment applicable to national enterprises per- 

forming the same economic activities, as regards internal 
taxes; 

( 3) access to local credit and financial transactions under the 
426 

same rules applicable to national enterprises performing 
the same economic activities; 

(4) exemption from authorization requirements for invest- 
ments and reinvestments to be carried out in the country where the EMA has its principal domicile. Reinvestments 
are subject to registration. If the investment is carried out 
in a member country other than that where the EMA has 
its principal domicile, the investment is subject to registra- 
tion; moreover, authorization from the recipient country 
is needed in order to participate in economic sectors re- 
served to national investors; 

(5) the right to establish branches in any member country and 
totransfer full net profits of those branches to the EMA’s 
head office in foreign currency and with the authorization 
of the competent authority (this means that the percen- 
tagel li)mit established in Article 37 of Decision 24 does not 
app 3’ ; 

the right to transfer abroad, in foreign currency and with 
the authorization of the competent authority, the entire 
profits of the EMA belonging to foreign or to subregional 
investors (this means that the percentage limit established 
in Article 37 of Decision 24 does not apply); 

(7) avoidance of double taxation of income, under the follow- 
ing rules: — dividends paid by the EMA out of profits previously 

taxed in the member country where the EMA has a 
branch shall be exempt in the country where the EMA 
has its principal domicile. Subsequent redistribution made by the investor enterprises (i.e. EMA share- 
holders) out of the same dividends shall also be 
exempt as aforesaid; and — income representing redistributions made by investor 
enterprises (i.e. EMA shareholders) out of dividends 
received from EMAs which have previously been 
taxed shall be exempt in other member countries. 

Decision 169 shall enter into force upon the deposit of 'the in- 
struments of ratification by two countries. 
Decision 169 does not revoke the old statute contained in De- 
cision 46 and once Decision 169 enters into force it will be pos- 
sible to organize EMAs under either of the statutes. The possi- 
bility of benefiting from both statutes simultaneously is 
excluded and it can be expected that the new statute will be 
preferred. 

(6v 
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Books 
be ordered through a bookseller 

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 reference numbers). They should, however, 
or direct from the publisher indicated, 

and not through the Bureau. 

AFRICA 

Cameroon 
TOSCANO, Gilles. 
Fiscélité camerounaise. Tome II. 
Premiére Edition 1980. 
Les publications juridiques et fiscales. Received 
from Ministry of Economic Affairs, The Hague. 
278 pp. 
Volume II of Taxation in Cameroon by Gilles 
Toscano, explaining the registration and stamp 
duty legislation in Cameroon. 
(B. 13.1 13) 

TOSCANO, Gilles.’ 
Fiscalité camerounaise. Tome 111. 
Les publications juridiques et fiscales. 
Premiére Edition 1981. 
Received from Ministry of Economic Affairs, 
The Hague. 372 pp. 
Volume III of Taxation in Cameroon by Gilles 
Toscano, explaining customs duties, taxation of 
banks, forestry, fishery, etc. 
(B. 13.113) 

South Africa 

TAXATION IN SOUTH AFRICA. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1982. 
85 pp. 
Booklet in the International Tax and Business 
Service series prepared by Deloitte Haskins & 
Sells providing information on taxation and doing 
business in South Africa and Namibia (South 
,West Africa) as of January 1982. 
(B. 13.111)

~ 
AMERICA 

Argentina 

TAXATION IN ARGENTINA 
International Tax and Business Service. 

New York, Deloitte Haskins & Sells, 1982. 
60 pp. 
Book in the International Tax and Business 
Service Series prepared by Deloitte Haskins & 
Sells providing information on taxation and doing 
business in Argentina. The material has been
~ 

' updated as of January 1982. 
(B. 18.152) 

IMPUESTOS NACIONALES 1982. 
Leyes - decretos reglamentarios - disposiciones 
complementarias. 
Buenos Aires, Editorial Cangallo, 1982. 885 pp. 
Annual compilation of the most important tax 
laws of Argentina. 
The book also contains the texts of all income tax 
treaties concluded by Argentina. 
(B. 18.149) 

INVESTMENTS IN ARGENTINA. 
Buenos Aires, Ministry of Economy, Treasury 
and Finance, 1981. 56 pp. 
This publication contains, inter alia: Foreign 
investment law and regulations; Law on the 
transfer of technology and regulation; Law 
governing the risk controls for the exploration 
and development of hydrocarbons. 
(B. 18.150) 

Canada 
THE FEDERAL CORPORATE TAX 
return — a filled-in sample. (T2 return and 
supporting schedule). 11th edition. 
Don Mills, CCH Canadian Ltd., 1982. 103 pp. 
(B. 103.808) 

THE NATIONAL FINANCES. 
An analysis of the revenues and expenditures of 
the Government of Canada 1981-82. 
Toronto, Canadian Tax Foundation, 1982. 
329 pp. 
Twenty-eighth annual publication on national 
finances. 
(B. 103.884) 

CURRENT DEVELOPMENTS IN MEASURING 
business income for tax purposes. 
Corporate Management Tax Conference 1981. 
Toronto, Canadian Tax Foundation, 1982. 
327 pp. 
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Text of 11_ papers dealing with various aspects of 
the topical subject at the conference. 
The titles‘and authors include: “Business and 
property income”, by Robert Couzin; “Tax 
planning for corporations with net capital and 
non-capital losses", by Gordon W. Flynn.

' 

(B. 103.864) 

Guatemala 
GENERAL PRECEPTS FOR DOING 
business in Guatemala. 
Guatemala City, Guatexpro, 1981. 31 pp. 
This booklet includes a chapter on taxation and 
tax incentives. 
(B. 18.146) 

Latin America 

LA ASOCIACION LATINOAMERICANA 
de integracién. 
Un anélisis comparative. 
Montevideo, ALALC, 1980. 59 pp. 
Discussion of the principal provisions of the 
Montevideo Treaty (1980) and Spanish text 
thereof. 
(B. 18.148) 

Puerto Rico . 

TAXATION IN PUERTO RICO. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1982. 
120 pp. 
Book in the International Tax and Business 
Service series prepared by Deloitte Haskins & 
Sells providing information on taxation and doing 
business in Puerto Rico. The material is updated 
as of January 1982. ~ 

(B. 18.153)

~ 
United States 

McDANIEL, Paul R.; AULT, Hugh J. 
Introduction 5 la fiscalité intemationale 
américaine. 
Deventer, Kluwer, 1982. 258 pp., 65 Dfl. 
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< 
Introductory textbook explaining the U.S. tax 
rules in an international context with respect to 
the federal corporate income tax, individual 
income tax and estate duty. The tax provisions 
are set out in the normative or normal income tax 
rules with reference to the tax expenditure 
context as contained in the tax expenditure 
budget in the last chapter. An English version of 
this publication is also available entitled: 
Introduction to United States International 
Taxation. 
(B. 103.935) 

PROCEEDINGS OF THE SEVENTY-THIRD 
annual conference on taxation, held under the 
auspices of the National Tax Association - Tax 
Institute of America. 
Columbus, National Tax Association, 1981. 
346 pp. ' 

Papers include “State energy taxation: A regional 
view", by Paul A. London; “State taxation of 
multinational firms — the federal role”, by 
Kenneth G. Ainsworth. 
(B. 103.910) 

REVENUE ADMINISTRATION, 1981. 
Proceedings of the forty-ninth annual meeting. 
National Association of tax administrators. Los 
Angeles, California, June 14-17, 1981. 
Washington, Federation of Tax Administrators, 
1981. 183 pp. ' 

Papers contributed by various authors including 
“Virginia’s new corporation income tax law”, by 
William H. Forst; “Collecting delinquent taxes”, 
by Robert Matson; “Taxation of computer 
software”, by Glenn Bystrom, etc. 
(B. 103.872) 

ASIA AND THE PACIFIC 

Asia 

10th MEETING OF THE STUDY 
Group on Asian Tax Administration and 
Research (SGATAR). 
Jakarta, The Secretariat of the Meeting, 1980. 
671 pp. 
Printed texts of papers on subjects discussed at 

_ 

the 10th meeting of the Study Group on Asian 
Tax Administration and Research (SGATAR) 

' 

held in Jakarta, 17-21 November 1980. The topics 
include: land taxation; development of fiscal 
incentives to promote domestic and foreign 
investments; reporting and statistical system fo_r 
tax administration purposes; administrative 
implementation of income tax treaties. 
The countn'es covered comprise Australia, 
Indonesia, Japan, Malaysia, New Zealand, 
Philippines, Singapore and Thailand. 
(B. 51.935) 

SUKARYA, Sutadi; YOINGCO, Angel Q. 
The first decade: A brief history of the Study 
Group on Asian Tax Administration and 
Research (SGATAR). 
Manila, The Secretariat of the meeting, 1980. 
43 pp. 
(B. 51.908) 

Australia 

MANNIX, E.F.; MANNIX, LE. 
Australian income tax guide 1982. 
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Being the twenty-seventh edition of Gunn’s 
Guide to Commonwealth Income Tax. 
Sydney, Butterworths, 1982. 880 pp. 
Twenty-seVenth revised annual edition of guide 
providing explanation of the income tax law as of 
31 December 1981. 
(B. 51.931) 

China (People’s Rep. of) 
ORDINANCE AND REGULATIONS. 
Guangdong special economic zones. 
Hong Kong, Ta Kung Pao, 1982. 61 pp. 
Bilingual Chinese and English text of the 
Guangdong Special Economic Zone Regulations 
(business registration, labour, wages and land 
regulations). The foreign enterprise income tax 
law is appended. 
(B. 51.883) 

Fiji’s islands 

FUI’S EIGHTH DEVELOPMENT PLAN 
1982—1985. 
Suva, Central Planning office, 1980. 368 pp. 
Vol. 1 contains’policies and programmes for 
social and economic development. 
(B. 51.921) 

Indonesia 

PERATURAN EKSPOR. 
In: Economic Bulletin Warta CAFI. 
Special edition. 
Jakarta, Commercial Advisory Foundation in 
Indonesia, 1982. 51 pp. 
Compilation in Indonesian of the text of the new 
import and export regulations effective 18 
January 1982_. ' 

(B. 51.898) 

Philippines 

PRIMER ON THE NATIONAL BUDGET. 
Questidns and answers on the CY 1982 Budget. 
Manila, Office of Budget and Management, 
1982. 72 pp. 
(B. 51.889) 

THE 1982 NATIONAL BUDGET. 
Sharing in development through the National 
Livelihood Program January 1 — December 31, 
1982. 
Manila, Office of Budget and Management, 
1982. 62 pp. 
Full text of the 1982 National Budget (ceilendar 
year) under the “New Republic”. 
(B. 51.890) 

EUROPE. 

Austria 

EGGER, Anton, WINTERHELLER, 
Manfred. ' 

Kurzfristige untei’nehmensplanung. 
Vienna,-Industrieverlag Peter Linde, 1982. 
303 pp. v

' 

Practical and systematic presentation of 

enterprise planning, with the emphasis on 
budgetary and accounting aspects. Numerous 
practical examples illustrate the various subjects. 
(B. 103.810) 

SCHOGL, Walter; WIESNER, Werner; 
NOLZ, Wolfgang; KOHLER, Gerhard. 
Einkommensteucrgesetz 1972. 
Mit Anmerkungen und Hinweisen. 
Stand 1. J éinner 1982. 5., neubearbeitete 
Auflage. 
Vienna, Manzsche Verlags- und Universitéits- 
buchhandlung, 1982. 342 pp., 285 AS. 
Pocket commentary on the Austrian individual 
income tax law (including the text of the law) 
effective as per 1 January 1982. 
(B. 103.794) 

WEILER, Franz. 
Das Einkommensteuergesetz. 
Gesetzestext unter Berficksichtigung der 
im Jahr 1981 erfolgten Anderungen mit 
amtlichen Erléiuterungen und Anmerkungen. 
Vienna, Industieverlag Peter Linde, 1982. 157 
pp. , 112 Cs. 
Annotated text of the Austrian individual income 
tax law effective as per 1 January 1982. 
(B. 103.765) 

Belgium 

OECD ECONOMIC SURVEYS. 
Belgium. Luxembourg. 
Paris, Organisation for Economic Co-operation 
and Development, 1982. 75 pp. 
(B. 103.885) 

Common Market (EC) 
TAXATION OF PETROLEUM PRODUCTS. 
Brussels, Commission of the European 
Communities, 1981. 33 pp. 
Detailed analysis of the effect of taxes (excise 
duties, value-added tax) on competition, tax 
revenué and demand for petrolum products. A 
French edition is also available. 
(B. 103.816)

' 

Denmark 
TAARNHQJ, Peter. 
Afgiftslove 1982. 
Copenhagen, A/S Skattekartoteket 
Informationskontor, 1982. 480 pp. 
Compilation of tax law edited by Peter Téamh¢j. 
Text of the following tax laws, effective as of 8 
January 1982, are included: succession duty, 
value added tax, stamp duty, stock exchange 
stamp duty, capital transaction tax, etc. 
(B. 103.821) 

France 

PRECIS DE FISCALITE. 
Volumes I and II. Prepared by Ministére du 
Budget, Direction Générale des Impéts. 
Pan's, Direction générale des Impéts, 1982. 
1951 pp. ‘ 

Volume I of this tax guide deals with individual 
income tax, corporate income tax and value 
added tax. Volume II covers tax on real property 
and capital gains, registration and stamp duties, 
indirect taxes and direct local taxes, control, 
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sanctions, cad33tyal administration and other 
related tax matters. 
(B. 103.919) 

LAMY SOCIAL. ' 

Edited by F. Jullien. 
Droit du travail - Droit de la sécufité sociale. 
Paris, Société Lamy S.A., 1982. 1632 pp., 
864.56 Ffrs. 

_ 

-

' 

1982 annual publication containing an _ 

explanation of French labour and social security 
legislation. Supplements are issued regularly. 
(B. 103.929) ‘ 

.

' 

German Federal Republic 
KRUTZMANN, Franz. 
Aussenhandel und Aussensteuerrecht. 
Der Einfluss der Neuregelungen im deutschen 
Aussensteuerrecht auf die Wettbewerbslage der 
international téitigen deutschen Unternehmen 
dér Investitibnsgfiterindustrie. Schwarzenbek, 
Verlag Dr. Rfidiger Martienss, 1982. 60 pp. , 24 
DM. 1

' 

Booklet discussing the relationship between 
foreign trade and foreign tax law in Germany and 
the influence of the German unilateral relief 
provisions on the competitive position of . 

international enterprises iIi Germany, with the 
emphasis on the tax aspects of export deliveries, 
export financing and the selling of technology. 
Numerous examples are published in order to 
illustrate the discussion. . . 

(B. 103.814) 

DIE VERANLAGUNG ZUR 
Kérperschaftsteuer fiir 1981. 
Kérperschaftsteuergesetz, I 

Durchfiihrungsverordnung, Richtlinien, 
Anlagen, Rechtsprechung, Nebengesetze, 
Stichwortverzeichnis. 
Di‘lsseldorf, IdW-Verlag, 1982. 672 pp., 29 DM. 
Annual guide containing the text of the corporate 
income tax law, the regulatory ordinance thereto , 

case law and other relevant material for the 1981' 
tax assessment year. 
(B. 103.877) 

DIE VERANLAGUNG ZUR 
Gewerbesteuer ffir 1981. 
Gewerbesteuergesetz, 
Durchfiihrungsverordnung, Richtlinieri, 
Anlagen, Rechtsprechung, Nebengesetze, 
Stichwortverzeichnis. 
Diisseldorf, IdW-Verlag, 1982. 315 pp., 24 DM. 
Annual guide containing the: text of the business 
tax law, the regulatory ordinance to the business 
tax law, case law and other relevant material for 
the 1981 tax assessment year.

' 

(B. 103.880) 

LEHNER, Moris.
I 

Méglichkeiten zur Verbesserung des 
Versténdigungsverfahrens auf der Grundlage 
des EWG-Venrages. . 

Mfinchener Schriften zum Intemationalen 
Steuerrecht. Heft 4. . 

Munich, Verlag C.H. Beck, 1982. 260 pp. 
Study containing a number of proposals for 
improvement of the mutual agreement procedure 
on the basis of the EEC Treaty and the' EEC 
Directive for the avoidance of double taxation in 
the case of adjustment of profits between 
affiliated enterprises. This book was awarded the 
1981 Mitchell B. Carroll Prize. 
(B. 103.837) 

DIE VERANLAGUNG ZUR V 

' Einkommensteuer fiir 1981. 
Einkotnmensteuergesetz, 
Durchfiihrungsverordnung, Richtlinien, - 

V 
Anlagen, Rechtsprechung, Nebengesetze, 
Tabelle, Stichwortverzeichnis. 
Dfisseldorf, IdW-Verlag‘, 1982. 1337 pp., 
39_ DM, 7 

Annual guide for purposes of filing individual 
income tax return for 1981 assessment year. 
Relevant text of statutes is appended. 
(B. 103.878) 

STEUER-RATGEBER 1982. 
‘ 

Mit Steuertarif—Ubersichten. 
Bonn, Stollfussverlag, 1982. 160 pp., 21.80 DM.‘ 
Concise guide containing overview of the 
individual income tax and wage tax rates, tax free 
amounts, deductions, lump-sum deductions and . 

other tax relief measures and practical 
- information on German income tax effective as 
per 1 January 1982. 
(B. 103.747) 

BERNASCONI 
,V 
Marco. 

La tassazione globale. 
Studio delle norme applicabili nel diritto 
cantonale ticinese, nel diritto federale e nella 
convenzione gemano-svizzera. (Mit . 

Zusamrnenfassung in der deutschen Sprache). 
Bellinzona, A. Salvioni & C0,, 1981. 126 pp. 
The taxation of foreigners resident in Switzerland 
under the lump sum system (Pauschalierung), 
under the Swiss Federal Income Tax and the 
income tax law of Ticino and the influence of the 
Swiss-German tax treaty. ' 

(B. 103.782) 

DIE VERANLAGUNG ZUR 
Umsatzsteuer ffir 1981.

' 

Umsatzsteuergesetz, 
Durchffihrungsverordnung, 
Anlagen, Rechtsprechung, 
Nebengesetze, Stichwortverzeichnis. 
Dfisseldorf, IdW-Verlag, 1982. 1341 pp., 
46 DM. '

. 

Annual guide for purposes of filing the turnover 
tax rptum for the 1981 assessment year. Relevant 
text of statutes is appended. 

V 
(B. 103.879) 

AHREND, Peter. 
Aktuelle steuerrechtliche Fragen zur 
betrieblichen Altersversorgung. 
Sonderdruck aus Jahrbuch der Fachanwz'ilte flit - 

Steuerrecht 1981/82. 
Heme/Berlin, Verlag Neue Wirtschafts-briefe, 

‘ 

1981.42 pp. 
Off—print from the 1981/1982 year book for tax 
advisors, containing the-text of a lecture dealing 
With topics of current interest concerning private 

' 

old age pensions for employees of,enterprises. 
(B. 103.811) 

Gibraltar 

LEVY, James; CAPLAN, Simon. 
Tolley’s Taxation in Gibraltar 1981-82. 
Croydon, Tolley Publishing Company Ltd. , 

1982. 152 pp. £ 8.50. ‘ 

Guide describing the income taxation of 
individuals and companies, the estate duty and

’ 

the commercial aspects of Gibraltar as of 1‘ 
January 1982; Company law, banking and 
exchange control, social security and work 
permits are dealt with. 
(B. 103.863) 
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Luxembourg 
OECD ECONOMIC SURVEYS. 
Belgium. Luxembourg. 
Paris, Organisation for Economic Co-operation 
and Development, 1982.75 pp. 
(B. 103.885) 

Malta 

THE BUDGET 1982. 
Budget speech by the Minister of Finance, 

Y 

Customs and People’s Financial Investments. 
Valetta, Ministry of Finance, 1982. 62 pp. 
(B. 103.786) 

- Netherlands 

DE GROOT, A.C.; VAN DER MEER, W.H.; 
VAN LOON, P.M.F. 
Elseviers Almanak voor de 
vennootschapsbelasting 1982. Handleiding voor 
de aangifte vennootschapsbelasting 1981. 
12de jaarlijkse editie. 
Amsterdam, Annoventura, 1982. 216 pp., 37.50 
Dfl. 
Twelfth annual revised edition of guide providing 
information for filing the 1981 corporate income 
tax return. 
(B. 103.913) 

VAN LIESHOUT, A.M. 
Introductie tot het Nederlands belastingrecht. 
Arnhem, Gouda Quint, 1982. 260 pp. 
Introductory text designed to assist in 

' understanding Dutch tax law (ingividual and 
corporate income taxes, value adfiefdltax). 
(B. 103.826) 1.

‘ 

BELASTINGWETTEN. 13c DRUK. 
Kluwers wetboeken en wetten. 
Deventer, Kluwer, 1982. 606 pp. 
Thirteenth edition of the consolidated text of all 

. the tax laws in force for the tax year 1982. 
Introduction by Prof. Ch.P.A. Geppaart. 
(B. 103.846) 

BOUWSMA, J. 
Voorkoming van dubbele belasting. 
Gevallen waarin Nederlandse en buitenlandse 
belastingen naar inkomen, winst of vermogen 
gelijktijdig van toepassing zijn. 
Vijfde druk. 
Fiscale Studieserie No. 3. 
Deventer, FED, 1982. 174 pp. 7 

Fifth revised edition of monograph on 
international double taxation with emphasis on 
Dutch taxes on income, profit or net worth. 
Unilateral as well as double taxation measures 
are dealt with. 
(B. 103.818) 

VAN DE WATER, R.L. 
Fiscale aspecten bij het uitzenden van personecl 
naar het buitenland. Tweede herziene druk. 
Deve'nter, Kluwer, 1982. 100 pp. ' 

Second revised edition of monograph dealing 
with the tax aspects of personnel sent abroad 
including tax treaty and social security premium 
aspects. 
(B. 103.886) 
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- Norway 
OECD ECONOMIC SURVEYS. 
Norway. 
Paris, Organisation for Economic Co-operation 
and Development, 1982. 63 pp. 
(B. 103.828) 

Spain 

OECD ECONOMIC SURVEYS. 
Spain. 
Paris, Organisation for Economic Co-operation 
and Development, 1982. 63 pp., 
(B. 103.908) . 

Sweden 
SKATTE- OCH 
taxeringsférfattningama.

_ 

Sz‘idana de lyder den 1 januari 1982. 
Stockholm, Liber Férlag, 1982. 671 pp. ‘ 

Annual tax manual containing the text of Swedish 
tax law as of 1 January 1982. 
(B. 103.822) 

1 

Switzerland 

KANZIG, Ernst. 
Die eidgeno'ssische Wehrsteuer (Direkte 
Bundessteuer). 2. Auflage, 1. Teil. Art. 1-44 
WStB. 
Einleitung, Wehrsteuerpflicht, Wehrsteuer der 
natfirlichen Personen. 
Basel, Verlag fiir Recht und Gesellschaft, 1982. 
884 pp., 260 Sfrs. 
Second edition of monograph , Volume I of which 
explains the federal individual income tax 
contained in Articles 1 to 44 of the basic statute. 
(B. 103.915) 

BERNASCONI, Marco. 
La tassazione globale. 
Studio delle norme applicabili nel diritto 
cantonale ticipese, nel diritto federale e nella 
convenzione germano-svizzera. (Mit 
Zusammenfassung in der deutschen Sprache). 
Bellinzona, A. Salvioni & C0,, 1981. 126 pp. 
The taxation of foreigners resident in Switzerland 
under the lump sum system (Pauschalierung), 
under the Swiss Federal Income Tax and the 
income tax law of Ticino and the influencé of the 
Swiss-German tax treaty. 
(B. 103.782) 

OECD ECONOMIC SURVEYS. 
Switzerland. 

_
‘ 

Paris, Organisation for Economic Co-operation 
and Development, 1982. 71 pp. 
(B. 103.907) 

EIDGENOSSISCHE WEHRSTEUER. 
Statistik der 19. Periode (1977-1978). 
Bearbeitet von der Eidgenéssischen 
Steuerverwaltung. 
Statistische Quellenwerke der Schweiz, Heft 681. 
Bern, Bundesamt fiir Statistik', 1982. 58 pp. 
Bilingual (French and German) statistical data 
on the national defense tax in the 19th period 
(1977-1978) in comparison with prior periods. 
(B. 103.932) 

United Kingdom 
BRACEWELL—MILNES, Barry._ 

' The taxation of industry. Fiscal barriers to the 
creation of wealth.‘ 
London, Panopticum Press, 1981. 184 pp. , 

£ 9.50.
' 

The author aims to analyze the damage done by 
taxation to the creation of wealth in Britain and 
elsewhere. 
(B. 103.911) 

o U.S. tax law described from the 
Germanpoint of view 

0 German tax law described from the 
U.S. point of view 

0 lndepth commentary, per article, on 
the provisions of the convention 

Loose-leaf 

Loseblattausgabe
I 

HANDBOOK ON THE U.S.-GERMAN TAX CONVENTION/ HANDBUCH ZUM DEUTSCH-AMERIKANISCHEN 
DOPPELBESTEUERUNGSABKOMMEN 

" Regularly updated, by air 
Regelméssige Er_génzungs- 
lieferungen (mit Luftpost) 

o Darstellung des Steuerrechts der USA 
aus deutscher Sicht 

o Darstellung des deutschen Steuer- 
rechts aus amerikanischer Sicht 

o Ausfiihrlicher Kommentar zu jedem 
Artikel 'Ides Doppelbesteuerungs- 
abkommens 

* Bi-lingual (English/German) 
Zweisprachig (Deutsch/Englisch) 
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Lord DENNING. 
What next in the law. 
London, Butterworths, 1982. 352 pp., £ 9.95. 

. 
The author’s views on changes in the law on the 
grounds that the experience of the past points the 
way to the future. 

CORPORATE TAXES - 
A worldwide summary. 
New York, Price Waterhox’xse, 1982. 358 pp. 
This information guide provides a summary of 
basic information about corporate taxes in 90 
countries in the world as of 30 June 1981. A 
sample corporate tax calculation to illustrate the 
basic rules is appended for each country covered. 
(B. 103,819) 

STEVENS, Willem F.C. 
Licensing — the use of tax havens. 
Geneva, World intellectual property 
organization, 1982. 6 pp. (photocopies). 
Consideration of how to use interposing licensing 
companies in tax havens to reduce taxation. 
(B. 103.726) 

INTERNATIONAL 

BRACEWELL-MILNES, Barry. 
The ebonomics'of international tax avoidance. 
Political power versus economic law. '

' 

Deventer, Kluwer, 1980. 137 pp., 55 Dfl. 
Monograph analyzing the conditions in which 
gains or lbsses from international tax avoidance 
are more or less likely for the avoiding taxpayer, 
the rest of the taxpaying community and the tax 
authorities at home and abroad with reference to 
the countries whose tax systems render them 

' most exposed to these gains and losses. 
(B. 103.912) . 

MIDDLE EAST 
Arabic States 

KURZBERICHTE ZUM
V 

Investitionsrecht der arabischen Staaten. 
Berichte und Dokumente zum ausléindischen 
Wirtschafts— und Steuerrecht. No. 153 a-d, May 
1982. 
Cologne, BFAI, 1982. 53 pp. 
Introduction to the investment laws of Arabic 
countries. Per country explanation of investment 
law encompasses the following countries: Egypt, 
Algeria, Bahrain, Iraq, Arab Republic 9f 
Yemen7 Democratic People‘s Republic of 
Yemen, Jordan, Kuwait, Lebanon, Libya, 
Mor0cco, Mauritania, Oman, Qatar, Saudi 
Arabia, Somalia, Sudan, Syria, Tunisia, United 
Arab Emirates. 
(B. 51.932) 

Saudi Arabia 

HANDELSVERTRETERRECHT 
in SaudirArabien. 

‘ ., 

Berichte und Dokumente zum auslfiindischen ' 

Wirtschafts- u'nd Steuerrecht, No #150, 
December 1981. , 4 

Cologne, BFAI, 1981. 35 pp.
. 

Monograph dealing with the law concemirgg 
representative agents in Saudi Arabia. English 
texts of relative laws thereto are appended- 
(B. 51.915) 
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I. ARTICLES 
Austria: 
Wolfgang Gassner and Geoffrey Pink: 
Taxation of foreign business in Austria 
Bangladesh: 
K.A. Gofran: 
1981 income tax amendments 
Belgium: 
Frans Vanistendael: 
Cutting taxes on business and 
investment income 
China (People’s Republic): 
J ap Kim Siong: 
China’s recent tax experiments to revive the industrial and 
commercial tax system of state enterprises 
Ghana: 
Elizabeth de Brauw-Hay: 
Ghana: The investment code 1981 
Hong Kong: 
I.W.Harris: 
Hong Kong: Tax aspects of fpreign currency gains 
Y . C. Jao: 
Hong Kong: More tax concessions 
Mary Lai: 
Hong Kong: 15% tax - and still taxpayers grumble 
India: 
Kailash C. Khanna: 
- Finance Bill 1982 — Summary of proposals 

relating to direct taxation 
- Impact of the budget 
No incentives to produce or save 
Dharmendra Bhandari: 
Highlights of the tax proposals of the Indian Budget for 1982-83 
Parimal M. Parikh: ' 

Overseas Indians and the Finance Bill 198 
G. Thimmaiah: 
‘India: How progressive are the direct taxes? 
International: 
D. Hund: 
The development of double taxation 
conventions with particular reference 
to taxation of international air transport 
Eugen Jehle: 
Tax inceqtiveg of indus‘rialized countries for private 
undertakings In developing countries — A brief introduction 
Jamaica: 
H.W.T. Pepper: 
The fiscal structure in Jamaica 
Japan: 
Dharmendra Bhandari: 
Taxing for deveIOpment: Corporate taxation in Japan 

7 Pakistan: ‘ 

Ahmad Khan: 
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of the October 1982 issue 

I.W. Ha'rris: 

FINANCIAL INSTITUTIONS IN 
HONG KONG: A REAPPRAISAL ..................... 435 
The author describes the history of the taxation over the past 
years including the latest proposals to abolish the withholding 
tax on interest from foreign currency deposits and to reduce 
the rate of tax on Hong Kong dollar deposits.

, 

H.W.T. Pepper: 
BERMUDA: FISCAL STRUCTURE OF 
A LOW TAX COUNTRY — 
Additional remarks — .............................. 438 

George E. Lent: 
PROPERTY TAXES IN THE CARIBBEAN 
COMMUNITY .......................... _ 

.......... 439 
Study of the various forms of real property taxes levied in the 
Caribbean Community. The author points the way to a more 
rational system of taxation that will improve the economic and 

‘ Eugen Jehle: 
THE TAX SYSTEM OF THE PEOPLE’S 
REPUBLIC OF CHINA — 
A Short Survey - ................................. 447 
The tax system of the People’s Republic of China current/y 
represents a mixture of well established taxes and newly intro- 
duced ones which need fu'rther elaboration. A major asset is, 
however, that they are short and not nearly as complicated as 
tax Ia ws in the Western countries. 

'Nizar Jetha: 
THE WELFARE COST OF TAXATION: 
ITS MEANING AND MEASUREMENT ................. 453 
This paper provides an introduction to the concept of the wel- 
fare cost of taxation and its measurement. It tries to translate 
the cost of tax-induced distortions in money terms. 
AUSTRALIA: AVOIDANCE OF 
INCOME TAX: TRUST STRIPPING ................... 458 
The Treasurer states that "trust stripping schemes“ will not be 
tolerated and should the courts accept the views of the tax- 
payers, retroactive legislation and penalties will stop these 
kind of practices. 

administra'ive eff/Ciency and enhance "avenue- - CONFERENCE DIARY . . . 
.’ ......................... 461 

IFANEWS..................; .................... 462 
M.A.G“ Caballero: OECD ACTIVITIES IN THE 
TAXATION 0F JOINT VENTURES FIELD OF TAXATION (Jahuary — June 1 982) ........... 468 
IN CUBA ........................................ 445 
This article summarizes the organizational framework under BIBLIOGRAPHY .................................. 469 
which corpOrate joint ventures and other types of business as- - BOOKS ............................... 469 
sociations may benefit from privileged (tax exemption) or spe-, — Loose-leaf services ..................... 476 
cia/ tax treatment and from State guaranteed remittance and ' 

repatriation. CUMULATIVE INDEX .............................. 479 
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INHALTSVERZEICHNIS 

I. W. Harris.‘ 
Finanzinstitute in Hong Kong —, 
Eine Neueinschétzung der Lage ............................ 
Der Verfasser stellt die Entwicktung der Besteuerung von Zinsen in 
den letzten Jahren vor. Dabei berUcksichtigt er auch die jUngsten 

‘ Vorschlége zur Abschaffung der Quellensteuer auf Zinsen for Einla- 
gen in ausléndischerWéhrung und die Senkung des Steuersatzes fUr 
Einlagen in Hong Kong — Do||ars. 

H. W. T. Pepper: 
Bermuda: Die Fiskalstruktur eines 
Niedrigsteuer/andes — Ergénzende Bemerkungen 

George E. Lent: 
Grundsteuern in der karibischen Gemeinschaft ................. 
Ubersicht Uber die verschiedenen Arten von Grundsteuern. wie Sie in 
den Staaten der karibischen Gemeinschafl erhoben werden. Der Ver— 
fasser zeigt Wege auf, wie ein rationelleres Steuersystem aussehen 
mUsste, wie die Effizienz der Verwaltung verbessert und wie schluss- 
endlich das Steueraufkommen vermehrt werden kénnte. 

MA. Ga Caballero: 
Die Besteuerung von Joint Ventures in Kuba ................... 
Dieser Artikel fasst die Bedingungen zusammen, die erfUllt sein mfls- 
sen, wepn ein Joint Venture oder eine andere Unternehmensart von 
den verschiedenen Steuerprivilegien profitieren wiII; dabei werden 
auch die Bestimmungen behandelt, die den Gewinntransfer und die 
Kapitalrflckfflhrung betreffen. 

Eugen Jehle: 
Das Steuersystem der Volksrepublik China — 
Ein kurze Ubersicht — ..................................... 
Das Steuersystem der Volksrepublik China basien gegenwértig auf 
einet Mischung von bewéhrten Steuerarten und kUrzlich eingefuhnen 
Steuergesetzen, fUr die die Einzelheiten noch durch die Praxis erar- 
beitet werden mflssen. Ein grosser Vorteil der neuen Steuergesetze 
ist darin zu sehen. dass sie kurz und nicht zu kompliziert gefasst sind. 

Nizar Jétha : 

Die volkswiltschaftlichen Kosten der Steuererhebung — 
ihre Bedeutung und Bemessung .~ ........................... 
DieserAnikel ist eine Einfuhrung zurTheorie dervolkswirtschafllichen 
Kosten der Besteuerung und deren Bemessung. Er versucht, volks- 
wirtschaftlichen Kosten zu quantifizieren, die als Folge der durch die 
Steuererhebung verursachten Stérungen des wirtschaftlichen Kreis- 
Iaufes entstehen. 

Australian: Umgehung der Einkommensteuer 
durch “Trust Stripping ” 

Der Schatzkanzler lasst mitteilen, dass “trust stripping schemes" 
nicht toleriert werden. Sollten die Gerichte die Auffassungen der 
Steuerzahler teilen, so werden eine rUckwirkende Gesetzgebung 
sowie Steuerstrafen diese Praktiken zu stoppen wissen. 
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Financial institutions in 
Hong Kong: A reappraisal 
By |.W. Harris* 

The 1982 Budget introduced by Hong Kong’s new Finan- 
cial Secretary Mr. John Bremridge earlier this year, in 
February, contained two further major proposals con- 
cerning the taxation of interest in Hong Kong. However, 
before detailing these proposed amendments to the Inland 
Revenue Ordinance it may be worthwhile to spend some 
little time, for those who are not familiar with the law, on 
the history of the taxation of interest in general in Hong 
Kong and the 1978 amendment in particular. 

Hong Kong’s tax legislation was introduced in 1947 and 
was based on the schedular system whereby income from 
“profits”, “salaries”, “property” and “interest” was all 
separately assessed. This departure from the normal full 
income tax system was due in the main to the local popu- 
lation’s traditional'opposition to the powers of Govern- 
ments to probe into personal wealth. A further funda- 
mental concept of the legislation is that it is territorial in 
nature and thus only seeks to bring into the charge in- 
come “a_rising in or derived from” Hong Kong. Over the 
years, Hong Kong has grown considerable, not only in 
terms of population from approximately 1.8 million in 
1947 to over 5 million at present, but also in the nature of 
its trade. In 1947 Hong Kong was struggling to pick up 
the pieces after the Second World War and to establish it- 
self once again as a premier port in the region, but succes- 
sive waves of immigration from China not only had the 
effect of increasing the population but also brought in 
new skills, particularly the textile manufacturers who 
had come from Shanghai. Thus Hong Kong’s role as an 
entrepot changed over the years until by the 1960’s Hong 
Kong had emergedas a major manufacturing and trading 
nation and now ranks among the top 20 in the non-oil 
producing world. The expansion of the manufacturing 
sector necessitated a parallel expansion in the financial 
sector to finance trade and the necessary infrastructure. 
This vigorous growth coupled with the Hong Kong Gov? 
ernment’s traditional policy of laissez faire — including a 
benign tax law as to both its scope (territorial) and rates 
(from a standard rate of 10% in 1947 to 15% in 1966 and 
the present corporate tax rate of 161/2% — led to Hong 
Kong becoming what is now considered the third most 
important financial centre in the world after London and 
New York. 
With the rise in importance of Hong Kong as a financial 

' 

centre, the importance of interest tax increased with col— 
lections rising from HK$ 3M in 1951/52 to HK$ 540M in 
1980/81 and thus this is perhaps an opportune moment to 
stress the practical effect of Hong Kong’s schedular sys- 
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tern. Although perhaps roughly modelled on the U.K. 
Schedules contained in the Income and Corporation 
Taxes Act 1970, the Hong Kong system does, however, 
give rise to confusion in the minds of many, even in Hong 
Kong. Thus there is no full income tax in Hong Kong and 
only in certain restricted instances is a person required to 
complete one tax return showing all his income from, 
say, a business, a salary from an employer, rent from a 
property and interest on a fixed deposit. Instead, each 
source is assessed separately and different rules apply in 
relation to each of the 4 schedules. Interest tax is levied at 
the standard rate “on the recipient of any sum paid or 
credited to him in that year being (a) interest arising in or 
derived from the Colony . . 

.”‘ However, although the 
interest tax is a tax on the lender, the tax itself is paid by 
the borrower, “. . . at the time he makes the payment or 
credit” . 2 There are a number of exemptions from interest 
tax, the 2 most important of which for the purposes of 
this article are (a) interest paid by banks or public utilities 
at, or lower than, what is generally known as the savings 
bank rate and, more importantly, (b) interest paid to a 
bank carrying on business in Hong Kong. Thus‘banks are 
exempt from interest tax but, of course, are liable to Pro- 
fits Tax at the rate of 161/2% , which I shall discuss in more 
detail below. Before leaving interest tax, mention must 
be made as to what determines whether interest arises in 
or is derived from Hong Kong. After years of uncertainty 
the Inland Revenue Department issued guidelines in 
19783 which laid down that the true test was where the 
provision of credit was made available to the borrower. 
The Revenue’s support for this View was obtained from a 
number of Commonwealth tax cases including CIR v. 
Philips4 and CIR V. Lever Brothers5. 
We turn now to the Profits Tax which is levied on “every 
person carrying on a trade, profession or business on the 
Colony in respect of his assessable profits arising in or de- 
rived from the Colony . . 

.”.6 Assessable profits are de- 
fined as “profits in respect of which a person is charge- 
able to tax . . 

.”.7 The test for what profits are subject to 
Hong Kong tax is based on 2 Hong Kong court decisions 
in the Hong Kong and Whampoa Dock8 and Interna- 
tional Wood Products9 cases , giving rise to what is known 

it Group Tax Adviser, The Hong Kong and Shanghai Banking Corpora- 
tion, Hong Kong. 
1. Inland Revenue Ordinance, Section 28 (l)(a). 
2. Id., Section 29(1). 
3. Departmental Interpretation of_ Practice Notes No. 13. 
4. -' Commissioner of Inland Revenue (NZ) v. NV Philips Gloeilampenfab- 
rieken, 10 ATD 435. 
5. CIR v. Lever Brothers and Unilever Limited (1946) 14 SATC 1. 
6. Inland Revenue Ordinance, Section 14. 
7. Id., Section 2. 
8. HKTC 85. 
9. HKTC 551. 
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as the “operations test”. In other words, this test relies on 
the fact that the source is determined where the majority 
of the actions leading to the profit actually took place, 
which of course is very different from the test used for in- 
terest tax purposes. It may be easier for the reader to un- 
derstand the “operations test” principle by a brief discus- 
sion of the 2 cases referred to above. 
The Dock case concerned a salvage operation in the 
South China Sea many miles from Hong Kong which was 
where the company was incorporated and carried on its 
business. Although much of the initial work, including 
the‘contract concerning the salvage operation, was car- 
ried out in Hong Kong, nothing would have been earned 
if the rescue tug had not gone to sea to perform the actual 
operation. The Court held, therefore, that the profit was 
earned outside of Hong Kong. 
In the Wood Products case the company acted as agent in 
Hong Kong for 2 companies in the Philippines for the 
sale of timber. The company appointed sub-agents out- 
side of Hong Kong who sent orders direct to the princi- 
pals, payment being made direct in most cases. The com- 
pany received commission and passed on sub-commis- 
sion and the Court agreed that the “operations test” ap- 
plied and that the commission did not arise from the car- 
rying on of a business in Hon g Kong but as a result of the 

. 
efforts of the sub—agents of Hong Kong. 
Although the tax legislation was very productive of Rev- 
enue with yields from the Earnings and Profits Tax rising 
from HK$ 154 million in the year ended 31 March 1961 
to HK$ 778 million in the year ended 31 March 1971 and 

t 

to HK$ 7,964 million in the year ended 31 March 1981 ‘0, 
it became clear that there was a need to step back and 
look at the position in the light of the current trading and 
economic situation in Hong Kong. Thus in 1976 the 
Third Inland Revenue Ordinance Review Committee 
(TIROC) was formed by the Government to “consider 
the present system of taxation of profits and other forms 
of income contained in the Inland Revenue Ordinance, 
and in particular: 

(1. thg treatment of interest and the relief for interest 
Pam? 

. . . 
- 

. . 

e. the temtorlal amblt of the varlous charges (havmg 
regard, inter alia, to the effects of changing commer- 
cial practices and recent case law; . . 

.”“ 

The Committee issued its report in December 1976 and 
amongSt its many recommendations was one that ques- 
tioned the application of the territorial source concept as 
it related to financial institutions. The Committee felt in 
respect of offshore interest, i.e. interest arising outside 
of Hong Kong, that, “. . . the temporary reinvestment of 
money which a depositor places for the time being in the 
hands of a financial institution is one of the central ac- 
‘tivities of the institution’s business . . .”. ‘2 Thus the 
Committee argued the interest actually arose in or from 
Hong Kong and should be assessed accordingly. 
To the financial institutions in Hong Kong this proposal 
came as an unprecedented move. The draft legislation 
was published as a Bill in March 1978 the main thrust of 
which was to add a further deeming clause to Section 12 
of the Ordinance in the following terms: 
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(i) sums not otherwise chargeable to tax under this Part, 
received by or accrued to a bank or other financial in- 
stitution by way of interest which arises directly or in- 
directly through or from the carrying on by the Bank 
or other financial institution of its business in the Col— 
ony, notwithstanding that the moneys in respect of 
which the interest is received or accrues are made 
available outside the Colony.” 

In addition, there Were definitions of “financial institu- 
tion” and for the purposes of this definition “associated 
corporation” was also defined. for those used to the con- 
voluted and lengthy wording of the Australian, United 
Kingdom or U.S.A. tax acts, the length of the new legis- 
lation was perhaps surprisingly short. However, despite 
Hong Kong’s importance as a financial centre and a 
major trading nation, the Inland Revenue Ordinance 
still contains only 88 sections and 4 very short shedules. 
There followed a series of attacks both in the Legislative 
Council (Parliament) and in the press with the main 
focus being on the legislation’s discriminatory nature and 
the apparent abandonment of Hoh‘g Kong’s territorial 
source concept of tax legislation and its retrospective ef- 
fect. In defending the proposals in the Legislative Coun- 
cil, the then Financial secretary, Sir Philip Haddon- 
Cave, said on 12 April 1978 that, “when a bank or a fi— 
nancial institution obtains funds, whether locally or 
abroad, through its operations in Hong Kong and places 
the funds abroad to earn interest, the profits from such 
interest will be taxed irrespective of the provision of cre- 
dit test. To determine whether interest on a loan arises, 
directly or indirectly, through or from the carrying on of 
business in Hong Kong will require an examination of 
the totality of the circumstances relating to where and 
how the deposits are garnered and the funds on-lent. In 
most cases, the determination will be relatively straight- 
forward, but in the case of some lare foreign currency 
loans problems may arise”. He went on to say that there 
were a number of misconceptions in that, “it has been 
suggested that tax will be charged even where the role of 
the Hong Kong end of the business is negligible (for 
example, where it does little more than make certain 
book entries, commonly known as “book” or “garag- 
ing”). In these circumstances, the interest clearly could 
not be said to have arisen in Hong Kong”. The Financial 
Secretary said that another misconception was that, “it 
has been suggested that the Bill fails to reflect the recom- 
mendation of the Review Committee in that, as drafted, 
it has the effect of bringing to charge a wider range of 
profits than was envisaged by the Review Committee 
and that the Bill should only seek to bring to charge pro- 
fits derived “without the substantial intervention of a 
branch elsewhere”. This is an expression used by the Re- 
view Committee to describe profits which it considers 
shOuld be taxed, but, “if it is shown, on the facts of a par- 
ticular case, that the profits from interest arise partly 
from the business in Hong Kong and partly from the sub— 

' 

stantial intervention of an overseas branch, a reasonable 
apportionment of the profits will have to be made”. As 
regards the territorial source concept, Sir Philip said it 

10. Annual Reports of the Commissioner of Inland Revenue. 
11. TIROC, Para 1. 
12. TIROC‘ Para 132. 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



was not true that a change had been made'from a source 
to a residence basis and said that, “where a business is 
carried on in Hong Kong and the profits Of that business 
arise in Hong Kong, such profits clearly have a territorial 
connection with Hong Kong. However, because case law 
has established that artificial provision of credit test, 
some profits from interest have been escaping the charge 
to tax. The Bill does no more than correct this situation, 
but is does so by reference to business activities carried 
on here, and not- by any arbitrary test related to resi- - 

dence”. 
On 16 August 1978 when the debate on the Bill was re- 
sumed, the Financial Secretary once again defended the 
Bill against its critics but he did however concede some 
points to the opposition, including: 
(a) an amendment to the definition of “financial institu- 

tions”; and 
(b) the delection of the words “directly or indirectly” 

‘from the main body of the amendments and thus the 
final version read as follows: 
“(i) sums, not otherwise chargeable to tax under this 

Part, received by or accrued to a financial institu- 
tion by way of interest which arises through or 
from the carrying on by the financial institution 
of its business in the Colony, notwithstanding 
that the moneys in respect of which the interest is 
received or accrues are made avaible outside the 
colony”. ‘ 

For most financial institutions the legislation was-retro- 
spective as it became effective as from 1 April 1978 in as 
much as the majority of them had financial years ending 
on 31 December or 31 March and thus had already 
earned profits prior to the passing of the amendment. 
The attention of the financial community then turned to 
the Inland Revenue Department in an attempt to obtain 
some comfort that the soothing statements of the Finan- 
cial Secretary would be translated into practice by the 
Revenue despite the somewhat tougher stance reflected 
in the actual wording of the law. The Revenue did issue a 
Practice Note which, however, did little to clarify the 
position and did little else other than asking that the full 
facts should be disclosed in all cases. This attitude failed 
to mollify the critics or allay their fears although some 
cOmmentators including the writer considered that the 
Revenue would take a reasonable attitude. 
And So it turned out to be. Certainly the suggestion made 
in some quarters-that the introduction of the legislation 
would mean a mass exodus of financial institutions to 
other centres did not take place. In fact, when the then 
current moratorium on bank licences was lifted in May 
1981, a new surge of international'banks arrived on the 
local scene. The first returns under the new legislation 
were not submitted until the middle of 1979, and not un- 
naturally it was some time before any pattern emerged 
from the Revenue. The Revenue’s initial efforts ap- 
peared to be merely detailed requests for more informa- 
tion which some tax advisers considered unreasonable 
and unnecessary, but it was perhaps inevitable that the 
Revenue were almost as unsure as to how to interpret the 
new law as the tax advisers. In mid-1981 , a change of per- 
sonnel in the Revenue Department marked, some consi- 
dered a a change of emphasis although it is probably fairer 
to say that the fact gathering stage had been completed 
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an the Revenue were now able to issue assessments 
based on the new law. By the end of 1981, final assess- 
ments were being issued and initial indications were that 
the Revenue were indeed taking a reasonable attitude. 
One perhaps surprising development was, however, that 
the question of any apportionment had rarely been con- 
sidered and what the Revenue was saying in effect was 
that either the interest was wholly from Hong Kong or 
wholly from outside, each case being decided on the 
weight of the facts. This at least avoided taxation prob— 
lems and was generally welcomed by the financial institu- 
tions._ In certain circumstances, however, where the Rev- 
enue considered that interest arose in Hong Kong, they 
were prepared to accept an apportionment where there 
had been a substantial intervention by a branch. A 
further concession readily accepted by the Revenue was 
that although the Financial Secretary had referred to the 
substantial intervention of a “branch”, this was extended 
to include a company. Although most banks operating in 
Hong Kongoperate through a breanch, most deposit tak- 
ing companies operate through 'a branch, most deposit 
taking companies operate through a subsidiary. 

In the meantime, however, a further piece Of legislation 
was enacted to counter an avoidance device that had 
been exploited by certain financial institutions. As can 
be seen from the wording of Section 15(1)(i) quoted 
above, only so-called offshore interest had been brought 
into the net. What a number of financial institutions had 
been tempted to do was to convert interest into discount 
by offering Certificates of Deposit and other similar in- 
struments generally in US. dollars which, provided they V 

were redeemed prior to maturity, did not give rise to any 
interest payment. Therefore they claimed that the profit 
was exempt from profits tax. In the writer’s opinion, 
however, some of the schemes offered could have been 
caught by the existing legislation but nevertheless the 
Revenue, not unsurprisingly, moved to counteract such 
blatant avoidance devices and a Bill was introduced into 
the Legislative Council as a result of the 1980 budget 
speech. The effect to the proposed amendment was to 
brin in yet another deeming provision in Section 
15(1%(j) which sought to close the 2 loopholes in the pre- 
vious law: 
(a) the disposal by individuals and corporations of Cer- - 

tificates of Deposits prior to maturity whereby the 
profit received is not interest but a profit on sale of a 
security which is not taxable unless of course the tax- 
payer was a dealer in securities; ‘ 

(b) the purchase of bills of exchange and other similar in— 
, struments at a discount and the redemption thereof 
at face value which, again, if held by persons who 
were not dealers in securities would not be subject to 
tax. ' 

It should be noted that there-was no mention of the cur- 
rency of the “instrument” in the law and therefore, al- 
though clearly Hong Kong dollar denominated CertifiJ 
cates of De osits and Bills of Exchange came within the 
net, those enominated in foreign currency would only 
be brought in if the provision of credit test showed that 
the deemed interest had a Hong Kong source. The Bill 
became law on 28 May 1981 and was operative with effect 
from 1 April 1981. ' 
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We how come to the 1982 amendments. Despite the 
‘ 
number of international banks operating in Hong Kong, 
manybankers considered that Hong Kong’s claim to be a 
major financial centre still had one major drawback: the * 

interest withholding tax; This was despite the fact that it 
was relatively simple to avoid Hong Kong withholding 
tax by ensuring that the provision of credit was made 
abroad. This enabled Hong Kong depositors to place 
funds with offshore branches of local banks without in- 
curring any interest tax liability and enabled Hong Kong 
businesses to borrow funds without the need to withhold 
tax. The Hong Kong Association of Banks made a sub- 
mission to the new Financial Secretary, Mr. John Brem- 
ridge, and he was persuaded to abolish the withholding 
tax on foreign currency deposits. This meant that Hong 

' Kong banks were able to accept foreign currency de- 
pOsits. Under the previous system such deposits would 

’ have been booked in offshore banks such as Singapore, 
Bahrain, Jersey or Nassau. This may have been good 
news for depositors, but for Hong Kong based banks it 
meant that the profits earned on such deposits now'came 

[within the Hong Kong profits tax net. As a follow-up- 
measure to the abolition of interest tax on foreign cur- 
rency deposits, the Financial Secretary reduced the stan- 
dard rate on Hong Kong dollar deposits from 15% to 

> 10%. He said in so doing that unless such a measure was 
taken it would provide an encouragement for all. Hong 
Kong depositors to switch from Hong Kong dollars to 
foreign 'currency with' the resultant effect in exchange 

‘ rates. He considered a 10% rate sufficient to retain Hong 
Kong deposits without incurring exchange risks. 

So this is the position in the middle of 1982 — much has 
changed in the past_4 years, but it.is probably fair to say 
that on the whole it has been for the good of Hong Kong 
although individual bankers facing increased tax assess- 
ments can hardly be expected to accept this position. The 
final story on Section 15(1)(i) has still to be written, but 
at least it can be said that the worst fears of bankers have 
not materialised, but it will not be until’one or more cases 
come to the Courts, as undoubtedly they will, that the . 

final chapter will be written. ' 

‘

- 

BERMUDA: 
Fiscal Structure of a 
Low Tax Country 
By H.W.T. Peppér 

The article uhder this title in the August/September 1982 issue 
described the Fiscal system in Bermuda. The author wishes to 
give further elucidation and updating. 
Condominiums and time-sharing tax — service tax (P. 406, left 
column, last para). While Time-Sharing has given scope for 
sharp practice in some countries, in Bermuda all payments 
must initially go into escrow and then a“ Trust Fund is set up to 
protect the interests of investors. ' 

'

- 

Transportation Taxes (P. 406). The 1982/83 Budget increased 
the. license fees for Motor cars, Commercial Vehicles, and 
motor cycles and motorised bicycles, respectively from $ 80 to 
$ 265, $ 175 to $ 1320, and $ 9 to $ 45. 
Land Tax (P. 407). The second sentence of the, second para- 
graph dealing with the Basis of Valuation should read “Rent 
control applies to residential units with an ARV of $ 7,500 or 
less but the land tax payable is taken into account in fixing the 
controlled rent”. The second sentence under the heading 
Dates of Payment should read, “A person who wishes to regis- 
ter a motor car must, when applying, quote the street name 
and house number or valuation number of his residence. This 
requirement helps to enforce the rule that there may be only 
one motor-car per household”. The first sentence under Rates 
of Tax should read “Properties with ARV’s up to $ 2220 pay ,, 

tax at 3% and the rates graduate to a maximum of 20%. 
The Transfer tax (p. 407 last paragraph) of 10% on non-Ber- 
mudians referred to under sub-paragraph 2 is regarded as a 1i- 
cence fee. 
Stamp Duties (P. 408 first entry) the rate of 0.25 "/0 applies to all . 

items mentioned in the second paragraph. 
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Property Taxes in the, V 

Caribbean Community '_ 

by George E. Lent 

Caribbean States that now compise the Caribbean Com-
7 

munity ( CARI COM )1 provide an interesting study in the 
diversity of annual taxes on real property. A number of 
significant features emerge in this comparative study: 
(I) All but a few of the states continue to levy rates based 

on the annual value system implanted by the British. 
' 

(2) Several governments have extended what is tradition- 
. ally a tax on urban buildings to cover agricultural and 

, 
urban land as ‘well. ' 

‘
. 

' 

(3) Extensive cadastral surveys have been undertaken in 
many of the islands, some strictly for legal registry of 
land, others expressly for land tax purposes. 

(4) Because of . generally low rates, undervaluation and 
tax relief, property taxes have failed to realize their 
revenue potential. 

(5) In no state does the annual tax on real estate make an 
important contribution to government revenue. 

It is hoped that this survey will point the way to a more ra- 
tional system of property taxes in this part of the world that 
will improve their economic and administrative efficiency 
and enhance revenue. 

1. DIVERSITY OETHE TAX BASE 
The British rating system, based on the annual rental 
value of buildings, provide? a simple model for trans- 
planting to the West Indian colonies. Similar systems, 
sometimes 'called a land or house. tax, continue to be in 
effect in all but a few of these countries and territories. 
Barbados, Grenada, and Jamaica have replaced rental 
value and other rates by taxes based on the market value 
of land or of land and improvements; 
Trinidad and Tobago had planned as early as 1962 to re- 
place the annual value system with a modified site value 
tax but finally, in 1973, decided to retain annual value 
ratmg. 
Jamaica was the first to rationalize its property tax sys- 
tem when in 1901 it replaced its quit rent based on ac— 
reage,‘a house tax based on annual rental value, and a 
graduated holdings tax with a tax based on the market 
value of land and improvements (capital value).2 Tax 
was assessed on the value of property declared by land— 
owners (so-called ingivings), which was updated in 1911 , 

1929 and 1937. By 1943 the chaotic state of the self-asses- 
sed prOperty tax led to the appointment of a Commission 
of Inquiry under the chairmanship of Simon Bloomberg. 
The Commission recommended replacement of the cap- 
ital value tax by a tax based on unimproved land value, 
also t0.be self-assessed. Work on the project was in— 
itiated 1n 1949 and _revived in 1951 but was finally sus- 
pended_because of the lack of maps and'other resources. 
The unlmproved land value principle was challenged in 
1954 by the British economists Ursula F. and John R. 
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_ 
Hicks who, in a broader Study of Jamaica’s finances, re- 
commended revitalization of‘ the capital value ap- 
proach.3 The issue finally was resolved in favor of unim- 
proved land value when in 1956 a United Nations ad- 
viser, J .F.N. Murray, strongly supported it.4'This con- 
cept Was incorporated in Jamaica’s Land Valuation Act 
which became effective in January 1957. The first 7 
pa’rishes were brought under the new law between 1959 
and 196S,'but _with.a change in government'in 1962 work 
on the cadastral survey was suspended and was not re_- - 

sumed until 1972. The important’ urban parishes of 
- Kingston and St. Andrew were then assessed and the old 
system finally phased out in 1974. During this period of 
15 years, the new and old rating systems existed side by V 

‘ side. 

Barbados had long imposed _a tax based on annual rat‘a— 
ble values when in 1969, following the recommendation 
of a United Nations report in 1963, it enacted a Land Val- 
uation Act preparatory to introducing a tax based on un- 
improved land value. After completion of a cadastral 
survey in early 1973 and enactment of the Land Tax Act, 
rates under the new law were levied for the fiscal year 
1972/73. In 1975 , however, the site value system was 
'modified to include tax on improvements with a value in 
excess of BDS$10,000 (1 BD_S$ = U.S.$0.50). 
As was indicated above, Trinidad and Tobago intro— 
duced a project to replace its annual value system with a 
modified site value tax.5 The Valuation Land Act was ap— 

_ 

proved in 1969 and the cadastral survey of the entire 
country was completed early in 197 3. Despite plans to in- 
troduce property tax legislation in 1973 that would in- 
clude a levy on land and the value of improvements ex- 
ceeding a specified ratio to the site value, vigorous pro- 
tests in the capital against earlier increases in the house 
tax deterred action. Sharp increases in the price of oil, 
produced domestically, then made higher taxes unneces- 
sary, so that Trinidad and Tobago has never replaced its 
house tax based on annual rental values. 
In 1965 Montserrat initiated a series of property tax re- 
forms with replacement of its acreage tax by an annual 
value system at a rate of 5% .6 This was revisedin 1967 by 
adoption of a modified site value tax, but the form of an- 
nual value rating Was retained by converting the market 
value of land to annual values, first at 15% and later 
(1974) at 20%. Buildings were taxed only when 5 0r 6%' 

1. Included arez‘Antigua-Barbuda, Belize, Barbados, Dominica, Grenada, 
Guyana, Jamaica, Montserrat, St. Kitts-Nevis-Anguilla, St. Lucia, St. Vin- 
cent and Grenadines, Trinidad and Tobago. Also referred'to are certain 
British dependencies in the Caribbean: Cayman Islands, British Virgin Is- 
lands, Turks and Caicos. 
2. For a brief account, see 0. St. Clare Risden, “A History ofJamaica’s Ex~ 
perience with Site Value Taxation”, in Roy W. Bah], editor, The Taxation of 
Urban Property in Less Developed Countries (Univ. of Wisconsin Press, 
Madison, Wis., 1979). 
3, J.R. and U.K. Hicks, Report on Finance and Taxation inJamaica (Kings- 
ton: Government of Jamaica, 1954). 
4. J.F.N. Murray, Report to the Governmentoflamaica on Valuation, Land 
Taxation and Rating (Kingston: Government of Jamaica, 1956). - 

5. Ralph A. Pierre, “Background to the New Rating System in Trinidad 
and Tobago", Third Regional Conference of Commonwealth Caribbean Tax 
Administration, Antigua, 1972 (mimeographed). 
6. “Taxation of Land and Buildings in Montserrat”, First Meeting on Prop- 
erty Tax Administration, Basseterre, St. Kins-Nevis, 10-11 Nov. 1980 
(mimeographed). -
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of the value of land and buildings exceeded 20% of the 
land value; the tax therefore fell most heavily on 1an’d.’In 

- 1974 graduated rates were introduced at 5% of the first 
‘ $500 and 10% above that. By 1980 Montserrat consi- 
dered abandoning its formal annual value structure in 
favor of modified site value tax which was believed to be 
more attractive from a rate point of View. 
Grenada, in January 1982, was the latest of ’the Lesser 
Antilles to reform its annual value ratingsystem. In 
March 1982 the Government announced a new rate 
structure based on the market value of land and improve- 
ments that were appraised by Government assessors the 
previous year.7 

2. ROLE OF THE CADASTRE 
Despite long established property taxes, in none of the 3 
countries — Barbados, Jamaica, or Trinidad and Tobago 
e was there a complete official record of land holdings 
that would make it possible to identify their location, di— 
mensions, and'ownership. Indeed, there were no maps 
oflthe country that could be used to prepare a cadastre 
for tax purposes except in Trinidad and Tobago Where 
local ward maps proved useful. Without extensive field 
work' there would be no basis for determining the value 
of land parcels equitably, ensuring that 'all properties 
were covered, and identifying the persons liable for tax. 
The preparation of a cadastre_was therefore indispensa— 
ble to the administration and control of a national prop— 
erty tax. 
It had long been believed that a cadastre of registered ti— 
tles to land was essential for this purpose; in fact, propos— 
als to introduce a general property tax in Jamaica before 
the turn of the century were frustrated by the great cost 
and time required for 'such a survey. Sir David Barbour, 
in his report, Finances of Jamaica (1899), stated: 

Until a cadastral survey of the Island has been made 
the assessment of the annual value of all land must be 

' attended with much difficulty . . I. . Such a survey 
was proposed, and strongly supported, in former 
years, but was ultimately dropped on the ground, ap— 
parently, of the cost involved'in carrying it out.8 

In embarking on the land tax projects in these 3 countries 
it was decided that a detailed cadastre that demarked 
boundaries and authenticated title was not essential for 
the proposed levy and would take undue time and cost to 
carry out. Something less definitive would serve the pur- 
pose; this is called a fiscal as distinguished from a legal 
cadastre. 
The major stages in the process of preparing a fiscal 
cadastre include (1) mapping and editing, (2) referenc— 
ing, and (3) market analysis and valuation.9 Working 
from aerial photographs in Barbados and Jamaica, sur- 
vey teams prepared valuation index maps (248 in 
Jamaica); on these maps were plotted the properties for 
which survey plans were available; missing areas were 
then filled in by surveys in the field. Thesemaps served as 
the basis for the numerical referencing ofall land parcels, 
each parcel being identified by map number, grid 
number, block number, and parcel number. The identifi- 
cation of Ownership (or occupancy) and valuation of land 
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was coordinated with the mapping. The Commissioner 
of Valuation was authorized to place on the roll as the 
taxpayer the person who on the best evidence available 
he believed to be the owner. 
One of the advantages claimed for unimproved land 
value taxation is that mass valuation of properties is 
facilitated. Analysis of sales and other valuation data 
makes it possible to establish 'unit values which can be 
used to value parcels in different areas; weights can be as- 
signed to different locational and physical characteristics 
of the land by multiple correlation techniques. Compu- 
ter analysis of these factors in Trinidad and Tobago was 

' based on a sample of 10,000 parcels; about 4,500 parcels 
were analyzed in Barbados. 
Although the United Nations provided substantial sup- 
port to these projects by underwriting the cost of,ad- 
ministrative experts and equipment, the major cost was 
incurred by the countries themselves in the establish— 
ment of land valuation'_departments. Barbados had a 
staff of 42 persons, Trinidad and Tobago about 100 tech- 
nicians and experts; the earlier (1952-62) staff ofJamaica 
totaled about 80 persons, and the later one (1972-74) 
about 150 persons. 
Once a valuation staff was organized and trained and 
maps made available, the field work was completed 
fairly expeditiously. About 48,600 parcels in Barbados 
were identified, mapped, and valued over a period of 
about 2 years; in Jamaica 171,240 parcels were com- 
pleted in 7 parishes over the 4—year period beginning in 
June 1957; and in Trinidad and Tobago about 160,000 
parcels were valued within a period of about 2 years, 
1971—73. It is noteworthy that all of these surveys turned 
up thousands of properties that were not previously on 
the tax roll. For example, Jamaica’s earlier cadastre for 7 
parishes included 23 ,800 parcels not taxed before — about 
11.5% of the total. On the other hand, it was not possible 
to establish the ownership of land for many parcels, al- 
most 10% , in Barbados. 
Some indication of the quality of the undertaking is given 
by the record of objections to the assessed Values. Over 
the entire project in Jamaica, owners of about 9% of the 
parcels filed objections; the ratio ran as high as 15% in 
the metropolitan area. This high ratio can be attributed 
in part to the substantial tax increase involved in most 
cases in the shift to the new site value tax as against previ- 
ously self—assessed taxes.10 This ratio contrasts with an 
objection rate of less than 3% in Barbados despite an av— 
erage doubling of the tax on property. The experience of 
Trinidad and Tobago is mootabecause its proposed mod- 
ified land value tax was never introduced. 
In contrast to the fiscal cadastres completed in Barbados, 
Jamaica, and Trinidad and Tobago, legal cadastres have 

7. 
V Barbados Advocate, 29 March 1982. 

8. Cited by Wilfred Chang, “Recent Experience of Establishing Land 
Value Taxation in Jamaica", in International Seminar on Land Taxation, 
Land Tenure, and Land Reform in Developing Cauntries (Hartford: The John 
C. Lincoln Institute, 1967). ‘ 

9. See United Nations, Manual of Land Tax Administration, 1968, for an 
excellent exposition of the process,

' 

10. Daniel M. Holland, “Jamaica and Barbados”, in The Lincoln Institute of 
Land'Policy, Property Tax Reform, Lincoln Institute Monograph No. 77-11, 
December 1977; p. 70. ' 
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been installed in several smaller islands of the eastern 
Caribbean with the technical assistance of the Directo- 
rate of Surveys of the British Overseas Ministry. These 
cadastres provide for registration of titles to land, 
hitherto incomplete, rather than as a basis for taxation. 
Additional steps therefore needed to be taken for the de- 
marcation of boundaries and authentication of owner— 

‘ ship before a certificate of title could be granted. The is- 
lands in which work was completed and the time period 
involved are the following: Turks and Caicos, 1968—72; 
British Virgin Islands, 1972-74; Cayman Islands, 1972— 
77; Anguilla, 1974-76; Antigua, 1975-80; and Montser- 
rat, 1978-81.11 The United Nations has drafted plans for 
a cadastral survey and land registration project for the 
Commonwealth of Dominica, but no action has been 
taken. 

3. TAX RATES AND YIELDS 
In one of the countries of the CARICOM do property 
taxes play an important revenue role. Jamaica’s land 
taxes account for less than 4% of total tax revenue (3.6% 
in 1976/77); Barbados’ modified land taxes contributed 
3% of total tax revenue in 1980/81; Guyana’s property 
tax amounted to 1% of tax revenue in 1978/79, and 
Trinidad and Tobago’s to a miniscule one quarter of 1% 
in 1978/79. Of the smaller islands that comprise the East- 
ern Caribbean common market subregion, only 
Montserrat’s system yielded as much as 5% of total rev- 
enue (Montserrat’s population is about 12,000); in none 
of the others did property tax revenue exceed 1% of total 
revenue over the period 1975-1980.12 
Realizing the revenue potential of a property tax is inhi- 
bited by the sensitive nature of a levy based on adminis- 
trative assessment. Unlike an income tax or sales tax the 
payment of which generally reflects some measure of 
current taxpaying ability, a tax based on gross wealth is 
not well correlated with current income or liquid assets 
necessary to meet the payment. This fact places a certain 
political constraint both on tax rates and the tax base ei— 
ther through underassessment or special relief. It is also 
-true, as in Trinidad and Tobago, that the availability of 
more important revenue sources relieves pressure on 
property taxes and they become neglected. 

a. Tax rates 

The negligible revenue of most of these countries with 
annual value taxes can be explained by the nominal rates 
of 1/2% to 1% that are in effect. Even rates of 7% to 9% 
that have been levied in Trinidad and Tobago have been 
unproductive by comparison with countries basing their 
tax on the value of land or land and improvements. Since 
capital value is some multiple of annual value, or yield, a 
multiple of, say, 5 would make an annual value rate of 1% equivalent to only 0.2% of capital value. Such a low 
capital value rate is rarely found. Montserrat beginning 
in 1967 calculated the annual value of land at 15% of its 
market value, and beginning in 1974 at 20%; its 5-10% 
annual value rate therefore was equivalent to 1-2% of 
land value — a level of rates found in Barbados. This rate 
barrier 0f 5-10% apparently was the main reason why 
© 1982 International Bureau of Fiscal Documentation — BULLETIN 

Montserrat intended to replace its' annual value rates 
with a capital value tax structure, thereby permitting a 
lower apparent rate. 
The rate structures of Barbados, Grenada, and Jamaica 
are graduated with the value of individual properties. 
Jamaica’s basic rate structure starts at a flat J $5 on the 
first J $2000 of land value; it then increases from 1% on 
land values between J $2000 and J $6000 to 4.5% on val- 
ues over J $50,000. (The Jamaican dollar is equivalent to 
about US$0.56.) These rates are subject to surtaxes 
which, commencing in 1976/77, ranged from 10% of tax 
on values between J$12,000 and J$13,000 to 50% of tax 
on values over J $50,000. Such rates may appear to be re- 
latively high, but in 1975 about 80% of property owners 
paid only the nominal charge of J $5 and only about 6% 
(3050) paid the top marginal rate of 4.5% on property as— 
sessed to over J $50,000. ‘3 Moreover, the tax is applied to 
unimproved land value and would be equivalent to a 
much lower rate on capital value (including improve- 
ments). If, for example, a house were valued at twice the 
value of the site, the tax rate yielding the same revenue 
would be one third of that on the land alone, that is, a top 
marginal rate of 1.5% (plus surtax), rather than 4.5% 
(plus surtax). 

Grenada’s rates range from nil on residential property 
valued under EC$15 ,000 to a maximum of 0.5% on prop- 
erty valued at‘ EC$200,000 and over. (The Eastern 
Caribbean dollar is equal to U.S.$.37.) Commercial 
property is subject to a 0.8% rate, and property used 
primarily for agriculture, only 0.1%. These rates are sur- 
prisingly low for a tax on land and improvements, espe— 
cially for a leftist government. 
Barbados’ land tax was introduced in 1972 at a uniform 
rate of 1%. In 1975 a new concept, “improved site 
Value”, was established and differential rates were intro- 
duced. Improved site value is the value of all improved 
properties in excess of BDS$10,000; all improved land 
with a value under BDS$10,000 was taxed at a site value 
rate of 1% , while improved land with a value over 
BDS$10,000 was taxed at only 0.25%. In 1978 the corres- 
ponding rates were increased by 0.25 percentage points 
to 1.25% and 0.5%. In 1979 a graduated rate system was 
introduced as follows (the BDS$1_0,000 exclusion for im— 
proved land still applies): 
Value in BDS$ Site Value (%} Improved site value 
under 50,000 1.25 — 
under 50,000 200 — 
under250,000 — 0.5 
over 250,000 — 1.0 

The lower rate for improved site value has created many 
anomalies as land was developed. If, for example, plan- 
tation 'land with a site value of BDS$250,000 were im- 
proved by a house worth BDS$50,000, property taxes 
would be reduced by 62% — from BDS$4625 to 
BDS$1750. Because of various reliefs, _tax exempt prop- 

11. Records of Directorate of Surveys, Bridgetown, Barbados. 
12. Caribbean Community Secretariat, Report of the First Meeting on Prop— 
erty Tax Administration, op. cit. 
13. O. St. Claire Risden, “A History of Jamaica’s Experience with Land 
Taxation based on the Site Value System”, 1976 (mimeographed), Table I. 
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erty, 'and much property with unidentified owners, the 
average effective rate in 1981 was only about 0.6% . ‘4 

b. The tax base 
If current market value of property or annual rental 
value in its highest and best use is accepted as a standard 
for assessment, the tax base in all these countries falls 
short of yielding the potential tax revenue at the rates de- 
scribed above. Such deficiencies arise from a bias inhe- 
rent in the assessment process to undervalue property, 
the lag in assesment behind changes in property values 
owing to the assessment cycle, especially in an inflatio- 
nary period, and the provision of categorical relief for ag- 
riculture, resort facilities, certain residential properties, 
and hardship cases.

' 

In the absence of empirical studies it is not possible to de- 
termine the accuracy of asessments in reflecting market 
value. Inferences may, however, be drawn from the fre- 
quency of appeals. While these ran rather high in 
Jamaica’s original reassessment program, especially in 
the urban areas, Barbados experienced fairly low ratios 
both in its initial land assessment and in the later valua- 
tion of improvements. Because of Barbados’ lack of an 
experienced valuation staff and the haste with whichthe 
exercise was completed in 1975, an undervaluation bias 
would be indicated by the fact that only 884 objections 
were raised by 13,417 property owners.15 Barbados has 
since introduced an intensive training program to im- 
prove its valuation techniques. 
The length of the assessment cycle is an important factor 
in underassessment, especially in a developing economy. 
(The reverse may be true in a depressed economy, such 
as Jamaica and other countries of the area have experi- 
enced.) Some indication of the lag of assessed values be- 
hind real values is revealed by the experience of Bar- 
bados, which is on a fairly short cycle of 3 years. The fol- 
lowing data show the aggregate assessed values since in- 
troduction of the new site value tax in 1972: 

Revaluation Number of Assessed values 
year parcels (millions of 308$) 
1972 50,160 637.5 
1975 54,389 1402.8 
1978 62,117 1507.2 
1981 66,515 2540.6 

The sharp jump in 1975 can be attributed largely to the 
inclusion of improvements in the base. Despite a 14% in— 
crease in the number of land parcels by 1978, indicating 
substantial development, the assessment roll increased 
by less than 7%. Between 1978 and 1981, however, a 
period of inflation and expansion, assessed values in- 
creased by almost 70%. This implies substantial interim 
undervaluation that is characteristic of property taxation 
generally. 
All of the countries, even those with nominal annual 
value r_ates, provide for property tax relief, whether in 
hardshlp cases or for certain categories of property own- 
ers. , 

Serious gaps between tax assessed on market' value of 
property and ability to pay are 'not uncommon. This is 
especially true of agricultural land located in developing 
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suburban areas. Various techniques have been devised 
to alleviate this problem, the most common being so-cal- 
led value in use, that is, value based on estimated yield of 
the crops. Barbados provides relief for owners of agricul- 
tural land if valuation takes into account its potential for 
subdivision or other commercial use; application is made 
to a Land Taxation Relief Board and if relief is granted it 
is valid until the next assessment. Jamaica in effect de— 
rates the value of all land that is in agricultural produc- 
tion by an arbitrary 75% “(Hotels are derated by 25% .) 
Relief is also generally granted to residential property 
owners who can show hardship. This is a common situa- 
tion in the Caribbean Community when land originally 
acquired by liberated slaves in the early 19th century and 
now owned by their descendants has sharply risen’ in 
value because of its favorable location in developing 
areas. When the owner of such land does not have an in- 
come that reflects its assessed value, he may apply for re- 
lief under special provisions of the tax law in most of 
these countries. In Barbados, for example, the owner of 
a single family dwelling need not show hardship if the as- 
sessment reflects its site value for a hotel, commercial or 
industrial location, residential apartment, or subdivi— 
mom. 

4. COST OF ADMINISTRATION 
It is generally recognized that an effective system of 
property taxes may entail greater comparative costs of 
administration than other sources of revenue, especially 
sales and income taxes. This is due largely to the cost of 
maintaining a valuation department, but also to the cost 
of enforcing payments of tax by the great majority of 
property owners in developing countries with only nom- 
inal tax liabilities. Because the valuation department is 
also charged with other duties, and the collection depart— 
ment’s budget sometimes covers other functions as well, 
it is not easy to derive a pure cost estimate. Data for Bar- 
bados in 1981/82 show a gross cost ratio of 13.5% , but ar- 
bitrary allocation of costs of both the colleCtion and valu- 
ation departments indicate a cost ratio nearer 10-11% .16 
It should be noted that these data relate to a property tax 
that includes improvements as well as land, has a modest 
rate structure, and provides_considerable relief. A tax 
based on site value alone and with appreciable higher 
rates and yield could be administered much more effi- 
ciently. The inclusion of buildings greatly increases the 

14. Following the 1981 revaluation the comparative data for site value and 
unimproved site value were as follows: 

Improved value 
Site value (BDS$ in millions)‘ Total 

Number of parcels 47,162 19,353 66,515 
Assessed value BDS$346.9 ' 

' 2193.7 2540.6 
Revenue collectible BDS$4.3 11.0 15.3 

15. CF. Thompson, “The Property Tax System of Barbados”, in'Confer- 
ence on Property Tax Administration, St. Kitts, 10-11 November 1980 
(mimeographed). 
16. Based on estimated revenue of BDS$14.2 million, a budgeted figure of 
BDS$956,354 for collection and BDS$96,370 for valuation. The collection de- 
partment also issues some 30,000 automobile licenses, dog taxes, and other 
licenses, while the valuation department provides other services to the gov- 
crnment. 

© 1982 International Bureau of Fiscal Documentation — BULLETIN



burden of keeping up-to-date records of improvements, 
based on building permits. But more important, their 
valuation requires on-site inspection by trained valuers 
and a record made of the building’s dimensions, floor 
plan, building type, quality of construction, age, and 
condition. Standards must be established for unit values 
for different types of construction and applied to the val- 
uation of the building. Land, in contrast, can be Valued 
on a mass basis once the land cadastre is established. 
The determination of annual value is facilitated where 
tenancy prevails; serious problems may arise, however, 
in valuing land and owner-occupied buildings, especially 
factory and other specialized buildings. It is usually 
necessary in these cases to derive an annual value based 
on some arbitrary ratio to the estimated capital value of 
the property, as was described above for Montserrat. 
Sometimes standard units'of value per square foot or 
cubic foot are applied to the area or cubic space of a 
building in arriving at annual values. In Roseau, 
Dominica, for example, the annual value of owner-oc- 
cupied property is assumed to range from EC$1.00 per 
cubic foot for property up -to 5 years in age to EC$0.40 
per cubic foot for property over 20 years of age , less 40%. 
Rental property — less than 25% of all parcels — is valued 
at 10 times the monthly rental. This procedure is simple 
to apply but of course is fairly crude in that it does not dis- 
tinguish between different qualities of construction or 
style of building. Accordingly, a movie theatre of simple 
frame construction but with large space could be asses— 
sed much higher than a masonry bank building. 
It is sometimes charged that the property tax in the East- 
ern Caribbean Community subregion (i.e. the Leeward 
and Windward islands) is unproductive because the cost 
of administering the tax on low-valued holdings exceeds 
the revenue. St. Lucia’s experience with its rural land 
and house tax is cited as an example of inefficiency in this 
respect. It is claimed that perhaps 80% of all properties 
on the tax roll, with a rental value of about EC$600 and 
less, contribute less revenue than it costs to administer. ‘7 
Clearly, the problem lies in the unusually low rate of tax: 
1/2% of annual value; should this be increased to a moder- 
ate rate of, say, 5%, the problem would largely disap- 
pear. (An annual value tax of 5% is equivalent to a rate 
of about 0.5% of capital value, assuming a 10% gross 
rate of return.) 

Jamaica largely avoided this problem with its land tax by 
the levy of a minimum tax on property with an estimated 
value below J $2000; for such low-valued holdings it also 
is unnecessary to exercise the usual care of specific valu- 
ation. Barbados, on the other hand, does not provide for 
any special treatment of low-valued holdings. In exclud- 
ing improvements on land with a value of BDS$10,000 

_ and less, however, the 1.25% rate rather than the 0.5% 
improved site value rate applies, thereby increasing the 
collectible tax. Also, Barbados excludes virtually ‘ 

all 
wooden houses from the tax roll, including so-called 
chattel houses built on leased land, and thereby reduces 
the valuation burden for low yield properties. It is said 
that low-valued parcels do not present any special en- 
forcement problem because payment of tax strengthens 
the clalm of ownership of the property, in which the tax— 
payer takes pride. ' 
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5. REFORM OF THE PROPERTY TAX 
The above analysis clearly shows that CARICOM coun- 
tries are not realizing the revenue potential of their prop- 
erty taxes. The poorest record is that of the states that 
have clung to the traditional British annual value mode. 
But the others that have reformed their system — Bar- 
bados and Jamaica — have undermined revenue by 
undue concessions either in rates or base. Grenada’s 
newly adopted capital value tax appears to be following 
the same path with concessionary rates and exemptions. 
Reform of property taxes in the CARICOM would 
therefore appear to warrant serious consideration. 
In addressing the problem of reform it might be asked 
what the proper role of the property tax should be in 
mobilizing resources by the government. Traditionally, 
property taxes have been a principal source of local 
rather than national financcé.18 In addition to CARICOM 
countries, important exceptions are found in Colombia, 
Chile and a few small countries such as Mauritius. One 
objective is the mobilization of resources of the agricul- 
tural sector by the state; this approach is especially im- 
portant when agriculture either is exempted from in- 
come tax or an income tax on farmers is difficult to en- 
force and no alternative approach is introduced.19 
CARICOM countries with no or ineffective income 

. taxes on agriculture either do not tax agricultural land or 
tax it at preferential rates as in Jamaica and Grenada. 
A property tax at the national level presupposes a cen- 
tralized form of government where cities and towns are 
dependent on the national government for major'sup- 
port of services normally performed at their level. Local 
property taxes, however, generally are poorly adminis- 
tered when the jurisdiction is too small to support the 
technical skills necessary, for proper valuation and 
maintenance of the system. Centralized control or ad- ’ 

ministration better assures the enforcement of objective 
valuation standards and avoidance of discriminatory 
practices and other abuses. There is no reason, however, 
why local governments should not share in centrally ad- 
ministered taxes on property located in their jurisdic- 
tion. In Chile, for example, municipalities receive one 
fourth of the national revenue. 
The smaller states of the Eastern Caribbean common 
market subregion as well as Guyana and Trinidad and 
Tobago would appear to have most to gain by radical re- 
form of their. annual value rates; Belize, with a tax based 
on land area, also could greatly benefit. Montserrat’s ex- 
perience sets an example for reform by the Eastern 
Caribbean group although it is questionable whether im- 
provements should be included in the tax base (discussed 
below). 
Annual value, of course, reflects capital value, that is, 
the value of land and improvements. But an annual value 

17, In 1979 the 3,000 lowest valued parcels yielded only EC$10,000, an aver- 
age of EC$3.33 per parcel. British Development Division, Bridgetown, Bar- 
bados. 
18. George E. Lent, “The Urban Property Tax in Developing Countries", 
Finanzarchiv 33 (l), (1974), pp. 45-72. 
19, See Richard M. Bird, Taxing Agricultural Land in Developing Countries 
(Cambridge, Mass., 1974), passim; George E. Lent, “Taxation of Agricul- 
tural Income in Developing Countries”, 27 Bulletin for International Fiscal 
Documentation'(1973), pp. 324-42. 
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tax is bound to be a hybrid because of the necessity of es- 
timating the rental value of owner—occupied property to 
arrive at uniform assessment with respect to rental prop- 
erties. This is especially difficult in the case of owner-oc— 
cupied land. Because most farm land and residential 
property in these countries is owned by the occugier, the 
annual value concept is basically incompatible.2 
One important factor inhibiting revenue is the high level 
of annual value rates that would be necessary to equate 
tax with a rate based on capital value or site value. The 
traditionally low level of annual value rates in the CARICOM - 1/2 to 1% — yields only a fraction of the rev- 
enue that a comparable rate based on improved or site 
value yields. Moreover, as was noted above, such low 
rates are unproductive because the cost of administra- 
tion may exceed the tax collected on a large proportion of 
the parcels, as in St. Lucia. The effectiveness of over- 
coming this “rate illusion” is attested by Montserrat’s in- 
tended strategy of converting annual value rates to rates 
based on capital value. 
If the validity of these objections to annual value rates is 
accepted, what system offers the best alternative — site 
value or improved land value (i.e. capital value)? The in— 
itial decision of both Barbados and Jamaica was in favor 
of site value, although only Jamaica has stuck with this 
decision. Trinidad and Tobago initially declared for a 
modified site value tax but new conditions militated 
against a change. 
Either site value or capital value is more consistent with 
land tenure in these countries, where the preponderance 
of property is owned by the occupier. Assessment of 
property could be achieved on a more equitable basis by 
avoiding the intermediate step in annual value assess- 
ment of converting capital value of owner-occupied 
property to annual value by an assumed arbitrary rate of 
return or other formula. Perhaps a more important fac- 
tor favoring site value was the administrative conveni- 
ence of mass assessment of land, which greatly facilitated 
the transition. Valuation of improvements would have 
compounded the burden on a limited and virtually un- 
trained staff, greatly delayed implementation of the new 
tax, and built in greater problems of maintaining future 
assessment rolls. Barbados’ later experience with its 
modified site value system confirms the difficulties of 
coping with the additional task of valuing improvements. 
Finally, a tax limited to site value is most consistent with 
economic development objectives in that improvements 
to land are not deterred by an additional tax on their 
value. Indeed, a high enough rate would spur more in- 
tensivexuse of idle land.21 It is true, of course, that the tax 
rate on land plus improvements would be lower than the 
rate on site value alone to yield equivalent revenue. The 
greater investment that might be attributable to a site 
value tax, however, would induce a greater increase in 
land values — the “unearned increment” — that could be 
recaptured by the higher site value tax rate. 

The above View assumes that the rate on the value of land 
and improvements would be the same, unlike Barbados’ 
curious rate structure that reduces the rate applicable to 
improved site value. The anomaly of this schedule is evi- 
denced by an average rate in 1981 of 0.5% on improved 
land as against an average rate of 1.25% on, site value 
alone. This rate structure has the effect of placing a pre- 
mium on low-valued improvements in relationship to the 
value of land, and thereby militating against optimum al- 
location of resources. For example, only if the value of 
the improvement on land worth BDS$500,000 were 
greater than the value of the land would the property tax 
be increased. The incremental tax on improvements of

, much greater value, at a 1% rate, would be much less 
than the tax increment of a uniform rate on land and im- 
provements. In this respect, Barbados’ rate structure 
places less tax penalty on new investment than an or- 
thoggx tax on improved value but more than a site value 
tax. 
It is concluded from the above analysis that reform of an- 
nual value rates by CARICOM countries could best take 
the form of a tax on unimproved site values. A modest 
rate of, say, 1% would greatly enhance revenue, im- 
prove administrative efficiency, improve equity, and 
provide incentives for new investment. Many of these 
countries already have in place a legal cadastre that 
would facilitate the transition; others would require the 
installation of a property cadastre for fiscal administra- 
tion. All would require a program for valuation of land 
under the direction of experienced valuers. Such a prog- 
ram would take time for planning, organizing and train- 
ing technicians, and installing proper records, preferably 
computerized. 
Countries that have replaced the annual value and other 
forms of property tax also could improve revenue by re- 
ducing or eliminating undue relief provisions for agricul- 
ture and hotels and rationalizing their rate structure. 
Barbados, in particular, should revise its rate structure 
so as to avoid the anomalous effect of a lower tax on im- 
proved land than on land alone. Rather than reverting to 
a site value tax, one possibility is a two-level tax consist- 
ing of a (graduated) rate on site value and a somewhat 
lower rate on improvements. Another possibility is a 
modified site value tax patterned on that of Montserrat. 

20. It is estimated, for example, that 93% of Dominica’s rural land parcels 
and more than 75% of its urban land is owner-occupied. 
21. In Montserrat it is claimed that the land tax has forced more productive 
use ofland either in agriculture or in subdivision and development. Caribbean 
Community Secretariat, “Taxation of Land and Buildings in Montserrat" , op. 
cit. , . 8. 
22. PThe reasons for the change to modified site value are stated to be as fol- 
lows: A site value tax can have little effect on development unless capital is 
.available; improvements that have been made are evidence of access to 1i- 
mited financial resources and should be able to bear tax; and, a larger base 
would permit a lower tax rate and reduced taxes on vacant land and agricul- 
tural land. C.P. Thompson, “The Property Tax System of Barbados”, op. cit‘ 
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CUBA 

Taxation of 
Joint Ventures 
By MA. G? Caballero 

I. INTRODUCTION 
In order to attract foreign investment to team up with 
Cuban concerns in selected projects required to fulfill 
economic development goals, Decree-Law 50/82 ofFeb- 
ruary 15 provides the legal framework within which busi- 
ness collaborations are to be organized in order to be elig- 
ible for privileged or special tax treatment. 
Decree-Law 50/82 provides the rules applicable to busi- 
ness collaborations between Cuba and foreign enter- 
prises, distinguishing between joint ventures (empresas 
mixtas) which constitute separate legal entities, and other

> 

types of business collaboration ( for instance temporary 
associations) which do not. Either type, however, may re- ‘ 

ceive privileged or special tax treatment: in the case of a 
joint venture, it is the separate legal entity and its foreign 
shareholders, directors and employees who benefit; in 
other types of business association, it is its foreign mem- 
bers, directors and employees. 
The discussion below describes the most important 
foreign investment and tax measures relating to joint ven- 
tures. 

ll. FORMING A JOINT VENTURE 

1. Concept 
A Cuban joint venture consists of a collaboration agree- 
ment between Cuban public or private enterprises and 
foreign individuals and/or corporate enterprises which 
contributes to the economic development of the country, 
especially in the export and touristic sectors.1 A joint 
venture is created by a notarial deed and is a seperate 
legal entity. ' 

2. Requirements 

The requirements relate mainly to the capital investment 
and to labour. ‘ 

1) Investment requirements 
a. the investment project and the by-laws of the joint

_ yentures must be apporved by an “ad hoc Commis- 
510n_” appointed by the cabinet; 

b. the 101m ventures must be organized as a corporation 
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(sociedad anénima) and domiciled in the Cuban Re- 
public. 2 However, the Cuban joint venture may have 
permanent establishments and subsidiaries abroad, 
and may also praticipate in the capital of foreign 
companles; 

c. a majority of locally owned equity is required; 
foreign shareholding is limited to 49%, unless the 
cabinet allows greater participation (in exceptional 
cases). Foreign contributions may be paid in foreign 
currency or in kind; . 

d. a legal reserve account must be established outof the 
annual profits to cover eventual liabilities in the man- 
ner established by the State Finance Committee3; 

e. the joint venture must open its business account in a 
convertible currency with a local bank through which 
all transactions are to be channelled. The official ex- 
chan 6 rate of Banco Nacional de Cuba (the central 
bank applies.4 The joint venture is entitled to bor- 
row in foreign currency from local banks and from 
foreign sourcesS; 

f. the notarial deed of incorporation must be registered 
with the State Chamber of Commerce. 5 

2) Labour requirements 
a. The workforce of the joint venture must be hired and 

paid by_ hired and paid by the Cuban partner enter- 
prise or by an independent Cuban entity; the work- 
force must be composed of Cuban nationals. Some of 
the directors and some highly specialized technical 
personnel may, however, be foreigners. Subject to 
the immigration rules, the joint venture may hire the 
required technical and administrative personnel. 
The Cuban partner or the independent entity then 
Vhir_es the Qubag wgrkfiorcc t9 the jgint venture for a 
monthly sum, calculated according _t06ffibieil Cfibah" 
wages. Cuban directors and managers, howevér, 
earn the remuneration agreed upon by thg partners 
concerned, provided that such remuneration is simi- 
lar to that earned by the foreign directors and man_a- 
gers. 

b. It is compulsory for the joint Venture to create an 
economic incentive fund for its Cuban employees, 
out of which each Cuban employee receives fringe 
benefits. The amount which the joint venture is ob- 
liged to allocate to such a fund and the manner in 
which fringe benefits are paid is established by the “ad hoc Commission” when the authorization to 
create the joint venture is granted. 

1. The same definition applies to other types of business associations, ex- 
cept that no separate legal entity is formed. 
2. The Republic of Cuba constitutes an archipelago made up 'of two main is- 
lands (i.e. Cuba and Isla de Pines) and around 1,600 islets, whose total area is 
110,922 km2 (42,823 sq. miles) and whose total population (census of Sep- 
tember 11, 1981) is 9,706,369. ; . 

, 
. ~ 

3. The address ofthe Comité Estatal de Finanzas is: Obispo y Cuba, Ciudad 
de la Habana. '

_ 

4; The official average rate of the Cuban peso against dollar is P80.1 cents 
per 1US$. The address of the Banco Nacional detCuba is: Cuba, 402, Ciudad 
de la Habana.

7 

5. The members of other types of‘business associations may also do so. 
6. The collaboration agreements of other types of business associations 
only enter into force after having been‘registered in such a Registry. 
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III. TAXATION OF A JOINT VENTURE 
1. Privileged tax treatment for 

qualified investments 
Where a joint venture is engaged in the development of 
areas which have been declared zones of great interest 
for touristic purposes by law‘ 33/81 of January 10, the 
joint venture may benefit from a total or partial exemp- 
tion from taxes and from customs tariffs and duties. Pro- 
vided that the investment project in considered to be 
highly beneficial for the national economy, the State Fi- 
nance Committee may grant joint ventures7 a total or 
partial exemption during a given period from tax on net 
profits (see taxation of a corporate joint venture below) 
and from customs tariffs and duties. 
In any case, the corporate joint venture and its foreign 
shareholders, directors and employees8 are granted spe- 
cial tax treatment. This treatment includes: 
(i) an exemption from income tax levied on the gross in- 

come of private enterprises, individual shareholders, 
partners, directors and employeesg; 

(ii) an exemption-from transfer tax, levied at the rate of 
3.6% on the value of alienated real estate, business 
establishments, and equity capital. 10 

2. Taxation of a corporate joint venture 

Where no exemption is applicable, a corporate joint ven- 
ture11 is subject exclusively to customs tariffs and duties, 
to an annual tax on motor vehicles for land transport, to 
a stamp duty on the application for, obtaining and re- 
newal of certain documents, and to two direct taxes; (i) 
the net profit tax and (ii) the payroll tax. 

The net profit tax (impuesto sobre utilidades)12 
The net taxable base is calculated by deducting from the 
annual net profits (i) the portion of profits reinvested in 
increasing the equity capital of the joint venture or con- 
tributed to other types of business associations, (ii) that 
portion of profits which is allocated to the legal reserve 
acco'unt, as established by the State Finance Committee, 
and the portion allocated to a voluntary reserve account 
as agreed by the parties concerned, and (iii) that portion 
of profits allocated to the economic incentive fund for 
the Cuban employees, as established by the “ad hoc 
Commission”. 
The net taxable base is then subject to tax at the rate of 
30%. The tax liability so assessed must be paid before 
March 1 of the following year. No tax credits are avail- 
able. 

The payroll tax (impuesto sobre néminas) 
This tax was introduced by Law 1213/67 of June 27 and is 
generally levied on the total amount of salaries, wages 
and any other type of compulsory remuneration paid by 
private enterprises to their employees. 
As an exception, the payroll taxable base for joint ven- 
tures13 is the total amount of salaries, wages and any 
other type of compulsory remuneration paid to the 

Cuban workforce, except the fringe benefits paid out of 
the economic incentive fund. 
The taxable base is subject to payroll tax at the rate of 
25% which includes the compulsory social security 
charges.14 
The tax liability so assessed must be paid each month, at 
the same time as the salaries paid to the Cuban work- 
force. 

IV. REMITTANCE ABROAD OF INCOME AND 
REPATRIATION OF CAPITAL 

Foreign Employees may freely remit abroad the portion 
of earned income stipulated by the central bank. 
Foreign shareholders in the joint venture15 are guaran- 
teed by the Cuban State the free remittance in foreign 
currency of gross dividends, interest and royalties, as 
well as the portion of the sale or liquidation proceeds cor- 
responding to their participation in the Cuban joint ven- 
ture, provided that such remittance and repatriation is 
effected through the central bank. 

7. The members of other types of business associations may also benefit 
from these exemptions. 
8. Also applicable to foreign members, directors and employess of other 
types of business associations. 
9. The Cuban income tax (impuesto sobre Ios ingresos) was introduced by 
Law 998/62 of January 5, as amended by Law 1213/67 of January 10. Private 
enterprises are subject to this tax at the rates resulting from coefficients estab- 
lished by the State Finance Committee for the different types of business ac- 
tivities; the taxable income is the annual gross income without any deduction. 
Individual taxpayers are subject to this tax on the monthly income from labour 
and from capital at progressive rates. These rates are as follows: 

Rate "/0 to be 
- applied on 

Monthly income between monthly income 
Pesos$ Pesos$ (per bracket) 

0 ' 250. 11.9 
251 300. 14 
301 400. 16 
401 500. 18 
501 600. 20 
601 700. 22 
701 800. 25 
801 1,000. 30 

1,001 1,250 35 
1,251 1,500 50 
1,501 1,750 55 

V 
1,751 2,000 

_ 

60 
2,000 2,500 65 
2501 . . . 70 

104 The transfer tax (impuesto sobre transmisién de bienes inmuebles, es- 
tablecimientos mercantiles y herencias) was introduced by Law 998/62 of 
January 5. - 

11. Also applicable to the members of other types of business associations. 
12. The tax is assessed by calendar years‘ thus the financial and fiscal year 
coincide with the calendar year. 
13. Also applicable to the members of other types of business associations. 
l4. Employess receive benefits from the state social security fund for sick- 
ness, accident, maternity, disability, unemployment and retirement Public 
enterprises must pay to the Social Security Fund 10% of the payroll expgnses 
according the Decree-Law 44/81 of July 6. 
15. Also applicable to the members of other types of business associations. 
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The Tax System of the People’s Republic 
of China — A Short Survey 
by Eugen Jehle * 

I. INTRODUCTION - SCOPE OF ARTICLE 
For about three years now, the People’s Republic of China has aroused the in- 
terest of the international business community, which, of course, includes the 
interest of all those who are involved in taxation. 
The tax laws that were introduced by the Chinese Government in the early 
19505 and later amended in 1958 are now supplemented by new tax laws (and 
the pertinent regulations) which include the Individual Income Tax Law of 10 
September 1980, the Joint Venture Income Tax Law of 10 September 1980, 
and the Foreign Enterprise Income Tax Law of 18 December 1981. 
This article discusses the current tax system of China, and for that purpose, 
the taxes have been divided into three major categories: direct taxes; 1nd1rect 
taxes; and registration taxes and license duties. 
It should be noted, however, that this discussion does not consider the taxa- 
tion of state-owned enterprises which, until fairly recently, were fully inte- 
grated into the State’s economic planning. This meant that all profits had to be 
transferred to the State and that the State had to bear the losses when they oc- 
curred. Since 1979, many experiments have been going on to change this situ- 
ation, and eventually, state-owned enterprises will become subject to tax on 
profits, fixed assets and other items. 
At this stage, however', it is too early to talk about the tax system for state- 
owned enterprises. There will always be differences in the V‘ériofi's pr‘o‘vintces;

' 

and municipalities and with respect to different types of activities. In a recent 
article on this subject,1 the author concluded that tax experiments in China 
are so numerous that attempting to obtain a complete understanding of the 
prospective tax changes is not yet possible. 

ll. CLASSIFICATION OF TAXES LEVIED IN THE 
PEOPLE’S REPUBLIC OF CHINA 

A. Direct taxes 
1. The foreign enterprise income tax2 
This tax is part of the most recent tax legislation and may well turn out to be 
one of the most important taxes, certainly as far as concerns the raising of rev- 
enue for the treasury. The purpose of this tax is to tax all Chinese-source in- 
come which is not otherwise taxed under other laws such as the Individual In- 
come Tax Law or the Joint Venture Income Tax Law. As the name indicates, 
the tax concerns exclusively foreign enterprises, and with regard to such en- 
terprises, the tax “takes over” the task previously carried out by the industrial 
and commercial income tax, 
In identifying “taxable persons”, a distinction is made between foreign enter- 
prises that are actively engaged in business in China (i.e. enterprises that are 
present in China) and those that receive “passive income” from China (i.e. 
enterprises that are not present in China). This distinction is important with 
respect to the rate of tax that applies (sée discussion below). 

© 1982 International Bureau of Fiscai Documentation — BULLETIN 

Contents 

|. Introduction — Scope of article 
II. Classification of taxes levied in the 

People’s Republic of China ' 

A. Directtaxes 
1, The foreign enterprise in— 

cometax 
2. The industrial and commer— 

cial income tax 
The joint venture income tax 
The individual income tax 
The agricultural tax 

. The urban real property tax 
ndirect taxes 

The industrial and commer- 
cial consolidated tax 
The salt tax 
Customs duties 
a. Import duties 
b, Export duties 

C. Registration taxes and :icense 
duties 

7*‘0301593 

9’!‘3 

III. Tax treatment of specific under— 
takings 

IV. Conclusion 

Senior Research Associate, International 
Bureau of Fiscal Documentation. This article is 

based on a talk which the author delivered on 11 
June 1982 at the Workshop on Chinese Law or- 
ganized by the Europe China Association (Square 
de la Quiétude 7, B-1150 Brussels, Belgium) at the 
Institut de Recherches Juridiques Comparatives, 
Section Chine, Centre National de la Recherche 
Scientifique, Ivry, France. 
1. Jap Kim Siong, “China’s recent tax experi- 
ments to revive the industrial and commercial tax 
system of state enterprise”, 36 Bulletin for Interna- 
tional Fiscal Documentation 2 (1982) at 66. 
2. The Foreign Enterprise Income Tax Law of 18 
December 1981; Detailed Rules and Regulations 
for the Implementation of the Income Tax Law of 
the People’s Republic of China concerning Foreign 
Enterprises of 17 February 1982. 
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The underlying legislation wisely uses the general term 
“foreign companies; enterprises and other economic or- 
ganizations” and does not restrict itself to “corpora- 
tions”. Thus, it protects its tax jurisdiction over any en- 
trepreneurial operations that are defined as taxable in 
,this law. 
Income of foreign enterprises from the active conduct of 
business in China includes profits from cooperative pro- 
duction, processing activities and other business opera- 
tions, such as exploration and other projects performed 
under a contract. Such income also includes income from 
independent business operations undertaken through an 
establishment in China. At this time, however, it is not 
entirely clear which types of activities of an establish- 
ment in China trigger liability to this tax. 
“Passive income” is defined as dividends, interest, in- 
come from' the rental or transfer of property and other 1n— 
come which is not from the actlve conduct of busmess. 
The following rules are important in determining the tax- 
able income of enterprises that actively engage in busi- 
ness in China: ‘ 

(i) the relevant accounting method is the so-called “ac- 
crual method”, i.e. the value of the property of the 
enterprise at the end of the year is compared to the 
value at the beginning of the year and the difference 
is the profit or loss; V 

(ii) income must be calculated on an annual basis, and as 
a general rule, the-tax year is the Gregorian calendar 
year; however, other taxable periods may be applied 
for; V 

'- 

(iii)the procedure for calculating taxable income is pre- 
cisely set forth in the underlying rules and regulations 
which distinguish among industry, commerce, ser— 
vice trades and other trades. 

The Foreign Enterprise Income Tax Law identifies cer— 
tain expenses that are either not deductible at all or de- 
ductible only to a limited extent. Non—deductible ex- 
penses include payment of the national or local income 
tax, penalties for illegal operations, overdue payments 
and tax penalties, certain losses covered by insurance, 
royalties paid to the head office, and other expenses that 
are not relevant to production or to the business opera- 
tlon. . 

Expenses which are deductible to a limited extent basi- 
cally include three types of expenses: administrative, in- 
terest, and entertainment expenses. Administrative ex- 
penses (also known as overhead expenses) are deducti- 
ble only if certain requirements are satisfied. For exam- 
ple, any such payment must be for a service rendered di- 
rectly to the undertaking in China. Interest payments are 
deductible only if the interest rate passes the test of 
“reasonableness”. Entertainment expenses are deducti- 
ble only if they do not exceed certain percentages, Le. a. 
certain percentage of either net volume of sale or the 
total annual business income. These provisions are 
clearly designed to combat tax evasion in its various dis- 
guises. , 

The provisions concerning depreciation, treatment of 
losses, valuation of stock, etc. are precisely set forth in 
the underlying legislation and they basically follow the~ 
schemes commonly emplOyed in other countries. 
448 

The Foreign Enterprise Income Tax Law identifies sev- 
eral items of income that are exempt from the tax. 
Exempt income includes interest payments on loans 
glven by international financial institutions to official 
Chinese bodies or on loans given by foreign financial in- 
stitutions to Chinese State Banks which were given at a 
“preferential” rate. Whether or not the rate is “preferen- 
_tial"’ is usually specified in the underlying loan agree- 
ment. ' 

The rate of tax depends on whether the income is from 
the active conduct of business in China or is passive in- 
come. The former is taxed at progressive rates that vary 
from 20% (for an annual income of less than 250,000 
yuan) to 40% (for that part of the annual income that ex- 
ceeds 1,000,000 yuan). In addition to this tax, which is in 
fact a national tax, a local income tax at the flat rate of 
10% is levied on the same taxable income. Thus, if tax- 
able income is 250,000 yuan, the actual tax burden is 
75,000 yuan, i.e. 30%. If the annual income is 10,000,000 
yuan, the total tax burden is 48.75%. 
This tax burden may, however, be reduced by claiming 
the various tax incentives that are provided for particular 
types of activities. For example, long-term undertakings 
(i.e. which have been in operation for at least 10 years) in 
specific fields may apply for a tax holiday for the first year 
in which they made a profit and for a tax reduction of 

_ 
50% for the subsequent two years. In addition, depend- 
ing on various factors, they may apply for a reduction of 
15% or 30% for the following ten years. Finally, an 
exemption from, or a reduction in, the local income tax 
may be applied for in specific circumstances. 
Passive income received by a foreign enterprise is sub ject, 
to income tax at the flat rate of 20%. 

2. The industrial and commercial income tax3 
The industrial and commercial income tax is levied on 
the.profits ofdomestic (Chinese) “industrial and com- 
mercial enterprises”, and until the promulgation of the 
Foreign Enterprise Income Tax Law, of business ac- 
tivities (in China) of foreign enterprises. With regard to 
the latter, it was, however, common practice to arrange, 
in the underlying contracts for a tax holiday, at least a 
temporary one. 
This tax is not levied in a uniform manner all over China, 
and there are areas where industrial and commercial en- 
terprises are temporarily exempt from this tax. The latest 

' report on this subject indicates that such enterprises in 
Tibet have been exempt from the industrial and commer- 
cial income tax for several years. 
Subject to this tax are “industrial and commercial enter- 
prises” such as cooperative societies, industrial and com- 
mercial activities of people’s communes, mixed enter- 
prises (partially private and partially state-owned; the 
most prominent example is the Bank of China), and pri— 
vate enterprises: State-owned enterprises and agricul- 
tural activities carried on by people’s communes are not 
subject to this tax. . 

Taxable income is net revenue calc_ulated according to 
the accrual method. No distinction 18 made among vari- 
3. Provisional Regulations for the Industrial and Commercial Income Tax 
of 10 December 1950, as amehded. 
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ous items of income. For example, capital gains, i.e. ex- 
traordinary profits from the disposal of fixed assets, are 
automatically included in the profits. 
The following items are deductible in calculating taxable 
income: production costs, administrative expenses, and 
other expenses; depreciation using the straight-line 
method; and the industrial and commercial consolidated 
tax that was paid (see discussion under “Indirect taxes”). 
Many exemptions are provided, but it appears that the 
situation varies from province to province. An exemp- 
tion may be for an area or for specific branches of indus- 
try and commerce, or the exemption may be granted for 
retained profits and for new industrial enterprises having 
financial problems. 
The industrial and commercial income tax is levied, at 
the national level, at progressive rates ranging from 
5.75% for incomes up to 300 yuan to 34.5% for incomes 
of 10,000 yuan or more. In addition, a local surcharge 
may be levied which ranges from 10% to 100% of the na- 
tional tax. 

3. The joint venture income tax4 
The joint venture income tax is levied exclusively on en- 
terprises that are established under the “Law on Joint 
Ventures Using Chinese and Foreign Investment” of 1 
July 1979. This law states that a joint venture has to be es- 
tablished as a “limited liability company” which is the 
taxable person. The law also makes it possible for a joint 
venture to have branches abroad, and if it does, the head 
office in China will always be the taxable person for tax 
purposes and will therefore be liable for payment of the 
Chinese taxes. 

7 
Taxable income is the joint venture’s world-widevincome 
that represents (i) income from production and business 
(which covers virtually every activity) and (ii) income 
from other sources such as dividends, bonuses, interest, 
royalties, and other sources. Taxable income, deter- 
mined according to the accrual method, is grqss income 
less costs, expenses and losses. In addition, the following 
rules apply: 
(i) the procedure for calculating taxable income follows 

closely the procedure in the foreign enterprise in- 
come tax, i.e. distinctions are made among industry, 
commerce, service trade and other kinds of opera- 
tlons;

, 

Eii) the taxable period is the Gregorian calendar year; 
iii)the provisions regarding non-deductible expenses 

and entertainment expenses also closely follow the 
provisions in the foreign enterprise income tax; 

(iv) losses may be carried forward and set against the pro- 
fits of the next year; the maximum period for carry- 
ing forward losses is five years; and 

(v) fixed assets will normally be depreciated using the 
straight-line method. 

The Joint Venture Income Tax Law does not contain any 
exemptlons. However, some tax incentlves are avallable 
(see dlscussion below). ' 

The joint venture income tax is levied at a flat rate of 
30% which is the national tax. In addition; a local sur- 
charge of 10% of the national tax is levied, and the total 
tax burden is thus 33%. However, the People’s Govern- 
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ment of the Province, Municipality or Autonomous Reg- 
ion in which the joint venture is seated may decide to 
grant a reduction of, or exemption from, the local sur- 
charge on account of special circumstances. 
If a foreign participant’s share in the profits of the joint 
venture is remitted to a place outside China, an addi- 
tional income tax of 10% is levied on the amount remit- 
ted. ,

- 

Tax incentives are available which are very similar to 
those available under the Foreign Enterprise Income 
Tax Law, namely, a tax holiday in the first profit-making 
year and a tax reduction of 50% in the two subsequent 
years. In addition, a reduction of 15% to 30% may be ap- 
plied for up to ten more years. Certain conditions must 
be satisfied in order to qualify for these incentives. For 
example, the joint venture must be long-term, i.e. have 
been in operation for at least ten years. 
A foreign participant of a joint venture is entitled to a tax 
refund of 40% of the income tax paid on his share of the 
income that is reinvested in China for a period of at least 
five years. 
Where a joint venture or its branch derives income from 
abroad and has paid foreign income taxes thereon, the 
foreign taxes may be credited against the income tax lia- 
bility in China. In this regard, it may be noted that, to 
date, China has not concluded any comprehensive 
treaties for the avoidance of double taxation, but, repor- 
tedly, negotiations are going on with several countries. 

4. The individual income tax5 
On 10 September 1980, the Individual Income Tax Law 
entered into force. It is a kind of schedular tax (the 
method of taxation varies with the kind of income) which 

r is incontrast tOLaglobal income Vtaxrprurrsuant to which all 
items of income are added together and taxed at a uni- 
form rate. Before it entered into force, there was no indi— 
vidual income tax in modern China. The only exception 
referred to those cases where activities were undertaken 
by an individual (private enterprise) that qualified as an 
industrial and commercial enterprise and was thus sub- 
ject to the industrial and commercial income tax. 
Taxable persons are individuals who either live in China 
or who recelve mcome from Chma, and the law dlstln- 
guishes between reSIdents and non-reSIdents. 
With regard to residents, further distinctions are made 
depending on how long the person has resided in China. 
Individuals who have resided in China for more than five 
years are, from the sixth year of residence, subject to 
Chinese income tax on their world-wide income. Indi- 
viduals who have resided in China for one or more years 
but less than five years are subject to tax with regard to 
their Chinese-source income and that part of their 
foreign-source income that is remitted to China. Indi- 
viduals who have resided in China for less than one year 

4. The Income Tax Law of the People’s Republic ofChina concerning Joint 
Ventures with Chinese and Foreign Investment of 10 September 1980; De- 
tailed Rules for the Implementation of the Income Tax Law concerning Joint 
Ventures of 14 December 1980. 
5. Individual Income Tax Law of the People’s Republic of China of 10 Sep- 
tember 1980; Regulations for the Implementation of the Individual Income 
Tax Law of 14 December 1980. 
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are subject to Chinese income tax only on their Chinese— 
source income. 
The individual income tax identifies six types of income 
"that can be classified in three‘cétegories: 
gi) employment income; 
ii) compensation for personal services; royalties; rental 

income; 
V _ 

(iii)taxable interest, dividends and bonuses; other kinds 
of income which' the Minister of Finance has iden- 
tified as taxable. 

_ Employment income consists of wages, salaries, certain 
bonuses and year—end extras that are paid in the course of 
an existing employment relationship. However, the fol- 
lowing types of income do not_constitute taxable employ- 
ment income: certain retirement and welfare payments; 
salaries of foreign diplomatic personnel; and remunera- 
tion paid by employers outside China to individuals 
whose period of residence in China does not exceed 90 
days. 
Employment income is subject to progressive marginal 
tax rates. The law providesfor a basic exemption of 800 
yuan per month. Amounts in excess of the exemption are 
taxed at rates that range from 5% to 45% , and the 
maximum rate applies to that part of the monthly income 
that exceeds 12,000 yuan. Thus, the actual tax burden on 
‘a monthly net income of 5,000 yuan is 11.70%, and a 
monthly income of 10,000 yuan is taxed at 20.85%. 
Items of income that belong to the second category are, 
in principle, taxed at a flat rate of 20%. Residents are en- 
titled to a lump sum deduction for expenses of 800 yuan 
per payment if the payment is less than 4,000 yuan or of 
20% of the payment if it exceeds 4,000 yuan. Thus, if the 
single payment is 2,000 yuan, the effective tax burden is 
12%. For payments in excess of 4,000 yuan, the effective 
tax burden is 16%. Non-residents are not entitled to this 
deduction, and the 20% rate applies to their income 
which falls in this category. 
Items of income within the third category are, in princi- 
ple, taxed at a flat rate of 20% and no deductions are al- 
lowed. However, some exemptions are available. For 
example, interest that is defined as interest from a sav- 
ings deposits in a State or cooperative bank in China or 
any other bank authorized by the State bank is exempt 
from the individual income tax. Dividends derived from 
a joint venture or an urban or rural cooperative organiza- 
tion are also exempt for residents. 

5. The agricultural tax6 
v The agricultural tax is levied on agricultural activities un- 
dertaken by people’s communes, and the taxable person 
is the production team of the commune. The tax is levied 
on the “yield of the average harvest” which is a projected 
amount that is usually fixed for a certain number of years 

‘ (normally 3-5 years) on the basis of the harvests of previ- 
ous years. Any yield in excess of the “yield of the average 
harvest” is exempt from taxable income. 
A basic exemption is allowed. In addition, exemptions 
from, and reductions of, the agricultural tax may be 
granted when a natural disaster occurs, when new culti- 
vations are being started, or when thc’agricultural ac- 
tivities take place in so-called “handicapped” areas. 
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The agricultural tax is levied at a proportional rate; but 
the actual rate depends on the region and uSually varies 
from 13% to 19%. In addition, a local surcharge of up to 

of the tax may be levied. Usually this tax is paid-in- ' 

1n . 

It should be noted that this method of taxation contains a 
built-in incentive to increase production, and this can be 
done without creating any additional administrative 
work. Thus, it might be worthwile for other countries 
seeking to increase agricultural production to study this 
method. 

6. The urban real property tax7 
The urban real property tax is a local (i.e. municipal) tax 
that is generally levied on the value of real property, and 
the taxable person is the owner, renter or user of real 
property located in urban areas. Various factors, such as 
location, condition, etc. , must be considered in deter— 
mining the value of the property. Some property, such as 
real property used for governmental purposes is exempt 
from this tax. 
The tax rate varies from municipality to municipality. 
For land, the annual rate is usually about 1.5% and for 
buildings, it is usually about 1%. Under certain cir- 
cumstances, this tax may instead be levied on the rental 
value. 

B. Indirect taxes 

1. The; industrial and commercial consolidated 
tax 

This tax is currently the most important one in China and 
applies to all kinds of enterprises in China, including 
state-owned ones. The tax may be classified as- a.turnover 
tax that has some of the features of an excise duty. 
A taxable transaction arises whenever avtaxable item is 
transferred from one enterprise or person to another en- 
terprise or person or_when an item is imported or ex- 
ported. With respect to imports and exports, the tax 
question is usually clarified in the underlying contract, 
i.e. it is common practice for the Chinese enterprise or 
person to satisfy the tax liability. 
For enterprises or persons engaged-in industrial or ag- 
ricultural production or in retail trade, the taxable base 
consists of the gross receipts. FOr those engaged in trans- 
portation, postal and communication services, the tax- 
able base is gross income, and for those engaged in the 
service industries, the taxable base consists of the com- - 

mission earnings. 
'

- 

There are several exemptions from the industrial and
' 

commercial consolidated tax. For-example, transfers 
within an enterprise are usually exempt. In addition, cer- 
tain import items may be exempt, the most recent exam- 
ple being an exemption for items to be used in the explo- 
ration and exploitation of offshore petroleum. With re- 

6. Regulations governing the Agricultural Tax of3 June 1958, as amended. 
.7. Provisional Regulation for the Real Property Tax on Urban Buildings of 
8 August 1951, as amended. 
8. Regulations and Detailed Rules for the Industrial and Commercial Con- 
solidated Tax of 13 September 1958, as amended. 
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gard to transactions that occur in the context of compen- 
sation trade, processing trade and cooperative produc-‘ 
tion, it seems to be common practice fqr the parties to ar- 
range for an exemption in the underlylng contracts. 
As a general rule, the tax rates reflect the extent to which 
a particular Commodity is necessary to the average con- 
sumer. The rate is low for items that constitute basic 
needs, but it is as high as 69% for luxury items. Industrial 
and agricultural commodities are taxed at rates that 
range from 1.5% to 69%. Retail sales are taxed at a uni- 
form rate of 3% , and transportation services at 2.5%. A 
rate ranging from 3% to 7% applies to commissions 
earned by those engaged in the service industries. In ad- 
dition, a surcharge of 1% of the tax due may be levied. 
2. The salt tax 
The salt tax is reportedly the oldest tax that is levied in 
China and is administered by the Salt Control Bureau. It 
is a tax on the production of salt and its rate varies. Cer- 
tain exemptions are provided for, such as for salt used in 
agriculture or industry or salt that is to be exported. 

3. Customs duties9 
Although customs duties are usually not glassified as 
taxes, they are briefly mentioned here because they are 
of great significance to China. 
Certain exemptions are provided with respect to customs 
duties. For example, an exemption applies to the impor— 
tation and subsequent exportation of equipment used in 
the exploitation of offshore oil. In addition, an exemp- 
tion may apply to equipment imported for use in joint 
ventures and in compensation trade, processing trade 
and cooperative production. 

a. Import duties 
The tariff on imports is classified into 17 categories which 
are subdivided into 939 tariff numbers, and a distinction 
is made between the “minimum tariff rate” and the “gen— 
eral tariff rate”. The former is the rate that is generally 
applied to imports from countries with which China has 
concluded a trade agreement, and the general tariff rate 
applies to imports from all other countries. The applic— 
able rates may be as high as 400% for luxury items. 
b. Export duties 
Until very recently, no export duties were levied by 
China. However, as of 1 June 1982, an export duty is 
levied on 34 kinds of commodities. The export duty is 
usually levied on the export value and the rates vary from 
10% to 60%. An exception exists with respect to coal 
which is taxed on a quantitative basis, Le. 40 yuan per 
ton. No further details regarding export duties are avail- 
able at this time. ' 

C. Registration taxes and license duties 
Taxes which, in fact, are in the nature of license duties in- 
clude the slaughtering tax, the cultural and entertain- 
ment tax, and the transport means tax. These are all local 
taxes and the tax amount appears to vary significantly. In 

terms of revenue, they are of minor importance and are 
mentioned here only for the sakeof completeness. 

III. TAX TREATMENT OF SPECIFIC. 
UNDERTAKINGS 

A special tax treatment is provided for some types of un— 
dertakings 'and for activities in specific areas. For in- 
stance, a specific tax treatment applies to undertakings 
of 'any kind that are carried on in so-called Special 
Economic Zones. ' 

To date, three Special Economic Zones have been estab- 
lished in Guangdong Province, namely Shenzhcn, 
Zhuhai and Shantau. In Fujian Province, there is so far 
only one such zone, namely Xiamen. For the zones in 
Guangdong Province, detailed regulations have been re- . 

leased10 that answer all kinds of questions. As far as tax- 
ation is concerned, the income tax rate has been fixed at 
15%. There is, however, much room for negotiation for 
projects that are of specific interest to China. 
The regulations for the zone in Fujian Province have re— 
portedly been passed by the legislative bodies, and al- 
though no copy has yet been- obtained, the regulations 
are not expected to differ widely from those in 
Guangdong Province. 
Foreign shipping transport enterprises also enjoy a spe- 
cial tax treatment. ‘1 For them, taxable income is defined 
as 5% of the gross income from transport services for 
passengers and cargo within Chinese territory. This 
amount is then taxed at the rate of 4.025% which consists 
of 1% foreign enterprise income tax, 0.5% local sur— 
charge thereon, 2.5% industrial and commercial consoli- 
dated tax, and 1% surcharge thereon, namely .025%. 

‘ There are =other {undertakings ,that enjoy aflspvegiail gag A 
treatment, but those mentioned above are the most im- 
portant ones. 

IV. CONCLUSION 
The tax system of the People’s Republic of China is, at 
this time, a mixture of well-established taxes and of 
newly-introduced tax laws. With regard to the latter, it/ 
will naturally take some time before all the details have 
been worked out. I 

At any rate, the Chinese authorities must be congratu- 
lated for having released, in the course of implementing 
the four modernizations, tax laws the brevity of which 
has caused much envy and admiration in the interna- 
tional tax community. Anyone who has to deal with the 
tax laws of other countries will no doubt agree with this 
statement. 

9. Provisional Regulations governing the Customs Import and Export 
Tariffs of 16 May 1951, as amended. 7 

10. Regulations of the People’s Republic of China on Special Economic 
Zones of Guangdong Province of 17 November 1981. 
11. See the law and regulations cited in note 2, above, in connection with an 
announcement of the Minisfi'y of Finance of 26 February 1982. 
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Thé Welfare-Cost of Taxation: 
Its Meaning and Measurement 
by Nizar Jetha * 

I. INTRODUCTION 
Statements such as “the welfare cost of tax X equals (1% of 
its revenue yield” or that “the welfare gain from substitut- 
ing tax Y for tax Z would equal b% of GNP” are to be 
found in a growing number of papers on tax reform. They 
refer to the cost of distortions caused by taxes through their 
effects on relative prices. All taxes, except the poll tax, dis- 
tort the allocation of resources in the sense that the alloca- 
tion of resources would change if the taxes were removed. 

' The concept of the welfare cost of taxation attempts to 
translate the cost of tax-induced distortions in money 
terms. The concept is based on the notion of consumer’s 
surplus. 
This paper provides an introduction to the concept of the 
welfare cost of taxation and its measurement. In addition, 
it derives the basic conclusion of the theory ofoptimal in- 
direct taxation by taking advantage of the close relation- 
ship between the concept of welfare loss and the theory of 
optimal taxation. 

II. CONSUMER’S SURPLUS 
The consumer’s surplus is simply the difference between

i 

the amount a consumer is willing to pay for a quantity of a 
good and the amount he actually pays for it. Thus, if one 
is prepared to pay $1 for a can of beer but its price is 40 
cents, the consumer’s surplus is 60 cents. Every point on 
the ordinary demand curve represents the sum a con- 
sumer is willing to pay for various quantities. When the 
price of a good X is P0 and the quantity X0 is purchased, 
the amount the consumer is willing to pay for the Xoth 
unit and the price are equal, but the amounts the con- 
sumer is willing to pay for the other units urchased ex— 
ceeds the (fixed) price of the commodity 6: 
At price P0, the total sum 3 consumer is willing to pay for 
the quantity X0 is given by OSCXO, but the amount he ac- 
tually pays is given by OPOCXO. The area of the triangle 
POSC, therefore, represents the consumer’s surplus. 
Now suppose that a tax of Tx per unit of X is imposed. 
The price rises to P1 and demand falls to X]. The willing- 
ness to pay for X1 is represented by OSaXl but the outlay 
made is OPlaXI. The consumer surplus is now PISa. The 
reduction in the consumer surplus due to the increase in 
price is, therefore, PoPlac. 
The deprea'se in consumer surplus due to an increase in 
price glves the total welfare loss. However, when the 
price merease is caused by a tax, the additional tax rev— 
enues should be subtracted from the total welfare loss 
because the revenues, when spent, would bring benefits. 
The tax of Tx per unit of X would bring tax revenues of 
TXX1, denoted by the area POPIab. Hence, we are finally 
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left‘with the triangle abc as the measure of the welfare 
cost of taxation. The loss of welfare due to taxation is var- 
iously referred to as the “excess burden”, “deadweight 
loss” and “efficiency cost”. ~ 

Ill. CONSUMER’S SURPLUS AND 
COMPENSATING VARIATION 

It has been suggested that a price-induced change in con- 
sumer’s surplus is given by the area to the left of the de- 
mand curve between the two prices. Strictly, the change 
in the consumer’s surplus is not given by the area to the 
left of the ordinary demand curve, but by the area to the 
left of a compensated demand curve. The present section 
explains the reason for this as well as the meaning of the 
compensated demand curve. In the process, further light 
will be shed on the concept of_c0nsumer’s surplus. 
The upper part of Figure 2 shows income on the vertical 
axis and purchases of a good X on the hgizontal axis. U1 
and U2 are indifference curves, and Y2 is the initial 
budget line corresponding Lo price P1 for X. At the price 
P1; the consumer spends YR of his income on ‘X, pur- 
chasing the quantity X1. This gives us one point on the or- 
dinary and compensated demand curves, denoted by a in 
the lower part of the diagram. When the price rises to P2, 
the budget line changes to YW, giving a new equilibrium 
on the lower indifference curve U2. The purchases of X 
fall to X2 and a second point on the ordinary demand 
curve (b) is obtained. To obtain the corresponding point 
on the compensated demand curve, we need to ask what_ 
quantity of X the consumer would purchase at the higher 
price P2 if his income were increased so that he could re— 
main on the original indifference curve U1. T_he answer 
,can be found by? “moving” ,the budgqt line YW to the 
right, keeping its slope constant, until it touches U1. Aé 
the diagram shows, the answer is that the quantity X3 
would be purchased, and this gives us the second point on 
the compensated demand curve (c). Other points can be 
derived by considering different prices. It should be clear 
that the compensated demand curve is a relationship be- 
tween prices and quantities when a conSumer remains on 
a given indifference curve (that is, when his utility is held 
constant). 1 - 

* Economist, The World Bank, Washington, DC. 
1. A simple mathematical derivation of a compensated demand curve may 
help. Let the utility functidn be ofthe form U = Ql, where Q. and 02 are the 
quantities of goods 1 and 2 consumed, respectively. Let P1 and P2 be the prices 
of goods 1 and 2, respectively. Minimizing the expenditure on the two goods 
(PIQI + P202) subject to the initial level of utility (say U“) being maintained 
will give the compensated demand curves. Minimizing the Lagrangean: 
L=PIQI + P202 + g ( U°—Qloz) 
we get 

31. . 3L 1 .8L 0 _ ——=P — Q =0,——:P — Q =0,—-—=U —Q Q -0 60' I g _2 802 2 g 1 8g 1 2 

which give 
V2 I 0 5/2 

Q1 = P—Z—UU and 02 = P—L—U 

P1 P2 
the compensated demand curves for goods 1 and 2, respectively. See James M. 
Henderson and Richard E. Quandt, Microeconomic Theory (New York: 
McGraw Hill, 1980), pp. 20-21. 
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The amount of compensation that must be paid to the 
consumer in order to enable him to remain_on U1 when 
the price of X rises from P1 to P2 is given by YY*. In gen- 
eral, the amount of compensation paid or received that 
will leave the consumer in his initial welfare position fol- 
lowing a change in price is known as “compensating vari— 
ation”.2 To put it differently, compensating variation 
measures the change in utility due to a price change in 
money terms.3 But this is precisely what the change in 
corisumer’s surplus was supposed to represent. It can be 
shown, but will not be shown here, that compensating 
variation equals the area to the left of the compensated 
demand cy_rve between the two prices.4 In terms of the 
diagram, YY* corresponds to Plca. This provides the 
rationale for the use of compensated demand curves. 
In light of the above discussion, we can define excess bur- 
den as compensating variation minus tax receipts.5 In 
practice the excess burden is often calculated directly by 
estimating the area of the relevant triangle under the 
compensated demand curve (eca in Figure 2). 

IV. MEASUREMENT OF WELFARE COST 
OF TAXATION 

Suppose that a tax of Tx per unit of good X is levied. Re- 
ferring to Figure 1 but treating the demand curve as the 
compensated demand curve, the excess burden of the tax 
may be expressed algebraically as: W =41/2(P1— P0) (X0 — X1) I 

=—1/2dP dX ‘ 

(1) 

, Multiplying and dividing this expression by dP gives 

— 1/2 dP d_)_( dP 
dP 

Now multiplying and dividing by XP2 and rearranging 
glves

I 

' 2 

_1 dX P dP b 
(dP X) 

XP P—~ 
But Q B (to be denoted by CD) is the compensated 

dP X 
elasticity of demand (elasticity of demand of the com- 

dP _ Tx . 

_P_. _ T561$ the rate of tax 

(to be denoted by t). The preceding expression may now 
be written as: 
W = — 1/2 613 X Pt2 (2) 

(1) and (2) are two equivalent formulae for computing 
the excess burden of a single tax. These partial equilib- 
rium formulations ignore the existence of other taxes. 
Moreover, frequently we wish to know the welfare gain 
or loss of increasing or decreasing one tax and changing 
another tax to keep the tax revenue constant. We, there- 
fore, need a general expression for the excess burden of a 
given set of taxes. The general expression for the excess 
burden of N taxes" is: 
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pensated demand curve) and 

N N W=— 1/2 Z Z ' Ti 
i=1 j=1 

a X- . . 
. . 

where Sij = 
( 

IS the. compensated derlvatlve 

of the demand for the ith commodity with respect to the 
price of the jth commodity,7 and Ti is the amount of tax 
per unit of good i. 
The general expression can be reduced to (2) in the case 
of a tax on a single good, as follows: » 

W=—1/2 SUT? (sincei=j=1) 

31,2 (dPoz 
dPl U 

=_1/2 (% h & ((31302 
P1 1 P1 U , 

_ 1/2 % 3; X1 & .(dPI)2 
dPl X1 P1 P1 

= — 1/2 6D XlPlfi (where t1 = ICE—Pl)
1 

2. For a lucid and more detailed discussion of compensating variation, see 
Robin W. Boadway, Public Sector Economics (Cambridge, Mass.: Winthrop 
Publishers, Inc., 1979), pp. 47-50. 
3. Note that there is no unique measure of utility change in money terms. 
Equivalent variation could be used instead of compensating variation. See 
Henderson and Quandt, pp. 49—50. 
4. This is not difficult to show using indirect utility functions and expendi- 
ture functions, but a discussion of these concepts will take us too far afield. See 
Henderson and Quandt, pp. 41-45, 49-52.

I 

5. A simple numerical illustration of a compensated demand curve, com- 
pensating variation and excess burden will be found in PB. Dixon, S. Bowles 
and D. Kendrick, Notes and Problems in Microeconomic Theory (Amster- 
dam: North Holland, 1980), pp. 144—146. 
6. The expression is derived in a number of different ways in Arnold C. 
Harberger, “Taxation, Resource Allocation and Welfare”, reprinted in Taxa- 
tion and Welfare (Boston: Little, Brown and Company, 1974), pp. 25-62. It 
should be noted that one of the assumptions underlying the derivations is that 
outputs are produced at constant costs. 
7. It will be recalled that the relationship between the derivatives ofan ordi- 
nary (or uncompensated) demand curveand a compensated demand curve is 
given by the Slutsky equation 

‘93 = M _x_ 1);; 
a Pj a utility=c0nstant I 3y prices=constant 

where Xi: the demand for the ith good, P1» = the price ofthe jth good and y: in- 
come. The expression on the left is the derivative of the ordinary demand 
curve and the first term on the right is the derivative of the compensated de- 
mand curve. We denote the compensated derivative 

3 Pi utility=constant 

by Sij. It should be noted for later reference that Sij =Sji. For a derivation of the 
Slutsky equation and its interpretation, see Henderson and Quandt, pp. 25- 
32.

’ 
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V. AN APPLICATION 
Laidler8 has estimated the welfare cost of income tax in- 
centives for owner-occupied housing in a simple partial 
equilibrium framework.9 The main features of his ap- 
proach are illustrated in Figure 3. D represents the de- 
mand for housing services. 31 is the supply curve and de- 
notes the marginal private cost of providing housing ser- 
vices. The subsidy given through the tax system lowers 
the private marginal cost of housing to the levels repre- 
sented by 32. As a result of the subsidy, the consumption 
of housing services expands by 0001. 
The net loss of welfare is denoted by the shaded triangle 
fcg. This can be seen as follows. The expanded consump- 
tion of housing services increases the consumer surplus 
by ebcg. But the cost of the subsidy (ebdg) must be set 
against it to arrive at the net change in welfare. The net 
loss of welfare is, therefore, given by cdg. Since cdg and 
fcg are similar triangles, the area of the triangle fcg also 
gives the welfare loss. We obviously need to know the 
size of the subsidy and the increase it induces in the quan- 
tity of housing in order to estimate the size of welfare 
loss. 

If a homeowner were taxed in the same manner as other 
investors, his taxable income would be given by: 
Taxable income 2 (GR—PT—D—M—MI)V 
where GR = gross rent, 
PT 2 property taxes, D = depreciation, M = maintenance,and 
M1 = mortgage interest, 
all expressed as a percentage of the value of the house 
(V). Taking the numerical values used by Laidler: 
Taxablejncome = 11—0.015—0.0225—0.0125—0.06)V (4) 
This states that if the homeowner were to rent his house, 
he would have to charge a gross rent of 11% of the value 
of the house if he is to meet all expenses. However, tax 
laws in the United States and many other countries per- 
mit the homeowner to exclude gross rent from his tax- 
able income and to deduct property taxes and mortgage 
interest from his other income. Taxable income from 
owner-occupied housing is, therefore, given by: 
Taxable income 2 —PT—MI)V 

' —0.015—0.006)V (5) 
Subtracting (5) from (4) would give the reduction in tax- 
able income due to the special tax treatment of owner- 
occupied housing. Multiplying this reduction in taxable 
income by the taxpayer’s marginal tax rate then gives the 
tax saving or subsidy associated with the tax incentive for 
owner-occupied housing. Thus, 
Subsidy =t (GR—M—D)V 

.26 Ell—0.0125 — 0.0225)V 

.26 0.75)V 
= 0.0195V 

where the marginal rate of personal income tax (t) has 
been taken to be 26%. Hence the amount of the subsidy 
is $0.0195 per $ of the cost of the house, and the rate of 
subsidy is 17.7% (0.0195V/0.11V). 
To estimate the change in the quantity of housing, we 
need to know the price elasticity of demand fqr housing 
and the stock ot owner-occupied housmg. Laldler used 
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an elasticity of —1.5 for his computations. ‘0 The value of 
owner—occupied housing owned by persons in the income 
group $10,000 — 15,000 was $61,956 million. Multiplying 
the rate of subsidy (17.7%) by elasticity of demand (1.5) 
will give the percent over—invested in housing of 26.6%. 
This translates into the amount over-invested in housing 
of $13,011 million [(26.6/(100 + 26.6)) x 61,956]. 
The welfare loss may now be computed as follows:11 W = 0.5 A P A Q = 0.5 Esubsidy) (amount over-invested) = 0.5 0.0195) (13,011) = $137 million 
Making similar calculations for other income classes, 
Laldler arrived at the total welfare cost of the tax conces— 
sions for owner-occupiers of $500 million per annum. 

VI. EXCESS BURDEN AND OPTIMAL 
INDIRECT TAXATION ' 

The concept of excess burden leads naturally to the 
theory of optimal taxation, and perhaps provides the 
simplest way of deriving a basic proposition in optimal 
taxation. ‘2 Optimal tax rates are defined as the rates that 
will raise the required revenue by minimizing the excess 
burden oftaxation. We wish to investigate the main 
Characteristic of the structure of optimal indirect taxa- 
tion. The traditional theory of taxation concluded that an 
ad valorem tax at a uniform rate on all commodities 
would minimize the excess burden of taxation. Recent 
research has shown that this conclusion would only be 
valid if all final commodities (including leisure) could be 
taxed. The modern approach is based on the assumption 
that leisure cannot be taxed. The question that the 
theory of Optimal indirect taxation ,thenV poses i5: which 
*tax rates will minimize the excess burden of indirécftixa? '1 " 

tion given that a specific amount of revenue must be 
raised and that at least one commodity cannot be taxed? 
As will be shown, the answer is that the tax rates should 
be so chosen that the demand for all taxed commodities is 
reduced by the same proportion. A single rate for all 
goods will, therefore, not be optimal. 

8. David Laidler, “Income Tax Incentives for Owner-Occupied Housing”, 
in Arnold Harberger and Martin Bailey (eds), The Taxation oflncomefrom 
Capital (Washington, D.C.: The Brookings Institution, 1971), pp. 50-76‘ 
9. For studies on excess burdens in the context of two-sector general 
equilibrium models, see Arnold C. Harberger, “Efficiency Effects ofTaxes on 
Income from Capital”, reprinted in Taxation and Welfare, pp. 163-170; 
Michael J. Boskin, “Efficiency Aspects of the Differential Tax Treatment of 
Market and Household Economic Activity”, Journal of Public Economics, 
Vol. 4, No. 1, February 1975, pp. 1-25; and Martin Feldstein, “The Welfare 
Cost of Capital Income Taxation”, Journal ofPolitical Economy, Vol.86, No. 
l, part2, April 1978, pp. 529—352. 
10.7 Most'early studies, including Laidler’s, used the elasticity of the ordinary 
demand curve. For a more recent study using compensated elasticities, see 
Harvey S. Rosen, “Housing Decisions and the U.S. Income Tax: An 
Econometric Analysis”, Journal of Public Economics, Vol. 11, No. 1, Feb- 
ruary 1979, pp. 1-24. ~ 

11. The minus Sign vanishes because a subsidy is a negative tax. 
12. A simple introduction to optimal taxation will be found in David E. 
Bradford and Harvey S. Rosen, “The Optimal Taxation of Commodities and 
Income”, American Economic Review, V61. 66, No. 2, May 1976 (Papers and 
Proceedings, 1975), pp. 94-101. 
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To find optimal rates of indirect taxes, we minimize (with 
respect to tax rates): 

K K 
WZ—l/Z Z Z 

' i=1 j=1

K 
subject to _2 TJ- Xi = R F1 
where Sn and T have already been defined, Xj =the quan- 
tity of the jth good purchased and R: tax revenue. K <N 
denotes that at least one good cannot be taxed. The con- 
straint (the second expression) simply states that the cho- 
sen tax rates must bring revenue equal to R. 
We can simplify this problem without loss of generality. 
First, define Ti = tiCi, where ti = percentage rate of tax 
on the ith good and Ci = the producer’s price (cost) for 
the ith good. The solution will then contaifi ad valorem 
rates, which are of greater interest than specific rates 
(Ti). Second, let producers’ prices for all commodities 
equal 1 (that is Ci 2 1 for all i). This will simplify the 
mathematics by reducing the number of symbols. Note 
that the relationship between the consumers’ and pro- 
ducers’ prices will be given by Pi = (1+ti)Ci = (1+ti), 
where Pi is the consumer’s price for the ith commodity. 
Third, assume that there are only three commodities, 
two goods (X1 and X2), which can be taxed, and leisure 
(X3) , which cannot be taxed. This will make it possible to 
write out all expressions in full, thereby making the deri- 
vation clearer. ‘ 

Our problem now is to minimize: 
3 3 

W=—1/2 E E 
i=1 j=1 g

3 
subjectto .2 tj=R-'3 

J=1 

Recalling that t3 = 0 and noting that 812 § 82.1, minimiza- 
tion of W subject to the revenue constramt IS equlvalent 
to the minimization of the Lagrangean: 
L = —1/2[S“t% + Szzt? + zslztltz] + g [t1X1 + tzxz—R] 

/ . We obtain 

32% =—[511t1+312t2]+g[‘1 3X1+t2 L&+x1]=0 (6) 
1 at] at] 

a L _ S E “[ 12t1+522t21+gh1 3X1+t2 a x2+X2]=O (7) 
M2 atz 

The next step is to transform expressions such as 
a Xi/a tj into Sij. This can be done by noting that: 

.api_ a xi 3 X- a X‘ - ._ _ 

atj 
_ 

a Pj 
(smce PJ—1+tJ) |.__ I 

a Pj .a tj 
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and recalling the Slutsky equation 
.3 Xi‘_ H_ ~ axi 
TF1. ‘SU XJW 
Substituting the right hand side of the Slutsky equation 
for 8 Xi/ 8‘. 

ti into (6) 
—[511t1+ $12t2]+ g[t1(311‘X1%l) 
+ t2(512-,X1 964%) + X1]=0

\ 

Collecting terms in S” and Sn, 
(g—1)[Snt1 + SIZt2]=g[tl 3 X1 + t2 3 X2—1]X1 

_ 
a y a y 

or Slltl + 812t2=CX1 
‘ 

(8) 

whereC=g——-(t1 + t2 “fizz—.1) 
g—1 a y 3 y 

Similarly (7) can be reduced to: 
StI + 522%:s (9) 

(8) gives an estimate of the proportion by which the de- 
mand for X1 would decline as a result of the taxes on X1 
and X2. (9) states that the demand for X2 should decline 
by the same proportion. It follows that (8) and (9) to- 
gether imply that tax rates should be so chosen that the 
demand for both X1 and X2 declines by the same propor- 
tion (along compensated demand curves). This proposi- 
tion, known as the Ramsey rule, is what we had set out to 
establish. ‘ 

A special case of the Ramsey rule arises when the de- 
mands are independent (that is, when Sn = $21 = 0). The 
implications of the solution will be more clearly seen if 
derivatives are replaced by elasticities, and the amounts 
of tax payable by ad valorem tax rates. To do this, we di- 
vide both sides of (8) by X, and multiply the left hand side 
by Pl/Pl .‘ Similarly, we divide both sides of (9) by X2 and 
multiply the left hand side by Pz/Pz. We gé‘t 
S11h L1 = C . 

(10) 

K X1) P1 ' 

522& L2 = C (11) 
x2 P2 . 

SiiP'_ 3 xi E But Y‘i— (—a Pi) XiU 
is nothing but the compensated elasticity of demand for 
the ith good with respect to its price (to be denoted by 
eii) and ti/Pi is simply the ad valorem rate of tax (amount 
of tax as a proportion of the gross-of-tax price) for the ith 
good (to be denoted by ri). Combining (10) and (11) 
£1_€22 
r2 3 11 
In words, this states that the yax rates should be; inversely 
related to (compensated) prlce; glasticities. Thls result is 
referred to as the inverse elastlcny rule. 

13. The derivation given here is suggested by an example in Arnold C, Har- 
berger, “Taxation, Resource Allocation and Welfare". Taxation and Welfare, 
p. 48. 
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One special case where the conclusion of the traditional 
theory will hold when leisure cannot be taxed is worth 
noting. 14 This occurs when the supply of labor (and con- 
sequently the consumption of leisure) is fixed. Then, a 
tax at a uniform rate on all commodities other than lei- 
sure will not distort the structure of demand since the re- 
lative prices of taxed goods will remain unchanged, and 
the change in the relative price of leisure and other goods 
would not matter because the consumption of leisure 
.could not be varied. The assumption that taxes do not af- 
fect the work-leisure choice lacks realism, however. 
Optimal taxes have been discussed in relation to the allo- 
cation of resources. Equity considerations can also be in- 
troduced in the framework of optimal taxation. 

VII. CONCLUDING REMARKS 
The increasing use of welfare cost calculations in applied 
public finance has stimulated renewed interest in better 
measures of consumer’s surplus. ‘5 The usefulness of the 
concept of consumer’s surplus for policy purposes has, 
however, always been surrounded by controversy. ‘6 The 
reader alone must, therefore, decide how much impor- 
tance to attach to excess burden calculations in judging 
the merits of different tax reform proposals. 

14. We have suggested, but not demonstrated, that a imiform rate of tax 
would be optimal when all final goods (including leisure) can be taxed. An 
equivalen_t expression for (3) when Ti = tiCi and Ci = 1 is: 
W: U2 2 2 Sij (ti— ti)2 

i j<i
' 

It follows that the welfare loss will be minimum (in this case, nil) when tax rates 
on all goods (including leisure) are equal. See Arnold C. Harberger, “Taxa- 
tion, Resource Allocation and Welfare", Taxation and Welfare, p. 39. 
15. 8%, especially, Jerry R. Green and Eytan Sheshinski, “Approximating 
the Efficiency Gain of Tax Reforms", Journal of Public Economics, Vol. 11, _ 

No.2, April 1979, pp. 179-196; and Jerry A. Hausman, “Exact Consumer's 
Surplus a'nd Deadweight Loss”, American Economic Review, Vol. 71, No. 4, 
September 1981, pp. 662-676. 
16. A useful survey of the controversies is provided in J.M. Currie, J.A. 
Murphy and A4 Schmitz, “The Concept of Economic Surplus and Its Use in 
Economic Analysis”, The Economic Journal, Vol. 81, No. 324, December 
1971, pp. 741-799.

~ 
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AUSTRALIA: 

Avoidance of Income Tax: 
Trust Stripping * 

This statement aims to make clear beyond all doubt that 
trust stripping schemes can no longer have their intended 
effect of enabling participants to avoid payment of in- 
come tax, and that taxpayers who pay fees to promoters 
for such schemes are simply wasting their money, as well 
as makingthemselves liable to heavy penalty taxes. 
The essence of a trust stripping scheme is that income of a 
family trust is diverted, through a chain of trusts, to per- 
sons who are associated with the promoter but who do 
not pay tax on the income, perhaps because it has been 
moved off—shore to persons who are not residents of Aus- 
tralia'fior income tax purposes. The family members 
enjoy the benefit of the income, less the promoter’s fee, 
in a non-taxable capital form. 
Anti-avoidance legislation dealing specifically with these 
schemes has been enacted, with effect from 12 June 
1978, and was the subject of amendments of a 
strengthening nature, operative from 6 March 1980. 
The practical effect of that legislation, where it applies, is 
to tax the incOme in the hands of the last trustee in the 
chain, . 

at the maximum rate of personal income tax, 
60%. This basis of taxation accords with the general rule 
of the income tax law that income of a trust to which no 
beneficiary is presently entitled is taxed in the trustee’s 
hands at the rate of 60%. 
Trust stripping arrangements are also within the scope of 
the new general anti—avoidance provision of the Income 
Tax Assessment Act, Part IVA. Under that provision a 
person is taxed on income which might reasonably be ex- 
pected, but for a tax avoidance scheme, to have been de- 
rived by the person as income subject to income tax.’The 
family members from whom income is diverted under a 
trust stripping arrangement are accordingly taxed as if 
they had received the income. 
Where Part IVA applies to strike down a tax avoidance 
scheme, the persons concerned are'liable to pay not only 
the amount of tax sought to be avoided but also addi— 
goqal tax by way of penalty of an additional 200% of the 
351C tax. 

It has recently come to the Government’s notice that, de- 
spite its resolute attacks on these tax avoidance schemes, 
some promoters continue to market them. An outline of 
known features of schemes that have come under notice 
is contained in an appendix to this statement. 
While the Commissioner of Taxation has come into pos- 
session of details of a number of such schemes, those who 
promote them make it their business to keep details away 
from the tax authorities and even , in some critical re- 
spects, away from taxpayers to whom the schemes are of- 
fered. Their aim in doing this is to delay administrative 
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consideration of the schemes for as long as possible and 
the payment of tax ulimately found to be payable. It is 
because of this reticence that some of the examples in the 
appendix are sketchy. 
The attempted exploitation involved in all of these 
schemes is blatant. A legal opinion used to assist in mar- 
keting the first of the schemes runs to some 54 pages and 
discusses at length the possible obstacles to the success of 
the scheme. 
In discussing the possible impact of Part IVA, counsel 
writes: 

“The present proposal clearly involves a ‘scheme’ as de- 
fined, and it will be one entered into after 27 May 1981. It is 
hard to contest the View that it ‘would be concluded’, after 
considering the various matters listed in section 177D, that 
the dominant purpose of those who entered into it and car- 
ried it out was to effect a tax saving for the client group. But 
not all tax savings or adventages are within .the definition of 
‘tax benefit’. For the Part to have an adverse effect upon 
[the client’s trust] or any member of the client group it is 
necessary for the Commissioner to nominate a particular 
taxpayer, and a particular amount of assessable income 
which amount ‘would have been included, or might reason- 
ably be expected to have been included’ in the assessable in- 
come of that taxpayer: section 177C(a). It is only where that 
can be done that the Part enables the Commissioner to as- 
5655.” 

While in this and other opinions on the matter, counsel 
put a number of arguments to the effect that the specific 
and general anti-avoidance provisions do not a'pply, the 
key line of argument is that it cannot be said in a number 
of cases that, but for the scheme, an amount would or 
might reasonably be expected to have been included in a 
particular beneficiary’s assessable income. 
The Government has sought the advice of the Commis- 
sioner of Taxation about the likely efficacy of the latest 
schemes. The Commissioner is strongly of the view that 
the courts will uphold his contention that it is practicable 

‘ to find the identity of the persons who would have de- 
rived the income, or might reasonably be expected to 
have derived it, but for the scheme. On that basis there 
could on one View of things be no need for Government 
action — in due course persons concerned will be liable to 
pay the tax along with the penalty tax.

' 

However, the fact remains that promoters are blatantly 
offering these schemes for sale. Equally, the Govern- 
ment cannot accept that such schemes should have even 
the remotest chance of success, either to escape payment 
of tax altogether or to defer its payment until after the 
process of appeals has been concluded. 
The Government has considered whether Part IVA 
should be amended, but has concluded that it should not. 
The central test — whether there is an omission of income 
that otherwise might reasonably be expected to have 
been included in the taxpayer’s assessable income —— is, in 
the Government’s View, a correct one. To express it in 
other terms would probably involve conferring on the 
Commissioner of Taxation the onerous responsibility of 
selecting, on a discretionary basis, the person to be 

* Statement of 11 May 1982 by the Treasurer, the Hon. John Howard, 
M.P. 
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taxed. That, in the Government’s View, is the least at- 
tractive of the possible options. 
Rather than adopt such a course, the Government in— 
tends to follow a procedure it has followed in relation to 
what have become known as “expenditure recoupment” 
schemes of tax avoidance. I indicated in a statement on 
24 September 1978 that if further “expenditure recoup- 
ment” schemes were to surfaCe, remedial legislation 
would be brought forward and be effective from that 
day. The Government has on subsequent occasions 
given effect to this warning, the most recent occasion 
being that of my statement of 9 February 1982 about cer- 
tain tax rebate schemes of the “expenditure recoup- 
ment” type. 
Accordingly, I now announce that, should existing legis- 
lation be found inadequate to strike down any scheme of 
the trust stripping type, the Government will introduce 
appropriate remedial legislation. That legislation will 
have effect after today, that is, it will apply to trust in- 
come of the current and subsequent income years, ex- 
cept where the income has been paid to or applied for the 
benefit of a beneficiary before tomorrow. The legislation 
will be structured so that tax is borne by the persons who 
are found to have rights to effectively enjoy the income, 
whether in a capital form or in any other way. Depending 
on the structure of the particular schemes, collection of 
the tax could be from beneficiaries, trustees or any other 
participants. 
Although this action will make it certain that the tax will 
be paid, participants in trust stripping schemes cannot be 
allowed to have the advantage of a postponement of the 
time of payment of the tax. Therefore, I also make it 
clear that any legislation that it becomes necessary to 
propose will in addition make the people concerned li- 
able to pay as penalty tax an amount at least as great as 
that which applies at present under Part IVA. 
This statement is a clear and unambiguous warning as to 
the Government’s intention in this matter. 

Appendix to Treasurer’s Statement 
of 11 May 1982 

Trust strip using Australian and overseas trusts (1) 
O The client’s family trust makes a distribution of its income 

to a trust controlled by the promoter which, in turn, distri- 
butes the income to a third trust also controlled by the 
promoter. 

0 The trustee of the third trust distributes an amount repre- 
senting the‘promoter’s fee to a further trust controlled by 
the promoter. The trustee then resolves to hold the bal- 
ance of its income for the benefit of an Australian unit 
trust, with the claimed result that the unit trust will in turn 
be deemed to be presently entitled to that income. 

0 The trustee of the third trust then enters into arrange- 
ments designed to ensure that the amount of the income, 
net Of the promoter’s fee, is in reality retained by the 
client’s family trust. This is achieved by the trustee of the 
third trust lending the equivalent amount, in exchange for 
a promissory note, to a trust controlled by the client. That 
trust then uses the funds represented by the loan to pur- 
chase assets from the client’s original family trust. 
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0 The income to which the Australian unit trust has been 
made presently entitled (net of the “fee” distribution to 
the promoter’s trust) is, without funds ever leaving Aus- 
tralia, successively applied for the benefit of six trusts each 
of which is established in Nauru. The income is accumu- 
lated in the sixth Nauruan trust. 

0 It is claimed that the income is no longer attributable to 
Australian sources. However, in the event that that claim 
is not successful and section 100A of the Income Tax As— 
sessment Act‘ applies to deemthe trustee of the sixth Nau- 
ruan trust not to be presently entitled to the income a 
further mechanism is built into the scheme with a view to 
ensuring that the trustee of the fifth Nauruan trust is not 
subject to assessment under section 99A of the Act. 

0 Under this, a United Kingdom company becomes entitled 
to the intome of the fifth Nauruan trust in the event that 
the trustee of that trust does not exercise its discretion to 
apply income for the bene'fit of the sixth Nauruan trust 
(i.e. in the event that section 100A applies to deem the 
sixth Nauruan trust not to be presently entitled to the in- 
come). The resultant income of the UK. company is 
claimed to be exempt from Australian tax under the dou— 
ble taxation agreement with the UK. by virtue of the in- 
come being “industrial or commercial profits” not at- 
tributable to a permanent establishment in Australia. The 
income is said not to be subject to tax in the UK. as it is a 
fictitious entitlement to income that arises solely by the 
operation of‘Australian tax law. 

0 The final stages of the arrangements involve thesixth Nau- 
ruan trust lending an amount equal to the accumulated in- 
come to a seventh Nauruan trust which then subscribes for 
units in an eighth Nauruan trust which, in turn, settles the 
amount on a ninth Nauruan trust, which is capable of 
being controlled by the client. 

0 Ultimate beneficial entitlement to the funds represented 
by the promissory note issued by the client’s second trust 
ends up with the ninth Nauruan trust and arrangements 

‘ are made so that if’the promissory note is presented to the 
'client’s trust for payment the client is able to obtain practi- 
cal control of the trust. 

Trust strip using Australian and overseas trusts (2) 
O The scheme promoter’s finance company makes a loan to 

an Australian discretionary trust controlled by the promo- 
ter by accepting a demand bill. 

O The promoter’s discretionary trust purchases units in the 
promoter’s fixed unit trust by endorsing the bill to that 
trust. - 

O The promoter’s fixed unit trust purchases — by further en- 
dorsement of the bill — special limited income units in a 
Northern Territory unit trust presently controlled by the 
taxpayer through a related discretionary trust holding a 
controlling interest in ordinary units. The limited income 
units are capable of being converted to ordinary units by a 
specified date. 

0 The Northern Territory unit trust then makes a loan to the 
client’s operating trust, the income of which is to be strip- 
ped, by further endorsing the bill. 

O The client’s operating trust (which in the case _of “in- 
house” arrangements may be the promoter’s own trust 
having income that flows to it under other avoidance ar- 
rangements) then distributes its income down a chain of 
Australian trusts to the promoter’s discretionary trust by 
further endorsements of the bill. The promoter’s dis- 
cretionary trust then repays its debt to the finance com- 
pany by endorsing the bill. 
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The preceding steps complete a round-robin, the result of 
which is to ensure that the amount of the income of the 
operating trust is retained by the trpst. As part _Of the 
scheme, the right of conversion attachmg to the llm1ted 1n- 
come units held by the promoter’s uni; trust lapses, ensur- 
ing that control of the Northern Terrltory un1t.trust (aqd 
so of the outstanding debt of the client’s operating trust 111 
respect of the loan) is retained by the client. 
An Australian unit trust is then made presently entitled to 
the income of the promoter’s discretionary trust, which is 
represented by its present gntitlement from the preceding 
trust in the chain. 
The present e’ntitlemeqc is then passed down throggh 'a 
number of foreign trusté‘ to a Canadian resident. Agam it IS 
claimed that the income is no longer attributable to 
sources in Aus'tralia. The arrangements also incorporate 
the use of “secondary beneficiaries”, similar in nature to 
those under the preceding scheme. 
The Canadian entity assigns its right to the trust income to 
a Nauru trust which gifts the right to the income to the 
promoter’s fixed unit trust. This step is designed to ensure 
that the Australian unit trust and the trusts in the foreign 
chain are presently entitled to the relevant trust income. 

Trust strip using Australian and overseas trusts (3) 
The client’s operating trust (which again, under certain 
“in-house“ arrangements, may be the promoter’s own 
trust) distributes its income in the form of a bill of ex- 
change through a chain of Australian trusts associated 
with the promoter. 
The last Australian trust assigns the bill of exchange to a 
discretionary trust (controlled by the taxpayer) in ex- 
change for an unsecured note. The discretionary trust 
makes a loan to the operating trust by endorsing the bill of 
exchange in its favour. 
The effect of these arrangements is to complete a round- 
robin, by which money represented by the bill ofexchange‘ 
rgmains with the client’s operating trust. 
The last Australian trust resolves to distribute the income 

‘ to a tax haven trust in Nauru and holds the unsecured note 
for-that trust. 
The tax haven trust sells its interest in the unsecured note 
to a second Nauru trust which in turn sells the note to a 
foreign company controlled by the Client, or associates of 
the client, ensuring that there is no outstanding liability on 
the part of the client. The net result of this and the round— 
robin of the bill ofexchange is to ensure that the amount of 
the income is in reality retained by the client’s operating 
trust. 

The tax haven trust borrows from an associated tax haven 
trust and distributions of income in the form of a bill of ex— 
change occur down a chain of foreign trusts. It is claimed 
that the income is no longer attributable to sources in Aus- 

_ 

tralia or, if that claim is not successful, that the income is 
exempt from Australian tax by virtue of the “business "pro- 
fits” article of Australia’s double taxation agreement with 
Canada — the country of residence of the last two entities in 
the chain. 
The final entity in the foreign chain — a Canadian company — claims to avoid any liability to tax in that country offset- 
ting assessable trust distributions by deductible interest 
payments which arise as part of the scheme. In addition no 
Canadian interest withholding tax is said to be payable be— 
cause of the terms of the particular loan agreements. 
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The off-shore arrangements, including the interest com- 
m1tment_s, are financed by a complex series of round-robm 
transactlons usmg a tax haven company. 
The client’s operating trust passes a fee to the promoter by way of a second and parallel set of trust distributions down 
a second trust chain. 

Trust/gift distribution scheme 
The operating discretionary trust distributes its income to 
a related discretionary trust, the beneficiaries of which are 
phe same or substantially the same as those of the operat- mg trust. 
The related trust invests the whole of the amount ofthe in- 
come in subscribing for special “A” class redeemable pre- 
ference shares in a newly established private investment 
company, thereby acquiring control of that company; 
The company then lends an amount equivalent to the 
amount subscribed for the shares back to the operating 
trust. 

The preceding steps complete a round—robin, the net re- 
sult of which is that the income of the operating trust is in 
reality retained by that trust. 
The beneficiaries of the related trust are made presently 
entitled to the income of the trust (now represented by the 
special “A” class redeemable preference shares), subject 
to their using that present entitlement to acquire the pre- 
ference shares. 
The beneficiaries are “invited” to donate those shares to a 
charity, gifts to which are deductible for income tax pur- 
poses. The deduction claimed in respect of the gift is equal 
to the amount of the assessable trust distribution. 

Trust strip through use of charitable trusts 

The client’s discretionary trust distributes its income to a 
trust controlled by the promoter. The beneficiaries ofthat 
trust are the unborn children of the Client and a further 
trust controlled by the promoter. 
The promoter’s trust then distributes the income to the 
second trust controlled by the promoter, which in turn dis- 
tributes the income to a “charitable trust”. 
The charitable trust distributes the income to a second 
“Charitable trust”, the income of which is claimed to be 
exempt from income tax. 
The second charitable trust distributes ‘a minor part of the 
trust income to a charity. The major part of the income is 

.distributed to a specied individual beneficiary. It is 
claimed that the income from the exempt trust retains its 
exempt character in the hands of the beneficiary. 
A separate promoter entity reimburses the client’s dis- 
cretionary trust by way of a collapsible loan, i.e. a loan not 
intended to be repaid. 

Family trust stripping scheme 
The trustee of a new discretionary trust is introduced as a 
beneficiary of a family trust. 
The initial beneficiaries of the new discretionary trust are 
the family members and the _trustee of a trust controlled by 
the promoter. ' 
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0 Subsequently, the family members are excluded as be- 
neficiaries both of the family trust and of the new dis- 
cretionary trust. 
The original family trust then derives income from a dis- 
tribution from a family company, which is in turn distri- 
buted to the new discretionary trust. 
The new discretionary trust then enters into arrangements 
designed to return the amount of the income to the family. 
These involve the trustee subscribing for special redeema- 
ble preference shares in a company, which are sub- 
sequently forfeited. The company then reimburses the 

family interest, either directly by the settlement of trusts 
for the benefit of the family members, or b settlements in 
favour of an associate which will acquire (and forfeit) re- 
deemable preference shares in a company controlled by 
the family group. 
A further promoter’s unit trust is then made “presently en- 
titled” to the income ’of the new discretionary trust, which ' 

is represented by ’its present entitlement to the original 
family trust’s income. 
The §econd promoter’s unit trust “deals” with the distribu- 
tlon 1n ways that have not been disclosed. 

Conference Diary 
NOVEMBER 1982 
Management Céntre Europe: 11th Interna— 
tional Finance Conference: Changes in inter- 
national finance and their implications for 
business (including: Financial and tax incen- 
tives aimed at attracting investments). 
Geneva (Switzerland), November 3-5 (Eng- 
lish). 

Horizon International Tax Management:Tax 
and legal counseling for the foreign client 
(Seminar). Los Angeles California (U.S.A.), 
November 5 (English). 

International Tax Planning Association: Sin- 
gapore Seminar (including: South East Asia 
as a base for international transactions; cur-' 
rent developments in international tax plan- 
ning). Singapore (Republic of Singapore), 
November 10-12 (English). 

Management Centre Europe: Leasing; 
techniques and analyses (including: Tax as- 
pects of leasing). Brussels .(Belgium), 
November 17-19 (English). 

Tax Affairs Foundation of the Philippines: 
2nd International Tax Convention. Singa- 
pore (Republic of Singapore), November 26- 
30 (English). . 

Steuer-Telex-Seminar: International Tax 
Law; (in particular business relations be- 
tween Germany and Austria from a tax point 
of view). Vienna (Austria), November 19-20 
(German). 

DECEMBER 1982 
Management Centre Europe: Taxation of In- 
ternatlonal Group Companies and Branches 

(including: Taxation of branches and sub- 
sidiaries; taxation Qf shareholders; domestic 
and tax treaty “anti-avoidance” measures) 
(Seminar). Brussels (Belgium), December 2- 
3 (English). 

Terzake Belastingen: Tax aspects of Doing In- 
ternational Business. Amsterdam (Nether- 
lands), December 2 (Dutch). 

Management Centre Europe: International 
cash management (including: International 
tax aspects in cash management). London 
(United Kingdom), December 6—8 (English). 

Management Centre Europe: Stanley B. Lub- 
man on China (including: The joint venture 
income tax law; the tax on individual income; 
the tax on foreign enterprises; recent regula- 
tions and interpretations by central and local 
.tax authorities). Brussels (Belgium), De- 
cember 9-10 (English). 

UK. Tax Congress: 2nd Annual U.K. Tax 
Congress (including: Current uses of UK. 
offshore tax havens; taxation of commercial 
interest; tax deferral opportunities for indi— 
viduals). London (United Kingdom), De- 
Cember 9-10 (English). 

OCTOBER 1983 
The Taxation Institute of Australia: Sixth Na— 
tional Convention (including: The role of the 
High Court in interpreting tax statutes; taxa- 
tion of technology; tax shelters and planning 
for the ’805). Melbourne (Australia), April 
10-15 (English). 

37th Annual Congress of]. FA. .' I. Tax avoid— 
ance/tax evasion. 11. International problems 
in the field of turnover taxation. Venice 

(Italy), October 10-15 (English, French, Ger- 
man, Spanish). 

FOR FURTHER INFORMATION 
PLEASE WRITE TO: 

Horizon International Tax Management, 
Ltd.: 410 Linden Road, Bellingham, 
Washington 98225 (U.S.A.). 
International Tax Planning Association: 
33A Warwick Square, London SW1V ZAD 
(United Kingdom). 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, 
Burgemeester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (the Netherlands). 
Management Centre Europe: Avenue des 
Arts 4, B-1040 Brussels, Belgium. 
Steuer-Telex-Seminar: Dr. Peter Deubner 
Verlag GmbH, Abteilung Seminare. Post- 
fach 410268. 5000 Kéln 41 (Federal Repub- 
lic of Germany). 
Tax Affairs Foundation of the Philippines, 
Inc.: 32 Catanduanes Street - West Avenue 
(near the Mobil gas station) Quezon City. 
PO. Box 100 PA, Manila (Philippines). 
Terzake Belastingen: VNU Data publishing 
International bv. Antwoordnummer 18007, 
1000 VB Amsterdam (Netherlands). 
The Taxation Institute of Australia: 113 
Swanson Street, Melbourne VIC. 3000 
(Australia). 

UK. Tax Congress: 20 London Road, Hor- 
sham, West Sussex RH12 lAY (United 
Kingdom). 
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In memoriam 
Professor Dr. J.C.L. Huiskamp 
IFA announces with great sorrow the untimely death of its 
Assistant Secretary General, Professor Dr. J .C.L. Huls— 
kamp, on 13 September 1982. His health had been-indlffe- 
rent during the last years but this did not prevept h1m from 
accomplishing the many tasks he imposed on hlmselfi. IFA 
is in particular grateful for the work he performed on 1ts be- 
half. 

Professor Huiskamp started his career in 1952 as a research 
associate with the International Bureau of Fiscal Documen- 
tation, where he worked with an interruption of some time 
for 15 years. He was the Editor-in—Chief of the Bulletin for 
International Fiscal Documentation and in 1967 he became 
one of the Bureau’s deputy directors. In 1971 he left the 
Bureau and accepted a post as associate professor at the 
Erasmus University in Rotterdam and deputy director of 
the Institute for Fiscal Studies. Later he became a full pro- 
fessor and the director of that Institute. 

His friends know that J oop Huiskamp had many adveysitjes 
in his life and that only in the last few years dld he agaln find 
happiness with his wife Lenie. We all mourn a dear friend 
whose capability and integrity were above question 

Some Highlights from the Secretary General’s 1981-82 Report 
Presented at the Montreal Congress 1982 
BERLIN CONGRESS 1981 
The 35th Congress of IFA took place in September 1981

I 

in the International Congress in west Berlin under the 
supervision of Dr. Karl Beusch, Chairman of the Ger- 
man Branch of IFA, assisted by Mr. Arnold Willemsen 
and Dr. Karl-Dieter Wingert. 
With respect to Subject I — “Mutual agreement — Proce- 
dure and practice” — Prof. Dr. H. List (Federal Republic 
of Germany) acted as Chairman of the Working Session, 
Prof. Dr. P. Fontaneau (France) as discussion leader, 
Dr. K. Koch (Federal Republic of Germany) as General 
Reporter and Messrs. P.E. Coates (USA), J. de la 

* Villa ‘Gil (Spain), D.A. Ward (Canada) and J. Westen- 
burgen (Netherlands) as panelists. 
With respect to Subject II — “Unilateral measures to pre- 
vent double taxation” — it was Mr; J. Olinger (Luxem- 
bourg) who acted as Chairman, Prof. Dr. E. ~H6hn 
(Switzerland) as discussion leader, Dr. D. Juch (Nether- 
lands) as General Reporter and Messrs. A. Timbart 
(France), G. Hill (Australia), R. Aguirre (Mexico) and 
H. Roe (United Kingdom) as panelists. 
462 

Chairman of the Seminar on “Taxation of the income 
arising from the international seabed” was Prof. Dr. K. 

. Vogel (Federal Republic of Germany) and panelists 
were Messrs. C.M. Bruce (U.S.A.), Dr. P. Kirthisingha 
(UNCTAD), Dr. K. Oetting (Federal Republic of Ger- 
many) and Mr. J .C. Delespaul (France). These gentle- 
men were also instrumental in writing background pap- 
ers to the Seminar provided to the participants in their 
congress kits. - 

MITCHELL B. CARROLL PRIZE 
Dr. Moris Lehner (Federal Republic of Germany) won 
the Mitchell B. Carroll Prize 1981 for his work entitled 
Mdglichkeiten zur Verbesserung des Verstiindigungsver- 
fahrerzs auf der Gundlage des EWG-Vertrages (Pos- 
sibilities of improving the mutual agreement procedure 

‘ within the scope of the EEC Treaty).1 

1. See 35 Bulletin for International Fiscal Documentation (1981) at 519. 
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_IFA OFFICERS COME AND G0 
The Executive Committee regretfully announces the 
premature death of its member, Dr. Robert Bechinie, 
Chairman of the Austrian Branch. Two new members

_ 

were appointed: Mr. M. Marin Arias (Spain) and Mr. R. 
Koch-Nielsen (Denmark). Dr. Antal (Netherlands) was 
replaced by Prof. A. Nooteboom, currently the Chair- 
man of the Dutch Branch. 
Mr. Graeme Herring (Australia) will be due for statut-_ 
ory retirement at the Montreal Congress. 

NATIONAL BRANCHES 
At the Berlin Congress the Singapore Branch was recog- 
nized. Sri Lanka is also interested in forming a branch 
and Mr. Ambalavaner has submitted a draft constitution 
for approval. A number Of branches have faithfully sent 
reports on their branch activities and it is hoped that 
other branches will follow suit. There have been a 
number of bilateral meetings, e.g. the Belgo-Luxem- 
bourg Branch held a joint seminar with the German 
Branch. 

MEMBERSHIP FEES 
IFA will recommend — for the second consecutive year — 
not to increase the membership fees for 1982-83. Thus 
they will remain: — US$ 38 for individual members of IFA branches; 
— US$ 40 for direct individual members of IFA; ' 

— US$ 90 for corporate members, both direct and of 
national branches. 

MONTREAL CONGRESS 1982
‘ 

At the time of writing the 1981-82 Report‘, preparations 
for the Montreal Congress were nearing completion. 
General Reporters are Prof. E. Héhn (Switzerland) and . 

Me. G. Coulombe (Canada) for Subject I and Subject II 
respectively. The discussion leader will be Mr. R.M. 
Hammer (U.S.A.) and Prof. I. Claeys Bouuaert (Bel- 
gium). The Chairmen of the Resolutioris Committees 
are Prof. Dr. H. Vogel (German Federal Republic) and 
Dr. R. Casas (Mexico). 

The Seminar to be organized by IFA will have as its sub- 
ject “Imputation Systems — Objectives and Conse- 
uences”, and it will be chaired by Mr. D.A; Ward 
Canada): Panelists will be Mr. P. den Boer (Nether- 
lands), Mr. D.R. Tillinghast (U.S.A.), Dr. S. Mayr 
(Italy), Mr. S. Wright (U.K.), Mr. S. Poddar (Canada), ' 

V 
Dr. P. Franken (German Federal Republic), Prof. P. 
Fontaneau (France), and Mr. A. Buelinc_kx (Belgium). 

The Canadian Branch will organize t'wo seminars, one on 
the Canadian tax system and one on the draft Canadian— 
U.S.A. tax treaty. Booklets containing background in- 
formation will be prepared by Canadian. tax experts. 
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FUTURE CONGRESSES 
1. Venice Congress 1983 
Dpring i§s spring meeting the Permanent Scientific Com- 
mlttee dlscussed the directives for the Venice Congress. 
The subjects are: 
Subject 1: Tax avoidance/T ax evasion. 

General Reporter: Prof. V. Uckmar 
(Italy). 

Subject 11: International problems in the field of gener— 
al taxes on sales of goods and services. 
General Reporter: Prof. DDr. H.G. Ruppe 
(Austria). 

2. BUENOS AIRES CONGRESS 1984 
The subjects which were selected for the Buenos Aires 
Congress are: 
Subject I: Tax factors affecting the international flow 

of capital between the parent and its sub— 
sidiary. _ 

The General Reportership is still under dis- 
cussion, and will be known finally during 
the Montreal Congress. 

Subject 11: Social security contributions as a tax factor 
for enterprises engaged in international ac— 

_
_ 

‘ 
tivities. 
General Reporters: Profs. E.J. Reig and J. 
Macén (Argentina). 

COLOMBIAN BRANCH OF IFA 
Recent activities 
The Colombian Branch of IFA currently has 41 active; 
members including many leading experts in tax matters. 
Since June 1981 the Executive Committee has accepted 
five new members who have had a distinguished career in 
taxation.- Some of its aCtive members have been called 
upon to serve their country in high positions. For in- 
stance, Dr. Bernardo Ortiz has recently been appointed 
President of the Council of State and Dr. Simén Rod- 
riguez President of the Administrative Court of Cun- 
dinamarca. The present National Director of Taxes has 

_ 

also been a member of IFA for serveral years. In addi- 
tion, the Colombian Branch includes a number of former A 

Finance Ministers, former directors of taxes and leading 
lawyers and‘professors specialized in taxation and public 
finance among its members. 
The Executive Committee, which was appointed in June 
1981, considered the legal regime for foreign invest- 
ments of utmost importance and therefore focussed its 
efforts on organizing a seminar on this subject. This 
seminar was held on 26 February 1982 and lasted 10 ' 

hours and attracted 80 participants. Papers were read by 
five members of the Colombian Branch on the following 
subjects: ' 

' — The development of the institutional framework and 
. 

V 

foreign investment'policy; ’ 

- Legal and exchange regimes;
I — Tax treatment of-profits; accounting and tax rela- 

tions with the head office; - 

463 V



— Technical assistance and services, know-how and 
‘ 

royalties; 
. i — Public contracting — consortla and then tax treat- 

ment. 
Other activities included the organizing of luncheon 
meetings which were devoted to the discussion of 
selected subjects. At one of these meetings members of 
the Bird-Wiesner Commission were invited to discuss a 
number of interesting issues dealt within their report on 
public finance which was prepared at the request of the 
national government. In November 1981, Dr. Carlos 
Ramirez presented his report on the “Tax treatment of 

_ 
interest in international economic transactions” which 

~_ he prepared for the Montreal Congress. . 

These luncheons serve, in addition, to inform the mem- 
bers on subjects selected for future IFA congresses as 
well as to examine and comment on other activities of the 
Colombian Branch. A special task undertaken by the 
Branch is the publication of a bibliography and articles 
on tax subjects, including comparative tax law. For this 
purpose the Bulletin for international fiscal documenta- 
tion has been of valuable assistance. Unfortunately, 

. however, due to language barriers, these articles cannot 
be as widely distributed and used as they deserve. 

MALAYSIAN BRANCH 

On 11 June 1982 the Malaysian Branch 0fIFA held its in- 
augural meeting- On that occasion, Mr. Angel Q. 
Yoingco, Director of the National Tax Research Center, 
Republic of the Philippines, delivered a talk on Regional 
Cooperation in Taxation. The major part of this talk is re- 
produced here. 

It does feel grand to be given the honor of being the guest 
speaker for the inaugural luncheon meeting of the 
Malaysian chapter of the International Fiscal Associa- 

- tion. In the Philippines, we term this privilege as “buena 
mano.” In commercial parlance, he is the first morning 
buyer. Normally, he is supposed to bring good luck-t0 the 
business. I hope I brought all the luck with me. It may in- 
terest you to know, that I have a high batting average 
when it comes to being a lucky “buena mano.” 
I cannot help but entertain some suspicions however, on 
why I was extended this invitation by Mr. Lee Beng Fye, 
Secretary General of 12th SGATAR meeting and Tan 
Sri Lim Leong Seng, former Director General of your 
-T ax Department and now Chairman of IFA, Malaysian 
chapter. Let me reflect aloud on two possible reasons. 
First, being Mr. Lee Beng Fye’s personal friend, I 
strongly suspect that he virtually pressured you in having 
his friend as the guest speaker. ' 

Second, I‘would like to think that being the only partici- 
pant who has been with the Study Group on Asian Tax 
Administration and Research (SGATAR) from the day 
it was conceived in 1970 until today, gives me enough ex- 
perience to speak before a group of learned men. 
Given the prerogative to make the choice, I shall take the 
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last reason as the most plausible rationale why you have 
invited me. It is also for this reason why I chose to speak 
on a topic that is close to my heart and is of concern and 
interest to you: Regional Cooperation in Taxation. Let 
me warn you at this point that my ghost writer differed in 
his opinion of what I should talk about. Thus, he pre- 
pared a speech for me on an entirely different topic. I was 
therefore left on my own to prepare my short discourse 
for this afternoon. 
The opening remarks of the Mayor of Copenhagen t0 the 
1979 IFA meeting lucidly summarized the dilemma of 
many developing countries: The appetite of the public 
for paying taxes is not as strong as their demand for gov- 
ernment services. Governments constantly face the 
problem of financing their continuously rising budgets. 
Quite commonly this situation will be met either through 
the increase in existing tax rates or through the enact- 
ment of new taxes. This process‘cannot go on indefinitely 
as there is a limit to taxation. At some point in time,” tax— 
ation will affect incentives to work and invest. Already, 
we witness an evidence of people’s aversion to taxes 
through non-compliance with tax laws. Policy makers 
must therefore find other avenues to increase the pro- 
ductivity of their tax systems. It is along this need that re- 
gional cooperation in taxation aside from bilateral tax 
treaties finds relevance. Through regional organizations 
couritries can share information on tax policies, practices 
and experiences. They can also provide a forum where 
policy makers and administrators can learn from one 
another through study groups and regular meetings espe- 
cially with regard to the improvement of tax administra- 
tlon. 

A more concerted effort is also needed in confronting the 
problem of taxing multinational companies effectively. 
Given the lack of resources to adequately check the fi- 
nancial records of these corporations, countries, espe- 
cially developing ones, should get more organized to 
draw up tax laws and measures to face the MNC’s 
strategies in minimizing tax liabilities like the use of tax 
havens. 
The other area calling for regional cooperation in taxa— 
tion is the needed tax coordination for the elimination of 
trade barriers and the promotion of investments through 
the tax instrument. EEC countries for example tend to 
harmonize their tax laws to promote the free flow 'of 
goods and services in the region. - 

Among others, these could have spurred the organiza- 
tion of regional tax organizations. For the 20 Latin and 
American countries, there is the Centro Interamericano 
de Administradores Tributaries (CIAT) which was or- 
ganized in 1967. The Caribbean Organization for Tax 
Administrators (COTA) organized in 1970 services the 
needs of countries in the Caribbean like Jamaica and the 
Dominican Republic. For members of the Common- 
wealth, the Commonwealth Association of Tax Ad- 
ministrators '(CATA) has recently been founded. In Asia 
and the Pacific, we are proud of the SGATAR which had 
its first meeting in Manila in 1971. 

- A cursory look at the charters of these organizations re- 
veal that they have c.or.nm01_1 objectives. They purport to 
improve tax ' admlnlstratlon in member countries 
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through the mutual exchange of ideas and experiences; 
they aim to promote tax research and the conduct of 
studies on the various tax systems. They are also in- 
tended to review and exchange information about the tax 
policies and tax structures of member countries. 
The fact that the said regional organizations have con— 
tinued to function justifies their existence. I can speak 
more easily on SGATAR because I have seen it grow and 
mature. Although the structure of its membership has 
changed due to political developments in the region, the SGATAR now boasts of nine member countries as fol— 
lows: Australia, Indonesia, Japan, Republic of Korea, 
Malaysia, New Zealand, Philippines, Singapore and 
Thailand. The SGATAR has provided an appropriate 
venue for cooperation and discussion in taxation among 
these member countries. In its annual meetings, member 
countries have freely discussed their ideas, practices and 
experiences on about 41 major topics in taxation such as 
direct taxation, incentive taxation and tax administra- 
t10n. 
The problem of tax evasion has been discussed in almost 
three meetings. In the 1979 Manila meeting, the member 
countries identified the following as the most common 
forms of tax evasion: 
1. Unreported income of taxpayers through non-filing 

of returns, omission of certain types of income like 
dividends and interest. 

2. Understatement of income through reduction in or 
non-recording of sales and incorrect accounts_. 

3. Improper and unallowable deductions; and 
4. False allocation of income through, among others, 

false charges for salaries and diversions to fictitious 
partners. 

Member countries exchanged experiences in coping with 
evasion practices. Indonesia and Malaysia conduct in- 
spection of business and residential premises, as well as 
examination of books of accounts. Japan resorts to audit- 
ing of books and other evidential documents, books of 
the taxpayer’s business counterparts and simultaneous 
auditing of the head office and its branches. New Zea- 
land and Japan use counterpart audit 0f bank accounts to 
check cases of tax fraud. ‘ 

In the 1978 Wellington meeting, member countries 
acknowledged common problems with regard to the tax- 
ation of multi-national corporations. The difficulties as 
shared were mainly brought about by the following fac- 
tors: 

1. Insufficient information held by the resident com- 
- pany or subsidiary on the methods applied by the 
overseas parent company in fixing prices and other 
‘charges; 

_

. 

2. Lack of expertise on the part of tax officials in hand- 
ling tax audits and investigations; 

3. Inadequate comparative information, particularly’ 
where the MNC is in a monopoly situation; and 

4. The processing of accounting information through 
highly sophisticated computer systems which are 
programmed and controlled within the parent com- 
pany’s country of residence. 

To overcome the above problems, most SGATAR coun- 
tries e_mploy the “arm’s length” method in determining 
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the taxable income of MNC’s. This means that the profit 
ratios expected are those that would have been derived 
had the parties to the tansactions been independent. 
Another technique employed by participating countries 
is the introduction of withholding tax systems at source 
with respect to payment of interest, dividends, and royal- 
ties to the parcnt companies. The Wellington meeting 
ended with an agreement of the need for greater cooper- 
ation and discussion among them in the exchange of in- 
formation relative to MNC’s. 
The grant of fiscal incentives has also been a favorite 
topic for discussion in SGATAR as it has been studied in 
about three meetings. The dynamism of SGATAR and 
its response to the changing needs of the countries within 
the region are evident on the changing concept about tax 
incentives. In the 1971 Manila meeting, the participating 
countries were unanimous in acknowledging that fiscal 
incentives contribute to economic development by at- 
tracting investments into those areas which need to be 
developed. A minority pointed out. however the disad- 
vantages of granting liberal incentives which could 
cause, among others, undue competition among de- 
veloping countries, in particular. This thinking became 
more pronounced in the 1975 Bangkok meeting. The de- 
legates generally racognized that all concessions and in- 
centives should be open to review and change with 
clearly stated time limits on measures such as tax holi- 
days and deferred tax payments. It was also recognized 
that if all countries in the region were to use fiscal mea- 
sures to promote exports, a conflict of interest may arise 
where two or more countries are exporting the same 
product. The 1975 meeting cautioned that developing

‘ 

countries should not compete excessively with one ' 

another in'the grant of export concessions. 

The attitude towards fiscal incentives radically changed 
in the 1980 Jakarta meeting. Some participants espe- 
cially those from Singapore expressed doubt on the ef- 
fectiveness of fiscal incentives in encouraging develop- 
ment and in attracting foreign investments. Malaysia and 
Japan could not say with certainty as to the extentvthe lo- 
cational incentive was contributory to industrial de- 
velopment. The meeting concluded with the need of 
member countries to review their respective investment 
schemes. 
Regional meetings in taxation such as the SGATAR do 
not only end up in conclusions and recommendations. 
The latter only serve as spring—boards in the introduction 
of improvements in the tax system of the participating 
country. They also serve as stimuli for regional projects 
and activities. Allow me to illustrate both. 
1. An instance where one country learns from another 
is typified in-the expansion of the tax withholding system 
of the Philippines. I have no doubt that the discussion of 
the Japanese withholding system during the 1976 Singa-, 
pore meeting has given new insights to the Philippine 
participants. The Japanese delegation explained a com- 
prehensive withholding scheme in Japan which covers 
wages, retirement allowances, interest, dividend and re- 
munerations for almost every type of profession. The 
scheme 'as mentioned reduces administrative and com- 
pliance costs as well as assures a steady flow of’govern- 
ment revenues. 
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The Philippine government introduced the expanded 
withholding system in 1978 which is similar in many re- 
spects to the Japanese system. Various forms of incomes 
are subject to a withholding tax ranging from 21/2 to 35%. A feature has been added, however, in that the withheld 
tax is creditable.

' 

2. The SGATAR has had opportunities for regional 
projects. Joint undertakings have been quite successful 
because of the cooperation of member countries. To 
date, SGATAR, has completed three publications 
which contain basic information about the tax systems in 
the region: 
a. . The Glossary of Tax Terms which is a handy compen- 

dium of the definitions of tax terms and phrases com- 
monly used in SGATAR countries. It is intended to 
serve as a convenient reference material in interna- 
tional conferences, tax treaties and research studies. 

b. The Tax Systems of Selected Countries in Asia and the 
Pacific is a synopsis of the tax systems in each of the SGATAR member countries and is aimed at provid- 
ing information to investors, public officials, mem- 
bers of the academe and students. 

c. The Tax Administration Procedures of Selected 
Countries in Asia and the Pacific analyzes the various 
stages of tax administration procedures in SGATAR 
countries and recommends measures to improve the 
efficiency in tax administration. 

Cooperation among member countries has also been 
conducted informally. We have had chances of sending 
our personnel to train in taxation in other countries, such 
as in Singapore. The Philippine government, my office in 
particular, has also invited some of the tax personnel 
from SGATAR member countries including some 
junior tax officials from Malaysia to share our experience 
in policy formulation and research.

' 

There are various areas in taxation through which coun— . 

tries in the region can help one another. SGAT AR is one 
of the more effective tools for harnessing regional coop- 
eration. It was in fact in the 1974 Malaysian meeting that 

r the decision to continue SGATAR was firmed up due to 
the following reasons: 
1. Immeasurable benefits are derived from the ex- 
change of information among participating countries. 
2. SGATAR meetings are opportunities for member 
countries to a) discuss problems and their possible solu- 
tions; b) keep abreast of new tax legislations and de- 
velopments in other countries; c) share their experi- 
ences. 
It is along these reasons that your chapter, the Malaysian 

V IFA, International Fiscal Association, is looked upon 
with significance. In the IFA, you will study interna- 
tional and comparative law in regard to public finance. In 
connection with this objective, the birth of the Asian 
Pacific Tax and Investment Research Centre (APTIRC) 
based in Singapore is of common concern to us. 
The speaker then went on by mentioning the Interna- 
tional Bureau of Fiscal Documentation based in Amster— 
dam and founded by the IFA in 1938. The Bureau, so 
Mr. Yoingco said, is involved in the setting up of a similar 
research institution in Singapore. Mr. Yoingco, who is a 
member of that institution’s founding committee, out- 
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lined some of the activities it may perform once it is es- 
tablished. He then continued: 
Given your interest in fiscal matters not only in Malaysia 
but in Asia and the Pacific, I am positive that you will find 
APTIRC’s objectives complementary to yours and its 
services as relevant to your needs. Prof. van Hoorn, in 
fact wishes your association success in a message to you 
which he requested me to relay. Let me quote a part of it: 
On behalf of the International Bureau of Fiscal 
Documentation, a “child” of IFA born shortly after its 
mother’s birth, I wish to congratulate the Malaysian 
chapter and to extend to all members my cordial greet- 
ings. The Bureau was originally meant to serve the mem- 
bers of the IFA. Now, it has a much broader objective, 
but my colleagues and I shall be at your disposal 
whenever you need our assistance. As a first token of 
friendship, I gave instructions to send to each member 
listed in the Yearbook of IFA a copy of the-Bureau’s an- 
nual report 1981. If it has not yet arrived, it should reach 
you shortly. 
I wish the branch and each member a successful future in 
the field of our common interest. 
In a way, I am more privileged than Prof. van Hoorn as I 
have this opportunity to personally wish all of you and 
the IFA, Malaysian chapter, success in all your under- 
takings. I hope that through a short discussion of the sig— 
nificance of regional cooperation in taxation, I have 
given you insights on how you can be of mutual assistance 
to each other within your organization and how you can 
reach out to others who are engaged in taxation outside 
Malaysia who may share your goals, interests and needs. 

Thank you and Mabuhay. 

SWISS BRANCH OF IFA 

Overview of the activities in 1981 
In 1981 the management of the Swiss Branch of IFA met 
three times. These meetings immediately preceded the 
general meetings of the members at which the subjects of 
discussion were current national and international de- 
velopments. The management stresses the good re- 
lationship with the General Secretariat of IFA in Rotter- 
dam (the Netherlands). 
By the end of 1981 the Swiss Branch had 319 members 
(254 individual persons and 65 legal entities), i.e. 26 
more than at the end of 1980. On 30 January 1980 Mr. 
Fritz Branderet (Head of the Legal Service of the Fed- 
eral “Wehrsteuer” Division (income tax and net wealth 
tax)) of the Federal Revenue Service and Prof. Dr. Ernst tn, St. Gallen, read papers on “Income from capital 
and capital gains in income tax law”. The discussion 

‘ focussed on the practice of the Federal Court which con- 
siders tax-free capital gains as taxable income from capi- 
tal. A number of delegates expressed their doubts 
whether this practice has a sound legal basis.1 Another 

1. F. Banderet: Vermégensertrag und Kapitalgewinn in 36 Steuer Revue 
No. 9 (1981) at 383; E. Héhn: “Die Abgrenzung von Vermégensertrag und 
Kapitalgewinn im Einkommensteuerrecht”, in 50 Archiv fur Schweizeri- 
sches Abgaberecht N0. 10 (1982) at 529. 
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subject which was discussed was an initiative taken by 
the Parliament of the canton of Graubfinden with respect 
to the computation of the income of electric power sta- 
tions working in more than one canton. The motives of 
the initiative were explained by Dr. T. Russi , Head of the 
Legal Service of the Tax Administration of Graubfinden. 
The standpoint of the electric power stations and dis- 
tributors of electricity was clarified by Mr. C. Hertig, 
notary and director of the BernscheKraftwerke AG. 
The problems have certain tax aspects and will also affect 
the users of electricity. The discussion showed that the 
problems could not be solved through the application of 
the Constitutional provisions prohibiting double inter- 
cantonal taxation.2 
At the general meeting of 19 June 1982, Dr. K. Locher, 
Director of the Federal Revenue Service, Dr. Maurice 
Aubert, banker , and Dr. Lionel Frei, Division Head of 
the Federal Police Department, read papers on “Ex- 
change of information in taxation”. It was shown that the 
restrictive policy followed up to now by the Federal au- 
thorities has substantially changed. These changes are 
mainly based on Art. 3(3) of the new Federal Law on in- 
ternational aid in criminal cases of 20 March 1981 which 
will take effect on 1 January 1983. This provision will en- 
able foreign States to obtain assistance from the Swiss. 
authorities in cases of tax fraud, provided that a number 
of conditions have been met. 3 

During the meeting of 13 November 1981, Mr. Ludwig 
and Dr. Constantin reported on the results of the 1981 
IFA Congress held in Berlin. The national reporters for 
the 1982 IFA Congress in Montreal presented their re- 
port. Dr. Alphons Schmid (Basel) treated the subject: 
“The tax treatment of interest in international economic 
transactions”. In this connection-it is noted that Prof. Dr. 
E. Héhn will be the General Reporter on this subject. 
Mr. George Muller (Lausanne) discussed the subject: 
“Taxation of payments to non-residents for independent 
personal services”. Mr. Cl. Brélaz, President of the Ap- 
peal Committee of the canton Vaud, gave an overview of 
the work accomplished in harmonizing Swiss taxation. 

2. .T. Russi: “Die Standesinitiative des Kantons Graubfinden fiber die 
steuerliche Gewinnberichtigung bei Partnerwerken der Elek- 
trizitéitswirtswirtschaft” in 36 Steuer Revue No. 4 (1981) at 137; G. Hertig: 
“Die Standesinitiative des Kantons Graubfinden fiber die steuerliche 
Gewinnberichtigung bei Partnerwerken der Elektrizitfitsschaft“ in 36 Steuer 
Revue No.4 (1981) at 146. 
3. K. Locher: “Internationale Zusammenarbeit in Fiskalsachen in Schwci- 
zerischer Sicht, insbesondere die internationale Amts- und Rechtshilfe in 
Steuerstrafsachen” in 50Archivf12r SchweizerischesAbgaberecht No. 3 (1981) 
at 97; M. Aubert: “L’échange d’inform'ations fiscales dans le traité d’entraide 
judiciaire enb matiére pénale entre la Suisse et les Etats-Unis in 50 Archivffir 
Schweizerisches Abgaberecht No. 7 (1982) at 347. See also F. Zuppinger: “Pro- 
bleme der internationalen Amts- und Rechtshilfe in Steuer-, insbesondere in 
Fiskalstrafsachen 50 Archiv fur Schweizerisches Abgaberecht Nos. 1-2 (1981) 
at 5.

~ 

r fl A F H I At the request of the U.N. Economic Commission for Africa — ECA 
0 Country Surveys 

‘ — Taxation of Individuals 
- Taxation of Companies 

0 Revenue Sources 

0 Fiscal Aspects of Economic Integration in Africa 

0 Tax Treaties (full texts in English) 

0 Documentation 0 Bibliography I L J 

* Loose-leaf, by air 
* Updated quarterly . 

Q Further details and free samples from: _' %_ INTERNATIONAL BUREAU OF FISCAL DOCUMENTATION 

I III "III I 
Sarphatistraat 124 — PO. Box 20237 — 1000 HE Amsterdam -— the Netherlands 

_l, l_ Tel.: 020 - 26 77 26 Telex: 13217 intax nl Cables: Forintax 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 467



I 

OECD ACTIVITIES IN THE FIELD OF TAXATION 

(January—June 1982) 

During this period a number of important projects relat- 
ing to tax policy issues and international cooperation 
have been completed. These are mentioned in the fol- 
lowing paragraphs. In addition, the OECD Committee 
on Fiscal Affairs has continued to provide a forum where 
tax'authorities of the OECD Member countries Can meet 

' 

regularly and exchange views on the current tax policy is- 
sues. 

INTERNATIONAL COOPERATION 
New OECD Model Double Taxation Convention on 
Estates and Inheritances and on Gifts 
‘On 3 June 1982, on the proposal of the Committee on 
Fiscal Affairs, the OECD Council agreed to the dere- 
striction of the new OECD Model Double Taxation 
Convention on Estates and Inheritances and on Gifts 
and recommended to Governments of OECD Member 
countries that they conform to the model when conclud- 
,ing new convéntions or revising existing ones (see text in 
Annex below). This text will be published shortly. 

Draft Multilateral Administrative Assistance 
Convention in Tax Matters 
The Committee adopted on 7 July 1982 a draft Multilat- 
eral Administrative Assistance Convention in Tax Mat- 
ters containing 35 Articles and the..accompanying Com- 
mentaries which are for the use of the Council of Europe. 
It is expected that this draft will be forwarded to the 
Council of Europe in the Autumn when the OECD 
Council has approved its transmission. The draft will 
then be taken as a basis for the elaboration of an interna- 
tional convention. - 

Transfer Pricing, Corresponding Adjustments 
and the Mutual Agreement Procedure 
A report on “Transfer Pricing, Corresponding Adjust- 
ments and the Mutual Agreement. Procedure”, which 
complements the 1979 OECD report on transfer pricing 
has been completed. The report assesses the legal and 
practical considerationS-involved in making use of provi- 
sions similar to those of Articles 9 and 25 of the 1977 OECD Model Convention and sets out the views of t_ax 
authorities of OECD Member countries on possible im- 

' provements in the mutual agreement procedure. The 
question is of considerable importance to private busi- 
ness. The text of the report will be available upon request 
as from the Autumn 1982 and is expected to be issued in 
printed form next year. ‘ 

Specific activities 

Other work related to international cooperation under- 
way in the Working Parties deals with double taxation is— 
sues related to specific activities, such as leasing and im— 
proper use of tax conventions; on transfer pricing, the al- 
location of central costs, the t_ax treatment of foreign ex— 
change gains and losses and transfer pricing in the bank- 
ing sector are being examined. On tax evasion, key pro— 
jects deal with the taxation of operations involving low- 
tax countries; consequences of bank secrecy for the ad- 
ministration of taxes and international cooperation; tax- 
ation of itinerant activities and hiring-out of labour and 
entertainment. 

TAX ANALYSIS AND TAX STATISTICS 
A new interpretatiVe guide to the OECD Revenue 
Statistics series has been finalised and will be used for the 
1983 data collection round. A report on tax collection 
lags will provide internationally comparable data on the 
lags between the collection of income taxes and the earn- 
ing of the income which gave rise to the tax liability. It 
will be published next year but is already available on re- 
quest. Reports on taxes on immovable property and on 
the macro-elasticity of the individual income tax will be 
finalized towards the end of 1982. 
In July 1982, the Committee approved a new work pro- 
gramme for its Working Party N0. 2 on Tax Analysis and 
Tax Statistics. The priority topics are: the interaction be- 
tween inflation and the personal income tax systems; the 
use of tax expenditure budgets; quantitative illustration 
of corporate income systems; a review of the methods 
available to compare effective corporate tax burdens. ' 

The Group will continue to undertake international 
statistical comparisons on revenue statistics1 and on the 
tax/benefit position of different income groups.2 
Towards the middle of 1981, the Committee launched a 
new series entitled “OECD Studies in Taxation”. It will 
be used to publish some of the more technical studies, 
mainly carried out by Working Party N0. 2. The studies 
are, however, addressed to _a wide audience and non- 
technical summaries are provided. To date, the follow- 
ing publiCations have been issued: 
— The Impact of Consum tion Taxes at Different In- 

come Levels (June 1981 ; 
'— Income Tax Schedules: DistributiOn o'f Taxpayers 

and Revenues (November 1981); , — Long—term Trends in Tax Revenues of OECD 
Member Countries 1955—1980 (January 1982). 

It is intended to publish in this series also the tax collec? 
tion lags report and the macroelasticity report referred to 
above. - 

1. Last publication: ReVenue Statistics of OECD Member Countries, 1965- 
1981, OECD, September 1982. ‘

' 

2. In October 1982 “The 1981 Tax/Benefit Position of a Typical Worker”: 
will appear. V 
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Books 
The publications listed in this bibliography have recently been acquired by 

the Bureau's library which will gladly supp/y funher 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. 

AFRICA 

Nigeria 

OLA, C.S. * 

Income tax law for corporate and unincorporated 
bodies in Nigeria. 
Heinemann Studies in Nigerian Law‘ 
Ibadan, Heinemann Educational Books Ltd., 
1981. 556 pp. 
Explanation of the major income taxes levied in 
Nigeria. 
(B. 13.112) 

COMMERCIAL, BUSINESS AND TRADE 
laws: Nigeria. Release 1, Issued March 1982, 
compiled, translated and with introductory 
material by T. Akinola Aguda. 
New York, Oceana Publications, 1982. 
Loose-leaf binder containing full text of 
commercial, business and trade laws such as sale 
goods, company law, company income tax law, 
trade mark, copyright, patent and design 
legislation. Introductory material has been 
added. This volume is from a series of loose—leaf 
publications, each dealing with a particular 
country. The emphasis lies more on business and 
investment aspects rather than on taxation.

‘ 

(B. 13.115) 

South Africa 

INVESTMENT IN SOUTH AFRICA. 
Business guide, taxation and related matters. 
Johannesburg, Peat, Marwick, Mitchell & Co., 
1982. 95 pp. 
Guide prepared by Peat, Marwick, Mitchell & 
Co. , South Africa for clients and internal use 
explaining company law and tax legislation in 
South Africa (including homelands) in force as of 
30 September 1981‘ 
(B. 13.114) 

Zambia 
INVESTMENT IN ZAMBIA. 
Lusaka, Peat, Marwick, Mitchell & Co., 1981.32 
PP- 

Booklet prepared by Peat, Marwick, Mitchell & 
Co., Zambia providing information for internal 
use, clients and businessmen who are interested 
in investment in Zambia. Company law, 
exchange control a‘nd yaxation are dealt with. 
(B. 13.116) 

AMERICA 

Brazil 

BARBOSA NOGUEIRA, Ruy. A decadéncia no direito tributério brasileiro. 
Séo Paulo, Editora Resenha tributéria, 1982. 95 
PP- - 

Tax case relating to an “ex officio" income tax 
assessment issued by the Federal Tax Inspection 
and challenged as unlawful by the taxpayer 
through several instances and appealed at last 
before the Federal Supreme Court. 
(B. 18.155) 

Canada 
V BUDGET 1982. SPECIAL RELEASE. 
Don Mills, Richard de Boo, 1982. 117 pp. 
Budgetary proposals and draft legislation 
introduced by the Minister of Finance (Hon. 
Allan J. MacEachen), in the House of Commons 
on 28 June 1982 together with analytical 
commentary by the editors of Canada Tax 
Service. 
(B. 103.993) 

THIRSK, Wayne R.; WHALLEY, John. 
Tax policy options in the 19805. 
Canadian Tax Paper No‘ 66, 
Toronto, Canadian Tax Foundation, 1982. 452 
PP 
Conference papers followed by discussants’ 
remarks. Subjccts covered include: Tax Reform 
or Tax Deform?, by Richard A. Musgrave; A 
Critical Review of Tax Shelters; Loophole or 
Escape Hatch?, by Robert D. Brown; Extractive 
Resource Taxation in Canada, by Robert D. 
Cairns. ‘ 

(B. 103.865) 
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RAPHAEL, Lloyd F. 
Canadian income taxation of trusts. 2nd edition. 
Don Mills, CCH Canadian Ltd., 1982. 433 pp. 
Revised edition of monograph dealing with the 
Canadian income taxation of trusts. 
(B. 103.853) 

GORDON WILLIAMSON, W.; 
CRAIG LAHMER, A. 
Preparing your corporate tax returns. 
Canada and Provinces. 1982 edition. 
Don Mills, CCH Canadian Ltd., 1982. 401 pp., 
3% 16.50. 
Guide providing assistance for filing corporate 
tax returns (federal and provincial). 
(B. 103.882) 

HARTLE, Douglas G. 
The revenue budget process of the Government 
ofCanada: description, appraisal, and proposals. 
Toronto, Canadian Tax Foundation, 1982. 76 
pp, $ 10.00. 
Study appraising proposals for reform of the 
budget process.

' 

(B. 103.883) 

Colombia 

PROCEDIMIENTO TRIBUTARIO. 
(Compilacién de normas vigentes). 
Bogota, Ministerio de Hacienda, 1982. 149 pp. 
Tax proceedings (a compilation of current norms) 
published by the Ministry of Finance, April 
1982). 
(B. 18.160) 

Guatemala 

TAXATION IN GUATEMALA. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1982.46 pp. 
Genera] summary of taxes levied in Guatemala in 
the International Tax and Business Service series 
prepared by Deloitte Haskins & Sells. The 
material is up to date as of March 1982. 
(B. 18.163) 

Latin America 
EVOLUCION DE LA ADMINISTRACION 
tributaria en los paises americanos, de 1961 a 
1980 y perspectivas de futuro. XV Asamblea general del CIAT. 
Mexico, La subsecretaria de ingresos de Mexico, 
1981. 233 pp. 
Evolution of the tax administration in the 
American countries from 1961 to 1980. 
(B. 18.154) 

MINING AND PETROLEUM LEGISLATION. 
Release 2, issued February 1981. 
New York, Oceana Publications, 1981. 
Loose-leaf volume containing a summary of the 
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basic legislation in force in each country in the 
region concerning mining and petroleum, 
prepared and edited by the staff of the Treaties, 
Information and Publications Unit_of the 
Secretariat for Legal Affaires of the General 
Secretariat of the Organization of American 
States. The Information is up to date as of 31 July 
1980. The countries covered are Argentina, 
Barbados, Bolivia, Brazil, Chile, Colombia, 
Guatemala, Haiti, Honduras, Jamaica, Mexico, 
Nicaragua, Panama, Peru, Trinidad and Tobago 
and Uruguay. 
(B. 18.157) 

GEITHMAN, David T. 
Fiscal policy for industralization and 
development in Latin America. 
Gainesville, The University Presses of Florida, 

I 
1974. 370 pp. 
Record of a conference consisting of contributed 
papers including: Tax reform constrained by 
fiscal harmonization within Common Markets: 
growth without development in Guatemala, by 
Harley H. Hinrichs; Agricultural taxation in 
developing countries: theory and Latin American 
practice, by Richard M. Bird. 
(B. 18.156) 

United States 

OECD ECONOMIC SURVEYS. 
United States. 
Paris, Organisation for Economic Cooperation 
and Development, 1982. 127 pp. 
(B. 103.982) 

ECONOMIC RECOVERY TAX ACT 
of Act of 1981. 
Chicago, Arthur Andersen & Co., 1981. 40 pp. 
Analysis and explanation of major tax changes 
contained in the Economic Recovery Tax Act of 
1981. 
(B. 103.946) 

AMERICAN FEDERAL TAX REPORTS. 
Second Series. Vol. 48. 
Englewood Cliffs, Prentice-Hall, 1982. 1496 pp. 
Bound volume containing unabridged federal 
and state court decisions arising under the 
Federal Tax Laws (previously reported in 
Prentice Hall Federal Taxes) on income, estate 
and gift tax and excise tax. 
(B. 103.940) 

VON SAMSON-HIMMELSTJERNA, Alexander. 
Die US. corporation und ihre 
Besteuerung. 
Mfinchener Schriften zum 
Internationalen Steuerrecht. 
Heft 2. ' 

Munich, Verlag CH. Beck, 1981.327 pp., 98 
DM. 
“The US. cbrporation and its taxation” prescnls 
a systematic overview of the entity forms and 
their taxation in the U.S.A. Internal Revenue 
Code. Text of the Code is appended. 
(B. 103.939)

' 

TAXATION OF FOREIGN NATIONALS 
by the United States. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1982. 116 
PP- 
Special booklet in the International Tax and 
Business Service series, prepared by Deloitte 
Haskins & Sells, of interest to individuals residing 
in or travelling to the USA. in connection with 
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Zugleich Bericht (fiber den 33. Fachkongrefl der Steu- 
erberater der Bundesrepublik vorn 2.—4.11.1981.Her- 
ausgegeben im Auftrag des Fachinstituts der Steuer- 
berater von Wp. und Stb. Prof. Dr. Rudolf Curtius- 
Das neue Steuerberater-Jahrbuch enth'alt wiederum alle 
Beitr‘age, die auf dem 33, FachkongreB der Steuerberater 
gehalten wurden, in ungekUrzter, zum Teil fiber den gege- 
benen Rahmen eines Vortrages-hinaus erheblich erwei- 
tener Form, sowie eine wértliche Wiedergabe der Diskus- 
sion zu dem im Zentrum der Tagung stehenden Thema 
der Unternehmensbewenung‘ Auch for den 33‘ Band isx 
abermals kennzeichnend die Reichhaltigkeit der behan- 
delten Themen sowie ihre gutdurchdachte Auswahl im 

,,Unternehmensbewertung” 
eines der wichtigen Themen des 

Steuerberater — 
Jahrbuch 

1981/82- 
'Hinblick auf das, was derzeit im Vordergrund des Interes- 

Hanung, Stb. Dipl.-Kfm. Dr. jur. Dr. rer. pol. Ursula 
Niemann und Stb. Prof. Dr. Gerd Rose. 473 Seiten 
DIN A 5, Ln. 85,— DM. 
ISBN 3 504 62626 7 

ses von Wissenschafl und Praxis steht. Die hohes Fach- 
wissen ausstrahlenden Beitr‘age zu den aktuellen steuer- 
lichen Fragen sind nicht nur Wegweiser zur Fonentwick- 
lung dieses Rechtsgebietes, sondern auch Marksteine 
einer bereits abgeschlossenen Bildung von Meinungen. 
Das gewohm sorgtéltig bearbeitete, diflerenziene Stich- 
wortverzeichnis biete‘ wieder eine praktische HiIfe, wenn 
es um die Lésung aktueller Steuerprobleme geht. 

Aus dem Inhalt: 
Stb. und Wp‘ Prof. Dr. Rudolf Cunius-Hanung. Vorsitzender 
des'Fachinstimls der Steuerberater: 
Zur Liebhaberei im Einkommensteuerrecht 
Dr. Rolf Béhme, Parlamemarischer Staatssekretér im BFM: 
Aktuelle Fragen der Finanz- und Steuerpolitik 
Dr. Eckan Windel, Vorstandsmitglied des Pensions- 
Sicherungs-Veveins: 
Pensions-Sicherungs-Verein (PSVaG) 
Praxis — Probleme — Prognosen 
Heinz Gerlach: 
Aktuelles zu steuerbegt‘instigten Kapitalanlagen aus der 
Sicht des Anlageanalysten 
Dr. Adalben~Uelner, Ministerialdirigenl im BFM: 
Aktuelles zu steuerbegflnstigten Kapitalanlagen aus der 
Sicht der Finanzverwaltung 

Stb. Dr, Frixz Eggesiecker: 
Aktuelles zu steuerbegunstigmn Kapitalanlagen aus der 
Sicht des Steuerberaters 
Prof‘ Dr‘ Dieter Schneider: 
Krifische Anmerkungen zur Bilanzaufiassung des Bun- 
desfinanzhofs 

Dr. Georg Déllerer. Vorsitzender Richter am BFH: 
Die wesenlliche Beteiligung im Enragsteuerrecht 

RA Dr‘ Wienand Meilicke: 
Abzugsféhigkeit von Schuldzinsen — 
Ein Beitrag zur Vermeidung von Fehlern bei der 
Finanzplanung 

' 

Dr, Carl Zimmerer: 

~ steuerlichen Rech‘sprechung 

Unternehmensbewenung 
Die Unternehmensbewenung in der Praxis 
Prof, Dr. Walxher Busse von Colbe: 
Die Resonanz betriebswinschafllicher Erkenntnisse zur 
Unternehmensbewenung in der zivilrechllichen und 

Podiumsdiskussion 
(Ltg‘ Dr‘ R Curtius-Hartung): 
Die steuerlichen Grundsétze der Unternehmens- 
bewenung. insbesondere bei Anteilen von Kapi‘al- 
gesellschafien * 
Stb, und RA DipL—Kfm, Horst Langel: 
Ausgewéhlte Risiken bei der Umsausteuer zivilrechflich 
~ s‘euerrecmlich 
Gustav HUbner. Ministerialdirektor im Bayerischen Staats— 
ministerium der Finanzen: 
Probleme des KStG 1977 aus der Sicht der Finanz- 
verwaltung 

RA Dr. Klaus Brezing: 
Zwischenbllanz zum'Kérperschaftsteuergesetz 1977 

Dr. Horst-Dieter Héppner, Vizeprésident des Bundesamtes fUr 
Finanzen: 
Praktische Erfahrungen mit dem AuBensteuerrecht aus 
der Sicht des Bundesamtes ffir Finanzen 
RA Helmut Becker: 
Praktische Er'ahrungen mit dem AuBensteuerrecht aus 
der Sicht des Steuerberaters 

Verlag Dr; Otto Schmidt KG - Kc'jln 

business. It describes federal, state and local 
income taxation as well as federal estate and gift 
taxation.

' 

(B. 103.903) 

AARON, Henry. 
VAT, experiences of some European countries. 
Deventer, Kluwer, 1982. 278 pp., 140 Dfl. 
Conference papers and summary of ensuing 
discussion at the international conference 
convened by the Brookings Institution to 
examine the experience of 6 European countries 
with the value added tax in order to draw lessons 
from that experience for the United States. The 
papers include an introduction by the editor, 
Henry Aaron: 

Learning from Europe about the Value Added 
Tax. The European countries covered include 
the Netherlands, United Kingdom, Sweden, 
German Federal Republic, Italy and France. 
(B. 103.998) 

PROCEEDINGS OF THE FIFTY-FIFTH 
annual meeting, North American Gasoline Tax 
Conference. 
Quebec City, Canada, 30 August — 2 September 
1981. 
Washington, Federation of Tax Administrators, 
1981. 73 pp‘ 
Printed contributions include: Federal Motor 
Fuel Tax Developments, by Richard L, Crain; 
Indiana’s Variable Fuel Tax Law, by David F. 
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Tudor; Tax Evasion Problems on the Texas 
Border, by Jim Ray. 
(B. 103.871) 

Venezuela 

TAXATION IN VENEZUELA. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1982. 76 pp. 
General summary describing the taxes levied in 
Venezuela in the International Tax and Business 
Service series prepared by Deloitte Haskins & 
Sells. The material is up to date as of March 1982. 
(B. 18.162) 

GUIDE FOR DOING BUSINESS 
in Venezuela. 
Caracas, Miguel Labrador & Ass., 1982. 20 pp. 
Booklet providing information on doing business 
in Venezuela. Taxation, business forms and 
exchange control are dealt with. 
(B. 18.158) 

ASIA AND THE PACIFIC 

ASIAN PACIFIC TAXATION. 
April 1981 edition. 
Singapore, Peat, Marwick, Mitchell & Co.,1981. 
329 pp. 
Broad outline of the tax systems effective as of 31 
January 1981 in Australia, Brunei, Fiji, Hong 
Kong, Indonesia, Japan, Republic of Korea, 
Mala’ysia, New Zealand, Papua New Guinea, 
Philippines, Taiwan, Singapore, Solomon

V 

Islands, Sri Lanka, Thailand and the United 
States of America. 
(B. 51.918) 

STATISTICAL YEARBOOK FOR ASIA 
and the Pacific. 
Annuaire statistique pour l’Asie et le Pacifique. 
Bangkok, Economic and Social Commission for 
Asia and the Pacific, 1980. 526 pp., 3 33.00. 
Thirteenth edition of yearbook on statistics of 
countries in the ESCAP region covering a variety 
of subjects per country and including an 
integrated analysis of the situation per area, 
(B. 103.997) 

GARNAUT, Ross. 
ASEAN in a changing Pacific and world 
economy. 
Canberra, Australian National University Press, 
1980.557 pp., A$ 15.00. 
Text of and comments on papers discussed at the 
10th Pacific Trade {and Development Conference 
held in Canberra in March 1979. The book is 
divided into three pans entitledz'Regional 
economic co-operation among developing 
countries; The Five ASEAN economies; and The ASEAN countries’ foreign economic relations‘ 
(B4 51‘.917) 

Australia 

INCOME TAX ASSESSMENT ACT 1936 
with tables 0f provisions, notes and index to Act 
and Regulations. Reprinted as at 31 December 
1981. 
Canberra, Government Printer, 1982. 1092 pp.. 
$ 21.00. 

Consolidated text of the Australian Income Tax 
Assessment Act 1936, as amended as of 31 
December 1981. 
(B. 51.945) 

China (People’s Rep. of) 
THE ADMINISTRATIVE DIVISIONS 
of the People’s Republic of China 1980. 
Beijing, Cartographic Publishing House, 1981. 
168 pp. 
(B. 51.936) 

KLENNER, Wolfgang. 
Der Wandel in der Entwicklungsstrategie 
der VR China. 
Umstrukturierung und Reform der 
chinesischen Wirtschaft seit 1978. 
Veréffentlichungen des HWWA-Instituts ’ 

ffir Wirtschaftsforschung. 
Hamburg, Verlag Weltarchiv, 1981. 124 pp. 
Study on the restructuring and reform of the 
economic development strategy of China since 
1978. . 

(B. 51947) 

Fiji Islands 

INFORMATION BULLETIN NO. 17, 
November, 1981. 
Suva, Peat, Marwick, Mitchell & Co., 1981. 15 
PP- 
Information on the 1982 Budget Speech 
concerning matters of the Fiji economy, business 
conditions, taxation and other related subjects. 
(B. 51.919) 

India 
‘ MUCKERJEE’S COMMENTARIES ON 
the Custom Act, 1962 (Act No. 52 of 1962) along 
with various rules, interconnected provisions and 
appendices and notifications. Revised by RB. 
Sethi, B. Malik, V. Gaurishankar and Gyanendra 
Kumar. 
3rd edition. 
Allahabad, Law Publishers, 1982. 1423 pp. 
Third revised edition of detailed commentary on 
the Indian customs law with reference to case 
law, notifications, rules and allied legislation. A 
section—wise treatise 'on the customs law is 
provided as is an introduction to the 
interpretation of statutes. The texts of relevant 
legislation are appended 
(B. 51.939) 

SANGAL, P.S. 
National and multinational companies. 
Some legal issues. 
Bombay, Tripathi Private Ltd. , 1981. 475 pp. , 

£ 8.00. 
Study examining the legal issues arising out of the 
operation of multinationals in India and Indian 
multinationals operating abroad‘ 
(B. 103.851) 

SAHA, A.N. 
The Code of Civil Procedure, 1908. 
Second edition. 
Calcutta, Eastern Law House, 1982. 1257 pp., 
$ 20.00. 
The Indian Code of civil procedure explained 
from a theoretical as well as practical point of 
view with reference to decisions and anomalies. 
An extensive index is appended. 
(B. 51.946) 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

Macau 
INVESTMENT IN MACAU. 
Macau, Peat, Marwick, Mitchell & Co., 1981. 29 
PP- 
Booklet prepared by Peat, Marwick, Mitchell & 
Co. for its clients, internal use in overseas offices 
and businessmen who want to be informed of 
investment aspects in Macau (including taxation 
and business forms, exchange control, etc.). 
(B. 51.941) 

New Zealand 
JENKIN, Peter J.H. 
Business operations in New Zealand. 
Tax Management Foreign Income. 
Wellington, Tax Management Inc. , 1982.232 pp. 
This guide, in the series Foreign Income 
Portfolios, contains information and analysis for 
doing business in New Zealand from both the 
taxation and legal business of view. 
(B. 51.910) 

Pakistan 

INCENTIVES FOR INVESTMENT IN 
industrial projects in Pakistan. 
Karachi, Government Printer, 1982. 11 pp. 
Tax incentives are included in this overview. 
(B. 51.928) 

INCENTIVES AND PROCEDURES FOR 
industrial investment in Pakistan. 
Karachi, Pak-Libya Holding Co. Ltd., 1982. 20 
pp- 
(B. 51.934) 

PROCEEDINGS OF SEMINAR ON 
economic revival & import substitution in 
Pakistan; April 11, 1981. -

‘ 

Karachi, Chamber of Commerce & Industry, 
1982. 92 pp. 
(B. 51.925) 

PROCEEDINGS OF CONFERENCE ON 
development of po'rts and customs facilities. 
September 25, 1976. 
Karachi, Chamber of Commerce & Industry, 
1976. 67 pp. 
(B. 51.926) 

PAKISTAN FOREIGN INVESTMENT GUIDE. 
Karachi, Investment Promotion Bureau, 
Ministry of Industries, 1979. 100 pp. 
Guide providing information on foreign 
investment opportunities, procedures and 
taxation in Pakistan. 
(B. 51.927) 

Papua New Guinea 
INVESTMENT IN PAPUA NEW GUINEA. 
Business guide, taxation and related matters, 
Port Moresby, Peat, Marwick, Mitchell & Co. , 

1982. 80 pp. 
Booklet prepared by Peat, Marwick, Mitchell & 
Co. , PapuaNew Guinea for the information of its 
clients and its overseas offices and businessmen 
generally interested in investing in Papua New 
Guinea. Explanation of tax legislation, foreign 
investment and currency laws is up to date as of 1 
December 1981. 
(B. 51.940) 
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Philippines 

NOLLEDO, J.N.; NOLLEDO, M.S. 
1982 Supplement to the National Internal 
Revenue Code. 
Quezon City, The National Book Store, 1982. 
Full text of Batas Pambansa Blg. 135 on gross 
income tax system, implementing regulations on 
compensation income and new withholding 
tables. 
(B. 51.937) 

PHILIPPINES. 
Second edition. 
Hong Kong, The Hong Kong and Shanghai 
Banking Corporation, 1982. 40 pp. 
Second edition of booklet on the Philippines in 
the Business Profile Series containing 
introductory information on the business climate 
in each country where the Hong Kong and 
Shanghai Banking Corporation has branches, 
subsidiaries or other business activities. 
(B. 51943) 

Singapore 

TAXATION IN SINGAPORE. 
International Tax and Business Service. 
New York, Deloitte Haskins & Sells, 1982.57 pp. 
General summary describing the taxes levied in 
Singapore in the International Tax and Business 
Service series prepared by Deloitte Haskins & 
Sells. The material is up to date as of May 1982. 
(B. 51.948) 

EUROPE 

Austria 

ARBEITSTABELLEN FUR DEN 
Steuerpraktiker. 
Stand 1. Méirz 1982 herausgegeben von 
Friedrich Hubner bearbeitet von Gerhard 
Kohler. ’ 

Vienna, Industrieverlag Peter Linde, 1982. 129 
PP- 
6th updated and revised edition ofa book 

- containing a survey in the form of charts of tax 
rates, tax-free amounts, allowances, deductions, 
incentives and various other aspects of the most 
important Austrian tax laws with Which the tax 
expert is faced in his daily work. 
(B. 103.943) 

WEILER, Franz. 
Die Steuererklfirungen fiir 1981. 
Sonderdruck Osterreichische Steuer— 
und Wirtschaftskartei. ~

' 

Vienna, Industrieverlag Peter Linde, 1982. 90 pp, 
Special issue of Osterreichische 
Steuer- und Wirtschaftskartei. 
Brochure containing guidelines for the 1981 tax 
returns for the individual income tax, the 
corporate income tax, the turnover tax and the 
business tax (including a specimen copy ofthe tax 
return forms). 
(B. 103.890) 

DORALT, Werner. 
Kodex des Osterreichischen Rechts. 
Steuerrechi bearbeitet von Christopher Ritz. 
Stand 1.3.1982. 
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Vienna, Industrieveklag Peter Linde, 1982. 
210 AS. 
4th edition of compilation of Austrian tax laws, 
up to date as per 1 March 1982. 
(B. 103.944) 

KODEX DES OSTERREICHISCHEN 
Rechts. 
Sozialversicherung. Stand 1.2.1982. 
Vienna, Industrieverlag Peter Linde, 1982. 542 
pp., 210 AS. 
Second updated edition of a book containing the 
texts of Austrian social security law, up to date as 
per 1 February 1982.

_ 

(B. 103.839) 

SWOBODA, Peter. 
Kostenrechnung und Preispolitik. 
Eine Einffihrung. 
12. fiberarbeitete Auflage. 
Vienna, Industrieverlag Peter Linde, 1982. 109 
pp., 155 AS. 
Twelfth updated edition of a monograph dealing 
with cost accounting and pricing policy, including 
many practical examples. 
(B. 103.838) 

Belgium 

LAGAE, Jean-Pierre. 
Incitants fiscaux tendant 51 stimuler 
l’investissements de l’épargne dans les 
entreprises et l’économie: régime du capital 2‘1 

risque et des emprunts. 
In: Annales de Droits de Louvain, Volume XLI 
No. 3-4/1981 at 265-302. 
Study of the fiscal incentives designed to 
stimulate investment of savings in enterprises 
and the economy with emphasis on differences 
between equity capital and loans. 
(B. 103.937) 

Cdmmon Market (EEC) 
GEVOLGEN VAN EEN VERDERE 
harmonisatie van de accijnzen op 
tabaksfabrikaten.

' 

Verslag van de Commissie aan het Europees 
Parlement. 

' 

Brussels, Commissie van de Europese 
Gemeenschappen, 1982. 163 pp. 
Report by the Committee to the European 
Parliament concerning the effects of further 
harmonization of excises on tobacco products. 
(B. 103.848) 

Denmark 
LIGNINGSVEJLEDNINGEN 1981. 
Selskaber. 
Copenhagen, Statsskattedirektoratet, 1982. 153 
PP ' 

Guide providing information for filing corporate 
Income tax returns. 
(B. 103.988) 

LIGNINGSVEJLEDNINGEN 1981. 
Copenhagen, Statsskattedirektoratet, 1982. 975 
PP- 
Detailed guide providing information for filing 
individual income tax returns on 1981 income 
year. 
(B. 103.987) 

DOBBELTBESKATNING 1981. 
Copenhagen, Statsskattedirektoratet, 1982. 147 ‘ 

Guide providing information on the double 
taxation treaties concluded by Denmark 
(comprehensive income tax treaties and limited 
agreements on income from international 
shipping and air transportation). An overview of 
tax treaty developments as ofS December 1981 is 
included. 
(B. 103.986) 

Eastern Europe 

SCRIVEN, John G. 
Joint venture legislation in Eastern Europe: A 

‘ 

practical guide. 
In: Harvard International Law Journal, Volume 
21, Number 3, Fall 1980 at 633-665. 
(photocopies). 
(B. 103.920) 

Europe 
BANK TAXATION IN EUROPE. 
Frankfurt, Peat, Marwick, Mitchell & Co., 1981. 
136 pp. 
Taxation of banks in Belgium, Channel Islands, 
Denmark, France (and Monaco), Greece, 
Ireland, Italy, Luxembourg, Netherlands, Spain, 
Switzerland, United Kingdom, West Germany in 
the series of booklets designed to provide 
guidance to foreign banks intending to commence 
operations as a branch or subsidiary in the 
respective countries. 
(B. 103.852) 

KAISER, Frangois. 
La taxe sur la valeur ajoutée et les prestations de 
services internationales. Etude de droit comparé 
et de droit coummunautaire. 
Devemer, Kluwer, 1981. 233 pp. 
Study on comparative law and communal law 
with emphasis on the value added tax arising from 
international operations. 
(B. 103.926) 

AARON, Henry. 
VAT, experiences of some European countries. 
Deventer, Kluwer, 1982. 278 pp., 140 Dfl. 
Conference papers and summary of ensuing 
discussion at the international conference 
convened by the Brookings Institution to 
examine the cxperience of 6 European countries 
with the value added tax in order to draw- lessons 
from that experience for the United States. The 
papers include an introduction by the editor, 
Henry Aaron: Learning from Europe about the 
Value Added Tax. The European countries 
covered include the Netherlands, United 
Kingdom, Sweden, German Federal Republic, 
Italy and France. 
(B. 103.998) 

LA PRATIQUE DE LA FISCALITE 
en Europe. - 

Confédération fiscale Européenne. 
Deuxiéme Congrés Européen des conseils 
fiscaux. 
Roma 1980. 
Deventer, Kluwer, 1982. 411 pp. 
Second European Tax Consultants Congress held 
in Rome (1980). Proceedings and papers 
contributed by various persons include: 
International tax consulting-principles and 
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practice, by Lutz Fischer; The Insufficiencies of 
International Agreements for the Settlement of 
Tax Conflicts within the European Economic 
Community, by Joseph Delattre. 
(B. 103.949) 

France 

GUIDE FISCAL DES ASSOCIATIONS 
et autres organismes sans but lucratif. 
Paris, Ministére de l’économie et des finances, 
1982. 93 pp. 
Guide describing the tax aspects of non-profit 
associations and other institutions effective as of 
1 January 1982. 
(B. 103.964) 

GUIDE FINANCIER DES FRANCAIS 
de l’étranger. 
Fiscalité - douanes - contréle des changes. 
Paris, Ministre de l’économie et des finances, 
1982. 93 pp. 
Guide describing the taxation and financial 
consequences arising when French residents and 
foreign residents of France leave France and vice 
versa. 
(B. 103,963) 

TIXIER, Gilbert; 
LALANNE-BERDOUTICQ, Daniel. 
L’impét sur les grandes fortunes. 
Premiere partie. 
Paris, L.G.D.J., 1982. 143 pp. 
First part of publication dealing with the taxation 
of large private fortunes in France. 
(B. 103.888) 

FONTANEAU, Pierre. 
L’Impét sur les grandes fortunes. 
Applications Nationales et Internationales de 
l’Impét Francais sur la Fortune. Tome I et 11. 
Nice, Les Cahiers Fiscaux Européens, 1982. 
Loose-leaf work in 2 binders dealing with the new 
net wealth tax on very rich individuals in France 
and its international tax aspects. 
(B. 103.999) 

MEMENTO PRATIQUE FRANCIS 
Lefebvre. 
SOCIAL 1982. Sécurité sociale, droit du travail, 
éjour au 15 avril 1982.

' 

Paris, Editions Francis Lefebvre, 1982. 1056 pp. 
- Annual guide for 1982 containing explanation of 
French labour and social legislation, effective as 
of 15 April 1982; supplements are issued 
regularly.

' 

(B. 103.945) 

German Federal Republic 
BECKER, Enno‘ 

,
_ 

Die Grundlagen der Einkommensteuer. 
Reprintausgabe. 
Berlin, Verlag Neue Wirtschafts-Briefe, 1982. 
548 pp., 98 DM‘ 
Reprint of a source book entitled “The principles 
of income tax”, first published more than 40 years 
ago. The book is not only of historical interest, 
but it is also of current interest to tax practitioners 
because of the many fundamental subjects 
discussed and the systematic explanation of the 
various concepts and of the references to various 
other legal provisions. 
(B. 103.918) 

TIPKE, Klaus. 
Grenzen der Rechtsfortbildung durch 
Rechtsprechung und 
Verwaltungsvorschriften im Steuerrecht. 
Cologne, Verlag Dr. Otto Schmidt, 1982. 446 
pp. , 85 DM. 
Book containing a number of lectures dealing 
with various aspects of the question whether the 
courts and the tax administration may only 
interpret tax laws or whether they may extend the 
sense of the laws by analogy beyond the literal 
wording ofthe texts of the laws (and ifyes, under 
what conditions). 
The book also contains a number of surveys in 
which tax experts from various Western countries 
explain the situations in their countries. 
(B. 103.873) 

JOECKS, Wolfgang. 
Rechtsprechung zum Wirtschafts- und 
Steuerstrafrecht. . 

Cologne, Dr. Peter Deubner Verlag, 1982. 232 
pp. , 78 DM. 

. 
Loose-leaf publication consisting of 116 
summaries of court decisions regarding economic 
and fiscal criminal law, arranged and annotated 
in a systematic way. Updating suplements are 
published regularly. 
(B. 103.905) ’ 

KNOPPE, Helmut. 
Betriebsverpachtung, 
Betriebsaufspaltung. 
Pachtverhéltnisse gewerblicher Betriebe 
im Steuerrecht. 
6. neuarbeitete und erweiterte Auflage. . 

Dusseldorf, IdW-Verlag, 1982. 398 pp., 65 DM. 
6th edition of a book explaining the various tax 
aspects of leasing and splitting up of business 
enterprises, preceded by a generai discussion of 
these topics and their meaning for tax law 
purposes. 
(B. 103.876) 

FICHTELMANN, Helmar. 
GmbH & Still im Steuerrecht. . 

Cologne, Dr. Peter Deubner Verlag, 1982. 96 
pp., 2980 DM. v 

Monograph discussing the tax law aspects 
concerning a special form for business 
enterprises, Le. a combination of a limited 
liability company (GmbH) and so-called typical 
silent company. 
(B, 103.904)

' 

ECKERT, Walter Ludwig. 
Berufskompendium ffir Steuerberater, 
Wirtschaftspriifer, Rechtsanwfilte. 
Beck’sche Textausgaben. 
Munich, Verlag C.H. Beck, 1982. 618 pp., 29.80 
DM. 

CURTIUS-HARTUNG, R.; - 

NIEMANN, Ursula; ROSE, Gerd. 
Steuerberater-Jahrbuch 1981/82. 
Cologne, Verlag Dr. Otto Schmidt, 1982. 473 
pp., 85 DM. 
Book containing the texts of the lectures and 
debates of the 1981 congress of the German tax 
advisors’ federation. The topics of the leétures 
include the following: current problems with 
respect to tax-favorable capital investments, 
selected problems with respect to valuation of 
enterprises, practical experiences with the 
foreign tax law, deductibility of interest, etc. 
(B. 103.874) 
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CURTIUS-HARTUNG, R.; 
NIEMANN, Ursula; ROSE, Gerd. 
Steuerberater-Jahrbuch 1981/82. 
Cologne, Verlag Dr. Otto Schmidt, 1982. 473 
pp. , 85 DM. ~ 

Book containing the texts of the lectures and 
debates of the 1981 congress of the German tax 
advisors’ federation. The topics of the lectures 
include the following: current problems with 
respect to tax-favorable capital investments, 
selected problems with respect to valuation of 
enterprises, practical experiences with the 
foreign tax law, deductibility of interest, etc. 
(B. 103.874) 

ECKERT, Walter Ludwig. 
Berufskompendium fiir Steuerberater, 
Wirtschaftsprfifer, Rechtsanwfilte. 
Beck’sche Textausgaben. 
Munich, Verlag C.H. Beck, 1982. 618 pp., 29.80 
DM. ' 

Compilation of laws which are of practical 
importance for activities performed by such 
practitioners as lawyers, tax advisors, 
accountants, etc., including the ordinance on 
fees foi' tax advisors and related statutes. 
(B. 103.862)

' 

PILTZ, Detlev Jflrgen. 
Die Personengesellschaften im 
internationalen Steue'rrecht der 
Bundesrepublik Deutschland. 
Finanzrecht und Staatsverfassung. Heft 18. 
Heidelberg, Verlagsgesellschaft Recht und 
Wirtschaft, 1981. 259 pp., 96 DM. 
Book examining the importance of partnerships 
for inward and outward bound foreign 
investment in Germany and-the specific tax 
problems with which these “international 
partnerships” are faced, including the application 
ofthe German Foreign Tax Law and the tax 
treaties concluded by Germany. 
(B. 103.933) 

ANDEL, Norbert; HALLER, Heinz. 
Handbuch der FinanzWissenschaft. 
Lieferung 37-38 Dritte, gfinzlich 
neubearbeitete Auflage herausgegeben 
von Fritz Neumark. Band IV, Bogen 11-20. 
Tfibingen;J.C.B.Mohr,1982. 160 pp., 45 DM. 
37th and 38th fascicles of 3rd completely revised 
edition of a handbook on financial law, 
discussing, inter alia, intergovernmental fiscal 
relations in Austria, Switzerland, Australia, 
Canada and the United States, as well as 
international fiscal law relations. 
(B. 103.901) 

SCHUPPENHAUER, Rainer. 
Grundsétze ffir eine ordnungsgeméssige 
Datenverarbeitung. 
Dfisseldorf, Idw—Verla'g, 1982. 112 pp., 48 DM. 
Book discussing the principles of data processing 
and the importance thereof for various 
professions, such as computer experts, traders, 
accountants, auditors, etc; 
(B. 103.875) 

Greece 

FUNCK, G. 
Grundzfige des griechischen Steuerrechtes. 
Athens, Deutsch-griechische Handelskammer, 
1981. 81 pp., 80 DM. 
A survey of the main taxes levied in Greece, 
including individual income taxes, corporate 
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taxes, withholding taxes on dividends and 
interest, net wealth taxes, succession and gift 

' 

taxes, turnover taxes, stamp duties and excise 
duties. The major provisions of the double 
taxation treaties between Germany and Greece 
to avoid double taxation are also described. 
(B. 103.843) 

OECD ECONOMIC SURVEYS. 
' 

Greece. - 

' 

_
> 

Paris, Organisation for Economic Co-operation 
and‘Development,_1982. 84 pp. 

' (3103.922) 
' 

' 

.' - 

Italy 

ASACNI, Ottorino,
V CARPENZANO, Giovanni. ' 

Rapporti con l’estero profili fiscali e valutari. 
Milan; Banca Commerciale Italiana', 1982. 984 
PP-

_ 

Extensive handbook on international taxation 
and foreign exchange legislation. - 

(B. 104.006) -
' 

Netherlands 

HERZIENING BELASTINGWETGEVING. 
The Hague, Wetenschappelijk Instituut voor het 
CDA, 1981. 106 pp. - 

Report prepared by a committee of the scientific 
institute for the CDA_(political party) concerning 
the reform of the present tax system in The 
Netherlands. 
(B. 103.938) 

WISSELINK, M.A. 
Privacy en belastingbetaler. Aspecten van fiscale 
strafverordening en fiscale inlichtingenpli'cht. 
Deventer, Kluwer, 1982. 407 pp. . 

Thesis designed to analyze the influence of the 
levying of (Dutch) taxes on the privacy of the 
taxpayers, mainly individuals, but companies can 
also be involved. The fiscal point of the study " 

deals with tax fraud investigation methods and 
related subjects. -

» 

(B. 103.831) 

SLEURINK, Hans. _

4 

Hoe fraude de samenleving bedreigt. 
Het ISMO-r‘apport. ' ' 

Arnhem, Gouda Quint, 1982.210 pp. , 28.50 Dfl. 
Text of ISMO report ehtitled, “How fraud ' 

threatens our society”. The report deals with the 
misuse oftax provisions, social security plans and 
subsidies. 
(B. 103.829) 

STEVENS, L.G.M. 
Pensioen in de winstsfeer. 
Tweedc druk 1982. 
Fed’s Fiscale Brochures. v 

Deventer, Uitgeverij FED BV., 1982. 215 pp., 
45 Dfl. 
Second edition of monograph dealing with 
pension commitments made by busineSSes 
engaged in activities for profit”. 
(B. 103.827) 

ILSINK, J.W.'; SCHUURMAN, J. ' 

Schematisch overzicht van de Nederlandse 
belastingen. l6e druk. 
Deventer, KlUwer, 1982. 39 pp. . 

Comparative schematic survey of Netherlands 
tax laws effective as of 1 January 1982. 
(B. 103.891) 
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RASENBERG, C.A.M. 
' The Netherlands: The tax treatment of interest in 
international economic transactions. 
IFA Congress, Montreal, Subject I. 
Amsterdam, AMRO Bank, 1981. 23 pp. . 

(B. 103.850) 
_ 

.

' 

BRENNINKMEIJER, J.H.G. 
KORTELAND, C.G.J. 
Elseviers Almanak voor de 
Vermogensbelasting 1982. 
Handleiding voor de aangifte . 

vermogensbelasting 1982 met sucéessie en 
schenking., ' 

'

‘ 

Amsterdam, Annoveniura, 1982. 208 pp., 28.50
I 

Dfl. ' 

Guide providing information for filing 1982 net 
wealth tax returns, including text of the 
inheritance and gift duty legislation.~ 
(B. 103.832) 

KLUWER LOONBELASTINGGIDS 1982. 
Deventer, Kluwer, 1982. 374 pp., 26,90 Dfl. 
Guide providing detailed information on wage 
tax law in the Netherlands. The social security 
contributions payable by employers and 
employees are also dealt with. 
(B. 103.953) 

SCHOORDIJK, H.C.F.; 
LANGEREIS, Ch. 1.; VILAIN, H.J. 
Pensiocnverrekening bij echtscheiding. 
Overdruk uit Weekblad voor fiscaal recht 1982/ 
5534.

_ 

Deventer, Kluwer, 1982. 78 pp. 
Reprint from a tax magazine dealing with the 
legal and taxation aspects of pensions arising 
from a divorce. ' 

(B. 103.847) 

KLUWER BTW-GIDS 1982. 
Deventer, Kluwer, 1982. 253 pp., 26,90 Dfl. 
Guide providing detailed information on th; 
value added tax in the Netherlands. 
(B. 103.954) 

BOUWMAN, B.H.: RENSEMA, J.; 
DE VRIES, J.J. 
Fiscale modellen met inleiding en toelichting. 
Deventer, Kluwer, 1982. 766 pp. 

_ 
Loose-leaf publication‘entitled “Tax Examples” 
providing information on tax procedures, 
illustrated by samples of letters to the tax - 

inspector. Relevant text of statutes with 
explanation is appended; 
(3 103.981) 
COMMERCE AND INDUSTRY IN THE 
Netherlands; . 

Amsterdam, AMRO Bank, 1982. 67 pp. 
10th edition of guide prepared by the AMRO 
Bank providing general information to foreigners 
who contemplate investment in or doing business 
with the Netherlands. 
(B. 103.909) 

FINANCIEEL MEMO. 
Deventer, Kluwer, 1982. 84 pp. 
Pocket guide containing the 'most relevant data 
on finance, economics, company forms, interest 

, rates, mortgage forms, price and wage 
regulations, investment premiums, income tax 
and corporate income tax rates, etc. 
(B. 103.966) 

Norway 
SKATTEDIREKTORATETS 

- Arbeidsgiverhefter. 
' Del 3: Lanns- og trekkoppgaver. 
Oslo, Skattedirektoratet, 1981. 27 pp.’ 
Guide descrjbing the wage and income tax 

withholding returns by employers paying wages 
and salaries to employees. 
(B. 103.980) 

SKATI‘EDIREKTORATETS ' 

A'rbeidsgiverhefter. 
Del 2: Arbeidsgiveravgiften -.béregning 0g 
oppgjm. 

. 
. 

' 

.
. 

Oslo, Skattedirektorafiet, 1981. 26 pp. 
Guide describing employers’ returns for payment 
of employees inCome tax on wages paid 

' ' 

(computation and self-assessment procedures). 
(B. 103.979) ' 

SKATTEDIREKTORATETS 
Arbeidsgiverhefter. 
Del 1: Forskuddstrekk-péleggstrekk 
regnskap-oppgjer-ansvar. 
Oslo, Skattedirektoratet, 1981. 139 pp. 
Guide explaining employersf obligations 
concerning advance payment, administration‘ 
submission of returns to Treasury of income 
withholding tax from employeés’ wage payments. 
(B, 103.978) 1

' 

Portugal 
DOING BUSINESS IN PORTUGAL. 
New York, Price Waterhouse, 1981. 146 pp. 
Guide to foreign investment opportunities, 
business entities, accounting and taxation in 
Portugal. The material is up to date as of March 
1981. 
(B. 103.936) 

Spain 
NAVAS VAZQUEZ, Rafael. 
E1 impuesto sobre sociedades. 
Sevilla, Departmento de Derecho Financiero, 
1982, 131 pp. 
The Financial Law Department of the Faculty of 
Law of Seville University has gathered in this 
survey a series of notes from lectures given by 
professors Pérez Royo and Calero Gallego on the 
new corporate income tax (1982). 
(B. 104.005) 
BANACLOCHE PEREZ, Julio.

‘ 

Impuesto sobre la renta de las pesonas fisicas. 
Legislacién tributaria comentada. 
Madrid, Ministerio de Hacienda, 1982. 507 pp. 
This publication of the Ministery of Finance 
contains the individual income tax legislation 
updated to October 1981, with commentaries by 
J. Banacloche Pérez, tax inspector for the 
Ministry of Finance. 
(B. 104.003) 

RUBINOS TEJADA, Antonio. 
Impuestos sobre la renta de las personas fisicas y 
sobre el patrimonio. 
Madrid, Marcia] Pons, 1982. 575 pp. 
This publication gathers the legislation on 
individual income tax updated to 28 February 
1982. 
(B. 104.004) 

SPAIN ‘
- 

London, Touche Ross International, 1982. 30 pp. 
In the series Tax & Investment Profile, this 
publication describes exchange control, 
investment factors, business entities and the taxes 
in Spain.

7 

(B. 103.856) 

Sweden 
THE SWEDISH COMPANIES ACT 1975 
with excerpts from the Accounting Act 1976. 
Translated by Per H. Osvald, Pelle Deinoff; 
Merlin Liu and Leif Thorsson of Advokatfirm'an 
Lagerléf assisted by a group of experts organized 
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' 

by the Federation of Swedish Industries. 
Stockholm, Federation of Swedish Industries, 
1976. 144 pp.

1 

Cumulative supplement (June 1978) to the basic 
publication updating the material. 
(B, 103.959) - 

V 
Switzerland 

CONSTITUTION FEDERALE DE 
la Confédération suisse. (Du 29 mai 1874). Etat 
au ler avril 1981‘ 
Berne, Chancellerie fédérale, 1981. 80 pp. 
Consolidated text of the Federal Constitution of 
the Swiss Federation as of 1 April 1981 with a 
brief historical introduction. 
(B. 103.849) 

HOHN, Ernst. 
Legalitiitsprinzip und modernes 
Auslegungsverstéindnis. 
Sonderdruck aus Festschrift 
zum 70. Geburtstag von Hans Nef. 
Ziirich, Schulthess Polygraphischer Verlag, 
1981.-pp. 157-166. > 

Considerations on the devélopment of cunjent
_ 

interpretation of tax law. ’ 

(B. 103.930) 

HOHN, Ernst.
_ 

Méglichkeiten und Grenzen 
einer Methodik der 
Rechtsgeschéiftsplanung. 
Beitréige zur Methode des Rechts. 
Sonderdruck. St. Galler Festgabe 
zum Schweizerischen J uristentag, 
1981. 
Bern, Verlag Paul Haupt, 1981. pp. 343-360. 
Considerations on analyzing methods of legal 
transactions with reference to Swiss law. ' 

(B. 103.931) 

United Kingdom 
SIMON’S TAXES. FINANCE BILL 1982. 
The provisions relating to income tax, 
corpoi'ation tax and capital gains tax. 
London, Butterworths, 1982. 118 pp. 
The text from the Bill as first presented to 
Parliament and published on 30 March 1982 
followed by explanatory notes. 
(B. 103. 859) 

COX, Christopher; ROSS, Harry J. 
Capital gains tax on bcusinesses. 
Practical planning with examples. 
Andover, Sweet & Maxwell, 1982. 221 pp. 
Tax planning guide identifying the effect of 
capital gains tax on partnerships, corporations 
and unincorporated businesses. The law is stated 
as ofl November 1981. 
(B. 103.955) 

101 WAYS OF SAVING TAX ‘82. 
The book everyone needs! Income tax, 
corporation, capital gains tax and VAT. 
London, Touche'Ross & Co., 1982. 134 pp., 
£ 2.50. ' 

Guide to achieve one object only: cut your tax bill 
simply by pointing to the tax savings. ' 

(B. 103.855) 

GALLAFENT Richard J .; EASTAWAY, Nigel A.; DAUPPE, Victor A.F. 
Intellectual property law and taxation. Law & 
Tax series. 
London, Oyez Publishing Ltd., 1981. 321 pp. 
The individual areas of patents, designs, trade 

marks and copyrights are discussed together from 
the tax point of view. Tax planning and examples 
of agreements used in practical situations are - 

added. ' 

(B. 103.958) 

UNITED KINGDOM TAXATION OF 
foreign nationals working in Britain.

_ 

London, Touche Ross & Co., 1982. 37 pp. . 

Updated guide as of 31 December 1981 
concerning the taxation of income and capital in 
the UK. as it affects foreign nationals working in 
the UK. 
(B. 103.857) 

PENSIONS. 
I 

London, Peat, Mgrwick, Mitchell & Co., 1982. 
71 pp. 

. - 

Monograph describing the pension benefits
> 

which, under Inland Revenue practice, may be 
, enjoyed by.an individual or his dependants.

' 

Taxation concessions available under company 
pension schemes are dealt with ,‘ as well as reliefs 

- for the self-employed. - 

(B. 103.956) 

UNITED KINGDOM TAXATION 
of British nationals working overseas. 
Touche Ross Tax Guide. 
London, Touche Ross &Co., 1982. 33 pp. 
Updated guide as of 31,December 1981 
concerning taxation of income and capital in the 
UK. as it affects individuals living there who are 

. 

in receipt of earnings from employment carried 
on abroad. - 

(B. 103.858) 

MAAS, Robert W. 
Development land tax. 
Fourth edition. ' 

Croydon, Tolley Publishing Co. Ltd. , 1982. 250 
pp., £ 10.50.

' 

A comprehensive and detailed guide to 
development land tax, including the legislation, 
practice and relevant case law of 12 March 1982.' 
(B. 103.928) ' 

BRACEWELL-MILNES, Barry. 
Land and heritage: The public interest in 
personal owhership. Hobart Paper No. 93. 
London, The Institute of Economic Affairs, 
1982. 118 pp.,£ 3.00. 
Study on the economics of personal land .v 
ownership and how the holding of land by 
individuals compares with its holding by 
corporate bodies and government agencies. 
(B. 103.887) 

INTERNATIONAL 
APPS, Patricia. 
A theory of inequality and taxation. 
Cambridge, Cambridge University Press, 198]. 
132 pp., £ 16.50. - 

The author presents a theory of institutional 
inequality in which, in analysing tax'ation, she 
shows that tax incidence depends upon the causes 
of inequality. - 

(B. 103.934) 

OECD ECONOMIC OUTLOOK. 
Paris, Organisation for Economic Co-operation. 
and Development, 1982. 172 pp. 
(B. 103.996) ' 

TAXATION OF THE INCOME ARISING 
from the international seabed. 
Proceedings of a Seminar held in Berlin in 1981 
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during the 35th Congress of the International 
Fiscal Association. 
Deventer, Kluwer, 1982. 159'pp. 
(B. 103.902) 

THE TAX TREATMENT OF INTEREST 
- in international economic transactions.

. XXXVI Congrés Internationalde Droit 
Financier 61 Fiscal, Montreal 1982. » 

Cahiers de droit fiscal international. 
Vol. LXVIIa, premier sujet. 
Deventer, Kluwer, 1982. 661 pp.

. 

Congress report for the International Fiscal 
Association containing the general and national 
reports on the title subject. A summary of each 
report in English, Frenéh, German and Spanish 

V 
is appended. ' 

The report by the general rep‘orterkProf.‘ 
Héhn, is printed in fullrin the four languéggs. 
National repoxts include: German Federal 
Republic, Aigentina, Australia, Austria, - 

Belgium, Brazil, Canada, Cblo'mbia,'Spain, 
Finland, France,_GreeCe,*Hong a'g; Israel, 
Italy, Japan, Luxembourg, NQ'rway,

_ 

Netherlands, Sweden, Switzerland, United 
Kingdom, U'.S.A. ’ 

(B. 103.948)
' 

TAXATION OF PAYMENTS TO
_ 

non-residents for independent 'persOnal services. 
XXXVI Congrés International de Droit 
Financier ct Fiscal, Montreal 1982. ‘ 

Cahiers de droit fiscal international. Vol. 
LXVIIb, deuxiéme sujet. 
Deventer, Kluwer, 1982. 
471 pp. 
Congress report for the International Fiscal 
Association containing the general and national 
reports on the title subject. A summary of each 
report in English, French, German and Spanish 
is appended. The report by the general reporter, 
Mr. G. Coulombe, is printed in full in the four 
languages. National reports include: German 
Federal Republic, Argentina, Australia, Austria, 
Belgium, Brazil, Canada, Denmark, Spain, 
Finland, Greece, Hong Kong, Israel, Italy, 
Japan,'Luxembourg, Mexico, Norway, 
Netherlands, Portugal, Sweden, Switzerland, 
United Kingdom, United States. 
(B. 103.948) 
LE GALL, Jean-Pierre. . 

La fiscalité international des euro-cr‘édits. 
Théorie et pratique. 
Extrait de l’ouvrage “LES EURO-CREDIT”. 
Reims, Faculté de Droit, 1982. pp. 421-496. 
International tax aspects of Euro-loans 
considered from tvheroretical and practical points 
of view'. 
(B. 103.927) 

PUBLIC FINANCE AND PUBLIC- 
Employment. ‘ 

Finances Publiques ct Emploi Public. 
Proceedings of th¢ 36th Congress of the 
International Ihstitute of Public Finance, 
Jerusalem, 1980. 

‘ 

- - 

Edited by Robert H. Haveman. 
Delroit, Wayne State Univgrsity Press, 1982. 340 
pp., 3 30.’ 

. 

‘
- 

Texts of papers by contributors include: Robert 
H’. Haveman and Victor Halberstadt, Public 
Finance and Public Employment: An 
introduction; John P.. Mar‘tin, Public Sector 
Employment Trends in Westgrn Industrialized 
Economics; Fernando Rezende and José Cezar 
Castanhar, Public Employment in Developing 
Countries: 

_ 7 

Evidence from Latin America. 
(B. 103.972) ' 
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Australia 

AUSTRALIAN INCOME TAX - 
LAW AND PRACTICE 
— ‘ Current taxation 

releases 7-24 
— Cases 

releases 7-24 
Butterworths, Pty., Ltd., Chatswood. 

Austria 

DIE EINKOMMENSTEUER 
— Band [I - Rechtsprechung 

releases 14 and 15 
Wirtschaftsverlag Dr. Anton Orac, Vienna. 

DIE OSTERREICHISCHEN 
ABGABENGESETZE 
Textausgabe 
releases 31 and 32 
Wirtschaftsverlag Dr. Anton Orac, Vienna. 

STEUERLICHE TABELLENSAMMLUNG 
releases 46-48 

- Wirtschaftsverlag Dr. Anton Orac, Vienna. 

Belgium 
DOORLOPENDE DOCUMENTATIE 
INZAKE B.T.W./LE DOSSIER 
PERMANENT DE LA‘T.V.A. 
release 137 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
.VANDEWINCKELE .

_ 

Tome I, release 44 
Tome [11, release 50 and 51 
Tome V, release 50

' 

Tome VI, release 41 
Tome VII, release 45 
Tome X, release 50 
Tome XIII, release 37 
Tome XIV, releases 149 and 150 
Tome XV, release 22 
CED-Samson, Brussels. 

GUIDE FISCAL PERMANENT 
release 436 . 

Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE - 

Tome I, release 44 
Tome 11, release 37 
Tome IV, release 3 
CED-Samson, Brussels. 

VAKCURSUSSEN 
releases 135-137 
Ministére des Finances, Brussels. 

Canada 
CANADA INCOME TAX GUIDE 
REPORTS 
releases 173 - 176 
CCH Canadian Ltd., Don Mills. 
476 

CANADA TAX SERVICE — RELEASE 
releases 382-395 
Richard de Boo, Ltd., Toronto. 

CANADIAN CURRENT TAX 
releases 14-33 
Butterworths, Pty., Ltd., Scarborough. 

CANADIAN SALES TAX REPORTS 
releases 174-176 
CCH Canadian Ltd., Don Mills. 
CANADIAN TAX REPORTS 
releases 533-546 
CCH Canadian Ltd., Don Mills, 
DOMINION TAX CASES 
releases 15 — 23 
CCH Canadian Ltd., Don Mills. 
FOREIGN INVESTMENT 
IN CANADA 
Report Bulletin 
releases 90, 91 and 93 
Prentice-Hall of Canada, Ltd., 
Scarborough. 

PROVINCIAL TAXATION SERVICE 
releases 397-399 
Richard de Boo, Ltd., Toronto. 

Common Market (EEC) 
DROIT DES AFFAIRES DANS LES 
PAYS DU MARCHE COMMUN 
releases 136-139 
Editions Jupiter, Paris. 

HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
— Kommentaar op het E.E.G., Euratom en 

EGKS verdrag; verdragsteksten en aanver- 
wante stukken 

‘ release 225 
Kluwer, Deventer. 

Denmark 
SKA'ITEBESTEMMELSER: 
— Dobbeltbeskatningsoverenskomster 

release 15 
— Skattenyt 

releases 146 and 147 
- Skattebestemmelser

‘ 

releases 1,40 and 141 
A.S‘ Skattekartoteket 
Copenhagen. 

Informationskontor, 

France 

BULLETIN DE DOCUMENTATION 
PRATIQUE DE SECURITE SOCIALE 
ET DE LEGISLATION DU TRAVAIL 
release 15 ‘ 

Editions Francis Lefebvre, Levallois-Perret. 

BULLETIN DE DOCUMENTATION 
PRATIQUE DES IMPOTS DIRECTS ET 
DES DROIT D’ENREGISTREMENT 
releases 14 and 15 
Editions Francis Lefebvre, Levallois-Perret. 

BULLTEIN DE DOCUMENTATION 
PRATIQUE DES TAXES SUR LE 
CHIFFRE D’AFFAIRES ET DES 
CONTRIBUTIONS INDIRECTES 
releases 20 and 21 
Editions Francis Lefebvre, Levallois-Perret. 

DICTIONNAIRE PERMANENT — 
DROIT DES AFFAIRES 
releases 98-102 
Editions Législatives et Administratives, Paris. 

DICTIONNAIRE PERMANENT — 
FISCAL 
releases 136— 144 
Editions Législatives et Administratives, Paris. 

JURIS CLASSEUR — CHIFFRE 
D’AFFAIRES — COMMENTAIRES 
release 6112 
Editions Techniques, Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
CODE GENERAL DES IMPOTS 
releases 1 and 6 
Editions Techniques, Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
COMMENTAIRES — IMPOTS DIRECTS 
release 1131

_ 

Editions TechniqUes, Paris. 

JURIS CLASSEURI— CODE FISCAL 
release 207 
Editions Techniques, Paris. 

German Federal Republic 
ABC FUHRER LOHNSTEUER 
release 103 
Fachverlag fiir Wirtschafts— und Steuerrecht Schéif- 
fer & C0,, Stuttgart. 
BECK’SCHE STEUERKOMMENTARE: 
— Umsatzsteueygesetz Mehrwersteuer 

release 19 
CH. Beck’sche Verlagsbuchhandlung, Munich. 
DEUTSCHE STEUERPRAXIS — 
NACHSCHLAGWERK PRAKTISCHER 
STEUERFALLE 
release 85 and 86 
Verlag Dr. Otto Schmidt, Cologne. 

DOPPELBESTEUERUNG 
‘ 
KORN — DIETZ — DEBATIN 
release 44 
CH. Beck’sche Verlagsbuchhandlung, Munich. 
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HANDBUCH DER GMBH 
Wilke — GottSchling — Gaul — Berg 
releases 25 and 26 
Verlag Dr. Otto Schmidt, Cologne. 

HANDBUCH 
RECHTS 
releases 13 and 14 
Hermann Luchterhand Verlag, Neuwied. 

DES UMSATZSTEUER- 

KOMMENTAR BEWERTUNGSGESETZ 
VERMOGENSTEUERGESETZ 
release 53 
Verlag‘Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUM ERBSCHAFTSTEUER- 
GESETZ UND SCHEN- 
KUNGSTEUERGESETZ

_ 

R. Kapp 
release 16 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUM 
GEWERBESTEUERGESETZ 
E. Lenski und W. Sternberg 
releases 43 and 44 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUR ABGABEORDNUNG 
UND FINANZGERICHTSORDNUNG 
Hubschmann — Hepp — Spitaler 
releases 99—101 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUR EINKOMMENSTEUER 
(Einschl. Lohnsteuer und Kérperschaftsteuer) 
releases 133 and 134 —_ 

Verlag Dr. Otto Schmidt, Cologne. 

STEUERERLASSE IN KARTEIFORM 
releases 249-251 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERRECHTSSPRECHUNG IN 
KARTEIFORM 
releases 365-367 
Verlag Dr. Otto Schmidt, Célogne. 

UMSATZSTEUERGESETZ 
(MEHRWERTSTEUER) 
Hartmann — Metzenmacher 
releases 63 and 64. 
Erich Schmidt Verlag, Bielefeld, 
UMSATZSTEUERGESETZ 
(MEHRWERTSTEUER) 
G. Rau und E. Dfirrwachter 
releases 37-39 
Verlag Dr. Otto Schmidt, Cologne. 

WORLD TAX SERIES — GERMANY 
REPORTS 
releases 155-157 
Commerce Clearing House, Inc., Chicago. 

International 
FISCALITE EUROPEENNE 
release 2 
Les Cahiers Fiscaux Européens, Nice. 
JURA EUROPAE 
— . Droit d’établissements/Niederlassungsrecht 

release 13 
Editions Techniques, Paris. 

The articles published in English, French or German are followed by 3 
languages. Annual subscription rate (3 issues): DM 9450‘ 

PUBLIC FINANCE / FINANCES PU BLIQU ES 
International Quarterly Joumal founded by J.A. Monod de Froideville 
Revue ’I‘Iimestrielle Internationale Fondée par J.A. Monod de Froideville 

Publisher / Editeu: 
Foundation Journal for Public Finance 
Fondation Re'vue de Finances Publiques 

(Stichting Tijdschrift voor Openbare Financien) 
Editorial Board / Comité de rédaction 

W: Frank. A.J. Middelhoek, A.T. Peacock 
Managing Editor / Editeu: Gérant: D. Biehl 

Volume XXX VI/ XXX VIéme Année 
No. 3/1981 
A r t i c | e s 

Marian Krzyzaniak, Impossibility Theorems and Incidence of the 
Government Size: An Effort at Reconstruction of Modern Incidence 
Theory 
Karl W. Roskamp, Lindahl Equilibrium, Tax Prices, and the Optimal 
Supply of Public Goods: A Non-Cooperative Differential Game 
Approach .................................................. 
Geoffrey Brennan, The Attribution of Public Goods Benefits . . . . 

Victor A. Canto, Taxation in a Closed Economy Intertcmporal Model - 

with a Variable Supply of Labor to the Market Sector ........... 
Thomas S. McCaleb, Execss Burden and Optimal Income Taxation . 

Michele Fratianni and Herbert Christie, Abolishing Fiscal Frontiers 
Within the EEC 
Ernst Jonsson, On the Ratiqning of Public Products (Services) by 
Queuing Vis-A-Vis Rationing by Price ......................... 
Joseph E. Pluta, Real Public Sector Growth and Decline in Developing 
Countries 
Communication

_ 

M.H. Peston, A Note on a Balanced Budget Change in Local 
Expenditure ................................................ 
Index/Table des matiéres 

PUBLIC FINANCE/FINANCES PUBLIQUES 
' 

Technische Universit‘ét, UhlandstraBe 4—5, 
D-1000 Berlin 12, Federal Republic of Germany 

311 

337 
347 

374 
395 

411 

430 

439 

455 
467 

ummaries in the three 

STEUERN IN EUROPA, USA, KANADA — 
UND JAPAN release 80 
von Mennel — Omzetbelasting 1968 (BTW)/1978 
release 4 release 21 

Neue Wirtschaftsbriefe, Heme/Berlin. _ Successmwet 
release 30 

Luxembourg releases 38 and 39 
— Vermogensbelasting 1964 

CODE DE LA LEGISLATION releafe 20 
FISCALE Noorduun B.V. , Arnhem. 
releases 1-6 - 

Imprimerie Saint-Paul, Luxembourg. CURSUS BELASTINGRECHT 
release 75

' 

The Netherlands S. Gouda Quint — D. Brouwer, Arnhem. 

DE BELASTINGGIDS EDITIE VAKSTUDIE BELASTING- 
releases 96 and 97 WETGEVING: 

' — 
. A h . , S. Gouda Qumt D Brouwer, rn em _ Motomjtuigenbelastmg 

BELASTINGWETGEVING $16386 
Sgeli'ke Belastin en 6 a 

Editie J.M.M. Creemers 
_ emee J g ' ‘ 

releases 44 and 45 
S. Gouda Quint — D. Brouwer, Arnhem. 

Loonbelasting 1964 

— Vennootschapsbelasting 

releases 56 and 57 
Kluwer, Deventer. 

FED’S FISCAAL REGISTER BELASTINGWETGEVING: 
releases 92 
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FED LOSBLADIG FISCAAL 
WEEKBLAD 
releases 1877-1889 
FED, Deventer. 

FISCALE WETTEN 
releases 116-118 
FED, Deventer‘ 

HANDBOEK VOOR DE IN- EN 
UITVOERE 
— Belastingheffing bij invoer 

releases 288-294 
— Tarief voor invoerrechten 

relea‘ses 277-279 
— Algemene wetgeving 

releases 120-123 
Kluwer, Deventer. 

INKOMSTEN IN DE AGRARISCHE 
SECTOR 
releases 66 and 67 
Kluwer, Deventer. 

KLUWERS FISCAAL ZAKBOEK 
releases 181-184 
Kluwer, Deventer. 

KLUWERS SUBSIDIEBOEK 
releases 32-34 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
releases 258-264 
Kluwer, Deventer. 

MODELLEN VOOR'DE 
.RECHTSPRAKTIJK 
release 76 
Kluwer, Deventer. 

NEDERLANDSE BELASTINGWETTEN 
W.’E.G. de Groot 
releases 182 and 183 
Samson, Alphen a/d Rijn. 

NEDERLANDSE REGELINGEN VAN 
INTERNATIONAAL BELASTINGRECHT 
releases 77-79 
Kluwer,’ Deventer. 

NEDERLANDSE WETBOEKEN 
release 175 
Kluwer, Deventer. 

OMZETBELASTING (BTW) IN 
BEROEP EN BEDRIJF 
releases 68 and 69 
S. Gouda Quint — D. Brouwer, Arnhem. 

RECHTSPERSONEN 
releases 45 and 46 
Kluwer, Deventer. 

DE SOCIALE VERZEKERINGSWETTEN
. 

releases 174-176 
Kluwer, Deventer, 

' STAATS- EN ADMINISTRATIEF- 
RECHTELIJKE WETTEN 
releases 186 and 187 
Kluwer, Deventer. 

478
. 

UITSPRAKEN V.D. TARIEFCOMMISSIE 
EN ANDERE RECHTSCOLLEGES INZAKE 
IN- EN UITVOER 
releases 3 and 4 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Algemeen deel 

releases 107 and 108 
— Inkomstenbelasting-4964 

releases 350-357 
— Loonbelasting 1964 

releases 241-249 
— Omzetbelasting 1968 

releases 86-88 
— Successiewet 1956 

releases 87 and 88 
— Vennootschapsbelasting 1969 

releases 99-104 
— Investeringsregelingen 

releases 34-37 
Kluwer, Deventer. 

Norway 
SKATFE-NY l l 

A. release's 5-7 
B. releases 16-19 
Norsk Skattebetalerforening, Oslo. 

Peru 
IMPUESTO A LA RENTA 
release 78 
Editorial Economia y Finanzas, Lima. 

MANUAL DE IMPUESTOS INTERNOS 
release 51 
Editorial Economia y Finanzas, Lima. 

Spain 

. MANUAL DE LA ADMINISTRACION 
releases May, June, July and August 1982 
T.A.L.E., Madrid. 

Switzerland 

DIE PRAXIS DER 
BUNDESSTEUERN 
E. ter 
Tome I, release 33 
Verlag ffir Recht und Gesellschaft, Basel. 

DIE STEUERN DER SCHWEIZJ 
LES IMPOTS DE LA SUISSE 
Tome I, release 69 
Tome 11, release 62‘ 
Tome III, release 60 
Verlag ffir Recht und Gesellschaft, Basel. 

RECHTSBUCH DER 
SCHWEIZERISCHEN 
BUNDESSTEUERN 
release 69 
Verlag ffir Recht und Gesellschaft, Basel. 

United Kingdom 
BRITISH TAX ENCYCLOPEDIA 
G.S.A, Wheatcroft

I 

release 81 
Sweet & Maxwell, Andover. 
BRITISH TAX GUIDE 
releases 239 and 240 
Commerce Clearing House, Inc., Chicago. 

SIMON’S TAX CASES 
releases 18-30 
Butterworth & Co. , London. 
SIMON’S TAXES 
releases 56-59 
Butterworth & Co., London. 
SIMON’S TAX INTELLIGENCE 
releases 19—32 
Butterworth & Co., London. 

' VALUE ADDED TAX — DE VOIL 
releases 87 and 88 

U.S.A. 
FEDERAL TAXES — REPORT 
BULLETIN 
releases 24-31 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 34-42 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS 
releases 32—45 
Commerce Clearing House, Inc., Chicago. 

FEDERAL TAX TREATIES — 
REPORT BULLETIN 
releases 5 and 6 
Prentice-Hall, Inc., Englewood Cliffs. 

STATE TAX GUIDE 
releases 769 and 775 

, Commerce Clearing House, Inc., Chicago. 

TAX HAVENS OF THE WORLD 
Walter Diamond 
release 31 
Matthew Bender, New York. 

TAX IDEAS — REPORT BULLETIN 
releases 11-16 
Prentice-Hall, Inc., Englewood Cliffs. 

TAX TREATIES 
releases 364-366 
Commerce Clearing House, Inc., Chicago. 

U.S. TAXATION OF INTER- 
NATIONAL OPERATIONS 
releases 8-14 
Prentice-Hall, Inc., Englewood Cliffs. 
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CUMULATIVE IND ~ EX1982—Nos. 1—9 
I. ARTICLES 
Austria: 
Wolfgang Gassner and Geoffrey Pink: 
Taxation of foreign business in Austria 
Bangladesh: 
K.A. Gofran: 
1981 income tax amendments 
Belgium: 
Frans Vanistendael: 
Cutting taxes on business and 
investment income 
Bermuda: 
H.W.T. Pepper: 
Fiscal structure of a low tax country 
Brazil: 
Ives Gandra Da Silva Martins: 
The sup lementary income tax on the remittance of 
dividen income — legal nature and computation 
Canada: 
Nathan Boidman: 
Structuringinvestments and business start-ups 
in Canada 
Max Laxan: 
Congrés Montréal 1982 
The Congress of Montreal 1982 
Allan J . MacEachen, Minister of Finance, 
Government of Canada: 
Integration of tax expenditures into the Government 
fiscal management system 
Edwin C. Harris: 
The influence and the impact of Canada’s tax accounting 
rules on structuring Canadian business operations 
Peter McQuillan: 
Working with Canada’s statutory and discretionary 
industrial and petroleum assistance programs 
H. Heward Stikeman: . 

Taxation of offshore income and the Canadian treaty network 
China (People ’5 Republic): 
Jap Kim Siong: 
China’s recent tax experiments to revive the industrial and 
commercial tax system of state enterprises 
Ghana: 
Elizabeth de Brauw-Hay: 
Ghana: The investment code 1981 
Hong Kong: 

7 
I.W.Harris: 
Hong Kong: Tax aspects of foreign currency gains 
Y.C. Jao: 
Hong Kong: More tax concessions 
’Mary Lai: 
Hong Kong: 15% tax - and still taxpayers grumble 
India: 
Kailash C. Khanna: 
— Finance Bill 1982 — Summary of proposals 

relating to direct taxation 
— Impact of the budget. No incentives to produce or save 
Dharmendra Bhandari: 
nhhghts of the tax proposals of the Indian Budget for 1982-83 
-Parimal M. Parikh: 
Overseas Indians and the Finance Bill 1982 
G. Thimmaiah: 
India: How progressive are the direct taxes? 
International: 
D. Hund: 
The development of double taxation 
convent'ions wjth particular reference 
to taxation of International air transport 
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Tax System Components 
and Economic Development: 
An International Perspective 
By Sohrab Abizadeh* and J8. Wyckoff** 

Research in the area of public finance has traditionally focussed on the 
economic impact of taxes and government expenditure upon a region or a coun— 
try. In recent years much of the applied and theoretical work has been related to 
the task of constructing tax systems suited to the particular economic and social 
conditions prevailing in a given year. In the most recent studies, however, the 
emphasis has been placed upon the relationship between tax ratio and the de- 

- gree of economic development. 
The following reports on an international study of the government direct and in- 
direct tax revenues in different countries at different stages of economic de- 
velopment. The methodology consists ofa number ofshort-run as well as long- 
run analyses. Pooled cross-section time series data are used. It is observed that, 
in the majority of cases studied, the structure of the tax system changes towards 
more intensive use of direct taxes as the nation’s economy develops. 

INTRODUCTION 
Developing countries have long been frustrated by the dilemma of developing 
a system of taxation which will provide the necessary resources to develop the 
infrastructure necessary for economic development, while providing incen— 
tives in the private sector for increased investment and ‘output. Attempts to 
providé policy formulas through scientific studies of tax ratio differences and 
changes in tax components within given developing countries have taken dif- 
ferent forms. 
Martin and Lewis (1956) compared the revenues and expenditures of 16 coun— 
tries at different levels of economic development. Their main objective was to 
see how patterns of expenditure and sources of revenue varied with economic 
development and what patterns of taxes and expenditure are appropriate to 
different levels of development. 
Williamson (1961) in a follow-up of Martin and Lewis’ study took more coun- 
tries and a longer time period (1951-1956), including 17 developed countries 
with tax ratios (total tax revenue divided by gross domestic product) ranging 
between 20 and 35% and 15 LDCs ranging between 9 and 21%. Both of these 
studies concentrated on public exp'editure and revenue and their relationship 
to per capita national income.

' 

Hinrichs (1965) Iquéstioned the former findings andtried to present a “better” 
explanation for the tax changes through a multiple regression study of 60. 

. 
countries using data from the years 1957-60. He implicitly assumes that per 
capita income is the only factor needed to estimate the degree. of economic de- 
velopment. Consequently, if there are other variables which explain tax ratio 
changes better than per capita national income, the conclusion that the tax 
ratio is related to the degree of economic development, as reflected by per 
capita income, should be rejected. He states: ' 
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Conventional wisdom holds that government rev- 
enue shares of gross national product increase with 
economic development. This is obvious when con- 
trasting the level of government revenue shares be- 
tween developed and less-developed countries. 
However, when observing differences among less- 
developed countries only, this proposition is mis- 
leading at the best or worst just plain wrong (p. 564). 

Hinrichs (1966) in his more thorough study of taxes at- 
tempted to deal with both tax ratio‘and tax component 
changes during the course of economic development. He 
performs a multiple regression study of 60 countries for 
the period 1957-60 in order to identify the determinants 
of government revenue as a share of gross national prod- 
uct. Regional factors played an important role in his 
analysis of structural tax changes. The final outcome of 
past studies was the development and acceptance of the 
hypothesis that there exists a direct relationship between 
the degree of economic development and total tax ratio 
(see Abizadeh 1979). Despite all these efforts, analysis 
leading to policy recommendations on an improved com- 
bination of components within a tax system at differing 
stages of economic development has not been forthcom- 
mg. 

RATIONALE 
The. position that, “Generally, however, tax systems 
have tended to be more of a determined than determin- 
ing factor” (Hinrichs 1966, p. 63) is frequently found in 
writings on economic development. Bangs (1968) makes 
even a stronger assertion stating, “the tax changes are, in 
the main, effects rather than causes of economic prog- 
ress” (p. 15). He further_ indicates that direct taxes are 
applicable only to those economies which have passed a 
certain stage of development (pp. 15—16). Hinrichs 
(1966) supports this , observing that the extent of reliance 
on direct taxation usually increases with greater 
economic development. 
This would seem logical in examining the feasibility of di- 
rect tax collection in less developed countries compared 
with that of more developed countries. In general, cor- 
porate taxes are levied at a flat rate on all companies in 
less developed countries. The revenue yield generated 
by such a levy would be low because (a) company income 
is often only a small part of national income; (b) the tax 
rate must be low to encourage private investment; (c) de- 
veloping companies do not have any revenue to be taxed; 
and (d) more importantly, 

. . . there takes place a substantial avoidance of the 
tax on corporate profits in underdeveloped countries 
because of the “loophole” in the law in the form of 
the system of prerequisites such as office-provided 
cars, living accommodation, travel expense accounts 

_ 

in general which are charged off to business expenses 
(Thripathy 1968, p. 201). ‘ 

Direct taxation of capital values, whether land or per- 
sonal property, would be expected to have a relatively 
less adverse effect upon incentives. The problem in un- 
derdeveloped countries has been that the owners of cap- 
ital assets have had a high degree of control over political 
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institutions, through which they could influence tax 
legislation in their favor. Goode (1964) points out that, 
“Intensive use of the property tax is blocked in most 
Latin American countries by a small but politically pow- 
erful group of large landowners” (p. 178). This is true in 
most underdeveloped countries - especially if land re- 
form has not taken place. Inadequate records and ap- 
praisals of properties lead to comparatively low tax 
yields. “In many countries taxation of agriculture, r- 
ticularly land tax, does not yield amounts consi ered 
adequate when compared with taxation 0f_other sectors” 
(Basch 1964, p. 95). Unless there are some changes in the 
social, ecqnomic, and political institutions within under- 
developed countries, adoption of capital and wealth 
taxes - without wholesale evasion - would seem unlikely. 
The use of personal income taxes has also generally been 
very limited in underdeveloped countries. In LDCs the 
agricultural sector is frequently exempted for constitu- 
tional or administrative reasons. Since agriculture is usu- 
ally the main source of income for much of the popula- 
tion, the personal income tax plays a less significant role 
in the tax structure of LDCs than has been the case in the 
more developed countries. 
Other reasons for the radically different performance of 
the personal income tax in underdeveloped as compared 
to developed countries include the following. First, there 
are the widely recognized problems in defining income. 
Second, there are difficulties in determining individuals’ 
income, even after income is defined. In underde- 
veloped countries, a large sector of the economy is non— 
monetary or unrecorded. Wage-earners, independent 
craftsmen, and small shopkeepers cannot read and write 
well enough to maintain accounts or complete even the 
simplest income tax return. Sometimes, even literate in- 
come earners do not keep reliable records of their in- 
come. As in developed countries, more than one set of 
income records may be kept in order to avoid taxes (see 
Goode 1964). With unsophisticated banking and credit 
systems, itvis difficult to trace cash and barter business 
transactions. . 

A third reason for the radically different performance of 
. the personal income tax is related to the application of 
tax rates and allOwances. It is difficult to fully apply the 
taxation rates of developed countries to less developed 
countries. This is because of the difference between the 

' income distributions. If the tax rates found in the US. 
were applied to, say, Egypt or Iraq, the key to the rev- 
enue yield would depend upon Whether they are applied . 

at the same absolute level of income or at the same rela- 
tive level of income. 
The fourth difficulty relates to the collection of takes. 
Voluntary tax payment is not common in underde- 
veloped countries. The alternative is a pay-as-you-earn 
system. Such a system would cover only a small percen- 
tage of income earners, i.e. those whose income, wages, 
and salaries can be identified and, therefore, raises the 
question of equity (i.e. only part of the country’s income 
earners are subject to tax). - 

Thus, it is no accident that the more develOped countries 
have usually progressed from indirect taxes such as cus- 
toms duties, property taxes, and excise taxes during the 
early stages of their development, to the more sophisti- 
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cated forms of direct taxation, such as personal and'cor- 
poration income taxes (Bangs 1968, pp. 135-136). 

HYPOTHESIS 
On the basis of this previous work, a general hypothesis 
was formulated: as a nation’s economy develops, the 
structure of the tax system changes toward intensive use 
of direct taxes, i.e. the relative proportion of direct and 
indirect taxes changes toward a higher and higher direct 
tax ratio. . 

This hypothesis was tested by a model containing varj- 
ables representing and reflecting the degree of eqonomlc 
development as independent variables and the dlrect tax 
ratio (total direct tax revenue divided by total tax rey- 
enue) as the dependent variable. The generalihypotheSIS 
was tested by the model for different tlme perlods for the 
same group of countries and different groups of coun- 
tries for the same time period. 

The countries were selected with a View toward giving 
representation to a broad range of institutional condi- 
tions as well as stages of economic development. Coun- 
tries from different regions of the world were selected, 
although the original analysis did not involve a regional 
factor. . 

GROUPING COUNTRIES 
BY FACTOR ANALYSIS 
The task of selecting variables to indicate the degree of 
economic development was most difficult. The 1973 and 
1976 studies by Irma Adelman and Cynthia Taft Morris 
were consulted. Based upon these studies a decision to 
employ quantitative information while avoiding qualita- 
tive measures seemed appropriate. Data were obtained 
from sources such as the United Nations and the Interna- ' 

tional Monetary Fund. 

Data were collected for a 23-year period (1950-1972). 
The period was divided into two sub—periods, a “first de- 
cade” (1950-1959) and a “second decade” (1960-1972). 
Forty-one countries were included in the analysis of the 
first decade and 46 in the second decade. 

Although many researchers have classified countries ac- 
cording to their stage of development, none has devel- 
oped a method universally acceptable to economists. Per 
ca ita income and its substitutes have been a widely used 
crlteria (see Chelliah 1971, p. 277). Hinrichs (1966) 
groups countries on the basis of per capita GDP, the 
natural rate of population increase, and energy con- 
sumption per capita, with a relatively heavy reliance on 
per capita GDP. He states: 

Although GDP/N tends to be an unreliable estimate 
of the welfare of the consumers of a nation, {ind the 
statistics themselves are usually somewhat 1_naccu- 
rate, they are useful data for stage classificatlon: :

. 

Although GDP/N is a poor estimate of welfare, 1t ys, 
© 1982 International Bureau of Fiscal Documentation - BULLETIN 

in re):lative terms, a good measure of development (p. 
130 . 

Because of the important role assigned to the grouping of 
countries in this study, a more comprehensive approach 
was employed. A multi-variate statistical technique, fac- 
tor analysis, was used to perform this grouping function. 
Ten variables were selected for the factor analysis: 
£1; 

per capita GDP in U.S. dollars; . 

2 international trade tax ratio (defined as trade taxes 
divided by total tax revenue); 

(3) percentage of total government expenditure on 
health (defined as total government expenditure on 
health divided by total government expenditure); 

(4) perpentage pf total government expenditure on edu- 
catlon;

I 

(5) proportion of national income generated in agricul- 
ture, forestry, and fisheries; - 

(6) demand deposit ratio (defined as demand deposit di: 
vided by total money supply); 

E7; 
export plus import divided by GDP in U.S. dollars; 

8 net balance on current account divided by GDP in 
U.S. dollars; 

E9) exports divided by GDP in U.S. dollars; and 10)imports divided by GDP in U.S. dollars. 
Each of these variables was hypothesized to directly or . 

indirectly represent the degree of economic develop- 
ment within a country. ‘ 

The factor analysis identified 3 “factors” in each time 
period which accounted for virtually all of the variations 
(Tables 1 and 2). The grouping of countries was done for 
each decade with the same analysis being used to facili- 
tate the possibility of interdecade as well as inter-country 
comparisons. Tables 3 and 4 show the respective country 
groupings for decade 1 and decade 2. 

TABLE 1 

Cumulative percentages of 4 factors for the first decade 

Percent of Cumulative 
Factor 

’ Eigenvalue variation percentage 

1 17.195 , 42.2 42.2 
2 13.187 32.3 74.5 
3 7.887 19.4 93.9 
4 2.482 - 6.1 100.0 

TABLE 2 

Cumulative percentages of 4 factors for
I 

the second decade 

Percent of Cumulative 
Factor Eigenvalue variation percentage 

1 16.918 38.9 38.9 
2 12.457 286 67.5 
3 8.463 19.5 87.0 
4 5.654 13.0 100.0 
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TABLE 3 

Grouping of the countries by factor analysis, first decade 

Group / Group // Group I// 

1. Egypt 1. Brazil ‘ 1, SouthAfrica 
2. Ghana . 2. Colombia 2. Canada 
3. CostaRica 3. Ecuador. 3. UnitedStates 
4. EISalvador 4‘ lsrael 4. Venezuela 

' 

5. Guatemala 5. Japan 5.. Austria 
6. Chile 6. Jordan "6.'Denmark 
7. Peru 7. Lebanon 7‘ France

A 

8. Burma 8. Turkey 8.. Netherlands 
9. Ceylon 9. Finland 9. Norway ‘ 

10. India ' 10. Ireland ‘ 10. Sweden 
11‘ Iraq 11. Italy:. . 

' 

11: Switzerland 
12. Philippines 12. Spain 12.’ United Kingdom , 

13. ' Syria .13. Australia 
14. Thailand 

‘ 

‘. 
> 

14‘ NewZealand 
15. Portugal 

‘_ 

' ' 

_
‘ 

TABLE4 
Grouping of the countries by factor analysis, 

second decade '

' 

@QNQ’Q‘PPNT‘ 

Group / Group I/ Group I// 

Egypt 
' 

1. Ghana '1‘, South Africa 
EISalvador- 2. Kenya 2. Canada 
Peru ' 

3. Tanzania 3.’ United States 
‘Burma 4. CostaRica 4. Brazil 
Ceylon 5. Dominican Rep. 5. Colombia ‘

‘ 

Iraq 6. Guatemala 6. Venezuela 
Malaysia 7. Chile 7. Japan 
Syria 8‘ Ecuador- ’ 

8‘ Austria 
Thailand 94 India 9. Denmark 

- 10. Iran' 
. 10. Finland _ 

11. Israel 11. France 
12. Jordan 12. Italy 
13. Lebanon 13. Netherlands 
14. Philippines 14. Norway 
15. Turkey 15. Spain 
16. Ireland 16. Sweden 
17. Portugal 17. Switzerland 

18. United Kingdom 
19. Australia 
20. NewZealand 

THE MODEL
v 

The relative importance of tax components (groups of 
taxes) may be analyzed either as their percentage in total 
tax revenue or as their ratio to GNP. Chelliah believes 
that the first alternative more clearly defines the differ- 
ences in the patterns of taxation between different coun- 
grgei, irrespective of the level of taxation (1971 , pp. 267- 

8 . 

In this study, the tax components were analyzed in terms 
of the percentage of dlrect taxes in total tax revenue. It 
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was hypothesized that, as an economy develops, the tax 
structure of the country changes toward more intensive 
use of direct taxes, i.e. the relative proportion of direct 
taxes in total tax revenue tends to increase. It was de- 
cided to test the hypothesis using long-run data to insure 
that sufficient time for a transition, in terms of economic 
development, was involved. ‘ 

The following relationship was postulated to test thé 
hypothesis: ' 

TRtijt = b1-"’ b2 (Y‘hz) +133 (OPit,3) + b4 (TPRit,4) 
“b5 (ERn, 5) _b6 (ARit,6) + b7 (DDRit, 7) 
where

> 

i = 1,2, ; . ., N(number of countries in the particu- 
lar grpup in .the model) t: 1,2, . . ., T (number of years, depending on the 
decade being analyzed) . 

.~ 

TRd = direct tax ratio (defined as total direct tax rev- 
enue divided by total tax revenue) 

Yp — per capita GDP in US. dollars converted using 
- market exchange rates 

‘ , OP = opennes‘s (defined as‘ exports plus imports di- 
vided by GDP), TPR = 

‘ 

transfer payment ratio (defined as government 
transfers divided by government expenditures) 
ratio of expenditure on education

V 

proportion of income generated in agriculture, 
forestry, and fisheries DDR = demand deposit ratio (defined as demand de— 
posit divided by total'money supply).

' 

Openness was specifically included because of its re— 
lationship to direct taxes emphasized by Hinrichs who 
states: '

_ 

. 
.' 

. personal income taxes may be based primarily' 
on civil servants ., the r army . . ., and/or 
employees of large mineral and/0r export com- 
panies, especially foreign ones‘. Thus, the openness 

' 

of the economy would normally affect the amount of 
personal income collected (1965, p. 556). ' 

ER]:- 
AR = 

If this relationship was maintained, openness should 
have carried a positive sign in the models. 

Multiple linear regression analysis wasapplied to test the 
relationships hypothesized in the model. The results ob- 
tained for - different groups of countries at different 
points in time were tested using the Durbin-Watson 
Statistic. The test indicated that it was not possible to re— 
ject thehypothesis that auto-regression was present. The 
Durbin procedure then was used to correct for the possi— 
ble autoregression. Table 5. summarizes the results ob- 
tained from the corrected multiple linear regression 
models. 

The first regressioh equation reported in Table 5 shows 
results for 41 countries for the 10-year period using 
pooled cross-section, time series data. Regression 2 used 
the identical model for 46 countries for the 13-year 
period—The remainder of .the regressions reported were 
estimated to determine if the specified relationships hold 
for the different groups of countries during the first and/ 
or second decade. 
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TABLE 5 

Summary of regression analyses for direct tax ratio (TR‘), original model" 

V 

> 

F Durbin— 
Constant 

_ 

YP OP TPH EH ' AR DDR R2 Value Watson 8!. 

First decade, ‘0402 .0000611+ —.0455 —‘109+ —‘1 09 ‘008 —.0134 .02,8_x ~1.22*' 
. 

2,005
_ 

all countries (008) (,0000353) (0604) (.0656) (.184) 
‘ 

(.131) (.109) 

Second decade, 
_ 

00883 .0000144; —‘01 741 —.0348 .078 ,048 .116' 020" ‘ 1.63x 1.84” ' 

all countries (.00199) (.0000105) (0480) (0702) (.0857) (.0668) (.0487) ‘

. 

Firstgroup, .0416 —‘0002741° ' .0478 —.130x —.141 223° .0219 076° i 2.13" 1.56C 
both decades (.00905) (.00013) (.0821) (.095)‘ (182) (102) (.0976) 

Firstgroup, ‘429 —,000149 .151 —.208X —.225 ‘145 .0757 ,097" 1‘29>< 1.78b 
first decade (0186) (000178) (.138) (.128) (4268) (.173) (.197)

‘ 

First group, 
‘ 

‘0529 —‘000057 . .0117 .174 .011 .1 77x —‘146" .077x 1.07x 1.243 
second decade (,0172) (.000261) (099) (.199) (268) v (.129) (.1 1.1) 

Second group, .0106 0000538* —.01 19 —.O491 165+ —.187f’ 
' 

,0542 049° ' 

2.11° 1.82b 
both decades (.00267) (.0000297) ‘ 

(,0446) (,0586) (.0952) (.0882) (.058) " ' 

Second group, .0352 —.0000437 —,135* —.0091 .44+ ‘ —.1 15 —.143 . 
.140+ 199+ 1.62b 

firstdecade (.0068) (000047) (.0577) (.066) (243) (203) (118)
_ 

Second group, ,0085 .0000922‘ .0663 
‘ 

—.101 ‘133 —154* 110* 0,84" ‘ 2‘50" 1.99b 
second decade (0034) (0000369) (.066) 

_ 

(.102) (.108) (.0995) (.069) 

Third group, .0912 (.0000367) —.222** ' 4.053 —,0407 —,107 ' 

.260 
V 

.05* 2.73“ 
. 

2.22” 
bqth decades (.0048) (.0000129) (.0675) (.0762) (183) (243) ' (‘11s) ’ 

Third group, ‘0807 .0000277 —.204+ —,0543 —.437 —.266 .0442 ' .067 v 1.11 2.14” 
first decade (0227) (,0000606) (,115) (.143) (.483) (.498) (.222) r 

‘

. 

Third group, .011 00000409 —,221 * —,0148 ‘080 —,0484 356" 069* 264* 
‘ 

2.0.7b 
second decade (.004) (0000109) (0911) (.0938) (‘162)_ (.246) (.104) ~ ‘ ‘ 

1) Corrected for auto-regression by Durbin Procedure: 
’* Significant at the 99% level 
' Significant at the 97.5% level 
° Significant at the 95% level 
+ ' Significant at the 90% level 
x Significant at the 80% level

. 

a Do not reject the hypothesis that the auto-regression is present at the 99% confidence level. 
° Reject the hypothesis that auto-regression is present at the 99% level. 
° The Durbin-Watson Statistic is inconclusive. 
Figures in parentheses are standard error of the regression coefficients 

INT'ERPRETING THE RESULTS 
The results obtained from analyzing the 41 countries?, 
data for the 1950-59 period did not provide an un- 
equivocal answer to the hypothesis tested. Yp (per capita GDP) assumed a positive sign and was significant at the 
90% level of confidence. However, TPR, the only other 
Slgnlflcant variable in the model, did not carry the ex- 
pected Sign: Although the coefficients were not signi- 
fgcant, neither did OP, AR, or DDR carry the expected 
sxgn. I_t was concluded that due to the sharp differences in 
d1rect10n_of direct taxes at different stages of develop- 
ment durlpg the first decade, a regression including all of 
thqcountrles was not able to provide a satisfactory expla- 
natlon of the variation in the dircct tax ratio associated 

, with the degree of econOmic development. 
The analysis of the data from the second decade for the 
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46 countries provided an improved explanation for direct 
tax ratio changes. It was concluded that, during the sec- 
ond decade, the more developed the country, the more_ 
direct taxes were collected relative to other sources of 
taxation. This held only when the total group of devel- 
oped and developing countries and/or underdeveloped

‘ 

countries were combined. r 

Underdeveloped countriesl(Group I) 
When the data for both decades were used for the group 
of underdeveloped countries (Group I), it was strongly 
maintained that 

V 

TRd had been decreasing during the 
period. Variables ER, OP, and DDR had the expected 
sign to support the general hypothesis even though they 
were not statistically significant, The regression equa— 
tion relating to Group I countries in the first decade was 
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. less clear than that using both decades. YP carried a nega- 
tive sign and was not significant. The same was true for 
AR, with a positive sign. Given the full model, it was 
concluded that TRd dropped the first decade for the 
group of underdeveloped countries. 
The results obtained from analyzing the data for under- 
developed countries during the second decade strongly 
indicate that TRcl had been decreasing for this group dur- 
ing the 1960-72 period. Per capita GDP (YP) carried a 
negative sign along with DDR. The latter was significant 
at the 80% level of confidence. OP and TPR, with posi- 
tive signs, were not significant. Neither was ER with a 
positive sign. 

Developing countries (Group II) 

The results obtained from the regression analysis for 
Group II in both decades provided evidence that for the 
group of developing countries, the direct tax ratio is re- 
lated to the degree of economic development.,Yp and AR and DDR carried the expected signs. YP was signi- 
ficant at the 90% level of confidence with AR being signi- 
ficant at the 95% level of confidence. ER carried a posi- 
tive sign (contrary to our expectations) and was signi- 
ficant at the 90% level of confidence. 
Analysis of the data for developing countries during the 
1950-59 period revealed that the relative importance of’ 
direct taxes in total tax revenue decreased. Six of the 12 
countries in the group relied on indirect sources of taxa- 
tion more heavily during this period. These were the 
countries that shifted to the developed group (Group 111) 
during the second decade. This is not contrary to the gen- 
eral result obtained from analyzing the developing coun- 
tries during both decades since direct tax collection only 
became possible for this group of countries du’ring the 
'second decade. 
Examination of the results for the group of developing 
countries for 1960-72 provided firm support for this pos- 
ition. Per capita GDP was significant at the 97.5% level 
of confidence and was positive. AR and DDR assumed 

. 
expected signs and were significant at the 80% level of 
confidence. OP also Carried the expected sign but was 
only significant at the 70% level of confidence. 

Developed countries (Group III) 

For the group of developed countries (Group III) TRd 
did not increase as the economy developed. Analysis of 
the data fromboth decades for this group revealed that TRd has been decreasing for the group of developed 
countries. Although YP carried a positive sign in this 
equation, it was not statistically significant. OP and TPR 
carried negative signs contrary to our hypothesis. ER 
and AR had negative signs but were not significant. DDR was significant at the 95% level of confidence but 
carried a positive sign contrary to our expectations. 

» When the data for the first decade were used, almost 
identical results emerged. While the F value was signi- 
ficant at approximately the 50% level of confidence, the 
model was not effective in explaining the direct tax ratio. 
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The analysis of the data for 1960-72 for the developed 
countries showed that direct taxes have been losing their 
relative importance in these countries. OP, TPR, ER 
and DDR carried signs contrary to those hypothesized. 
glowever, only OP and DDR were statistically signi- 
1cant. ' 

THE “BEST” MODEL 
Because the original model had many coefficients that 
were not statistically significant, a “best” model was 
analyzed which included only those variables significant 
at the 80% or higher levels of confidence (Table 6). The 
“best” model for the 41 countries for the period 1950-59 
included only variables Yp and TPR. Each of these vari- 
ables was significant at the 90% confidence leVCI with 0p- 
posite signs. It again was concluded that the sharp differ- 
ences in the direction of change in direct taxes at diffe— 
rent stages of development during the first decade pre- 
vented the model from providing a satisfactory explana- 
tion of the variation in direct tax ratio associated with the 
degree of economic development. 
For the second decade in the 46 countries, only per capita GDP and DDR-remained in the “best” model with the 
expected sign. They were significant at the 80 and 97.5% 
level of confidence respectively. It was concluded that, 

. 
for this decade, the more developed the country, the 
more direct taxes were collected relative to other sources 
of taxatlon. 

Underdeveloped countries (Group I) 
When data for both decades were used the “best” model 
included variables YP, TPR, and AR. Each of these var- 
iables were significant at the 97.5, 80, and 95% level of 
confidence resyectively. The signs for these variables in- 
dicate that TR not only did not increase but decreased as 
the economy developed. This decrease was due to the re- - 

liance of countries on trade taxes. The decrease in TRd 
did not result in a decrease in TR. What is shown was that 
the relative importance of direct taxes has been decreas- 
ing in these countries and the relative share of trade taxes 
in total tax revenue (and possibly other indirect taxes) 
has been increasing. Some of these countries were, in 
fact, using other indirect sources during the first decade 
and shifted to the second group in'the second decade, a 
group where the stage of development permits direct tax 
collection to be practiced. 
By way of comparison Chelliah analyzed the relationship 
between the share of direct taxes (TRd) and per capita in- 
come for 50 countries for the period 1966-68. His results 
were as follows: 
TRd = 33.08 - 0.052 (YP) with an R2 = 0.005 for the 

(5.575) - (1.059) ’ 

countries with per capita income below U . S . $ 200 (the fi- 
gures in parentheses are t-ratios) (1971, p. 314). 

Had it been possible for these countries to collect direct 
taxes, they might have done so. Direct tax collection has 
been and still is practically impossible for countries at 
this stage of development. Invariably, attempts to shift 
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TABLE 6 

Summary of regression analyses for direct tax ratio (TRd), “best” model 1’ 

F Durbin- 
Constant YP 0P TPR ER AF! DDFI R2 Value Watson St. 

First decade, .037 .0000632' ~.109+ 024° 3.230 1.98b 
all countries (.00428) (.0000334) (.0648)

V 

Second decade, .00903 .0000146x .113” .016' 3.91* 1.83b 
all countries (.00189) (.0000104) 

_ 
(.0483) 

Firstgroup, .0416 —‘000281' 
’ 

—‘124>< 222° .071" 4.03" 1.57c 
both decades (0063) (000124) (.0939) (.100) 

First group, ‘429 195+ —,236° 073* 298* 1‘83n 
firstdecade (.0084) - (.121) (.115) 

First group, .0526 212* +135" .063+ 2.71 + 1.22a 
second decade (.0109) (.120) (.100) ~ 

Second group, .0111 .0000567° .1 72* —.192° .043“ 3.73‘ 1.80” 
both decades (.00227) (0000288) (.0937) (.0879) 

Second group, .0319 —.123° .483° —.172x .127‘ 3.68‘ 1.59c 
firstdecade (.00597) (.0545) (.235) (.113) 

Second group, .009 .000087' -.159 X 120* 0.72” 3.74' 1.90“ 
second decade (.003) (.000035) (.099) (068) ‘ 

Third group, .0912 —.224" .264“ .047". 785“ 2.21 ° 

both decades (00402) (.0666) (.116) 

Third group, .0869 —.222° —.491 059* 3.01 + 2.11b 
firstdecade (.00909) (.108) (,435) 

Third group, .0124 —.223' 
I 

.357" .067" 3.01 + 2.08” 
second decade (00312) (.0889) (.103) 

Corrected for auto-regression by Durbin Procedure. 
Significant at the 99% level 
Significant at the 97.5% level 
Significant at the 95% level 
Significant at the 90% level 
Significant at the 80% level ~ 

2.; 

’V 

OUWX+OII 

The Durbin-Watson Statistic is inconclusive. 

Do not reject the hypothesis that the auto-regression is present at the 99% confidence level. 
Reject the hypothesis that auto—regression is present at the 99% level. 

Figures in parentheses are standard error of the regression coefficients 

to direct taxes meet with serious administrative, politi- 
cal, and social obstacles. 
The “best” model for the underdeveloped countries for 
the first decade includes OP with a positive sign, signi- 
ficarit at the 80% level of confidence, together with TPR 
with a negative sign significant at the 95% level of confi- 
dence. The negative per capita TPR reinforced our pre- 
ceding conclusions. The positive sign for OP during this 
period supports Hinrich’s assertion that underdeveloped 
countriqs may collect income taxes on import/export 
compames. 
The “best” model for the underdeveloped countries for 
the second decade included AR, and DDR with a posi- 
tive and negative sign respectively. AR was significant at 
the 90% level of confidence and DDR at the 80% level. 
The signs of the “best” model variables suggest an actual 
decrease in TRd as the economy develops. This sustains 
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the conclusion that the group of underdeveloped coun- 
tries has been decreasing its reliance ondirect taxes. 
That means that the relative importance of direct taxes 
decreased for the group of underdeveloped countries 
during this stage of development. ' 

Developing countries (Group II) 
Based upon the “best” model for the second group for 
both decades, it was concluded that the direct tax ratio 
had increased in connection with their economic prog- 
ress. The positive signs for ER were the result of its ap- 
pearance in the model during the first decade. In fact, 
based upon results obtained, it was not until recent years 
(1960—72) that the group of developing countries started 
increasing their reliance on direct taxes and, as a result, 
increased the relative importance of this type of tax in the 
government revenue system. 
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The “best” model for the developing countries for the 
periods 1960-72 introduced YP, AR, and DDR as the 
variables most closely associated with the direct tax 
ratio. They were significant at the 97.5, 80, and 90% level! 
of confidence respectively. It was concluded that the 
hypothesis held strongly for the developing countries 
during the period. This indicates that developing coun: 
tries can rely more and more on direct taxes as their 
economy develops. This supports our earlier conclusion 
that the reliance and employment of direct taxes be- 
comes possible at this stage of economic development. 

Developed countries (Group‘lll) 

The “best” model for the Group III developed countries 
included OP and DDR. It indicates that the relative im— 
portance of direct taxes has been decreasing in total tax 
revenue fOr developed co'untries. 
The “bes_t” _model for the first decade for developed 
countries was not promising. The only variable which pe- 
mained in the model was OP with a negative sign and sig- 
hificant at the 95% level of confidence. However, ER - 

was also included and carried a negative sign significant ' 

at approximately 70% level of confidence. 
The analysis of the second decade for the developing 
countries produced evidence that the development and 
use of taxes other than conventional direct taxes are re- 
sponsible for this type of relationship between TRd arid 
the degree of economic development. 
There is no doubt that, the absolute amount of direct 
taxes collected in developed countries has been and is in- 
creasing. It is the variation in the collection of such taxes 
that results in such a “poor fit” for our models. Factors 
other than just the degree of development have affected 
direct tax collections in developed countries. In addition 
to those factors mentioned earlier, other factors affect- 
ing direct levies are the types of dominant business sector 
in the economy (partnership, proprietorship, or corpo- 
ration), the type of government, and the size of public 
sector relative to the total economy. In the case of the lat- 
ter, the larger the public sector the higher the amount of 
payroll taxes collected. 
The results obtained from the analysis of data for devel- 
oped countries invites the quotation of a statement by 
ChelliahQ 1 

' 
' ' 

' ' 
‘

' 

, On_ an, analogy with the course of evolution in the 
. now developed countries, it is generally argued that 
with the growth of the economy and the rise in in- 
come the share of direct taxes, which could be'levied 
more in accordance with the individual’s ability to 
contribute, would begin to rise. Such' a transforma- 
tion of the tax system is yet to come (1971 , p. 269). 

CONCLUSIONS AND-GENERALIZALI'IONS 
The general hypothesis of this study was not rejected in 
total, but a wide range of exceptions were observed. The 
analytical results have led us to the following conclusions 
and generalizations. 
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1. Due to the sharp differences in the tax components of 
countries at different stages of development, the 
general study of all of the countries during the first 

. decade did not provide a satisfactory explanation for 
the variations in direct tax ratio an its relation to the 
degree of economic development. 

2. Use of the data in recent years (1960—72) for all the 
countries did support the hypothesis. 

3. . There is no hard evidence, based on the result ob- 
tained, that the group of underdeveloped countries 
has increased its relative reliance on direct-taxes as 
their economy developed. However, based on the 
maintained hypothesis that the total tax ratio has 
been increasing, it was concluded that tax compo— 
nents have shifted towards a more intensive use of 

' taxes other than direct taxes. ~ 

The direct tax ratio decreased during the last two de- 
cades for this group of countries. It was concluded 
that the imposition and collection of direct taxes are 
practically impossible and encounter numerous ad- 
ministrative as well as political and social obstacles. 

4. The group of developing countries in both decades 
did rely more and more on direct taxes as their 
economies developed. However, it was not until the 
second decade that these countries could experience 

. 

a systematic increase in their direct tax ratio along 
with their economic progress. 
The results from the regression for the second decade 
support the above assertion. It is concluded that di- 
rect tax collection, and the increase in its relative im- 
portance compared to other types of taxes, becomes 
possible when a country is in its “developing” stage. 
However, reliance on indirect taxes remains desira- 
ble to increase tax revenue because a lag exists be— 
tween the time that a country enters this stage of de- 
velopment and the time it can actually rely more 
heavily on direct taxes. ' ’ 

5. Direct taxes have been losing theirrelative impor- 
tance in the budgets of the governments in developed 
countries. 

6. The term “better tax system”, which has always been 
'associated with a higher relative reliance on direct 
taxes, is somewhat misleading. A “better tax system” 
with respect to an economic development objective 
Would be the one that results in higher taxes as a'pro- 
portion of GDP, implicitly assuming no disincentive 
in the private sector, and investment yields in the 
publicsector at least equal to private investment. 
Consequently, it makes little difference fromiighis 
perspective as to what type of tax sources, direct or 

; indirect, are being used more intensively. 
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Zambia’s 1982 Budget 
by ABC. Emmanuel * 

The Budget, as expected, was a belt-tightening one. 1 The 
worsening world economic conditions had and were hav- 
ing” their adverse effects on the economy of Zambia, 
mainly becayse the demand for copper, which is the 
prime foreign exchange and revenue earner for Zambia, 

' was dropping steadily. In addition, the copper consum- 
ing countries tended to hold smaller stocks of copper in 
order to reduce the costs of stock-holding. The average 
price of copper, which was 1,692 K per tonne in 1980, 
dropped to 1,554 K in 1981 representing a decline of 
8.2%. Copper earnings declined from 884,000,000 K to 
840,000,000 K, decline of 5%. The foreign exchange 
earnings from the mining sector fell from 
1,200,000,000 K to 942,600,000 K. At the time, the de— 
mand for cobalt, the other revenue and foreign exchange 
earner, also fell badly leaving the mining companies a 
stock pile of about 8 months’ production. 
The mining industry, which is the mainstay of the coun- 
try’s economy, was thus afflicted by serious problems 
with the result that the industry’s value added declined 
by 52.3% and the contribution of the mining sector to 
Gross Domestic Product declined from 16.2% in 1980 to 
7.6% in 1981. In 1980, the mining companies contributed 
approximately 41.0 million K to Government revenue 
whereas in 1981 their contribution was virtually nil. 
The manufacturing industry’s contribution also fell dur- 
ing this year, mainly due to the lack of foreign exchange 
which had severe repercussions on those industries 
which are dependent on imported inputs. These difficul- 
ties were further increased by labour unrest and other 
factors which caused production to fall. The worsening 
financial position of the mining companies had their ad- 
verse effects on some of the manufacturing companies 
who relied a lot on the mines for their progress and pros- 
perity. The industries depending on foreign inputs regis- 
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tered a drop ranging from 27°/o'to 12%. Those who de- 
pended on local raw material did show a slight growth in 
the rate of production. 
Against this gloomy background, there was, however, 

. 
one ray of sunshine, which was in the agricultural sector. 
The performance in the agricultural sector was quite 
heartening and encouraging. The agricultural sector re- 
sponded well to the call of His Excellency the President 
to boost the production of food in the country. This sec- 
tor recorded an estimated growth rate of 9.8% in 1981. 
There was a significant increase in marketed maize of 3.5 
million bags over the 1980 production, bringing in a total 
production of 7.7 million bags. In other fields of agricul- 
tural production, such as wheat, sunflowers, soya beans, 
etc., there were significant increases. There was thus a 
positive response by the farming community to the Gov- 
ernment’s agricultural policy which gave them various 
incentives. 
Onelof the greatest problems'facing the Government was 
the deteriorating balance of payments position. This pos- 
ition has been brought about by declining foreign earn- 
ings and worsened by the rising costs of imports, espe- 
cially oil. The external payment arrears stood .at 
420,000,000 K. Exports amounted to 961,600,000 K in 
1981 as compared to 1,027,000,000 K in 1980, _a reduc- 
_tion of- 6.4%. 
In spite of the strict import controls, imports increased 
from 884,500,000 K in 1980 to 907,200,000 Kin 1981. As 
a result of the critical shortage of foreign exchange, the 
rate of growth has been hindered, and it has provided ex- 
teremely difficult to build up foreign reserves and reduce 
the payment arrears. 

* Tax Manager, Price Waterhouse & C0. , Lusaka. See for an extract of the 
Budget Speech, 36 Bulletin for International Fiscal Documentation 3 (1982) at 
130. 
1. The Budget proposals were enacted in the Income Tax’ Amendment Act 
No.12 of 1982. 
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“In the light of this grim scenario and bleak outlook, the 
immediate and vital lesson for the nation is clear”, said 
the Hon. Minister of Finance as he presented the 
Budget. “The nation must brace itself for more sacrifices 

' and hard work.” The economy of the country had to be 
restructured so as to reallocate the scarce resources away 
from consumption toward production. Consumption 
had to be curbed by means of strict controls, which in 
turn would curb inflationary tendencies. It was essential 
to bring about a, reduction in subsidies which were a 
heavy drain on the nation’s financial resources. It was 
also essential to promote industrial production based on 
domestic resources and also expand agricultural and~ 
food production. 
Keeping all this in mind, the Hon. Minister of Finance’s 
main idea in his Budget proposals was to raise the addi- 
tio\nal revenue required through indirect taxation. The 
burdgn of direct taxation was fairly heavy on the few who 
paid taxes and hence by means of indirect taxes as a 
whole society would bear their share of the sacrifice 
which was necessary to enable the nation to recover from 
“the crisis in which it finds itself. 
Excise duties were raised on cigarettes, tobacco, liquor 
and petroleum products. Customs dutles were also 
raised on varlous xtems. 
As far as income tax on individuals was concerned, con- 
sidering the high incidence of income tax in Zambia and 
the rising cost of living, the Hon. Ministry of Finance did 
-not raise income tax but instead gave concessions in the 
form of increased personal allowances. He also gave a 
welcome relief to married women who had been making 

. representations to the Government to reduce the tax 
burden borne by them. Under the system prevailing at 
the time, it was the husband who got the benefit of the 
married allowance of 1,700 K. Hereafter, he an- 
nounced, the husband and wife could by election 6 
months before the commencement of the charge year ask 
for the married allowance to be apportioned between 
them, specifying the amount in which the married allow- 
ance is to be divided. ' 

Regarding tax on companies, the Budget introduced a 
new system of paying corporation income tax. According 
to the prevailing practice, companies paid provisional 
tax in two instalments, on 14 August and 14 December 
following the end of the tax year. Hereafter, under the 
new proposals in the Budgét, all business will now have 
to_ estimate in advance what their taxable income will be 
for the current year and pay provisional income tax on 
that estimated amount in four instalments before the end 
of the tax year. In short, this means the payment of the 
1981/82 and 1982/83 taxes before the end of March 1983. 
This proposal that two years’ income tax will have to be 
paid in one year raised objections from the entire busi- 

_ 

ness community, Who pleaded that the business enter- 
prises lacked the cash resources to pay two year’s taxes in 
one year. Many of them, in view of the current foreign 
exchange shortages, did not get their full allocations of 
import quotas and were finding it difficult to run their ' 

businesses profitably. This new system, they said, would 

have grave consequences on the viability of many 
busmesses and also serlously retard 1nvestment and ex- 
panSIOn 1n the economy as a whole. 
The Hon. Minister, after considering all the representa- 
tions made to him, did not, however, alter his original 
proposal, but to alleviate the tax burden on the business 
enterprises, he extended the time limit for the payment 
of the taxes over a period of 11/2 years. He also gave the 
Commissioner of Taxes the power to extend the time 
limit in case of hardships and also the power to waive the 
penalties for late payments of tax, considering each case 
on its own merits. * 

The undistributed profits tax, which was introduced in 
1979 and amended in the 1980 and 1981 Budgets due to 
severe and widespread criticism, was repealed this year 
and replaced by a new regulation which went back to the 
old system of “deemed” distribution of dividends. 
Where the Commissioner of Taxes considers that a com- 
pany, in order to avoid or reduce tax, has not declared a 
dividend or declared a dividend inadequately, he will “deem” a dividend to have been declared and such 
deemed dividend will be taxable in the hands of the 
shareholder. The business community preferred this 
“deemed” distribution regulation to the undistributed 
profits tax which was regarded as a penal provision. The 
new regulation removes the indiscriminate penalty for 
non-distribution and identifies those companies who do 
not declare dividends or plough back their profits into 
the business. 
The agricultural sector was given further incentives in 
order to boost the agricultural output of the country. The 
rate of tax on farming income, which was reduced to 25% 
in 1981, was further reduced to 15%. 
Accelerated depreciation on farming machinery imple- 
ments and equipment at 50% of the cost of the assets on 
a straight line basis was also granted. 
There were proposals to grant incentives to the industrial 
sector: these were not implemented as such in the 
Amendment Act, but the Hon. Minister of Finance 
hopesto implement some of these when changes are 
made in the Industrial Development Act. An effort is 
being made to encourage rural development with a View 
to reversing the existing rural/urban disparity as well as 
the deteriorating terms of trade between primary pro- 
ducers in the rural areas and the urban consumers. The 
poor rural areas will not be allowed to subsidise the 
urban areas and the Government hopes to achieve this 
by a sustained implementation of appropriate pricing 
and credit policies. 
The Budget is a remedial one with a View to correcting 
the economic ills of the nation. The call is for economic 
revival and self—reliance. the principal message in the 
Budget is the “restructure of the economy, deliberate di- 
version of resources from non—productive to productive 
uses, thereby promoting the resumption of self sustain- 
ing economic growth while achieving progreSsive im- 
provements in the balance of payments”. It is hoped that 
the nation will respond to this call by the Hon. Minister 
of Finance who is hopeful that the nation will. 
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Recent Changes in the Philippine 
Taxation of Individuals>I< 
By Corazon P. Parades” 

INTRODUCTION 
Beginning calendar Year 1982, a new individual income tax system is in force

I 

in the Philippines. The so-called modified gross income tax scheme became 
part of the Philippine National Internal Revenue Code of 1977 (Tax Code) 
when Batas'Pambansa Blg. 1351 was finally approved by the President on 18 
December 1981. The new system constitutes a significant departure from the 
old system whereby individuals, irrespective of their types of income, were 
generally taxed on a net income basis. ‘The following are the important 
changes introduced by the new law: (a) categorization of income; (b) mod- 
ified gross taxation of compensation income; and (c) retention of itemized de- 
ductions with respect to business income. - 

The modified gross income tax scheme was designed to eliminate administra- 
tive problems connected with the old system. Accordingly, certain specific 
objectives were identified with the adoption of the new system. These are: (a) 
simplification of income tax administration; (b) minimization of discretion in 
the determination and allowance of deductions by the taxpayer and tax - 

examiner; and (c) rationalization of the income 'tax treatment of different 
types of income. 
The manner of taxation of gains derived by individuals, whether citizen or 
alien, as well as corporations, domestic or foreign, from the salevISH’a‘feéidf' ' 

,StCkfilEiSLSitLCd as capital assgtsjgglye Likewise been modified by Batas Pam— 
bansa' Blg. 221 which was approved on 25 Mzi’fch 1982? w v 

The following is a summary of the recent changes in the Philippine taxation of 
individuals. 

I. NEW MODIFIED GROSS INCOME TAX SYSTEM 
A. Categories of income 

1. Under the new system
I 

Individual incomes are currently divided into three principal categories, 
namely, compensation income, business income, and passive income. Clas- 
sification is based on the nature of the income derived and alllthree categorles 
are'meant to cover the entire range of individual incomes. 

a. Compensation income ' 

Briefly, compensation income covers all income arising from an employer- 
employee relationship, whether monetary or non-monetary. However, the 
Tax Code itself provides for a specific definition of the term “gross compensa- 
tion income”, which includes all income payments received as a result of an 
employer-employee relationship, such as salaries, wages, honoraria, 
bonuses, pensions, alloWances for transportation, representation, entertain- 
ment, fees (including directors’ fees) and other income of a similar nature, in- 
cluding Compensation paid in kind. 
The share of a partner from a general professional partnership for services is 
not con51dered as part of gross compensation income but as a partner’s dis- 
trlbutlve share of ordinary business income. 
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if w—~—————— 
b. Business income 
Business income refers to income derived from engaging 
in a trade, business or profession as well as all other in- 
come derived from any source whatsoever not classified 
as compensation income or passive in_come. The Ta_x 
Code specifically uses the term “gross 1ncome” for thls 
category of income which broadly includes gains, profits 
and income derived from professions, vocations, trades, 
businesses, commerce, sales, or from dealings in prop- 
erty, whether real or personal, or growing out of the 
ownership or use of property or any interest therein; and . 

from interest, rents, dividends, securities, or the transac- 
tions of any business carried on for gain or pyofit, or 
gains, profits and income of whatever kind and 1n what— 
ever from derived form any source. 

c. Passive income 
Passive income includes interest, dividergds, royaltjes, 

_ 

prizes and other winnings which are subject to a fma 
withholding tax. , 

2. Under the old system 
Under the old global income tax system, there was only 
one general category of income. Thus, as defined, the 
term “gross income” included gains, profits and income 
derived from salaries, wages, or compensation for per- 
sonal service of whatever kind and in whatever form 
paid, or from professions, vocations, trades, businesses, 
commerce, sales, or dealings in property, whether real or 
personal, derived from the ownership of or use of or in- ' 

terest in such property; also from interest, rents, divi- 
dends, securities, or the transactions of any business car- 
ried on for gain or profit, or gains, profits, and income 
derived from any source whatsoever. In effect, all items 
of income were lumped together. 
As under present law, certain types of passive income 
like dividends and interest were also subjected to a fipal 
withholding tax. Other types of passive income, lxke 
royalties and prizes, were merely subjected to a credit-- 
able withholding tax. In other words, these types of in- 
come were consolidated with the other income of an indi- 
vidual and the tax thereon was computed accordingly. 
Any withholding tax paid could then be credited against 
the income tax as finally computed. Nevertheless, these 
special types of passive income were not recognized as 
falling under a separate category of income. 

B. Exclusions from gross income 
The following items are currently treated as exclusions 
from gross compensatlon income: 
1. Actual, moral, exemplary, and nominal'damages re- 

ceived pursuant to a final judgment or compromise 
agreement arising out of an employer-employee re- 
lationship. 

2. Proceeds of life insurance policies paid upon the 
death of the insured. 

3. Amounts received by the insured as return of pre- 
miums paid by him under life insurance, endowment 
or annuity contracts. 
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4. Value of property acquired by gift, bequest, devise, 
0r descent. v 

5. Interest on government securities. 
6. Amounts received through accident or health insur- 

ance or under the Labor Code of the Philippines, as 
compensation for personal injuries or sickness plus 
the amount of any damages received on account of 

» such injuries or sickness. 
7. Income exempt under treaty. 
8. Retirement benefits, pensions, gratuities received 

under certain conditions. 
9. Other miscellaneous items such as income received 

frominvestments in the Philippines or interest on de- 
posits in Philippine banks by (a) foreign govern- 
ments, (b) financing institutions owned, controlled, 
or enjoying refinancing from foreign governments, 
and (0) international or regional financing institu- 
tions established by governments. 

The same items of exclusion above enumerated are also 
excludable under the category of business income. In ad- 
dition, compensation income as well as passive income 
which have already been subjected to a final tax are also 
entitled to be excluded from the coverage of business in- 
come. 
Under the old system, the same excludable items were 
recognized for determining gross income. 

C. Allowance for deductions 

Another highly significant change introduced by the 
modified gross income tax system is the restriction on de- 
ductions. Under current law, no other deduction is rec- 
ognized for the purpose of arriving at one’s taxable com- 
pensation income except for the so-called personal and 
additional exemptions. The usual deductions previously 
allowed to a taxpayer for computing his net taxable in- 
come are presently still allowed but only for the purpose 
of computing one’s taxable business income. Aside from 
limiting the itemized deductions to the category of busi- 
ness income, such items must also be business-related in 
order to be deductible. 

1.‘ Under the new system 
a. Personal and 

additional exemptions 
Whéther an individual is deriving purely compensation 

. incOme or business income or both under current law, he 
is still entitled to the personal and additional exemp- 
tions; The rates of personal exemption that may be av- 
ailed of by such individual depends upon his status as 
single or married person or head of a family. A single in- 

‘ dividual or a married person judicially declared as legally 
separated is entitled to claim a personal exemption equi- 
valent to 1! 3,000. A married person may deduct 
1! 6,000 while an individual who qualifies as head of a 
family is allowed £3 4,500 as personal exemption. Head 
of the family means an unmarried person with one or 
both parents, or with one or more brothers or sisters, or 
with one or more legitimate, recognized natural or 
adopted children living with and dependent upon him or 
her for their chief support where such brothers, sisters, 
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or children are not more than 21 years of age, unmarried, 
and not gainfully employed, or where such children are 
incapable of self-support because of mental or physical 
defect. 
Additional exemptions equivalent to 2 2,000 may be 
further claimed by the taxpayér for each legitimate, rec- 
ognized natural or adopted child wholly dependent upon 
and living with the taxpayer if such dependents are not 
more than 21 years of age, unmarried, and not gainfully 
employed or if they are incapable of self-support because 
of mental or physical defect. However, the Tax Code 
.limits the number of dependents for which additional 
exemptions may be claimed. Such number must not ex- 
ceed 4 dependents so that the maximum additional 
exemption is 12 8,000. 
In View of the categorization of incomes, an individual 
who receives both compensation and business income is 
required to deduct first the amount of his personal and 
additional exemptions from his gross compensation. If 
there is any excess exemption, the same could then be de- 
ducted from his business income. 

b. Itemized deductions 
The availability of itemized deductions is presently re- 
stricted to the category of business income. Thus, for the 
purpose of arriving at net taxable income of taxpayers 
deriving business income, the following items may still 
be deducted: ' 

Ordinary and necessary expénses paid or incurred 
during the taxable year in carrying on any trade or 

;‘_bgsine&_ 
Entertain‘FfiEfitTtraVel', and‘representation‘expenses 
associated with the taxpayer’s trade, profession or 
business may be allowed as deduction subject to cer- 
tain substantiation requirements. 

2. Interest paid or accrued on indebtedness incurred 
within a taxable year in connection with the tax- 
payer’s profession, trade or business. 

3. Taxes paid or accrued within the taxable year in con-_ 
nection with the taxpayer’s profession, trade or busi- 
ness, except: (a) income tax, (b) income, war profits, 
and excess profits taxes imposed by a foreign govern- 
ment (this deduction will be allowed for a taxpayer 
who does not wish to avail himself of the foreign tax 
credit provision); (c) estate and gift taxes; ((1) taxes 
assessed against local benefits of a kind tending to in- 
crease the value of property assessed; and (6) electric 
energy consumption tax. ) 

4. Losses actually sustained during the taxable year, 
not compensated for by insurance or otherwise and 
incurred in the exercise of the trade, profession or 
business or incurred in a transaction entered into for 
profit though not connected with the trade or busi- 
ness. 

5. Bad debts which are actually ascertained to be worth- 
less and charged off within the taxable year in con- 
nection with the exercise of the profession, trade or 
business. 

6. Depreciation of property arising out of its use in the 
progession, business or trade, or out of its n’ot being 
use . 

7. Depletion of oil and gas wells and mines. 
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8. Charitable and other contributions actually paid or 
made within the taxable year to certain institutions 
which may be deductible in full or limited to an 
amount not in excess of 6% of the taxpayer’s net in- 
come as computed before the deduction for charita- 
ble contributions, depending on the classification of 
the donee-institution. 

9. Payments for pension trusts. 
Medical care expenses and basic tuition fees which were 
deductible under the old system (subject to certain limits 
and conditions) are no longer deductible items’. 

c. Optional standard deduction 
Except for non-resident alien taxpayers, an individual 
reporting business income may elect a standard deduc- 
tion not exceding 10% of'his gross income, instead of av- 
ailing himself of the itemized deductions. His intention 
to elect the optional standard deduction must be sig— 
nified in the income tax return. 

2. Under the old system 
At the time the modified gross income tax scheme was in- 
troduced, the same rates of personal and additional 
exemptions were allowed under the old law for indi- 
vidual taxpayers depending also upon their status. 
Therefore , no change has been introduced in this regard. 
Since there was only one category of income under the 
global approach, itemized deductions were generaly al- 
lowed unless the taxpayer elected the standard deduc- 
tion. Generally, the same items of deductions were avail- 

" able incase the taxpayer ch95; itemized deductions for 
reporting his income. However,'éeftain item‘s‘were'not 
required t0'be business-related in order to qualify as de- 
ductions. Thus, interest, taxes and bad debts, though not 
connected with trade or business, were nevertheless de- 
ductible in arriving at net taxable income under the old 

r system. 
Previously, any individual taxpayer other than a non— 
resident alien could also elect to take the standard deduc- 
tion, not exceeding 10% of his gross income , in lieu of the 
itemized deductions. As under current law, unless the 
taxpayer signified his intention to use the optional stan- 
dard deduction in his return, he was considered to have 
availed himself of the itemized deductions. 
If the gross income repor_ted by the taxpayer in his return 
included that of his wife, a standard deduction of 10% of 
the gross income received by his wife, but not to exceed 
1! 500, was allowed as an additional deduction regard- 
less of whether such taxpayer used the itemized deduc- 
tions or the optional standard deduction. This standard 
deduction for working wife has been deleted under the 
current system. 

D. Tax rates 
1. Underthe new system 
a. Compensation income 
The following tax rates are in effect under the modified 
gross income tax system. 
The taxable compensation income (gross compensation 

' 
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income less only personal and additional exemptions) ye- 
ceived by a citizen or resident alien from world-w1de 
sources is subject to the following rates: 
Pesos Pesos + percentage of excess 

over lower amount 
Not over 2,500 0% 

2,500 — 5,00 0 + 1% 
5,000 — 10,000 25 + 3% 

10,000 — 20,000 175 + 7% 
20,000 — 40,000 875 + 11% 
40,000 — 60,000 
60,000 — 100,000 
100,000 — 250,000 
250,000 — 500,000 49,675 + 29% 
Over 500,000 122,175 + 35% 
The tax rates imposed on compensation income are 
much lower as compared to the hold rates of 3% to 70% 
in force under the net income tax system. Previously, the 
36% tax bracket was reached when one’s net income ex- 
ceeded 1! 32,000. As a general rule, therefore, fixed in- 
come earners are favored under the gross income tax 
scheme because of the 50% reduction in the maximum 
tax rates and the increase in the taxable income base. 

3,075 + 15% 
6,075 + 19% 
13,675 + 24% 

b. Business income 
As a result Iof the categorization of incomes, the taxable 
net business income of a citizen or resident alien from 
world-wide sources is presently subject to a separate 
schedule of tax rates ranging from. 5% on the first 
1! 10,000 to 60% on the excess over 19 500,000. The. 
complete schedule of such tax rates is as follows; 
Pesos Pesos + percentage an excess

, 

over lower amount - 

Not Over 10,000 . 5% 
500 + 15% 

3,500 + 30% 
10,000 — 30,000 
30,000 — 150,000 
150,000 — 500,000 39,500 + 45% 
Over 500,000 197,000 + 60% 
There is only a slight reduction of the old maximum tax 
rate of 70% to 60% which is currently imposed under the 
new system, but the taxable income base has been in- 

. creased. - 

c. Passive income 
Passive income, consisting of dividends, interest, royal- 
ties, prizes and other winnings, is subject to the final 
withholding tax at varying rates. Dividends received by a 
citizen or resident alien from a domestic corporation and 
the share of an individual partner in a partnership which 
is treated as a corporation for tax purposes are subject to 
a 15% final withholding tax. Interest received by a citi- 
zen or resident alien on a savings deposit is subject to a 
15% final withholding tax. Interest on time deposits and 
yields from deposit substitutes2 and from trust funds and 
similar arrangements are subject to a 20% final with- 
holding tax. However, if the aggregate amount of in- 
terest on a deposit account maintained by a depositpr 
alone or with another in any one bank at any time during 
the taxable period does not exceed 1! 1,000 a year or 
E 250 per quarter, the same is exempt from tax. Royal- 
ties, prizes (except prizes amOunting to 1! 3,000 or less 
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which should.be taxed as business income) and other wmnmgs recelved by a citizen or resident alien are sub- 
ject to 15% final withholding tax. 

I 
2. Under the old system 
Under the old system, only one schedule of tax rates was 
prescribed for items of income which came within the de- 
finition of the term “gross income”. The rates ranged 
progressively from 3% on the first P 2,000 of net taxable 
income to 70% on the excess over 1! 500,000. However, 
dividends and interest from a savings deposit were sub- 
jected to the 15% final withholding tax. The same was 
true with respect to yields from deposit substitutes and 
interest from time deposits which likewise were sub- ' 

jected to the final withholding tax of 20%. 

E. Classification of taxpayers 

Individual taxpayers are generally divided into two clas- 
ses,.namely, citizens of the Philippines and aliens. Citi- 
zens of the Philippines can further be classified as resi- 
dents or non-residents. Likewise, alien individuals may 
be classified as resident aliens or non-resident aliens. 
The same rules on classification of taxpayers recognized 
under the old law are currently being followed. 

1. Citizens and aliens 
Citizens and resident aliens’are taxed on the basis of their 
world-wide income. The schedule of tax rates applicable 
will depend on the type of income earned by the tax- 
payer. However, in the case of non-resident citizens de- 
riving income from sources outside the Philippines, a 
dollar schedule ranging from 1% to 3% based on the tax- 
payer’s “adjusted gross income” is applied. Adjusted 
gross income means gross income from foreign sources 
less the total of personal exemptions allowed and the en- 
tire amount of foreign income tax paid by him. 
Non-resident alien individuals are subject to tax only on 
the basis of their Philippine-source income. Non-resi- 
dent aliens may further be classified into: (3) those en- 
gaged in trade or business in the Philippines; and (b) 
those not engaged in trade or business in the Philippines. A non-resident alien who comes to the Philippines and 
stays for an aggregate period of more than 180 days dur- 
ing any calendar year is deemed to be doing business in 
the Philippines. If his stay is 180 days or less, he is consi- 
dered as not engaged in trade or business inthe Philip- 
plnes. 
Non~resident aliens engaged in trade or business in the 
Philippines are generally subject to tax on their compen- 
sation and business incomes received from Philippine 
sources in the same way as resident citizens and resident 
aliens. However, dividends, shares in the net rofits of a 
partnership (which is taxed like a corporationg), interest, 

2. As defined under the Tax Code, the term “deposit substitutes” means an 
alternative form of obtaining funds from the public, other than deposits, 
through the issuance, endorsement, or acceptance of debt instruments for the 
borrower’s own account, for the purpose of relending or purchasing of receiv- 
ables and other obligations. These include prbmissory notes, repurchase 
agreements, similar instruments with recourse authorized by the Central 
Bank of the Philippines for banks and non-bank financial intermediaries; 
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royalties, prizes and other winnings (except prizes of 
P— 3,000 or less which shall be taxed as business income) 
are subject to a 30% final withholding tax. 
On the other hand, interest, dividends, rents, salaries, 
wages, premiums, annuities, compensation, remunera- 
tion, emoluments, or other fixed or determinable annual 
or periodical or casual gains, profits, and income from 
Philippine sources received by non-resident aliens not 
engaged in trade or business in the Philippines are sub- 
ject to a final withholding tax of 30%. ' 

However, capital gains realized by non-resident aliens, 
whether or not engaged in trade or business in the Philip- 
pines from the sale of Philippine shares listed in the dol- 
lar or any acceptable foreign currency on a stock ex- 
change are currently exempt from income tax. 

2. Residents and non-residents 
The principles for determining whether or not an alien is 
a resident. or non-resident remain the same whether 
under the old or new system.3 
An alien individual’s residency or non-residency status 
depends on the nature and length of his stay in the Philip- 
pines. A mere floating intention, indefinite as to time, to 
return to another country is not sufficient to constitute 
one a transient. If he lives in the Philippines and has no 
definite intention as to his stay, he is a resident. One who 
comes to the Philippines for definite purpose which in its 
nature may be promptly accomplished is a transient. But 
if his purpose is of such nature that an extended stay is 
necessary for its accomplishment, and to that end he 
makes his home temporarily in the Philippines, he be- 
comes a resident, though it may be his intention at all 
time's'tb‘fiturn t0“h‘i’s dofiicilé abroad WBE‘fijh_e pur 0§c 
for which he came has been fulfilled or abandoned. 

F. Taxation of certain 
expatriates 

As part of the incentives granted to certain businesses 
which help promote the Philippine economy, foreign 
employees hired by them are also entitled to preferential 
tax treatment vis-él-vis other expatriates. ' 

Thus, alien individuals employed by regional or area 
headquarters established in the Philippines under Presi- 
dential Decree No. 218, offshore banking units estab- 
lished under Presidential Decree No. 1034 and service 
contractors or their subcontractors engaged in petrole- um operations under Presidential Decree No. 87 are sub- 
ject to a final tax of 15% based on their gross salaries in- 
cluding other emoluments. 

G. Tax administration 
1. Withholding system 
The Philippine withholding tax system may be divided 
into four types, namely, withholding tax on wages, basic 
withholding tax at source, the “expanded withholding 
tax” and other special types of withholding. The growing 
use of the withholding tax as a mode of ensuring tax col- 
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lection has been very apparent in recent tax laws. To 
further strengthen the system, a penalty is imposed upon 
the withholding agent if it fails to perform its obligations 
as such. Accordingly, any amount paid or payable by the 
withholding agent which is allowable as a deduction from 
gross income will be disallowed if it fails to deduct and 
withhold the tax in accordance with the law. 
The withholding tax on wages is imposed on all forms of 
compensation arising from an employer-employee re- 
lationship, whether monetary or non—monetary. Specifi- 
cally, the term “wages” is defined to include all remune- 
ration for services performed by an employee for his 
employer unless specifically excepted under the law.5 
Thus, all amounts paid to an individual which fall within 
the category of compensation income will be subject to 
this type of withholding system. 
Some relevant rules in this connection are: the basis 
upon which the remuneration is paid is immaterial in de- 
termining whether it constitutes wages. Thus, it may be 
paid on the basis of piecework, or a percentage of profits; 
and may be paid hourly, daily, weekly, monthly, or an- 
nually. Wages may also be paid in money or in some 
medium other than money, as, for example, stocks, 
bonds, or other forms of property. If services are paid for 
in a medium other than money, the fair market value of 
the thing taken in payment is the amount to be included 
as wages subject to withholding. Thus, as a general rule, 
pensions and retirement pay are considered wages sub- 
ject to withholding. The same is true with respect to vac- 
ation allowances paid to an employee. However, 
amounts paid specifically - either as advances or reim- 
beémé‘hts '-=f6r traveling or Other bona fidé d—rdi’nér—Y’ 
and necessary-expenses incurred or reasonably expected 

7 to be incurred in the‘business of~the-employer are not W.— 
wages and are not subject to withholding. Traveling and 
other reimbursed expenses must be identified either by 
making a separate payment or by specifically indicating 
the separate amounts where both wages and expense al- 
lowances are combined in a single payment. v 

Ordinarily, facilities or privileges (such _as entertain- 
ment, medical services, or “courtesy” discounts on pur- 
chases) furnished or offered by an employer to his 
employees generally are not also considered as wages 
subject to withholding if such facilities or privileges are 
'of relatively small value or are offered orfurnished by the 
employer merely as a means of promoting the health, 
goodwill, contentment, or efficiency of his employees. 
The term “wages” includes remuneration for services 
performed by a citizen or resident of the Philippines, as 
employee of a non-resident alien individual, foreign 
partnership or foreign entity engaged in trade or business 
within the Philippines. Likewise, any person paying 
wages on behalf of a non-resident alien‘ individual, 
foreign partnership, or foreign corporation. not engaged 
in trade or business in the Philippines is constituted as the 
withholding agent. 

3. See Gison and Salvador, “Philippine Taxation of Alien Individuals”, 35, 
Bulletin for international fiscal documentation 5, p. 223 (1981). 
4. Income Tax Regulations, Section 5. 
5. Revenue Regulations No. 20-81, “Withholding Tax for Compensation 
Income Under the Gross Income Tax System".

, 
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- COmpensation paid for services rendered in the Philip- 
pines irrespective of place of payment received by a non- 
resident alien not engaged in trade or business in the 
Philippines is subject to a final withholding tax of 30%. 
Every person who has the control, receipt, custody, dls- 
posal or payment of the income is constituted as the with- 
holding agent. 

2. Filing of returns 
andpawnmfioflax 

Citizens and resident aliens deriving purely compensa- 
tion income must file their returns on or before 18 March 
of each year“, covering income for the preceding taxable 
year. Individuals deriving business or professional in- 
come must file their returns on or before 15 April of each 
year. If the taxpayer derives both compensation and 
business incomes at the same time, the return covering 
both incomes must be filed on or before 15 April of each 
year. 

II. REVISED TAXATION OF 
SALES OF SHARES OF STOCK 

Gains of individuals, whether citizen or alien, or of cor- 
porations, domestic or foreign, from the sale of shares of 
stock classified as capital assets are currently subject to 
tax depending on whethert or not shares of stock are 
listed and traded on a local stock exchange. Previously, 
net capital gains from the sale, exchange, transfer or 
similar transactions intended to convey ownership of or 
title to any share of shares of stock were subjected to a 
final tax of 10%. However, if the shares of stock involved 
were that of a closed corporation, the tax rates were 10% 
on the first 13 50,000 of net capital gains and 20% on the 
excess.6 

" ' ' 

Under the present law, if the shares of stock sold or ex- 
changed are listed and traded through the local ex— 
change, a rate of 0.025% of the gross selling price is ap— 
plicab‘e. The stockbroker is constituted as withholding 
agent in this case. ‘

’ 

On the other hand, if the shares of stock sold, exchanged 
or transferred are not traded through a local stock ex- . 

change, net capital gains derived therefrom are subject 
to a final tax of 10% on the first i! 100,000 and 20% on 
the excess. The seller must file the return and pay the tax 
on a per transaction basis, i.e. within 30 days following 
each sale or disposition of the shares of stock. An adjust- 
ment return is required to be filed after the close of the 
taxable year.

' 

The net capital losses sustained during the taxable year 
are allowed as capital loss deductible in the same taxable 
year only. Moreover, the entire amount of capital gains 
and capital loss are considered without taking into ac- 
count the period or duration during which, the stocks 
were held by the seller up to disposition for purposes of 
computing net capital gains. 
No sale, exchange, transfer or similar transaction in- 
tended to con/vey ownership of, or title to, any share of 
stock may be registered in the books of the corporation 
unless the receipt of payment of the tax is already filed 
with or recorded by the stock transfer agent or secretary 
of the corporation. The stock transfer agent or corporate 
secretary must also inform the Bureau of Internal Rev- 
enue in_ case of non—payment of the tax. 

6. PD No. 1739. 

ResidencyConcept and 
Employment Income in 
Nigeria ‘ 

‘
* 

By A.C. Ezejfélue* 

INTRODUCTION. 
Although something may have bee'n written generally on 
“residence” for tax purposes in Nigeria, this narrow as- 
pect of the conceptas it applies to employment’ income re- 
quires fairly detailed and isolated treatment. The em- 
phasis will be on foreign nationals who are deemed to be 
resident in Nigeria for tax purposes in respect of their 
employment income. The relevant Nigerian tax law on 
this is often not well understood or is misconstrued by 
non-resident taxpayers. 
Therefore this short article is an attempt to construe the 
relevant tax law on the matter, for the guidanCe of foreig- 
ners whose employment incomes are deemed to be liable 
to Nigerian tax. Any interpretations offered here are by no 
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means conclusive; they are open to challenges, even by the 
author himself, in the light of any new facts. 

RELEVANT SECTIONS OF THE RELEVANT ACT 
The relevant law for the subject under Consideration is 
contained in Sections 4 and 8 of our Income Tax Manage—- 
ment Act (ITMA) 1961 (as amended). 
The pertinent provisions of Section 4 are as follows: 

Section 4(1). The tax shall, subject to the provisions of the 
Act be_ payable for each year of assessment upon income 

’ accruing in, derived from, brought into, or received in, 
Nigeria in respect of — 

(b) any salary, wages, fees, allowances or other gains or 
profits from an employment including gratuities, 
compensations, bonuses, premiums, benefits or other 
perquisites allowed, given, granted by any person to 
an employee. ‘ 

And thefollowing subsections of Section 8 are apposite 
for our purposes: 
* The author is Professor of Accounting, School of Business Administra- 
tion, Imo State University, Aba Campus, Imo State, Nigeria. 
1. “Employment” includes any service rendered by any person in return for 
any gains or profits. See Sec. 4(2)(d) of Income Tax Management Act (ITMA) 
1961 (as amended). 
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Section 8(1). The gains or profits from an employment 
shall be deemed to be derived from Nigeria if — 
(a) the duties of the employment are wholly or partly per- 

formed in Nigeria, unless— 
(i) the duties are performed on behalf of an 

employer who is in a country other than Nigeria; 
and 

(ii) the employee is not in Nigeria for 183 days or 
more in a year of assessment; and 

(iii) the remuneration of the employee is liable to tax 
in thatother country. 

(b) the employer is in Nigeria unless the duties of the 
employment are wholly performed, and the remune- 
ration paid, in a country other than Nigeria save dur- 
ing any temporary visit to or leave in Nigeria. 

(3) The gains or profits from any employment exercised 
in Nigeria shall be deemed to be derived from Nigeria 
whether the gains or profits from such employment are re- 
ceived in Nigeria or not. 

A MATTER OF CONSTRUCTING 
RELEVANT LAW _ 

It seems that the spirit behind Section 8 of ITMA on the 
concept of “residency” is to give the Revenue authorities 
a wide scope of collecting as much tax as possible under 
Section 4 of ITMA while at the same time making allow- 
ance for what may appear to be the minimum acceptable 
practice elsewhere. 
Section 4(1)(b) is very wide, and does not give any 
exclusionery conditions when. read in isolation. How- 
ever, apart from being subject to other provisions of the 
Act, S‘e'EtibnA must be read in conjunction withSection 8, 
which introduces some qualifying and ameliorating pro- 
visions. At ~the same time, all subsections of Section 8 
should be read together partly for possible interpretative 
purposes and partly for resolving any appartent conflicts. 
Section 4(1)(b) tends to rope in all kinds of income 
whether accruing in, derived from, brought into, or re- 
ceived in,2 Nigeria if considered in isolation. But Section 
8 stipulates the conditions under which an income shall 

' be deemed to be derived from Nigeria. The emphasis is 
on “derived from” because derivation in this context im— 
plies “obtained” or “acquired” or “got” via working or 
having worked in or for Nigeria.3 This is to be distin- 
guished from “brought into” or “received in” or (to some 
extent) “accruing in”, which may not necessarily imply 
worked or working in or for Nigeria. 
The first general condition4 is that an income from 
employment shall be deemed to be derived from Nigeria 
(and therefore subject to Nigerian tax) if the duties of the 
employment are wholly or partly performed in Nigeria. 
Thereafter, it introduces some counter-conditions under 
which the general condition shall not hold, i.e. if: 
(i) the duties are performed on behalf of an employer 

who is in a country other than Nigeria; and 
(ii) the employee is not in Nigeria for 183 days or more in 

a year of assessment; and
I 

(iii)the remuneration of the employee is liable to tax in 
that other country.5 

It must be emphasized that the above three counter-con- 
ditHS must operate together in order to exclude the op- 
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eration of the general condition undef Section 8(1)(a). 
Therefore, if, for example, and (iii) above are true but 
(ii) is not true, the general condition will be expected to 
apply

. 

Section 8(3) emphasizes that once the principle of deri- 
vation from Nigeria is associated with any employment 
income in accordance with the provisions of subsection 
(1), that income shall be subject to Nigerian income tax, 
notwithstanding that the income may not have been re- 
ceived in Nigeria. 
There is no conflict between subsections (1) and (3) of 
Section 8. Rather, they tend to complement each other. A taxpayer who is subject to Nigerian income tax under 
subsection (1), i.e. the “derivation principle”, cannot 
claim that he is exempt simply because the income is not 
received in Nigeria. Similarly, a taxpayer who is subject 
to Nigerian income tax by virtue of subsection (3), i.e. 
“concept of received in”, cannot claim that he is exempt 
simply because the income is not derived from Nigeria. 
Again, subsection (3) of Section 8 does not overrule its 
preceding subsection (1)(a). It merely re-inforces it, and 
brings out the independence of the “concept of received 
in” from the “principle of derived from”. Subsection 3 
explains that income from employment exercised in 
Nigeria shall be deemed to be derived from Nigeria. This 
is a restatement of subsection (1)(a) which emphasizes 
that income from employment shall be deemed to be de- 
rived from Nigeria if the duties of the employment are 
wholly or partly performed in Nigeria. If an employment 
is exercised in Nigeria under subsection (3) it is similar to 
saying that the duties of that employment are performed 

7 lfiiggigybglly or partly) under subsection (1)(a). 
“Received in” and “derived ffbffi” aFé undérTviB—aiE? 
rent categories. They are not mutually exclusive. An in- 
come which may not qualify for Nigerian income tax be- 
cause it is not deemed to be derived from Nigeria may 
qualify for Nigerian tax on the ground that it is “brought 
into” or “received in” Ni eria. This is'the implication of 
taking up Sections 4(1)(b and 8(3) together. 

GENERAL HYPOTHETICAL ILLUSTRATION 
A general hypothetical example may prove useful to il- 
lustrate all the foregoing theories. 
Assume that a Dutchman; Mr. A, resident in the Nether- 
lands — thus a non-resident of Nigeria — is sent by his 
Dutch firm (employer) to work temporarily in Nigeria. A receives a salary for the work performed in Nigeria. Is . A liable to Nigerian tax? 
The position will be that if A stays in Nigeria for 183 days 
or more, his income, whether or not it is received in 
Nigeria, will be subject to Nigerian tax. But if he stays for 
less than 183 days (in the aggregate) there is no doubt 

2. For possible implications of the terms: “accruing in, derived from, 
brought into, or received in”, see A.C. Ezejelue, “Taxation of Consultancy 
fees in Nigeria” , 36 Bulletin forlnternational Fiscal Documentation 8-9 (1982), 
pp. 421-424. 
3. Id. 
4. See Sec. 8(1)(a) ITMA. 
5. Sec. 8(1)(a)(i-iii). 
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that his income will not attract Nigerian tax, providgd 
also that the conditions under Section 8(1)(a)(i) and (111) 
hold. 

If we assume that A is not liable to Nigerian tax on the 
ground that his income is not deemed to be derived from 
Nigeria under Section 8(1)(a),' what happens if A re- 
ceives part of his salary in Nigeria to pay for living and 
other personal expenses? On the basis of the foregoing 
construction, this part of A’s salary would have been re- 
ceived in Nigeria, and would therefore attract Nigerian. 
income tax under Section 4(1)(b). An ihcomemay be li— 
able to Nigerian tax simply because it is received in 
Nigeria notwithstanding that the income may not have 

CONCLUSION 
The issue of the determination of residence, generally, 
for tax purposes, in Nigeria is a very important one.6 But 
it seems that the concept of residency as it affects 
employment income of non-residents is of greater impor— 
tance because it tends to apply more to foreign nationals 
who are apt to misconstrue the position. Therefore, 
some efforts have been made in this article to highlight 
certain basic and vital issues. It is hoped that this will 
stimulate the interest of both academicians and prac- 
titioners: 

6. For a detailed discussion ofthis, see A.C,Ezeje1ue, “Impact of residence 
on tax liability in Nigeria”, 35 Bulletin for International Fiscal Documentation 

been derived from Nigeria. 12 (1981), pp. 547—554. 
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Tax Changes in Jamaica: 
The 1982-83 Budget 

By H.W.T. Pepper 

For the second year in succession the new Government 
in Jamaica has been able to introduce a Budget imposing 
no new taxes, partly because of increases in'collection of 
tax arrears in the previous year. 

Income taxes 
Various changes in existing taxes have been announced 
although mcome taxes on compames and 1nd1v1duals 

.' have been deferred for future consideration. 
Certain exemptions from income tax are, however, to be 
granted with effect from 1 January 1983. In the case of 
agriculture exemption is to be extended to all agricul- 
tural income derived from the growing of crops. (See 
below, “Agricultural income”). 
Exemption is also to be granted in respect of the employ- 
ment income of all registered disabled individuals cer- 
tified as substantially handicapped by injury, disease or 
congenital deformity where the handicap will be of inde— 
finite duration.

‘ 

.1 

Payrollecontribution . - .. r _ 

A 3% levy on wages paid by employers is to be made with 
effect from 1 June 1982 to provide funds for H.E.A.R.T. 
(Human Employment and Resources Training) to train 
16-to-20-year—olds who will be selected for training for 
periods up to 3 years. ' 

Employers may deduct wages paid to the trainees from 
the H.E.A.R.T. contributions due from them, and 
wages and residual dues will be deductible from taxable 
profits. 

In the second and third years instead of a deduction 
employers will receive tax credits of 75% of male 
trainees’ wages (80% for female trainees’ wages) a more 
generous allowance to encourage continuance of train- 
inglprogrammes. 
If the H.E.A.R.T. levy works as planned it will confer a 
net benefit, rather than a net liability, upon employers 
and so will rank as a kind of training subsidy rather than 
new taxation. 
Property tax 
As regards property tax, a re—valuation exercise is to be 
commenced in June 1982 and in due course small proper- 
tiqs _valued at $ 2,000 or less, which formerly paid a mmlmum tax of $ 5.00 are to exempted. 
Other properties will be classified according to the type 
of land use and the rate structure will be adjusted so that 
there will be no material increase in the existing tax liabil- 
ity on properties. 
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Once the new values are established, an indexing system 
will be introduced so that in future values, and the tax 
yield, will rise with prices, creating buoyancy in the rev- 
enue from property tax. ,

- 

Taxpayers whose properties are mortgaged will be af— - 

forded the facility of paying their property tax in monthly 
instalments to the mortgage institutions along with the 
monthly capital, interest, and insurance payments. The 
institutions will be required to pay over the tax to the col- 
lector quarterly, a system which will provide an “easy- 
payment plan” for taxpayers and also assist the Tax Col- 
lection Department. 

Stamp duties 
To cut down the amount of work involved both in the pri- 
vate sector and the Stamp Duty Office it is proposed to 
change the stamp duty on receipts from an ad valorem 
levy (which varies from 1 cent to 20 cents) to a flat rate 
levy of 3.5 cents per receipt. The levy was formerly paid 
by gumming postage stamps on receipts but will in future 

_ 

be paid by monthly composition payments. 
Many other duties will also be paid by way of com osi- 
tlon 1nstead of by having thousands of individual ocu- 
ments embossed by stamping machines. 

Vehicle and drivers’ licences 
To reduce administrative work the licensing system is to 
be computerised and driving licences will be issued for 3- 
year terms (at $ 24.00, i.e., 3 times the annual cost) in- 
stead of yearly. There will be an additional levy of $ 5.00 
to gover the qost of a laminated plastic licence containing

A 

a photograph of the driver. 
In the case of vehicle licences (called road tax in some 
countries) the fee will be payable annually without the 
option to pay quarterly. The-owner of a vehicle will be 
able to retain the vehicle’s licence plate throughout his 
life-time. When a vehicle is sold the old licence plate will 
be removed and a new one fixed in respect of the new 
owner. 
Individuals’ vehicle licence fees will be payable, and re- 
newable on the first day of the month in which the indi- 
vidual was born, while other vehicles’ licences will be re- 
newable each lst January. 

Levies on imported vehicles 
A major fiscal improvement arises from the rationalisa- 
tion of initial duties and taxes on motor cars formerly 
subject to levies totalling 173% of c.i.f. value, with 
exemptions for self-drive car hire agencies and former 
residents of Jamaica returning to the country with a 
motor car. 
The exemptions have now been abolished thus broaden— 
ing the tax base, and the total taxation on cars not ex- 
ceeding 2,000 c.c. engine capacity (petrol-driven) or 
2,200 c.c. (diesel-driven) is now 75% of the c.i.f. value 
comprised of 45% customs duty and the remainder retail 
sales 'tax. 

Cars of higher engine capacity will, however, continue to , 

be taxed at the old rates. 
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Trucks, lorries, and other commercial vehicles used for 
agricultural purposes will continue to enjoy the exemp- 
tion from all initial duties and taxes conferred in last 
year’s Budget. Other commercial vehicles will continue 
to be exempted from all levies except the 45% customs 
duty on c.i.f. value. ‘ 

Agricultural income 
The considerable incentives to agriculture have been 
rationalised as far as the income tax exemption is con- 
cerned. Instead of specifying a period of tax holiday, a 
complete exemption is to be accorded, with effect from 1 
January 1983, for profits from the growing of crops. 
Losses incurred in exempt agricultural activities Will not 
be available to be'offset against other income and sepa- 
rate accounts are to be prepared for the exempt opera- 
tions. ‘ 

“Free trade” facilities 
Jamaica’s entitlement to export commodities to other 
countries which will accept the commodities as duty-free 
imports or within established quotas is likely to be ex- 
tended from the‘CARICOM free trade area, the A.C.P. 
arrangements, the G.S.P. (Generalised System of Pre- 
ference) agreements with Canada and the U.S.A., and 

other schemes by_ the inauguration of President Reagan’s 
C.B.I. plan. 
The C.B.I. (Caribbean Basin Initiative) arose partly 
from talks held by the Hon. Edward Seaga, M.P., P.C. , 

Jamaica’s Prime Minister and Minister of Finance, with 
President Reagan in 1981. 
Basically the C.B.I. provides, for a period of 12‘years, 
duty-free import facilities for Jamaica’s (and many other 
Caribbean countries’) exports to the U.S.A. of all goods 
except most textiles and garments. Textiles and gar- 
ments will, however, receive favourable treatment fal- 
ling shqrt of duty-free entry. In addition the C.B.I. will 
give incentives to U.S‘. investment in the Caribbean to 
produce more goods for export and to finance imports of 
such goods by US. importers. ' 

The C.B.I. scheme will come into effect when passed by 
the US. Congress. 
Double taxation relief 
Jamaica has double taxation treaties with the UK. and 
the U.S.A. , and also with Canada, Denmark, West Ger- 
many, Norway and Sweden. The treaty with Sweden is 
being updated and negotiations are under way for new 
treaties with other countries. 
Erratum: Bulletin February 1982: page 52 (Section III), 
delete “New Zealand”.
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JAMAICA: " 

Budget 1982-83 
Extraéts from’the Budge} Spee'ch pronn‘ounced on 22 Apri! 1982 
by the Hon. Edward Seaga, Prime Minister and 
Minister of Finance and Planning. - 

In order to induce continued employment of 
registered participantsafter the end of the 
first year of training, it .is proposed that in— 
stead of treating the participant’s remunera- 
tion as a deductible expense, the employer be 
given Tax Credits for the Second and Third 
years equivalent to a prescribed percentage of 
the participant’s remuneration, which Credit 
would be a greater tax benefit than the effect 
of a deductible expénse. 
For the Second and Third years the pre— 

Members of this Honourable House will re- 

scribed percentage will be 75% and in recog- 
nition of the need to compensate for the 
higher rate of unemployment experienced by 
females in the Labour Force vis—a-vis males, 

«call that in the Budget Presentationiof last 
year I indicated that among the priorityob- 
Ajectives of my Government was the promo- 
tion of increased economic 'activity and to- 
wards that end tax administration and policy 
changes would be introduced on a phased 
basis. 

Income tax relief 

Where any person provides training and 
employment for one or more regisfcerpd par- 
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ticipants he will be permitted to deduct the 
amount of the remuneration paid to the par- 
ticipant from the amount of HEART Con- 
tributions' for which he ,‘s liable. The net 

‘ HEART Contributions, if any, remaining 
after deduction of the participant’s remunera- 
tion will be payable to the Collector of Taxes. 

_ 
The Net HEART Contributions arid the par- 
ticipant’s remuneration will be deductible ex- 
penses for purposes of income tax. ' 

Where a person liable to HEART Contribu- 
tions does not provide training and em loy- 
ment for registered participants the ross 
Contributions will be payable to the Collector 
of Taxes and will be deduCtible for income tax 
purposes. 

the Tax Credits for the Second and Third 
years in respect of female participants will be 

The grant of Tax Credits will be subject to cer- 
tification by the HEART Fund that‘the par- 
ticipant performed satisfactorily during the 
relevant year and that the employer met all 
obligations. 

1. Human Employment and Resources Train- 
-ing, see the preceding article by H.W.T. Pepper. 
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Property taxation 
Land revaluation programme 1982-83 

In accordance with the provisions of Section 
11 of the Land Valuation Act all parcels of 
land in Jamaica are now due for revaluation, 
but apart from this fact the significant changes 
in the level of property values during the past 
eight (8) years following the date of the last 
revaluation now render the early revaluation 
of [and an urgent necessity in order to estab- 
lish an equitable base for the taxation of prop- 
erty. 

Government has therefore decided that the 
programme of revaluation will commence in 
May, 1982 and the whole exercise is expected 
to be completed by 3lst January, 1983. 

The main objectives of the revaluation 
programme are: 
(i) To update the property tax base to re- 

flect current market values. 
(ii) To establish a system of land use classifi- 

cation and coding of each parcel of land 
to facilitate taxation based on the domin-. 
ant land use categories, namely: 
a agricultural; 
b; residential; 
0) commercial; 
d) industrial. 
Establishment of a land use classification 
will provide the basis for development of 
a more equitable tax structure,‘ thereby 
obviating the necessity for time-consum- 
ing derating and relief procedures. 

(iii) To create an inventory of agricultural 
properties of 50 acres and over. This size 
category covers 1.3 million acres or 46% 
of all farm land. Pilot studies have al- 
ready_b_een undertaken for the papigh__0_f 
St. Mary. 

(v) To create an inventory of land owned by 
Government. The information derived 
from revaluation will be computerised 
and will include: location, area, title ref- 
erence, use occupation and tenurial 
status, the nature of improvements and 
the unimproved values. 

(v) To refine the existing fiscal cadastre 
especially in relation to enclosure maps 
and plans. 

(vi) To code land in foreign ownership. 

Tax liability after'revaluation 

Members should note two' important aspects 
of the revaluation programme namely: 
(i) The tax rates will be adjusted so that 

there should be no significant increases 
in the existing tax liability of property 
owners. 

(ii) There will be no property tax on any par- 
cel of land valued at $ 2,000 and under. 
Approximately 300,000 taxpayers across 
the island will benefit from this exemp- 
non. 

Buoyancy of the property tax 

On the defects of the present site value system 
of land taxation is its lack of buoyancy in the 
sense that Government derives noitax advan- 
tage from changes in the market values of 
land. This defect will be remedied by intro— 
ducing a Land Value Indexing System con- 
currently with the establishment of the up- 
dated land values under the revaluation prog- 
ramme. This means that following the conclu- 
sion of the forthcoming revaluation exercise, 
there will be a continuous programme for 
monitoring and analysing property transac- 
tions in order to determine changes in the 
level of values in each land use category. The 
information derived under this Land Value 
Indexing System will: 
(i) enable Government to review, as and 

when it deems necessary, the rate struc- 
ture applicable to each use category; and 

(ii) enable the Land Valuation Department: 
(a) to effect future revaluation exer- 

ciSes in a much shorter time period 
and at considerably reduced cost; 

(b) to improve the valuation roll 
maintenance operations by effect- 
ing on a regular basis changes relat- 
ing to the ownership, use and sub- 
division bf land. 

ReVision oi the Stamp Duty Act 

In continuation of the programme of revision 
of the provisions of taxing statutes to facilitate 
improvements in assessment andrgollection’ 
proé‘e‘dm§;'afiran'gem'ents'h'ave'béen‘madu’ 
for a comprehensive revision of the Stamp 
Duty Act which requires substantial updating 
in many respects having been enacted as long 
ago as July, 1937. 
.n. 
There are a number of stamp duties such as 
those‘on Life Insurance Policies and Bills of ' 

Lading which can be collected more effi- 
ciently by the method of composition.- Gov- 
ernment has, therefore, decided to facilitate 
the making of agreements in the future by 
amending the Act to empower the Stamp ' 

Commissioner to enter into agreements for 
the composition of stamp duties, as he thinks 
fit, but subject to the same terms and condi- 
tions as are applicable to the instruments now 
under composition arrangements. 

Income tax concessions - 

income tax exemption: 
Agricultural Income 

Members will recall that in the last Budget 
Presentation, I announced that the Agricul- 

tural Incentives Act would be amended in 
order to: 
(i) Expand the range of agricultural crops in 

respect of, which tax concessions were 
granted under the Act. 

(ii) Extend the tax holiday eriod from5to9 
years on the basis 0 the amount of 

‘ “value added” in the process of produc— 
tlon. 

Government is convinced that the initiatives 
for economic recovery, especially in the area 
of agriculture, can best be served by an 
exemption from income tax of the profits de- 
rived from agriculture, instead of the pro- 
posed amendments to the Agricultural Incen- 
tives Act. Initially, the exemption will be con— 
fined exclusively to the growing of agricul- 
tural crops. 

Proposal for the integration 
’0! the system of collection 

for all items of revenue 
and statutory contributions 

Government has, . . . decided that a more ef- 
fective method of collection would be 
achieved if the Collection and Compliance 
Activities in relation to all items of Revenue 
and Statutory Contributions are centralized 
in a single Agency within the Collector Gen- 
eral’s Department adequately staffed with 
trained personnel and involving the establish- 
ment of an integrated Computer System. ’ 

This programme of development will be car— 
,.ried out on a phased basis as follows: as" 
(i) The responsibility for the collection and 

enforcement of income tax in the Corpo- 
rate Area will be transferred to the Col- 
lector General’s Department. This will 
enable the Commissioner of Income Tax 
to concentrate on the primary functions 
of identifying and assessing the large 
number of taxpayers instead of dissipat- 
ing the efforts of his organization in car- 
rying out collection and cOmpliance 
functions more appropriately executed 
by the Collector General’s Department 
which is already provided with the nuc- 
lues for the centralized system of collec- 
tion and compliance. 

(ii) The collection of NHT contributions will 
, be transferred from the Commercial 
Banks to the Collector ‘General’s Dc- 
panment. 

(iii) The compliance activities. in relation to 
~ ‘ 

NHT and N18 Contributions will be 
I transferred to the' Collector General’s 

Department. This will facilitate com- 
pliance activities. This will mean the es- 
tablishment in each Collectorate of a 
small Unit to carry out-the compliance 
activities in relation to Income Tax, Na- 
tional Housing Trust and National Insur- 
ance Contributions. 
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BOTSWANA: 
THE FINANCIAL ASSISTANCE “" 

PROGRAMME 
By D.K. Uttum Corea* 

Contents 
I. Productiveemploymentdevelopmentfund 
ll. Classification, by scale, of projects 

recommended for financial aSSIStance 
Nature of assistance recommended for 
the various types of projects 

IV. Other types of assistance 
V, Linking industries 
VI, Local reference 
VII. Evaluation and monitoring 
VIII. Productionemploymentdevelopmentfund 

policy proposals for amendmentto income 
tax legislation 

IX. Other main features of the proposed 
Income Tax Amendment Bill referred 
to in the Budget Speech 

A “white paper” entitled “The financial assistance policy” 
was presented during the April 1982 sessions of the Na- 
tional Assembly of Botswana. The paper sets out a policy 
for the development of productive employment and deals 
with various proposals to provide financial assistance to 
certain new ventures and expansions of certain existing 
ventures to achieve this end. 
This article is based on the proposals contained in the 
white paper and the report of an inter-ministerial working 
group. The income tax amendments, mentioned in the 
Budget Speech for 1982/83, which have yet to be detailed 
in an income tax amendment bill, are also discussed in the 
light of the white paper. This article should be regarded as 
providing guidelines only. The proposals are subject to in- 
troduction of related income tax legislation in the next ses- 
sions of the National Assembly, and the information con- 
tained herein is based on my interpretation of “the finan- 
cial assistance policy” and proposals for amendment of 
the income tax act. ' 

I. PRODUCTIVE EMPLOYMENT DEVELOPMENT 
' FUND - 

Financial assistance is to be provided by way of specific 
- grants to eligible projects from the above fund. P5 mill- 
ion is included as an appropriation in the 1982/83 budget 
towards the funds. This is considered to be an initial ap- 
propriation toward the fund. 

ll. CLASSIFICATION, BY SCALE, 
0F PROJECTS RECOMMENDED FOR 
FINANCIAL ASSISTANCE 

(a) small scale projects: those involving an investment 
of up to P10,000; 

(b) medium scale projects: those involving an invest- ‘ 

ment between P10,000 and 
P750,000; 

(c) large projects: those involving an investment of 
more than P750,000. 

Access to funds for small projects will be limited to citi- 
zens and these are likely to be most important in the rural 
areas . 
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Assistance in respect of medium and large projects is in- 
tended to primarily favour citizen-owned businesses 
though it would appear that foreign-owned buSinesses 
will not be excluded from consideration, thereafter. In 
fact it is my opinion that medium and large scale projects 
will invariably require foreign collaboration and that the 
'financial assistance policy will therefore apply to all elig- 
ible ventures. 

Ill. NATURE OF ASSISTANCE RECOMMENDED— 
FOR THE VARIOUS TYPES OF PROJECTS 

Small scale Qroiects: 
(i) The proposed assistance is to be in the form of grants 

towards capital investment and working capital of 
small scale industries (e.g. hammer milling, bee- 
keepihg, cement block manufacturing, black-smi- 
thing, etc.) which have reasonable expectation of 
being financially Viable; 

(ii) The grants are to be based on a percentage of total in- 
veStment cost favouring owner-operated activity in 
rural areas. Preference is also given to female entre~ 
preneurs; 

(iii)The grants are to be limited to a maximum of P2000 
per job to be created by the project. 

Medium scale grol'ects: 
(i) In the case of new manufacturing industries the fol- 

lowing automatic grants are recommended: 
1. A five-year “step down” tax holiday involving 

reimbursements to a business of 100% of its in- 
come tax liability in each of the first two years 
after commencement of production, and 75% ', 
50% and 25% in the third, fourth and fifth years, 
respectively; 

2. A “step down” reinbursement of unskilled labour 
costs of 80% in the first two years, and 60%, 40% 
and 20% in the third, fourth and fifth years re- 
spectively; 

3. A training grant in reimbursement of 50% of off- 
the-job training costs in the first five years of op- 
eration (in place of existing training allowances 

* F.C.A. (Sri Lanka), Partner; Coopers and Lybrand, Botswana. ' 
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for tax purposes. However, those businesses 
which are not eligible for training grants will re- 
tain their eligibility for training allowances for 
tax purposes). 

Note: The grants in 2 and 3 above will be included in in- 
come for tax purposes but not the reimbursement 
of tax in 1 above.

_ 

Alternatively an entrepreneur contemplating in- 
vestment in a new manufacturing industry may 
apply for substitution of the tax_ holiday described 
in 1 above with a capital grant and a sales augmen- 
tation grant, as described below, together with the 
automatic employment and training grants men- 
tioned above. 

(ii) In the case of all other expansions of existing produc- 
tive activities and for all new investments in eligible 
sectors other than manufacturing the following assis- 
tance has been recommended after approval on a 
Case-by—case examination basis: 
(Productive activities: have been defined for the pur- 
pose of this policy to be activities for the production 
of goods which can either substitute for imported 
items or can be exported. These, however, exclude 
the cattle industry and large scale mining ventures. 
Effectively this limits the activities to manufacturing, 
medium and small scale mining and agriculture other 
than cattle‘.) 
1. Capital grants of P1000 per job to be created in 

non-agricultural sectors and P500 per job to be 
created in agriculture. 
This grant is to be subject to the following limits: 

r..i_4._().°/o.of capital_iny¢stment infiurban areas 
45% of capital investment in peri-urban areas 
50% of capital investment in non-urban areas 
60% of capital investment in rural area east 
70% of capital investment in rural area west; 

2. Sales augmentation grants up to a maximum of 
8% of sales revenue in each of the first two years, 
and 6% , 4% and 2% in years three, four and five 
respectively; 

3. A “step down” reimbursement of unskilled labour 
costs - as detailed in the earlier section; 

4. A training grant —- as described in the earlier sec- 
tlon. 

Note: The case-by-case eligibility of the other produc-' 
tive activities will be evaluated by economic 
analysis so as to establish whether the project IS 111 
the overall economic interests of Botswana. The 
project would be expected to yield an CCOHlC 
return of at least 6% in real terms after adJust- 
ment for certain economic factors such as unslgil- 
led labour costs, import inputs, export credlts, 
training costs, income tax and foreign investment 
in flows and out flows relating to the project. The 
economic analysis would cover a period of f_1ve 
years excluding any significant pre-productlon 
stage. '

. 

Large scale grol'ects. 
1. The same package of automatic assistance would 

'apply to all new large scale manufacturing 1ndustrles 
as m the case of similar medium scale prOJects. 
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"The‘importance-ofsuch=linking-industries-to-the:deve]op- 

2. A case-by-case evaluation would apply to all other 
expansions of existing productive activities and for all 
new investments in eligible sectors other .than nian- ~ 

ufacturing as in the case of similar medium scale pro- 
jectcsi. A similar package of assistance is also envis- 
age . 

Note; However, in view of the minimum size of the large 
scale projects the economic evaluation again 
based on 6% minimum yield will be over a period 
approximating the expected life of the initial in- 
vestment generally up to a maximum of 20 years. 
Discounted Cash Flow (DCF) analysis would fea- 
ture in the evaluation. 

IV. OTHER TYPES OF ASSISTANCE 
As a general rule the package of assistance will consist of 
those grants specified in the foregoing sections. How- 
ever, some degree of flexibility is envisaged given the 
complex nature of some large scale projects. It is consi- 
dered that for some projects protection under the terms 
of the Southern African Customs Union Agreement may 
be appropriate. Some other forms of direct and indirect 
assistance may be identified and requested by the poten- 
tial investor. 

V. LINKING INDUSTRIES 
These have been described as industries which provide a 
markgtmg or collecting function for the productive sec- 
tors dlscussed above, 6. g. Botswanacraft Marketing Co. 

ment of small scale industries has been recognised and 
such industries will qualify for grants after evaluation by 
standard methodology with some degree of flexibility 
given the unusual nature of such activities: 

VI. LOCAL BREFERENCE 
Local businesses tendering for Government contracts 
are currently given 121/2% price preference over foreign 
suppliers of simflaOO/(is provided that the local product 
has at least 25% Botswana value added. 
Businesses which are in receipt of financial assistance 
grants will not be eligible for local preference in Govern- 
ment and Parastatal procurement. 

VII. EVALUATION AND MONITORING 
Approval ‘and monitoring of projects which are to be as- 
sisted by the Productive Employment Development 
Fund is to be carried out by: 
— Local authorities - for small scale projects. 
7— Technical inter-ministerial committee (with later de- 

legation to local authorities and line ministeries) - for 
medium scale projects. — Committee" at Permanent Secretary level — for large 
scale projects. .

- 
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In addition to prior analysis of projects for decision mak- 
ing there will be follow—up evaluation to ascertain the ex- 
tent to which both the policy and individual projects ap- 
proved under it are meeting their objectives. 

VIIIPRODUCTION EMPLOYMENT DEVELOPMENT 
FUND POLICY PROPOSALS FOR AMENDMENT 
TO INCOME TAX LEGISLATION 

It has been recommended that the existing lump sum 
capital allowances and investment allowances be re- 
placed by straight line depreciation for all new and sec- 
ond-hand capital investment. This is in accordance with 
the budget which proposed a change in the system of cap- 
ital allowances to make them neutral as between capital- 
intensive and labour-intensive industry. 
The recommended rates of straight line depreciation are 
as follows: 
Buildings: . 

(i) All buildings of industrial 15% initial allowance 
undertakings and the balance to be 

depreciated at 21/2% 
per annum 

(ii) Commercial buildings 21/20/0 per annum; 
It would appear that depreciation will not be allowed in 
respect of residential buildings. ' 

Plant and machinery: 
Shory lived P & M (such as motor vehicles) 25% p.a. 
Medlum life P & M (6 - 7 years) 15% p.a. 
Durable machinery 10% p.a. 
I must stress, however, that any changes to income tax 
legislation are subject to an income tax amendment bill 
being presented in the National Assembly at its next sit- 
ting and debate thereon.

‘ 

IX. OTHER MAIN FEATURES OF THE PROPOSED INCOME TAX AMENDMENT 
BILL REFERRED TO IN THE BUDGET 
SPEECH ' 

(a) The extension of taxation of gains made on the trans- 
fer of certain business assets to all such assets. I inter- 
pret this as a proposed introduction of capital gains 
tax; -

' 

(b) A phased move to a system of current, quarterly in- 
. . come tax payments by the business sector; 

(c) Correction of an error in the error in the provision for 
averaging of farming income; 

(d) Revision of the provisions relating to secrecy with a 
View to facilitating the discovery and prevention of 
revenue frauds. 

The detailed Income Tax Amendment Bill should be 
presented at the next sitting of the National Assembly. 

Revised Double Taxation 
Convention between Australia 
and the United States of 
America * 

I am pleased to be able to announce that a revised double 
taxation convention between Australia and the United 
States was signed today in Sydney. When it'enters into 
force, this important hew'agreement will replace the one 
which has been in operation since 1953. 
While the primary object of the new agreement is the 
avoidance of double taxation and the prevention of fiscal 
evasion, there are nonetheless a number of other impor- 
tant reasons for entering into the treaty. For example, it 
is an expression of accord between our Governments and 
reflects the close ties and goodwill that exist between our 
countries. 
The Government has been aware of a number of 
shortcomings in the existing agreement, brought about 
largely by amendments over the years to the taxation 
laws of both countries and by changes in the commercial 
dealings. In overcoming these difficulties, the new agree- 
ment should be particularly welcomed by businessmen in 
both countries. Indeed, it is the Government’s wish that 
the new agreement will not only facilitate, but will act as 
an incentive to, trade and investment between Australia 
and the United States. 
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The new agreement contains-provisions for allocating 
taxing rights between the countries which are substan- 
tially similar to those obtained in Australia’s other‘mod- 
ern double taxation agreements. To the extent that the 
existing agreement accords with those principles of allo- 
cation, the new agreement will not result in any signi- 
ficant practical changes in the basislof taxing the income 
concerned. ‘ 

For example, the taxation treatment (if dividends is bas- 
iCally unchanged, and each country will continue to re- 
duce its withholding tax on dividends'paid to residents of 
the other to 15% of the gross dividend. 
In somewhat similar vein, business profits which arise 
from the operation or maintenance of a branch that a 
resident of one country has in the other will continue to 
be taxed in the country where the branch is located. The 
agreement recognizes the Australian branch profits tax 
on branches here of U.S. and other foreign firms. 

Because the new agreement, unlike the old, treats the 
Australian continental shelf as part of Australia for pur— 
poses of the treaty, Australia’s ability to tax income of 
U.S. firms operating on our continental shelf is made se- 
cure. 
Changes of significant practical-importance which the 

* Statement by the Australian Treésurer, the Hon. John Howard, M.P. , 6 
August 1982. 
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new agreement will effect include those relating to the 
taxation of interest and royalties. Unlike Australia’s 
(and other countries’) modern agreements, the existing 
Australia/US. agreement does not contain provisions 
dealing with the taxation of interest. Nor, apart from 
rules under which copyright royalties are taxed only in 
the country of residence, are there existing provisions 
dealing with rights to tax royalties. 
In line with modern practice the new agreement ex- 
pressly recognizes the right of the country of source to tax 
interest and royalty income flowing to the other country 
but limits source country tax to 10% of the gross pay- 
ment. As is customary, this limit will not apply to income 
effectively connected with a branch that the recipient has 
in the country of source. The country of residence of the 
recipient will also tax interest and royalties liable to tax of 
10% in the country of source, but will allow a credit 
against its own tax for the tax paid to the country of 
source. 
Other examples of income which may be taxed by the 
country of source include income from real property (in- 
cluding income from the eXploitation of natural re- 
sources) or from the disposal of real property and most 
social security and government pensions. 
Income from employment (including directors’ fees) will 
be taxed in full in the country where the work is carried 
out, except that in specified circumstances income de- 
rived during visits of short duration to one of the coun- 
tries will be taxed only by the country of residence of the 
particular employee. ' 

Australia has, by the new agreement, bettered its ability 
to tax Visiting U.S. entertainers. The new agreement 
provides for income derived by visiting public entertain- 
ers to be taxed in the country Visited where the total in- 
come received by them in respect of their performances, 
including expenses, exceeds US$10,000 or its equivalent 
in Australian dollars. Under the existing agreement, en- 
tertainers are not taxed in the country visited unless their 
visit exceeds 183 days, or they are employed by a resident 
of the country visited or of a‘third country. 
The new agreement provides that some types of income 
may be taxed only by the country of residence of the reci- 
pient. Items falling into this category include shipping 
and airline profits derived from international opera— 
tions; pensions (other than social security and govern— 
ment pensions), annuities and other similar remunera— 
tion; and payments to students undertaking full-time 
education, made for their maintenance or education. 
Unlike the existing agreement, the new treaty does not 
include provisions specifically covering taxation of the 
remuneration of professors and teachers of one country 
who are visiting the other. Under the new arrangements, 
.this income will be dealt With in accordance with the gen- 
eral provisions covering income for services rendered. 
There are also a number of changes of a morertechnical 
kind. 
A special provision of the new agreement, aimed atat- 
tempted abuse of treaty provisions Will limit, in specified 
circumstances, the benefits available under the agree- 
ment Where companies are used in an attempt to exploit 
those benefits, 
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Yet other provisions of the agreement call for the alloca- 
tion of income between a permanent establishment and 
its head office, and between associated enterprises, to be 
on the “arm’s length” basis. In particular, Australia’s 
right to apply its recently enacted anti-profit shifting pro- 
visions is specifically safeguarded. 
Another new feature in the agreement is the inclusion of 
an article expressing each country’s best intentions that, 
in enacting taxation measures, it will not treat citizens or 
residents of the other country, and enterprises or com- 
panies owned Wholly or partly by them, in a less favoura— 
ble way than it treats its own citizensor residents, enter- 
prises or companies. This article will not affect the oper- 
ation of existing provisions of the income tax law, or simi- 
lar provisions enacted after signature of the convention, 
or provisions designed to 'prevent avoidance or evasion 
of taxes. ' 

While the article will not be able to be called in aid by a 
taxpayer in an objection against a taxation assessment, it 
does provide for consultation between the Governments 
of both countries where any taxation measures are consi- 
dered to infringe the principles of the particular article. 
As is the case at present, the new agreement contains 
provisions outlining procedures to be followed where a 
taxpayer considers that his taxation is not in accordance 
with the agreement and for the relief of double taxation 
where7 under the agreement, income may be taxed in 
both countries. ‘ 

For example, Australia is to give credit — as it does now — 
for United States tax on dividends received by Austra- 
lian individuals, Australian companies being effectively 
tax-free on dividends from the United States. 

As is customary, the legislation giving the force of law to 
the agreement in Australia will provide‘for the credit 
method of relief to apply to interest and royalties derived 
by Australian residents where the United States tax on 
the income is limited by the terms of the agreement to 
10%. Other non-dividend income that Australian resi- 
dents derive from the United States will continue to be 
exempt from Australian tax if taxed in the United States. 

The exchange of information provisions of the new 
agreement represent yet another area of change. This 
valuable aid to the taxation administrations of the two 
countries now will extend to information appropriate in 
the general enforcement of each country’s'income tax 
laws. 
The new agreement will enter into force upon exchange 
of instruments of ratification, which can only occur after 
the Australian parliament and the US. Senate have ap- 
proved the agreement. Once the agreement has been 
ratified, the new arrangements covering income flows 
between the United States and Australia will have effect 
with respect to dividends, interest and royalties derived 
on or after the first day of the second month following the 
date of entry into force and, in relation to other forms of 
income, for taxation years commencing on or after the 
first day of the second month following the date of entry 
into force. 
Copies of the agreement will be made available to in- 
terested persons at Taxation Offices in the capital cities; 
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UNITED STATES: 
Overview of Federal Excise Taxes 

INTRODUCTION 

This pamphlet, prepared by the staff of the 
Joint Committee on Taxation, provides a 
summary of present Federal excise taxes. It 

also shows recent historical trends in Federal 
excise tax collections and projected excise tax 
revenues. The pamphlet is intended to pro- 
vide summary information on Federal excise 
taxes for Members of the House Committee 
on Ways and Means, the Senate Committee 
on Finance, and other Members of Congress. 
Part I of the pamphlet is an overview of Fed- 
eral excise taxes, with a brief discussiqn of the 
types of Federal excises and how some of the 
excises are earmarked for certain expenditure 
purposes. Part II is a summary of present Fed- 
eral excise taxes by category: organized into 
13 categories, plus a category of miscellane- 
ous excises. The summary of each excise tax 
categoryfiadicates whether the revenues from 
the tax go into the general fund or into a trust 
fund or other special fund. Part III presents 
~data on recent trends in Federal excise tax 
revenues for selected fiscal years, 1970-1981, 
and estimated revenues for fiscal years 1982 
and 1983 under present law. 
A forthcoming staff pamphlet will provide ad- 
ditional background information regarding 
Federal excise taxes, including an historical 
survey of major Federal excise tax changes, a 
more detailed description of present law ex- 
cise taxes and the applicable trust funds, and 
legislative history of the specific excise taxes. . 

l. OVERVIEW OF FEDERAL 
EXCISE TAXES 

Types of Federal excise taxes 
The Internal Revenue Code of 1954, as 
amended, provides for more than 50 different 
excise taxes (Code subtitles D and E). In gen— 
eral, these are taxes imposed on the manufac— 
ture, sale or use of a particular commodity or 
service, Occupational taxes and penalty 
_taxes1 imposed on certain other activities 
(e.g., certain prohibited transactions of pen- 
sion plans and self-dealing transactions of pri- 
vate foundations) are also provided as excise 
taxes. 

Where an excise tax applies to a manufacture, 
sale or use, the rate of tax is a prescribed dol- 
lar amount per commodity unit (6. g. , 4 cents 
per gallon of gasoline), a prescribed percen- 
tage of the selling price, or a variant of these 
basic structures. A partial listing of com- 
modities or services to which an excise tax 
applies includes certain diesel fuel, truck 
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bodies and parts, gas guzzling automobiles, 
tires, inner tubes, gasoline, lubricating oils, 
coal, fishing equipment, 'bows and‘ arrows, 
firearms and ammunition, telephone service, 
airline passenger tickets, wagers, certain 
chemicals, crude oil, distilled spirits, wines, 
beers, cigars, and cigarettes. 
Where an excise tax is an occupational tax, V

. 

’the tax is imposed as an annual amount (e.g., 
$123 per year for wholesale dealing in beer). 
Such taxes apply to certain occupations in— 
volving wagers, alcoholic beverages, and 
firearms. 

Excise tax revenues 
In fiscal year 1980, Federal excise tax rev- 
enues (excluding the windfall profit tax) 
amounted to $18.37 billion. Eighty percent of 
this amount was collected from the six excise 
taxes imposed on gasoline, distilled spirits, 
cigarettes, airline passenger tickets, beer, and 
telephone service. Excise tax revenues for fis- 
cal year 1980 including the windfall profit tax 
were $24.33 billion. 
The relative importance of excise taxes (other 
than the windfall profit tax) to the Federal 
budget has diminished over the past two de- 
cades. In fiscal year 1960, excise tax collec- 
tions accounted for 13 percent of net budget 
receipts. By fiscal year 1970 this figure had de- 
clined to 8 percent, and by 1980, to 4 percent. 
This trend has been influenced by the repeal 
of numerous excise taxes in 1965: constant, 
per-unit tax rates or reduced tax rates for 
many other excise taxes; and the relative 
growth of payroll ‘and individual income tax 
revenues over the period. 
State governménts have relied on excise taxes 
more heavily than the Federal Government. 
In 1980, State government revenues from ex- 
cise taxes on selected products (principally 
gasoline, tobacco'products, alcoholic bever— 
ages, insurance premiums, and public utility 
services) and general sales amounted to 
$68.86 billion. These collections accounted 
for 32 percent of the own—source revenue of 
State governments. 
Local governments collected $12.07 billion, 
or 8 percent of their own-source revenue, 
from excise taxes on selected’products and 
general sales in 1980. 

Transfer of revenue to trust funds 
In some cases, excise tax revenues are trans- 
ferred to a trust fund in order to finance 
specified t_rust fund expenditures. The gener— 
al intent of such trust fund excise taxes is to 

Contents 
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1. Inland Waterways Trust Fund Ex— 

cise Tax 
J. Land and Water Conservation 
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tion Fund 
2. National Recreational Boat- 

ing Safety and Facilities Im- 
provement Fund 

K. Sporting Goods and Firearms Ex- 
cise Taxes 
1. 

' Excise Taxes on Sporting 
Goods and Regular Firearms 

2. Excise Taxes on Non-regular 
Firearms 

L. Communications (Telephone) Ex- 
cise Tax 

M. Wagering Excise Taxes 
N. Miscellaneous Excise Taxes 

1. Penalty Excise Taxes 
2. Excise Tax on Private Found- 

ation Net Investment Income 
3. Deep Seabed Excise Tax 
4. Excise Tax on Foreign Insur- 

ance Policies 
111'. Federal Excise Tax Revenues 

place the excise tax burden on persons who 
are most likely to benefit from such expendi- 
tures or on persons whose activities may have 
necessitated the expenditures. 

Trust funds currently financed (in whole or in 
part) by certain excise tax revenues are the 
Black Lung Disability Trust Fund, the 
Hazardous Substance Response Trust Fund, 
the Highway Trust Fund, the Inland Water- 
way Trust Fund, the Land and Water Conser- 
vation Fund, and the National Recreational 
Boating Safety and Facilities Improvement 
Fund. Present law also provides for the future 
funding ofthe Deep Seabed Revenue Sharing 
Trust Fund and the Post—Closure Liability 
Trust Fund with certain excise tax revenues. 
Excise tax collections funded the Airport and 
Airway Trust Fund from July 1, 1970, 
through September 30, 1980. ' 

* Prepared by the Joint Committee on Taxation 
staff for the House Ways and Means and Senate Fi- 
nance Committees. 
1. The various penalty excise taxes (chapters 41- 
44 ofthe Code) make up 16 of the total excise taxes. 
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ll. SUMMARY OF PRESENT FEDERAL 
EXCISE TAXES 

A. Alcohol Excise Taxes 

Overview 
Under present law, excise taxes are levied on 
the production or importation of three types 
of alcoholic beverages: distilled spirits, wine, 
and beer. Also, an occupational tax is im— 
posed on the persons involved with the pro- 
duction or marketing of alcoholic beverages. 
Revenues collected from the alcohol excise 
taxes, most_of which are from the tax on distil- 
led spirits, go into the general fund of the 
Treasury. 

Tax rates 
Tables I and II are a summary of the excise tax 
rates imposed on alcoholic occupational 
taxes. 

B. Tobacco Excise Taxes, 

Overview 
Excise taxes are imposed on cigars, cigaret- 
tes, and cigarette papers and tubes manufac— 
tured in or imported into the United States. 
Revenues collected from these tobacco excise 
taxes, most of which are collected from the 
tax on small cigarettes, go into the general 
fund of the Treasury. 

Tax rates 
Table III is a summary of the excise tax rates 
imposed on tobacco products. 

C. Highway Trust Fund Excise Taxes 

Overview 
Excise taxes are imposed on certain motor 
fuels, lubricating oil, trucks and truck trailers, 
truck parts, tires and tubes, tread rubber, and 
the use of heavy duty highway vehicles. In 
general, exemptions from these taxes are pro- 
vided for nonhighway use. 
Under present law, revenues from these high— 
way—related excise taxes are deposited into 
the Highway Trust Fund through September 
30, 1984, after which time these taxes are 
scheduled (unless otherwise extended) to de- 
cline (generally to pre-Trust Fund rates) or to 
expire. 

Tax rates 
Table IV is a summary ofpresent highway-re- 
lated excise tax rates. 

D. Aviation Excise Taxes 

Overview 
The Airporg and Airway Revenue Act of 1970 
[mposed 0r Increased the aviation excise taxes 

Table I — Alcohol Beverage Taxes 

Item Tax rate 

Distilled spirits $10.50 perproofgallonA 
Beer $9.00 per barrel generally‘1 
Stillwines: 
Upto 14% alcohol 17cents perwine gaIIon, 
14to21 percentalcohol 67 cents perwinegallon‘ 
21 to 24 percent alcohol2 $225 per wine gallon‘ 

Champagne and sparkling wines $340 perwine gallon, 
Artificially carbonated wines $240 perwine gallon. 

1. $7 per barrel for certain small brewers. 
2, Wines containing more than 24 percent alcohol are taxed as distil— 
led spirits‘ 

Table II — Alcohol Occupational Taxes 

Item Tax rate 

Brewers $11aear:$55forlessthan 
500 barrels a year 

Still manufacturers $55 a year, plus $22 per still. 
Wholesale dealers: 

Liquors and wines $255ayear. 
Beer - $123a year‘ 

I 
Retail dealers: 

Liquors and wines $54 ayear. 
Beer $24 a year. 

Table III — Tobacco Excise Taxes 

Item Tax rate 

Cigars: 
Small cigars 75 cents perthousand. 
Large cigars 81/2 percent of wholesale price, 

upto $20 perthousand‘ 
Cigarettes: 

Small cigarettes 
Large cigarettes 

Cigarette papers 
Cigarettetubes 

$4 per thousand (8 cents per pack)‘ 
$8.40 per thousand 
1/2 cent perSO papers. 
1 cent perSOtubes. 

Table IV — Current Highway User Excise Taxes and 
Scheduled Rates of Tax under Present Law

/ 

Rate of tax, present law 

Tax Before Oct, 1, 1984‘ After Sept. 30, 19842 

Petroleum products: 
Gasoline 4cents/gallon 1‘5 cents/gallon 
Diesel fueI 4 cents/gallon 1.5 cents/gallon. 
Special motorfuels 
Lubricating oil 

4cents/gallon 
Scents/gallon 

1,5 cents/gallon. 
6 cents/gallon. 

Trucks and truck parts: 
Trucks andtrailers 

Parts and accessories 

10 percent of manufacturer’s 5 percent of manufacturer’s 
sale price sale price. 

8 percent of manufacturer’s 5 percent of manufacturer's 
sale price sale price. 

Tires, tubes and [read rubber: 
Tiresfor highway vehicles 

~ Laminated tires 
4,875 cents/pound 
1 cent/pound. - 

9‘75 cents/pound 
1 cent/pound 

Othertires 4.875 cents/pound 4.875 cents/pound. 
lnnertubes 1O cents/pound 9 cents/pound 
Tread rubber 5 cents/pound No tax. 
Use [axon heavy vehicles $3 per 1 ,000 pounds per year, No tax. 

if more than 26,000 pounds. 

1, Revenues are deposited into the Highway Trust Fund. 
2‘ Revenues would be deposited into the general fund of the Treasury, unless the Trust Fund is 
extended 
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for a 10-year trust fund, period, 1970-1980. 
The Act also established the Airport and Air- 
way Trust Fund for deposit of the aviation—re— 
lated excise taxes. On October 1, 1980, many - 

of the aviation excise taxes expired or were re- 
duced, and the deposit ofthe aviation tax rev- 
enues into the Trust Fund was terminated at 
that time. 

Currently, there is a 5-percent excise tax on 
domestic air transportation of persohs, the 
revenues from which go into the general fund 
of the Treasury. There are also taxes applic- 
able to gasoline used by noncommercial avia- 
tion and taxes on aircraft tires and tubes; 
these revenues currently go into the Highway 
Trust Fund. 

Tax rates 
Table V shows the present law aviation excise 
tax rates and the prior law Trust Fund tax 
rates. . 

E. Environmental Excise Taxes 

1. Taxes for Hazardous Substance 
Response Trust Fund 

Overview 
Under present law, excise taxes are imposed 
on crude oil and certain chemicals, and the 
revenues from these taxes are deposited into

I 

the Hazardous. Substance Response Trust 
Fund. These provisions were enacted in the 

Comprehensive Environmental Response, 
Compensation, and Liability Act of 1980. 
The crude oil tax of0.79 cent per barrel is im- 
posed on the receipt of crude oil at a US. re- 
finery, the import of crude oil and petroleum 
products, and the use or export of domesti- 
cally produced crude oil (if the tax has not al- 
ready been paid). 
The tax on chemicals is imposed on the sale or 
use of 42 specified organic and inorganic sub- 
stances if they are produced in or imported 
into the United States. The taxable chemicals 
generally are chemicals that are hazardous or 
chemicals the use ofwhich may create hazard- 
ous products or wastes. The rates vziry from 
22 cents per ton to $4.87 per ton. (See table, 
following.) 

The taxes generally will terminate on Sep- 
tember 30, 1985. However, the taxes will be 
suspended during calendar years 1984 or 
1985, if, on September 30, 1983, 0r1984, re- 
spectively, the unobligated trust fund balance 
exceeds $900 million, and the unobligated

, 

balance on the following September 30 will 
exceed $500 million, even if these excise taxes 
are suspended for the calendar year in ques- 
tion. Further, the authority to collect taxes 
will terminate when cumulative receipts from 
these taxes reach $1.38 billion. 

Tax rates on chemicals 
The excise tax rates on certain chemicals are 
as shown in the following table. 

Table V — Aviation Excise Taxes under Present and Prior Law 

PriorTrust Fund rate 
(July 1 , 

1970—Sept4 30, 1980) Tax Preset rate1 

Air passenger ticket tax 5 percent 
Airfreight No tax 
International departure tax No tax 
Fuels tax for noncommercial 

(general) aviation: 

Aircrafttires tax 
Aircraft tubes tax 

Gasoline 4 cents/gallon 
Nongasoline Notax 

Aircraftusetax (annual) Notax 
4.875 cents/pound 
10 cents/pound 

8 percent 
5 percent. 
$3 per person. 

7 cents/gallon. 
7 cents/gallon, 
$25 per plane, plus weighttax.2 
5 cents/pound. 
10 cents/pound 

the same period): 

weight." 

1. Under legislation reported by the House Committee on Ways and Means (HR. 4800, HR 
Rep. No. 97-510), the following aviation excise taxes and rates would apply for the period, July 1. 
1982 to December 31 , 1983 (and the revenues would go into the Airport and Airway Trust Fund for 

Air passenger ticket tax ............... 
Air freight waybill lax .................... 
International departure tax ............... 
Fuels tax for noncommercial aviation — (gasoline and nongasoline) ....... 
Aircraft tires tax ........................ 
Aircraft tubes tax ....................... 

2. 31/2 cents per pound for turbine-powered (jet) aircraft and 2 cents per pound for nonturbine- 
powered aircraft for each pound in excess of 2,500 pounds of “maximum cenificated takeoff 

........................... 5 percent 

....................... p ‘ . 5 percent‘ 

...................... $5 per person. 

..................... 4.875 cents/pound. 

...................... 10 cents/pound. 

12 cents/gallon. 
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Excise Tax Rates on Certain Chemicals' 

Chemical Tax perton 

Acetylene $4.87 
Benzene 487 ~ 

Butane 4‘87 
Butylene 4,87 
Butadiene 4.87 
Ethylene 4‘87 
Methane 3‘44 
Napthalene 4,87 
Propylene 4‘87 
Toluene 4‘87 
Xylene 4.87 
Ammonia 2.64 
Antimony 4.45 
Antimonytrioxide 3‘75 
Arsenic 4‘45 
Arsenic trioxide 3.41 
Barium sulfide 2.30 
Bromine 4.45 
Cadmium 4.45 
Chlorine 2,70- 
Chromium 4.45 
Chromite 1.52 
Potassium dichromate 1.69 
Sodium dichromate 1.87 
Cobalt 4‘45 
Cupric sulfate 1.87 
Cupric oxide 3.59 
Cuprous oxide 3.97 
Hydrochloric acid .29 
Hydrogenfluoride 4.23 
Lead oxide 4.14 
Mercury 445 
Nicke! 4‘45 
Phosphorus 4.45 
Stannous chloride 2.85 
Stannic chloride 2‘12 
Zinc chloride 22 . 

Zinc sulfate 1‘90 
Potassium hydroxide ‘22 
Sodium hydroxide .28 
Sulfuric acid ‘26 
Nitric acid ‘24 

2. Tax for Post-Closure Liability 
Trus: Fund 

Effective after September 30, 1983, an excise 
tax of $2.13 per dry weight ton will be im- 
posed on hazardous waste which is received at 
a qualified hazardous waste disposal facility 
and which will remain at the facility after its 
closure. These tax receipts are to be depo- 
sited into the Post-Closure Liability Trust 
Fund. These provisions were enacted in the 
Comprehensive Environmental Response', 
Compensation, and Liability Act of 1980. 

Authority to collect the tax will be suspended 
for any calendar year after 1984, if the unobli- 
gated balance in the Trust Fund exceeds $200 
million on the preceding September 30. 
Further, authority to collect the tax will ter- 
minate when cumulative receipts from the 
crude oil and chemical excise taxes described 
in the previous section reach $1.38 billion. 
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F. Black Lung Trust Fund 
Excise Taxes 

Overview 
Present law imposes a manufacturers excise 
tax on domestically mined coal (other than 
lignite) which is sold or used by>the producer 
of the coal. Amounts equal to the revenues 
collected from this tax are automatically ap- 
propriated to the Black Lung Disability Trust 
Fund.2 The coal excise tax was enacted in the 
Black Lung Benefits Revenue Act of 1977, 
and increased in the Black Lung Benefits 
Revenue Act of 1981. 

Tax rates 
The rate of tax is the lesser of (1) $1 per ton for 
coal- from underground mines and 50 cents 
per ton for coal from surface mines or (2) 4 

' percent of the price for which the coal is sold. 
Present law provides that the rate of tax is to 
be reduced to the pre-1982 tax rates on 
January 1, 1996, or, if earlier, on the first 
January 1 after 1981 as of which there is no 
balance of repayable advances made to the 
trust' fund from the general fund of the Treas- 
ury and no unpaid interest on such advances. 
This reduced tax rate will be the lesser of (1) 
50 cents per ton for coal from underground 
mines and 25 cents per ton for coal from sur- 
face mines or (2) 2 percent of the price for 
which the coal is sold. 

G. Gas Guzzler Tax 

Overview 
Present law imposes an excise tax on pas- 
senger automobiles that fail to meet pre- 
scribed fuel efficiency standards. The tax was 
enacted as part of the Energy Tax Act of 1978, 
applicable to 1980 and later model year au- 
tomobiles. The tax is imposed at annually in- 
creasing rates through model year 1986. (See 
Table VI.) Revenues from the gas guzzler tax 
go into the general fund of the Treasury. 
The tax does not apply to certain emergency 
vehicles or automobiles classified as nonpas- 
senger automobiles under rules precribed by 
the Secretary of Transportation. Small man- 
ufacturers of automobiles (those who pro- 
duce fewer than 10,000 vehicles a year) may 
apply to the Secretary of Treasury for special 
treatment for a model year, if it is not possible 
for the manufacturer to meet the applicable 
tax-free fuel economy standards with respect 
to some or all of its models for that year. 

Tax rates 
Tgble VI shows the gas guzzler tax for the ap- 
pllcable fuel economy ' standards in each 
model year for model years 1982-1986. 

Table VI — Rate of Gas Guzzler Tax 
by Model Year 

Model year Fuel economy rating (in miles pergallon) Tax 

1982 At least 18.5 0 
Atleast 17.5 but lessthan 18.5 $200 
Atleast16.5butlesslhan17.5 350 
At least 155 but lessthan 165 450 
At least 145 but lessthan 155 600 
At least 136 but less than 145 750 
At least 1 2‘5 but less than 135 950 
Lessthan12.5 1,200 

1983 At least 19 0 
At least 1 8 but less than 19 350 
At least 1 7 but less than 18 550 
At least 1 6 but less than 17 650 
At least 1 5 but less than 16 800 
At teast 14 but |ess than 15 1.000 
At least 13 but less than 14 1250 
Less than 13 1,550 

1984 Atleast19‘5 0 
At least 18.5 but less than 19.5 450 
At least 1 7.5 buflessthan18.5 600 
At least 1 6.5 but less than 17.5 750 
At least 1 5.5 but lessthan 16.5 950 
Atleast14.5butlessthan15.5 1,150 
At least 135 but lessthan 145 1,450 
At least 12.5 but less than 1 3.5 1,750 
Lessthan12,5 2,150 

1985 At least 21 0 
At least 20 but less than 21 500 
At least 19 but less than 20 600 
At least 18 but less than 19 800 
At least 17 but less than 18 1.000 
At least 16 but less than 17 1.200 
At least 15 but lessthan 16 1500 
At least 14 butlessthan15 1.800 
At least 13 but lessthan 14 _ 2,200 
Less than 13 2,650 

1986 and thereafter 0 At least 22.5 - 0 
At least 21 ‘5 but less than 22.5 500 
At least 20.5 but less than 21.5 650 
At least 19.5 but less than 20.5 850 
At least 18.5 but lessthan 19.5 1.050 
At least 1 7‘5 but lessthan 18.5 1,300 
Atleast16.5 but lessthan17.5 1.500 
At least 156 but lessthan 16.5 1.850 
At least 145 but lessthan 15.5 2,250 
At least 1 3‘5 but Iessthan 14.5 2.700 
At least 1 2‘5 but Iessthan 13.5 3,200 
Lessthan12.5 3,850 

H. Crude Oil Windfall Profit 
Tax 

Overview 
The windfall profit tax is a temporary excise 
tax on the removal of domestically produced 
taxable crude oil from the premises on which 
it was produced. All domestically produced 
taxable crude oil is classified in one of three 
tax tiers. The method of determining the tax is 
essentially the same for all tiers: the tax is 

equal to the taxable windfall profit multiplied 
by the applicable tax rate. The taxable 
windfall profit is generally equal to the selling 
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price of the oil minus an adjusted price and an 
adjustment for State severance taxes. The 
windfall profit on any barrel of crude oil can- 
not, however; exceed 90 percent of the net in- 

2. Misuse of a black lung benefit trust due to self- 
dealing (sec. 4951), expenditures for an improper 
purpose (sec. 4952) or excessive contributions to a 
trust (sec. 4953) by the producer triggers certain 
penalty excise taxes. Amounts equal to the revenue 
collected under these penalty taxes, which histori- 
cally have been very small, are also automatically 
appropriated to the Black Lung Disability Trust 
Fund.

I 
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come attributable to that barrel. The applic- 
able tax rate differs among the various tiers, 
as does the adjusted base prlice. All base 
prices are adjusted for infla'tion. Certain 
kinds of producers are either exempt from the 

. tax, or are eligible for reduced rates of tax on 
all or part of their production. The tax was 

- enacted in the Crude Oil Windfall Tax Act of 
1980. 

Oil subject to tax and 
rates of tax 

Tier one oil generally is all oil which whould 
have been lower or upper tier oil had previous 
price controls been continued, and any other 
oil not included in tiers two or three. Tier two 
oil is all oil which qualifies as stripper oil or 
which is attributable to production from a Pe- 
troleum Reserve.3 Tier three oil is newly dis- 
covered oil, heavy oil, and incremental ter- 
tiary oil. 

The tax rate' applied to the windfall profit is 70 
percent for tier one oil, 60 percent for tier two 
oil, and 30 percent for tier three oil. Newly 
discovered oil is subject to a reduced windfall 
profit rate. This rate which is currently 
27.5% , will be reduced to 15 percent by 1986. 
Independent producers are allowed reduced 
rates on up to 1,000 barrels a day oftheir com- 
bined production of tier one and tier two oil 
from working interests. For tier one oil, the 
reduced rate is 50 percent, and for tier two oil 
the reduced rate is 30 percent. 
Exemptions. — State and local governments, 
certain ' qualifying charitable medical 
facilities, educational institutions, and cer- 
tain qualifying child care facilities, and Indian 
tribes and Indians over whom the United 
States exercises trust responsibilities are 
exempt from the tax. There also are exemp- 
tions for new oil produced in most of Alaska, 
for front-end tertiary oil, for independent 
stripper oil, and for a certain amount of roy- 
alty owners’ production. 
Phaseout of tax. —The windfall profit tax ph- 
ases out over a 33-month period beginning 
after December 31, 1987, or when cumulative 
revenues raised by the tax reach $227.3 bill- 
ion, whichever is later. However, the phase— 
out will begin no later than January, 1991. 

I. Inland Waterways Fuel Tax 

Overview 
Present law imposes a retailers excise tax on 
diesel and other liquid fuels used by commer- 
cial cargo vessels on 26 specified inland or in- 
tracoastal waterways of the United States. In- 
cluded among the 26 waterways are the Mis- 
sissippi River upstream from Baton Rouge, 
the Mississippi’s tributaries, and the Gulf and 
Atlantic Intracoastal Waterways. The rev- 
enues from this tax are deposited into the In- 
land Waterways Trust Fund. The tax was 
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enacted in the Inland Waterways Revenue 
Act of 1978. 
The tax does not apply to fuel used by deep— 
draft ocean-going vessels, recreational ves— 
$615, or noncargo vessels such as passenger 
vessels and fishing boats. In addition, fuel 
used by tugs in moving LASH and SEABEE 
ocean-going barges carrying international 
cargoes is exempt. 

Tax rates 
The present tax rate is 6 cents per gallon. That 
rate was first effective on October 1, 1981. On 
October 1, 1983, the rate is scheduled to in- 
crease to 8 cents per gallon. On October 1, 
1985, the tax will increase to 10 cents per gal- 
lon. 

J. Land and Water Conservation 
Fund Taxes; National Recreational 
Boating Safety and Facilities 
Improvement Fund 

1. Land and Water Conservation 
Fund 

Present law provides for the transfer of cer- 
tain tax and other government receipts to the 
Land and Water Conservation Fund. There 
are no separate taxes imposed specifically for 
this purpose. The amounts transferred to the 
fund are: 
(1) An amount equal to the 4-cents-per-gal— 
Ion tax on gasoline and special fuels derived 
from such fuels used in motorboats (except 
for certain amounts transferred to the Na- 
tional Recreational Boating Safety and 
Facilities Improvement Fund, described 
below, for fiscal years 1981-1983);4 

(2) Generally, proceeds received from any 
disposal of surplus real property and related 
personal property under the Federal Property 
and Administrative Services Act of 1949, as 
amended; 
(3) Certain miscellaneous receipts under the 
Outer Continental Shelf Lands Act; and 
(4) Revenues from Federal recreation fee 

V collections (since January 1, 1981). 

2. National Recreational Boating Safety 
and Facilities Improvement Fund 
(Boating Safety Fund) 

The Secretary of the Treasury is authorized to 
pay into the Boating Safety Fund amounts 
equivalent to the motorboat fuel taxes on 
gasoline and special motor fuels (4 cents per 
gallon) received on or after October 1, 1980, 
and before October 1, 1983. The aggregate 
amount transferred to the Fund during any 
fiscal year is not to exceed $20 million, and no. 
amount is to be transferred if such transfer 
would result in increasing the amount in the 

Fund to a sum in excess of $20 million. Any 
amount received in the Highway Trust Fund 
which is attributable to motorboat fuel taxes 
and which is not transferred from the High- 
way Trust Fund under these provisions is to 
be transferred into the Land and Water Con- 
servation Fund provided for in Title I of the 
Land and Water Conservation Fund Act of 
1965. ‘ 

K. Sporting Goods and Firearms 
Excise Taxes 

Overview 

1. Excise taxes on sporting goods 
and regular firearms 

Under present law, there are excise taxes im- 
posed on the sale by a manufacturer, pro- 
ducer, or importer of certain fishing equip- 
ment, bows and arrows, pistols or revolvers 
and other regular firearms, and ammunition 
(shells and cartridges). Revenues attributa- 
ble to these taxes are distributed in grant 
programs to States for certain fish and wildlife 
restoration and development projects. 

Tax rates 
Table VII is a summary of the excise tax rates 
on sporting goods and regular firearms. 

Table VII - Excise Taxes on Sporting Goods 
and Regular Firearms 

Item Tax rate 

Fishing equipment (rods. creels, 
reels, and artificial lures, bait 
and flies) 10 percent. 

Bows and arrows 
(and accessories) 11 percent 

Pistols and revolvers 10 percent. 
Firearms (otherthan pistols and 

revolvers) 1 1 percent 
Ammunition (shells and 

cartridges) 11 percent 

3. The reference continued in the Crude Oil 
Windfall Profit Tax Act of 1980 should have been to 
a “Naval” Petroleum Reserve. This reference is 

proposed to be corrected in the Technical Correc- 
tions Act of 1982 (HR. 6056), which has been or- 
dered reported by the House Committee on Ways 
and Means. 
4‘ See also summary of the excise taxes on 
gasoline and special fuels included in section C. on 
the Highway Trust Fund Excise Taxes. 
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2. Excise taxes on non-regular 
firearms 

Overview 
There are also special excise taxes imposed to 
regulate machine guns, destructive devices 
(e.g., bombs, grenades, mines, etc.) and cer- 
tain other firearms (e.g., shotguns 0r rifles 
under a certain length). These consist ofoccu- 
pational taxes (annually), transfer taxes, and 
a “making” (producing) tax. - 

Tax rates 
Table VIII is a summary of excise taxes on 
non-regular firearms. 

Table VIII — Excise fl'axes on 
Non-Regular Firearms 

Item Tax rate 

Occupational taxes: 7 

Importers $500 peryear 
Manufacturers $500 peryear 
Dealers $200 peryear 

Transfer taxes: ‘ 

Generally $200 pertransfer 
Certain concealable 
weapons (sec, 5845(e)) 

Making tax 
$5 per transfer 

$200 perfirearm 

1. An importer, manufacturer, or dealer in cer- 
tain concealable weapons only are taxed (under 
sec. 5845(e)) as follows: $25 per year per place of 
business for importers and manufacturers; and 
$10 per year per place of business for dealers. 

L. Communications (Telephone) Excise 
Tax 

Present law imposes a l-percent excise tax on 
amounts paid for local telephone service, toll 
telephone service and teletypewriter ex- 
change service. Revenues from the tax go into 
the general fund of the Treasury. 
Exemptions from the tax are provided for 
communications services furnished to news 
services (except local telephone service to 
news services is not exempt), international 
organizations, the American National Red 
Cross, servicemen in combat zones, nonprofit 
hospitals and educational organizations , and 
State and local governments. Other exemp- 
tions include amounts paid for installation 
charges and for certain calls from coin-oper- 
ated telephones. 
This excise tax is scheduled to terminate, ef- 
fective with respect to amounts paid pursuant 
to bills first rendered on or after January 1, 
1985. 

M. Wagering Excise TaxesS 
Under the present law, a two-percent excise 
tax 18 Imposed on the amount of certain wa- 

gers. For this purpose, a wager means (1) a 
wager placed with a person who is in the busi- 
ness of accepting wagers on the outcome of a 
sporting event or contest, (2) a wager with re- 
spect to a sporting event or contest placed in a 
wagering pool conducted for profit, and (3) a 
wager placed in a lottery conducted for profit 
(including the numbers and similar types of 
wagering). However, this excise tax is not im- 
posed on (1) wagers placed with a parimutuel 
wagering enterprise licensed under State law , 

(2) wagers placed in coin-operated gaming 
devices, such as slot machines, and (3) State- 
conducted wagering, such as sweepstakes and 
lotteries. Under present law, the two-percent 
excise tax is imposed on so-called off-track 
betting authorized by State law. 

In addition, an occupational tax of $500 per 
year is imposed on each person who is liable 
for the two-percent excise tax on wagers and 
on each person who is engaged in receiving 
wagers for or on behalf of such person. 

N. Miscellaneous Excise Taxes 

Overview 
There are several miscellaneous excise taxes 
under present law, including penalty excises 
on certain transactions or activities of certain 
tax-exempt organizations or other trusts, an 
excise tax on net investment income of pri- 
vate foundations, a deep seabed excise tax on 
certain minerals, and an excise tax on foreign 
insurance policies. 

Specific miscellaneous excise taxes 
I . Penalty excise taxes. — A number of pen- 
alty excise taxes are imposed on certain or- 
ganizations or trusts if they engage in certain 
transactions or activities, or if they fail to take 
particular required actions. These excise tax 
sanctions (at varying rates) are imposed on 
certain lobbying activities of public charities, 
certain private foundation activities, and on 
black lung benefit trusts, qualified pension, 
etc. plans, and real estate investment trusts. 
Revenues from these penalty excise taxes go 
into the general fund of the Trgasury. 

2. Excise tax on private foundation net in- 
vestment income. —There is a 2-percent excise 
tax imposed on a private foundation’s net in- 
vestment income. A foreign organization 
which is a private foundation is subject to a 4— 
percent excise tax on gross investment in- 
come derived from sources within the United 
States. Revenues from this tax go into the 
general fund of the Treasury. 

3. Deep seabed excise tax. — An excise tax is 
imposed on the removal from the deep sea- 
bed of certain hard mineral resources pur- 
suant to a deep seabed permit issued under 
the Deep Seabed Hard Mineral Resources 
Act of 1980. Hard mineral resources are min- 
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eral nodules lying on or just below the surface
‘ 

0f the deep seabeds, which contain one or 
more specified minerals (manganese, nickel, 
cobalt, or copper). ' 

The tax is equal to 3.25 percent of 20 percent 
(or 0.65 percent) of the fair market value of' 
the commercially recoverable minerals re-

' 

moved. Revenues will go into the Deep Sea- 
bed Revenue Sharing Tfust Fund. (No rev- 
enues are currently expected to be received 
prior to 1988.) 

This excise tax will terminate on the earlier of 
the date on which an international deep sea- 
bed treaty takes effect with respect to the 
UnitedVS‘tates, or 10 years after the date of 
enactment of the Tax Act (June 28, 1980). 

4. Excise tax on foreign insurance policies. — 
An excise tax is imposed on certain policies is- 
sued by any foreign insurer or reinsurer to or 
for a US. corporation, partnership or indi— 
vidual with respect to risks wholly or partly 
within the United States, or to or for any 
foreign personel engaged in business within 
the United States with respect to risks within 
the United States. 

The tax is imposed at the rate of: (1) 4 cents 
per dollar of premiums paid on the policy of 
casualty insurance or the indemnity bond; (2) 
'1 cent per dollar of premiums paid on a policy 
of life, sickness, or accident insurance, or an- 
nuity contract (unless the insurer is subject to 
tax under Code section 819); and (3) 1 cent 
per dollar of premiums paid on the policy of 
reinsurance covering any of the contracts tax- 
able under (1) or (2) above. Revenues from 
the tax are deposited in the general fund of 
the Treasury.

' 

5. There is a Senate amendment to H.R. 4717, 
currently pending in a House-Senate conference 
committee, which would reduce the two-percent 
tax to 0.25 percent for wagers authorized by State 
law. Also, the $500 occupational tax would be re- 
duced to $50 in the case of persons authorized by 
State and local law to accept wagers in a wagering 
business authorized by State law. Otherwise, the 
present two-percent and $500 taxes would continue 
to apply. 
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lll. FEDERAL EXCISE TAX REVENUES 

Budget Receipts From Federal Excise Taxes for Selected Years, 
By Fund and By Tax, Fiscal Years 1970—1983 

(Millions of dollars) 

Actual Estimated 

Excise tax 1970 1975 1980 1981 1982 1983 

Federal (General) Funds 
Alcohol taxes: 

Distilled spirits 3,445 3,830 3.919 3,819 4,182 4,080 
Beer 1,076 1,305 1,545 1,604 1,672 1,644' 
Rectification tax1 25 22 ~ 8 (2) — — 
Wines 180 172 211 244 243 245 
Liquoroccupationaltaxes 20 22 21 21 21 21 
Refunds —136 —1 13 —104 ~82 —84 —87 

Total alcohol taxes 4,610 5,238 5,601 5,606 6,034 - 5,903 

Tobacco taxes: 
Cigarettes 2,036 2,261 2,403 2,539 2,694 2,622 
Cigars 57 51 40 40 4O 4O 
Cigarette papers and tubes 1 1 1 1 1 1 

Other V . 1 1 3 3 3 3 
Refunds —1 —3 —4 —3 —3 —3 

Total tobacco taxes 2,093 2,312 2,443 2,581 2,785 2.663 

Manufacturers (non-trust fund) excise taxes: 
Gasoline 28 29 31 32 30 30 
Passenger automobiles3 1,753 I — ——- — — — 
Firearms, shells. and cartridges 33 51 75 97 90 99 ' 

Fishingrods,creels,etc‘ 14 22 34 23 37 4O 
Pistols and revolvers 7 11 22 27 27 30 
Bows and arrows — 4 6 7 7 7 ' 

Gas guzzlertax —— — 2 (4) 1 1 

Windfall profittax — — 5,959 23.220 
1 

24,196 21,275 
Refunds —6, —1 2 —6 - —1 8 —98 —48 - 

Total manufacturers 
excise taxes 1,829 105 6,122 23,459 24,290 21,434 

Miscellaneous excise taxes: 
General and toll telephone and - 

teletype service 1,470 2,024 1,118 999 796 656 
Transportation of persons 251 — — — - — 
Wagering taxes, 

including occupational taxes 5 6 12 13 16 20 
Employee pension plans — — 3 5 3 3 
Sugartax4 113 104 — — — — 
Coin~operated gaming devices5 14 . 7 — — — — 
Interest equalization tax6 

' 86 2 — — — — 
Tax on foundations —— ' 65 68 90 80 78 
Foreign insurance policies 9 19 75 75 86 97 
Other (including repealed 
taxes) 3 1 2 1 1 1 

Refunds —24 ~23 —32 —75 —20 ~10 
Total miscellaneous V 

excisetaxes 1,926 2,204 1,246 1,108 962 845 

General fund collections 
associated with aviation taxes7 — —— — - 1,180 1,265 1,458 

Undistributed Federal tax de- 
posits and unapplied collec- 
tions —106 —460 152 194 143 222 

Total Federal(general)fund . . , 

excisetaxes 10,352 9,400 15,563 34,128 35,429 32,525 
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(continued) 

Budget Receipts From Federal Excise Taxes for Selected Years, 
By Fund and By Tax, Fiscal Years 1970-1983 

(Millions of dollars) 

Actual Estimated 

Excisetax 1970 1975 1980 1981 1982 1983 

Trust Funds 
Highway TrustFund: 

Gasolihe ' 3,447 4,069 4.011 4,016 3,978 3,928 
Trucks, buses,8 and trailers 700 602 912 664 847 1,184 
Tires, innertubes and 

tread rubber . 643 797 680 644 653 662 
Diesel fuel used on highways 263 402 523 561 575 613 
Use tax on heavy highway 

vehicles ‘ 137 221 277 237 264 270 
Truck parts and accessories 87 143 253 234 305 338 
Lubricating oil 109 100 105 101 105 105 
Refunds —32 —146 —142 —152 —145 —143 

Total Highway Trust ' 

Fund taxes 5,354 6,188 6,620 6,305 6,582 6,957 

Airport andA/rway Trust Fuhd:7
‘ 

Transportation of persons — 779 1,601 — —— — 
Waybill tax — 54 92 —— —— — 
Tax on fuels — 54 7O — — —— 
International departure tax —- 55 92 — — — 
Aircraft use tax ‘ — 20 21 

I 

— — —— 
Tires and innertubes taxes — 1 1 — — — 
Refunds ‘ — —1 —3 — — — 

Totai Airport and Airway 
TrustFu_nd taxes7 _ 

— 962 1,874 21 —- — 
Black Lung Disability Insurance 

TrustFund — — 272 237 507 612 
Inland Waterways Trust Fund —— — — 20 58 67 
Hazardous Substances 
Response Trust Fund — — — 128 283 299 

Total trustfund excise taxes 5,354 7,151 8,766 6,711 7,43 7,935 

Total Excise Taxes 15,705 16,551 24,329 40.839 42,859 40,640 

Note: Details may not add to totals because of rounding. 
The rectification tax was repealed in the Trade Agreements Act of 1979, 
$500.000 or less. 
The excise tax on passenger automobiles was repealed in the Revenue Act of 1971‘ 
The excise tax on sugar expired in 1975‘ 
The tax on coin-operated gaming devices was repealed in the Revenue Act of 1978. 
The interest equalization tax expired in 1974. 

, The aviation excise taxes going into the Airport and Airway Trust Fund (July 1, 1970 through 
September 30, 1980) either expired Or were reduced on October 1, 1980. The revenues from the 
current 5vpercent air passenger ticket tax now go into the general fund; and the revenues from the 
4-cents a gallon tax on general aviation gasoIine and taxes on aircraft tires and tubes now go into 
the Highway Trust Fund‘ (The figures for 1982 and 1983 do not include the revenue effects of pro— 
posed legislation affecting the aviation excise taxes; neither Administration proposal nor HR. 
4800 as reported by the House Committee on Ways and Means) 
8. The tax on buses was repealed in the Energy Tax Act of 1978‘ 
Source: The Budgets of the United States Government for Fiscal Years 1972, 1977, 1982, and 
1983, 

“9’9",A9’N7‘ 
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BANGLADESH: 
Budget 1982-83 
Extracts from the Budget Speech pronounéed by Mr. A.M.A. Muhith, Minister 
of Finance and Planning, on 30 June 1982. 

A detailed discussion of the Bangladesh tax system appears in the International 
Bureau of Fiscal Documentation's publication: TAXES AND INVESTMENT IN ASIA 
AND THE PACIFIC. 

Now I would present the policy and decisions
I 

regarding fiscal measures for the coming fi- 
nancial year. The role of foreign aid in the de- 
velopment of the economy is undoubtedly 
very important, but for bringing about 
economic transformation of an economy, the 
overall fiscal policy of the Government is a 
fundamental element; For increasing the in- 
vestment for productive purposes with re- 
duced dependence on foreign aid, increased 
mobilisation of internal resources is neces- 
sary. But it is to be borne in mind that we have 
a very limited number of people having 
surplus income and the vast majority of the 
people can hardly make their both ends meet 
and languish in miseries. 
2. The following basic principles have been 
adopted in formulating proposals for the fis- 
cal measures of the Government: 
— To provide relief for the poor people as 

far as possible from the burden of taxes. 
— To help the domestic industry to expand ' 

and augment production and introduce 
measures in conformity with this policy. 

— To bring about rationality and equity in 
the tax administration. 

— To simplify the method of tax collection 
making it comprehensible to the com- 
mon taxpayers. 

- To reduce the area of discretion with a 
View to ensuring logical and rational ap- 
proach thereby saving the taxpayers 
from avoidable harassment. 

— Multiplicity of taxation points to be re- 
duced. Customs duty and sales tax 
should be realised at import point, excise 
duty should be realised at production 
premises and similarly all direct taxes 
should be realised at one point. 

— 
V Tax policy should be geared up as a tool 

for accelerated mobilisation of internal 
resources. 

— All surplus and taxable income should be 
brought under tax net. While there is a 
necessity of effective and equitable tax 
administration, there should be induce- 
ments for increasing the willingness on 

’ 

the part of the taxpayers to pay taxes. 
3. For formulating a correct and balanced 
fiscal policy, I have received suggestions and 
advice from different sections of the society. 
Chief Martial Law Administrator, his Minis- 
ters and other advisors have also offered 
guidelines and suggestions. In many cases, in 
harmonisation of different objectives the 
ideal solutions could not be achieved. Formu- 
lation' of a fiscal policy is not a matter of few 
months, it requires continuous study and 
exercise throughout the whole year. We have 
decided to utilise the newly formed Consulta— 
‘tive Committee for Mobilisation of Internal 

~- Resources more fruitfully in future. For 
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simplification of the principles and proce- 
dures adopted or applied in realising tax, con- 
siderable time is required. My effort was to 
make a beginning of the process of simplifica- 
tion and rationalisation and to widen the pro- 
cess in those areas where the work of simplifi- 
cation has already initiated. 
4. ~We believe that, for changing the lot of 
the people, establishment of new industries 
and increase of industrial production side by 
side with increase in agricultural produces is a 
must. In order to simplify the process to 
achieve this goal, decisions have been taken 
for rationalisation and simplification involv— 
ing major changes in customs duties. In tak- 
ing these decisions, the rate of augmentation 
of internal resources, ability to pay tax by the 
people, overall need of the country, stabilisa- 
tion of the price level and steady flow of com- 
modities have been taken into account. 

CUSTOMS DUTY 
5. In order to eliminate the existing stagna- 
tion in the field of production of the domestic 
industries and to transform it into a viable, 
productive and income generating sector by 
utilising the idle capacity, the duty on many 
imported raw materials have been reduced 
quite substantially. In the cases of those com- 
modities where‘domestic production is not 
adequate to meet the requirement of the 
economy, the duty rates on such imported 
finished goods have been adjusted reasona- 
bly. These measures, it is hoped, will protect 
the interest of the domestic industry on the 
one hand and ensure adequate availability of 
goods within the country on the other. I be- 
lieve that the industrialist of the country will 
take full advantage of these facilities and 
make an all-out effort to augment the domes- 
tic production of these articles. The increase 
in production will have a favourable effect on 
the efficiency of the production method br- 
inging about reduction in the cost of produc- 
tion and increase in profit. The policy of pro- 
tecting the interest of the domestic industry 
has not been kept confined in the sphere of 
customs alone, but has also been equally ap- 
plied in the field of excise and the price con- 
trol. The facilities thus given are quite sub- 
stantial and the nation expects that the indus- 
trialists of the country will take full advantage 
of this policy not only to advance their own in- 
terest but also extend the benefit to the vast 
masses of the country. Government shall ex- 
pe‘ct from the producers of the essential com- 
modities to fix the retail price of their prod- 
ucts and notify those to the general public: 

(1) In consideration of the fact that ther- 
moplastic moulding compound is a raw 
material for a wide range of industries 

and extensive use thereof is capable of 
having a salutory effect on the economic 
development of the country, the duty on 
the item is reduced to 40% from the 
existing 75%. Duty on shoe and cable 
grade PVC however has not been 
changed in View of their domestic pro- 
duction. On the same ground duty on 
urea formaldehyde adhesive has been 
raised to 100%. 

(2) In order to help domestic industry pro- 
duce more at a reasonable cost, the duty 
on bright, medium and high carbon steel 
wire and wire rods have been reduced to 
40% from the existing 60%. On the other 
hand, duty on pipes, tubes, nuts, bolts, 
screw, rivet, welding electrodes, etc. 
have been enhanced from 35% and 
100% to 50% and 150% respectively. 

(3) In order to protect the interest of the 
domestic producers, the duty on sanitary 
wares of iron and steel has been raised to 
150% from the existing 100%. 

(4) The existing duty differential between 
the imports of CKD and finished trucks 
and buses being not adequate, thé duty 
on built-up trucks and buses has been 
raised to 50% from the existing 35%, 
However, in order to ease problems of 
transportation in the urban area duty on 
mini-buses has been reduced to 20%. 

(5) In order to save the domestic industry - 

engaged in production of pumps from 
the uneven competition with the im— 
ported goods, duty on pumps have been 
raised and unified at 50%. 

(6) With a View to encouraging the domestic 
assemblers, duty on CKD refrigerators 
and deep-freezers is reduced to 75% 
from existing 100% and that on built-up 
sound recorders and reproducers has 
been raised to 100% keeping the duty 
rate on CKD imports of the same at 75% . 

(7) There is a sizeable capacity within the 
country for production of milk and milk 
products which remains under-utilized 
because of the uneven competition with 
the imported goods. In order to provide 
advantage to the local dairy products, 
duty on aluminium foil and polythene 
film is reduced to 10% from the existing 
50% and 100% on certain conditions. 
Further, duty on imported liquid and 
semi-liquid milk is raised to 20% from 
the existing 10% and that on cheese and 
butter to 40% from the existing 25%. 

(8) For the benefit of the domestic film in- 
dustry, the duty on the imported exposed 
cinematographic film has been raised 
and fixed at Taka 5.00 per metre. 

(9) With the commencement of domestic 
production of the items, duty on acetyle 
salicylic acid B.P. and piperazine citrate 
has been raised to 50% from the existing 
10%. This will be applicable to the im- 
ports of pharmaceutical industries also. 

(10) To help attain self-sufficiency in its 
‘ domestic production the duty on mos- 

quito coil and napthalene ball has been 
raised to 50% and 75%, respectively. 

(11) It is in the interest of the economy of the 
country to take necessary measures to 
protect the interest of the domestic tex- 
tile industry. In order to achieve this ob- 
jective, duty on wool and synthetic tops 
and nylon chips has been reducedto 20% 
from the existing 75% , on the other hand 
duty on imported cotton yarn has been 
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reduced to an unified rate of 20% from 
the existing 25% and 35%. In order to 
help domestic spinning industry to re- 
duce its cost of production, the total inci— 
dence of duty and sales tax on raw cotton 
has been reduced and fixed at 10% cus- 
toms duty with no sales tax. 

(12) Measures have also been taken to help 
' the ailing cycle industry of the country by 
way of increasing the duty on imported 
built-up bicycle to 75% from the existing 
50% and rationalising the duty on the 
components and parts of bicycle by fixing 
it at 20% in lieu of the existing 15% and 
50%. Duty on writing and duplicating 
ink has also been enhanced to 155%; 

(13) In order to boost up the production of tar 
obtained from petroleum it is necessary 
to refix the duty on the imported coal tar. 
As such the duty on the later has been 
raised to 50% from the existing 25%. 

(14) Encouragement of assembling of casset- 
tes domestically is necessary for saving 
foreign exchange spent on account of im- 
port of cassettes. To help this industry, 
duty on parts and components of casset- 
tes has been reduced and fixed at 50%. 

(15) In order to encourage domestic produc- 
tion of pesticide and insecticide in a grea- 
ter scale, duty on the raw and packing 
materials of the-industry engaged in its 
production has been fully exempted in 
case of raw materials and ‘reduced to 
20% in case of packing materials. 

(16) Pulp is the basic raw material of the 
domestic paper mills, for safeguarding 
the interest of which, duty on the item is 
reduced to 10% from the existing 15%. 
Similarly, the duty on the imported 
finished spectacle frames has been en- 
hanced to 100% from the existing 75%. 

(17) With a View to protecting the interest of 
the steel mill, the customs duty on im- 
ported billets has been raised to 50% 
from the existing 40%. 

(18) Duty on copra, which is a raw material 
for production of coconut oil is reduced 
to 10% from the existing 40%. 

(19) Duty on finished medicines and allied 
goods has been raised to 20% from the 
existing 10% in View of their local pro- 
duction. 

6. It is the declared policy of the Govern- 
ment to simplify, rationalise and modernise 
the tariff structure. In order to achieve this 
objective, a number of steps have been taken 
in this year’s budget. I believe that these steps 
would go a long way in alleviating many 
anomalies, disputes, misunderstandings pav- 
ing the way for introduction of a smooth, sim- 
ple and understandable customs administra- 
non: 
(1) At present there are more than-23 rates 

of customs duties which have now been 
‘reduced to 12. There, however, remain a 
few exceptions which could not be re- 
moved because of revenue consideration 
or protection to domestic industry. In 
due gourse, further simplification will be 
conSIdered. 

(2) Vegetable oils excepting palm karnel, 
cqconpt and crude degummed soyabean 
01! whlch attracted the duty rate of 25% 
have now been subjected to duty @ 40%. Duty on coconut and crude degum- med soygbeen oil has been reduced to 20% whxle that on palm karnel oil has 

been enhanced to 50%. Duty on Horlics 
and Ovaltine has been rationalised to the 
rate of 40% from the existing 5%. 

(3) Medical, surgery and hospital equip- 
ments attracting duty rates of 10% , 15% 
and 25% have now been subjected to a 
unified duty rate of 20%. 

(4) Fabrics in which the total content of cot— 
ton is 85% or more at present attract dif- 
ferent rates of duties of 30% , 75 "/0 , 125% 
and 150% depending on various factors. 
These rates have now been unified at 
75%. 

(5) The ship-builders in the nationalised sec— 
tor enjoy a conditional duty free facility 
which has been abolished bringing therri 
at par with the ship-builders in the pri— 
vate sector. Now they will have to pay the 
duty on their imports and on production 
of proof of the use of their imported 
materials in the building of ship, shall get 
refund of duty paid in excess of 20%. 
M.S. plate, however, shall not be enti- 
tled to‘this refund facility. 

(6) The duty on man-made fibre has been 
rationalised and up-dated at Taka 2.20 
per kg. from the existing Tk. 1.00 per lb 
and 150%. 

(7) Duty on essential oils and'its mixtures 
has been made uniform at 200% from the 
existing 125%, 150% and 200% depend- 
ing on its tariff classification. 

(8) The duty rates of factory ships and traw- 
lers have been rationalised and made 
uniform at 21/2% from existing 15% and 
2_1/2°/o respectively. 

(9) The tariff values on coloured and black 
and white television and refrigerator and 
deep-freezer have been enhanced and 
up-dated at Taka 500.00, Taka 200.00 
per inch and Taka 500.00 per cft. respec- 
tively. » 

(10) The duty on scraps of iron and steel, re- 
rollable scraps and ship for breaking pur- ' 

pose have been enhanced and unified at 
20% from the existing 121/2% and 171/2%. 

(11) The conversion rate between the foreign 
currency and Bangladesh currency often 
gives rise to the necessity for raising de- 
mand subsequent to the clearance of the 
goods because of the non-availability of 
day-to-day exchange rate by the customs 
authority. With a view to removing this 
nagging problem, necessary amendment 
in law has been made enabling the cus— 
toms authority to accept the average 
monthly exchange rate of the preceding 
month. Certain other amendments in 
law have also been made-t0 rationalise 
and modernise certain provisions of law. 

(12) From now on, in case of the machinery 
imported for the initial installation of an 
industry, the transaction value will be ac- 
cepted by the customs authority for as- 
sessment purpose. It is hoped that this 
measure will remove lot of dispute and 
misunderstanding. ~ - 

7. The wide imbalance in the export earn- 
ings and import bills of the country is one of 
the biggest problems faced by us. All possible 
efforts should be made to reduce the import 
by increasing the industrial capacity to pro- 
duce more within the country, by restricting 
the import of non-essential articles. The steps 
that have been taken in this regard are aimed 
at achieving this objective. The efforts that 
have been initiated in the Export Policy have 
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been stated in details by the Minister of Com- 
merce and Industry a few days back. I would 
like to mention only about three steps taken 
in the budget to boost up the export. Total 
exemption of duty has been accorded on the 
exports of tea and raw jute. In order to give a ’ 

boost to the export of finished leather, a sys- 
tem has been devised under which the expor- 
ter of the finished leather who has been able 
to raise his export by 20% over that of the pre- 
vious year will be entitled to export wet blue 
leather also at a special concessionary rate of 
21/2%. Further, with a View to augmenting ex- 
port of frozen fish, duty on imported factory 
ships has been reduced to 21/2% from the 
existing 15%. 
8. While the need for mobilization of 
domestic; resources remains paramount,'duty 
on mapy non-essential goods are compara- - 

tively quite low. In consideration of greater 
national need for mobilization of domestic re- 
sources, duties on these articles have been 
raised: 
(1) Duty on petrol motor—car having engine 

capacity of over 850 c.c. but not over 
1000 ‘c.c. has been raised to 100% from 
75%‘duty on petrol motor—cars up to 
1300 c.c. has been raised to 150% from 
existing 125%. Motor-cars having en- 
gine capacity over 1300 c.c. will now be 
dutied @ 300%. The luxury cars having 
air-conditioners and other luxury 
gadgets will continue to attract higher 
rates of duty. 

(2) For the benefit of thousands of villagers 
producing betelnuts, the duty on this 
item has been increased to Taka 20.00 
per kg. from the existing Taka 11.00 per 
kg. The duty on plants and parts of trees 
required for pharmacy has been fixed at 
10% withdrawing the existing full 
exemption. Duties on fishing hooks, 
grease and lubricating oil have also been 
enhanced respectively from existing 
30% and 20% to 100% and 40%. In View 
of the ban imposed on the import of dry- 
cell batteries, the tariff value fixed ear- 
lier on the item has been withdrawn. 

‘ 

(3) Duty on cigarette paper has been raised 
to 150% from the existing 100% but at 
the same time the sales tax on the item 
has been reduced to 10% from the exist- 
ing 20%. 

(4) Last year in order to meet the deficit in 
the budget, development surcharge @ 

' 1% was imposed on all dutiable imports. 
This year also similar necessity exists for 
which this rate of surcharge has been en- 
hanced to 2%. This measure is likely to 
yield an additional revenue of Taka 30 
crorcs. 

9. The fiscal measures which have been dis- 
cussed above are likely to yield a gross rev- 
enue of Taka 62.83 crores and would entail a 
revenue loss of Taka 21.8 crores giving net 
revenue gain of Taka 41.75 crores in customs 
duty. 

SALES TAX 
10. Sales tax law has been completely recast. 
The new Ordinance will invest the Customs 
Department with the administration of sales 
tax in its entirety. From the coming financial 
year, sales tax will exclusively be levied on the 

I 

imported goods and there will be only two 
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rates of sales tax, i.e. 20% and 10%. In the 
present budget substantial exemptions and 
reductions of sales tax have been accorded as 
a result of which the revenue loss of the ex- 
,chequer on this account will be Taka 36 
crorcs. On the other hand, sales tax have been 
imposed on certain items of raw' materials 
which enjoy exemption from excise duty. Be- 
sides, as a consequence of the decisions taken 
in respect of customs duty, the collection of ' 

sales tax on certain items will also increase. 
The total gain in sales tax as a result of the 
aforesaid measures has been estimated at 
Taka 44 crores bringing the net gain on this 
account at Taka 8 crores. 

EXCISE DUTY 
11. I would like to draw your attention to a 
few of the steps that we have taken with,re- 
gard to excise duties. A number of changes 
has been made in the rates of duties and their 
underlying principles are as follows: 
In the first place, to stop harassment of small 
traders and producers excise duty has been 
withdrawn from autogarages, wooden furni- ‘ 

tu're, services rendered by decoratdrs and 
caterers, tanned leather and leather products 
(excepf footwear), syrups; squashes and fruit 
juices, banking services excepting cheques, 
bottling of unscented cocoanut oil, ul- 
tramarine blue and dyes. To encourage cot- 
tage industries the range of excise duty 
exemption~has been widened. The ceiling of 
capital has been raised from Taka 10,000 to 
Taka_50,000 for such cottage industries. For 
purposes Of income tax assessment the same 
definition will be applicable. 

Secondly, for administrative efficiency excise 
duty_has been withdrawn in some cases, and 
in some other cases, duties have been 
merged. For example, -duty has been with- 
drawn on cellophane, plastic and resin mate- 
rials excepting four items. These four items 
are: PVC pipes, Rexin cloth, insulation 
boards and telephone sets on which duty @ 30% and ad’val. has been retained. In case 

‘of rubber products duty has been retained @ 30% ad val. on three items rubber belt, 
pipes and foam, and duty has been withdrawn 
from the rest of the items. On glass and 
glasswares three rates have been fixed: 30% 
for glass sheet, 5% for amber glass bottles and 
10% for others by replacing the different 
rates of duty (5% , 10% , 20% and 30%). The 
existing exemptions will, however, continue. 
The other aim of allowing such concessions is 
to help boosting of production. Duty rates on 
metal containers used in production process 
have been merged and reduced to 10% ad val. v 

Thirdly, duty has been_exempted or reduced 
,on some items for the convenience of the 
people, specially the lower income group. 
Duty on paper has been reduced from 15% to 
10% ad val. and on motor-cycle from 71/2% to 
5% ad val. Duty is also withdrawn from bitu- 
men emulsion and Alkatra made out of local 
bitumen. ~

' 

Fourthly, after complete abolition of sales tax 
on local produced or manufactured goods, ar- 
rangements have been made to maintain 
Government revenue through excise duties. 
Cutlery, stainless steel crockeries, steel pine, 
G.l. pipe, asbestos pipe, sheet and other as- 

518 " 

bestos products, oxygen and other gases, 
sodium silicate and glycerine will now be sub- 
jected only to excise duty at the rate of 20% 
ad val. The other four items, viz., mechani- 
cally propelled four-wheeled vehicles, tar- 
paulin, steel billets and steel ingots will be 
subjected to excise duty at the rate of 10% ad 
valorem. ‘- 

Fifthly, as I have aready stated all sales tax 
will be collected at the import stage. Some 
raw materials are now exempted from pay- 
ment of sales tax. With the change in this'con- 
dition excise duty has been reduced to lighten 

4. the; burden of tax: 
(a) Excise duty on'vanaspati ghee and edible 

oil payable respectively, at the rate of 
Taka 50 and Taka 5 per cwt. is com- 

. 
pletely withdrawn. 

(b) Duty on paints, pigments and varnishes 
has been reduced from 30% of the retail 
price to 20% of the retail pric'e. 

(c) Duty on mechanically manufactured 
soap has been reduced from the existing 
20% and 10% to 5% of the retail price, 
and that on non-mechanically produced 
soapvpayable at the rates of 20% and 
Taka 20 per maund has been fully 
¢xempted. Duty on detergents has been 
reduced from 20% to 10% of the retail 
price, and that on jute batching emu]- 
sificr has been fixed at 5% of the retail 
price. 

(d) Duty on electric bulbs has been reduced 
from Taka 12, 15 and Tk. 36 per dozen to 
Tk. 6, Tk. 7.80 and Tk. 18 per dozen re- 
spectively. Similarly, duty on fluorescent 
tubes has been reduced from Tk. 10.75, 
Tk. 8, Tk. 8.50 and Tk. 5.50 per tube to 
Tk. 5.50, Tk. 4, Tk. 4.25 and Tk. 2.725 
per tube respectively. 

(6) The existing duty of Tk. 9, Tk. 7.20 and - 

Tk. 6 per dozen of primary cells and bat- 
teries has been reduced to Tk. 4.80, Tk. 
3.60 and Tk. 3 per dozen respectively. 

(f) Various rates of excise duty on man— 
,made fibres and yarn have been totally 
withdrawn and this item has been made 

4 
fully exempted from excise duty. 

(g) Duty 0n perfumery, cosmetics and toilet 
preparations has been reduced from the 
existing 35% and 25% to 20% of the re- 
tail price, and in some casesyit has been 
redu'ced from 25% to 10% of the retail 
price. 

Sixthly, steps have been taken to simplify pro- 
cedure in certain respects. For example, the 
duty and licence fee which used to _be col— 
lected on narcotics and liquors has now been 
merged into duty. The excise duty and De- 
velopment Surcharge on petroleum products 
have been’ merged. Duty on diesel oil, 
kerosene and furnace oil has been raised by 
five poisha per gallon. In place of the existing 
four rates of 21/20/0, 5%, 10% and 15% on 
hotels and restaurants, two rates of 10% and 
20% have been fixed. The exemption ceiling 
of duty in case of hotels and restaurants has 
been made realistic. If the rent per room per 
day exceeds Tk. 50in place 0k. 10 and ifthe 
gross sale exceeds Tk. 50,000 per month in 
case of hotels and restaurants respectively, 
they will be assessable to duty. 
12. Some steps have been taken to increase 
revenue: 
(i) Existing excise duty of Tk. 1 per lb. on 

tea has been refixed at Tk. 3 per kg. Ad- 

ditional duty of 10% and 15% which is 
leviable on relatively costlier packet tea 

" will, however, continue. 
(11) Duty-rate on sugar has been fixed at 10% 

ad val. in place ofthe existing Tk. 70 cwt. 
(111) Duty-rate on matches has been fixed at 

Tk. 3 in place of the existing Tk. 2 per 
gross. 

(iv) In case of gold jewellery the capacity 
duty rates haves been refixed in place of— 

(a) Tk. 15,000 + Tk. 1,000 for every 100 
tolas or fraction thereof at Tk. 24,000 + 
Tk. 1,000. ‘

‘ 

b) Tk. 15,000 at Tk. 24,000. 
c) Tk. 10,000 at Tk. 15,000. 
d) Tk. 6,000 at Tk. 9,000. 
e) Tk. 3,000 at Tk. 4,500. 

Ef) 
Tk.'1,000 at Tk. 1,500. 

g) Tk. 500 at Tk. 700. 
Similarly,' in case of bullion dealers the rates 
have been refixed in place of: 
(a) Tk. 15,000 + Tk. 2,000 at Tk. 25,000 + 

Tk. 2,000. 
b) T. 15,000 at Tk. 22,500. 
c) Tk. 10,000 at Tk. 15,000. 
d) Tk. 6,000 at Tk. 9,000. 
e) Tk. 4,000 at Tk. 6,000. 

gf) Tk. 2,000 at Tk. 3,000. 
v) At present natural gas is used in a few 

' 

cities and industries. Gas users are get— 
ting a lot of advantages in respect of price 

. in comparison to those to whom gas is not 
available. AS'such duty on gas has been 
raised from Tk. 14.00 to Tk. 17.50 only 
per one thousand cft., and for power 
generation and fertilizer production the 
rate has been refixed at Tk. 9.00 in place 
of Tk. 6.00 per 1000 cft. 

(vi) Pharmaceutical industry has reached a 
stage where the question of its remaining 
untaxed no longer seems justified. Ex- 
cise duty has been imposed on allopathic 
medicine (except vaccines and con- 
traceptives) at the rate of 5% on the re- 
tail price. 

(vii) Duty has been imposed on insecticide, 
pesticide, germicide and antiseptic other 
than those used for agricultural phrposes 
at the rate of 5% of the retail price. 

(viii)Glucose, dextrose and starch are being 
produced in the country on a large scale 
and these industries have become quite 
profitable. It has therefore been decided 
to impose excise duty at the rate of 10% 
ad val. on these products. ' 

(ix) Welding electrodes used mainly in indus- 
tries, are being produced in the country 
on quite a large scale and its remaining 
out of tax net does not appear to be 
reasonable. Excise duty at the rate of 
20% ad val. has therefore been imposed 
on welding electrodes. 

(x) Chinawares and porcelainwares are pay- 
ing excise duty at the rate of 30% ad val. 
at present. But glazed claywares, similar 
in appearance and use to chinaware and 
porcelainware, are offering a good 
enough competition to China and porce- 
lain products. But there is not duty on 
this item. As such, excise duty at the rate 
of 30% ad val. is imposed on glazed pot- 
teries. 

(xi) A regulatory duty on comparatively 
higher quality cigarettes is imposed at 
the rate of 5% of the retail price if such 
price exceeds Taka two and poisah 
eighty per packet of ten sticks of cigaret- 
tes. 
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(xii) Duty on foreign liquor, country liquor, 
mritasanjibani sura, ganja, phang and 
opium has been enhanced shghtly over 
the present rate. The rate of duty on rec- 
tified spirit has also been enhanced 
slightly. But the concessionary duty-rage 
on rectified spirit, used in homeopathlc 
and allopathic medicines, has been re- 
tained. At the same time, steps have 
been taken to stop the tendency on large— 
scale misuse of this concessionary rate. 

13. Sales tax has been exempted fully on the 
following items, vizfi: 
(a) Brass and copper sheet and zinc sheet, Eb; table lamp, (0) wall-clock and time piece, d 
musical instruments, (6) chocolates, toffees 
aind lozenges, (f) sweet-meats, (g) sl‘acked 
and unslacked lime, (h) brass and copper 
handicrafts, (i) industrial chemicals, (j) ice- 
cream,‘ (k) de'corated brass and copper light 
fittings, (1) tea trolleys, (m) torch-light, torch- 
light case, and hook rings, (n) printing ink, 
(0) R.C.C. pipe, (p) conduit pipe, (q) electri— 
cal fittings. 

V 

' 

'

- 

14. There is some talk on_ entertainment tax. 
'It is said that the arrangement is,really old- 
fashioned and there is no correlation between 
the duty-rates and reality. I} is possible to fix 
entertainment tax on the capacity of cinema 
halls. We want to‘have discussions with the 
cinema hall owners and the film exhibitors. 
Under these circumstances, no change in the 
rates of duty on entertainments has been con- 

- sidered. 4 - ' 

15. An amount of nearly Tk. 22‘cr‘ores will be 
collected less on account of exemption and re- 
duction in the rates of excise duty. Of course, 
for new impositions and few enhancements of 
the rates of duty, nearly Tk. 45 crores Will be 
collected. As 'a result, there _will be a net in- 
crease in revenue of Taka twenty three crores 
approximately. ‘ 

INCOMELTAX AND 
OTHER DIRECT TAXES 
16. At present there are only two lakh eighty 
thousand assessees in our country. The direct 
taxes constitute only a small ‘portion of the 
total revenue earnings. The corporate sector 
contributes nearly 75% of the income-tax. 
The income-tax laws are complex and the Act 
itself is outdated. The procedure of determin- 
ing income is complicated. The system of tax 
collection is not particularly streamlined. The 
improvement of the system will be both dif- 
ficult andtime consuming: 
— We hope to re-write the Act in the near 

future and public opinion in this regard 
will be solicited.

. — Last year, attempts were made to bring 
new assessees into the tax-fold through 
the introduction of self-assessment 
scheme and reduction in the rate of tax. 

— The same effort will continue this year 
also. Proposals have been taken for the 
simplification of the method of calcula- 

_ 

tion of tax. 
— A number of measures have also been 

taken to encourage investment. 
— The Estate Duty Act has been repealed. — The responsibility of collection of in- 

come-tax, gift-tax and wealth-tax will be 
entrusted to the same authority. — Stamp duty leviable on the transactions 
in the shares market has been exempted. 

— Rates or scope of gift-tax, wealth-tax and 
urban immovable property tax have 
been substantially reduced. 

— Efforts to merge urban immovable prop- 
erty tax,with other prevalent rates will be 
taken up in the near future. 

17. In order to reduce the burden of tax the 
following measures have been adopted: 
(1) In the context of inflationary situation, 

the maximum exemption limit of income 
seems to be low. It is, therefore, decided 
to enhance the present limit from Tk. 
15,000 to Tk. 20,000 to alleviate the 
hardship of the lower income group. 

(2) In order to reduce the burden of tax the 
personal taxation rates have been sub- 

' ‘stantially scaled down. As a result, an in— 
dividual having income ok. 50,000 will 
now pay tax of Tk. 2,750 only as against 
Tk. 4,000 payable under the existing rate 
provided the benefit of maximum invest- 
ment is allowed'in both the cases.’ But 
without any investment allowance the 
tax on the same income will be Tk. 8,500 
and Tk. 6,750 under the old rates and 
new rates respectively, The tax rates in 
the case of registeredfirms have alsp 
been reduced. The maximum rebate of 
tax on export sales has been enhanced. 

(3) In order to remove the difficulties of the 
small investors, the restrictive provision 
-regarding the initial allowance_of Tk. 
5,000 and 60% on the balance of invest- 
ment has been withdrawn. 

(4) Considering the increase' in the cost of 
conveyance, the rates of conveyance al- 
lowance‘in the case of salaried persons 
have been raised from Tk. 1,800 to Th. 
2,400, Tk. 2,400 to Tk. 3,200 and Tk. 
4,200’to Tk. 6,000. '

' 

(5) The rate of tax on capital gains arising 
from the sale of. assets after 2 years but 
within 5 years of acquisitioh and after 
five years of acquisition have been re- 
duced from the existing 35% and 30% to 
25% and 20% respectively. Besides, 
the rate of tax on capitalvgains’ arising 
after 15 years of acquisition of the asset 
has been fixed at 15%. It has also been 
decided to withdraw the provision of 
exempting of capital gains from sale of 
gigs acquired before the 14th August 

(6) Gratuity has been totally exempted from 
the payment of tax in line with the 
exemptions already granted to pensions. 

(7) A new provision has been made in the 
Act for exemption on payments made to 
Zakat Fund and contributions made to 
the Charitable Fund established 'under 
the Zakat Fund Ordinance, 1982. 

(8) By the Finance Act, 1980, a provision 
was made for obtaining licence on pay- 
ment‘ of Tk. 100 by all persons carrying 
on business, profession or vocation from 
a premise, whether their income is below 
or above the exemption limit. This provi-

. 

sion has been withdrawn for the benefit 
of traders and professionals with income 
below the exemption limit. 

18. The following measures have been taken 
with a View to facilitate investment: 
(1) In the interest of the country’s indus- 

trialisation the capital gains arising out of 
sale proceeds of land and buildings have 
been exempted from payment of tax pro- 
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vided these are invested in the setting up 
- of new industrial undertakings. 

(2) Royalty and technical know-how fee 
have also been exempted from payment 
of tax in order to encourage industrialisa- 
Hon. 

(3) The conditions required to_be fulfilled ' 

for the admissibility of bonus as an ex- 
penditure have been waived in the case 
of festival bonus. ' 

(4) The provision of accelerated deprecia- 
tion introduced by the Finance Ordi- 
nance, 1977 which expires on' theSOt’h, 
June, 1982 is extended for another five 
years in the interest of industrialisation. 

(5). For the purpose of exemption of cbttage 
, 
industry the maximum investment limit 
has bgen raised from Tk. 10,000 to Tk. 
5 ,00 . v 

r 

_
_ 

19. The measures taken for the rationalisa- 
tion and simplification of assessment proce— 
dure are as follows: ' 

.

‘ 

(1) In order to simplify the assessment pro- 
* ce_dure. earned income relief, children 
gducation allowance and personal allow- 
ance have been withdrawn. However, 
the consequential loss has been-made 
good through adequate reduction in the 
tax rates. * 

' 

.' 

(2) To widen the scope of self-assessment, 
‘. the present maximum limit of Tk. 25,000 
has been raised to Tk. 50,000. The 
salaried directors of limited companies 
have also been made eligible for self-as- 
sessment. 

‘ 
. 

.

‘ 

(3) . 
the provision of presumptive assessment 
introduced by the Finance Act, 1980 has 
failed to achieve the desired result. It has 
also become redundant after the rein- 
troduction of selfrassessment» scheme. 
Hence, the provision of presumptive as- 

_ sessment has been withdrawn. 
(4) In order to alleviate the hardship of the 

- lower income group the present limit of 
income for advance‘payment of tax has 
been raised from Tk. 25,000 to Tk. ' 

50,000. 
(5) In order to exclude the_lower. income 

group from the requirement of filing a 
statement of assets and liabilities along 
with the retur'ri of income, the present 
limit of income for this purpose has been 
raised from Tk. 25,000 to'Tk. 50,000. 

(6) The rate of interest payable by the Gov- 
ernment on the'excess payment of ad— 
vance tax has been' raised from 10% to 

_ 

13‘/2% per annum. 
.

- 

(7) In View of the rising prices of real estate 
the present requirement for obtaining 
clearance certificate where sale value ex- 
ceeds Tk. 50,000 has been raised to Tk. 
100,000. ‘ 

(8) The restrictive provision regarding the 
date of commencement of construction 

' 

for the-purpose of exemption-of newly 
constructed residential building has been 
withdrawn. - 

(9) In order to simplify the calculafion of an- 
’ nual' value of self-occupied property, a 

suitable amendmént ‘has been made‘in 
the Act.

' 

(10) In future income from bus, truck and 
launch will be computed on the basis of 
capacity of each transport. This will re- 
move a lot of misunderstanding. 

(11) A new system will be evolved for realisa- 
tion of taxes from the travel agencies. 
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Airlines having business transaction with 
the travel agencies Will be made respon- 
sible for deduction of tax at source at the 
time of making payments to such agen- 
CIes. - 

(12) The Income-tax Appellate Tribunal will 
hear appeals in the concerned districts 
where necessary. 

GIFT TAX - 

20. As regards gift tax, the following mea- 
sures have been taken: 
(1) In order to rationalise the present provi- 

sions of tax free gifts to father, mother, 
real sons and daughters up to Tk.. 
300,000 and to spouse up to Tk. 100,000 
it has been decided to merge these two 
exemptions into one. The maximum 
limit has been fixed at Tk. 400,000. 

(2) Considering the rising cost of living, it 

has been decided to raise the exemption 
limit of gift from Tk. 20,000 to Tk. 25 ,000 
per year. 

(3) In order to simplify the existing rate 
structure, it has been decided to reduce 
the number_ of slabs from 6 to 4. The rate 
of tax on each slab has‘also been mod- 

‘ ified. 
' WEALTH TAX 
21. The following measures have been taken 
with a View to reducing the burden of wealth- 
tax: 
(1) The present exemption limit in the case 

of self-occupied residential house has 
been raised from Tk. 1,500,000 to Tk. 
2,500,000 in view of the present inflatio— 
nary situation and to alleviate the 
hardships of the persons of limited 
means. 

(2) Under the present provisions the aggre- 
gate of income-tax and wealth tax can 
not exceed 60% of the total income of an 
as’sessee, only if his taxable income ex- 
ceeds Tk. 150,000. This restrictive provi- 
sion is unnecessary and hence with- 
drawn. 

ADVERTISEMENT TAX 
22. At present employment and tender 
notices published in daily newspapers are 
exempt from advertisement tax. It has been 
decided to extend this exemption so as to in- 
clude any notice connected with employment 
and also advertisements made by the educa- 
tio'nal institutions such as notice of admission , 

notices of commencement of examinations, 
academic sessions etc. 

URBAN IMMOVABLE PROPERTY 
TAX ACT 
23. At present holdings with annual value 
not exceeding Taka 6,000 are exempt from 
urban immovable property tax. In order to 
give some relief to the owners of small hold- 
ings the ceiling of exemption has been raised 
to Tk. 18,000 for holdings within the Dacca 
Metropolitan area and to Tk. 12,000 for hold- 
ings in all other areas. Moreover in order to 
reduce the tax burden on the owners of hold- 
ings the rate oftax has been reduced in the 
case of holdings not being self—occupied from 
4% to 3% of annual value and in case of self- 
occupied holdings from 2% to 11/2% of the an- 
nual value. 
24. The reduction in the burden of tax and 
the simplification of the collection procedure 
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have been made with the hope that these will 
motivate larger number of taxpayer to pay 
their taxes. These are also expected to curb 
the tendency and the scope of evasion of tax 
and also to augment the revenue collection. 
The provision of declaration of untaxed in- 
come is also expected to yield additional rev- 
enue. It is, therefore, estimated that the total 
collection of revenue only from income-tax 
will amount to Tk. 300 crores. '

' 

STAMP DUTY 
25. At present the rate of share of transfer 
fee under Stamp Duty Act, 1899 is 1.5% on 
the value of the shares. This transfer fee acts 
as a deterrent to the transactions of shares in 
the Stock Exchange. It is decided to remit the 
duty, chargeable under the said Act on the 
shares of Public Limited Companies listed in 
the Stock Exchange with effect from 1-7-82. A separate order will be issued in this respect. 

MOTOR VEHICLE TAX 
26. The existing rates of motor vehicle taxes 
and fees are very low. Tolls are collected from 
a very few bridges. Hence it has been decided 
to enhance the rates of tax on motor vehicles 
and to abolish the system of collection of toll 
from bridges. An additional collection under 
this head is estimated to be Tk. 2.25 crores. 

FOREIGN TRAVEL TAX 
27. In order to remove the burden of the 
wage—earners, it has been decided to exempt 
return tickets purchased abroad in foreign 
currency from payment of foreign travel tax. 

LAND DEVELOPMENT TAX 
28. The provision of tax collection intro- 
duced by the Land Development Tax Ordi- 
nance, 1976 is unrealistic. Agricultural de- 
velopment has been the mainstay of our 
economy during the last decade. The present 
pace of development leaves scope for further 
improvement and requires increased invest- 
ment in the agricultural sector. Land is our 
main asset. Unless we can tap adequate rev- 
enue from this sector it would not be possible 
to generate enough savings for further invest- 
ment. Agriculture contributes nearly 56% of 
our Gross Domestic Product. It would not be 
possible to accelerate development process 
unless savings are generated from this sector. 
Most of the landed properties are controlled 
by a limited number of people. Farmers hav- 
ing four to six bighas of land are considered to 
be self sufficient, while those having land ex— 
ceeding fifteen bighas are considered to be 
surplus farmers and fairly rich. But a person 
owning lands upto 25 bighas is required to pay 
land development tax at Tk. 1 only per bigha. 
This state of affairs needs a radical change. 
The rate of tax on land should be progressive 
and the landowners should pay tax at an in- 
creased rate. The best way is to impose tax on 
the basis of productivity of land. But this can- 
not be done because of the dearth of neces— 
sary documents and administrative machin- 
ery. 
29. We have long been talking about'raising 
the rate of land development tax. We also be- 
lieve that this will ensure efficiency in the use 

of land. We have, therefore, decided to in- 
crease the rate of land development tax with 
effect from 1-7-82. Measures have been taken 
to realise more revenue from both urban and 
rural lands. The revenue yield from urban 
land will be about Tk. 13 crores; There will be 
three rates of tax: one for Dacca, Chittagong 
and Khulna, another for the District towns 
and.yet another for the rest of the towns. The 
rate of tax will also be different for residential 
and commercial lands. Different slabs have 
been prescribed fbr agricultural land namely, 
upto 6 bighas, then 6 to 15, in excess of 15 to 
30, in excess of 30 to 45, in excess of 45 to 75 
and exceeding that quantum of land being 
highest slab. The rate of tax has been made 
progressive. The tax on 15 bighas, 30 bighas, 
45 bighas, 75 bighas and 100 bighas of land 
will beTk. 51,Tk. 231,Tk. 531,Tk. 1,421 and 
Tk. 2,641 respectively. This new rate is ex- 
pected to yield Tk. 49 crores. Revenue collec- 
tion from land development Itax would be 
around Tk. 45 crores. The introduction of this 
new mcaure will usher in a new horizon 
which, I am sure, would lead to gradual de- 
velopment in the agriculture sector and in— 
creased savings therefrom. ‘ 

TURNOVER TAX 
30. People frequently talk about value- 
added tax. This tax is very reasonable and 
progressive. But its administration is rather . 

complex. Particularly in our socio-economic 
context, it is difficult to introduce the system 
of value-added tax. Hence, we have intro- 
duced a new tax called the Turnover Tax. The 
application of this tax will be easy and, to 
begin with, it will cover a limited number of 
go'ods and services. It will be realised from 
specified big establishments. And it will ex— 
tend to both manufactured goods and sales of 
goods. It will be imposed on such goods and 
services which are exempt from excise duty. 
This tax is leviable only on those individuals 
or establishments who are income-tax asses- 
sees or where the capital investment exceeds 
Taka 1 lakh. After the initial experiment, this 
tax will be levied on the basis of capacity. We 
want to impose this tax initially on four types 
of establishments, namely: workshops, 
sweetmeat, manufacturers and dealers, print- 
ing industries and dock-yards. To start with, 
thls tax will be limited to establishments in the 
big towns. We hope to get a total revenue of 
Taka 5 crores from this source. I believe that 
in the near future, this tax will emerge as a 
popular tax resource and all the manufactur- 
ing and selling concerns of the country will 
contribute to increase the domestic savings, 
through this tax. 
31. In determination of the size of the An- 
nual Development Programme we have 
adopted a very conservative approach this 
year. This is due to severe strain on our bal- 
ance of payments position. Restraint has also 
been exercised in non-development expendi- 
ture. Attention has been given to estimation 
of non-tax receipts on an objective and ra- 
tional basis. Care has been taken in projec~ 
tion of foreign aid disbursement. Our taxa- 
tion system is such that its quantum is substan- 
tially dependent on external aid and foreign 
exchange earnings. In spite of these con- 
straints we have estimated tax receipt of Taka 
117 crores from new measures out of which 
about 50 crores are expected from imports on 

‘ account of customs duty, and sales tax. 
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AFRICA 

Africa 

AMISSAH, A.N.E. 
International tax evasion and avoidance in 
Africa. ‘ 

Ad Hoc Group of experts on international co- 
operation in tax matters. Geneva, 7-18 December 
1981. 
Geneva, United Nations, 1981. 80 pp. 
(B. 103.896) 

L’ANNEE POLITIQUE ET 
économique Africaine. 
Edition 1981. 
Dakar, Société Africaine d’édition, 1981.343 pp. 
1981 edition of annual report on the politicial and 
economic panorama in 26 African countries and 
nearby island like Cape Verde, Séo Tomé and 
Principe. 
(B. 13.118) 

Nigeria 

SOTINWA’S NIGERIAN TAX HANDBOOK 
1982, covering petroleum profits tax, income tax, 
capital gains tax, capital transfer tax. 
Edited by Prince G.A. Sotinwa. 
Croydon, Tolley Publishing Comp. Ltd., 1982. 
261 pp. £11.50. 
Second edition of handbook containing the 
consolidated text of tax laws enacted by the 
Federation of Nigeria. It is updated and 
published every 3 years, Useful tables on 
company and personal taxation rates and relevant 
bylaws are appended. 
(B. 13.120) 

AMERICA 

Argentina 

ROQUE GARCIA MULLIN, J. 
La regulacién del control tributario. 
Buenos Aires, Organizacién de los estados 
americanos, 1981. 61 pp. 

Document discussing controls for tax compliance 
and some measures against non-compliance. 
(B. 18.164)

' 

Brazil 

PATENT AND TRADEMARK 
department. General information and schedule 
of charges. 
Rio de Janeiro, Pinheiro Neto, 1982. 10 pp. 
(B. 18.166) 

Canada 
ARNOLD, Brian J; MCNAIR 
D. Keith. 
Income taxation of partnerships and their 
partners. 
Toronto, The Carswell Company, 1981. 212 pp., 
$ 38. ' 

Monograph analyzing the income taxation of 
partnerships and their partners in Canada. 
(B. 104.018) 

REPORT OF THE PROCEEDINGS OF 
the thirty-third tax conference convened by the 
Canadian .Tax Foundation at Vancouver. 
November 23, 24,25, 1981. 
Toronto, Canadian Tax Foundation, 1982. 1042 
pp., $ 30. 
Compendium of expert opinion on a broad range 
of current tax issues. Subjectsjnclude: U.SA and 
Canadian taxation of Canadian investment in 
U.S. property other than real estate; US. and 
Canadian taxation of Canadian investment in 
U.S. real estate; Taxation of partnerships; 
Taxation of trusts. 
(B. 104.048) 

' Ecuador 

LEY DE COMPANIAS. 
Quito, Corporacién de estudios y publicaciqnes, 
1981. 114 pp. 
Test of the Ecuadorian company law. 
(B. 18.167) 
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Mexico 

CODIGO FISCAL DE 
la Federacién. 
Mexico,'Ministerio de la Haci¢nda, 1982. 122 pp. 
Text of the Mexican Fiscal Code, applicable as of 
1 October 1982. c 

(B. 18.170) 

LEY DEL IMPUESTO SOBRE 
la Renta. 
Mexico, Ministerio de la Hacienda, 1982. 172 pp. 
Text of the Income Tax Law 1982. 
(B. 18.169) 

LEY DEL IMPUESTO AL VALOR 
. Agregado y Ley de Coordinacién Fiscal. 

' Mexico, Ministerio dc la Hacienda, 1982. 66 pp. 
Texts of the Value Added Tax Law, applicable as 
of 1 January 1980, and the law for Fiscal 
Coordination of Federal, State and Municipal 
taxation; 
(B. 18.168) 

Netherlands Antilles 

VAN DER LANDE, M.L.B,; 
Ullman, L.S. 
Investeringen in onroerend goed in de Verenigde 
Staten. Fiscale aspecten. Tweede druk. Fiscale 
en juridische documentatie voor internationaal 
zakendoen, No. 6. 
Deventer, Kluwer, 1982. 125 pp. 
Second revised edition of monograph describing 
the tax aspects of investments in real property in ‘ 

the United States by investors resident in the 
Netherlands, as well as through the Netherlands 
Antilles. 
(B. 104.055) 

THE NETHERLANDS ANTILLES AS A 
business location. 
Curagao, Klynveld, Kraayenhof & Co., 1982. 36 
PP- 
Booklet designed to summarise salient aspects of 
business, labour, finance and taxation which may 
be of interest to foreign investors in the 
Netherlands Antilles. 
(B. 18.161) 

Peru 

IMPUESTO GENERAL A 
las ventas. 
Lima, Ministerio de Economia, Finanzas y 
Comercio, 1982. 119 pp. ‘ 

Compilation of laws, decrees and regulations on 
the sales tax, up to date as of February 1982. 
(B. 18.171) 
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United States 

GOVERNMENT ACTION AIMED AT 
combating international tax evasion and 
avoidance: a corporate View of the United States 
experience with regard to transnational 
corporations, 
Ad Hoc Group of experts on international 
cooperation in tax matters. Geneva, 7-18 
December, 1981. 
Geneva, United Nations, 1981. 73 pp. 
This paper has been contributed by Arthur 
Andersen & Co. 
(B. 1034898) 

VAN DER LANDE, M.L.B.; 
Ullman. L.S. 
Investeringcn in onroerend goed in de Verenigde 
Staten, Fiscale aspecten. Tweede druk. Fiscale 
en juridische documentatie voor internationaal 
zakendoen, No. 6. 
Deventer, Kluwer, 1982. 125 pp. 
Second revised edition of monograph describing

V 

the tax aspects of investments in real property in 
the United States by investors resident in the 
Netherlands, as well as through the Netherlands 
Antilles.

V 

(B. 104.055) 

REPORT OF THE PROCEEDINGS OF 
the thirty-third tax conference convened by the 
Canadian Tax Foundation at Vancouver. 
November 23,24 ,25, 1981. | 

Toronto, Canadian Tax Foundation, 1982. 1042'
I 

pp. , S 30. 
Compendium ofexpert opinion on 'a broad range 
of current tax issues. Subjects include: US; and 
Canadian taxation of Canadian investment in 
U.S. property other than real estate; U.S. and 
Canadian taxation of Canadian investment in 
U.S. real estate; Taxation of partnerships; 
Taxation of trusts. 
(B. 1044048) 

TAX HAVENS AND THEIR USE BY 
United States taxpayers: —— an overview. , 

A report by the special counsel for international 
taxation. A report to the Commissioner of 
internal revenue. 
Chicago, Commerce Clearing House, 1981. 235 
pp., $ 9.00. . 

(B. 103.970) . 

Venezuela 

MEMORIA CORRESPONDIENTE AL 
ejercicio anua] 1981. ' 

Caracas, Ministerio de Hacienda, 1981. 421 pp. 
Annual report 1981 from the Ministry of Finance. 
(B. 18.165) 

ASIA AND THE PACIFIC 

Asia 

QURESHI, N.M. v 

International tax evasion and avoidance, A study 
of devices used to evade or avoid taxes and 
possible solutions to the problems of 
international tax evasion and avoidance with 
particular reference to Asian countries. 
Ad Hoc Group of experts on international 
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cooperation in tax matters, Geneva, 7-11 
December, 1981. 
Geneva, United Nations, 1981. 49 pp. 
(B. 103.892) 

China (People’s Rep. of) 

STATUTE OF THE ZHEJIANG 
international trust and investment corporation of 
the People’s Republic of China. 
Zhejiang, People’s Provincial Government, 
1981. 9 pp. 
(B. 51.955) 

STATUTE OF HUAQIN 
international economic cooperation corporation. 
Board of directors of Huaqin international ' 

economic cooperation corporation. 
Shaanxi, Provincial People’s Government, 1982. 
14 pp. 
(B. 51.954) 

Developing countries 

ANDIC, SUPHAN. 
Some aspects of taxation in less developed 
countries. 
Schriften des Instituts fiir 
ausléndisches und internationales Finanz- und 
Steuerwesen der Universitiit Hamburg. Band 2. 
Baden—Baden, Nomos Verlagsgesgllschaft, 
1982. 66 pp., 19 DM. :'

_ 

Lectures giving a View of the basic problem areas 
(taxes, growth and employment) facing 
lessdeveloped countries; 
(B. 104.011) 

India 

SRINIVASAN, S 
Law of profession tax, with commentary on 
Gujarat, Karnataka, Madhya Pradesh, 
Maharashtra and West Bengal Acts. 
Delhi, Taxmann Publications, 1981. 239 pp. 
Comment on and full text of the laws on the tax 
on profession, trade, callings, etc. levied by 
various States in India, with reference to case law. 
(B. 51.950) 

TAXMANN’S COMPANIES ACT. 
1980 edition. 
Delhi, Taxmann Publications Ltd., 1980.447 pp. 
Consolidated text of the Indian Companies Act 
1956 as amended by the Companies 
(Amendment) Act, 1977. The Ready Reference 
part has been updated and includes fees payable 
for registration, circulars and clarifications on 
company affairs from 1974 to February 1980. 
(B. 51.951) 

Japan 

THE INTRODUCTION OF ANTI-TAX 
haven tax measures by (Ministry of Finance). 
Tokyo, Foreign Press Center, 1978. 13 pp. 
(B. 103,897) 

OECD ECONOMIC SURVEYS. 
Japan. 
Paris, Organisation for Economic Cooperation 
and Development, 1982. 76 pp. 
(B. 104.042) 

Philippines 

A SHORT GUIDE TO PHILIPPINE 
taxe's. 

Manila, NationalTax Research Center, 1982. 96 
pp- 
(B. 51.959) 

THE NATIONAL INTERNAL REVENUE 
Code with Local Tax Code and Real Property 
Tax Code. . 

1981 seventh, revised and enlarged edition. 
Manila, Rek Book Store, 1981. 444 pp. 
Annotations to the consolidated text of the 
National Internal Revenue Code of 1977, as 
amended. Full texts of the Local Tax Code and 
Real Property Tax Code are included. Relevant 
texts of regulations are appended. 
(B. 51.953) 

ACANO, JUSTINIANO Y.; 
Discaya, Jaime D. 
Investment in the Philippines. 
(A study of fiscal and tax incentives, and the 
applicable laws, rulcs, regulations and rulings). 
Quézon City, Central Law Book Publishing Co., 
1980. 804 pp. ‘ 

Compendium of fiscal and tax incentives, and 
relevant laws, rules, regulations toward foreign 
investment by the Board of investment since it 
was established in 1967, including information on 
guidelines for the preparation of project studies 
for different industries, procedures for the 
availment of fiscal and tax incentives, opinions of 
government agencies on important provisions of 
this legislation.

' 

(8. 51.952) - 

Trust Territories 

1981 TRUST TERRITORY OF THE 
Pacific Islands. 
34th annual report. 
October 1, 1980 to September 30, 1981. 
New York, United Nations, 1981. 300 pp. 
Annual report for the 1981 fiscal year prepared 
by the Department of the Interior. Activities in 
the economic, social, educational and political 
fields are covered. 
(B. 51.949) 

EUROPE 

Austria 

WESTERMAYER, HANS. 
ABC der Lohnverrechnung. 
Mit vielen ausgearbeiteten Beispelen und 
zahlreichen Tabellen. 
14. nach dem neuesten Stand ergénzte Auflage. 
Vienna, Industrieverlag Peter Linde, 1982. 95 
pp; 190 AS. 
Fourteenth revised and supplemented guide on 
various aspects concerning the computation of 
social security premiums, wage tax and payroll 
tax. 
(B. 103.984) 
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Belgium 

ENTREPRISES DE LONGUE DUREE 
et travaux en cours. Aspects juridiques, 
comptables et fiscaux. Séminaire organisé é Liége 
les 16 et 17 octobre 1980. . 

Brussels, Etablissements Emile Bruylant, 1982. 
311 pp., 2860 Bfrs. 
Papers of a seminar held in Liege in 1980 on the 
subject oflegal, administrative arid tax aspects of 
short and long term cooperative business 
transactions under Belgian law. 
(B. 103.992) 

FISCALITEIT EN ONDERNEMING. 
Referaten 

. Post—Universitaire cyclus. 
Antwerpen, Vereniging voor Economic, 1982. 

_ 

109 pp. 
Taxation and enterprise offers the papers from a 
post-graduate course held in Antwerp in 1982 
dealing with the revenue from taxation and the 
enterprise’s experience and attitude thereto. 
(B. 103.975) 

VAN EECKHOUT‘TE, WILLY. 
Sociaal' zakboekje Juli 1982. 
Antwerpen, Kluwer Rechtswetenschappen, 
1982. 188 pp. 

V

. 

Pocket guide containing information on labour 
law and social security regulation in Belgium as 
stated up to the Official Gazette of 12 June 1982. 
(B. 104.030) 

REGUL, RUDOLF. 
Gemeinschaftszollrecht. 
Schriftenreihe Européiische Wirtschaft. 
Band 113. 
Badenn—Baden, Nomos Verlagsgesellschaft, 
1982.1400 pp., 340 DM. 
Source-book containing an extensive 
commentary on the EC Ordinances and 
Directives on the harmonization of legal 
provsions regarding customs duties in the EEC 
Member States, including a discussion ofcustoms 
territory, customs value, postponement of 
payment, free zones, exemptions, etc. 
(B. 103.941) - 

German Federal Republic 
KEPPLER, K. 
Afa-Lexicon mit AFA—Tabellen. 
6. Auflage. 
Heidelberg; Industrie Verlag Carlheins Gehlen, 
1976. 
Revised and extended 61h edition ofa publication 
which is now published as a loose-leaf work 
containing the text of an official explanation and 
case law concerning depreciation of business 
assets. Tables of depreciation rates per asset in 
alphabetical order as well as per branch are 
appended. Updating supplements are published 
if necessary. 
(B. 103.923) 

DIE VERANLAGUNG 1981 
Aussensteuerrecht. 
Steuerinlénder mit Auslandsbeziehungen; 
Steuerauslz‘inder mil Inlandsbeziehungen 
Dusseldorf, IDW—Verlag GmbH, 1982. 

' 

972 pp. 
Practical guide on tax aspects for Germans 
obtammg Income from or owning property 

abroad as well as for foreigners obtaining income 
from or owning property in Germany, including 
the text of the Foreign Tax Law and other 
relevant statutes. 
(B. 104.023) 

FUEST, WINFRIED; KROKER, ROLF. 
Steuerliche Férderung von Investition und 
Innovation im internationalen Vergleich. 
Beitrfige zur Wirtschafts— und Sozialpolitik 
Institut der deutschen Wiftschaft. No. 98. 
Cologne, Deutscher Instituts—Verlag, 1981 
63 pp., 10.80 DM. 
Brochure containing a comparison of tax 
incentives for investment and innovation in a 
number of industrialized countries: Germany, 
U.S.A. , Japan, the Netherlands and France. 

. 
(B. 104.040) 

REGUL, RUDOLF. 
Gemeinschaftszollrecht. 
Schriftenreihe Européische Wirtschaft. 
Band 1134 
Baden-Baden, Nomos Verslagsgesellschaft, 
1982. 1400 pp‘, 340 DM. 
Source-book containing an extensive 
commentary on the EC Ordinances and 
Directives on the harmonization of legal 
provisions regarding customs duties in the EEC 
Member States, including a discussion ofcustoms 
territory, customs value, postponenment of . 

payment, free zones, exemptions, e_tc. 
(B. 103.941) 

WEBER, ERNST. 
Handsausgabe der Doppelbesteuerungs- 
abkommen. 
Heme/Berlin, Verlag Neue Wirtschafts- 
Briefe, 1982.939 pp. , 210 DM. 
Handbook containing the texts of and 
commentaries to the 19 most important double 
taxation treaties concluded by Germany. Each 
treaty is discussed in a systematical way according 
to a fixed pattern, and is followed by 
administrative rulings relevant to.that treaty 
issued by the Federal Minister of Finance and the 
Ministries of Finance of the German “Léinder”. 
(B. 103.960) ' 

OECD ECONOMIC SURVEYS. 
Germany. 
Paris, Organisation for Economic Cooperation 
and Development, 1982. 75 pp. 
(B. 104.009)

‘ 

LEFFSON, ULRICH. 
Die Grundsétze ordnungsméssiger 
Buchffihrung. 
6. durchgesehene und geringffigig verbesserte 
Auflage. 
Diisseldorf, IdW Verslag, 1982. 488 pp. 
Sixth revised edition of a handbook on the main 
principles of accounting and preparing financial 
accounts , including a number of relevant aspects, 
such as publishing of the annual accounts, 
protection of creditors, co-owners and 
shareholders, employees, etc., the appropriate 
values to be used for the annual accounts, the 
principle of “realization” and the principle of 
“carefulness”. An extensive index is appended. 
(B. 104.022) 
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Isle of Man 
NICOLAS, DAVID. 
Extra statutory concession — dividends paid 1.0 
non-residents. - 

Government Circular No. 69/82. 
Douglas, Government Printer, 1982. 4 p. A handwritten comment on the above circular. 
(B. 103.870) 

Italy ; 

GLI SCAMBI COMMERCIALI CON 
l’estcro. 
Accordi commerciali. 
Milan, Camera di Commercio, 1982. 
Treaties on importation and exportation of 
products. 
(B. 104.020) 

Liechtenstein 

ROYAL TRUST. NO. 2 
Liechtenstein. 
St. Helier, The Royal Trust Company of Canada 
Ltd, 1981. 14 pp. 1 

A brochure containing information on 
Liechtenstein, the different kinds of companies, 
foundations, etc. and their taxation.. 
(B. 104.038) 

Netherlands 

VAN DER LANDE, M.L.B.; 
ULLMAN, LS. 
Investeringen in onroerend goed in de Verenigde 
Staten. Fiscale aspecten. Tweede druk. Fiscale 
en juridische documentatie voor internationaal 
zakendoen, No. 6. 
Deventer, Kluwer, 1982. 125 pp, 
Second revised edition of monograph describing 
the tax aspects of investment in real property in 
the United States by invtors resident in the 
Netherlands, as well as trough the Netherlands 
Antilles. 
(B. 104.055) 

ZWEMMER, 1W; 
Verliescompensatie. 
Fiscale monografieén. No. 35. 
Deventer, Kluwer, 1982. 123 pp. 
Monograph dealing with compensation of losses 
under Dutch corporate and individual income tax 
law, with reference to case law and in connection 
with foreign losses. 
(8‘ 104.010) 

DOUANEMEMO 1982. 
Deventer, Kluwer, 1982. 195 pp; 
Pocket reference guide containing informatiofi 
dealing with customs affairs, including turnover 
tax, excises, importation of gold, platinum, 
sending of parcels, etc. as in force on 1 May 1982. 
(B. 104.049) ’ ' ‘ 

DE BIJZONDERE BELASTING OP 
goederen, diensten en handelingen (2). 
Bespreking van het rapport van de Commissie ter 
bestudering van de accijnzen. 
Geschriften van de Vereniging voor 
Belastingwetenschap. No. 156. 
Deventer, Kluwer, 1982. 37 pp. 
(B. 104.045) 
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CLARINGBOULD, HE. 
Licenties, praktische wenken voor de 
kennishandel. Fiscale en juridische d0cumentatie 
voor internationaal zakendoen, Nr. 13. 
Deventer, Kluwer, 1982. 104 pp. 
Monograph dealing with the commercial and 
legal aspects of licensing set out in a format of 
practical hints. 

- (B. 104.046) 

SUBSIDIEMEMO 1982. 
Deventer, Kluwer, 1982. 91 pp. 
Pocket edition of regulations on investment 
premiums and related subjects. 
(B. 103.976) 

FOREIGN INVESTMENTS IN THE 
Netherlands. ~ 

Amster, Klynveld Kraayenhof & CoA, 1982. 34 
PP 
Booklet designed to inform foreign investors 
planning to set up a business in the Netherlands. 
Taxation aspects are dealt with. 
(B. 103.965) 

SMID, R.T.J. 
Belastingadviseur en Inspecteur, parallele en 
tegengestelde belangcn tussen burger en fiscus. 
Amsterdam, Nederlandse orde van 
belastingadviseurs, 1982. 34 pp. 
Opinion concerning the conflict of interest 
between the taxpayer’s consultant and the tax 
inspector. 
(B. 103‘967) 

BOERSNA, T.; DE GROOT, H.C. 
Schematisch overzicht van de sociale 
verzekeringswetten. 446 druk. 
Deventer, Kluwer, 1982. 12 pp. 
Brief survey of social insurance legislation in the 
Netherlands. 
(B. 104.012) 

Portugal 

MADEIRA CURVELO, HERCULANO; 
Da Silva Campos Laires, Anténio. 
O Imposto de Transacgées sobre as Mercadorias. 
Lisbon, Edigéo dos autores, 1980. 917 pp. 
Sales Tax Code — updated to January 1980 — with 
notes and commentaries. 
(B. 104.029) 

Switzerland 

STEUERBELASTUNG IN DER SCHWEIZ. 
Bearbeitet von der Eidgenéssischen Steuer- 
verwaltiing. Statistische Quellenwerke der 
Schweiz. Heft 684. 
Bern, Bundesamt ffir Statistik, 1982. 105 pp. 
Statistical survey of the tax burden in Switzerland 
for individuals and corporations. 
(B. 104.025) 

OFFENTLICHE FINANZEN 
der Schweiz. 
Bearbeitet von der Eidgenbssischen Finanz- 
verwaltung. Statistische Quellenwerke der 
Schweiz. Heft. 691. 
Bern, Bundesamt fiir Statistik, 1982. 157 pp. 
Statistical data for'1980 on revenue and 
expenditures of the Confederation, the cantons 
and the municipalities. 
(B. 104.026) 
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United Kingdom 
TWELFTH REPORT FROM THE 
Committee of public accounts together with the 
proceedings of the Committee, minutes of 
evidence and appendices. 

. London, Her Majesty’s Stationery Office, 1981. 
55 . 

Bogfd of Inland Revenue, selective examination 
of taxpayer’s accounts, raising pf estimated 
assessments, taxation of casual and agency 
workers, the black economy. 
(B. 104.019) 

Yugoslavia 

OECD ECONOMIC SURVEYS. 
Yugoslavia. 
Paris, Organisation for Economic Cooperation 
and Development, 1982. 65 pp. 

- (B. 104.041) 

FOREIGN INVESTMENT IN 
Yugoslavia. 
Paris, Organisation for Economic Cooperation 
and Development, 1982. 70 pp. 
Brochure setting out the present law on foreign 
investment in Yugoslavia. 
(B. 104.043) 

INTERNATIONAL 

COLLINS, M.H.' 
Draft guidelines on international cooperation 
against tax avoidance and evasion. 
Ad Hoc Group of experts on international 
cooperation in tax matters. Geneva, 7-18 
December 1981. 
Geneva, United Nations, 1981. 
(B. 103.894) 

HUBBARD; Joshua C. 
Dreation of income by taxation. 
New York, Greenwood Press, 1968. 239 pp. 
Essay explaining the income creating power of 
taxation. The analysis applies the multiplier 
technique to the theory of tax incidence. 
(B. 104.028) 

TAX HAVENS AND THEIR USE BY 
United States taxpayers: — an overview. 
A report by the special counsel for international 
taxation‘ A report to the Commissioner of , 

internal revenue. 
Chicago, Commerce Clearing House, 1981. 235 
pp., 5 9.00. 
(B. 103.970) 

FUEST, WINFRIED; KROKER, ROLF. 
Steuerliche Férderung von Investition und 
Innovation im internationalen Vergleich. 
Beitrz’ige zur Wirtschafts— und Sozialpolitik 
Ingtitut der deutschen Wirtschaft. No. 98. 
Cologne, Deutscher Instituts—Verslag, 1981. 
63 pp., 10.80 DM. 
Brochure containing a comparisoh of tax 
in‘centives for investment and innovation in a 
number of industralized countries: Germany, 
U.S.A., Japan, the Netherlands and France. 
(E. 104040) 

INTERNATIONAL TAX EVASION 
and avoidance. 

Draft report. First report ofthe Ad Hoc Group of 
experts on international cooperation in tax 
matters. Geneva, 7-18 December 1981. 
Geneva, United Nations, 1981. 26 pp. 
(B. 103.893/9) 

1980 YEARBOOK OF INTERNATIONAL 
trade statistics. Annuaire statistique du 
commerce international. Volume I‘ 
New York, United Natidns, 1981. 1235 pp. 
Twenty-ninth edition of yearbook providing 
basic information for individual countries’ 
external trade performance in terms of overall 
trends in current value as well as in value and 
price, the importance of trading partners and the 
significance of individual commodities imported 
and exported. Published in two volumes in 
English and French. 
(B. 103.973) 

CODE OF LIBERALISATION OF 
capital movements. 
Paris, Organisation for Economic Cooperation 
and Development, 1982. 105 pp. 
Text of the Code of Liberalisation of Capital 
Movements and Reservations to the Code and 
appended Notes concerning payments channels. 
(B. 104.044)

' 

RESOLUTIONS AND DECISIONS 
of the economic and social council. Second 
regular session of 1981. Geneva, 1-24 July 1981. 
Supplement No. 121. 
New York, United Nations, 1981. 1 p. 
(B. 103.900) 

GENERAL DISCUSSION OF 
international economic and social policy, 
incldung regional and sectoral developments. 
Desirability and feasibility of establishing a direct 
tax cooperation council. Results of consultations 
with Governments and international 
organizations. Report by the Secretary—General. 
Geneva, United Nations, 1981. 22 pp. 
(B. 108.895) 

MIDDLE EAST 

Egypt 

OTTO, J.M. 
I

. 

Egypt. Landendocumentatie Nr‘ 6. 
Amsterdam, Koninklijk Instituut voor de 
Tropen, 198168 pp. 
In the series of country reports prepared by the 
Koninklijk Instituut voor de Tropen, the 
brochure on Egypt describes the land, people, 
economy, argriculture, industry and 
administration, etc. 
(B. 13.109) 

Oman 
SULTANATE OF OMAN. 
Second edition. 
Hong Kong, The British Bank of the Middle 
East, 1982. 32 pp. 
Second edition of booklet on Oman in the 
Business Profile Series containing introductory 
information on the business climate in each 
country where The Hong Kong and Shanghai 
Banking Corporation has branches, subsidiaries 
or other business actitivities. 
(B. 51.942) 
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Loose-Leaf Services 
Received between 1 September and 30 September 1982 

Australia 

AUSTRALIAN INCOME TAX — 
LAW AND PRACTICE 
— Current taxation 

release 26 
— Cases 

release 26 
Butterworths, Pty., Ltd., Chatswood. 

Belgium 
DOORLOPENDE DOCUMENTATIE 
INZAKE B.T.W./LE DOSSIER 
PERMANENT DE LA T.V.A. 
releases 138, 138bis, 139 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELE 
Tome I, release 45 
Tome IV, releases 65 and 66 
Tome V, release 51 
Tome VII, release 46 
Tome IX, releases 126, 127, 129, 131 
Tome XII, release 38 
Tome XIV, releases 15] and 152 
CED-Samsom, Brussels. 

GUIDE FISCAL PERMANENT 
release 437, 437bis 
Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome I, release 45 
Tome III, release 41 
Tome IV, release 4 

> CED-Samsom, Brussels. 

L’INDICATEUR FISCAL 
release 16 
CED-Samsom, Brussels 

VAKCURSUSSEN 
releases 139-140 
Ministére des Finances, Brussels. 

Canada 
CANADA INCOME TAX GUIDE 
REPORTS 
releases 177~178 
CCH Canadian Ltd., Don Mills. 
CANADA TAX SERVICE — RELEASE 
releases 396-399 
Richard de Boo, Ltd., Toronto.

I 

CANADIAN CURRENT TAX 
releases 34-35 
Butterworths, Pty., Ltd., Scarborough. 

CANADIAN SALES TAX REPORTS 
release 177 
CCH Canadian Ltd., Don Mills. 
CANADIAN TAX REPORTS 
releases 547649 
CCH Canadian Ltd., Don Mills. 
DOMINION TAX CASES 
releases 24~26 
CCH Canadian Ltd., Don Mills. 
FOREIGN INVESTMENT 
IN CANADA 
Report Bulletin 
releases 92-94 
Prentice—Hall of Canada, Ltd. , Scarborough. 

PROVINCIAL TAXATION SERVICE 
release 399 
Richard de Boo, Ltd., Toronto. 

Common Market (EC) 
HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
— Europees mededingings- en kartelrecht 

rélease 65 
- Verdragsteksten en aanverwame stukken 

releases 226-227 
Kluwer, Deventer. 

Denmark 
SKATTEBESTEMMELSER: 
— Skattenyt 

release 148 
— Skattebestemmelser 

release 142 
AS. Skattekartoteket Informationskontor, 
Copenhagen. 4 

France 

DICTIONNAIRE PERMANENT — 
DROIT DES AFFAIRES 
releases 103-104 
Editions Législatives et Administratives, Paris. 

DICTIONNAIRE PERMANENT — 
' 

FISCAL - 

release 145 
Editions Législatives et Administratives, Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
CODE GENERAL DES IMPOTS 
release 2 
Editions Techniques, Paris‘ 
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JURIS CLASSEUR — DROIT FISCAL — 
FISCALITE IMMOBILIERE 
release 36 
Editions Techniques, Paris. 

German Federal Republic 
DEUTSCHE STEUERPRAXIS — 
NACHSCHLAGWERK PRAKTISCHER 
STEUERFALLE 
release 86 and 87 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUR ABGABENORDNUNG UND FINANZGERICHTSORDNUNG 
Hfibschman-Hepp-Spitaler 
release 102 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUR EINKOMMENSTEUER 
(Einschl. Lohnsteuer und Kérperschaftsteuer) 
release 135 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERERLASSE IN KARTEIFORM 
release 252 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERFOLGEN IN DER WIRT- 
SCHAFI‘S- UND RECHTSPRAXIS 
M. Enders 
release 24 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERRECHTSSPRECHUNG IN 
KARTEIFORM 
release 368 
VerlagDr. Otto Schmidt, Cologne. 

STEUERSTRAFRECHT 
Kohlmann 
release 11

_ 

Verlag Dr. Otto Schmidt, Cologne. 

WORLD TAX SERIESf GERMANY 
REPORTS 
releases 158 and 159 
Commerce Clearing House, Inc. , Chicago. 

International 

STEUERN IN EUROPA, USA, KANADA UND JAPAN . 

von Mennel 
release 5 
Neue Wirtschaftsbriefe, Heme/Berlin. 
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The Netherlands 
DE BELASTINGGIDS 
releases 98 and 99 
S. Gouda Quint — D. Brouwer, Arnhem. 

BELASTINGWETGEVING: 
Algemene wet inzake rijksbelastingen 
release 29 
Inkomstenbelasting 1964 
release 94 
Loonbelasting 1964 
release 82 

Noorduijn B.V., Arnhem. 

CURSUS BELASTINGRECHT 
release 76 
S. Gouda Quint — D. Brouwer, Arnhem. 

EDITIE VAKSTUDIE BELASTING- 
WETGEVING: 

Belastingen van Rechtsverkeer en Registratie- 
wet 
releases 34 and 35 
Gemeentelijke Belastingen e.a. 
release 58 

Kluwer, Deventer. 

FED’S FISCAAL REGISTER 
release 111 
FED, Deventer.

~ 
A concise newssheet reporting 

latest tax changes and 
developments throughout the world, 

twice per month, by air. 

Free of charge with subscriptions to one 
or more of the major services of the Bureau. 

Also available separately. 

Further details from: 
INTERNATIONAL BUREAU OF 
FISCAL DOCUMENTATION 
Sarphatistraat 124, PO. Box 20237, 
1000 HE Amsterdam, the Netherlands 
Tel: 020 - 26 77 26 Telex: 13217 intax n| 
Cables: Forintax 
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FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1890-1893 
FED, Deventer. 

KLUWERS FISCAAL ZAKBOEK 
releases 185-186 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
releases 265-266 
Kluwer, Deventer. 

NEDERLANDSE BELASTINGWETI‘EN 
W.E,G. de Groot 
release 184 ‘ ' 

Samsom, Alphen a/d Rijn. 

NEDERLANDSE WETBOEKEN 
release 176 
Kluwer, Deventer. 

DE SOCIALE VERZEKERINGSWETI‘EN 
release 177 
Kluwer, Deventer. 

STAATS- EN ADMINISTRATIEF- 
RECHTELIJKE WETI‘EN 
release 188 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Inkomstenbelasting1964 

releases 358-362
_ 

— Loonbelasting 1964 
releases 250-252 

— Vermogénsbelasting 1964 
releases 76 and 77 

Kluwer, Deventer. 

Norway 
SKATTE-NYTT 
A. release 8 
B. release 20 
Norsk Skattebetalerforening, Oslo. 

Peru 
IMPUESTO A LA RENTA 
release 79 
Editorial Economia y Finanzas, Lima. 

MANUAL DE IMPUESTOS INTERNOS 
release 52 
Editorial Economia y Finanzas, Lima. 

South Africa 
JUTA‘S TAX SERVICE 
Legislation Section 
release 24 
Juta & Co. , Capetown. 

LAW AND PRACTICE OF SOUTH 
AFRICAN INCOME TAX 
release 33 
Butterworth & Co., Durham. 

Switzerland 

DIE STEUERN DER SCHWEIZJ 
LES IMPOTS DE LA SUISSE 
Tome I, release 70 
Tome II, release 63 
Tome III, release 61 
Tome IV, release 56 
Verlag ffir Recht und Gesellschaft, Basel. 

United Kingdom 
SIMON’S TAX CASES 
releases 31-32 
Butterworth & Co., London. 

' SIMON’S TAX INTELLIGENCE 
releases 33-35 
Butterworth & Co., London. 

U.S.A. 
FEDERAL TAXES — REPORT 
BULLETIN - 

releases 32-41
> 

Prentice-Hall, Inc., Englewqod Cliffs. 

FEDERAL TAX GUIDE 
releases 43-51 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS 
releases 46-50 
Commerce Clearing House, Inc. , Chicago. 

FEDERAL TAX TREATIES — 
REPORT BULLETIN 
releases 7 and 8 
Prentice-Hall, Inc., Englewood Cliffs; 

STATE TAX GUIDE 
releases 776—777 
Commerce Clearing House, Inc., Chicago. 

TAX HAVENS OF THE WORLD 
Walter Diamond 
release 32 
Matthew Bender, New York. 

TAX IDEAS — REPORT BULLETIN 
releases 16-18‘ 
Prentice-Hall, Inc., Englewood Cliffs. 

TAX TREATIES 
release 367 
Commerce Clearing House, Inc., Chicago. 

U.S. TAXATION OF INTER- 
NATIONAL OPERATIONS 
releases 15-17 
Prentice-Hall, Inc., Englewood Cliffs. 
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~ CUMULATIVE IND ~~ +X1982—Nos.1—1O 
I. ARTICLES 
Austria: 
Wolfgang Gassner and Geoffrey Pink: 
Taxation of foreign business in Austria 216 
Bangladesh: 
K.A. Gofran:

. 

1981 income tax amendments 34 
Belgium: 
Frans Vanistendael: 
Cutting taxes on business and 
investment income 298 
Bermuda: 
H.W.T. Pepper: 
Fiscal structure of a low tax country 405 — Additional remarks - 438 
Brazil: 
Ives Gandra Da Silva Martins: 

‘ The supplementary income tax on the remittance of 
dividend income — legal nature and computation 395 
Canada: 
Nathan Boidman:

V 

Structuring investments and business start-ups 
in Canada 362 
Max Laxan: 
Congrés Montréal 1982 343 
The Congress of Montreal 1982 344 
Allan J. MacEachen, Minister of Finance, 
Government of Canada: 
Integration of tax expenditures into the Government 
fiscal management system ‘ 347 
Edwin C. Harris: 
The influence and the impact of Canada’s tax accounting 
rules on structuring Canadian business operations 386 
Peter McQuillan: 
Working with Canada’s statutory and discretionary - 

industrial and petroleum assistance programs 375 
H. Heward Stikeman: 
Taxation of offshore income and the Canadian treaty network 351 
Caribbean: 
George E. Lent: 
Property taxes in the Caribbean Community 439 
China (People’s Republic): 
Jap Kim Siong: 
China’s recent tax experiments to revive the industrial and 
commercial tax system of state enterprises ' 66 
Eugen J ehle: 
The tax system of the People’s Republic of China — A short survey — 

‘ 
447 

Cuba: MAG? Caballero:
. 

Taxation ofjoint ventures in Cuba 445 
Ghana: , 

Elizabeth de Brauw-Hay: 
Ghana: The investment code 1981 ‘ 21 
Hong Kong: 
I.W.Harris:

_ — Hong Kong: Tax aspects of foreign currency gains 59 — FmanCIal msntutions in Hong Kong: A reappraisal 435 
Y.C‘ Jao:

. 

Hong Kong: More tax concessions 195 
Mary Lai: 
Hong Kong: 15% tax - and still taxpayers grumble 197 
India: V 

Kailash C. Khanna: — Finance BI|1.1982 — Summary of proposals 
relatmg to dlrect taxation . 167 — Impact of the budget. No incentives to produce or save 323 

Dharrpendra Bhandari: 
Highllghts of the tax proposals of the Indian Budget for 1982-83 168 
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Parimal M. Parikh: 
Overseas Indians and the Finance Bill 1982 
G. Thimmaiah: 
India: How progressive are the direct taxes? 
International: 
D. Hund: 
The development of double taxation 
conventions with particular reference 
to taxation of international air transport 
Eugen Jehle: 
Tax incentives of industrialized countries for private 
undertakings in developing countries — A brief introduction 
Nizar J etha:

V The welfare cost of taxation: Its meaning and measurement 
Vito Tanzi: 
Tax policy in middle-income countnes — Some lessons 
of experience 
Jamaica: 
H.W.T. Pepper: 
The fiscal structure in Jamaica 
Japan: 
Dharmendra Bhandari: 
Taxing for development: Corporate taxation in Japan 
Latin America: 
Pedro Massone: 
New statute for Andean multinational enterprises 
introduced 
Nigeria: 
A.C. Ezejelue:

_ 

Taxation of consultancy fees in Nigeria 
Pakistan: 
Ahmad Khan: 
— Pakistan’s Budget for 1981-82: Fiscal measures for development — The role of income tax incentives in industrialization in 

Pakistan during the seventies — A critique 
Abdul Waheed: 
Summary of new tax concessions in Budget 1981-82 
Peru: 
Pedro Massone: 
— The Peruvian tax reform 

I

. — New tax amendments — Developments in Latin America 
Philippines: 
Milwida M. Guevara: 
The dynamics of property tax delinquency in 
the Philippines: A case study 
Singapore: 
Lee Fook Hong: 
Singapore‘s 1982 Budget: A summary 
South Africa: 
Erwin Spiro: . - 

The 1982 income tax changes in the Republic of 
South Africa 
Sudan: 
John F. Due and Jean M. Due: 
The financing of the Southern Region and other regional 
governments of the Sudan 
United States of America: 
William W. Chip and Steven S. Snider: 
Federal taxation of foreign governments, 
international organizations and their employees 
in the United States 
Michael J. Cooper and Thomas J. Rasmussen: 
Tax treaty shopping — Article 16 of the Draft U.S. Model 
Income Tax Treaty of 16 June 1981 
Frank J Schuchat: 
Safe harbor leasing - A controversial means for 
distribution of investment incentives 

‘ Piroska E. 8005: 
— Tax relief for Americans abroad - An overview — ,Income of foreign corporations subject to tax in the U.S. — The long reach of the United States in tax matters 

253 

267 

111 

120 

453 

411 

51 

99 

426 

421 

25 

305 

28 

148 
264 

249 

200' 

258 

243 

291 

115 

206 
266 
393 

527



II. REPORTS AND DOCUMENTS 
Australia: 
Avoidance of income tax: Trust stripping 458 
Bermuda:

' 

Budget 1982-83 ' 409 
Canada: 
Sales tax reform 183 

Summary of modifications in draft legislation 374‘ 

China (People's Republic of): 
Offshore petroleum 425 
China (People’s Republic ofl—United States: 
Agreement with respect to the mutual exemption from taxation 
of income derived by air and shipping enterprises signed 166 

European Communities: 
The taxation of petroleum products: 
Opinion of the Commission of the European Communities 223 
Hong Kong: 
Budget 1982-83 ' 271 

India: 
Budget 1982-83 aimed at increase of production and saving 169 

International: , 

Confederation of British industries supports new drive 
against unitary tax 424 
Customs Co-operation Council 275 
European Union _ 

143 

OECD activities in the field of taxation 
(January-June 1982) 468 
UNICE and taxation of petroleum products 232 
Ireland: - 

Budget 1982 219 
Jamaica: 
Budget 1981—82 57 
Japals' 
Budget 1982-83 129 

_ 

Malaysia:
' 

Malaysia: British company having no permanent establishment 
not subject to tax on management fees 

I 

33 

1982 Budget proposals 76 
Budget 1982 78 
Malta: ' 

Budget 1982 134 
Nepal: ' 

Budget 1981-82 84 
Industrial policy plan 1981 85 
Pakistan: 
Budget 1981-82 

‘ 

29 
Incentives for investments in industrial projects 319 
South Africa: 
Budget 1982-83 V 260 
Sri Lanka: ' 

Budget 1982 80 
Sweden: ‘ 

Budget 1982-83 128 
United Kingdom: ‘ 

Budget 1982-83. A Budget for industry and jobs 175 
U. S.A. .- 

Competent authority considerations — Allocation of 
income or deductions 

_ 

326 
Draft model income tax treaty 15 

Exchange of information: Disclosure to 
foreign countries pursuant to tax treaties 214 
Return of tax treaties 
(British Virgin Islands and Cyprus) 35 
Zambia: 
Budget 1982 ‘ 130 

III. IFA NEWS: 75,83,265,462 

IV. CONFERENCE DIARY: 37,95,143,190,213,248,329,404A61 

V. BIBLIOGRAPHY 
Books 38,89,137,184',234,281,330,427,469 
Loose-leaf services 45,93,141 ,188,238,285,335,476 

DUTCH BRANCH 
On 23 October 1982 the Dutch Branch of IFA held its Annual Meet- 
ing. After the normal proceedings — Prof. J. van Hoorn was reelected 
as honorary treasurer — the reports for the 1983 IFA Congress in Ven— 
ice were discussed. The reporter on Subject I (Tax avoidance/tax eva- 
sion) is Prof.A. Nooteboom and the reporter on Subject II (Interna- ' 

tional problems in the field of turnover taxation) is Mr. A.C. Simons. 
The time available for the discussion proved to be too short as a result 
of the overwhelming interest shown for the subjects, in particular the 
first one. The possibility of organizing a second meeting will be inves- 
tigated. 

HONG KONG BRANCH 
The Hong Kong Branch of [FA reports that during 1982 a number of 
meetings were held during which topics of special interest were dis- 
cussed. 

'

’ 

On 8 March members were invited for an evening meeting dedicated 
to a discussion of income taxation in the People’s Republic of China. 
Three subjects were presented: (i) the special zones, (ii) joint ven- 
tures and (iii) ordinary offices in the People’s Republic. 
On 3 May a meeting was dedicated to the current tax treatment of fi- 
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, 

nanCIal mstitutions (speaker Mr. David Flux). 
The subject of the meeting of 5 July was the taxation aspects of over- 
seas investment in Canada. 
The Third Annual General Meeting was held on 18 October 1982 dur- 
ing which, among other things, the Accounts were considered and the 
Executive Committee was elected. After the proceedings, Mr. Rufus 
von Thulen Roades, Member of the California and New York Bars, 
spoke on certain aspects of U.S. taxation. 

SWISS BRANCH 
The Swiss Branch of IFA announces that it will held a special meeting 
on 5 November 1982 at which the 19821FA Congress in Montreal will 
be discussed. Dr. A.R. Schmid will report on the first subject (The tax 
treatment of interest in international economic transactions) and 
Maitre J .M. Rivier on the second (Taxation of payments to non-resi- 
dents for independent personal services). 
The meeting will further be devoted to a discussion of the reports pre- 
pared for the 1983 Congress in Venice, i.e. Tax avoidance/tax evasion 
(Prof. Dr. F. Zuppinger) and International problems in the field of 
turnover taxation (Dr. W. Haring). 
Maitre J. Béguelin will speak on some recent developments in 
French-Swiss relations with respect to international double taxation. 
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of the December 1982 issue 

SINGAPORE: ASIAN P'ACIFIC TAX AND 
INVESTMENT RESEARCH CENTRE ........ _ ....... ‘. . . 532 
On 12 November 1982 the Asian Pacific Tax and Investment 
Research Centre was incorporated as a legal charity under the 
laws of the Republic of Singapore. The new Centre is an in- 
stitution similar to the International Bureau of Fiscal Documen- 
tation and will focus its activities in particular on the countries in 
the Asian and Pacific Region. . 

-. 

P.K. Bhargava and AK. Jain: 
PERSONAL INCOME TAXATION AND EQUITY 
in INDIA ......................................... '535 
The authors examine the extent to which personal income tax 
in India fulfills the criteria of horizontal and vertical equity. Their 
conclusion is that it does not fully achieVe ’this goal. 

IFA NEWS .................. 
7 

. . . . . .., .............. 538 

MP. Dominic: ‘ 
..

. 

NEW ZEALAND BUDGET 1982: TAX PROPOSALS ..... ' . 540. 
With this Budget the NewZea/and Government introduced the .- 

first stage of its strategy for tax reform. The measures include, 
inter alia, a new income tax scale which lessens fiscal drag and 
minimises the disincentive impact of high marginal tax rates. 

NEW ZEALAND:-BUDGET1982 ...... 543 
Extracts from the Financial Statement submitted by Mr. RD.- 

David A. Taran: 
UNITED STATES: THE INTERNATIONAL BANKING 
FACILITY . . .. ................. '. .................. 554 
The author discusses privileged treatment accorded to foreign 
banks operating in the United States. Such banks enjoy the ad-

’ 

vantage of having their business activities t[eated as if they 
Were conducted outside the United States for the purposes of 
State income tax (not Federal income tax) and other regula- 
tions. 

Ahmed AI-kadi: 
FISCAL POLICIES OF THE MIDDLE EAST STATES .

I TOWARDS FOREIGN INVESTMENT ............. . ..... 557 
Many Middle East States have attempted to create a favorable 
investment climate by granting tax holidays‘and other tax in- 
centives, in particular for industrial and agricultural develop- 
ment. ' 

MALAYSIA: THE 1983 BUDGET .................. . . 560 
Extracts from the speech made by the Minister of Finance, 
Y.B.M. Tengku Raza/eigh Hamzah, introducing the Suggly 
(1983) Bill in the House of Representatives on 22 October: 
1982. 

‘ . K
I 

SOLOMON ISLANDS: NEW INCOME TAX INCENTIVES 
Mu/doon, C.H., Prime Minister, to' the House of Representa- FOR INVESTORS. . . . 

, 
............................. 564 

tives on 5 August 1982. 
. 

I

. 

_ 
. I 

' BIBLIOGRAPHY .................................. 565 CONFERENCE DIARY 
.1 
..................... 

r 

....... 550 f Books ............................ 565 
' — L -l 

' 

4 ............. z ....... 
K-A- Gofran: 

V 

0059 eaf sgrwfes 
I 

568 

BANGLADESH; THE FINANCE ORDINANCE, 1982 ...... 551 INDEX 1982 ................. ‘. .- . . .-. . 
.‘ ............ ’ '. 570 

The author discusses a number of significant changeS'intro-- '

_ 

duced in Bangladesh tax law. LIST OF AUTHORS ............. L ................. 572 
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INHALTSVERZEICHNIS 

Singapur: Asian Pacific Tax and |nvestment 
Research Centre ........................................ 532 
Am 12. November 1982 wurde das “Asian Pacific Tax and Investment 
Research Centre" als gemeinnfltziges lnstitul nach dem Recht der 
Republik Singapur registriert. Das neue Centre hat eine éhnliche 
Funktion wie das Internationale Steuerdokumentationsbflro; es wird 
seine Aktivitéten auf die Lander Asiens und des pazifischen Raumes 
konzentrieren, 

P, K. Bhargava undA.K. Jain: 
Einkommensteuer und Steuergerechtigkei! in Indian ............. 535 
Die Verfasser untersuchen, zu welchem Grade die Einkommensteuer 
fUr natUrliche Personen in Indien das Kriterium der horizontalen und 
vertikalen Steuergerechtigkeit erfUIlt. Sie kmen zu dem Sctss, 
dass das angestrebte Ziel nicht ganz erreicht wird. 

IFA Mitteilungen ......................................... 538 

M. P. Dominic: 
Der Haushalt 1982 von Neusee/énd: Vorsch/ége auf 
steuerlichem Gebie! ...................................... 540 
Mit diesem Haushalt vollzieht die Regierung Neuseelands den ersten ‘ 

Schritt innerhalb der vorgesehenen Iangfristigen Steuerr’eform. Die‘ 
vorgesehenen Massnahmen beinhalten u.a. eine neue Einkom- 
mens‘euertabelle, die die heimlichen Steuererhéhungen vermindern 
und die nachteiligen Auswirkungen hoher Grenzsteuersétze auf die 
Leistungsbereitschaft mildern soll. 

Neuseeland: Der Haushalt 1982 ......... -. 
. . . 

'. .............. 543 
Ausne aus dem Financial Statement, das Herr RD. Muldoon, 0H,, 
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USA. 

The most strikingly different new tax guide ever published for taxpayers 
with income from foreign sources, 
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In clear, direct language, backed up by practical; tested practices of acknowledged 
experts in international business operations, the new work speels 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 
N~J- 07632 and Specify U-S~ TAXATION “Report Bulletins” will keep the guide as new and up to the minute as the day you OF INTERNATIONAL OPERATIONS, receive it,

- 

1-year introductory charter subscription. 
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after receipt of the new, ready-for. most optimistic projections. Subscriptions are now being accepted by mail for 
reference volume. ' 

. $ 231 a year- 
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SINGAPORE 
Asian PacificTax and Investment Research Centre 

A significant event has taken place in Singapore which 
will contribute to a balanced development in South-East 
Asia and the Australian and Pacific region. 
On 12 November 1982,the Asian Pacific Tax and Invest- 
ment Research Centre was incorporated as a legal charity 
under the laws of the Republic of Singapore, with head- 
quarters at No. 2, Nassim Road, Singapore 1025, oppo- 
site the end of Orchard Road. 
The concept emanated from the four seminars on 
Foreign Investment and Tax Administration held in 
Manila (1974), Tokyo (1976), Sydney (1978) and Banga- 
lore, India (1980), which were hosted by the countries 
where they were held and chaired by the Bureau’s Chief 
Executive. They were attended by the heads of Tax De- 
partments and Investment Boards from the countries in 
the region. ' 

There were two important recommendations at the semi- 
nars. As a result of the first, the International Bureau at 
Amsterdam launched a major effort on behalf of the reg- 
ion by producing an eight-volume loose-leaf publication 
entitled Taxes and Investment in Asia and 'the Pacific, 
which is now available commercially and is regularly up- 
dated. It is the only service of its kind covering all taxa- 
tion in the area of Asia and the Pacific. 
The second recommendation was for the formation, 
within the region of Asia and the Pacific, of an institution 
similar to the International Bureau of Fiscal Documenta- 
tion at Amsterdam. The centre should be an entirely in- 
dependent charity modelled after the Bureau in Amster- 
dam, and sponsored and assisted by it so as to benefit 
from the Bureau’s 45 years’ experience. The centre 
should, in particular, deal with the tax aspects of 
economic development in the Asian-Pacific countries. 
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The first discussions were held as early as 1978 with rep- 
resentatives of governments and the business and profes- 
sional communities in the region. These discussions re- 
sulted in a well-defined project which was submitted to 
the Bureau’s Board of Trustees for their approval of the 
Bureau’s sponsorship. In its annual meeting held on 7 
May 1981 , the Board approved the project and agreed to 
give any assistance necessary in setting up the Centre in 
Singapore and to help it in its formative period by provid- 
ing technical and professional assistance. 
A founding committee met in Singapore during the week 
of 16 November 1981 to work out the details. Members 
of this committee were: 
(1) Professor J. van Hoorn, Jr. , Chief Executive, Inter- 

national Bureau of Fiscal Documentation, Chair- 
. man; 
E2) S. Ambalavaner**, Attorney—at-law, Colombo; 
3) Alun G. Davies* , CBE, Trustee of the Bureau, Lon- 

don; 
(4) Graeme L. Herring**, FCA, of Peat, Marwick, 

Mitchell & Co. , Sydney; 
(5) N.M. Qureshi**, Executive Director, Asian 'De~ 

- velopment Bank, Manila; 
(6) Sidney C. Rolt**, Financial Consultant, Singapore; 

and . 

(7) Angel Q. Yoingco**, Executive Director, National 
Tax Research Center, Manila. 
* Trustee of the Bureau. 
** Member of the Bureau’s Advisory Council. 

Objects of the Centre 
According to the Memorandum and Articles of Associa— 
tion, the objects of the Centre are: 
0 to carry on and promote systematic studies relating 

to tax and investment particularly in the countries of 
the Asian and Pacific Region; 

0 to provide training programmes in tax law and ad- 
ministration and tax and investment policies; 

0 to carry out surveys, provide information, and sub- 
mit reports and recommendations to governments 
and the private sector on tax and investment matters 
which are relevant to the socio-economic develop- 
ment of countries in the Asian and Pacific Region; 

0 to sponsor and conduct conferences, seminars, 
group studies, public lectures and courses on tax and 
investment matters of particular interest for coun- 
tries of the Asian and Pacific Region; 

0' to carry on any other activity which may seem to the 
Centre capable of being usefully and conveniently 
pursu’ed for the purpose of promoting the above ob— 
jects. 
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How the centre operates, and for whom 
The Centre will be equipped to collect, analyse and pub- 
lish up to date information on taxation and investment 
matters relating primarily to the countries of the region 
and, where necessary, to other parts of the world. This 
will be of assistance and importance to: 
— governments, 
— business firms, 
— banks and financial institutions, 
— firms interested in investment in the Asian and 

Pacific Region, and 
— professional firms of lawyers, accountants, tax and 

investment consultants. 
The Centre will have a specialised team of researchers 
and correspondents and keep members informed of de- 
velopments on important current problems of tax, fiscal 
policy and investment pertaining to international trade 
and investment. 
A register of experts will be maintained at the Centre. 

Persons interested in helping the Centre as correspon- 
dents, researchers and experts are invited to send their 
names, addresses and bio-data. 

Seminars and training programmes 
Seminars and training programmes will be organised in 
the region where government and business representa- 
tives are given the opportunity to discuss crucial prob- 
lems with oustanding experts. Suggestions for topics of 
discussion from members will be particularly consi- 
dered. 

Research programmes 
Research programmes will focus on those aspects of tax- 
ation and investment that are of particular interest to the 
countries in the region and to those engaged in interna- 
tional trade and investment involving these countries ‘ 

and the region as a whole. Special attention will be given 
to such areas as: ' 
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0 tax incentive rules and policies in relation to invest- 
ment flows and the transfer of technology; through 
its publications — see below — these will be made 
known to all members 

0 the research will continuously focus on the effect of 
measures in developed countries on tax and invest- 
ment policies in the Asian and Pacific region 

0 special attention will be given to the question of tax 
compliance and the effect of high effective tax bur- 
dens resulting from high rates or broad tax bases 

0 aspects of harmonisation of tax legislation and proce- 
dures which will ease international trade and invest- 
ment, particularly in the area of transfer pricing 

0 the role of tax treaties in encouraging investment 
flows to the Asian-Pacific region 

0 the crucial problem of alieviating double taxation 
and double economic tax burdens in the case of cross- 
border transactions 

Information service 

There will be a tax and investment information service to 
supply members with specific information needed. This 
information will be made available by the professional 
staff at the Centre. Where necessary, this service will be 
rendered in close cooperatiOn with the International 
Bureau of Fiscal Documentation in Amsterdam. Per- 
sonal discussion at the Centre will also be possible by 
prior appointment. Questions may be asked by letter, 
telephone or telex. 

Library 

The Centre’s library will be open to all members at no 
extra cost. Members are entitled to request the library 
staff for information and assistance in tracing materials 
relating to taxation and investment. 

Publications 

A art from other publications the Centre will publish: 
(a The Asian Pacific Tax & Investment News Service 
(b) Asian Pacific Tax & Investment Bulletin 
These will be sent free to all members. 
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Board of Governors 

The Centre’s first Board of Governors is composed of: 
Chairman 
Prof. J. van Hoorn Jr. , 

Honorary Treasurer 
Sidney C. Rolt 
Chief Executive 
S. Ambalavaner 
Members 
Graeme L. Herring 
N.M. Qureshi 
Angel Q. Yoingco 

and will shortly be joined by 
Alun G. Davies, C.B.E. 
Raymond E. Moore, Solicitor and Notary Public, 
Director of Jardine, Matheson & Co., Hong Kong. 
Sutadi Sukarya, Chairman of the Capital Market 
Executive Agency, Jakarta, Indonesia. 

Subscribers — Constitutional Members 
The following héve subscribed to the Centre’s Memoran- 
dum and Articles of Association: 
J. van Hoorn Jr. Amsterdam 
S. Ambalavaner Sri Lanka 
Alun G. Davies United Kingdom 
Graeme L. Herring Australia 
N.M. Qureshi Philippines 
Sidney C. Rolt Singapore 
Angel Q. Yoingco Philippines 
Adiya Vikram Birla India 
Arvind N. Lalbhai India 
Sutadi Sukarya Indonesia 
Benjamin Abela Philippines 
Raymond E. Moore Hong Kong 
It is intended to increase the Constitutional Members to 
fifty, and to include amongst them members of the 
judiciary, the tax administrations, major industrial and 
commercial organisations, and the universities in the re- 
glon. 
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Contributions 

The Centre will be glad to receive donations of books, 
journals and other material on tax, fiscal policy and in- 
vestment. Authors and publishers of books, periodicals 
and journals on the above subjects are invited to send 
one copy of each publication to the library and for index- 
ing and review in the Bulletin. 
The Government of Singapore has already assisted the 
Centre by making available premises at No. 2, Nassim 
Road, Singapore for a nominal rent. Several Govern- 
ments, as well as professional firms and corporations in 
the area of banking, industry and commerce, both in the 
region and elsewhere, have already contributed consid— 
erable sums to the Centre in order to enable it to com- 
mence its operations as soon as possible. 

Subscriptions — Membership 
The subscriptions for the Centre for its publications and 
other facilities are as follows: 
(a) FOUNDING-PATRON MEMBERS — US$ 30,000 

payable in instalments of US$ 10,000 in the years 
1983, 1984 and 1985, the first payment to be made 
forthwith. Founding-Patron Members will be enti- 
tled to one copy each- of all publications of the 
Centre, and the right to information and answers to 
questions. An additional set of publications will be 
supplied on request without charge. This facility will 
be available for the year 1983 and all subsequent years. 

(b) FOUNDING MEMBERS — subscription of 
US$ 15,000 to be paid now. Members will be entitled 
to one copy each of all publications of the Centre for 
25 years and the right to information and anSwers to 
questions. An additional set of publications will be 
supplied on request without charge. At the end of 25 
years the Governors may continue these facilities 
taking into account the then current costs. 

(c) ASSOCIATE MEMBERS — subscription of 
US$ 7,500 to be paid now. Members will be entitled 
to one 'copy of the Centre’s publications and the right 
to information and answers to questions for a period 
of 15 years. At the end of 15 years the Board of Gov- 
ernors may extend these facilities taking into account 
the then current costs. 

((1) CORPORATE MEMBERS — membership will be 
US$ 250 per year. This membership will be open to 
corporations, institutions and firms. Corporate 
Members will be entitled to a copy of each of the pub- 
lications for the year. 

(c) INDIVIDUAL MEMBERS - membership will be 
US$ 60 per year. Such members are entitled to one 
copy of the publications of the year. 

THE CENTRE SEEKS FINANCIAL AND OTHER 
ASSISTANCE FROM GOVERNMENTS, INSTITU- 
TIONS, CORPORATIONS AND INDIVIDUALS TO 
ESTABLISH AND MAINTAIN THE CENTRE. 
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Progressivity is an essential feature of a modern tax sys- 
tem. It is essential for two reasons: to reduce inequalities in 
the distribution of wealth and income and to ensure built- 
in—flexibility in the tax structure. There are two aspects of 
progressivity: equal treatment of equals (horizontal 
equity) and unequal treatment of unequals (vertical 
equity). The object of this paper is to examine the extent to 
which personal income tax in India fulfills the criteria of 
horizontal and vertical equity. 

HORIZONTAL EQUITY 
There is equal treatment of equals with respect to per- 
sonal income tax in India in so far as a system of “global” 
tax rates and not “schedular” tax rates is followed. How- 
ever, there are some important features of the personal 
income tax structure where this criterion is violated. 
Exemption of casual and non-recurring income from the 
tax base is a glaring example of such an anomaly. Prior to 
the amendment made in 1972, receipts which were of a 
casual and non-recurring nature were exempt from tax 
except where the receipts constituted capital gains or 
arose from a business or the exercise of a profession, vo- 
c_21tion gqccupation or were by way of additions to the 
rémunerét'ion’of an employee. Consequently, a number 
of receipts which resulted in increased wealth of the tax- 
payer were excluded from the tax net. The tax base also 
did not embrace receipts like punitive damages (though 
not amounting to recovery of capital), found property or 
accidental receipts, amounts received by way of lottery, 
crossword puzzles, races, or of embezzlement, 
blackmail, exfbrtion and other criminal activity.1 Win- 
nings from State or other lotteries in the case of non-cor- 
porate taxpayers were subjected to tax by the Finance 
Act, 1972. However, casual and non-recurring receipts 
up to 1000 Rs. were exempt from the tax base and this 
provision continues to date. There appears to be no jus- 
tification for such an exemption. Equity considerations 
demand that all accretions to personal income or wealth 
should be included in the tax base.2 It may also be em- 
phasized that the inclusion of recurring receipts in the tax 
base is not only wrong in principle but also leaves much 
to the discretion of tax administration and law courts to 
decide which receipts are occasional and which are regu- 
lar. 3 In this context, a number of conflict decisions can be 
seen in India. “Thus, where the taxpayer received an an- 
nual allowance payable solely in the discretion of the tax- 
payer, the receipt was held to be non-recurring even 
though paid regularly over the period of a number of 
years. . . On the other hand, where a retired judge 
agreed to arbitrate a dispute for a fixed fee, the fee was 
held to be taxable.”4 
The criterion of horizontal equity is also violated in View 
of the fact that agricultUral income is not taxed at all 
under the Central income tax. The anomaly has been 
© 1982 Internationai Bureau of Fiscal Documentation — BULLETIN 
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partly rectified by the scheme of “partial integration” in- 
troduced by the Finance Act, 1973. Under this scheme, 
the agricultural income of a taxpayer is considered only 
to determine the rate of tax on his non-agricultural in— 
come and agricultural income still goes untaxed. The 
only advantage of this reform is that if a taxpayer has 
both agricultural and non-agricultural income, the latter 

' 

attracts a higher rate of tax. However, it would still be ad- 
vantageous for non-agriculturists to show a part of their 
income originating in the agricultural sector because it is 
only at the margin that assessees with similar aggregate 
income are taxed similarly.5 Further, agricultural in- 
come is considered only to determine the rate on non-ag- 
ricultural income if non-agricultural income exceeds the 
exemption limit. It may be emphasized here that under 
the Indian Constitution the State Governments are em- 
powered to levy agricultural income tax. However, all 
the State Governments, even the richer States like Pun- 
jab and Haryana, have not exercised this power.6 Also, 
in States where agricultural income is taxed, the tax rates 
are so varied that one is included to conclude that income 
taxation in general and agricultural income tax in par- 
ticular do not fulfill the equity criterion. 

VERTICAL EQUITY 
Capital accumulation is a growing necessity of develop- 
ing eéonomies like India. With increasing capital ac- 
cumulation, marked inequalities in the distribution of 
wealth and income also develop. However, in a welfare 
state inequalities in the distribution of wealth and in- 
come are neither desirable nor can they be tolerated for 
long. It is, therefore, necessary that people with higher 
incomes should not only pay more tax but they should 
also pay tax at a higher rate so that vertical equity is 
achieved. This necessitates a progressive rate structure 
on a “slab system” basis. 
India always had the distinction of having a schedule of 
progressive income tax rates. However, from an equity 
point Of view what is important is the effective tax rate 
and not the statutory tax rate. With the increase in 
schedular progressivity, the average income tax burden 
for all income tax payers should have shown a consistent 
increase but the available data clearly indicate that the 
average burden has generally shown a decline. 
* Readers in Economics, Banaras Hindu Univerity, Varansi. 
1. V.V. Borkar, Income Tax Reform in India, 1971, p, 91. 
2. Anil Kumar Jain, “The Concept of Income under the Indian Income 
Tax”, Public Finance/Finances Publiques, Vol. 30, N0. 1, 1975, p. 88. 
3. Anil Kumar Jain, Taxation ofIncome in India, 1975, p. 17. 
4. World Tax Series (WTS), Taxation in India, 1960, p.229. 
5. P.K. Bhargava, “The Raj Committee Report — A Comment on Agricul- 
tural Tax Reform Problems in India", Public Finance/Finances Publiques, 
Vol.29, No. 2,1974, p. 205. ‘ 

6. For details see, P.K. Bhargava, Taxation onriculture in India, 1976, 
pp. 33-47, 

535



TABLE 1 

Tax demanded under personal taxation * 

Total assessed Total tax Average tax rate 
Year income demanded (3 as % of2) 
(1) (2) (3) (4) 

1951-52 5829 103.9 17.8 
1956-57 647.8 106.5 16.4 
1961-62 1024.3 1365 13.3 
1966-67 -~ ’- - 16056 226.0 14.1 
1971 -72 2567.2 432.7 16.8 
1972-73 2220.8 357.6 16.1 
1974-75 2534.4 4050 16.0 
1975-76 2742.8 426.3 15.5 
197677 3066.0 507.0 16.6 
1977-78 3405.4 5401 15.9 
1978-79 2930.6 499.5 17.0 

‘ Personal taxation includes tax on individuals, Hindu.undivided families, 
unregistered firms, associations of persons and others and thus excludes 
tax on registered firms and companies. 1 crore = 10,000,000. 

It is clear from Table 1 that the average income tax rate 
(ratio of total tax demanded to total income assessed) de- 
clined from 17.8% in 1951-52 to 13.3% in 1961-62. 
Thereafter, it increased to 16.8% in 1971-72 but declined 
again to 16.0% in 1974-75 which was still lower than the 
average rate of tax for 1951-52. These findings are in 
sharp contrast to the fact that there has been a tendency 
to increase the statutory marginal tax rates over the 
period: the highest marginal tax rate (including sur- 
charge) during the assessment year 1974—75 was as high 
as 97.7% on slabs of income exceeding 200,000 Rs. 
whereas in 1951-52 it was 82.3% on incomes exceeding 
150,000 Rs. On recommendation of the Wanchoo Com- 

mittee, the highest rate of income tax (including sur- 
charge) was reduced to 77% by the Finance Act, 1975 
and further to 66% by the Finance Act, 1976. In sub- 
sequent years, the marginal rate of income tax continues 
to be 60% but there have been changes in the surcharge 
on income tax which was reduced from 20% to 10% by 
the Finance (No. 2) Act, 1980. It may also be noted that 
the increase in the average tax rate to 17% in 1978-79 is 
indicative of the fact that more income was taxed in the 
higher income slabs. 
That vertical equity among different income tax payers is 
not achieved is also clear from the fact that the effective 
income tax rates for different income groups are much 
lower than the corresponding statutory tax rates. Table 2 
presents the available data on the effective rates of in- 
come tax for each income class for selected years. It is 
clear from the table that the effective tax rate for income 
tax payers with taxable income exceeding 70,000 Rs. de- 
clined during the period 1951—52 to 1978-79. For the in- 
come slab of 70,001-100,000 Rs. , it declined from 46.0% 
to 44.4% and for taxable income of 100,001-200,000 Rs. , 

the corresponding rate declined from 59.0% to 54.7% 
during the same period. For incomes exceeding 200,000 
Rs. , there has been a greater decline from 73.4% to 
69.0%. The existence of very high rates on the statutes 
over a considerable period can possibly be explained in 
terms of increasing tax evasion and avoidance, increase 
in the number of tax incentives which benefit mostly the 
people in relatively higher income brackets and ineffi- 
cient tax administration. The advantages of tax evasion 
in India have been enormous. For exam 1e, when the 
highest marginal tax rate was 97.7% durlng the assess- 
ment year 1974-1975, the net profit on concealment was 
as high as 4,300% of after-tax income. 

TABLE 2 

Income assessed and tax demand in different income ranges for individuals 
(Crores of Rs.) 

1951—52 1961-62 1971-72 1978-79 

_ 
Income Total 3as % Income Total Gas % Income Total 9as % Income Total 12 as % 

Grades of income assessed tax of 2 assessed tax of 5 assessed tax of 8 assessed tax of 1 1 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) 

Below5,000 94.3 2.4 2.5 
' 

143.7 113 0.9 86.7 1.2 1.4 2.6 0.3 11.5 
5.001— 10,000 1288 6.2 4.8 241.0 6.6 2.7 566.1 27.5 4.8 206.9 7.9 3.8 
10.001— 15,000 59.9 5.2 8.7 127.3 7.4 5.8 429.7 338 7.9 828.3 569 6.9 
15,001— 25,000 56.7 8.0 14.1 133.3 13.5 101 465.8 544 86 766.4 84.6 110 
25,001— 50,000 57.4 15.2 ‘26.5 127.4 28.3 22.2 357.9 88.0 24.6 578.1 125.4 21.7 
50,001— 70,000 18.8 6.3 33.5 366 13.2 36.1 96.3 36.4 37.8 122.5 41.0 33.5 
70,001 —100,000 15.2 7.0 46.0 26.8 12.1 45.1 68.8 31.3 45,5 81.6 36.2 44.4 

100,001—200,000 18.8 11.1 59.0 28.3 16.1 56.9 71.0 39.5 55.6 68.6 37.5 54.7 
Over200,000 25.6 18.8 73.4 20.1 13.9 691 69.5 45.7 65.7 70.7 48.8 69.0 

The variation between the statutory taxrates and the ef- 
fective tax rates can also be partially explained by the in- 
creasingly larger tax reliefs which have been provided in 
the Indian Income-tax Act. With the passage of time, the 
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number of incentives, and the number of taxpayers tak- 
ing advantage of those incentives, has increased. This is 
clearly borne out by the fact that total deductions as also 
the ratio of total deductions to total income assessed 
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have increased over the period as is clear from Table 3. 

TABLE 3 

Ratio of total deductions * to total income assessed 
(Crores of Rs.) 

Total Total income 2as % 
Year deductions assessed 0!3 

(1) (2) (3) (4) 

1953-54 36.8 781.0 4] 
1956—57 488 936.7 5.2 
1961-62 132.6 1575.4 8.4 
1966-67 160.3 2532.2 6.3 
1971 -72 252.5 4389.8 57 
1972—73 216.6 3611.8 6.0 
1974-75 2575 41206 6.2 
1975-76 288.3 4706.2 6.1 
1976-77 376.6 5266.1 7.1 
1977-78 424.0 5862.8 7.2 

* Includes rebates and double income tax relief, as well. 

Table 3 shows that there has been a phenomenal increase 
in the quantum of total deductions during the period 
1953-54 (Rs. 36.8 crores) to 1977-78 (Rs. 424.0 crores). 
During the same period, the ratio of total deductions to 
total income assessed also increased from 4.7% to 7.2% , 

except for the year 1961-62 when the corresponding per- 
centage was 8.4. This is perhaps because of the fact that 
the total assessed income increased at a relatively slower - 

rate as compared to the increase in the rate of total de- 
ductions during the period.1956—57 to 1961-62. The In- 
dian income tax incorporates a number of tax incentives 
to encourage savings, investment, exports, etc. Two 
forms of incentives have been offered. Certain types of 
income and investments have been totally excluded from 
the purview of taxation such as interest received on de- 
posits in the post-office savings bank, interest on post of- 
fice National Savings Certificates, National Defence 
Certificates, etc. On the other hand, certain types of in- 
come on specified investments are either exempt to a cer- 
tain extent or they are deducted from taxable income 
while computing total income, such as contributions to— 
wards provident funds , life insurance premia, public pro- 
vident funds, 10 or 15-year Cumulative Time Deposit 
Schemes, Unit linked insurance plans, etc. Similarly, 
50% of the investment in the shares of new companies 
may also be deducted. Income from certain categories of 
investments such as dividends from companies, interest 
on bank deposits, etc. is exempt up to 3,000 Rs. per 
annum (increased to 4,000 Rs. in the Union Budget for 
1982-83). Further, income from Units of the Unit Trust 
of India is exclusively exempted up to 2 ,000 Rs. (raised to 
3,000 Rs. in the Union Budget for 1982—83). Incentives 
have also been granted to promote agriculture, exports, 
particular industries or areas.7 Prior to the assessment 
year 1968—69, these incentives were generally granted in 
the form of rebates from income tax but from the assess- 
ment year 1968—69 most of them have taken the form of 
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deductions from total income. These incentives have re- 
duced the tax burden _to a great extent, and have mostly 
benefitted the high income group people as their capac- 
ity to save is greater and the tax advantage to them is also 
greater; As we have a progressive rate structure in India 
and incentives take the form of deductions from total in- 
come, the taxpayer gests the benefit at the rate of tax ap— 
plicable to the highest slab of income. The gross rate of 
return de ends upon the slab of income in which an as— 
sessee fal s. The gross rate of return is as high as 37.1% 
for Units, 38.7% for 6-year National Savings Certificates 
and 32.3% for fixed deposits with banks. Even in the case 
of savings deposits with post offices where the rate of in- 
terest is only 5.5% per annum, the gross rate of return is 
as high as 17.7% for incomes above 100,000 Rs. and it is 
profitable for a taxpayer with an annual income of more 
than 30,000 Rs. to keep his money in the post office sav- ' 

ings bank rather than to deposit it in banks and earn 10% 
interest.8 These tax concessions have made the effective 
tax rates much different from the statutory rates and the 
pity is that “the differential operates regressively in 
favour of the high income groups as against low income 
groups”.9 
Finally, a word must be said about the changes in the rate 
and quantum of the standard deduction available to 
salaried taxpayers and the‘exemption limit. The provi- 
sion of the standard deduction at the rate of 20% of the 
salary up to 10,000 Rs. and 10% of the salary in excess 
thereof, subject to a maximum deduction of 3,500 Rs., 
was introduced by the Finance Act, 1974. The Finance 
Act, 1981 made the rate of standard deduction uniform 
at 20% and also raised the monetary limit to 5,000 Rs. 
Ther-Unioaudget-iforr1982-83 rhas~increasedvthe»:ratert0+ 
25% without a change in the maximum monetary limit 
for standard deduction. There has also been a tendency 
to increase the exemption limit of income tax: from 4,000 
Rs. to 5,000 Rs. from the assessment year 1971-72, to 
6,000 Rs. by the Finance Act, 1974, to 8,000 Rs. by the 
Finance (Amendment) Act, 1975, to 10,000 Rs. by the 
Finance Act, 1977., to 12,000 Rs. by the Finance Act, 
1980 and to 15,000 Rs. by the Finance Act, 1981. The 
successive increases in the exemption limit have in- 
creased the operative limit which at present ranges from 
25,000 Rs. to 30,000 Rs. This has not only reduced the ef- 
fective rate of income tax but also the number of income 
tax assessees. ‘ 

CONCLUSION 
The above discussion amply demonstrates that the per- 
sonal income tax structure in India has been designed to 
achieve both horizontal and vertical equity. In practice, 
it does not fully achieve either of the two, although hori- 
zontal equity is achieved to a relatively larger extent. 
There are mainly two grounds on which the criterion of 

74 For details see, Anil Kumar Jain, Taxation of Income in India, 1975, 
Chapter 6, 
8. Provided the income from bank deposits, dividends, etc. exceeds 3,000 
Rs. in a year. 
9. LS. Gulati, “Growth Oriented Budget: An Analysis of Major Sugges- 
tions”, Economic and Political Weekly, March 1976, p. 419. 
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horizontal equity falls: firstly, favourable treatment is ac- 
corded to causal and non-recurring incomes, and sec- 
ondly, agricultural incomes are excluded from the Cen- 
tral income tax base. 

The personal income tax structure also does not 
adequately satisfy the effective requirements of unequal 
treatment of unequals mainly due to four reasons: firstly, 
the discrepancy between the effective tax rates and 
statutory marginal tax rates has been found to be increas- 

ing with increased levels of income. Secondly, tax eva- 
sion has increased as the income tax rates have gone up. 
Thirdly, relatively richer persons have been taking more 
and more advantage of various tax concessions and in- 
centives, thus bringing down the effective tax rate. 
Fourthly, a number of administrative problems such as 
arrears of assessment and collection, pendency of ap— 
peals, delays in granting refunds and strained public rela- 
tions, etc. have further reduced the effectiveness of in- 
come tax as an equity measure.

~ ~ 

Montreal Congress 1982 

Results of the Discussions 

At the end of the Montreal Congress of IFA (12-17 Sep- 
tember 1982) the following resolutions were adopted. 
Note that they were originally drafted in the German and 
French languages, respectively. We reproduce here the 
approved English translations. 

SUBJECT I: 
The tax treatment of interest in 
international economic transactions 

RESOLUTION (German original) 
Whereas: 
a) The avoidance of double taxation in the interna- 

tional flow of capital is in the interest of all countries 
and their taxpayers. 

b) Both the debtor’s and the creditor’s country of resi- 
dence should make a reasonable contribution to- 
wards the avoidance of double taxation and the re- 
duction of the total burden of taxes. 

c) There should be no discrimination between interna- 
tional and national movement of capital. 

(1) The rules on interest in the OECD model agreement 
of 1977 have not yet been incorporated into all dou- 
ble taxation agreements and that' these solutions 
should be further developed. 

Now IFA proposes: 
1. Arm’s length interest paid to non-resident creditors 

should be a deductible expense in the same way as 
domestic interest paid in the debtor’s country. 

2. Insofar as the debtor’s country wishes to assess tax, 
this should not be effected by way of disallowing the 
interest expense, but instead by levying a non-resi- 
dent withholding tax. - 

3. The deduction ofinterest to non arm’s length persons 
should only be disallowed to the extent that the con- 
ditions and the rate of interest are obviously in excess 
of the going market rate or normal market condi- 
tions. Individual cases should be decided on a case by 
case basis after taking all circumstances into consid— 
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eration. Fixed ratios of debt to capital and the inci- 
dental normal interest rates should not be laid down, 
but should only have the character ofa “safe havens” 
clause. 
The double taxation agreements (“DTC”) should 
contain a clause which provides that interest disal- 
lowed as being in excess of normal market condi- 
tions, and therefore treated as a dividend in the debt- 
or’s country, should also be treated as a dividend in 
the creditor’s country. It should be ensured that the 
creditor will be entitled to the same tax relief as 
would be applicable to intercorporate dividends 
under domestic legislation or the respective DTC. 

4. Insofar as the payor or debtor country assesses non- 
resident tax on the interest paid abroad, it should be 
considered that the creditor has usually considerable 
refinancing and other expenses. This should be ef— 
fected by unilaterally providing for a low rate of non- 
resident withholding tax. 
In the case of interest received from a foreign country 
the double taxation should be avoided in the cre- 
ditor’s country through unilateral measures provid- 
ing tax credits or exemptions. The mere deduction of 
the foreign tax from income does not give sufficient 
relief. In cases where the tax credit method is used 
for foreign non-resident withholding tax, full credit 
for the taxes deducted should be allowed. This re- 
quires that if the creditor country grants credit on the 
net income basis only the expenses directly con- 
nected with the interest are taken into account and 
that the overall limitation is applied. Furthermore, 
the excess of foreign non-resident tax levied over the 
applicable tax in the creditor’s country (excess cre- 
dits) should be allowed to be carried forward or back 
to prior periods or should be allowed in some other 
way. 

- 5. In cases where the contracting states of DTC are not 
prepared to allow for the total exemption from non- 
resident withholding tax, both the debtor’s and cre- 
ditor’s country should make a reasonable contribu- 
tion towards the avoidance of double taxation and 
the total incidence of taxation. 
On the one hand, the debtor’s country should pro- 
vide for a low rate of non-resident withholding tax, 
on the other hand the creditor’s country should allow 
the credit of the remaining non-resident withholding 
tax against its own tax liability or exempt the interest 
from taxation. As to the measures to fully avoid dou— 
ble taxation in the creditor’s country see paragraph 4 
above. ' 

It could be in the interest ofthe contracting states and 
their taxpayers in order to encourage investments in 
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the developing countries that the creditor’s country 
allows a tax sparing credit. 

6. Where a double, taxation agreement provides for a 
reduction of the withholding tax on interest, this re- 
duction should be effective on payment immediately 
and should not only be granted in a subsequent re- 
fund procedure.

. Where a permanent establishment is subject to tax 1n 
a country which has a double taxation agreement, the 
agreement should provide that such permanent es- 
tablishment can claim the limitation of non-resident 
withholding tax and the tax credit provided in the 
agreement between the source country and the coun- 
try in which the permanent establishment is located. 

7. The problem of the taxation of interest income which 
contains to a considerable extent a compensation for 
losses caused by inflation should become the subject 
of a special study. 

SUBJECT II: 
Taxation of payments to non-residents 
for independent personal services 
RESOLUTION (original version: French) 
1. Considering: 
1.1. That the free flow of, and access to, professional, 

technical, cultural, and athletic skills and informa— 
tion is conducive to the promotion of the social and 
economic well-being of all people, particularly in 
the context of the rendering of independent per- 
sonal services by non—residents; 

1.2. That in today’s world trade and business environ- 
ment it is becoming more and more difficult to dis— 
tinguish between income frOm the sale of goods and ' 

information and income from the rendering ofinde- 
pendent personal services, especially since such in- 
come may be derived both by individuals and by 
companies; 

1.3. That conflicting rules determining the source of in— 
come from independent personalrservices exist ~ 7 

among countries, and that furthermore it is increas- 
ingly difficult to determine where the services giv- 
ing rise to the income are performed or utilised; 

1.4. That taxation by a country of the income of a non- 
resident person from such services without a clear 
and sufficiently strong economic connection with 
that country entails a serious risk of double taxa- 
fion;and 

1.5. That taxation of the income from such services on a 
gross basis is in conflict with the generally accepted 
principles of income taxation and may result in an 
arbitrary and excessive tax burden; 

2. Recommends: 
2.1. That domestic legislation adopt a rule subjecting 

non—residents performing independent personal 
services to taxation only if such services are per- 
formed in that country in spite of difficulties of prac- 
tical application; 

2.2. That bilateral double taxation conventions be con- 
cluded in order to further promote the free flow of, 
and access to, professional, technical, cultural, and 
athletic skills and information and that to that end 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

2.3. 

2.4. 

2.5. 

2.6. 

2.7. 

2.8. 

2.9. 

such conventions limit ‘wherever possible the right 
to tax of the country where the services are per- 
formed by a non-resident in cases where 
Ei) 

there is a fixed base in that country; or 
ii) the person performing the services stays in that 

qountry for 'more than a minimum period of 
tlme; 

(iii)the income derived from such services exceeds 
a minimum threshold; 

it being understood that said period of time and/or 
threshold shall be fixed in each convention by 
negotiation and mutual agreement between the sig- 
natories of the convention; 
That, if a withholding tax is levied on the gross in— 
come of a non-resident from independent personal 
services, the rate of such tax or the determination of 
the taxable base should recognize that usually sub- 
stantial direct and indirect expenses have been in- 
curred in producing such income; 
That in double taxation conventions, the non-resi— 
dent who is subject to tax on income from indepen- 
dent personal services should be given the right to 
be taxed on the basis of net income by filing a return 
and establishing evidence of deductible expenses in 
a manner at least as favourable as that which would 
apply under the convention to non-resident persons 
earning business profits; 
That if, in the negotiation of a double taxation con- 
vention, it becomes apparent that the two countries 
have a different understanding of the term “income 
from independent activities”, the convention or a 
protocol thereto should attempt to define that term 
and distinguish it from other terms used in the con— 
vention that may overlap it, such as “profits of an 
enterprise”, “remuneration from employment”, 
“royalties”, etc. 
In particular, the contracting states should make it 
clear whether they intend the article dealing with in- 
come from independent activities to apply to com: 
panics; 
That the article in the double taxation convention 
dealing with the income from independent personal 
services should contain provisions to indicate the 
priority of application in cases where an item of in- 
come is also covered by another article; 
That, although in double taxation conventions the 
inclusion of separate rules dealing with artists and 
athletes is justified, the recommendations outlined 
above should be made equally applicable to artists 
and athletes; ' 

That in domestic law and -in double taxation con- 
ventions, consideration be given to applying to non- 
resident artists and athletes measures mitigating the 
unduly harsh effects of progressive tax rates in cases 
of very irregular income, if similar measures apply 
to residents; and 
That in double taxation conventions, the applica- 
tion of articles giving the countries the right to tax 
the income derived by a non-resident person other 
than the performer, from the performance of per- 
sonal services by an artist or athlete, be restricted to 
situations where the performer and the other per- 
son are not dealing at arm’s length. 

[continued on page 559] 
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NEW ZEALAND BUDGET 1982: 
Tax Proposals 

By Dr. MP. Dominic 

The Budget presented by the Minister of Finance, the Rt. 
Hon. R. D. Muldoon, 0n 5 August 1982 contains a 
number of proposals relating to personal income tax, tax 
avoidance, life assurance, superannuation, and building 
societies.

' 

The scope of the tax proposals is limited by the overriding 
priority of reducing inflation. These proposals incorpo- 
rate some of the changes proposed by the Task Force on 
Tax Reform which was established after the last Budget to 
examine the system of Central GoVernment taxation, both 
direct and indirect. In the time available, the Task Force 
identified the areas of most immediate concern and 
suggested options for reform. Further study was proposed 
for other areas such as inflation adjustment of business in— 
come and taxation cooperation. The areas suggested for 
immediate reform include personal income tax and indi— 
rect consumption taxes. 

Personal income tax 

The objectives of the proposed changes are: 
— first, to lessen substantially the fiscal drag in the pre— 

sent scale. Fiscal drag is the phenomenon by which, 
under a progressive tax scale and rising nominal in- 
comes, tax paid rises faster than the growth in those 
incomes. Its effect is to erode disposable incomes and 
destabilise the economy; ' 

— the second objective is to minimise the disincentive 
impact of high marginal tax rates on work, savings, 
and investment decisions; 

— the third objective is to minimise the incentive for tax 
evasion and avoidance caused by high marginal tax 
rates; 

— the fourth objective is to reduce the imbalance be— 
tWeen the tax paid by single—income families and two- 
income families with the same total income; 

— the fifth objective is to reduce the difference in the 
tax burden between taxpayers with steady incomes 
and those with fluctuating incomes. 

(a) Housekeeper rebate 
The present housekeeper rebate will be retained and in- 
creased, from 1 October 1982, in recognition of the addi- 
tonal costs of child care incurred by two-income families, 
especially those with pre-school children. The maximum 
rebate will be increased from $156 to $310 a year, at a 
rate of 31 cents in the dollar on qualifying expenditure up 
to a maximum of $1,000 a year. This rebate will be avail- 
able only on an end-of—year basis. 
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(b) Child rebate 
The present rebate is $78. From 1 October 1982, it will be 
1ncreased to $156. Assuming the marginal tax rate is 
20°/_o , the increased rebate will be equivalent to tax-free 
savmgs of $780 in a full year, compared with $538 at pre— 
sent. This rebate was introduced in 1978 to avoid the 
need for pre-school and school children to pay tax on 
small amounts of income. 

(0) The overtime, shiftwork and back pay rebates 
These rebates will be abolished from 1 October 1982 as a 
consequence of introducing a reduced income tax scale 
structure. They were originally introduced to minimise 
the effect of the present steeply progressive tax scale. 

(d) First-home mortgage interest rebate 
The rebate rate will be reduced from 1 October 1982 
from 50% to 31% of qualifying interest, reflecting the 
new standard marginal tax rate of 31% for most tax— 
payers. This would mean that the maximum amount of 
qualifying interest will be increased from $2,000 to 
$3,225 in a full year. 
The maximum level of the rebate will continue to be 
$1,000 a year. 

(e) Dependent relative rebate 
The rate of rebate will be, with effect from 1 October 
1982, 31% rather than 40%. The maximum level. of this 
rebate will remain $60 a year. The rebate may be claimed 
only in respect of two dependent relatives. 

(f) Charitable donations and school fees rebate 
The rate of rebate will be 31% rather than the present 
50% of eligible donations and fees, reflecting the new 
standard tax rate of 31% for most taxpayers. The 
maximum level of rebate will be increased to $200 a year. 
This would mean the maximum qualifying expenditure 
will increase from the present $350 to $645 in a full year. 

(9) Home vendor mortgage rebate 
This rebate, which was introduced in 1978, will be 
abolished. Only a small number of taxpayers have 
claimed this rebate. The rebate will continue to be avail- 
a3]?2 

to taxpayers holding approvals before 6 August 
1 8 . 

(h) Family rebate 
A family rebate of $1 ,404 a year will be given from 1 Oc- 
tober 1982 to all families with dependent children and an 
annual threshhold income of up to $9,800. Where the 
threshhold income ranges between $9,800 and $19,160 a 
year, the rebate will abate at the rate of 15 cents in the 
dollar. This will replace the present low-income family, 
young family and spouse rebates. 

(i) Use of private dwelling in connection with employ- 
ment 

The deduction allowed in the Fourth Schedule to the In- 
come Ta_x Act for expenditure or losses incurred in the 
use of a private dwelling in connection with the employ- 
ment of a taxpayer will be restricted to the additional ex- 
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penditure incurred in the use of the specified room or de- 
fined area for purposes relating to the taxpayer’s 
employment. 

(j) Family rebate and principal income earner rebates 
for persons entering or leaving New Zealand during 
a year 

Where a person enters or leaves New Zealand, the in- 
come of that person during that part of the year in which 
he is resident in New Zealand will be grossed up to its 
full-year equivalent in order to determine the appropri- 
ate level of family and principal income earner rebates. 

"(R) Superannuation schemes for individUals 
In future, superannuation schemes for individuals under 
Part II of the Superannuation Schemes Act will be ap- 
proved by the Government Actuary only if at least one of 
the following criteria is met: 
— they provide at least 75% of their benefits in pension 

form; 
— the trustees and contributors are arm’s length par- 

ties. 
Existing schemes not meeting one of the above criteria 
will be given the option of converting to a pension 
scheme or winding up without additional tax liability. Al- 
ternatively, they may continue without the present tax 
advantages. 
In addition, changes will be announced shortly to reduce 
the tax advantages arising from the present tax treatment 
of superannuation schemes for individuals. The Govern- 
ment considers that at present individuals are able to 
transfer large amounts of cash and capital assets, often 
the business assets of the contributor, to these schemes 
but at the same time maintaining effective control of 
these assets. 

(I) Tax rates 
From 1 October 1982, the personal income tax rates will 
be: ' 

Taxable income Rates 
up to $6,000 - 

- 20% 
$ 6,000 — $24,000 31% 
$24,000 — $30,000 41% 
$30,000 — $38,000 51% 
above $38,000 . 60% 
As a result of these Changes, the marginal tax rate for ap- 
proximately 90% of all taxpayers will be 31% or less. The 
31% marginal tax rate will apply to over 60% of all tax- 
payers. At present, they are subject to marginal tax rates 
ranging up to 60%. 

(m) Transitional measures 
' There will be some transitional problems with the intro- 
duction of the new scale, both at the lower and upper 
ends of the income range. At the lower end, some people 
who do not qualify for the family rebate would pay more 
tax as a result of the change in the scale. At the upper 
end, a small number of taxpayers would receive very 
large tax cuts. This latter effect is justified to a large ex- 
tent, given that in recent years the higher tax rate 
thresholds have been less effectively adjusted for infla— 
tion than the lower thresholds. 
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To minimise these problems and to ensure that virtually 
all principal income earners receive a tax cut from 1 Oc- 
tober 1982, the following two transitional measures will 
be introduced from 1 October 1982: 

(1) Temporary surtax 
A temporary surtax of 10% of the marginal tax rates ap- 
plying to all income above $24,000 will be imposed. 
The effect of this temporary surtax on the marginal tax 
rates will be as follows: 
income rate 
up to 6,000 20 (unchanged) 
6,000 — 24,000 31 (unchanged) 

24,000 — 30,000 45 .1 
30,000 — 38,000 56-. 1 
above 38,000 66 
These rates will be reflected in new PAYE tax tables ap- 
plying to pay periods ending on or after 1 October 1982, 
and will become the annual rates in respect Of income 
from 1 April 1983. The combined effect of the present 
and the new tax rates will be taken into account in deter- 
mining the annual tax rate scale on income earned during 
the year ending 31 March 1983. 

(2) Rebate 
A rebate of 5.5% of taxable income, up to a maximum of 
$312 a year, will be given to all taxpayers — other than 
children, spouses of principal income earners, national 
superannuitants — and principal income earners eligible 
for the new family rebate. The full rebate of $312 will be 
given to all eligible taxpayers earning between $5,673 
and $12,000 a year and it will abate against principal in- 
come-at 12 cents in the dollar over the income range 
$12,000 to $14,600 a year. 

Leasing 
New provisions apply to financial leases entered into 
aftgrflS August 19§2 placing financial leasing 0n the same 
footing for tax purposes as other forms of fih'é'ficihg the 
acquisition of assets. The new provisions are: 
— financial institutions will no longer be able to treat fi— 

nancial leases in the same manner as short-term hire 
contracts for income tax purposes. Instead, they will 
be required to follow generally accepted accounting 
practice and record their leasing transactions on the 
same basis as if they were loans; 

— the lessor will be excluded from claiming deprecia- 
tion allowances on assets subject to financial leases; 

— the lessor will be permitted to deduct an amount 
equivalent to tax depreciation allowances for the 
particular leased asset, including first-year deprecia- 
tion allowances if applicable, together with an 
amount equal to the interest content of lease pay- 
ments. 

No change is made to the existing tax treatment of leases 
of land'and buildings and short-term hire contracts. 

Film industry 

A new tax regime incorporating the main features of ghe 
present tax treatment but without the tax shelters arlsmg 
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from the use of non-recourse loans and other leveraging 
arrangements will be introduced. But, in recognition of 
the effect of the change in the tax treatment, the Govern- 
ment will give $1.75 million in 1982-83 to the Film Com- 
mission and this grant will be reduced progressively to 
zero over a period of 5 years. 

Farming and property investment 
The following anti-avoidance measures were announced 
and will be implemented in respect of the income year 
beginning 1 April 1982 or equivalent accounting year: 
— under the present provisions, where a farm or fish 

farm is sold at a profit within 5 years of purchase and 
deductions have been allowed for development ex- 
penditure on the farm, that profit is treated as assess- 
able income up to the extent of the deductions al- 
lowed. In order to discourage the purchase and de- 
velopment of farms for capital gain rather than for 
productive use, the period of farm or fish farm own- 
ership necessary to avoid recovery of the develop- 
ment expenditure deductions will be extended from 
5 years to 10 years; — interest deducted in respect of any land used in the 
production of income will become assessable for in- 
come tax to the extent of profits made on the sale of 
that land within 10 cars of its acquisition; - new farmers and tfiose purchasing additional land 
will be required to write down the value of livestock 
purchased from cost to standard or nil values prog— 
ressively over a period of 3 years; — losses created by the writing down of livestock to 
standard or nil values may in future be written off 
against farming income, but not against income from 
other sources; 

— the period for determining basic livestock numbers 
under the nil or standard value scheme will be ex- 
tended from 2 to 4 years, or such shorter period as the 
Commissioner of Inland Revenue may determine; — partnerships and syndicates of more than 6 persons 
engaged in farming, fish farming, horticultural and 
property owning ventures will be treated as com- 
panies for income tax purposes. 

The provisions relating to the recovery of prior year ex- 
penditure apply to property sold after 5 August 1982. 

Investment allowances 

After a comprehensive review of investment allowances 
granted in New Zealand, the Government is of the View 
that: 

Experience with these schemes indicates that they are not 
effective in achieving their original goals, and waste 
money 'in subsidising activities that are not intended 
targets. Frequently their purpose has been fulfilled by 
broader policy moves or other events. Research, both in 
New Zealand and overseas, indicates that these inCentives 
have had little impact on firms’ investment decisions. 

The Government has decided not to extend the following 
investment allowances after the current expiry date of 31 
March 1983: 
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— the regional investment allowance; — the export investment allowance; — the fishing investment allowance. 

High priority investment allowance 

The high priority activity scheme under the high priority 
investment allowance will be terminated on 28 October 
1983 , but no further applications for new approvals or for 
extensions of high priority status will be accepted after 5 
August 1982. The existing approvals will be allowed to 
run their course. 

Industrial development plan investment allowance 

The terminatihg date will be extended to 31 March 1986 
to allow the existing commitments to the wine and plas- 
tics industries and the New Zealand Steel expansion to 
be met. 

Farming and agricultural investment allowance 

It will be extended for a further year to 31 March 1984. Its 
future will be considered in the next year’s budget in the 
context of overall assistance to farming. 

CNG (Compressed natural gas) and LPG conver- 
sions 

Previously, depreciation could be claimed on the expen- 
diture of CNG or LPG conversions carried out sub- 
sequent to the assembly of a motor car acquired by a 
business but not if such expenditure was incurred in re- 
spect of a car converted during assembly or if the cost of 
the car itself was more than $11,000. With effect from 1 
April 1982, depreciation may be claimed on the cost of 
the assembly-line conversion of a business motor car. 
The depreciable cost will, however, be limited to the fol- 
lowing: 
— $1,200 for a one-cylinder CNG conversion; — $1,600 for a two-cylinder CNG conversion; — $1,400 for an LPG conversion. ' 

Tax-free dividends 

With effect from 1 April 1982, dividends from capital 
gains will qualify as tax free in the hands of the sharehold- 
ers only if such gains have been realised through arm’s 
length transactions outside any particular group of com- 
panies. “The aim of this measure is to prevent revenue 
losses arising from artificial arrangements to establish 
capital profits but which do not generate the cash to fund 
the resulting tax-free distributions to shareholders.” 

Charitable companies 
From 1 April 1983, business income of charities will be 
exempt only if the business is directly related to the prin— 
cipal function of the charity concerned, or where the 
business employs that category of people for whose 
benefit the charity was originally established. 
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Life assurance and superannuation funds 
From 1 April 1983, the following changes will be made in 
the tax treatment of life assurance companies and 
superannuation funds: - life assurance companies will be taxed on net invest- 

ment income at a rate of 31% instead of the present 
30% of allotted bonuses and dividends; — lump-sum superannuation funds, which are tax 
exempt at present, will also be taxed at 31% on net 
investment income; — superannuation funds which provide at least 75% of 
benefits in pension form will remain tax exempt; — the personal tax exemption limits for life assurance 
premiums and contributions to superannuation 
schemes will be increased from $800 to $1,200 for 
members of employer-subsidised superannuation 
schemes, and from $1,000 to $1,400 for persons who 
are not members of subsidised schemes. 

Building societies 

Commencing with the 1983-84 income year, income of 
building societies will be taxed at the company rate of 

45%. Dividends paid on withdrawable shares will be de- 
ductible in arriving at a society’s assessable income. 

Estate duty 

For estates of persons dying on or after 1 April 1983, the 
exemption will be increased to $350,000. 

Bonus issue tax 
The bonus issue tax will be abolished. But, with effect 
from 1 April 1982, where there is a return or reduction of 
capital within 10 years of bonus issue, that part of the re- 
turn or reduction which is applicable to the bonus issue 
will be taxed in the hands of the shareholder. Any return 
or reduction of capital will be deemed first to be attri- 
buted to bonus issues during the preceding 10 years. 

Other taxes 

Changes have also been announced in respect of stamp 
duty, taxes on alcoholic beverages and tobacco products, 
petroleum fuel taxation, international departure tax, 
and sales tax. 

NEW ZEALAND: 
Budget 1982 
Extracts from the Financial Statement submitted 'by Mr. R.D. Muldoon, C.H., 
Prime Minister, to the House of Representatives on 5 August 1982. 

See fora detailed discussion of the New Zealand tax system the Bureau’s publica—
. 

tion: TAXES AND INVESTMENT IN ASIA AND THE PACIFIC. 

TAX REFORM 
Following last year’s Budget, I announced the 
establishment of a task ‘force to examine the 
system of central government taxation, both 
direct and indirect, currently operating in 
New Zealand. In the time available, the Task 
Force on Tax Reform were not able to make 
firm recommendations on all aspects of taxa- 
tion. Rather, they identified the areas of most 
immediate concern and suggested options for 
reform. These areas included personal in- 
come tax and indirect consumption taxes. In 
other areas they recommended further work. 
As I said in last year’s Budget, it is not possi- 
ble to achieve overnight major changes in a 
tax system which has evolved over more than 
100 years. Tax reform is a matter of identify- 
ing priorities and moving as circumstances 
and resources permit. The scope this year is li— 
mited by the overriding priority of reducing 
inflation. In this Budget, the Government is 
introducing major reforms in the area which it 
believes is of most widespread concern, 
namely personal income tax, and moving to 
eliminate some of the principal avenues for 
tax avoidance. Changes in the tax treatment 
of life assurance, superannuation, and build— 

ing societies will also be announced. Other 
complex areas, such as the inflation adjust- 

:
, 

ment of business income and the taxation of 
cooperatives, will require further study as the 
Task Force recommended. - 

PERSONAL INCOME TAX 
In considering the options for changes to the 
income tax scale, the Government has placed 
major emphasis on five objectives. These are: 
0 first, to lessen substantially the fiscal 

drag in the present scale. Fiscal drag is 
the phenomenon by which, under a pro- 
gressive tax scale and rising nominal in~ 
comes, tax paid rises faster than the 
growth in those incomes. Its effect is to 
erode disposable incomes and de- 
stabilise the economy; 

0 the second objective is to minimise the 
disincentive impact of high marginal tax 
rates on work, savings, and investment 
decisions; 

0 the third objective is to minimise the 
incentive for tax evasion and avoidance 
caused by high marginal tax rates; 

0 the fourth objective is to reduce the im- 
balance between the tax paid by single- 
income families and two-incoine families 
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with the same total income; 
0 ~ the fifth objective is to reduce the differ- 

ence in tax burden between taxpayers 
with steady incomes and those with fluc- 
tuating incomes. 

Clearly, the best way to achieve these objec- 
tives is to have a flatter tax scale, including a 
standard marginal rate covering the bulk of 
taxpayers and taxable income. At the same 
time, the Government wishes to reduce the 
average tax rate of most taxpayers, and to en- 
sure that the degree of support provided to 
families with relatively low incomes is at least 
maintained. Naturally, compromises-have 
had to be made. Nevertheless, I believe that 
the following decisions represent very sub- 
stantial progress towards achieving all of 
these objectives. 

The tax scale 
From 1 October this year a new personal in- 
come tax scale will apply. Its main features 
will be:’ 
0 all taxable income up to $ 6,000 a year 

will be taxed at 20 cents in the dollar; 
0 taxable income between $ 6,000 and 

$ 24,000 a year will be taxed at the stan- 
dard rate of 31 cents in the dollar; 

0 taxable income between $ 24,000 and 
$ 30,000 a year will be taxed at 41 cents in 
the dollar, and that between 39 30,000 
and $ 38,000 a year at 51 cents in the do]- 
lar; 

0 the maximum tax rate of 60 cents’ in the 
dollar will apply to taxable income ex- 
ceeding $ 38,000 a year. 

One major benefit of the new tax scale is that, 
for approximately 90 percent of all taxpayers, 
the marginal tax rate will be 31 cents or less. 
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The 31 cent marginal tax rate itself will apply 
to over 60 percent of all taxpayers, a group 
which faces marginal tax rates ranging up to 
60 cents under the present scale. The new 
scale will ensure that, as incomes rise, the vast 
bulk of taxpayers will not face higher margi- 
nal tax rates or sharply rising average tax rates 
as they do now. As a result, after-tax margins 
for skill and responsibility will be increased. 

Family assistance 
A major feature of personal income tax over 
the last 6 years has been the development of a 
system of rebates related to family cir- 
cumstances and income. This approach is 

both taken further and simplified in the new 
system. In particular, the Government is con- 
tinuing its policy of targeting family assistance 

_ rebates to those families with children where 
household income is relatively low. Accord- 
ingly, a family rebate of $ 1,404 a year will be 
introduced from 1 October to replace the pre- 
sent low-income family, young family, and 
spouse rebates. This new rebate will be avail- 
able in full to all families with a dependent: 
child and an annual household income of up 
to $ 9,800. It will then abate at the rate of 15 
cents in the dollar over the household income 
range $ 9,800 to $ 19,160 a year. New tax 
codes to be introduced from 1 October will 
enable most eligible taxpayers to have the 
benefit of the family rebate in their pay pac- 
kets. 

Transitional measures 
There will be some transitional problems with 
the introduction of the new tax scale, both at 
the lower and upper ends of the income 
range. At the lower end, some people who do 
not qualify for the family rebate would pay 
more tax as a result of the change in the scale. 
At the upper end, a small number of tax- 
payers would receive very large tax cuts. This 
latter effect is justified to a large extent, given 
that in recent years this higher tax rate 
thresholds have been less effectively adjusted 
for inflation than the lower thresholds. 
Nevertheless, to ease the transition to the 
new scale and to ensure that virtually all prin- 
cipal income earners receive a tax cut from 1 

October this year, two transitional measures 
have been adopted: 
0 a rebate for principal income earners of 

5.5% of taxable income, up to a 
maximum rebate of $ 312 a year, will be 
introduced. This rebate will be available 
to all taxpayers except children, spouses 
of principal income earners, national 
superannuitan‘tsI and principal income 
earners gligible fqr the new family re- 
bate. Eligible taxpayers earning between 
$5,673 and $ 12,000 a year will receive 
the full $ 312 (chats. The rebate will 
abate against principal income at 12 
qgnts‘ in the dollar over the income range 
$ 12,000 to $ 14,600 a year; 

9 a temporary surtax of 10% of the margi- 
nal tax rates applying to all income above 
$ 24,000 a' year will be levied. 
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The new income tax scale, rebates and surtax 
will be incorporated in the PAYE tables ap- 
plying from 1 October this year. Because a to- 
tally new set of PAYE tax codes has been de- 
veloped to accommodate the new rebate 
structure, most taxpayers will need to com- 
plete a new tax code declaration by 1 Oc- 
tober. 

The effect of the new income tax scale will 
aléo be incorporated in the calculation of the 
net national superannuation rates applicable 
from September 1982. Because national 
superannuation in calculated on an after-tax 
basis, national superannuitants will effec- 
tively gain the benefit of the new tax scale 
from that date. 

The benefits of the new tax regime 
To illustrate the effects of the tax changes on 
a full-year basis, a single taxpayer 0n $ 300 a 
week, which is about the average weekly 
earnings, will gain $ 10.34 a week, or $ 537 a 
year. This amounts to a cut in income tax of 
11.4%. 
For the single-income family on the same in- 
come, the gain will be 39 13.02 a week, or 
$ 677 per annum, where there is a child under 
5. This is equivalent to a 15.8% tax cut. If the 
children are all over 5, the gain will amount to 
$ 17.76 a week, or $ 923 a year. This repre- 
sents a tax cut of 20.3%. 
Further examples of the effects of the tax 
changes for individuals at various income 
levels and in different family situations are set 
out in the Appendices to the Budget. 
The estimated net full-year cost of this pac- 
kage of measures is $ 915 million. The cost in 
1982783 will be around $ 400 million. 

Housekeeper rebate 
One of the major advantages of the new in- 
come-tax {egime will be to reduce substan- 
tially the difference between the income tax 
payable by a single-income family and that 
paid by a two-income family on the same level 
of total income. On the other hand, to recog- 
nise the additional costs of child care incurred 
by two-income'families, especially those with 
pre-school children, the present housekeeper 
rebate will be retained and increased. The re- 
bate will also continue to apply to solo parents 
who are employed, and disabled spouses. 
From 1 October this year, the maximum re— 
bate will be increased from $ 156 to $ 310 a 
year, at _a rate of 31 cents in the dollar on qual- 
ifying expenditure up to a maximum of 
$ 1,000 a year. This rebate will not be incor- 
porated in the PAYE tables and will be avail— 
able only on an end-of—years basis. 

Child rebate 
In 1978 a special rebate of $ 78 was intro- 
duced to avoid the need for pre-school and 
school children to pay tax on small amounts of 
'income. This rebate will be increased from 
$ 78 to$ 156ayear with effect from 1 October 
this year. At a marginal tax rate of 20 cents in 

the dollar, the new maximum rebate will be 
equivalent to tax—free earnings of $780 in a full 
year, compared with $ 538 at present. In the 
year in which a child leaves school and com- 
mences work, he or she may claim either the 
child rebate or the new principal income 
earner rebate, whichever provides the greater 
benefit. 

Consequential changes 
A number of changes and simplifications to 
the income tax system have been made possi- 
ble by the introduction of the new income tax 
scale and rebate structure. 
The overtime, shift work, and back-pays re- 
bates were originally introduced to offset 
some of the effects of a steeply progressive tax 
scale. This reason no longer applies, and the 
rebates will be abolished from 1 October 
1982. 

The following rebates will be altered as from 
1 October this year to reflect the new standard 
marginal tax rate of 31 cents for most tax- 
payers: ' 

0- first-home mortgage interest rebate: the 
maximum level of this rebate will remain 
at $ 1,000 a year, and the rate of rebate 
will be reduced from 50% to 31% of 
qualifying interest. This means that the 
maximum amount of qualifying interest 
will be raised from $ 2,000 to $ 3,225 in a 
full year; 

0 dependent relative rebate: the maximum 
level of this rebate will remain at $ 60 a 
year, and the rate of rebate will be 31% 
rather than 40%. The maximum amount 
of qualifying expenditure will rise from 
$ 150 to $ 194 a year. The number of de- 
pendent relatives in respect of whom a 
claim may be made will be limited to a 
maximum of two; 

0 charitable donations and school fees re- 
bate: the maximum level of rebate will be 
increased to $ 200 a year, and the rate of 
rebate will be 31% rather than 50% of 
eligible donations and fees. The com- 
bined effects of these changes will be to 
raise the maximum amount of qualifying 
expenditure from $ 350 to $ 645 in a full 
year. 

' In order that the new family rebate can be ad- 
ministered effectively, it will be necessary ’for 
all salary and wage earners claiming it to fur- 
nish an annual tax return, even if their income 
is below $ 11,500. Their spouses will also be 
required to furnish returns if they derive in- 
come. This change will apply to returns in re- 
spect of the 1982—83 income year. 
The rate of tax to be deducted by employers 
from secondary employment income and 
extra ¢moluments will be reduced from 35 
cents to 31 cents as from 1 October 1982. 

Home vendor mortgage rebate 
Because of the small number of taxpayers 
who have claimed the home vendor mortgage 
rebate since its introduction in 1977, this re- 
bate will be abolished.‘0nly taxpayers hold- 
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ing approvals issugd before tonight will con- 
tinue to be able to claim the rebate. 

TAX AVOIDANCE 
The Task Force on Tax Reform highlighted 
the increasingly widespread avoidance and 
evasion of income tax. They believed that the 
reasons for this lay mainly in the high tax rates 
faced by many taxpayers and the availability 
of a variety of ways to divert income from 
taxed to untaxed sources. The Government 
accepts this View. 

The new income tax scale announced tonight 
will reduce substantially the incentive to 
avoid and evade income tax. In addition, ac- 
tion is being taken on certain practices which 
are largely aimed at tax avoidance. 

Leasing 
The legislation regarding the tax treatment of 
lease payments in the hands of both the lessor 
and the lessee is to be amended. In respect of 
all financial leases entered into after tonight, 
the following tax provisions will apply: 
0 financial institutions Will no longer be 

able to treat financial leases in the same 
manner as short-term hire contracts for 
income tax purposes. Instead, they will 
be required to follow generally accepted 
accounting practice and record their 
leasing transactions on the same basis as 
if they were loans; 

0 the lessor will be excluded from claiming 
depreciation allowances on assets sub- 
ject to financial leases; 

0 the lessee will be permitted to deduct an 
amount equivalent to tax depreciation 
allowances for the particular leased 
asset, including first-year depreciation 
allowances if applicable, together with 
an amount equal to the interest content 
of lease payments. 

These measures will place financial leasing on 
the same footing for tax purposes as other 
forms of financing the acquisition of assets, 
and will remove a significant avenue for tax 
avoidance. The existing tax treatment of 
leases of land and buildings and short-term 
hire contracts will not be changed. 

Tax-free dividends 
As from 1 April 1982 distributions of capital 
profits will qualify as tax free in shareholders’ 
hands only when those profits have been 
realised outside any particular group of com- 
panies by way of armslength transactions. 
The aim of this mea'sure is to prevent revenue 
losses arising from artificial arrangements to 
establish capital profits but which do not gen- 
erate the cash to fund the resulting tax-free 
distributions to shareholders. 

Farming and property investment 
Under the existing income tax iegislation, it is 
possible to deduct certain types of expendi- 
ture which are' essentially of a capital nature. 

In the case of enterprises involving substan- 
tial interests in land, one of the few assets 
whose value is at least maintained in real 
terms, these provisions provide major av- 
enues for tax avoidance. The concessions 
under which farming and fish farming de- 
velopment expenditure may be deducted, 
and livestock written down to standard or nil 
values, are the most obvious sources of this 
problem. Under inflationary conditions, 
however, it also has to be recognised that in- 
terest largely represents a repayment of capi- 
tal. The fact that interest is deductible for in- 
come tax thus adds to both the incentives and 
the opportunities for avoiding income tax 
through the conversion of taxable income 
into non—taxable capital gain. Accordingly, a 
numer of measures are being taken to restrict 
these a'venues for tax avoidance: 
0 under the present provisions, where a 

farm or fish farm is sold at a profit within 
5 years of purchase and deductions have 
been allowed for development expendi- 
ture on the farm, that profit is treated as 
assessable income up to the extent of the 
deductions allowed. In' order to deter the 
purchase and development of farms for 
capital gain rather than for productive 
use, the period of farm or fish farm own- 
ership necessary to avoid recovery of the 
development expenditure deductions 
will be extended from 5 years to 10 years; 

0 interest deducted in respect of any land 
used in the produCtion of income will be- 
come asssessable for income tax to the 
extent of profits made on the sale of that 

_ 
land within 10 years of its acquisition; 

0 new farmers and those purchasing addi- 
tional land will be required to write down 
the value of livestock purchased from 
cost to standard or nil values progres- 
sively over a period of 3 years; 

0 losses created by the writing down of 
livestock to standard or nil values may in 
future be written off against farming in— 
come, but not against income from other 
sources; 

0 the period for determining basic live- 
stock numbers under the nil standard 
value scheme will be extended from 2 to 
4 years, or such shorter period as the 
Commissioner of Inland Revenue may 
determine; 

0 partnerships and syndicates of more than 
6 persons engaged in farming, fish farm- 
ing, horticultural and property owning 
ventures will be treated as companies for 
income tax purposes; 

All of these measures will be implemented in 
respect of the income year beginning 1 April 
1982, or equivalent accounting year. The pro- 
visions for the recovery of prior year expendi- 
ture will apply to property sold after tonight. 

Film industry 
The New Zealan‘d film industry has grown 
rapidly in recent years. Part of this growth has 
been due to some tax shelter aspects arising 
from the use of so-called non-resource loans 
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and other leveraging arrangements. In line 
with other moves to reduce tax avoidance 
practices, the Government is introducing a: 
new tax regime which incorporates the main

' 

features of the tax treatment which applied to 
films in the past, but removes these tax shelter 
aspects. 

The removal of the tax shelter will still leave 
the industry with substantial assistance from 
the Lottery Board, export incentives, and 
exemption from the film hire tax, which rep- 
resents an appropriate level of support in the 
longer run. However, in line with its normal 
industry assistance approach of providing 
adequate time for adjustment, the Govern- 
ment has decided to give the Film Commis- 
sion a grant of$ 1.75 million in 1982—83 in rec- 
ognition 0f the effect that the change in tax 
treatment will have on the industry. This 
grant will be reduced progressively to zero 
over a period of 5 years. 

Superannuation schemes for individuals 
The last few years have seen rapid growth in 
.the use of superannuation schemes for indi- 
viduals to provide tax-free accumulation of 
income. Individuals are able to transfer large 
amounts of cash and capital assets, often the 
business assets of the contributor, to these 
schemes but at the same time maintain effec- 
tive control of those assets. Such schemes are 
not superannuation schemes in the true 
sense. 

I shall shortly be announcing changes in the 
taxation of all lumpsum superannuation 
schemes which will reduce these tax advan- 
tages, but‘ additional measures are necessary. 
Accordingly, the rules under which superan- 
nuation schemes for individuals are approved 
will be tightened to stop their abuse. 
In future, the Government Actuary will ap— 
prove superannuation schemes for individu- 
als under Part II of the Superannuation 
Schemes Act only if they meet at least one of r r 

the following criteria: 
0 they provide at last 75% of their benefits 

in pension form; 
0 the trustees and 

armslength parties. 
contributors are 

Existing schemes which do not meet the new 
conditions will be given the option of convert- 
ing to a pension scheme or winding up without 
additional tax liability. Alternatively, they 
may continue without the present tax advan- 
tages. 

The necessary legislation will be introduced 
tonight. 

Charitable companies 
Some businesses carried on by charities enjoy 
an artificially advantageous position in the 
market through their exemption from income 
tax. Moreover, there has been a recent trend 
for individual business taxpayers to embark 
on schemes to secure the tax exemption for 

' charities. A typical scheme involves the crea- 
tion of a company, whose ostensible object is 
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charitable, to conduct the business of a self- 
employed person. The company’s net in- 

come, after payment of substantial remunera- 
tion to that person, is then tax exempt. 
It is proposed to introduce legislation, which 

, 

will be effective from 1 April 1983, to ensure 
that the business activities of charities will 
continue to be tax exempt only where the ac- 
tivity is directly related to the principal func- 
tion of the charity concerned, or where the 
business employs that category of people for 
whose benefit the charity was originally es- 
tablished. 

Personal tax 
The legislation regarding personal tax conces- 
sions and rebates will be tightened with effect 
in the current income year: 

V

' 

O the Fourth Schedule to the Income Tax 
Act provides for the deduction of expen- 
diture or losses incurred in the use of a 
private dwelling in connection with the 
employment of a taxpayer. Because of 
abuse of this provision, claims will be re- 
stricted to the additional expenditure in- 
curred in the use of the specified room or 
defined area for purposes relating to the 
taxpayer’s employment; 

0 the family rebate and the principal in-_ 

come earner rebate are designed to pro- 
vide assistance to taxpayers whose an- 
nual income is below certain specified 
levels. Where a person enters or leaves 
New Zealand, the income derived during 
that part of the year he or she is resident 
in New Zealand is not an appropriate 
basis on which to calculate these rebates. 
Consequently, the income of a person in 
this situation will be grossed up to its full- 
year equivalent in order to determine the 
appropriate level of rebate. This will en- 
sure that claims by such taxpayers are 
fully consistent with objectives of the re- 
bates concerned. 

Stamp duty 
To prevent avoidance of stamp duty by trans- 
ferring a property by way of a number of par- 
tial interests, the Stamp and Cheque Duties 
Act 1971 will be amended to ensure that such 
transfers are treated as one for the purposes 
of computing conveyance duty. This change 
will apply from tonight. 

Administrative measures 
The use of Inland Revenue code numbers in 
the tax system will be made compulsory. A 
tax intelligence unit has also been established 
to detect and police cases of tax avoidance 
and evasion. 
The genera] tax avoidance provisions in sec- 
tion 99 of the Income Tax Act have not yet 
been tested before the courts, although some 
cases are in train. The Government will be 
watching the outcome very closely. If neces- 
sary, steps will be taken to give the legislation 
the force required to counter undesirable tax 
avoidance arrangements. 
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OTHER DIRECT TAX MEASURES 
Bonus issue tax 
The Task Force on Tax Reform concluded 
that the present bonus issue tax, while serving 
as an anti-avoidance measure, operates to in- 
hibit the capital market. The Government 
broadly accepts the Task Force’s view. Ac- 
cordingly, bonus issue tax will be abolished. 
To avert the potential tax avoidance problem 
identified by the Task Force, a new provision 
will be introduced. The objective will be to 
ensure that, when there is a return or reduc- 
tion of capital within 10 years of a bonus issue 
being made from the capitalisation of revenue 
reserves, that part of the return or reduction 
which is applicable to the bonus issue will be 
taxable in the hands of the shareholder. Any 
reduction of capital will be deemed firstly to 
apply to such bonus issues made during the 
preceding 10 years. 
The new legislation will apply to bonus issues 
made on or after 1 April this year. Any bonus 
issue tax paid in respect of bonus issues made 
subsequent to that date will be refunded. 

Life assurance and superannuation 
Following recommmendations of the Task 
Force on Tax Reform, the Government has 
reviewed the taxation of life assurance and 
superannuation. 
The Government has decided that the overall 
tax relief given to these forms of long-term 
contractual saving and protection should con- 
tinue. The balance is to be shifted, however, 
to reduce some of the present undue advan- 
tages of lump-sum superannuation, and to a 
lesser extent of life assurance, relative to pen- 
sion arrangements. In addition, greater relief 
will be given at the point of initial saving or 
contribution rather than at the point where 
benefits are ultimately received. 
As from the income year commencing 1 April 
1982, the following specific changes are to be 
effective: 
0 life assurance companies will be taxed on 

net investment income at a rate of 31% 
instead of the present 30% .of allotted 
bonuses and dividends; 

O lump-sum superannuation funds, which 
are tax exempt at present, will also be 
taxed at 31% on net investment income; 

0 superannuation funds which provide at 
least 75% of benefits in pension form will 
remain tax exempt;

. 

O the personal tax exemption limits for life 
assurance premiums and contributions 
to superannuation schemes will be in- 
creased from $ 800 to $ 1,200 for mem- 
bers of employer-subsidised superannu- 
ation schemes, and from $ 1,000 to 
$ 1,400 for persons who are not members 
of subsidised schemes. 

Building societies 
The Government has decided to implement 
the Task Force’s proposal to tax the income of 

building societies at the company rate of 
45%, commencing with the 1982—84 income 
year. Dividends paid on withdrawable shares 
will be deductible in arriving at a society’s as- 
sessable income. Terminating group ballots 
will remain tax free in the hands of the reci- 
pient. 

Investment allowances 
A number of investment allowances for new 
plant and machinery are due to expire on 31 
March 1983. Experience with these schemes 
indicates that they are not effective in achiev- 
ing their original goals, and waste money in 
subsiding activities that are not the intended 
targets. Frequently their purpose has been 
fulfilled by broader policy moves or other 
events. Research, both in New Zealand and 
overseas, indicates that these incentives have 
had little impact on firms’ investment deci- 
sions. Following a comprehensive review of 
investment allowance, the Government has 
decided not to extend the following schemes 
beyond their current expiry date of 31 March 
next year: 
0. the regional investment allowance; 
0 the export investment allowance; 
0 the fishing investment allowance. 
The high priority activity investment allow- 
ance is to be terminated by allowing the high 
priority activity scheme, which was intro— 
duced with a specific lifespan of 5 years, to ex- 
pire on 28 October this year. No applications 
for new approvals or extensions of high prior- 
ity status will be accepted after tonight, but 
existing approvals will be allowed to run their 
course. The terminating date of the related 
investment allowance will be extended ac- 
cordingly. 

The terminating date of the industrial de- 
velopment plan investment allowance will be 
extended to 31 March 1986 in order to allow 
existing commitments to the wine and plastic . 

industries and the New Zealand Steel expan- 
sion to be met. 
As announced earlier, the farming and ag- 
ricultural investment allowance is to be ex- 
tended for a further year to 31 March 1984. 
This will allow time to consider its future in 
the context of overall assistance to farming in 
next year’s Budget. 

CNG and LPG conversions 
At present, depreciation may be claimed for 
income tax purposes on the cost of CNG or 
LPG conversions carried out subsequent to 
the assembly of a motorcar purchased by a 
business. Depreciation on the cost of a con- 
version cannot, holwever, be claimed in re- 
spect of a car which has been converted dur- 
ing assembly and where the cost of the car it- 
selfis more than $ 1-1,000.T0 correct this ano- 
maly, the Income Tax Act will be amended to 
permit depreciation to be claimed on the cost 
of the assembly—line conversion of a business 
motor car to CNG or LPG. The depreciable 
cost for this purpose will be limited to the fol- 
lowing: 
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0 $ 1,200 for a one-cylinder CNG conver- 
sion; 

0 $ 1,600 for a two-cylinder CNG conver— 
sion; 

0 $ 1,400 for an LPG conversion. 
This new provision will take effect from the 
income year which commenced on 1 April 
1982. 

Estate and stamp duties 
In recognition of the effect of rising property 
,prices: 
0 the exemption from estate duty will be 

increased to $ 350,000 in respect of the 
estates of people dying on or after 1 April 
1983;

> 0 the monetary limit in the definition of a 
“substantial interest” in a first farm will 
be increased from $ 100,00010 $ 150,000 
as from tonight for the purposes of the 
stamp duty exemption. 

The Minister in Charge of the Inland Rev- 
enue Department will, where necessary, an- 
nounce further details of these tax measures. 

INDIRECT TAXATION 
Taxes on alcoholic beverages and tobacco 
products 
The Government has reviewed the form and 
level of indirect taxes on alcoholic beverages 
and tobacco products. Because most of the 
taxes imposed in this area are levied at 
specific rates, regular updating is required to 
maintain both the real value of the revenue 
collected and the proportion of taxation in the 
price. It has been decided to increase the 
taxes on these goods by an average of over 
30%. 

Alcoholic beverages 
' The present ad valorem rates of sales tax on 
beer and spirits will be converted to specific 
rates. This measure has been undertaken at 
the request of the industry and so that the tax 
on each product can be more closely related 
to its alcoholic strength. One effect will be to 
alter the price relationships between higher- 
and lower-priced products. 
Beer duty will be increased and amalgamated 
with the previous 30% sales tax on beer. As 
from midnight tonight, the rates of beer duty, 
which now incorporate sales tax, will be in- 
creased as follows: 
0 on beer with an alcoholic content of be- 

tween 1.7 and 3 percent by volume, the 
rate of duty will be increased from 16 
cent per litre to 21.5 cents per litre. On 
draught beer (in containers of not less 

. than 8 litres capacity) the incorporation 
of the former sales tax will add 18 cents 
per litre to make the combined duty 39.5 
cents per litre. On packaged beer the 
duty equivalent of sales tax will be 22 
cents per litre, making a total beer duty 
of 43.5 cents per litre; 

O on standard—strength beer (between 3 

and 4.35% alcohol by volume), the rate 
of duty will rise from 20.5 cents per litre 
to 27.5 cents per litre. The incorporation 
of the former sales tax will bring the new 
combined rate of duty to 45.5 cents per 
litre on draught beer and 53.5 cents per 
litre 0n packaged beer; 

0 on beer with an alcoholic content of be- 
tween 4.35 and 5% by volume, the rate of 
duty'will increase from 31 cents per litre 
to 41.4' cents per litre, with sales tax ad— 
ding a further 35 cents per litre to bring to 
combined beer duty rate to 76.5 cents per 
litre; 

0 on high-strength beer (in excess 05% a]- 
cohol by volume), the rate of duty will in- 
crease from 41 cents per litre to 55 cents 
per litre. Adding in the former sales tax 
will bring the new beer duty to 99 cents 
per litre. 

Corresponding adjustments will also be made 
to the customs duties on imported beer. 
These changes will add 9 cents to the public 
bar price of a l-litre jug of standard-strength 
beer. 

The existing sales tax of 50 cent per litre‘ on 
table wines will be increased to 67 cents per 
litre. The tax on fortified wine will be in- 
creased from 60 cents to $ 1.06 per litre in 
order to bring the rate more closely into line 
with the taxes on other beverages on the basis 
of alcoholic strength. These changes will take 
effect from midnight tonight and will increase 
the price of a 750-ml bottle of table wine by 
around 13 cents and a similarly sized bottle of 
fortified wine by around 35 cents. 
The domestic excise duty on spirits other than 
whisky will be increased from $ 9.07 to 
$ 12.10 per litre of alcohol, with commensu- 
rate increase in the customs duties on im- 
ported spirits. The excise duty on New Zea- 
land whisky will remain at S 8.77 per litre of 
alcohol. In addition, the present 40% ad val- 
orem sales tax on spirits will be converted to 
three specific rates of sales tax as follows: 
0 on bitters and spirits containing not more 

than 23% alcohol by volume, the rate 
will be $ 2.15 per litre; 

0 on white spirits (gin, geneva, schnapps, 
and vodka), the rate will be $ 3.90 per 

,_ litre; 
O on all other spirits the rate will be $ 5.55 

per litre 
The new sales tax rate 0f$ 5.55 will raise sub- 
stantially the tax on New Zealand whisky re~ 
lative to that on higher-priced imported prod- 
ucts. Because the rate of excise duty has not 
been raised, however, the net effect will be to 
preserve the competitive position of New 
Zealand whisky. 
These changes to the taxation of spirits will 
take effect from midnight tonight and should 
add between 2 and 4 cents to the price of a nip 
in a public bar. 

Tobacco products 
The customs and excise duties on tobacco 
products will increase by 16% and the ad val- 
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orem sales tax will 'be raised from 25% to 
40% , both with effect from midnight tonight. 
These changes will add approximately 20 
cents to the price of 20 cigarettes and 35 cents 
to a SO-gramme packet of tobacco. 
The 40% sales tax will also apply to cigarette 
papers (previously taxed at 20%) and to filter 
tips (previously exempt from sales tax). 
The changes in the taxation of alcoholic be- 
verages and tobacco products which I have 
announced tonight are expected to yield 
$ 115 million in a full year. While they will all 
take effect from midnight tonight, the opera- 
tion of the Price Freeze Regulations will en— 
sure that retail prices are not affected until 
existing stocks have been cleared. 
The conversion of the present ad valorem 
sales taxes on alcoholic beverages to specific 
rates means that the industry will have to face 
up to regular adjustments of these taxes to am 
sure that their real value is at least main- 
tained. ‘ 

Petroleum fuels taxation 
The Government has decided to adopt a more 
uniform taxation policy with respect to liquid 
fuels. This policy is designed to encourage 
greater efficiency in the use of imported fuels,_ 
and to encourage the development and use of 
indigenous substitutes. 
In brief, the policy is that the relative prices of 
liquid fuels should reflect the relative costs of 
supply. Within this framework, taxes should 
not discriminate between fuels for similar 
uses. The taxes applying to oil peucts in the 
future will comprise three elements: 
0 first, an element of tax for the use of 

roads by those vehicles not levied under 
the road user charges system. This is 
made up of the existing sales tax on CNG 
and the National Roads Fund portion of 
motor spirits duty; 

0 secondly, an element of tax to encourage 
the development and use of indigenous 
alternatives to imported fuels. It has 
been decided to set this element, in the 
interim, at a specific rate equivalent to a 
15% ad valorem tax at the wholesale 
level; 

0 thirdly, an element of general revenue or 
sales tax equivalent to a 5% ad valorem 
rate. 

National roads fund contribution 
To meet the light vehicles’ share of the Na- 
tional Roads Board budget for the 1982—83 fi- 
nancial year, this element of motor spirits 
duty on petrol will be raised by 0.4 cents per 
litre to 6.4 cents per litre, and the sales tax on CNG will increase by 12 cents per gigajoule to 
$ 1.86 per gigajoule, both with effect from 1 
October 1982. 
From the same date,- a sales tax at the equiva- 
lent rate of 4.93 cents per litre will be applied 
to LPG used in vehicles of 3.5 tonnes and 
under. This will replace the road user charges 
at present applied to such vehicles. 
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Consolidated account taxes 
The existing specific Consolidated Account 
taxes and duties on petroleum fuels will be ad- 
justed to the equivalent of a general 15% 
wholeSale level tax. In addition, the specific 
equivalent of a 5% ad valorem wholesale 
sales tax will be levied on petrol. As from mid- 
night tonight the new rates of Consolidated 
Account tax will be as follows: 
0 motor spirits duty on petrol will rise from 

6.7 cents per litre to 9.8 cents per litre 
premium grade and 9.3 cents per litre on 
regular grade. This means that from 1 

October 1982 the total duty on petrol, in- 
cluding the National Roads Fund con- 
tribution, will rise to 16.2 cents per litre 
on premium grade and 15.7 cents per 
litre for standard grade; 

0 aviation gasoline, currently taxed at 9.36 
cents per litre, will be taxed at 11.2 cents 
per litre; 

O the present 0.5. cents per liter sales tax 
on diesel fuel other than marine diesel 
will be increased to 7.2 cents per liter; 

0 ' 

the sales tax of 1.5 cents per litre on 
marine diesel will be raised to 5.8 cents 
per litre; 

0 home heating oil and kerosene, both at 
present subject to sales tax at 4 cents per 
litre, will be taxed at 8 cents per litre; 

O the sales tax 0f5 cents per litre on jet fuel 
will increase to 7.2 cents per litre; 

0 the rate of tax on fuel oils will rise from 
145 cents per litre to 5 cents per litre. 

Rebates 
The present policy of rebating the National 
Roads-Fund portion of motor spirits duty for 
off—road use of petrol or where vehicles are 
levied under the road user Charges system will 
continue. Consolidated Account rebates will 
continue to apply to the currently approved 
categories but will be restricted to 2.5 cents 
per litre for both grades of petrol. This is the 
specific equivalent of the 5 percent general 
revenue tax. 

As most use of other petroleum products is in 
commercial applications, which would qual- 
ify for rebates of a general revenue tax, it has 
been decided not to impose the additional 5 
percent tax on these products. Similarly, the 
additional 5% tax is not levied on aviation 
gasoline and refunds of motor spirits duty on 
this fuel will be eliminated. The tax to encour- 
age the development of indigenous fuel sub- 
stitutes will not be eligible for rebates, since 
this would effectively negate the desired ef- 
fect of the tax. 

The changes to fuels taxation which I have an- 
nounced tonight are estimated to raise $ 140 
million in a full year. They represent a major 
step towards a compyehensive taxation and 
pricing policy that will provide a sound and 
economic basis for future energy develop- 
ment, and help lessen New Zealand’s depen- 
dence on imported fuels. 
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International departure tax 
The rates 6f international departure tax are to 
be increased from $ 35 to $ 40 for each adult 
and from $ 7 to $ 8 for each child under 12. 
These new rates will apply to a] tickets 
supplied after midnight tonight. 

Sales tax 
~A number of changes are to be made to the 
sales tax legislation to reduce the scope for 
avoidance and simplify administration. 

Sale value 

Legislation will be introduced tonight to 
amend the sale value provisions of the Sales 
Tax Act. The proposed reforms principally 
include: 
0 clarification of the provisions for deter- 

mining the fair market value of taxable 
goods; 

0 clarification of the treatment of advertis- 
ing, warranty, and other service charges; 

0 the inclusion ofthe freight and insurance 
costs incurred in bringing goods to New 
Zealand in the sale value of goods on 
which tax is paid on importation; 

O the provision of an uplift of 15% of the 
sale value of goods sold directly by a 
manufacturer to a retailer. The intention 
of this uplift is to place such direct sales 
on a more equitable basis with sales 
made by traditional wholesalers. 

These measures are aimed at combating a ris— 
ing trend in tax avoidance and are intended to 
reduce variations in the impact on prices of an 
ad valorem sales tax on goods distributed by 
different methods. They are expected to raise 
an additional $ 60 million of revenue in a full 
year. 

Farm motorcycles 
The concession under which sales tax may be 
refunded on motorcycles for farm use is to be 
abolished from midnight tonight. Given that 
the use of farm motorcycles is now firmly es- 
tablished in the farming community, and in 
the light of continuing policing difficulties, 
this concession is no longer serving a useful 
purpose. 

Administrative changes 
The following changes are being made to 
streamline the administration of the present 
wholesale sales tax: 
0 refunds of sales tax will no longer be al— 

lowed on taxable goods used in the repair 
of exempt goods; 

0 the turnover limit for exemption of trad- 
ers from licensing is to be increased from 
$ 1,000 to $ 5,000. The exemption for 
contractors will be increased from $ 500 
to S 2,500; 

O provision will be made in the Sales Tax 
Act 1974 to license and tax Government 
agencies which perform manufacturing 
or wholesaling functions within the 
meaning of the Act; 

0 with effect-from 1 January 1983, the pre- 

sent flat 10% penal tax on default of pay- 
ment of sales tax will be replaced by a 
new penalty of 10%, increasing cumula- 
tively by 2% each succesive month that 
the tax remains unpaid. The new penalty 
will operate on the day following the date . 

on which the sales tax return is due and 
will also be applied to the collection of 
domestic air travel tax, international de- 
parture tax, and motor spirits duty. 

With the exception of the new cumulative 
penalty provision, these measures will take 
effect from midnight tonight. Introduction of 
the new cumulative penalty provision will be 
delayed until 1 January 1983 to allow tax- 
payers in default, and those who normally pay 
after the expiry .of the discount period, an 
transitional period in which either to wipe off 
their debts or to arrange finance for the faster 
payment of tax without penalty. The shorten- 
ing of the period for payment without penalty 
will increase sales tax collections by about 
$ 45 million for this year only. 
The Minister of Customs will announce de- 
tails‘of these changes to indirect taxes later to— 
night. 

PUBLIC ACCOUNTS 
The Public Accounts for 1981—82 were tabled 
in the House recently. The main features of 
the Consolidated Account, the major operat- 
ing account, were: 
0 ordinary payments, which comprise an- 

nual and permanent appropriations, t0- 
talled $ 10,899 million, an increase of 
$ 1,913 million or 21% over 1980-81; 

0 ordinary receipts, comprising taxation, 
interest, dividends, profits, and de- 
partmental receipts, totalled $ 9,843 
million, an increase of $ 1,891 million or 
24% over 1980—81. 

After transferring $ 100 million from the 
Consolidated Account to the Reserve Ac- 
count to cover the balance of the commitment 
due at 31 March 1982 in respect of supplemen- 
tary minimum prices, a transfer of $ 1,281 
million was made from the Loans Account to 
the Consolidated Account. This latter trans- 
fer was well within the $ 1,950 million al- 

lowed for this purpose in the 1981 Appropria- 
tion Acts. 

CONCLUSION 
Tonight’s Budget has implemented the in- 
come tax reductions which I said would be the 
counterpart to the prices and incomes freeze. 
For most wage and salary earners, the reduc- 
tions will be substantial. 
Within the constraints imposed by the need to 
reduce inflation, the first stage ofthe Govern- 
ment’s strategy for tax reform has been intro- 
duced tonight. The new income tax scale will 
substantially lessen both fiscal drag and the 
imbalance in the tax treatment of single- and 
two-income families. It will also reduce the 
incentive to evade and avoid income tax. The 
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scope for tax avoidance has been further re- 
duced by a range of specific measures. 
These changes will be achieved within firm 
'and consistent fiscal and monetary policies. 
The Government is determined that the 
freeze will work, and that inflation and in— 

flationary expectations will be reduced sub- 
stantially. 

In the medium term, the Government will 
continue to pursue its goal of making the 
economy more flexible. A substantial reduc- 
tion in inflation will greatly assist the realisa— 

tion of the growth strategy, just as a more
V 

flexible economy will support the counter-in- 
flationary measures. 
The success of these policies will depend upon 
the support of the people. I am convinced that 
our people will respond to the challenge. 

APPENDIX | APPENDIX III“) 
New income tax rate scale for individuals 

The rate of tax 
for every dollar ls 

Change in tax paid by a single person 

O h 
(%) 

I 

Income Present New Change in tax Percent- 
n so muc of the taxable income as: annual annual age (ax 
Does not exceed $ 6,000 200 Annual . Weekly taxpaid taxpaid Annual Weekly change 
Exceeds $ 6,000 but does not exceed $ 24,000 31.0 

$ $ $ $ $ Exceeds $ 24,000 but does not exceed $ 30,000 41.0 
_

~ 

Exceeds $ 30,000 but does not exceed $ 38,000 51.0 ‘0'400 200 3494-3 2235-9 ‘ 258-4 ' 4-97 40-4 
Exceeds $ 38 000 60 0 13,000 250 3,4495 3.1556 — 293.9 — 5.65 — 8.5 

' 
' 15,600 300 4,6975 4.1599 — 537.6 —10.34 —11.4 

A 10% temporary surtax on the marginal tax rates applying to tax- 18.200 350 59.839 4.9659 —1 ,018.0 49.58 —17.0 
able income in excess of $ 24,000 will also apply in conjunction with :gg 12:32

‘ 

the above scale. The mar inal tax rates that will then a l are: I 1 
- 

v 
- 

— 
y .. 

‘ - 
-

- 

g nryate of tax 30,000 577 12.87/13 9,462.5 —3,408,8 —65.55 —26.5 

for ever dO/laris 35,000 673 15.8713 12,2618 —8,609.5 —69.41, —22.7 
y 

(Cy) 
40,000 769 18,871.3 15,259.7 —3,611.6 —69.45 —19.1

0 

On so much of the taxable income as: 
Does not exceed $ 6,000 ‘ 20.0 
Exceeds $ 6 000 but does not exceed $ 24,000 31.0 Chan - - - - - 

: ge In tax paid by a Single-Income family 
Exceeds $ 24,000 but does not exceed 39 30,000 45.1 with a child under 5(2) 
Exceeds $ 30,000 but does not exceed $ 38,000 56.1 

66.0 Exceeds $ 38,000 Income Present New Change in tax Percent- 

Note: These rates will be reflected in new PAYE tax tables apply- annué/ annual agetax 
' ing to pay periods ending on or after 1 October 1982, and be- Annual Week/y taxpa’d taxpa’d Annual Week/y Change 

come the annual rates in respect of income from 1 April $ $ $ $ $ $ 
1983. The annual tax rate scale for the year ending 31 March 10 400 200 1 468,1 1 226 1 _ 242 0 _ 4 65 _16 5 
1983 will take into account the combined effect of the pre- 131000 250 2735.3 2:442:1 _ 313:2 _ 6:02 _1 15 
sent and new scales on income earned during the year. 15,600 300 429543 36181 _ 577.2 _1 3.02 _1 5'8 

’ 18,200 350 5.8279 ' 4,814‘1 —1,01 3.8 —19‘50 —17.4 
20,800 400 ' 

7,257.9 5,771 ‘9 —1,486.0 —2858 —20.5 
23,400 450 8.7553 6,5779 —2,177,4 —41.87 —24.9 APPENDIX "_ 

_ 30,000 577 12,7153 9,462.5 —3,252.8 —62.55 —256 Examp'es 0' Changes '" tax Pa'd 35,000 673 15,7153 12,261 ‘8 —3,453.5 *—66.41 —220 
taxpayer dependants” 1 —1 

Week/ytax ' 

payable under Week/ytax 
".eWSCWG payable under Change in tax paid by a single-income family (me/“WU newscéle with a child over 5(3) 

Weekly principal income Change (including Change 
income earnerrebate) in tax fami/yrebate) in tax Income Present New Changeimax Percerm 

$ $ $ $ $ annual annual age tax 
40 568 0 0 0 Annual Weekly taxpaid taxpaid Annual Week/y change 
80 11.46 O 
120 18,20 - 1.7(7D 8 o $ $ $ $ $ $ 

160 3060 _ 3-37 9.60 _ 3.37 10,400 200 1,9361 1,2261 — 710.0 4365 —36.7 
13,000 250 32033 2.4421 — 781‘2 —15‘02 —24.4 

200 
- 

4300 — 4-97 23-58 — 4'65 15,600 300 - 4,541.5 3.6181 — 9234 —1776 420.3 
240 56-39 - 5.58 41-98 — 5‘05 18,200 350 5,827.9 4,8141 —1,013.8 49.50 —17.4 
280 73.59 — 7.15 60.38 -—1022 20,800 400 7,257.9 5,771.9 ——1,486.0 —28,58 —20.5 
320 86.20 —13.74 78.78 — 1 582 23,400 450 8,755.3 6,577.9 —2,177.4 411 .87 —24.9 
360 98.60 —21.98 97.18 —20‘4O 30,000 577 12,7153 9,462.5 —3,252.8 —6255 —25.6 
400 111.00' _31'58 111.00 _28,58 35,000 673 15.7153 12,2618 —3,453.5 —66.41 —22.0 

480 138.26 _51'11 138.26 _48‘11 40,000 769 18,7153 15,2597 —3,455.6 —66.45 —18,5 

560 174.34 —63.03 174.34 —60.03 
640 217.25 —68.12 217.25 —65.12 
800 313,76 —67‘61 31376 —64.61 Notes: 

' 1,000 445.76‘ —55.61 445.76 —52.61 (1) These taxables reflect the weekly tax changes on a full-year basis. 
1,200 577.76 —43.61 577.76 —40.61 (2) These families may currently be eligible for the spouse. ybung family 

,. ‘ , . 
and low income family rebates. A I‘7‘1Xpayerw’th dependants '3 a taxpayer Who Cla'ms the Spouse' (3) These families may currently be eligible for the spouse and low-income 

young famity, and low-income family rebates currently and who will famj|y rebates, 
be eligible for the new family rebate 
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APPENDIX IV“) 
Change in tax paid by a married couple 

without dependants 
Principal income earn- ' Spouse’s weekly income 
er's weekly income 

$0?) $50 $100 $150 $200 

$ $ $ $ $ $ 
200 — 1,97 — 2.27 + 0.48 — 1.94 — 3.94 
250 — 2.65 — 2‘96 — 0.21 — 2.62 —- 4.62 
300 — 7.34 — 7.64 _— 4‘89 — 7.31 — 9,31 
350 —16.58 —16.88 —1413 —16.55 —18.55 
400 —2858 —28.88 —26.13 —28.55 —3055 
450 —41.87 —42.18 —39.43 —41.84 -43.84~ 

Change in tax paid by a two-income family 
with a child under 5‘3) 

Principal income earn- Spouse’s weekly income 
er's week/y income . 

$09) $50 $100 $150 $200 

$ $ $ $ $ $ 
200 ' — 4,65 — 3.49 + 4.91 + 9.99 +1106 
250 — 6.02 — 0.71 + 9.54 +1019 + 8.19 
300 —13.02 — 5.98 — 0,16 — 2.57 — 4‘57 
350 —19.50 —16.88 —14.13 —-16.55 —18.55 
400 —28.58 —28.88 —26.13 —2855 —3o.55 
450 -41,87 —42.18 —39.43 —41.84 —43.84 

- Change in tax paid by a two-income family 
with a child over 5“) 

Principal income earn— Spouse ’5 weekly income 
er's weekly income 

$0?) $50 $100 $150 $200 

$ $ $ $ $ $ 
200 —1365 —12.49 — 4.09 + 0.99 + 2.06 
250 ' 45,02 — 9.71 — 0.54 + 1.19 — 0.81 
300 —17.76 —10.71 — 4.89 — 7,31 — 9.31 
350 —19.50 —16.88 —14.13 —16.55 —18,55 
400 —28.58 —28.88 —26.13 —2855 —30.55 
450 —41‘87 —42.18 —39.43 —41.84 —43_84 

Notes: 
(1) These taxables reflect the weekly tax changes on a full—year basis. 
(2) These families are eligible for the present spouse rebate. 
(3) These families may be eligible for the present young family and low-in- 

come family rebates, '
i 

(4) These families may be eligible forthe present low-income family rebate. 

Conference Diary 
JANUARY 1983 
British Branch of I.F.A.: Recent tax cases. 
London (United Kingdom), January 18 (Eng- 
lish). 

FEBRUARY 1983 
British Branch of I.F.A.: Tax treatment of 
non-residents (Tax workshop). London 
(United Kingdom), February 8 (English). 

Steuer-Telex—Seminar: Tax beneficial invest- 
ment IX. Cologne, Frankfurt, Munich (Fed- 
eral Republic of Germany), February 23-25 
(German). 7 

Management Centre Europe: International 
tax management (Seminar). Brussels (Bel- 
gium), February 28—March 1 (English). 

MARCH 1983 
British Branch of I.F.A.: Tax aspects of in- 
terest (Tax workshop). London (United 

Kingdom), March 2 (English). 
Management Centre Europe: _Managing and 
developing foreign subsidiaries (including: 
tax in international operations). Brussels 
(Belgium), March 28-30 (English). 

APRIL 1983 
The Taxation Institute of Australia: Sixth Na- 
tional Convention (including: the role of the 
High Court in interpreting tax statutes; taxa— 
tion of technology; tax shelters and planning 
for the ’805). Melbourne (Australia), April 
10—15 (English). 

Management Centre Europe: International 
tax conference (including: intra-group ser— 
vices; relationships with the national Fisc in 
country of operation; changes in the tax cli- 
mate). Brussels (Belgium), April 13-15 (Eng— 
lish) 

OCTOBER 1983 
37th Annual Congress of]. FA. : I. Tax avoid- 
ance/tax evasion. II. International problems 

in the field of turnover taxation. Venice 
(Italy), October 10-15 (English, French, Ger- 
man, Spanish). 

FOR FURTHER INFORMATION 
PLEASE WRITE TO: 

British Branch of I.F.A.: P.O. Box 68, Un- 
ilever House, Blackfriars, London EC4P 
480 (United Kingdom). 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, 
Burgemeester Oudlaan 50, P.OA Box 1738, 
3000 DR Rotterdam (the Netherlands). 
Management Centre Europe: Avenue des 
Arts 4, B-1040 Brussels (Belgium). 
Steuer-Telex-Seminar: Dr. Peter Deubner 
Verlag GmbH, Abteilung Seminare, Post- 
fach 410268, 5000 Kéln 41 (Federal Repub- 
lic of Germany). 
The Taxation Institute of Australia: 113 
Swanson Street, Melbourne VIC. 3000 
(Australia). 
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BANGLADESH: 

The Finance Ordinance, 1982 
By K.A. Gofran* 

Some important amendmentshave been made this year 
in the different fiscal statutes by the Finance Ordinance, 
1982. This article summarizes a number of changes which 
are of particular interest.1 

INCOME-TAX ACT, 1922 
1. Exemption of income from property [Section 

4(3)(XH)(ff)] 
The income from newly constructed buildings having a 
plinth area of not more than 1,000 square feet was 
exempt from income tax for a period of 5 years from the 
date of completion, provided erection of the building 
was begun and completed at any time between 1 July 
1980 and 30 June 1985 (both days inclusive). This restric- 
tion on the date of commencement of construction dur- 
ing the above period has been withdrawn with retrospec- 
tive effect from 1 July 1980. The income of such a prop- 
erty is now eligible for exemption even if construction of 
the building commenced before July 1980 and was com- 
pleted at any time between 1 July 1980 and 30 June 1985. 

2. Exemption on account of conveyance [Section 7(1)] 
Previously a salaried person enjoyed exemption for 
4,200 Tk. if he owned and maintained at his own expense 
a car registered in his own name and did not receive any 
conveyance allowance or any other benefit or perquisite 
in lieu of such allowance from the employer. Similarly 
the exemption was for 2,400 Tk. if the conveyance was 
any other power-driven vehicle and 1,800 Tk. if he main- 
tained no vehicle. The limits of the above exemptions 
have been raised to 6,000 Tk., 3,200 Tk. and 2,400 Tk. 
respectively. 

3. Determination of notional income from self-occupied 
house [Section 9(2)(b)] 

In order to simplify the calculation of the annual value of 
a self—occupied building of an assessee, an amendment 
has been made in clause (b) of sub-section (2) of Section 
9. No tax is payable if the annual value of such property 
does not exceed 6,000 Tk. Under the previous wording, 
if it exceeded 6,000 Tk., a deduction of 6,000 Tk. was 
made and the balance so arrived at or a sum equal to 10% 
of the total income of the owner, whichever was less, was 
taken as the annual value. The position after amendment 
is that either the balance after deduction of6,000 Tk or a 
sum equal to 10% of all other income excluding the no- 
tional income from the residential house, whichever is 
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less, isvthe annual value of the self-occupied house for the 
purpose of assessment. 

4. Availabjlity of accelerated depreciation [Section 
10(2)(VI)(b)] 

The date up to which accelerated depreciation was avail— 
able in respect of any machinery or plant (other than of— 

' fice appliances and road transport vehicles) expired on 
30 June 1982. The time limit has been extended to 30 
June 1987. 

5. Admissibility of festival bonus as business expendi- 
ture [Section 10(2)(x)] 

A bonus paid to an employe is an admissible expenditure 
_ 

if it is a reasonable amount with reference to the pay of 
the employee, profit of the business and general practice 
in similar businesses. In other words, it is an admissible 
expenditure under certain conditions. These conditions 
have been waived in the case of admissibility of festival 
bonus as a business expenditure; 

6. Exemption of capital gains invested in new industrial 
undertaking [Section 128 (7)] 

Capital gains arising from the sale, exchange or transfer 
of lands or buildings have been made exempt from tax if 
they are invested for setting up a new industrial under- 
taking within the 2-year period immediately following 
the date on which the sale, exchange or transfer took 
place. 

7. Furnishing of certificate by private limited company 
[Section 13A(1)] 

Previously every priVate company whose paid-up capital 
on the last day of any previous year was 2,000,000 Tk. or 
more was required to furnish to the Deputy Commis- 
sioner of Taxes a copy of the balance sheet and profit and 
loss account dilly certified by a chartered accountant. 
This limit of the paid-up capital has been reduced to 
1,000,000 Tk. 

8. Enhancement of exemption limit for investment by 
cottage industries [Section 14(3)(b)(ii)] - 

For the purpose of exemption of cottage industries the 
maximum investment limit has been raised from 10,000 
Tk. to 50,000 Tk. 

9. Withdrawal of earned income relief [Section 2(6AA) 
and (15A)] ' 

The distinction betwéen earned income and-unearned in- 
come has been done away with this year by omitting the 
definition of “earned income” in Section 2(6AA). Con- 
sequently the earned income relief previously granted to 
an assessee other than a company has been withdrawn by 
omitting Section 15A. However, the National Board of 
Revenue has issued instructions to tax officials to allow 
the earned income allowance‘to salaried persons whose 
salary is liable to be charged to tax according to the rates 
as per the Finance Act, 1981 for the assessment year 
1982-83 (see N.B.R. Circular No. 10 (I.T.) of 1982). 
a: Editor of Bangladesh Tax Decisions. 
1. Editor's note: The November 1982 issue of the Bulletin contains extracts 
from the Budget Speech for 1982-83. 
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10. Withdrawal of restriction on investment allowance 
[Section 15(3A)] , 

The restriction imposed by the Finance Act, 1980 on the 
availability of the full benefit for investment in the pur-

‘ 

chase of Savings Certificates, etc. has been withdrawn. ' 

Henceforth the investment allowance will be available to 
an assessee for his full investment subject to the 
maximum of 30% of his total income or 35,000 Tk., 
whichever is less. ' 

11. Exemption of contribution to Zakat Fund, etc. [Sec- 
tion 150D] 

A new Section 15DD has been inserted which provides 
an exemption in respect of any sums paid by an assessee 
as Zakat to the Zakat Fund or as a donation or contribu- 
tion to a charitable fund established by or under the 
Zakat Fund Ordinance, 1982. 

12. Withdrawal of exemption for educational expenses 
of children [Section 15E] 

An assessee whose total income was not more than 
50,000 Tk. previously enjoyed exemption of a portion of 
his income on accountof the educational expenses of his 
children or children wholly dependent on him. This 
exemption has been withdrawn by Omitting Section 15E. 
However, the National Board of Revenue has issued in— 
structions to allow the exemption to salaried persons (if 
eligible) for the assessment year 1982-83 as in the case of 
the earned income allowance (see N.B.R. circular No. 
10 (I.T.) of 1982 dated 31 July 1982). 

Tax credit on investmént of shares by a company 
[Section 156(3)] 

A company is entitled to a credit equal to 50% of the 
amount it invests in the purchase of shares or debentures 
issued by the Equity Partici ation Fund against the tax 
payable by it. Sub-section 3) of Section 15, which re- 
places the old sub-section (3) , provides that where no tax - 

is payable by a company in respect of the year in which 
the company makes such investment or where the 
amount of tax payable is less than the amount of credit, 
the amount of the credit or so much of it as has not been 
deductedz as the case may be, shall be carried forward 
and deducted from the tax payable by the company in the 
following year and so on. 

14. Withdrawal of personal allowance [Section 15H] 
Previously an assessee, whether an individual, Hindu un— 
divided family, unregistered firm or association of per- 
sons, enjoyed exemption for 3 ,000 Tk. on account of‘per— 
sonal allowance. This exemption has been withdrawn by 
omitting Section 15H. However, the National Board of 
Revenue has issued instructions to allow this allowance 
to a salaried person for the assessment year 1982-83 as in 
the case of earned income allowance (see N.B.R. Circu— 
lar NO. 10 (I.T.) of 1982 dated 31 July 1982). 

15. Tax onlnori-residents [Section 17(1)(a)]
' 

Provision has been made this year to charge income tax 
only at the maximum rate on the total income of a non- 
resident assessee other than a company. The other alter- 
native — to charge tax at the rate applicable to a resident 
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in such a case — has been abolished. The maximum rate of 
income tax has been fixed at 30% of the total income of ha 
non-resident assessee according to the Finance Ord1- 
nance, 1982. 

~ 16. Reduction in the rates of tax on capital gains [Section 
17(5)(b)(ll)] 

The rates of tax on capital gains in the case of an assessee 
other than a company or a registered firm have been re- 
duced and fixed as follows: 
(i) Where the capital gains arise as a result of disposal 
by an assessee of his capital assets after 2 years but within 
5 years from the date of their acquisition, the income tax 
is payable on the said gains at the rate applicable to total 
income including the said capital gains, or income tax at 
the rate of 25% on the amount of capital gains, 
whichever is lower. 
(ii) Where the capital gains arise after 5 years but 
within 15 years from the date of acquisition of the capital 
assets, income tax payable on such gains is at the rate ap- 
plicable to 'total income including the said capital gains, 
or income tax at the rate of 20% on the amount of capital 
gains, whichever is lower. 
(iii) Where the capital gains arise after 15 years from 
the date of acquisition of the capital assets, the income 
tax payable on the capital gains is at the rate applicable to 
total income including the said capital gains, or income 
tax at 15% on the amount of capital gains, whichever is 
lower. 

‘
‘ 

17. Withdrawal of exemption of capital gains [Proviso to 
Section 17(5)] 

The provision of exemption of capital gains arising as a 
rasult of disposal of assets acquired before 14 August 
1947 has been withdrawn by omitting the proviso to Sec- 
tion 17(5)“ 

18. Enhancement of limit of income for liability to pay ad- 
vance tax [Section 18A(1)] 

The limit of total income for liability to payment of ad- 
vance tax under Section 18A has been raised from 25,000 
Tk. to 50,000 Tk. 

19. Enhancement of the rate of interest on delayed re- 
fund of excess advance tax [Section 18A (5)] 

The rate of interest for delayed refund of advance tax 
paid in excess under Section 18A has been raised from 
100/0t013.5cy0. . 

_ 

‘

' 

20. Raising of limit of income for liability to furnish state- 
ment of assets and liabilities [Section 22(4A)] 

Previously, an individual whose total income exceeded 
25,000 Tk. Was required to furnish along with the return 
a statement of assets and liabilities of himself, his wife or 
wives and his minor children. This limit of income ha 
been raised to'50,000 Tk. r 

21. Abolition of provision for presumptive assessment 
[Section 23(3A)] 

The provision of presumptive assessment introduced by 
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the Finance Act, 1980 has been abolished by omitting 
sub-section (3A) of Section 23. 

22. Requirement of obtaining clearance certificate for 
registration of documents [Section 47A(1)] 

Clearance certificates previously had to be obtained 
from the Deputy Commissioner of Taxes in connection 
with the registration of any document purporting to 
transfer, assign, limit or extinguish the right, title or in- 
terest of any person in any property valued at more than 
50,000 Tk. This limit has now been raised to 100,000 Tk. A clearance certificate is, therefore, not necessary for re— 
gistering a document of a property valued at up to 
100,000 Tk. 

23. Taxable limit . 

The maximum taxable limit has been raised from 15,000 
'Tk. to 20,000 Tk. 

24. Self-assessment 
The scope of the scheme of self-assessment has been 
widened this year by raising the maximum limit from 
25,000 Tk. to 50,000 Tk. Moreover, the salaried direc- 
tors of limited companies have also been made eligible 
for self-assessment. The National Board of Revenue has 
issued Notification N0. S.R.O. 276—L/82 dated 30 July 
1982 in this regard. V 

25. Exemption of gratuity 
Gratuity paid to a retired employee has now been totally 
exempted from the payment of tax (see N.B.R. Notifica- 
tion No. S.R.O. 226-L/82 dated 30 June 1982). 

26. Exemption of royalty and technical know-how fees 
Royalty and technical know-how fees have been exemp- 
ted from payment of tax (see N.B.R. Notification N0. 
S.R.O. 227—L/82 dated 30 June 1982). 

27. The Sales-tax Act, 1951 (III of 1951) 
The Sales-tax Act, 1951 (III of 1951) has been repealed 
and the sales tax law has been completely recast. A new 
Ordinance called the “Sales-tax Ordinance 1982” has 
been promulgated. 
This Ordinance came into force on 1 July 1982. Sales tax 
will henceforth be levied at the import and export stages. 
Therefore, there will no longer be any sales tax on locally 
manufactured or produced goods. HoWever, according 
to the provisions of the new Ordinance all pending sales 
tax assessments for the period up to 30 June 1982 will be 
made as before. The provisions of the Sales-tax Act, 
1951, rules made and Notifications issued thereunder 
will remain in force for the purpose of pending sales tax 
assessments. 
The administration of the Sales-tax Ordinance, 1982 will 
be the rCSponsibility of the Customs Authorities. 

28. The Urban Immovable Property Tax Act, 1957 (E.P. 
Act XI of 1957) 

Th; ratgs of urban immovable property tax have been 
ratlonallsed and reduced this year. The rates of this tax 
are as below after the amendment: 
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Rates of tax 
(a) in all cases of holdings within the 

limits of the Dacca Metropolitan 
Area the‘annual value of which does 
not exceed 18,000 Tk. ' 

Nil 
(b) in all cases of holdings other than 

holdings within the limits of the 
Dacca Metropolitan area the annual 
value of which does not exceed 
12,000 Tk. Nil 

In other cases — 
(a) Not being self-occupied holdings 3% of the 

annual value 
1.5% of the (b) Self-occupied holdings 

annual value 

In caSe the holding (not being a self-occupied holding) 
' remains vacant for at least 60 days, the assessee is enti- 
tled to a remission to the extent of 3/4 of the amount of 
such period. The above rates are effective from 1 July 
1982. 

29. The Gift Tax Act, 1963 (XIV of 1963) 
(a) Exemption from gift tax [Section 5(1)] 
Gifts to father, mother, real sons and daughters up to 
300,000 Tk. and to spouse up to 100,000 Tk. were previ- 
ously exempt from tax. These two exemptions have been 
merged into one and the maximum limit of a tax-free gift 
has been fixed at 400,000 Tk. This means that gift tax is 
not payable on gifts made by an assessee to his real sons, 
daughters, father and mother or to his or her spouse for 
an amount up to a maximum of 400,000 Tk. in value in 
the aggregate in one or more previous years. 

(b) General exemption from gift tax [Section 5(2)] . 

There was a general exemption from gift tax for an 
amount of 20,000 Tk. per year. This limit has been raised 
to 25,000 Tk. ’ 

(c) Rates ofgift tax ' 

Previously there were 6 slabs of rates of gift tax. The 
number of slabs has been reduced to 4 this year with a 
modification in the rates of tax in each slab. The rate of 
tax varies from 5% to 20% of the value of all taxable 
gifts. ‘ 

30. The Wealth Tax Act, 1963 (xv of 1963) 
(a) Enhancement of exemption limit for self-occupied re- 

sidential house [Section 5(1)(xiii)] 
The value of a house owned and occupied by an assesses 
for the purpose of his own residence was exempt up to 
1,500,000 Tk. The exemption limit has been raised to 
2,500,000 Tk. 

(b) Withdrawal of restriction on the aggregate amount of 
income tax and wealth tax 

Previously the aggregate of income tax and wealth tax 
could not exceed 60% of the total income of an assessee 
if his taxable income exceeded 150,000 Tk. This restric- 
tive provision has been withdrawn. ' 
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UNITED STATES: 

The International 
Banking Facility 
by David A. Taran* 

0n 3 December 1981, U.S. Federal Reserve Board 
amendments authorizing U.S. depository institutions, 
Edge Act Corporations, Agreement Corporations and 
U. S. branches and agencies of foreign banks to establish 
international banking facilities in the United States be- 
came effective.’ The amendments were necessary to per- 
mit banks within the United States to enjoy some of the 
competitive advantages available to offshore shell 
branches. Many states have already adopted enabling 
legislation and have favorably amended their state income 
tax laws. 
Generally, an international banking facility, while based 
in the United States, enjoys the advantage of having its 
business activities treated as if conducted outside the Unit- 
ed States. 
An international banking facility is not a separately 
licensed bank or office of a bank, but, rather, a segregated 
portion, or division, of the business of such bank or office 
in the United States. This segregated portion is [0 be re- 
flected in separate accounts segregated on the books and 
records of that bank or office, to be treated for regulatory 
and, generally, for state income tax purposes as being con- 
ducted outside of the United States. 2 

This article will first provide some vital background dis- 
cussion 0n the international banking facility. Focus will 
then be directed to the state and local income tax relief af— 
forded international banking facilities by the states of New 
York and California. 3 International banking facilities do 
not enjoy federal income tax relief. 

1. BACKGROUND 
International banking facilities may be maintained at any 
one or more of the U.S. agencies or branches ofa foreign 
bank. Transfers of assets and liabilities between the in- 
ternational banking facility and the branch or agency of 
which it is a division or other domestic offices of the 
foreign bank would be subject to Eurocurrency reserve 
requirements as if the international banking facility were 
an offshore office of that bank.4 Operations of the inter— 
national banking facility can be conducted side by side 
with, and under the same management as, the domestic 
operations of the branch or agency, in the same manner 
as operations of offshore shell branches are conducted in 
tandem with domestic operations of U.S. banking of- 
fices. 
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International banking facilities are permitted to accept 
tmuj: deposits only from foreign offices of other U.S. de— 
p051t0ry institutions, or foreign banks, foreign residents, 
other international banking facilities and the foreign or 
domestic operations of the foreign bank in question. 5 

This includes foreign affiliates of U.S. corporations, pro- 
vided that funds received on deposit are not derived from 
the U.S. o erations of the degositor and the size of such 
deposit is 100,000 or more. 
Time deposits may be held by the division in the form of 
deposits, borrowing, placements or equivalent instru- 
ments. To prevent purchase of such deposits by U.S. 
residents, no negotiable certificates of deposit, banker’s 
acceptances, or other such negotiable instruments can be 
issued by an international banking facility.7 Further- 
more, international banking facilities do not have the au- 
thority to accept demand deposits.8 Funds may be bor- 
rowed from foreign offices of other depository institu- 
tions, from other international banking facilities, and 
from foreign or domestic offices of the bank establishing 
the international banking facility.9 Time deposits of 
qualified depository banks will not be subject to any 
minimum transaction amount. Any funds raised by an in- 
ternational banking facility, whether through deposits or 
borrowings, are exempt not only from federal reserve re- 
quirements but also from interest rate restrictions. ‘0 
On the loan side, international banking facilities can ex- 
tend credit to foreign residents, other international 
banking facilities and, subject to Eurocurrency reserve 
requirements, to the U.S. offices of their parent banking 
institutions. However, loans made to a foreign resident 
cannot be repatriated to finance the U.S. operations of 
the borrower. ” The effect of this is to permit the repatri- 
ation ofEurodollars, which can be held and exchanged in 
the United States through a network of international 
banking facilities. However, because of the limitations of 
lending and borrowing imposed on international bank- 
ing facilities, Eurodollars held by international banking 
facilities cannot be integrated into the U.S. banking sys- 
tem, except through the “screen” of reserve require- 
ments imposed on domestic borrowings of Eurodollars. 

* © 1982 David A. Taran. David A. Taran received his D.C.S. from 
McGill University, LLL. from University of Ottawa, and J.D. from Colum- 
bia University. Mr. Taran is an attorney with the law firm of Graham & James 
in Los Angeles, and a member of the Editorial Advisory Board ofthe Interna— 
tional Tax Journal. He is currently enrolled in the LLM. (Taxation) program 
at New York University, v 

1. These amendments were made to Regulation D, 12 CPR. § 204.8 and 
Regulation Q, 12 C.F.R. 217.3(g). 
2. See Regulation D. 12 C.F.R. § 204.8(a)(1). 
3. As a result of the U.S. federal system of government, foreign banks are 
generally subject to U.S. income taxation on their U.S. operations at two 
levels. both the federal level and the state level. Federal income tax laws are 
normally of greater concern to a foreign bank operating in the United States. 
However, state income taxes can be substantial in amount and are not subject 
to the many tax treaties which the United States has negotiated with various 
foreign governments to mitigate the effect of double taxation. 

See Regulation D, 12 C.F.R. § 204.8(a)(1). 
See Regulation D, 12 C.F.R. § 204.8(a)(2). 
See Regulation D, 12 CPR. § 204.8(a)(2). 
See Regulation D, 12 C.F.R. § 204.8(a)(2). 
See Regulation D, 12 C.F.R. § 204.8(a)(2). 
See Regulation D, 12 CPR. § 204.8(a)(2). 
See Regulation Q, -12 CPR. § 217.3(g). 
See Regulation D, 12 C.F.R. § 204.8(a)(3). 
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2. STATE TAXATION 
Since the purpose behind the international banking facil— 
ity concept is to provide United States-based bankmg op- 
erations of foreign and domestic banks w1th many of the 
advantages of operating an offshore shell branch, a cru- 
cial element in this scheme is the availability of state and 
local tax relief. Many states have, therefore, enacted 
legislation granting an exemption, from state and local 
taxation, of the income of banking institutions which is 
derived from an international banking facility. This arti- 
cle will focus solely on the states of New York and 
California, both of which play a major role in interna- 
tional banking. 

A. New York 
Both New York and New York City enacted tax legisla- 
tion on 19 June 1978, the effective date of which was de- 
ferred until 3 December 1981, which generally exempts 
net income derived by international banking facilities 
from state and local income tax by the mechanism of al- 
lowing the deduction of adjusted eligible net income 
(eligible gross income less attributable expenses, the in- 
eligible funding amount, and the floor amount) from in- 
come subject to state and city tax. ‘2 
Gross income which is eligible for this relief includes in— 
come earned, by an international banking facility, from 
making, arranging for, placing, or servicing loans to 
foreign persons, making or placing deposits with foreign 
banks or foreign branches of banks (including foreign 
subsidiaries or foreign branches of the bank that has or- 
ganized the international banking facility) or with other 
international banking facilities, and entering into foreign 
exchange trading or hedging transactions related to any 
of the above transactions. ‘3 In addition, where an inter- 
national banking facility makes a loan to an individual 
who is a non-resident of the United States, to a foreign 
branch of a U.S. corporation, or to a foreign corporation 
or foreign partnership which is owned or controlled, di- 
rectly or indirectly, 80% or more, by one or more non- 
bank U.S. corporations, U.S. partnerships or resident 
aliens, substantially all of the proceeds of the loan must 
be for use outside the United States if the gross income 
derivgd from that loan is to be eligible for the deduc- 
UOI]. - 

Although an international banking facility is limited to 
transacting business with foreign persons, the term 
foreign person has been given an expansive definition 
under the New York tax law. In determining whether an 
individual is a foreign person, citizenship is not the deter- 
mining factor. Any individual who is not a resident of the 
United States should qualify as a foreign person, as 
should a foreign corporation, foreign partnership, or 
foreign trust, subject to the qualification that a U.S. 
branch of any of those entities will be a U.S. person. '5 
Conversely, a foreign branch of a U.S. corporation, in— 
cluding the bank which organized the international 
banking facility, will constitute a foreign person. ‘6 An in- 
ternational banking facility, a foreign government, and 
international organization or any agency of either, will 
also qualify as foreign persons. '7 
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Expenses and deductions attributable, directly or indi- 
rectly, to gross income which is eligible for the special in- 
ternational banking facility deduction must then be sub- 
tracted from eligible gross income to get a net income fi- 
gure eligible for the special international banking facility 
deduction.18 This net income figureis then subject to 
further downward adjustment where the international 
banking facility is partly or wholly funded from U.S. 
sour'ces, as opposed to funded wholly from foreign 
sources. ‘9 This specific downward adjustment, by the in- 
eligible funding amount, is computed separately each 
year and is equal to a fractional share — equal to the 
amount of liabilities of the international banking facility 
from domestic sources over the world—wide liability of 
the international banking facility — of the eligible net in- 
come.20 
In addition to the downward adjustment to eligible net 
income for funding from U.S. sources (the ineligible 
funding amount), a further reduction of eligible net in— 
come by the floor amount may be required. Since the in- 
tent of the New York legislation is to grant the interna- 
tional banking facility tax benefit only to the extent that 
banks have increased their permissible activities in New 
York over the same activity conducted in New York dur— 
ing a base period, where a bank engaged in permissible 
activities during those base years, a downward adjust- 
ment is made based on the average of the annual aggre- 
gate amounts for the three base years, subject to a phase- 
out percentage based on a 10-year phase-out period.” 
This specific downward adjustment is computed sepa- 
rately each year and is equal to a fractional share — equal 
to the quotient of the product of the bank’s loans and de- 
posits during the base period, recorded in the financial 
books of its New York branch, agency, or office, which 
would have qualified as international banking facility 
qualified loans and deposits (“qualified loans and de- 
posits”) multiplied by the applicable phase-out percen- 
tage, all less the qualified loans and deposits for the cur- 
rent taxable year, other than those recorded in the finan- 
cial books of theinternational banking facility divided by 
the qualified loans and deposits for the current taxable 
year, recorded in the financial books'of the international 
banking facility — of the eligible net income less the in- 
eligible funding amount.22 ‘ 

The base period selected for comparison, in determining 
this last downward adjustment to eligible net income, is 
1975 through 1977. The phase-out percentage based on a 
10-year phase~out period is:23 

12. See sections 1450(0), 1453(f), Tax Law; sections R46-37.0(c), -37.3(f), 
N.Y.C. Adm. Code; The effective date of these sections was deferred until 3 
December 1981, the effective date of the Federal Reserve Board admend- 
ments to Regulations D and Q, see note 1. 
13. See sections 1453(f)(2)(A), (B), (C). 
14. See section 1453 (0(8)(A). 
15. See sections 1453(f)(8)(A), (B). 
16. See section 1453(f)(8)(C). 
17. See sections 1453(f)(8)(D),(E). 
18. See section 1453(f)(3). 
19 See sections 1453(f)(4), (5). 
20. See sections 1453(f)(4), (5). 
21. See seétions 1453(f)(4), (6). 
224 See section l453(f)(6). 
23. See section 1453(f)(6)(C). 
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Years Phase—outpercentage 

1981 to 1985 100% 
1986 80% 
1987 60% 
1988 40% 
1989 20% 
1990 nil 

B. California 

California tax law employs the unitary method of taxa- 
tion based on world-wide combined reporting. Under 
the California unitary method of taxation, 3 three factor 
formula — based on real and tangible property, payroll, 
and sales J“ is used in apportioning the income of a unit- 
ary25 multi—state or multi—national business. 

By comparing the size‘ of a foreign bank’s operations in 
California to the‘ size ofits wo‘rld-wide operations, a frac- 
tional share — equal to the average of its California 
payroll over world—wide payroll, California sales over 
world-wide sales, and California property over world- 
wide property — is applied against its world-wide income 
to determine the amount of the bank’s income subject to 
California state income tax. 
The unitary method of taxation based On world—wide 
.combined reporting can have an adverse effect on the 
taxation of foraign banks and, in general, has been vehe- 
mently opposed, because, it is claimed, it can inequitably 
and improperly allocate the tax burden of foreign banks 
and result in double taxation. Among some of the in- 
equities and problems cited are the difficulties involved 
in the translation of foreign currency base financial state- 
ments into dollar base financial statements. Identical 
transactions, and loans by the foreign bank and its 

agency, branch, or domestic subsidiary or affiliate, will 
earn different amounts ofincome dependent on fluctua— 
tions in foreign currency exchange rates. 
The unitary method of taxation, it is claimed, can be seen 
as a fee for doing business inlCalifornia, and not an in- 
come tax. Since the amount of the tax imposed depends 
on a comparison of the size of the bank’s operations in 
California to the size of its world-wide operations and 
not on the basis of its profitability in California, tax liabil- 
ity determined under the world-wide combined report- 
ing method has taken on the appearance of a fee for en— 
gaging in business in California, a fee which is substan- 
tially out of proportion to the income earned in Califor- 
ma. 
The situation may be exacerbated by the existence of 
minority shareholders holding stock in a domestic bank 
which is combined with its foreign parent bank. Here the 
fair market value of the minority shareholder’s stdck will 
be decreased by the California tax liability. 
While there have been continuing efforts to abandon the 
method of unitary taxation based on world-wide com— 
bined reporting, both in the California state legislature 
and the United States Congress, and céntinuing attacks 
on the constitutionality of the world-wide combined re- 
porting method in the courts,26 to date, all these efforts 
have failed. Limited relief, however, is available under 
the California tax law for international banking facilities. 

_ 
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Legislation was passed by the California legislature and 
signed into law on 25 September 1981 which provides 
that, in determining the income of an international bank- 
ing facility subject to California taxation, an_interna- 
tional banking facility maintained by a bank‘i‘n Califprnia 
shall be considered located without the state, and the 
property, payroll, and sales recognized as attributable to 
the international banking facility shall be attributed to 
the international banking facility in determining the 
proporty, payroll, and sales factors of the bank.27 In ef- 
fect, this will exempt income attributable to an interna- 
tional banking facility maintained in California from 
California taxation. The income attributable to an inter- 
national banking facility will be determined in accord- 
ance with the usual California apportionment rules, in- 
cluding world-wide combined reporting for a unitary 
business; however, it may not be the same as the income 
shown on the books of the international banking facility 
as having been earned by the international banking facil- 
ity. 

3. FEDERAL INCOME TAXATION 
The international banking facility is not a separately 
licensed bank or office, but simply a division of a bank, 
branch or agency. For federal income tax purposes, the 
international banking facility is taxed as a part of the 
bank, branch, or agency of which it is a division and not 
as a separate entity. It will be taxed under the normal fed- 
eral income tax rules which, unless subject to a favorable 
treaty, will generally subject its income to taxation under 
the code rules regarding taxation of foreign and U.S.- 
source income effectively connected with a U.S. trade or 
business.28 

Conclusion 

The international banking facility is the newest of the 
banking vehicles available to a foreign bank operating or 
choosing to operate in the United States. It enjoys the 
advantage of having its business activities treated as if 
conducted outside the United States for both regulatory 
and state income tax purposes. However, because the in- 
ternational banking facility is not a separately licensed 
bank or office, but simply a division of a bank, branch, or 
agency, the international banking facility is taxed for fed- 
eral income tax purposes as part of the bank, branch, or 
agency of which it is a division and not as a separate en- 
tlty.

~ 

24. See sections 25101. 25121, Revenue and Taxation Code. 
25. See Buthler Brothers v. McColgen, 17 Cal. 2d 664 (1941); Edison 
California Store v. McClogan, 30 Cal. 2d. 472 (1947). 
26. The United States Supreme Court has granted certiorari to two cases de- 
aling with the constitutionality of the state method of unitary income taxation 
based on world-wide reporting, and will continue hearing these cases in the 
next term. Chi’cago Bridge & Iron Co. v, Caterpillar Tractor et al., No. 81-349 
and Container Corp. of America v. Franchise Tax Board, No. 81-523; see 
Chicago Bridge Unitary Case Deferred, Tax Notes, May 10, 1982, p. 513. 
27. See sections 1,2, 3 Ch. 825, 19814982, Regular Session, adding sections 
23044, 25107, Revenue and Taxation Code. '

' 

28. See sections 894(b), (c), 881, 882, 894 IRC. 
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Fiscal Policies of the Middle East States 
with respect to Foreign Investment 

Ahmed Abdullah Al-kadi * 

In trying to attract foreign invest- 
ments, the Middle East States have 
created a good fiscal climate by 
enacting a number of investment 
'laws which provide for numerous tax 
incentives and tax holidays. This artij 
cle examines in particular the policies 
on inward investment of 3 States: the 
People’s Democratic Republic of 
Yemen, the Yemen Arab Republic 
and Saudi Arabia.1 The most favora- 
ble tax concessions are given to 
foreignjnvestments in industrial and 
agricultural development schemes. 
Examples are: 
(1) The Law on the “Encourage- 
ment of Investment”, No. 25 of 
1981,2 of the People’s Democratic 
Repubic of Yemen provides for the 
following incentives: (a) exemption 
from customs duties on importation 
of machinery and construction mate- 

rials necessary for the establishment 
or expansion of the project, on condi- 
tion that such machinery and con— 
struction materials are not available 
in local production; (b) exemption 
from customs duties on the importa- 
tion of spare parts for 2 years as of the 
date of the beginning of actual pro- 
duction for the market on condition 
that such spare parts are not available 
in the local market; (c) exemption or 
reduction of customs duties on im- 
portation of basic and raw material 
necessary for local production for 3 
years as of the date of commence- 
.ment of actual production for the 
market; ((1) licensed projects are 
exempted from income tax for a 
period not exceeding 5 years as of the 
date of commencement of actual pro- 
duction for the market; (6) the pro- 
ject is allowed to carry over its losses 
according to Income Tax Ordinance 
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8 of 1961; (f) the investor and the par- 
ticipant are exempt from income tax 
on 30% of their profits derived from 
investing and participating in the pro- 
ject.3 

E2) In the Yemen Arab Republic 
North Yemen) under Law 18 of 
1975, in connection with Promotion 
and Organization of Investment, a 
development project in which 
foreign capital may be invested is one 
which operates mainly in the fields of 
industry, agriculture, and tourism. 
Tax incentives are: (a) exemption 
from commercial, industrial and 
business taxes for 5 years as of the 
date of production. If the turnover of 
profits in the fifth year exceeds 
2,000,000 Yemeni Rials, then for an 
additional 5 years tax will be charged 
at only half the normal rates; (b) 
exemption from the payment of all 
kinds of import and customs duties 
on equipment, spare parts, and 
building materials for 5 years, which 
may be extended for an additional 3 
years. 

(3) The most illustrative law is that 
of Saudi Arabia. The Foreign Capital 
Investment Code of 1964 (Royal De— 
cree 35 of February 1964) provides 

* Research associate at the Faculty of Law and 
Political Sciences, Department of Financial Law, 
Budapest University. 
1. Examples of policies of other States of the re- 
gion, for the sake of comparison, are also indicated. 
2‘ Law 25 of 1981 entered into force on 22 Oc- 
tober 1981. It repealed the previous Law for Regu- 
lation and P1 omotion of Investment of 1969, No.23 
of 1971. 
3‘ In addition to tax incentives, the Law provides 
for a number of financial facilities. For instance, 
projects with special importance to the domestic 
economy and whose products are not destined for 
export are allowed to transfer the entire amount of 
annual profits abroad. Foreign employees of the 
project are allowed to transfer abroad up to 75% of 
their income, after paying the income tax due. 
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for tax exemptions for licensed in— 
dustrial and agricultural projects on 
net profits for 10 years, and 5 years 
for other projects. 

Requirements for 
doing business 
As a rule, participation of national 
capital in development projects is re- 
quired. In the People’s Democratic 
Republic of Yemen, under the 
above-mentioned investment law, 
the share of national capital, whether 
private or public, in an approved pro- 
ject is not defined. However, the Law 
establishes 21 Standing Committee 
which advises the Council of Minis- 
ters on almost all aspects of invest- 
ment, including the proportion of 
foreign participation in an approved 
project. Under the Investment Law 
of the Yemen Arab Republic, there 
are three categories of enterprises: 
national, where the Yemeni capital is 
at least 90%; mixed, where the 
foreign capital is more than 10%; and 
finally foreign enterprises, where the 
foreign capital is at least 90%.f1 In 
.Saudi Arabia, foreign capital may be 
invested without Saudi participation, 
but in this case it will not benefit from 
the provisions of the above-men— 
tioned Foreign Investment Code. In 
Kuwait, under Section 26 of the 
Commercial Law of 1961, Kuwaiti 
participation in a joint business must 
not be less than 51%. The State of 
Qatar follows the example of 
Kuwait, except that non-Qataris 
wishing to invest in industry, agricul— 
ture, mining, and the tourism busi- 
ness may be exempted from the 
above rule by the Minister of Fi- 
nance. In addition to this require- 
ment, there are a number of other re- 
quirements which a foreign investor 
should fulfill before commencing 
business, including the license and 
registration requirements. In Demo- 
cratic Yemen licenses are granted by 
a Standing Committee after the. ap— 
proval of the Council of Ministers. 
When a license is granted, the enter- 
prise is registered at the Civil Regis- 
trar. In the Yemen Arab Republic, 
the license is given by the Ministry of 
Economy. The project is registered 
in the Commercial Register Within 30 
days after granting the license. In 
Saudi Arabia, application must be 
made to the Foreign Capital Invest- 
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ment Bureau of the Ministry of In- 
dustry and Electricity to obtain a 
license to invest. Once the license is 
granted,5 the project must be im— 
plemented within 6 months, other- 
wise the Minister may cancel it.6 The 
project is registered in the Commer- 
cial Re$ister at the Ministry of Com— 
merce. The date of granting the 
license is important for the foreign in- - 

vestor from the viewpoint of Saudi 
taxation. If the company signs a busi- 
ness contract before the license was 
granted to it, then it does not enjoy 
the tax holiday provided for in the In- 
vestment Code. In this case, the com- 
pany is liable to Saudi income tax on 
all its income from the project includ- 
ing that part which accrued after the 
license was granted. 

Forms of business 
and company taxation 
Several forms of business where 
foreign capital may participate are 
known in the Middle East countries. 
In Democratic Yemen, no distinct 
legislation applies to corporate 
bodies, with the exception of State 
corporations. Private business is car- 
ried out by sole proprietorships, gen- 
eral and limited partnerships, and by 
private mixed or foreign companies. 
Private companies are taxed 0n the 
same basis as partnerships, at the rate 
of 37.5% of their annual net profits. 
The taxable income of‘a company is 
the gross income less deductible ex- 
penses which should be exclusively 
incurred by the taxpayer in the pro- 
duction of the chargeable income.8 In 
the Yemen Arab Republic, the law 
regulating companies is Presidential 
Act 106 of 1976. Beside general and 
limited partnerships, joint stock and 
limited liability companies are 
known. The tax is levied on the net 
profits of a foreign company derived 
from industrial or commercial ac— 
tivities regularly carried on in the Re- 
public. The annual taxable profits are 
charged at rates ranging from 7% on 
the first 7,500 Yemeni Rials (approx- 
imately 5 to 6 Rials equal US$ 1) ris- 
ing to 25% on any profits in excess of 
30,000 YR.9 In Saudi Arabia, the 
most acceptable form of business for 
foreigners is the joint stock10 or li- 

mited liability company. Companies 
are taxed on their net profits at rates 
ranging from 25% on the first 100,000 
Saudi Rials, rising to 45% on any 

amount in excess of 1,000,000 SR11 
(parity for the Saudi Rial is main- 
tained with the International Monet— 
ary Fund, so that 4.28 SR equal 1 
Special Drawing Right —— SDR). The 
Saudi tax system consists primarily of 
income tax and Zakat (an Islamic 
wealth tax on income and property). 
The Saudi portion of taxable income 
in a joint business is subject to the 
Zakat. Zakat rates are 2.5% on pro- 
fits of a joint stock company, and 
1.25% on profits of other legal en- 
tities. Zakat is levied on the total of 
the v taxpayer’s capital resources. 
Zakat and income taxes are collected 
by the Zakat and Income Tax De- 
partment. Generally, foreigners are 
subject to income tax,12 while Saudis 
are subject to Zakat. Nationals of 
Kuwait, Bahrain and Qatar are con- 

4. Basically, non-residents may participate with- 
out limit in the capital of any kind of company in- 
corporated in the Yemen Arab Republic. 
5. A license is not required in connection with 
work done for the Government; the contract with 
the Government is enough. Licenses must be 
granted to those operating in the private sector. 
6. When the project is incorporated, the corpo- 
ration acquires Saudi nationality, and its headquar- 
ters should be in the Kingdom. 
7. All persons carrying on business in Saudi 
Arabia must record certain information in the 
Commercial Register. An enterprise located in sev- 
eral Saudi provinces must register in each province. 
8. The law regulating company taxation is In- 
come Tax Ordinance 8 of 1961, which regulates 
taxes imposed on individuals, This Ordinance, 
enacted before independence, remains in its 
amended form the governing legislation for income 
tax purposes. State corporations, which are regu- 
lated by Law 13 of 1979, are also obliged to pay tax 
under the Income tax Ordinance (as amended). 
9. The law regulating taxes on commercial and 
industrial profits is Law 11 Of 1972. Individual tax- 
payers falling under this category of taxpayer have 
an exempt minimum amount of 7,500 YR. 
10. Members of a joint stock company should 
number not less than 5, and are liable for company 
debts only to the extent of the value of their shares. 
The share capital of this form of company may not 
be less than 200,000 SR, but if such a company of- 
fers its shares to the public for subscription then the 
share capital may not be less than 1,000,000 SR. 
11. Company tax rates apply to the following: 
(a) net profits of a foreign company operating in- 

sidé the Kingdom, or inside and outside the 
Kingdom simultaneously; 

(b) the total share of the net profits of a Saudi 
company attributed to non-Saudi sharehold- 
ers; 

(c) the total share of the net profits of a partner- 
ship attributed to non—Saudi sleeping 
partners. 

The tax is imposed on both companies on those 
non-Saudi individuals investing in a Saudi company 

‘ 

(sleeping partners) at the company level rate. 
12. An income tax law was introduced in 1950 
(Royal Decree 17/2/28/3321). Since then it has un— 
dergone several amendments by Royal Decrees 
and Circulars. The income charged is the income 
derived within the Kingdom, 
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sidered Saudis for tax purposes. Joint 
stock and limited liability companies 
are also the most favorable forms of 
business for foreigners in the Gulf 
States. 
In each of the United Arab Emi- 
rates, 13 different laws prevail with re- 
spect to the establishment of a busi- 
ness. In an attempt to harmonize 
these laws, particularly in establish— 
ing industrial projects, the Organiza- 
tion of Industrial Affairs Act (Fed— 
eral Act 1 of 1979) was enacted which 
applies to all industrial projects in the 
Federation. The Act requires regis- 
tration and licensing of all industrial 
projects by the Industrial Advisory 
Committee in the Ministry of Fi- 
nance and Industry. Under Section 8 
of the Act, no license will be granted 
to any project unless it is established 
by U.A.E. citizens or by a company 
51% of which is owned by U.A.E. 
Citizens. Foreign companies must 
comply with this requirement or wind 
up their business within 2 years as of 
the date of the Act. Projects meeting 
the requirements of the Act are 
granted several privileges, e. g. sup- 
ply of land, electricity and water at 
nominal prices, an unlimited period 
of exemption from customs duties on 
import of machinery, equipment, 
raw materials, and an exemption of 
the profits from all taxes for a period 

of 5 years. Tax Decrees in the Emi— 
rates are almost the same. Taxes are 
generally very low. The first 
1,000,000 Dirhams of taxable profits 
are practically not chargeable, 10% is 
charged on the next 1,000,000 
Dirhams, rising to 50% on the 
amount in excess of 5,000,000 
Dirhams. The Ruler has wide tax au- 
thority. He may exempt any enter- 
prise, for any period of time, from 
taxes due and may even exempt any 
foreign project from the local partici- 
pation requirement set by law. 

Conclusion 
Middle East countries fall under the 
category of developing states. How- 
ever, unlike other developing coun- 
tries, many possess huge monetary 
resources from which they are able to 
finance their development projects 
and schemes. For this reason, the in- 
terest of foreign businessmen and in- 
vestors is more and more focused on 
this region. 
The general attitude towards foreign 
investment is positive. Nevertheless, 
it is guided by two basic trends: the 
first is restrictive towards foreign in- 
dividuals wishing to do business, par- 
ticularly engaging in trade; the sec- 
ond is the waiving of restrictions and 
the offering of incentives for foreign 

investors desiring to do business in 
the form of companies where local 
capital is a partner. Therefore, it is 
more suitable for foreigners to invest 
their capital in joint stock and limited 
liability companies. In this case, the 
most preferential treatment is ob- 
tained by those foreigners who en— 
gage in projects defined by the local 
authorities as development projects. 
Such projects are in the first place in- 
dustrial projects, promoting the pro- 
duction of local goods. Another not- 
able trend now prevailing is that the 
governments of the Middle East 
countries are more and more en- 
gaged in mixed projects with foreign 
participation. Foreign partners in 
mixed governmental enterprises are 
exempt from fulfilling a series of re- 
quirements demanded by domestic 
laws, for instance, the license and 
registration requirements. The con- 
tract with the Government is enough 
to commence business, and in many 
cases will not render the foreign com- 
pany liable to taxes. 

13. The United Arab Emirates is a Federation of 
7 Emirates, formerly known as the Trucial States. 
They are: Abu Dhabi; Ajman, Dubai, Fujairah, 
Ras al Khaimah, Sharjah and Umm al Quwain. 
Every Emirate has its own ruler. The President of 
the Federation is the Ruler of Abu Dhabi. 

IFA NEWS 
continued from page 539 

USA BRANCH 
The USA Branch of IFA will hold its annual meeting on 
10—11 February 1983 in the Beverly Wilshire Hotel, Be- 
verly Hills, California. The program features a number 
of “updates” during which speakers will discuss develop- 
ments in specific fields. The subjects are: 

Subject , Speaker 
Technical update D. Brockway 
Treaty update P. Lerner 
Singapore update D. Hong 
Australia update J. Kirkwood 
Hong Kong and People’s 
Republic of China update F. Paul 
Japan update H.,Olsen F IRPTA J. Forry 

> 

problems. 

A panel consisting of Messrs. Hong, Kirkwood, Paul, 
Olsen, Tillinghast and Abrutyn will discuss Pacific Basin 
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MALAYSIA: 

The 1983 Budget 
Extracts from the speech pronounced by the Minister of Finance, Y.B.M. 
Tengku Razaleigh Hamzah, introducing the Supply (1983) Bill in the House of 
Representatives on 22 October 1982. 

Sales tax 

As a revenue measure, I propose to increase 
the rate of sales tax fromv5% to 10%. This tax 
presently affects only about 25% of the goods 
imported and produced in the co'untry. Thus, 
about 75% of all these goods are exempted 
and these include food items, pharmaceuti- 
cals, raw materials and machinery, construc- 
tion equipment and building materials. Iwant 
to make it clear that these items will continue 
to be exempted. 

Service tax 
I also propose to increase the scope and rate 
of the service tax as follows: 

(a) the current rate of 5% will be increased 
to 10%; and 

(b) the service tax will now be extended to 
include all restaurants, bars and coffee 
houses located outside hotels and also 
private clubs. However, this change will 
only apply to these establishments if 

their annual sales turnover is $ 500,000 
and above, and this will be made effec- 
tive from lst January, 1983. 

Export incentives 
In order to strengthen the Balance of Pay- 
ments I propose to improve certain export in- 
centives. Currently, the export allowance and 
the double deduction on expenses for export 
promotion are only limited to manufacturers 
who export. These incentives will now be ex- 
tended to traders who export locally man- 
ufactured goods. Further, it is proposed that: 
(a) the present export allowance of 2% 0n 

ex-factory value of exports and 10% on 
the increase in value of exports, will be 
replaced by a new flat rate of 5%; 

(b) the export allowance will now be calcu- 
lated 0n the basis of f.0.b. value of ex— 
ports; and 

(c) the maximum allowable double deduc— 
tion for overseas accommodation and 
subsistence expenses will be increased 
from the present $ 100/- per day to 
$ 200/— per day. 

Liberalisation of exports 

The Government will also liberalise the ex- 
port of a number ofproducts by removing the 
present export licensing and export duty of 
5%. Thus, export licensing will no longer be 
required for the export of various products 
such as sugar confectionery, chocolate, mee— 
hoon, mee and similar products, fruit juices, 
aerated waters, PVC resin and compounds, 
glass bottles and wire ropes. 
The export duty on cement and clinker, 
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round and flat bars of iron and steel as well as 
mosaic, wall and roofing tiles will be 
abolished. However, since these items are 
classified as essential materials that are re- 
quired by the housing and construction indus- 
try', they will continue to remain under export 
licensing. 

In line with the proposals to liberalise ex- 
ports, I also propose to abolish the 15% ex- 
port duty on coconuts and copra. Coconut 
prices in the country have declined sharply in 
recent months and are much lower than the 
prices obtained in the export market. With 
the lifting of the export duty on coconuts and 
copra, this will help to facilitate export and 
improve the incomes of coconut producers 
and smallholders in the rural areas. 

Liberalisation of import procedures 
Hon’ble Members will recall that one of the 
measures introduced last year concerned the 
liberalisation of import duty procedures on a 
wide range of raw materials. As a continua- 
tion of this effort to improve the system of 
duty exemptions, I propose to expand further 
on the list of raw materials which are eligible 
for consideration under this new procedure. 
The procedure will be simplified by integrat- 
ing the reduced surtax into the import duty, to 
enable manufacturers to obtain the reduced 
surtax on the raw materials automatically, 
without having to apply for it.

' 

The Reinvestment Allowance amounting to 
25% 0f the expenditure on plant, machinery 
and industrial buildings was first introduced 
in the 1979 Budget and will end in the year of 
assessment 1983. This incentive is aimed at 
encouraging manufacturing industries to un- 
dertake expansion of their plants. As this in— 
centive has been found to be attractive to the 
private sector, I propose to extend the Rein— 
vestment Allowance up to the year of assess- 
ment 1986. 
Hon’blé Members will recall that in last year’s 
Budget Speech, I also extended the Acceler- 
ated Depreciation Allowance to assessment 
year 1986 and at the same time, made this in— 
centive available to all industries. 

Import duty on motor vehicles 
for private use 
Hon’ble Members will agree that we import a 
large quantity of conspicuous consumption 
and luxury items, which do not contribute to 
the productive capacity of the economy. For 
instance, in 1981 the import value of motor 
vehicles for private use amounted to $ 800 
million, an increase of 12% over thatof 1980. 
I therefore propose to increase the import 
duty on completely-buiIt-up (CBU) pas- 

senger cars for private/use and to introduce 
for the first time,/an/import duty on com_- 
pletely-knocked=down (CKD) motor VChl- 
cles. ' 

Thus, the import duty on CBU passsenger 
cars for private use will be increased: 
For cars valued less than $ 20,000, from 60% 
to 90%; 
For every Ringgit of the next $ 5,000, 110%; 
For every Ringgit of the next $ 5,000, 135%; 
For every Ringgit of the next $ 5,000, 160%; 
and ‘ 

For every Ringgit of the balance, 200%. 
For CKD passenger cars, I propose to intro- 
duce an import duty of 15%. This measure is 
designed to encourage a higher level of local 
content and import substitution in the motor 
vehicle industry. Commercial vehicles will 
not be affected by this new duty. 
In addition, I propose that locally assembled 
passenger cars intended for use as taxis be 
given full exemption from excise duty. 

Import and excise duties 
on liquor 
From cars I move to liquor. I propose that the 
current import duty on beer and liquor be in- 
creased between a range of 10% to 40% and . 

that the excise duty for locally produced beer 
and stout, be also increased by 60% from 
$ 1.25 per litre to S 2.00 per litre. 

Import and excise duties 
on tobacco 
Similarly, I propose to increase the import 
duty on unmanufactured tobacco by 54% 
from $ 32.54 per kg.-to $ 50 per kg. The im- 
port duty for cigarettes and other items will be 
raised within a range of 3% to 137%. Besides 
providing additional revenue to the Govern- 
ment for development purposes, these tax 
measures will also encourage the greater use 
of locally grown tobacco, and help increase 
the incomes of about 53,000 farm families. 
Consequent to the increase in import duty on 
tobacco, I also propose to increase the excise 
duty on locally manufactured cigarettes from 
$ 4.37 per kg. to $ 9.00 per kg. 

Computers 
I would add that consistent with Govern- 
ment’s wide ranging policies tolencourage the 
private sector to modernise more rapidly and 
become more competitive internationally, I 

also propose to abolish the 25% import duty 
on computers. 

Research and development 
At present companies undertaking research 
are allowed single deductions for tax pur- 
poses in respect of expenditure incurred on 
research provided that the research is scien- 
tific in nature and is related to their business. 
It is now proposed to improve this incentive 
by removing these conditions so as to encour- 
age more companies to undertake research. 
The improved incentives will be made avail— 
able only ifthe companies undertake research 
that has been approved. The improved inccn- . 

tive is as follows: 

(a) l'/3 deduction for revenue expenditure 
for R and D; 
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(b) such research may be carried out by the 
taxpayer himself or on his behalf by any 
scientific association, university or col- 
lege or research institution; 

(c) buildings for R and D be deemed to be 
industrial buildings and be entitled for 
industrial building allowance. 

As Hon’ble Members will agree, there is al— 
ready 3 wide range of incentives for the pri- 
vate sector. These investment incentives are 
very liberal and include exemptions and a1- 
lowances on income tax, import duties and 
sales tax. Further, the incentives cover not 
only the manufacturing sector but also other 
industries such as the hotel and shipping in- 
dustries. ' 

The main concern of the Government now is 
to allow time for these incentives to be fully 
absorbed into the economic system and to en- 
sure that the various incentives are im- 
plemented effectively rather than offering 
new incentives. We want to be sure that the 
private sector is able to realise the full benefits 
of these extensive tax concessions and incen- 
tives before new incentives are provided. To 
this end, the Government will continue to im- 
prove the present system of incentives. 

Rubber smallholders 
The rubber smallholders, rubber estates and 
tin producers have continued to be hit by both 
rising costs and lower income and profits at 
the same time. 
I therefore propose to help alleviate the prob- 
lems of our rubber and tin producers by tak- 
ing the following actions: 
(a) in the case of rubber, the export duty will 

now apply only when prices exceed 170 
cents per kg. whereas before this, it was 
imposed when prices exceeded 154 cents 
per kg. ; 

(b) in the case of tin, the export duty will now 
apply only when prices exceed $ 26.40 
per kg., whereas before this, it was im— 
posed when prices exceeded $ 23.15 per 
kg. 

Road tax 
The Government has spent large sums of 
money to build new roads and bridges and to 
improve the existing network of roads. It is 
only fair that road users should pay more to 
assist in their maintenance. Furthermore, the 
rate structure should be made more progres- 
sive by injecting greater equity in the sharing 
of the burden in road taxes. I therefore pro- 

pqse to revise the road tax rates for cars for 
prlvate use. 
The proposal will not, however, affect owners 
of passenger cars with engine capacities of 
1,200 cc. and below. Cars with engine 
capacities of more than 1,200 cc. will now be 
subject to higher road tax ranging from 20 

v cents per cc. to $ 3.60 per cc. for cars above 
3,000 cc. Thus, owners of expensive cars, 
especially those in the 3,000 cc. category will 
pay more road tax. And owners of private 
diesel vehicles will pay five times more but at 
these new rates. 
I must stress, however, that these revisions 
w111 not affect buses, taxis, hlred cars and 
commerc1al vehicles. 

Motor vehicles owned by 
companies 

- Company owned passenger cars however are 
in a different category. Since they are used for 
business purposes, they should be charged 
different rates. Consequently, I propose that 
the road tax on cars owned by companies, 
should be four times the road tax on cars for 
private use. However, taxis, hired cars and 
commercial vehicles owned by companies will 
not be affected by this proposal. 

Appendices Concerning Taxation 
APPENDIX l 

Proposal to review the rate 
of sales tax 
Presently, all essential items are exempted from sales tax. However all other 
items attract a sales tax of 5% except for a few luxury items which attract a 
sales tax of 10% . The 5% general rate of sales tax has been effective since 1972 
when the sales tax was first introduced. There is therefore justification to raise 
this rate of tax to a higher level in order to increase the contribution ofthe sales 
tax to government revenue; It is proposed that the sales tax be increased to 
10%. This increase will not affect essential items which will continue to be 
exempted from sales tax. 

APPENDIX II 
Proposal to introduce the “credit system” 
in the sales tax administration

' 

Sales tax is a single stage tax which is imposed either at the importer’s level or 
at the manufacturer’s level. To avoid the multiple imposition of the sales tax, 
manufacturers are allowed to import or buy raw materials free from salés tax 
by using sales tax form No. 5. Some manufactures, however, are not able to 
utilise this facility to obtain tax exempt raw materials because of the size of 
their operations. They are therefore subject to sales tax on both the imports 
(raw materials) as well as the final products. To overcome this problem, it is 
proposed that the small manufacturers who for some reason or other are un- 
able to utilise the facility under the present system be given “credit” for the 
sales tax paid by them on the purchase of the raw materials and this credit be 
utilised to offset the sales tax that is payable on their final products. 
This proposal will take effect from lst January, 1983. 
APPENDIX Ill 
Proposal to increase the 
rate 01 service tax 
The current rate of service tax is 5% on taxable goods and services provided or 
sold in prescribed establishments. This rate of5% was first imposed in March 
1975 and has not been revised since then. It is proposed that the rate of service 
tax be increased from 5%‘to 10% in order to enhance the contribution of ser- 
vice tax to revenue.

\ 
APPENDIX IV 7 _/ 

Service tax 
Presently, the establishments covered by service tax are hotels, night-clubs, 
dance-halls, cabarets, health centres and massage parlours. The present 
coverage of the service tax is very narrow. It is therefore proposed that this 
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base be widened and that the service tax be extended to the following: 
(i) all restaurants, bars, snack-bars and coffee houses located outside hotels 

and having an annual sales turnover of $ 500,000 and above of prescribed 
goods and services; 

(ii) all private clubs having an annual sales turnover of $ 500,000 and above 
of prescribed goods and services. 

This proposal will take effect from lst January 1983. 

APPENDIX VV 
Proposal to abolish all duties from cine-cameras, sound recorders 
etc. for film of less than 16mm width, perfurmes, cosmetics, 
transistor radios and ball point pens (other than plastic) 
In the last Budget all duties from cameras, watches, fountain pens and lighters 
were abolished with the aim of promoting tourism and the growth of related 
industries. It is now proposed that all duties on perfumes, certain types of 
cosmetics, cine-cameras, projectors, sound recorders, transistor radios and 
transistor radios with sound recorders and ball point pens (other than plastic) 
be abolished. These items are not produced locally and with the abolition of 
these duties it is envisaged that the retail trade in these items will further ex- 
pand throughout the country. The full list of these items is in Attachment I.l 

APPENDIX VI 
Proposal to remove certain selected 
items from export licensing 
To further encourage the export of certain selected products, it is necessary ' 

that these products be allowed to be exported freely. It is therefore proposed 
that the following pfoducts be no longer subject to export licensing: 
(i) Sugar confectionery not containing cocoa 
(ii) Chocolate, chocolate candies and other chocolate confectionery 
(iii) Macaroni, spaghetti similar products like meehoon, kowy teow, mee and 

noodles 
(iv) Fruit juices requiring dilution before use And packed for retail sale, in— 

cluding fruit cordials, fruit syrup, rose syrup etc. 
(v) Aerated waters 
(vi) PVC resin and compounds 
(vii) Glass bottles 
(viii) Rubber drying plant 
(ix) Diamonds and precious stone set or unset 
(x) Carbon black 
(xi) Explosives 
(xii) Wire ropes. 

1. The Attachments are not reproduced here. 
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APPENDIX VII 
Proposal to abolish the export 
dutypn certain selected items 
In order to encourage exports it is essential that they should be competitive in 
the world markets. Exportduty is a factor which inhibits the penetration'of 
these markets because it increases the price of the product exported. [t is pro- 
posed that the export duty of 5% on the following items be. abolished. 

(a) Cement&c|inker (b) Round barsofironand 
underTariff Code steel underTariff Code 
2523 100 73.10 210 

200 290 
300 299 
900 

((3) Flat barsofiron and (d) Mosaictiles under 
steel underTariff Code Tariff Code 
7310 910 69.07 900 

930 69.08 900 
990 

(e) Roofingtiles (f) Frozen prawns 
underTariffCode underTariffCode 

69.05 100 03.03 111 to 299 
900 

However to ensure adequate local supply, the export of these items wil con- 
tinue to be subject to export licensing. 

APPENDIX VIII 
Proposal to abolish the export duty 
on copra and fresh coconuts 
In the 1979 Budget the export duty on copra and fresh cocoriut was increased 
to 15% in order to discourage exports and ensure sufficient supply to domestic 
oil mills. This situation has however since changed. There has been a reduc- 
tion of local demand for these products. The reduction in the demand for 
coconut and copra is due to an increase in the processing of palm oil and the 
production of edible oils from it on a larger scale. The depressed prices of 
coconut and copra have been further aggravated by the export duty and this 
has in turn affected the livelihood of coconut growers. In View ofthe above it is 
proposed that the export duty on fresh coconut and copra be abolished so that 
coconut growers will be able to get more competitive prices for their produce. 

APPENDIX IX 
Proposal to include raw materials in the - 

Second Schedule of the Customs Duties Order, 1976 
In the 1982 Budget the surtax on the imports of a wide range of raw materials 
which were not available locally was abolished. Instead, the reduced rate of 
surtax at 2% or 3% as the case may be, which was payable under the existing 
exemption was integrated into the import duty. The advantage of this proposal 
to manufacturers is that they can obtain the reduced duty of 2% or 3% for im- 
porting their raw materials without having to apply for it. As a continuation of 
this exercise additional items of raw materials have been identified and it is 
proposed that the surtax on these items likewise be integrated into the import 
duty structure. (A list of the raw materials is in Attachment 11). 

APPENDIX X 
Reinvestment allowance 
The reinvestment allowance amounting to 25% of the expenditure on plant, 
machinery and industrial buildings and first introduced in the 1979 Budget 
ends in the year of assessment 1983. This incentive is aimed at encouraging 
manufacturing industries to undertake expansion of their plants. This incen— 
tive has been found to be attractive to the private sector and is open to all in— 
dustries which are not enjoying incentives under the Investment Incentives 
Act 1968. It is therefore proposed that the reinvestment allowance be ex- 
tended up to the year of assessment 1986. 

APPENDIX XI 
Proposal to increase the import duty 
on passenger motor vehicles 
In View of the large increase in imports of motor vehicles (CBU and CKD) it is 
proposed that as a revenue raising measure the import duty on the completely- 
builtAup (CBU) motor vehicles be increased and that an import duty on com- 
pletely-knocked-down (CKD) motor vehicles be imposed for the first time. 
This high duty will also encourage greater use of locally made parts. The new 
rates are as follows: 
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(i) Importduty on CBU Present Proposed 
motorvehicles rate rate 
On value of less than $ 20,000 60% 90% 
Next$ 5,000 70% 110% 
Next$ 5,000 80% 135% 
Next$ 5,000 90% 160% 
On the balance 100% 200% 

(ii) Import duty on CKD 
motorvehicles Nil 15% 

With a view to offset the increased cost of passenger cars to taxi operators due 
to the higher import duty, it is proposed that locally assembled cars intended 
for use as taxis be wholly exempted from excise duty. 

APPENDIX XII 
Proposal to increase the import duty and 
excise duty on liquor 
The current rates of import duty and excise duty on liquor were imposed in 
1980. From the health point of View, liquor is an item whose consumption 
should be discouraged. In View of this, it is proposed that the import duty on 
liquor be increased within a range of 10% to 40%. Further since some types of 
liquor are produced locally, it is proposed that the excise duty on beer and 
stout be accordingly increased by 60% from $ 1.25 per litre to $ 2.00 per litre. 
Details of the proposed changes are in the Attachment [11. 

APPENDIX XIII 
Proposal to increase the import duty and 
excise duty on tobacco 
Tobacco is another item whose consumption should be discouraged. The cur- 
rent rates ofimport duty and excise duty were imposed in 1980. In View ofthis, 
it is proposed that the import duty on unmanufactured tobacco be increased by 
54% from $ 32.54 per kg. to $ 50 per kg. Similarly, it is proposed that the im- 
port duty on cigarettes and other items of manufactured tobacco be increased 
within a range of 3% to 137%. In keeping with the above increases it is pro- 
posed that the excise duty on locally manufactured cigarettes be increased by 
105% from $ 4.37 per kg. to $ 9.00 per kg. Details ofthe proposed Changes are 
in Attachment IV. 

APPENDIX XIV 
Revision of export incentive 
In view of the strategy to stimulate exports of manufactured goods, the tax in- 
centives forcxports have to be reviewed in order to encourage the manufac- 
turing industries to sustain and improve that export performance. It is there- 
fore proposed that: 
(a) the maximum allowable double deduction for overseas accommodation 

and subsistence expenses be increased from the present $ 100 to $ 200; 
(b) the existing export allowance: 

(i) be made available to all exporters, including traders; 
(ii) the basis of calculating the allowance be based on f.o.b. value ofex- 

‘ port instead of the ex-factory value; and 
(iii) the existing rate 0f2% for value of export and 10% for increase in 

performance be replaced by a flat rate 0f5%. 
It is also proposed that Masterbatch be included in the list of products not elig—

‘ 

ible for export allowance. 
This proposal will be effective from the basis year 1983. 

APPENDIX XV 
Proposal to abolish the import duty on computers 
The current import duty on computers is 25%. It is felt that the private sector 
should be encouraged to make greater use of computers in order to increase its 
efficiency and performance. In view of this, it is proposed that the import duty 
on computers be abolished. However such imports will continue to be sub- 

. 

jected to sales tax and surtax. 

APPENDIX XVI 
Promotion of looal research and 
development (R&D) 
At present companies undertaking research are allowed singlededuptions for 
tax purposes in respect of expenditure incurred on research provided that the 
research is scientific in nature and is related to their business. It is now pro- 
posed to improve these incentives by removing the_se conditions so as to en- 
courage more companies to undertake research. These improved incentives 
will be made available only if the companies undertake research that has been 
approved. The improved incentives are as follows: 

© 1982 Interhational Bureau of Fiscal Documentation — BULLETIN

,



(a) 11/3 deduction for revenue expenditure for R and D; 
(b) such research may be carried out by the taxpayer himselfor on his behalf 

by any scientificassociation, university or college or research institution; 
(0) buildings for R and D be deemed to be industrial buildings and be enti- 

tled for industrial building allowance. 
The proposal will be effective from the year of assessment 1984, 

APPENDIX XVII 
Proposal to review me present method of 
calculating the export duty of rubber 
based on the gazetted value of rubber 
Since August 1981 the Government has been collecting export duty on rubber 
based on the gazetted value of RSSI, RSS3 and SMR20. Though this system is 
a simplification over the previous system whereby 9 different grades of rubber 
(3 RSS and 6 SMR) were used in determining the gazetted value of rubber, 
however it has been found that the present system is still not satisfactory in that 
it causes disputes on the grades of rubber to be exported especially those in the 
R351 and R332 categories because under the existing system though RSS2 is a 
lower grade of rubber as compared to R881 yet exports of RSS2 attract the 
same amount of duty as that of RSS] . This has resulted in much inconvenience 
and dissatisfaction amongst exporters. In view of this, it is proposed that the 
export duty on rubber be collected on the gazetted value of R882, RSS3 and 
SMR20 so as to minimise disputes pertaining to the grades of rubber that are 
exported and facilitate the clearance of shipments of rubber at the various 
points of export. 

APPENDIX XVIII 
Proposed changes to the threshold price 
of rubber and tin 
The cost of production of rubber and tin has increased since the threshold 
price was last revised in December 1981. In View of the above, it is proposed 
that the threshold price of rubber be revised from 154 cents per kg. to 170 cents 
per kg. and that for tin be revised from $ 23.15 per kg. to $ 26.40 per kg. 

APPENDIX XIX
‘ 

Feedmill 
Presently the import duty on wheat pollard and wheat bran attract an import 
duty of 13%. These are ingredients for the animal feed industry. As the pre- 
sent local supply of these products is insufficient to meet the needs of the feed- 
mill industry, it is felt that a reduction in the import duty of these products will 
assist the feedmill industry and the poultry farmers in reducing cost of produc- 
ing food. It is therefore proposed that the import duty on wheat pollard and 
wheat bran be reduced from 13% to 5%. 

APPENDIX XX 
Proposal to increase the road tax on 
private passenger cars 
The road tax on motor vehicles for private use was last revised in 1980. In View 
of the current recession, it is proposed that the road tax be increased and that 
the existing road tax structure be made more progressive. The higher road tax 
will apply to both petrol and diesel powered cars. 
The proposed road tax structure for petrol powered cars is as follows: 

Rate (C‘s. per 00) Road tax payable (35) % increase 
in rate of 

Engine capacity Present Proposed Present Proposed road tax 

First1000cc. 13 13. 130 130 (Nil) 
Next200 cc. 15 15 160 160 (Nil) 
Next 300 cc, 15 20 205 220 (60) (333) 
Next 500 cc. 30 35 335 395 (1 75) (167) 
Next 500 cc. 50 80 605 795 (400) (60.7) 
Next 500 cc. 80 200 1005 1,795 (1000) (150.0) 
On the balance 120 360 1605 3,595 (1 800) (200) 
With regard to diesel powered cars, the road tax payable will remain at 5 times 
that of the road tax payable on petrol powered cars. 

APPENDIX XXI 
Proposal to increase the road tax 
on private passenger motor vehicles 
owned by companies 
Presently there is no difference in the rate of road tax that is payable on a com- 
pany owned car and that owned by an individual. As the maintance of cars 
owned by companies (inclusive of road tax) is treated as an expense item for 
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purposes of income tax whereas no such allowance is given to cars owned by in— 
dividuals, it is proposed that the road tax on motor vehicles owned by com- 
panies be payable at four times the road tax payable on motor vehicles owned 
by individuals. 

APPENDIX XXII 
Withholding tax on non-resident contractors 

' and professionals 
In order to resolve problems of taxing non-residents and at the same time to 
protect government’s revenue, it is proposed that: ‘ 

(i) All persons making payments to a non-resident person who is a contrac- 
tor, consultant or professional shall upon paying or crediting such pay- 
ments, deduct therefrom tax at the rate of 15% 0f the contract payment 
pertaining to the service portion of the contract. 

(ii) All persons making payments to a non-resident person who is a contrac- 
tor shall upon paying or crediting such payments, deduct therefrom a 
further 5% of the contract payment pertaining to tllgservice portion of ‘ 

the contract to cover the tax obligation of the employees. 
The taxes 56 deducted in (i) and (ii) above are to be accounted to the Revenue 
Department within 30 days of such payments. These deductions, however, are 
not a final tax. The final liability of tax will be computed when the taxpayer 
files in his income tax returns. 

APPENDIX XXIII 
Review of stémp duty 
The last review made on stamp duties was in 1967. Therefore some of the 
duties are outdated and rates are low, having been eroded over the years by in— 
flation. 

Proposals 
With a view to rationalising the existing rates and to deleting duties on instru- 
ments which are outdated, it is proposed that the First Schedule to the Stamp 
Duty Ordinance be reviewed: . 

(i) Duties which originally were at $ 1, $ 3 and $ 5 are recommended to be 
increased to $ 3, $ 5 and $ 10 respectively to suit current needs. 
Nevertheless, where appropriate, to lessen the tax burden on the lower 
income groups the current level of exemption for some instruments is in- 
creased or otherwise new exemption provisions are introduced e.g. for 
affidavits, although duty is increased from $ 2 to $ 5, an exemption pro— 
vision is introduced for situations where the statutory declarationjs re— 
quired to conform with government regulations. 

(ii) Duties on cheque to be increased from 10 cents to 15 cents and the exist- 
ing $ 10/- duty each of article and memorandum of association for com- 
panies is to be increased to $ 100 each. The new rates do not apply to sole 
proprietorships and partnerships, 

(iii) Duty on the transfer of shares, stocks or marketable securities which at 
present attract 2 separate duties of 15 cents ad valorem (Le. where the 
name of transferee was filled prior to execution of transfer) and 30 cents 
ad valorem (Le. for any other case) is recommended to be standardised 
to 30 cents ad valorem. 

(iv) Duties imposed on instruments which are considered archaic such as 
charter party and notarial act are to be deleted. 

APPENDIX XXIV 
Tax exemption of pension and gratuity 
With a view to retaining the benefits to the pensioners prior to the introduction 
of Cabinet Committee Report and to alleviate hardship for those who are re- 
tired due to ill-health it is proposed that:

_ 

(i) All gratuity received by Government employers, whose retirement is ap— 
proved on or after the 22nd October 1982, be exempted from income tax. 

(ii) Pensions received by persons retiring after reaching 55 or upon reaching 
any compulsory age of retirement under any written law, who are retired 
on grounds of ill-health also be exempted from tax. This proposal will , 

take effect from year of assessment 1983. 

APPENDIX XXV 
Tax exemption for house owners on transfer 
In the 1981 Budget, tax exemption on rental income from houses has been 
granted to persons who are being transferred beyond 20 miles of the original 
place of residence. This exemption however is limited to transfers within 
Malaysia. Persons on overseas transfers are not eligible. 
With a view to giving equal treatment to such persons, it is proposed that this 
exemption be amended to include persons who are transferred overseas. The 
condition that such persons must first be in occupation of their houses before 
their transfers is retained. 
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SOLOMON ISLANDS: 
New Income Tax Incentives for Investors 

New incentives to encourage investment in Solomon Islands 
were introduced by the Minister of Finance, the Hon. B 
Ulufa’alu, in two orders signed on 6 August. The orders, which 
amend the Second Schedule to the Income Tax Act, are the In- 
come Tax (Deduction of Capital Expenditure on Re-afforesta- 
tion) Order 1982 and the Income Tax (Deduction of Capital 
Expenditure on Special Development Assets) Order 1982. 
The purpose of the re-afforestation order is to encourage the 
timber industry to invest in re-afforestation by providing im- 
mediate tax relief for the cost of clearing and preparing land, 
purchasing, planting and maintaining trees and the costs of 
rents, rates, insurance and interest related to rte-afforestation. 
Under the new law investors will be able to offset these costs 
against taxable profits in the year the re-afforestation expenses 
are incurred. There is also the option to spread the relief over 
15 years. 
The special develOpment asset order provides a similar tax 
concession. The order permits the Minister in the national in— 

terest to declare the activity of any investor to be a special de- 
velopment activity for a period of up to 5 years. During this 
period the investor will be able to offset the cost of develop- 
ment activity assets against taxable profits in the year the asset 
is purchased or to spread the relief forward by claiming stan- 
dard depreciation. 
This concession is aimed at encouraging and promoting new 
forms of investment activity which will help to develop the Sol— 
omon Islands economy. Factors which the Minister will take 
into account in considering applications for special develop- 
ment activity status include the contribution the new invest- 
ment activity will make towards increased exports, import sub- 
stitution, employment opportunities and the development of 
rural areas. 

A comprehensive description of the tax system of Solomon Is- 
Iands is contained in our publication: Taxes and Investment in 
Asia and the Pacific. 

SOME HIGHLIGHTS OF BUSINESS TAXATION 
COMPANY TAX RATE —35% for companies incorporated in Solomon Is— 
lands and 50% for other companies. 
DIVIDEND WITHHOLDING TAX — Resident companies are required to 
deduct withholding tax from dividends at the rate of 35% from dividends 
paid to non-residents and at the rate of 20% in the case of dividends paid 
to residents. The gross dividends are a deductible expense of the paying 
company. 
NON-RESIDENT WITHHOLDING TAX « Certain gross income payments 
to non-residents are liable to withholding tax in lieu of individual and com— 
pany taxes. The rates of deduction are: 

Interest 15 % 
Know—how payments ' 15 % 
Royalties 15 % 
Income from contracting ‘ 6 % 
Outward income from ships and aircraft 2.5% 
Insurance premiums 15 % 
Film rental 5 °/o 

BONUS ISSUE TAX — Bonus issues are not subject to tax until the amount 
capitalised is distributed. The rate of tax on such a distribution is 20%. 
BUSINESS LOSSES —A deficit for any year may be set off against the pro— 
fits. of a future year if the shareholders are substantially the same (51%). 
There are no time restrictions 

V 

CAPITAL ALLOWANCES IN LIEU OF DEPRECIATION 
Buildings, building fixtures and fittings. bridges, 
wharves, slipways, boilers and oil storage tanks 
Plant, machinery, ships. vehicles and aircraft 

5% d‘v. 
25% d‘v. 

I 

3.25%. 

Assets used by a timber concessionnaire for cutting, 
extracting and processing timber from a timber 
concession and low cost housing for employees 
Cost of purchasing and planting coconuts, oil palms 
and cocoa; provision of yards, fences and water 
supplies for livestock; prevention of soil erosion; 
experimentation, scientific or other research 
expenditure 100% 
Capital expenditure on mining 20% pa. 
TAX HOLIDAYS — There is provision for the granting of tax holidays to 
pioneer companies where the investment is likely to provide significant 
benefits to the economy such as export contribution, net import substitu- 
tion, increased employment and deveIOpment of rural areas. 
FOREIGN |NVESTMENT— Foreign investment is governed bythe Foreign 
Investment Act which can be obtained from the Government Printer. PO. 
Box G. 14, Honiara. 

35% d.v. 

PROVINCIAL TAXATION 
Provinces have a wide range of rating powers including basic rates and 
rates on possessions and property. Basic rates vary between $1 and $90 
a year and are generally at a uniform amount per capita, although some 
provinces have introduced graduated rates according to the occupation 
or assessed income of the ratepayer. Basic rates are payable by all per- 
sons of or above the age OMB and resident within the area of a province’s 
authority unless generally or specifically exempted. Only the Honiara Mu— 
nicipal Authority has introduced general property rates based on the un— 
improved value of rateable land in the town. The current property rate is 

Business licence fees paid to provinces are treated as prepayments of in- 
come tax‘ 
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fihkgfipmy 
Books 

The publications listed in this bibliography have recently been acquired by 
the Bureau ’3 library which will gladly supply funher 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. 

AFRICA 

Gambia 
A GUIDE TO GAMBIAN TAXATION, 
financial and other matters. - 

Banjul, Arthur Young, Casselton Elliott & C0,, 
1982. 40 pp. 
(B. 13.117) 

AMERICA 

Brazil 

NOVO REGULAMENTO DO IMPOSTO DE 
renda. 
Rio de Janeiro, Gréfica Auriverde , 1982. 397 pp. 
Text of the new Income Tax Regulation enacted 
by Decree 85,450 of 4 December 1980 and 
complementary legislation. The Income Tax 
Regulation is a consolidation of the previous 
legislation. 
(B. 18.175) 

Colombia 

EL IMPUESTO SOBRE LA RENTA 
en Colombia. 
Tomo I: doctrina oficial de la Direccién general 
de impuestos nacionales. Tomo II: compilacién 
de las normas vigentes. 
Bogota, Ministerio de Hacienda, 1982. 935 pp. 
The Colombian Income Tax. Vol. 1: Official 
interpretation‘of the General Directorate of taxes 
on income tax legislation in force at July 1982, 
Vol. [1: Compilation of the legislation in force at 
July 1982, published by the Ministry of Finance. 
(B. 18.186) 

IMPUESTO SOBRE LAS VENTAS. 
Bogota, Ministerio de Hacienda, 1982.419 pp. 
The Colombian Sales Tax; a compilation of the 
laws, decrees, circulars, instructions, rulings, and 
decisions of the Supreme Court of Justice and of 
the State Council up to July 1982, published by 
the Ministry of Finance. 
(B. 18187) 

Cuba 
JOINT VENTURE-GESETZGEBUNG. 
Berichte und Dokumente zum 
auslé’mdischen Wirtschafts- und 
Steuerrecht, No. 158. 
Cologne, BFAI, 1982.48 pp. 
Monograph on joint venture law in Cuba, 
including an English translation of the joint 
venture law for foreign enterprises in Cuba, of 
Decree-Law 50 of 15 February 1982, and 
connected buisiness aspects in Cuba. 
(B. 18.173) 

U.S.A.
‘ 

GIFFORD, William C.; 
OWENS, Elisabeth A. 
International aspects of U.S. income taxation; 
cases and materials. 
Part three: taxation of U.S. citizens and residents 
and domestic corporations on foreign source 
income. 
Cambridge, Harvard Law School, 1982. 733 pp. 
Part three of casebook comprising five subtopics 
on the subject designed as a textbook for a course 
at the Harvard Law School, International Tax 
Program. 
(B. 104.080) 

TEAGUE, Burton W. 
Compensating foreign service personnel. 
The Conference Board Report No. 818. 
Brussels, The Conference Board, 1982. 26 pp. 
Study on compensation allowances of U.S. 
personnel abroad. 
(B. 103.994) 

RAVENSCROF'I‘, Donald R. 
Taxation and foreign currency. 
Supplement One 1973-1981. 
Cambridge, The Harvard Law School, 1982. 212 
pp., $ 30.00. 
Supplement One to this basic work covers the 
changes occurring between January 1973 and 
March 1981 with respect to judicial decisions and 
administrative rulings on the U.S. tax aspects of 
foreign currencies in international trade and 
investment. 
(B. 104.054) 

PROCEEDINGS OF THE FIFTY-FIFTH 
annual meeting of the National Tobacco Tax 

© 1982 International Bureau of Fiscal Documentation — BULLETIN 

Association in Tulsa, Oklahoma, September 13- 
16, 1981. 
Washington, Federation of Tax Administrators, 
1981. 46 pp. 
Proceedings and contributions to the meeting 
include: Indian smokeshop tax evasion in 
California, by J .D. Dotson; Indian cigarette 
taxation, by Edward L. Cole. 
(B. 104.036) 

1981 PROCEEDINGS OF THE 
seventy-fourth annual conference on taxation 
held under the auspices of the National Tax 
Association - Tax Institute of America at 
Chicago, Illinois, October 4-8, 1981. 
Editors: Stanley J. Bowers and Janet L. Staton. 
Columbus, National Tax Association, 1982. 315 
PP 
Printed papers include: Tax surveys in less 
developed countries: lessons from experience , by 
Richard Goodej Harmonization of sales and use 
taxation, by James M. Bickley; and Sales and use 
taxation of movable property in interstate 
commerce, by Mark D. Kaufman. 
(B. 104.072) 

THE UNDERGROUND ECONOMY IN 
the United States and abroad. 
Edited by Vito Tanzi. 
Toronto, Lexington Books, 1982. 340 pp., 
$ 39.50. 
Collection of essays which aims to measure the 
second economy of moonlighting in the U.S.A. 
and the relative importance of the black economy 
to a nation’s economic well-being. Other 
countries dealt with are United Kingdom. 
U.S.S.R., Italy, Norway, Colombia, Canada, 
etc., all contributed by various authors. The 
editor, Vito Tanzi, contributes Underground 
Economy and Tax Evasion in the United States: 
Estimates and Implications. 
(B. 104.078) 

ASIA AND THE PACIFIC 

Australia 

AUSTRALIAN FINANCIAL SYSTEM 
Final report of the Committee of Inquiry. 
Parliamentary Paper No. 208/1981. 
Canberra, Government Printer, 1981. 838 pp. 
Final report of the special inquiry committee on 
the Australian financial system. Taxation policy 
is included (company taxation; taxation of 
intermediaries; taxation of specific transactions; 
inflation and taxation). 
(B. 51.938) 
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India 

BALASUBRAMANIAN, V. 
Law and practice of estate duty with rules & 
forms. 
Fourth edition. 
Allahabad, Bharat Publishing House, 1982. 864 
PP- 
Extensive exposition of the law and practice of 
Indian estate duty as in force on 1 January 1982. 
(B. 51.965) 

Malaysia 

BUSINESS PROFILE SERIES. 
Malaysia. 
Second edition. _ 

Hong Kong, the Hong Kong and Shanghai 
Banking Corporation, 1982. 47 pp. 
Book in the Business Profile Series providing 
information on the country and its people, its 
resources and economic performance, incentives 
and taxation. 
(B. 51.976) 

Pacific Islands 

MAP OF THE PACIFIC ISLANDS 
Sydney, Pacific Publications Pty. Ltd., 76 
Clarence Street; 
Pacific Publications Pty. Ltd. , publishers of ‘he 
Pacific Islands Year Book, has issued a very 
detailed map of the Pacific Islands, which is 
especially useful for finding even the smallest 
islands in the South Pacific Ocean. The price of 
the map is £ 1.90 and is distributed in Europe by 
Global Book Resources, 109 Great Russell 
Street, London WClB 3ND. 
(B. 51.957) 

Pakistan 

PAKISTAN ANNUAL LAW DIGEST. 
A yearly publication containing digest of cases 
reported in all the Law Journals during the year. 
Lahore, Pakistan Annual Law Digest Office, 
1981. 1767 pp. 
Annual publication containing digest of civil, 
criminal and revenue cases reported in all law 
journals in 1981, 
(B. 51.964) 

Papua New Guinea 
BUSINESS PROFILE SERIES 
Papua New Guinea, Solomon Islands, Vanuatu. 
Hong Kong, The Hong Kong and Shanghai 
Banking Corporation, 1982. 79 pp. 
Book in the Business Profile Series providing 
information on the countries and their people, 
resources and economic performance, incentives 
and taxation. 
(B. 51.977) 

Philippines
> 

A SHORT GUIDE TO 
Philippine taxes. (Revised edition). 
Manila, National Tax Research Center, 1982. 96 
PP- 
Short description of the taxes levied in the 
Philippines. 
(B. 51.959) 
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Singapore 

BUSINESS PROFILE SERIES. 
Republic of Singapore. Third edition. 
Hong Kong, The Hong Kong and Shanghai 
Banking Corporation, 1982. 44 pp. 
Book in the Business Profile Series providing 
information on the country and its people, its 
resources and economic performance, incentives 
and taxation. 
(B. 51.975) 

Solomon Islands 
BUSINESS PROFILE SERIES. 
Papua New Guinea, Solomon Islands, Vanuatu. 
Hong Kong, The Hong Kong and Shanghai 
Banking Corporation, 1982. 79 pp. 
Book in the Business Profile Series providing 
information on the countries and their people, 
resources and economic performance, incentives 
and taxation. 
(B. 51.977) 

Thailand .— 

WELCOME TO THAILAND.
_ 

Bangkok, Board 0f.Investment, 1981. 32 pp. 
Introduction to Thailand as an investment 
country. 
(8. 51.960) 

IDENTIFICATION OF INVESTMENT 
opportunities. 
Bangkok, Office of the Board of Investment, 
1981. 33 pp. 
Investment opportunities in Thailand. 
(B. 51.961) 

THAILAND’S GROWTH STRATEGY. 
Bangkok, Board of Investment, 1980. 76 pp. 
Summary ofincentives for investment promotion 
in Thailand. Lists of activities eligible for 
promotion and those which are not are appended. 
(B. 51.962) 

Vanuatu 

BUSINESS PROFILE SERIES, 
Papua New Guinea, Solomon Islands, Vanuatu. 
Hong Kong, The Hong Kong and Shanghai 
Banking Corporation, 1982. 79 pp. 
Book in the Business Profile Series providing 
information on the countries and their people, 
resources and economic performance, incentives 
and taxation. 
(B. 51.977) 

EUROPE 

Eastern Europe 

LE GALL, Jean-Pierre. 
Fiscalité frangaise et investissements dans les 
Pays de l’Est. 
Collection “Perspectives économiques et 
juridiques”. 
Paris, Economica, 1982: 63 pp. 

French taxation and investments in Eastern 
European countries describes the taxation policy 
in the Socialist European countries with 
references to double taxation treaties concluded 
with France (the countries covered are Bulgaria, 
Hungary, Czechoslovakia, Romania, Poland, 
German Democratic Republic, U.S.S.R. and 
Yugoslavia. 

' 

(B. 104.052) 

Belgium 

MAATREGELEN VERVAT IN DE 
Volmachtenwet d.d. 2-2-1982. 
Amsterdam, Klynveld Main Goerdeler, 1982. 25 
PP- 
Summary of the government’s proposed 
measures, including taxation, contained in the 
“power of attorney law” of 2 February 1982. 
(B. 104.007) 

France 

CODE GENERAL DES IMPOTS. 
Tome I: Législation. Tome 11: Annexes et tables. 
Paris, Imprimerie Nationals, 1981. 844 pp. 
French General Tax Code in two bound volumes 
containing the consolidated text ofthe direct and 
indirect taxes effective as of 1 July 1981. Volume 
two deals with implementing regulations. 
(B. 104.127) 

NOUVEAU CODE DES IMPOTS. 
Livre des procédures fiscales. 
Paris, Imprimerie Nationale, 1981. 117 pp. 
New general tax code of France containing text 
regulations with respect to administrative 
procedures on direct and indirect taxes effective 
as of 1 July 1981. 
(B. 104.126) 

LE GALL, Jean-Pierre. 
Fiscalité frangaise et inv’éstissements dans les 
Pays de l’Est. 
Collection “Perspectives économiques et 
juridiques". 
Paris, Economica, 1982. 63 pp. 
French taxation and investments in Eastern 
European countries describes the taxation policy 
in the Socialist European countries with 
references to double taxation treaties concluded 
with France (countries covered are Bulgaria, 
Hungary, Czechoslovakia, Romania, Poland, 
German Democratic Republic, U.S.S.R. and 
Yugoslavia. 
(B. 104.052) 

German Federal Republic 
MITTELSTEINER, Karl-Heinz; 
SCHOLZ, Bertold. 
Handbuch zur 
Steuerberatergebfihrenverordnung 
(StBGebV). 
Cologne, Peter Deubner Verlag, 1982.456 pp., 
98 DM. 
Handbook providing an extensive commentary 
on the new German ordinance on fees for tax 
advisors; the commentary also reflects practical 
experiences and existing case law, as well as 
references to court decisions and literature. 
Materials implementing the new ordinance are 
appended.

' 

(B. 103.961) 
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DIE FACHGUTACHTEN UND 
Stellungnahmen des Instituts 
der Wirtschaftspriifer auf dem 
Gebiete der Rechnungslegung 
und Prfifung. 
Grundwerk Stand: Mérz 1982. 
Dflsseldorf, IdW-Verlag, 1982. 584 pp. 
Loose—leaf binder containing a compilation of 
opinions and comments of the various 
committees of the German institute of auditors 
with respect to the rendering of accounts and tax 
audit. The book is updated regularly. 
(B. 104.021) 

MERKBLATT UBER DIE BEI DER 
zwischenstaatlichen Amt- und Rechtshilfe in 
der Vollstreckung von Steueransprfichung 
zu beachtenden Grundsétze. 
Cologne, Oberfinanzdirektion, 1980. 7 pp. 
Summary of the general principles with respect to 
reciprocal administrative assistance between 
Germany and countries with which it has 
concluded treaties with respect to taxes on 
income and capital. 
(B. 103.995) 

Greece 

BRIEF BUSINESS GUIDE. 
Athens, Coopers & Lybrand, 1982. 27 pp. 
Guide prepared by Coopers & Lybrand giving a 
description of regulations and practices affecting 
investors operating in Greece, including tax 
aspects, 
(B. 104.067) 

ECONOMIC REVIEW 
Athens, Coopers & Lybrand, 1982. 22 pp. 
Semi-annual review on the Greek economy to 
assist companies in Greece and those considering 

- investment. 
(B. 104.065) 

REVIEW OF NEW LABOUR 
legislation. 
Athens, Coopers & Lybrand, 1982. 5 pp. 
Short review prepared by Coopers & Lybrand 
providing information on the new Labour Law in 
effect as of 1 July 1982. 
(B. 104.066) 

GUIDE TO NEW INVESTMENT 
incentive legislation (Law 1262/82). 
Athens, Coopers & Lybrand, 1982. 27 pp. 
Guide prepared by Coopers & Lybrand for 
clients considering investment in Greece. 
(B. 104.068) 

GESETZ NR. 1262 VOM 16.6.1982 
zur Férderung der wirtschaftlichen und 
regionalen Entwicklung fibersetzt und 
eingeleitet von Dr. Theodor Staikos. 
Berichte und Dokumente zum 
ausléindischen Wirtschafts- und 
Steuerrecht, No. 156 a/b. 
Cologne, BFAI, 1982.38 pp. 
German translation of the text of the law to 
further the economy and regional development 
of 1982, with an introduction by Theodor Staikos. 
(B. 104.069) 

Ireland 

OECD ECONOMIC SURVEYS. 
Ireland. 

"'Paris, Organisation for Economic Co-operation 
and Development, 1982. 64 pp. 
(B. 104.061) 

Liechtenstein 

MARXER, Peter; GOOP, Adulf Peter; 
KIEBER, Walter. 
Companies and taxes in Liechtenstein. 
Vaduz, Liechtenstein Verlag, 1982. 98 pp. 
Monograph providing a description of the legal 
forms of undertakings and a summary of the 
various dues and taxes levied in Liechtenstein. 
French and German editions are available. 
B. 104.096) 

Netherlands 

FISCAAL MEMO. 
Deventer, Kluwer, 1982. 96 pp. 
Revised edition of a work providing practical 
information concerning tax provisions and such 
related subjects as social security contributions as 
ofl July 1982. 
(B, 103.083) 

DE BIJZONDERE BELASTINGEN 
0p goederen, diensten en handelingen (2). 
Bespreking van het rapport van de Commissie ter 
bestudering van de accijnzen. 
Geschriften van de Vereniging voor 
Belastingwetenschap no. 156. 
Deventer, Kluwer, 1982. 37 pp. 
Part two contains a discussion of the Report 0 
the Committee to Study Excises. ' 

(B. 104.045) 

KOERTS, H.J.; VAN DER MEER, W.H. 
Uitsluitingsbepalingen in de WIR en hun 
ontheffingsmogelijkheden. 
Investeringsbijdragen bij inbreng van een 
onderneming in een besloten vennootschap. 
Overdruk uit Weekblad voor fiscaal recht 1979/ 
5415, 1982/5552 en 1982/5553. 
Deventer, Kluwer, 1982. 75 pp. 
Reprints of articles from the tax journal 
Weekblad voorfiscaal recht dealing with 
exclusion rules of investment premiums and 
bonuses for investment of business assets under 
the law on investment incentives (WIR). 
(B. 104.082) 

JONGSMA, A.K.F.; 
VERSTRAATEN, R.T.G. 
Mededeling, fiscaal-juridische aspecten van 
werknemersparticipatie in BV’s en NV’s. 
Deventer, Kluwer, 1982. 101 pp. 
Monograph concerning legal and tax aspects 
arising from employee participation in Dutch 
legal entities (BV and NV), 
(B. 104.081) 

STATISTISCH MEMO. 
Deventer, Kluwer, 1982. 53 pp. 
Economic and related statistic data in a_nutshell. 
(B. 104.060) 

Poland 

BESTEUERUNG VON PERSONEN MIT 
Wohnsitz im Ausland. - 

Umsatz- und Einkommensteuergesetz. 
Doppelbesteuerungsabkommen 
(Neufassung 1982). 
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Berichte und Dokumente zum 
auslfindischen Wirtschafls— und 
Steuerrecht7 No. 157. 
Cologne, BFAI, 1982.39 pp. 
German translation of the text of the Polish laws 
concerning the taxation of individuals and 
companies of foreign countries, the turnover tax 
and the income tax of individuals and companies 
not belonging to the socialized economic sector 
as well as the double taxation treaty on income 
and capital concluded between the German 
Federal Republic and Poland, 
(B. 104.085) 

KOSTTECKI, Apoloniusz. 
Internationale Abkommen der 
Volksrepublik Polen zur Vermeidung 
der Doppelbesteuerung. 
Krakow, Selbstverlag, 1981. 31 pp. 
Considerations on the principles of 
comprehensive income tax treaties concluded 
with other countries by Poland. 
(B. 104.084) 

Portugal 

BRAZ TEIXEIRA, Anténio. 
Principios de direito fiscal. 
Coimbra, Livraria Almedina, 1979. 322 pp. 
Principles of the Portuguese Tax Law. 
(B. 104.056) 

Spain 

VEREDELUNGSVERKEHR IN 
Spanien. 
4. neubearbeitete Auflage, 
Stand Méirz 1982. 
Madrid, Deutsche Handelskammer 
ffir Spanien, 1982. 43 pp. 
Temporary import of goods to be processed in 
Spain. Formalities, incentives, etc. 
(B. 104.035) 

United Kingdom 
DOUBLE TAXATION RELIEF. 
Admissible and inadmissible taxes. 
London, Board ofInland Revenue, 1982.33 pp., 
£ 5. 
L\i'st of foreign taxes arranged per country which 
qualify for double taxation relief (foreign tax 
credit). . 

(B. 104.034) 

GUIDE TO UK VALUE ADDED TAX. 
London, Arthur Anderson & Co., 1982. 83 pp; 
Short summary of the UK. value added tax 
prepared by Arthur Anderson & Co for the use of 
cliénts and staff of the firm. 
(B. 104.058) 

THOMAS, Charles H. 
Legal lexicon of taxation. 
Abingdon, Professional Books, 1981. 138 pp. 
In this book an extens_ive description of legal 
terms on taxation and related matters in 
alphabetical order has been given. In the 
explanation of the terms, handbooks and 
descriptions in tax cases are cited frequently. 
(B. 104.079) 
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Yugoslavia 

DAS JUGOSLAWISCHE 
Aussenwirtschaftsgesetz i.d. 
Fassung des Anderungsgesetzes 
vom 3.2.1982. 
Berichte und Dokumente zum_ 
auslz'indischen Wirtschafts- 
und Steuerrecht, No. 155 a/b., 
June 1982. 
Cologne, BFAI, 1982.27 pp. 
German text of the Yugoslavian international 
economic law of 1 March 1977, as amended by 
the Amendment Law of 3 February 1982‘ 
(B. 104.070) 

INTERNATIONAL 

CORFMAT, Frangois. 
Le régime juridique et fiscal des mesures . 

d’encouragement aux investissements dans les 
pays en voie de développement: les codes des 
investissements. 
In: Revue frangaise d’administration publique, 
No. 13 Jan/March 1980, 65-82. 17 pp. 
(photocopies) 
Considerations on the legal and taxation 
measures to encourage investment in developing 
countries under their investment laws. 
(B. 104.008) 

INTERNATIONAL TAX SUMMARIES 
1982. 
New York, Coopers & Lybrand, 1982. 625 pp. 
This work covers the tax systems of 92 countries, 
generally effective as of 31 August 1981, prepared 

by Coopers & Lybrand international net work of 
offices. The countries included are Argentina, 
Australia, Austria, Bahamas, Bangladesh, 
Barbados, Belgium, Belize, Bermuda, Bolivia, 
BotsWana, Brazil, Brunei, Canada, Cayman 
Islands, Channel Islands, Chile, China, 
Colombia, Costa Rica, Cyprus, Denmark, 
Dominica, Dominican Republic, Ecuador, 
EgypfiFiji, Finland, France, German Federal 
Rep., Ghana, Greece, Hong Kong, India, 
'Indonesia, Iran, Ireland, Italy, Ivory Coast, 
Jamaica, Japan, Kenya, Korea (Rep. of), 
Kuwait, Liberia, Luxembourg, Malawi, 
Malaysia, Malta, Mauritius, Mexico, 
Netherlands, Netherlands-Antilles, New 
Caledonia, New Zealand, Nigeria, Norway, 
Oman, Pakistan, Panama, Papua New Guinea, 
Paraguay, Peru, Philippines, Portugal, Puerto 
Rico, St. Lucia, St. Vincent, Saudi Arabia, 
Spain, Sri Lanka, Sudan, Swaziland, Sweden, 
Switzerland, Taiwan, Tanzania, Thailand, 
Trinidad and Tobago, Turks and Caicos Islands, 
Uganda, United Arab Emirates, United 
Kingdom, U.S.A., Uruguay, Vanuatu, 
Venezuela, Zaire, Zambia, Zimbabwe. 
(B. 1104.077) 

ESSAYS IN SUPPLY SIDE ECONOMICS. 
Edited by David G. Raboy. 
Washington, The Institute for Research on the 
Economics of Taxation, 1982. 173 pp., $ 5.95. 
Contributions by various authors deal with the 

I 
emergency of supply side policies and the basic 
concepts of supply side economics. 1 

(B. 104.053) 

PLASSCHAERT, S.R.F. 
The comparatively limited role of income 
taxation in developing countries. 
Antwerp, University of Antwerp, 1982. 23 pp. 

Considerations on the low income tax ratio in 
developing countries. 
(B. 103.969) 

TAX ASPECTS OF CROSS-BORDER 
interest payments, payment delays and foreign 
held guarantees. 
Synopsis of talk by E.W. van Someren Gréve. 
Amsterdam, PMM Belastingadviseurs, 1982. 7 
pp. 
(B. 103.968) 

CONRAD, Robert F.; 
HOOL, Bryce. 
Resource taxation with heterogenous quality en 
endogenous reserves. 

- In: Journal of Public Economics No. 16 (1981) 
17-33. North—Holland Publishing Company. 17 
pp. (photocopies). 
(B. 103.977) 

MIDDLE EAST 

» Saudi Arabia 

BUSINESS PROFILE SERIES. 
Saudi Arabia. 
Second edition. 
Hong Kong, the British Bank ofthe Middle East, 
1982. 36 pp. 
Book in the Business Profile Series providing 
information on the country and its people, its 
resources and economic performance, incentives 
and taxation. 

~ (3‘. 51.974) 

LoOse-‘Leaf Services 
Received between 1 October and 31 October 1982 

' Belgium 
DOORLOPENDE DOCUMENTATIE 
INZAKE B.T.W./LE DOSSIER 
PERMANENT DE LA T.V.A. 
release 140 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELE 
Tome 11, release 42 
Tome IX, releases 132 and.133 
Tome XIII, releases 38 and 39 
CED-Samsom, Brussels. 

GUIDE FISCAL PERMANENT 
releases 438 and 439 
Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome II, release 38 
Tome III, release 42 
Tome IV, release 2 
CED-Samsom, Brussels. 
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Canada 
CANADA INCOME TAX GUIDE 
REPORTS 
release 179 
CCH Canadian Ltd., Don Mills. 

CANADA TAX SERVICE — RELEASE 
releases 400-403 ‘ 

Richard de Boo, Ltd. , Toronto. 

CANADIAN CURRENT TAX 
releases 36-39 
Butterworths, Pty. , Ltd. , Scarborough. 

CANADIAN SALES TAX REPORTS 
release 178 
CCH Canadian Ltd., Don Mills. 
CANADIAN TAX REPORTS 
releases 550-554 
CCH Canadian l., Don Mills. 

DOMINION TAX CASES 
releases 27-29 
-‘CCH Canadian Ltd., Don Mills. 

FOREIGN INVESTMENT 
IN CANADA 
Report Bulletin 
release 95 
Prentice-Hall of Canada, Ltd., Scarborough. 

PROVINCIAL TAXATION SERVICE 
releases 400-401 
Richard de Boo, Ltd. , Toronto. 

Denmark 
SKATTEBESTEMMELSER: 

AAS. Skattekartoteket 

Moms 
release 5] 
Skattenyt 
release L49 
Skattebestemmclser 
release 143‘ 

lnformationskontor, 
Copenhagen 
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France 

BULLETIN DE DOCUMENTATION 
PRATIQUE DE SECURITE SOCIALE 
ET DE LEGISLATION DU TRAVAIL 
release 16 
Editions Francis Lefebvre, Levallois-Perret. 

BULLETIN DE DOCUMENTATION 
PRATIQUE DES TAXES SUR LE 
CHIFFRE D’AFFAIRES ET DES 
CONTRIBUTIONS INDIRECTES 
release 22 
Editions Francis Lefebvre, Levallois-Perret. 

DICTIONNAIRE PERMANENT— 
DROIT DES AFFAIRES 
releases 105-107 
Editions Législatives ct Administratives, Paris. 

DICTIONNAIRE PERMANENT— 
FISCAL 
releases 146-148 
Editions Législatives et Administratives, Paris. 

German Federal Repiiblic 
HANDBUCH DES UMSATZSTEUER- 
RECHTS 
release 15 
Hermann Luchterhand Verlag, Neuwied. 

KOMMENTAR ZUM ERBSCHAFTSTEUER- 
GESETZ UND SCHENKUNGSTEUER- 
GESETZ 
R. Kapp 
release 17 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERERLASSE IN KARTEIFORM 
release 253 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERRECHTSSPRECHUNG IN 
KARTEIFORM ' 

release 369 
Verlag Dr‘ Otto Schmidt, Cologne. 

International 

INTERNATIONAL TAX AGREEMENT 
release 37 
United Nations, Geneva. 

The Netherlands 
BELASTINGWETGEVING 
— Omzetbelasting 1968 (BTW/1978) ' 

releases 22 and 23
I 

CURSUS BELASTINGRECHT 
release 77 
S. Gouda Quint — D. Brouwer, Arnhem. 

FED LOSBLADIG FISCAAL 
WEEKB‘LAD 
releases 1894-1898 
FED, Deventer. 

FISCAAL FUNDAMENT 
release 37 
Kluwer, Deventer. 

FISCALE WETTEN 
release 119 
Kluwer, Deventer. 

HANDBOEK VOOR DE IN- EN 
UIVOER: 
— Belastingheffing bij invoer 

releases 295-297 a 

— Tarief voor invoerrechten 
release 280 

Kluwer, Deventer. 

INKOMSTEN IN DE AGRARISCHE 
SECTOR 
release 68 
Kluwer, Deventer. 

KLUWERS SUBSIDIEBOEK 
releases 35 and 36 
Kluwer, Deventer. 

LEIDRAAD BU DE BELASTING- 
STUDIE 
C. van Soest — A. Meering 
releases 65 and 66 
S. Gouda Quint—D. Brouwer, Arnhem. 

OMZETBELASTING (BTW) IN BEROEP EN BEDRIJF 
release 70 
S. Gouda Quint—D. Brouwer, Arnhem. 

DE SOCIALE VERZEKERINGSWETFEN 
releases 178-179 
Kluwer, Deventer. 

UITSPRAKEN V.D. TARIEFCOMMISSIE 
EN ANDERE RECHTSCOLLEGES INZ-AKE 
IN- EN UITVOER 
release 5 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Algemeen deel 

releases 109 and 110 
- Inkomstenbelasting 1964 

releases 363-365 
— Loonbelasting 1964 

release 253 
Kluwer, Deventer. 

Norway 
SKATFE-NYTT 
A. release 9 
B. releases 21 and 22 
Norsk Skattebetalerforening, 0510. 

Spain 
MANUAL DE LA ADMINISTRACION 
release September 1982 
T.A.L.E., Madrid. 

United Kingdom 
SIMON’S TAX CASES 
releases 33-37 \ 
Butterworth & Co., London. 
SIMON‘S TAXES 
releases 60 and 61 
Butterworth & Co., London. 
SIMON’S TAX INTELLIGENCE 
releases'36-40 

I

- 

Butterworth & Co., London. 
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