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DOUBLE TAXATION REVIEW

il Thank you for sending me a copy of your draft report to
the Paymaster General. In view of the urgency that we both
attach to this matter I will keep our comments, for both Trade

and Industry, as brief as possible.

2 We feel that paragraph 14 goes rather far in claiming that
“the effects of an agreement are marginal”. Because the UK
credit system, as you say in your note, effectively results in
tax being paid at the higher of the overseas and the UK effective
agreement can be

rates, reduction of withholding raxes under the C
_ vitally important if there is not to be an excess of un:elxeved
foreign tax. This point links with thexopening,senpgnge-of_pgpa—
graph 15, which we feel to some extent TrSte _FEE'neuL;al}py
of the credit system by ignoring the 1: on full credit
imposed by the interaction of double ; th group

relief, ACT etc.
e fi
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interested in for some considerable time. 1t seems to us
is not given sufficient attention in
matching

that one point that

paragraphs 40 and 41 is the fact that, >

relief is only available as part of a nsive bilateral

agreement, i t available to those countries,

including maybe th t developed countries, with whom our

trade flows are jnsufficient to justify a comprehensive

agreement. While this point may not be of sufficient jmportance
affect your conclusion we nevertheless feel it should be

i the paper. Finally, 1 would j ke to reserve ohn

jttle more on the final sentence of paragraph 41,

I suggest <hould read "... 1d welcome t

:-matching relief powers, although in the long T
gl 6 See powers taken to give some measure O

his extension

1l
f matching

on which 1 hope our comments
ith the draft of your
ased to be able
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REVIEW OF DOUBLE TAXATION RELIEF

request by the paymasteXr .
dy of double
onal

effects

1ES T o September 1974, following a

ral officials began to carry out a stu
taxation relief and its implications for nati

economic policy opjectives, in particular its

on the balance of payments and inward and outward

investment. This study was not to involve the review
cy and

of the policy but was to take the existing poli

see how far the arrangements for relieving double
The review was begun

taxation were consistent with it.
by officials of the Treasury and Inland Revenue, and

representatives of the Bank of England, the Department
of Trade, the Department of Industry and the Foreign
d Commonwealth Office were later associated with the

enguiry.
2. The completion of the s
ments during the past year




INTRODUCTION
] jdical
3. Double taxation din =his L"eport means ]ur_]_

i E - same
double taxation which is the taxation of the
ds of the same taxpayer 1n . A

including the Unite

n theilr terri-
lso tax theirxr

two countries:-

income in the han
It can arise because many countries,
m charge tax on income arising withl

tories wherever the recipient resides, and a
Income arising 1n one

nother may there~

Kingdo

residents on their world incomes.

country and received by a resident ofya
It can also happell

vidual may be
jes for the same

fore be taxed in both countries.
although less frequently, that an indi

resident for tax purposes in two countr
e country to the

year because the rules differ from on
other, and if both charge tax on the world income of

their residents he will suffer double taxation on the
whole of his income.
Double taxation in this sense is distinct from

4.
"economic" double taxation which is tax on the same

income or capital in the hands of two different persons

both chargeable to tax. The term is most commonly used

to describe the combined burden of tax on companies in
respect of their profits and on the shareholder in respect

of dividends paid out of those profits.

5. To prevent, or substantially to reduce, double
taxation the United Kingdom has made double taxation
agreements with many overseas countries, both inside and
outside the Commonwealth, under which each country agrees
to give up or to reduce its tax on specified kinds of
income (eg dividends, interest and royalties) either by
exemption or by reduction of the rate of tax, and to give
relief for overseas tax on income which is not specifi-
cally exempted under the agreement and so is liable to
double taxation. Where relief is not due under an agree-
ment, it is given unilaterally under Section 498 of the

Income and Corporation Tax Act 1970 against the United

Kingdom tax on the income in question.
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asis of most agre
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s the b
a countrie
g countriesy
1io dividends
© nay Dessxenpls =

g and royalt
incorporatcd

Taxation Convention which i
ments entered into by develope
fluence oOn developin

considerable in
rate of withholding tax on portfo

and on trade dividends 5%. Interes
1ly exceeding 10

tes are often
g which tend to

ing Within
Wwhere
tries

ies

charged at rates not norma

are normally exempt. Higher ra
in agreements with developing countrie
uch tax as they can on income aris

residents.

claim as m
ble in pboth coun

their countries and flowing to non-

ome remains fully or partly taxa
r do
his relief is provi

tax on income

in

uble taxation[
ded

inc
agreements provide for relief fo
the case of the United Kingdom t
by way of credit against United Kingdom
for overseas tax charged on that income.
also define the scope of the charge on branc
enterprise of one country operatihg in the other country

Agreements
hes of an

and give protection against fiscal discrimination.
10. The United Kingdom has comprehensive agreements
e or agreed subject to ratification with

either in forc
ountries, including other EEC member

approximately 70 c
countries, most OECD member countries and the greater

part of the Commonwealth. There is also an agreement of

a different type which dates from 1926 with the Republic
of Ireland under which tax is charged on the residence
principle so that residents of one country pay tax only

in that country, and there is special provision for

double residents. Both Governments have indicated that

the future of these arrangements is under review
.

Unilateral Relief

11 -
] . b er

every
Unilateral credit for overseas tax

may derive income.
was therefore introduced in 1950 so that compani
anies

- ‘ : \
todb:::eizer:iijent in the United Kingdom would not have
P o en ?f un?elieved double taxation on income
SN unFrles with which there was no agreement

y the relief was limited to one-half of the o

4
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exemptions OT reductions ins
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Y pora\{_. jon

covered b
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lude taxes
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tax and capital gain

provinces, states and muni

nmMatching" Credit
hority for

1 there has been statutory aut
dex

greements a provision un
tax which would

arising

12. Since 196
in double taxation a
es credit Fox
y on income
ed by that €
ements

Until

including
which the United Kingdom giv

been payable in the overseas
"pioneer“ tax relief grant

d Kingdom double ta
this relief.

£ this provision but
ts with developind
for unilateral

have countx
there but for
and a number of Unite
with developing countries provide for

recently little adva
1 feature of agreemen

is no statutory provision

xation agre

ntage was taken O

it is now & norma
countries. There
matching credit.

Relief for ngnderlying" TaX
d Kingdom resident CO

olling
in

mpany with a contr
f the voting power)
credit not only for

sed by the other country on dividends

ich the subsidiary has to pay on
e dividend is .declared, je the

33.: oA Unite
interest (defin
an overseas subsi
withholding tax impo
put also for the tax wh

the profits out of which th
the dividend.

ed in terms of 10% ©
diary is entitled to

profits nuynderlying"

Double Taxation Agreements: the results

se the United Kingdom domestic law provides

full unilateral credit for foreign taxes the effects of

an agreement although substantial for some taxpayers

are on the whole less significant than they might appear
at first sight. In the absence of an agreement there is
no question of United Kingdom investors being doubly
taxed and the main cash benefit for the investor

is matching credit for pioneer reliefs (see paragraph
above). For those who do not benefit from matching credi

14. Becau

5



tter
nt may ma
the intangible benefits for an agreeme {geri-

‘more; these include protection against fisciihin Al
mination, the establishment of a framework W the
the two tax administrations can operate, ani o
expectation that an overseas authority whic 1v it reasonably
negotiated a treaty will at least try to app ych Asibne

Some comments on the effects of the way o8 be helpful
taxation is relieved by the United Kingdom may

at this stage.

s that
" A. The giving of credit for overseas tax ensure

a United Kingdom taxpayer pays no more tax on PfOfitS

or income from overseas than on equivalent profits OX
income arising within the United Kingdom, provided that
the effective rate of overseas tax on the income OI
profits does not exceed the United Kingdom effective
rate of tax on the income or profits. Neither the
credit method nor the alternative exemption method can

precisely equate the tax liability on domestic

- and overseas income if the overseas rate is higher than

the domestlc rate.

B. 1Incentives for investment in developing countries.

Agreements with developing countries now normally provide
for matching credit for reliefs granted by devel@ginq
countries with a view to promoting industrial and‘e¢{
developments. The grant of matching credit is a direct
henefit to the United'xinqaom ilf‘ 1




g s ac rccmc:nt
is defined while the very existence of dh.dinc s
nate of business confl :
exchanges of 1in PP
a framework wit
to see that

not

e -
A AL on
contributes to a clil format

machinery provisions,

and necessary consultations.,
gdom should

covering
set up
pe able

i ited Kin Y. ol U
which the Uni Los Je 9 T

the agreement is properly operated, i termination
i he sanctlo
ted there is always t
SO opera i s e

which carries considerable welgd Tl United
. have investment from t e
n agreement Wl
reated

which is anxious to
tors are t

Kingdom. An acceptable double taxatio
rmally ensure that United Kingdom inves
ompetitors .

no
mally concluded

no worse than those of overseas C

1
Inward investment. Agreements are no e
investment

100
sis of reciprocity so that inward
game ways as

on a ba

the United Kingdom benefits in much the
outward investment by United Kingdom resi
The residents from the other country
reductions in United

dents 1in the

partner country.
normally obtain the same or similar

Kingdom withholding taxes and have sim

from fiscal discriminatior as is enjoy
residents in the other countries. While United Kingdom

fiscal legislation is in general non-discriminatory the
guarantee of equal treatment under an international treat

ilar protection
ed by United Kingdorn

is valued by the partner country.
15. To sum up, the United Kingdom system in principle
neither encourages nor discourages overseas investment
in fiscal terms compared with domestic investment, excep
where matching credit is provided for pioneer reliefs
granted by an overseas country. In that case the tax
payable on the overseas income will be less than the
tax that would be payable on the same amount of income
arising in the United Kingdom. (There will be cases
where in practice for various reasons there is not
enough UK taxed income available to allow the full cred
to be effectively given, but that is not striectly & ore
Problem.) The system offers some encouragement to inwa
}nvegtment ?y way of exemptions from or reductions
in w;thhold+ng taxes on interest and royalties. Under
t@e imputation system of corporation tax there is no
W1tbholding tax on dividends and non-residents are not
entitled to the tax credit relating to dividends they
giczlggftnz?ecgiiglt may however be given to residents
ry un@er an agreement; agreements



ri
have been concluded with a number R couzzit on port*
allow to their residents the Fnll ez cron‘the dividend
folio dividends less the normal 15% téx 3 agreemeﬂt
plus the credit, while the recently Cian- tax credit
ates also gives half the
he total of the

with the United St
sx on t

on trade dividends less 5% ta
redit.

end and the half-tax €
THE POLICY

divid
TWARD INVESTMENT:

nward and
halils thel

INWARD AND ou :
relating Lo =
seas

16. We now turn to the policy
outward investment, in relation to which we S o
examine the United Kingdom system of relief for ©
It may be summarised as follows -

taxes on income.
gn currenCY

Inward Direct Investment .
17. Inward direct investment financed by foreél -
garded as desirable because it

y of the

or external sterling is re

contributes to raising the
and may help to correc

e competition and to introduce
as well as bringing

productive capacit
it regiOnal

United Kingdom economy

imbalances, to stimulat
and technology.,

new management skills
at present about

net benefits to balance of payments;
half the profits of inward investment are reinvested in

the United Kingdom.
ver be regarded as desirable for

18. It would not howe
overseas interests to acquire control of,-or a substantial

interest in, a United Kingdom company regarded as vital to
the national economy. '

Inward Portfolio Investment
Inward portfolio investment financed from external

19,
sources is also generally welcomed as providing a useful

in-flow of funds which helps to finance the balance of
There are however arrangements for

payments deficit.
scrutinising any transaction which would give a non-

resident investor 10% or more of the voting equity of a

United Ki
ingdom company . Above that limit it is more

likely that: i
y that the investment would be regarded as direct th
s | d ra
i:)tjfortfollo and would be subject among othé} things |
e L) . %
constraint mentioned in the preceding paragraph
raph.
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Outward Direct Investment

20. 1In his Budget statement on 26 March 1 about

Chancellor of the Exchequer made an announcementd

the tightening of exchange control rules and saldi
Vp Fully understand the impoxtance of this ‘ .
investment and the valuable return it 1\
prings by way of interest, profit and EH&
dividends, which helps the balance of E
payments year by year: My object i8 not :
to stop it but only to € '

ndue strain

takes place without imposing U

on the balance of payments."
d direct investme

+ but to minimise ©
This is done bY

e use of such
etain abroad,
premium of about

nsure that it i
‘,
1

‘The policy in relation to outwax ik Sp ot
therefore to discourage investmen x Eliminate
its additional net cost to the reserves.
requiring it in general to be financed by th

overseas profits as a company is allowed to T

with investment currency (now at an effective

.65 per cent) or foreign currency borrowing. Wy b
: N : Some official exchange is permitted for
special projects promising an early and qut@qying_zgﬁnpn to
the balance of payments. ity e PR

31, ne Bepartments of Trade aud FAdnciEs
interest in the effect that policy and |

particular companies in the: gt e

REECIAUARIRASY A




22. There are also indirect benefits 1 2
A reduction in

beneficial effect on exports. the

Investment could bring serdous disadvantage %e s ement \ \

United Kingdom, in particular in areas where invefor _

in local manufacture is vital to securing & S ials- 'ﬁ

future exports or a source of supply fom S0 mates :E
|\

Outward Portfolllo Investment
e
swaECt to exchang E

outward portfolio investment i %
t it imposes no ne \

£ payments. a
ECONOMIC POLICY AND METHODS OF RELIEVING DOUBLE \
TAXATION . : \
: tions
24. Double taxation agreements provide certain exemp

203
control restriction to ensure tha

cost on the United Kingdom balance ©

the earnings of
untry where
eliminating
country
p %

from tax, for example, for interest oI
visiting professors and teachers in the cO

income arises. But the responsibility for

any remaining double taxation rests with the

where the taxpayer is resident for tax purposes.
t the country of residence may: if

o relieve double taxation.
to give no relief

there is no agreemen
it chooses, act unilaterally t
There are three main possibilities:
at all for overseas taxes, to allow a deduction for
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jon to that syste
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rded as retrograde and out ©
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ijs of
would
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woul_d be ge
th current

m
wished

ine Wi

rega g, g
- Kin

international prac ed 2 {50

rom doin

to adopt this method it would
so in relation to countries wit
ments, and those agre
ted on the bas
£ credits. This
ries and the
at the

existing agree
to be terminated and renegotia
allowing a deduction instead ©
pe unacceptable to many partner count
and Commonwealth office have advised th
could not expect tO renegotiate its

e devery it

nes unless it offer
n then some

Foreign
ch

United Kingdom

agreements on those 1i
better terms in other respects and eve

ght not acquiesce.-
we therefore reject this
very tentative

countries mi

On various grounds

Estimates of cost must be
t that for 1974 credit relief both
£ the order of

£ would be saved

28.
method.
but it is though
unilaterally and under agreements was O
£m600, of which something less than hal
by switching to the deduction method.

Credit for Overseas Tax
eneral ensures that a United

29, The credit method.in g
Kingdom resident pays the same tax in total on income
or profits arising overseas as he would pay on the

g in the United

t of income or profits arisin
d that the overseas tax on the income ox

same amoun

Kingdom, provide
+ exceed the United Kingdom tax.

e bears the higher of the two
as tax is less than

In effect

profits does no

with this method the incom
taxes involved, SO that if the overse
dom tax some United Kingdom tax is payable.

the United King
30. The credit method is wholly consis

general United Kingdom rule that reside
and compared with the exemption

tent with the
nts are liable to

tax on world income,
method it gives the tax administration a degree of
control over the taxpayer's United Kingdom tax liability

12



We make & specificC

desirable.
re of

41 about the scOl
but as @&

e credit

which we accept as
recommendation in pf.lragra[)h j
gcneral

matching credit for pioneer reliefs,
system

proposition we are satisfied that th
omic policy-

properly implements national econ
e for

Wwe do not think that there is any cas

ol I
o impose

tinkering with the credit rules so as t
marginal restrictions on the amount of relief.
it would be possible to reduce Or withdraw

ax but this would mean a
aries

Hoxr

example,
the relief for underlying t
substantial disadvantage to companies with subsidi

operating overseas from which they draw dividends, and
since most of the more important countries give relidef
n would "

for underlying tax its withdrawal or restrictio
put our companies at a competitive disadvantage.

Pooling

32. The rules could be changed in favour of the tax= |
payer if credit were given on the basis of aggregating \
\

all overseas tax paid on all overseas sources of income
instead of giving credit source by source. Tax from

high rate sources would then be averaged with tax from
low rate sources so that this system is particularly
attractive to investors who operate in countries where

the tax rate is higher than the United Kingdom rate

and this method would remove a disincentive to investment e

those countries. This system would also be an induce-

-ment to manipulation by diverting income to tax havens
with low rates of tax by way of artificial transfer
pricing. This could arise not only in relation to \

overseas operations through a subsidiary company but

also to the operations of branches.B?thlegislation and

the administration of legislation to correct artificial ?

transfer pricing in this area would be extremely
Further complication would

S ———

difficult and complicated.
arise from the fact that for double taxation relief

purposes a company can allocate its distributions to various
sources of income in whatever way is most advantageous, and

could be better off by so doing than by pooling its overseas
It would therefore i

taxes in the credit computation.



favourable

choose the more

a delay tax
th taxpayers
4 the int
taxes.

g

be necessary to allow R to
method and optmonﬁ,é% complicate an
s and so to be unpopulax wi
We do not recommen
dit for overseas

computation quction
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and their advisers.

of this basis of allowing cre
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3 ea MATCHING CREDIT FOR OVERSEAS PIONEER
33. We now turn to the aspect of the credit system
which in the view of the Departments of Trade and Industry

and of the Foreign Office calls for changeé.

there is power under Section 497(3) to give credit not
artner country put for

r legislation providing

e
y  aron
.

at present

only for tax actually paid in a p
tax "spared" by that country unde

special tax reliefswith a view to promoting
commercial, scientific, educational OT
Matching credit for

other

"jindustrial,
development" in that country.
pioneer reliefs is granted only in agreemen
ing countries, and until recently was given selectiv

' only as part of an agreement which was entirely satis-

factory to the United Kingdom. On this basis about ten
ch incorporated matching

actice is to offer

ely

agreements were concluded whi

e credit. Currently, however, the pr
b matching credit for reliefs within the terms of Section
K 497(3) to any/cogﬁ%rg with which we conclude a generally
i el "ﬂ?ﬂ%, f e

ts with ‘develop~




hudpn s i s
il el o e

it.

unless they are covered by matching credit in the e 11
country because if they do the benefit goes tO the othex lﬂ
country's exchequer and not to the individual investor \
If this proposition were accepted outj:rén .

nd wou * i 1Y
3 t elsewhere E g

ot only

or trader.

investment to Brazil would be stimulated,

fact be more favourably taxed than investmen
This would have n

including the United Kingdom. ‘
tax cost consideration but also implications for the \ A
balance of pg§ﬁgﬁgsF?gn&i?ﬁgseggggEiEgGIéanag%gnggigggge' ﬁjﬁ
if, as is likely, the Brazilian agreement set a precedent A\l
for other developing countries.

34. If we met the Brazilian demand it would mean that

we had -moved closer to the exemption method of relievindg
double taxation which is discussed in paragraphs 48 +o

47 below. The United Kingdom has a strong preference
for the credit method mainly because of the control it
provides against tax avoidance but although it is easier
to follow the Brazilian line for countries like France
and Germany which exempt overseas trading income, they

too are faced with giving credit for Brazilian tax in
respect of withholding tax on portfolio dividends,
zil under

interest and royalties which is given up by Bra
their repsective agreements. The_exemptégmﬁmgth@d

reduces the scg,]_e of the problem but does not el
aliaf wels gliven B0

Rk

The Departments of Trade
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till left
foreign
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reasons for their ta
discussed the gquestion with re
and the ICC, who accepted the
while indicating that UK investors were S
a disadvantage in some countries compared with.
competitors who could pbenef oneexr Ire
y of an agreement OI b
T

jt from pi
n of

y the exemptio

™

home country -

either by wa
gnilateral

s trading profits in theil

ntage of introducing
s often the

an give under '

oversea

37. A further disadva
matching credit is that matching credit i
ch the United Kingdom C
ntry which that

only concession whi
able benefit

a developing cou
s a substantial and accept
so that if it were given
ter in

an agreement with

country regards a

flowing from a treaty,
unilaterally an important bargaining coun

negotiations would
Possible compromises

38, We accept the arguments against unilate
credit and we therefore considered the possibili

moving over to a two-tier system of matching credit
relief under which matching credit could be granted

unilaterally on the lines of Section 497(3) for specific
there would also be the power to go

have been lost.
ral matching

ty. of

incentive reliefs;
further in agreements than can be done at present and to

give the type of matching credit which the Brazil .ns

are demanding. In this way the United Kingdom would
retain a bargaining counter in treaty negotiations, but

although the scheme is attractive for that reason it has

all the other disadvantages of unilateral relief.

393 i i
We also considered having some compromise arrange-

ment which would enable the United Kingdom to give
matching credit relief otherwise than by treaty but by
o :

ome means which fell short of full-blooded unilateral
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and diffi gutud § g

given the risks ails
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for its introduction.
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OIL

48 The double taxation relief .
; . u
Kingdon for foreign taxes paid on oil pro
i ' 'about three times as large as the total
The 197

given on all other overseas income . o
estimates are of the order of £m2,000 for oil an .
has double taxation

for the rest. The United Kingdom

agreements with only a handful of oil producing ané

exporting countries, ie Nigeria, Indonesia, Malay51a
Thus tax paid on oil production profits

and Norway.
to OPEC countries pther than Nigeria) qualifies for

unilateral relief and not for credit under agreement,
the amounts being the same as agreement relief. The
official evidence to the Public Accounts Committee in
1972 explained how under the posted price system which
was then in operation in Middle Eastern oil companies
the companies paid no United Kingdom tax (First Report

from the Select Committee of Public Accounts 1972-1973
and see Annex 14 to the Memorandum

S
——

‘ Paragraphs 57 to 58;
by the Department of Trade and Industry at pages 57 to

was
58). That was because the oil/transferred from the
production company in a United Kingdom group to the

group trading company at posted prices, which were
above the open market price. The trading company sold

at a loss created by its artificially high acquisition
price, and the United Kingdom did not benefit from the
artificially high production profits (created by the use
of the posted price as the transfer price from the
production company) because that tax was extinguished

21
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1975 Finance Acts 32

profits to Middle East producer coun
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in the 0il Taxation Act 1975 an
il companies.
e will be

jal transfer
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changed the rules for o
provisions under which open market valu
tific

substituted for posted or other ar

prices, so that a fair profit will be &
The production profit W
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ify for credit -
leris that \ \

llocate
111 be
rically

trading operations.

correspondingly reduced and this will
reduce the foreign tax which will qual

against United Kingdom tax, because the ru

credit is allowable for foreign tax on profits only R

d Kingdom tax payable on L 3

R e

up to the amount of the Unite
those profits. This legislation represented 2@ major
4 Kingdom point of View, and

improvement from the Unite
until recently it seemed likely that OPEC policies
uce the tax payable in producing )
, AL

: \\

would drastically red
countries, because as the degree of participation
anies would contribute to .
| \i
. L} ‘-,1

increased so foreign comp
id to buy
18

OPEC Governments through the price they pa
back nationalised oil and not by way of taxes on profits.
The position is still changing, but it.ﬁas.recehtly been 1
. established that arrangements have been concluded or are o\
under discussion between the major oil companies and w
rnments under which the compa =
raxes on 1 -}Eﬁ_,.,”
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the tota

at only some 5 per cent of
outside the 8

order of £m100 out of £m2 ,000.
oi
1 taxation we advise (paragraph 30 )
cy to replac

be i
inconsistent with Government poli

The oil industry 318
make no recommend™

ave relief
but

for foreign tax by a deduction.
however a highly special case and we
aFion about the extent to which
from United Kingdom tax for overseas t
take note of the fact that the questio

it should h
axes At paYSr

n is beind

separately considered.

SUMMARY OF RECOMMENDATIONS
A. We concl
appropri 2clude that the credit method gives The
ria
e degree of encouragement to outward invest=
e system of

m
tent, and should not be replaced by th
reatin
i g overseas taxes as an expense of earning the
rseas profits (paragraph 30 ).
B. We do
. reliefnzf think that the case has been made out
. rom double taxation by way of the exemption

method (paragraph 47 ).

: however recommend that gi . :

Tl T given the desirabi

of e abling United ok éi ra?;lity
o A to compete on













DOUBLE TAXATION AGREE MENTS

Insurance mpfﬂh@nSiVe
g ~ CO he
Agreements should whenever pQSSt?;isggrt profits., _
and not restricted to shipping and air e e g agreementb
though such limited agreements are E?é;econvention an Iniome
ft Double Taxa jatec
rovides a su Ly 01 DO, O renegOté} pl’(“(‘rwif-"llt £

and

at all.
Capital provides a suitable mode SHago
aggeements. There are dangers through the cre
in departing from the model. f
i ie
taxes for which rel A

The definition of perman e
t insurance busin =

Agreements should cover all
mited to those

is currently granted unilaterally. ;
establishment should not discrimingte agalnsld ok
Taxable profits from insurance business shou as, and a
attributable to a permanent establishment overseas, of the head
reasonable allowance should be made for the expensesh uld limit
office outside the overseas territory. Agreements itgon anvél
withholding tax as provided in the OECD Dragtngﬁfgfscrimination

should also contain the Covention's standar

article.
As regards Brazil, it is important that provisions

departing from OECD Draft Convention which would set dangerous
precedents in future negotiations with other countries should

not be accepted.

Shippin
The normal shipping article in an agreement provides

that profits from international shipping operations will only

be taxed in the operator's country of residence. Some developing

countries are unwilling to negotiate a double tax agreement

which contains such an article or, if there is an agreement

providing for the conventional treatment of shipping, appear

determined to recoup any loss of revenue by the means of turnover

taxes. The latter cannot be offset against UK corporation tax
and must be treated as a business expense. This places UK lines
at a competitive disadvantage because UK tax can readily be

avoided by foreign operators.

It is not possible to charge non-resident shipping to

tax because of administrative and staff problems '

. s It
not practicable to extend unilateral relief to taxes o;Saalso
turnover nature as this could affect a wide range of other

industries.

Il



Export Finance

In Brazil, the rate of withholdingaggxof the UK
' for overseas loans is much higher in thﬁ . anAN. T b
‘than it is for competitor countries sucC ver at 7% costs locC
effect is that credit offered under ECGD C?or i i ot
buyers 9.33%, whereas the equivalent rate Clake o Hhe
Japanese credit is 7.78%. (These'flgures E British exporter
Situation as it was in 1973). ghls Pgéieg fn any double

i i d be rem :

at a disadvantage which shoul tcq with.Erazily

taxation agreement that may be conclu . , ther
s . ; st in ©O
It is believed that similar situations may exil on agreement

countries such as Singapore where a dguble 5?:?535 which
exists. Such agreements should contain prothis kind that may

eliminate any competitive disadvantages of

exist.

Banking
Overseas banks with branches in the UK have in the

past suffered from disparities of treatment because of thslio
non-resident status under which they have ngt been allowe
set off tax credits in respect of foreign withholding taxes.

The Government have recently announced that this disadvantage

is being rectified.
The only outstanding problem of which COIE is aware
arises in relation to the Anglo-American Double Taxation
Agreement recently concluded. This has corrected certain
disparities between the treatment of US portfolio investors
in UK companies and that of US direct investors. Refunds of
UK tax are, however, in the case of direct investors gtilld
This leaves

limited to investments through UK companies.
UK branches of American banks with no benefit under the
It would be desirable for this anomaly to be

Agreement.
corrected , as otherwise there might be diversion of business
from the UK and consequent loss of invisible earnings.

RRP/SML
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] . g taxed 1D
: income 18 ; - 2N 8
Double taxation occurs whini;hiwgaﬁﬁuntries. This happPe€
i ited Kinqdomn
i hereve :
all thelr

g from a
other

NOTE ON DOUBLE TAXATION RELIEF

1.
the hands
because many countries,
tax on income arising withi

and also tax th

recipient resides,

income wherever it arises. Thus incom

source in one country and is received by a
MoreoVver, 0 countries

may be taxed in both countries.
P resident in the technical income tax sense n the world
for the same year; if both countries charge tax 2 xation on
income of their residents, he will suffer double ta
the whole of his income.
e is taxation of
n this not 3% Thouid be

The double taxation discussed i 5
game hands .
he ' which is tax on

ich arise
e wh dent of an

an individual may

2.
the same income or capital in t :
distinguished from 'economic double taxation
e hands of two different
It is most commonly used in

the same income or capital in th
persons both chargeable to tax.

the context of the combined burden of tax on companigs in 2
respect of their profits and on the shareholder who 18 taxe

in full on dividends paid out of taxed profits.

3. To prevent, or substantially reduce, double taxation the
United Kingdom has done two things. First, it has made dogble
taxation agreements with many overseas countries, both inside
and outside the Commonwealth, under which each country agrees
its tax in certain specified kinds of

to give up, or reduce,
case either by exemption, reduction of rate, and to give credit
is not exempted and so remains

for overseas tax on income which
double taxed. Secondly, where relief is not due under an
agreement, relief for overseas tax is given unilaterally.

BRIEF ACCOUNT OF THE PRESENT UK SYSTEM

4'. Agreements There are limited agreements dealing with
shlpplng and air transport profits and comprehensive agreements.
Limited agreements provide that, where a concern resident in

one country carried on the business of shipping or air transport

in the other, only the country in which the concern is resident
Comprehensive agreements usually cover

is to tax the profits.
all forms of income Double taxation is reli
: ' . eliev
combination of two methods: et
a. some types of income flowing from one co
: unt £t %
other are, subject to certain conditions, eizmptedhe
or charged at a reduced rate in one of the countries;

in general, where income remains fully or partially

b.
taxable in both countries, the tax cha
- o
country is allowed as a credit against gﬁg tixogﬁarged

in the other country on the same income,

IN CONFIDENCR
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it artlc
. = -h il - e
The more important articles, apart fromtﬁgﬂe dealing with th
are the non-discrimination artic}e_?“ddr ;ntercﬁt and
treatment of business profits, dividen d'nts with over 60
royalties. We have comprehensive agr?emﬁ gpEC, most of the
countries, including the other memberadg endent territories
other members of OECD and many of o;;erepis i compychen
which for his
prehen
un

and former dependent territories.
agreement with the Republic of Ireland Ao
reasons is on a different basis from other e

of one of the et 1

e cred

sive £xon!
ries fro
s pecial

e arising’ there r

st the United

d on the income in
taxation
The

agreements and exempts a resident

tax in the other country for incom
arrangements for double residents.
Credit is given again

5. Unilateral relief
Kingdom tax on overseas income for tax charge

an overseas country even though there is no double
agreement between the United Kingdom and that country. i
overseas taxes for which unilateral relief may be given ar
those which correspond to United Kingdom income tax, COfPoi
tax and capital gains tax, and may include not only centra

government taxes but also taxes levied by provinces, states

ation

and municipalities.
"Matching" credit Since 1961 there has been statutory

6.
authority for including in double taxation agreements provisions
e United Kingdom gives credit for tax which would

under which th
payable in the overseas country on income arising
pioneer tax relief granted by that country, and a

have been
there but for
number of double taxation agreements concluded since that time
included such provisions. There is however no statutory
f can be given unilaterally.

have
Provision under which this relie
A shareholder combany resident

ing dividends from an overseas

7. Relief for underlying tax
ces (broadly where it can be

in the United Kingdom and receiv
company is in certain circumstan
regarded as a direct rather than
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List or countrios with which the ynited Rings
']';4.":":_1'1."'_1'_('31;?{\3 Troolients
- Legsotho
Antigua ' Luxcmj;ourg
Argentina (shipping and air Malawi
transport profits) Malaysie
oo Tt
B ;f1dos Mauritius
Bgi;;un Montscrrﬂt
! ]
: 51 yrlands ekenglon
S Sgtkgrlands Antilles (cxten
of the convention wit

Botswana
Brazil (shipping and air
: »therlands)
transport profits) Nethe
: - New Zealand

British Solomon.Islands : 2
Brunei Nigeria
Burina Norway
Canada ' Pakistan
Cyprus Portugal
Denmark Rhodesia . ;
. Dominica St Christopher ana Nevis
. Falkland Islands St Lucia
Faroe Islands (extension of the’ St vincent
convention with Denmark) Seychelles
iDalghl Sierra Leone
‘ FFance Singapore.
Finland ’ South Africa 1
Gambia ' South West Africa (extension or
g}c:deral Republic of Germany the 1962 Convention with South
ana S
: _ Africa)
‘g;lbert and Ellice Islands Soviet Union (air transport under-
Grgﬁgga takings and their emploveces)
e Spain (air transport profits)
oy Swaziland
lHlungary Swed
Iran (air transport £ g
. ansp profits) Switzerland
IriLsh Republic Tanzania
sle of Man PR 2
g Trinidad and Tobago
Jamaica United States of America
Japan Zambia

Jersey
- Lebanon (shipping and air
transport profits)

In addition, agreement has been
; n reach
but the conventions are not yet in fo?ge?ith A fOIlowing CorRE

Indonesia
Kenya
Korea
Philippines
Poland
Romania
Spain
Sudan
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REVIEW OF DOUBLE TAXATION RELIEF
the Inland Revenue minute of 25 Februarye

I have now read the report attached to blem snd I agree

It seems to me an excellent anslysis of a by no means easy pro
with all its recommendations.

; the
2. There are really four points of importance. First, es paragraph e ofh dh
report observes, the way to equalise the benefit to the United Kingdom (altho
not to the United Kingdom resident investor) from outward investment would be

to treat overseas tax as a deduction in arriving at the amount on which the
But even if we thought that tax neutrality for

United Kingdom tex is charged.
the UK economy rather than for the UK investor was the eriterion which onght to

govern our actions, thirty years of history since the London and Mexico draft
double taxation conventions effectively preclude us from taking that course.
cannot now go back to square one and treat overseas tax as no more than a

We

deduction for UK tax purposes.

3, Second, the choice is between the credit method and the exemption method.

The European Community arguments point wholly in the direction of the lotter,

but I do not myself find that particularly compelling. Within the European
Community only the Dutch have anything like our experience of home-based companies
operating through subsidiaries and branches in the third world, and even thay hava
nothing like our number of such companies. It follows that, at least within Furcra,
we should be un:l._qnely exposed to the kind of avoidance problems which the m _
mentions in paragraph 45. Moreover, I am bound to say that even if e
serious avoidance and evasion problems of this kind assoc s
method, I would not myself regard the merits of that u

ik

1
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ify the enormov®

4 reqnire?

ing suf ficient to just

h its introduction woul
ering the problems of porimont
d would imply 8%
in Nigeria and
hat that

method which we already employ, as be
personal taxation whic i)

uphaava]. in company and
I reach that view without consid

What is more,
equity, or rather the lack of i., which the exemption metho
om investors, one of whom put his money
ould have thought t

between two United Kingd
the other lodged it in the Bahamas, although I sh
would be a consideration which would weigh heavily with Ministere:
Third, there is the problem of matching credit for overseas pioneer
agraphs 33 et sed- L MOEEE
al successor of the
as ng.lopmnt 8

Dcpartmnt for Overse
‘s position; they ©e°

L.
reliefs to which the report draws attention in par
oubt the line

stand the FCO position on this; it is no d
attitude which used to be expressed by the

I sympathise with the Department of Trade and Industry

considerable opportunities for British Companies to get in on the ground floor
of Brazil (although I am bound to say that I

and expanding economies like that
think the Brazilian demand which has so far prevented an agreement with that
Both the FCO and the DTI have a

country is really a pretty greedy one).

preference for new statutory powers which would authorise unilateral action by

the Inland Revenue in cases of this kind because they say, with some justice,

that the renegotiation of double taxation agreements to incorporate pioneer °

relief provisions is proving rather slow. The Inland Revenue position, which I

support, is that they ought to have wider powers to deal with claims like that
elief conditional on a doumble taxation

expressed by Brazil but still to make any r
agreement in the negotiation of which the new powers would no doubt give the

Revenue additional leverage. There are, in my view, great dangers in the
alternative unilateral approach; it is an invitiation to Bongo land to impose a
70% tax on ell profits and income, with a £1lm exemption limit for local residents

and a pioneer relief rate of 20% for any inward investment which is approved in
We

the sense that thereis an appropriate kick-back to the local Finance Minister.
have seen all this before; it is, within broad limits, the history of the taxation

of 0il companies in the Middle East and I do not need to remind the Paymaater

General, as a former Chairman of the PAC, where that got us.

Fourth, this leads on to the final question, namely whether in a situation where

three quarters of all relief for overseas tax goes unilaterally to oil companies

there is any real place for double taxation agreements at all, In my view th
g L]
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