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ODA for an a

fro; :;: gmbassy in Br§:EEMEnt with Brazil comes from the DTI,

would e BI, in Particul o, although perhaps to a lesser extent,

with 2Ourage o Briti Fo 21, They believe than an agreement
Brazil can onl 1sh investment there and that British trade

Y expand if there is increased British investment.

3. We have to e
i e
;:zrove the-prOSPBCtzto:hg:i:? agreement - any agreement - ?ould
pPosals with regard t 1Sh investment, and the Brazilian
provide British com an_o credit for Brazilian tax would undoubtedly
SnedLt Tules, Whag 11€S with more tham incentives than our normal
attached to py is more debatable is the weight which should be
Reform C bromoting this investment i Tax
ommittee on 23 July Mr W s At the meeting of the
eéxpressed the view that thy ass representing the Treasury
not allow any high priord e present balance of paymentssituation does
the next Year orgtwp oLy to‘be given to overseas investment in
was little empiric i. . He said that on the long term effects there
long run Dverge al evidence but the Treasury view was that in the
Ryre: o5l il iy :s 1nvest@ent competed with domestic investment. He
greater than tz as foreign exchange earnings from exports were much
o ose from overaeas investment much larger scale oper-
ons overseas would be needed to compensate for the loss of
If substantial manufacturing capacity were shifted

exports.

abroad, industrial potential at home would be reduced and imports
would increase.

4, It would be prudent therefore to conclude that the Treasury
would not regard the encouragement of overseas investment as of
paramount importance, and that, while we ought to aim at securing
the maximum possible benefits for UK based businesses in a double
taxation agreement, we should certainly not allow this aim to take
precedence over other considerations.

5. The advantages we would derive from an agreement with Brazil
would not of course consist solely of inducements to British
investment there, but against these advantages must be weighed the
possible repercussions of our acceptance of the Brazilian proposal
on credit. These could be far reaching.
6. No-one would believe that we would not be prepared to concede
similar terms to all other developing countries, and the Brazilian
agreement would be looked on as a model for our future agreements
We would be seen to have radically altered

with those countries.
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Y recently reviewed our policy in this field

and our concl 3
approved by tﬁzlgzxtgat we should stick to the credit method was
To accept proposal eform Committee and apparently by Ministerse.
methods would anivzt‘-‘hir’h have much in common with the exemption
pParticularly embarr ab%y weaken our position and could prove
pressure from our Eggslng at a time when we may be coming under
credit method S partners and the Commission to abandon the
: is pressure may force us one day to change ouxr

polic bu 7
2 4 t as Mr Lord pointed out in the Tax Reform Committee we
something in return and we should not throw away

8. We have only ver

‘fOUJ.d want to get
in
advance what could be a useful bargaining counter.

zéderwb coul? n?t includ? the Brazilian's proposal in an agreement
our existing enabling powers. We would have to seek an

extension of the scope of Section 497¢3) in next year'
I understand that Ministers are very reluctant to incl
in e Finance Bill unless there are very pressing reasons
so: even if we came to conclusion that the Brazilian proposal
should be accepted I very much doubt whether we could make out a
sufficiently strong case for including the necessary enabling

legislation in the Finance Bill. Brazil, although important

is the only developing country which has put forward
eason to believe that any

economically,
this proposal on credit and we have no r
the top of our list for negotiations -

of the other countries at
with (£ possible exception of Mexico =~ will put forward similar
proposals. We would not therefore be able

ude anything
for doing

relations with a large sector of the developing world were being
prejudiced by the absence of these enabling powerse.
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the usual
ex
change of courtesies Mr Hopkins explained that

After th
although M
r !

talks she wsufgai%ﬁ°°d did not normally attend Double Taxation

this week in viewl ; o take part in the discussions later

attached to a Do bo oA importance to which the United Kingdom

Snr Dornelles uble Taxation Convention with Brazil.

arriving latérsg;dt;hat his Minister, Snr de Queiroz would be
e wee but said th i o

to conclude a Convention without him By ekt SRR

said he thought the best way would be to go through

Mr Hopkins
There were a number of points

thetConvention Article by Article.
on the Brazilian tax law he wished to clarify and no doubt on

the other side Braz%l would like to ask questions about United
Snr Dornelles agreed that they should work

Kingdom tax law.
He said he recognised that

their way through the Convention.
there were two different taxation principles - Brazil was

source minded while the United Kingdom favoured the residence

test - but he did not want to get involved in theoretical
There have been many changes since the talks in

arguments.

1966.and Brazil's Conventions before then do not now reflect

Brazil's current thinking. Mr Hopkins agreed that these talks
considered on a fresh basise. The talks in March 1972

would be
had been exploratory only.

Personal Scope - Agreed
Taxes Covered - Mr Hopkins said he understood that Brazil attached
great importance to the exclusion of the tax on excess remittances
and the tax on activities of minor importance and Snr Dornelles
confirmed that this was correct. In reply to Mr Hopkins he

said that Brazil did not have a tax on capital or a tax known

as a capital gains tax. However capital gains of companies

or entities treated as companies under Brazilian law are

considered to be normal income and subject to income tax in
Capital gains made by non-residents are taxed

at 25 per cent. Capital gains by residents other than

companies are not taxlat present. Mr Hopkins asked how
non-residents on capital gains.

hen someone wanted to make an

Brazil would collect tax from
Snr Dornelles explained that w :
investment in Brazil, evidence of this leg a contract) musz be
registered at the Central Bank otherwise no payments abzoa

can be made. He confirmed that this would apply to a house.

the usual way.
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Balance Sheet ag ?izilts Which are capjiglvTUId apply. von
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on which the tax is 1 ; i :

gains

= € was also a political aspect to
i TP Sgbe subject to criticism in Brazil if this
S not excluded as in all Brazil's double taxation

Conventions.,

of £1,000 and Reserves of £1,000 on capitalisation.
at the company could issue bonus shares

Snr Dornelles said th
or revalue the existing shares and that no tax is chargeable.
of an increase in capital in a Brazilian

He asked the position

subsidiary of a United Kingdom company. Would there be any
chawge to United Kingdom tax on the parent company. Mr Hopkins
He thought there

thought not but said he would check on this.,
would be no liability on the parent company on the issue but

there would be on any subsequent sale.
practice of disallowing

Mr Hopkins then referred to the Brazilian
royalty payments to a company

in the computation of profits,
which controls over 50 per cent of the paying company.

Snr Dornelles confirmed that this was correct and said that this
related to Trade Marks, Patents and Technical Assistances Fees.
He added that there were also restrictions on the amounts
deductible for directors remuneration (applies to all companies)
to protect minority shareholders. Any amounts disallowed are
treated as remittances. Snr Dornelles handed over examples
and Mr Hopkins said he would like to consider this point.

Mr Hopkins asked about the tax on the activities of minor

importance whichlﬁ?ﬁzil_aiso wanted to exclude from the scope
This tax would take the form of a

of the Convention. :
withholding tax on dividends and the exact details would ?e
However the tax has not yet been levied

given in a Decree.
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Dornelles asked about the scope of the
of Nationals and Mr Hopkins explained

that this

Foreign Of‘}f:::eo:gls:?ndard form of words as advised by the

Canadians. Snr ;_) 2 By would not include for example

he would de ha zrnglles said he had no objections and that

this Article rgzﬁ © include the definition of Nationals in

It was agreed er than in the non discrimination Article.
greed that the Brazilian definition of nationals as

an draft Article 24 paragraph (2) be inserted

in the Brazili
and
that paragraphs (d) and (e) of the United Kingdom draft were

I’Seneral Definitions - Snr
nited Kingdom definition

not now required.
figcgiag:zlzile ~ Mr Hopkins said that the difference between the
skl uiolois n P;rﬂgfﬂph !1) resulted from the United Kingdom wish
o e people like diplomats from claiming the benefit of .
e Convention on investment income. Snr Dornelles said that

the normal 12 months rule for residence in Brazil did not apply
to diplomats - they were regarded as residents of the other
country and that he would prefer to keep the Brazilian version
but said he would be happy to cover the point in a Protocol.
Mr Hopkins said that although the point was not of great

The OECD version is being

importance he would like to cover it.
revised on similar lines and we will check on the position. We
Mr Hopkins said

would prefer not to have a separate Protocol.
he would produce an alternative form of words instead of these
" the term

in the United Kingdom draft, paragraph (1) line 7
does not ..... sources therein'. Brazil can agree the United
Kingdom version of paragraph (2).
lishment - Paragraph (2) Snr Dornelles said he
preferred a six months period for a building site etc and
Mr Hopkins said the United Kingdom did not feel strongly on this.
Mr Hopkins said that the United Kingdom had been considering
whether the Article covered an oil well and a drilling rig
which was used for exploration and not production. Snr Dornelles
said that Brazil thought that these would be covered by the
wording of the Article and would prefer not to draw attention
to this doubt by specifying them but there could be an :
explanatory note to cover this. It was agreed that the Un}ted
orm of words to cover a drilling rige.

Kingdom would produce a f

/ Permanent Estab
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Paragra

graph (4) - .

draft, Brazil agrees this parag I ,dom
- graph in the United King

Mr Hopkins said that although

the Unit -
ed I\lnq‘dom 1 .
£ 1ad :
we preferred to omit ita Sl:llar paragraph in other agreements
- fter some discussion Uraz&l agreed

to drop this pParagraph.
PM
YIncome f P Y
from Immovable P
e ‘roperty - Aft
accepted the word landed in paragranEFE?E?e

Business Profits

discussion Brazil

Paragra
accegt f:: él) and (2) are similar and the United Kingdom can
razilian version of these paragraphs.

Paragra .
wereginzgnég; tThe words in brackets in the United Kingdom draft
O prevent the expenses of a permanent establishments,

not al
Countriowabﬁe under the domestic law, being claimed by the other
-B ?wever the United Kingdom did not feel strongly on
razil preferred not to have these words included.

this-
M i =
r Hopkins asked whether it was intentional that Brazil had

;:;tgsgntgf words from 'whether'" to the end of the paragraph.

v elles replied thét Brazil preferred to omit these words
reasons of presentation but he confirmed that Brazil would

allow expenses incurred outside Brazil under the Convention

based on the Brazil draft which did not have these words.

Mr pr#lns said that we would prefer to include these words as

otherwise people in the United Kingdom may ask if the Brazil

Convention is different to others. We would like time to think

about this but do not consider that this would present any

great difficulty.

Mr Hopkins asked what would come within the scope of Business

profits and in particular whether Management Fees would_be
Snr Dornelles replied that this would be classed

included.
as technical assistance and therefore come within the Royalties
Mr Hopkins said he would like to return to a discussion

Article.
on this point later.

Shipping and Air Transport
hat although the drafts were saying the same
On the other

Mr Hopkins said t

thing he would prefer the United Kingdom version.
hand Snr Dornelles said that Brazil might have difficulty

in establishing residence and would therefore like to retain
ssion it was agreed to adopt

her wording. After some discu
the Brazilian wordling with the addition of United Kingdom
paragraph (2) concerning the termination of the limited

agreement.
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Associated Enterprises

No Problem
aros =1 5
1 Oose as both flra!"t: were th 8
= 2 e same. - e y

opkins e :
Xplained the United Kingdom law which enable
" the transfer pricess

In reply

Kingdom tax would arise w
ept%tled to dividends fro
dividends remain in Brazil,

m a Brazilian company but these

said that the definition of dividends in the
draft was wider than in the Brazil draft.

élned that the reason for this had been the change
ingdom law in 1965 which had made it necessary to
There had been a change in the

1972 and he would check to see

Snr Dornelles

United Kingdom
yr Hopkins expl
in the United K
cover all possible items.

United Kingdom law again in
whether the words were still required.

g::agz:gzliﬁ) of United Kingdom draft - Dividend Stripping
o Bl es asked.for an explanation of this paragraph and
opkins duly obliged. He added that the importance of this

paragraph had now diminished but we would prefer to retain it
as such a position could possibly arise under our new system.
?e did not feel strongly about it and would be prepared to delete
lt: Snr Dornelles said Brazil would like to delete it and the
United Kingdom agreed.

Snr Dornelles

Paragraphs (1) (2) and (3) of United Kingdom draft.
asked the meaning of tax credit and Mr Hopkins then gave an outline

of the new United Kingdom imputation system.
Mr Hopkins said he would

The term beneficial owner was discussed.
like to use this term or use the subject to tax test.

Snr Dornelles said one problem concerned the rates of the
Brazilian withholding tax. If Brazil accepted the 5 or 10 per
cent the effect would be a transfer of revenue from the Brazilian

Revenue to the United Kingdom Revenue as the United Kingdom at
Brazil

present gives unilateral credit for Brazilian tax paid.
does not therefore want to make a sacrifice if the benefit does
not go to the United Kingdom investor but to the United Kingdom
Mr Hopkins replied that the United Kingdom investor
here would be a cash

Revenue.
duced (otherwise he

would benefit in certain instances eg t
flow advantage if the withholding rate was re
would have to wait for the United Kingdom to give credit).
Moreover a Convention was not concerned simply with the investor
the other countryﬂg-position must be considered - if a country
was not prepared to reduce its withholding rate what was the
the 15 per cent rate

benefit of a Convention? He refgrreﬁ ;o_f B e
in the Brazil/France Agreement and asked 1i the
negotiable. Snr Dornelles said that Brazil would be prepared







Rovalties Mr H i
5 - M; opkins asl i f
Brazil replied thze cia Sted if the rate j
S gfve;(bthzi 15 5 Quponded on wh:ﬁ;fﬁﬂs negotiable and
Management Fpeﬁ-tn f United Kingdom. nr;;??11 at_n el

- - - J > 1 % . 3 :
be treated as royalgfcteLhnlcal assistance aﬁsttfifiziL to

] Se ! " it :
Snr Dornelles explained that Brazil

do not allo
w the deducti ;
1On in computing profits where royalties
to a foreign parent company

zg:hpsigrbgoa company in Brazij)
tax of 25 perpz::n(t:e:: ionf‘:rol_ In addition a withholding
a book transaction the i:leq on the payment and if it is omnly
Mr Hopkins said that h X 1s due when the credit is made.
would be penalised E_Was concer that the genuine cases
Although the Unitedpgl-ﬁ 1Cularj!_y in the engineering field.
there were important ;?Ezom did not allow a similar deduction

| e T T R
United Kingdom will probably drop pgiagigshwﬁﬁﬁ E?eﬁﬂi'drggte

My Hopkins

as v 4
8 not now needed du2 to changed legislation.

suggested
&g that there could be a separate management fees Article
d on the net profits under the Business

with an option to be taxe
Snr Dornelles said this was very difficult

Profits Article.
but Brazil would think it over.

ned

of royalties was not

Capital Gains
The difference in the two drafts is in paragraph (3).

Snr Dornelles said that Brazil taxed capital gains except those
An investment in Brazil

made by certain resident individuals.
must be registered there and gains by non-residents are also
The tax is due at the

subject to the Excess Remittance tax.
moment of transfer but if the register is not changed then a
The register

fine will be imposed when the tax is paid.
cannot be changed unless the gains tax has been paid. Brazil
is thinking of exempting gains where the investment is held
for a certain period. Mr Hopkins said we would give this

further consideration.

Independent Personal Services - In reply to Mr Hopkins

Snr Dornelles agreed that Brazil had dispensed with the concept

of a fixed base as she had encountered difficulties. Mr Hopkins

said that paragraph (1) of the Brazil draft was too wide for

the United Kingdom - it would be more acceptable if confined to
After some discussion Mr Hopkins

services rendered in Brazil.
asked if Brazil would consider a different form of woring
persons in the other country for a certain period

nr Dornelles however said Brazil would have

confined to
local control was ineffective.

of time. S
practical difficulties as its
Mr Hopkins said he recognised these difficulties.

kins said that the United

draft and also to a separate

J

/Dependent Personal Services - Mr Hop
Kingdom could agree with the Brazil

article for Directors Fees.
It was agreed to delete paragraph (2)

Jkrtistqg_and Athlﬁtq& -
of the Brazil draft. -
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p.T“(’-___fer - _pklns explainec .
that a pension wais etc and said he.apﬁrzziei cost of %ivivg‘
He asked if Brazii regard?d as a payment oralei Brazil's V3 e : O s

Article as in th BWou%d include annuities desisiad remunerats

that Brazil had 3 drazll(France Conveﬁéi&; andsallmonY e thliid

Sf N i en tho“gitet; “tllStﬂke in the C\"nv::‘:ntfl nxt:rw[:_:;n;lzflics-'

However Brazil was preaa pensions were Socia].securitv pensions-

residence where the a Roase fo recognise the right of the country¥

handed over a draft czzun? did not exceed certain limits and he
preferred not to includerlng pensions and annuities. Brazil
exclusive right to t € ?11m0ny and would not want to give an

After some discussi o allTOHY to the country of residencee

include alimon -ton Brazil said that they could agree to

#4,000 US dol y with the same income l1imit as for pensions

ollars. There is no limit for annuitiese-

of

After some discussion Mr Hopkins said that
and (3) of the Brazilian draft.
1d find it difficult to accept

sure uniformity of treatment ©
r his view that there
ns and those

/government Payments -
e could accept para
graphs (1)
However the United Kingdom wou
paragraph (2. We liked to en
E:ﬁs;og?r:: tMr Hopkins gave reasons fo
S istinction between Social Securit j
paid for pasti%ervices. o e
f hardship and arrangement
After some discussion Brazil agreed
be taxed only in

d to expand paragrap
ft is to be

There could becases ©
easier for pensioners.

tha? Social Security pensions
residence and it was also agree
Brazil draft. Paragraph (3) of the Brazil dra
deleted.

lles

cussion Snr Dorne
1t

Kingdom draft.

and Researchers - After some dis
ac
as above.

VTeachers
t Brazil could cept the United

=aid tha

was agreed that the Reading would appear
ntrainee' in the Brazil
this covered.

est graduate

o Students - Mr Hopkins said that the word
draft seemed to be rather wide and asked what
Snr Dornelles gave an example of a doctor on P
study. Mr Hopkins said that if he was drawing & salary from
a hospital the United Kingdom would not want to give exemption.
He said we would try to think of a petter form of words than
ntrainee' .
Paragraph_(a).of Brazil draft - Mr Hopkins said that this went
too far and Brazil agree to have a limite. Mr Hopkins suggested
a limit of £500/600 excluding any remuneration from an employer an
explained-that-a student in the United Kingdom would be entitled
in a different position than a

to personal allowances and was
hat the United Kingdom could accept
it and undertook

pensioner. )He said t T i
aragraph (2 of the Brazi aft with a ' .
zo pgepzre a draft. Snr Dornelles said he would think about it
although he felt that the limit was rather low.
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o2 h_1$C45510n was the problem of dis-
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g and important problem should be

n agreement between the U.K. and
g the ability of the city of London
“the field of international financ-
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