








NOTE or »
* OF MEETING IN y ¢
ETING IN THE BOARD ROOM, SOMERSET HOUSE 15 MARCH 1972
CBI/ICC
Mo .-___1./__1_("_(:_ Inland Revenue
2SSrs Davies
I\'Ortt(;z} iffe (]flé Tinto Zinc) e Miss A H McNicol
Esam & 3 ({."713_10\.»9_1*) L J H Beighton
Evans : (Shell) P Lewis iy
Crow;:- g(]:'?;‘{";w.rci‘,‘l Union) c Sl‘.ch.u.\rt
Dale ( e J M Johnson
British American
Grn ) L Tobacco)
y (Rio Tinto Zinc)
(CBI)

Gomeche

Miss McNi ;
icol opened by saying that these were the first
consultation between certain

and the Inland Revenue

1.
round of talks aimed at a closer

representative bodies
It was

double taxation.

useful to i .
ot i prgo:h sides aﬂd it was suggested that they generally
gress report on negotiations and the views of both

sid i
ari?s on certain of the more difficult issues
s3e mostly with developing countries.

course remain confidential.
2.
not Feach agreement because of shipping.
holding out for a 50/50 basis of tax

stands by 'the country of resi

whereas the
of the owner'

3.

Starting with Malayvsia, Miss
e et

United Kingdom
taxing principle.

Davies pointed out that the
Chamber of Shipping present

the
certain views on shipping generally.
from shipping were small and co

or the United Kingdom.
little or nothin

nothing in this question £
tax is concerned there is

therefore it was a pity to lose

e were three points releva
s really a red-herring -

really be any grounds
ght the inland Revenue were

shipping.

4.

treatment.

oint was th

reatment have not in
which wo

ther side for this

as no

probleine.
negotiated 50/50 would there
complaint. Secondly he thou
against entering
this would lead t
Miss McNico
at other countries

Northcliffe felt ther
First, shipping wa

thing in the shipping

y

Davies said that Norwa
h

id that this was not wit
Davies also r

rge trade.

hoped that these talks would be

re was no represent

on matters of

- which seem to
The talks would .cf

McNicol said that we could

The Malaysians are

ation of shipping profits
' dence

ative from
t+ forward

but he wanted to pu
He felt that the profits

re was really

As far as

nsequently the
and

g involved
an agreement just because of
nt to the
LE wWe
foxr

article because

into a new form of shipping
o other countries pressing for similar
1 accepted this. Northcliffe's third
who have conceded a 50/ 50
fact obtained any concession from the
uld seem to indicate that there
concession.

0 but Miss McNicol

h whom they have

now gave 50/5
r countries such

countries wit
eferred to othe



that

gingEUQH and the Netherlands. Miss McNicol suiq i
N also had only given the concession where it was no
in mind what had been
blem in detail
worried
and yet

;:rsrtdgt to her l)ut.wc would bear
St b1 thoecxg::qﬁhc‘d{sgussing the shipping pPro
that the Ch-m:b)b}— c>—i Shipping. Davies said he was
B WOndcredtv1CI would merely tell us to stand fast
vhat really was at stake. -
6. o :
reprg;‘;st‘:ggtzgl I'{G}’t }:Lfrncd_to Canada saying that
Bt cre T oé ;he Canadian Ministry of Finance had
e iein an . evenue, not for negotiations but to
Nk ity thiHHEW h?xat1ou system. Davies thought there
S ‘ gs h'lch could be said about this but he felt
new capital gains tax was going to be a major problem.

It i
was a threat to the rcpresentatlve who went to Canada and
It would impede the flow of executives to

then returned.

Canada.

Northcliffe thought the Canadian imputation system
There was

7
g?nerally would cause all kinds of problems.
discrimination against the branch of a non-resident company
Miss McNicol agreed
Both Crowe and

compared with a resident of Canada.
fhat Canada does now cause us some concern.
Evans thought that Davies' point on capital gains was valid
and hoped it could be put right by treaty or otherwisc.
this is blocked by the
we could mot go into

Miss McNicol said that Canada knows
Obviocusly, however,
ut no doubt those present

existing agreement.
depth on Canada this afternoon b
would reflect on what had been said for future talks.
8. - Miss McNicol referred back to the shipping discussion
and pointed out that the United Kingdom view was the view
of Ministers, not only the Revenue. Esam suggested there
would be some benefit in confidentially sounding out other
not only the Chamber of Shipping, on
this question of shipping. Davies did not think there was
involved otherwise freight charges would go up-.
dies want to stick

interested parties,
a 'tax-bite'
Northcliffe thought that the shipping bo
tclean'. Davies added that
6

by exemption because 3t 18 so
he felt our agreements would erode one way or the other.
we do not give way on shipping, other countries will consider
terminating agreements with the United Kingdom anywaye. He
£ a case he had heard about in
ties on overseas companies,

then quoted an example o
Despite tax penal
hom Australia did mot have an
were still able to

es for shipping

Australia.
companies of countries with w
tax exemption count?

agreement covering shipping profits,

outbid United Kingdom shipping compani
- so just how much did this

contracts
9. Miss McNicol said again that these views would be bormne
in mind but that the main channel of discussion was the
Chamber of Shipping. Mr Esam asked whether the CBI could
send a circular to members asking for their views on
shipping. Miss McNicol said that that would make it
difficult to maintain confidentiality but Mr Esam could
jdence if he wished and then put forward

consult BP in conf
any representations.



and said we had
prEencgotintlon

to Brazil
a tax system

tives for
had

Miss McNicol then turned

received one of their representa
It was pointed out that Brazil
est. Both

10.
Davies and
t was a form

talks.
Isallorcd to economic self-intex
orthcliffe ran down the system. They said i
n unless you kept your
a non-discriminutlou

of exchange control with high taxatio
money in Brazil. Miss McNicol said that
article would obviously be important here.
whether the United Kingdom would give cred
compulsory investment schemes in Brazil.
replied that this would have to be considered.
?nlikely to be negotiating with Brazil until next year and
4in the meantime the economic position is steadily improving
f payments surplus

there. They now have a small balance O
into line with the tax

and might soon be able to come more i
systems of developed countries.

11. Davies asked whether anything was happening with any
other South American countries - Argentina? Miss McNicol
said 'nmo'. It seemed unlikely that any progress would be
made : South American countries were very source-minded.

Gray aslked

it for the
Miss McNicol
We are

nt a draft agreement to

Miss McNicol said that we had se
The ball was really .in
and it seemed likely that

i2.
greement

Indonesia but they had not replied.
Iran had now surfaced
we might be able to settle with them on standard a
lines. This would exclude oil. Davies remarked that if we
could have an agreement with Ifran excluding oil, could we
not have an agreement with Malaysia without shipping. Gray
pointed out that Iran has a split rate system like Germany.
What therefore was the position on withholding rates.

in the

Mr Stewart confirmed that there were no rates shown

their court.

draft from Iran.
eement with Zambia had

13. Miss McNicol said that an agr
been initialled. It was basically on OECD "1lines. We had
ranted

also had talks with Jamaica but these had run into
‘First, Jamaica W

difficulties on a couple of points.

to limit the scope of the non-discrimination article so that
there might be special provisidns for the benefit of

Jamaican and CARIFTA companies. Evans said that he understood
that the withholding rates in Jamaica's other agreements

were higher than in the 'Blue Book'. Mr Lewis confirmed
these rates as 22} per cent with the United States and Canada
but there was this two tier system in Jamaica and crediy for

the withheld tax was given against the second tier.

14. Miss McNicol said the second difficulty related to
@anagement fees. The Jamaicans would probably accept a net
income basis for taxation. Davies asked the position of
m?nagement fees where there was no permanent establishment.
iss McNicol said we had not heard from the Jamaicans for

ome months but they had wanted some form of withholding tax
n management fees. Davies thought the Jamaicans were Eoming

::n heavily'on this item because management companies had
n set up in the Cayman Islands by Jamaicans. Miss McNicol
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necessary to hold out
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rates-
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ombined rate of 39 P
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Negotia
i Miss M

15.
Islands anc
agrecmnnt would coT
dividends - The old agreemen
out on 0 Appil 1972 for the United
there was Bii=of to o< a revised agrecmcnt-
16. Miss McNicol referred to our talks in Nai?obt 13_
January and said that W€ had again come up agains czc g
managemcnt expenses question. Unless Een a get an % gqc
text soO0I, they will terminate the old a%?eement. at ;
sing at this stage- Miss Mchicol sail ?ba n
n the United Kingdom takes the line that
is imposed on gross income, then al
There is 2 strong argument
only a receipte.

was not pres
management expe
if even & modest charge 1
the profit may be taken awaye :
against imp 1 on what 18
alties-
poin g to

There is a
took up the

at countries onl

put expense

t on royalties and referrin
¥ tolerated what was
s were inc
that it was
te be applicable,
ees was

osing
similar prob

17 - Davies

patents, said th

accepted universal rate;

defending patents.- Miss McNicol said

national interest thataa lLow oL nil ra

pavies said that the difficulty with management £

showing what was expended. They might as well pay the taX

and get credit in the United Kingdom for British companiles

were involved in a running battle all the time to reduce the

charge to nil. The definition of royalties in the Australian

and New Zealand Agreements was very unsatiqfactory because

it enabled those countries to charge withholding tax on

acceptable to give

Taxing on 2a net

management fees.
Crowe said that he thought it was
e extent on the management feesS.
1d not cause any difficulty although this
here may be many other
d be a very

18.
to royalties where t
of costs woul
ption would be

way to som

- income basis wou
"~ would not apply
3 paffies involved and the production
~ real problem. Therefore a low
~ preferable. it o
The general feeling of the meeting was that it was
forta low rate on royalties but that
reated differently. Miss McNicol
ndent professional

management fees could be
fees paid to indepe
the same problem as with

1d be called

. asked for views on
,5:3516. Northcliffe felt there was
gement fees aithough these other fees shou
echnical assistance fees. Evans thought
- A L'
tion for fees if they

Miss McNicol summed up the

_:dvisory fees or
hat i
at it was often easier to get a deduc
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+ very important £
there wer
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agency definitio
important-
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20.
then raised.
Evans thought i
v Crowe said
country wi

point of views
another
fe thoug
S elle to be

trading with
arha branche Northelif
the permancnt establishmcnt g
Evans added that the pcrmancnt estab
prevent countries reaching out to tax PT
at alle. nE the concep
of thise Miss McNicol sa
t concept ought to work and
wWhile areas of trading
when the
always easy

arise there
would be much more
permanent establishmen
not see¢ future agreemcnts without ite.
through permanent establishments may be small,
ers, it mattexrs a lot. It was not al
the concept whexre 2 third company als inscrtcd
e neither country can then
en

concept matt
to maintain

between the ¢
evenue had ke
about

at the R
ing into discussions
reliefs with

enter
. ¢ for pioneer
hensive agreeme
a 1imited

1d make nO compre
d could take the form of
dit and non—discriminqtion
not be done unilaterally.
W 1egislation
red by existing

ompanies becaus

interposee.
21. col then mentioned th
looking at ithe possibili
the extension of matchin
countries with whom we cou nte.
This was mere idea an
agreement covering + matching cre
articles. Gray asked why this could
Miss McNicol said that this would need ne
limited agreement B dbe cove

1d also have the adde

. mination as a qu

Miss McNi
jus

n minde.

whereas a
1egislation and we wou
agreement providing for non-discri
22, Davies asked which countries the Revenue had 1
Miss McNicol said Argentina, Riazil, Yruguay, possibly chile,
Paraguay, EquadoT, Ceylon, India, the West African countries,
Malaysia, Indonesia and Turkey- Northcliffe said that some
untries do not always place a great jmportance
They prefer frustration of their relief
remitted abroad. Davies
McNicol said it
discrimination

developing CO
on matching credite.
at profits are not
his proposal. Miss
certainly a non-
- but it was

~schemes SO th
asked how serious was t
e advantagesS -~
d Kingdom

was thought there Wer
article would be one to the Unite
nternally.

present just a thought floated 1

at

as.  With regard to future meetings it was agreed to hold
them about once a quarter although Davies thought consultation
was absolutely vital when the United Kingdom W&S stuck during
negotiations. It was agreed that the next meeting be fixed
for Wednesday 5 July at 3.00 pm. ;

—



MISS McNICOL
MEETING WITH CBI ON 10 JULY 1972

Double Taxation Matters
n the state of

ae I attach notes by Mr Stewart and Mr Lewis o
play in discussions etc with their countries. I believe you
already have a copy of Mr Thomas' aide-memoire.

ortant news for the CBI concerns Jamaica and

2. The imp

Malaysia -

a. The main points with regard to Jamaica are that agreement
has been reached on Management Fees and Royalties and on
the Non-Discrimination Article.

ment fees are to be subject to a withhoelding tax
jon for the recipient to
he with-

Manggg
of 123% but there will be an optio

net income basis; on roxalties t
i Article

be taxed on a
holding tax will be 10%.
would be on conventional lin
exclusion: of the Jamaicans' tax on Insuranc
and whatever other taxes the Taxation Authorit
two countries agreed should be excluded.

§

1d provi
e Premiums
jes of the

b. Agreement has been reac
of a new agreement subject t
le in the ligh

Dividend Artic
changes. The Shippin Article wil
i11 have the exc

form ie the state of residence W
right to taxX. The Royalties Article will exempt
n"Approved industrial royalties" from Malaysian tax,
put the Credit Article wil ing Credit up
mostt other

to. 15% in respect of the waived tax;
royalties will be subject to a 15% withholding taxe.

The CBI will also be interested to hea
We have sent all three countries the draft
he one agreed

in East Africa.

of a management fees Article along the lines of t

with Jamaica, and are awaiting their comments. Kenya has
given notice of termination of the present agreement and no
public announcement has yet been made in this country - we
should like to agree on the draft of an announcement with the

Kenyans.
4k, There is little else to report on the Agreement side.

lusive

r of developments

EEC

5. Only one Directive has been published which affects the

Inland Revenue - Directi
o F ve 69/335 on the "dreit d' .
aft Directives have been published on The T:xaiizipl:ft‘t i

Internati
3ubsidia:;;n3:mﬁer‘$ers (coM 69/5), the Taxation of Parent and
d'apport (COM ;ﬁ%ﬁ R et e arols
Draft Regulations h [EE R R e TS Sealtonts
(Entreprise Commun ave been published on joint Enterpr .

e) (CoM 71(812)) and the European.%o;::;3

(coM 70(600)).
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wITH REPRESENTAT 2141973
INDUSTRY ON %4 APR

INLAND REVENUE

H Smallwood

Pr"esent .
Ny
CONFEDERATTON OF BRITISH INDUSTR
Mrs A D
D Hopkins
W Coughlin

A G Davies (RTZ)
C J Crowe (ICI)
R T Esam (Shell)
S NG Gray (RTZ)
J B P Connell
s Mr
inary exchange of I":"'aasE,'n-t.‘rzl-eroposcd
R T regardingsﬁhgoivention.
for the UK/U . ons were

Davies

Very-llttle & Pr have been P
;rgr;:ans, which have reszgzzzlin very little response.
depart3§gn £0r this may be partly caused by the' 4
Articia tho Mr Cohen. In the absence of @ 16V 69
American re present Convention stands, in which case
P tssldent portfolio shareholders will not be
K 1 vl deng bpayment of a tax credit in respect of'thelr
as such act?. The USA may (though this seems un%lkelY
considered Sk bEtW?en two developed countries mlght be
the C provocative) give notice of termination of
onvention. Should this occur on or before
gl 00 dmne (1973 ithe Convention will cease to have effect
as regards USA and UK taxes from the beginning of the
Mr Davies

next USA and UK tax ve

said that he had recen

CBI's view that if no agreement is reached by 6 April

then Fh? Inland Revenue should make a public announcement

?xp%alnlng the situation, and that he (Mr Lord) had

indicated that the Revenue may issue a statement.

Mr Esam said that a short 'interim' press release would
His particular

be better than no announcement at all.
interest is that more than 30 per cent of the shares of

the Royal Dutch/Shell Group is held by persons resident
Mr Davies said that if no official statement

ars respectively.
tly mentioned to Mr Lord the

in the USA,

is made there will shortly be a deluge of letters from
American shareholders especially as April and May are
the months when there is a heavy flow of dividends from
large UK companies. Mrs Smallwood said it would be a
departure from accepted custom for the Revenue to make
a public statement of this nature but that she will
consider the matter. Mr Davies said that a general
statement of the dividend position after 6 April for
those countries for which no revised agreements had
been concluded would be of some help. An exchange of



M 3 : :
Ir Davies said that there are at least 17 major contracts

in i
Indonesia held up because of the effect of high rates
To give an example of
a bank

gf with?o%ding tax on interest.
1e punitive effect of a high withholding tax,

lending (say) £200,000 for development in Indonesia
w?uld normally work on a turn of about 1 per cent
(?e £2,000) which would be completely wiped out by a
withholding tax of 10 per cent deducted from interest
At current open market
the cut off rate

at 10 per cent of the principal.

levels of interest on intermational loans
of withholding tax where such loans become uneconomic

to the lender is around 8 per cent.
Mr Crowe said that his Company has a partly owned
subsidiary which is deemed to be resident in Kenya.
He would like to see a new comprehensive Agreement
come into force as soon as possible. Mrs Smallwood
said that there has been slow progress in our

there is a 1l1limit to the

it will of course

negotiations with the Kenyans;
number of concessions we can give,

ach agreement bu
Crowe said that he will write

be a pity if we cannot re
of vital importance. Mr
He is particularly
d hopes

setting out a number of points.

anxious about the question of Management Fees an
nt will include net income option

He added that

£ this is not

that any new Agreeme

with a reduced rate of withholding tax.
he does not regard Management Fees as arising in Kenya
though it will be impossible to convince the Kenyans

of this.
Mr Davies referred to the Mexican President's visit to

the UK and added that he (the President) has let it be
known that British investment there is most welcome.

The Mexicans wish to become less dependent on the USA
for new investment. The UK is regarded as a potential
ggod source, especially since in the past so much
pioneering development in Mexico had been financed
Mexico is developing very rapidly and should

from here.

be given h%gh priority when deciding what countries to
seek negotiations for the purpose of concluding Double
Mrs Smallwood said that we cannot

Taxation Agreements.

pull M?xico up the queue unless we are given a good case.
Mr Davies said he will let us have a note on this point.
We anticipate no trouble here and initialling should

just be a formality.
We only give credit for

No approach can be made.

pre-UDI tax.
We intend to write to the Spaniards very soon proposing

that negotiations be resumed.









SOMERSET HOUSE AT 3PM

NOTE o

“ OF A MEETING 0y
ON 24 JULY 19?;Nh IN THE BOARD ROOM,
Confed
———lfrati q

ration of British Industry Inland Reven
P oo [ STIM &
es
3 T 1'-:-1!&!:1 Mrs A H Smallvwood
K. Poe: s J D Taylor Thompson

DN c 4 48 D Hopkins
JFp ok SN J Marshall
Mr Sy Mrs C B Hubbard

Pro
gress of the revision of dividend articles

1.
After welcoming the representatives of the CBL

Mrs S
mallwood started the meeting by giving a report of the
gress of the revision of the dividend articles in
Seven Agreements had been

Revenue's pro
the dividend articles with

our Double Taxation Agreements.

gzﬂioved by Parliament: these were
ark, Finland, France, Republic of Ireland and Cyprus, and
Negotiations for

complete agreements with Mal
aysia and Jamaica.
a revision of the whole of the Cyprus Agreement were currently
Mr Davies said that he appreciated the Revenue's

:aking place,
nvitation to make representations conc

erning this revision, but
said the CBI had not had sufficient notice to produce consiaered
comments, and he asked that on future occasions a minimum of
It was not clear why this

three weeks' notice should be given.
had happened but the Inland Revenue noted Mr Davies' comment for

future reference.

Jamaican Agreement
2. Mr Evans said that the rate of 22} per cent in the Jamaican
dividend article was out of line with the OECD rate of 15 per

cent and he feared that it might be a bad precedent for future
negotiations with developing countries. Mrs Smallwood said that
this would not be so as Jamaica was a rather special case. The
Jamaican rate of 22} per cent broadly corresponded to a
conventional 15 per cent withholding rate since it covered also

the additional company profits tax. The purpose of sweeping up
the additional company profits tax with the withholding tax was

to avoid undue carry-forward of ACPT. The effective withholding
rate was 15.75 per cent and 22} per cent was the nearest :
rounding up figure to produce a broadly equivalent rate.

Mr Evans said that the comparison was not strictly accurate, as
it was charged on the company profits and not on the dividend.
ians had already accepted the

Mr Hopkins said that the Canad
ade the United Kingdom bargaining
ever remain a unique

22} per cent rate which m
Jamaica would how
easily justified as they

position more difficult.
agreement as the rates agreed could be
were correct in the Jamaican context. One good point in the
agreement was that the non-discrimination article had been
Jamaican reluctance to keep it.

retained, in spite of the
l - F

i g 1

G L



Co

t!ntbiq
O € 2 whiach had
%l’l.nd Arti:g: Yot agreed in pr‘incinl‘ to a ravimion
o

Mrg g
Belgium h::lizzag,:ﬂid that the Nethorlands,
accepted the
i Te holdin revised diwvi
o S hfdout b0, e

Switzerland ana
dend article,

more favourable
with Luxambourg and

Arrangements had be
ans in November . Japan was uu;:azz

1y undertakin
em shortly, n and the United Kingdom g a review

expected to hear from
Dility of new a

Mrs Small :
£ in f’evig;.';;.dt;:id that as considerable progress had been

_ dividend articles it might be possible to
'Q#agzzi‘ti:n’ for 2 or 3 new agreements. She gnvitad the
25 . Y 8t of their priorities. She stressed that
r““%- * commercial factors would be decisive in choosing
Im‘:f‘ﬂﬂn A list of possibilities was drawn up, including

ecoements

_‘I‘ha:l.:!.qnd. Korea, Morocco, Egypt, Sudan and Mexico.

. took to consult their members and to send a list of
priorities to the Revenue.

viet Double Taxation Agreement

mentioned the United States/Soviet Double
- He said that it seemed nonsensical as
tax on profits and there was no credit
eement. It was thought however that the
~interest in the way profits were taxed in
ly with a view to taxing profits of
~the USSR.

Pk ol

gt

ies

. for their views on agreements
: ined that these countries
and that it was sometimes
¢ rates in order to secure
able whether it was
: A dual standard
reloped and developing
a problem, and that the
s possible. Mr Esam
. of world wide profit
tax credit situation
s taxed in a
] ther
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205

Prege
ntg: Confederation of

British Ihdustry
Inlang Revenue

AG Davies
Mrs A g

R o Esam
Smal
E B Norteljss X H Colliny oo
¥ X Evang D Hopking
F N Harvey I P Gunn
W M Coughlin
: sOuth
Afrieca
Revenue's preseoy T Davie
Press Noti S OPened the meet;
ce dated 19 December 197?? ﬁ\:in:izgr“?;l;ﬁ to the :
o ofita of
| ¥

S‘lbaidiarie SO 1
5 ; s Of United i
K—l—ngdm COmpaniGS'. 'ﬁ‘hilﬂt “elcoming tha
& ara

O company in tn, ;
3 affairs of South African subsidiaries

which i i
S entailed, -Thia was greater than the inve
company in the affairs of g
0 UK subsidiary. Mrs Smallwood replied that it was )
3\\ \ L

2. USRS 5% '
ate Taxes. The CBI were concerned that the method used by
taxable profits of subsidiaries there was

California to calculate the
Spreading
to other States - in particular to Oregon, Michigan and New York.
for wages, turnover and tangible

:2istmethod related the Californian figures
= :
ets to global figures including those for all companies in the group to

whi
of :ﬁet::uCalifo;r;nj_an company belonged. The result was a gross distortion
€ profit, especially as certain payments - for example Middle East

taxes - were added back in the calculation. The Californian tax rate,

:ll’mminally 9%, was in reality much greater. Their method of calculation,

ased on the desire to take the maximum amount of tax, was the cause of several
The Federal authorities did not

tax suits going through the Courts there.
seem to be concerned about the attitude of California. The CBI had considered

whether the Non-discrimination Article in the US Convention might afford
protection but had concluded that the Americans would say that the subsidiaries

of UK companies were not subjected to more burdensome taxation than were

subsidiaries of US Companies. Mrs Smallwood sympathised with the CBI but

said there was nothing we could do since the Convention did not cover State d
2w

Taxes.
The CBI were worried that local taxes in Australia,
The Provinces of Canada

3. QOther local taxes.
New Zealand and Canada were also becoming burdensome.
were locked in argument with the Federal authorities about the share of tax

each should take.
SOUTH AMERICA; ANDEAN PACT; 11,
The CBI repeated their concern expressed at an )

5 tina and Venezeula.
earlier meeting (see paragraph 6 of the minutes of the meeting of 22 October 1973
about the treatment of royalties by countries in the Andean Pact. Argentina,
and Venezuela were tending to treat all royalties flowing out of their
Furthermore they were applying

Brazil
territories as dividends and to disallow them.
penal rates of withholding tax to royalties. Generally they were disallowing

[or



e
O ohal
. L)
fubgy g Wing ,
by CH leg to L ! LMyt
here. D%bexy \ D oress. HOT th
lerg je re AN divide
' L i Plure Mde gy ) .
there yer O¢ the Arried oyt urt""' Host oparations tr o ente from
of e ne ‘loubl ® &ren, di[‘“llu‘{h BUbBL A1 i one in Houth America
9 5 . L 15) .
royalty nd ., =y o t'u“-tiun onnl-iuulhima in r’i’“!-'at.j(” :;ulmn,ie,had companies
08 " woulqg afford Ventions o Othiew lnl'.ll:.;y ranches. Unfortunately
Protection from {]1”(.’.["111;!;(::::’:‘;1.“:1 ‘:'Er":m“n"“
‘entment of

8trigg) The cpy
y t \n‘ora "
That he pro\"iliona (;.?'u:;l'u'“"d that the Heven:
1 ection 45, Income md“{:“c:'lrz{;: tr; uor.;u il |
‘atlon Taxes Act 1970,

Ame g ren #
can roy N the digg))
pos 1myut1:§ti;:eﬁr b reruu:‘l'“?é'gif § penses associated with Bouth
8ible that Phiamics m{ﬂ;ro treated pq "d:ﬁid:::i:ittrw; withholding tex deducted
are in HSoutk
nt companies would mupply knowliotm?;ii%:nrlj‘;ozt;

alternaty
Ve
Ly Oollsctj_ng & low vate of - B oo hind;:t{hangu. or
. 8§ lwood eaid that she

to another
. The
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ary at all the facts in any individual case. 3

Se &
Robert Pati?:l:lez abolition of Withholding T Mre Smallwood referred to
ecent speech in St Louis in which he suggested that America
Mr Patrick's proposals might reflect

:l::sh: eliminate itgs withholding taxes.
murioma':n:a :.linnkmg of the US Administration. He argued that it was in
b 12“1 interest to suffer the small loss of reverme that would be
abolishing withholding taxes since the result would be an immediate
Mr Hopkins

caused by
gain in cash flow and an encouragement to inward investment.
to build up New York as an international financial centre \
25

said that the desire

was behind the proposal to abolish withholding tax on portfolio dividends.
It was interesting to hear the Swiss delegate to OECD criticise the United States
for their proposals. The CBI said that the US withholding taxes represented s
the single greatest impediment to investment there and they would welcome

their removal. UK companies still retained a very large investment in the

United States though not as great as the American trade investment in this

country.
6. USA ition on the Double Taxation Negotiations The CBI thought that
one result of the abolition of America's withholding taxes would be %o
strengthen the bargaining power of the UK in the negotiations for revision
of the Dividends Article, Mrs Smallwood said there had been no progress on
the renegotiation since the last meeting with the CBI. The ball was nov in
the American court. Eventually we would seek a completely new Convention

with the United States.

oW

¢iations, mentioning
. Mrs Smallwood reported the latest position on nego ;
:n par:ioular Netherlands, Canada, Belgium, Australia, New z“l:_ni;;d Wue r::am'
Indonesia, Sudan, Norway, Singapore, Sierra Leone, Romania, Fij .
omments to make about the forthcoming talks with Mauritius.

b. The CBI had no ¢
nt ts to
Spain Th ressed great interest in Spain but had no poin
e' o min'ﬁ’iﬁ”ih. e o held in February.

raise in connecti
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That might
&h b:f:];eidate of signature of the Convention, the
cial level, or some other date which might 3 '
Mr Davies considered that Sri Lanka ‘ %
S

the world of business.,

ere for a long t
British companies would be wary of any moves by Sri Lanka

to éncourage new investment.
heir great interest in an agreement with Iran

f:'ld FLEEE The CBI mentioned t
s Smallwood M:‘P]-ied that we still awaited the Iranian response to our
Hopkine said that Iran's other agreements excluded income

offer of talks,
from activities in Iran concerned with oil production.

8. OQECD
Mr Hopkins said that a revision of some parts of the

a. Model Convention
1963 Model Convention had recently been printed.
Mr Collins said that there had been no significant progress

since the last CBI meeting., The Working Group examining transfer pricing
It was expected

b.

had been continuing its study of the treatment of interest.
that there would be difficulties and that the task would take a long time to

complete.
Mrs Smallwood said that a new Working Party had recently been created
to look at the taxation of energy. We were not represented on this Working Party

C.
but will be informed of developments.
(see paragraph 1 of the minutes of the October 1974
FCO on

9. i - Site Audits
meeting). Mrs Smallwood said that we had recently written to the
general grounds. The whole question needed very careful consideration.

10. Next meebing

The next meeting with the CBI was arranged for Tuesday 16 April at 15.00.
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which wer i -
€ causing great difficulty, and would appreciate any
®

Present c
BI
—_ Inland Revenue
A G Davies
: E B Nontiolseare . Mrs A H Smallwood
R M B am M H Collins
4 g@bt_ F N Harvey J P B Bryce
i ¢ Ttnicig J C Bassett
4ﬁr Z)aIfL ;M P E Moran
e 'S Smallwoog
welco
Wiy Were any matters wh?zg Eﬁz CBI delegation and asked whether there
| CBI particularly wished to discu
|1 ﬁémﬂuu 1. EEEEEE The CBI ALl =l vy
e said 7 i i I
g Rgrious Problems and the pro§} wzuld 5 e 41scuss 3 i |
o TL\ venue saiq th bects of overcoming them. Th !
ﬁ‘ i > €re were several 5 \
oyalties, Shtetentimland o unsatisfactory features, including
: v ’ Offilce expenses and matching credit f
dff’ ‘omments i :
- ket fggigg the CBI might have.  The CBT replied that the
B"LO < esooniiener g amongst its members was that an agreement was
as things_stood the price was too high and on that
ve an agreement, especially 0

sinc i -

o Ehgnii?feial relief was available. They would however like to .
e acts before their taxation Committee (30/35 persons! A\
sion and comment, and would accordingly appreciate a \

detai :
digaﬁégdtgccount of the limited meeting of 6 August if the Revenue
ink a breach of confidentiality would be incurred. The N
eir limited note of the position for

CBI handed over a copy of th

amplification by the Revenue and said that without the further

details they could not expect to get considered opinions from
The Revenue agreed to provide a summary of the

their members,
details but with no comment on their feelings about each out-

standing matter, and on the understanding and assurance from the
The CBI gave

CBI that the detail would be kept confidential.
such assurance and thanked the Revenue for their co-operation.

The CBI did suggest that the matching credit problem might be
overcome by meeting Brazil half way and giving relief for halr
the reduction made in the Brazilian withholding tax rates, but
the Revenue replied that if that was done it would set an awkward
precedent in our negotiations with other developing countries.
In any event such credit was at present outside our enabling
provisions and the matter would have to go before Ministers for

new legislation.
24 The Revenue's letter of 22 August The CBI said they had
circulated the letter amongst their members and had received a
variety of responses. They had not however had time to collate
the various views and would therefore talk fairly generally on
It seemed that the Revenue were raising six poin

e~ s
chi

the subject.
Permanent Establishment The responses in general indicateq :
that the permanent establishment definition could be extended
without too much difficulty, perhaps on the lines of the
Ll i p-=
United Nations reconmendations, to accommodate some of the

more modern means of ‘carrying on business' (eg telex
The CBI recorded their objection however ©O

operations).




mere

to the ent w
= * Indonesis eemen W
% Slan agreeme i
o S Lo ording of 'directl Or indirectiy:
1113ura e I ev ; - ot
7 ngcf The Revenue asked the CBI whether
ing Cate how much importance they attac

d that it was still

necessary to draw th i
ove e line somewhere i i i i
I'seas were chargeable/not chargeablg?lgiglzgathii Ei?i%Fs
> even flourishing - eg the USA. i
e rlse to tax advantages. Thé
article was certainly useful in
of profits from direct sales.

The CBI felt that it would be difficult to

resist

il we;geegigeg country's claim to tax if the management

e B ie op te in that country. It appeared however that

BdeiEd s axation was wrong - the overseas revenues
ave forgotten the difference between gross receipts

an i
d net profits. The Revenue said that the developing
med to be that management

ggggtrlesf Principal concern see
i E;gg;dggu§dconvenient way of salting away profits, and on
fd e St understanq their desire to tax. However
e ad so far resisted the treatment of management
possiblep (=] 1ncom§ and would continue to do so wherever
L the.CBAustra;la and New Zealand, the agreements with
i I particularly quoted, were the exception

ather than the rule and could not be regarded as a working
Precedent,

Management Fees

Arm's-length rule The CBI registered their strong objection

to any amendments on this front since the alternatives were

neither logical nor acceptable. To impose tax at 2% per
cent of turnover, regardless of losses or profits, would be
invidious. The Revenue noted the CBI's views and s»id that
perhaps the alternatives had been born out of the (to
developing countries) excessive time and effort spent in

applying the strict arm's-length calculations.
Head Office Expenses The CBI felt the same way about this

as about the arms-length rule, and that any limitation should
be resisted. Canada apparently operates a cost-only basis.
Where cost-sharing arrangements were in force amongst

100 per cent subsidiaries the CBI felt such a basis might

be acceptable, but in other cases it would be unreasonable.
Service companies were tending to sell their services on a
wider scale and any limitation would prejudice their

activities.
Purchasing Establishments The CBI were firmly against
allowing tax charges to be imposed on purchasing
establishments. Pakistan apparently imposes such tax and
their method of assessing is beyond CBI comprehension. In
any event no consideration could be given to whether a
profit or loss was made by the United Kingdom company.




Ma+t+ i
Ching c
- g Credit y 3
] €dit The CBI felt there was little point
diled s i 2 point in
iew of the well-known complications

ilsScusai —
ang wz;éng this matter
= content to h-

ave the problem i

in the hands of the

e

ReVenue_
3
that —=—rt Directi
although Withxe on Company Taxation The CBI
©0lding taxes were not part of tﬁergiconccrned
e rective

aS such
high (25 they were neverth
- e i =rt eless mentioned an
-wﬁéththat Suche§2t22 dividends, interest, ang ii;zliizremELY
S T wass?ou;d be completely resisted and?;ék gﬁey
Sl aking orlprcposing to take any actie i
venue replied that there was a fair aﬁguii

g?izu;ESpect'
R asP?;; for high withholding tax rat

. e s
Perhaps be ﬁieiggmUnlted Kingdom was conieiﬁgggiﬁemeﬁgzi-Countrles
agreements. as f e by agreeing lower rates in doubge taizt?OU1d
e . i T° clvidends wexre congeaned e Nyl
were the views glted to our imputation system ;n 73y . Whﬁi
T@e CBI repliedotbthe B conc?;ning interest andy}éiéltie:é
Simply did not 1at as- far as”interest was concerned they
ithholding r want withholding taxes; as regards ro éltier th \

ate would not be i i : - e 7
suitable if royalties were to be

wi
treate A
d as gross income rather than pure income.
The CBI we
re also concerned that cash-flow problems could arise ‘
were included in the
0

in :
dirg§§§§§ gglcimpanles since no provisions
right to Carr? ;ng Eoqgrewp iqcome arrangements, and that the
The Revenue rg 19rgard the precompte appeared to have been lost.
that the direcs'le that these problems served to illustrate
the CBI make r divesoouldenot, coyer fine detail and suggest that
SEA S eg;esentatlons.on these particular matters. There
WAl i ple time for consideration to be given to the gquestions
it was unlikely that the iirective would reach its final
The CBI agreed to this proposed

form before the end of 1976.
course of action.
4.- USA - Revision of the Agreement/State taxes The Revenue
said Fhat discussions had taken place in September about a
revision of the agreement and a wide measure of agreement was
I+ would be inappropriate to say at this stage how
but the guestion of State taxes had
tcome of this matter it woulad
tions. The CBI handed
ly to a question fxom
e to comment
the revised

reached.
well the talks had gone,

been brought up. Pending the ou
be as well to continue to have representa

over a further letter of protest. In rep
the CBI, the Revenue said that it was not possibl
on how far the States would comply with any clause in

Convention concerning the taxes.
- On-site audits The Revenue said that this matter had

again arisen, but In a different context in that it did not

ial sector. The USA was taking the narrow
ce companies could

relate to.the Tinane
view that their attitude on banks and insuran
ing all forms of

not be taken as a blanket precedent coveri
business. The Revenue said they felt they would resist the
US demands and asked the CBI to notify them of any further
apprcaches. The CBI agreed to the request and said that they
had at the moment nothing other than the ICI involvement.

he US but was not expecting mu

Mr Crowe said he had replied te t
success with his representations.
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£ : A\XATION: UNITED KINGDOM/BRAZIL
UMMARY op BRAZILIAN DEMANDS

to the
United + interest and royalti
asgdo i Kingdom only 1ffc:;dit is givenyagaiﬁztf%}g:tgg
as f o e Brazilian tax
'spareq: “nd2: the reduced Brazilian tax paid andszoiizg;up'
rder to promotPionﬂer reliefs given by Brazilian law in
- @ development thgre. Any reduction of the
razilian and on royalties paid by a
effect 3 Y::?E““% to its United Kingdom parentpwoulayonly take
after the agreement enters into force.

ilians also want to preserve in an agreement a number

The Bragz
o
They want to

f feat
°°ntinu:r:g,3f their domestic tax code.

disallow deduction in computing profits, for

a.
royalties paid by a Brazilian subsidia
to its United Kingdom parent; St
b. charge their additional tax or excess remittances
of dividends and other profits;
C. tax commissions arising in Brazil and paid to a

United Kingdom resident;

d. impose their withholding tax on the profits (whether
remitted or not) of Brazilian branches of United
Kingdom companies. They will reduce their rate to
158 three years after the agreement enters into

force if the United Kingdom gives credit for ail
or part of the tax so given up as well as for the

reduced Brazilian tax paid.

e. extend the definition of royalties to include payments
for technical assistance and technical services;

tax other service payments by extending the Independent

£
Personal Services article to companies as well as
individuals and dispensing with the fixed base concept;

g. tax all capital gains' (including those made by a United
Kingdom parent company on the disposal of its shares in
) except gains relating to ships

a Brazilian subsidiary _
or aircraft operating in international traffic.
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6. INDUSTRY

Present:
CBI

Mr A § Davi Inland Revenue
Mr p g es
M@ g Gray Mrs A H Smallwood
Ml’.‘ W K rowe Mr B Pollard
Mr Evans Mr J P B Boyce
Mr X T Esam Mr I P Gunn

P E Moran Miss M A Hill

Mrs sm

wh i allwoo :

hile copieg oo tgeeﬁgiilggdtﬁhat the US and UK had agreed that
B oy T € new Convention could - exc t"
ChelEe Provisions unti hi{eti LS, Oula be no public Siscussion |
- y = ; : received the approval of
‘wguld mérely 25 FEQF thés Juncture, therefore, the Revenue
were eager to“ﬁ:ﬁe e of the CBI's dquestions. Both Governments

reaty in operation as soon as possible:

2. The CBI i
reco

T e S modgglﬁgg ;hzt the new UK/USA convention might well
Oeeo v 0 ; u ure agreements. The Americans had told
Bssie they W 1t as a suitable pattern for countries havi

N Imputation system and th e
5 DB lobriot a e.UK Revenue, while seeing the 'pattern’
B e cop ta'e only in certain circumstances expected pressure from
b 5 untries to'conclude treaties on similar lines to the

o Gl one. In this context the CBI welcomed Article 9 (Associated

pr.:l.ses) but were disappointed at the,omission of specific

pProtection for branches of 3rd country companies which could be

taxed in both partner countrieir

'@rs Smallwood said the Revenue recognised there was a certain
difficulty about the position of branches (which were not,

for tax purposes, 'resident' in the country in which they

were situated) but felt that the kind of protection the CBI wanted
was strictly outside the scope of a bilateral treaty and in any
case would present substantial technical problems.

The CBI also made several detailed points about the text
First Mr Esam wondered why the wording

he state tax problem (paragraph 4
ing he had earlier suggested.

ding had been carefully

3;
of the new Agreement.
of the provision dealing with t
of Article 9) departed from the word
Mr Pollard assured him that this wor
considered but the UK, given the particularly §ensitive.natu¥e _
of this provision,had to accept the US view askthe way 1n which it

could best be presented to Congress. Our latest information was
that there would be no serious trouble in Congress over the
CBI wished to convene a meeting

provision as drafted. As the



\cy

Esam a 14t

dige
SCUsg o} ¢
o 1is T .
the Compar - measure, fhe Revenue agresed i
~. : 1lag which had Vi b s “ send M
é rFraspondeaed teo the Revanue' g invitation :
i #

repraseamn .
I “8entations on the state tax point
Article 16

wording of
a US company

5 Se
(Investrﬁgggl.y the ca1 questioned the
£ & raigg l!r.;ldlhg r,'r)m[;unl_uu}; as they read 1t

pEratiOHS wouldmoncy in the us market to be on=lent to UK

he ber;efita pg 4 byr‘virtuu of Article 16, be precluded from

the T'reaty. They explained that this wap a Sew
and that gome companies would find
The Revenue, while

wid
it gi%,f]j-_lSEd financing route
ICult to make altcrnativg _ ; =
i able to e X arrangements,
the, articlel a © enter into disc 88ion optha : ation Of Aot
Agreeing tq ‘thSBUIEd the CBI that the UK had good reasonw for
CBI referreq te incorporation of this provision. Thirdly the
Doubie Taxatiogj [?ai‘agraph (1) (¢) of Article 23 (elimination of
SHRE o ha a ta hey felt that by deeming half the imputation
to give a doubi aXx on the UK company the Americans were proposing
the CBr have ¢ eiallowance_ The Revenue noted the point and let
describeg b Oples of the Us Treasury 6 January Press Notice which
riefly the new US rules for giving credit for UK tax.
e elimination of dual resident
e Treaty under Article 1. The

Finally th
from the scope of th
on could in fact arise in practice

COompanijies
gevenug recognised the situati
ut said the exclusion was not

On Site Audits
Mr Crowe said that the US authorities had been told that

5.
photocopies of the accounts of ICI North America Ltd
Were now available for inspection in Wilmington but so far the
authorities had taken no action. Mrs Smallwood explained there
had been correspondence between ourselves and the US authorities

As a result the Revenue

through the competent authority procedure.
would be surprised if the American authorities approached any

inadvertant.

further UK companies.

Brazil
Discussions centered on the CBI's letter of 12 January to

6.
Mrs Smallwood.
The CBI felt that the ambiguities of their letter preflected a

L L verg i i itself as to whether
t di ence of opinion within the CBI
ggrﬁgénén agreement on the lines suggested ?yti?aééi :gzgéi;be
the UK. On the one hand'some o e =
::;:gf:flsyén the commercial side, ;eieBpregiiE%fggzdéﬁazirzzzzgiial
t at an rice. They argued that Brazil oI
?i?ogverseasyigvestment but the commercial v1abllitylgszgggit e
investment hinged on whether or not UK investers woiin S e
a reduced Brazilian withholding Eaxcggdngiezzxdigzereg [
joyed by their competitors. The ; e
:}?;r:gelveg on which was the more mportantdtotthergélizité. A
withholding taxes or credit for pioneer in ustry .. e
other hand, others in the CBI were reluctant to a



£ :
eeling the UK should not seem to bless the

7 s oyalties etc.
th Ny agree

fQStGerma“ patﬁzﬁﬁ'aﬂés Smallwood explained, would have to follow
Tax gres of the Brazilizlmply be silent on the less acceptable
con R which Brazi] N tax system such as the Excess Remittances
VerSatiOn SIth would not give way. Referring to Mr Davies'
Darnelles in New York, Mrs Smallwood acknowledged
€ssure to conclude agreements with developing

th i
OSI']. éggernational pr
€s but ]
emphasised that the UK position was not on all fours
(who had already concluded agreements

wWith
Which were oéfeThe French and Germans had not accepted all the terms
Not so great f red to the UK and in any case the problems were
or couptr}&s which used the exemption rather than
f relieving double taxation dn?which had fewer
The Revenue were worried,

credit method o
the deYeloping countries.
theories, but about the loss of money which might
The other South American

B )
d§2211la“ terms
allowance S ’ =

agreementsg
with
Counggiggnﬁéuding.an agreement with Brazil.
neQOtiationsreh?gldently waiting on the outcome of the Brazilian
even some ca th e the other third world countries and perhaps
Pressure forpl al importing developed countries, would exert

an agreement with the UK on the lines of any agreement

concluded between the UK and Brazil.
8. el
some g?cggnlSlng the strength of the arguments against an agreement
e Pl e CBI representatives thought the UK should give unilaterial
thi ;_g credit on a discretionary basis and should seek to use

S discretion to oblige Brazil to reduce its withholding taxes.

The Revenue felt that such a provision might at best result in
More particularly by

Brazil raising its withholding taxes so as to be able to

"FEQuce" them without any loss to itself.
giving unilateral relief for pioneer reliefs - a course which
so far as we are aware no country had adopted - the UK would not

only lose its only bargaining counter which might force Brazil etc
Fo conclude agreements on reasonable terms but also saddle
itself with a system which was wide open to abuse.

e taxation

Other Agreements
Mrs Smallwood explained recent progress on those doubl

9.
agreements which were of particular interest to the CBI.

be published fairly

Canada
An agreement has been initialled and a text will

soon.

Czechoslavakia
e talks last November but the Czechs have still

We hoped to hav
not yet commented on the draft convention sent to them.

Egypt

Talks will take place shortly on the basis of a draft OECD-type

convention.
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Present:
o Inland Revenue: CBI:
i g B ol A G Davies
H EOllard C J Crowe
Thompson R T Esam

E B Nortcliffe

J C Bassett
F N Harvey

Mrs Small

Progress gggdb:elcomed Fhe CBI delegation and said that
meeting. Befo én made in a number of areas since the last
re dealing with Revenue topics however, any

CBI problems could be cleared.

The CBI said there were three matters they wished to discuss.
gg%éteTigﬁewere concerned about what would happen if the _
e o out Article 9(4). The Revenue replied that if ¢
e e had reservations about the treaty, as they had .
o ’ a_Prgtocol would be required and this could be dealt \
5 by existing machinery. It was quite possible that the

might experience difficulties quite apart from Article 9(4),

but only time would tell.
ebated in Parliament in the usual way and

The treaty would be d
ed Seminar would be fixed when the treaty

a date for the propos
had been approved by Parliament.
Brazil. The CBI paper which they had undertaken to prepare
for the Department of Trade was awaiting signature and would
be with the Revenue in the near future. The Revenue no doubt
had a good idea of what was said - commercial pressure to
forget tax considerations was dominant. The paper did however
present the other views as well, and sugge Y
find a way round the

discussions continue to try to
difficulties.

sted inter alia that

The companies which wanted an agreement at any price were
probably those involved only in Brazil, soO that any spin-off
effects on other countries would not be considered. Those
operations were however tending to move to or invest in

tive reliefs were available, and investment

areas where incen
emn 150-450 was involved. The question of
up and the CBI gsaid that

at anywhere between
unilateral relief for tax spared came

if the UK were to give this pressure for a treaty would
d the difficulties however of

disappear; they recognise
granting unilateral matching credit.
'restrictive' practices were

On more general topics Brazil's
still very prominent. Any minerals discovered had to be
processed there, which multiplied the expenses several times,
and management fees were included in the definition of

royalties, leading to costly exercises to prove net income in
order to get dQuble taxation relief. There were indications
though that things might change - Chile had threatened to leave

the Andean Pact unless Brazil changed her outlook.
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of royalti + persuﬂded Yy would not change.
8% In the new i adopt an acceptable
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a4 minority one, but

Untriesg, ing unl :
late Stage at WhichTzﬁ main concern at greseiistﬁgﬁf;niistih
€ Revenue had been brought in%o the F

Very expensive to the
but a lot more work would have to be done
The Revenue thanked the

before formulati
o tem.

CBI for their pr
The Revenue then moved to their topics:
The States of California and Oregon were still activelv

hibition of the unitary basis

USA.

lobbying against the treaty pro

It was not appropriate for the UK to defend

the Senate but there was perhaps a as
\

of taxation.

the treaty provisions in

lot to be said for the CBI coordinating some active lobbying
The CBI agreed to keep up the pressure in the

on the issue.

USA.
India. Talks had been resumed after a long delay, and a DTA
further talks would be taking place in

was a real possibility;
India were however adamant that any reduction in

November.

withholding rates should be extended to new investment only
(and new contracts in the case of royalties) and they saw no
hope of getting an agreement through their Government on any X
other basis. The United Kingdom had been assured though that
no better terms would be made available to any other country.
As the idea of restriction of relief to new investment was
somewhat novel it was felt that the CBI should be given the

they were more

2

and

S

=

n
be

opportunity to comment.

The CBI offered no comment on the matter;
concerned with the administration of tax in India and expressed

the hope that Indian officials would become less persistent
with minor detail in the future. (Apparently it was common for
a particular point to be taken up for argument each year
despite Court rulings on it.)

The Revenue thought that with an agreement the competent

authority procedure might be of assistance.
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The Commercial Counsellor of the West German Embassy in
Quito tells me that they are on the point of final agreement

ans on double taxation. Apparently 1t has

us negotiation, but as the Germans attach
great importance to achieving double taxation agreements around
the world, they stuck

to the Ecuadoreans until they finally
Succeeded., My colleague in mentioning this to me however,
Buggested that it would provi

de for some EEC solidarity if we
and other EEC members would f

ollow up with g request for
similar negotiations, 48 I was not sure what our own policy
on the subject was I dia

not commit myself one way or the other,

Nor was I aware that there was any special EEC significance to
the subject, However I pass this on for what it is worth and
would be grateful in due course to receive your guidance on
whether there is any adventage in our considering similar B
negotiations, As one of the principel purposes of suchiigiézador

is to provide equitable treatment for foreign investors o ’

I can well imagine why 1t was important to the Germans w1t -
much greater existing and pPlanned commitments in the coxin 1;3;. i
’by contrast have so few such investments and are unlikely ot
few more that it cannot have any great priority fir gé.ith‘ua <
selves have never raised the subject or had it ra sed w |
Ecuadoreans, :

I would be gratéful for guidance in case the subject comes
up again,

‘ s
bty

R,G. Marlow A
Firet Secretary

c.ce H.,J. Owen CRE2 D/T
. C.J. McGillivary, Bank of Englend.
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two years ago.

and found that

was not of any i
investors) : amon
: : g other thi :
give the w _thlngs Brazil now
companies ,hgite:hgi ;he dl‘.?ldend credit to B:;I;Flidrg;?dgitto
own withheldl: gh Brazil was not prepared to reduce its
credit for BragiiigiséaBraZil also wanted the UK to give
full 30 per cent rate. X, whether it was paid or not, at the

Duri
CBIlggaEhihéaSt quarter}y @eeting the Revenue had told the
Yy were submitting the matter for consideration

ad

‘he

by Ministers.
?ﬁe¥ had now done this, and Ministers had asked them in
their reply to consult further with the CBI.

The Revenue were now preparing a consultative paper for this
purpose and would be sending a number of copies to the CBI,
.,

for distribution among their members, shortly.
The CBI asked whether Brazil had adopted a similar stance in

their negotiations with other countries.
And unfortunately some

[They agreed with

The Revenue confirmed that they had.
h were disadvantageous

countries had accepted Brazil's terms.
the CBI that this had created precedents whic

for the UK.]
Brazil had agreed any more of these

The CBI wondered whether .
adverse treaties since the last quarterly meeting.
zilian treaty with Japan was

The Revenue thought that the Bra
the only one which might have moved, and they were not sure

how far this had got.
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ate of Play on the following:-

[It was interesting,

had SUcceedeq ip agreeing an omrcp type \
Convention, because at

Revenue hag eXpected Argentina to be
more difficult than Brazil,]

[The : :

made any important concessions ;nttiizy

treaty. The Revenue reported tha

hadinet —"Lut the UK had not given them

the UK's dividend Credit either. a

On pensions - but that was all. 'Ii Ehi
main it was Simply a tidying up jo s
codification.

$hesEBT had noticed thaF the triatifziiugh

not yet been published in theh% £hat

it had in Canada. They tﬁoug i
treaties ought to be PUbllShEGtizge i
ideally, and wondered whether = e

any way in which this could be a

in future.

at there was not:

ggﬁmgizsnzﬁesgidpﬁglished itsiiriiz}gzo
i i signature, : -
tigzi;agzige:fteghe gurrgnt Strlizel%f
HMSO had prevented this lghgh%Kécould
the Canadian agreement._ fre. s

t prevent Canada publishing il
o5t d to. And there was no way .
e 'ﬁultaneous publlqat}on a yctices.
Sl it Slf the widely differing %fahed
g otries, for example, PUb'l%tialled,
i s soon as they were ln;idential
agreementﬁeaUK treated them as con
whereas

until they had been signed.]
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Sent to o b(minute flagged "A")

the CBI referr
ng tax. Y Dunlop on the o ed

ubject of the new

Wékpave writtep to thg DOT, telling them of the outcome and
asking for their confirmation that they do not in the

c1rcumstances_wish Lo press for an agreement at this time, but
have not received their reply vet.

. MATTERS WHICH THE REVENUE WISH TO RAISE

Argentina

During the November 1977 meeting we asked the CBI whether they
were interested in a double taxation agreement with Argentina.
The CBI said that they were, but wondered what terms we might
have to accept to get an agreement.

We told them that we thought that these might be similar to
those demanded by Brazil.

The CBI agreed to sound out their members on the desirability
of an agreement with Argentina, but we have never heard any-

thing further from them on this. As the possibility of getting

a relatively OECD agreement with Argentina now looks more

promising (see State of Play) it may be an appropriate time to

press the CBI to take soundings of their members, so that we
can guage the amount of interest in an agreement.

R
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; EETING v
BRITTSH lNDGéggywiT“ REPRESENTAT VRS
T SOME A LVES OF
Present.: ERSET HOUSE ON 9 JguLy 1979
BEXEHEE
CBIL
Mrs a H o —
Smal ]
Mr M wood m A
M g [Eisnlal s gr R T Esam
My .Hall Mr I O Barnett
Mr G p g L ME & wytee
% Cook : ;
Confj : p Miss C Pleming
dentlallt ©f these meetin
The Revw =
enue we]
t THhog— . "elcome
mgeg.had had any fugt;he CBI representatives and asked whethge
€tings. €T thoughts about the shape of these 5
\

Th
€ CBI had two Suggestionsg: -

1. The
wo :
the Revegue ggi;Ed whether it would be possible before
EedSinte negotiations with a particular

countr £
Y Or the CBI +to nominate two or three people whg
ge of and interest in that county,
r

Ssg soﬁigticular knowled
and who coﬁidtﬁken more fully into the negotiating procesgy
€ available to advise the Revenue as the

talks developed.

Y thought that the Revenue should be prepared to

Séfgé?seTﬁggoﬁlating documents during the course of
caen { ad found that the "other Government" in
iy alks was-always more ready to do this than

» although admittedly there had been some improve-

mentE S S thi s respect recently.

the Revenue thought that they did this already: before
They

252 A
talks began they asked the CBI for their comments.
expected the people who were interested in and who had particular

knowledge of the country involved to give their views at that

2 The

stage.
If special difficulties arose subsequently the Revenue were
But they

prepared to consult them again on an ad hoc basis.
were not able, or prepared, to emulate - for example - the
Swiss who had representatives of their CBI sitting in as

observers during their double taxation talks.

On the second point, the Revenue did not agree that_all coun?rﬂm
were more ready than the UK to disclose the text while negotia-

tions were in progress.

e Revenue could (and had) discussed specific areas
while negotiations were in progress.

Moreover th s
of difficulty with the CB _
But it was not possible for them to go further. Foreign i
office protocol precluded this. It was a matter of princip
that negotiations between Government§ were confidential.

ed whether this was just FCO protocol, or whether

CBI wonder
The B2 dvantages also.

there were practical a



practical advantages in noy
1 was completg.

irin_* _]igﬁ_'_\ftlf{lLIsz agreed that there w
dalsclosinc -ne text x i e Pl
it main L..i].'_]ruj:::LL-}tL"{L until the negotiated packade
_ T oMol e T igs the other
o ng strength wvis a Vvi=
Moreover i as |
- t was one thing to consult interested parties aboug
this was desicible = but quite angther to
as published.
advance

i;Spucts ©f policy -
dlisclose the
RQCiPie;t;h;osgg € of an agreement before it W
knowledge, a g POSsibly benefit financially f rom )
’ nd so Finance Bill type considerations applied.
ear in time,
But the stage
re

le that confidentiality would disapp
AL presQnt

i?tfas possib

ith .

had nggeyggm;ng of Freedom of information Laws.
disclosing t €én reached where developed countries we
the US FrgedEXtS during the course of negotiations. : 3
b om of Information Law protected treaty negotlations,
g here could not be any guarantee that this might not

change in the future.

é??csgiiégarnett) thought that it would be useful to have more
NiGbsie S Oon specific problems, as in the recent case of
Individpal members of the CBI could use their expert knowledge
of particular countries to help the Revenue by advising them

(eg economic) problems.

on specific
The Revenue pointed out that the purpose of the ad hoc meetings

which had been held in the past had not been to get facts -
t?eY usually had enough of these - but to ascertain the CBIl's
views eg on where the balance of advantage lay in a particular

agreement.
The CBI were not necessarily always unanimous on this.
The Revenue did not therefore think that the informal consulta-
tion with one individual which was proposed by Mr Barnett

would be of very much use. -
The CBI asked whether they could tell other members of their

tax committee that these meetings took place.

The Revenue thought that they should: the existence of the
group ought to be made known within the CBI, so that CBIL .
members would know that they could feed problems up through it,

otherwise it could not operate efficiently.

The CBI anticipated that they would in this case have to give
their members an opportunity to say who should represent them.

The Revenue thought that the question which had to be answered
was whether the group was limited to technical problems, or

whether there was really any scope for discussion of policy

questions as well.
The CBI reacted quite strongly to the implication that policy

questions might be inappropriate.
Barnett considered that these created the most interest among

CBI members, not the least.
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o€ cited the i aloc . :
basis of + %_Q}dloguu which had take Jlace about the unitay,
SR - -axation and the € aken E > R ieutis
Support of thig view € new US double taxation © g
The CBI ha :
d told the Revenue, in these meetings, that they

ems caused by the unitary basjg

ad not underestimatQu

were i
ere underestlmating the probl

£ with the Ccmry

efutgd this statement. They h

hey were in complete agreemen :

basis was both pernicious and odious, and hag
d this take

The Revenue r
But where di

these problem

that the unitzgy

S§S§Y§O$§d9Tﬁhis Perfectly clear.

route of stolivgjri(n}-la(-:1 been offered, and had accepted. ghioE§§§FY

as a result, 9 1t, and the treaty had been delaye O EEa

The

25 :;Eaga‘i no Prospect now of succeeding by the treaty route,

4s to be gained by rejection of the treaty?

T i i ;

he discussion Teturned to the subject of these meetings.

I

eg:b?egenue thought that they had been useful in that they had
€d them to get views and opinions and had also kept lines
on open.

of communicati
But they felt that it had become clear that on bigger issues

they could not be confident that because they had consulted a
small group like those present they would necessarily know

White did not believe that it

what the mind of the CBI was.

The CBI thought this was true.

was possible for a small group like theirs to commit an
énormous bureaucratic body like the CBI to any particular
line. Esam agreed, but thought that it might be possible for
them to speak authoritatively on matters of which they had had
advance warning and which they had been able to discuss T lelh s

within the CBI tax committee.
Barnett mentioned that while between them they already repre-
sented the CBI, ICC and CCAB it was probable that other groups
should also be represented: White was wearing both his CBI and
CCAB hats. Barnett represented only the CBI, although he was
also a member of the Bar, and he suspected that one Or b0§h of
the Bar bodies - the Bar Association and the Bar in Practice -
might also be interested in taking part if they knew that the

accountants were already represented.
The Revenue suggested that the Bar in Practice - which was not
closely concerned with international matters = would not have
much interest.

Barnett agreed, but thought that the Bar Association would.

Tt was decided that future meetings would benefiF from a
slight increase in formality - the CBI would notify the names

Of the people who would be attending, in advance, and say who
precisely they represented.
The CBI would ascertain whether the Bar Association and‘ogher
bodies wished to be represented while endeavouring to limit
the number of representatives to 6 or 8. Bigger meetings
[Barnett might possibly be able to

would not be useful.
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A H sn
allwo
ﬁr Jd g Hall od Mr R T Esam
LS B Cosk Mr I O Barnett
Mr H Roe

Mr W K Evans
Mr R White

Mr A Willingale
Miss C Pleming

Presentatives L
them 2 thanked the Revenue for recelVving
to bé zng apologised for the fact that Neil Munro (who was

egular member of their team) had been prevented by

other business from attending.

The CBI re

Confidentiality of these meetings

The CBI confirmed that the existence of this group was Now
known to their tax committee.
The Revenue were pleased to hear this, and expressed their

satisfaction with the revised format proposed in Esam's
letter of 12 October. With regard to confidentiality the CBI

should assume that information which they were given by the
Revenue @urxng these meetings could be passed on to their
tax committee unless the Revenue said that it could not.

The Revenue would not of course like information which was
passed on to be made too public - ie it should not get into

the press.

The CBI took the point.

Argentina

The CBI had taken preliminary soundings of the.importance
which their members attached to a double taxation agreement
with Argentina. Most of those who had respgnded would like
an agreement, but not at the cost of creating dangerous

precedents.
since the last meeting,

had
/ the Argentinians

The Revenue reported that they i gainse F F o
received a favourable response to a

for double taxation negotiations. They hoped to Sii-tiie
Argentinians in May 1980 but tpe CBI should not public
this date because it was not firm.
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about 3 Year ago which

tougher in their treatment of head office charges.

fees etg) * _ They seemed to féél that there had been g

recent hardening in the attitude of UK Inspectors tOd 'E‘r~
payments and they wondered whetng

for foreign taxes on these

there was any connection.
The Revenue saig that there was not: this could onlysbe :
coincidental. They were sorry that it was not alwzi EFSSlb
ror ‘tHe Uk givetditiv rar foreign taxes on thz hagiiwents‘
€ certain payments were regarded E-,'E-, attit?lda
By concession the UK did not take thi i

This was becaus
UK source.
Oon royalties.
. : w taking the viey
eloping countries were no The Revenue

More and more devw
€ source of service fees. : :
1 ons, bu
trongly in double taxation negotiatl % £

that they were th
resisted this s s, &
ed in pushing the developing world of is

had not succeed
; : . s to
in principle, although they had managed in most case
reduce the foreign withholding rate.
: : ] i context.
The CBI mentioned their problems in India in this

: t giving
The Revenue pointed out that if they were to SE;EY 3ould o
d.t.r. now for the Indian tax on service fees

: i double
have such a strong hand in the negotiations for a

taxation agreement.
elopin
UN Guidelines for treaties between developed and developing

countries _
2 fde-
The CBI reported that ICC members had discussed these guide

s a i i d to ask
lines during a recent meeting in Paris and had agree

: ations
their national tax administrations to make.repizzzntand
about the proposed source taxation of service '

other problems.

talking about CATA,
assumed that the CBI were t ‘
ggg ;:«‘::n:r? account of UK involvement in the Octohi1979

H
: the 1980 meeting (on
I on evasion) and plans for -
ggfféggiénl. ' But subsequent research has shown that we

vERT > technical CATA discussion in
not know anything about a _ ial and the
: - were managerial an
1978 - all the 1978 CATA meetings J But the

td i - i hnical meeting.
979 meeting was the first tec :
gg;ﬁ:iy have been thinking of the follow up commentaries on

- Secretariat survey of the
] ust 1978 Commonwealth . :
Eg:aggggsof Multinational Corporations which (against our
advice) made some recommendations.
3



The Reven
: - Yehue tolqg
4galin in Decemb thgm that the subject was to be discusgea
would Ll i - >Seq

be to translat eneva. The purpose of the meeting
agreement . ate the draft guidelines into a draft
The Reve

nu i g i

a lot af Og.gld_DOt like this, because the guidelines cony,,
draft agreej Ctionable features (like source taxation) andlhﬁd
guidelineg ment was likely to be much more binding than the
should see Moreover they felt that the Group Of EXperts
how the Guidelines worked in practice before

Proceding to a draft agreement .
of developing coOuntrieg

IﬁeOUK hgd tried to enlist the help i
withPP051ng the draft agreement, (perhaps not ENTRE S )
out success. But the UK delegates would be atpending a
t tactics which

5£e§gratory OECD meeting in Paris to work ou
= hopefully enable the developed countries tO PTESent ag

solid a front as possible.

T@e Revenue would welcome any representations that the CBI
wished to make, although they thought that there was unlikely

to be anything "new" on this now.

The CBI objected to the fact that no figures were suggested
for withholding rates - at present the sky was the limit,

The Revenue agreed that this was worrying, but pointed out
that the alternative - an illustrative rate - was likely to

be too high and would then become a 'norm'.

The Revenue told the CBI in strictest confidence that they
now met regularly with the treaty negotiators of other
European countries to discuss ways in which negotiations
with developing countries could be kept in step.

The object was to prevent undercutting of the kind which had
occurred (eg with Brazil) in the past.

Debt/Equity ratios
The CBI wondered whether the Revenue had any policy on
debt/equity ratios of the kind which were prescribed in many

other countries by Investment Review Bodies, ie was any
account taken of them in double taxation agreements?

Willingales company had run into this problem recently in

Australia.

They wanted to invest in Australié by means of a loan, which
would take out the profits as interest, which would be
subject to Austrialian withholding rates.

But the Australian review body had prescribed a low debt/equity

They resented the fact that they were as a result

ratio. y -
d in tax by a non tax institution.

being controlle
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Mrs M Mouilip

Mrs Smallwood welcomed the GBI 4
comments on the following sState géegiE;OE and inviteg theer
€port:

Bangladesh Talks would pe hel i
on a comprehensive Convention, R ug s Following week

The CBI said Bangladesh had been trying to assess the combined
companies since 1971 /72, “Also

Pakistan/Bangladesh profits of
as no personal allowances were given to non-residents, a Personal
allowances Article might be useful. The Revenue noted these

points.

Belgium
Brazil
scheduled for later this year.
in Brazil's outlook.

Hungary A limited air transport agreement was now in force.
A comprehensive treaty had recently been initialled.

Talks were likely to be re-opened soon.

Talks were held in January and a further round was
There had not been much change

India A further round of talks might take place in June.
In view of the exceptional importance of haging ?nhigigiﬁeig

' United Kingdom mig :
with India, the CBI thought the e caid

be prepared to make substantial concessions.
the cost to the Exchequer and to investors would need to be

considered.
ping and the

India had at last given way in principle on Shlpgladesh

Revenue was in touch with the Ind%a—Pakistan;Bagf o
Association about some other difficult aspects

negotiations.
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Argentina
Following a letter from GCBS on the subject of Buep@s
jal taxes the Embassy in Buenos Aires
s about commencing neqotiations' \

Municipal and Provinc

were asked to approach the Argentine
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of an agreement;
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firms with interest in Argentina include Duperia
British Steel and J and P Eoats) . consequently the Embassy's
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the Buenos Alres Municipal
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view is that,
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Authorities on non-resident shippingd concerns, W€
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on shipping @
from the sSCOPe€ of such taxes.
red to coV

eally empowe ex tnrgover
St g 1ikely that it will
] comprehen51ve

Qur view 1S that we are no /
taxes in our agr.eements. But it is more '
be possible to find a way arour}d this 1iss i Sy

reement rather than in a 1imited agreement. o e
:he Foreldn of fice this but nevertheless ‘na\n.(ail g?lteboth e
the matter urther-with the GCBS and to soun






T, i
p——

ING
'E‘NDUS"[‘ ATH Rg
RY Aq . EPRESENTAD
¥ 11.00aM oN ¢TYES OF mug coy
RCH 197 FEDERA
8 TION OF
BRITISH

a
re as follOws i

a s
EI‘SEas t t)e avai 1 b e (0] Sett g
a f r

o Unilat
: eral r
faie 1n2ra elief should be eéxtended to incl
nc
Ccompanies whichuiivghieen

disallowed af,ggggp Payments on UK

d. The operati

panie e oo on of Section 482 LETA

Companies, Paiggge e adminIStiglgVShguld n:

7 e ularly in connection with t?:an\;];iigswcﬁhi
n

topics for the meeting

If they would like to

to be indicated.

As

detg?iegag i}avg not suggested these as

g hrleflng has not been preparéd
Ss them a special meeting would se;_-.m

2. Matters likely to arise
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Argentina
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