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CONFIDENT IAL

: 128 been in Brazil only a few months but he had

B a lot of thought to the tax treaty question

s :?pieased with his grasp of what wﬁsqinvolved.

e igoiasure to discuss things with a man who

£ S ~at the issues objectively. After our

Sion he said that he was content to leave

in our hands as he could see that we had not

non-fiscal arguments in favour of a

-agglogised to us for not giving us earlier
1" to come. This was to be a dinner -

O Consulate - at which we were going to

- our supper in front of a hostile audience -

1 business people who thought that the

letting them down because of its failure
detold him that, in fact, we

ty of meeting these people and

lack of fuss and "taking it in our

7 impressed Bevan who I think had

‘avoid a comfrontation of this sort

obviously not very keen about.

- with the Brazilians we had no

we were whisked to the Consulate
‘General there. We were

‘angue by Munro - lasting about
need for a comprehensive tax
to have been working himself
on of our visit and I felt

5 chest. He fancies
afraid that his diatribe -

performance very

i lia, Munro has,
about the whole

\d has got past the
le to consider

ng the Brazilians'
sees his role as
ish business

renue people" see

nt,
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3 E d g =
ure that the driving force behind the at,
not the latter. Twenty

: only seven turned up - so
Support to Munro's assertion that

terest about a tax treaty amongst the
- Those that did turn up were top people
and they were very impressive.
2=4Ng and although I could not of
ng about the talks I did what I
ind the sort of obstacles we were
a full account of our unilateral
matching credit rules and
-nance Bill. The impression all
uable meeting - about which
detailed note - was that the
2 doing very well indeed and
rather than a matter of life
f treaty they are expecting
be at all impressed with
he undesirable features of
on in Brazilian with-
per cent. They would
that even this benefit was
1at the guaranteed life
razilians - was also
~were to change their
tment they would not

former ang
invited but
ch

had expected.
half dozen top
nro came away from
ling that we will
y price" line
. I think we can -
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e negotiation of Double Taxation
as of considerable importance in
ment of an overseas investment
} investments of British industry.
: the only consideration which
2 when contemplating or maintain-
a significant one for our

; in very close touch with
of Double Taxation Con-
ndations to Government

att the overseas invest-
. y grateful to the
or mgular exchanges of

or where a Convent-
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tion of a 'permanent establishment:
ts of the 'source' country to tay
, but limits the capacity ofr
r kinds of income deemed to be

ticularly important where tax
3 offered by the overseas govern-
p aimed at attracting new invest-
ef is available in
ieh would have been pay-
This aspect is explained

nventions has proceeded
elopments have, in
difficulties have
 Taxation Convent-
1 negotiations
ies to require,
arising from foreign
ountry to claim.




P. of mrts have 80 far bsen noted
QIFra s : than for agreement on the
trend owards regional economio
e sing their own solutions. The
ean Group Conventions, Similar trends

theatres of international law and count-

€€d as leaders of the developing world in

' of developing countries have, in negotiating
developed countries, made demands which
rights of taxation of a 'source' country.
ountries cover only a few points while
' iive field. Such demands have
in the negotiation of new Double Taxation
compliance with the demands frequently
of developed countries, to the

a2 new Model Convention for tax
ng countries which will be
8 Tregional and unilateral
oints is likely to ircrease.

esisted the claims of
ut the problems for the
fact that no concerted
lp by many of our major
 negotiation of Double
ith which the United
with Brazil have
veloped countries, (but
*

" have been
from the case
idence, how-
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from this oountry may be at
of our main competitors and
., Nethertheless, there may

ty or otherwise of
me asked for by develop-
case the CBI would
y OECD Model, There is,

: these concess-
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monlidorationa
at, once
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these aspect
& case for the Uniteq Pects are concerned, there would seem to

om Revenue to be prepared to mak =
ch are agv Dbrepar 0 e con
Y0 be very significant in totes vo roo Os® & vhich are unlikely

total budgetary terms.
20. CBI have called for &

o number of alleviations of the position in respeot
taxation :ztiﬁ'::swith cv:zgeas income. Those included in our 1976 i.
Pl \ are no in the Annex to this paper. The ques-
ton of fﬂm.:ian Iu relief to promote development where no Double Taxa-
i H.m "mm tl;.: 8 in operation isg particularly relevant in the present
SRR Al this 1s explained in more detail in the following Section, >t
"I-‘“}k“mma X ;

exr

ng* relief for new investment can be among the important ce ~
lich can be gained by British investors from the success-
Double Taxation Conventions with developing countries. \re
' 8 given by the United Kingdom Revenue in respect of
oping country as a result of a programme* to
tment in the country concerned-e.g. a tax 'holiday! ur
of operation., Such incentives in the develop- ¢
ally referred to as pioneer relief. Where 'tax-
ovisions are covered by a Convention a credit is
1ited Kingdom in respect of the tax which would have
relief under the developmental programme, A com- )

in which a United Kingdom parent company receives a jlate
eas subsidary enjoying such a tax 'holiday'.
tax foregone is given against the United Kingdom pout
y but only where specified in a Double Taxation Con- taXx
no provisions for 'tax-sparing' relief to be given msel
ion is in existence. In such circumstances a United felt
resting in a developing country would be liable to
tax in full with no credit available, The effectiveness ribe

ntal relief would, therefore, be largely negated.

ABDE &
there is some dispute as to the general efficacy of pioneer g
visions as a means of promoting development in the overseas has
€.g8., it has been argued that such incentives as 100% first ole
depreciation may be superior in that they assist both 'new' and st ©
'old' investment, domestic and from overseas sources), pioneer relief jexr
incentives are frequently attractive for United Kingdom firms contem- zili
plating new investments. CBI have pressed on a number of occasions -ole
35S
7 eu
udde
Ton
* Section 497 of of the Taxes Act, 1970 covers exemptions under foreign b t?
law granted with a view to promoting industrial, commercial, scientific, & \-,1
educational or other development in a territory outside the United e

Kingdom when specific provisions have been made in a Convention., Clause ng
43(2) of the Finance Bill 1976 extends relief to other circumstances

where expressly provided for in a Convention. The extension is welcome

but still requires a Convention to be in existence before such relief
can be allowed,
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for the present United Kingdom provisions for 'tax-sparing' reljes 4 "
‘xed and have called in our Budget Representations and op gthe:

1lateral' relief to be given by the United Kingd op
lon is in operation. Such 'unilateral! reljes
¥ important in promoting 'new' United Kingdonm
g developing countries where it has not been
» a satisfactory Convention.

e Taxation
from the above comments, a simple answer to these
Yy to be found. Largely as a result of the difficul-
Committee and Taxation Committee have set up a
the purpose of identifying the main problems
context of international trade and investment
commendations to the Committees.

g Party, which will shortly commence its
number of other points relating to
question of gaps in the geographical

ouble Taxation Conventions and it is hoped

ations will be helpful to Her Majesty's

ws of British industry on a complex and



e areas  Convention and the
ntries he %“gﬁ; his ocountry may be at
one S0 W of our main competitors ang
; tvj_:;-;:lr:‘;ged' Nethertheless, there may
s country
for resistance.
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certed industrial view of the desirability or otherw%;edzvelor
ating Double Tax Conventions on the terms asked iﬁ: CBI would
ountries can at present be given. In every case B iNane 1s
& Convention on the general lines of the OECD Mod91- Tove o
Ty Some current diversity of view on the line to follow w.

tion on OECD 1ines is not possible.

't is probably true to say that, where a developing country is
apzpidlindustrial ;gvelopment and conditions for profit-
tment are particularly good, many firms might consider some
ons permissible (especially in circumstances where commercial
have already negotiated Conventions and prospective United
in rs § Fedt a disadvantage), the risk of these concess-
 bed u&e'by other developing countries, including
ave already negotiated satisfactory Conventions
om, must be taken into account, In such circum-
ble that established United Kingdom overseas
“be prejudiced over a wide field.

cularly difficult problem for the United
amount of 'old' established investment e.z.
-68, the position of which must be pratedted
cial rivals have to bear such considerations
Nevertheless, it is arguable that, once
an the United Kingdom have made concessionsg
isk of such concessions being demanded

al Conventions with developed
sition (Indonesia is an

ch has recently concluded

), there are a substantial

ikely to take a moderate

- result may be no Convent-

Kingdom Revenue
to some aspects,
: 8 may be
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976 AT 9.15 AM.
Minister S ‘
W Yoo, of State - Treasury

Miss Smaliwoog
Mr Dolton

>d to discuss th i g :
g el ¢ line to be adopted during
2§0u¥ & double taxation agreement as
'S5 0% 11 May to the Secretary of State.

.85 he understood the situation, the
tive position in the Brazilian market
axation agreement. Other countries
 exception of Holland and the US.
in view of the fact that other coun-

Brazil, why the UK should not do
of damaging the UK's exports in
~ Ilr Dolton commented that there
to concede bad terms in this
8 number of undesirable texation
- ceeded as regards other agrec-—
ghted to consider only the
ind the considerable reper-
Such terms. Mr Davies suggesied
ise benefit to the UK econom:’.
position be if we failed
ested. It was pointed out
ions will be broken off for
‘@& crisis in the UK's trad-
uld not simply be a
d about the tax restri.c-
expenses, royalties
- respects to exchange
reed that certain aspocis
would be at a major
vere willing to
leasures which

n the Brazi-
s quoted wicre-
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SUMMARY
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o interest
ading receipts;

. enable credit against
be given for foreign
t payable but which
the income in
r relieved
t texrms of a
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80 as to ~ 88 non~trading recei ts
Of the 'I‘a:::a:e losses capable (unger Seciion 227
income or proffEJ ©f being relieved against

5 April 1; of the concern arising on or
Widely enough to .0:  The Subsection is drawn
312) for the mﬁ““* out claims (under Section
usiness in the ef of losses on pension

om tax to be given for
1 fact payable but

able had the income in
d or relieved from

ms of a double taxation
d Kingdom and the

only

o
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S domestic law desi
ned to
tsvelogment there. Tge
% 90 further than this: the
‘?g Ccredit for Brazilian tax given 4

€ _tax treaty itself This is to sa
: ;2 tggi:ny_reduction they make under thg'
g : ~ rate of withholding tax on
est and royalties flowing to
O, the Brazilians want us not
ponding reductions in any
ich we would impose under
as is usual in tax treaties -
edlit against United Kingdom
Oof the Brazilian tax so.
m, of course, to our giving
i ilian tax actually
This is something -
edit for tax
.egislation but
h our existing
o not enable us

connection with
st developing
e of
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Provide these powers.
invoked in = aPPropriate for them to be

er the treaty, both to and by
r Mmade the treaty an
as a whole.

the United xip
.4 Kingdom
acceptable package

ticisms

likely to fall under two main
h i the provision goes too far
hat

does not go far enough.
 be criticism about the

.ines would be against \
eans of granting aid to

n g matching

rs with granting




With developing countries it
ils O:E‘-‘t;s to have difficulty in
reuwe have tp eir new legislation, even
Al exchange €aties with them containing the
'ge of information and mutual
' With unilateral matching
e difficulties would be far
- Kingdom resident investing
would put in a claim to
1g credit relief but it
ise that neither he not
tails of the enactment
ential decree, or
to decide whether or

out the foreign
oncerned to
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but unilateral
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Xpensive way to do

disadvantage of unilateral
: h t matching credit is often
€ under an agreement
- which that country

vision, in the sense
ally the circum-
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understand the
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g » and it is likely that
Posed extension would be o

he danger - indeed,
veloping countries with
reaties would ask for
t provisions to be
those countries
'ing the treaty
] because we
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NOTE OF A MEETIN
G WIp
THURSDAY 15 .JULy, j50 2;‘”2( gggﬁmmmwu AT somz
7 RSET HOUSE oN

Present
. For Inlang Revenye; Mr Gunp
Mr Robing
"F Mr Bene
or Depa nt
Industry o
e 2 g Mr Heweg
X PO - Davy Inter
AR | e national: My Carswell
A3 , Cooke y
SES Mr Smitton
opened the discussion b §
¥, B i
R ety Y Pointing out that the

th Brazil about a possible Double
ﬁ;;?y International's gross fees case was

ch the Revenue had very much in mind in
#his stage confidentiality prevented any
the negotiation. 1In reply to questions,
18 with Brazil would probably be resumed
could not forecast the outcome of the

th Brazil at present it was
al relief for British companies
for unilateral relief might
azil had a UK source.
iven for foreign taxes which 8
profits, so while relief
dividends, interest and

es on gross fees. Such
1l into a computation of 5
owers did not allow relief
whether the Brazilian
dual taxable profit for H
lateral relief could be

: after foreign and
it of perhaps 10% - 20%.

price, but with
Davy to make its

it
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gost :
arget profit :

af 80
Income after allti:xall tax 10

90

This could y

on.ly be ach

ieve

e d by charging a high Sl cacan Bo
Brazilian e

gross fe s
Income after Braziiia:atais% e

Taxable profit UK e
UK tax at 50% = e =20
Income after all tax %gOO—IO) = 90

b

S s
L e Bhgument w
s e Compe bl bica o oEh UK relief for the Brazilian tax
| could be charged by Davy with the

ter all tax (90), as followsgfrter all tax (10) and income

| st

. 120
ss fee tax 30
razilian tax _90
(120-80) = 40
20

e
Nil
90

- where the mark-up on costs was
ilian gross fees tax did not
dit relief would be of value

tors, such as the Germans,
le to get relief for theilr

to undercut the British firm.
an abnormally low profit and

ts. This would entail a
ipment which would be

ie design contracts alone.

ad

the Germany/Brazil DTA

for German companies to
 some circumstances. The
at a 25% gross fees tax

ts of an American company.

‘S

ontext of an agreement

.axes on gross receipts
~areement) would be a

y1ing powers in S. 497,
»g of a similar character
the Revenue toO

d let in other

to know where
1ian tax only
might distinguish

=r
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it from oth
er turnover
fees tax was charged onteaéisé but Davy explained that the gross

compan : 2es i
Y regardless of the mon F="elved by a non-resident ;

approach did not ey's destinati
ot begin. Mr Robins cautgzzzgntigtai;rz?;tzancelf
ase

the fees were

S FeEdowWele romibtted it

were performed outs t might be infe

; : rformed outside ; rred th :

a foreign gﬁurceugzi;i_e Brazil, which again raizgdt}éﬁeseig;cizfn of
et e N Oof income for unilateral relief purpoges

s tgagaV{B point that the Germans might get
i at a higher rate than they pay, the
~-Prov;sions in the 1976 Finance Bill which

- }V? credit for tax given up by the

double taxation agreement as distinct from
¢ law. However, this was a point of

d to Brazil and relief

w#pgcifically relate
; ament, could .

vision is approved by Parli
xt of a balanced convention.

; being unable to say more at this
understand that the delicate stage
prevented this. Careful note nad been

) bout credit relief and for

however, and this would be kept

- negotiations with Brazil. At this
; design fees would be dealt :
Revenue could try to alleviate
" and other British firms

, reconsider the position in
1 negotiations. \




[ET—— & CO LIMITED
ELD LONDON EC1A 9yp

TELEPHONE 01-248 1212

TELEX 883291/3

20th October 1975,

the British Chamber of
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nited Kingdom. Our
orifico Anglo, is
n the country in
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nerous provisions for

we feel that an

country and thus
point here would
axes on the

dicating our
d in Brazil,
g0t this
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New York
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treaty talks. 1
tsoever for the

‘éady offered us substanti=l

L what he had in mind he replied
ith him. He could confidently
prepared to give the UX
« to any other agreement

In to think about giving
eld of matching credit.

lles had to say to be rather
effect to be inviting us to
D more than confirm
0 the Brazilian economny
ions on a scale which
€. HNeverthelesgss T
2ly if there was in
g their demands.
self failed to
lcult about agreeing
ey didn't and if they

uss matters in
and it was arranged
week in May for
s initialled
fact that until
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'tgrnoon, Mr A G Davies may refer
s ;Qr services and use of intangible
elles at the recent UN conference.

the developing
/ are in many cases unable to
1ty charge is correct for the
 feel obliged to impose a
es to combat excessive charges
=5t 0n the subject of
mbers felt that if the parent
. not be an additional
his experience was that
ntracts, one providing
for continuing technical
Yy a subsidiary to a
are not deductible for
developing country
0 obtain technology
loping countries
lees were really
services should
nducted by t&e
pation for
Latin-American
broad. Since
tive sophistication
ested that
pany. The
hould then
sidiary
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HM Treasury

~double taxation agreement with Brazil
hipping and air transport profits has
1ce 1968, It followed earlier

teémpts to conclude a comprehensive

1t a comprehensive agreement were
Explapatory talks in London
hegotiations khexe in November

- in Brazil in October 1974,
e for further talks in
. in May this year.

far treated as non-negotiable
> which British interests

: e, the excess

B oF rovalties,)

1 with Brazil would be
fivesteors if it failed
ilians in these areas.

n the 1976 Finance Bill
f it becomes law,
'he clause would
2stors to be
up by Brazil
tax given up had

c ("matching

the Minister
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" A MESTIRG CIf INTERNATIONAL TAX MATTERS HELD AT SOMERSET

.were led by Mr Nortcliffe.

i@éﬂy led by Mrs Smallwood.

ytiations concerning the proposed Anglo-Brazilian
lad shortly to make a submission to Ministers on the

n in the course of the negotiations. 1If the
=8paring rvelief were to be met a change in UK
8, be required. But whatever attitude

, there were a number of other unsatisfactory
re insisting upon and which gould have

of U industry. ©She listed some of il=
imee of maintaining absolute confiden-
‘be prejudiced*, and asked whether, in
‘of the CBI/iCC Group present thought
- worthwhile. In particular she
nce concessiors had been made to one
indeed other developing countries,
‘concessions. She did not exclude
countries might press for rensgot-
some developed countries would
%

CBI/ICC Group took the general
ppoposed would not ve worth-
reataent of royalties.

" developing countries regard
pology or as disguised
such that members were
expecting similar conces

d as soon as
irs would still




the Revenue to undertake to publicise the full
ﬁiﬁ culties which arose in negotiating tax treaties
es.

it was essential that confidentiality should be
agree to the detailes being revealed to CBI

t those who favoured tax-sparing relief at the

o largely from ignorance of the implications.
that the Revenue could undertake to publicise
th developing countries as it would be

to a particular Treaty in the course of

5> Ministers would contain something on the
yuld support a Treaty on this basis! and
- formal CBI view was being expressed.

isfactory and Mr Crowe said that the
bership as to the real implications
lines of those asked for by the
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at the special meeting of the joint CRI/ICC

d on 6 August 1975 to discuss the progress of

©-Brazilian Treaty, the members of that

~ the opinion that a Treaty on the basis

would not be desirable but that, on behalf
reservations as to whether that would

of CBI mermhership.

to consult my superiors on this

rm that there can be little dcubt
on among our membership woald be in
ty with Brazil even on the terms

, therefore, remain that we urge
. Double Taxation Treaty with
E on the best terms which it is

n some difficulty in that, for
le to directly inform members
se from acceptance of the

5 subject to a
full Council as we
Md be maintain=d

o conduct
e (BT Taxation



Mr Evans and Mr Nortcliffe

The meetings of the

. Committee are conducted in absciute privacy and we firmly

chat confidentiality can be maintained. The next meeting of
o mittee will be on 15 October 1975 and this would

vho are also members of the CBI/ICC Group.

s

i
/ and include Mr Davies, Mr Crowe, Mr Esam,
i

' ﬁhE negotiations can be revealed, we do hope
meet this request as we are most anxious to
opportunity for both sides of the case to be
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-_ Committee discussed the
Agreement at its recent
t the outcome of th

question of the Brazilian
meeting and, as promised,
e discussion.

ral agreement that a Treaty provision
~inter-company payments such as royalties,
‘C. should be resisted since the tacit
ciple on the part of the United Kingdom
5 on other agreements with developing
g

felt that there should be some
Brazilians with regard to the 12%
.stered capital. Although Brazil
tted profits which often help
y retention of the present’
r a dividend withholding tax
a successful United Kingdom
oncerned with after tax income.

B8 Aiticns). yemittance
, of remittance tax.

1.

withholding tax would be
reaty and, if the Brazilians
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considerable
onclusion of g

2r, it should not Prove possible to reac
to the negotiations at the moment , i: lilsafzgi?:i:?:g
tive would be to ensure that adequate unilateral relief
 investors by appropriate amendments of United
ition. Such amendments to legislation should be
that tax credit is available for pioneer reliefs given
iote development. Credit should also be allowed

Xes on intragroup payments to United Kingdom companies
disallowed locally.

ttee took the view that such unilateral relief
.e irrespective of the outcome of any Treaty
you may be aware, the extension of pioneer

on a unilateral basis has been raised as a CBI
on on more than one occasion.

idered that unilateral matching credit
ble against the tax foregone as a result
.thholding tax if these are accepted by the UK
, investment incentive programme. Such

g wide-spread and we would be happy
with the Inland Revenue.

countries' strong objections where
to foreign investors designed to
to augment the revenue of the
ey that United Kingdom Government
difficulties inherent in a
by a developing country are
stor and, in particular, the
Kingdom industry labours in
retained by our competitors
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d Brazil a few months ago, I saw the
d expressed my interest in reaching
°TY conclusion to the current
uble tax agreement. The Inland Revenue .
31T au fait with progress, and I
se has been reached, in that our ;
ot provide powers wide enough to
rms which the Brazilians ape
the Treaty. Questions of tax
e involved, and I understand -
sury Ministers before

ace on record my strong

an agreement with Brazil. L)
5, developing its secondary by 75
gly depend on local , ¢
therefore to British

_éable, that our"
ntage against

into the details

tion, but I hope

ur being unable
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:a-ggbinraoeory double taxation convention

on 12th Decenber about your interent in fhe '
11
'tanoe which you attach to such a 3
r'ee, encdurage trade betwaen the two |
tion for .our people nvesting in ) A
" Brazilian insiatencecﬁhat. in o
a convention in their rate of . :
rest and royalties flowing to e
8 credit against United Kingdom ¥ N
4an tax given up, as vell as for
@ Inland Revenue have statutory !
1X "spared" under specinl
economic development thore -
this = but they cannot
- for Brazilian tax given up
on of the Inland Revenuo's
egislation in a Finance
of policy. I can assure ,
u have nade, and I have .
final decision ia

-
v

ting statutory rules
gdol tax on incoue
- that same incomne,
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: i
to me on 6 January about the iegotiations for a l
1on convention with Brazil. \

“ |

1 for your assurance that you will beor in mind the ‘N
my letter of 12 December, and my wish to be \
 any final decision is taken on coptentious ‘
@s adversely affect our commercisl relations with

e

ate that we already given credit unilaterally
ome flowing from Brazil - though

a number of reasons the relief

to the whole of the Brazilian

tiating problems concerns the

)y the Brazilian authorities.

tand the distinction being drawn
legislation to encourage

2 up under the convention itself.
8 a matter of technique, not
itors do not draw this g

ned, the frequency of :
gupeests that there should \
f policy can be

ng the UK in March,
progreas could be
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ou vrote to me on 22nd January 1n reply to my letter of
_ i{ about negotiations for a double taxation convention
11, 3 :

afraid that the difficulties for us in the Brazilian
&re rather more serious than you sugpgest. Tre dietinetion
lef for tax spared under Brazilian domestic lepislation
omic developnent there and relief for tax fiven up
a double taxation convantion is not simnly a matter
nave for some years now nad legiclation which
oping countries to stimulate the prowth of
itehing” the gapecial tax reliefs which they
stors in those industries with a eredit !
2 investors' United Kingdom tay 1 t
ve matching credit - restricted to i?
E\

rticulayr industries for limited
the Brazilians are demanding: they
's acrozs the board, not to match
heir domestic law in taxing industrial |

h reductions in withholding tax ‘t
om taxpayers under a double 'R
) effect our glving an induce- Y
compared with iavestment else-
1f. This would involve

only revenue consequences |
paynents and the approsriate
investment. The effects
ned to our reletiony with
or other developing
well become tie model

taxation convention

e wa cannot meet






e

i CONFIDENTIAL
P o ] g T 1]

PRIVATE
SECRETARY TO THE MINISTER OF STATE

1)

ax Treatz With Brazii

Background

i AN ;
. A team will I¥ly be leaving for Brazil|to

continue negoti ations for a comprehensive tax t reaty. <

This will be the fourth round of talks with Brazil f%

Since they re-commenced in 1972 after earlier %
ﬁ*h&hr n e

diSBussionB, in the 1960's, had succeeded in securing
- a limi‘ﬁi.ad agreement confined to shipping and air

ofilts, The talks are at a crucial stage 3

either in a draft treaty being _ .

-he recognition by both sides that at

ding partner in Latin
. apparent from Statutes
ent of Industry

1| from being the




: Against this background it is
hardly SUXPrising that business interests in the

United Kingdom have pointed to the absence of a tax

R T s S
.:“iﬁﬁéﬁy 48 & possible contributory factor to the decline
P

Apart from reducing ox

: g taxes on income flowing between

4
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fiscal situation. They
scriminatory taxation
en experts in the

er than through the

s

- a United

. treaty is that




af a treat: i
A Compared with eXemption or reduction of

"cash f1ow"

foreign tax)his

is affecteg because he Tirst
Pays the foreign tax and onl

Y later is given credit for

it against his Uniteg Kingdom tax Ba . de—-may—alac—ef

n if he hag Paid a reduced amount of foreign tax

B e hok always understood by those United

d with their competitors from treaty

'ﬁﬁphat be denied however is that United
L3

- Prepared to grant what

vay of matching credit.

) encourage economic
If we did not

= for it against

m e effect

@ ve




We have not been able to
acc
ede to the Brazilian demand that credit should be

e ;
given for Brazilian tax given up, across the board, by

reductiqns of their withholding taxes under the tax
treaty itself.

This is the main reason - though not
: -Vzﬁﬁ%yipne - for the present impasse om cux i A
ﬁut if Clause 43(2) of the current Finance - ??

lﬁ? we will have the power to grant

- that "across the board"

though it w1 of course
2 Brazilians that any

ional on the substance of

Y 0 shecle
the only obstable to

ures of the Brazilian
i

nable by OECD




in
clude Management fees so that withholding t
ax
is
levied on the gross amount of the fees instead

of
on the net amount of income after allowing a

deduction for €Xpenses incurred in earning the fees;
fais + :
= the taxation of Virtually all capital gains arising

@ the disposal in Brazil of foreign-owned

_ ﬁ  ets (including shares). This is completely at
4 P O Evtonily

ce with thg‘accepted international practice

the sole right to tax gains from movable

O the country of residence of the taxpayer

s by which the profits

nts exceed a prescribed

ous others which are not
'_hy the Brazilians as

the Brazilians have

are prepared

f’i&ing tax on




Further
than this they will not ge and we know from discussions

with other OECD countries that the Brazilians have
taken precisely the same line with them.

Brazil's Agreements with other countries
ir M

If the developed countries had pPresented hex—with

d front, Brazil - and the ober South American
' an Pact countries which follow her lead - would

 had to modify uki:;’inflexible approach to -
. tax agreements. In the event, Japan and
| the rot in 1968 by agreeing to terms which
> Wwith OECD principles.amd Brazil then :
| ased her demands until by 1971 Germany,+«
similar in all essential
is now offering us. The
&~4 France followed suit apd
The latest
il has now succeeded in [“

ied that we
§ by the



W 5
such a reduction unless we go along

SOl 4
f‘m royalties. Insofar as the CBI
ng with one voice their attitude

in a letter dated 12 January

conclusion of a

ible terms." The

s Tax Committee, as

s that if we give way

ter as the tax



Committee fing themselve

"treaty at any Price"

. to the'Braziliah‘terms
We look on

across the boarg" matching credit

-Or tax given Up under the treaty ~~whieh-might

particularly
ers referred to in paragraph 5
 f%hé'treaty are to be in balance.
her hand, see the grant of

| credit as a sine qua non
They do not have

are not prepared to grant
‘ﬁﬁﬁ they are not pPrepared
. the German packagé
various features

nsider undesirable.

b

&



Canada ig the latest Country to Succumb. The ocag ones

out are now the Americans, the Dutch and ourselvesg. \

We three Countries are the only ones holding out for

lines. Our View, which is '
ah?red by the Americans and the Dut

it is of little use trying to "

better terms on omcp Model

ch, has been that

educate" developing
dlloms
Countries - at the Uniteqd Nationgl Expert Group on

tax treaties ang elsewhere -

S

about acceptable inter-

1al fiscal Standards if, when it comes to the
‘We are prepared to Sacrifice principle in order

an agreement. On the other hand we have

than the Dutch in getting an agreement

 with developing
untry and in the
+ though with

ties with some



developing countries which even only a year or two

4go were not interesteqd in a treaty with us: on "

normal®
VA terms. If ye wWere to agree to Special terms for

) Brazil it is very likely that we would come under h

ﬁ“ . .: \, Pressure from these countries to do for them what we i

;)tol s have shown ourselves ready to do for Brazil and the E
.5: w~w-\v' Pressure would be difficult to resist.

Cost

_k{. 12. The cost of a treaty on the lines of the Brazil/

Germany treaty would be of the order of &mff a year, which |

W@hiﬁﬁincrease if the flow of remittances to the U.K.
}Eﬁﬁﬁ?@x&zil were to increase.

involved in deciding whether to agree

. terms or to break off negotiations
le future are fimelylbalanced. If

- brckenoff we cannot expect a

On the

foreign competitors.|,

ourselves up with Germany,
ountries who have accepted the
risk of upsetting the
other important develop-
‘Indonesia, Malaysia and
with reluctance and
n@ﬁx treaties with
natching credit




£ \ Pressure frop these Countries to do for them what we
7
A have shown Ourselves ready to do for Brazil and the
fr hx,,\* Pressure woulg be difficult to resist.
{ Cost

The cost of 5 treaty on the lines of the Brazil/
Germany treaty woulg be of the order of £m

would increase HEERED & F il our of remittances to the U.K.

from Braziil Were to increase.

eeable future are Einei;]balanced. IF

ire brakenoff we cannot expect a

Or Ssome Years, and British investment in

‘line ourselves up with Germany,

ot

3 Wwith reluctance and

our treaties with

a year, which
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to them ajge for tax

o g WO, 1 S

1. ol FOE Shlenss some iy
o t.“tA slv:\'al offereq

LY To gat a most favoured
. WL MLA‘JJ{ Nation clause 80 that if,
;'qunuk wall b

ﬂ%l' bt e be offereg to us ailge.
e AN Ny

in the future, Braziil
offereqg better terms to ap

Y other country they woulg

(The only country likely to

More acceptable
gi@xa.ally: for example it would be better,

1y, for there to pe No capital gains

In addition, we woulg not

Lele which provideq for the
{ to

Brazilian investors, though
by

window-

E2ilian investment in the

\
!

dressing Pu¥rpese .

I



VA €x] ror{ —m;

importance

7 1975, Copies of the letters are

E

ative authority for matching
1der a treaty with Brazil ,~k
2ar that even with matchi g
;ansisting on other f£€rms in
- unacceptable 1(para 5

ve we must the

of /the desirability

wwuld follow that

'8

 United Kingdom would

c Brazil's "German

il s
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| coe UK - as OPpPosed to in }?enefits 150 E

I'Ilpanies-—of investment in Brazil —-_i i

entary approval of the Finance ‘
roposals - be abl

SEZ 5 offtheir
S run clearly contrary to

.€S5; and,if they are not

 be itz Before reaching

s effect Treasury

Segabty wish to

again to the Secretary
it is at least

entirely share the
Sory dn this matter.
is purpose will
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Brazil and th
: e pressure would be difficult to resist,

12 cog o It ’de oF Nt Braz,y frer
Hﬂ.ﬂ-«:f
131§;t§32$§ & ﬁLgﬁl éi 2 & year Sl

. W

the Brazilian terms or to break off negotiations for
the forseeable future Saadh o

negotiations are broken off

The issue., involved in deciding whether to agree to

If

British investment in South

if we line ourselves up with Germany,

France and the

ﬂ&hﬁi countries who have accepted the Brazilian terms
 risk of upsetting the balance of our treaties
ortant developing countries - for example,
. and Korea = who accepted our terms

ko
H&&diask us tof give across

credit A AClee o.—lufw Bt $pa red

rive at the May talks to get

in the terms so far offered.
most :Eavoule'xination clause so

. offered better terms to

. offered to us also.
able to extract better
_"‘Jﬂited States of
i@pertance of American
SO be some scope -

‘the "German package"

example it would
':aa-capital gains

razilians to
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In addition, we woulg Not offer

Provided for the Payment of

though this again

SR

in substance,

Or giving up the idea of having a !
_"'_‘_‘—‘——- F P ‘ L
Comprehensive agreement with Brazil;

i
:
Aol y b To Rt e T tkety—to o ‘

Iman Package"

-Yection of accepting Brazil's "German package"
D Twe g/ fehhfg' [ #ﬁh( ﬁ&m«na{)
i NO treatyfasd We there ore seek
1

S approval to our doing so if that

PR s
the Mini ter of State!

bESt that is on offer.

o saleatt m
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Foreign and Commonwealth Office

London SWIA 2AH
The Minister of s 1 May 1975

’

;g%ra Edmund Tell on 11 & : %
S !

'i ay about our negotiatins

. e double taxation agreenent with Brazil.
1lscussed the agreenent informally.

Nnov seens to be whether ths commercial
taxation agreencnt outweipsh the possible
of

[ B0 WRA 5 S S
paynients terms. ZIrazil is not only
e U. at precgent but one that is
To conclude a double tavation :
B0 firms at a competitive disadvantage, i

ian and Japenese firms, and nate
the { to maintain its share of this
‘increase it, This failure could

e A

P

1iao
— S5
+ e
W oad
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01218 7873 (0
Your reference
Our reference
Date 21 May 1976

v nagotlations with Brazil
e could find on difficulties
tracting finance and investment.

vtmeﬁ able to collate

Bﬁle of it is still
owever that there might

. be slightly less

;-ihat the information will be

urtk ‘éetails would be
!’l“ﬂl‘d&n.

|
'

s —
- ——— . -



The
1lowj
facj 10‘”;.?%&2"13?&01?3 indicate 4y
its balance ofe dﬂti ficultien Brazil may bve
) sm Paymenta deficit,
;\;grage : -
9-72 973 1974 197¢
Trage bal e i i
: ‘ ance - 9 Vo 49868 -« » 3,814 & E |
ervices balance - 901 — e : e |
=~ 1,795 - 2,323 - 3,560 - 3,800F li
Qnrrunt account - 910
e = 6,888 - 7,074 - 4,600
t inves
im f?ﬁ?ﬂj 199 940 845
wgpital 293 706 1,080
'3 307 2,094 3sT1T
375 377 194

1,064 2,328 - 1,049

Brazil: Econdmic Prospects

on trade,alone. although pull back is
the year, the Min. of Finance forecast
g

the Rio Airport loan (which
120m) by contrast with the
rs to the £ 300m Sao Paula
intain its image with foreign

of

per 1975, amortisation will be
est payments will be increasing
h year more than it repays.

3T the current account
or the volume of long
$ this is quite possible,
1 more foreign currency
some time., Also there are
iﬁﬁaier gsource of funds,

il (see James Greane of
z11

ing the export/
the debt servicing
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o She early 1970vs .8n explosion in the availability of foreign
4 urrencies to countries like Brazil; +this will not be seen SEain
B for some time.

S At least one can expect the flow of funds to
remain at their Present levels.

The traditional 1inks with the US have produced a few serious

isappointments ang the Japanese have had second thoughts about
several big projects in Brazil.

in gorss o/s debt £ US bn TR
1971 1972 1973 1974 1975 19¢ ¥
6 9 15 T 22 24=27
¥ 4 6 5 4
7 ) 18
1.9 2eD
Amount
maturing

September 1976 ®  535m
i 1977 § 2,260m

ber 1977 ¥ 5,000m

51%
72%



that Y._K.

Cocmpanies ar
o € norma 5
Erazil on 1y unable to take full creadi=

dividands remitted to the‘u.K

: _ . and th f
fded for to Incentivate U.X. e

equity investments In Brzzil,

t?.ﬁﬁazl] Is calculated at 552, as follows:

—
<J
ad

Lt
Fan)

~J
=

61 P |
e e

ld.;;;

il

ing relief against U.X.
idual case based on in:
distribution had 2"

 due to the follewis.
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an

.BD-I'.p_oratIon tax is 52%. However, the tax payable by a U.k.
up of two separate components:

(33/67 for the forthcoming year) of any distributi=e
and the amount of ACT paid on this basis is creditzs
Tability thereby reducing the balance of #T due.

idends received from abroad is granted
to the extent that profits are dis-
: tax against which Erazilian tax

sharcholdars this rate

incldence of Brazilian tax



F b) Suz~=2stions ¢

or dcuble tax traaty

(1) Reductien

in 8razilian tax rat \
2 ¥ #

As exp\a nec: gh ]
i abﬁve w th f
» no rad or n r R ompanies
: Uctloﬂ o the |
R ut a
, gnane S ta QI incomie from 2 2zilian invest ‘ |
X on th T or v ments than ca

their domes
S ' tic incom
e, or
5 » on income from these countries which limit their

4ga§g tQ that prevailing in the u.K

%@'tnnﬁn !
| tlfaxe U.K. equity investments in 3razil, the simplest
n - !
g the Brazilian tax is for the trzaty to provide for 3 |

;ﬂarmal non-resicdents withholding tax of 253. In the

43,00 ‘the voting rights. It is recoﬂnended that a

. this condition be applied in the case of 3 U.K.

.

reduction in withholding tax, there is a conditicn

apital, it.is suggested that this conditicn
of 10% of the voting shares or. 25% of the

obtained in the U.K. as if the full

in Brazil.

to grant a reduction in the rate

they would request an equ1va1-n

context, it is suggested tha

subsidiary operating in
?ﬁarieus tax incentive
ed when calculating the

n fiscal incentivas

y. K. taxes paya:tz.

to that includat

APy
b ol A;"J;'ﬂ}'e
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in the Japane wh
Se treat |
N ich allows for full tax credit f
or amounts of Brazillain

additional » together with an

paraaranh rovi
providing that the reduction of 2razilian 1
- an_ Income tax

as having been norm

¥ ~al
P TR ly taxed in 3razil for the purpose of deterni 5
amoun’ Srazilian tax craditable jn the U.K Er? B

 ﬂld§ng taxes on excess profit remittances (see (a)
'.“thﬁ arount of the profit remittance net of the normal
-uﬁﬁhgequently, any reduction of the 25% rate permitted
ve the effect of increasing the exposure to the

 remittances in excess of the annual 12% limitation.

ﬁﬁgt the 3razilian authorities allow a notional
withholding tax for the purpose of

é:sﬂpplementary taxes.

should also be defined
rate tax Yiability

the Northeastern

-;eduction on
exportation
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I ca lz to loan i
residents rate of 25% ... understand that this would b
against the lender's y g, tax liabi;

e normally creditasla
creditable if the effective U.K

ty, although it May not be fully |
B LS OE faX 18 less rhan 2520

ver, even if full credit is gossible, UK. Financial institutions will
) diced in relaticn to those cou

ntries with treaties with Brazil whic: |
"ﬁnfﬁhg Hithholding tax rate as follows:

t to the condition that the lencer is a recognized

inland: 153.

French treaties the rate is further
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SPAZILIAN WVITHHOLDING TAY O ROVALTIES : \
e AkaL AL 3 et

T € PETTETTT rate of with
ithholding tax of 25% on rovalties and technical ascis

ance rees 3]
1S 5 dtslncentive for U.X. companies to s 1 |
l * upply tec! nology to Brazilian 1

In accordance
A with treaties between Srazil and other countries, the followir
1 nns in withholding tax have been grantad: 1

_ &
1 and Pertugal: 15% : I:‘
and Finland: 10% on films and books etc., and 15% on ail A

|
excent for the use of trade marks on which the 25% raiz { 1‘
5 . ; }

»s payments for technical

interpretation by the tax
I;aﬁg of the Swedish treaty. In
trs fer of U.K. technology to
a!.ﬂe In‘ the U.K. as If
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Several U.i
com
- . ranies sell d;rec.ly to 3razilian customers and for the pur-osa

of cbtaining their sal
es maintaln an =mplo i
yes in Erazil or operatz thei i a8
activity 5 L

tarough a lecal sudssidlary whicn would normally have a manufactur-i--

> tecy c&l assistance operstion in addition. Undar the terms of all tne
Raﬁtles, these methods are considered as constituting a per-.zreis

Srazil and profits cn such direct operations would thereic-:

; tax traaties also provide that if the psrmanent estzi-

not have power to close the sales ccntract on benaisd
no Srazilian tax would be due cn the direct operati.a. '

e included in the U.K. treaty.

- CARITAL GAl

in S5razil, It Is recommended that
jit for this tax to be alloved
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Frane '
LRen Onwaldo Nevesn Dovnelles . Prostdent , Toternnt fonnsl

Jese : Tax Bludies Commlsnian
Dantel Diniw - ?%el =ta1tunnt. It ornnt donal

o bl em Commml mm b on
| mm Mﬁlil‘i = Gontval Bank of Brawil

= Minitsatvy of Finance,
International Tax Btudles
Commbmailon

= Exevutive Beorvetary,
International Tax Budies
Comm il nnion

= Acting Executive Hocrelary,
Internat lonal Tax Studies
Commilmplon

o8 listing the articles on which
‘ﬂ and those which still required

oadly correct, although
e settled., Mr Hopkins said
, make minor editorial

lowing specific points were

are included
% & GO-.

i should be
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UNITED l\lNGDOM/URAZIL
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TALKS 1IN BRASILIA 29-31 OCTOBER 1974

B ;
razil

Francige
o]
Oswaldo Neves Dornelles - President, International

Jose Danie) Diniz ':!?EIX Studies Commission
Di . V;CE President, International
rce ax Studies C i i
Frisidpe u Borges Nogueira - ‘Central B ; e
ne Leme Walther ank of Brazil

- Ministry of Finance,
Enternational Tax Studies
Ly ein ommission
g Mendes Correa - Executive Secretary,
International Tax Studies
Yadlin Commission
Rego Macedo - Acting Executive Secretary,
International Tax Studies
Commission

. summaries listing the articles on which
en reached and those which still required

was broadly correct, although

ed to be settled. Mr Hopkins said
 wish to make minor editorial

The following specific points were

‘Brazil are included
c QfourF&coo



Article 30 {Entrx into force)

Dates of entry into force will have to be provided.

ARTICLES STILL PENDING

Mr Hopkins explained the United
credit for tax spared under
#@_ t points of principl
Vb ! We had hoped to
owi o

Kingdom position regarding
the agreement. This involved
e about which we have to approach
ﬁ _ have an answer by the summer of
:the pressures and uncertainties which
 of government in February we had not
ate to press the matter at that stage.
~dust settle following the October
able to let Brazil have a decision
st we have no desire to delay matters,
ortant policy constraint and
ome of our approach to Ministers.
kins had welcomed Snr Dornelles'
; as he felt that he owed him
nelles replied that Brazilian policy
zed. Brazil does not want the

.t should go to the investor.
n in Brazil that tax which
he private sector.

x in Brazil on interest on
loans had recently been
r 1974 to 5 per cent for
ct capital, because the
worsened considerably.
instrument of policy. The
m Bank to Bank or company
. the money loaned has to
gistered with the Central
nly as long as the
‘Minister can therefore
y time.

from the United Kingdom
d by the reduced rate.
ndise or equipment
the Agreement for
- 7 years on the
~agreement with




2331:h:1t;a£:§2;:n:o; CDVeregtin Brazil's existing conventions
ees mig not be taxable d th
agreements. He believed that th gl ada
b b vt A e problems dealt with by the
e would be covered b th i
but if the United Kin ! i g R Sheaid
: ; 1gdom considered that an i

situation is not clear, it i U b

-1 _ _ ' could be clarified in the Protocol
yr__op:ins.gid not think that our Management Fees article filis

no L ) but %t gives the recipient the right

net income after expenses. In certain

United Kingdom Revenue.

whether or not there is a reduction
ny's tax bill, there will be a cash
e reduction, which is important in times
~ He emphasised that the United Kingdom
g credit on the lines proposed by
. context of a satisfactory
or specific pioneer reliefs
zil's proposals about the
if accepted, would also involve
This was one reason for
ise., It would be easier for
ell Ministers that in
of the United Kingdom,
i but

' is to make great development
' capital. The
investor, so
capital. He
resolving the

rojects covering
nited Kingdom should
ring for a limited

duction in Brazilian

a convention
+o0 increase
yer cent rate.

. grant

compensating
d accept
ention




?9 would have to honour an international
erence between giving credit for overseas tax
€ a deduction for it could be quite

Dornelles did not doubt this, but said that
_eurrent situation. Under a Convention
concessions by reducing rates, which

" in the light of concessions also made
Mr Hopkins said that a Convention would
ted Kingdom investor that overseas tax
and that his right to credit for

- withdrawn. Snr Dornelles replied
its tax rates only against a

dom but he could accept a guarantee
‘ee by the other eg mutually to freeze
“his 2nd alternative.

‘the difference in the tax bases
. there might be no United
tax could be set off, so
would benefit only the

n system, foreign tax can
oration tax, and not
ted part of the United

y reduction in the

y to the company.

does not want the
ow the United Kingdom
jtion. A tax sparing
of a reduction in

Mr Hopkins agreed
antee but said
ced to around
f Brazilian

o the United

ar for

sion for

did not
- would
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Article 18 (Pensions and annuities)

At the request of the United Kingdom,

1
the words "after retirement" TR T Ted to deilets

in paragraph 2(a).
Article 2 (Taxes covered)

€8 explained that the excess remittances tax is

_reference to an average of the total registered
.ated at the time of distribution. The tax

Y simply to the issue of bonus shares on a

tion of reserves.

s of minor importance has not yet been
_Dornelles doubted whether it could be imposed
of Congress. The tax would take the
20 per cent charge of withholding tax
its and dividends. Snr Dornelles
 to exclude this tax from the
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uted profits. Later, he handed
ree dated 10 May 1966 imposing

an additional company
the company tax charge_on
per cent to 33.5 per cent.

ue to charge the
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is exempt from tax
revents him from
sr the Vienna
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nge letters with Mr Hopkins
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Management Fees

g :his is so they would fall
_ article and so be exempt from
, ﬁ§}$§?r Popnelleg replied that this is why
:“ﬁﬁﬁ-g Pgatchl is included; it is a principle
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ess Profits
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right of the source country to tax the
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Elimination of double taxation
.-‘_—_——_—__—_‘——u—__—____-_

Mr Hopking said that consideration of this article would h
td_@q‘@afeprad for the time being whilst the Brazilian i
for the elimination of double taxation were
Ha referred to paragraph (2) of the United Kingdom
8 the particular development reliefs and

d, and said that the possibility of
vered by paragraph 2(b).

' would like the matching credit
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ssented problems
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STAMPS AND TAXES DIVISiON

BRAZIL

Management Feeg article we said that the i
th either under 1) the Bug oy i

iness profits article or
: aé:al Services (IPS) article.

t in the case of 1) there w
establishment in Brazil; where thereisg a

‘there, Brazil could levy tax on the net income
‘penses including those incurred outside Brazil.
pared to allow Brazil to tax where there was
 the recipient was Present in Brazil for

The effect of this,
ould be no Brazil tax

tax arose a UK national would under paragraph (1)
le be entitled to deduct the same expenses

' ' circumstances could have deducted.

' time spent in Brazil - if it is less

cpenses would be deductible — if it is
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not want the Business Profits article
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STAMPS AND TAXES DIvisiON

A we could have

cle on similar lines
aph (2) of Article XVIII of the 1967

Brazil would be

are not going to give
want us to give credit for more than the tax
Payable of 15 per cent. Brazil would probably prefer that
8 should be dealt with under the Ipg Article as thig
rate of Brazil tax except that expenses incurred

ances under the provisions
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e Taxes covered article the Brazil tax on gross
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 Per cent in respect of management fees under the
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think that this alters the principle that it
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to those fees which fall under the TIPS
‘er the 25 per centtax.

in the case of Iran where certain fees are

cently arisen on a Uganda case, (T1169/267/74)
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are as follows:- + the main outstanding points

1. Taxes covered.

The Brazilians want
e exclude from the provisions of the et A
Conventi. 1

Llon - and therefore to be u&&n*;g
= : able to charge (2
aaxns.an activities of minor importancegangigﬁogicess i
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5 Independent personal services
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: " (]
spared" under the development

law and tax given up under

a matter of technigue.
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(R AEI S country to Brazil but whilst this might
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ingdom ang Brazil,

is not simpl
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MR TAM DALYELL

EFFECT OF ABSENCE OF AN AGREEMENT

1l1. The main consequence for a United Kingdom taxpayer of

not having a_double taxation agreement with Brazil is that
he contines to be liable to the full rate of Brazilian
withholding tax on dividends, interest and royalties. But
his total tax bill is not necessarily higher than under an
'qugﬁﬁat because credit is given unilaterally against his
”:lfﬁ%gghgdom tax for the Brazilian tax he has paid.
.3ﬁiﬁPV§xemption or reduction of Brazilian taxes this
ash flow, because he first pays Brazilian

#5 given credit for it against his United Kingdom
it may involve extra work in claiming relief;

“Q the day he will normally be no worse off
duced amount of Brazilian tax -

operating in Brazil are therefore
red with competitors from countries

- with Brazil only in relation to tax
er under the terms of an agrement
ntive relief provisions of Brazilian

for matching credit pruposes.

AN AGREEMENT

‘which is subject to double
'lﬁée-and investment between
the case of developing
nt of certainty into
situation, and they
®etion. In the case
nited Kingdom/Brazil
v sement need to
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Dividends - 25 pPer cent.

B 20 0o cone. o
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; *ﬁﬁﬁident controlling more than 50 per cent of the
;T“ﬂﬁﬁing-capital in the company paying the
royalties. ;
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=
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or importance.
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"“mwords
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"‘f' the United Kingdom/New Zealand DTA. This
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the recipient of the royalties could elect to be
business profits article. o
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ies appeared to think (PS 924/68).

1g these words.

to our agreeing to the Brazilian
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in the paying company .
technical assistance an
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d technical services and reflects Brazilian

6. Capital gains " ¥

zil want the right to tax all capital gains (including those -
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o). ting in international traffic.

. —
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2 and—Spain. Y prg witl Jefoa o on Ot DEa,.
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30 per cent) whether distributed
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DOUBLE TAXATION: UNITEpD KINGDOM/BRAZTL

- SUMMARY OF BRAZILIAN DEMANDS
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| BRIEF F
| OR THE SECRETARY OF STATE FOR TRADE

DOUBLE TAXATION AGREEMENT : BRAZIL

BACKGROUND

Recent negotiations
have revealed
culties, the main one being the Brazilian

in th any reduction under an agreement
eir rate of withholding tax on dividends, interesi and

royalt

i dop i:ﬁaflggiggr:gngi United Kingdom, we should not only -

any withholdin 2 make corresponding reductions in

Bheuid alse ig tax we would impose under our general law but

ret o thegB?e iredit against United Kingdom tax for all, or

ﬁé&ﬁt a_Bf.ilraz lian tax so given up, as well as for the

Inl a;Re_§Z ian-tax actually paid under an agreement. The

;£§§ nbar;gfue haB Statutory powers to give credit for Brazilian
% ared” under special incentive laws designed to encourage

velopment there - and it has agreed in principle to

_ it cannot under existing legislation, give credit

given up under the agreement itself. Any

Inland Revenue's existing enabling powers
lslation in a Finance Bill and involve changes

. would have not only revenue consequences

ns for the balance of payments and the

 overseas, as opposed to domestic, investment.

redit for Brazilian tax actually paid
- United Kingdom and thus, to relieve
esady do this under the statutory

] unilaterial relief.

. accepted it would represent a cost
X The benefit would go to United
idends, interest or royalties from
than on similar income arising in
- countries with which we have an

conceded there is no early

. because the Brazilians are

es of their tax law which

m interests and could involve
the allowance of United

alks in the next 2-3 months.

1ises the importance
| the United

be evidence

t LE







> he said that o4

Per cent 3 Present with no DTA we wer

ra:e even thil];é:nowinlyt 1513-::6 - v = undez gi;riig“e i
that the Braz cent had actually b

ilian Droposal represented a eoatytoe:’ﬁepaid

1’;"9"“1 were accepted the benefit from the Brazilian

_ ding tax, instead of going at least partly to the

80 to UK residents deriving dividends, interest or
: Some cases they would pay less tax than on

sing 1;1;1“ze United Kingdom or in other countries with

I said that I appreciated his argument but thought
between the UK giving credit for the actual
2 DTA (which is what we do) and the UK giving

25 per cent (which is what the Brazilians want
clearly a cost to the UK Exchequer. He
d I would prefer to retain the first
 the point that by agreeing to give matching
Exchequer.

ed I said that it seemed to be misleading
f less tax ...... " and thought it would be

ﬁ'ﬁ!-- u.
graph vas agreed:-

. it would represent a cost to the
Brazilian reduction in withholding
to the UK Exchequer, would go to UK
)r royalties from Brazil. In most
ilar income arising in the
. which we have an agreement."

g Note - "internationally
| from the Brazilian point
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‘ B 16 September 1974

OB Wednesday we received a viait froq Stefan Steinberz, the
A aumpareys and Glaag?y Teprasentative. Is tolg the Eo:aul...
_ 1;5"1% that Petrovras had aprroached Humphreys and Glasgow
if thay would be Frepared to sutmit a tonder for the cdnsiruction
amonis/urea pl::-_:: :gmbe ouilt *En Parana, Apparently Petrobres
PRroack Penles 5 H and G ond YDE of Gormany.,
ths Brazilian organizatior wouig l:‘.ica/tf;sa kj‘.aar:;bh—nayshell,"
Oc8, AL rresent there are cetain problens ovar the
rge to release ceriain Production drawings. Sy =
‘kha H and ¢ had first to g2t the drawings from lurga,
the position could really only be described as ona

3 to Do run by Petrobras snd not Petroquisa,

xd over to a Peirobras subsidiary at a latar
surplus oil from the REZPAR refinery in Parona.
It 1000 tons of ammonia per day and 1200 tona

d that about £35=40 million in supslier crodit
ects The man in overall chargs is Lscpoldo
.cant choice in asmuchas he is ths nusher
tant ig Ivo Ribeiro, the former Industrial

for a succeszsful H and G bid, as oson

of a double tazation agreeusni bolwean i

P4 has, of course, besn initialled and
advantags. It appsaxrs tl:a-fi Funpersys

» load their bid by about 133 io ._
£

. 5 % e
$0 Sr Steinberg that the next rown
take place in Novembder and only after
» an agrecment was likaly. Vo
ached during this rownd we might

.o..f


















L

Lales, @nferiu a
i ao indk ‘Tl?}‘
)§ relevante”™ € Jrvicos &

O Sr. Francisco
Dorneles — presidente u
da Comissao de

Estudos Tributarios do
gabinete do Ministro

Mario Henrique

Simonsen — chefiou a
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uma solenidade

bagli — falou sobre

as quais o Dr.
Professor

O Sr. Francisco

Dorneles — presidente

da Comissao de

Estudos Tributarios do

ga’bi.nete do Ministro
Mario Henrique

Simonsen — chefiou a

delegacao brasileira
que, #m Brasilia,

m.i - {eve negociagoes
<"..1 @ missao inglesa
chefiada pelo Sr. D.
Hopkins — chefe da
Assessoria de
Tributacao
Internacional do
Inland Revenue. As
negociagoes
prendem-se a
assinatura do acordo

entre o Brasil e o Reino

Unido, visando a
eliminar a dupla
tributagao de ren_da
atualmente em Vigor.
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German investment which they desire through publicity about
ement, then to delay grant of the

the signature of the agre
actual reductions in tax by delaying ratification of the
agreement, In the end the Germans persuaded the Brazilians

to agree that the reductions in tax should come into effect

on set dates - 1977 in the case of royalties and 1978 in the

case of dividends and interest. My German colleague thought s 4 .
that if they had accepted the Brazilian formula, he did not

think the reductions would have taken effect until 1980.

The French in their agreement had secured an immediate red-
uction in the case of royalties.

4. The agreement reached was apparently somewhat complicated
but in general amounted to a reduction of withholding tax %o
and to only 10% in the case of interest on certain
In general

15%,
finaneial credits, following the French example.
the Germans agreea to grant a tax credit as if withholding
tax had been paid at a rate of 20%. (In other words the
enterprises concerned would benefit 5%, and the German

- The tax credit

Government 5% from the new arrangement.) :
would however be granted as if the withholding tax had remained

at 25% in certain cases where dividends were being paid b%hF
e

Brazilian subsidiary to the parent company in Germany.
position varies, and will vary, aecording to the percaniage
y

of a Bragilian company owned by the Germany company.
German colleague said that the German bargajning position was

not very strong since they already were granted tax credits
But they had been able to make use

on a unilateral basis.
of the faect that the Brazilians were interested in reaching
agreement in order to attract further Germen investment.
The agreement would remain in force indefinitely but after
3 years either side could ask for a renegotiation,

. I am enclosing 2 additional copies in case you wish to
gass them to Hopkins and to Economist Department,

e.c. NMr
T

AG
Mr M J
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UX/BRAZIL DOUBLE TAXATION RELIZF AGRERMEyY

Rolisl Agzreement. These Ware set out in oo
to Dornellss.



dividends ang interesgt Payments to Sweden.

4e I'rom revio +3 (R - 4
£2,29 roaeibially SV LLeTe Tl it domstion, T vty s
PRl it 3 :  Teduce withholding tax on
enas, LereStT payments or royalty and technical assistance paymenis
to Britain (vhich ig arter all ons of our main objectives from the point of
oA irads p o o RIS taz credit is offered by
“k2 Inland Revenue. With this corvus of recedents elready in force, ihe
Prazilians ars mosi unlikely 0 make an excepiion in our casa. A% the most,
we might ?‘ntain Norwegian terns, ile, a rsduction *o 15 per cent in the case
Of. royalties and technical assistance payments with +the other renitiances
being tazed at 25 per cent. But I do not belisve that this will Provids ths
) incentives we want to obtain for British iavestors nor the parify of trsatment

needed by British Tinancial ingitiiutions. These are, afier all, two of our
The background to Brazilisn 250

\ Dajor income earning categories in Brazil.
philosophy on the additional tax credit point is well spelt out in Tallboys'
letter 20/2 of 6 December to Daly here, of which you have a copy, as do

Latin American Departmsni.

5. We therefore nsed to consider what device cen be desigmed to enabvle the
Inland Revenue to give an additicnal tax credit on these categories of paynents
without sacrificing anything of principle or being obliged to seek emending
legislation in Pﬁrlimnﬁb iy, L sge the last course as a non-star taTy
though it does lool om ample of Brazil's other Agreements, as though |
Jnited ) p on this point with a considerabla number of -
g parin “formula could be dsvized wiich had tas effact |
on in their withholding tax .

nic development® from the '\
to present these -
investment and
+tachnology neesded

, in that we night
nat dozma. Bub
are concerned, 2
 revatriaia nore
n subsidiaries
‘1ocal T
the Dezariment

it T

hove, thus enabling
investment., If 3

















































