


DOUBLE TAXATION AGREEMENT
UNITED KINGDOM/ARAB REPUBLIC OF EGYPT

BACKGROUND
In 1947 we outlined to the Egyptians our
Proposals for a comprehensive double taxation
:g:;ezznt.. Although the Egyptians said

Teé lnterested in such an agreement
they took no Steps to enter into negotiations.
W? subsequently presented the Egyptians
with a draft agreement in 1955 and again
in 1961 and they responded in 1964 with
their own draft agreement. We suggested
that talks should be held in 1965 but the
Egyptians did not take this up.

Moreé recently we have been trying periodically
to conclude an agreement limited to air
transport profits only but the Egyptians

do not seem to be interested at present

in such an agreement. They may however
prefer to consider the possibility of having
a comprehensive agreement with us and we
would be pleased to discuss this with the

Egyptian taxation authorities.

SPEAKING NOTE .o
The United Kingdom?ﬁelcomeé the opportunity

to explore the possibility of concluding

a comprehensive double taxation agreement

with Egypt. We feel that by providing
clear and equitable rules for the taxation

treatment of income which is subject to

double taxation, such an agreement would |
velopment of trade and invest:

ies and would be
en the two

foster the de

between our two countr

evidence of co-operation betwe

Governments. ;
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EGYPTIAN DOUBLE TAXATION AGREEMENT

which I hope you will fing acceptable

more comprehensive formal reply to that

days which I will copy to you.

As I mentioned we were intending to discuss this

before we let the Department of Trade have
was advised at lunchtime on Thursday last, of the imminent departure of

the UK representatives on the Joint Commission - a week or so earlier
I have, therefore, had to send the draft as it
stands to Mr Myall on the understanding that it does not necessarily

represent the finally agreed CBI view which will be contained in the
I have let him know that we shall be in contact with you

than we had expected.

formal reply.
about it.
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We expect to send a slightly
Department within the next few

question with you
any comments. However, T

Our overseas Department receives such requests from the Department of
Trade from time to time and we are now trying to ensure that any answer

is given by the tax experts who at
meetings at Somerset House rather
with the technical implications.

cations over such representations.

If you
cedure please do not hesi

Youn Sv:wwj A
Pasl Moran,

Paul E Moran
Taxation Department

should have any comments on the content of th
tate to telephone me.

tend the joint CRI/ICC Working Group

than by those who are not too familiar
This should avoid any future compli-

e draft or the pro-
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l‘}}er‘e has been a wide expression of interest in a double taxation treaty
with Egypt and there would seenm to be 1ittle doubt that if g satisfactory
agreement can be reached there might be substantiz]l interest among our

members, in investment in Egypt.

We would hope that the Agreement shou] Ghealig general, follow the OECD Model
Aereement. Certain points should, however, be made more explicit, in part-

icular a satisfactory article ¢oncerning bhusiness profits. The Agreement
use of the 'indirect! method of

should forestall any possibility of the

assessment on a permanent establishment, barring circumstances in which the

Revenue authorities haq failed (after reas S

4 non-resident taxpayer the data required to compute the base for taxation.
he Agreement

In short, this method should only be operated as a penalty. X
costs attributable to the permanent

should state quite explicitly that
would be deductible in computing the tax

establishment, wherever incurred, :
base. Sufficient safesuards should be provided to debar the respective

Revenue authorities from reaching outside their territorial boundaries in
fits accruing elsewhere on ingredients, or
[=1%

order to make claims upon pro ! erie, i
components, of the goods or services sold by the permanent establishment.
Withholding taxes on royalties should not be permitted under thi iﬁ;iﬁ?ﬁif,
nor on management fees and parent company expenses to the exten Rh
payments constitute no more than a reimbursement of expenses to

ients.
3 - S
It is suggested that the 'arm's length' article for associated enterprise

j i i hen addit-
should provide for corresponding ad3u§tmegts in ozﬁ territory whe
ional amounts have been added to profits in the other.

ents ol a Contrac £ e ding

1 ) t for a period not excee
dent f a Contracting State who are presen : \
183 days in the other Contracting State should be included in the Agree- \
L

hat full allowance is made on the

ment.
ade in the Egyptian Investment

i i tance t
i f course, of especial impor
5; ;féeofor the :tax-sparing' provisions m
inted out
f our members has poin
interest is that one of g e
s fufthzi mat::r zﬁeiz tended to be discrlmgézﬁ1onF;§ziiaznfgnd;§indent
that’ n e pa ? > . pt Fim o ! . ;
7 is of the law or judge
e g e ir assessments on the basis Hon ot
e S failigg ;ocgiggstheége of the mutual agreement procedures wo
ments in the Hig Y :
useiul in curbing such excesses

Lawe.















proflts when g
cula
cal l ti_n thEiI lla.blll
no (ie(i L0 a W W nds

Past profijts.

Y to the extent that dividena

Years' profits.
All B =l
compagggs ihfgﬁsaillow Egypt to charge dividends paid b

e (or are deemed to be) residents of %gypt to the
ovable capital, the defence tax and the

tax on income from m
(and in the case of the USA the recently
fore be unrealistic to

supplementary taxes
ax). It would there
Egypt's DTAs provide

(3973 i mpecedivias &
i tter terms.
current profits are to be deducted

igcomelof the company and some
Plient is an individual the general

provide that where the reci
is limited to a specified percentage.

income tax on the dividends

It would seem that the Egyptian system bears some resemblance

to'the UK system before 1965 where there was no tax on dividends

paid to the UK Government in addition to the tax on the company's
Under the Egyptian system where dividends out of

profits.
current profits there is no profits tax paid by the company

thereon.
There are a number of points to consider.

1. The best that we might hope for is that profits should not
be taxed twice ie by a profits tax and a dividen@s tax (as
happens when dividends are paid out of past profits). Perhaps i
we could ask the Egyptians why they give less favourable treatmen
where profits are temporarily reinvested.

25 It seems likely that Egypt will want to cha;qe dividends,

where received by an individual, to the general income tax

in addition to the tax on income from movable property, the ‘
the war tax and the supplementary taxes énd 1f thls

1d try to ensure that the general income tax
I think we could accept a

=
ividends paid by Egyptian compan;ag¥x

defence tax,
Trade investors who

is the case we shou

rate does not exceed 15 per cen
taxation of d

roposal for the
fo gnited Kingdom residents on these lines. |
would be treated more favourably than

are more important
p{g@folio investors.




ot aged and co :
n Mr Daymond's note g;r(;%lgd in Egypt. The probl
anuary 1956 (T em is set
ab A) on

I wonder wh
ether it
purpose o : would be more logi
indirect iaigzd;’ the taxes on divi(gi]ézg.]é :-_?1 ;?-?-ard, ox e
company's profits %here will be no further tax ch‘;?__ses as
past profits) = dexcept where the dividends are igzPle cxthe
be regarded as havio not think Ehat the nature of the tiPt %F
happens to be registe been altered merely because the it o
envisaged in 19521ioe§ggg;n the1UK. Shlay be thot bie ag?g%cultv
r applies on th =
CE
mpany would be regarded for the purpo e grounds e
resident of Egypt and the poses of the DTA as a
company would be entitled to deduct
In

th i
e Egyptian taxes from the dividends paid to UK residents.
ken place since 1956 eg the

V%ew of the changes that have ta
:gtﬁgrﬁgal of unde;lying'relief for portfolio investors perhaps
g ask Technical Division for their comments on this point.

4. ] In Egypt's DTAs dividends paid by a company which is a
resident of the other country whose activities lie solely or
£ in accordance with the

maigly in Egypt are to be taxed in Egyp
Artlgle. In the Austrian DTA "mainly" is to be construed as
meaning 90 per cent of the activities of the company -

Another feature of Egypt's DTAs 18 that a company of the

h has a permanent establishment in Egypt 1is

tributed as dividends 90 per cent of its

on profits. Such deemed dividends wlllr

dance with the article. It would apped
ed as a deduction in

ablishment liable toO

50
other country whic

deemed to have dis

profits liable to the tax
be subject to tax in accor
d dividends would be allow

that these deeme
computing the profits of the permanent est
the tax on profits.




CBI
ik Th
e DTA Shouilgqg follow, in
> qeneral, the OECD Mode1
g ghefBusiness Profits article h -
Tofits 3 shoulg ; ;
not subm9n an arbitary basisg €Xcept iievent ypt from taxing
1tteq, €re proper accounts are

3. Costsg

r Wherever j
deductib]e, SAexRed), of & Permanent establishment should be

4. The count
r J

not be allnggeig fhe Permanent establishment ig situated should
outside th evy extra-territorial tax on profits accruing

= at country on ingredients or components of the goods
O services solg by the Permanent establishment

5 There should be no wlthholding taxes on royalties, management
fees Oor parent company expenses to the exXxtent that the Payments
constitute no more than a reimbursement of expenses to the
recipients.

6. The Associated enterprises article should provide for corres-
ponding adjustments in one country when additional amounts have
been added to profits in the other.

Tie In the Employments article the 183 day rule should be included

8. The UK should give matching credit for Egyptian tax spared.

2 The Mutual agreement article should be included as the local

gypt tend on occasions not to follow

tax authorities in E
Egyptian Law.

General Council of British Shipping

The DTA should include the usual shipping exemption article.

International Fiscal Association

OECD lines if possible.
inate
Permanent Establishment should be precisely worded to elimin

1 1
- any prejudice against specific business eg Ass Co's.

' 1%
No arbitrary system of assessment of profits should be used

l.

3w
A/C's are available.
i red.
Tax Sparing - scope for concession should be fully explo

tax
- if not on OECD lines, no
ies, management fees, etc 10
gﬁgﬁiglgz levieg where group payments represent only

ses -
reinbursement of expen g
dividends and interest be included in definition of profi
Can i £ |
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any klnlvgngilxhhnn Companies are conuorﬁgdh;n%ggzeilei out as far

the t"}*pnrt-uh;tTydtll:;ﬂ:vifim 9iving matching credit, Wgcé‘é(cl)iljénuse

terms S =S glves us in negotiation b et

’ (P01haps lower dividend and interest ra{eg?ttﬁgg 2ﬁgter
credit in their

Unit States ~f
ted States of America, who do not give matching

Agreements.
Paragraph in the draft Article on the
lines of the

additional
Xation, to read on the

Elimination of double ta

following
£ this Article, the term

?For the purpose of paragraph (1) o
lhxab Republic of Egypt tax payable" shall be deemed to
include any amount which would have been payable as Egyptian

tax for any year but for: ax
tion from tax granted for that year

Qs a reduction or exemp
Or any part thereof under Article 15 of Law 43, passed by
the Peoples Assembly on 9 June 1974 so far as it was in

and has not been modified since, the date when

force on, th )
this Agreement was signed, or has been modified only in
minor respects so as not to affect its general character: orx
any other provision which may subsequently be made

b' . .
granting an exemption or reduction of tax whlg:h is agreed
by the competent authorities of the United Kingdom and

the Arab Republic of Egypt to be of a substantially similar
character, if it has not been modified thereafter orfhai i
been modified only in minor respects so as not to affec .

general character."
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Royalties

agleement, h.OW v e AV
% ever ther i i es O
’ 24 1s a Pro ision o Y i
n Ro atlst

€apital gains
d in any of Egypt's DTAs.

) OE the UK draft is not include
s : O maintain our right to tax gains of 0=
are Oordinarily resident but not resident in the UK. e

exception that gains
source. However, Egypt may be able to accep
DTAs with EEaily Austria, Germany and Sweden
taxable only in the country of residence.
rather than "gains" throughout

We prefer to refer to "capital gains"

Ehe arxticie.

gains are generally

Independent personal services
The UK view is that the sole test should be whether the taxpayer'hqs
The provision of personal services

a fixed base in the other country. .
if similar to the sale of goods and the fixed base is equivalent to iee
bpermanent establishment. If the Egyptians cannot be persuaded to ag
(they have not agreed to such an article in any of their DTAskgmihEir
would prefer to have a fixed base test and a 18§ day test iécle o
DTAs with Finland nd Norway rather than to combine this arti

the Employments article.
Employments 2
i inland an
There should be no difficulty here as Egypt's DE§2£:§2;§3?5 that in
Norway are similar to the UK draft.f Oniomtgzrco;ntry F recad D
e reker
paragraph (3) of the UK draftlz g Loy Finland and Norway refer

f the operator whereas Egyp
So the cguntry of effective management.

fees
the articles in Egypt's DTAS

Directors'
hould be able to accept our

i igs the same as
UK draft article 1s
g?gh Finland and Norway and Egypt s

draft.

Articles and athletes
nland and Norway lagraph P

ith Ei
gypt's DTAS Wl £ the UK draft. Par Aty
= recent amendme
vour of this.

1)
f paragraph (1) of 4 follows a .
o Avoidance prOVlsﬁgnEg§ptians will be in fa

odel; presumably ©

n the lines

i o
nclude an artls e (p o afe is
£ to the OECD






as
taxes co Well here t
v _ (o] :
purpos ered Article shc Specify that all th
es of yuk credit uld be regarded as ii taxes 1listeg £
- Come taxes for
the

Personal allowances

This Arti
icle has
and coulg not been inclug d 4
perha ed in man
PS be dropped. There is ng 2§cﬁuiriic§nt e
Cle in the

Non—discrimination

S to suggest that this Article

There is nothing in Egypt's other DTA'
draft.

would not be agreed in the form of our

We may wi i :

the Wgrdgsﬁngg gg“g;??giggliiln%'-tndparagraph (4) of this Article
A (=] nite Kin " L

This would seem to be no longer appropriaii?m ..... to the end.

Mutual agreement procedure

The UK draft is similar to Egypt's DTAs. We would prefer not to
(the Italy DTA has a 2 year

have any time limit for representations.
in view of the delays that may occur where an appeal is

Tdmat)
made and not to provide for consultation in cases not covered by
the DTA - see the Finland DTA Article 25, paragraph (3).

If the Egyptians bring it up we could perhaps include in this
article nationals, who may be resident in third countries, as well
as residents. See the Austrian DTA and the revised OECD Model.

this article but we could

h Spainu cyprus.

Exchange of information
rticles in Egypt's

The UK draft shows our preferred version of :
agree to an article on the lines of our DTAs wit
e similar to the a

Malaysia or the Sudan which ar
DTAs.

Diplomatic and consular officials
This should present no difficulty. The UK draft i
Egypt's DTAs with Finland and Norway.

ion
d 4f the Egyptians do not want to 1in

s the same as

i ial extens )

Entry into force
i t .
. ¢ the commencing da £ entry into
we prefer to spec;ﬁg rinland) refer to the %étz zith XY aimey R
DTAS with Norﬁign as pusinessmen can make pilan
of the Conven
the DTA will apply-
Termination
e resent no gifficulty.
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PRIVATE Sl'l(‘RL“.'.l‘I\RY LR

‘ HE CHIpp SECRETARY

'/ OIL COMPANIRS

\ \\ (L» PRODUCER cousi RELIEF FOR TAXES pa-
n A f E S UOVI!}RNMI;:N,.,:_ ; ES PAID 70
\..\!.__ ‘/ . fz\ rleAPION AGR‘[‘:EM]:‘.NTIH‘ UK,’}-,GYP:]- DOUBLE

(:\;; E,- ll' ¢3 1 In his minute of 11y

Py \f saild that the pPavms = March Mr Matheson

aymaster Gener
Mr Dell, al, then

a =
4 greed that consultations should
with other interesteq Department
over the proposal i .
I 1 our minute of
i j of 9 March
t action should be taken to pPut an end

to the oil companies' use of the double
taxation relief rules. A copy of our minute
of 9 March is attached.

2, These consultations are proceeding and
we shall report further in due course.
Before we are able to do so however we
shall have commenced negotiations with the
Egyptian Government about a double taxation
agreement. “EEEEE—talks which were arranged
W ago aa:é% have already been
/ postponed oncg{\;ire now due to start on
10 May in Cairo: wm L(Ea wal “\w{, | a(‘)
g 3, ,_f\f_v‘._.tl,‘vul O\Ju-m\ (L‘.Mi&u’&ﬁ ] TELL C""“"-("‘L‘Q
%3%Nk rﬂ{FL“f‘ : 3 The Egyptian Government is one of the
\ Middle Eastern Governments which have through
their State 0il Company entered into arrange-

ments with a UK oil company of the sort

referred to in our minute of 9 March. These

arrangements are designed to produce a

liability to Egyptian tax which, because of

our credit rules, eliminates the UK tax charge.

One of the possible courses of action
ubt wish to consider

overseas

4,
which Ministers will no do

is to withdraw unilateral relief for
tax on oil companies' profits and to grant

1.
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amount. to the producex

switchod
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the difference btween the posted price and the

pays tax on
ihe price it pays for

production costs and
the o0il. The tax plus the price paid give the Iranian Governia®s

.
L

aggregate of it

5

the standaxd oriC take of 87 per cent, and the tax will be
claimed as a credit against the taxes payable to Western .
Governments., Anothexr type of arrangenent has recently becen
luded by an iﬁternational'COHSUrtium with the Bgyptian

conc
o e under negotiation clsevwhere.
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e Independen

t Per
SerViceS S==onal

Dependent Personail
Services

Dire ctors! Fees

Public Entertainer

Pensions

Governmental Functions

Students

5 et

Teachers

Income not expressly
mentioned

Elimination of Double
Taxation

E

gggﬁ giftunwilling jJust to have a "fixed

to also 3 €rion. It was eventually agreed

negoti lnclude a time test, and after
Ation 129 days was agreed on

iﬁ:srAthe United Kingdom had pointed out that
the Tticle was different in principle to

=S Previous one, it was agreed that the
time test woulg be 183 days.

?his Article was agreed without demur, and
1t was agreed that it should be a separate
Article.

18 The United Kingdom suggested to Egypt
that this Article, formerly Artistes and

Athletes, should be ren . This was
agreed. renomt

-
Zic At the United Kingdom's suggestion,

Paragraph (3) of the United Kingdom/Korea
agreement was included to cover sponsored :
entertainers.

Egyptian pensions paid from state funds

are exempted from tax by their Social
Security Laws. This created some confusion,
but the Article was agreed.

Agreed, after discussion. Egypt wanted to
tax recipients of Egyptian government pay
whatever their nationality, but eventually
dropped this.

Egypt was particularly concerned that students
should be able to earn sufficient for their
upkeep. After being shown the United Kingdom/

Jamacha Article, they agreed that this was
what they wanted.

It was agreed to use paragraphs (1) and (2)
of the Yugoslavian agreement.

It was agreed that this should be included
in a "Miscellaneous Rules" Article. .

The United Kingdom handed over a draft
Article.

i Egypt wanted to know why oil companies
were excluded. The United Kingdom explained
that oil companies had entered into many
types of participation agreements, and we
were still assessing the consequences. As a
matter of policy, therefore, we were excluding
0il companies from the benefits of the Credit
Article, 'though not from the rest of the
agreement. United Kingdom Law would apply,



o
i
S

Non—discrimination

Provisjions could be withdr
awn. Egypt was
;ggggrned about this, but the United Kingdom
! ?d Out that ita rositiesn was quite firm,
after much discussion Egypt accepted it.

2, United Kin
gdom handed over a photocopy
of Schedule 9 of the 0il Taxation Act, and

& Photocopy of the unilateral relief
Provisionsg.

3 Matching Credit was agreed, and the

Sevgral Provisions of Egyptian law discriminate
against foreign Companies. These are

J

(a) Law 11 and 11 "bis" of 1939
ﬁthe.“bis" was explained as Mmeaning
again". Effectively 11 "big" is an
amendment to 11) which deems that 90%
of the created pProfits of a branch of
a foreign company are distributed, and
collects tax on dividends accordingly.
A provision on these lines appears,
Egypt said, in al1 their dta's,

(b) Article 5 of Law 14 of 1939, which
gives pPrivileges for Egyptian insurance
companies who are obliged by the laws

of other countries to keep foreign
securities abroad (this particularly
applies in the Lebanon, and Iran). The
dividends on these Securities are subject
to tax in these countries, and they are
exempted from Egyptian tax. This law
prevents insurance companies which are
not Egyptians from getting this exemption.

(c) Article 6 of Law 14 of 1939 prevents
internal double taxation - eg where a
subsidiary pays dividends to a parent.
The profits of the subsidiary are subject
to tax, and are not re-taxed in the hands
of the parent. The main purpose is the
protection of import industries.

It was agreed that it would be appropriate to
exclude these provisions from the Non-
discrimination Article.
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1 Victori Department:porLB oot
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EGypp I.
: DOUBLE TAXATION AGREEMENT

Thank
the otggﬁ ég; i?:r letter dated 8 se
Serviceg. h Messrs carter and Large of Construction Design

s matte b me that

ave beei'taﬁgnIaED?Ertgzt : waElable to sopvince Liel i
Oossi i e

up to the Egyptians. E € on our*side and the next

agreement was reached at official levél on the

In May this year,
nsive double taxation Convention between the

text of a com
United Kingdoﬁrsgg
approval to the text and
Convention to be formally
approval in the usual way.

So far as we can tell, the Egyptians are as keen as we are to give
d Convention as soon as possible; indeed,

Treasury Ministers have given their

Egypt.
at this end the way is now clear for the
signed and laid before Parliament for

effect to the propose
at.the conclusion of the May talks they said that it would speed
things up considerably on their side if we could give assistance

with the translation of the text - which is lengthy and complex -
This we were able to arrange, and a full but

into Arabic.

unofficial Arabic version of the text was sent to them recently.
We hope that this will enable them to proceed to signature at an
early date, but, of course, I cannot say just when they will be . _

ready for this.
Until the text of the Convention is published after signature, its
terms are confidential as between the two Governments, and cannot
be disclosed to any members of the public. I can tell you in strict
confidence, however, that it provides for credit to be given against
United Kingdom tax not only for Egyptian tax paid, but also for tax
given up under provisions of Egypt's Law No. 43 designed to promote
economic development there. We are empowered by Statute to give
"matching credit" for tax given up by the Egyptians in this way .
only under a double taxation convention; we cannot do it unilaterally
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XVIII INTER~AMERICAN CENTER
OF TAX ADMINISTRATORS TECH

i
ace at Montevideo from M:
avl larch
5 organized by CIAT, a gavern-
ormed by countries of North
erica. In addition to the partici-

: er countries obsery
from the Federal Republic of Germany gr;m?telﬁglird

Korea, Ghana, Swazi - ;
international c;rganal.::gr;i’s g:}ciﬂ?x??}‘n_ a%d Y8 Doportant
mic Community, the International Me uropean Econo-
the IFA, which I represented. onetary Fund and
The only topic considered was “Tax
tivities of multinational com?asan;g:f: zi%ec::xsar(:; ts:ng
were presented. The conclusions of the Final Report are
undoubtedly of international importance, as they repre-
sent tI_le official pronouncement of the administrations
of an important group of countries including some like
Argentina and the members of the Andean Pact, which
had adopted a radical position in front of the multina-
tional companies in defense of their fiscal interests. In
the scientific area there had been no agreement with this
radical position, not even with the Latin American posi-
tion, as shown in the Seminar of the XXVIII IFA Con-
gress which was held at Mexico in 1974 (this Bulletin,
Vol. XXIX, pp. 51, 59, 91, 99 and 179, and Fiscal Har-
monization in the Andean Countries, International Bu-
reau of Fiscal Documentation, Amsterdam, 1975);at the
XXIX Congress at London in 1975 (this Bulletin, Vol.
XXX, p. 81); and in the VII Latin American Meeting on
Tax Law which took place at Caracas in 1975 (this
Bulletin, Vol. XXX, p. 16).
The recommendations approved by this pIAT Confer-
ence are distinguished by their modemtxon qnfi ratio-
nality and may be considered similar to the opinions ex-
pressed in the seminar mentioned above and in IFA and
ILADT resolutions. These characteristics are of particu-
lar interest with respect to the tax treatment of contracci
+ual relations between a head office and its branches an
subsidiaries. In contrast with the solutions of the An-
Gean Pact Model and the Argentine legislation anél 1;11(1)‘1:8
prudence of the 1971/76 period, the recommen aalties
tacitly accept debits and credits related to roy ocei
tochnical assistance and interest when proposing P

This Conference took pl
14 to 19, 1977, and wa
mental organization f
South and Central Am
pants from the memb

Elon Coneerning Lthe
50 prolonged that it b
S taxpayers to aller X
sition in order to ob
able results

tho- budget

! been
ncreases in

Lain
thelr pre: % -
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i . these
_____________—————_____________—__ o 5
R -

‘.'EiCAL CONFERENCE*

dures f01‘r discouraging tax evasion, first with respect to )
the am’s length price (Rec. 111, bl) and then, more \
specifically, for combating the remittance of profits '
abroad under‘the most favourable tax system, which
generally applied to payments of those intangible goods

(see last part of the Recommendation, I11).

This tacit acceptance did not result in observations or
reserves from the Andean Pact members or from Argen-
tina which is no surprise since Argentina as well as Chile
has reacted against the position of denying the existence
of those contractual relations for tax purposes. The re-
cent law of December 1976 has revoked the prior legis-
lation on multinational companies and at present ac-
cepts the effectiveness of those contracts, considering
~ them as being signed by independent enterprises when
they fit usual practices of the market, with some limits
tending to prevent evasion.
The recommendations of the Conference, Chile’s desire
to separate from the Andean Pact, and the reform of
the Argentine legislation disclose an evolution that leads
one to expect a normalization of the criticized prior
position in a policy which contemplates bota the econo-
mic reality, and therefore the rights of the taxpaye:s,
and the legitimate fiscal interests of the countries where
they act.
The other recommendations should not cause any prob-
lems, as they follow generally admitted solutions. For
example, there was not very much advance with r_es.pect
to the exchange of information by the fiscal administia
tions (Rec. V). In the fight against tax evasion by th
use of tax havens, the solution adopted is the base of w
sumptions as in the recent French legislation (Rec. IV
Also the final Report contains definilions of sore &
and situations connected with the topic discussed tt‘
may arise. For example, one observation reien{:d _tge_
avoidance which is, in my opinion, erroneous y ¥
fied with violations of the law.

* This summary was supplied by Prof. Ramon Valdés |

Montevideo.
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tax jg X
s
Jdiven under the agreement,
a
agreemen; 'nd will Consequently be
18 in forc
e,

the exclusion

Sare. HoweVEr,Szflez ashour unilateral rules remain as they

this approach, we care;tler COun?ry is unwilling to entertain

that country and the .u & exaélne the tax code operated in
©il companies' arrangements there: if

there is no s
evi .
dence of avoidance, we are prepared to negotiate

zozozilcz:;l:ijez‘?xztion Agreement (with no special, provisions
; ut at the same time we stress that the UK
will seriously consider terminating the agreement if the oil

companies enter into arrangements, which we consider to be

objectionable, in the future.

4. A Double Taxation Agreement including a provision for
‘excluding o0il companies from relief has so far been signed

with only one country (Egypt - see para 5 below). The
exclusion is potentially controversial and for that reason we

are drawing it to your attention now, before the agreement is
We are currently negotiating

laid (likely to be November 1979).
a new Agreement with Nigeria, who are not agreeable to an
exclusion, but where the arrangements with the oil companies
are acceptable to us. We have no agreements with the main

producing countries in the Middle East and North Africa, and

none is likely within the forseeable future.

THE DOUBLE TAXATION AGREEMENT WITH EGYPT
ttached

5 A copy of the draft Double Taxation Agreement is a
' i ls in

(top copy only). mpanies A

Article 22 (with the relevant

The exclusion of oil co
paragraph side-1lined) .



after publicatj
ion .
exclusion. They r UROITC wrota to us ang
a an 3
PPeareq tg believe that ?Ejected to the
1f tax credit

not be givep
under "
EStipdained that i, Fhe unilateray relief rul Th
e oj . es. e
oil 1ndustry wWas being singled ;it £
or

or curtail unij

come into being?te;:lmzzx credit relief which might never

EESE M(UKOITIE did ot oy € No detailed comments on the points

the Convention would noie?t us to) and assured them that

relief availabile to Uni " ény way atficot the gl s

under Section 49§ of :;tEd Kingdom resident oil companies
@ Taxes Act. The unilateral relief

"rules would co .
A e nFlnue to run for them (though if they were
with th z relief would of course be given in accordance
e c
anged rules). We do not think that the companies

have any r
taYh €al grounds for complaint on this score, especially
& !
the time the agreement was being negotiated, it was
i
\
i)

as,
known : .
that Egypt was entering into arrangements with certain

©il companies the object of which was to "manufacture" Egyptian
tax: we would not have been interested in an agreement which
i

would have obliged us to give relief for that tax.
But there is one respect in which the exclusion of oil
The

6.
companies from relief may have an unintended effect.

companies will not benefit from the "matching credit" provision
This confers upon UK residents a foreign tax

in Article 22,
credit in the UK not only in respect of tax paid in Egypt

but also in respect of tax which would have been payable there

but for certain exempticns and reliefs given under Egyptian
Of course, oil producing

law to promote economic development.
countries do not normally give "pioneer reliefs" of this sort
to companies which produce oil.
"petroleum company"” in the 0il Taxation Act (which is the
is wide and will include

etroleum products in

But the definition of a

definition used in the Agreement)

companies which manufacture and sell p
and it is possible that such companies may qualify

Egypt -
for pioneer reliefs. If this should happen, it would have
. her a concession should be made (to the

to be considered whet
effect that a company which would have qualified for relief


















