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rendered an opinion concerning the Article 138
of the Direct Taxation Act. Under the Article
specific exemptions are granted to industrial
activities. SCT interpreted the law and
concluded that the "printing" is also an
industrial activity. The author analyzes the
SCT's verdict and takes a look on the impact of
inflation on the printing industry. He considers
the verdict a positive step towards the
alleviation of industry's difficulties. This would
help mass readership of the country, and thus
might be considered a step towards the
promotion of knowledge and culture.

PROFESSION OF TAX ADVISORS

Private tax advisors have always been active
in this country, but they have been always
deprived of a legal and official status. This
article makes an in-depth examination of the
subject, and analyses the negative effects of
such illogical situation on overall
administration of tax system. The profession of
tax advisors should, according to the author, be
regularized and made subject to a coherent
system of apprenticeship, selection, and job
performance.

Taxpayer Identification Number

The Budgetary Law of the Iranian year of
1373 (1994-95) provided for a new system of
tax registration, under which certain taxpayers
should receive identification numbers. Such
registered taxpayers must issue specific
invoices for their transactions, and the
identification numbers of both parties to the
transaction should be mentioned on the
invoices. A detailed and clear examination of
the new system has been presented by the
authors.

OBSERVANCE OF THE SCT’S OPINION

The Board of Settlement of Tax Disputes
(BSTD) is the main authority for reviewing tax
assessment. If the parties to the dispute are not
satisfied with the final decision of the BSTD,
they may file a complaint before the Supreme
Council of Taxation (SCT). When the decision
of the BSTD is reversed by the SCT, the case
shall be referred to another BSTD. The verdict
of the second BSTD should be issued on basis of
the opinion of the SCT.

It sometimes happens that the second BSTD
fails to comply with this specific duty, namely
the observance of the SCT's opinion, and issues
a verdict not compatible with it. The author
examines this particular issue and takes a look
on the loopholes of the tax law, which permit
some BSTDs to act in contradiction with the
spirit of the law. Taking into account these
loopholes and shortcomings, the best remedy,
according to the author, is the amendment of
the law itself.

REGULATIONS AND RULINGS

The texts of latest laws, regulations,
decrees, and opinions of the Supreme Council
of Taxation are reported in the Persian section
of the publication. A summary of the same is
provided in English section under the heading
"Tax News in Brief."

TAX NEWS AROUND THE WORLD

A number of international tax news are
selected and presented to the Iranian
readership.

SELECTED CASES BEFORE THE
TRIBUNALS

This section is also devoted to the
international arena. Cases are selected so that to
be of interest to the Iranian readership.

10
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ARBRSTRACTS OF
PERSIAN ARTICLES

INFLATION, DISTRIBUTION OF GOODS
AND SERVICES, AND THE ROLE OF
TAXATION

This interesting article examines the role of
the brokers and distributors of goods and
services in creating the present atmosphere of
excessive inflation. These people earn
unbelievable profits from their activities, while
evading the payment of taxes by various
unlawful means. One way to check their
harmful activity is the vigorous implementation
of the system of tax registration and taxpayer
identification number that has been recently
introduced by the government. The
introduction of value added tax is another
effective way of correcting these undesirable
circumstances.

REORGANIZATION OF BSTDs

Taxpayers dissatisfied with an assessment
may appeal to higher administrative bodies
called the Boards of Settlement of Tax Disputes
(BSTD). These boards are organizationally
attached to different tax departments around the
country. Some people and authorities
(including this publication) have always
criticized this state of dependency. The
Ministry of Economy and Finance decided at
last to create a separate organization for
handling this significant job. The new
organization is called "General Department of
BSTDs Affairs." The Department will be set up
in Tehran first, then it will extend its activities
to the other regions of the country.

BUSINESS PURPOSE DOCTRINE
Tax avoidance tricks are common

phenomena of our time. They have been widely
in use in western countries, and a range of
anti-avoidance measures is also discovered by
those nations. Among the criteria developed in
recent decades to counteract the tricks, one can
refer to the "business purpose doctrine. " It
could be interpreted to cover wide sorts of
tax-avoidance devices. It might be well adapted
to the Iranian legal system. Article 218 of the
Iranian Civil Code implies the same idea, but in
the sphere of civil law relations. To be adapted
to the field of taxation, it should be widely
practiced and dealt with by the taxation
organization. The subject is thoroughly
examined in the article.

"GENERAL AND SPECIAL" A FORSAKEN
RULE

"General and Special" rule belongs to the
traditional school of law. It is a rule, or maxim,
applied to the interpretation of law. When a
new law is in contradiction with the old one, we
have to consider one of them as abrogated.
According to this maxim, the decision rests on
the scope of two legal acts. A general law
embraces wider classes of subjects or things in
comparison with the special law. Several
different scenarios could happen and each one
should be resolved according to the details of
the aforementioned rule. The author examines
recent interpretations of taxation law, as well as
the debates of the Parliament. He concludes that
the "general and special rule" might be
considered as a forsaken maxim.

PRINTING INDUSTRY
The Supreme Council of Taxation (SCT)

fre3ap No. 6, dutumn 1994
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BOOK REVIEW

Fred A. Reed

Persian Postcards

Published with the assistance of the Canada Council
Talenbook, Vancouver 1994

ISBN 0-88922-35/-3, pp. 288.

In PERSIAN POSTCARDS you will find answers to a wide range of questions
regarding the present-day Iranian society. The reasons that induced the Iranians to
resort to revolution in 1979, and the subsequent developments that led the country to
the present stage of its history all are examined and analyzed in a logical and
understandable manner. The author is a Canadian journalist who traveled to Iran
many times, and what he has described in this book is the outcome of his direct and
close studies of what is going on in this country. A pleasant presentation of the Iranian
cities and people of interest is also provided. The book is unique for its style of sincere
expression and lack of complexity and reconditeness.

Authors and publishers are invited to submit
one copy of their books and publications to the
Editor for review. In each issue we will review their
works and introduce them to our readers in Iran
and abroad.

\ J
/ CONTRIBUTION OF ARTICLES \ / TAX INQUIRIES
Comments and articles are welcomed. Readers who may have questions about the

o e <y L e e SRR s e e g o
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Written assurance must be given that the
article has not been published elsewhere.
The author wiil be notified of the
acceptance, rejection, or need for revision
as soon as possible. Please submit a brief
description of your educational, and
professional background, and, if possible, a

photograph. /

N

o

Iranian tax laws and procedures are
encouraged to submit their inquiries for
review. The inquiries will be reviewed by
high-level tax specialists and, space
permitting, the answers will be published
(together with a summary of the question)
in the journal. Otherwise, the answers will
be sent directly to the inquirers.

/
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EXECUTIVE REGULATIONS ON SECTION 3 OF
ARTICLE 24, DTA

Article 24 of the Direct Taxation Act (DTA)
provides for exemption of certain properties and funds
from inheritance tax. Section 3 of the Article
enumerates the following categories of such
tax-exempted properties:

A. Properties endowed, donated, or willed for
governmental organizations or charitable foundations,
or certain institutions mentioned by name (such as the
Red Crescent, Social Security Organizations, etc.). In
such cases the existence of endowment (or will, or
donation) should be confirmed by the beneficiary
organizations.

B. Properties and funds endowed, donated, or
willed for certain benevolent purposes enumerated
under the Section 3 of Article 2. DTA. In these
occasions, the right of control over the performance of
the charitable activities should have been accorded to
the government, or municipalities, or specific
authorities recognized by the government. The last
paragraph of the section 3 of Article 24 provides that
the procedure of execution of these provisions should
be codified and adopted by the Council of Ministers.
The cabinet approved the executive regulations and
notified the Ministry of Economy and Finance of its
text for enforcement. Following are the main
provisions of the Executive Regulations:

-As far as the cases referred to in part "A" above
are concerned, the heads of the beneficiary
organizations are required to certify that they have the
relevant properties under their disposal.

-In respect of the cases mentioned in "B" above, a
certificate from the controlling organizations as to the
actual controlling of the properties should be
submitted to the relevant tax offices.

3. The right of control of the latter organizations
should have been granted to them through the
following channels:

- By a law

- According to the deeds of endowment, will, etc.

- By the trustees of endowment, will, etc.

4. The tax exemption would also apply if the
performance of charitable actions would have been
accorded to the governmental organizations by the law.

TAXPAYER IDENTIFICATION NUMBER

Iran joined the countries that have obliged the
taxpayers to receive tax identification number(TIN).
After a long period of studies and preparations, the
subject was introduced into the Budget Law of the
current Iranian year of 1373 (1994-95). The Parliament
adopted it as the "Note" 34 to the Budget Law and

sent it back to the Ministry of Economy and Finance
for enforcement. Certain executive regulations are also
issued from the Ministry for carrying out the intent of
the law. At this first stage of implementation of the law
the following broad categories of taxpayers are obliged
to register their business and receive TIN:

1. Any individual having official permission for
engaging in the business of producing, assembling,
distributing, exporting, or importing of goods and
services.

2. Any entity (legal person) in the same activities as

mentioned above.
Some invoice forms have also been issued by the
Ministry of Economy and Finance, and all bulk
transactions should be recorded in such invoices. Those
failing to comply with the regulations will be punished
according to the law. Penalties range from fines to
temporary closing of business, and prisonment of the
convicted persons.

WINNERS: TAXPAYERS,
LOSERS: MUNICIPALITIES

The Law concerning the First Development Plan of
the Islamic Republic of Iran concluded on 21 of March
1994. The Note 50 to the same law provided for a
surtax of 3% levied on taxable income of a vast
number of taxpayers. The aforementioned law had to
be implemented during a limited interval and that
period is expired. Therefor the Ministry of Economy
and Finance issued a circular and declared the
termination of the said Note 50 of the law as from the
beginning of the current Iranian year. This means a big
relief for taxpayers, and at the same time a
considerable loss of revenue to the municipalities.
Taxpayers would really enjoy it.

"PRINTING" IS CONSIDERED AS AN INDUSTRIAL
ACTIVITY

Section A of Article 138 of the Direct Taxation Act
provides that any part of the declared profits of
industrial enterprises saved for development of their
plants is exempted from taxation. A question was
raised as to whether the business of printing could be
considered as an industrial activity under the said
Article 138 of DTA. The Plenary Board of Supreme
Council of Taxation (SCT) reviewed the matter and
answered positively to that question. The SCT based
its opinion on interpretation of the previous tax
regulations. These regulations are not enforceable at
the present, but they had some references to the
business of printing as a branch of industrial activities.
This new interpretation of the law is apt to produce
some positive effects on the prices of printed matters.
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TAXPAYERS ASSISTANCE

Taxpayers can comply with the law only when they
know what is expected of them. One means of
achieving this significant goal is to provide inquiring
services to all taxpayers. The Ministry of Economy and
Finance has initiated a planning process aimed at
creating the necessary organization for rendering such
services. Details are not declared officially, but
according to informed sources district inquiry officers
will be installed in tax departments around the country.
For these officers the main challenge is to provide tax
information and to serve as the consultants for
taxpayers at no cost.

DECENTRALIZATION OF REVENUES AND
EXPENDITURES

As Deputy Minister of Finance Engineer Iranbodi
has stated, new arrangements are scheduled to allocate
the taxation income of different provinces for meeting
their own financial needs. Details of the plan not being
announced yet, but in case of implementation it would
change the old tradition of financial centralization.
Except for few rare cases, the public revenues
(including taxes) have always been pooled in the
Treasury. The public expenditures have also been
disbursed from the same center. The initiative might
have positive psychological effects on taxpayers, since
they would feel the benefits of taxation more directly
and in a shorter time.

INHERITANCE TAX AND OBJECTION OF HEIRS
TO TAX ASSESSMENT

According to Direct Taxation Act (DTA), the tax
base for inheritances consists of the deceased’s estates
net of debts. The duty of evaluation of estates and
confirmation of debts is accorded to the tax assessment
organs of the Ministry of Economy and Finance
(MEF). Should the heirs disagree with the findings of
the tax assessment officials, they may object and the
case will be referred to the Board of Settlement of
Disputes (BSTD) for reviewing. The Technical
Directorate of MEF submitted a written question to
the Supreme Council of Taxation (SCT) for rendering
an opinion. The question concerned with the cases
where the objection to tax assessment comes from one
or two of heirs, while the others consent to the

results of assessment. The Plenary Board of SCT
examined the matter and delivered two judgments. The
Majority thought that in such special cases the dispute
should be regarded as solely pertinent to the objecting
persons. Therefor the final verdict of BSTD would
concern the same people only, and would not have any
effects on other non-objecting heirs.

The minority members of the Board looked at the
issue from a more objective point of view. They argued
that the first article of chapter 4, DTA refers very
clearly to the estates left by the deceased, and
considers such estates -- not the heirs -- as being
"subject to taxation." Another article of the same
chapter concerns also with the evaluation of
properties and confirmation of debts, notwithstanding
who are the heirs and what conditions they have.
Therefore any alteration in tax assessment as a result
of the judgment of BSTD would naturally produce
effects on the whole structure of the case. None of the
heirs could be excluded from the wanted or unwanted
results of such changes.

LEGAL AUTHORITY TO DEAL WITH TAXATION
AFFAIRS

The High Council of Cultural Revolution (HCCR)
adopted some decisions regarding the taxation of
universities and their personnel. The SCT was
requested to render an opinion as to the effects of
such decisions. It held that the responsibilities and
powers granted to HCCR do not include taxation
matters. So, the decisions taken by that organization
would not hinder the implementation of taxation laws,
which are enacted by the Parliament.

EMPLOYEES OF MUNICIPALITIES’ AFFILIATES
Under DTA, the personnel of the governmental
organizations and municipalities enjoy a higher rate of
tax exemption in comparison with other institutions. In
response to an inquiry by the Technical Directorate,
the SCT decided that the text of the law refers to the
municipalities only and it does not include their
affiliates. Therefore the companies and other
institutions affiliated to the municipalities are not
qualified for such higher rates of tax exemption
concerning the salaries paid to their employees.
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concerned, no serious problem would appear.
The situation is different in respect of the
companies connected with other countries. No
tax treaty does exist and the tax rates are
higher in comparison with the most industrial
countries. That is the reason why the real
income of aliens is concealed and companies
easily agree to the ex officio assessment of
authorities.

COMMENT AND CONCLUSION

The situation described above has induced
the tax authorities to resort to ex officio
assessments, not always being logical. It has
caused also the source of revenue to fall under
an appropriate real level. The procedure
adopted by the authorities has produced a
feeling among foreigners that the taxes paid
are some kind of fees for obtaining work or
departure permits. They have forgotten the
real nature of the payments. Therefor each
time the authorities ask them to pay more
taxes, they object and resort to protestation.
Nevertheless they always accept (of course
after some bargaining) the estimation of tax
offices, because such estimations are usually
much lower than the real amount of taxes.
The present state of affairs not only brings
about loss of revenue to the government, but
it also gives no incentive to foreign companies
for substitution of the Iranian personnel.
Foreign contractors have been always
committed themselves to train Iranians and
put them in place of foreigners. But never
they complied appropriately with this specific
commitment. Full payment of salary taxes to

the government would raise their costs and
might give them enough incentive to
substitute Iranians with their foreign
employees. The following measures are
recommended for correcting and rectifying
the situation:

1. The foreign companies should be insisted
upon to submit the employment contracts of
their employees. Lack of information is the
main reason of all present abnormalities, and
availability of contracts would, most probably,
solve the problem.

2. The employers should also be informed
that in case of refusal, their tax liabilities
would be assessed ex officio. Should they
actually decline, the authorities would have
ample justification --legally and logically -- to
estimate taxes as near to the real level of
salaries as possible. They can take into
consideration -- among other evidences -- the
salaries paid to foreign employees in the
region of Persian gulf. The advertisements
published in the international press for
personnel hiring might be quite helpful.

3. Ex officio assessment must be based on
logical and reasonable foundations. To
undertake systematic study for developing
such equitable bases is an imperative need.

4. More attention should be paid to the
international aspects of tax administration.
Tax treaties might be of great help for
avoiding such situations.

5. Formalities for issuance of tax clearance
certificate should be decreased as far as
possible. It would help foreigners to submit
the clearance on time for obtaining tax credit
in their own countries.
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contract. In case of refusal they estimated ex
officio the amount of salaries of refusing
people and obliged the relevant employers to
confirm the assessment. The Labor Ministry
issues work permits to the foreigners. They
must pay a fee equal to certain percentage of
their salaries to the Ministry for obtaining
such permissions. First estimation of the
Labor Ministry was around $1000, but it was
increased gradually to higher levels. The tax
office, taking notice of these developments,
asked the foreign companies to pay salary
taxes on the basis of Labor Ministry’s
estimations. Three different reactions were
shown by foreign companies. Some of them
agreed to the new system of assessment, since
they considered the taxes so estimated less
than the tax to be calculated on basis of
reality. Another group of companies felt the
taxation burdensome. They had to pay
considerable fees to the Labor Ministry, more
taxes to the Ministry of Finance, in addition to
an adequate net salary to their employees.
Some companies in this group rejected the
assessment and submitted a protest to the
Finance Ministry. As a result, the method of
ex officio assessment by tax authorities was
renewed. The third group were the companies
that had contracts with governmental
organizations. Such contracts are usually
concluded on a net basis. Taxes, duties and
similar deductions are as a rule undertaken by
the Iranian party. No protest or negative
reactions would obviously come forward from
such corporations.

RECENT DEVELOPMENT

The Department of Salary Taxes has
recently adopted a more consistent course of
action. They have estimated certain amounts
of salaries for different classes of foreign
companies’ employees, and tax them on basis
of these predetermined figures.

SOME OBSERVATIONS

1. Employment contracts of foreign
employees are usually concluded on a net
basis. What they receive is net of taxes and
similar deductions. Employers take upon
themselves the responsibility for payment of
such dues. The living cost in a country like
Iran is very low in comparison with most
industrialized countries. Foreignersreceiving
salaries in hard currencies can change their
money for a considerable equivalent in
national currency and arrange a luxurious life
for themselves.

2. When two countries enter into double
taxation treaties, all taxes paid in host country
would be considered as if paid in the country
of origin. Therefor no need for hiding one’s
real income would arise. If there is no tax
treaty, again the possibility exists that the
taxes paid abroad would be accepted as
advance of the annual tax liability. In such
cases no need would arise for failing to
disclose the reality. But a prerequisite
condition should be met in this regard. The
tax rates in the host country must not be
higher than those of the original country. Iran
has signed double taxation treaties with
France and Germany. As far as the relations
with companies subject to these countries are
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SALARY TAXES OF
FOREIGN EMPLOYEES

DIVISION OF TAX RESEARCH
COLLEGE OF ECONOMIC AFFAIRS

INTRODUCTION

The assessment and collection of salary
taxes are usually much easier than the other
kinds of taxes like corporate, inheritance,
capital gains, etc. The employers are, as a
rule, responsible for computing and
withholding salary taxes of their personnel.
They have access to necessary information,
and taxes are not paid out of their own
pockets. This has always been true with regard
to taxation of all salary receivers, except for
one particular group of taxpayers. They are
expatriate employees of foreign companies,
carrying business in this country. No, or nearly
no, reliable information is available as to the
real salary income of these people. This
article takes a look at the history of the issue,
examines measures taken by authorities in this
respect, and presents some ways and means
for redressing the situation.

The abnormal practice referred to above
has its origin in the problem of inflation. With
relatively stable rates of foreign exchanges
there would be no temptation for employers,
nor for employees, to hide the real level of
their salaries. But when the fluctuation of
exchange rates is considerable, everything will
move quite differently. This abnormal
situation started to develop when in the year

1358 (1979-80) the new circumstances
compelled the authorities to adopt some
limitations in respect of foreign exchange
transactions. This caused a gap between the
official and free rates of hard currencies. Then
a feeling grew gradually among the tax
authorities that the foreign companies fail to
exhibit the reality of their payments. As a
result they were compelled to choose the
method of ex officio assessment in such cases.
The foreign employees were divided according
to their connection with developed or
developing countries. An average monthly
salary for different classes of employees was
estimated, which changed several times in
connection with gradual devaluation of
national currency. In spite of this
counteractive initiation, the real salaries were
still quite higher. So, the foreign companies
reacted loosely and agreed (after some
bargaining) to the measure.

A NEW BASIS

In the year 1372 (1993-94) the tax
authorities took notice of a procedure
followed by the Labor Ministry with regard to
the foreign employees. They wanted the
foreigners to submit their employment
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Such is the kind of evolution the high level
administrators of taxation affairs are
emphasizing on. Considerable time and
resources would be saved as a result of
implementation of such policies. They might
be channeled to greater objectives and much
more substantial revenue proceeds. A
by-product of this reformation would be the
lessening of contacts between the fisc and the
taxpayers. The low income taxpayers are very
great in number and happening of daily
collision between them and tax officials is
unavoidable. The new movement would at the
same time cause the simplification of the tax
system. When the system embraces wide
masses of small taxpayers, the tax laws and
regulations must also be widened
proportionately. This kind of boundless legal
and administrative environment will certainly
be in contradiction with the idea of tax
simplification. So, the reformation promised
by the tax administration would expedite the
cause of tax simplification as well.

It remains to see whether or not such
targets are ascertainable, and to what degree
the outcome of the work would match the
standpoints now are presented and advocated
by the high level officials. The extent of success
depends on how seriously the administration

would remain firm and resolute in fulfillment

of the new strategy. It depends also on the
preliminary studies and preparations, as well
as the careful follow up at the implementation
stage. The movement should undoubtedly
include all the fields and areas pertaining to
this momentous issue. Two inevitable tools are
the modernization of information system and
proper arrangement for undertaking research
and studies in the field of taxation affairs.
Transformation of legal structure is also an
imperative need. The bulk of the current
provisions of taxation law is shaped on basis
of considerations not compatible with the new
strategy. Lastly, the organization and
management system of the tax administration
should be amended, so that to be in harmony
with all these reformations. I would like to
conclude with a change of subject, and hint at
a new service this journal is going to give to its
non-Iranian readership all around the world.
Readers who may have questions about the
Iranian tax laws and procedures are
encouraged to submit their inquiries for
review. The inquiries will be reviewed by
high-level tax specialists and, space
permitting, the answers will be published
(together with a summary of the question) in
the journal. Otherwise, the answers will be

sent directly to the inquirers.

DR. ALIAKBAR ARABMAZAR
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FROM THE PRESIDENT

Nowadays mention is being made of a real evolution in the
policies of tax administration. In case of realization, such basic
changes would direct the taxation system towards a better
environment of justice and efficiency. The substance of this new
policy might be summarized as follows: relying more greatly on
higher income groups, and allocating less financial and human
resource to taxation of the lower income classes. The taxpayers
will be classified according to the level of their income. Then the
outline of works, priorities and allocation of resources will be
arranged on the basis of such classification.

Both objectives, namely justice and efficiency in domain of
taxation, had been always drawing the attention of interested
researchers and thinkers. The views and theories of Adam
Smith, the prominent economist and founder of the classical
school of economic theory, are widely known and acknowledged.
He gives special attention to the justice and efficiency and places
them among his well-known principles of a good system of
taxation. The feeling of justice among the lower level groups
would naturally enhance the integrity and healthiness of the
society. The subject of efficiency in the field of taxation is also
wholeheartedly followed by the tax administrators all over the
world. We should take into account the financial
and human resources allocated to the taxation of different strata
of the nation, as well as the p‘rOEeedS?that are derivable from
spending of such resources. If no compatible outcome is
obtainable, suitable ways of appropriate changes should be

searched for.
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