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/this subjectin an article, the first part of which is provided in this issue and\
the second part will be presented in the coming issue of the journal.

Residence and Similar Concepts in DTA

Many locations are envisaged under the Direct Taxes Act for determining
the geographical base of tax officesliEompetence. Place of dwelling,
residence, situs of real property, place of business, place of activity, place
of operations and place of registration are some examples of such
locations. Besides that, cross-references have also been made to the Civil
Code. The author analyses all this titles not only under the light of the
Direct Taxes Act, but by referring to the relevant regulations of the Civil
Code and Commercial Code as well. The provisions of the OECD Model
Convention in respect of the residence have also been commented on.

Property Rights, a Topic of the Tax Law

The Persian term translated to the "property rights" is an ambiguous
| expression in some extent. It can be translated to financial rights as well.
The author reviews the relevant provisions of tax law and civil law in this
respect and concludes that that the term in question is a generlc title for
any rights arisen in connection with properties, whether tangible or
intangible. So, the term property rights was chosen as an equivalent.

Numbering of Articles in DTA
Numbering of articles in a law is to be done in a manner to provide
flexibility and room for future alterations. The system employed in Iran has
always been the use of successive numbers for all articles existing at the
time of creation of the law. The need for introducing new provisions is
usually met either by attaching one or more notes to the existing articles or,
in fewer occasions, by introducing "bis" articles; Both methods have been
proven to be inappropriate and resulted in adding notes inconsistent with
the articles to which they are attached. The author examines this matter
and presents some alternative methods in this regard. )

1{YT(3ap No. 23, Spring 1999 15
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a8 Amendment of the Article 221, DTA N
A part of the Note to the Article 221 of the Direct Taxes Act has recently
been amended and a new Note has also been added to the same Article.
The amended part of the Note to the said Article (now Note 1) relates to a
situation where the place of the main operations of a company is different
from that of the companylBseadquarters. The new Note (Note 2) concerns
the juridical persons having more than one place of activities. The author
examines and reflects upon the said amendments.

An International Tax Orgamzahonl .
This is a brief translation of an article written by Dr. Tanzi (IBFD Bulletin,
No. 8,9-1998). The focus of-the paper is on the divergent national policies
that effect negatively on domestic tax base of countries. The author
advocates the idea of establishment of an international tax organization to
deal with such issues. -

Tax and Inflation

Inflation results in tax increase under the progressive rates system of
taxation. Progressive tax tables usually include several income brackets
and certain rates are applicable to each of such income layers. The
inflation causes the inflated incomes to go easily up to the higher brackets,
which necessitates the payment of higher percentages of taxes. The
index-linked -adjustment is :a. suitable mechanism adopted by some
countries to provide solution to the probler in question. This topic is dealt
with by the author and as an example the relevant provisions of the US tax
law are studied.

Inhentance and Glft Tax Treaties
All tax treaties to which this country is a party are pertaining to income and
capital gains taxes and no tax treaties for avoidance of double taxation in
respect of inheritance and gifts. are concluded yet. Even the idea of the
latter category of tax treaties is not so familiar here. The author examines

[ ]
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demand the payment of applicable

report that they must prepare in
this regard. In case of ambiguity,
proper opinion should be sought.
The respective director generals

related to the measures taken in
respect of this circular letter to the

| office of the Vice Minister of Tax -

Revenues every three months. The
Tax Disciplinary Prosecutor shall
also pay . attention = to = the
implementation of this circular

ﬁax assessment - offices . should -

taxes on basis of a comprehensive -

are obligated to send the statistics - - representative - of .

investigations and shall report the\
cases of infringement. '
‘The rule of the present circular in
respect of identification of agency

‘and .commission income shall be
-binding on Iranian companies and

real - persons working - as - the
foreign
companies, as well.

The ‘Supreme Tax Council has

~ confirmed the  Content - of this

circular letter.

Aliakbar Arabmazar .
Vice Minister of Tax Revenues

——

Editorial o
The editorial of both the Persian and English sections deals Wlth a
tendency existing among some tax groups of officials. They are reluctant |
to acknowledge the rights of taxpayers even where such rights. are
recognized under the law or by the competent forums. They prefer, as they
usually pretend, to adhere to the interest of ihe government, while the
reality is that they feel that such treatment is more safe and harmless.

L 0
R No. 23; Spring 1999
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GMg of income and profit
constitutes the primary. goal of
commercial affairs, and since
under the international custom
and according to the available
documents the marketing and
consignment activities involve an

_income in the form of certain
percentage of final price of the
sale - carried . out between the
principal seller and the purchaser
who resides in Iran, it is hereby
ruled that: S
In. respect of such branches and
- agencies that announce every year
that they did not have activities
and declare solely the expenses
financed by their parent
companies, or. cite on
unsubstantiated agreements = as
evidence of their declared income,
the tax assessment offices are
-required, by virtue of the Article
107 of the Direct Taxes Act, to
take = their measures more
carefully, - to -~ ~ undertake
comprehensive investigations, and
to-employ: necessary means -and
appropriate methods, be it direct
(namely obtaming information
from the respective branches or
Cgencies regarding the sale of

goods and services effected )
between the companies that are.
parties to the agency agrecment
and their ‘Iranian = customers,
together with the photocopy of the
original - agency agreement), or
indirect (such-as correspondence
with, or referring to, the parties of
relevant transactions, - authorities
who - issued “the permission : for
registration of the branch, as well
as the banks that issued letters of
credit). S ‘
By the measures and  methods
described -above, -and also. by
executing; in case of necessity, the
procedure referred to  in the
Article 181, the relevant tax
asscssment offices have to secure
mformation- = regarding the
character: and extent of the said
branches and. agencies' activities
and of the goods supplied by them
in Iran as the merchandise of their
parent - companies  (or of - the
respective affiliated companies),
and also about the goods of other
foreign -companies, whom the
branches and agencies in question
represent unofficially and without
declaring, while earning income
through such agency, as well. The/

12
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/attention from realities.

4. Thus, it is evident that the
principal character of operations
of such agencies and branches has
been ignored. The operations in
question, which have been carried
out in Iran in the name of
permanent establishments, have
resulted . in  deriving certain
imncome: that is a clear instance
governed by the Article 107 (6) of
the Direct Taxes Act. Few of the
above taxpayers have presented
their  agreements with  the
principal enterprises that include
negligible income as a percentage
of the expenses incurred by the
office ~ established in ' Iran
(expenses + income as a
percentage of expenses), or-as a
| fixed commission for' the
operations to be performed in
Iran, or as a commission at rates
below one percent. These: types of
mcome are also within the limit of
the expenses incurred by the
relevant offices. Therefore, none
of such cases should stop
investigation, examination = and
discovery of realities.

5. ‘One should remember the

important fact that - under the

international custom governing\
the agency affairs, the fee of a
representative is payable in the
form of commission and is to be
computed in proportion to the
final price of - the  relevant
transaction. Different rates of |
commission, depending on the.
type of goods and price of
transactions, have been computed,
the statistics of which shall be
declared later. (According to the
documents obtained as result of
execution  of the  Article 181,
instances have been noticed where
commissions more than 10% have
been paid). .
Apart from the said unreasonabl
rates, cases of extra amounts
declared under the bills have also
been noticed, which have resulted
in disorderly . transfer of foreign
currency from the country. Under |
such  conditions, - the = tax
assessment offices may consider
fixed or low-rate commissions as
acceptable only where the case is
based on definite and undoubtable
evidence and documents.

6. Based on - the above
considerations and by due regard
to this important - fact that the

FEGRGR No. 23, spring 1999
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/subtract from it the relevant

accrued expenses. Then they
assess and notify a negligible tax

on the balance by applymg a

coefficient to it.
2. Apart from that, it scems that
such tax assessment offices have

mostly forgotten the fact that the -

branches  of foreign companies
registered in Iran after the year
1357 (March 21, 1978 to March
20, 1979) have been created on
basis of permissions obtained
from some government
institutions (that were parties to

the transactions concluded with:

the respective parent companies or
with their affiliated groups of

companies). As a result of this
negligence, most of the tax
assessment offices have not
bothered, even - once, - to

communicate with the relevant
government institutions, or with
the juridical persons who were
partics to such transactions, for
getting - information - on  the
operations carried out among
them. ‘
3. By investigating the documents
and books of accounts of those

@xpayers through the procedure

commercial operations

envisaged under the Article 181 of \
the Direct Taxes Act, it became

- evident  that most of the said

branches and agencies derived
considerable income by engaging
in activities in the fields of
marketing, brokerage,
consignment and other
related

such

with - the business - of

. agencies. It became evident also

that some of the said branches and
agencies represent other foreign
companies in Iran as well (without
declaring such relationship to the
tax authorities). They have carned
considerable: income from their
commercial activities as the
agency of those other companies.
But, this type of income has been
hidden and the relevant proper
taxes have not been claimed as a
result of the respective officials'
negligence, - carclessness.  and
misinterpretation.  The officials
have occasionally been misled by
the statute of such companies
which states that they are. not
allowed to engage in profit -
making activities, though they
should take into account that such
staternents must not divert one's

10
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N

* The "Tax News" of this issue is wholly devoted. to a circular letter

of the Vice Minister of Tax Revenues relating to some aspects of

taxation of the permarient establishments of foreign enterprises.

Because - of its importance for the readership of this English
- section of the Maliyat journal, the full translation of the circular.

" letter is given below.

English Translation of the Circular Letter No. 30/4-3705/17236
dated 04-16-1377 (07-07-1998) -

1. ‘It has been noticed that some
tax assessinent - - - offices
misinterpret  the verdict : No.
3014/1653 . dated. 02-07-1372
(04-27-1993) of the Supreme Tax
Council in respect of the activities
and income of the-branches and
agencies  of - foreign - companies
engaged in marketing, gathering

of economic: and ‘technical data

and  after-sale -services in Iran.
Accordingly, they = fail - to
undertake necessary - - and
appropriate - investigations, = and

consider ‘it cnough to draw a
report each year to the effect that
the foreign company's.branch or
agency did not have any activities
during - the assessment year, - and
their costs were financed by the
relevant * parent company. By
doing so, they consider their tasks
being discharged. Tn some cases

‘they take into account only small

receipts, which are remitted from
the - relevant headquarters - for
financing the internal expenses of
the ‘agencies located in Iran, and

J
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Gﬁ‘ice shall issue ¢ clearance to the taxpayer, I
Another task that the tax assessment offices are required fo
dischargé, is to Issue a certificate to taxpayers indicating that they
have submitted the necessary tax returns. This certificate includes
detailed items of the estate declared in the tax return. The
certificate should be submitted by the beneficiaries to the probate
court. The court in question decides upon the number and identity
of the beneficiaries and issues a special verdict in this regard. The
verdict so issued is.a must for fransfer of the ownership of the
inherited properties to the relevant persons. '

The banks, companies and persons that hold some assets
bélonging fo the decedent must prepare a list of such assefs and
submit it o the competent tax assessment office. This task Is o be
performed within one month from the date such enfities and
persons become aware of the death of the decedent. They are
also required to put relevant books of accounts and records at the
disposal of the tax assessment offices for investigation, and are not
allowed to deliver the assets held by them to the heirs, unless a
certificate from the competent tax assessment office is produced.
This certificate should indicate that the case is tax exempt or the
applicable tax is already paid. The offices of the Registration
Department and the notaries public are also prohibited from
registering properties left by the decedent in the name of the heirs,
unless the certificate referred to above is produced.

Endowment, tying up, vowing and willing
The cases of endowing, wiling or vowing a property are dealt with
under the same chapter of DTA as the inherifance tax, since such
cases are considered to be similar to inheriting an asset. We shall
examine this part of the law In the next issue of the journal.

(will continue) '
' ‘ e YR
N p
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/’rhe heirs, and on the other taxpayers we shall refer later. )

The heirs have to submit a special tax return to the competent tax
assessment office (as defined above). They can file such tax return
individually or collectively and submission of the tax return by one of
the heirs shall relieve others from the duty in question.

The tax return should contain all items of the estate left by the
deceased person at the prices prevailing on the time of his death
and also the debts and claims of the decedent, The helrs must also
provide certified copies of the documents and instruments
substantiating the confents of the tax return.,

If the taxpayer is a minor or award, then his guardian, trustee or "vali’
may submit the tax return. "Vali" is a term of the Iranian civil law
meaning the father and grandfather of the children who are under
the legal age or are ward. The guardianship of such children is,
under the Civil Code, vested with their father and grandfather, if
they are alive and free from legal hindrance.

The tax return described above must be submitted within six months
from the death of the decedent, and the taxpayers are required 1o
pay the amount of the tax assessed by them under the submitted
tax return. This payment should be effected not later than three
months from the date of filing of the tax return. It will be considered
as an on account discharge of the liability, since the tax authorities
may assess a different amount of the dppliccble tax.

Actions to be taken by tax authorities and third parties
The tax assessor (head of the tax assessment office) has to examine
the tax returns of taxpayers and to assess the value of properties.
The procedure of valuation of the estate subject to inheritance fax,
as well as the case of dispute between the taxpayer and the tax
assessor in respect of valuation were reviewed in the previous issue
of this journal (Maliyat, No 22, pages 8-9). After the case is examined
and the amount of tax is finalized and paid, the tax assessment

mtlf P No. 23, Spring 1999 7
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‘f - Competent authorities )
The task of assessment of inheritfance tax s, like other types of direct
taxes, vested with the tax assessment offices'\ /. More specifically,
the tax assessment office of the district where the last iegal
residence of the decedent was situated is competent for
examination of the inheritance tax files.

The tax assessor is supervised by another tax official of higher rank
called chief assessor (sar momayyezin Persian), who is subject to an
assessor general (momayyez-e-koll in  Persian). Any dispute
between the taxpayer and the said tax officials is usually referred to
the Board of Settlement of Tax Disputes (BSTD) that is the most
common forum for trying the tax claims and disputes at the
administrative level, The duties and powers of the said tax officials
and fora will be discussed in detail when: examining the
organizational régulaﬁons of the Direct Taxes Act (DTA).

What the taxpayer has to do?
The provisions of the chapter IV of the title B of DTA, which concerns
the inheritance tax, dedls with two types of taxpayers; the heirs. and
the other taxpayers. In this part of the essay we examine the tasks of

1. The term "tax assessment office" as employed in this essay, is not a
word-by-word translation of the Persian terminology used in the Direct
Taxes Act. The Persian term is the word "howzeh" which etymologically is
borrowed from Arabic. It means domain, territory and more particularly a
distriét that constitutes the domain of activity or corhpetence of a person,
organization, etc. The "howzeh" is supervised and administered by a
"momayyez". The latter word is also borrowed from Arabic and means
"asSeSSOr". |

Y J
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/s’rudying solely, and the only estate-left: from the decedent is o\
dwelling house or apartment, then the total allowances granted to
all heirs shall be increased to the amount of IRR 20,000,000 or. to the |
value of such house or apartment, whichever be lesser; and =~ -
e) the first and second class heirs of the martyrs of the Islamic |
Revolution are exempt from-inheritance tax with respect to those.
martyrs’ properties. -

Deductions :
In establishing the taxable base, the items listed below sholl be |
deductible: - : :
a) funeral expenses and some other Slml|0r payments; N
b) established liabilities of the decedent, including the ‘mahr’ of o
wife and her alimony for the period of "idda’. Mahr is a term of the
law of marriage. It means a sum of money or-a certain property,
which is agreed upon between the bride and bridegroom. It is
considered as a debt of the husband fo his wife. Idda is another
term denoting a prescribed period of waiting, during which.a
woman may not remarry after being widowed or divorced; .
c) any part of the estate left behind by the deceased person-that
becomes expropriated after his death on basis of law or special
verdicts. For such properties to be excluded from inheritance tax,
the act of expropriation should take place within orie year from the |
date the relevant taxes become final and conclusive. -Any |
consideration paid against expropriation shall be subject. to
taxation, and any exira faxes paid shall also be refundable; _
d) any estate transferred or endowed by the helrs |n fc:vor of cerfoun'
charitable organizations and purposes; and S '
e) uncollectible debts owed to the decedent. Whether a debt to-
the decedent is collectible or not shall be judged by the Board of
Settlement of Tax Disputes (BSTD). The BSID is an administrative ’rox

Qorum competent for reviewing most of tax disputes and claims.
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/the following table: ™

Taxable Base (IRR) - " Category I | Category II .| Category 111
up to 8,000,000 9% 18% 30%
8000,000 - 20,000.000 20% ' 30% 40%
20,000,000 - 40,000,000 30% 40% 50%
40,000,000 - 80,000,000 40% : " 50% L 60%
over 80,000,000 50% 60% 70%

I @) an allowance of IRR 2,000,000 in favor of each of the first class

disabled;

+ ') an agllowance of IRR 1,000,000 in favor of the second class heirs

| disabled, or is @ child under the age of 256 who is engaged in

As It was mentioned earlier (Maliyat, No 22, page 7). in cases where
the deceased and heirs are Iranians and both of them reside
abroad, any taxable estate left in other countries shall be subject to
a flat rate of 25%., irrespective of the status of beneficiaries.

: : " Personal allowances - ..
The following personal allowances dre granted:

heirs;

b) the same ollowcnc:e shcll be lncreosed 1o IRR 3,000,000 In cases
where: . o .

() a first class heir is under The age of Twen‘ry .or is a ward or

(i) a hair of the same class is under the age of 25 and is engaged
in studying solely; and. -+ . " :

(i) o hair of the same class is a dough’rer of the deceden’r who
had not been married before his.death; - - ' '

who are under the age of twenty, or are wards or disabled, or are
under the age of 25 and engaged in studying only:

d) where dll of the heirs are from the first class, including a wife or at
least one child who is under the age of twenty or is a ward or

= /
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2 | )

@n Introduction to the Iranian Tax Systeﬂa

By: Dr. Mohammad Tavakkol

(Pt 3)

In the previous issues, we pointed out that our study relates to direct
taxes only. We also stated that the legal structure, within which the
Iranian tax system operates, consists of the enactments of the
parliament, customary rules and the case law. Then we referred to
the Direct Taxes Act as the most significant constituent of the tax
law. It is divided info substantial, procedural and organizational
parts. As far as the substantial provisions are concerned, taxes are
divided into two main categories: property tax and income tax. We
began with the first category and studied the annual tax on real
property, tax on unoccupied real property and tax on idle lands.
Then came the turn of the inheritance tax, which is also considered
by the law to be a type of property tax. The subjectstouched upon
with respect to the inheritance tax were taxable estate, nationality
and residence of the deceased person and- heirs, valuation of
properties and classification of heirs. Let us now continue our
comment on the remaining topics of the inheritance tax.

Tax rates S :
The rates of inheritance tax are progressive and are functions of the

shares of individual heirs. The tax is computed in accordance with

g C ‘
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/other party of the issue is the government. \
The main object of this behavior is to secure "peace of mind" for the
respective officials, since they believe that adhering to the concept of |
"interest of the government" is much more safe and harmless.

This attitude has influenced the tax organization as well. Some tax
afficials are of the opinion that they will scarcely be harmed in case of
adhering to the concept of interest of the government in each and every
tax case. This approach may lead to encroachment upon the lawful rights
of taxpayers. ' '
There are, of course, some provisions in the tax law that prohibit such
treatment. One example is the paragraph 1 of the Article 270 of the
Direct Taxes Act, which: stipulates certain punishments for the officials
who disregard the fdcts of the case and assess the income of ta.xpa'yers'
above or below the actual amounts. : : .
However, the provisions of this type were not so effective to eradicate the
behavior under discussion. Any fundamental change in this field will
probably require certain transformation in social attitude. Nonetheless,
the relevant high-level officials are able to take first steps toward the
alleviation of the situation. Their mation should be directed towards the
respect for the law, which will necessitate the observance of the lawful
rights of private persons. An approach of this kind will ultimately result
in securing the "interest of the government" as well. It is a well-known
Jact that every government in today’s werld makes its best to assure the
tax compliance of its citizens. Amonig the ways adopted for achieving this
significant goal, one can refer to the,integrity and trustworthiness of the
tax administration. This aim can not be realized, unless the taxpayers
become sure that they will be treated according to the law and the
authorities will respect their rights. |
Dr. Aliakbar Arabmazar -
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IN THE NAME OF ALLAH

FROM THE PRESIDENT _ ,

In the previous issue we referred to certain unsound routznes developed
among some tax officials as a result of negligence. We had in mind the
practice of some officials who base their measures on superficies of cases
and fail to scrutinize the facts and realities of relevant situations. A
probable outcome of such practices might be loss of the government’s
revenue. , , o L
Now, in the present issue we shall cons:der a different tendency that
exists among certain groups of officials. The reasons that make this new
inclination attractive are, by and large, the same as we mentioned in
respect of the first approach. The result, however, seems to be dlﬁ"erent :
though at the end may entail similar consequences. :
The attitude in question pertains to a special mentality that has been
governing the conduct of some officials since the indefinite past. Those
influenced by this type of disposition pretend as if they are looking after
the "interest of the government". It means that every public employee
should always take the interest of the government into consideration. As '
far as this outward pretension is concerned, nobody would say something
against it. Every civil servant is employed for the same purpose. To serve
the interest of the government is raison d’étre of all government
employees. But, the fact is that the brand so attached to the practice of
such officials is, in some occasions, a cover that conceals the actual
motive, which is their disposition-toward the comfort of mind. This
becomes evident when the lawful and acknowledged rights of private
persons are dealt with. There are occasions where the law, equity or "
competent fora have recognized certain rights for the people; nevertheless,
(he officials in question are reluctant to observe such rights, since the
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