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oped areas. B
2-6. Completion of semi-finished projects of state companies by due regard
to section "A" of these policies.

E. General policies in connection with sovereignty exercising and
refraining from monopoly

1. Continuation of sovereignty exercising by the government, after the com-
ing forward of non-state sectors, through policy making, enforcement of
laws and regulations and controlling, especially with regard to observance

. of religious and legal criteria, in non-state banks.
- 2. Prevention of influence and domination of aliens over the national econ-

omy.
3. Preventing non-government economic enterprises from establishing mo-
nopoly through preparation and approval of laws and regulations."

*eke ke k%

Full text of the article 44 is as follows:
(1) The economy of the Islamic Republic of Iran is to consist of three sectors: state,
~cooperative, and private, and is to be based on systematic and sound planning.

(2) The state sector is to include all large-scale and mother industries, foreign trade,
major minerals, banking, insurance, power generation, dams, and large-scale irrigation
networks, radio and television, post, telegraph and telephone services, aviation, ship-
ping, roads, railroads and the like; all these will be publicly owned and administered by
the State.

(3) The cooperative sector is to include cooperative companies and enterprises con-
cerned with production and distribution, in urban and rural areas, in accordance with
Islamic criteria.

(4) The private sector consists of those activities concerned with agriculture, animal
husbandry, industry, trade, and services that supplement the economic activities of the
state and cooperative sectors.

(5) Ownership in each of these three sectors is protected by the laws of the Islamic Re-
public, in so far as this ownership is in conformity with the other articles of this chap-
ter, does not go beyond the bounds of Islamic law, contributes to the economic growth
and progress of the country and does not harm society. '

(6) The scope of each of these sectors as well as the regulations and conditions govern-
ing their operation, will be specified by law.

Our mailing address: Tax Organization, Shahid Dadman St., Shahrak Qods, Tehran, Iran

E-mail: tavakkolmohammad.yahoo.com
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C. General policies regarding development of non-state sectors
through transfer of government activities and enterprises

(General policies of this section will be determined and announced after-
wards)

D. General policies of transfers

1. Requirements of transfer

1-1. Enabling the private and cooperative sectors to undertake extensive
activities and manage major economic companies.

1-2. Post-conveyance control and support by relevant authorities for realiza-
tion of purposes of transfers.

1-3. Using valid and healthy methods of transfer with emphasis on stock
market, strengthening the transfer organization, establishment of a trans-
parent system for provision of information, creating equal opportunities for
everybody, taking benefit from gradual offering of shares of major compa-
nies in stock market to arrive at base price of shares.

1-4. Disinterestedness of those engaged in-transfers and also of the gov-
ernment authorities involved in decision making with regard to transfers.
1-5. Observance of general policies of cooperative sector in connection to
transfers.

2. Usage of incomes derived from transfers

The funds derived from transfer of shares of government enterprises shall
be remitted to a special account with the general treasury and shall be
spent within the frame of approved plans and budgets and as is described
below:

2-1. Giving rise to self reliance among depressed and deprived families and
consolidating social security.

2-2. Allocation of 30% of the incomes derived from transfers to alkinclusive
national cooperatives with the aim of removal of poverty.

2.3, Construction of economic infrastructure while giving priority to less de-
veioped regjons.

2-4. Granting facilities (managed funds) for reinforcement of ‘cooperatives,
renovation and improvement of non-state economic enterprises while giving
priority to transferred enterprises, and also for investment of non-
government sectors in development of less developed regions.

2-5. Participation of state-owned companies with non-state sectors - up 1o
a ceiling of 49% - for the purpose of economic development of less devel-
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munication, provision of frequencies, and principal systems of separation,
exchange and distribution of base postal services.

2-7. Roads and railroads.

2-8. Aviation (air transportation) and navigation (sea carriage).

The optimum share of state and non-state sectors with regard to activities
of the first part of the article 44 of the Constitution shall be determined by
due regard to protection of sovereignty of the state, independence of the
country, social justice and economic growth and development.

B. General policies of cooperative sector

1. An increase of 25% in the share of cooperative sector in the economy up
to the end of the term of the fifth development plan.

2. Taking effective measures by the government for establishment of coop-
eratives for the unemployed with the aim of creating jobs.

3. Supporting the establishment and development of cooperatives by the
government through methods such as tax abatement, granting protective
credit facilities via all financial institutions and refraining from collecting
any extra payments from cooperatives in comparison with the private sec-
tor.

4. Removal of restrictions for participation of cooperatives in all economic
scenes including banking and insurance.

. Establishment of a cooperation development bank with government
capital and with the aim of raising the share of cooperative sector in the
economy of the country.

6. Government supporting for access of cooperatives to final markets and
providing fair and comprehensive information to that sector.

7. Exercising sovereign rights by the government through policy making
and supervision over execution of enacted laws and refraining from interfer-
ence in executive and managerial affairs of cooperatives.

8. Promotion of technical and professional education and other necessary
supports for raising the efficiency and ability of cooperatives.

9. Flexibility and diversity in methods of capital raising and distribution of.
shares in cooperative sector and taking necessary measures so that in ad-
dition to ordinary cooperatives, establishment of new types of cooperatives
in the form of public joint-stock companies with limitation of ownership of
each shareholder up to a legally determined ceiling would become possible.
10. Supporting the cooperatives by the government in proportion with the
number of their members.

11. Establishment of all-inclusive national cooperatives to cover first three
tenths of the population for the purpose of removing the poverty.
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- Reducing the financial and managerial burden of the government in con-
nection with the undertaking of economic activities;

- Raising the overall level of employment,;

- Encouraging all groups of people to save and invest and also to improve
the family income;

A — General policies regarding the development of non-state sec-
tors and prevention of enlargement of the government sector

1. The government is prohibited from embarking on new economic activi-
ties beyond the scope determined under the first part of article 44 of the
Constitution and shall be obligated to transfer to cooperative, private and
non-state public sectors - up to the end of the term of the fourth develop-
ment plan at maximum - any kind of activities (including continuance of
previous activities and exploitation thereof) that are not specified under the
first part of the article 44 of the Constitution, so that its activities are re-
duced not less than 20% per annum.

Taking into account the responsibility of the regime for expedient admini-
stration of the state, the government is permitted to continue, or to start,
urgent activities beyond the scope of the titles specified under the first part
of the article 44 of the Constitution, after such activities are proposed by
the Council of Ministers and approved by the Islamic Consultative Assem-
bly.

Administration and production of military, disciplinary and intelligence prod-
ucts of the armed and intelligence forces that are of confidential nature
shall be excepted from the rule of this section.

2. Investment in, and ownership and management of, the fields mentioned
in the first part of the article 44 of the Constitution shall be allowed for in-
stitutions and foundations of the public non-state sector and also for pri-
vate and cooperative sectors, as is described below:

2.1. Major industries, mother industries (including major industries of oil
and gas downstream operations) and major mines (including oil and gas).
2-2. Foreign trade activities within the frame of commercial and foreign ex-
change policies of the country.

2-3. Banking by public non-state institutions and by public joint-stock coop-
erative companies and joint-stock corporations, provided a ceiling for each
shareholder's share is determined by the law.

2-4. Insurance.

2-5. Provision of energy, including production and importation of electricity
for internal consumption ard also for exportation.

2-6. All postal and communication affairs, except for main networks of com-
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of services. But even in such con- tax system would mean a positive
ditions the introduction of VAT to  step forward.

GENERAL POLICIES ADOPTED IN CONNECTION WITH

THE ARTICLE 44 OF THE CONSTITUTION

According to article 44 of the Iranian constitution three sectors are recognized
for the economy of the country: public, private and cooperative. Meanwhile, it
has been envisaged under the first paragraph of the article 110 of the same law
that the High leadership will have power and right to delineate general policies
of the country after consultation with the Expediency Council. Such determina-
tion of policies has taken place recently in respect of article 44 of the constitu-
tion (full text of the article 44 is given at the end of this section). Taking into
consideration the impact of these policies on all aspects of the nation's eco-
nomic life, including taxation, an English translation of them is given below:

"General policies of the article 44 of the Constitution of the Islamic Republic
of Iran are hereby determined with due regard to the last part of the same
article and provisions of the article 43 of the Constitution, so that to
achieve the following purposes

- Accelerating the growth of national economy;

- Extension of ownership at the level of general public with the aim of secur-
ing social justice;

- Advancement of efficiency of economic enterprises and productivity of ma-
terial, human and technological resources;

- Enhancement of competitiveness of the national economy;

- Increasing the share of private and cooperative sectors in the national
economy;
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counts, which will be determined
by the tax organization. As it was
mentioned carlier, they have to
prepare and submit tax returns six
times a year.

6. The base of computation of the
tax will be the price of goods or
services as recorded on invoices.
If no invoices are provided by the
taxpayer, the prevalent price of the
goods and services shall be taken
into account. In case of importa-
tion the CIF value of the goods
plus relevant customs duties and
fees will constitute the basis of
computation of the tax. The rate of
value added tax shall be 7 percent
in all cases.

7. The taxpayers refraining to
comply with the duties prescribed
under the law, or committing an
offence, shall be required to pay —
in addition to the relevant tax — a
fine up to twice of the amount of
the applicable tax at maximum.
Payment of the tax after the pre-
scribed time limit shall result in
application of a late payment fine
equal to maximum bank rate for
facilities granted by banks to the
service sector plus one percent.

7. The State Organization of Tax
Affairs shall be responsible for
management of all affairs related
to value added tax and enforce-

ment of the law in question. It has
been authorized under the draft to
take necessary actions in the field
of organizational and other aspects
of execution of the VAT law.

Conclusion

Some points are worthy of men-
tioning in respect of the VAT pro-
gram in Iran:

a) According to the press, the par-
liament has introduced a number
of changes into the draft of the
VAT law. But it will, in all prob-
ability, be finally approved,
unless unexpected obstacles would
arise. ‘

b) But the enforcement of the law
would presumably be postponed
for one, or even more, years. The
logic is obvious, and that pertains
to lack of preparedness for execu-
tion of such a tremendous pro-
gram. As it was mentioned above,
the draft has exempted a lot of
goods and services from the tax
and also has provided for exemp-
tion of unlimited number of busi-
nesses from the law. In all likeli-
hood retailers and majority of ser-
vice providers shall be exempted
in this way. It would mean leaving
aside a considerable number of
businesses and services from VAT
and restricting its scope to whole-
salers, plants and limited number
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sent by the President to the parlia-
ment (Islamic Consultative As-
sembly) to be enacted as a law. It
was referred to internal commit-
tees of the parliament for primary
study and consideration. Delibera-
tion at this stage continued for
nearly two and a half years and
eventually the outcome was sent
back (in last April) to the plenary
session of the parliament for an-
other round of deliberation.

Important features of the draft in
question are as follows:

1. Supply of goods and provision
of services within Iran, as well as
the importation of the same, shall
be subject to value added tax. Per-
sons engaged in such kinds of
businesses shall be considered as
taxpayers under the law.

2. Every solar year will be divided
into six tax periods of two months
each. Taxpayers shall be required
to submit, within 15 days from the
expiry of each tax period, tax re-
turn of that period and remit the
applicable taxes to relevant tax of-
fices.

3. Article 12 enumerates a vast
range of goods and services that
will be exempt from taxation.
They include, inter alia, the fol-
lowing categories:

- unprocessed agricultural prod-

ucts;

- flour, bread, meat, sugar, rice,
cereals, milk and some other food-
stuffs;

- paper for printing, writing and
newspapers;

- immovable properties;

- medicine and medical services;

- services subject to tax on salary
income

- services rendered by banks and
non-bank credit and financial in-
stitutions;

- transport services;

- books and printed media; and

- education and research services.

4. Beside that, the article 22 au-
thorizes the Finance Ministry to
exempt some businesses from the
duties imposed by the law. Deci-
sion so taken, should be approved
by the Council of Ministers and
there would be no need for ap-
proval of the parliament.

5. Taxpayers are required to apply
for registration as such in accor-
dance with the arrangements to be
determined by the tax organiza-
tion. When supplying goods or
services subject to taxation, they
should issue invoices according to
the instruction of the same organi-
zation. The taxpayers are also re-
quired to use books of accounts,
cash register machines or other
means and methods of keeping ac-
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pany, but maximum rate applicable in this way intended to be 15%. This
part of the draft was also left unapproved.

3. A green tax

Note 13 of the draft of the budget law had dealt with a chronic environ-
mental issue, that is the problem of used, and in many cases worn out
cars moving along the big cities' streets. One of remedies adopted by the
draft had been the imposition of an extra duty on such old vehicles. The
duty in question had to be equal to the normal annual duty applicable in
different amounts to various types of cars. The extra duty would have
been applied to vehicles with a life not exceeding 10 years. It should
have been doubled, tripled and so on for each additional 10 years of age
of vehicles. In case of approval, this could be the first environmental tax
applicable in the country, but it was refused and cancelled.

4. Budgetary support for the tax organization

Unlikely to the case of Customs Department, a similar support suggested
by the draft of the budget in connection with the Organization of Tax
Affairs was rejected by the parliament. Paragraph "i" of the note 1 of the
draft had allocated a special fund (400 billion Rials at maximum) to that
organization with a view to be spent for improvement of productivity,
evolution of tax system, education, purchase of buildings and equipment
and other similar purposes.

O 0% %% % o &
0’0 VP 2S4S 2S00

Value added tax in Jra?

It is more than fifteen years that
the idea of introducing value
added tax is nourished and fol-
lowed up by the government. The
plan was first initiated by the Fi-
nance Ministry and went through a

long course of drafting and redraft-
ing, comments, criticisms and so
on. The final draft prepared by that
ministry was at last approved by
the Council of Ministers in Sep-
tember 2002 and a month later was
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2. Higher gasoline tax
Rate of tax on gasoline has been raised from 20% to 30% for the budget

year. Base of tax is consumption price of gasoline (paragraph "g" of the
Note 1).

3. Budgetary support for Customs Department :
Paragraph "h" of note 1 of the budget law has allocated funds with a
view to improve capabilities and resources of this revenue collecting or-
ganization. The funds are to be spent for purposes such as education,
giving incentive for better performance, equipping remote offices of the
department with electronic and other modern facilities, encouraging em-
ployees to work in deprived regions, and the like.

B. Disapproved provisions

The following tax regulations of the draft of the budget law faced objec-
tions in the parliament;

1. Higher tax rates for transfer of real property and good will
According to the article 59 of the Direct Taxes Act, transfer of real prop-
erty and good will is subject to taxation at rates of 5% and 2% respec-
tively. It had been suggested in the draft of budget law (paragraph "I" of
the note 1) to increase those rates to 6% in case of real property and 4%
with regard to good will. Though the proposal had to be effected only for
one year, it was rejected.

2. Tax rate increase in case of transfer of companies' shares
According to article 143 of the Direct Taxes Act, each transfer of com-
panies' shares through the stock market is taxable at flat rate of 0.5% ap-
plicable to the sale value of shares. The same transaction shall be taxed
at flat rate of 4% of the face value of securities if transfer takes place
outside the stock market.

According to the draft of the budget law those rates had to be raised to
1% and 6% respectively. The latter rate of 6% had to be applicable if the
time elapsed from the date of establishment of the relevant company was
not more than five years at the date of transaction. Otherwise, one per-
cent had to be added to that rate for each year of extra life of the com-
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plays the growth of public sector on the one hand and effects of inflation
on the other hand. Main part of that amount (more than 1.055 quadnllion
Rials) relates to the companies and other juridical persons affiliated with
the government ministries and institutions. The remaining of the amount
covers the budget of the government in its proper meaning that is the
ministries and other government organizations. It is worth mentioning
that a considerable number of state-owned companies are unprofitable,
so that each year large amounts of budgetary sources are to be allocated
for offsetting their losses. That's why the idea of privatization of public
sector companies is highly supported everywhere and legal and adminis-
trative actions are vastly taken in this regard, though not very successful
so far.

As far as tax provisions of the budget are concerned, it seems suitable to
examine not only the regulations that were finally included in the law,
but also those that were disapproved of by the parliament.

A. Approved provisions

In this group the most important ones are as follows:

1) More tax burden on state-owned corporations

Some public sector corporations (including banks) that are supposed to
be profitable are listed in attachment No. 2 of the budget (with certain
amounts of net profits and applicable taxes attributed to them.) Now,
paragraphs "d" and "f" of the Note 1 of the budget law have obligated
the said corporations to make the following payments during the budget
year:

a) Income tax of their operations during the preceding year (Iranian year
1383). This is a normal payment which all taxable companies have to
make according to the relevant regulations of the tax law, but the compa-
nies in question have to bear, according to the budget law, the following
additional burdens as well:

b) income tax applicable to their current year operations, as estimated in
relevant part of the budget. This estimated tax is to be paid in 12
monthly installments (till the final settlement in next year).

¢) an additional tax equal to 30% of net income of the preceding year
(1383) as declared by taxpayers.
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more and more attention to correct enforcement of law and se-
curing equity and indiscrimination in this regard are among the
main requirements for achieving the said objective. Realization
of these purposes would obviously demand high degrees of en-
deavor and appropriate administrative and procurement en-
hancement within the tax organization. ‘
The theme discussed in this editorial involved the observance of
equity from the administrative and executive point of view. The
same subject can be studied from other angels including, in par-
ticular, reform of tax policies and regulations with a view to se-
cure equity in the realm of taxation. Of course separate articles
and essays are needed to be written on this subject.

The last thing I would like to mention is that the goal of securing
social justice and alleviation of inequity through taxation is
clearly pointed out under the law on Fourth Development Plan as
well. According to the chapter 8 of the said law the government
is obligated to review relevant laws and policies for realization of
that goal. Taking into consideration the said rule of law in combi-
nation with the government's emphasis on the same subject
would display the necessity of paying attention to overall fulfill-
ment of the aforementioned purpose.

DR. ALIAKBAR ARABMAZAR

Tax Regulations of the Budget Law

By Mohammad Tavakkol

Iranian budget law of the year 1384 (21 March 2005 — 20 March 2006)
passed the parliament and was published in the Official Gazette. The
budget amounts to an unprecedented figure of 1,590 quadrillion Rials
(one US § = 9000 Iranian Rials approximately). This huge amount dis-
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IN THE NAME OF ALLAH

FROM THE PRESIDENT

Publication of the present issue of Maliyat journal takes place un-
der the new circumstances created after declaration of some very
important policies by the newly elected government. Among
these new policies realization of justice stands at the top of the
principles stressed upon by the new government. The principles
so dramatically emphasized are logically expected to be seriously
taken into account by various strata of public administration.

As far as taxation is concerned, the concept of justice and equity
can play a prominent role. Collection of revenue, and thus secur-
ing resources for public expenditures, is obviously the main re-
sponsibility of the tax administration, which should be dis-
charged by all available means. But in fulfilling that objective, a
course of action can be followed that would lead to materializa-
tion of justice and equity in a considerable manner. A well known
behavior in this connection relates to a mentality prevalent
among tax officials from long ago, namely to concentrate on
those strata of taxpayers who are easily exposable to investiga-
tion, and from whom taxes can be collected easily and without
confronting with considerable resistance. A classic example of
such easily recognizable taxes and exposable taxpayers are vari-
ous employees and payroll tax. Similar cases can be found among
other types of taxes and other groups of taxpayers by more care-
ful review. Those following such inclination usually have in mind
the social position and standing of relevant taxpayers as well.
The latter possess much less means and possibilities to take ap-
propriate counteractive measures.

The behavior referred to above in most cases proceeds from ten-
dency to easiness, as we said earlier, and not from any prior in-
tention for injustice and discrimination. But as far as the overall
consequence is concerned, intention would not make so much
difference and lack of equity would rise anyway. To avoid an out-
come of this kind, serious measures are to be taken towards es-
tablishment of high standards of discipline and cultivating a
mentality that would favor hard work and more exertion. Paying
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