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Editorial -

The share of tax in final price of oil products used in developed coun-
tries is very high, so that the tax can be considered the most impor-
tant cause of expensiveness of gasoline, fuel oil, etc. in those coun-
tries. This subject is dealt with in the editorial of the present issue.

Pursuing Greater Compliance and Less Burden

This is the last part of the Persian translation of the article written
by Marsha Blumenthal concerning the compliance burden in the
United States (IBFD Bulletin, volume 54, No. 7). '

Iranian International Tax Requlations
The author comments on a verdict delivered by the Supreme Tax

Council (STC) on exemption of foreign embassies and consulates act-
ing in Iran form certain indirect taxes levied as a percentage of the
price of communication services.

Inheritance and gift tax treaties
The last part of this study is provided in the present issue of the

journal. The study reflects on double taxation treaties in the field of
inheritance and gift tax, which is a wholly new idea in this country.

Tax Revenues :

A detailed table of direct and indirect tax receipts of the government
is printed in the Persian section of the journal. The summary of the
same is provided in the English section, together with a chart drawn
on basis of the figures of the table.

Tax Penalties around the World |
This is the fourth part of the study undertaken in respect of penal-
ties applicable to tax offences in different countries. In this issue the
regulations of the Netherlands are reviewed. |

Concepts and Examples
Some new examples of certain concepts used in the Iranian tax law

are mentioned and commented on in this article.
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Chart of revenue of the Iranian government from direct

and indirect taxes, during the first half of the years
- 1376-1379

Figures at the left are in millions of national currency (Iranian Rial)
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GrandTofal - 12560170 17344572 18686641 12,093,057

SUMMARY TABLE OF DIRECT AND INDIRECT TAX REVENUE

URING THE FIRST HALF OF THE YEARS 1376-1379

RURING THE FIRST HALF OF THE YEARS 12/0° 10/ 2

(millions of national currency)

Direct Taxes  Fist haf, 1376 - Fist halr, 1377 Fist half, 1378 Fisthf, | 379,

Corporate 5,378,266 6,857,831 7,923,641 5,052,356
tax

Income ’roi 2,993,674 3,484,616 3,897,087 2,687,373
Wealth tax 598,576 | 710,548 855,562 522,710
i AN s s 24T SR

ndirect Taxes  3.589.654 6291577 6010351 3,830,618

1. The years mentioned above are Iranian, the equivalents of
which are: 1997-98, 1998-99, 1999-2000 and 2000-2001.
The Iranian solar year extends from March 21 of each Gre-
gorian year to March 20 of the next one. ‘

2. The “Corporate tax” includes the income tax collected
from public and private corporations. '

3. The “Income tax” includes various individual taxes, busi-
ness tax and tax on income from real estates.

4. The term “Wealth tax” covers the taxes referred to under
the Direct Taxes Act (DTA) as the “Property tax”, including
inheritance tax, annual tax on real properties, tax on unoc-
cupied real properties, tax on idle lands and stamp duties.
Certain types of taxes are also included here, though they
are referred to as “income tax” under DTA. They are the
“tax on incidental income” (gifts, etc.) and the “tax on trans-
fer of immovable properties and good will”.

The following chart is prepared on basis of the figures of
the above table. o
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enna Conventions would not, obviously, cover the value-
added tax payable by diplomats, etc. |
d) Leaving aside the kind and qualification of relevant taxes,
another matter should also be touched upon. To whom the
tax exemption is granted by the Vienna Conventions? Let us
turn to the wording of both conventions. The Article 43 of
the first convention states that "a diplomatic agent shall be
exempted from all dues and taxes". According to the para-
graph (e) of the Article 1 of the same convention: "a diplo-
matic agent is the head of the mission or a member of the dip-
lomatic staff of the mission".

Similar provisions are included in the Artlcle 49 of the sec-
ond convention:

"Consular officers and consular employees and members of
their families forming part of thelr households shall be ex-
empted from all dues and taxes...

So, the diplomats, and not the embassies, and consular staff
and employees, and not the consulates, are exempted from
taxation. How an exemption granted to individuals can be
enjoyed by an organization or agency?
When a diplomat (or a consul) uses the telephone of the em-
bassy or consulate, for the purpose of his duties, he would

not pay the price of it from his own pocket. The payer of

the price is the embassy or consulate, and these bodies or
agencies are not entitled to the tax exemption granted un-
der the provisions relied upon and referred to by the Su-
preme Tax Council. More exactly speaking, the relevant for-
eign government (sending state) pays the bill, and the .ex-
emption in question has not been provided to foreign
states. Let us remember that in cases where granting of tax
exemption to the states is meant, the matter is clearly an-
nounced. An example is the Article 23 of the first Vienna
Convention, which states:

“The sending State and the head of the mission shall be exempt
from all national, regional or municipal dues and taxes in re-
ipectd of the premises of the mission, whether owned or
eased, ... “
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sular staff should be extended to the particular taxes pro-
vided under the Article 2 of the said Iranian law concerning
the collection of indirect. taxes from the price of telephone
services.

Based on the above reasoning, the STC decided that the for-
eign embassies and consulates acting in Iran are exempted
from the said indirect taxes.

Comment

The following argument can be presented with regard to the
opinion delivered by the STC:

a) The principle point, upon which the verdict of the STC is
based, concerns the meaning of the exception envisaged un-
der the paragraph (a) of the Article 34 of the Vienna Con-
vention of 1961 and paragraph (a) of the Article 49 of the
Vienna Convention of 1963.

b) In other words, we have to consider, whether the taxes
collectible from consumers as a percentage of charges on
certain communications - in addition to the price of relevant
services - are different from those described by the said
conventions, or not?

¢) The STC did not offer any argument regardmg its opinion
in this regard. According to the author of the present arti-
cle, however, the answer to the above question should be
negative. The relevant provisions of Vienna Conventions re-
fer to indirect taxes incorporated in the price of goods and

~ services. The same is true in respect of the taxes envisaged

under the Article 2 of the Iranian Law. The Communications
& Company collects both the price of services and the relevant
= taxes by issuing a single invoice, and the consumer pays a
lump-sum amount including both, the price and the tax.
Such a procedure means nothing except the incorporation
of price and tax. The same course of action is practiced for -
the value-added tax. When a person buys certain taxable
good the price of the good and the applicable VAT are in-
cluded in a single invoice and the buyer pays a lump-sum
amount for both of them. The exemption provided by Vi-
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country".

‘These levies, which are collected from the users of internal
‘telephones and transborder communications, should obvi-

ously be categorized as indirect taxes. As it is clearly pro-
vided under the above article, the amounts of the taxes in
question are to be calculated as percentages of the prices of
relevant services.

‘The question raised before the STC addressed the applica-

bility of the said indirect taxes to the diplomatic missions
and foreign consulates situated in Iran. The STC decided in
favor of exemption of such missions and consulates on ba-
sis of the following reasoning:

1. Iran has signed and ratified Vienna Conventions concern-
ing diplomatic relations, consular relations, etc. Conse-
quently, it is bound to observe the regulations of these con-
ventions, including those pertaining to tax exemptions and
privileges.

2. Article 34 of the first Vienna Convention (on diplomatic
relations, dated April 18, 1961) states that:

"A diplomatic agent shall be exempt from all dues and taxes,
personal or real, national, regional or municipal, except:

(a) indirect taxes of a kind which are normally incorporated in
the price of goods and services,...".

3. Article 49 of the second Vienna Convention (on consular
relations, dated April 24, 1963) provides for the same ex-
emption in case of consular officers and employees. The in-
direct taxes of the same kind as mentioned above, are also
excepted here as not being subject to tax exemption in
question.

4. The taxes payable according to the Article 2 of the "Law
Concerning the Collection of Indirect Taxes from Certain
Goods and Services", are not similar to the exception re-
ferred to in the relevant paragraphs of the Article 34 of the
first Vienna Convention and Article 49 of the second Con-

‘vention.

5. Therefore, the common rule of the Vienna Conventions
regarding the tax exemption of diplomatic agents-and con-
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jury, medical treatment, and the
like;

- New Year bonus or year-end bo-
nus up to an aggregate amount
of IRR 100,000;

- employer-provided housing put
at the disposal of civil servants
by virtue of a legal permission or
according to special regulations,
and also the non-cash benefits,
or cash payments in lieu of such
benefits, allocated to the same
persons in conformity with the re-
spective laws and regulations;

- payments made by the em-

ployer, directly or through the
relevant employee, to a physician
or hospital for the treatment of
his employees and persons who
are dependent on them, where
such payments are substantiated
by supporting documents and in-
struments;

- The thresholds envisaged in re-

spect of taxable amount of sal-
ary income, and other provi-
sions of DTA regarding the sal-

ary tax will be examined in com-

ing issue.

supreme Tax Council and Vienna Conventions

This article reviews a verdict of the Supreme Tax Council re-
garding the exemption of diplomatic delegations and consu-
lar staff from indirect taxes envisaged under the Article 2 of
the "Law Concerning the Collection of Indirect Taxes from
Certain Goods and Services". The text of the Article reads as
follows: ' ‘ '

"The Iranian Communication Company is required to collect
an amount equal to 75% of the fixed charges of municipal auto-
matic telephones, and another amount equal to 40% of the
prices of all international communication services (except in
case of private governmental circuits), and to remit the. col-
lected sums, as taxes, to the account of public revenue of the

C ¢ o
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- 50% of the basic salary (not in-
cluding fringe benefits) of the op-
erational and technical employ-
ees of certain public airline com-
panies is excluded in computa-
tion of their salary tax; and

- 50% of the salary tax of govern-
ment employees working in vil-
lages and deprived regions is
spared by the law.

Both categories of exemption de-
scribed above are granted to cer-
tain taxpayers, because of their
official position. There are other
kinds of exemption provided for
specific types of salary income.
Such exempted items are as fol-
lows:

- retirement pensions, pensions
paid to surviving dependents,
regular annuities, termination of
employment payments, dismissal
of office compensation, pay-
ments for buying-out of services,
and pensions and annuities paid
to the heirs;

- travel expenditure and allow-
ance connected with the serv-
ices, bad climate allowance, al-
lowance paid for deprivation
from living facilities, allowance
paid in connection with the place
of occupatjon, allowance for
working out of the capital city, al-

lowance for working in border ar-
eas, allowance pertaining to the
conditions of work environment,
shift work allowance, watching al-
lowance, allowance paid for at-
traction of services, foreign ex-
change and occupation allow-
ances paid to employees working
abroad. (For private sector em-
ployees the exemptions provided
under this paragraph shall be ap-
plicable up to 30% of their regu-
lar emoluments, wages or basic
salaries, except in the case of
travel expenditure and allowance
related to the employee's serv-
ices);

- shortage of cash allowance and
surety allowance paid to those in
charge of government properties,
up to the amount of IRR 10,000
per month;

- accommodation provided on
site of the factory or workshop
for the benefit of workers and
low price houses outside the fac-
tory or workshop that are used by
workers, as well as the other
non-cash benefits allocated to
them, or the cash received by
them on account of food or trans-
portation;

- compensation received from in-
surers with regard to physical in-
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position of the salary receivers,
or to the type of incomes consti-
tuting the salary of taxpayers.
Then we will reflect on certain
thresholds, up to which the sal-
ary income is exempt from taxa-
tion.

The exemptions granted in con-
nection with the official position
of salary receivers can be divided
into two categories. '
First, the exemption related to
foreign diplomatic missions or
consulates, and second, those
granted to the employees of cer-
tain government organizations.
The first category of such exemp-
tions pertains to the salary in-
come of the following persons:

- heads and members of foreign
diplomatic missions in Iran;

- heads and members of the ex-
traordinary delegations of foreign
states;

- heads and members of UN dele-
gations and its specialized agen-
cies in Iran;

- heads and members of foreign
consulates in lran;

- Staff of the cultural institutions
of foreign states;

- foreign experts sent to Iran, with
the consent of the government,
under technical, economic, scien-

tific and cultural gratuitous pro-
grams of foreign states or inter-
national institutions; and

- local employees of Iranian em-
bassies, consulates and missions
abroad.

In all above cases, except the
last one, the exemption relates to
the salary received from relevant
foreign sources, but the last ex-
emption (for local employees of
Iranian embassies and consu-
lates) is granted in respect of the
salary received from the lranian
government. ’
Meanwhile, in case of UN delega-
tions and its specialized agen-
cies, as well as in case of local
employees of Iranian embassies,
etc., it has been stipulated that
the exemption will be granted if
the relevant persons are not Ira-
nian nationals. The condition of
reciprocal treatment is also stipu-
lated in most of the above cases.
The following are cases of the
second type, where the exemp-
tion is granted to certain catego-
ries of government employees:

- salary income of the members
of the armed forces, whether be-
longing to the military or discipli-
nary branches, is exempt from
taxation;
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are subject to the tax on. busi-
ness income, which will be exam-
ined in a later stage.
The Article 82, DTA rules that the
salary income as defined above,
is subject to taxation.

Assessment of income : :
As mentioned above, the salary
income- can ‘be paid-in cash -or
non-cash form. In. case of the
cash income, the amounts de-
clared by the employer is usually

accepted’ by ‘the tax assessor.-

The employer, however, is re-
quired to declare real and actual
income, and if he fails to do so,
“the tax assessment office of
relevant district shall determine
the applicable tax together with
the fines" (Article 90, DTA). -

So, the tax assessor has to scru-
tinize the cases, which he doubts
to reflect real situation. (Some
cases of this type were observed
in connection with certain foreign
enterprises ‘and their expatriate
employees working in iran. Eng-
lish translation of relevant circu-
lar letters were printed in previ-
ous issues of this journal).

In case of appraisal of non-cash
salary income, the following rules
are specified by the Note to the

Article 83, DTA:, .

“The non-cash income subject to
salary tax shall be appraised
and computed as follows:

a) furnished housing. equal to
25%, and unfurnished. 20%, of
the sum of salary and regular
cash  benefits (except for the
cash benefits exempted under
the Article 91, DTA) per each
month, less the amounts de-
ducted. from the employee's sal-
ary in respect of the same hous—
mg P : o

b) private chauffeur-driven car
equal to 10%, ‘and without
chauffeur 5%, of the sum of sal-
ary and regular cash benefits
(except for the cash benefits ex-
empted under the  Article 91,
DTA) per each month, less the
amounts deducted from the em-
ployee's salary |n respect of the
same car;and © '

c) other non-cash benefits equal
to the cost price as ‘incurred by
the payer of the salary

M{M

Under this heading, we shall ex-
amine first the cases envisaged
under the Article 91, DTA. The ex-
emptions provided by this article,
are’ pertaining either - to -official
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TAX EXEMPTION OF AGRICULTURE INCOME

Chapter |l of the Title C of the Di-
rect Taxes Act (DTA) is titled as
the "Tax on income from agricul-
ture®, but it comprises only one
single article (Article 81, DTA) re-
garding the exemption of all in-
comes earned from various
types of agricultural activities
from taxation. Thus, the agricul-
ture is granted a broad incentive

as far as the income tax is con-
cerned.

The term agriculture as used
here covers vast areas of activi-
ties. It includes not only farming
and cultivating, but also busi-
nesses such as animal rearing,
stockbreeding, fish farming, bee-
keeping, reviving pastures and
forests, horticulture, and the like.

TAX ON SALARY INCOME (CHAPTER IlI, TITLE C, DTA)

The lranian tax law defines the
salary income as "The income of
real persons employed by other
(real or juridical) persons, that is
derived against services ren-
dered by them with regard to
their occupation in Iran, whether
on basis of the time spent or the
work done, and whether paid in
Ecash or non-cash form..”
§Some points are to be mentioned
gin this regard:
Ya) though the salary income sub-
.gject to taxation must have been
Eearned against the services ren-
sdered inside the country, the
gNote to the above article states
<that “Salary income derived
2from lranian sources by individu-

nloaded

=

als during their mission abroad
(remitted either by the Govern-
ment of the Islamic Republic of
Iran or by persons residing in
Iran) shall be subject to tax on
salary income®.

b) The second part of the phrase
"whether on basis of the time
spent or the work done" in the
aforesaid definition, regarding
the remuneration paid on basis
of "the work done" must not be
interpreted in a way to consider
the payments for professional
services as a kind of salary in-
come. Providers of these types of
services, such as physicians,
dentists, attorneys-at-law,
authors, musicians, and the like,

[}
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dropped to levels below $ 10, which means a decrease up
to 75%. But, in the same period the change in retail prices of
oil products were negligible, and in some occasions even in-
creased.

Taking into account the above facts and figures, one may
ask whether the OPEC or oil exporting countries did their
best to make the realities known to the public around the
world, or at least to their own peoples? The existing atmos-
phere and prevailing circumstances of today’s world, makes
it difficult to give a positive answer to this question. This
journal will try, as far as its resources permit, to publish in-
formation and articles in this regard, in hope of encourag-
ing dissemination of this type of information, at least
among the Iranian readership.

DR. ALIAKBEAR ARABMAZAR

By: Dr. Mohammad Tavakkol ,
(Gort 77/

Property taxes were studied in previous issues, then we started
reviewing the Title C of the Direct Taxes Act on different types of
income taxes. The Chapter 1 of that title, regarding the real estate
income tax, was examined, and now the tax on agriculture in-
come, and also the salary tax, will be reflected on.
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“Tax policies have much broader concerns than energy ob-
jectives, in particular, fiscal and different macroeconomic,
social, regional and industrial considerations. Generally, the
need for governments to raise revenue in a convenient and
effective way is the primary consideration in virtually. all
Member Countries. As a result there is a wide variation
among:Member Countries and among energy commodities
in the propertion of final energy prices represented by taxa-
tion. Taxes are heavily concentrated on petroleum products,
particularly gasoline, where they are easy to collect. and
where there is an easily explained justification -~ the need to -
construct and maintain roads” N
Considerable difference in the retail price of petroleum
products around the OECD countries, is also a good indica-
tion of the above undeniable fact. The figures announced by
OQECD for the last quarter of 1999, exhibit wide variation be-
tween OECD countries in this field. Some examples are as
below:
Gasoline (per litre) from § 0.388 in the United States to $
1.362 in England. G
Automotive diesel oil (per litre) from $0.233 in Australia to
$ 1.59 in England.
Light fuel oil for households (per 1000 litres) from $ 174.23
in Slovak Republic to $ 819.52 in Italy.
Heavy fuel oil for industry (per tonne) from'$ 86.24 in Aus-
tria to $ 328.31 in Norway.
The western public, however, is not aware of realities. Most
of them believe that there exists a direct and strong relation
Sbetween the rise of crude prices and expensiveness of gaso-
Sline, etc. in their countries, and this relation is the sole rea-
8son and cause of the pressure put on them as a result of re-
< tail price increases.
=The spread of propaganda in this connection created an at-
Emosphere that does not allow.people to ask themselves,
3why in the years when the -crude prices sharply decreased,
gthere was not comparable downward. pressure on product
Sprices? Within the last two decades, the spot market price
zof crude oil approached the border of $ 40 per barrel in
B some occasions. In the years 1998-99, however, the price
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- fluctuations, and the policy of collecting more and more

taxes from the consumption of oil products continued to be
applied. According to the latest statistics published by
OECD regarding the end user taxes for petroleum products,
the amount of the tax per liter levied on gasoline retail price
in November 1999 and October 2000 in G-7 countries was
(in national currencies) as follows:

month USA Canada Japan UK Germany France Italy
Nov. 99 0.101 0.295 58.7 0.581 1.288 4,999 1342.32

Oct. 00 0.102 0.306 59.1 0.588 1.387  5.066 1364.48

A considerable share of the final price of imported oil is
earned by refiners and marketers of developed countries as
well. A survey made by OPEC shows that in the year 1999,
48% of the final price of the oil imported by OECD, has been

~collected by relevant governments as tax, 30% is pocketed

by internal refiners and marketers, and the exporting coun-
tries received the remaining 22%. In other words, the final
price of a barrel of imported oil, which was $ 76.6 for the
year 1999, divided into 3 parts: $36.4 went to the OECD
governments as tax, $§ 23.1 to the refiners and marketers,
and § 17.1 to the oil exporting countries, who are real own-
ers of this vital commodity and pay the cost of production.
The industrialized countries pretend that each and every
step taken by them in connection with the oil and oil deriva-
tives, has been solely in pursuance of a comprehensive ‘en-
ergy policy, namely for achieverment of aims like improving
the security of oil supply and its price stability, encouraging
the use of indigenous sources of energy, development of re-
newable energy sources, inducing consumers to use the oil
more efficiently, and the like. By the statements of this type,
they want to inspire that as if nobody had in mind to ex-
ploit this situation for collecting more taxes, and the tax
policy had nothing to do with the issue of oil price in-
creases. The following excerpt from the 1999 report of the
International Energy Agency, however, indicates that such
allegations are unfounded and incorrect:
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IN THE NAME OF ALLAH

FROM THE PRESIDENT

About forty years have elapsed since the Organization of Pe-
troleum Exporting Countries (OPEC) was established and the
oil producing states in the Middle East and other regions of
the world begun to struggle for defending their rights in a
moderate way. During this long period, the oil prices faced
many fluctuations in favor of producers or consumers.
When the prices have dropped, no news was appeared in
world media, but whenever the time turned in favor of the
OPEC and oil prices increased, the western countries begun
to blame the OPEC for escalation of oil prices, inflation and
any other disorders encountered by the world economy. The
recent rise of prices was not an exception to that process of
western propaganda, which by now has become a tradi-
tional reaction of industrialized countries. However, they al-
ways try to ignore or keep quiet about an important ele-
ment of price increase, that is the huge and ever-increasing
amounts of taxes they impose on various transactions on oil
and oil products.

According to statistics published by OECD (and quoted by
the former head of the Fiscal Affairs Division of the same
organization in a book titled Tax Policy in OECD countries),
the share of tax in retail price of gasoline in greatest indus-
trialized countries of the world (G-7 countries) had in-
creased from 1987 to 1991 according to the following table:

year USA Canada Japan UK  Germany France Italy
1978 19.2% 29.4% 43.4% 50.9% 57.9% 63.2% 71.2%

1991 32.9% 44.2% 45.7% 66% 67.6% 75% 76%

A similar situation existed in other OECD countries. The
lowest rate of increase belonged to the United States, and
that was near to 33% as can be seen in the above table.

The same situation can be noticed in respect of short-term
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