
.·TAXATION 

OF 

FOREIGN AND NATIONAL ENTERPRISES 
'(Volume II) 

STUDIES OF THE TAX SYSTEMS AND THE· 
METHODS OF ALLOCATION OF THE PROFITS 
OF ENTERPRISES OPERATING IN MORE THAN 

' ONE COUNTRY· 

.AUSTRIA, BELGIUM, CZECHOSLOVAKIA, FREE CITY OF DANZIG~ 
- - . -

GREECE, HUNGARY, ITALY,~ LATVIA:, LUXEMBURG, 
.. 

NETHERLANDS, ROUMANIA AND SWITZERLAND. 

League of Nations 

Geneva. 
. . 1933 



[Communicated to the Council __ 
and the Members of the League.] 

Official No. :C. 425. ]f. 217. 1933. II. A. 

Geneva, September 30th, 1933. 

Series of League of Nations Publications 

II. ECONO~IIC AND FINANCIAL 
1983. II. A. 18. 



CONTENTS. 

Note.- A detailed table of contents will be found at" the beginning of each study. 

Preface . 

AUSTRIA. 

BELGIUM. 

CzECHOSLOVAKIA . 

FREE CITY OF DANZIG 

GREECE • 

HUNGARY 

ITALY. 

LATVIA 

LUXEMBURG 

NETHERLANDS 

ROUMANIA •. 

SWITZERLAND. ·. 

Bibliography . . . 

. . . . ' ~· . . . . . 

S.d. N. 1.705 (F.), 1.725 (A.), 9/33· Imp. Vitte, Lyon. 

Page 

5 

7 

45 

91 

125 

153 

195 

237 
283. 

303 

329 

383 

40) 



PREFAC_E 

...._. 
This .volwne contains a study of the system of income taxation of twelve European States 

from the point of view of enterprises doing business in more than one country. Together with ~ 
similar volwne dealing with the legislation of a certain nwnber of non-European countries,l it is the 
result of an enquiry of which the first findings were published in a volume entitled " Taxation of 
Foreign and National Enterprises in France, Germany, Spain, the United Kingdom and the United 
States of America ". · · 

This enquiry, which was undertaken thanks to a grant from-the Rockefeller ;Foundation, had 
for its principal object the study of the methods actually ·employed for the allocation or 
apportionment of the income of enterprises having establishments in countries other than that of 
their fiscal domicile. Its purpose was to provide the Fiscal Committee with the data necessary for 
formulating a draft convention for the avoidance of the double taxation of business income. 

These data were submitted to the Fiscal Committee at its fourth session in June 1933, together 
with a study 1y Mr. Mitchell B. CARROLL, director of the enquiry, entitled " Report on the Methods 
of allocating Taxable Income ", 2 which consists, on the one hand, of a general survey of the methods 
of allocation practised in the different countries and, on the other, of the practical conclusions tending 
to indicate which system of allocation would appear most suitable for general adoption. This 
documentation was completed by a study by Professor Ralph C. JoNES, on the accounting aspects 
of the allocation of the income of industrial enterprises. 3 

On this basis the Fiscal Committee has framed a draft Convention, which it adopted on June 
26th, 1933, and which is principally intended to serve as a model for bilateral and even multilateral 
conventions. 

A pre-requisite for an examination of the methods for allocating business income as well as the 
method of taxing the different items of income is a knowledge of the system of direct taxation in 
each of the countries under review. Each report contained in the two volwnes now being published, 
as well as those which appeared in the 1932 volume, is divided into three sections : 

I. A survey of the income tax system and, for those countries where it exists, the property 
tax system. 

2. A survey of the methods of taxing the various items of income (interest, dividend3, 
royalties from patents and other intangible property, income from real property, salaries 
and wages, business income), according to whether they belong to foreign or national enterprises 
or whether they arise from foreign or national sources. -

3· Finally, a last section in which is examined, first, the provisions applicable to the 
taxpayer's books and accounts; secondly, the use of the different methods of allocation (separate 
accounting, fractional apportionment, empirical methods) ; and thirdly, the manner in which 
gross profit, intere.3t, general overhead and net profit are apportioned between the branch 

' Taxation of Foreign and National Enterprises - Volume III : British India, Canada, Japan, Mexico, 
Netherlands East India, Union of South Africa, States of Massachusetts, of New York and of Wisconsin. {L.o.N. 
document C.425{a).M.217{a).I933·Il.A.) 

• Volume IV of this collection. {L.o.N. document C.425{b).M.217(b).1933·Il.A.) 
3 Volume V of this collection. {L.o.N. document C.425{C).M.2I]{C).I933·Il.A.) 



6 PREFACE 

and the real centre of management. This section is completed by a study of concrete cases: an 
examination is made of the manner in which the rules set forth in the preceding paragraphs 
are applied to the different kinds of enterprises, such as industrial and commercial enterprises, 
banks, insurance companies, railways, electricity a11d gac; companies, telephone companies and 
mines. 

The outline indicated above has be.!n followed in each of the studies undertaken in the course 
of the enquiry, and for this reason it should be easy to compare the various tax systems point by 
point. It also makes it pos~ible to complete, when necessary, the material synthesised in 
Mr. Carroll's study and to ascertain to what extent the adoption of the rules advocated by the 
Fiscal Committee would confirm or modify the practices now followed in allocating profits. 

The studies contained in this volume have been prepared either by the members of the Fiscal 
Cymmittee or, Wlder their direction, by officials in the fiscal administrations of the different coWl tries. 
The names of the authors are to be found on the title-page of each study. · 
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10 AUSTRIA (I) 

PART I. - GENERAL DESCRIPTION OF INCOME-TAX SYSTEM. 1 

The Austrian federal direct taxation system is made up of certain direct taxes on receipts and 
income from landed property and buildings, from business undertakings, from services performed 
for another, from the investment of capital and from other sources. 

These taxes are: The income-tax (Einkommensteuer), the general tax on profits (allgemeine 
Erwerbste1ter), the tax on salaries ( Besoldungssteuer), the company tax ( Korperschaftssteuer), the 
tax on capital yield (Rentensteuer) and the tax on directors' percentages (Tantiemenabgabe). 2 

Since the great fiscal reform of 1896 (Law of October 25th, 18g6, relating to personal direct -
ta.xes, Federal Law Bulletin, No. 220), the Austrian direct taxation system has consisted of a number 
of taxes on receipts (Ertragsteuern), together with a tax-on the whole income. The schedular taxes 
are designed to meet the actual contributive capacity (based on economic yield) of the various sources 
of schedular mcome. The income-tax, on the other hand, is adapted to the personal consuming 
capacity of the taxpayer - that. is to say, it takes account of certain social conditions 
when estimating the taxpayer's contributive capacity. By these two groups of taxes, fulfilling 
different functions of fiscal policy, the Austrian fiscal system. seeks to effect an equitable distribution 

'of the burden of taxation. Since 1923, schedular taxes have not been levied only by 
the Confederation, for the various provinces now impose taxes upon income from landed property 
and buildings (real taxes), and each province has its own system of collection. These taxes are, 
however, in principle, still an integral part of the system of schedular taxes. 

The following are the features of the federal taxes on income and receipts (Personal Tax Law, 
Federal Law Bulletin, No. 307, 1924, together with subsequent amendments) : 

(a) The incom~-tax is, in principle, levied on the whole of the actual net income of persons 
domiciled or permanently resident in Austria. In the case, however, of certain income derived 

1 Legislation in force on May 1st, 1933· 
1 The following are the figures in the 1933 federal budget showing the estimated revenue from these taxes 

(in millions of schillings) : 

Income-tax . . . . . 
General tax on profits . 
Tax on salaries . . . . 
Company-tax . . . . 
Tax on capital yield . 
Tax on directors' percentages 

120 

34 
16 
36 
21 

2 

229 

Since the total fiscal.revenue in the ~ederal budget of 1933 is estimated at 1,068 millions of schillings, the above 
taxes represent over a f1fth of the national revenue from taxes. The State pays over part of this revenue to 
the provinces and communes (Law on allocation of fiscal revenue [A bgabenteilungsgesetz], B.G. Bl., No 62 , ex 1931). 
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from foreign sources (income from real property, from business undertakings and from State funds), 
the law allows this income to be deducted from the assessed amount payable in Austria by a taxpayer 
living in that country. This deduction, however, is only allowed where a similar tax is imposed 
abroad and where the foreign country concerned accords reciprocity of treatment to Austria.· 
On the other hand, every individual is taxable in Austria, regardless of domicile or place of residence, 
in respect of certain income derived from Austrian sources- income from landed property, from 
mortgages, from investments, from business undertakings or from participation in such business, 
from funds administered by the Confederation, provinces, districts and boroughs, and, lastly, from 
fees of company directors. 

Incomes not exceeding I,400 schillings per annum net are exempted. The underlying principle 
of the law is that account must be taken of the household, and to the income of heads of households 
must be added that of the other members of the household. The tax is graduated on a sliding scale 
rising on a percentage basis from I.I per cent to 4·4 per cent and attaining thereafter, still on a 
graduated scale, a maximum of 45 per cent. {Table of Tariffs. Annex.) In the case of taxpayers 
not liable in respect of their whole income - 1:.e., those liable solely in respect of income from 
Austrian sources- the income-tax, when the total taxable amount does not exceed I,400 schillings, 
is I per cent. 

The income-tax is supplemented by a property-tax (Vermogenssteuer) levied upon the property 
from which the individual derives an incoine. A prerequisite for the payment of this tax is that the 
taxpayer shall already, in principle, be subject to income-tax. The taxable property consists 
of the total amount of capital assets yielding income subject to income-tax. In the case 
of landed property used for farming or forestry, the capital value is fixed, in the event of personal 
administration, at ten times the net income, and, where the property is let, at twenty times that 
total ; in the case of buildings and invested capital, at twenty times the net income ; in the case of 
business undertakings of the second group (see paragraph (b)), at ten times the net income. The 
capital value of debts and liabilities is fixed at twenty times the abatement allowed under this 
heading for purposes of income-tax assessment. By reason of this method of assessment, the property
tax serves as an additional income-tax on income from invested capital. The taxpayer is liable on 
all capital over and above 36,ooo schillings on a scale rising in four stages from o.s to· 3 per 
thousand. (Table of Tariffs, Annex.) 

(b) The general tax on profits affects net profits from enterprises operating in Austria and from 
professional occupations, excluding the profits from enterprises liable to the tax on companies, 
from salaried occupations and from forestry and agriculture. As regards enterprises operating 
in Austria, which extend their activities to another country, the profits realised abroad are 
exempted if they possess an establishment there which is liable to a tax similar to the Austrian 
general profits or income tax, subject, however, to the country concerned according reciprocity of 
treatment to Austria. In the case of foreign enterprises operating on Austrian territory either by 
setting up establishments there or merely by having recourse to other means of doing business, or 
by acting through commer~ial travellers or directly in Austria, these concerns are taxable according 
to the extent of these activities. 

The tax is imposed upon individuals or partnerships owning an enterprise. Taxpayers are 
divided into two groups, the first including the liberal professions and callings requiring personal 
services, together with concerns and occupations of any other sort in which the use of capital is 
insignificant relatively to the labour employed. The second group includes all other concerns. 

The tax is assessed on net receipts as arrived at for purposes of income-tax. In the case of 
taxpayers of the first group, the tax is graduated on a descending scale from 4 to I per cent, and, for 
the second group, on a scale of 7.5t65 per ce~t. The minimum tax is Io schillings. In the case of 
registered concerns ( protokollierte Firmen), the tax must equal at least I.25 per cent of the net assets, 
but may not be less than 420 schillings. (Table of Tariffs, Annex.) 
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. (c) The tax on salaries (Besoldungssteuer) was first introduced in 1931. It affects all individuals 
who work for others in the capacity of employees and who receive remunerations for present services 
or retirement pensions liable to income-tax. In the case of wages and salaries, however, liability 
depends on various factors enumerated below, any one of which suffices to determine liability : 
the contract of service must be for an unlimited period or for at least twenty years, and must not 
be terminable at the employer's discretion or by reason of the liquidation or reduction of the concern ; 
or the employee must, at the termination of the contract, be entitled to a permanent pension from 
the employer ; or the employee must be in receipt of a remuneration exceeding 12;ooo schillings per 
annum. Pensions on retirement or disablement are unconditionally liable to the tax. · · 

Persons whose taxable incomes do not exce.ed 3,000 schillings per annum are exempt from this 
tax.· This exempted minimum is raised to 3,400, 3,8oo an:d 4,200 schillings, according to the number 
of persons dependent on the. taxpayer. Remuneration for services falling within this categoi:y is 
exempt when such income is derived from activities abroad or from pensions drawn: abroad, provided 
that it is liable to a similar tax abroad and that the foreign country in question accords Austria 
reciprocity of treatment. 

The ta.x is assessed on a scale rising from I. I to roper cent. (Table of Tariffs, Annex.) 

(d) The company-tax ( Korperschaftssteuer) is imposed on the net income of companies. In 
determining liability, the law distinguishes three groups of companies. 

· The first includes Austrian companies by shares, mining companies, mutual insurance societies; 
co-operative societies (Erwerbs- und Wirtschaftsgenossenschaften), limited liability companies, 
savings banks and public utility corporations ( Gemeinwirtschajtliche A nstalien). In Part II of , 
this study, concerns in this group will be bri_efly designated as" profit-earning cumpanies possessed 
of a legal entity ". These companies r.re liable to taxation regardless of the nature or origin of their 
net income. 

The second group includes the State and the public corporations, together with the legal entities 
subject to the rules of public accountancy ; these collectivities are assessed to taxes in respect of the 
concerns exploited by them. Exemption, however, is granted to concerns exploited by the State 
and the public corporations in virtue of sovereign rights (for example, monopolies) or for purposes 
of public administration. 

The third group includes foreign companies of all kinds. The latter are liable to the tax, firstly, 
in respect of establishments set up by them in Austria, and, secondly, if they belong to the category 
of enterprise mentioned in the first group, in respect of their real property in Austria and the.ir 
proprietary interest in Austrian concerns. However, the mere possession of shares and other 
securities of a similar kind does not of itself constitute. a proprietary interest . 

. In the case of Austrian enterprises operating abroad through foreign establishments, the income 
accruing from foreign operations is liable to the tax only when it is possible to prove that it is 
not taxable abroad. If, on the other hand; a foreign concern operates in Austria, the Austrian 
establishment is liable. 
. . . The tax .is assessed on the surplus shown on the balance-sheet, regard being had to all authorised 
deductions and additions. The normal rate of the tax is 25 per cent of the income, but must amount . 
to at least 2.5 per thousa~d of the paid-up capital. In the case of a number of companies enjoying 
favoured treatment (particularly savings banks and co-opera:tives), there is provision for graduated 
and reduced scales according to total net income .. Foreign companies, which are only liable in respect 
of income from real property in Austria or holdings in Austrian concerns, pay rs per cent. (Table of 
Tariffs, Annex.) 

· (e). The. tax on capitaf yield . (Rentensteuer) . is imposed upon income from property or 
vested mterest when such mcome IS not already liable to the taxes on land and· buildings or the 
tax on profits or the ~ompany-t~. Hence, incoi?e from capital which is taxed indirectly under the 
company-tax - for mstance, diVIdends of Austnan share companies - is not liable to the tax on 
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capital yield. Various exemptions are granted, both subjective (confederation and provinces) 
and obje_ftive (allowances received from near relatives). More particularly, persons are exempt whose 
incomes liable to the tax on capital yield do not, either alone or when added to other income, 
exceed 1,400 schillings (the minimum income liable to income-tax). This minimum is doubled in 
the case of persons over 6o or persons who are incapable of earning their living. This exemption 
does not apply when the tax is collected at the source from the debtor. 

In the case of incomes derived from abroad, these, too, are exempt from the tax on capital 
yield when it can be shown that they are subject to a special direct tax abroad apart from income
tax already paid by the beneficiary. Individuals and legal entities not resident in Austria are 
liable to the tax on capital yield in respect of the entire amount of such income accruing to 
them in Austria. 

Normally, the tax is roper cent, but, in the case of certain income (rents), amounts to IS per 
cent ; in tile case of certain other income, there is provision for a lower rate (on savings-bank interest, 
5 per cent ; interest on certain mortgage bonds, 3 per cent. (Table of Tariffs, Annex.) 

(f) The tax on directors' percentages (Tantiemenabgabe) is levied on the fees of any kind received 
by the directors of companies by shares ( Aktiengesellschaften) and limited companies 
( Kommanditgesellsclzajten) in their capacity of directors. The tax is ro per cent, plus a federal 
surtax amounting to twice or three times the tax itself. In practice, the maximum tax is generally 
40 per cent. 

r. TAXPAYERS. 

(a) INDIVIDUALS. 

. . 
The following are the taxes on the income of individuals : income-tax proper (and, indirectly, 

property-tax), general tax on profits, tax on salaries, tax on capital yield, and tax on directors, 
percentages. As stated above, these taxes are imposed only on individuals, with the exception of the 
gener<J.l tax on profits and tax on capital yield, which are also imposed on partnerships. 

As regards liability for payment of all these taxes, :nationality is not a determining factor. 
There is, however, one unimportant exception to this principle, in favour of foreigners- namely, 
foreign diplomats and their staffs, who are exempt from the income-tax and from the tax on capital 
yield. 

Nationality does, however, play a certain part in the fiscal system obtaining under treaties. 
Clauses in certain treaties concluded by Austria apply only to subjects of the contracting countries 
(treaties with the German Reich, Federal Law Gazette, No. 286, 1923; with Czechoslovakia, Federal 
Law Bulletin, No.2, 1923; and with Italy, Federal Law Gazette, No. 341, 1926). 

Further, under the terms of the treaties and agreements concluded with Hungary (Federal 
Law Bulletin, No. 437, 1925) and with Switzerland (Federal Law Bulletin, No. 96, 1928), the 
application of which does not, in principle, depend on nationality but on the taxpayer's fiscal position 
in Austria, the right of one or other of the contracting States to levy tax is decided, in certain 
cases of double domicile, by the taxpayer's nationality. 

Nevertheless, domicile and residence play an important part in fiscal matters. 
The.taxpiJ.yer is liable for income-tax on the whole of his income if he is domiciled in Aus~ria or 

resides there for more than one year. When these conditions are not fulfilled, a temporary restdence 
for profitable purposes suffices, regardless of length of stay, and the individual is liable in respect of 
income accruing to him in Austria in the course of such residence (paragraph 153 of the law relating 
to personal taxation). The law itself does not contain any more precise definition of domicile. 

In terms, however, of the executive rules made thereunder, a person is domiciled in the place 
where he settles with the intention of remaining there continuously, when such intention is apparent 
or is indicated by the circumstances. A person may have more than one domicile and.may, for instance, 
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be domiciled both abroad and in Austria. As to whether residence has exceeded one year, it is 
immaterial whether the party concerned has resided in one place or several places, and whether it 
has been interrupted after a period exceeding one year. The administrative tribunal has ruled 
that a foreigner having permanent residence in Austria is domiciled there even when he dwells 
there only for a part of the year. Uninterrupted or exclusive residence is, moreover, not one of the 
necessary conditions of domicile (Official Collection of the Judgments of the Administrative 
Tribunal No. 7410, 1910; No. 11607, 1917; No. 12755, 1921). 

~ Liability for the general tax on profits is independent of domicile and residence. 
With regard to the tax on salaries, the same provisions as to domicile - residence for more than 

one year' and residence for purposes of profit -apply as in the case of income-tax. 
Generally speaking, liability for the tax on capital yield and the tax on directors' percentages 

is independent of domicile and residence. However, individuals and legal entities not domiciled in 
Austria are, as the result of special legislative provisions concerning loans and interest in foreign 

'currency (Federal Law Gazette, No. so, 1933), exempt from this tax in so far as concerns interest 
accruing to them from Austrian banks and payable in foreign currency. This exemption is operative 
until December 31st, 1934. 

Under treaty law, domicile and residence play a very important part. Under the treaties with 
Germany, Czechoslovakia and Hungary, the right to impose direct taxes belongs, essentially, to the 
country of domicile, and, in the absence of a domicile, to the country where the taxpayer 
is (permanently} resident. The principle of territoriality determines the right to levy tax only in 
respect of sources of income inherent in the country concerned. Under these treaties, a person is 
domiciled in any given place when he has a residence there in circumstances implying an intention 
to reside there permanently. In the case of double domicile, liability is governed by the length of 
residence, especially where it is a question of the proportional allocation of taxable property. 

Under the treaty with Italy, liability is not governed by residence or domicile except for purposes 
of income-tax levied on income derived neither from territorial sources nor from work. Under this 
treaty, a person is domiciled in the place where he has a permanent residence in circumstances 
implying an intention on his part to remain in that place. In the case of multiple domicile, the 
tax is proportionally allocated according to the length of stay in each of the contracting States. 

Under the treaty with Switzerland, income from services performed for another is liable to income
. tax in the country of domicile. Where a person is domiciled in both the contracting countries, 
the tax is imposed in the country where the taxpayer's family is domiciled. Under this treaty, 
a taxpayer is domiciled in the place where he is living with the intention of residing there permanently. 

(b) PARTNERSHIPS. 

Here the relevant taxes are the general tax on profits and the tax on capital yield. 
Partnerships are liable to the general tax on profits in their. capacity as enterprises. 

Consequently, commercial partnerships (offene Handelsgesellschaften) and all legal entities are 
liable, the latter, however, only in so far as they are not subject to·the company-tax. Among them 
are concerns belonging to groups (Vereine) not subject to the rules of public accounting. Among 
partnerships must also be classed joint ventures (Vereinigungen zu einzelnen Geschiiften). Whether 
an enterprise consists of one individual or of a number of partners is a question of fact and is not 
determined by registration in the Commercial Register. Partnerships are liable, as such, to the 
tax on profits, the taxable income being the total profits accruing to all the partners. Income-tax, 
on the other hand, is levied on each partner separately in respect of his own share of the. profits. 

Partnerships are similarly liable to the tax on capital yield, as such, and on the whole of 
their. taxable income. 

(c) COMPANIES. 

Here the relevant taxes are the company-tax and the tax on capital yield. 
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Liability to company-tax depends upon whether the company is an Austrian or a 
foreign company. As shown above (page I~}, certain Austrian companies - viz., those of 
the first group - are by their very nature liable, regardless of whether they operate for profit or not. 
Other Austrian companies- viz., of the second group- are only liable to taxation if they operate 
an enterprise. Foreign companies, on the other hand, are never liable to taxation, by the mere 
fact of possessing legal entity. The latter, before becoming liable to company-tax, must either 
operate for profit in Austria, or own real property in that country, or possess interests in an Austrian 
concern operating for profit. The question whether the company is Austrian or foreign is determined 
by its official place of business (Formalsitz), the law containing no express provision on this point. 
The idea of a " real centre of management " is unknown to the law, which considers that a foreign 
company, when not already liable by reason of possessing real property in Austria or interests in 
an Austrian concern, is subject to the company-tax, only when it has an establishment in Austria. 

Austrian and foreign companies are liable to the tax on capital yield on all income taxable under 
this head (see explanation given under (a) as to the exemption of foreign legal entities in the case 
of certain interest on loans). Under fiscal conventions, the right to tax on capital yield is with the 
creditor's country of domicile, in so far as the tax has not already been collected at the source and, 
under certain treaties, in so far as this tax is not levied on income from mortgage loansr For 
this purpose, the treaty with Switzerland provides that companies and legal entities are domiciled 
at the seat of their real centre of management. 

2. TAXABLE INCOME. 

The terms " national income " and· " foreign income " are not defined either in domestic 
legislation or in fiscal treaties. Where national enterprises have establishments abroad, the law 
makes provision for a minimum Austrian income. As regards the general tax on profits, it is 
provided that at least one-quarter of the whole net income earned by the enterprise shall be deemed 
to have been earned in Austria. As regards the company-tax, the following proportions of the total 
income earned by the whole enterprise are liable to the Austrian tax : when the concern is engaged 
in exchanging goods betwe~n home and abroad or vice versa, at least one-half ; when the goods are 
produced in Austria and sold abroad, at least two-thirds. In all other cases, at least one-tenth. 
These minima are not provided for in the fiscal treaties. Only in the agreements concluded with 
Hungary is it provided that at least one-tenth of total profits shall be taxable in the country in 
which an enterprise liable to company-tax has its seat of management. 

3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME AND DEDUCTIONS. 

Taxable amounts are computed differently according to whether we are dealing with income-ta.x 
or schedular taxes. 

In the case of income-tax, the assessment is made en the taxable income actually earned in the 
course of the year. There is no abstract legal definition of income ; the law merely specifies what 
it regards as taxable income-namely, the total sums accruing to the taxpayer in cash or cash· 
equivalents, including the rental value of his own house or other free accommodation, together with 
the value of the fruits of his own labour or industry consumed in his own home, but expenses 
incurred in earning, securing and maintaining the aforementioned income, or interest on debts 
are deductible. Extraordinary income from legacies, life insurance and capital insurance, from 
gifts and other property acquired free is not taxable. Revenue derived from the sale of capital is 
not classified as income except where such sale occurs habitually as a business transaction or 
takes the form of speculation. 

Deduction is allowed, in particular, for administrative and working expenses and maintenance 
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costs, including depreciation, 1 compensation for damages and life insurance premiu~ns (in_ the 
case of the latter only up to a certain sum) ; further deductions are social insurance premnn_ns, d1rect 
taxes paid by the taxpayer (excluding income-tax), interest on all private and commerc1al debts, 
together with all permanent charges against income confirmed by legal instrument .. On th~ other 
hand, no abatement is allowed in respect of expenses incurred in improving and mcreasmg the 
property, such as capital outlay, business extension_s, ~d debt payments; the sa~e holds good 
with regard to losses of assets, such as the loss or dwmdlmg of one of the .sources of mcome, unless 
the particular asset item affected produced the income and there is a direct connection between the 
loss and ilie use in question. The same also applies to losses on shares in the business, interest on 
private capital belonging to the taxpayer and invested by him in a business, housing and upkeep 
expenses of the taxpayer and his family and, finally, disbursements not incurred in producing the 
income. · 

In calculating the annual income from independent enterprises and occupations pursued for 
purposes of gain, the expenses enumerated above as admissible abatements must be deducted from 
profits. Taxpayers whose affairs are regularly accounted must reckon industrial and commercial 
profits according to the legal provisions set forth above and according to existing commercial 
legislation dealing with inventories and balance-sheets -1:.e., in accordance with ordinary commercial 
practice. Where an enterprise operating for profit is liable to the general profits tax, it is taxable in 
respect of income-tax on the same total as that arrived at for purposes of general tax onprofits. 

The net total income taxable under the general tax on profits is calculated under the same 
provisions as those governing income-tax 1• Consequently, interest paid on foreigu capital invested 
in an enterprise, together with the tax on profits, may be deducted ; on the other hand, shares in 
profits paid to silent partners may not be deducted. In the case of partnerships, the net revenue 
includes the profits accruing to all the partners. Where joint ventures are concerned, profits already 
included in the net income of an enterprise which has itself been taxed on its profits must not be 
reckoned. · · 

The basis of assessment for tax on salaries is the salary or wage assessable to income-tax. 

The company-tax is assessed on the net trading revenue for the financial year ending during the 
course of the fiscal year. This revenue consists of the active balance after adjustment of 
all allowances and additions prescribed by law, irrespective of the particular nature of the receipts, 
wheilier interest, dividends, directors' percentages, etc., or whether they are put into a reserve 
fund, carried forward or employed otherwise. The fiscal authorities thus determine the net taxable 
income on the basis of the surplus in the balance-sheet, subject, however, to certain additions or 
deductions. · · 

The following are the additions: sums devoted to increase of capital, such as sums appropria
ted to initial installation and investment ; refund of capital and debt redemption the effect of 
which is to increase the concern's assets; sums appropriated to payment of interest on the company's 
own capital, and interest on ordinary bonds and mortgage bonds ; guarantees and subsidies to other 
concerns; gifts and gratuities not necessary to the conduct of the business : sums appropriated to 
payment of company-tax and, finally, losses brought forward from previous financial years. 

Dedzections are allowed in respect of the following : profits brought forward from previous 
financial years, guarantee payments in hand, reserves of insurance companies tomeet premiums 
and compensation claims, interest on debts in so far as it is not interest on the company's capital 
especially discount interest, interest on deposits and interest on unsecured loans; sums written off 

~ !he so-called l_a~vs "in favour. of capital investment" ( Investitionen-begunstigzmgsgesetze) contain special 
provtstons for the wn~ng~off ~f espectally large sums. The effect of these provisions so far extends only to 1932. 
They allow the amorhsahon, m advance and tax free, of 50 per cent of the expenses of capital investment. In 
the case of taxpayers who keep no regular accounts, this proportion is reduced by 25 per cent. · 
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or set aside as a sinking fund reserve 1 ; compensation payments to staff; payments out of profits 
made to staff employees under a contract, but excluding percentages to directors. -

In sum, there is one essential difference betwen the company-tax, on the one hand, and the 
general tax on profits and incqme-tax, on the other ; first, the addition to the assessed tax of sums 
paid as interest on capital indebtedness and mortgage loans (in so far as these loans and 
indebtedness correspond to capital employed in the business), and, second, the addition of the sum 
appropriated to payment of the company-tax itself. 

The tax on capital yield is, in principle, assessed on the gross annual taxable income. Only 
exceptionally is it possible to make deductions ; deductions for interest on debts are only allowed 
when the income is derived from a private claim to which there directly corresponds a debt contracted 
by the creditor or where interest has been paid for the rediscounting of a discounted bill, or in the 
case of interest charged on current accounts. With regard to income from the lease of goodwills 

- or hunting rights, administration and maintenance expenses (including depreciation) connected 
with the object leased may be deducted. 

The tax on directors' percentages is levied on the whole of the income thus acquired without any 
deduction whatsoever. 

(b) COMPUTATION OF TAX AND ABATEMENTS. 

btcome-tax. - This tax is computed according to a tariff as a percentage of the taxable 
income. 

The following principle is followed:. the income in a higher scale must not be less than 
the largest income in the scale immediately below, after deduction of tax. 

On incomes up to 10,200 schillings, scaled abatements are provided in respect of persons 
dependent on the taxpayer: (a) 5 per cent of the tax for each dependent, (b) reductions up to 
a maximum of 30 per cent of the tax where the taxpayer's contributive capacity is reduced by 
special circumstances, and, lastly, complete exemption where the taxable income does not exceed 
I ,8oo schillings. 

When the taxable income includes extraordinary revenue in the shape of payment for scientific, 
artistic or literary work spread over several years, ~he tax is assessed on the whole income. In these 
cases, however, the percentage is fixed by dividing the sum received by the number of years over 
which it was earned. In assessing extraordinary income from timber-felling, only 20 per cent of 
the additional receipts is added to the usual income. The same applies to single payments made 
as compensation for lost assets, lottery winnings and other extraordinary income of tha same 
character. Except for income from scientific, artistic and literary work, this provision does not 
apply· to extraordinary revenue derived from the pursuit of normal trading or occupational 
activities for profit or by way of speculation. 

General Tax on Profits.- This tax is computed as a percentage of the net taxable income. 
As with income-tax, the intercalary scale is employed. Where the net income does not exceed 
the minimum exempt from income-tax (1,400 schillings), there is a fixed profits tax (between 
ro and 8o schillings). In the case of the need, this tax may be reduced or even entirely remitted. · 

In the case of registered enterprises (protokollierte Firmen), the minimum rate is fixed on the 
basis of net assets ;· no abatement is allowed, even in respect of dependents. 

1 As to extraordinary sinking funds, see footnote on page 16. 

II. 2 
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Tax on Salaries. - This tax is computed as a percentage of the taxable total. As with 
income-tax, the intercalary scale is employed. Gratuities paid ~n expiry of contract are reckonerl 
in their entirety, though only 20 per cent of such payments IS actually taken for purposes of 
computation. No abatements are allowed, even in respect of dependents. 

Company-tax. - This tax is computed as a percentage of the net taxable total. It is fixed 
on the basis of the capital and, in the case of insurance companies, on the total net annual 
premiums. 

Taxes on Capital yield and Directors' Percentages. - These taxes are always _computed as 
percentages of the taxable income. . 

The law makes no provision for taking into account, with a view to avoiding double taxation, 
taxes paid abroad. Under Austrian law and under the fiscal conventions, this result is sought in 
another way - by separating foreign income from revenue taxable in Austria. · 

4· COLLECTION OF TAX. 

The direct taxes mentioned in this chapter are computed by the federal fiscal authorities of 
first instance (fiscal administrations, district fiscal authorities)-- i.e., committees attached to these 
authorities. These committees are of mixed composition. Some of the members are nominated 
by the Finance Minister, others are chosen from among taxpayers by the representative political 
assemblies (provincial diets, municipal councils) and the remainder by professional associations. 

These committees administer the general profits, income and property taxes. The company, 
capital yield and directors' percen_tages taxes are administered direct by the fiscal authorities 
themselves. 

Taxpayers are required to make an annual return upon which the tax is assessed. When taxes 
are deducted at the source, the importance of the return is less. Returns made in respect of all 
direct taxes, excepting the company-tax, must be presented by March 31st. Returns for the 
company-tax must be presented not more than six months after the end of a financial year. 

The fiscal authorities transmit to each taxpayer a notice (Zahlungsbescheid) setting out the 
amount of tax claimed. In the case of the general profits, income and property taxes, a demand 
note (Steuermandat) is sent to the taxpayer, which the latter may render inoperative by lodging 
an appeal within three weeks. His case is then heard by the assessment committee. (In the case 
of the company-tax, the delivery of a demand note is optional and in practice rare.) 

The taxpayer is informed by the authorities of the result of his appeal. A further demand 
is sent to him (Zahlungsauftrag) and against this he may appeal within thirty days. The matter is 
then dealt with by the fiscal authorities of second instance (provincial financial authorities) -i.e., 
by the appeal committees attached to these authorities. As stated above, these proceedings relate 
only to the general profits, income and property tax. The methods of appointing these committees 
are those applicable to the assessment committees. The taxpayer may, within sixty days, appeal 
from the decision of the C<(?mmittees to the administrative tribunal, whose jurisdiction extends to 
the whole Confederation. Such an appeal lies only on the ground of a wrong application of the 
law, or some material fault of procedure. 

Taxes are collected as follows : 

(a) By Direct Payment in accordance with the _assessment notice : 
{I) As regards the general profits and company taxes, in all 'cases ; 
(2) In the case of the income-hx and the taxes on salaries and capital yield, 

when the tax has not already been deducted at the source. 
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(b) By withholding at the Source. - Deduction must be made by those from whom the 
taxpayer is entitled to receive payment of the taxable amount. They have to calculate the 
tax, withhold the tax due on each occasion of payment and pay it into the Treasury at stated 
times. 
This method applies : 

(1) As regards tax on directors' percentages, to all cases ; 
(2) In connection with income-tax, and taxes on salaries and capital yield (only in 

certain cases). As regards the two former, the method applies to wages and salaries; as regards 
the last, it applies to interest on securities, bonds, savings-bank deposits and current accounts). 

When, notwithstanding deduction at the source, it is found that official assessment is necessary, 
allowance is, of course, made for tax previously collect~d. 
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PART II. - METHODS OF TAXING 

FOREIGN AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

I. DEFINITION AND GENERAL PRINCIPLES. 

The term "foreign enterprise", although familiar in Austrian legal terminology. is nowhere 
expressly defined. As regards enterprises run by indi~duals or by associations of persons ha~g 
no distinct legal entity, the Law on Personal Taxation (paragraphs 5, 83, go and 153) perm1ts 
considering such enterprises as foreign which either operate exclusively through an establishment 
situated abroad or extend their operations into Austria from an establishment situated abroad, or, 
in the absence of headquarters of this sort, from a foreign seat of domicile of the owner of the 
enterprise (Unternehmer). In practice, this interpretation is adopted by the fiscal authorities. 
In the case of companies with a distinct legal entity, such companies are foreign when they 
have been established abroad in accordance with foreign laws. 

As regards the principles governing the taxation of foreign enterprises, a distinction must be 
made between the two following cases : 

(a) Enterprises exercising activities productive of income in Austria. -
In such case the basic principle is that foreign enterprises having a permanent establishment 

in Austria are taxable to the extent of their industrial and commercial activities in Austria. From 
the fiscal standpoint, it matters little whether or not the Austrian establishment owned by a foreigner 
itself receives the proceeds of its operations or not. 

Furthermore, foreign owners of enterprises are taxable in Austria when, without having· an 
establishment in that country, they pursue there industrial or commercial activities through various 
methods of exploitation or through commercial travellers, or, lastly, through their own personal 
activitiP.s. (Of course, the last case cannot apply to companies with a distinct legal entity.) In 
all these cases, the Austrian tax is imposed on the fruits of activities pursued in Austria. There is 
one further case where the income of a foreign enterprise is ?iable to Austrian income-tax, even 
where such enterprise does not operate in Austria- vi2., where the owner of a foreign enterprise 

/ is domiciled in Austria. . 
There is no exact legal definition of a " permanent establishment ". The only permanent 

establishments specifically mentioned are bra,nches, factories, and buying and selling offices ; it 
is, however, added that the existence of a permanent establishment may also ensue from other 
circumstances. There are numerous judgments of the Austrian Administrative Tribunal dealing 
with the definition of a " permanent establishment ". To create an " establishment " 
(Betriebsstiitte), it is sufficient that there should exist in Austria an organisation (Einrichtung) 
controlled by the owner or employees of a foreign enterprise {Official Collection of Judgments of 
the Administrative Tribunal No. II717, 1918). Such organisation need, moreover, only be 
auxiliary (Hilfseinrichtung) (ibid. 13481, 1925). The establishment need not have its own 
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independent revenue (ibid. 10844, 1925). Nor is it necessary that it shall be engaged in specifically 
industrial or commercial work ; information bureaux (ibid. 9554, 1914), technical offices (ibid. 
7238, 1909), offices in charge of foreign accounts (ibid. 13481, 1925) count as branches (Nieder
lassungen); ?O does~ goods depot in A~s.tria_(ibid. II951, 1918). A foreign enterprise permanently 
represented m Austna by an agent res1dmg m that country may also be regarded as having an 
establishment there (ibid. 12592, 1921) (see also pages 23-24). 

_ Profits earned in Austria are liable to the profits taxes- i.e., either the tax on general profits 
or the company-tax in the case of Austrian enterprises owned by foreign companies liable to this 
particular form of tax on profits. Where the foreign owner is an individual, he is further liable to 
income-tax on income derived from his activities in Austria. Where a foreign concern is a partner
ship, each partner is taxable in respect of his share of the profits from activities in Austria. If 
these partn~rs are individuals, they pay income-tax ; if they are commercial 'companies having 
legal entity, they pay the company-tax (cf. page 12). However, foreign partners which 
merely possess holdings represented by shares or similar securities in Austrian enterprises are not 
subject to income-tax or to the company-tax. 

(b) Even in the absence of the aforementioned conditions whereby foreign enterprises are 
assessed on their profits, these enterprises, like all foreigners, are taxable in respect of certain income 
accruing to them from Austria- viz., income from landed property and buildings, or from directors' 
percentages or royalties from property rights in Austria (for details see Section 2 below). 

2. TAXATION OF CERTAIN KINDS OF INCO~IE. 

(a) Dividends. 

Dividends accruing to foreigners from Austrian securities are taxable in Austria only in so 
far as they form an integral part of commercial or industrial income taxable in Austria and roolised 
by an Austrian establishment of the foreign concern, or if the foreigner drawing these Austrian 
dividends is domiciled in Austria and thereby liable to income-tax. Dividends are never taxed at 
the source. 

(b) Interest. 

(1) On Bonds. - Where the interest is on bonds issued by share companies, the tax on them is 
included in the tax payable by the company which pays the interest. Foreign enterprises in receipt 
of such interest are therefore not taxable in respect thereof, except where the interest is an integral 
part of income taxable in Austria and earned by the Austrian establishment of that foreign concern. 
Interest on bonds issued by public corporations is liable to the ta.'C on capital yield which is 
collected at the source. Once again, income-tax is payable in the case of interest on bonds, when 
a foreigner is domiciled in Austria. 

(2) On Secured Loans. - Interest from debts secured by mortgages is subject to the tax which 
is levied on industrial or commercial revenue earned in Austria where such interest is a constituent 
part of the taxable income of the Austrian establishment of a foreign concern. Otherwise, such 
interest is liable to the tax on capital yield which is collected on the basis of the creditor"s 
return, and, where the latter is an individual, such interest is liable to income-tax regardless of 
whether he is or is not domiciled in Austria. 

(3) On Unsecured Loans. - Similarly, where interest accrues from loans other than those 
mentioned under (1) and (2) above and forms a constituent part of commercial or industrial income 
taxable in Austria, such interest is also taxable. Otherwise, the creditor is liable to the tax on 
unearned income in accordance with a return he is bound to make. Where, however, the 
person to whom the interest accrues is not domiciled in Austria, he is not liable to income-tax. 
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Inte;est on current accounts is not subject to the above method of taxation when paid by credit 
institutions and banks. In this case, the ·statutory tax on capital yield has already been 
deducted at the source. Exemption, however, is granted to interest of this class on money imported 
from abroad in the form of.foreign currency. This exemption is, however, only temporary. 

(c) Directors' Percentages. 

Directors' percentages are liable in Austria to a special tax, which is deducted at the source, 
and further to income-tax on the basis of the recipient's declaration, regardless of the latter's 
do~icile. in practice, only individuals are in receipt of these percentages. . Austrian share 
companies are required to deduct this tax at the source from t~e full a~ount of the .Percentag~~ 
paid by them to their directors, even where the company owns foreign establishments the mcome from 
which is not assessed to tax in Austria. The courts do not take into account that these percent
ages may have been partly paid out of the income from foreign branches (Official Collection of 
Judgments of the Administrative Tribunal, No. I0834, I925). 

(d) Royalties for Use of Patents, Copyrights, Trade-marks, Secret Processes and Formulce and Similar 
Income. 

This income is taxable in Austria whe:n the person concerned has set up an establishment in the 
country with a view to exploiting his rights there, or when, in the absence of such establishmen~, 
he is domiciled in Austria. Where the owner of an enterprise is domiciled abroad, but exploits 
his rights in Austria without setting up an establishment there for that purpose, he is not taxable. 
However, where the remuneration received by the foreigner concerned in payment of his exploited 
rights is such as to constitute participation in an Austrian enterprise, such remuneration is treated 
as part of the taxable income of the Austrian enterprise, so that the foreign beneficiary is himself 
liable like any other foreign partner. 

(e) Rents from Real Estate, Mining Royalties and Similar Income. 

All income from land and buildings is essentially taxable in Austria. When such income 
constitutes an integral part of the total income of the Austrian establishment of a foreign company 
or partnership, it is included under the tax which is levied on industrial or commercial income 
earned in Austria. Where income from landed property and buildings is earned apart from any 
such establishment, it is taxable per se. Where the income accrues to individuals, it i'l liable to 
income-tax ; where it accrues to companies possessed of a legal entity, it is liable to the company
tax. Further, income of this sort is liable in the provinces to various local taxes on land and 
buildings. 

(f) Gain deri~·ed from the Purchase and Sale of Real Estate, Securities and Personal Property. 

Profits accruing to individuals and to partnerships which are liable to the general tax on 
profits from sales of this kind, when such sales are normal transactions of an enterprise operating 
for profit or are speculative transactions, are taxable in Austria regardless of the nature of the 
thing sold. The Administrative Tribunal has, however, ruled that not every alienation of property 
forming part of the assets of an enterprise of necessity constitutes such a normal. transaction. The 
test is whether the sale in question corresponds with the nature and true purpose of the enterprise 
(Official Collection of Jud~ents of the Administrative Tribunal, No. I2I33, I9I9, etc.). Thus, 
the mere fact that certam real property has figured in the books of an enterprise raises no 
presumption that the. ali~nation of such property is a normal trading transaction (ibid. I2448, I920). 
In the case of companies hable to the company-tax, the system is different, for the tax is imposed 
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on all profits from the sale of any property accruing to the Austrian branch of a foreign enterprise. 
fn accordance with the structure of this tax, profits from sales of this sort always form part of 
the surplus balance in the accounts upon which the tax is levied. The motive and purpose of the 
sale are of no account. 

(g) Salaries, Wages, Commissions and Other Remuneration for Services. 

Income of this sort earned in Austria fulfils the legal requirements for liability to the ta.x on 
salaries, which is deducted at the source. It is also liable to income-tax, even when the recipient is 
domiciled abroad. As regards directors' percentages tax, see (c) above. 

(h) Income from a Trust. 

Fiduciary administration of capital in the shape of a trust is not known to Austrian 
law.· Individuals resident in Austria in receipt of income from foreign trusts of this sort are treated 
as if the income came to them direct. 

(i) Income from the Carrying-on of a Business or Industry through: . 

(I) A Local Comnzission Agent or Broker.- Commission agents and brokers operate in their 
own names on behalf of their principals. Austrian law and jurisprudence do not regard the relations 
between the owner of a foreign concern and the commission agent or broker in Austria as constituting 
an establishment of the foreign enterprise. The independent operations of the commission agent 
or broker do not constitute an extension of foreign operations to Austria. They are looked upon 
as independent Austrian activities on the part of an Austrian business man, even if in the last 
analysis the effect of the latter's operations is to enable the foreign trader to market goods or conclude 
a deal. This principle also applies where the Austrian commission agent holds, subject to a subse
quent settlement of accounts or 'return of the goods, stock belonging to the foreign trader, which 
he disposes of in his own name. 

The foreign enterprise is not, in these circumstances, taxable. 
On the other hand, the fiscal authorities treat business relations as implying the existence 

of an Austrian establishment if the Austrian agent is in a position of complete financial dependence 
upon his foreign principal - that is to say, when the latter's control over the former's activities 
is so complete that the commission agent, although theoretically independent, is, in fact, an executive 
organ of his foreign principal a11d thus discharges the duti~s of an employee. In such a case, the 
foreign enterprise is taxed in Austria. 

(2) A Local Dealer or Distributor.- Where an independent Austrian business man purchases 
on his own account, for resale, goods from a foreign enterprise (i.e., does not sell simply on commission 
as in paragraph I), a fortiori there is no taxation of the sort discussed in paragraph I. Equally, 
the tax does not apply where the foreign trader undertakes not to supply his goods to any other 
Austrian merchant for resale. · 

(3) A Travelling Salesm;~n, whether or not having Power 'to conclude a Contract. - The 
employment of commercial travellers in Austria does not imply the existence in that cotmtry of an 
establishment within the terms of fiscal law, but it does represent an extension of business to Austria 
and, as .such, it i~ liable to Austrian tax. Fiscally speaking, this very loose form of business extension 
to another country has many drawbacks. First, it is hard for the revenue authorities to make a 
suitable assessment of tax, and, secondly, the owner of a business finds the tax extremely burdensome 
and annoying, since it hits him at a time when he is often unable to foresee the results of his 
transactions. The Austrian administration has realised the urgent necessity for removing some of 
the fiscal prohibitions in this sphere by means of treaties with other countries. Austria has worked 
hard to this end, as will be seen below, (page 24). 
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(4) A Local Agent with a Pou•er of Attorney.- A local agent ';ith p~we~ of atto~ney dir~ctly 
engages the owner of a foreign enterprise and transacts the latt~r s affatrs ~ Austna .. Busmess 
transactions of this sort therefore imply an extension of the foreign enterp?se to Austna ~d are 
taxable as such. Where such a relation is permanent and not merely occasional, the operatiOns of 
the agent constitute an establishment belonging to the owner of the foreign enterprise. 

-~-' (S) An Agent selling out of a Stock belonging to the F?rei?n Enterprise .. -:· The case. trea~ed 
here differs from that in paragraph r, in that the representative IS not a commissiOn agent disposmg 
of goods in his own name, but one who handles stock which is ~t the disp_osal of its for~ign owner. 
Business relations of this class are treated by the law as an Austnan extensiOn of the foreign concern 
falling under the head of " methods of exploitation " in Austria, and are, as such, taxable. Where 
the relation is a permanent one, it falls under the definition of an Austrian goods depot and 
constitutes an establishment within the meaning of Austrian fiscal regulations. 

(6) A Permanent Establishment of any Kind. - Attention has already been drawn to the 
circumstances in which the operations of agents in Austria imply the existence of establishments 
belonging to the owners of foreign enterprises. Further, every permanent organisation owned by a 
foreigner constitutes an Austrian establishment and is accordingly, under Austrian law, taxable 
to the extent of the income accruing therefrom. For an explanation of the term" establishment", 
see above, pages 20 and 21. In Part III of this study, 'details will be given concerning the practical 
application of the tax. 

3· TREATY PROVISIONS. 

International treaties embody notable qualifications of Austrian fiscal law, as mentioned above. 
These treaties restrict liability to ta.Xation to cases where owners of foreign enterprises have set up 
establishments in Austria. The treaties do not always adopt the same definition of the term 
" establishment ",but, on the whole, the definition corresponds roughly to that formulated on pages · 
20 and 21. They forbid Austrian taxation in all cases where, following ordinary Austrian legislation, 
it does not rest on the existence of a permanent establishment but where the use of " methods of 
exploitation" or the temporary deployment of activities in Austria through employees or agents 
is alone ground for liability. On page 23, care was taken to indicate the conditions in which 
the employment of agents is deemed to constitute an establishment. The scope of the treaty· 
restrictions should thus be quite intelligible. Under these provisions, taxation is altogether 
-forbidden in cases falling within No.3, page 23 ; it is forbidden in cases falling within Nos. 4 and 5, 
above, where the business relations concerned are not of a permanent nature. The taxation 
of commercial travellers' activities, which is felt to be especially vexatious in its effects, is mitigated, 
not only under the fiscal treaties, but also under numerous commercial treaties 1 concluded by 
Austria. Whereas, however, the fiscal treaties aim at abolishing altogether the taxation of. income 
derived from the employment of commercial travellers, the commercial treaties are restricted to 
excluding from taxation certain specific activities of commercial travellers. These treaties deal only 
with certain cases : those where the foreign entrepreneur does not own an establishment in Austria 
but, through authorised commercial travellers in his employ, purchases goods from merchants or 
in_ the open market or from persons producing these goods, or, secondly, takes orders (even carrying 
With them samples) from tradesmen or other persons dealing professionally in the class of goods 
concerned. Even where no commercial treaties of this kind exist with foreign countries, the Austrian 
Government has gone so far as to remit the tax to the same extent as provided for in treaties with 
?ther_ Powers, provided that the foreign countries concerned grant Austria reciprocity of treatment 
m this respect (Decree of April roth, 1924, by the Federal Ministry of Finance, B.G.El., No. III). 

1 A complete account of the relevant commercial treaty provisions will be found in GOTTLIEB-BILLROTH· 
EGGER, Personalsteuet'gesetz, Volume II. 
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The fiscal treaties also provide for fiscal alleviation in the case of certain forms of income which 
are taxable independently of the fact that they belong to the enterprise. Thus Austria remits the 
tax on interest from certain loans mentioned on pages 21 and 22. In such cases the tax is only 
levied where it is deducted at the source, while some agreements also retain the tax on income 
from mortgage loans. The treaties with Germany and Switzerland, however, make the domicile of 
the creditor the test even for taxation of income from mortgage loans. Further, the payments d 
salaries and wages, when made to an individual living abroad, are tax-free in Austria (with the 
exception of monies paid out of Austrian puhlic funds). 

B. NATIONAL ENTERPRISES. 

I. DEFINITION AND GENERAL PRINCIPLES. 

There is no express legal definition of the term " national enterprise ". The expression includes 
all enterprises directed from an establishment situated in Austria, or, in the absence of such 
establishment, from a place of domicil~ situated in that country. Companies having their head 
office in Austria are regarded as national enterprises and, as such, taxable. The notion of " real 
centre of management" is unknown to Austrian law. There is, however, no doubt that such a centre 
is to be considered a permanent organisation liable to Austrian taxation. From the fiscal 
standpoint, such a centre would, ,generally speaking, play the part of the starutory seat, which, in 
the normal course of events, is identical therewith. 

National enterprises are normally taxable on the whole of their trading results." An exception 
is, however, made in the case of a national enterprise having a permanent establishment abroad. 
The term "establishment" bears the same meaning as in the case described on pages 20 and 21. 

Here income from foreign trading is tax-free, if already taxed abroad. Further, in the case of 
enterprises liable to the general tax on profits, the fiscal authorities require that the foreign tax 
shall be similar to the Austrian tax, and that the foreign country concerned sha~l accord reciprocity 
of treatment. But in the case of companies liable to the company-tax, the law does not require 
close enquiry into the nature of the foreign tax nor does it demand reciprocity. Nevertheless, it 
prescribes that, in any event, a certain minimum of the total income shall be liable to Austrian tax. 
In the case of enterprises liable to the general tax on profits, this minimum is a quarter of the 
total income. In the case of companies liable to the company-tax, it is one-tenth. In assessing 
income from foreign trading, the company-tax also makes provision for certain maxima. This 
in two cases : in the case of goods exported to Austria from abroad, or vice versa, the foreign revenue 
may not exceed one-half of the total revenue from the business in qu~tion. In the case of goods 
manufactured in Austria and sold abroad, the foreign income may not exceed on~third of the 
total income from such activities. 

In calculating these deductible amounts, the revenue authorities may require access to all 
books, documents, etc. ; more especially, they may require the production of the foreign 
establishment's separate accounts. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

The general principle outlined in the preceding section makes further explanation superfluous. 

3· TREATY PROVISIONS. 

Fiscal treaties deal also with the taxation of national enterprises. Foreign establishments 
belonging to Austriaii. nationals are exempt from taxation without the enquiry into the foreign 
fiscal system which would otherwise be required by law. Further, income from foreign landed 
property and, under several Conventions, even mortgage interest is exempt from Austrian taxation. 
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Finally, interest on capital taxed abroad by deduction at the source is free from Austrian tax on 
capital yield. This provision is, however, qualified. Within certain limits, income of this sort 
may remain subject to Austrian tax as constituting the result of operations for profit 
conducted in Austria (for instance, mortgage interest from abroad accruing to an Austrian mortgage 
bank). From this it appears that, in spite of the treaties, there is still a certain conflict betw~en 
the two fiscal systems. In such cases, the difficulty is due to the fact that we are confronted w1th 
two fu~damental principles diametrically opposed to each other - the taxation, at the seat of the 
enterpnse, of commercial and industrial profits realised without any foreign establishment and 
includ~g income from real property regarded as a constituent part of the whole income of the 
enterpnse, and the taxation of the same income from real property in the country where that 
property is situated. · 
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PART III. -METHODS OF ALLOCATING TAXABLE INCOME. 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GE~ERAL ·QUESTIONS AND METHODS OF APPORTIONMENT. 

(a) BooK-KEEPING AND AccoUNTING REQUIREMENTS. 

According to Austrian commercial law, every trader carrying on business in Austria has to Keep 
books (Law of December 17th, r862, Imperial Law Gazette, No. I of r863 and Amendment to 
Commercial Law of February r6th, 1928, Federal Law Gazette, No. 63). This obligation also extends 
to business enterprises whose operations are of a character and extent that necessitate commer
cial organisation. Exemption from the obligation is granted only to persons whose commercial 
operations do not exceed the bounds of petty trade. The legislative provisions concerning book
keeping (Articles 28 to 36 of the Commercial Law) require that traders shall draw up an annual 
inventory and balance-sheet. Foreign owners of enterprises must, of course, likewise comply with 
these requirements whenever they organise branches in Austria with a view to extending their 
commercial and industrial business to that country. 

Foreign share companies ( Aktiengesellschaften) authorised to engage in trade or industry 
in Austria must submit to the Austrian authorities every year the general balance-sheet for the 
company, the separate balance-sheet' of the Austrian establishment and the minutes of general 
meetings (Imperial Decree of November 29th, 1875, Imperial Law Gazette, No. 127). The special 
balance-sheet relating to the Austrian establishment of share companies must show the assets 
assigned to that establishment and the plant situated in Austria separately from the rest of the 
company's property. Limited liability companies ( Gesellschaften mit beschriinkter H 'ljtung) are 
required to keep separate regulation books for their Austrian operations (Article II2 of the Law 
of March 6th, rgo6, Imperial Law Gazette, No. 58). Lastly, banks with limited liability (Bank
gesellschaften mit beschriinkter Haftung are required to publish their Austrian balance-sheet and 
the balance-sheet of the chief foreign establishment. 

(b) METHODS OF ALLOCATION. 

Austrian fiscal law contains no special provisions specifying how to determine the income to be 
ascribed to the Austrian establishment of a foreign enterprise ; the rules applicable to the Austrian 
establishment have to be deduced from the general provisions for detennining the basis on which 
profit-seeking enterprises are assessable. These general provisions show that, although first 

, consideration has to be given to the separate accounts of the Austrian establishment and its 
statements of profit and loss, these data are not of themselves enough, and recourse must be had 
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to estimates. These may not only be based upon certain indices suggested by experience and 
directly associated with obvious outward signs of the activities exercised in Austri3;, but may al_so 
be framed by a fractional determination based upon the total profits of the enterpnse. The senes 
of operations in detail is as follows : 

I. Method of Separate Accounting. 
Experience has shown that all foreign enterprises whic~ set up establis~rnents. in Au.st~a are 

on a scale exceeding the limits of petty trade. (We may disregard economic relatiOns w1thm the -
frontier zones as being outside the sphere of our enquiry.) For our present purpose, therefore, we 
are concerned with enterprises subject to the accountancy obligations set forth under (a) above. 

Accordingly, when an establishment complies with this obligation, it is in a position to keep 
separate accounts showing the results of its Austrian operations. In practice, however, i~ is not, 
in most cases, possible to rest content with the particulars of the separate balance-sheet, smce the 
relations between the Austrian and foreign establishments of a single enterprise offer a very 
wide field for the deliberate distortion of facts in the accounts. 

Thus, in particular, it is possible to invoice at more or less arbitrary prices either goods corning 
from the manufacturing establishment abroad and imported into Austria to be sold there or goods 
supplied by Austria to the foreign establishment for sale abroad ; in this way, it becomes easy to 
transfer the commercial profit realised in whatever way may be thought best. It is certainly not 
in accordance with the fundamental principles of fiscal law that the Administration should be 
bound by book entries of this kind. It has therefore the right to resort to any available methods 
of framing estimates in accordance with real facts and to substitute its own figures for those of 
the owner of the business. The exercise of this right is not confined to the case of a branch 
dependent on the foreign owner, but extends to any taxable enterprise in Austria possessing a 
distinct legal entity when that enterprise is economically dependent on another enterprise or 
is identical with the latter, and when the results of its operations are distorted by a false 
statement of prices, purchases from the other enterprise being entered at too high a price or sales 
at too low a figure. 

This case may also arise when an Austrian company is legally independent but is economically 
completely under the control of the foreign parent company for the reason that the latter holds 
the majority of the shares of the subsidiary .. Even in the case of purely Austrian transactions, the 
fiscal authorities may undertake corrections of this kind ; in the case, for example, of deliveries 
between a company by shares and one of its big shareholders or between several associates bound 
to each other by the possession of shares in each other's enterprises. Several judgm!'!nts of the 
administrative tribunal have recognised the legality of this right to make corrections (~.g., Official 
Collection of Judgments of the Administrative Tribunal, Nos. 13565, 1925; 14614, 1928; 14146, 
1927 ; 8367, 19II ; etc.). 

From the viewpoint of fiscal procedure, corrections of this kind are mainly a cause of difficulty. 
Delivery prices are ordinarily checked by comparison with the prices paid to or a~ked by Austrian 
enterprises of the same kind or by comparison with official price lists, or by enquiries on the part of 
experts. Price corrections of this kind are, however, not the only way of departing from the separate 
accounts submitted by the enterprise. Other receipts may be wrongly shown in the accounts in 
favour of the foreign centre of management of the enterprise, and may represent the transfer of 
business results which ought really to be ascribed to the Austrian concern. Such transfers may 
occur in the following cases : the attribution in the accounts of interest resulting from a more or less 
artificial allocation of the capital endowment allotted to the establishment by the centre of 
management ; the attribution of emoluments in recognition of the services of foreign directors ; 
the attribution of royalties for the sale of patents and similar rights exploited in manufacturing 
operations. These artificial allocations to the centre of management must always be regarded as part 
of the results of operations in Austria, and the Treasury must therefore include them for purposes 
of Austrian tax and correct the separate Austrian accounts. 
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2. Empirical Methods. 

The method described under I often has very unsatisfactory results, rarticularly when the 
activities of the Austrian establishment do not constitute a compact whole, but are either auxiliary 
and subordinate operations or are only one stage in a plan of operations carried out by the forelgn 
enterprise. In such cases, the profits shown in the separate balance-sheet are most often calculated 
on the basis of arbitrary estimates drawn up by the owner of the enterprise. 

. In order, therefore, to satisfy the law, the Administration has to determine the results of the 
operations transacted in Austria.· For this purpose, recourse is generally had to certain indices 
furnished by experience and bearing upon certain outward signs revealed by the enterprise. Of 
these, the most important is the Austrian turnover. The law contains no provisions fixing a general 
percentage of turnover to represent the taxable profits. It rests with the authorities to arrive 
at a fair estimate by a comparison with the results of other similar enterprises taxable on the basis 
of regular accounts. It is the practice of the fiscal authorities, whenever possible, to fix the index by 
friendly agreement with the taxpayer and thus allow the latter to make arrangements to avoid 
simultaneous taxation in Austria and abroad. 

3. 'Method of Fractional Apportionment. 

If, owing to the impossibility of applying the method referred to under I, the Administration 
has to resort to estimates, there is nothing, in principle, to prevent the authorities from framing 
their estimate on the basis of an apportionment of th~ enterprise's total profits. In most cases, 
however, the procedure does not furnish satisfactory results, because it necessitates first determining 
those profits, which is a very difficult matter. 

In determining the basis of assessment, the Administration is not confined simply to demanding 
the accounts of the Austrian establishment ; if these are not considered sufficient, it may ask for 
general information relating to the whole enterprise. Unfortunately, taxpayers are often unable 
to furnish the information asked for, because its sources are to be found abroad. The information 
is accordingly beyond the direct reach of the fiscal authorities ; in particular, the authorities are 
unable to inspect the accounts - an essential matter when it is a case of calculating tax on the 
basis of commercial books. 

In t!:>.e case of Austrian establishments subject to company-tax, the Austrian law contains a 
subsidiary provision akin to the fractional method we are discussing (section go, paragraph 3 of 
the Law on Personal Taxation), The law provides, as the minimum taxable in Austria, a fraction 
of the profits due to 'the joint activity ( gemeinsame Tatigkeit) of the Austrian establishment and the 
foreign centre of management (not therefore the total profit of the foreign enterprise). We give 
below (pages 32 and 33) further details concerning the fractions laid down for the different kinds of. 
business relations. Owing to the above-mentioned difficulty of ascertaining the total profit of the 
foreign centre of management and, in particular, the share of this profit representing the joint 
activity of the enterprise and its establishment, the importance of this provision in the law is more 
theoretical than practical. · 

This method of apportioning income' in accordance with certain fractions is adopted in the special 
Conventions concluded by Austria with Czechoslovakia and Hungary. The main features of these 
Conventions, the details of which will be frequently referred to in this study, are as follows : 

The fiscal authorities disregard the separate balance-sheets of establishments. They take the 
total profits of the enterprise and fix the joint profits from some obvious outward index - viz., 
the turnover of the joint operations conducted by the enterprise and its establishment. They 
then allocate these profits according to certain indices laid down by the Conventions. \Vhile 
these indices coincide numerically with the taxable minima mentioned above and referred to later 
(on pages 32 and 33), they represent an essentially different method of settlement. In fixing minima, 
the law is only furnishing the authorities with a standard by which to correct the profits as shown 
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in the separate accounts. The Conventions, on the other hand, lay down the scale of fractions as a 
rule to be applied automatically and without reference to the separate accounts. 

4· Requi;emmts for Selection of Methods and Value of the Various Methods. 

The Administration cannot refuse to assess tax on the basis of the separate accounts submitted 
to it, unless it can first show that this method is unable to furnish any practical result. This happens, 
unfortunately, only too often, but it is only then that the fiscal authorities may have recourse to 
other methods. 

Theoretically, the method of separate accounts would be perfectly satisfactory, if only these 
accounts gave a true picture of the results of operations in Austria. In many cases, however, 
experience shows that these accounts are submitted in such an arbitrary form that the whole method 
loses much of its value. The other methods may, as a rule, satisfy the fiscal requirements of the 
State in which the separate establishment is situated, but the soundest method for the States which 
are collecting the tax is undoubtedly that of a fractional apportionment of total profits. 
Nevertheless, all these methods aggravate the risk of double taxation in Austria and abroa<J, and 
they are only satisfactory when the indices of apportionment are selected by agreement between 
the two countries between which the tax is to be divided. This is the plan provided in the 
Conventions concluded by Austria with Czechoslovakia and Hungary (s~e below). 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

r. Apportionment of Gross Profits of Local Branch to Real Centre of Management abroad. 

When the profits accruing to the Austrian establishment have been determined by one of the 
above-mentioned methods, there is no further occasion to allocate these profits between the Austrian 
establishment and the centre of management abroad. · Accordingly, the fiscal authorities do not. 
recognise any so-called" Sitzquote" representing the proportion of the profit to be ascribed to the 
centre of management abroad. , 

This principle also applies under the fiscal regime of the Conventions, the only exception being 
the agreement with Hungary. Under that agreement, and in the case of enterprises liable to the 
company-tax, the tax is levied on a minimum fraction of the total profit (one-tenth) in favour of 
the State in which the enterprise is situated. For the taxation of an Austrian enterprise with an 
establishment abroad, the law lays down a minimum percentage to be ascribed· to the seat (see 
page 35). 

2. Apportionment of Expenses of Real Centre of Management to Branch. 

Interest Charges.- When an undertaking has contracted a debt against the issue of bonds and 
debentures, it is not required, for purposes of Austrian tax, to allocate certain parts of this debt 
between the central seat and the branch, since the law does not, in principle, allow the debtor concern 
to deduct from the taxable amount interest on bonds. In other words, the law taxes this form of 
interest by taxing the debtor company at the source. It does not, in this respect, treat share 
capital differently from debenture capital, and therefore contains no rules for allocating these 
debenture debts to the different establishments. 

In regard to other debts- for instance, short-term bank debts, interest on which the law allows 
to be deducted when taxing the enterprise which pays it- the fiscal authorities take account of 
the whole or part of this interest service when taxing the branch. This deduction is allowed only if 
it is shown that the debt in question was contracted on behalf of the branch and actually applied 
to it. The law contains no provision for the general allocation of these debts on the basis of 
outward signs, but, in case of doubt, the relation between the two turnovers may at any rate serve 
as a guide. 
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General Overhead. - When a foreign enterprise has an establishment in Austria and enters 
certain expenses affecting the whole concern exclusively to the seat of management abroad, it is not, 
in principle, forbidden to deduct from the amount taxable in Austria the share of these expenses, 
which, in fact, belongs to the Austrian establishment. The Administration checks the accuracy 
of the percentage deducted by the Austrian establishment, taking account for the purpose of actual 
circumstances. In such cases, this operation generally consists of estimating the reasonable 
character of the sum mentioned. Frequently, the Administration calculates the Austrian share 
of the total expenses on the ba~is of the relation between the turnover of the Austrian establishment 
and the total turnover of the enterprise. 

3. Apportionment of Net Profits. 

Whether it is a question of the apportionment of the net profits of the branch to the deficitary 
parent or, on the contrary, of a part of the profits of the parent to the deficitary branch, account 
should be taken of the method by which the Administration applies the tax. 

If the tax is calculated for the branch separately on the basis of its results as shown in its 
separate accounts, the figure thus arrived at, whether a profit or a loss, is not affected by the total 
results of the parent enterprise abroad. If, therefore, this method of determination shows a profit 
to the branch, it will not affect the basis of assessment if it turns out that the parent- enterprise 
abroad closed its accounts with a total loss after balancing the Austrian profits against losses 
sustained by other establishments. On the other hand, if the separate accounts reveal a loss on 
Austrian operations, any profits of the whole enterprise resulting from successful operations elsewhere 
will not be subject to Austrian tax. 

If, however, Austrian tax is levied, not on the basis of separate accounting, but according to 
the method of fractional apportionment, that tax will depend on the total results for the whole 
enterprise. In this case, therefore, the general result will be indirectly subject to Austrian taxation 
to a proportionate extent. 

These repercussions of the results of one branch upon the taxation of other branches are 
especially felt under the above-mentioned system of allocation established by the special agreements 
between Austria on the one hand, and Czechoslovakia and Hungary on the other. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

A subsidiary, by virtue of its legal structure, must be regarded as a legally independent organism. 
Its internal relations with the foreign company upon which it depends or by which it is controlled, 
for the reason that the foreign company holds its shares, do not of themselves render the foreign 
company liable to taxation. These relations do not make the subsidiary an establishment of the 
foreign parent. They do, however, influence the taxation of the Austrian subsidiary in the same 
way as a similar relationship between two Austrian companies may influence the taxation of both 
of them. This occurs particulary when two mutually dependent companies supply each other 
with goods at prices which the Treasury deems to be entered incorrectly. The authorities then 
find it necessary to alter these prices so as to apply the tax as if the transactions in question had 
been between two independent parties. (On this point see the observations made on page 28.) 

This alteration presupposes the adjustment of the prices calculated by the company and is 
made by a process of checking, in which the company, unless it is in liquidation, may participate by 
submitting proposals. The alterations are based on a comparison with the information furnished 
by other similar enterprises, on existing market prices and, in the absence of such evidence, on 
expert opinion. The experts consulted are usually traders in the same or similar branches of business, 
but excluding competitors or persons directly participating in the enterprise. Nevertheless, 
corrections of this kind in the taxation of subsidiaries do not involve the taxation of the foreign 
parent. There may, of course, exist relations between the two companies, according to the nature_ 
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of the ,operations by the subsidiary, which would make the latte~ an establ~shment .o! the for~ign 
parent, just as an individual may be the employee or agent of a foreign enterpnse exerclSlng functiOns 
equivalent to those of an establishment of that ente':"Prise. T~is case was dealt ~i.th in Part II of 
the present study. In such circumstances, the busmess relations between substdiary and parent 
constitute grounds for taxing the latter, and compel the fiscal authorities to determine what share 
of profits is to be ascribed to the foreign parent. This is done exactly as was des!>ribed above in 
the case of establishments having no distinct legal entity. 

II. APPLICATION OF THE JIIETHODS OF ALLOCATION IN SPECIFIC ·cASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

The Austrian law contains no precise rules for applying the principles set forth above to the 
different kinds of business relations, except in the case of enterprises liable_ to the company-tax. 
In their cases, it ascribes to Austria a taxable minimum of the joint profits. As pointed out on 
page 2:), this provision of the law is of limited practical importance. It is only a subsidiary rule 
and, in order to calculate the tax, the Administration must, in principle, have regard to the 
separate accounts of the establishment; however, it furnishes the Administration with some guidance 
when it comes to correct the receipts as shown by the separate accounts. In certain cases, where 
the activities of the enterprise extend to several countries, the :yield of the Austrian 
establishment must not be less than a certain fraction of the receipts from the joint operations 
in Austria and in the country in which the main enterprise is situated. The different fractions 
to be applied according to the nature of the operation are given below. The application of this 
rule assumes that the profits from the joint operations of the Austrian branch and the foreign 
parent are deducted from the latter's total profit, for this is, as a rule, not confined to business 
transactions with the Austrian .branch. In practice (see page 29), this operation often breaks 
down owing to the difficulty of determining the amount taxable, for the fractions indicated as 
minimum limits in this case cannot be directly calculated by reference to the total profits of 
the foreign enterprise. The only way of fixing them is to base them on the share of total profits 
represented by transactions with the Austrian establishment. · 

In regard to the general cases we have been considering, these minimum fractions constitute 
nothing more than a subsidiary rule. Under the special Conventions with Czechoslovakia and 
Hungary, however, they constitute a general principle of universal application. They are, moreover, 
associated with a rule for determining the share in the total profits of the enterprise which appertains 
to transactions between the Austrian establishment and the parent enterprise abroad ; and it is this 
rule which makes this clause in the treaties really effective. The other fiscal Conventions make 
no provision for minimum quotas, but retain the method of calculation based upon separate accounts. 

The rule of minimum quotas only concerns certain particularly common cases of business 
· extensions to Austria. It is, however, far from providing a complete solution to the question. 
Accordingly, the Administration has, apart from the law, devised certain methocls of procedure 
which it applies to the treatment of enterprises operating in several countries. 

Details are as follows : 

I. Selling Establishments. 

· Loca_l Establis~tments selling in z.:ational Market.- When a foreign manufacturer sells through 
an Austnan establishment goods whtch he has manufactured abroad, the law provides that at least 
one-third of the profits from these joint operations shall be liable to Austrian tax. When however 
a deal:r, through his ~ustrian establishment, sells in Austria goods which he has bought abroad, th~ 
Austnan Treasury claims tax on at least one-half of the joint profits. The rule shows that in such 
cases, Austrian law does not limit the amount taxable in Austria to the difference beh;,een the 
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wholesale .and retail price, but considers a part of the total profit as the share belonging to the 
Austrian establishment. 

The same fractions apply under the special agreements with Czechoslovakia and Hungary, 
not, however, as minimum quotas, but as the general rule. 

Local Establishments of Foreign Enterprises selling abroad. - When the local selling 
. establishment extends its operations to third countries- that is to say, when the business transacted 
in these third countries is conducted by the local establishment - these operations are taxable · 
against the establishment. 

2. Manufacturing Establishments. 

When an enterprise manufactures in Austria and sells abroad, the law prescribes that at least 
two-thirds of the joint profit is to be ascribed to the Austrian manufacturing establishment. 

The same fractions - representing the general rule and not minimum quotas - apply under 
the special agreements with Czechoslovakia. and Hungary. 

3. .Processing Establishments. 

An estimate has to be made of the share of profits corresponding to the activities of these· 
processing establishments, but the law has no special rules in regard to them. Nor ha.? experience 
evolved any generally applicable principles. The necessary determination may, however, be 
considerably facilitated by a comparison between the labour costs of the processing operations in 
Austria and the total costs of production. Even the special agreements with Czechoslovakia and 
Hungary contain no ruling on this point. 

4· Buying Establishments. 

When the owner of a business purchases Austrian goods through his Austrian establishm~nt 
with a view to selling them abroad at least, half the joint commercial profit is, as in the case quoted 
under I, ascribed to the Austrian buying establishment. The same fractions apply under the 
Austrian Conventions with Czechoslovakia and Hungary, not, however, as minimum quotas, 
but as the general rule. 

Establishments for the purchase of raw materials for manufacture abroad are subject to tax, 
but the law makes no special provision in this connection. The separate agreements with Czecho
slovakia and Hungary make no mention of these establishments, but they contain a clause to the 
effect that the usual commission on business of this kind must be ascribed to the detached 
establishment. 

5· Research or Statistical Establishments, Display Rooms, etc. 

These establishments also are subject to taxation in Austria. There are no special provisions 
for determining the basis of assessment. The importance of an establishment of this kind may vary 

. within very wide limits; an office which appears to be a mere information bureau (Ueberwachungs
stelle) may in reality conceal the seat of management. Normally, however, such establishments 
perform purely auxiliary functions, and the amount on which tax will be assessed must correspond 
to a fair return for the duties they discharge. 

The Czechoslovak and HUngarian agreements do not mention these establishments. The 
general rule ascribing the usual trade commission as profits of the establishment can often be 
applied. 

(b) BANKING ENTERPRISES. 

Here the usual guide is the separakaccounts of the enterprise. The interest on loans granted 
by the Austrian branch must always be counted among the profits of that establishment. 

11. 3 
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The special agreements with Czechoslovakia and Hungary contain a special rule for credit 
institutions to the effect that total profits must be apportioned according to the ratio between the 
costs of personnel (salaries and wages). 

(C) INSURANCE ENTERPRISES. 

According to the law, these enterprises are taxed on the basis of their separate balance-sheets• 
The only special provisions on the subject are to be found in the agreements with Czechoslovakia 
and Hungary, according to which the total profits have to be allocated in proportion to the respective 
annual net premiums. 

(d) TRANSPORT ENTERPRISES. 

These enterprises are taxed on the basis of their separate balance-sheets. 
Only the agreements with Germany, Czechoslovakia and Hungary contain special provisions. 
According to the agreements concluded with Czechoslovakia and-Hungary, railways shall 

only be taxed at the place where the enterprise is situated, subject to the latter only operating, in 
the other State, the part of the line which extends to the first junction station, this distance not to 
exceed IS kilometres. When the line covers more than IS kilometres, it devolves on the Ministeries 
of Finance of the two contracting States to conclude special arrangements. In practice, when it is 
necessary to apportion income, the fiscal administrations take as a basis the number of kilometric 
tons transported in each country. 

Under the terms of the agreements concluded with the three countries mentioned above, the 
right of taxation, as far as the Danube navigation companies are concerned, belongs exclusively to 
the State in which the head office of the enterprise is situated. 

When other countries are involved and when no separate balance-sheets exist, the fiscal 
authorities tax the Danube nayigation companies in accordance with an apportionment of the total 
income on the basis of the number of kilometric tons carried. 

(e) POWER, LIGHT AND GAS ENTERPRISES. 

In so far as apportionment is practicable in the case of such enterprises, the tax authorities 
apply the general provisions of the law (separate balance-sheets). 

(f)' TELEGRAPH AND TELEPHON_E ENTERPniSES. 

The State, in virtue of its sovereign power, reserves to itself the operation of such enterprises. 
There is therefore no question of their being carried on both in Austria and abroad. 

(g) MINING ENTERPRISES. 

In so far as apportionment is practicable here, the tax authorities apply the general provisions 
of the law (separate balance-sheets). 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

I. GENERAL METHODS OF ALLOCATION. 

As already mentioned (pages 2S and 26), the taxation of national enterprises with establishments 
abroad is subject, in the main, to the same rules as the taxation of Austrian establishments of a foreign 
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enterprise. In o~der, however, that the profits of a foreign establishment may be immune from 
taxation in Austria, they must, in the absence of treaty provisions to the contrary, be liable to tax 
abroad (see above, Part II, B). 

The rules mentioned under A pages 27 and seq. in this part of the report, for determining 
the Austrian share of the joints operations of Austrian and foreign establishments, apply here 
in exactly the same way. Thus the minimum quota to be ascribed to Austria is half the income 
from these joint activities in the two following cases : (i) when an Austrian enterprise subject to 
company-tax buys goods in Austria and sells them abroad; (ii) when the same enterprise buys 
goods abroad through its foreign establishment and sells them in Austria. When the Austrian 
enterprise manufactures goods in Austria and sells them abroad, at least two-thirds of the total 
profits are subject to tax in Austria. 

II. ALLOCATION OF PROFITS TO REAL CENTRE OF MANAGEMENT WITHIN THE COUNTRY. 

The rules in this case differ from those governing the taxation of foreign enterprises operating 
in Austria. The law lays down that, as regards all Austrian enterprises whose activities extend 
to foreign countries, a minimum share of total profits shall be liable to Austrian tax. The quota 
varies according to the tax to which the enterprise is assessable. In the case of enterprises assessable 
to the general profits tax (see Part I, No. 2, page 15), at least one-quarter of the total net profit 
must be regarded as earned in Austria ; in the case of enterprises subject to company-tax, at least 
one-tenth of the total profits of the whole enterprise is liable to tax in Austria. 

The minimum quota thus ascribed to the seat of management is calculated differently from 
the quotas previously mentioned. It is based upon the total income of the enterprise and not upon 
the partial receipts from certain specific transactions between the seat of management and the 
branch establishment. 

This rule is based upon the view that the national enterprise, even when its operations are 
mainly foreign, nevertheless enjoys the same protection and advantages as an enterprise operating 
exclusively in Austria and liable to Austrian taxation only. It often happens that large export 
firms, which very likely have special need of this protection, pay quite insignificant taxes. For 
this reason, a minimum fraction of total profits is secured to the country of origin. 

The fiscal conventions prescribe no minimum quota of this kind in favour of the central seat. 
The agreement with Hungary alone provides for one in the case of enterprises liable to company
tax. 
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Appendix to Sections A and B. 

SPECIAL RULES LAID DOWN BY THE AGREEMENTS CONCLUDED WITH CZECHOSLOVAKIA AND HuN'GARY 
REGARDING ALLOCATION OF PROFITS. 

The methods of taxation described under A and B above have undergone certain treaty 
modifications. In all the treaties concluded by Austria, it is an accepted principle that the 
contracting States shall only tax enterprises within the limits of business done in the country itself. 
This means that, in principle, the contracting parties waive their right, under their own domestic 
law, to assess on a certain minimum fraction of total profits, whether in respect of the seat of the 
enterprise or of the separate establishments. (The fiscal treaty with Hungary, by way of exception, 
applies such minimum (Sitzquote) to the seat of enterprises liable to the company tax.) There is, 
however, nothing in the treaties which definitely settles how the profits assessable in the different 
countries according to the activities of the different establishments are to be determined. In this 
matter, therefore, there is nnfortnnately little improvement on the normal provisions of Austrian 
law. On this account, most of the Conventions provide for the conclusion of special allocation -
agreements which shall secure a uniform method of determining profits in both countries. The 
only agreements of this kind concluded so far are those between Austria on the one hand, and 
Czechoslovakia and Hnngary on the other. 

These agreements constitute for the conntries concerned a new departure, although the 
arrangements in force between Austria and Hungary in the days of the old Austro-Hungarian 
monarchy (Agreement for the Avoidance of Double Taxation, Imperial Law Gazette, No. 278, 1907) 
constituted, to some extent, a precedent. According to those arrangements, the profits to be 

-ascribed to the separate establishments of credit and insurance companies were determined by 
the fiscal authorities of the conntry in which the enterprise had its centre of management, and 
in accordance with the laws of that conntry. The figure as thus determined was then binding, for 
purposes of taxation, in the other conntry. This meant that the conntry in which the branch 
establishment was situated had indirectly to submit to the legislation of the other, a.1d an 
administrative decision of the one State had immediate legal effect in the other State - a position 
incompatible with the full autonomy of two independent States and therefore not suitable for 
insertion wit!lout modification in the new post-war agreemer:tts. The agreements with Czechoslovakia 
and Hungary establish a system which avoids all encroachments by one national authority upon 
the administrative acts of the other, and, in principle, excludes overlapping between the two fiscal 
administrations. The fraction of total profits to be taken as the basis by each administration is 
fixed by agreement between the two Governments, but the -determination of that total rests with 
the authorities of each State, though the two administrations give each other a large measure of 
mutual assistance. The system is perhaps of sufficient interest to merit more detailed descriJ?tion. 

It was first introduced in relation with Czechoslovakia. As the result of the close economic 
relations between that conntry and Austria, dating back to their former existence as one State, 
many enterprises still maintain establishments in both conntries, establishments having very close 
connections both on the technical and the commercial sides. And this has made it especially difficult 
to work out the acconnts of the separate establishments in a manner to meet fiscal requirements. 
Allocation agreements were therefore felt as a particularly urgent need. They were concluded 
simultaneously with the fiscal treaty and were promulgated by Austria in the Decree of the Federal 
Minister for Finance, Federal Law Gazette, No.3, 1923, and were completed at a later date by further 
arrangements concerning special allocation scales for credit and insurance institution? and the 
procedure adopted for the assessment of enterprises having establishments in both States (Decree 
of Federal Minister for Finance, Federal Law Gazette, No. 187, 1929). · 
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The fiscal treaty with Hungary (Federal Law Gazette, No. 437, 1924) was similarly supplemented 
by .special agreements (Decree of Federal Minister of Finance, Federal Law Gazette, No. 439, 1924), 
which were subsequently completed by administrative regulation~ (Decree of Federal Minister of 
Finance, Federal Law Gazette, No. 35, 1930). These special regulations were closely modelled on 
the arrangements made with Czechoslovakia. 

Sphere of Application of the Allocation Provisions. 

The arrangements apply to the taxation of profit-seeking enterprises mairitaining establishments 
in Austria and in Czechoslovakia or, as the case may be, Hungary. The owners of these enterprises 
may be individuals or associations with or without legal entity. The establishments in the two 
countries, however,-must belong to the same owner. This is, in practice, assumed to be the case 
when the same individual or company, or two partnerships without legal entity but composed of the 
same partners, own the enterprises in each country. If operations in the home country are in the 
hands of an independent national legal entity (e.g., company by shares), even when the shares are 
held by a foreign company, identical ownership, as required for the execution of the agreements, is 
not as a rule assumed to exist. 

Further, the application of these provisions is only practically effective when the establishments 
are establishments of the same business enterprise. This, however, is not the case, if the o\vner 
operates several concerns belonging to quite different branches of industry and working quite 
independently of one another. 

Although the agreements do not expressly say so, the system is, in practice, confined to 
undertakings which keep regular books. It is sometimes doubtful whether the allocation provisions 
shall apply or not ; these cases must be settled on their merits by arrangement between the two 
countries. 

Scales of Allocation. 

In some of the most important forms of business activities (manufacturing, commercial, bank 
and insurance business), the profits to be ascribed for fiscal purposes to the separate establishments 
must be determined on the basis of schedular scales of allocation and without reference to 
the separate balance-sheets of the e:;tablishments. The basis for this determination is the total 
allocable profit of the enterprise. According to the interpretation of the agreements accepted by the 
Administrative Court, total profit means in each of the two countries total profit as determined by 
application of its own fiscal regulations (Official Collection of Judgments of the Administrative 
Tribunal : No. 13285, 1924 ; No. 13365, 1925 ; No. 14618, 1928). 

Rttles for Industry and Commerce.- The following rules of allocation were laid down, taking 
as a basis the minimum quotas used in Austrian and Czechoslovak fiscal practice : 

In the case of the sales office of a manufacturing establishment situated in the other 
country, the commercial profit assessable against the office is one-third of the total profits 
from its sales. 

If the sales office also makes purchases, its share is increased to one-half. -
If purchases are made by the establishment in one country and sales effected by the office 

in the other country, the total profit from these operations is divided equally between the two. 

The profit derived from the joint activities of the two establishments and allocable according 
to the above rules is determined from the total results of the enterprise on the basis of {he ratio of 
the joint turnover of the two establishments to the total turnover of the enterprise. 

If profits are earned exclusively by the activities of a single establishment, the amount thereof 
is ascertained from the total results on the basis of the ratio of the turnover of such activities to 
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the total turnover of the enterprise. Such profit . is then subject to no further allocation. The 
different currencies are converted at average rates of exchange fixed according to special rules. 

The above method of allocation may be illustrated by the following example : 

The owner of an enterprise has a factory and a commercial establishment in Prague and a 
commercial establishment in Vienna. The articles manufactured ;tt Prague are sold partly by the 
establishment at Prague, partly by the Vienna establishment. On the other hand, foreign products 
are bought by the Prague establishment and again are sold partly by that office, partly by the 
Vienna office. 

Total turnover of the enterprise (S) . • . • • • • • • • I,8oo,ooo Schillings 

Made up as follows : 
Sales of enterprise's own manufactures by office in Prague 

{SI) • . . . • . . . • • . • • • • • , • , . , 
Sales of enterprise's own manufactures by office in Vienna 

(S2) • • • • • • • • . • • • • . . . • . 
Sales of foreign products by office in Prague (S3) . 
Sales of foreign products by office in Vienna (S4) . . 

soo,ooo Schillings 

8oo,ooo Schillings 
300,000 Schillings 
200,000 Schillings 

Total profit (T) determined according to the fiscal 
regulations . . . . . • • • • • • • • . • 270,000 Schillings 

Calculation from Point of View of the Austrian Fiscal Administration. 

Total profit: 

I. From manufacture : 
s T 
S2=~· 

S2T 8oo,ooo x 27o,ooo S hillin' 
x= -s = 8 = I2o,ooo c gs - I, 00,000 
of which I/3 goes to Vienna = 40,000 Schillings 

2/3 go to Prague = 8o,ooo Schillings 

2. From purely commercial business : ~ = !. 
S4 X 

S4T 2oo,ooo X 270,000 S hill. . . 
x = -S = 8 = 3o,ooo c mgs I, 00,000 
of which % goes to Vienna = I5,ooo Schillings 

% goes to Prague = I5,ooo Schillings 

Exclusively Czechoslovak pro fit: 

= total profit less joint profit, that is : 
270,000 Schillings-(I2o,ooo Schillings+3o,ooo Schillings) = I2o,ooo Schillings 
• . . total Prague profit = I2o,ooo Schillings . 

Allocation of total profit between Vienna and Prague: 

' Vienna profit = 4o,ooo Schillings+Is,ooo Schillings • • • • • • • • = 
Prague profit= 8o,ooo Schillings+IS,ooo Schillings+I2o,ooo Schillings= 

Total profit : 

ss.ooo Schillings 
2I5,ooo Schillings 
270,000 Schillings 
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Rules for Banks and for Insurance Companies.- In the case of branches of banks, that proportion 
of the total profits of the enterprise is allocated to the branch which corresponds to the ratio between 
the personnel charges of the branch and the personnel charges of the whole enterprise. 

In the case of branches of insurance companies, allocation is made according to the ratio between 
the annual net premiums (less returned premiums or bonuses) paid to the branch and the total 
net premiums of the enterprise. 

Rules for Other Kinds of Enterprises. - If a branch (in other than the above-mentioned cases) 
acts on behalf of a branch situated in the other country - such acts contributing towards the 
total results of the enterprise (e.g., an information office) - the profit from those activities is 
deemed by the State where they are exercised to be the customary business commission. 

This rule, however, does . not meet every case, so that the agreement, despite its 
detailed character, is incomplete. Its completion depends upon future developments. 

Exceptions. - Profits are, in principle, allocated according to the scales agreed upon. The 
agreements, however, provide for the following exceptions : 

. ' 

The fiscal authorities of each country may agree to allocate according to the closed accounts, 
if allocation on this basis gives substantially the same results as are to be expected 
from allocation according to the above scales. 

If the scales of allocation are obviously at variance with the actual results of operations, 
the fiscal administrations may, in a particular case, agree upon another principle of allocation 
after first hearing the views of the taxpayer. 

Procedure for applying the Rules of Allocation. 

Under the agreements concluded "'ith Czechoslovakia and Hungary, the fiscal authorities have 
to follow a special procedure in the assessment of profits allocated as above. 

In order that the principles and scales of allocation may be as uniform as possible, it is laid 
down that the fiscal authorities responsible for assessment in each country must communicate to 
each other the necessary fiscal data and furnish each other with any necessary legal assistance. 

The procedure of assessment is as follows : the authorities in the country which proceed 
first to the assessment send the fiscal data to the authorities of the other State, which does not 
begin assessing until it has received these data. · 

In the case of enterprise!' subject to the company tax, assessment begins with the authorities of 
the State in which the enterprise has its seat of management; in the case of enterprises liable to 
the general tax on profits, with the authorities of the State in whose territory the central accountancy 
is kept, or, if there is none, with the authorities of the State in which the owner of the enterprise 
resides. If this rule fails - if, for instance, the members of a partnership ( olfene H andelsgesellschajt) 
keeping no accounts reside in different countries - the question which authority shall assess first 
is a matter for agreement between the two Ministers of Finance. 

Definite time-limits are fixed to prevent undesirable delays in these assessments. The 
authorities assessing first have to communicate direct to the assessment authorities of the other 
State, within six months of the expiry of the time-limit, the figures they have elicited as representing 
total profit and the separate profit of the individual establishments, the figures upon which tax is 
levied, the total turnover of the enterprise and the separate turnovers of establishments. In practice, 
this is generally effected by communication of the whole assessment material. The same data have 
to be communicated if there are any subsequent changes in the basis of the tax. 

The assessment authorities of the other State have to issue the assessment notice for the fiscal 
period to which the communicated data refer within three months of the rece~pt of 
that communication. Any corrections of data communicated must likewise be notified to the 
authorities of the other State. ' 
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· If these communications are not sufficient special investigations can be set on foot in the form 
of legal assistance in the forms generally agre~d upon (Treaty on Legal Protection and Assistance 
in Fiscal Matters, Federal Law Gazette, No. 81, 1929). 

If requested, the authorities assessing first must extend the tTI:te-limit for appeagng aga_inst a 
decision given on the basis of its allocation to thirty days from the Issue of the demand note m the 
other State. This prevents an allocation accepted in one State from acquiring legal force before a 
decision has been given in the other State. . 

Should the assessment authorities fail to observe the time-limits fixed for assessment, the 
authorities of the other State need wait no longer before setting in motion their own assessment. 

Practical Operation of System. 

The agreements, which have been in force since 1923 in relations with Czechoslovakia, and 
since 1925 in relations with Hungary, have worked smoothly. The system has only taken real 
root since the introduction in 1929 of arrangements for legal assistance between the assessment 
authorities. It is only since data have been reciprocally exchanged that the assessment authorities 
have been able to obtain the material necessary for determining total profits and to fix the allocation 
scales in the two States on uniform lines. 

Allocation according to the particular system usually takes place without regard to whether 
there are any special accounts or not.. This obviates difficulties of checking, and the necessity, 
which often arises, of correcting· the prices at which goods are invoiced as between separate 
establishments. · 

.This method of allocation, as is inevitable under any method of averages, deliberately sacrifices 
individual accuracy. It is based on the fiction that similar activities in different establishments 
earn equal profits, although, as a matter of fact, commercial business in one State may be much 
more lucrative than in the other. 

Nor are the scales of allocation graduated according to the different kinds of enterprise ; they 
assume, therefore, that in all branches of industry the separate stages (manufacture and commerce) 
occupy the same relation to final results, though this is by no means necessarily the case. For 
instance, this relation may be different in the meta\ industries from what it is in textile manufacturing, 
and different for trade in home-produced semi-finished manufactures from what it is in the trade in 
home-produced finished goods. · 

As a.li:eady mentioned, the total allocable profit is determined by each State according to its 
fiscal regulations. Even though the authorities in the two countries may fix the total profits at a 
different figure, the fact that, under the treaty arrangements, the several percentages add up to a 
hundred makes it impossible for the enterprise to be taxed in the different countries on more than 
its total profits. Where the fiscal regulations of the contracting States materially differ, real 
difficulties arise. Of these, the following are worthy of mention in relation to Czechoslovakia : 

(a) Whereas, in the case of profit-making companies with separate legal entity, the company
tax is in Austria added to net profits as shown by the balance-sheet, in Czechoslovakia the special 
profits tax levied upon these enterprises is a deductible item. Hence the basis of allocation, even 
though the same material is used, is different in the two States, and the allocation quota adopted 
by the Austrian assessment authorities for purposes of Austrian tax is numerically larger tharr the 
quota arrived at in Czechoslovakia. This does not, however, constitute double taxation, but only 
means that the basis of taxation is determined more strictly under the laws of the one country than 
under those of the other. This, however, only affects the taxable quota of the country where the 
rules are stricter. Just as in the case of a wholly Austrian enterprise the whole of its profits are 
assessed on this stricter scale, so in the case of an enterprise half Austrian only half the profits are 
- quite rightly - so assessed. · 
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Incidentally, the difference here referred to does not mean that the Austrian tax is higher, for 
the deduction of tax from profits allowed in Czechoslovakia is counter-balanced by a higher tax 
rate, while in Austria the addition of the tax to net profits is compensated by a lower rate. 

(b) The ascertainment of total profits requires that, before allocation, all elements contributing 
to the business profits (items in the balance-sheet) must be estimated for fiscal purposes. The 
result of this is that even items which may be posted to accounts as a special fiscal privilege applying 
exclusively to operations within the country (~.g., extraordinary depreciation of investments) can 
only be given consideration, in the State which grants this privilege, up to the amount corresponding 
to the allocation quota. If these extraordinary items are not posted to accounts in the other country 
the taxpayer may suffer hardship, which special inter-State agreements endeavour to mitigate. 

C. HOLDING COMPANIES. 

I. AUSTRIAN HOLDING COMPANY CONTROLLING ONE OR MORE FOREIGN 
SUBSIDIARY COMPANIES. 

Austrian holding companies possessing in their portfolio shares of other companies, whether 
foreign or Austrian, are liable to taxation on their total income, whiCh includes the distributions of 
their various subsidiary companies. However, only a fifth of the earnings distributed by subsidiary 
companies need be included in the taxable. total; providing that at least one-fifth of one subsidiary 
company's shares is owned by the others. Further, there are certain provisions as regards the 
duration of the holding, and it is required that the subsidiary companies shall be engaged in the same 
branch of industry or commerce. 

II. LOCAL SUBSIDIARY COMPANY CONTROLLED BY A FOREIGN HOLDING 
' COMPANY. 

The extent to which such subsidiary companies can be regarded as establishments of the foreign 
parent was explained in Part III, A and B. 
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Annex. 

TARIFF OF :fAXES. 

I. INCOME TAX. 1 

A. Income not exceeding I4,400 Schillings. 

Amount of income in schillings 
Exceeding Not exceeding 

I,400 
3.40I 
5,30I 
7,20I 

I0,20I 

3,400 
5,300 
7,200 

I0,200 
I4,400 

Percentage applicable 
to the total income 

I.I 
2.2 

3·3 
4·0 
4·4 

B. Income exceeding I4,400 Schillings. 

Slice of income in schillings 

From I to I4,400 schillings 
For the following slice of 4,8oo. 
For the following slice of 4,8oo. 
For the following slice of 6,ooo. 
For the following slice of 6,ooo. 
For the following slice of I2,ooo. 
For the following slice of I2,ooo. 
For the following slice of 6o,ooo. 
For the following slice of 6o,ooo. 
For the following slice of 6o,ooo. 
For all further amounts • • . • 

II. GENERAL PROFITS TAX. ll 

A. Taxpayers of the First Group. 

Amount of income in schillings 

Not exceeding 4,8oo. 
Not exceeding 6,ooo. 
Not exceeding 7,200. 
In excess of this sum 

Percentage applicable 
to each slice of income 

4·4 
6 
8 

II 
I4 
I8 
22 
27 
32 
38 
45 

Percentage applicable 
to the total taxable income · 

I 

2 

3 
4 

1 Paragraph 172 of the Law on Personal Taxes, Fetkra .. l Legal Bulletin, No. 307, 19~, t~gether with 
amendments. 

1 Paragraph 10 of the Law on Personaf Taxes. 
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B. Taxpaym of the Second Group. 

Amount of income in schillings 

Not exceeding 10,8oo 
Not exceeding 14.400 
Not exceeding 18,ooo 
In excess of that sum 

. . . ' 

C. Minimum Rate. 

Percentage rate of tax applicable 
to the total taxable income 

5 
6 
7 
7·5 

43 

If the net income does not exceed the income tax minimum limit, the general profits tax is 
fixed at 10 schillings. In the case of registered firms (Protokollierte Firmen), the tax is at least 
1.8 per mille of the net assets and in no case less than 420 schillings. 

III. TAX ON SALARIES. 1 -

Amount of taxable income in schillings 
Exceeding Not exceeding 

3,000 
4,8oo 
g,ooo 

14.400 
19,200 
24,000 
30,000 
45,000 
60,000 
8o,ooo 

4,8oo 
g,ooo 

14,400 
19,200 
24,000 
30,000 
45,000 
6o,ooo 
8o,ooo 

IV. ·CoMPANY TAX. 2 

Percentage applicable to the total 
amount of the taxable sum 

1.1 
1.65 
2.2 
2.5 
3 
4 
5 
6 
7·5 

10 

A. Companies not subject to a Special Regime. 

Normal rate: Twenty-five per cent of the taxable income. 

Minimum rate : 

For companies other than insurance companie~ by shares ; 3.6 per mille of paid up 
capital. . · 

For insurance companies by shares ; 3.6 per mille of the total net annual premiums, 
less premiums refunded bonuses. 

In those two cases, the minimum tax may not be less than 420 schillings. 

For mutual insurance companies ; 3.6 per mille of the total net annual premiums, 
without any fixed minimum amount. 

• Pamgraph 41 of the'Law on Personal Taxes. 
• Paragraph 1oo of the Law on Personal Taxes. 
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B. Savings Banks. 

Ta.xable income in schillings 

Not exceeding ro,ooo ·. · .. 
Between ro,ooo and 30,000 . 
Over 30,000 ...... . 

Percentage rate applicable 
to the total income 

IO 

17·5 
25 

C. Agricultural, Producers' Co-operatives, Building Associations. 

Amount of tax on income in schillings 

r to r,5oo. 
r,5oo to 3,ooo. 
3,oor to 4,500. 
4,501 and over 

Percentage rate of tax 
applicable to the total income 

Nil 
8 

IO 
12 

D. Consumers' Co-operatives selling retail Foodstttffs and Household Commodities. 

Twelve per cent of the taxable income irrespective of the size of such income ; an amount 
equal to one per cent of the turnover is, however, deducted from the taxable basis. 

E. Foreign Companies which are only taxed on their Income from Real Estate in Austria or participation 
in Austrian Profit-seeking Enterprises. 

Fifteen per cent of the net income. 

V. TAx oN CAPITAL YmLo.t 

A. When collected at the Source. 

r. On the taxable income with the exception of the income mentioned under 2 to 4 . 
2. Farm rents, land charges, yield of the lease of hunting-rights . • • :. • • • • 
3· Interest on bonds and certificates issued by the Lander, circles, communes, 

between January rst, 1898, and December 31st, 1923; interest on bonds issued by the 
German Central Savings Bank ; interest on mortgage bonds and bonds issued by the -
Austrian credit institute for enterprises of public works or public utilities ; and on 
interest on deposits with savings banks and mortgage banks . . . . . . . . . • • . 

4· Interest on savings deposited with co-operatives exempt from company tax 
or enjoying privileged treatment in respect thereof; interest on mortgages and loans 
guaranteed by mortgage banks ; interests on scrips issued by savings banks • . • • • 

B. ·when collected by Direct Payment: 

r. Farms rents, land charges and yield of the lease of hunting rights. 
2. Other income . . . • . . . . . . . 

1 Paragraph 131 of the Law on Personal Taxes. 

Percentage 

IO 

I5 

5 

3 

rs 
IO 



BELGIUM 
BY 

RENE LEFEBURE, 
Deputy-Director at the Ministry of Finance. 

CONTENTS. 
Page 

Part[.- GENERAL DESCRIPTION OF SCHEDULAR AND COMPLEMENTARY INCOME-TAX SYSTEM. 49 

I. Tax on Income from Land and Buildings (Real Property Tax) : 
I and 2. Taxpayers and Taxable Income • 

Exemptions . . . . . . • • • . . • • . . . . . 
3· Assessment of Tax : 

(a) Computation of Taxable Income and Abatements 
(b) Computation of Tax and Deductions . 

4· Collection of Tax . . . • • . . 

II. Tax on Income from Movable Capital 
I. Taxpayers ..•.•.... 
2. Taxable Income • • • . . . . 

Income from Colonial.Enterprises 
3· Assessment of Tax . . 
4· Collection of Tax . : . 

III. Tax on Professional Income 
I. Taxpayers • . . . • • • 

Colonial Companies • 
National Enterprises operating abroad 

,, . 

Foreign Enterprises deriving Income from Belgian Sources. 
Foreign Shipping Companies ._ 

2. Taxable Income . • • . . • • • . • . 

3· Assessment of Tax : 
(a) Computation of Taxable Income : 

General Rules . . . . . . . . . . . . . • . . . . • 
National Enterprises operating abroad . . • • . • • . . • 
Foreign Enterprises deriving Income from Belgian Sources . 

(b) Computation of Tax and Deductions . . . • • • • . • . . 

4· Collection of Tax : 
(a) By Direct Payment 
(b) By Deduction at the Source . 

so 
so 

SI 
SI 
52 

52 
52 
52 
54 
54 
54 

55 
55 
55 
56 
56 
57 
57 

59 
6o 
6o 
6I 



IV. Complementary Personal Tax 

I. Taxpayers. • • • . 
2. Basis of Taxation . • . 

3· Assessment of Tax : 

CONTENTS . 

(a) Computation of Taxable Basis and Abatements • 
(b) Computation of Tax and Deductions 

4· Collection of Tax . . • . . • . . • . . . • . . . . . 

Part II. - METHODS OF TAXING FOREIGN AND NATIONAL ENTERPRISES : 

A. Foreign Enterprises : 

I. Definitions and General Principles 
2. Taxation of Certain Kinds of Income : 

65 
66 
67 

68 

(a) Dividends • • . . . . . • • . . • . • . . . . . . • . . . . . • 6g 
(b) Interest • • • • . • • • • . . • . . . . • • . • . . . • . • . . . 6g 
(c) Royalties for Use of Patents and Copyrights and Other Forms of Personal 

Property . • . . . . · . . . • • • . . . . . . . . . . . . . 6g 
(rl) Rents from Real Estate, Mining Royalties and Similar Income . . . • 70 
(e) Gain derived from the Purchase and Sale of Real Estate, Personal 

Property and Securities. 7I 
(f) Salaries, Wages, etc. . . . . . • . . • . • • . . . 7I 
(g) Income from a Trust . . • • . . . • . • • • . . . 72 
(h) Income from the Carrying-on of a Business or Industry. 72 · 

B. National Enterprises • • • • • • • • • • • • • • • • 73 
Taxation of Certain Kinds of Income : 

(a) Dividends . • • . . • • • • • . • • • • 73 
(b) Interest • • • • . . • • • • • • • • • . 73 
(c) to (h) Income other than Dividends and Interest • 73 

G. Treaty Provisions : 
I. General Remarks • • . • . • • . . 

Definition of Fiscal Domicile . • , • . 
2. Taxation of Certain Kinds of Income : 

(a) Dividends • . • • • • 
(b) Interests • • • • • • • • • • 
(c) Copyrights, Royalties ••• ; • 
(rl) Rents from Real Estate, Mining Royalties and Similar Income . 
(e) Salaries and Wages • • . • . • • • • . • • • • • • • • . 
(/) Income from the Carrying-on of a Business or Industry : 

National Enterprises operating abroad • • • • • • . • • 
Foreign Enterprises deriving Income from Belgian Sources . 

3· Provisions relating to the Complementary Personal Tax •••••• 

74 
74 

74 
75 
75 
75 
76 

76 
76 

77 



CONTENTS 

Part Ill~- METHODS OF ALLOCATING TAXABLE INCOME:' 

A. Foreign Enterprises with Local Branches or Subsidiaries : 

I. General Questions and Methods of Apportionment • 

(a) Book-keeping and Accounting Requirements • 

(b) Methods of Allocation : 

47 

Page 

I. Method of Separate Accounting . 79 
2. Empirical Methods • • • • • • • 79 
3· Method of Fractional Apportionment . 8o 

4· Requirements for Selection of Methods and Relative Value of 
the Various Methods • . . . . • . • . . . . • • • • 8o 

(c) Apportionment of Profits between Branch and Parent Enterprise : 

I. Apportionment of Gross Profit of Local Branch to Real 
Centre of Management abroad • • . . . . • . . • . • 8I 

2. Apportionment of Expenses of. Real Centre of Management to 
Branch: 
Interest Charges • . . . . . . • • • • . . • • • • • 8 I 
General Overhead . . . . . . • • · • . • . • . • • • 8I 

3· Apportionment of Net Profit of Branch to Deficitary Parent 
and vice versa • • • • • • • • . • • • • • • • • 8 I 

(d) Apportionment between Parent Enterprise and Subsidiaries . 82 

II. Application of the Methods of Allocation in Specific Cases : 

(a) Industrial and Commercial Enterprises : 

I. Selling Establishments • • • • • • • • • • • 82 
2 and 3· Manufacturing and Pr~cessing Establishments • 82 
4· Buying Establishments . • • . . • • • • • • • • • 82 
5· Research or Statistical Establishments, Display Rooms, etc. • 83 

(b) Banking Enterprises • 83 
(c) Insurance Enterprises . • . . . • 83 
(d) Transport Enterprises • • • • • • 83 
(e) Power, Light and Gas Enterprises. • 84 
(f) Telegraph and Telephone Enterprises • B4 
(g) Mining Enterprises . • • • • . • • • 84 
(h) Any Other Kind of Enterprise requiring Special Treatment • 84 

B. National Enterprises with Branches or Subsidiaries abroad : 
I. General Methods of Allocation . • . . . ~ • . . . . • . • · • • • . 84 

II. Allocation of Profits to Real Centre of Management within the Country • 84 



CONTENTS 

Page 

C. Holding Companies : 
I. National Holding Company controlling One or More [Foreign Subsidiary 84 

II. Local Subsidiary controlled by a Foreign Holding Company • 85 

D. 'Treaty Provisions : 
I.· National Enterprises operating abroad . . . • • • • • • 
II. Foreign Enterprises deriving Income from Belgian Sources . 

ANNEX. -Table of Tariffs . . , • • . • . . • . . . • • . . . . • . 

85 
85 

86 



BELGIUM (1) 

PART I. - GENERAL DESCRIPTION OF SCHEDULAR 
AND COMPLEMENTARY INCOME-TAX SYSTEM.1 

49 

The system of schedular taxes on incomes was introduced in Belgium after the war 2 and has 
since constituted one of the chief sources of budget revenue. Out of an estimated total of more 
than 3 billions of francs for direct taxes, in the· ways-and-means budget for 1933, schedular taxes 
account for approximately 1.7 billions, or 57 per cent. They amount to rg per cent of the total 
fiscal revenue of the country in the same year (direct taxes, Customs and excise, registration). 

The Jaws concerning schedular taxes on income establish the territorial character of the tax in 
respect both of incomes and persons. All income produced or received in Belgium is subject to 
schedular taxation, regardless of the domicile or nationality of the beneficiaries ; on the other hand, 
persons domiciled or resident in Belgium are also taxed on income produced or received abroad. 
This twofold characteristic is expressed as follows in Article 2 of the co-ordinated laws 2 : 

" Tax is levied upon : 
" (r) The income from all real or personal property produced or received in Belgium, even 

if the beneficiary is not domiciled or resident in the country ; _ 
" (2) The income of persons domiciled or resident in Belgium, even if such income is 

produced or received abroad ". 

Domicile, Residence. 

'rhe notions of domicile and residence apply to individuals as well as to companies and 
partnerships. 

An individual is domiciled in the place where his personal rights and interests have their centre 
- this is, as a rule, the place where his name is registered on the census or poll lists. It is also the 
place where he declares himself domiciled when executing a deed before a notary. 

Residence, on the other hand, is the place where a person has the habit to live actually; it is a 
material situation which results from a stay of some duration. In most cases, domicile and residence 
are identical. 

Companies and partnerships are domiciled in the place of their head office or principal 
establishment. 8 The principal establishment is the establishment where the legal entity is centred, 
where the business is directed and controlled, the profits collected and meetings of shareholders held. 
In most cases this is also the head office and, when the statutes fix another head office, the latter is 
sometimes more apparent than real. In this case, the principal establishment is the place contain~ng 
the chief factors of management or administration - i.e., the offices, especially the managmg 
offices proper, the commercial services and the central ~ccountancy. 

1 Legislation in force on April xst, 1933-
• Laws of October 29th, 1919, and August 3rd, 1920. These laws have since undergone considerable 

amendment. The result of the most recent co-ordination was published in the Belgian 11! onileur on August 23rd, 
1931. . . 

3 Article 172 of the co-ordinated laws on commercial companies. Every company whose pnnctpal 
establishment is in Belgium is subject to Belgian law, even if the company was incorporated abroad. 

ll.' 
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Companies, Partnerships. 

Under Belgian law, the term "share company" (societes par actions) applies not only to 
companies by shares (societes anonymes) and limited partnerships with share capital (societes en 
commandite par actions) established within the precise meaning of the co-ordinated laws on commercial 
companies, but also to similar companies, such as private companies '(societes a responsabilite 
limitee), without distinction of nationality, provided, however, in all cases that they have their head 
office or principal establishment in Belgium and their capital divided into shares. 

Accordingly, a share company, even if incorporated abroad, is subject to the regime governing 
similar Belgian companies, if it has its head office or principal establishment in Belgium. 

Associations, other than share companies, which have legal entity, especially partnerships 
(societes en nom collecti/ and societes en commandite simple) are also taxable in Belgium if they have 
their head office or principal administrative establishment there ; these associations are taxed as 
such on profits placed to reserve, but each partner is taxed separately on the sums allotted or 
distributed to him. · 

Foreign share companies and other foreign companies which have a branch, agency or any 
other establishment in Belgium are taxable in that country in respect of the profits resulting from 
any operations conducted by or through the said establishments. 

There are three schedular taxes 1 : 

(a) The tax on income from land and buildings ; 
(b) The tax on income from movable capital; 
(c) The tax on professional income, this term being understood in its widest sense 

{industrial, commercial and agricultural profits, miscellaneous emoluments, profits from 
the liberal professions, legal functions and offices, and any lucrative employments). 

I. TAX ON INCOME FROM LAND AND BUILDINGS. 

{Articles 4 to I3, 33, 50 {paragraph I), 5I, 59 (paragraph I, clause 2), 6I, 65, 66 to 6g, 72, 73,74 
(clause 2) of co-ordinated laws ; Articles I and 2 of the Law of July 23rd, 1932) 

1 and 2. TAXPAYERS AND TAXABLE INCOME. 

This tax, representing in 1933 about 28 per cent of the yield from schedular taxes, is 
imposed upon income from any land or buildings situated in Belgium ; it therefore does not apply 
to property owned abroad by persons domiciled or resident in Belgium. 2 

EXEMPTIONS. 

Property is exempt from this tax if it fulfils the three following conditions : if it is national 
domain land ; if it is at the same time essentially unproductive ; if it is allocated to some public or 
public utility service. 

~xemptio~ is further granted to premises or parts of premises which an owner without any 
pursmt o~ gam may ha:ve devoted to .the exercise of public worship, to education, or to 
the estabhshment of hospitals, hostels, clinics, dispensaries or similar charitable institutions. 

1 Until 1930, this system. was supplement~d by a tax on total aetna! income, called the super-tax; this was a 
personal tax and Wll;S not levt~d upon compames and partnerships. The Law of July 13th, 1930, abolished the 
super-tax an~ suJ:>shtut~d ~or 1t the complementary personal tax, based either exclusively on expenditure indices 
oro~ a COJ?-bmahon of md1ces and ce:ta~ known forms of income, or exclusively on known income (see page 64). 

The mcome from such property IS liable to personal properly tax. 
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This tax is not collected for the first ten years after a bouse is built, provided the owner can 
furnish proof that building began after December 31st, 1927, and that the house was occupied before 
January rst, 1931. 

This remission is subject to certain conditions regarding sanitation and habitablene:;s ; moreover, 
the cadastral income from these houses may not exceed certain maxima fixed according to the 
class of commune. 1 

3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME AND ABATEMENTS. 

The taxable or cadastral income (revenu cadastral) from land and buildings is determined by 
the competent authorities on the basis of an expert survey. It represents the ordinary average 
net income for one year- i.e., the gross income less the following deductions for upkeep, repairs, etc. 
- one-fifth in the case of buildings ; one-tenth in the case of land. 

The cadastral income is established by comparison with property of the same nature and similar 
yield situated in the same commune or in certain neighbouring communes selected as typical. The 
expert survey is made with due regard for the rent or for sale price and average rental value. If the 
taxpayer does not agree on the income ascribed to his property, the Administration and taxpayer 
may submit to arbitration of a third party, from :vhose decision there shall be no appeal, except on 
grounds of some material error. 

Cadastral incomes are determined for a period of ten years. 2 

I.a each commune or cadastral section of commune, a yearly revision may, however, be made of 
the cadastral income of standard types of properties (immeubles-types) of each of the two categories 
(buildihgs and lands} or of one of the two categories only. If, for a category, the average of the 
revised income is greater or less, by at least ro per cent, than the average of the income assessed 
for the current year, the cadastral income of all the parcels of the category may, by virtue of a 
Royal Decree, be reduced or increased by the same proportion as from the following year. 

Revision is effected when an explanatory request is made before July rst by the mayor or by 
a group of proprietors owning at least ro per cent of the total number of the parcels of a category 
registered in the Cadastral Record. Revision may also be made by order of the Minister of Finance. 1 

(b) COMPUTATION OF TAX AND DEDUCTIONS. 

The tax rate is fixed at 7 per cent.' The provinces and communes may levy "additional 
centimes " on the tax thus computed. 

1 The exemption of ten years does not apply to (1) houses belonging to building compauies approved by the 
National Housing and Cheap Houses Association or by the General Savings and Pensions Bank; (2) houses sold 
by these companies to individuals at a discount ; (3) houses built by persons in receipt of a Government subsidy ; 
(4) houses built with war compensation or fire-insurance payments and country houses, holiday residences or 
preinises for the sale of alcoholic beverages. 

• The cadastral authorities are at present engaged in revising the survey of lands and buildings and it was 
originally intended that the income resulting therefrom should only be applicable for a period of five years. Article I 
of the Law of July 23rd, 1932, has, however, deferred the beginning of the new decennial period until January 1st, 
1941. 

3 Article 1 of the Law of July 23rd, 1932 (Moniteur of July 31st, 1932). 
• As a transitional measure during the years 1932 and 1933, the tax will be collected at the rate of 8 per cent 

on the cadastral income of lands in accordance with the existing situation on January Ist, 1930 (Article 2 of the 
Law of July 23rd, 1932) ; with regard to workshops, factories and, in general, buildings used for industrial :purposes, 
the rate is raised during the same years to 9 per cent of the cadastral income which was used as a bas1s for the 
real property tax in 1931. 
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Reductions. 1 

Reductions of tax are allowed, on request, to heads of families numbering at least three children; 
this reduction amounts to 7 per cent for each child dependent upon the taxpayer on January Istof 
the fiscal year, but it may not exceed 200 francs per ch~d. . . . . 

Further, seriously disabled ex-servicemen may obtam a reduction of one-fifth of the tax lev1ed 
on the house or part of the house they are occupying. . . . . · 

Finally, a reduction of one-quarter is allowed, on request and under certam specified conditwns, 
in respect of houses occupied solely by the owner. 2 • 

An exemption or reduction of this tax may also be granted in proportion to the difference 
between the cadastral income of buildings and the actual income derived from them during the 
fiscal year, provided this difference amounts to at least 10 per cent of the real ani;J-ual income. 

4· COLLECTION OF TAX. 

The tax is paid direct by the taxpayers concerned within two months 3 of · receiving the 
assessment notice. On request of the assessee, the tax may be charged to the tenants of the taxable 
property, on payment of a two francs fee for each extra notice sent out. In default of payment 
within the prescribed time-limit, the Treasury is entitled to interest on the sum due at 6 per cent 
per annum. 

II. TAX ON INCOME FROM MOVABLE CAPITAL. 
(Articles 14 to 24, 34, so (paragraphs 2 and 3), 51 to 59, 61 (paragraphs3and5),62 to8oof co-ordinated 

laws.) 

The tax on income from movable capita.I makes up the second schedule. In 1933, it yielded 
almost 37 per cent of the yield from schedular taxation. 

I. TAXPAYERS. 

This tax is an impersonal tax payable irrespective of the status, nationality and social or 
family circumstances of the individual, partnership or company that pays or receives income in 
Belgium. It is imposed upon all income from personal property- except such as is expressly 
exempted by special provisions enacted in the public interest - whenever that income actually 
materialises. Nevertheless, although the tax is applied without discrimination to all personal 
income and even to income from real property received abroad, its rate differs substantially 
according to the kind and origin of the income. 

2. TAXABLE INCOME. 

. This ta:c is levied upon. dividends, inter.es.t, annuities, and upon all other products of 
mvested cap1~~ of whatever kmd.. These are divided into four main categories. 

The tax ISm the first place on mcome from shares of all kinds (actidns or parts), bonds or other 

1 
<:Iaims must be submitted to _the Directors of Taxes before October 31st of the year foiJowing the fiscal year, 

otherwxse they lapse ; but the penod must not be less than six months from the date of the assessment notice 
or demand note. 

• 
1 

_The cadastral incom~ from these houses may not exceed 1,500 francs in communes with less than 5,ooo 
mhabttants ; 2,oo? fra~cs m communes between 5,ooo and 3o,ooo inhabitants ; 3,000 francs in communes with 
3o,ooo and more mhab1tants ; these houses must be the occupants' only house property and they may not be 
used for the sale of alcohol. 

1 
This time-limit is redu~d to one month in connection with taxes relating to 1932 and previous years (Law 

of December 3oth, 1932, Arbclc 2). 



BELGIUM (1) 53 

loans payable by commercial or non-commercial share companies having their head office or principal 
administrative establishment in Belgium. 

Income from shares of all kinds includes dividends, interest, partners' shares, founder 
shares and all other profits distributed in any form and for any consideration whatsoever, 
also total or partial repayments of a company's capital as the result of profits. 

If the company is wound up in consequence of liquidation or for some other reason, the 
tax is based on the total'amount distributed in cash, bonds or otherwise,· after deducting 
fully paid-up capital remaining to be refunded. 

This capital is, if necessary, multiplied by a co-efficient fixed by Royal Decree, 1 account 
being taken of the average rate of exchange in the year of payment. 

When a company is dissolved without any distribution, the tax is payable on the real · 
value of the company's property, subject to deduction as above. 

This tax, however, will not be collected from share companies which are liquidated by 
way of merger before July Ist, 1935. 2 

The second category of income assessable to personal property tax includes inc<>tne from bonds 
issued by the State, provinces and communes and other public institutions or bodies, except as 
exempted by special legal provisions. 3 

The third category of income liable to personal property tax is made up as follows : 

(1) Capital invested in any commercial, industrial or agricultural, concern, operated 
otherwise than by the companies in the first category, and excluding capital invested either by 
an owner in his own business or by managing partners in partnerships having legal entity. 

The collection of personal property tax is therefore limited to the income- from capital 
invested in any commercial, industrial or agricultural enterprise by non-active partners, especially 
sleeping partners, who only contribute funds, securities or property, even though they may 
intervene from time to time as legal or technical advisers, etc., to the association. 

(2) All loans and debts to the charge of individuals and companies other than 
share companies, resident or domiciled in Belgium. 

· The income from debts and loans iL.cludes income : 
I 

(a) From any debts owing by Belgian companies other than share companies ; 
(b) Of individuals, groups, or de facto associations engaged in industry, trade or any 

kind of enterprise in Belgium ; 
(c) Of foreign share companies having an establishment in the country. 

. (3) Sums of money deposited in Belgium with banks, exchange, credit, deposit or savings 
institutions, or with bankers, notaries, business agents or other depositaries. 

The tax is payable on the income from these deposits whoever the depositaries may be, 
and irrespective of the domicile or residence of the depositor and of theJluration and nature of 
the deposit (guarantee, surety, or consignment). 

Nevertheless, debts or deposits of a professional character are exempt, if it is duly shown 
that the interest thereon is included in the accounts of the beneficiary enterprises situated in 
Belgiilm (Article l8, last clause of co-ordinated laws). 

. The fourth category includes income from foreign debentures and securities, foreign debts, 
cashed or received in Belgium by any person whatever or cashed or received abroad by individuals 
or legal entities domiciled or resident in Belgium. 

1 Royal Decree of September 5th, 1930 (Monileul' of September 14th, 1930). 
• Article 4 of the Law of July 23rd, 1932 ( MoniteuY of August 7th, 1932). 
3 These provisions were voted in order to encourage investment in certain national loans. 
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Under certain conditions fixed by the Minister of Finance, the tax is not payable on income 
from foreign securities deposited in Belgium by individuals or legal entities having in Belgium 
no domicile, residence or establishment. 

The tax also applies to the yield from the lease, use and concession of any personal 
property and to income from real property situated abroad. 

· Income from Colonial Enterprises. 

The Law of June zrst, 1927, created a special regime in favour of enterprises operating in the 
Belgian Congo. · 

In principle, enterprises- whether they have or not the form of companies -which have their 
· head office or principal administrative establishment in Belgium and their centres of operation in 

the colony, arc liable to taxes on income, regardless of whether the taxable income is of Belgian or 
colonial origin. 

The tax is imposed.: (a) in the case of share companies, on the income from share and on 
profits placed to reserve or on one-twentieth of the annual net profit in the case of Congo private 
companies (societes a responsabilite limitee) ; (b) in the case of other taxable enterprises, on 
income distributed to membe~s or partners or on other income from invested capital. 

The rate of the tax is 17 per cent for the incomes enumerated above ; it is reduced to 13 per cent 
on income from bonds. 

The Colonial Treasury receives the whole of the tax on the interest on colonial loans and 
on dividends accruing to the Government of the Belgian Congo from securities in its portfolio, and 
four-fifths of the capital yield of the other taxes on securities, including the tax on income 
from bonds ; the remaining fifth goes to the Belgian State. 

3· ASSESSMENT OF TAX; 

This tax, b~ing an impersonal tax, is levied on all income without regard to the person who 
pays or receives it (see page 52) ; consequently no deduction is allowed, either from the taxable 
basis or from the amount of tax, by reason of family charges or other considerations based on the 
status, nationality or social circumstances of the person who pays or receives such income. 

If income is fixed in a foreign currency or is payable abroad, the amount is converted into 
francs at the rate of exchange at the time of payment, prior to assessment (Article 19). 

Further, any tax paid by the debtor in discharge of the beneficiary of the income is added to 
the latter, for purposes of tax assessment (Article 14, paragraph 2). 

The rate of the tax varies between 2 and 22 per cent, according to the table of tariffs (see 
Annex). 1 

4· COLLECTION OF TAX . 

. As_a ~ule, tax is collecte~ b_y deductio!l at the source. at ~he time when the income is paid. 
It ts patd mto the Treasury wtthm a fortntght of the attnbutwn or payment of the income · in 
default of payment within this time-limit, the Treasury is entitled to charge interest on the ~uin 
due at the rate of 6 p«>r cent per annum. 

The provinces and communes may only levy additional tax (centimes additionnels) on income 
from capital invested in Belgium . 

.'.Article 7 of the Law of March 23rd, 1932 (Moniteur of March 26th), establishes for 1932 and 1933 an 
add~tion~ t;ax of I? per cent of t?e ~ ~n income from personal property. However, as regards income of 
foreign ongm, received abroad, this additional tax will only be levied on the tax payable on income ascr'bed 
or made payable after April 1st, 1932. I 
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III. TAX ON PROFESSIONAL INCOME. 

(Articles 25 to 32, 35, so (paragraphs 4 and 5), 51 to 59, 61 (paragraphs 3 and 5), 62 to 8o of 
co-ordinated laws ; Article 5 of the Law of July 23rd, 1932 ; 1 Articles 7 and 8 of the Royal 
Decree of January 13th, 1933. 2) 

The tax on professional income, or professional tax, forms the third schedule. · Although, in 
1933, its yield was equal to that of the tax on income from personal property (37 per cent of all 
schedular tax yield), it is of more importance for the purposes of the present study. 

The professional tax is partly impersonal and partly personal, for, while it is imposed upon 
income whenever earned, deductions both from the taxable basis and the amount of tax depend 
upon the status of the beneficiary. 

I. TAXPAYERS. 

Professional tax is payable by all individuals or legal entities, associations without legal entity 
and de facto associations : 

(a) Who derive income in Belgium from any industrial, commercial or agricultural 
enterprise (including profits from the personal work of members of commercial or non-commercial 
companies having a legal entity separate from that of the members), or profits of any kind 
whatever from the liberal professions, functions, offices or any lucrative employment ; 

(b) Who make various payments in Belgium (salaries, wages, pensions, annuities, directors' 
percentages, fees to auditors or liquidators of share companies), even if the recipients of these 
payments reside abroad or in the Belgian Congo. 
The professional tax on the different payments under (b) is collected at the source and therefore 

raises no difficulty. The treatment of the taxpayers referred to under (a), however, calls for 
certain explanations. 

It was said at the beginning of this chapter that, in Belgium, the fiscal regime applying to the 
Belgian taxpayer domiciled or resident in Belgium is applied ipso facto to a foreigner engaged in 
business in Belgium, whether an individual or a company other than a share company. Foreign 
share companies operating in Belgium are expressly taxable at the fixed rate of 10 per cent (plus 
provincial and communal additions) on all profits earned by their Belgian establishments. 

The regime applicable to Belgian share companies and foreign share companies differs therefore 
as follows. Belgian companies owe the tax on income from personal property on distributed income, 
and professional tax on a graduated scale (maximum of 9·9 per cent, plus provincial and communal 
additions) on other profits, while foreign companies are only liable to professional tax at the fixed 
rate of 10 per cent 3 (plus provincial and communal additions) on all profits from Belgian sources. 

Colonial Companies. 

The Law of June 21st, 1927, as was seen (page 54), created ~ special system in favour of 
enterprises operating in the Belgian Congo. That law lumps together profits earned in Belgium and 
the Congo and subjects them to a combined tax, the yield from which is divided between the colony 
and the home country. 

After the collection of the tax on income from personal property on income liable thereto, the 
professional tax is levied at the ordinary rates on remaining profits, except on reserves invested in 
the colony within the previous five years. 

When colonial enterprises have operating centres abroad or work up Congo products in Belgium, 
the profits earned by these centres or establishments are subject to the ordinary rules of taxation. 

1 Moniteur of July 31st, 1932. 
1 Moniteur of January 15th, 1933. 
• See note I, page. 54· 
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One-fifth of the State's share in the taxes on profits of the said establishments earned in Belgium 
accrues to the Colonial Treasury. 

National Enterprises operating abroad. 

When a taxpayer has his head office or principal establishment in Belgium and establishments 
abroad, he is taxed on all profits realised both in Belgium and abroad. 1 Neve~heless, the results 
of the Belgian and foreign operations must be considered separately, although with due regard for 
the results of the general balance-sheet. For this purpose, the taxpayer concerned must attach to 
his annual declaration, not only _the general accounts, but a copy of t.he separa!e balance-sh~et and 
profit-and-loss account relating to the business of the separate foreign establishment (Article 54, 
paragraph r, (3)). These last profits are taxed in Belgium at a reduced rate, if they have already 
been taxed abroad (Article 35, paragraph 7). 

It does not matter whether or not the foreign establishments are de facto dependent upon the 
centre of management in Belgium. 

In the case of an individual, the whole of the profit is liable to pro~essional tax, subject to a 
reduction of rate for income earned and taxed abroad. 

On the other hand, in the case of a company or partnership, professional tax on total p~ofits is 
subject to the deduction of distributed income or of income liable to personal property tax as mcome 
from invested capital ; both taxes, moreover, are levied at reduced rates on profits earned and 
taxed abroad. 

Foreign Enterprises deriving Income from Belgian Sources. 

In principle, foreign enterprises are only taxable in Belgium if they have one or more 
establishments in the country, at whose 4ead office they are bound to keep separate accounts of the 
business transacted by or through these establishments. The only deductions allowed under the 
head of general or administrative expenses are expenses of this kind incurred by the said Belgian 
establishments (Article 27, paragraph 4). 2 

The word establishment must be understood in its broadest sense : a place of business, an agency 
and a branch constitute establishments within the meaning of the law. The existence of a board of 
management and staff is not essential. This definition covers industrial and commercial 
establishments and insurance companies, which are, by common knowledge, publicly represented 
in Belgium by authorised agents. 

A foreign enterprise operating in Belgium through an establishment is liable to professional tax 
at the rate, and according to the rules, applying to Belgian taxpayers of the same class. Only the 
profits of the Belgian establishment of a foreign share company pay the uniform rate of roper cent. 3 

A special regime appl~es to representatives of foreign firms, foreign bargemen, itinerant vendors, etc. 
Subject to any exceptions provided for in international conventions, the professional tax is 

fixed at a minimum of 200 francs in respect of representatives of foreign firms, foreign bargemen, 
itinerant vendors, hawkers and other persons who carry on their business in Belgium, without having 
any domicile, residence or establishment in the country. The tax is paid before engaging in the 

1 
These taxpayers have to arrange with the Fiscal Administration for the acceptance of a real surety or personal 

guarantee (Royal Decree of February 18th, 1920; Moniteur of March 5th, 1920). 
1 

Foreign companies and all other foreign taxpayers having in Belgium one or more establishments of any kind 
such as opez:ating centres, ~ranches o~ age~cies, have to obtain from the Fiscal Administration approval of at least 
one respoDSible representative established m the country and able to furnish the necessary guarantee of solvency. 
In the event of a breach of this provision, the Minister of Finance may order the Belgian establishments to close 
and forbid those concerned to engage in any business in Belgium until they have complied with the regulations. 1 See page 54, note 1. 
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business in Belgium. If, however, the resultant income justifies a higher tax, a proportionate 
supplement may be demanded (Article 27, paragraph 4). 

Foreign Shipping Companies. 

In principle, foreign shipping companies whose vessels land in Belgium are liable to income-tax. 
The Government, however, is empowered 1 to conclude international conventions granting on a basis 
of reciprocity full exemption from income-tax to foreign shipping enterprises not domiciled inBelgium. 

Conventions of the kind have been concluded with Norway, Denmark and Iceland, Finland, 
Ecuador, Sweden and France. 

Negotiations are proceeding with other countries. 

2. TAXABLE INCOME. 

The following is deemed to be taxable income : 

(a) Profits of any Industrial, Commercial or Agricultural Enterprise, including Profits from the 
Individual Work of Members of Commercial or Non-commercial Companies having Legal Entity. -
The profits of industrial, commercial or agricultural enterprises are those resulting from any 
operations conducted by or through their establishments. 

For purposes of professional tax, the law expressly considers as profits : 
(I) The remuneration received by the entrepreneur for his personal work ; 
(2) The profits and advantages which he derives in kind ; 
(3) The profits from his speculations ; 
(4) Sums. devoted to the total or partial repayment of borrowed capital, the extension 

of the enterprise or the improvement of plant ; 
(5) Reserves and provisioh of any kind, annual carry-forward and similar appropriations. 

Nevertheless, tax is only imposed upon the half of profits actually employed, within the country 
and within twelve months of the close of the trading year, on the building of workmen's houses or 
installations on behalf of the staff of the enterprise. 

Taxable income further includes personal expenditure, such as the rent of premises used for 
living purposes, the upkeep of the taxpayer's household, cost of education and any other expenses 
not necessitated by the exercise of the profession or occupation. 

'The income enumerated above is taxable on its net amount- that is, on the gross amount less 
only such professional expenses as have been incurred, during the fiscal period, for the purpose of 
acquiring and maintaining that income. · 

The following, inter alia, are regarded as professional charges: 
(I) The rental value, actual or presumed, of premises or parts of premises set aside for the 

exercise of the profession and all general costs resulting from their upkeep, heating, lighting, etc.; 
(2) Interest on capital borrowed from third persons and invested in the enterprise, and any 

charges, annuities or similar payments in respect thereof ; 
(3) Salaries and wages of employees and workmen in the service of the enterprise ; 
(4) Necessary depreciation allowances for the material and chattels used in the business, 

provided- that such allowances correspond to actual depreciation during the fiscal period. 
Depreciation allowances are based upon investment value or cost price. . 
Nevertheless, as regards business premises and industrial, commercial or agricultural plant 

acquired or constituted before July Ist, Igz6, depreciation allowances may be based upon a cost 

1 Article 2 of Law of July 14th, 1930 (Moniteur of September 6th, 1930). 
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price re-assessed under conditions and within limits to be fixed by Royal Decree; this re-assessment 
must be entered in the closed accounts or balance-sheets of 1931 at the latest.I 

(b) Miscellaneous Remunerations. -The co-ordinated laws of ~elgium concerning income
taxes also subject the following miscellaneous remunerations to professiOnal tax : 

(a) All payments made by a third party to persons who are bound by no business contract, 
including pensions and annuities ; 

(b) Payments to directors, auditors or liquidators of share companies, including 
governors, managers, regents, censeurs, and others discharging similar functions. 

Advantages in kind are added to remunerations or wages ; they are computed at their actual 
value or are re-assessed at a flat-rate, according to circumstances. 

From these remunerations it is permissible to deduct sums withheld as contributions to pensions 
or insurance funds, and professional expenses. In the absence of evidence - and generally there 
is none - these charges are fixed at one-quarter if the emoluments are less than rs,ooo francs and 
at one-fifth if they exceed that amount (with a minimum of 3,500 francs). This fixed sum, which 
includes the taxes deductible as professional expense, may not exceed the amount of such taxes by 
more than 30,000 francs. 

Taxable emoluments do not include : 

(r) Family grants or allowances to children, up to an amount equal to the similar allowances 
permitted to State officials and employees ; 

(2) Pensions, annuities and compensation granted under the old-age pension laws ; relief 
granted to premature disablement or death, pensions to disabled persons, widows, orphans and 
ascendant relatives of service men, victims of occupational accidents and congenital cripples ; 

(3) Prlzes, grants, annuities or pensions allowed to artists, savants, etc., by the public 
authorities or official bodies, excluding sums paid for services rendered. ' 

(c) Profits from the Liberal Professions, etc. - Lastly, the Belgian fiscal regulations subject to 
professional tax the profits of any kind whatever from the liberal professions, functions and offices and 
any lucrative employment. 

These profits consist of the difference between total receipts and expenses attaching to· the 
exercise of the calling. . 

Failing proof to the contrr.ry, these expenses are fixed at one-fifth of the said receipts, but this 
amount may not exceed by more than 30,000 francs the taxes deductible as professional expenses. 

Persons engaged in the liberal professions or fulfilling functions or offices are required, under 
penalty of a fine of soo francs for each infringement, to furnish a signed and dated receipt of their 
fees, commissions or other emoluments. 

. . This rec~ipt is taken from a book with counterfoils, the model for which is prescribed by the • 
Mmtster of Fmance. The latter may demand that entry be made in the counterfoils and leaves of 
this book only of the total amount of fees, commissions or emoluments and the name of the person 
from whom they were due. 

Any person making a payment of this kind without demanding the receipt is liable to the fine 
jointly with tl1e person concerned. · 

The issu~ of a rec~ipt is not .compulsory for professional persons if they keep a classified daily 
record of therr professiOnal recetpts and expenses. Any omission to do this makes them liable to 
the fine mentioned above. 

1 
This question is settled in. the Royal Decree of October 12th, 1930 (Monit~uf' of November 5th. 1930). 
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3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME. 

General Rules. 

The Belgian fiscal system is based upon the principle of an annual declaration of income. 
Generally speaking, all those liable to the three classes of professional tax have to submit, during 

the first thr~e months of the year, the return required under Article 53 of the law to the Tax 
Controller within whose jurisdiction they have their principal establishment or are domiciled or 
resident. 

But taxpayers whose accounts do not cover the calendar year, and also all share companies, 
have to forward to the Controller of Taxes, within a fortnight of the approval of the balance-sheet and 
profit-and-loss account and, at the latest, within six months of the close of the trading year, a 
return containing, according to categories, the total income liable to the tax on income from personal 
property and professional tax. This return must be accompanied by a copy of the balance-sheet 
and profit-and-loss account, of the resolutions approving them and the Minutes or reports relaing 
thereto; further, by a list showing the number and amount of shares and bonds issued and of 
securities of one kind or another bought or sold during the past financial period, and by a copy 
of the separate balance-sheets and profit-and-loss accounts of any separate foreign or colonial 
establishments. 

Failing documentary evidence furnished either by the taxpayer or by the Administration, 
taxable profits are determined for each taxpayer by comparison with the normal profits of persons 
similarly placed and with due regard, according to the circumstances, for capital invested, turnover, 
number of workmen, motor-power used, rental value of exploited land and any other 
useful information. The Administration may, for this purpose, agree upon empirical bases of 
taxation with the professional associations concerned. 

No division of profits from joint operations is allowed between members of the same family 
living together or between the members of any company, association or community. However, 
the emoluments of members of the family of an entrepreneur working with him are included among 
general costs, provided they do not exceed a normal wage or salary and provided they have been 
assessed as such to professional tax (Article 27, paragraph 3). 

The tax is payable by the head of the family or by the director of the company, association or 
community. 

Professional tax, ,in the case of share companies, _is levied upon their profits less income distri- -
buted or liable to personal property tax as income from invested capital (Article 35, paragraph 2). 

In order that the same income may not be taxed twice, Article 52 of the co-ordinated laws 
provides for the deduction from schedular taxes of all direct or additional taxes which the taxpayer 
may already have paid in Belgium on taxed income, or which share companies with their head office 
or principal establishment in Belgium may have already paid there on sums distributed as shares. 

As regards companies other than share companies, including partnerships, having a legal entity, 
each member is liable separately, in respect of sums allotted or distributed to him, to professional tax 
if he is an active partner, or to personal property ta.'C in other cases. 

The company or partnership is liable to professional tax in respect of profits placed to reserve, 
the provisions of Article 52 being applicable to this case also. 

The professional tax is on income, actually determined or presumed, either for the previous 
year, in the case of taxpayers whose accounts coincide with the calendar year, or, in the case of other 
taxpayers, for the twelve months covered by the accounts of the current year. 

The income for the year or taxable period, as the case may be, is subject to deduction of any 
professional losses incurred during the two preceding years or financial periods. Thus a taxpayer, 
whether an individual, a partnership or a company, who keeps regular accounts and suffers 
professional losses during the past two years or financial periods may deduct these losses from the 
profits of the year following. 
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National Enterprises operating abroad. 

In determining profits earned abroad, the only deductions are the overhead expenses of the 
establishment and the taxes paid in the country where it is situ~ted. . , . 

The general or administrative expenses of the head office m Bel~um, even. when mc.urred ~m 
behalf of a foreign establishment, must be placed to the account of Belgian operations. ThiS apphes 
to dir~ctors' and auditors' fees and to bond coupons; however, the amount of the coupons must be 
accounted to the foreign establishments if the bonds are issued abroad and for the requirements 
of the foreign establishments. 

Profits derived from operations directed by the taxpayer from the head office in Belgium 
without the intervention of agents or establishments abroad are not regarded as having been earned 
abroad. Thus, profits from reinsurances contracted by a Belgian firm with a foreign insurance 
business are regarded as Belgian profits ; so are the profits from speculations figuring in the head 
office's portfolio and consisting in the repurchase of bonds below par. 

Foreign Enterprises deriving Income from Belgian Sources. 

In principle, foreign enterprises which derive income from operations in Belgium are taxed on 
the results of their specifically Belgian operations as shown by the separate accounts they have to 
keep, even when the general balance-sheet reveals a loss. If the accounts fail to supply the necessary 
evidence, 1 the enterprise is taxed on a niinimum profit fixed by the Royal Decree of October 8th, 
I930.a 

It is therefore necessary to separate from the results of the balance-sheet, the profits (dividends, 
increases of capital, reserves, writings-off of foreign losses, etc.) realised by the Belgian establishment, 
which constitute the taxable basis. ' 

If specific capital is set aside for the establishment in Belgium and the latter has a special 
account and a separate balance-sheet in the enterprise's accounts, that special account and separate 
balance-sheet, duly checked, form the basis for determining the taxable profits. 

Profits expressed in foreign currency are converted, if necessary; into Belgian money at the 
official rate of exchange at the date on which the accounts in question were closed. 

Foreign Insurance Companies. -Foreign insurance companies operating in Belgium are not 
required to apportion their profits according to the class of policy (life insurance, temporary,' 
mixed, etc.), but only according to the branch of insurance (life, fire, etc.). 

These companies must include in their accounts : 
(a) The gross premiums 3 paid to their Belgian agencies, without deduction of premiums 

surrendered to reinsurance companies ; 

(b) The reserves corresponding to policies concluded by these agencies or contracted in 
Belgium by agents domiciled abroad, mention being made of any mathematical and special 
reserves existing at the beginning and end of the business year ; -

(c) Interest ?n the pr;mium~ and reserves referred to under (a) and (b), irrespective of 
whether they are mvested m Belgium or abroad by the agencies or by the head office ; 

1 Th~e accounts may consist of the books. mentioned ~n Article 16 of the Law of December 15th, 1872 
(Commercial Code). I~ any case, they must fumtsh the ~atenal for drawing up and checking either the separate 
balance~sheet and p~oftt-and-loss ~ccount of the establishments, or a summarised statement showing by classes 
the volume of the different operations of these establishments and the profits derived therefrom. 
• 

1 Roya1Decreeof0ctober8~! 193~ (JI!D?'iteur of ~ctober 19th, 1930), (seepage 79). This empirical system 
1~ n~t. compulsory_ when t~e Admmtstratio~ ISm possessiOn of comparative data which enable it to fix the taxpayer's 
ltabillty on a basts more m accordance wtth facts. 

1 The term " gross premiums " includes all premiums due, whether paid or not after deduction 01 cancelled 
premiums, but without previous deduction of commissions, brokerage, fees or other e~penses. 
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(d) Compensation paid by the Belgian agencies; 

(e) Overhead expenses of these agencies including costs of inspection (fees, travelling 
expenses, subsistence allowances, etc.) in connection with losses falling upon them and included 
in their accounts. 

The accounts of foreign insurance companies must also mention any reinsurance business relating 
to policies concluded by the Belgian agencies or contracted in Belgium by agents domiciled abroad, 
if those agencies intervene in any way in the surrender of premiums to reinsurance companies, the 
payment of that part of losses refunded by the latter, the collection of reinsurance commissions, etc. 

In order to ensure the requisite uniformity in the taxation of foreign insurance companies, 
the Administration has ordered the use of a standard profit-and-loss account containing all 
the information required. 

Foreign Firms selling Imported Goods in Belgium, or re-exporting them abroad. -The profits 
from these operations are determined in Belgian francs, after deducting from the price of sale or 
re-consignment : 

/ 

(a) The value of the goods at the moment they are consigned from abroad; 
(b) The cost of transport as far as Belgium, including insurance and import duties; 
(c) Any costs of handling, storage, housing or packing incurred in Belgium prior to sale 

or re-consignment ; 
(d) Other overhead expenses incurred in Belgium in connection with these operations. 

{b) COMPUTATION OF TAX AND DEDUCTIONS. 

Professional tax is levied on the total annual income of each taxpayer or, for periods of less or 
more than one year, on any proportionately equivalent sum. 

It is not due when the taxable income is below the following minima : 

4,8oo francs in communes with fewer than 5,ooo inhabitants ; 
5,6oo francs in communes with from s.ooo to 30,000 inhabitants ; 
7,200 francs in communes with 30,000 or more inhabitants. 

The commune taken into consideration is either that in which the calling is exercised or that 
in which the taxpayer is domiciled or resident, whichever he prefers. 

The above minima are increased to take account of a taxpayer's dependents. 1 

In the case of taxpayers whose professional income does not amount to so,ooo francs, the tax 
varies from 12 francs to 2,256 francs, according to the size of the income and on a sliding scale 
fixed by Royal Decree according to the class of commune. 2 

1 The increase is one-fifth for each member of the family dependent on the taxpayer on January xst of the 
fiscal year. If there are more than two children in the family, the increase, whatever _the popu!ation ?f the 
commune, is fixed at 2,500 francs for each child in excess of two, at 4,ooo francs for the fifth and ~txt~ children, 
and at 5,ooo francs for every child above six. The rate of increase in respect of the taxpayer's wife 1S equal_ to 
that in respect of the last child. If the taxpayer is a widower or widow, the dead spouse is deemed to be alive 
for purposes of calculating the exempted minimum. 

• Royal Decree of July 18th, 1930 (Moniteur of July 30th, 1930). · Nevertheless, Article 7 of :r-aw ?f March. 
23rd, 1932 (Moniteur of March 26th, 1932), fixes for 1932 ~nd 1933 a special tax of 10 per cent (exclus1vely_m favour 
of the State) on the professional tax payable on taxable incomes of 35,000 francs and over. 
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In the case of taxpayers with a professional income of 50,000 francs or more, the tax is computed 
on the following scale 1 : 

Net income of : Percentage of tax 
5o,ooo and less than 6o,ooo 5 
6o,ooo and less than 7o,ooo 5·5 
7o,ooo and less than go,ooo 6 
go,ooo and less than IIo,ooo 6.5 

IIO,OOO and less than IJO,OOO 7 
IJO,ooo and less than 150,ooo 7·5 
150,ooo a.Iid less than 175,ooo 8 
175,000 and less than 2oo,ooo 8.5 
2oo,ooo and over . . . • • 9 

On the tax thus computed, reductions are granted in respect of family charges. 2 

In the case of industrial, commercial and agricultural profits exceeding 50,000 francs net, the 
professional tax is increased by one-tenth, with a minimum increase of. I~ francs. . . 

When these profits are between two-thirds of the exempted mmrmum and the mmunum 
mentioned above, tax is collected at a flat rate between 10 and 25 francs on a scale fixed by Royal 
Decree. 3 

By way of exceptions to the above rates, the tax is uniformly fixed at : 
(a) Ten per cent for the profits of foreign share companies ; 
(b) Nine per cent for the fees of directors, auditors, liquidators, governors and others 

exercising similar functions, belonging to Belgian, foreign or colonial share companies; the part 
of the tax corresponding to these fees is increased by 100 additional centimes. ' 

Nevertheless, as regards directors, etc., who actually exercise, by election or appointment, real 
and permanent functions in the same company, the ordinary regime of the law remains applicable 
to all fixed or determinable remuneration paid to them by the said company, in so far as this 
remuneration exceeds the fees paid to their colleagues not vested with special functions. The part 
so subject to the ordinary regime of th.: law may not exceed for each taxpayer and company either 
100 per cent of the net profit on which the statutory percentages have been computed or xoo,ooo 
francs if the application of the said percentages gives an amount less than xoo,ooo francs. 

If all the directors, as well as those officers who can be assimilated to directors, exercise special 
functions in the sam,e company, that part of the remuneration susceptible to the regime of ordinary 
law may not exceed for each taxpayer and company either 0.75 per cent of the above
mentioned net profit, or 75,000 francs if the application of the said percentages gives an amount 
less than 75,000 francs. 

The remuneration is reckoned at its gross amount - i.e., without deduction of the amount 
allowable as actual or estimated professional expenses. 

The possible exception of the 100 " additional centimes " may not be granted in connection with 
more than two companies to be designated by the interested parties in their annue:l returns. 

The withholding of the tax, <:nd the "additional centimes " connected therewith, at the source 
is regulated by Royal Decree. 6 

1 See note I on page 61. 
1 The tax is reduced by 5 per cent for each member of the family dependent upon the taxpayer on January 

1st of the fiscal year. This rate is increased to 7 per cent for each child after the third. The deduction thus 
calculated may not exceed 700 francs per dependent. 

• Royal Decree of July 18th, 1930 ( Moniteur of July 30th, 1930). • ' 
.'The Treas~ry of ~he. Belgian Congo is allO\~c.d an~u~lly a su~ equal to 2 per cent of the total fees granted 

~o directors, aud~tors, hqmdators or others exerciSmg snmlar functions on behalf of Belgian companies operating 
m th; colony or mcorporated under colonial law (Law of June 2ist, 1927). . 

Royal Decree of July 2oth, 1931 (Moniteur of July 26th, 1931). 
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The tax, computed according to the ordinary scales, is reduced to one-fourth for that part of 
the taxable income which is earned and taxed abroad. 

The provinces and communes are allowed to levy " additional centimes " tax on the professional 
tax on industrial, commercial, agricultural and similar profits and on profits from the 
liberal professions, functions or offices realised i1~ Belgium; these " additional centimes " may not 
be added to the tax on profits earned and taxed abroad or in the Belgian Congo. 

The communes only may levy a special tax on wages, salaries and pensions. 
No provincial or communal tax may be levied upon the fees of directors, auditors, liquidators, etc., 

of share companies already liable to the roo " additional centimes " imposed in favour of the State.l 

4· COLLECTION OF TAX. 

(a) BY DIRECT PAYMENT. 

Professional tax on industrial, commercial and agricultural profits and on profits from the 
liberal professions, functions and offices is payable within two months 2 of receiving the assessment 
notice or d~mand note. · The Treasury is entitled to charge interest on sums due at ti per cent per 
annum. 

Taxpayers may appeal against their assessments to the provincial or district Director of Taxes. z 

The Controller assesses tax on the declared income unless he deems it an incorrect figure. 
In this case, he may correct it on informing the taxpayer, before assessment, of the figure he 
proposes to substitute for the figure declared and giving the reasons for the alteration. The 
taxpayer is given twenty days in which to submit observations. If the parties still diEagree, the 
dispute may be submitted to a Committee which sits in the chief town of each control area, and 
whose composition and functions are determined by Royal Decree.• 

The Committee's opinion, with reasons for it, is notified to the taxpayer by the Controller, who 
also informs him of the income figure upon which he proposes to assess tax. 

If this figure coincides with the opinion of the Committee, the taxpayer can only obtain a 
reduction by furnishing proof of the exact amount of his taxable income. 

In the contrary event, the burden of proof is upon the Administration, if the income taxed is 
in excess of the Committee's estimate. 

The Committee must also be consulted before any ex-officio assessment is made. 

(b) BY DEDUCTION AT THE SOURCE. 

Professional tax on the various remunerations is collected by withholding the amount due at the 
time of payment ; the law prescribes that the persons responsible for paying the income may deduct 
therefrom the tax due, subject to no appeal by the beneficiaries, whatever their nationality. This 
deduction _is effected on a scale fixed by Royal Decree ; 4 the tax thus withheld must be paid to the 
receivers of taxes within a fortnight of the end of the month in which the income was paid. The 
control of payments and any adjustment of the fiscal position of the taxpayers concerned are effected 
by means of individual forms filled up by the employer. These forms are issued to the person in 
receipt of the salary, wage, etc., and attached by him to his annual declaration. 

' See note 2 on page 61. 
• See note 3 on page 52. 
I Royal Decree of October 12th, 1930 (Moniteur of November sth, 1930). 
t' Royal Decree of July 18th, 1930 ( Moniteur of July 3oth, 1930). See note 2 on page 61. As regru:ds 

professional tax collected by deduction at source on income other than that,of the directors, etc., of share comparues 
(Article 25, paragraph 1, clause 2 (a) and (b)), the 10 per cent additional tax is only applicable to the tax on 
income allotted or paid since Aprilxst, 1932. Adjustment of a taxpayer's fiscal situation is effected without regard 
to the additional 10 per cent thus deducted at source. 
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In the case of persons who receive professional income of different kinds, tax is computed on 
the total income for the previous year after deduction of any taxes collected at the time the income 
was paid. 

IV. COMPLEMENTARY PERSONAL TAX. 

(Article 37 and following of co-ordinated laws ; Articles 6 ru:d 7 of th.e Law of July 23rd, 1932 ; 
Articles I to 6 of Royal Decree of January 13th, 1933, m execut10n of Article I of the Law 
of December 30th, 1932.) 

Until 1930, the income-tax system included, in addition to the schedular or impersonal taxes, 
a personal tax called complementary income-tax or super-tax, payable by the taxpayer in respect . 
of his total income - i.e., the total income directly or indirectly subject to schedular taxes and 
income exempt from these taxes. 

The Law of July 13th, 1930, 1 modified by Articles 6 and 7 of the Law of July 23rd, 1932, 
and by Articles I to 6 of the Royal Decree of January 13th, 1933, issued in execution of the Law of 
December 30th, 1932, replaced the super-tax on total actual income by the complementary personal 
tax, based in principle on a number of expenditure indices common to the majority of taxpayers and 
indicating the apparent station in life- rental value of house and furniture, number of servants, 
horses, motor-cars. Nevertheless, when the total amount received by the taxpayer as income 
from real property, capital investments, mortgage debts and the exercise of a profession exceeds 
roo,ooo francs, the tax is assessed on the total of the income from these sources, provided such 
total exceeds the basic amount of taxation as determined by t~e application of the indices. 

1, TAXPAYERS. 

Any individual domiciled or resident in Belgium during the first three months of the year is 
liable to complementary personal tax. if the taxable basis exceeds a legal minimum, varying 

-according to communes and due regard being paid to family circumstances. The tax is payable by 
anyone who, as owner or tenant, occupies houses or reserves houses for partial or total occupation 
by his family or servants (seaside villa, country house, shooting-box, etc.). 

The tax is not payable by companies, partnerships or legal entities. 

2. BASIS OF TAXATION. 

The complementary personal tax is assessed on the following bases : 

(I) Rental value of houses ; 
(2) Rental value of the furnishings of houses ; 
(3) Servants and others in the taxpayer's employ; 
(4) Horses kept for riding and driving ; · 
(5) Motor-cars, canoes and steam-launches, motor-boats and yachts, aeroplanes. 

. H_ouses. - By houses are meant pre~es or parts thereof for the private use of taxpayers, 
mcluding COI~mons, parks or gar~ens belongmg .to them, but not including buildings used exclusively 
for th.e exerciSe of some professiOn, trade or. mdustry. The tax is payable by any person who 
occup1es houses or reserves them for occupation, even partially or temporarily, by his family or 
servants. 

1 Moniteur of July 16th, I9JO. 
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The rental value of these houses is the gross income on which the cadastral income is based, 1 

or the actual or presumed income when occupation is limited to part of a huuse not included separately 
in the cadastral survey. 

Furniture.- The rental value of furniture is fixed at 5 per cent of its capital value as determined 
by the Law of August 28th, 1921, 2 establishing a tax on furniture. 

When houses are let furnished, account must be taken of rental value both of the house and 
of the furniture. 

Domestic Servants. - The expenditure index representing the services of domestics and other 
persons is fixed at : 

(r) 6,ooo francs for each out-door worker ; 
(2) 8,ooo francs for each maid, sick-nurse or person assimilated to such ; 
(3) rz,ooo francs for each male servant ; s 
(4) rs,ooo francs for each tutor, governess, nursery governess, female companion and 

person discharging similar duties. 

Hors:Js.- The index figure in respect of horses used for riding and driving 4 is fixed at 
rz,ooo francs per horse. 

Carriages, Motor-cars, Canoes and Steamboats, J.lfotor-boats and Sailing Vessels, Aircraft.- The 
expenditure index applying to these means of transport varies from 2,000 to so,ooo francs, according 
to rules to be fixed by Royal Decree. 5 

. . 
Division of Indices.- Since the object of the complementary personal ta..x is that each taxpayer 

shall pay according to his standard of living, measures have had to be taken to prevent persons 
dividing their indices with one another and thus unduly benefiting by a reduction of or even 
exemption from tax. The law therefore lays down that persons living together so as to form one 
household may not divide their indices. The tax is assessed on all the taxable elements and is 
payable by the head of the family or the person who occupies the position of head of the household. 

Division, however, is allowed between persons who constitute associations having civil 
personality and not formed for purposes of gain. 

3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE BASIS AND ABATEMENTS. 

Expenditure indices are computed, having regard to the normal situation of the taxpayer on 
January rst of the fiscal year. 

In the case of persons who become liable to the tax after this date, account is taken of the 
indices existing on March 31st of the fiscal year . 

• 

1 Gross income is cadastral income plus 25 per cent ; pending the cadastral revision now in process (see note 2 
on page 51), the rental values of houses will be the real or presumed rent. 

• Amended by Laws of December 31st, 1925, and July 4th, 1930. . . . 
• Male servants include valets, footmen, chauffeurs, coachmen and others perfonrung smillar work ; gardeners, 

keepers and foresters are only placed in this category if they perform personal or household services. 
• These include horses kept by persons or families as their own property, -hired or reserved for permanent use 

and used for riding or driving. 
' Royal Decree of October 12th, 1930 (1\loniteur of November 5th, 1930). 

rr.5 
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The indices once fixed, the taxable basis for complementary personal tax is determined by 
applying the following coefficients to the total expenditure indices : 

2 if the total is less than 25,000 francs ; 
2.2 if the total is from 25,000 to 50,000 francs ; 
2.4 if the total is from 50,000 to 75,000 francs ; 
2.6 if the total is from 75,000 to roo,ooo francs ; 
2.8 if the total is from roo,ooo to 125,000 francs ; 
3 if the total is 125,ooo francs or more. 

Nevertheless, when the total amount received by the taxpayer as income from real property, 
capital investments, 1 mortgage debts and professional activities exceeds roo,ooo francs, the tax is 
assessed on the total of the income from these sources, provided such total exceeds the basic amount . 
of taxation as determined by the application of the indices. 

For the purposes of carrying out this provision, the income from real property situated in 
Belgium must correspond to the cadastral income attributed, for the period to which the 
complementary personal tax refers, to the property which the taxpayer holds on January rst of 
the year to which the assessment relates ; as regards income from other sources, the term " income " 
means that which has been realised during the previous year. 

Exempted Minimum. 2 - The tax is not due when the taxable basis thus obtained does not 
exceed: 

15,ooo francs in communes with fewer than 5,000 inhabitants ; 
20,000 francs in communes from 5,ooo to 30,000 inhabitants ; 
25,000 francs in communes with 30,000 inhabitants or more. 

In families with three or more children, this minimum is raised per child dependent 'upon the 
taxpayer on January rst of the fiscal year as follows : 

2,ooo francs in communes with fewer than 5,000 inhabitants ; 
2,400 francs in communes from 5,ooo to 30,000 inhabitants ; 
3,000 francs in communes with 30,000 inhabitants or more. 

Further, the n~mber of out-door workers ( ouvriers-domestiques) or m'aids is reduced by one or 
by two units according as there are, on January rst of the fiscal year, at least three or at least seven 
children dependent upon the taxpayer. 

As regards seriously disabled ex-servicemen entitled to benefit by the Law of May 13th, 1929, 
the minima and increases fixed above are further raised up to the amount of the invalidity pension 
of the person concerned. 

(b) COMPUTATION OF TAX AND DEDUCTIONS. 

If the minima given above are exceeded, tax is computed on the whole taxable basis. 
If the basis does not amount to 25,000 francs, the tax is r per cent ; above 25,009 francs, the 

rate gradually increases for every 25,000 francs or fraction of such amount by Y2 per cent up to 

1 Companies other than share companies, but having a legal entity, must file, together with their annual 
return, a statement indicating under the name of each recipient the amount of the sums allocated or attributed 
to each member of the company. 

If such a statement is not filed, the company is liable to a special tax assessed at xo per cent of such amount. 
This tax is assimilated to the complementary personal tax. The payment of the xo per cent tax by the company 
dispenses the beneficiaries from declaring, for the purposes of the complementary personal tax, the amounts 
received. 

1 The minima and increments may be modified by Royal Decree if there is any change in economic conditions. 
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125,000 francs, by I per cent from I25,ooo up to 200,000 francs and by 2 per cent from 200,000 francs 
up to a maximum of 20 per cent for the part of the taxable basis in excess of 350,000 francs.• 

The complementary tax payable by the head of a family including three children is reduced by 
7 per cent for each of these children dependent upon the taxpayer on January Ist of the fiscal year. 2 

The provinces and communes are not allowed to levy " additional centimes " tax on the 
complementary personal tax or any similar taxes on the basis or amount of that tax. 

4· COLLECTION OF TAX. 

The tax is collected on the basis of an annual declaration by the taxpayer and is payable 
according to the tax list within two months 3 of receipt of the assessment notice. 

As with schedular taxes on income, persons liable to complementary personal tax may appeal 
against their assessment to the Director of Taxes (see note I on page 51). 

1 Article 7 of the Law of March 23rd, 1932 ( M oniteuY of March 26th), establishes for the years 1932 and 1933 
an addition of 10 per cent of the complementary personal tax. ' 

• The deduction so computed may not exceed 2,ooo francs for each dependent child (Royal Decree of January 
13th, 1933, Article 6). 

3 See note 3, page 5~. 
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PART II. - METHODS OF TAXING FOREIGN 
AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

r. DEFINITION AND GENERAL PRINCIPLES. 

If an individual not domiciled or resident in Belgium, or a foreign company whose principal 
establishment is not situated in Belgium, controls or possesses in the country one or more 
establishmr;nts, such establishments are, for purposes of applyrng the co-ordinated laws on income 
taxes, deemed to be foreign enterprises. - . 

In principle, a foreign enterprise is liable to schedular taxes only if it has in Belgitun on~ or 
more establishments dependent upon it. The tax is levied on the total profits from all operations 
conducted by or through these establishments (Article 27, paragraph 4), the tax on income from 
land and buildings being imposed only on income from real property situated in Belgium. 

I. (a) If income is earned by a foreign enterprise operating in Belgium, but belonging to an 
individual, the whole of the profits realised in the country from all operations conducted by or 
through the Belgian establishments is liable to tax, which is collected from the owner of the 
enterprise. . 

(b) and (c) The same applies when income is earned by a foreign enterprise belonging to a 
legal entity (partnership or company). Only the profits earned by or through Belgian establishments 
are subject to tax, which is collected from the company or partnership. 

On the other hand, if the foreign firm is represented in Belgium by a partnership or company 
in such a way that the latter in law and in fact directs or conducts operations only on behalf of the 
said firm, the latter is regarded as having an establishment in the country. 1 

If, however, the partnership or company deals in its own name with Belgian customers, selling 
to or buying from them goods or articles produced by or delivered to the foreign firm, the Belgian 
company or partnership is regarded as an independent organisation and the Belgian revenue 
authorities disregard any activities of the foreign firm. 

This provision does not, of course, cover cases of fraud or collusion. 

II. It follows from the above principles that, if income is earned by a foreign company 
or partnership having no establishment in Belgium, the company or partnership is not taxable in 
Belgium on income earned there. 

If the enterprise has establishments in Belgium, it does not matter whether income is earned 
there or not ; the foreign enterprise is in any case liable in respect of the total profit resulting from 
all operations conducted by or through those establishments, 2 whatever results the general balance
sheet may show. 

1 This contention of the Administration is now before the Courts. 
' It has been decided that a foreign company with a Belgian establishment which operates directly in another 

country must enter in the separate accounts of the establishment all operations conducted in the country, even 
by agents of the company domiciled abroad. 
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2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIVIDENDS. 

By virtue of its impersonal character, the tax on income from personal property is imposed 
on dividends at the source, as and when they are received in Belgium and irrespective of the status 
or nationality of the person presenting the coupons and whether the latter are of Belgian or 
foreign origin. 

Thus in the case of dividends paid by Belgian share companies, tax at 22 per cent 1 is deducted 
at the sour~e by the body which owes the income, and the beneficiary, whether Belgian or foreign, 
an individual or a legal entity, and whether domiciled in the country or not, receives the income 
net. 

As regards dividends paid by foreign share companies, whether their head office is in Belgium 
or not, tax at the reduced rate is withheld at the source by the body paying these dividends in 
Belgium, unless it is shown that the tax has already been deducted in Belgium by a previous 
intermediary (Article 23 of co-ordinated laws). 

If this dividend is received directly abroad by an individual, company or partnership with a 
fiscal domicile in Belgium, the amount must be included in the tax declaration which the beneficiary 
has to make annually to the competent Controller of Taxes. In this case, tax at 6 per cent is 
levied in accordance with an assessment list and is collected direct from the beneficiary in 
Belgium (Article 20, paragraph I, item 4, and Article so, paragraph 2, of co-ordinated laws). 

(b) INTEREST. 

Two different cases must be considered: 
(I) Interest which a foreign firm owes through its establishment in Belgium or to a creditor 

domiciled in Belgium. 
If the foreign firm has an establishment in Belgium which pays the interest, the tax on income 

from personal property is paid at the full rate of IS per cent by the debtor company, which, 
however, may recover the tax on the interest due. Exemption, however, is granted in respect 
of interest on deposits or debts of a professional character and if it is duly established that the 
said interest is entered in the accounts of the beneficiary establishments in Belgium.• 

If the foreign firm has no establishment in Belgium, the recipient of the said interest, domiciled 
or resident in Belgium, must mention it in his annual declaration (see (a) above) with a view to 
its assessment to tax at 6 per cent. 1 

(2} Interest which a Belgian firm owes to a foreign firm. 
In this case, tax at IS per cent 1 is collected by deduction at the time of paying the interest and 

subject to the right to withhold the tax from the taxable income. 
A special regime, however, applies to mortgage interest. Interest from mortgages on real 

estate situated in Belgium is exempt from tax up to the amount of the cadastral income from such 
property. 

(c) ROYALTIES FOR USE OF PATENTS AND COPYRIGHTS AND OTHER FOR~IS OF PERSONAL PROPERTY. 

Patents. 
If the patent is simply licensed, personal property tax is deducted at the source by the Belgian 

debtor at the time of paying the royalty for the licence. 

1 See note I on page 54· 
1 See paragxaph (3), page 53· 
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If the patent is not conceded, but operated by a foreign enterprise direct, the profits from its 
use are treated as professional income and are liable to professional tax on the basis of an annual 
declaration by the recipient of such income. 

Professional tax is applied to subsequent profits from the sale or surrender of a patent when the 
recipient of the income is domiciled for fiscal purposes in Belgium. The principle of this, however, 
has been questioned and jurisprudence has not given a definite ruling on the matter. 

Copyrights. 

These are regarded as professional income and taxed as such. The royalties are received either 
direct by authors or through special non-commercial associations (societes civiles) having no legal 
entity. 

In rg28 the revenue authorities entered into negotiations with these companies and it was 
agreed that professional tax should be collected by them at the time of distributing royalties to 
authors or their assigns, whatever the nationality of the recipients. For purposes of simplicity, 
and in order to avoid adjusting the tax to the situation of the innumerable recipientsoftheseroyalties, 
it was decided that the tax should be at a uniform rate of r Y2 per cent. 

It is paid into the State Treasury at the end of each quarter. 
As regards beneficiaries who are neither domiciled nor resident in Belgium, this payment is 

regarded as final. 
Recipients, however, who are domiciled or resident in Belgium are treated like other taxpayers 

and must include in their annual declaration the amount they have received in royalties. In order 
to comply with the fiscal requirements, the persons or companies that collect and distribute royalties 
forward to the revenue authorities at the beginning of the year individual forms for the authors on 
whose behalf they have paid royalties during the previous year, with the Christian name, surname 
and domicile of each author and the total amount of royalties paid and tax withheld. On the 
strength of these forms, the authorities are able to adjust the fiscal position of all those who have to 
make the annual return. The latter, it should be added, must contain not only royalties paid in 
Belgium, but those received from abroad. 

Royalties received by authors direct without the intermediary of any distributing organisation 
must, of course, also be included in the annual declaration. 1 

Other Income from Personal Property. 

Personal property tax is payable by deduction at source on income from leases and concessions 
of all personal property. 

If the letting of property is in the nature of a business, professional tax is due on the annual 
profits from these operations. 

(d) RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

The tax, assessed on cadastral income, is levied upon the income from all real estate in 
Belgium. A foreign enterprise, whether or not it has a Belgian office or business centre where the 
income is received, is liable to this tax in respect of any real estate it possesses in Belgium. 

Income from real estate abroad which is paid in Belgium is liable to personal property tax (note 2, 
page so). Accordingly, income of this kind received by the Belgian establishment of a foreign 

1 U:nder Article 9, paragrap~.2 of the ~nvention con~luded between France and Belgium on May 16th, 1931, 
bu~ 'Yhich. has no! yet been z:atif•ed, royalties from copynghts and patents are taxable in the country where the 
rec1p1ent •s donnciled for fiScal purposes. If, however, they are income from an industrial or commercial 
enterprise, they are taxable in each country in proportion to the income earned by the permanent establishments 
there situated. 
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enterprise (company, partnership or individual), is liable to this ta:;_ (at 6 per cent) ; 1 the tax is 
collected on the basis of the annual return of income. 

Mining royalties were abolished in 1925. 
On the other hand, a special ro per cent tax 1 is levied upon the lease of hunting and fishing 

rights and is payable by the lessees or recipients of such income, provided that the latter 
amounts to at least roo francs. The tax is deducted at the source. 

(e) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL ESTATE, PERSONAL PROPERTY AND 
SECURITIES. 

Purchase and Sale of Real and Personal Property. 

A foreign enterprise - individual, partnership or company - which has no domicile or 
establishment in Belgium, but from time to time realises a profit from the purchase and sale of real 
estate in Belgium, is not taxable on this score. Nor is an individual foreigner who, being domiciled 
or resident in Belgium, occasionally sells property at a profit. On the other hand, the revenue 
authorities regard as professional income liable to professional tax on industrial and commercial 
income any profit of this kind realised in Belgium by a foreign company having an establishment 
in the country. The reason for this is that, in the case of companies, all operations, even when 
only occasional, are considered professiona~. 

Pmchase and Sale of Securities. 

The profit obtained by an individual from the sale of a security bought some time before at a 
lower price is not regarded as income. On the other' hand, profits from speculative transactions by 
professional speculators, such as stockbrokers, are so regarded. 2 

In the case, therefore, of stockbrokers and other dealers in stocks and bonds, no difficulty can 
arise ; all profits from transactions of any kind in securities ·invested in their commercial enterprise 
must be included in their accounts and figure in the balance-sheet, whether they are cash transactions, 
dealings for settlement or contango operations. 

On the other hand, transactious effected by stockbrokers or dealers in stocks and bonds on 
their own private account are only taxable if they are contango operations or dealings for a settlement, 
these being clearly speculative transactions. 

Since any appreciation of the assets of a company is regarded as profit, the tax is payable on 
all profits-including profits from the purchase and sale, occasional or otherwi~e. of securities
realised by or through the Belgian establishment of a foreign company. 

(f) SALARIES, WAGES, ETC. 

Remuneration of this kind paid in Belgium by a foreign enterprise is liable to deduction of 
professional tax at the source at the official rates. The tax, however, may be remitted-an payments 
to persons whose work on behalf of the Belgian establishment is done entirely abroad. But any 
expenses of this kind are excluded from the Belgian accounts, the law allowing of no deductions from 
general overhead or administrative costs except expenses of this kind incurred in the Belgian 
establishments themselves (Article 27, paragraph 4). 

1 See note I, page 54· · · · 
• Reply by the Minister to a question asked by Senator Beaudoin ( Annales Parlemenlatres, Senate meeting 

of June 27th, 1930, page 1204). 
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(g) INCOME FROM A TRUST. 

The case of income from a trust is not provided for by the law, and the revenue authorities have 
not as yet been called upon to apply the rules to thes~ bodies. 

In any case, a distinction must be made accordmg to the nature of the corpus of the trust. 
If it is real estate, tax will be collected on the income from real estate situated in Belgium ; if it 
is securities or debts, the income therefrom will be liable to tax and deducted at the time the income 
is paid or, in the case of income paid abroad, in virtue of a declaration. When such income is 
distributed by the trustee to the beneficiary; it will be regarded as having already been taxed} 
under Article 52 of the co-ordinated laws, and no further tax will be levied. 

(h) INCOME FROM CARRYING ON A BUSINESS OR INDUSTRY THROUGH-: 

(r) A local commission agent or broker ; 
(2) A commercial traveller ; 
(3) A local agent with power of attorney ; 
(4) An agent selling out of a stock belonging to the foreign enterprise ; 
(5) A permanent establishment of any kind. 

Since a foreign enterprise is taxable in Belgium if it has any kind of establishment in the country, 
· there can be no doubt as to the liability of a foreign firm operating in Belgium under the conditions 
referred to under paragraphs (4) and (5) above. , 

As explained in Part I, on pagt'. 56, the word" establishment" must be understood in a wide sense 
to include head office, branch, agency, or any public and known representation by authorised agents. 

Accordingly, the following have been regarded as establishments of a foreign company : an 
office employed exclusively in purchasing material and engaging staff for head offices in other 
countries and in settling the cost of orders and payment of salaries in Belgium ; a local agency of 
a foreign railway company engaged in selling coupons, subscription books and circular tickets for 
journeys involving use of the company's lines ; a warehouse for the storage of goods, and a forwarding 
office possessed in Belgium by a foreign company. Similarly, a foreign firm with subsidiaries in 
Belgium was deemed to have an establishment in that country when it kept on the premises of 
those subsidiaries a stock of goods which the company itself insured against fire. A foreign firm is 
further taxable in Belgium if it has a fixed agent there, whether a depositary or not, who deals on 
behalf of his principal. Finally, a foreign company is held to have an establishment in Belgium if 
its name appears on the stationery which its agent uses for his correspondence, or in the_form oi 
advertisements, a plate or sign, or in any other manner. 

The rules applicable to commission agents and brokers, commercial travellers or agents with 
power of attorney (paragraphs (r) to (3) above) depend essentially upon the circumstances of the • 
case. 

As a general rule, if the commission agent or broker simply takes orders and passes them on to 
the foreign firm, without intervening in any way in the transactions between the firm and its 
customers (delivery of goods, payment of invoices, judicial disputes, etc.), the revenue authorities 
consider that there is no Belgian establishment and the foreign firm is therefore not liable to tax on 
profits derived from the orders thus received. The commission agent or broker must not mention 
the firm he represents on his stationery or by any plate or sign at his premises. 

The operations of a foreign commercial traveller in Belgium do not of themselves constitute an 
establishment justifying the taxation of the foreign firm. Subject, however, to exceptions provided 
for in international conventions, such traveller is liable to a minimum professional tax of zoo francs, 
which he has to pay before carrying on his business in Belgium (Article 27, paragraph 4, (3) and (4)). 

On the other hand, an agent with a power of attorney which allows him to engage the name of 
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the foreign enterprise, to participate in the delivery of g9ods and the collection of payments, to 
take judicial action on behalf of the enterprise, etc., is deemed to constitute a foreign establishment, 
the activities of which are assessable to tax. 

B. NATIONAL ENTERPRISES. 

For the purpose of this study, a national enterprise is one whose domicile, in the case of an 
individual, or head office or principal establishment, in the case of a company or partnership, is 
in Belgium. 

Such enterprise is taxable in Belgium, not only on all profits earned in the country, but on 
those earned abroad; the latter, however, are taxed at reduced rates (Article 34, paragraph I, 

item 4, and article 35, paragraph 7, of co-ordinated laws) and are exempt from additional tax by 
provinces and communes. 

Tax is assessed on the total results of the enterprise (Belgian and foreign offices), which means 
that profits and losses are balanced against each other, so that, if the total operations result in a 
deficit, no tax is payable. · 

To ensure the execution of these legal provisions, national enterprises have to attach to their 
annual declaration, :not only the general accom1ts, but a copy of the separate balance-sheet and 
profit-and-loss account of the foreign establishments (Article 54, paragraph I (3), of the laws above
mentioned). These separate accounts include all income, of any kind whatever, derived from foreign 
sources. 

TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIVIDENDS. 

The tax on income from personal property is levied at the rate of 6 per cenP on foreign dividends 
received by the Belgian company ; the tax is deducted at the source by whoever pays this income · 
in Belgium. If it is paid directly abroad, it must be mentioned in the annual return made by the 
enterprise to the competent Controller of Taxes, who then collects tax at 6 per cent direct from 
the company. 

(b) INTEREST •. 

Interest (on bonds, debts, deposits, loans, etc.) from a foreign source is also liable to tax on 
income from personal property at 6 per cent, according to the method mentioned under (a). 

(c) to (h) INCOME OTHER THAN DIVIDENDS AND INTEREST. 

See what has been said above (pages 6g et seq.) in connection with foreign enterprises, noting, 
however, that the income in question is taxable at reduced rates if earned and taxed abroad. · 

If the national enterprise is directed by an individual, professional tax alone is due, a reduced 
rate being applied to that part of the tax corresponding to profits earned and taxed abroad. 

In the case of partnerships, the legal entity is liable to professional tax on profits placed to 
reserve, income of foreign origin being taxed at a lower rate than income of Belgian origin. Active 
partners are liable to professional tax on the sums distributed to them, including any interest on 
capital they have invested in the partnership. A reduction of rate is allowed in respect of parts of 
these sums which represent profits taxed and earned abroad. Sleeping partners (bailleurs de_londs 
or commanditaires) pay tax on income from personal property, subject to the same reductwn of 
rate on foreign income. 

> See page 54, note I. 
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The same principle (reduction of rate) applies to profits placed to reserve by share companies 
( societes anon ymes) and limited partnerships with share capital ( societes en commandite par actions) ; 
in the case of distributed profits (dividends), personal tax is imposed at a reduced rate on that 
proportion of income from shares corresponding to profits earned and taxed abroad. 

C. TREATY PROVISIONS. 

1. GENERAL REMARKS. 

Belgium has concluded bilateral Conventions for the avoidance of double taxation with the 
Grand-Duchy of Luxemburg, France and Italy. Ratifications have so far been exchanged with 
the Grand-Duchy and Italy. 

The texts of these Conventions are not uniform, for the fiscal systems of the four contracting 
States are in certain respects so different that no one solution could be found wholly acceptable to 
each of them. 

Nevertheless, the provisions are substantially the same as far as concerns liability to tax on 
income from land and buildings, the taxation of the income of industrial, mining, commercial or 
agricultural enterprises, income from labour, fees of directors and auditors of share companies, public 
and private pensions and annuities. 

The taxation of income from securities is not dealt with in the Convention with the Grand
Duchy of Luxemburg owing to fundamental differences in the fiscal treatment of such income by 
the two countries. It was omitted from the Convention with Italy because the interests affected are 
of very secondary importance. On the other hand, the question has been amply treated in the 
and private Convention with France. 

DEFINITION OF FISCAL DOMICILE. 

The Conventions define fiscal domicile as follows : The fiscal domicile of individuals is the place 
where they normally reside - that is, where they have a permanent home. Companies and 
partnerships having a separate legal entity are domiciled for fiscal purposes in the place where 
they have their real head office ; the fiscal domicile of other legal entities is their real centre of 
direction or management. _ 

From the standpoint of Brlgian law, therefore, the conception that determines the fiscal 
domicile of individuals is residence (see page 49); in the case of companies and partnerships with 
a separate legal entity, the determining factor is their real head office, which is usually synonymous 
with the principal establishment as laid down by Belgian fiscal law. The real centre of direction 
or management, constituting the fiscal domicile of other legal entities, likewise coincides with the 
principal establishment as understood by Belgian jurisprudence. 

From this point of view, the Conventions do not introduce any essentially new principle into 
co-ordinated Belgian Jaw. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIVIDENDS. 

In principle, the Belgian tax on income from personal property is collected from dividends 
at the source at the full or reduced rate according to their Belgian or foreign origin. 

The Conventions with France and Italy provide that income from shares and similar forms of 
participation shall be taxable in the country where the real head office is situated. 1 

1 ~he Conventions even extend this treatment to income from interests in limited partnerships and from 
shares m non-commercial and limited liability companies (societes civi!es eta responsabilite limitee). 
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As an exception, however, to this rule, the Franco-Belgian Conventio~ prescribes that income 
from securities (public debentures, shares or other certificates issued by companies, bonds or other 
loan scrip) is liable to impersonal tax in the State where the beneficiary has his fiscal domicile, to 
be collected according to the laws of that country. In this case, however, the State will deduct from 
this tax the tax already paid on the same income in the other country. 

In view of the present incidence of taxation in France and Belgium, it was agreed that this 
provision should be applied as follows : 

As regards Belgium, and in so far as the general tax rate on income from foreign securities does 
not exceed 12 per cent, 1 this tax will not be payable on income from French securities accruing 
to persons having their fiscal domicile in Belgium. Should the general rate exceed 12 per cent, it 
will be reduced by :12 per cent in respect of these securities. As regards France, the general rate 
of the tax on income from foreign securities will be reduced by 12 per cent in the case of Belgian 
securities. 

Further, French share companies having their fiscal domicile in France and a permanent 
establishment in Belgium may, when making their annual return in Belgium, apply to be treated 
like Belgian share companies ; in this case, the tax on dividends is assessed on a fraction of the 
Belgian profits equal to the ratio between the distributed profits of the company and its total 
profits, provided, however, that the sum assessable to the taxes on professional and personal 
property income does not exceed the total Belgian profits. 

A French company which asks for this treatment will have to pay : (i) the tax on income 
from personal property at the full rate applying to share income on the portion of Belgian profits 
determined by the above-mentioned ratio; (ii) professional tax at the ordinary rates on the 
remainder of those profits, whereas, at present, the whole of the taxable profits earned in Belgium 
are liable to professional tax at IO per cent. 

At the same time, the total income liable to personal property and professional income taxes 
may not excee~ the Belgian profits. 

(b) INTEREST. 

Under ordinary law, personal property income tax is payable in Belgium, by deduction at 
source or on an annual return, in respect of all interest paid or received by a person who has his 
domicile or residence in Belgium. · 

The Conventions concluded with France and Italy depart from this principle when they lay 
down that income of this kind is taxable in the country where the person owing the income is situated; 
no attention is thus paid to the domicile of the recipient. 

If, however, the debtor has permanent establishments in both countries and if one of these 
establishments contracts a loan or receives a deposit in the strict course of its business, the tax is 
collected by the State in which the establishment is situated. 

(c) CoPYRIGHT RoYALTIES. 

Under the Conventions, copyright royalties are taxable in the country where the beneficiary has 
his fiscal domicile. 

Consequently, professional tax can no longer be collected in respect of copyright royalties paid 
in Belgium to persons whose fiscal domicile is in the Grand-Duchy, France or Italy. 

(d) RENTS FROM REAL ESTATE, MINING RoYALTIES AND SIMILAR INCOME. 

Contrary to the rule of Belgian fiscal law, whereby income from real estate received abroad by a 
person domiciled or resident in Belgium is liable to personal property ta:"<, the Conventions concluded 

1 At present it is 6 per cent plus an additional tenth (dt!cime additionnel). 
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with the Grand-Duchy of Luxemburg, France and Italy provide that the income from real property, 
or the property itself, is taxable only in the State where the property is situated. 

(e) SALARIES AND WAGES. 

Normally, remuneration paid in Belgium, including the fees of directors of share companies, is 
subject to deduction of professional tax at source ; further, remuneration received abroad by a 
person domiciled or resident in Belgium is liable to professional tax on the basis of an 
annual declaration. The tax, however - which is fixed by the Belgian commune where the 
taxpayer is domiciled or resident- is computed at a reduced rate if the income is earned and taxed 
abroad. 

The Conventions lay it down as a rule that the fees of company directors and of 
others discharging similar functions are taxable in the State in which the enterprise has its real head 
office. 

The various payments to salaried workers and wage-earners are taxed in the country in which 
the taxpayer is working. 

The salaries of the public servants of one country who exercise their functions in the other are 
taxed only in the country which pays them. 

Finally, public and private pensions are taxed in the country :which owes this income, annuities 
in the country in which the recipient has his fiscal domicile. 

Accordingly, tax will in future be collected, in respect of the income mentioned above, by one 
State only : in the case of directors, etc., of share companies, by the country in which the enterprise 
has its real head office ; in the case of salaried workers and wage-earners, by the country where 
they do their work; in the case of public servants, by the country which pays them; in the case of 
pensions, by the country which owes them and, in the case of annuities, by the country in which 

, the recipient has his fiscal domicile. · 

(/) INCOME FROM THE CARRYING-ON OF A BUSINESS OR INDUSTRY. 

National Enterprises operating abroad. 

According to Belgian law, a national enterprise which has establishments abroad is liable to 
tax in respect of all its Belgian and foreign profits, but profits earned and taxed abroad are taxed 
in Belgium at a reduced rate. 

Under the Conventions, industrial, mining, comrriercial and agricultural enterprises are taxable 
in each State only in proportion to the income earned by permanent establishments therein. 

This is a modification of the Belgian regime, since it exempts from tax in Belgium profits realised 
in the Grand-Duchy, France and Italy by Belgian enterprises which have establishments in those 
countries. 

Foreign Enterprises deriving Income from Belgian Sources. 

It was explained on page 56 that a foreign enterprise is taxable in Belgium if it has any kind of 
" establishment " in that country, the term " establishment " being interpreted in a very wide 
sense to cover anything between a centre of operations and some recognised public representation 
by authorised agents. 

The Convention concluded by Belgium with the Grand-Duchy of Luxemburg restricts the term 
to somewhat narrower limits. By permanent establishment are to be understood centres of effective 
management, branches, factories, workshops, agencies, shops, offiees and depOts. The fact that 

; 
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an enterprise established in one of the two contracting States maintains business relations witli the 
other country through a really independent agent or company (broker, commission agent, 
subsidiary, etc.), does n0t imply that the enterprise has a permanent establishment in the latter 
country. 

Subject to this same reservation, the Conventions concluded with France and Italy define the 
term "permanent establishment" so as to include purchase and sales offices and any other 
fixed installation of a productive character. On the other hand, the Convention with France provides 
that offices which merely buy goods to supply them to one or more selling or processing establishments 
of the enterprise in the other country shall not be taxable - subject, of course, to reciprocity. 

3· PROVISIONS RELATING TO THE COMPLEMENTARY PERSONAL TAX. 

The question of complementary tax did not arise in connection with the Grand-Duchy of 
Luxemburg, which has no such separate impost. Nor was it dealt with in the Franco-Belgian 
Convention. 

The Convention with Italy, however, Jays down that a taxpayer is liable to complementary 
tax only in ~he country where he has his fiscal domicile. 

If a person domiciled in Italy has a second residence in Belgium, he is fiscally domiciled in 
both countries, and the Convention provides that in that event he would be liable to complementary 
tax in Belgium in proportion to the length of his visits to that country, whereas, under Belgian 
law as it now stands, personal tax would be du~ for the whole year. 
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PART III. -METHODS OF ALLOCATING TAXABLE INCOME 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SCBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

Under existing fiscal law, foreign firms are taxable on profits resulting from a1iy operations 
conducted by or through their Belgian establishments. 

Subsidiaries are generally regarded as separate and independent legal entities and are therefore 
subject to the fiscal regime of the Belgian companies whose form they have adopted. They are 
thus liable to income-tax in accordance with the statements in their own accounts, which have to 
mention separately the results of their Belgian and foreign operations, for the purpose, more 
particularly, of applying a reduced rate of taxation to profits earned and taxed abroad (see page 56). 

The question of allocation arises therefore only as regards branches of foreign enterprises. 

(a) BooK-KEEPING AND AccoUNTING REQUIREMENTS. 

In principle, a foreign firm which has a branch in Belgium must itself declare the income earned 
by the establishment and in support of its annual return must produce the separate accounts .of 
that establishment referred to in Article 27, paragraph 4, second sub-section. 

These accounts are not specified in detail in the fiscal law ; they may consist of the day-book and 
other books commonly used in business and the use of which is prescribed in Article 16 of the Law 
of December 15th, 1872 (Commercial Code). 1 

In any event, the separate accounts must permit of the drawing up and cl:ecking of the separate 
balance-sheet and profit-and-loss account relating to business done by the establishments, or a 
summarised statement showing by classes the various operations conducted by these establishments 
and the total profits resulting therefrom. 2 

Should such accounts not be kept or should the results not be produced, or if the revenue 
authorities have serious rea~on to believe that the accounts do not reveal the real results of operations, 
the profits of the foreign establishment may be determined either empirically or by the method of 
comparison provided for in Article 28 of the co-ordinated laws. 

1 Every trader has to keep a day-book, in which he enters daily his assets and liabilities, trading operations 
negotiations, acceptances [and endorsements of bills and, in general, all kinds of receipts and payments. The 
book must further contain a monthly statement of all household expenses - all this apart from other books 
commonly used in business, but the keeping of which is not compulsory (Article 16 of Law of December 15th, 1872, 
Commercial Code). 

1 Accounts kept abroad by a foreign firm carrying on business in Belgium do not comply with the 
requiremet.ts or the purposes of Article 27, paragraph 4· Judgment rendered by the Brussels Court of Appeal, 
November 7th, 1931. -

When accounts, the truth and accuracy of which are above question, or accompanied by the necessary 
supporting data, are not produced, the Administration is entitled to proceed to an arbitrary assessment. 
Judgment rendered by the Brussels Court of Appeal, January 21st, 1933. 
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(b) METHODS OF ALLOCATION. 

I. Method of Separate Accounting. 

The separate accounts of the branch must include all operations tral)sacted in Belgium by or 
through the branch. It does not matter whether the business is done with persons in the 
country or with foreigners. Nor does it matter whether the operations are initiated by the Belgian 
establishments or are simply conducted through their agency. The operations will in both cases 
be entered to their account for purposes of determining the profits earned in Belgium. 

The accounts will include, for instance, interest received in Belgium and pwfits from the 
investment of money by the Belgian branches at the direct orders of the head c,ffice. 

On the other hand, the only deductions allowed under general or administrative costs of the 
Belgian establishments are expenses of this kind incurred by the said establishments. 

Deductible expenses do not include interest, premiums or prizes paid by the said establishments 
to bond-holders, nor fees paid to directors and auditors out of the profits earned in Belgium- except 
when schedular taxes have been paid under this head in Belgium .. 

2. Empirical Methods. 

In the absence of exact allocation evidence derived from accounts kept in accordance with the 
Commercial Code, or documents confirming with sufficient accuracy the income declared, foreign 
firms operating in Belgium are taxed on a certain minimum profit, fixed as explained below, the tax, 
however, being not less than Io,ooo francs (Royal Decree of October 8th, 1930, 1 issued in execution 
of Article 28 of the co-ordinated laws) : · 

(1) Factories, workshops, building works, quarries, brickyards and tile-works, railway 
works : 3,000 francs per employee and workman (average number for year in question) ; 

(2) Agricultural undertakings: empirical scale laid down for farmers in the neighbourhood ; 
(3) Horticulture or market-gardening : four times the cadastral income of the exploited 

property; • 
(4) Banks, credit and exchange institutions : 15,ooo francs per employee (average number 

for year in question) ; 
(5) Life insurance : 20 francs per 1,ooo francs of received premiums ; 
(6) Maritime insurance : 25 francs per I,ooo francs of received premiums ; 
(7) Other insurance : 6o francs per 1,ooo francs of received premiums ; 
(8) All other enterprises, etc. : 150 francs per I,ooo francs of receipts, with a minimum 

of Io,ooo francs per employee and workman. 

The separate accounts can, of course, be checked by the revenue authorities, who are in no way 
bound by the information in them. As in the case of the balance-sheets of Belgian enterprises, 2 

this control may consist in demanding explanations and further evidence whenever the fiscal agents 
think fit. This applies especially to the prices at which goods have been invoiced by the parent 
enterprise to its branch or subsidiary. If the Controller has reason to believe that these prices are 
higher than those invoiced by similar enterprises or those officially quoted, he may disregard the 
figures in the accounts. In this case, the presumed additional profit is added to that shown in the 
accounts ; or, if the figures are altogether unreliable, the authorities may wholly disregard them 
and assess tax e.-..-otficio. 3 

1 Moniteur of October 19th, 1930. 
2 Judgments of the Court of Cassation, :March 19th, 1894; of Brussels Court of Appeal, February Sth, 1904 ; 

see also note 2, page 78. 
• The competent courts are now being asked to decide upon the merits of ex-officio assessment in these 

circumstances. 
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The same care is needed when the separate accounts contain mention of interest on loans and 
advances paid to the parent enterprise, or of sums due for management or engineering service, use 
of patents, etc. 

As regards interest on loans and advances, the only deduction allowed under the heading of 
professional charges (Article 26, paragraph 2, of the co-ordinated laws) is interest on capital borrowed 
from third parties and invested in the business ; since the branch does not constitute a third party 
vis-a-vis the parent firm - the head office and Belgian branch being two parts of one organisation -
the revenue authorities include this interest among the profits of the Belgian establishment. 

Sums paid for management and engineering service imply the exercise by the parent enterprise 
of activities in Belgium, and the revenue authorities levy professional tax on the foreign enterprises 
in respect of the net profit from these activities. 1 

Lastly, royalties paid to the parent enterprise for the lease, concession or use of patents come 
under Article 14, paragraph 4, of the co-ordinated laws, by which the total amount is assessable to 
personal property income tax. 

The revenue authorities are not, however, bound exclusively to the empirical method ; they 
may also fix the taxable income by a method of comparison, regard being had to the normal profits 
of taxpayers similarly situated and, as the case may be, to invested capital, turnover, number of 
workmen, motor-power used, rental value of exploited land and any other useful information 
(Article 28 of the co-ordinated laws), should this method seem more likely to reveal the true facts. 
In practice, however·, the empirical method is the normal substitute for accounts ; recourse to the 
comparative method is exceptional. 

The criteria on which the latter method is based are the bona-fide declarations of taxpayers 
who keep regular accounts and operate under similar conditions. The law does not prescribe any 
particular element of comparison (invested capital, turnover figure, number of workmen, etc.). 
This is left to the discretion of the fiscal agents, provided only that the method employed shall 
succeed in fixing as closely as possible the presumed profits on which tax is to be assessed. 

3· Method of Fractional Apportionment. 

If the company fails to produce reliable accounts and should the application of the empirical or 
comparative method not be thought satisfactory, the taxable income may also be determined as 
a fraction of the total income of the foreign company. In this case, the latter is required to furnish 
the revenue authorities with the general accounts of the enterprise and all other information necessary 
to assess tax on an equitable basis. There are no express administrative provisions to this effect, 
but the general purpose is to harmonise as closely as possible the various documentary evidence at 
the disposal of the fiscal agents. 

The question really only affects foreign companies operating in Belgium through a branch, 
as subsidiaries mostly have a separate legal existence involving taxation on their own account. 

4· Reqttiremmts for Selection of Methods and Relative Value of the Various Methods. 

In principle, allocation is based upon the taxpayer's declaration, supported by the separate 
accounts 2 and subject to checking by the revenue authorities. If there are no special accounts or 
if they are not sufficiently trustworthy, allocation may be made empirically. The empirical or 
cor~1parative method is only used if there are special reasons for doing so and if the taxpayer agrees 
to It. 

1 Judgments of Brussels Court of Appeal, dated March 2gth, 1929, and July 2nd, 1932. 
• See note 2, page 78. . 
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The most practical and satisfactory method is taxation in accordance with accounts susceptible 
of being verified by the Administration. If it cannot be employed, an empirical method offers an 
alternative solution, although it is not always in accordance with the facts.' 

In actual practice, however, the revenue authorities are satisfied with any method of assessment 
which will furnish as exact an estimate as possible of the profits earned by a foreign firm in Belgium. 

(c) APPORTIONMENT OF PROFITS BETWEEN BRANCH AND PARENT ENTERPRISE. 

r. Apportionment of Gross Profit of Local Branch to Real Centre of Management abroad. 

When assessing the profits derived from operations carried on in Belgium, no fraction of these 
profits is attributed to the real centre of management abroad. 

As explained above (page 78), tax is assessed in Belgium upon the profit from all operations 
conducted in the country by or through the Belgian establishments, the only deduction allowed being 
the professional expenses of the Belgian office. The Belgian establishment is considered separately 
for the purpose of determining profits and therefore none of these are ascribed to the real centre 
of management abroad. 

2. Apportionment of Expenses of Real Centre of Management to Branch. 

I11terest Charges. 

Jurisprudence has decided that, in the case of Belgian enterprises which earn profits abroad, 
interest charges are ascribed to the head office. The only exception is when the debt has been 
contracted abroad on behalf of establishments situated abroad. 

Applying this jurisprudence, the revenue authorities consider that the interest payable on a 
general debt of a foreign enterprise is ascribed to the real centre of management, unless it is clearly 
established in Jaw that the debt was contracted in Belgium by the Belgian establishment for its 
own requirements ; in the latter case, the interest is liable to personal property income tax in 
Belgium. 

General Overhead. 

As regards foreigners operating in Belgium, the only general overhead or administrative expenses 
which may be deducted are expenses of this kind incurred by the Belgian establishments (Article 27, 
paragraph 4, of co-ordinated laws). · 

Deductible expenses - subject to what was said above about interest charges- do not include 
interest or premiums paid by these establishments to bond-holders, or fees paid to directors 
and auditors out of profits earned in Belgium. 

If there is any doubt as to the accuracy of general overhead or administrative expenses as 
shown in the accounts, details are asked for. 

3· Apportionment of Net Profit of Branch to Deficitary Parent and vice versa. 

Foreign enterprises are taxed on the profits from all operations conducted by or through their 
establishments in Belgium. No regard need therefore be had to any loss in the results of the entire 
enterprise ; none of this loss can likewise be ascribed to the separate accounts of the Belgian branch. 

Applying the above principles, the taxable basis is fixed with exclusive regard to the results of 
the Belgian establishment. If the separate accounts reveal a loss and are found by the fiscal agents 

• The method used the first year must be adhered to; the taxpayer is not allowed to choose the empirical 
method one year and to be taxed on the basis of accounts the next year. 

11. 6 
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to be in order, no tax will be levied in Belgium, even though the entire enterprise should realise a 
profit. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

There is no apportionment of profits between parent branch and subsidiary, the latter being 
regarded in Belgium as independent and liable in respect of all its profits to fiscal rules of its own. 

II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

I. Selling Establishments. 

Local Establishments selling in National Markets. 

In principle, a foreign establishment in Belgium has to keep separate accounts of its Belgian 
operations. If the results shown by these accounts are accepted, assessment is on this basis, but, 
if not, recourse will be had to one of the methods referred to under " General Questions and Methods 
of Apportionment ". 1 

The profit from sales may be determined (in Belgian francs) by deducting from the sale price: 
(a) the value of the goods at the time they were consigned to Belgium; (b) the cost of transport to 
Belgium including insurance and import duties; {c) costs of handling, storage, warehousing ·or 

•packing in Belgium prior to sale; (d) other general expenses in Belgium in connection with these 
operations. 

In principle, the production of the original sales invoices allows the fiscal agent to satisfy himself 
that these prices are normal having regard to the prices of the same goods produced in Belgium. 
In the case of special articles without any known current price, the Controller may refuse to accept 
t,he accounts if he has reason to doubt their accuracy ; in this case assessment will be on an empirical 
basis. 

Local Establishments selling abroad. 

Profits derived from sales to customers abroad are all ascribed to the branch in Belgium, when 
the sales were effected through that branch. The law does not prescribe what part the Belgian 
establishment must play in order that it may be regarded as the agent of sale. In practice, all 
operations are ascribed to the branch which are concluded by it with the third State, even if they 
required the authorisation of the real centre of management. 

2 and 3. Manufactzering and Processing Establishments. 

No legal provision ascribes to a manufacturing establishment a given part of profits from the sale 
abroad of goods manufactured in the country. The revenue authorities have to examine in each 
case whether and to what extent the manufacturing establishment is to be regarded as having 
earned profits in Belgium. 

:4. Buying Establishments. 2 _ 

In principle, a permanent establishment situated in Belgium has to keep separate accounts of 
all operations conducted in the country, including purchases made on behalf of the 

1 A fore.ign firm possessing in Belgium a bran~h managed by a proxy, at which centre all the sales and eventually 
the purchasmg of cereals were undertaken by this official under direct instructions from the company, was judged 
taxable there. Judgment of the Brussels Court of Appeal, February 18th, 1933. 

1 The tax liability of buying establishments and of forwarding agents has been established by judgment of 
October 31st, 1932, of the Court of Cassation. 
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principal enterprise. Assessment is based either on these accounts or on one of the methods already 
mentioned. 

The foreign enterprise is not taxable if purchases are made from a local subsidiary, which, being 
regarded as an independent company, is taxed on the whole of its profits. 

5. Research or Statistical Establishments, Display Rooms, etc. 

Profits could be ascribed to establishments of this kind in Belgium, on the principle that a foreign 
enterprise is taxable if it has an establishment in Belgium. The revenue authorities have decided 
that,~ foreign company wishing to establish an office for supervision and control in Belgium shall 
be deemed to have an establishment there. If, however, the separate accounts show no profits and, 
on being produced, are accepted as being in order, no tax is levied. 

(b) BANKING ENTERPRISES, 

No .special method of assessment is used for these institutions. Their income is determined 
either on the basis of their separate accounts, if approved, or empirically ; the latter method prescribes 
for these enterprises a minimum taxable profit of rs,ooo francs per employee, taking the average 
number of employees for the year in question. 

The revenue authorities are not aware of any case in which the comparative method has had to 
be used. 

(c) INSURANCE ENTERPRISES. 

In principle, profits are determined from the separate accounts. It may be remembered (see 
page 6o) that these accounts are not required to show profits separately according to the class of 
contract (life insurance, temporary, mixed, etc.), but only according to the branch of insurance 
(life, fire). · · On the other hand, the separate accounts must include : the gross premiums (see note 3' 
on page 6o) collected by the Belgian agencies without deducting premiums surrendered to reinsurance 
companies ; the reserves corresponding to polici~s concluded by these agencies or contracted in 
Belgium by agents domiciled abroad ; interest on these premiums and reserves ; compensation paid 
by the Belgian agencies ; the latters' general expenses; and, lastly, reinsurance operations relating to 
policies concluded by the Belgian agents or contracted in Belgium by agents domiciled abroad, etc. 

For purposes of uniformity, the Administration has prescribed the production of a standard 
profit-and-loss account containing all the information required. ' 

In the absence of properly kept accounts, or if such are not produced, the empirical method 
is employed, with the following minimwn profits: 

Life insurance: 20 francs per r,ooo francs of paid premiums; 
Maritime insurance: 25 francs per I,ooo francs of paid premiums; 
Other insurance: 6o francs per r,ooo francs of paid premiums; 

The comparative method has not as yet had to be applied. 

(d) TRANSPORT ENTERPRISES. 

Same as for (b). Under the empirical method, however, the minimum taxable profit is 150 francs 
per I,ooo francs of receipts, but not less than ro,ooo francs per employee and workman ; in the case 
of railways, the minimum is 3,000 francs per employee and workman (average number for year in 
question). · 

The Government is authorised to conclude international agreements granting, subject to 
reciprocity, complete fiscal exemption to the income of foreign shipping enterprises domiciled in 
Belgium. Agreements of the kind have been concluded with Norway, Denmark and Ice~and, Finland, 
Ecuador, Sweden and France, and negotiations are proceeding with other countries. 
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(e) POWER, LIGHT AND GAS ENTERPRISES. 

Same as for (b) ; if the empirical method is used, the minimum profit is ISO per I,ooo francs of 
receipts, but the taxable income must be not less than ro,ooo francs per workman and employee. 

(I) TELEGRAPH AND TELEPHONE ENTERPRISES. 

In Belgium, telegraphs and telephones are operated by a Government monopoly, which is not 
taxable. 

(g) MINING ENTERPRISES • 

. Same as for {b); the empirical method assumes a minimum profit of 3,ooo francs per employee 
and ·workman (average nwnber for year in question}. 

(h) ANY OTHER KIND OF ENTERPRISE REQUIRING SPECIAL TREATMENT. 

Same as for (b); the empirical method presupposes a minimum profit of ISO francs 
per I,ooo francs of receipts, with a minimum taxable income of ro,ooo francs per workman and 
employee. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

I. GENERAL METHODS OF ALLOCATION. 

National enterprises which make profits from separate establishments abroad have to attach 
to their annual declaration a copy of the separate balance-sheets and profit-and-loss accounts of 
these establishments (Article 54, paragraphs I, {3), 2). · 

For the rest, reference may be made to page 6o " National Enterprises operating abroad ". 

II. ALLOCATION OF PROFITS TO REAL CENTRE OF MANAGEMENT WITHIN THE COUNTRY. 

In this matter, the revenue authorities rely.upon the accounts, if these appear to be in order, 
and if the accounts show that all the profits are of foreign origin, the law forbids any part of them 
being ascribed to the real centre of management. 

C. HOLDING COMPANIES. 

I. NATIONAL HOLDING COMPANY CONTROLLING ONE OR MORE FOREIGN SUBSIDIARY. 

Holding companies, like companies with their head office or principal administrative 
establishment in Belgium and separate establishments abroad, have to keep accounts of the 
income they derive fr?m both Belgian and foreign sources. Dividends and interest paid in 
Belgium are liable to deduction of personal property income tax at the source at full or reduced 
rate, according as the income is of Belgian or foreign origin. In the case of foreign income paid 
abroad, the holding company has to declare it and pay personal property income tax on it at 
reduced rate. . 

Since such income, both Belgian and foreign, must not be taxed twice, the profits of these 
companies corresponding to the net dividends they receive may be used to build up or add to their 
reserves, or may be distributed to the shareholders of the company, without payment of any further 
tax. 

The same rule applies to debenture interest and coupons on bonds or to other interests. If this 
income has paid personal property income tax, its net amount is not liable to further tax when 
included among profits placed to reserve or distributed. 
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II. LOCAL SUBSIDIARY CONTROLLED BY A FOREIGN HOLDING COMPANY. 

In conformity with the principles explained in Part I, local subsidiary companies are taxed on 
their total profits both Belgian and foreign, those earned in Belgium being taxed at full rate, those 
made abroad at a reduced rate. The local company pays the personal property income tax for 
which it is liable when it pays its dividend, so that the foreign holding company receives income 
on which Belgian tax has been duly paid. At the same time, the holding company itself is not 
regarded as liable to tax in Belgium, since it has neither its head office nor its chief administrative 
establishment in the country. 

D. TREATY PROVISIONS. 

I. NATIONAL ENTERPRISES OPERATING ABROAD. 

In principle, a taxpayer whe has his head office or principal establishment in Belgium and other 
establishments abroad is taxed on the .whole of the profits earned in Belgium and abroad. Tax 
is assessed on the basis of the general balance-sheet and of the special profit-and-loss accounts 
relating to the business of the separate foreign establishments, the foreign profits being taxed in 
Belgium at a reduced rate if already taxed abroad. 

According to the Conventions concluded with the Grand-Duchy of Luxemburg, ·France and 
Italy, industrial, mining, commercial and agricultural enterprises a,re taxable in each country in 
proportion to the income earned by the permanent establishments therein. 

This procedure constitutes a departure from the normal rule. The Belgian authorities will 
therefore no longer tax the profits of establishments in the Grand-Duchy, France and Italy, but the 
profits of establishments situated in other non-contracting States will continue to be subject to 
ordinary Belgian law. 

Allocation will be based on regular accounts. If there are no regular accounts showing the 
income separately and accurately, the competent authorities of the contracting States will, if need 
be, agree upon certain rules of apportionment. 

II. FOREIGN ENTERPRISES DERIVING INCOME FROM BELGIAN SOURCES. 

In this matter, the Conventions make little change in Belgian fiscal law : the foreign enterprises 
will be. taxable in Belgium only if they have a permanent establishment there. The ta.x will be 
assessed exclusively on profits earned in Belgium by or through the said establishment, and these 
profits will not be taxed in the other country. 

The Convention with Italy, however, prescribes that the profits of shipping and air navigation 
companies, including profits from the sale of tickets, shall be ta.xable only in the country in which the 
enterprise has its real head office, provided that the vessels or aeroplanes belong to that State. 
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Annex. 

TABLE OF TARIFFS. 

I. LAND-TAX (TAX ON INCOME FROM LANDED PROPERTY}. 

Seven per cent of cadastral income, plus additional centimes levied on behalf of the provinces· 
and communes at ·varying rates according to the localities. . . . 

!I. TAX ON INCOME FROi\1 PERSONAL PROPERTY. 1 

A. Income of Belgian Origit~: 
Percentage 
rate of tax 

I. Income from shares in commercial or non-commercial companies and partnerships 
having their head office or principal administrative establishment 2 in Belgium, except 
as provided in ~o. II below 3 • • • • • • • • . • • • . . . • • • . . • • • • • • • 22 

2. Income from bonds or other debts incurred .by the companies or partnerships 
mentioned in No. I, except as provided in No. I3 below 3 • • • • • • • • • • • • • • • . IS 

3· Income from debts 4 incurred by individuals or companies and partnerships other 
than those mentioned above . . . . . . . . . . . . . . /. . . . . . . . . . IS 

4· Income from deposits' other than those specified under Nos. 8 to II below. . . . IS 

s. Income from the rent, lease, use or concession of all personal property (but see, 
as regards hunting and fishing rights, letter D below) . . . . . . . . . . . . . . . . IS 

6. Income from capital invested in companies, other than share companies, by sleeping 
partners . • . . . • . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . 10 5 

1 Article 7 of Law of March 23rd, 1932 ( Moniteur, of l\Iarch 26th), fixes, for 1932 ~nd 1933. an additional 10 per 
cent on the personal tax ; the rates indicated should be therefore increased by to per cent during those years. As 
regards tax on income of foreign origin paid abroad, this additional 10 per cent is only levied on the tax on 
income paid after April 1st, 1932. 

• Dividends, interest, total or partial repayment of corporate capital and taxable sums distributed in the 
event of a division of the company's assets, except the part corresponding to profits earned and taxed abroad 
(see No. 12). 

• There are, however, special rules for colonial companies (Law of June 21st, 1927); see page 54· 
' Except professional debts or deposits, provided the taxpayer can satisfy the Administration that the interest 

thereon is included in the accounts of the Belgian beneficiary establishment and therefore, to. that extent, swells 
the taxable profits of the latter. 

' Plus additional tax on behalf of provinces and communes. 
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Percentage 
rate of tax 

7· Income from bonds issued by the Belgian State, the provinces, communes and other 
public bodies 1 and from debts incurred by them. . . . . . . • . . . . • . . . . 2 

8. Income from deposits with the Caisse generale d' Epargne et de Retraite and the 
Caisse des Depots et Consignations 2 • • • • • • • • • • • • • • • • • • • • • 2 

9· Income from deposits with other public savings banks 2 3 • • • • • • • • • • 2 
ro. Income from loans granted after July rst, 1932, to agricultural or commercial 

enterprises which have their seat in Belgium, provided it is shown that such loans were 
specially intended to provide employment 1 • • .- • • • • • • • • • • • • • • • • • • 2 

II. Income from deposits with private savings banks satisfying certain conditions 2 3 5 5 

B. Income of Foreign Origin or Income assimilated thereto. 

12. Income from shares, referred to in No. r, in a proportion corresponding to profits 
earned and taxed abroad 6 • • • • • • • • • • • • • • • • • • • • • • • • • • • • 6 

13. Income of foreign origin other than that mentioned above (income from foreign 
shares or bonds, foreign State funds, foreign debts, foreign deposits, real estate situated 
abroad, etc.). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 

q. Income from bonds issued abroad for the needs of foreign establishments 7 • • • • 5 
15. Income from sums of money deposited in Belgium by individuals or legal entities 

having no domicile, residence or establishment in the country 8 • • • • • • • • • • • • 5 

1 Exemption is granted to bonds issued prior to January 1st, 1919, by the State, provinces and communes. 
Further, income from the following State funds enjoys special exemption ; 

(a) Interest on the National Reconstruction Internal Loan (Law of March 16th, 1919); 
(b) Interest and redemption premium on loans issued abroad (Laws of March 16th and October 24th, 1919); 
(c) Interest and redemption premium on the 5% Premium Loan (Law of January 27th, 1920) ; 
(d) Interest and redemption premium on the 6% Loan issued in Belgium by the Grand-Duchy of 

Luxemburg (Article 4. Law of July 12th, 1922) ; 
(e) Interest on the Belgian Congo Debt: 2Yz per cent, 1887; 4 percent, 1896-1898; 4percentredeemable 

1901 ; 3 per cent, 1904 (interest payable after August 31st, 1922) ; 
(f) Interest on 4% and s% Prize Loans issued in 1921, 1922 and 1923 by the Federation des Cooperatives 

pour Dommages de Guerre; 
(g) Coupons and redemption premium on the 6% Bonds issued in 1924 by the Association National8 

des lndustriels et Commer~ants (Article 3 of Law of May 26th, 1924). 
• No tax is due if income from deposits is less than 25, so or 100 francs for three months, six months or one 

year respectively. 
, • The reduced rate only applies when the interest allowed to each depositor does not exceed 200, 400 or 

Boo francs for three months, six months or one year respectively. Beyond these limits, deposit income is taxed 
at 15 per cent. 

'Article 3 of the Law of July 23rd, 1932 (Nloniteur of July Jist, I932). The procedure to be followed in 
order to obtain this reduction of tax is laid down in a Royal Decree. 

• These conditions. are : 
(a) The institutions must have their own administration ; 
(b) The directors must give their services free, except for the allowances in respect of their actual expenses 

or compensation for loss of a day's work through attendance at board meetings ; 
(c) The dividend paid to members on their share of paid-up capital must not exceed 5 per cent net. 

• Special rnles are laid down for colonial companies in the Law of June 21st, 1927; see page 54· 
'The tax is not due on interest on the above-mentioned bonds issued free of Belgian tax since January Ist, 

I 926, unless the income accrues to persons or firms domiciled, rl'sident or established in Belgium. In this case, 
the tax is 5 per cent and is payable either by the intermediary, who pays the income in Bel.gium, within a for:tuight 
of payment, or by the actual recipient on the basis of an annual declaration, if he recetves the coupon directly 
abroad. · 

• Until the expiry of current contracts, this rate applies to the income from capital placed by the above
mentioned individuals and legal entities at the disposal of Belgian firms before July 16th, 1930. 
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C. Income other than Annual Income. 
Percentage 
rate of tax 

16. Premiums o.r prizes of national public funds : 

Not exceeding 25,000 francs 
Not exceeding · 50,000 francs 
Not exceeding 1oo,ooo francs 
Not exceeding 15o,ooo francs 
Exceeding 15o,ooo francs 

•. 

3 
4 
6 
8 

IO 

D. Special Tax assimilated to Personal Property Tax, deducted at Source. 

17. Yield from lease of hunting and fishing rights 1 • • • • • • • • • • • • • • • 10 

III. PROFESSIO:SAL TAX (TAX ON INCOME FROM TRADE AND PROFESSIONS). 

Amount of the tax 

Income 1 Percentage applicable corresponding to the 
to the total amount income equal to the first (in francs) of income 3 figure of the " Income " 

column (in francs) 3 

I. Not exceeding 5o,ooo 4 

2. Exceeding 5o,ooo : 
From: 

5o,ooo to 6o,ooo 5-0 ' 2,500 
6o,ooo to 70,000 . 5-5 3,300 
70,ooo to go,ooo 6.0 4,200 
go,ooo to no,ooo 6.5 5,85o 

IIO,OOO to 130,000 7·0 7·700 
13o,ooo to 15o,ooo 7·5 9·750 
15o,ooo to 175,ooo 8.0 12,000 
175,ooo to 2oo,ooo 8.5 14.875 
200,000 and upwards . •. g.o 

I 

I 

1 This tax is payable by the tenants or, failing them, by the beneficiaries of the income, pmvided the latter 
amounts to 100 francs. It must be paid within a fortnight of the receipt of the income. 

• For personal exemptions and deductions for dependents, see page 61. 
• In accordance with Article 7 of the Law of March 23rd, I 932, which fixes a special surcharge for 1932 and 

1933, the figures below should be increased by 10 per cent (see page 61. note 2). 
• For income less than so,ooo francs, there exist various tariffs according to the population of the commune 

in which the taxpayer resides, which are too long to be reproduced here. The tax goes from 12 to 2,256 francs, 
according to the amount of the income and the number of dependents of the taxpayer (see also page 61). 
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IV. CoMPLEMENTARY PERSONAL TAx. 

Amount of tax 

Taxable basis ' Percentage applicable corresponding to the 

(in francs) to the total amount income equal to the first 
of the taxable basis figure of the " Taxable 

basis " column (in francs) 

I. Not exceeding 15,000. - nil I nil 
2. From 15,000 to 25,000 I 

I 
ISO 

25,ooo to so,ooo I.S 250 
so,ooo to 75,000 2 625 
75,ooo to roo,ooo 2.5 I,I25 

Ioo,ooo to 125,000 3 I,750 
I25,000 to I50,000 4 2,500 
ISO,OOO to I75,000 5 3,500 
175,ooo to 2oo,ooo 6 4.750 
200,000 to 225,000 8 6,250 
225,000 to 25o,ooo IO 8,250 
250,000 to 275,000 I2 I0,750 
275,000 to 30o,ooo I4 13,750 
30o,ooo to 325,000 I6 I7,250 
325,000 to 350,000 r8 2I,250 
35o,ooo and over 20 25,750 

1 See, for the constitution of the taxable basis, deductions and exemptions, pages 64 to 66. 
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PART I. - GENERAL DESCRIPTION OF DIRECT TAX SYSTEM. 1 

The system of direct taxation in Czechoslovakia is made up in the main of the following taxes : 
Its basis is the income tax (Einkommensteuer or Globalsteuer), 2 which is levied upon the total 

income of every individual. · This tax is supplemented by the following schedular taxes : the general 
ta.'C on profits (allgemeine Erwerbsteuer) imposed on individuals and partnerships; the special tax 
on profits (besondere Erwerbsteuer}, levied upon companies; the land tax (Grundsteuer); the 
buildings tax ( Geb!iudesteuer); the capital yield tax (Rentensteuer); the directors' percentages tax 
(Tantiemensteuer) ; and the tax on high salaries ( Besoldungsteuer). 3 Each of these taxes is lev:ed 

· upon income from a specific source- e.g., income from profit-making concerns, income from land, 
income from personal and other property, directors' percentages and from salaries in excess of a 
certain figure. 

The provisions governing direct taxation in Czechoslovakia are embodied in the Law of June 
rsth, I927 (No. 76 of the Collected Laws and Decrees), as amended by two laws, the more important 
of which is that of November 27th, rg3o (No. r67 of the Collected Laws and Decrees). Unless 
otherwise stated, the paragraphs quoted below refer to Law No. 76, of r927. 

I. INCOME TAX. 

I and 2. TAXPAYERS AND TAXABLE INCOME. 

This tax is imposed exclusively upon individuals and estates in abeyance (hcereditas jacens). 
It is assessed upon the net income of each household _:_ i.e., on the total income in cash and in kind 
accruing, after deduction of expenses necessary to acquire and preserve that income and of legal 
abatements, to the head and members of a family. The wages and salaries of the latter, however, 
are not included in the reckoning. 

Liability to pay this tax rests with the following persons, irrespective of nationality : 
(r) Persons who are domiciled in the country or reside there for more than a year.- Whate\er 

their nationality, their tax-liability is unlimited- that is, they are taxable in respect both of income 
derived from abroad and of income they acquire within the country. Under certain conditions, 
however, they are exempt from. the tax in respect of the part of their income derived from real estate 
or enterprises situated abroad or from salaries or pensions paid by a foreign Government. In order 
that exemption may be granted, proof must be forthcoming that the part of the income in question 
has already paid income tax or a similar tax abroad ; further, the foreign State must grant 

1 Legislation in force on April 30th, 1933. 
1 The German terms quoted in parentheses are the names of the Austrian taxes in which the Czechoslovak 

taxes have their origin. 
8 Out of a total public revenue for 1930 of 7.377 million Czechoslovak crowns, revenue from direct taxes 

amcunted to 1,752 millions. This sum was made up as follows: income tax, I,I6I millions· other direct taxes 391 
millions ; local taxes and surtaxes, 200 millions. ' ' , 
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reciprocal exemption, in virtue either of its domestic law or of treaties with Czechoslovakia (such 
as have already been concluded by Germany, Austria, Italy, Hungary and Poland). 

An individual's domicile (Tf'ohnsitz) is the place where he is living under conditions which 
imply an intention to reside there pennanently {Section 252 of the law on direct taxation). In 
practice, a person who lives in Czechoslovakia for at least a year acquires a residence ( Att/enthalt) 
in the country, which creates, in his respect, an unlimited fiscal obligation. The difference between 
domicile and residence is a matter of intention. An individual who comes to Czechoslovakia with 
the intention of remaining there permanently acquires a domicile in the country and becomes liable 
to tax forthwith: If he does not intend to remain in the country indefinitely, but does stay there 
for over a year, he becomes liable for that year and for the length of his stay. 

{2) Persons who are not domiciled in the country and do not reside there for more than a year. 
- These persons have a limited tax-liability; they are taxable : 

(a) If they are in receipt of : 
{r) Income from real estate situated in Czechoslovakia, from loans secured by a 

mortgage on real estate situated in the country, and from property sequestrated or in some 
way legally immobilised in Czechoslovakia; 

{2) Income from profit-making enterprises or occupations carried on within the 
country or from participation in such enterprises or occupations ; 

{3) Salaries or pensions paid by the St?-te or by a province, district or commune : 
{4) Czechoslovak directors' percentages. 

(b) If they reside in the country for less than a year, for the purpose of doing business 
there. - In such case they are liable in respect of the income they receive during their period 
of residence within the country. 

3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME. 

The tax is assessed for each calendar year on income actually received during that year, even 
if the obligation to pay tax has arisen or has lapsed in the course of that year {paragraphs 23, 24). 
If the taxpayer's regular accounting period does not coincide with the calendar year, tax may, at 
the taxpayer's request, be computed on the results of the accounting period closed in the course 
of the taxable year, provided that this period covers a full twelve months. 

The commercial profits of taxpayers whose accounts are kept in conformity with the Commercial 
Code 1 and customary usage are determined on the basis of those accounts, regard being had to the 
special provisions of the law on direct taxation {paragraph ro). 

On the expiry of the fiscal period, and, in any case, not later than February of the following 
year, every taxpayer has to make a return of his income on a form prescribed by law. This return 
serves as the basis for determining the taxable income. 

The return is checked with the taxpayer's participation. He may be required to furnish 
documentary confirmation of his statements and evidence by experts or other witnesses ; and the 
competent authority- i.e., the tax commission- must take account of any proof the taxpayer may 
submit. If the taxpayer for no valid reason fails to make his return within the prescribed time or 

1 According to paragraph 28 of the Commercial Code, commercial books must be so kept as clearly to show 
the trader's operations and fortune. Entries in the books are governed by the accountancy regulations. 
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does not comply with the invita~ion. to assist the au~~or~tie_s in checking his return, th_e tax"_is assessed 
on the basis of whatever matenal 1S at the authontles disposal. 

The taxpayer may be represented by a proxy (paragraph 263), wh? must be a Czechoslovak 
national enjoying full civil and political rights and who must produce his power ~f at~o~ey .. The 
latter must be in writing and must confer on the proxy the nght to represent his prmCipal m all 
matters pertaining to taxation. .. . . . . 

Taxpayers living abroad must appoint a proxy who Is domiciled m Czechoslov~kia ; the same 
applies to any owner of an enterprise who is domiciled abroad ~nd has no agent m the country. 
If taxpayers fail to conform to this rule, official notices, more pa!~Icularly demand not~s, are. served 
on them as follows : the document is delivered to the authontles of the commune m which the 
taxpayer was last known to have been domiciled. These ~ut?orities make publ_ic announcement 
of delivery and, if the person concerned does not respond withm four weeks of this announcement, 
the document is deemed to have been served (paragraph 257). 

(b) COMPUTATION OF TAX. 

The tax is computed as a fraction of the taxable income and increases progressively from I to 
about 29 per cent (see Annex). 

Persons, however, whose incomes do not exceed a certain sum are exempt. This sum, in 
principle 7 ,ooo Czechoslovak crowns, increases with the number of persons maintained by the taxpayer 
and may amount to as much as II,ooo crowns. But, as the ta.x-free minimum also includes 
income not liable to tax by reason of its origin (income, for example, received by a foreigner which. 
is not liable to tax in Czechoslovakia), it is possible, though very rare, for tax to be levied on income 
below the above-mentioned sums. 

Large families with incomes below 52,000 Czechoslovak crowns pay the tax at a reduced rate 
according to the size of the family (paragraph 20). On the other hand, bachelors, and married persons 
without children, whose incomes exceed 26,ooo crowns, pay a surtax of IS and IO per cent respectively 
(paragraph Ig). · 

Salaries and wages are taxed at a reduced rate. The tax on income other than salaries and 
wages is assessed by tax committees, each consisting of an official and of representatives of the 
taxpayers. 

4· COLLECTION OF TAX. 

Each ~axpayer is informed of t~e a!llount of tax he owes through a demand note. He may 
appeal agat~s~ hiS ~sessment by apphcat~on to the higher administrative jurisdiction within thirty 
days of recetvmg the note. He may also, If necessary,appeal against the decision of this jurisdiction 
to the Supreme Administrative Court. . 

The. ta.x is, in principle, payable by the taxpayer himself in four equal instalments on January 
• Ist, April Ist, July Ist and October Ist of each year (paragraph 26g). Until the taxpayer receives 

the ?emand note for the current year, he must make his quarterly payments on the basis of the note 
received the year before (paragraph 270), amounts thus paid being credited to the tax account for 
the current fiscal year. 

The tax on salaries and wages is collected by deduction at the source and is paid to the Treasury 
by the employer. 

II. GENERAL TAX ON PROFITS 

I and 2. TAXPAYERS AND TAXABLE INCOME. 

· This. tax is imp~sed upo~ individuals and partnerships (as such) carrying on an occupation or 
engaged m trade or mdustry m Czechoslovakia (paragraph 46). By" persons" in this connection 



CZECHOSLOVAKIA (I) 97 

the law understands, not only individuals, but also partnerships not liable to the special tax on profits. 
That is, ordinary partnership; (offentliche Handelsgesellschaften), limited partnerships (I<omman
ditgesellschaften) and joint ventures ( Gelegenheitsgesellschajten). 

The tax is not imposed on salaries or wages, on profits from 3.6Ticultural, horticultural and 
forestry operations, hunting and fishing conducted or engaged in by taxpayers on their own land, 
or on profits from enterprises liable to the special tax on profits. It is levied upon every enterprise 
forming an independent economic unit. The same applies when an enterprise has several 
establishments or operates in different places. 

If an enterprise liable to this tax extends its operations to foreign countries from an 
establishment in Czechoslovakia (or, if it has no establishment proper, from the owner's domicile), 
tax will be assessed upon the total profits. 

On the other hand, if such enterprise operates abroad permanently, and especially if it has a 
foreign branch, factory, purchase or sales office, agency or other establishment, it will be taxed on 
its foreign profits, only if these have not already been taxed abroad. At the same time, at least 
one-quarter of the enterprise's total profits will always be deemed to have been earned 
in Czechoslovakia. 

Foreign enterprises which similarly extend their operations to Czechoslovakia are liable to the 
general tax on profits, only in respect of that part of their business which is situated in the country 
(paragraphs 48 and 49). 

3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME AND ABATEMENTS. 

The sum taxable is the net profit of the enterprise. 
The taxable income of partnerships includes the share of profits accruing to each partner. 
The taxable net income, for purposes of this tax, is, in principle, determined in the same way 

as for purposes of income tax. It may, however, be well to indicate the items that may or may not 
be deducted from gross profits in order to obtain net profit. 

r. The following deductions are allowed : 
(a) All expenses n'ecessary in' order to earn and maintain profits - viz. : 

Expenses of operation and administration, general overhead and interest on business 
debts; 

Normal depreciation to provide against deterioration and wear and tear of buildings, 
machinery, tools and all other plant or materials used in the business ; 

Capital losses (in particular, falls in the rate of exchange, actual or anticipated) ; 
Premiums paid for the insurance of assets invested in the enterprise ; 
Rent and royalties paid for the use of building, land and patents used in the business ; 
Direct taxes and their surtaxes including turnover and other taxes which are assessed 

by the means of assessment lists and contributions in lieu of surtaxes or local taxes (these 
contributions must, however, be directly connected with the conduct of the business and 
must actually have been paid to the competent authorities). 
Since 1927, taxpayers who keep regular books are also allowed to deduct a reasonable sum 

representing a reserve put aside for payment of the general tax on profits. In order to benefit by 
this provision, the taxpayer must show that, during the following fiscal year he applied the sum 
so deducted to the payment of profits tax and surtaxes within the legally prescribed time-limit. 

(b) In the case of taxpayers keeping regular accounts who build or rebuild premises for 
the conduct of their business or the accommodation of their staff, or who build annexes to 
these premises, and in the case of enterprises which renew their machinery and to?ls : 20 per 
cent of the actual cost of this building or of these tools or machines. This deduction may be 

n. 7 
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made during the five years following the year in which the b~dings ":ere completed or ~he 
tools and machinery replaced ; apart, too, from the deductions wh1ch. these .en~erpnses 
are already entitled to make for depreciation. If within ten years of their completiOn such 
buildings are put to some other use than tllat originally intended, the taxpayer ~ust pay tax 
on the sums which he had originally been allowed to deduct from his taxable mcome under 
the heading of these new buildings. 

(c) Enterprises which derive income from the possession or exploitation of real prope!ty 
are allowed to deduct from their profits liable to general tax· on profits a sum correspondmg 
to the amount on which land tax or buildings tax was levied. 

(d) Enterprises which keep regular books and can show that for the two preceding business 
years they have uninterruptedly held at least 20 per cent of the shares, mining shares, bonus 
shares etc., of another national enterprise liable to the special profits tax need not include 
the in~ome from these securities among profits liable to tax if they bought them out of their 
own funds. If these securities were not acquired altogether out of the enterprise's own funds, 
only so much of the income therefrom may be deducted from taxable profits as exceeds the sum 
necessary to pay the interest on capital borrowed for the purpose. 

2. The following deductions from taxable income are not allowed : 
(a) Income tax, war tax, war-profits tax, property tax and general tax on profits, due 

in respect of years prior to 1927 ; 
(b) Interest on the taxpayer's private debts, his personal obligations and life 

insurance premiums on behalf of the taxpayer hinlself or members of his family ; 
(c) Taxes due- i.e., taxes not yet paid, subject to what has been said above; 
{d) Repayment of debt or expenses incurred in enlarging or developing the enterprise, 

unless it is to be held that these sums are normally covered by the enterprise's profits ; 
(e) Losses and depreciation of the taxpayer's capital and property, so far as such losses 

and depreciation are not directly connected with business operations, and losses from the 
acquisition of property at a price in excess of its real value ; 

(f) Interest on capital invested by the taxpayer personally in his own enterprise ; 
(g) Cost of the housing and maintenance of the taxpayer, his family and his servants, 

including the cash value of products consumed in kind ; 

(h) Gifts and subsidies freely made, except such as the conduct of the business necessitates; 
(P~ents by the taxpayer for the purpose of insuring his staff against sickness or accident, 

retiring pensions and pensions for widows and orphans of employees may only be deducted up 
to the amount which the employer is legally bound to pay. An enterprise may not deduct 
from its profits the taxes it pays on behalf of its staff, even if under contract to pay them.) 

(i) The tax on capital yieid withheld by the debtor enterprise and paid on its creditor's 
behalf. 

(b) COMPUTATION OF TAX. 

The nor~al rate of tax is 2.5 per cent of the taxable profit .. This, however, is reduced to 
o.s per cent m respect of profits not exceeding 30,000 Czechoslovak crowns and is increased to 
4 per cent in respect of profits in excess of 140,000 crowns. Various advantages are further 
granted in respect of profits of less than 15,000 crowns. · 

In the case of enterprises whose capital exceeds 10o,ooo Czechoslovak crowns, the tax may not 
be less than o.s per thousand of the capital engaged in the business. 

The tax on profits is subject to a surtax on behalf of the local authorities. 
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4· COLLECTION OF TAX. 

The collection of the general tax on profits, like its assessment, is governed by the same rules 
as apply. to income tax. A different method of collection is only adopted in respect of hawkers, 
itinerant vendors, etc. In their case, the tax is paid in advance and once for all. Partners who 
are personally responsible for the debts of their partnership are regarded as joint sureties for payment 
of the general tax on profits for which the partnership is liable. Similarly, a lessor is responsible 
for the profits tax owing by his tenant or lessee. 

III. SPECIAL TAX ON PROFITS. 

1 and 2. TAXPAYERS AND TAXABLE INCOME. 

The special tax on profits is levied upon what are regarded by fiscal legislation as legal 
entities- viz. : 

{r) Enterprises which are required by law to publish a balance-sheet -
e.g., share companies (Aktiengesellschaften}, limited partnerships with share capital 
(Kommanditgesellschaften auf Aktien), mining companies (Berggewerkschaften), insurance 
companies, savings banks (Sparkassen) and people's banks (Vorschusskassen), agricultural 
credit institutions (Landeskreditinstitute), together with State enterprises and public 
corporations ; · 

{2) Limited liability companies ( Gesellschaften mit beschriinkter Haftung); 

{3) The brewers' corporations (Brauberechtigte Burgerschaften). 1 

{4) Profit-making enterprises of which at least half the capital is held by a foreign company 
{corporation, limited partnership with share capital, inining company or limited liability 
company) having no permanent establishment in Czechoslovakia and therefore not being 
itself taxable in Czechoslovakia. 

If a Czechoslovak enterprise liable to the special tax on profits extends its activities from its 
establishment within the country to a foreign country where it has no permanent establishment, 
it is taxable in respect of all profits from these extended activities. If, however, the enterprise has 
some permanent establishment abroad, such as a branch, factory, purchase and sales office, agency 
or other means of conducting business, the foreign profits will be taxed in Czechoslovakia, only if 
they .have not already paid abroad a schedular income tax levied by a foreign State. In these 
circumstances, the proportion of profits not taxable in Czechoslovakia may not exceed a certain 
maximum fixed as follows : 

(a) In the case of enterprises which buy in Czechoslovakia and sell abroad or vice versa, 
the maximum exempt from taxation is half the profits of the foreign operations. 

(b) If the enterprise manufactures in Czechoslovakia and sells abroad, only one-third of 
such profits may be deducted from the amount taxable in Czechoslovakia. 

Similar provisions apply to foreign enterprises which extend their operations to 
Czechoslovakia or have an establishment in the country. 

(c) In cases other than those covered by (a) and (b), the minimum taxable 
in Czechoslovakia is one-tenth of the total profits of Czechoslovak enterprises which do business 
abroad. 

1 The brewers' corporations are very ancient corporations which enjoy the right to brew beer in certain 
urban buildings. 
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The above rules are subject to a number of exceptions applying to operations i~ countries wi~h 
which Czechoslovakia has concluded double-taxation conventions. Such .countnes are Austna, 
Hungary, Germany, Poland and Italy. 

3· ASSESSMENT OF TAX. 

The special tax on profits is fixed annually on the basis of a declaration which taxpayers ~re 
required to make within a fortnight of the passing of the acco~nts by ~he general meetmg 
of shareholders and within six months of the close of the taxable busmess penod. 

(a) COMPUTATION OF TAXABLE INCOME AND ABATEMENTS. 

The taxable amount consists of the net profits as legally established for the business period 
ending in the course of the tax year. The taxable profit is computed on the basis of the profits 
shown in the balance-sheet, plus expenses and losses not legally deductible and minus items which 
the law allows to be deducted. 

(1) The following are the items which have to be added to the profits as shown in the balance
sheet. 

(a) Profits of the taxable period devoted to increasing the enterprise's capital ; 
(b) Profits of the taxable period devoted to repayment of capital invested in the enterprise 

by partners or members or to such extinction of debt as will increase the assets of the enterprise, 
or to the repayment of advances or subsidies not liable to the special tax on profits (see below, 
point (2) (c)) ; 

. (c) Profits devoted to paying interest on capital invested in the enterprise by partners and 
other shareholders, whether such capital is in the form of shares, beneficiary shares or in some 
other form of participation ; interest on loans proper, however, is deductible ; 

(d) Profits devoted to subsidies, guarantees or advances to other enterprises; 
(e) Subsidies, gifts, etc., unless these are necessary to the conduct of the business ; 
(Accordingly, contributions to sickness, disablement, old-age, accident and pensions 

insurance funds paid by the enterprise on behalf of its employees or of the latters' widows and 
orphans, over and above what it has to contribute by law, are not deductible ; nor are any 
taxes which the enterprise may pay on behalf of its staff, even if these payments are compulsory 
under a contract.) 

(!) Profits devoted to the payment of the special tax on profits and its surtaxes ; 
(These taxes, however, may be deducted for fiscal periods subsequent to 1928, if it can be 

shown that the enterprise paid them during the tax year. Similarly, reserves set aside for 
payment of special tax on profits may be deducted if they are proportionate to the amount of . 
tax due and If the enterpnse can show that it actually paid the taxes in question in the course of 
the following tax period and within the prescribed timeclimit.) 
. (g) R~ceipts set asid~ for payment of the tax on capital yield and withheld at the 

time of payrng the taxable mcome to the beneficiaries thereof ; · 
(h) ~rofits of the current financial period devoted to making good losses brought forward 

from preVIous years. 

(2) The following items musLbe deducted from the profits figuring in the balance-sheet : 

(a) Profits brought forward from previous years ; 
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(b) Profits from property subject to land or buildings tax, up to the amount subject to 
the one or the other of these taxes ; 

(c) Advances and grants made to the enterprise by the State and subsidies and other sums 
received by the enterprise ; 

(d) In the case of insurance companies, the technical reserves corresponding to current 
risks and to compensation due, bu~ not yet paid, in respect of losses already sustained ; 

(e) Interest on loans (but see above, point (r) (c)); 

(f) Funds necessary to provide against depreciation and wear- and tear of movable 
property and material - used in the business and sums representing loss of assets 
due to fluctuations in the exchange or other factors. Profits placed to special reserve for 
depreciation and losses may also be deducted, but only if the nature of the losses and 

· depreciation thus provided against is specified and if the said depreciation and losses have 
already been incurred or are to be regarded as probable. Deduction may also be made of 
profits on the rate of exchange, which, if not actually realised, appear in the accounts and 
which savings banks and insurance companies would assign to special reserves to cover losses 
on the rate of exchange. 

(g) In the case of enterprises keeping regular accounts which build or rebuild premises for 
the conduct of business or the accommodation of staff or which build annexes to these pr~mises 
arid, in the case ofenterprises which renew their machinery and equipment annually, 20 per 
cent of the actual cost of this building or of this machinery and equipment may be deducted 
during the five years following the year in which the buildings were completed or the 
equipment and machinery replaced; apart, too, from the deductions which these enterprises 
are already entitled to make for depreciation. This provision has been in force since 1928. 
If within ten· years of their completion such buildings are put to some other ·use than that 
originally intended, the taxpayer must pay tax on the sums which he had originally been ' 
allowed to deduct from his taxable income under the heading of these new buildings. 

(h) Remuneration paid to employees for their services, such remuneration being regarded 
as expenses necessary to the conduct of the enterprise. 

Gifts for the purpose of adding to the compensation payable to employees in the event of 
old age, disablement or retirement, and pensions to their widows and orphans, are deductible 
if these sums are paid to the employees or their families direct or to pensions and benefit funds 
having a legal existence apart from that of the enterprise. The fiscal authorities may, further, 
in deserving cases, allow the deduction of gr~ts made on behalf of employees to pensions or 
benefit funds not legally distinct from the enterprise, if such grants are normal and if the 
enterprise declares itself willing to pay supplementary tax, should the funds in question not 
be devoted to their original purpose. 

(i) Shares of profits paid to employees, when due to them under their contract: 

(f) Remuneration paid by savings banks to the members of their board of management 
or supervision. 

In the case of other enterprises, remunerations to members of boards of management, 
supervisory;committees, etc., may only be deducted on the following conditions: the members 
concerned must have legal right to this remuneration, and the services they render the 
enterprise must constitute their main occupation and be such as would otherwise have to be 
performed by a salaried employee ; further, such remuneration must not be dependent upon 
net profits, but be in proportion to the services rendered. Lastly, such remuneration may not 
exceed 30 per cent of net profits in the case of limited liability companies or ro per cent in the 
case of other enterprises. 

(k) In the case of enterprises which can show that they have for the two business years 
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preceding the taxable year uninterruptedly held at least 20 per cent of the shares, beneficiary 
and other, of a Czechoslovak company liable to the special ta:c on profits and that ~h~y 
acquired them out of their own funds, the dividends and othe.r .mcome f~om these se;unttes 
are deductible. If the enterprise has not acquired these securtties exclus1vely out of 1ts OW? 
funds, only the amount in excess of the interest on capital borrowed for the purpose 1S 

deductible from the profits figuring in the balance-sheet. 

(l) Although, in principle, the profits distributed to their members by manufacturing 
and agricultural co-operatives (Erwerbs- una WirtschaftsgenossenschaftenJ. are ~axable, s~ch · 
associations are permitted to 'deduct an amount corresponding ~o. remunerabo~ prud for se~~ces 
rendered or material supplied by their members. This proVIsiOn also applies. to such srrmlar . 
associat~ons as sugar-producers associations which are incorporated as compames by shares. 

(m) Annuities paid by .the State for enterprises it has repurchased or taken over may 
be deducted from taxable profits on condition that these enterprises were already exempt ~rom 
the special tax on profits under provisions in force before the enactment of the law on dtrect 
taxation. 

When the legally deductible expenses concern enterprises or profits which are only partially 
liable to the tax (as in the case of firms doing business both in Czechoslovakia and abroad), deduction 
is confined to the fraction of expenses corresponding to the amount of profits taxable, and, if it is 
impossible to establish an exact relation between these expenses and profits, deductible expenses 
are apportioned on the basis of gross receipts. 

(b) COMPUTATION OF TAX. 

The normal rate of the tax is 9 per cent. Co-operative societies which only trade with their 
members (Selbsthilfsgesellschaften) pay tax at 2 per cent of their capital. The rate is increased 
from 2 to 5 per cent according to the amount of profit taxable, when manufacturing or agricultural 
co-operatives (Erwerbs- una Wirtschaftsgenossenschaften) are allowed under their statutes to trade 
with persons who are not members of the co-operative. The ta.x rate varies from I to 4 per cent 
for saving banks, welfare institutions, educational establishments, etc. The tax is subject to surtaxes 
on behalf of various public corporations. Further, when taxable profits exceed 6 per cent of the 
paid-up capital, the tax is supplemented by an" excess-profits tax" called the Rentabilitiitsneschlag. 
The rate of this surtax is from 2 to 6 per cent of taxable profits in the case of share companies, 
limited partnerships with share capital, mining companies and limited liability companies, and from 
2 to 4 per cent in the case of co-operatives trading with third parties.~ The surplus assets of taxable 
enterp~ses in course ~f liquidation are subject to the special profits Tuc inasmuch as they do not 
compnse amounts whtch have hot already been taxed, but the excess-profits surtax is replaced by 
a liquidation surtax fixed at 4 per cent of taxable profits. 

Th.e excess-p~ofits and liqui~ation surtaxes are not subject to supplementary taxes on behalf 
.?f pubhc .corporations .. The spectal tax on profits may not fall below I per thousand of the capital 
mveste~ m the enterpnse. In the case of insurance companies incorporated in the form of share 
compames, the tax may not be less than I per thousand of the total net premiums received during 
the tax year. 

4· COLLECTION OF TAX .. 

The provisi.ons .governing the payment and assessment of the special tax on profits are the same 
as those governmg mcome tax. The assessment, however is made, not by a tax commission, but 
by the fiscal administration itself. ' . 
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IV. LAND TAX. 

The land tax is imposed upon all income from arable land and agricultural estates in 
Czechoslovakia, irrespective of the domicile or residence of the beneficiary of such income. Land 
situated abroad is not subject to this tax, even if it belongs to persons domiciled or resident in 
Czechoslovakia. 

Certain forms of land, especially unproductive land, land built on together with its 
appurtenances, roads, railways and their annexes, are automatically exempt from the tax. 

At the owner'$ request, the law also allows the exemption of certain real property, such as 
nursery gardens and vineyards, dykes, canals and reservoirs. Temporary exemption may also be 
granted to land newly taken into cultivation, recently planted or grafted vines and, finally, land 
on which agricultural settlements have been newly established. 

The tax is payable by the registered owner of the land. 
The taxable income is obtained by multiplying by 20 in the case of forests, and by 17 in the 

case of other land, the value of the property as recorded in the land register. (The original register 
dates from 1869 and has been only summarily revised.) Since the tax is assessed on cadastral income, 
no return need be made, and the authorities do not normally deliver individual demand notes. 
Taxpayers are informed of the tax due from them by public notice issued in the commune where the 
taxable property is situated. As a rule, they only receive a personal demand note, if, as the result 
of changes in the register, the amount of tax is different from that of the previous year. A demand 
note will, however, be sent to any taxpayer at his express request. The tax, which is fixed at 2 per 
cent of the taxable total, is increased by an additional tax of I Y2 per cent collected at the same time 
as the principal tax, and by various surtaxes levied on behalf of the provinces, districts, communes 
and other public corporations. 

V. BUILDINGS TAX. 

The buildings tax, like the land tax, is purely territorial and is levied exclusively on income 
from buildings situated in Czechoslovakia. The persons liable to buildings tax are the owners or 
usufructuaries of the taxable property. 

The tax is imposed, not only on the income from buildings permanently attached to the soil, 
but on the soil itself upon which these buildings and annexes thereof (courtyards, etc.), stand. 
Exemption is granted to Government buildings occupied by a public service, buildings exempted 
under special conventions concluded by the State, buildings belonging to foreign States and in use 
by their diplomatic and consular representatives (subject to reciprocity), churches, barracks, buildings 
for the use ·of social insurance institutions, industrial buildings, etc. Further, certain buildings, 
and particularly those which are devoted free of charge to some public purpose, may be exempted 
at the owner's request. Lastly, temporary exemption is granted to new buildings. 

The tax is divided into two categories : 
(a) The rent tax ( Z inssteuer), imposed in certain specified localities enumerated in the 

law, on all buildings whether let or not, and in other places only on buildings actually let ; 
this tax is computed on the gross rental or, as the case may be, the rental value ; the rate is 
12 per cent in Prague, Brno and Bratislava and 8 per cent elsewhere ; 

(b) The graduated tax ( Klassensteuer) is imposed on unlet dwelling-houses situated outside 
places compulsorily liable to the rent tax. It is computed on a sliding scale according to the 
number of rooms in each house. 

The graduate-d tax is assessed on the basis of the entries in the land register, while the rent tax 
is determined according to the returns which the taxpayers in question are required to furnish to 
the authorities. Both categories of buildings tax are subject to provincial and local surtaxes. 
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Annual demand notes are sent in respect of the rent tax only. In the case of the graduated tax, 
taxpayers are informed of the amount due by a notice published by the competent communal 
authority. 

VCTAX ON CAPITAL YIELD. 

The tax on capital yield is levied on income from personal ~d real property which i: ~ot taxable 
under the heading of land tax, buildings tax or general or spectal tax on profits. · IndlVlduals ~ho 
are domiciled in Czechoslovakia or who have resided there for more than a year and corporatwns 
having their head office in the country are liable to this tax i~ respect of an~ in~o~e, of whatever 
origin, which by its nature comes within the purview of thts tax. ~the.r md1v1duals ~nd .Ie~al 
entities are only liable in respect of income of this kind when they denve 1t from, or rece1ve 1t m, 
Czechoslovakia. 

In particular, the following income is liable to this tax : interest on loans contracted by the 
State or public corporations or by private companies, partnerships and individuals domiciled in 
Czechoslovakia ; interest on deposits with savings banks and credit institutions, current accounts, 
sureties and other credits ; interest and commissions on discount operations ; income from the 
lease of a business ; annuities (with certain exceptions) ; maintenance allowances; annual royalties 
from the concession of patents or other similar property ; interest and dividends from foreign 
bonds and securities. 

· These last, however, are not subject to tax on capital yield if it can be shown that they are 
subject abroad to a special direct tax other than income tax. Further, shares in foreign enterprises 
which have an establishment in Czechoslovakia and which ar~ there subject to the special tax on 
profits are not regarded as foreign securities and are therefore not liable to tax on capital yield. 

The rate of the tax is 3 per cent if paid direct, and 6 per cent if deducted at the source. In some 
cases, however, the rates differ, the scale ranging from I to 10 per cent. If the tax is paid by the 
taxpayer himself, it is subject to a surtax in favour of the provinces, districts, communes, etc., but, 
if it is collected at the source, no surtax is imposed. . 

The tax is collected at the source in the case of payments made by the State, provinces or other 
public institutions ; by districts or communes or by enterprises liable to the special tax on profits ; 
if these payments are interest or other income from bonds or securities issued by these institutions 
and enterprises (whatever may be the manner in which payment is made or shown) or interest on 
deposits with savings banks ; when individuals or corporations professionally engaged in banking 
pay their customers, or credit their customers' accounts with, interest of almost any kind. The 
only interest excepted is interest on exchange or discount operations and interest credited to another 
person also professionally engaged in banking. . 

As ~general rule, institutions or enterprises which withhold the tax at the time of paying the 
taxable mcome pay the sums thus withheld twice a year to the Treasury accompanied by a list of 
the sums, but not mentioning the names of those to whom the payments were made. 
. In all cases D:ot enumerated above, the tax is paid direct by the beneficiaries of the taxable 
m~ome on the basis of a return. If the taxable income consists wholly or in part of products of the 
sml or of nature, these products are assessed at their market value. Further it is not usual to deduct 
from taxable income the interest on debts attaching to that income. ' 

'\ 

VII. DIRECTORS' PERCENTAGES TAX . 

. Th~ ~emunera~ion -pa~d to directors of share companies or limited partnerships with share 
capital Is liable to directors percentages tax. The tax is at the rate of 10 per cent and is not subject 
t? any surta:c on behalf of public corporations. It is deducted by the companies in question at the 
time of paymg the taxable income· and is paid by them to the Treasury. When the total of 
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such remuneration paid by a company does not exceed 5,000 Czechoslovak crowns a year, it is 
tax-free. Salaries and emoluments payable by companies to their directors under service contracts 
are not liable to directors' percentages tax, but pay the tax on high salaries. 

In the case of remuneration paid to persons domiciled abroad, the tax has also to be deducfed at 
the time of paying the remuneration. Thus, Czechoslovak branches of foreign share-companies 
or limited partnerships with share capital have to withhold and pay the tax, not only when they 
themselves distribute the taxable_ remuneration, but if they trapsmit these payments to the foreign 
enterprise to which they belong. 

In order, however, to avoid double taxation, certain exceptions to this principle have been 
provided for by international agreement. Thus, Austria and Hungary have arranged that the tax 
on directors' percentages shall be collected exclusively by the country in which is situated the head 
office of the debtor enterprise. 

VIII. TAX ON HIGH SALARIES. 

Salaries and emoluments liable to income tax are further subject to the tax on high salaries if, 
after deduction of expenses which are directly and economically related to the income, they exceed 
an annual sum of Ioo,ooo Czechoslovak· crowns. This tax; which is at the rate of 3 per cent, is 
subject to the surtaxes in favour of public corporations. -
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PART II. - TAXATIO:t-{ 
OF FOREIGN AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

1. DEFINITION AND GENERAL PRINCIPLES. 

Czechoslovak legislation does not expressly define the term " foreign enterprise ", but, according 
to the Law of December nth, 1919 (No. 12 of Collected Laws and Decrees 1920), an enterprise is 
national if it has its head office and centre of management in Czechoslovakia ; otherwise, it is foreign. 

A foreign enterprise is taxable in Czechoslovakia if it engages or participates in profit-seeking 
business in that country; and tax is levied only on profits from such business or interests. Accordingly, 
a foreign enterprise which has a branch, factory, purchase or sales office or agency within the country 
or does business there in some other form is, in principle, liable to tax on its profits from these 
establishments or operations. These profits will be subject to the general or special tax on profits 
according as the enterprise to which they accrue is liable by its nature to the one or the other of these 
taxes (see references to the matter in Part I). 

The income tax is imposed upon all income earned in Czechoslovakia by an enterprise belonging 
to a single person and, in the case of enterprises belonging to a partnership, upon the proportion of 
income accruing to each partner. In the case of joint-stock companies or limited partnerships 
with share capital, income tax is levied on the shareholders' dividends, only if they are domiciled 
in the country or have lived there for a year. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIVIDENDS. 

Dividends of Foreign Origin.-Foreign enterprises in receipt of dividends which do not originate 
in Czechoslovakia are taxable thereon in the following cases : 

(I) When these foreign dividends are part of the receipts of an establishment possessed by the 
foreign enterprise in Czechoslovakia. In such case, the dividend is regarded as part of the total 
profits of the Czechoslovak establishment and is liable to the general or to the special tax on profits 
according to the kind of enterprise (see Part I), and, in certain circumstances, to income tax, as 
explained above under " Definition and General Principles ". 

A$ an example, we may take the case of a bank whose head office is· in Paris, but 
w~ose Czechoslovak bra1_1ch has in its portfolio shares in a Roumanian company ; the dividends 
pru.d on these shares will be regarded as part of the taxable profits of the establishment in 
Czechoslovakia. 
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(2) If the foreign dividends do not figure among the profits of the Czechoslovak establishment, 
they will be liable to the tax on capital yield, unless they can be shown to have paid abroad a special 
direct tax other than income tax. · 

(3) Capital yield tax will also be levied on these dividends if the foreign enterprise, though having 
no establishment in Czechoslovakia, nevertheless receives these dividends in that country through 
a bank established there. 

Dividends qf Czechoslovak Origin. -Dividends paid by Czechoslovak companies are, in principle, 
subject to the general or special tax on profits if they are part of the profits of the foreign enterprise's 
branch or establishment in Czechoslovakia. By way of exception, however, enterprises which 
keep regular accounts and prove that they have for the two business years which precede the taxable 
business year uninterruptedly held at least 20 per cent of the shares, beneficiary shares, and others, 
of a Czechoslovak enterprise liable to the special tax on profits, and that they acquired these shares 
out of their own funds, may deduct the profits corresponding to such dividends from their income 
liable to the general or special tax on profits. If, however, the securities in question were not 
acquired out of the enterprise's own funds, only the amount which exceeds the interest on capital 
borrowed for purposes of su~h acquisition may be deducted from the income liable to the one or the 
other of these taxes. 

If dividends of Czechoslovak origin do not belong to the trading profits of the branch 
in Czechoslovakia, they are not liable to tax, having already been taxed as profits of the debtor 
enterprise. 

The double-taxation conventions concluded by Czechoslovakia with Austria and Hungary 
expressly exclude shares from the provisions governing profit-making enteq>rises, with the result 
that dividends are never taxed as part of commercial profits, and a similar clause is contained in 
the convention with Italy. On the other hand, the conventions concluded with Germany and Poland 
have no such clause ; the latter, incidentally, does not deal with the treatment of legal entities for 
purposes of direct taxation. 

(b) INTEREST. 

Interest on debts secured on real estate situated in Czechoslovakia is in all cases taxable in the 
country. 

If such interest figures among the profits of the branch or establishment of a foreign enterprise 
in Czechoslovakia, it will be subject to the general or special tax on profits, according to the kind 
of enterprise. If it is not part of the profits of a Czechoslovak branch or establishment, it will be 
subject to the tax on capital yield (collected on the basis of the taxpayer's return) and in most cases 
to income tax. 

The double-taxation conventions provide for no exceptions to this principle. In the case, 
however, of income tax, the convention with Germany stipulates that income from mortgage debts 
shall be taxed in the country where the creditor is-domiciled. 

Interest received by a foreign enterprise in Czechoslovakia on bonds and debts not secured on 
real estate will be liable to the tax on capital yield, unless it appears among the profits of 
a Czechoslovak branch or establishment of the foreign enterprise in question. In the latter case 
it will, along with the branch's other profits, be liable to either the general or the special tax on 
profits, according to the kind of enterprise .. 

Most of the double-taxation conventions provide that, when the State in which the interest has 
its origin deducts tax at the source, no tax may be levied by the other State. The convention with 
Poland alone allows the other State also to collect the tax. The convention with Italy lays down 
that the right to tax securities issued by the State, provinces, communes, other corporations, share 
companies, banks and credit institutions is vested in the State in which the creditor is domiciled. 
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(c) DIRECTORS' PERCEN;f'GES. 

The taxation of directors' percentages paid in Czechoslovakia (such as the percentages distributed 
out of the profits of the Czechoslovak branch of a for~!gn enterprise) was dealt with i~ detail. in 
Part I under the heading " Directors' Percentages .Tax . These percen1ages, however, 1£ accrumg 
to individuals, are also liable to income tax, even when they are paid abroad. 

Further, the double-taxation conventions confer the right to tax directors' percentages on the 
State in which the beneficiary is domiciled. An exception is the convention with Poland, according 
to which directors' percentages are liable to all the taxes of the country in which they are paid. 

(d) ROYALTIES FOR UsE OF PATENTS, COPYRIGHTS, TRADE-MARKS, SECRET PROCESSES AND 
FORMUL'E AND SIMILAR INCOME. _ 

Authors and inventors and their heirs, legatees, assigns, etc., who themselves exploit their 
patents and copyrights are liable, if they have an establishment in Czechoslovakia, either to the 
general tax on profits and to income tax or to the special tax on profits. If there is no branch or 
establishment in the country, this income will be liable to the tax on capital yield, payable directly 
by the recipient of the income. 

If the foreign holder of a patent or copyright, etc., grants the use of his rights in return for 
a periodical royalty, these payments will be subject to the tax on capital yield. If the remuneration 
takes the form of a single payment, it will be exempt from taxation. 

(e) RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

Income from real estate -- i.e., rents, mining royalties, annuities and other similar income 
from property situated in the country - is in all cases taxable in Czechoslovakia. Income from 
buildings is liable to the buildings tax and income from agricultural land to the land tax (see Part I). 
If the beneficiary of such income is an individual, he is also liable to income tax. Income from 
the lease of a business and other similar income not liable to either land tax or buildings tax is 
subject to the tax on capital yield. · 

If an enterprise liable to the special or to the general tax on profits leases a factory, mine or other 
property belonging to it, the income therefrom is liable to the one or the other of these taxes 
after deduction of income already subject to land tax or buildings tax. ' 

Profits from the exploitation of mines are liable either to the special tax on profits or to the 
general tax_ on profits and to income tax. The taxation of income from real estate situated abroad 
is treated under the heading (e) of page III. . 

All the double-taxation conventions lay down the principle that income from real estate is 
taxable only in the country in which the estate is situated. 

(/) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL ESTATE, SECURITIES AND 

PERSONAL PROPERTY. 

The profits which a foreign enterprise derives either within Czechoslovakia or abroad from the 
purchase and sale of real estate, securities and personal property are only taxable if the sale was in 
the course of the business whi~h the for.eign en~erprise conducts in the country- that is, if it was 
effecte~ by a ?ranch or establishment s1tuated m Czechoslovakia. Should such gains be taxable, 
they will be hable to the general tax on profits and income tax or to the special tax on profits 
(according to the nature of the enterprise). 
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(g) SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES. 

A person domiciled abroad who receives a salary or wage for services rendered in Czechoslovakia, 
for less than a year is not liable to tax. On the other hand, a person domiciled within the country 
or residing there for longer than a year is liable to income tax, and possibly to the tax on high salaries, 
in respect of all remuneration paid to him either within the country or abroad. The only exemption 
is in respect of salaries paid by foreign Governments. This exemption, however, is subject to 
reciprocity and is only granted if the salaries paid by the foreign country are taxable abroad. 

All the double-taxation conventions concluded by Czechoslovakia lay down that salaries and 
other remuneration paid out of public funds shall be taxed by the country which makes these 
payments. 

(h) INCOME FROM A TRUST. 

The taxation of" trusts", as this term is understood by Anglo-Saxon law, is a question that 
does not arise in Czechoslovakia. 

(i) INCOME FROM CARRYING ON A BUSINESS OR INDUSTRY. 

Through : 
(r) A Local Commission Agent or Broker. - The profits which an enterprise derives from 

operations conducted through a local commission agent or broker are not taxable. 
(z) A Local Dealer or Distributor.- The same applies to profits from sales made to local dealers 

or distributors, even if the latt~r have an exclusive right to resell the goods. 
(3) A Travelling Salesman, whether or not having Power to conclude a Contract. - Income from 

sales through a travelling salesman is not as a rule taxable. 
(4) and (5). A Local Agent with Power of Attorney or selling out of a Stock belonging to the Foreign 

Enterprise. - If, on the other hand, the enterprise has an authorised proxy or agent, who sells out 
of a stock belonging to the enterprise and is, in fact, a permanent representative of the foreign 
enterprise, the latter must be regarded as having an establishment in the country. 

It should be added that foreign enterprises having agents or employees carrying on permanently 
their activities in the country are deemed, within the meaning of the law, to possess a permanent 
establishment in the country 

(6) A Permanent Establishment of Any Kind.- The income which a foreign enterprise derives 
from operations of a permanent establishment within the country is taxable and, according to the 
taxpayer's status, will be liable to income tax and the general tax on profits, or to the special tax on 
~~ ' 

The double-taxation conventions are in accordance with the above principles and, except for 
the convention concluded with Italy, contain detailed provisions concerning what is meant by an 
~stablishment. 

B. NATIONAL ENTERPRISES. 

1. DEFINITION AND GENERAL PRINCIPLES. 

According to the Law of December nth, 1919 (No. 12 of Collected Laws and Decrees 1920}, ~y 
enterprise is regarded as national which has its head office and centre of management m 
Czechoslovakia. 

These enterprises are taxable in Czechoslovakia both in respect of profits they derive from 
operations in foreign countries where they have no establishment and in respect of profits from 
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operations conducted within Czechoslovakia. The profits o~ a .foreign establishment are not subje~t 
to direct taxation in Czechoslovakia if they are liable to a srmilar tax abroad. ~o~ever, a certa.m 
fraction of the enterprise's total profits is always deemed to have been earned wtthm the country. 
This fraction is one-quarter for purposes of general tax on pro.fi~s and one-te~th .for purposes of 
special profits tax. The fact that an enterprise belongs to an mdivrdual, a partnersh~p or a company 
is only of importance in determining the category of tax payable (see Part I wrth reference to 
the special tax on profits). 

The various exceptions to these principles resulting from double-taxation agreements are 
mentioned under the next heading and Part III. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIVIDENDS. 

Dividends from foreign securities are, in principle, liable to the tax on capital yield (see above, 
page ro6), unless it can be shown that they have already paid a special direct tax !abroad. 

If, however, these dividends are included among the profits of an enterprise . situated in 
Czechoslovakia, they will be subject, like the whole of the enterprise's profits, to either the general 
or the special tax on profits. This does not apply to dividends forming part of the profits of an 
establishment situated abroad, since these profits, as already mentioned; are not taxable in 
Czechoslovakia. 

Further, dividends accruing to an individual domiciled in the country or resident there for more 
than a year will also be liable to income tax. 

The references to dividends in the double-taxation conventions were dealt with on page 107. 

(b) INTEREST. 

Interest on debts secured on real estate situated abroad is not as a rule exempt from taxation 
in Czechoslovakia. 
. If it forms part of the profits of a foreign establishment of a Czechoslovak enterprise, it is treated 
In the same way as the other profits of that establishment (see" Definition and General Principles" 
above). 

Otherwise, it is subject to the tax on capital yield, provided it has not already paid a special 
direct tax abroad. . 

The con_venti?ns, except that concluded with Germany, confer the right to tax this interest on 
the country m whrch the real estate serving as security for the debt is situated. 

Interest on unsecured debts and personal securities is normally taxed according to the same 
rules as dividends. 

The exceptions provided in the conventions were mentioned under the corresponding heading 
referring to" Foreign Enterprises" (see page 107). 

(c) DIRECTORS' PERCENTAGES • 

. Percentages distributed by foreign companies to persons domiciled in Czechoslovakia or resident 
there .for more than a y~ar are subjec~ to inc?me tax. The convention with Poland, as already 
explamed (page ~o8), pr~vrdes an excepbon to thrs rule. These percentages are also liable to directors' 
percentages tax m the crrcumstances explained in the chapter of Part I dealing with that tax. 
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(d) RoYALTIES FOR UsE OF PATENTS, COPYRIGHTS, TRADE-MARKS, SECRET PROCESSES AND 
FORMULA> AND SIMILAR INCOME. 

(I) If an inventor or author domiciled in Czechoslovakia or resident there for longer than a 
year exploits his patent or copyright personally, he is liable to income tax. If this exploitation is 
more than an accessory occupation and brings him in enough to live on, he is further liable to the 
general tax on profits. This provision applies also to the heirs and assigns of authors and inventors. 

(2). If the author or inventor in return for a periodic payment has sold his rights to some other 
person, who exploits the patent or copyright abroad, the author (or inventor) is liable to income tax 
and capital yield tax. If. however, the price received is not a periodic royalty but a single payment, 
it is not taxable. 

(3) A person acquiring the right to exploit the patent or copyright will be liable to income tax, 
general tax on profits or special tax on profits. 

(e) RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

Income from real estate situated abroad (rents, mining royalties, etc.) is not taxable in 
Czechoslovakia if it has already paid income tax or some similar tax abroad. This condition, 
however, is subject to reciprocity. If the income is part of the profits from a foreign establishment 
of a Czechoslovak enterprise, it is governed by the rules explained under the heading " Definition 
and General Principles " on page rog. 

Rentes secured on real estate situated abroad and accruing to persons domiciled in Czechoslovakia 
are liable to the tax on capital yield (unless already subject to a special direct tax other than income 
tax abroad) and, if received by individuals, are also subject to income tax. 

{f) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL ESTATE, SECURITIES AND 

PERSONAL PROPERTY. 

Gain from the sale of personal or real property abroad is liable to income tax, if the sale was in 
the nature of a speculation. 

While leaving it to the taxpayer to prove the contrary, the law assumes speculation if real 
estate is sold less than two years after it was bought, and if personal property (especially securities) 
is sold within three months of purchase. 

If the transactions are ordinary business deals, as, for instance, in the case of real estate 
transactions, the profits are liable to income tax, the general tax on profits or the special profits 
tax, unless the operation was conducted by an establishment situated abroad. 

J 

(g) SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES. 

The salaries and wages paid abroad to taxpayers domiciled in Czechoslovakia are liable to 
income tax, and possibly to the tax on high salaries. Special provisions concerning salaries paid by 
foreign Governments were referred to above (see page rog). 

(h) INCOME FROM A TRUST. 

The taxation of" trusts", as this term is understood by Anglo-Saxon law, is a question that 
does not arise in Czechoslovakia. 
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(i) INCOME FROM CARRYING ON A BUSINESS OR INDUSTRY. 

A national enterprise which does business abroad through a local commission agent 
or independent dealer is liable in respect of the profits from such business to the general tax on 
profits and income tax or to the special ta.x on profits, according to its status. 

If the national enterprise does business abroad through persons attached to it by a contract 
and permanently established abroad, or through permanent representatives, the profits from these 
operations will be treated in the same way as those of an independent establishment situated abroad. 
If these profits are liable abroad to a tax similar to the general or special tax on profits, they will, in 
principle, be exempt from these taxes in Czechoslovakia. If it is further shown, that they are 
liable to income tax or a similar tax abroad, and if the foreign country grants reciprocal treatment, 
they will be exempt from income tax in Czechoslovakia. 
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PART III.-- METHODS OF ALLOC;ATING TAXABLE INCOME. 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

In the remarks that follow, consideration is mainly given to the solutions adopted by existing 
laws and regulations and in administrative practice. It should be added, however, that some of 
the conventions concluded with foreign countries, especially those with Austria, contain a number of 
exceptions to the normal rules of apportionment. 

Article 3, paragraph3, of the Austro-Czechoslovak Convention for the avoidance of double taxation 
in the matter of direct taxes (Collected Laws and Decrees of 1922, No. 414) provides that enterprises 
which have establishments in the two countries shall only be taxed in each in proportion to the 
extent of the operations carried on by the establishment situated in that country. The methods 
of apportionment must be fixed by agreement between the two Ministers of Finance. In conformity 
with this agreement, the Minister of Finance issued a Decree on January 29th, 1923 (No. 20, Collected 
Laws and Decrees of 1923), of which the following is an extract : 

" (1) In' assessing taxation in respect of the sales office of a producing establishment
situated in ,the other State, the taxable business profits of the sales offices shall be reckoned as 
one-third of the total profits accruing to the establishment from the turnover effected through the 
sales office. Where the sales office also undertakes purchases, its share shall be reckoned as 
one-half. Where purchases are effected by a branch situated in the one State and sales by an 
establishment situated in the other State, the total profits accruing from such business 
transactions shall be divided equally. Profits accruing from joint operations of the two branches 
and which are to be apportioned between the two States shall be reckoned on the total profits of 
the undertaking in accordance with the ratio between the turnover resulting from such joint 
operations and the total business turnover of the undertaking. Where profits accrue exclusively 
from the operations of one of the two business establishments, th.ey shall be reckoned on the 
total profits in accordance with the ratio existing between the turnover resulting from such 
operations and the total turnover of the undertaking. The fiscal authorities of the two States 
may jointly carry out the apportionment according to closed accounts, where it seems 
probable that such allocation will not differ appreciably from the estimated results of the 
applicati<?n of the aforementioned principles of apportionment. 

" (2) In the calculations provided for in the foregoing paragraph, business turnovers 
expressed in different currencies shall be reckoned according to the average rate quoted on the 
Vienna Stock Exchange (average rate of payment on Prague) for the business period in respect 
of which taxes are payable. The average shall be calculated according to the rates on the 1st, 
uth and 21st of each month of the period in question. In the event of no quotation being made 
on one of the specified days, the next quotation following this date shall be regarded as valid. 
Both parties agree that profits ~xpressed in various currencies shall as a rule be converted at 

u.8 
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the rate of exchange current on the day when the ba!ance-sheet was dra':n up; .~here .any 
other rate of conversion is adopted as a basis, the sanctiOn of the two financial admm1stratwns 
shall in every case be required. 

" (3) Where an establishment in circumstances other than those already mentioned 
engages in business transactions on behalf of an establishment situated in the territory of the 
other State, the customary commission shall be regarded in the State in which these transactions 
are effected as the profits accruing from such transactions. 

" (4) If the results obtained by the application of the foregoing principles are in obvious 
contradiction with the actual situation in regard to profits, the two financial administrations 
may agree upon another method of apportionment ; in such case the taxpayer shall previously 
be heard by the financial administrations of either party." 

Another special agreement has been concluded with Austria concerning credit institutions and 
insurance companies. The profits of the former are allocated on the basis of the ratio between 
the staff expenses (Personallasten) of the establishment situated in the one country and those of 
the whole enterprise. · 

As between insurance companies, allocation is based on the ratio between the net annual 
premiums (after deducting bonuses) of the establishment situated in the one country and the total 
net premiums paid to the whole enterprise. 

Further, the double-taxation convention concerning direct taxes concluded with Poland lays 
down that, when an enterprise has establishments i.n the territories of the two States, the joint 
receipts of these establishments shall as a rule be allocated according to the ftmds and capital 
employed by, or invested in, these establishments, and expenses in proportion to receipts. In some 
cases, the Ministers of Finance of the two States may agree upon another method of allocation. The 
receipts which one State earns from the sale of goods bought in another country, and the expenses 
corresponding to these receipts, shall, as a general rule, be apportioned equally between 
the establishments concerned in the operation. 

(a) BooK-KEEPING AND AccouNTING REQUIREMENTS. 

The law on direct taxation does not prescribe the keeping of books and accounts by taxpayers, 
but it offers many advantages to those who do in fact keep regular accounts. The executive 
regulations for applying the law in question lay down that taxpayers who regularly keep the 
books prescribed by Articles 28 et seq. of the Commercial Code must base their profits on the results 
of the accounts and balance-sheet data for the taxable period. 

Article 28 of the Commercial Code requires every trader and trading company to keep books 
in which are entered all their business operations and a statement of their property. Each operation 
must be entered separately. The law does not, however, prescribe the form of these entries. In 
prac~ice, traders employ the usual methods of accountancy - that is to say, double-entry book
keepmg, but large enterprises use the American or other methods. Commercial books must be 
kept i.n a living language. Traders are required to keep their books, letters received and copies of 
outgomg letters for t?n years. They must draw up an inventory on opening business and, after 
that, annually. The mventory must contain an exact and classified statement of all the taxpayer's 
property and of his debts, owing both to him and by him. The balance-sheet must show 
the composition and nature of the taxpayer's assets and liabilities. Material used in the business 
must be entered at its utility value - i.e., at the price which it would cost to replace it. Goods 
for sale must be entered at their sale price at the time of preparing the balance-sheet. Debts are 
recorded at their actual figure at the same time. 

The J?rovisions relating to the special ta.x on companies' profits (see Part I) are based on the 
presumption that these companies use double-entry book-keeping. 
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(b) METHODS OF ALLOCATION. 

(r) Method of Separate Accounting. 

The general tax on profits, the income tax and the special tax on profits, payable by foreign 
enterprises, are assessed exclusively on the results of the establishments situated in the country 
and the business they do in that country. The taxpayer or his representative is therefore required 
~o submit a return accompanied by the balance-sheet and profit-and-loss account of the Czechoslovak 
establishment. The taxable profits, however, must not be less than the minima stipulated by the 
law (see No. (3) below). For purposes of computing these minima, no account is taken of operations 
of the foreign enterprise in which the Czechoslovak establishment takes no part. 

The administration then checks the return and documents submitted in support thereof and 
compares them with any information at its disposal, such as statistks, particulars of similar 
enterprises, expert opinions, witnesses' testimonies, etc., and, if necessary, asks the taxpayer to 
furnish additional information. It may also call upon its experts to examine the taxpayer's uooks. 
If the enterprise does not comply with the requests of the administration or answer its questions, or 
if it does not produce the necessary evidence in support of its statements, the authorities may 
assess tax ex officio on the basis of whatever information they possess. 

(2) Empirical lvlethods. 

Taxable income is, in principle, determined by the method just described, and recourse is only 
had to the turnover in order to check the results shown in the accounts. Under the convention with 
Austria, however, profits are apportioned on the basis of turnover. 

(3) ilfethod of Fractional Apportionment. 

The principle that the profits of the Czechoslovak establishment of a foreign enterprise shall be 
determined on the basis of the establishment's accounts is subject to certain exceptions. But, 
as regards the special tax on profits, the law lays down a number of additional rules; if a 
foreign enterprise has an establishment in Czechoslovakia which sells or buys goods bought or in ten

. ded for sale abroad, at least half of the total profit from these buying and selling transactions shall 
be taxable ; should the establishment manufacture goods which are sold abroad, at least two-thirds 
of the total profits from these operations of manufacture and sale will be taxable. 

The convention concluded with Austria, however, contains other rules of apportionment 
(see pages II3 and 114). 

(4) Requirements for Selection of ;vi ethods and Vah~e of the Various Methods. 

Apart from the conventions concluded with Austria and Poland, there is no law or treaty 
clause which prescribes the methods of apportionment to be used. In practice, therefore, the 
method is adapted to the circumstances of the case. The position of an enterprise is determined as 
accurately as possible on the basis of the actual circumstances peculiar to each of ~hem .. Although 
this method P,as undoubted advantages, its application obviously involves many difficulties. Some 
of these are of a general character, due to the complexity and variety of the methods ~nd forms. of 
commercial oraanisation so that it is not always easy to ascertain the exact facts on wh1ch ta.xahon 

b ' • 
is to be based. Other difficulties arise from the accounts, for foreign enterpnses frequently try to 
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escape local ta~ation by recourse to fictitious accountancy. It is also difficult sometimes to avoid 
double taxation owing to the numerous and substantial divergencies between national legislation and 
the laws of foreign countries. 

It was thought at one time that the so-called " schematic " method-i.e., the method of taxing 
a certain fraction or percentage of the total profits of the enterprises as adopted under the Austro
Czechoslovak convention - would avoid these difficulties ; but experience has shown that the 
main purpose - the avoidance of double taxation - has not been achieved. The two countries 
do not apply the same rules for assessing taxable income - i.e., computing the gross income :md 
fixing the charges and expenses deductible therefrom. Hence, long negotiations are required in 
order to agree on the sum to be apportioned fractionally ; or, if each country applies the 
apportionment fraction to a different sum, a certain measure of double taxation is inevitable, 

It therefore still remains to be decided whether any method can be devised which will be at the 
same time more convenient and more exact. This is true, not only of branches of foreign enterprises, 
but of subsidiary companies which, if in law independent, in fact form a single economic unit with 
their parent company. 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

(r) Apportionment of Gross Profit of Local Branch to Real Centre of Management abroad. 

No profits of a branch in Czechoslovakia are ascribed either in law or in fact to the enterprise's 
real centre of management abroad. 

(z) Apportionment of Expenses of Real Centre of Management to Branch. 

Interest Charges. 

Interest on debts contracted by a· foreign enterprise is not deducted from the profits of the 
Czechoslovak branch, unless it is shown that the debt is economically connected with that 
establishment. Such deduction is commonest when the debt is a mortgage debt secured on 
immovable property belonging to the branch in Czechoslovakia. Mostly, however, this deduction 
is a question to be determined in each separate case, and there are no general rules for the allo
cation of these interest charges. 

As regards, however, the special tax on profits, the law provides that legally deductible expenses, 
which include interest charges, must be allocated in proportion to gross income, except when it is 
possible to determine exactly and directly the receipts to which these expenses correspond. 

General Overhead. 

What has been said about interest charges applies also to general overhead, and there are no 
fixed rules of apportionment except in the cases mentioned above. ' 

(3) Apportionment of Net Profit. 

Of Branch to Deficitary Parent. 

Except in so far as the law and the treaties make provision for taxable minima in connection 
with operations conducted by the foreign enterprise and its Czechoslovak establishment the latter 
is taxed without reference to any lQss sustained by the parent enterprise. The reason' for this is 
that, from the fiscal point of view, the establishment in Czechoslovakia is an independent national 
enterprise. 
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Of Parent to Dejicitary Branch. 

Subject, again, to the provisions in the law and the treaties concerning taxable minima, the 
fiscal authorities are only interested in the results of the Czechoslovak establishment. If the 
accounts of the branch show a loss, there is either no tax or tax is assessed at the minimum figure, 
as the case may be. · 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARY. 

Subsidiaries are regarded, both fiscally and legally, as independent units, and, for purposes of 
assessing the taxable income of the branch, only the branch's own profits are taken into account. 

II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

(1) Selling Establishments. 

Local Establishments selling in National Markets. 

The administration follows no special method in these cases, but determines the branch's 
income independently. 

The special provisions applying in virtue of the conventions to Czechoslovak establishments 
of Polish and Austrian enterprises were referred to above. As regards Austria, the profits of the 
establishment from the sale of the products of the foreign enterprise are deemed to be one-third of 
the total profit from the establishment's turnover, or, if it also makes purchases, the 
taxable proportion of profits is half.· The same applies when the enterprise buys in one country 
and sells in another. 

Local Establishments selling abroad. 

The profits earned by an establishment in Czechoslovakia from sales in a country where the 
enterprise has no establishment are taxable in Czechoslovakia in their entirety, this being regarded 
as a case of an enterprise within the country extending its operations to a foreign country without 
having any establishment there. No part of profits is ascribed to the parent enterprise or to the 
real centre of management. 

(2) Manufacturing Establishments. 

If a foreign enterprise manufactures goods in its Czechoslovak establishment and sells them 
in a foreign country where it has no sales office, the total profit from its operations will be taxed in 
Czechoslovakia. But, if the enterprise has a selling establishment abroad, the share of profits 
belonging to that establishment will be liable to the general or special profits tax in Czechoslovakia, 
only if the estabilshment is liable to no similar tax abroad. (As regards income tax, the exemption 
is further dependent upon reciprocity.) 

Moreover, in the case of enterprises liable to the general tax on profits, at least one-quarter of 
the total profits from manufacture and sale is held to tax in Czechoslovakia. In the case 
of enterprises liable to the special tax on profits, the taxable minimum is two-thirds of total profits. 

These provisions do not apply to operations carried on in countries with which Czechoslovakia 
has concluded conventions (the contents of the conventions were indicated on pages II3 and II4)· 
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(3) Processing EstabUshments. 

Processing establishments situated in the country are liable to tax. The profits from their 
activities are assessed according to the method best suited to the particular case. 

(4) Buying Esta:blishments. 

Enterprises which have a buying establishment in Czechoslovakia are liabl~ to tax there. The 
taxable minimum in the case of enterprises liable to the general tax on profits IS one-quarter of the 
total profit from purchases and sales ; in the case of enterprises liable to the special tax on profits, -
the taxable minimum is naif the total profit. . . 

Enterprises belonging to a country with which Czechoslovakia has concluded a d?uble-taxatwn 
convention are subject to the provisions of those conventions instead of to the foregomg rules. The 
convention concluded with Austria stipulates that the total profit from purchase and sales offices 
is to be allocated equally between the two countries. According to the convention with Poland, 
the profits made in one country from the sale of goods bought in the other, and the expenses corre
sponding to that income, are, in principle, to be allocated in equal parts between the establishments 
concerned in these operations. 

(5) Research or Statistical Establishments, Display Rooms, etc. 

Every establishment or place of business which a foreign enterprise possesses in Czechoslo
vakia is liable to tax. By "establishment" is to be understood any permanent installation which 
in any way whatever, directly or indirectly, enables the operations of an enterprise to be conducted in 
a given place. An establishment, to be taxable, need not be a direct source of profit ; it is enough 
that it serves to further the activities of the enterprise to which it belongs. Thus, permanent 
installations which are in themselves unproductive, but which render the enterprise certain services, 
constitute establishments. No special methods, however, are prescribed for assessing their profits. 

(b) OTHER KINDS OF ENtERPRISE. 

Czechoslovak law prescribes rio special method of determining the income of establishments of 
banks, insurance companies, transport enterprises, power, light, and gas enterprises, telephone and 
telegraph companies, mining enterprises, etc., situated in Czechoslovakia. 

The convention concluded with Austria, howev~r., has a clause relating to the taxation of credit 
institutions and insurance companies, the terrils of which were indicated above. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

I. GENERAL METHODS OF ALLOCATION. 

As already mentioned in connection with the special and general taxes on profits, national 
enterprises which do business abroad without having any foreign establishments are liable to tax 
in respect of the profits from this business in the same way as in respect of all their other profits. 

~nterprises with establishments abroad are, in principle, liable in respect of the profits of such 
establishments, only if the latter are not being required to pay income tax abroad. In the event of 
t~xation, t?e same ~ules of apporti~nment apply to national enterprises as to foreign enterprises 
With establishments m Czechoslovakia. In all cases, however, a certain minimum percentage of the 
foreign establishment's profits will be held to tax in Czechoslovakia. 
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II. ALLOCATION OF PROFITS TO REAL .CENTRE -0!! MANAGEMENT WITHIN THE COUN7RY. 

For purposes of the taxes on profits, the real centre of management is to be considered as an 
establishment, as it constitutes an organisation which renders services to the business. 

As regards enterprises liable to the general tax on profits which have an establishment abroad, 
the law lays down that at least one-quarter of the enterprise's total profits shall be held to tax in 
Czethoslovakia. · 

In the case of enterprises liable to the special profits tax, the rule is that the minimum taxable 
in Czechoslovakia shall be one-tenth of total profits. Further, when enterprises buy in 
Czechoslovakia and sell abroad or vice versa, at least one-half of the profits from these operations 
shall be taxable in Czechoslovakia. When enterprises manufacture in Czechoslovakia and sell 
abroad, the taxable minimum is one-third of the profit from these transactions. 

C. TRUST AND HOLDING COMPANIES. 

There are no special rules for trust and holding companies. Holding companies having their 
head office in Czechoslovakia and controlling foreign subsidiaries are treated as described under 
B, I (page n8). Czechoslovak subsidiaries under the control of foreign holding companies are taxed 
according to the rules described under A (b) (r) (page us). 



I20 CZECHOSLOVAKIA (ANNEX) 

Annex. 

TABLE OF TARIFFS. 

I. INCOME TAx.1 

I. Normal Rate. 

Amount of taxable income 

Scale 
(in Czechoslovak crowns) 

Between And 

I 0 6,000 

2 6,000 8,000 

3 8,000 I3,000 

4 I3,000 30,000 

5 30,000 40,000 
6 40,000 6o,ooo 

7 6o,ooo 8o,ooo 
8 8o,ooo go,ooo 

9 9o,ooo IIO,OOO 
IO 110,000 130,000 
II I30,000 18o,ooo 
I2 180,000 320,000 

13 320,000 460,000 

I4 460,000 65o,ooo 
IS 6so,ooo 1,200,000 
I6 I,200,000 2,000,000 

17 2,000,000 2,8oo,ooo 
18 2,800,000 3,400,000 

19 3,400,000 s,ooo,ooo 
20 5,000,000 and over 

1 Paragraph No. 18 of the Law No. 76, of June 15th, 1927. 
1 In Czechoslovak crowns. 

Sum to be deducted 
Percentage from the amount 

applicable to the resulting from the 
total income application of the 

percentage ' 

I 0 
2 6o 

3 I40 

5 400 
6 700 

7 I,IOO 
8 I,700 

IO 3,300 
II 4,200 
12 5,300 
I3 6,6oo 

14 8,400 
16 14,800 
18 24,000 
20 37,000 
22 61,000 

24 101,000 
26 157,000 
27 191,000 
29 2gi,OOO 
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2. Temporary Surtax. 1 / 

Amount of taxable income 
(in Czechoslovak crowns) Percentage applicable 

to the amount of the 

Between And 
normal tax 

0 IS,OOO 0 
15,000 25,000 30 
25,000 40,000 40 
40,000 6o,ooo so 
6o,ooo IOO,OOO 6o 

100,000 ISO,OOO 70 
ISO,OOO 300,000 So 
300,000 soo,ooo go 
soo,ooo and over IOO 

II. GENERAL TAX ON PROFITS. 2 

Percentage 

Income lower than 4,000 crowns (on condition that the total income of 
the taxpayer, or of the head of the family in which the taxpayer lives, does 
not exceed the taxable minimum for the purpose of the income tax) . • • . . 

Income not exceeding 7,ooo crowns (subject to the restrictions mentioned 
above) •••••••••.••••.. 

Income not exceeding I5,ooo crowns. 

Income exceeding xs,ooo crowns: 

For the slice between o and 30,000. 
For the slice between 30,000 and qo,ooo. 
For the part of the income over 14o,ooo . 

III. SPECIAL TAX ON PROFITS. 4 

I. Ordinary Tax. 

(a) Norm:il rates 

. '· 

Not applicable 3 

0.125 

0.25 

o.s 
2.5 
4·0 

Percentage of 
taxable profits 

9 

1 Law No. I7'J, of November 28th, 1931, as amended by Law No. 120, of July 15th, 1932. 
• Paragraph 57 of the Law No. 76, of June 15th, 1927. 

For taxpayers whose profession chiefly consiSts in the rendering ot personal services and cannot be 
carried out through an agent (such as lawyers, doctors, artists, writem, etc.), the rates of tax are to 
be increased by 20 per cent. 
8 Although the ta.'C is not levied in this case, it is all the same computed in order to obtain a theoretical basis 

on which may be determined the surtaxes collected on behalf of the provinces, districts or communes. In so far as 
enterprises whose capital exceeds xoo,ooo crowns are concerned, the tax may never be less than one-half per 
thousand of their capital. 

• Paragraph 83 of the Law No. 76, of June 15th, 1927, as amended by Article 2 of the Law No. 167, of November 
27th, 1930. 

• For minimum rates, see page 102. 
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(b) Rate applicable to agricultural and producers' co-operatives: 

For the slice between o and 2o,ooo crowns 
For the slice between 20,000 and 50,000 crowns 
For the 5<lice between so,ooo and Ioo,ooo crowns 
For all amounts over Ioo,ooo crowns . . . . . 

(c) Rate applicable to savings ban~. welfare and educational establishments : 

For the slice between o and 2o,ooo <;:ro\vns. 
. For the slice between 2o,ooo and 50,000 crowns. 

For the slice between 50,000 and Ioo,ooo crowns. 
For all amounts over Ioo,ooo crowns. . .... 

(d) 'Rate applicable to mutuc.l insurance companies : 

One per mille of the total net premiums received. 

2. Exc~ss Profits Surtax. 

.· 

Percentage of 
taxable profits 

2 

3 
4 

5 

I 

2 

3 

4 

(a) Rate applicable to share companies, limited partnerships with share capital, 
mining companies, partnerships with limited liability : 

For profits between 6 and 8 per cent of the statutory capital 
For profits between 8 and Io per cent of the statutory capital 
For profits between Io and I2 per cent of the statutory capital 
For profits between I2 and I4 per cent of the statutory capital 
Over I4 per cent of the statutory capital . . . . . . . . . . 

(b) Rate applicable to agricultural and producers' co-operatives : 

For profits between 6 and 8 per cent of the corporate capital . 
For profits between 8 and IO per cent of the corporate capital 
Over IO per cent of the corporate capital . . . . . . . . . . 

3· Liquidation Surtax. 

2' 

3 

4 
5 
6 

2 

3 
4 

Four per cent of the corporate excess as existing at the time the enterprise is put into liquidation. 

IV. LAND TAX. 1 

. Forests : 2 per cent of the cadastral income multiplied by 20, plus I Y2 per cent as special 
mcrease. 
. Other land : 2 per cent of the cadastral income multiplied by I7, plus I Y2 per cent as special 
mcrease. -

1 Paragraph 105 of Law No. 76, of June 15th, 1927. 
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V. TAX ON BUILDINGS. 

I. Tax on Rents. t Percentage of the 
rents or rental value 

Prague, Brno, Bratislava. 
Other localities . . . . . 

Category of the building 

I I 
II 

III 
IV 
v 

VI 
VII 

VIII 
IX' 
X 

2. Clas~ified Tax. 2 

Number of rooms 

I 
2 

3 
4-5 
~ 
8-9 

IQ-II 
I2-I3 
14-IS 

I6 
For each further 

room 

Amount of tax 
(in Czechoslovak 

crowns) 

5 
IO 
IS 
30 
so 
70 
go 

I20 
ISO 
I70 

20 

I2 
8 

VI. TAX ON CAPITAL YIELD. 8 
Per Ct>nt 

I. When the tax is paid directly 

2. When the tax is paid by withholding at the source : 

(a) Normal rate . 

(b) Special rates ; 

Annuities paid as compensation for the taking over of certain enterprises by 

3 

6 

the State. . . . . . . . . . . . . . . . . . . . . , . . . . . . . . • . . ro 
Interest on bonds issued by public corporations wl.ich are authorised to levy 

surtaxes ............................... · · 4 
Interest on savings deposits with agricultural or producers' co-operatives, 

mutual mortgage banks, etc . . . . . . . . . . . . . . . . . :- . . . . . · 3 
Interest on mortgage bonds and debentures issued by mortgage banks and 

savings banks, etc. . . . . . . . . . . . . . . . . . . . . . . . . . . . . I 

1 Paragraph 156 of Law No. 76, of June 15th, 1927. 
• Paragraph 162 of Law No. 76, of June 15th, 1927. 
' Paragraph 179 of Law No. 76, of June 15th, 1927. 
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VII. TAX ON DIRECTORS' PERCENTAGES. 1 

I. Normal Tax. 

Ten per cent of the percentage, if the total amount of such percentage distributed by the 
company exceeds s.ooo crowns. 

2. Temporary Surtax. 

Percentages distributed by a company are subject to a surtax of 100 per cent of the normal tax 
when they are in excess of so,ooo crowns, but not of ISo,ooo crowns ; when they exceed the latter 
sum, th~:; surtax amounts to ISO per cent of the normal tax. 

VIII. TAX ON HIGH SALARIES. 2 

Three per~cent of salaries in excess of Ioo,ooo crowns per year. 

IX. SURTAXES COLLECTED ON BEHALF OF PUBLIC CORPORATIONS OTHER THAN THE STATE. 3 

The general and special taxes on profits, taxes on buildings, on land, on capital yield and 
on high salaries are subject to surtaxes collected on behalf of the provinces, districts and communes. 
The maximum of these surtaxes is determined as follows : Percentage 

I. Provincial surtaxes 
2. District surtaxes . 
3· Communal surtaxes 

Exceptionally. . . 

of the basic tax 

I60 

ISO 
2SO 
3SO 

Further, the taxes are subject to a 7 per cent increase representing the. sanitary surtax, which 
is collected by the State, and in the Province of Bohemia there exists also a school-tax amounting 
to IO per cent. · 

The taxes on profits are also subject to surtaxes in favour of the chambers of commerce, whose 
rates vary up to IS per cent of the basic tax. 

1 Paragraph 183 of Law No. 76, of J.ine 15th, 1927. 
1 Paragraph 184 of Law No. 76, of June 15th, 1927. 
' Law No. 77• of June 15th, 1927 ; Law No. 169, of November 27th, 1930. 
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PART I. -GENERAL DESCRlPTION OF INCOME-TAX 
AND PROPERTY-TAX SYSTEM.' 

In the Free City of Danzig, the taxes levied by the State upon income and property are : income 
tax proper ; company tax ; business tax ; property tax ; and tax on fixed salaries. 2 

Income tax (Einkommensteuer) is imposed upon the total income of individuals. 
Company tax ( KiirperschaftsteJter) is levied on the income of companies and other legal entities. 
These two taxes are supplemented by a temporary emergency surtax (Notzuschlag). All 

individuals and legal entities are liable to this supplement, if they pay income tax or company 
tax. The only exceptions are taxpayers who are liable to income tax on their salaries or wages 
and whose income from this source does not exceed 100 florins a month. 

Tax on fixed salaries ( Festbesoldetensteuer) is levied only upon the salaries and wages of officials, 
employees and workmen in the service of the State and of Danzig public corporations and 
institutions. Being of limited importance, it will be left out of account in the present survey. 

Business tax ( Gewerbesteuer) is imposed upon legal entities as well as upon individuals and is 
levi"'d on all profits from the carrying-on of profit-making activities in an establishment situated 
within the Free City. 

Property tax ( V erm; gensteiter) is levied on the property of all individuals and legal entities 
liable to income tax or company tax. 

The various taxes dealt with in this survey are governed by the following legislative provisions : 
Law of December 31st, 1931 (Law Bulletin No.4 of 1932), as regards income, company, 

property and business taxes ; 
Decree of September 26th, 1931, as amended on December 9th, 1931, and June 28th, 1932 

(Law Bttlletin Nos.- so and 66 of 1931 and No. 42 of 1932), as regards the emergency surtax ; 
Decree of January 30th, 1931, and amendments of March 7th, September 25th and October 

13th, of same year, as regards the tax on fixed salaries ; 
Organic law (Steuergrttndgesetz) of June 22nd, 1931 (Law Bulletin No. 28 of 1931), which 

contains provisions common to all the taxes and for the most part settles questions relating 
to administration, procedure and appeals. 

I. INCOME TAX. 

I. TAXPAYERS. 

Only individuals are l~a~le to income tax (Einkommenstet1er). General partnerships, joint 
ventures a~d de facto assoctat10ns do not constitute taxable entities, while legal entities are liable 
to the spectal tax known as c?mpany tax ( ICrperschaftsteuer). 

t Legislation in force on March 31st, 1933. 
. 

1 According to the budget estimates for 1932, direct taxes are expected to yield 49,316,500 florins, of which 
mcome tax and company tax should furnish 24,20o,ooo; property tax, 2,ooo,ooo; and tax on business and industry, 
4.ooo,ooo. 

The Cus.toms ~dmini~tration: which collects, not. only Customs, but consumption duties, the stamp duty 
and_ monopo!tes, estimates tts recetpts at 27,316,5oo flonns, made up as follows: Customs, 7,ooo,ooo; consumption 
duties, 1o,ooo,ooo; stamp duty, 4,239,ooo ; monnpolies, 6,677,500. 
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The income-tax law distinguishes between taxpayers with an unlimited tax-liability - i.e., 
persons taxable in respect of all their income of whatever origin- and taxpayers with a limlted tax
liability -viz., persons who areliable only in respect of income originating in the Free City, or, 
in other words, their Danzig income (for details see under "Taxable Income" below). 

An unlimited tax-liability attaches to all individuals who are domiciled or normally resident 
in the Free City. Residence is normal if it extends beyond six months and, in such case, liability 
extends also to the first six months. 

Officials of the Free City occupying posts abroad have also an unlimited tax-liability. 
According to the fiscal law of Danzig, a person is domiciled in the Free City if he occupies a 

dwelling there in circumstances that imply an intention to retain it. Normal residence is the place 
where he is residing under conditions which imply an intention to make more than a temporary stay 

' in the place or country. 

2. TAXABLE INCOME. 

Let us now examine in turn the income taxable : 
(a) Against individuals with an unlimited tax-liability ; 

(b) Against individuals with a limited tax-liability. 

(a) Unlimited Tax-liability. 

Individuals subject to an unlimited tax-liability pay tax on the whole of their income, 
irrespective of its origin. 

The term income includes : 
(r) Income from the Exploitation of Land and Forests. - This comprises income from 

agriculture and forestry, profits from market-gardening and fruit-growing, from stock-breeding, 
nursery-gardens, pisciculture and fishing, sand pits and quarries ; 

· (2) Income from Business and Industry.-This class of income includes, not only the profits 
from an enterprise the sole owner of which is the taxpayer himself, but the salaries, remu
neration and shares of profits which the taxpayer receives as a member of a partnership, or as 
a general or managing partner in a limited partnership, with or without share capital, whether 
in consideration of his work or the capital brought by him into the business, except, however, 
in the case of limited partnerships, income from assets making up part of the statutory capital. 

Income from business and industry further comprises profits from the sale or cession of 
all or part of a business or industry and partners' shares in partnerships or the shares 
of managing partners in limited partnerships. In these cases, however, the profits are not 
taxed unless they exceed r,ooo florins. 

(3) Income from Independent Professional Activities. -This heading includes all profits 
from independent professions that cannot be grouped in one of the foregoing categories - e.g., 
the income of doctors, barristers, notaries, consulting engineers, architects, etc., and the 
remuneration of directors, auditors, etc., of the different commercial companies. 

(4) Rem1tneration for Work done in the Servi~e of Another.- This group includes salaries, 
wages, shares in profits, bonuses, etc., paid to employees or workmen working on another's 
behalf, and the pension granted to the worker himself or to his widow and orphans in 
consideration of past services. _ ' 

(S) Income" from Capital.- Inc~me of this kind includes dividend~, _inter~st. and ~a~~us 
advantages attaching to the possession of shares issued by legal entitles, lumted _habJlity 
companies, etc., income accruing to sleeping partners, interest on bonds and Ioansofallkinds,etc. 

ll. 9 



130 FREE CITY OF DANZIG (I) 

When dividends and similar income are received by compan~es subject to an unlimited tax
liability in Danzig, they are only taxable to the extent of 70 per cent in the case of income 
received from share companies or limited partnerships with share capital, and to the extent 
of 50 per cent in the case of income from limited liability companies. 

(6) Income from the Lease or Rent of Real Estate and Intangible Personal Property. -
Under this category are grouped rents of farms, land and buildings, proceeds from chartering 
ships registered in Danzig, annuities from rights in real estate, from the goodwill and other 
accessories of businesses, royalties from patents and copyrights, provided that these royalties 
cannot be regarded as part of the profits of an independent profession. 

(7) Various Periodical Income.- Included in this class are annuities of all kinds received 
in consideration of the payment of a capital sum. 

(8) Miscellaneous Gains. - This class includes income from activities not coming under 
Nos. I to 4, especially profits from casual transactions and from the lease of tangible 
personal property, including unregistered vessels. 

Casual sales are taxable 1f effected for speculation. Such intention is presumed in 
the case of a sale of landed property, when the interval between purchase and sale is less than 
two years ; as regards other property, particularly securities, when the interval is less than 
six months. 

These operations are not, however, taxable if the taxpayer can show that the purchase 
had no speculative purpose or that the article sold is not part of the seller's taxable property 
or when the profits from sales of this kind effected during the year amount to less than soo 
florins. 

(b) Limited Tax-liability. 

Persons with a limited tax-l~bility pay tax on the following income : 

(1) Income from agricultural and forestry exploitations situated within the territory 
of the Free City ; 

(2) Income from a business or industry having an establishment or a permanent 
representative within the Free City ; 

(3) Income from the lease or rent of real estate, tangible personal property situated 
within the territory of the Free City, or rights registered in a public register of the Free City ; 

(4) Income from any independent profession carried on within the Free City ; 
(5) Income from salaried employment which is or has been accomplished in the Free 

City; 

(6) . Dividends, interest, royalties and other income from shares in Danzig limited liability 
compames; 

(7) Income accruing to a sleeping-partner in a Danzig business ; 
(8) Profits from the sale of Danzig real estate or of rights to real estate ; 
(9) Regularly recurring receipts from Danzig public funds paid in consideration of 

present or past services, in so far as these are not taxed under (5). 

3· ASSESSMENT OF TAX. 

(a) Computation of Taxable Income and Deductions. 

. .Taxable Amount. -:-- Tax is levied upon the total income which the taxpayer has received 
wrthin the taxable penod. The taxable period is, in principle, the calendar year preceding the 
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year for which tax is assessed. In the case of taxpayers who keep books in conformity with the 
Commercial Code, it is the business year ending in the course of the calendar year for which the tax 
is computed. 

Income is deemed to have been received within the taxable period during which it became due 
or, without being due, was actually paid to the taxpayer. 

In the case of taxpayers who regularly draw up a profit-and-loss account, income is deemed 
to have been received within the latest fiscal period for which the principles of good book-keeping 
allow of its being entered in the accounts. Taxable income is gross income less deductible 
expenditure. 

In the case of taxpayers who do not keep accounts and are not obliged to do so, gross income 
consists of their actual receipts. 

If, on the other hand, a taxpayer keeps accounts, whether obliged to do so or not, account 
must be taken, not only of income actually received (in cash or in kind), but of any appreciation 
of assets, determined by a comparison of the balance-sheet for the taxable year with the balance
sheet of the previous year. 

The following constitute deauctible expenses : 

(1) The cost of earning the income- i.e., all expenses incurred in producing, maintaining, 
ensuring and collecting the said income. 

The deductible expenses of business and industries include rents, wages, cost of goods to 
be worked up, cost of upkeep, salaries and wages of employees and workmen, depreciation, 
insurance premiums, etc., paid 1y the enterprise or deducted from its profits. These expenses 
do not include sums devoted to adding to or improving the taxpayer's property or business or 
the paying of his debts. 

The cost of purchasing articles necessary to the taxpayer's business may not all be deducted 
from the profits of the year in which the goods were purchased. Deduction must _be in 
proportion to the lifetime of the goods- that is to say, the amount to be deducted each year 
will be the sum obtained after dividing their price by the number of years they will remain 
in use. 

Machinery, tools, etc., buildings, drainage systems, trade marks, patents,etc.,must be written 
off a,nnually at a percentage rate corresponding to the lifetime of the article. The depreciation 
allowances must not exceed the price of purchase or replacement. It is also permitted to 
build up reserves to meet the gradual depletion of sand pits and quarries. 

I 

(2) Taxes paid on real estate, business and industry and other public contributions. 

(3) Insurance premiums, in so far as they are to be regarded as expenditure necessary 
to the enterprise. 

(4) Interest on debts contracted by the taxpayer and other annual charges he is required 
to meet. 

(5) Travelling expenses of the taxpayer from his home to his place of work. 
(6) Cost to workmen and employees of buying tools and working clothes. 

(7) Cost of clearing and draining land, etc. 
(8) Certain expenses unconnected or not directly connected with the earning of income : 

(a) Provided they do not exceed 1,200 florins in all and, eventually, the s~ that ma_y 
be fixed for each item : contributions paid by the taxpayer in respect of hrmself or h1s 
dependents to pension funds for widows and orphans, insurance funds against sickness, 
accidents, liability, disablement and unemployment ; contributions to mutual benefit 
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societies to cover funeral expenses, provided these contributions do not exc~ed 100 florins 
a year ; life insurance premiums to insure the lives of. the taxpa:Yer ~r his depende?ts, 
provided the annual payments are not above 1,200 flon~s; depostts ~1th Danzig savmgs 
banks, if it is stipulated in an irrevocable manner that their rep~yment m the event of ~eath 
will not be made to the taxpayer or surviving dependents until after ten years, and If the 
payments do not exceed 12,000 florins a year ; contributions to trade uni~ns or profe~si?nal 
organisations recognised by administrative law and to other professwnal associatiOns 
with no purpose of gain ; 

(b) Without r~striction of amount : contributions to relig~ous bodi:s, sums paid 
into pensions or relief funds belonging to the taxpayer's. en~erpnse: pro':tded thes~ are 
permanent funds ; expenses incurred by the taxpayer m tmprovmg his professiOnal 
capacities. 

Although the income of each of the cla.Sses enumerated {se~ " Taxable Inco~e " above) 
is separately computed, it is permissible to deduct from the total mcome losses on mcome of a 
specific class. The same applies to expense~ not connected with any special class of income. . 

In the case of taxpayers with a limited tax-liability, only those expenses may be deducted whtch 
relate to income taxable in the Free City. When per;,ons with an unlimited tax-liability are, for 
one reason or another {see page 142), not liable to tax on certain foreign income, they may not 
deduct from the taxable sum expenses connected with such untaxed income. 

Returns. - The following must make a return of income : 
(r) Anyone required to do so by the fiscal administration ; 

(2) Anyone in receipt of an income €XCeeding IO,OOO florins ; 

(3) Anyone in receipt of Danzig income (see page 130, paragraph (b)), but, not domiciled 
or normally resident in the Free City. 

Taxpayers who are domiciled abroad but have taxable property, a branch or place of business, 
or are liable to pay taxes within the territory of the Free City, must, when requested by the 
Administration, appoint a representative in the Free City authorised to receive notices on their 
behalf. If they omit to do this, a notice will be deemfd to have been served upon them as soon as 
it is registered and posted, even if it is returned to sender " address unknown ", 

Verification. - The taxpayer must furnish the fiscalAdministration orally or in writing with 
information which, to the best of his knowledge, is true ; he must, on request, produce evidence in 
support of his tax return if his statemmts are <>pen to reasonable doubt ; he must, also on request, 
submit, for inspection and checking, books, accounts and other documentary data required for 
purposes of tax assessment. Taxpayers who keep accounts according to the Commercial Code must, 
if requested, produce full copies of their balance-sheets, with explanations, and a copy of their 
profit-and-loss account. 

With the exception of immediate relatives, even persons who are not taxpayers may be required 
to furnish reliable information on facts of material importance for tax assessment, and, if necessary, 
to submit books and documents. 

The Administration may further have recourse to experts, who may be called on to co-operate 
with the inspectors belonging to the Administration, and to the representatives and agents of 
the associations and groups representing the branch of industry or business to which the taxpayer 
belongs. 

The fiscal autQ.orities may, if they have good reasons for so doing, examine whether the books 
and accounts of a taxpayer are complete, regular and, in form and substance, properly kept. This 
inspection of books is carried out by a specially trained staff of fiscal agents, and may extend to all 
matters of possible importance for purposes of computing tax. . 
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Properly kept books and accounts form the normal basis of assessment. If the fiscal 
administration is unable to determine or compute income on that basis, it must make an estimate in 
the light of all the evidence at its disposal, particularly when the taxpayer is unable to furnish 
adequate explanations in support of his statements or refuses further information. The same 
procedure is adopted when the taxpayer is unable to produce the books or accounts he is required 
by fiscal law to keep, or when such books and accounts are incomplete or incorrect as to form 
or substance, · 

Once an assessment is made, the administration delivers a notice to the taxpayer. In the case 
of income tax, no assessment is made if the income consists entirely of income taxed at source 
(see page 134), or if the income does not exceed a certain figure. 

Appeals.- A taxpayer has the following remedies against his tax assessment: recourse to the 
fiscal administration itself ; appeal against the administration's decision to the Fiscal Chamber of 
the Administrative Court and, against the latter's judgment, to the Supreme Administrative Court. 

Instead of protesting to the administration, appeal may be made direct to the fiscal chamber of 
the administrative court of second instance, if the head of the administration gives his consent. 
As a rule, appeals to the Supreme Administrative Court are only made when the amount of tax 
in dispute exceeds roo florins. 

Other cases - for instance, those dealing with tax payments, fines, etc. - are normally decided 
by the fiscal administration itself. 

(b) Computation of Tax and Deductions. 

r. Income Tax Proper. -There are three rates of tax, the ordinary rate, the special rate for 
directors' percentages and the rate applying to salaries and wages. The first two are graduated, 
but not the third. The different rates are reproduced in an annex. . 

Before applying the ordinary rate and the rate applicable to salaries and wages, certain 
sums have, however, to be deducted from the taxable income, representing the tax-free minimum and 
certain flat-rate deductions on the score of professional expenses and allowances for dependents. 

The deductions allowed in the form of a tax-free minimum or on the score of dependents are, 
under the ordinary rate of tax, as follows : 

For the taxpayer himself. . . . . . . . . 
For his wife, if unable to earn her own living 
For one child, if dependent on the taxpayer. 
For the first of several children . 
For second child . . . . . . . . : 
For third child . . . . . . . . . . 
For fourth and each subsequent child 

Florins a year 
240 
120 
120 
6oo 
720 
840 

1,440 

As regards salaries and wages, the taxable sum is reduced by the following deductions on the 
score of professional expenses and dependents : 

Unmarried persons ....... . 
Married persons without children 
Unmarried or widowed persons with one child 
Married persons with one child . . . . . . 
Unmarried or widowed persons with two children 
Married persons with two children . . . . . . . 
Unmarried or widowed persons with three children 
Married persons with three children . . . . . . 
Unmarried or widowed persons with four children 
Married persons with four children . . . . . . . 

Florins a month 
6o 
go 
go 

roo 
rgo 
200 
260 
270 
380 
JgO 



IJ+ FREE CITY OF DANZIG (I) 

2. Emergency Surtax. - Income and company tax are temporarily liable to a special 
emergency surtax. This surtax is payable by all individuals personally liable to income tax. 
Exemption is granted to persons whose income from their work is taxed at the source and whose 
salary or wage does not exceed roo florins a month. Taxpayers are further exempt from the 
emergency surtax if their annual income does not exceed 6oo florins. 

Whenever the net income of a taxpayer is less than 5 per cent of his property, as valued on 
December 31st of the preceding year, the emergency surtax will be assessed, not on the income, but 
on one-twentieth of the property, the rates of tax being unchanged. 

The scale of the emerg.,ncy surtax is reproduced in an annex to this study. 

4· COLLECTION OF TAX. 

Only salaries and wages are taxed at the source. The tax is deducted by the employer at the 
time of paying the wage or salary and has to be handed over by him to the Administration. 

In the case of all other income, tax is paid in four quarterly instalments, the first of them on 
February rsth. -

Payments made before receipt of the assessment notice must be made on the_ basis of the 
previous year's tax and if, when the assessment notice is received, the amount due is found to exceed 
the amount on the basis of which previous payments were made, the difference must be made 
good within a fortnight. 

II. COMPANY TAX. 

I. TAXPAYERS. 

Subject to the exemptions specified below, company tax is imposed on all commercial companies, 
such as share companies, limited partnerships with share capital, limited liability companies, or 
other legal entities under private law, associations whether or not formed for purposes of gain 
(which are not legal entities); foundations and special estates (Zweckverm6gen), in so far 'as the 
income is not subject to the company tax or the income tax directly in the hands of ansther taxpayer. 
Company-tax law, like income-tax law, distinguishes between a limited and an un)!mited tax
liability. A company or legal entity having its head office or centre of management in the Free 
City has an unlimited tax-liability. The liability is limited in the case of foreign companies in 
receipt of income which is regarded as Danzig income within the meaning of the income-tax law. 
A company's head office is in the place designated as such by the statutes or articles of association. 
The centre of management is the place from which the enterprise is controlled. 

Exemptions. 

The following companies and legal entities are exempt from fhis tax : 

(r) Companies which are not engaged in trade or industry, but hold shares in other 
companies, Danzig or foreign, and whose only function is' ·to administer and manage those 
securities (holding companies) ; _ 

(2) The Bank of Danzig ; 

(3) Public savings banks and, under certain conditions, private savings banks ; 

. (4) . Co-operative societies ~longing .to a union of co-operatives trading exclusively 
With their members and whose busmess consists only of the retail sale of commodities for current 
use; 

. (~) Uni?ns of such co-operatives, provided, of course, that they only deal with co-operative 
societies makmg up the union ; 
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(6) Mutual insurance companies doing business with their members only; 

(7) Companies and legal entities which, under their statutes, confine their activities to 
religious purposes, charities, or public welfare. 

2. TAXABLE INCOME. 

What was said above (about taxable income) in connection with income tax applies also to 
company tax, both when the tax liability is limited and when it is unlimited. If, however, companies 
can show that they have, from the beginning of the year for which assessment is being made, held 
one-fifth of the capital of another company in the form of shares of one kind or another, the income 
from these shares will not be taxed. Contributions paid to associations (Personenvereinigungen) 
by their members are likewise not taxable. 

3· AssESS1'IENT oF TAx. 

(a) Computation of Taxable Income and Deductions. 

Taxable Amount. -Before profits can be taxed, they must have been earned; it does not matter 
whether they have or have not been distributed among the shareholders and members of the 
company. Profits are normally assessed and computed by the same rules as apply to income tax. 

are 
Deduction must, however, be made of the items deductible for purposes of income tax. These 

(r) The benefits of all kinds accruing out of the profits of the tax year either to members 
of the Board of Directors, on condition that their functions are not confined to mere supervision 
and control-- that is, to directors and managing partners really responsible for the conduct 
of the enterprise- or to employees and workmen in payment for their work, provided, of 
course, that such payments have not already been deducted as part of working costs; 

(2) The benefits accruing to general partners of limited partnerships with share capital 
other than the remuneration for capital assets brought into the business and forming part of the 
firm's capital ; 

(3) In the case of commercial companies, the cost of issuing shares and other securities, 
unless these are covered by issue bonuses ; 

(4) In the case of insurance companies, sums taken out of profits to build up reserves in 
connection with risks insured against ; 

(S) Sums set aside under the statutes, articles of association or any other act, for purposes 
of public welfare and charity. 

As in the case of income tax, these deductions from profits are only allowed if they are connected 
with activities the income from which is taxable. This applies to companies whose ta.x-liability 
is limited and to other companies which, for one reason or another, are not liable to tax on certain 
foreign income. 

Rehtms, Verification, Appeals.-The following must make a return for purposes of company tax: 

(r) Any company or legal entity requested to do so by the administration ; 
. (2) Any profit-seeking company and any legal entity under private law liable to company 

tax and in receipt of an income for the tax year exceeding r,ooo florins; 
• (3) Taxpayers under (2) above who, in the course of the tax year, had thei~ head ?ffice, 

centre of management or an establishment in the Free City, or who have been m rece1pt of 
Danzig income (see page 130, paragraph (b)). · 
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The provisions governing the serving of assessment notices, the checking of returns, and 
appeals are the same for company tax as for income tax (see pages 132 and 133). 

(b) Computation of Tax and Deductions. 

Company tax is always proportional, but. its rate differ~ according .as the_l~~al entity 
or association, which is liable to taxation, is or 1s not engaged m profit-makmg act1v1tles. The 
emergency surtax is the same for companies as that which is paid by individuals liable to income tax 
on income other than salaries and wages (see Annex). · 

4· COLLECTION OF TAX. 

Company tax is always payable by the taxpayer direct ; it is collected at the same date and 
under the same conditions as income tax. 

III. BUSINESS TAX. 

I and 2. TAXPAYERS AND TAXABLE INCOME. 

Every individual or corporation which has an establishment in the Free City of Danzig and 
engages in profit-seeking operations is, in principle, liable to pay the business tax ( Grtwerbesteuer). 
Legal entities are liable in the same way as individuals. Further, partnerships and de facto 
associations which do not constitute taxable entities for purposes of either income tax or company 
tax (members of such associations being liable individually to income tax on their share of 
profits) are, in this case, liable. 

Nor is any distinction made between an unlimited tax-liability and a limited tax-liability, and 
the extent of the liability is independent of domicile. Liability to the tax depends, in the first place, 
upon the existence of an establishment and, in the second, upon the fact that certain activities 
are there pursued. 

By an establishment, the law means any premises or installation serving for the carrying-on 
of an independent business, conducted by the taxpayer himself or his representative or permanent 
agent. Among such establishments are : branches, factories, purchase and sale offices, desk-room, 
stalls and stands in public markets. 

Taxable operations include, in principle, all independent businesses, industries and occupations. 
They do not include agriculture and forestry (unless these undertakings are mainly industrial or 
commercial), the arts, sciences or literature. 

Exemptions. - The following are exempt from this tax : 

{I) The Free City of Danzig, its communes and unions of communes ( /(ommunalverbiinde); 

(2) Societies, associations and special estates (Zweckvernwgen), which, under their 
statutes or constitutions, are devoted exclusively to charitable or public welfare purposes ; 

_ (3) Subject to certain restrictions, co-operative societies which trade only with their 
members and distribute no profits. 

3· ASSESSMENT OF TAX. 

(a) Computation of Taxable Income and Deductions. 

The taxable sum is, in principle, the same as is determined for purposes of income tax or 
company tax. To the sums thus obtained, however, must be added the following items : 

{I) Interest corresponding, not to current commitments, but to debts and pernlanent 
charges, and paid either to members or to third persons ; 
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(2) Salaries, percentages and other benefits distributed in any form by a partnership 
or similar association to its members or by a limited partnership to its general partners as 
remuneration for services rendered ; , 

(3) Exceptional bonuses paid by a limited liability or share company to its managers 
or to members of its Board of Directors. By exceptional bonuses are meant bonuses over and 
above simple payment for services rendered; 

(4) If the taxpayer exercises his occupation on premises belonging to him, the taxable 
profit must be supplemented by 4 per cent of the value of these premises as last assessed for 

_, purposes of property tax. If only part of the building is used in the exercise of the occupation 
or if the building has only been so used for part of the year, a proportionate reduction is made. 

Assessment procedure returns as well as their checking and appeals are governed by the 
provisions explained in connection with income tax and company tax. 

(b) Computation of Tax and Deductions. 

There are two methods of computing the tax ; according to the former, tax is not computed 
on profits, but from certain outward signs, whence is obtained the minimum tax, which is always 
due even if the concern has not earned a profit, but which, if a profit is earned, is deducted from 
the tax normally payable. 

For purposes of ascertaining the minimum tax, taxpayers are grouped in seven classes, each 
with a different tax (see Annex), except the seventh class, which is tax-free. The classification 
is made by the Administration, with due regard for (r) the kind of business ; {2) the rental value of 
business premises ; (3) the working capital belonging to or borrowed by the taxpayer for the needs 
of his business ; (4) the size of the staff ; (S) the turnover for the previous year ; (6) receipts for that 
year. . 

The tax, the rates of which are· annexed, is graduated and is only levied on taxpayers whose 
profits exceed 2,400 florins a year. 

4· COLLECTION OF TAX. 

Business tax is collected at the same date and under the same conditions as income tax. 

IV. PROPERTY TAX. 

I. TAXPAYERS. 

Persons who are liable to income tax or company tax are also, as a rule, liable to property 
tax. Here, again, account is taken of the taxpayer's domicile and a distinction made between 
persons with an unlimited tax-liability and those whose tax-liability is limited. 

2. TAXABLE PROPERTY. 

(a) Unlimited Tax-liability. 

Persons whose tax-liability is unlimited are liable on all the property making up their fortune, 
wherever it is situated. Such property includes : 

(r) Real estate with its appurtenances ; rights subject to the provisions of civil law on 
real estate, usufruct and other rights on real estate and debts secured on real estate ; 
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(2) Fixed and working capital employed in agriculture, forestry, business or industry 
(this covers all objects used in an enterprise, including stocks manufactured or intended for 
sale) ; 

(3) All other capital- in particular, rights and receiva?les of all kinds, s~ares i~ ~ompa
nies or enterprises, cash, precious metals and stones, the cap1tal value of certam annwtles and 
usufructs, and, lastly, life insurance claims not yet due. 
The capital value of pensions or annuities paid as allowances or indemnities does not rank as 

taxable property. 
(b) Limited Tax-liability. 

In the case of persons whose tax-liability is limited, the taxable property consists of real estate 
·-in Danzig and capital invested in an agricultural or forestry enterprise, a business or an industry 
established in the Free City. 

3· ASSESSMENT OF TAX. 

(a) Comp~ttation of Taxable Property and Deductions. 

Taxable property is assessed, in principle, on the basis of the situation on December 31st of 
the year preceding the year in which the tax is paid, except in the case of enterprises which keep 
accounts, for which the date is that of the last balance-sheet. 

If during the tax year a taxpayer's property has diminished in value by more than one-fifth 
or by as much as 20,ooo florins, he may apply for a reassessment on the basis of the real value 
of his property. 

The Administration possesses the same right if the taxpayer's property has appreciate-d by 
more than one-fifth or by as much as 2o,ooo florins. 

In principle, property is assessed at its intrinsic worth. If property is permanently devoted 
to a business, assessment may be based, not on its intrinsic worth, but on purchase price, or price 
of manufacture, if these prices are below current value. The net value of the property is obtained 
by deducting from its gross value : 

(1) Debts economically connected with the property ; 
(2) The capital value of certain recurrent payments to which the taxpayer is committed 

-e.g., annuities, etc. ; 

(3) In the case of a tall.-payer with an unlimited tax-liability and under certain conditions, 
certain debts incurred for his private needs for three months ; 

(4) The reserves built up by insurance companies to·cover risks, dividend payments, etc. ; 

(5) Reserves, under certain conditions, established for charitable or public-welfare 
purposes. 

When the taxpayer is only liable on part of his property, the deductions are only allowed if 
they are economically connected with property that is taxablt:. · 

Th~ rules of procedure in the matter of returns, control and appeals are the same as in the 
case of mcome tax (see pages 132 and 133). . 

(b) Computation of Tax and Deductions. 

Property tax is only collected on estate exceeding m,ooo florins in value ; it is a graduated 
tax (see Annex). 

4· COLLECTION OF TAX. 

The tax is paid at the same date and under the same conditions as income tax. 
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PARTII.-TAXATION OF FOREIGN 
AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

I. DEFDIITION AND GENERAL PRINCIPLES. 

139 

A foreign enterprise is an enterprise belonging to an individual whose domicile is abroad or to a 
company whose head office or centr~ of management is not in Danzig. 

These !'!nterprises, or rather their owners, have only a limited tax-liability for purposes of income 
and company tax, as well as property tax. 

Ent~rprises belonging to individuals or to partnerships (general partnerships, limited 
partnerships, joint-ventures and de {acto associations) are liable to income tax. In the case of 
the latter, assessment is made, not against the partnership or association, but against each member, 
who i" individually liable to tax on his share of profits or taxable income. 

Enterprises belonging to share companies, limited partnerships with share <;apital, other 
companies constituting legal entities within th~ meaning of Danzig private law, and limited 
liability companies are liable to company tax. 

These enterprises will be further liable to the business tax if they have a business ~stablishment 
in the territory of the Free City. This tax is levied alike upon individuals, partnerships and 
companies and, in the case of partnerships, a single assessment is made, contrary to the procedure 
for purposes of income tax. 

Foreign ent~rprises belonging to indiviquals, partnerships or companies are also liable to 
property tax and, as in the case of income tax, their tax-liability is limited - that is, they are 
only liable on property which is deemed to be situated within the territory of the Free City. 
Ordinary partnerships are as,;essed by the same rules as for income tax, which means that a separate 
assessment is made for each member. 

Before considering separately the fiscal treatment of each kind of income that foreign enterprises 
may derive from the Free City of Danzig, we give the following general survey : 

These enterpris~s are liable on all income from profit-seeking activities exercised in the territory 
of the Free City, on real property and real property rights or debts secured on such property and 
rights, and on all capital invested in enterprises situated in the territory of the Fr~e City, except: 

(r) 

(2) 

Dividends, interest and income from securities proper ; 

Interest on w1secured debt of all kinds; 
(3) Profits from casual speculation in property other than real estate. 

As regards property tax, we may repeat that the only pr_operty in respect of which a taxpayer 
has an unlimited tax-liability is : 

(r) Real estate and real property rights situated in Danzig ; 

(2) · Debts secured on such estate and rights ; 
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(3) The assets of establishments used for profit-making purposes in the Free City. 

These rules, however, are subject to certain exceptions provided for in double taxation 
Conventions concluded with Poland and Germany (for summary of these Conventions, see page 143). 

2. TAXATION OF CERTAIN KINDS Ol:' INCOME. 

(a) D£vidends. 

Dividends from shares issued by Danzig companies are not, as a rule, taxable when they accrue 
to foreign enterprises. The tax-liability of these enterprises is limited and such income is not 
included among the income taxable against this class of taxpayer-(see page 130). 

If, however, thfse dividends are part of the industrial or commercial profits of an establishment 
owned by a foreign enterprise in the Free City, they are taxable as income from a business or industry. 
The same applies if the establishment is in receipt of dividends from foreign companies. 

On the contrary, the non-resident is taxable in respect of income from parts in a limited 
liability company, or from an interest as sleeping-partner in a partnership in Danzig, even if such 
income is not received at an establishment situated in the Free City. 

The capital value of shares will be liable to property tax if the dividends are taxable. Shares 
of sleeping-partners in partnerships are always taxable. 

(b) Interest. 

Foreign enterprises in receipt of interest pay tax only on interest from loans secured on real 
estate or property legally situated in Danzig. All other interest is only taxable if it is part of the 

. industrial or commercial income of an establishment situated in the Free City. The capital on 
which this interest is paid will be liable to property tax, when the interest is liable to income tax 
or company tax. 

(c) Directors' Percentages. 

Directors' percentages paid by Danzig companies are in all cases taxable. 

(d) Royalties for Use of Patents, Copyrights, Trade Marks, Secret Processes and Formulre 
and Similar Income. 

Pat~nt royal_ties and_ other in~angible rights are taxable if the rights to which they correspond 
are pub_hcly registered 11~ Dan~Ig, ~hethe~ they accrue to foreign or to Danzig enterprises. 
The capital value of these mtangible nghts will be taxable under the same conditions. 

(e) Rents from Real Estate, Mini1tg Royalties and Similar l1tcome. 

. Income derived !rom the lease or exploitation of real estate situated in Danzig or from any 
~ghts to.such estate IS taxable, and the value of such property and rights is liable to property tax, 
Irrespective of the status of the owner. 
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(f) Gains derived from the P~1rchase and Sale of Real Estate, Securities and Personal Property. 

In the case of foreign enterprises - that is, taxpayers whose tax-liability is limited, only profits 
from the purchase of real estate in Danzig are taxable. Moreover, the purchase and sale must have 
been effected with a speculative object and the profit must exceed a certain figure. These different 
conditions are given in detail on pages 129 and 130. 

Transactions in personal property, tangible or intangible, are only taxable if they are among 
the activities of an establishment situated in the Free City. 

(g) Salaries, Wages, Commissions and Other Remuneration for Services ( i11cluding Directors' Salaries 
and Fees). 

Salaries and wages are taxable if they are in payment for services performed in the territory 
of the Free City. Unlike other cases, income tax on these payments is deducted at the source. 

Salaries and wages paid for functions exercised abroad are also taxable, if paid out of Danzig 
public funds. Further, income tax is differently computed in regard to salaries and wag~ from 
the method of computation applied to other income (see page 133). 

A tax named Festbesoldetensteuer 1 is further levied upon the fixed salaries of persons employed 
by the State, public corporations, institutions and services in geneq!.l. Such persons, however, 
do not pay the emergency surtax levied upon other salaries and wageS. 

(h) Income from a Trust: 

Danzig private law does not recognise any institution exactly comparable with the trusts of 
Anglo-Saxon countries. We may, however, place in this category foundations and special 
estates (Zweckvermogen). These legal entities are, in principle, liable to company tax, but there 
is no provision for taxing persons with a limited tax-liability in respect of income they derive from 
any right in such estates or foundations. 

(i) Income from the Carrying-on of a Business or Industry. 

1. A Local Commission Agent or Broker. -A foreign enterprise which merely buys or sells 
through some strictly independent middleman, like a commission agent or broker, cannot be said 
to have an establishment in the Free City and is therefore not liable to tax. 

2. A Local Dealer or Distributor.- The same applies when the foreign enterprise sells its goods 
to a dealer established in the Free City, giving him exclusive rights of re-sale. If, however, the 
circwnstances are such that this dealer is in economic dependence upon the enterprise whose goods 
he buys- that is, if he is obliged to sell the goods of that imterprise only- to the exclusion of all 
other goods, the enterprise may be regarded as having a permanent representative in the Free City 
and be held to tax as such. 

3· A Travelling Salesman, whether or not having Power to conclude a Contract. - The foreign 
enterprise is not liable, for it has neither an establishment nor a permanent agent in Danzig and 
therefore fulfils none of the conditions necessary to be regarded as exploiting a business there. 

A commercial traveller, however, comes under the law on the taxation of itinerant trades 
(W andergewerbesteuergesetz), which lays down that any person engaged in a trade or busix:ess in 
territory of the Free City without having an establishment there must pay what may be constdered 

I See definition, page Il8 • 
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as a licence tax, the amount of which varies for five different class~s, each of them fixed according 
· to certain outward signs, such as the kind of business, the matenal a:nd staff employed and the 

nature of the articles sold. 1 • 

4· A Local Agent with a Power of Attorney. - A foreign enterprise which has an agent 
permanently established in the Free City and authorised to bind the enterprise is regarded as liable. 

5· The sa~e is true when it maintains in the territory of the Free City an agent who sells 011t 
of stpck entrusted to him by the enterprise. 

· 6. An Establishment of Any Kind.- Enterprises having an establishment in Danzig are liable 
to tax there on all profits held to have been earned by that establishment and on all property 
bel0nging to the latter's assets. 

By " establishments " are to be understood all pern1anent installations and all premises used 
for the exercise of a trade, industry or other business, especially branches, factories and workshops, 
buying offices and selling stores, warehouses, agencies and other installations serving the purposes 
just mentioned, whether the activities are exercised by the owners of the enterprise, by proxies 
or other permanent representatives. · · 

A building enterprise will be regarded as having a permanent establishment in the Free City 
for purposes of liability to the business tax if its yards are established in the Free City for longer 
than twelve months. 

On the other hand, gas, light and water companies, which merely lay wires or pipes in the Free 
City, are not rtgarded as having an establishment there unless they serve consumers established in 
the territory. 

B. NATIONAL ENTERPRISES. 

For the purposes of the present &urvey, a national enterprise is any enterprise belonging to an 
individual domiciled in the Free City or to a legal entity whose head office or centre of management 
is in that territory. As mentioned in Part I, these enterprises are subject to an unlimited tax
liability, being liable to tax on all their income, whether derived from abroad or from within the 
territory. 

Although, in principle, the fiscal treatment of foreign and Danzig income is the same, dividends 
constitute an exception. Dividends paid to Danzig enterprises by foreign companies are taxable 
to their full amount and benefit by none of the abatements which, with a view to the avoidance 
of double taxation in Danzig, are allowed in the case of dividends paid by Danzig companies (see 
page 140). But the principle of unlimited tax-liability does not operate in the case of the Gewerbe
steuer (business tax), which is in no case levied upon the profits and income of foreign establishments. 

The rules outlined above are subject to certain exceptions embodied in Conventions concluded 
with Poland and Germany, the contents of which are stated below. 

C. DOUBLE TAXATION AGREEMENTS. 

The Free City has concluded Conventions of this kind with Germany (Decree of November 
21st, 1923, Law Gazette, page 730, supplemented by Decree of July 31st, 1926, Law Gazette, page 
275), and .with Poland (Convention of May 29th, 1929, Law of May 16th, -1930, Law Gazette, page 107). 

These two Conventions provide for exemptions, in principle reciprocal, in favour of taxpayers 
of each of the contracting States. We shall show these exemptions in a table, where, opposite to 

1 Law on the Taxation of Itinerant Trades, La(v Bulletin of the Free City of Danzig, No.4 of January 2oth, 1932, 
pages 70 et seq. 
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each kind of income, will appear the rule adopted in each Convention. It is to be understood that 
if, according to the table, one kind oi. income is taxable in one country, it is not taxable in the 
other, and that, when the income in question is derived wholly or partly from capital, the capital 
is treated in the same way as the income : 

Kind of income. 

r. Income from agricultural 
or forestry exploitations. 

2. Income from an industrial 
exploitation. 

3· Income from the lease and 
rent of real estate or rights 
assimilable to the possession 
of real estate and tangible 
personal property. 

4· Income from an inde
pendent business. 

5· Income (dividends) from 
a limited liability company. 

6. Income from mortgage. 

J. Income from sleeping
partners' shares in a 
partnership. 

8. Percentages paid "to mem
bers of the Board of Direc
tors of a share compimy. 

g. Income from speculation 
in real estate or in rights 
assimilable to the possession 
of real estate. 

ro. Income from recurrent 
payments out of public 
funds. 

As between Danzig and Germany. 

Taxable in the country where 
the exploitation is situated. 

Taxable in the country in 
which the establishment is 
situated. 

Taxable in the country where 
the leased or rented 
property is situated. 

Taxable in the country where 
- the business has its centre. 

Taxable in the country to 
which the company dis
tributing the dividends 
belongs. 

No exemption. 

Taxable in the country where 
is situated the enterprise 
to which the capital is 
contributed. 

No exemption. 

Taxable in the country where 
the real estate or rights 
are situated. 

Taxable in the country where 
the public funds are 
situated. 

As between Danzig and Polan J. 

Taxable in the country m 
which the exploitation is 
situated. 

Taxable in the country in 
which the establishment is 
situated. 

Taxable in the country where 
the leased or rented pro
perty is situated. 

Taxable in the country where 
the business activities are 
permanently exercised. 

_No exemption. 

Taxable in the country in 
which the mortgaged pro
perty is situated. 

No exemption. 

Taxable in the country where 
the distributing company 
has its head office. 

Taxable in the country where 
the estate or rights are 
situated. 

Taxable in the country where 
the public funds are 
situated. 
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PART III. - METHODS OF ALLOCATING TAXABLE INCOME. 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

When an enterprise carrying on business in more than one country has in Danzig only a branch 
which keeps separate accounts, the authorities assess its taxable profits on the basis of the separate 
balance-sheet of the branch. If, on the contrary, the accounts of thl" entire enterprise are kept 
only at the foreign head office, the authorities divide the total on an apportionment basis. 

(a) BooK-KEEPING AND AccouNTING REQUIREMENTS. 

In this connection, the requirements contained in paragraphs 156 to 159 of the Organic Tax 
Law of June 22nd, 1932 (Law Bulletin, page 497), are applied. The principal provisions contained 
in these paragraphs are the following : 

" Enterprises which, when the tax was last assessed, had n!alised a turnover exceeding 
20o,ooo florins, or had owned a business capital in excess of so,ooo florins, or agricultural 
property in excess of 100,000 florins, must keep accounts and regularly draw up balance-sheets. 
The taxpayers must, in particular, indicate the amount of their turnover. The books should 
be kept in accordance with a series of special provisions which, in fact, reproduce the general 
commercial usages collected in the Commercial Code under the heading ' Principles of Regular 
Accountancy'. It is to be noted that the keeping of accounts of the passing of entries under a 
false or fictitious name, either on one's own behalf or on the behalf of others, is forbidden. 
This prohibition applies also to a business enterprise owned by the taxpayer himself." 

(b) METHODS OF ALLOCATION. 

I. Method of Separate Accounting. 

In accordance with what has been said above, where there exists separate accounts for the 
Danzig branch, the authorities assess the income on the basis of the profits as shown in the accounts, 
corrected, if necessary, in accordance with the special provisions of the fiscal law. In checking the 
return, the authorities may ask for further inform3.tion and may require the submission of balance
sheets. If the written information does not clearly show the taxable profits, they may proceed 
to a verification of the accounts. · 

The figures in the accounts of the branch which refer to relations with the foreign head office, 
such as charges representing a part of the general expenses of the enterprise, invoices for goods 
shipped or delivered to it, as well as interest on advances, are the subject of special scrutiny, in 
order to ascertain whether they conceal an unjustified transfer of profits in favour of the 
foreign part of the enterprise. 
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Further, the Danzig branch is obliged to give the fullest information as to the necessary data, 
and, if it should not conform with this obligation, particularly if it does not furnish the authorities 
with the information requested in connection with the head office accounts, the administration is 
entitled to estimate the taxable profits in an arbitrary manner. 

Where, in the case of a branch or subsidiary of an enterprise having its head office or parent 
company in Poland or in the German Reich, it is necessary to verify the data given in the books 
relating to the accounts between the branch or subsidiary and the head office or parent company, 
the verification is made in accordance with the rules for fiscal assistance contained in the agreement 
with those countries. Incidentally, it may be noted that there are few branches 'oelonging to 
enterprises with their head offices in countries other than Germany or Poland, and that their number 
is every day decreasing. 

z, Empirical Methods .. 

If it is impossible to compute the profits on the basis of the separate accounts of the branch, 
or if no separate accounts exist, recourse may be had to the following alternative methods of 
assessment : · · 

(a) The authorities may take into account the profits which would be realised by an 
independent Danzig enterprise of an identical or similar nature to that of the Danzig 
establishment, the taxable minimum being the normal rate of interest on the capital employed 
in the Danzig branch. For this purpose, the term capital is defined to mean, not only invested 
capital, but also working capital and, in particular, goods, products and equipment of the Danzig 
establishment. This method may be employed even if, in accordance with measures taken by 
the management of the business, the profits are apportioned in a different manner between 
the Danzig branch and the foreign head office. 

{b) Income tax and company tax may be fixed at an arbitrary figure computed in an 
estimative manner in accordance with a " fiscal agreemf:nt ". In the majority of cases, 
agref-ments of this kind are concluded for a number of years. 

It may happen that, in certain cases, recourse is had to the methods indicated under 
(a) and (b) above, although it would be possible to determine the taxable income in a different 
manner. When it is necessary to make an estimative assessment, the authorities base it on the 
profits earned by an enterprise of a similar or identical nature, taking into account, at the same 
time, the importance of the enterprise. In order to form an opinion as to its measure of 
importance, the administration considers the following points : in the case of new enterprises,· 
the rental value of the business premises, the amount of working capital and the number of 
employees; in the case of enterprises already in existence, the administration considers, in 
addition to the above, the amount of turnover and of gross receipts during the past year. 
Fiscal agreements of this kind have been rather frequent, but they are concluded nearly 
exclusively with new enterprises. For some time past the fiscal authorities have adopted the 
rule that, when such agreements are entered into, the tax should not be fixed at an arbitrary 
figure but should have the nature of instalments representing a certain percentage of the tax 
normally assessable. 

3· ,Method of Fractio-nal Apportionment. 

Finally, tht> authorities may assess the Danzig income as a fraction of the total net income, this 
fraction being detennined on the basis of factors which, in view of the special circumstances of the 
enterprise, appear to be most appropriate for the determination of the profits earn~d. There are 
no special provisions governing the choice of the factors to be used for the apportiOnment of the 

11, t() 
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profit. In general, the authorities employ the following factors- for banks, etc. :amount o{ salaries 
and wages or gross receipts ; for insurance companies : premiums received ; for railways, buses and 
other transport enterprises: mileage; for power, light and gas companies: the number of kilowatts 
or cubic metres furnished ; for telegraph and telephone companies : turnover ; for all other enterprises: 
salaries and wages paid. Where it is not possible to determine in a satisfactory manner the factors 
mentioned above, or where these factors do not furnish an appropriate basis for apportionment, 
the assessment authorities or the fiscal courts take into account the peculiar considerations of each 
case in determining the factors on the basis of which the profits attributable to the Free City should 
be computed. · 

4· Requirements for Selection of lvi ethods and Value of tlte Various Methods. 

It is within the competence of the assessment authorities or the fiscal courts to select which 
of the various -methods should be employed. The deci&ion must be inspired, not only by legal 
considerations, but also by considerations of justice. There is no empirical method which may be 
satisfactorily employed in every case. Each of the methods mentioned above may give adequate 
results according to the particular circumstances of the case. It is therefore impossible to indicate, 
among ~those enumerated above, any particular method which would be the most practical or 
satisfactory either btcause it is the most simple to apply or because it helps to prevent fiscal evasion. 

(c) APPORTIONMENT BETWEEN BRANCH AND., PARENT ENTERPRISE. 

I. Apportionment o/ Gross Profit of Local Branch to Real Centre of Management abroad. 

It is only in cases where the Danzig income is determined as a fraction of the total net income 
that this question becomes of importance. The fiscal law of the Free City does not authorise 
any set-off on this fraction in favour of the foreign head office, in view of the fact that in reciprocal 
cases it does not claim a &imilar right. ' 

2. Apportionment of Expenses of Real Centre of Management to Branch or Subsidiary. 

Interest Charges. - In this case, also, the solution depends on the methods of apportionment 
which have been selected. In general. account is taken of the peculiar nature of the debt. 
The burden of the interest charge is allocated to the part of the income to which the debt is 
ec.onomically connected. If, on the contrary, the debt is not economically connected to any special 
part of the income, the burden of the interest charge is apportioned between the countries concerned, 
in accordance with the same method as that which has been applied to the income. 

General Overhead. - The same considerations as those given above apply here. 

3· Apportionment of Net Profit of Branch to Deficitary Parent and vice,versa. 

Where the Danzig income is computed on the basis of the separate accounts or on the basis of 
the profits of similar enterprises (see above), no account should be taken of the final loss shown in 
the accounts of the entire enterprise. Even where the tax is assessed in an arbitrary manner, in 
accordance with a fiscal agreement (see above), no account is, as a. rule, taken of the !loss. On the 
other hand, such loss will be taken into consideration if the Danzig incomt; is determined ~sa fraction 
of the total income of the enterprise. 
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Where the Danzig income is determined on the basis of its separate accounts, the loss shown 
by the Danzig establishment is taken into consideration in the course of assessment. On the other 
hand, in the case of a fiscal agreement, according to which the tax has been fixed at an arbitrary 
figure for a number of years, the loss is not usually taken into account. Finally, regard is -never 
had to such a loss if the assessment is made on the basis of a comparison with the profits earned 
by Danzig enterprises of a similar nature or on the basis of fractional apportionment. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISES AND SUBSIDIARY. 

Under the Danzig fiscal law, the local subsidiary of a foreign enterprise is subject to an unlimited 
tax-liability in the same way as any other independent taxpayer. The data of the balance-sheet 
of the parent company are never, therefore, taken into account when assessing the subsidiary in 
the Free City. _ 

If the books of the subsidiary do not appear to reflect in a trustworthy manner the results of its 
transactions- with the parent, the authorities may alter the balance-sheet of the subsidiary when, 
in accordance with international agreements in fiscal matters, they have the right to inspect the 
parent company's accounts, and when the re5ults of this inspection justify such change. Finally, 
recourse may be had in such cases to empirical methods or to fractional apportionment, if this 
procedure appears more appropriate in the particular case. 

II. APPLICATIO::-< OF THE METHODS OF ALLOCATION I::-< SPECIFIC CASES . 
...... 

(a) INDUSTRIAL AND CO:.D!ERCIAL ENTERPRISES. 

There is no special rule for assessing the profits taxable in respect of industrial and commercial 
enterprises. It should, however, be stated that such enterprises are taxable in Danzig if they possess 
in Danzig any of the following establishmenb : a selling establishment (whether selling in the Free 
City or abroad), a manujact1tring establishment or a processing establishment, a purely buying 
establishment, research establishments, or other establishments not directly concerned in profit
making activities. 

(b) OTHER ENTERPRISES. 

No enterprise, whatever its nature, is subject to a special system of taxation. The method 
of assessment most frequently employed is that of asses!:dng the tax on the basis of the separate 
accounts, which exist in the majority of cases. When the revenue authorities depart from this 
method and indicate one of the subsidiary methods (see page 145), their decisions are based on special 
considerations relating to the particular circumstances of the enterprise concerned, and not 
to the general class to which it belongs. 

It cannot therefore be said, in regard to any of the various classes of enterprise, that any one 
method is more frequently used than others. These remarks are entirely general, and apply both 
to industrial enterprises and to other concerns. 

B. NATIONAL ENTERPRISES WITH BRANCHES ABROAD. 

In Danzig, national enterprises are taxable on the whole of their income- i.e., including profits 
made abroad. There is therefore no need to allocate or apportion the income derived from different 
countries. Where, however, under double-taxation agreements concluded by the Free City, the 
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foreign State is entitled to tax the income received by one of the establishments abroad, allocation 
is effected by the judicious application of one of the methods examined <~.hove. 

C. HOLDING COMPANIES. 

Holding companies of Danzig nationality are exempt from company ta:\:, but not from property 
tax. There are no special provisions relating to foreign holding companies having shares in Danzig 
companies, and, consequently, such companies are treated for fiscal purposes like any· other person 
domiciled abroad and holding negotiable securities issued by Danzig companies. 
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Annex. 

TABLE OF T ARIFES. 

I. INCOME TAx. 

(a) Rate applicable to Salaries and Wages. 

Normal rate 1 : II per cent of the taxable amount. 

~imurn rate : 

Salaries and wages exceeding 100 florins per month 
Salaries and wages exceeding 24 florins per week 
Salaries and wages exceeding 4 florins per week. 

(b) Rate applicable to Directors' Percentages. 

Percentages not exceeding 3,000 florins per year . . . . . . . . . . 
Percentages exceeding 3,000 florins but not exceeding 1o,ooo florins per year . 
Percentages exceeding 10,000 florins per year . . . . . . . . . , _ . _ . 

(c) Rate applicable to Other Income. 
Normal rate: 

On the first 10,000 florins . . . . . . . . . . . 

) 

10,000 and 15,000 florins 

0 th 1. f . 15,000 and 20,000 florins n e s 1ce o mcome . 
. 1 d d bet 20,000 and 30,000 florms 
me u e ween 30,000 and 40,000 florins 

40,000 and 8o,ooo florins 
On all further amounts . . . . , . . . . . . . 

Minimum rate 2 : 17.60 florins. 

l.o49 

Florins 

1.45 
0-35 
o.os 

Per cent 

10 
20 
30 

Per cent 

II 

13-75 
16.so 
22 
27-50 
33 
38.so 

1 The taxable amount consists of the actual amount of the salaries and wages minus tbe amounts deducted as 
professional expenditure and allowances for dependents as indicated on page J33· 

1 For taxpayers whose net income, excluding the allowances for dependents and tax-free minimum, exceeds 
6o_o florins per year. 
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(d) Emergency Surtax. 

I. On Income from Labour. 

Taxpayers liable to the tax on fixed salaries 1 • 

For other employees : 

Per cent 

-'I% 

RATE OF SURTAX 

Amount received monthly 

Florins 

Up to roo 
From 101 up to 150 
From 151 up to 200 
From 201 up to 400 
From 401 up to Boo 
From 801 up to 1,6oo 
In excess of 1,6oo 

2. On Other Income. 

Amount of the yearly income or of the fraction 
of the taxpayer's property taken as a basis for 

the computation of the tax in accordance with 
paragraph 5 of the Ordinance ot September 

26th, 1931 

Florins 

Up to 6oo. 
From 601 up to 1,500 
From 1,501 up to 2,500 . 
From 2,501 up to 5,000 . 
From 5,001 up to ro,ooo 
In excess of IO,ooo . 

II. 

Profit-seeking corporations 
Other companies and legal entities 

1 :oce definition, page 128. 

Unmarried persons, married 
persons without children, Individuals having more than 
married persons with one one minor child 

minor child 

Per cent Per cent 

- -
2.0 !.75 
2.5 2.00 
3·5 2.50 
4·5 3.00 
5·5 5·50 
6.5 6.50 

RATE OF SURTAX 

Unmarried persons. married 
persons without children. 
married persons with one 

minor child 1 

Per cent 

-
! 
I~ 
3 
4~ 
6 

COMPANY TAx.a 

Taxpayers with more than 
one minor child 

Per cent 

-
0.375 
! 
I~ 
2! 
6 

Per cent 
20 
10 

1 The rate below is also applicable to the taxpayers subject to company tax. 
• The scale of the emergency surtax on companies is the same as that which is contained in the first two 

columns of the last table above. · 



Classes of taxpayers 

First . 
Second 
Third 
Fourth 
Fifth . 
Sixth. 
Seventl1 

Slices of the taxable profit 
comprised between and (in florins) 

0 2,400 
2,400 4,8oo 
"4,800 7,200 
7,200 9,6oo 
9,6oo I2,ooo 

I2,ooo I6,8oo 
In excess of I6,8oo 

Amount of the property 
(in florins) 

Not exceeding ro,ooo 
Between Io,ooo and I2,500 
Between I2,500 and JO,ooo 
Between 30,ooo and 6o,ooo 
In excess of 6o,ooo 
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III. BUSINESS TAX. 

Minimum Tax. 

Normal Tax. 

IV. PROPERTY TAX. 

.· 

Annual amount of the tax 
Florins 

2,400 
I,200 

480 
240 
I20 
. 40 

Nil 

I5I 

Percentage of tax 
applicable to 

each slice 

Nil 
3 
6 
9 

IO 
II 
I2 

Percentage of ta..'< 
applicable to the 
total amount of 

the taxable property 

Nil 
2 

3 
4 
5 
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PART I. GENERAL DESCRIPTION 
OF DIRECT TAXATION SYSTEM 1 

The existing income-tax system was introduced in Greece in the main at the time of the tax 
reforms of 1919, and its study necessitates a short account of the original fiscal system. 

There were formerly seven schedular taxes, each assessed upon the net sum of a given category 
of income. These taxes were : 

Category A : Tax on income from buildings. 
Category B : Tax on income from leased land. 
Category C : Tax on income from securities. 
Category D: Tax on income from profits of commercial and industrial enterprises. 
Category E: Tax on income from agriculture. 
Category F : Tax on salaries and wages. 
Category G : Tax on remuneration from the liberal professions. 

As regards agricultural enterprises, there were also a few ancient taxes on gross income, but 
these, although not abolished by the reform, were supplanted later. 

The scale of the schedular taxes and of taxes on gross agricultural output was, in principle, 
proportional, except for certain basic relief in the case of income of Categories D, E, F and G. 

In addition to these taxes, there was the complementary tax on the total income of individuals 
- a graduated tax. 

However, the political and economic difficulties by which Greece was beset subsequently to 
the reforms led to many alterations of the original fiscal system. 

While the taxes on income from leased land and buildings have undergone amendments of detail 
hardly worth mentioning, the alterations in the taxes on industrial and commercial profits, 
remuneration from liberal professions, and agricultural profits are of quite a different character. 
The introduction of a tax assessed exclusively upon the net income of commercial and industrial 
enterprises caused such difficulties, both to taxpayers and to the Administration, that it was found 
necessary to revert to the former procedure and, in part, to replace the schedular tax by a patente 
ta.'\':, computed sometimes on the basis of a presumed average income, sometimes in the special way 
described below. 

The same was true of the liberal professions, with the result that, as regards both these classes 
of income, two taxes are imposed- the patmte tax and the tax on the net income. 

The changes were still more drastic in the case of agricultural enterprises. In the place of a 
single schedular tax computed on the net income of all farmers alike, there is now one tax on the 
net income from certain stock-breeding enterprises, and there are four taxes assessed either on gross 
income or by an empirical method. 

Accordingly, the system of direct ta.'\':es in Greece is now as follows : 2 

Buildings : a tax on net income (Category A). 

1 Legislation in force on May 15th, 1933. 
• The following figures, taken from the ~ccounts for the financial year 1930·31, show, in millions of drachmas, 

the relation between direct taxes and other fiscal revenue of the Republic: direct taxes, 1,379·3 ; taxes on legacies, 
bequests, etc., 140.3 ; Customs, 2,709.1 ; consumption taxes, 1,6o3.2 ; monopolies, 230; stamp duties, 590; other 
Government duties, "171.9; miscellaneous revenue, 71.8; additional tax for the service of the national debt, 1,329.6; 
extraordinary revenue, 251.2; revenue brought fonvard from previous years, 1It.6; total, 8,588. 
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Leased land : a tax on net income (Category B). 
Securities : a tax on net income (Category C). 
Industrial and commercial enterprises·: (r) a patente tax ; (2) a tax on net income 

(Category D). , 
Agricultural enterprises : (r) a tax on net income (Category E) ; (2) various taxes computed 

on gross income or empirically. 
Salaries and wages: a tax on the income (Category F). 
Liberal professions: (r) a patente tax ; (2) a tax on net income (Category G). 
Total income : a complementary tax on the total net income of individuals liable to tax 

in Greece. 

r. TAXPAYERS. 

{a) INDIVIDUALS. 

Pers01~s domiciled or residmt in ·creece. 

' The law relating to direct taxes contains no definition of domicile, and the term is understood 
in the sense it bears in civil law. ' 

Persons who have resided in the country for more -than six months of the year preceding the 
tax year are assimilated in all respects to persons domiciled there. 

Persons, however, who, although domiciled in Greece, have resided abroad for the two years 
preceding the tax year do not incur the obligations of a taxpayer domiciled in Greece. The law 
also says that a married woman, for purposes of the tax on total income, has not necessarily the 
same domicile as her husband, but is only liable to the tax when the requisite conditions of domicile 
and residence apply to her own person. Consequently, a married woman whose husband enjoys 
exemption on the score of two years' absence is not herself exempt unless her own position satisfies 
the conditions of the clause, and, if she is resident at the family domicile in Greece, she will be 
personally liable to tax. The converse also holds good. 

Persons domiciled in Greece or resident there for six month~ are, in principle, liable to all the 
schedular taxes, if they derive income from the country. · 

On the same grounds, individuals are liable (a) to the schedular taxes on securities and on 
remuneration from salaried work and the liberal professions, in respect of income of these classes 
they derive from abroad ; and (b) to the tax on total net person!tl income leviable against these 
same classes of income. 

Independently of domicile or length of residence in Greece, individuals are also liable to the 
schedular taxes on industrial and commercial enterprises in respect of profits they derive from 
abroad, in the cases more particularly dralt with on page 163. 

Nevertheless, any tax or impost paid 'abroad on income from commercial and industrial 
enterprises, salaried services or the liberal professions is deducted from the tax levied in Greece 
on the net income of Categories D, F and G. 

Persons domiciled abroad. 

This term only includes persons who have not resided. in Greece for more than six months, 
since~ as already explained, persons resident for a longer period are assimilated to taxpayers domiciled 
in the country. Further, officials serving abroad are in all cases regarded as domiciled in Greece. 

Persons domiciled abroad are only liable to the schedular or analytical taxes if they derive 
income from a Greek source. They are never liable to the tax on total income, even in respect 
of income earned in Greece. 
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Taxpayers of Foreign Nationality. 

Fiscal liability is conditioned by the domicile or residence of the taxpayer, and questions of 
' nationality play, as a rule, no part. According to a recent law, however, foreigners established in 

Greece are granted exemption - subject to reciprocity - from schedular taxes and the tax on 
total income in respect of income of any kind derived from abroad. 

(b) PARTNERSHIPS. 

In Greece, this term comprises general partnerships (societis en nom collectif) and limited 
partnerships ( societes en commandite simple). 

The schedular and patente taxes imposed upon individuals are leviable also against partnerships, 
either as such or against the members, as explained below. Partnerships are not liable to the ta.x 
on total income, but their members have to pay it on their share of profits if the conditions of their 
domicile or residence in Greece are such as to justify taxation. 

As regards the extent of fiscal liability, what was said above concerning individuals applies 
also to partnerships. That is, partnerships established in Greece are treated in the same way as 
individuals domiciled there, and partnerships domiciled abroad are on the same footing as private 
persons with a foreign domicile. 

(c) CoMPANIEs. 

National. 

National share companies are by their nature liable to the patente tax, which is small (seepage167) 
and to class (a) of Category C tax on the profits they distribute (see page r6o). Under 
certain conditions (see page 161), they may be made liable to Category D ta.x on their total profits 
instead of to Category C tax. 

They are further liable, in respect of their real property, to the taxes on income from buildings 
and leased land. They also pay securities tax on interest, dividends and other capital yield 
accruing to them from third parties. There are, however, certain exemptions in their favour to 
which reference will be made later (see page 161). 

Foreign. 

Foreign share companies are liable to the patente tax. As will shortly be shown, this tax is 
determined in their case otherwise than for national companies ; but again the tax is small. 

They are further subject, not to Category C tax, like national companies, but to Category D tax 
-i.e., tax on the income of commercial enterpris~s. 

Since the dividends of foreign companies are mostly distributed and paid abroad, those 
companies would not, in practice, have paid ta.x on their Greek profits if the tax on securities had 
been levied against them. 

Foreign companies may, however, at their request and with the consent of the Ministry of 
Finance, pay the tax on s£:curities {class (a) of Category C) instead of tax on the income of 
industrial and commercial enterprises (Category D). But, once this arrangement has been made, 
it must hold good for three years. This right to be assimilated to national companies is of particular 
importance to enterprises which are earning a profit in Greece while incurring expenses or losses 
abroad. 

Foreign share companies are liable, just like national companies of the same kind, to taxes on 
income from leased land and buildings in respect of their real propertv in Greece and to the tax 
on·securities if they receiv·e capital income in Gr~ece. - ·· 
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2. TAXABLE INCOME. 

I!<CmtE FROM BUILDINGS. 

The net income from buildings situated in Greece (determined as explained under No.3 below) 
is liable to Category A tax. It does not matter whether the recipient of the income is domiciled 
(or resident) in Greece or abroad. On the other hand, the income from property situated abroad 
is not taxed, even if the property belongs to persons or legal entities domiciled in Greece. 

Exemptions. - Tije following are exempt from this tax : property belonging to the State, 
municipalities and communes ; churches; buildings belonging to educational or charitable institutions 
and not used for lucrative purposes; premises belonging to foreign legations (subject to reciprocity) ; 
factories, if not let ; premises owned by hotel companies ; houses inhabited by the owner and the 
annual income from which does not exceed 3,000 drachmas ; farm buildings and certain classes of 
small houses. 

Owing to the housing crisis induced by the influx of refugees, buildings erected between 1923 
and July 1926 are tax-free for periods varying between four and twenty-five years. 

INCD:\IE FR0:\1 LEASED LAND. 

The tax on leased land, like the ta.x on buildings, is assessed upon net income and is imposed on 
income from the letting of land and agricultural estate situated in Greece, irrespective of the domicile 
or residence of the recipient of the income. Income from property of this kind situated abroad is 
never taxed. Nor is the tax levied, even on the basis of rental value, when land is not leased, but is 
cultivated by the owner. In such cases only the tax on agricultural development is collected, as 
explained below. 

Exemptions. - Mines and quarries are not liable to this tax, but are subject to a special regime 
(see page r6g). Further, land belonging to the State, municipalities or communes and to religious 
establishments is exempt. 

INCD:\IE FROAi SECURITIES. 

This form of income is classified under Category C, which has three subdivisions, and tax is 
imposed upon any individual or legal entity enjoying income from one or other of the classeii 
enumerated below. 

Class (a). 

Class (a) includes income from securities issued by legal entities and companies of Hellenic 
nationality. The law, however, provides for many exemptions and, in practice, only the following 
income of this class is taxed. 

(I) 
(2) 

Dividends from shares in Hellenic share companies ; 1 

The remuneration and percentages paid to the members of the J;>oards of these 
companies; 

(3) The remuneration or percentages 
companies over and above their salaries : 

paid to the directors and managers of these 

1 In the event of the company's dissolution, any sums paid to shareholders over and above the paid-up capital 
are regarded as a distribution of dh;dends and, as such, taxable. · 
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(4) The portion of the salaries of the staff of these companies which exceeds twice the 
amount fixed as the tax-free minimum for purposes of tax on total income ; 1 

(5) Interest of any kind on the bonds of companies, co-operatives and legal entities of 
Hellenic nationality. 

These forms of income are taxable irrespective of the recipients' domicile or residence, with 
the result that Greek securities held abroad are not, in principle, tax-free (but see under 
" Exemptions " below). 

The class is, in fact, made up mainly of income distributed by national companies, since 
Government securities and interest on debts of public corporations are free of tax, while the securities 
issued by other legal entities are few in number. 

As regards share companies, a recent law prescribes that companies incorporated subsequently 
to April rst, 1926, and which distribute dividends amounting to less than 5 per cent of their paid-up 
capital, may pay Category D tax on their total profits. For this purpose, however, there must be a 
ministerial decision given on the recommendation of a special committee made up of officials and 
of representatives of the Union of Share Companies. Should this tax on total profits be applied, 
dividends, directors' percentages, etc., distributed by- the company are not liable to the tax on ' 
class (a). Another provision deals with holding companies, and, with a view to avoiding their 
double taxation, provides for the issue of a decree conditionally reducing the tax payable on the 
dividends, etc., of a holding company, when it redistributes the dividends of a national company on 
which class (a) tax has already been paid. 2 

'·' 
Exemptions. - The following income is exempt from this tax : 

(r) Interest on public loans ; 

(2) In~erest on loans contracted by municipalities, communes and ports ; 

(3) Interest on bonds issued by Hellenic industrial share companies ; 

(4) Interest on loans granted to Hellenic share companies by foreigners or by nationals 
permanently settled abroad ; 

(S) The profits distributed by national lignite-extracting enterprises and the interest on 
their loans. 

In cases (3) and (4), interest is not tax-free if it was deducted from the taxable income from 
real estate belonging to the debtor company. 

Class (b). 

Class (b) consists of income from foreign securities; it is taxable (r) whatever the recipients' 
domicile or residence, when paid or received through a bank, in Greece ; 3 (2) when the income, 
although paid abroad, accrues to persons who are domiciled in Greece or have resided there for at 
least six months. 

Exemptions. -Subject to reciprocity, (r) the income of foreign diplomatic and consular agents 

1 These salaries, are, however, held liable to Category F ta."<. 
• No decree of this kind has yet been issued. . . . . . 
• The Administration has issued instructions that this income also shall only be taxed tf the rectptent 1!1 

domiciled in Greece or has resided there for six months. 

n. tt 
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and (2) the income of any foreigner, even if he has resided in Greece for more than six months, 
are exempt from this tax. 1 

Class (c). 

Class (c) comprises interest of whatever origin not included in classes (a) and (b)- i.e., 
interest on any unsecured, mortgage or other debt and on all deposits, sureties, etc. The intftrest 
in this class is divided into : (r) interest of Greek origin on which tax is levied without regard to 
the domicile or residence of the beneficiary; (2) interest from foreign sources; in this case the recipient 
is only liable to tax if he has a domicile or has resided in Greece for at least six months. 

Exemptions. -The following income is tax-free : 
(I) Interest on deposits of all kinds with national banking institutions ; 

(2) Interest on credits and remittances of Hellenic banks from abroad :the interest thus 
exempted must not exceed the official rate of discount of the country whence the capital 
originates, but in the case of institutions whose sole purpose is to grant loans on tobacco, the 
exempted rate may not fall below 5 per cent ; 

(3) Interest on deposits with 'public savings banks ; 
(4) Interest on loans granted by foreigners or by nationals settled permanently abroad 

granted to national enterprises of some importance ; exemption is refused if the interest was 
deducted from the taxable income of buildings belonging to the debtor enterprise ; interest 
on loans, with a mortgage-guarantee on Greek ships, granted by foreigners abroad are likewise 
e~empted ; 

(5) Interest on foreign credits granted for the import of goods or export of the products 
of agriculture and stock-breeding, either in the raw state or after treatment ; the real purpose 
of these credits must be duly established ; 

(6) Income accruing to Helleni~ share companies from interest of this class ; 
(7) The income of foreign diplomatic and consular agents, subject to reciprocity ; 2 

(8) Income of this class accruing to any enterprise which operates lignite mines in Greece ; 
(9) Subject to reciprocity, income derived from foreign sources by foreigners, even if 

they have resided in Greece for more than six months. • 

The following income, although similar to that of the present class, is exempt from the tax 
imposed on the latter, and is liable to Category D tax : 

(I) Interest on drafts and bills of exchange pertaining to commercial transactions, and 
(2) Interest earned by banks not constituted in the form of a national share company. 

PROFITS OF INDUSTRIAL AND COll!li!ERCIAL ENTERPRiSES. 

The profits of industrial and commercial enterprises (other than share companies of Hellenic 
nationality) which do business in Greece are, in principle, liable to the patente tax and to Category D 
tax on net income. 

1 The first case applies generally, but not the second, no convention with other countries having yet been 
concluded. 

1 This exemption is general. . 
' This exemption is not yet in force, as no cenvention on the subject has yet been signed_ with other countries. 
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The fiscal treatment of this fom1 of income has undergone frequent changes since the tax reforms 
of 1919, mainly on account of the serious inconveniences which the sudden imposition of a tax on 
net income caused both to the Administration and to taxpayers who were accustomed to pay 
nothing more than a simple patenle tax. Accordingly, the original form of the tax, which was purely 
a tax on net income, has been amended in several respeets. Under the present system, the profits 
of industrial and commercial enterprises are liable to a patente tax plus, in some cases, a tax on net 
income. Further, as will be seen from No. 3 below, the fiscal treatment of shipping, tobacco and 
mining enterprises and of foreign share companies differs in many points from the normal regin1e 
applying to industry and commerce. The taxable income, as will be explained in detail under 
No.3, is sometimes the net profit actually earned, sometimes an assumed net profit. 

In every case profits are taxable if their source is national, whatever the domicile or residence 
of the taxpayer or the head office of the taxable enterprise. 
. The profits of foreign vessels calling at Greek ports are liable to Category D tax if they accrue 
to a share company (page 169) or to the general patente tax {page 166) plus Category D tax in other 
cases ; exemption from all these taxes may be granted on a basis of reciprocity. 1 

Certain profits, however, which may be regarded as of foreign origin are also liable. This 
assimilation to purely Greek income takes place : 

(a) In the case of profits from Greek shipping. As we shall see hereafter, Greek vessels 
are in all cases subject to the patente tax and there is at present no provision which allows any 
account to be taken of taxes paid abroad. However, the reciprocal exemption of national and 

·foreign vessels is possible under the conditions just mentioned. 
(b) In the case of profits from business transacted abroad by Category D taxpayers 

through branches, agents or representatives dependent upon an enterprise whose centre or 
seat of management is in Greece. Tax paid abroad in respect of these profits is deducted 
from the tax due in Greece up to the amount of the latter. As regards foreign enterprise~, 
branches or subsidiaries situated outside the country are only taxed when they depend upon the 
office of the company in Greece, and in this case, not only may any tax paid abroad on foreign 
profits be deducted, but, subject to reciprocity, these foreign profits are totally exempt. 
The above rules do not apply to tobacco enterprises, either national or foreign, which are 

governed exclusively by the provisions explained below under the heading " Assessment of Ta.x ". 
With regard to tax-free industrial and commercial profits, see al~o the heading " Assessment 

of Tax " accompany~ng the chapter ?n each tax. 

PROFITS FROM AGRICULTURE. 

The fiscal treatment of profits from agricultural enterprises has undergone several modifications 
since the reforms of 1919. The present system of taxation cannot be regarded as final and a new 
method is now under consideration. This class of income is liable, according to its nature, to one 
of the following taxes : 

(a) the tobacco tax; 
(b) the oil tax; 
(c) the tax on raisins and currants; 
(d) the tax on other agricultural products; 
(e) the tax on stock-breeding. 

The first four of these taxes are assessed either on gross income or empirically. The tax on 
stock-breeding, when enforced, is a tax on net income (Category E). . 
· The rules governing the assessment and collection of these taxes will be studied in due course .. 

· 1 Conventions granting mutual exemptions have been signed with France, the United States of America, 
the United Kingdom, Canada, the Netherlands, Norway, Sweden and Italy; negotiations are proceeding with 
Belgium and Yugoslavia. · 
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SALARIES AND WAGES. 

Category F tax is levied, in principle, upon wages, salaries and retiring pensions of Greek origin. 
Income of this class is also taxed when it is of foreign origin, if the recipient is domiciled in Greece 
or has resided there for at least six months. In this case, however, the tax paid abroad on this 
income is always deducted from the amount payable in Greece. Further, income of this kind 
derived from abroad by foreigners settled in Greece may be exempt from the tax on a basis of 
reciprocity. · 

INCOME FROM THE LIBERAL PROFESSIONS. 

Remuneration from the liberal professions is liable to tax if it is in return for services rendered 
in Greece. The taxes levied are the patente tax and the tax on Category G income. 

Income, however, of this class received abroad by persons liable to Category G tax and domiciled 
in Greece or resident there for more than six months is also taxable. The provisions concerning 
the abatements and exemptions granted to national or foreign taxpayers by reason of the origin of the 
income are the same as those applying to salaries and wages. 

COMPLEMENTARY TAX ON TOTAL NET INCOME. 

This tax is levied only upon individuals who are domiciled in Greece or have resided there for 
six months. The taxable income is the total income already liable to one of the other taxes. It 
also includes income earned abroad or in Greece and not already taxed in Greece. 

3· ASSESSMENT OF TAX. 

fAXATION OF INCOME FROM BUILDINGS. 

Category A tax on income from buildings is assessed, not annually, but for a number of years 
fixed by decree. On the occasion of each assessment, taxpayers have to make a declaration, which, 
after being checked by the Administration, serves as the basis of taxation for the ensuing years. But 
if there is an increase or diminution in income of more than 10 per cent, the tax list is altered 
according! y. 

The taxable income is determined on the basis of the net income actually received during the 
year preceding the tax year. If, however, there is a substantial difference between the actual income 
and the rental va1ue, or if the premises are not let, the law prescribes that tax shall be based on 
rental value. 

To get the net income, the following deductions are made from gross income: (a) 10 per cent 
for depreciation and cost of upkeep; (b) interest on secured loans; (c) local taxes, and (d) a few 
other minor deductions. 

The tax is proportional and there is no tax-free minimum. 

TAXATION OF INCOME FROl\1 LEASED LAND. 

Unlike the previous tax, Category B tax on income from leased land is assessed annually, and 
taxpayers have to declare their income in April of each year. 

The taxable income consists of the income actually earned in the fiscal or business year preceding 
the ta..x year. Actual income is obtained by deducting from the rent : (a) 5 per cent for depreciation 
and maintenance; (b) special depreciation for drainage work, etc.; (c) interest on mortgage loans, 
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and (d) local taxes. If there is any difficulty in determining the gross income, the rules governing 
Category A apply mutatis mutandis. 

This tax, like the previous one, is proportional, and similarly there is no tax-free minimum. 

TAXATION OF INCOME FROM SECURITIES. 

The income of all three classes (a), (b), and (c) is taxed after deduction of all taxes and imposts 
'already levied. There is, however, no tax-free minimum and the rate is proportional. 

The three classes call for the following observations : · 

Class (a). 

The tax on income distributed by Hellenic share companies is levied upon shareholders and others 
who participate in the company's profits, but payment is actually made to the Treasury by the 
company, which can withhold the tax from the dividends, directors' percentages, etc., it distributes. 
The tax is paid in a single instalment within two months of the approval of the balance-sheet by the 
general meeting of shareholders. A declaration in support of the sum paid is forwarded at the 
same time. The tax on other income of this class is similarly paid by deduction at source, the 
declaration being submitted and the tax paid within a mon!h of the date fixed for the payment of 
coupons. · 

Class (b). 

The office in Greece which collects or pays this class of income from foreign sources has to 
withhold tax and to pay the whole amow1t to the Treasury in the course of the following April, 
accompanying its payment by a supporting statement. 

Anyone who directly receives income abroad must declare it during April of the year following 
receipt, and pay the ta.x to the Treasury in a single instalment. 

Class (c). 

· As regards income from Greek sources, the tax is paid by affixing stamps to the document 
establishing payment. In the case, however, of income from abroad received either directly or 
through an establishment in Greece, the person concerned must make a declaration and pay the 
tax to the Treasury in April of the year following receipt of the incom~. 

TAXATION OF THE PROFITS FROM INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

As explained on pages 162 and 163 the taxation of these enterprises now includes : (a) patente 
tax and (b) Category D tax on net income. Let us examine these two taxes in detail. 

There is, further, a separate regime for mines. 

(a) Patente Tax on Industrial and Commercial Enterprises. 

The rules for the assessment of patente tax are not the same for companies as for other taxpayers. 
Moreover, shipping and tobacco enterprises receive special treatment. We shall therefore deal 
successively with the four following points : • 

Rules applying to ordinary taxpayers ; 
Special rules for national and foreign share companies ; 
Special rules applying to tobacco enterprises ; 
Special rules applying fo shipping concerns. 
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(r) General Patente Tax. •· 

In the case of taxpayers who are not share companies or are not concerned with either shipping 
or tobacco business, the patente tax is assessed on their probable or assumed net income. For 
purposes of this tax, the law divides taxpayers into thirty groups ac~ording to the size of theirincomes, 
and a certain tax figure is fixed for each group. The lowest group mcludes ta~payers whose assumed 
income does not exceed 25,000 drachmas, and for these the patente tax is fixed at 6oo drachmas. 

- The highest group is made up of persons with an income of 300,000 drachmas or more; in their case, 
the tax is 39,000 drachmas. · · 

In small towns and villages, the tax may in exceptional cases be reduced for the lowest group 
of taxpayer to 50 drachmas. · 

The assumed annual income which puts taxpayers into one of the thirty groups is ascertained 
by taking the taxpayer's average profits for the three years preceding the establishment of the 
tax-lists ; in practice, that is.- the three years since their last fiscal classification. 

The tax is payable by (a) anyone who conducts an enterprise in person ; (b) each of the partners 
in a partnership ; (c) limited partnerships, co-operatives, etc. 

These provisions apply indiscriminately to private persons and legal entities, both national 
and foreign. 

Foreign commercial travellers, agents and representatives are liable to this tax on any business 
they do in Greece. 

Enterprises with several branches or agencies in Greece are taxed at their head office on their 
total profits ; each office or agency has further to pay the patente tax of the lowest group. 

The tax is not payable by : · 

(a) Co-operatives which supply their members only ; 

(b) Owners of foreign vesse1s, subject to reciprocity (for details, see page 163) ; 
(c) Enterprises of any kind which work lignite mines in Greece ; 
(d) Certain classes of small artisan or tradesman. 

-
New enterprises are, for the first year of their existence, classified provisionally on the basis 

of their probable profits, final classification being made in the following year. 
If a taxpayer goes out of business, his name is taken off the lists the next year. As regards the 

tax he owes for the year in which he ceased doing business, he is allowed relief proportioned to the 
difference between the income actually earned and the income of his group. . · 

Tax is assessed and taxpayers are classified on the basis of a declaration which the taxpayer 
has to furnish to the Administration. The declarations are checked with the help of delegates 
appointed by the unions of the traders concerned. . 

The lists drawn up as the result of classification remain in force for three years, but under 
certain conditions the entries in the lists may be altered during this period if the taxpayer'& income 
has increased or diminished. 

The period of three years may, in exceptional cases, be extended or shortened by decree. 
In order to determine the total tax, the presumed income is that corresponding to the group 

in which the taxpayer has been placed.' He is, however, allowed to show proof that his actual 
income was less than the assumed figure, or even that he sustained a loss. The Administration, too, 
is at liberty to show that the real income exceeded the figure assumed. 

Taxpayers liable to the present category of patente tax are also liable to Category D tax on net 
income, if the latter exceeds 300,000 drachmas (see page r6g). 

(2) Special Patente Tax on Greek and Foreign Slzare Companies. 

The patente tax levied upon Greek share companies is fixed in relation to paid-up capital, the 
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rate being 2.5 per thousand thereof. By way of exception, 'shipping companies may choose to 
pay the special patente tax on shipping (see below). 

The patente tax payable by foreign share companies (whatever their size) is 25,000 drachmas 
per annum. The tax could not be determined in the same way for them as for national companies, 
since it is difficult to say how much of their capital has been devoted to business done in Greece. 
Shipping companies are exempt, subject to reciprocity (see page 163). 

In April of each year, national and foreign companies alike must submit a declaration to 
the Administration for purposes of patente tax. 

(3) Special Patente Tax on Greek Shipping Enterprises. 

The patente tax payable by ships flying the Greek flag is determined on the basis of tonnage. 
But, although thus computed, the tax is intended by the law to fall upon an assumed average profit 
for a number of years. In order that shipping may escape as lightly as possible, the rate is very 
low. Category D tax on net income is never imposed on Greek ships, whatever profits they may 
have earned. 

Shipping cOJ;npanies may apply to be subjected to the special patente tax on shipping enterprises 
instead of to the tax on paid-up capital mentioned under (2) above. 

Taxpayers liable to the present tax must make an annual declaration to the Treasury in April. 
For purposes of the total tax levied upon the owner of the vessel, the income- from its 

exploitation is assumed to be seven times the tax, after deducting interest on mortgage loans. 
The Treasury, however, as mentioned on page r66, may show that the net profit earned was larger, 
while the taxpayer may plead a small~r profit or a loss. • 

(4) Special Patente Tax on Tobacco Enterprises. 

The taxation of tobacco enterprises is of particular importance from the point of view of double 
taxation, because a large share of the tobacco trade is in the hands of foreigners. 

Tobacco is Greece's premier agriculturai export, representing 55 to 6o per cent of the value of 
all Greek exports ; the bulk of the tobacco grown is for export. , 

Before it is exported, tobacco is divided according to quality and undergoes certain processes 
with a view to improving that quality. Many merchants store tobacco in Greek warehouses until 
finally sold, and their operations start with the purchase of the tobacco direct from the grower. 
Owing to the commercial importance of these Greek operations, tobacco businesses are liable to tax 
in Greece, even though the final profit or loss is earned abroad. 

History. _:Before describing the fiscal regime of to-day, it may be well to cast a glance at earlier 
methods of taxation. Originally, the law prescribed that, when the profits on tobacco export were 
not apparent from the balance-sheets of the enterprises concerned, the profits taxabl~ in Greece musf 
be computed by one of the three following methods : 

(a) On the basis of the ratio between the turnover of sales of exported tobacco and the 
turnover of all sales. 

(b) By taking, as the gross profit, the f.o.b. wholesale price of exported tobacco, as quoted· 
on the day of export (whether the tobacco was sold or not) and by comparing this gross figure 
with the cost of production plus general overhead, etc:, of the branch. The result of this 
comparison was either an assumed net profit on which tax was assessed, or a loss. 
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(c) If the f.o.b. price could not be determi~ed, the profit ~ight beestimat~d at a certain 
percentage of the cost of production of the exported article, this percentage bemg fixed by a 
special committee. 

Of these three methods, the first was found almost unworkable, o·ving to the difficulties which 
enterprises had in computing the profit earned in Greece ; moreover, tobacco was often sold abroad 
as cigarettes after being mixed with tobacco of other origin. The second method likewise 
encountered serious obstacles. In the first place, tobacco prices, in places where there was no 

·exchange, were not always officially fixed ; and, secondly, firms could not tell exactly which of the 
tobaccos they had bought were exported, as the products supplied by the growers had been subjected 
to selection and other treatment before being exported. The third method was very easy \o apply ; 
it was based on the view that the Greek branch of enterprises selling abroad was merely the 
representative or agent of these enterprises and was paid by a commission on operations effected 
inGreece. J 

The methods of computing profits referred to above applied, of course, only to foreign 
enterprises. In the case of Greek concerns, the whole of the profit earned abroad had to be declared. 

With regard to the internal trade in tobacco, the factor to be considered was the actual net 
profit. 

Taxable profit having been determined, the taxpayer was held liable to the tax applying to his 
particular form of enterprise : Category C tax, for Greek share companies ; Category D tax, for, 
foreign share companies, and the patente tax plus Category D tax for other companie~. 

These provisions were in force until the end of the tax year 1930-31. As from 1931-32 all 
these taxes were abolished for tobacco enterprises and replaced by a special patente tax, the only 
distinction being between export trade and home trade. 

Existing Regime. - Export trade : In the case of Greek or foreign enterprises which export 
tobacco leaf, the new patente tax is computed, as regards foreign sales, according to the number 
of ocas 1 of tobacco exported. 

Tax is fixed in relation to quantity, because the latter is carefully recorded in the books of the 
Treasury offices, which keep a close check on each enterprise in the interests of consumption tax 
and the tax on tobacco manufacture. The tax varies, according to locality of production, from 
0.10 to o.6o drachma per oca. 

The area of production and amount of tax per oca in each are fixed by a special committee. 
The committee recently set up has fixed the tax scale on the basis of the average cost of production 
in each area, applying a certain percentage to this figure . 

. Accordingly, the system of taxation approximates to the third of the earlier methods described 
above, and the tax is levied on a presumeq sum which the committee ascribes to the operations 
of the establishment in Greece. 

The enterprises concerned have to declare in April of each year the amount of tobacco they 
exported during the preceding year. ' 

Home trade : As the home market absorbs only a small part of the output, it has not been 
found necessary to establish a different regime from that governing export business. The tax is 
therefore fi..xed at a certain sum per oca of tobacco sold. But, as in home trade the same quantity 
of tobacco may be sold over and over again, the rate of tax is about half the rate pertaining to 
exports. Again, annual declarations are required. 

For purposes of tax on total income, the latter is assumed to be equal to seven times the patente 
tax paid, the taxpayer and the Treasury being free to show that the actual income is less or more 
than the assumed figure (see page 166). 

1 An oca is equal to I ,282 grammes. 
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(b) Category D Tax on Net Income. 

This tax does not apply to national shipping enterprises (see page 167) or to tobacco concerns 
(see page 168) in whatever form they are incorporated. Excluding these two forms of enterprise and 
the lower groups of patente taxpayers (see page 166), this tax is payable by: 

(1) Taxpayers liable to the general patente tax {page r66) whose net profits exceed 300,000 
drachmre ; the Category D tax payable on amounts exceeding 300,000 is thus a surtax ; 

(z) Foreign share companies, irrespective of their profits ; 
(3) In certain cases, national share companies incorporated after April 1st, 1926 (see 

page 161). 

For purposes of the present tax, the enterprise's net income is regarded as the taxable figure. 
The following items are also included among taxable profits, but only up to four-fifths of their 
amount: (a) gain from the sale of a business, industry, etc.; (b) profit from the sale of any 
intangible asset; (c) appreciation of an enterprise's capital, except real estate. 

The methods of determining taxable income, formerly in force for tobacco enterprises, but 
now amended in their case (see pages 167 and r68) are still employed for other enterprises whose 
purpose is the production, or simply the working-up, of raw materials. 

Exemptions from this tax are as follows : 
(a) Subject to reciprocity, the profits earned in Greece by foreign vessels (see page 163); 
(b) Profits from the working of lignite mines in Greece; 
(c) As regards foreign shar(! companies whose shares are held wholly or partly in Greece, 

the proportion of the Greek profits corresponding to the number of nominal shares, the dividend 
on which is paid in Greece and is therefore liable to class (b) of Category C tax. 

This class of taxpayer has to make a declaration of net income in April of each year. In the 
exercise of its right of control, the Administration may obtain assistance from advisory bodies similar 
to those employed for the assessment of patente tax. 

(c) Taxatimt of Mines . 

. All mines are subject to a property tax fixed according to the area leased and known as the 
" area tax ". It is doubled if the mine is not worked. 

The income from the working of mines and quarries is also liable to the tax on net income. 
If the mine is operated by a Greek company, Category C tax is paid: otherwise, the patente tax or 
Category D tax on net income. 

If the concessionaire of a mine does not work it personally, but leases it to a third party, he is 
liable to a special tax on the rent. _ 

All these taxes on mines and quarries in Greece are imposed irrespective of the domicile, 
residence or head office of the person enjoying the income. 

Lignite mines are exempt. 

TAX ON AGRICULTURAL PROFITS. 

The tobacco tax is assessed on the price which the grower obtains from sales to dealers and is 
paid direct to the State Treasury in cash. Every operat~on in tobacco, from the harvest until it 
is placed for consumption on the home market or exported abroad, is controlled by the Tr~asury 
simultaneously with its control over the tax on tobacco consumption. 
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The oil tax is assessed as follows : 
(a) As regards oil produced in the Greek islands and in a few other districts, the tax is 

collected at the time of export from the isles to other parts of Greece or abroad and is computed 
on the basis of the export price ; 

(b) As regards oil from other parts of the country, the tax is paid at the time of production 
and is computed according to output.. It is either farmed out or collected by the Treasury 
direct. The producer may pay in cash or in kind. 

The tax on raisins is paid in cash at the time of export. The tax on currants is paid to the 
Treasury by a special body, the Central Currants Office, the amount being fixed by decree _at a flat 
rate according to the general conditions governing the production and export of the commodity. 

The tax on other agricultural products, according to the fiscal reforms of 1919, was a tax on net 
income, but was later replaced by other contributions. There is now an allocated tax (impqt de 
repartition) on gross output; this tax has, however, been p1:ovisionally suspended since 1930-31 as 
an encouragement to agriculture. 

The tax on stock-breeding only affects profits from the breeding of big live-stock. It is a tax 
on net income of Category E, and the taxable sum is the net profit from stock-breeding 
after deducting 25,000 drachmas as tax-free. 

TAX ON SALARIES AND WAGES. 

This tax is assessed on the amount of taxable remuneration, but the recipients do not, as a rule, 
have to make a declaration, the tax being withheld at the source by the employer, who has to supply 
the necessary confirmation when paying the sum withheld to the Treasury in April. Taxpayers, 
however, working for employers who do not employ regular staff and those who draw their pay 
directly abroad are required to make a declaration of income to the authorities. 

The tax varies with the taxable income. It is very light on retiring pensions and workmen's 
wages, heavier on the salaries of public officials and heavier still on the remuneration of other 
employees. In all cases, however, the burden is comparatively light. Further, the law provides 
a tax-free minimum of r,soo drachmas a month or 6o drachmas a day in the case of workmen. 

When salaries and wages, however, exceed twice the minimum exempt from tax on total 
income, the excess is liable to the tax of the employer's category. , 

On the other hand, when wages and salaries are paid abroad, any foreign tax paid thereon is 
deducted from the tax payable in Greece (see page 158). 

TAX ON INCOME FROJ! THE LIBERAL PROFESSIONS. 

It has already been mentioned (page 164) that the taxation of this income is governed by a dual 
system of patente tax and tax on net incorrie of Category G. 

(a) Patente Tax on the Liberal Professions. 

. Th~ liberal professions are subject to the same .rules in regard to patente tax as commercial and 
mdustnal enterprises, the only difference being that the tax of each class is in their case less by 
one-fifth. 

In the case, however, of architects and engineers, the patente tax is fixed at 8. per cent of the 
remuneration to which they are legally entitled for plans and survey work. The tax is collected 
by the authorities at the source when approving the plans. · 
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(b) Category G Tax on Net Income. 

As mentioned above, Category G tax is imposed on annual income from the liberal professions 
exceeding 300,000 drachmas. This schedule also includes any income not classifiable under another 
category. The net taxable income is determined by deducting from gross income all taxes, charges, 
duties or other expenses incurred in earning the income. 

Any tax paid abroad on income earned in a foreign country is deducted from the tax payable 
in Greece. · 

. Taxpayers liable to this tax must declare their net income to the authorities in April, and the 
latter may assess with the help of advisory committees in the same way as for Category D income 
(see page r6g). 

co .. IPLDIENTARY TAX ON TOTAL NET INcmrE. 

Tax able A mount. 

The total income liable to this complementary tax, which, be it remembered, is only levied upon 
individuals domiciled or resident in Greece, is made up of all income, whether derived from Greek 
or from foreign sources. It is computed as follows : 

Income which has already paid Categories A and G tax and the patente taxes is added together. 
When income has been taxed on an assumed sum (i.e., income liable to a patente tax), this assumed 
amount serves also as the basis for purposes of complementary tax. The Administration is free, 
however, to show, if it can, that the actual income is in excess of that amount and the taxpayer 
may adduce proof that it was less or that there was even no income at all, but a loss (see page r66). 
In the case of agricultural income, the tax on which is assessed on gross output, complementary ta.x 
is computed on net income as determined by the ordinary rules of agricultural accountancy. The 
exemptions from the schedular taxes enjoyed by certain forms of income do not apply to the 
complementary tax, and all such income is reckoned in for the purpose of determining the total sum 
liable to the latter tax. Also, any income earned by an individual abroad is liable, as previously 
mentioned. Accordingly, the taxpayer must include it in his declaration and the tax paid thereon 
abroad is deducted, not from the tax owing in Greece, but from the amount of taxable income. · 

A woman is not regarded as liable to tax apart from her husband ; her income is added to his. 
The tax is assessed on the basis of declarations made by the taxpayer in April and duly checked 

by the Administration. 

Deductions and Relief. 

In order to determine the amount actually taxable, the following deductions are made !rom total 
net income : 

(a) Losses sustained on any class uf income, whether in Greece or abroad; 

(b) Taxes already paid on the income in Greece and taxes paid abroad ; 

(c) Life or accident insurance premiums paid under insurance policies issued in the name 
of the taxpayer or of any of his dependents ; 

(d) Interest on debts of the taxpayer or his wife; 

(e) All losses from the destruction, dwindling or permanent depreciation of capital, if 
incurred during the two years preceding the tax-year and if not covered by donations, legacies, 
dowries or an appreciation of other capital assets. ' 
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From the total net income thus obtained, roo,ooo drachmas are deducted as tax-free. This 
exempted minimum is increased by 3,600 drachmas for each person dependent upon the. taxpayer. 1 

Tax, computed on a sliding scale, is then levied upon the taxable income thus obtamed. 

Exemptions. 

The following persons and income are exempt : 
(a) Subject to reciprocity, income received from foreign sources by foreigners settled 

in Greece; 
(b) Subject to reciprocity, foreign diplomatic and consular agents; 
(c) War pensions; 
(d) The coupons of certain Greek loans. 

Taxable Jlfinimum. 

The taxable income of individuals must not be less than a certain assumed figure based upon 
certain indices. This figure is obtained by first applying a certain coefficient to the rent of the 
house or houses occupied by the taxpayer. This coefficient varies ; as regards houses subject to the 
moratorium on rents, the assumed income is between five an:d seven times the rent,"according to the 
amount of the latter. In other cases, the incori1e is assumed to be from three to seven times the 
rent. The income as assumed from the rent is increased by : (a) 30,000 to roo,ooo drachmas for 
each motor-car belonging to the taxpayer; (b) so,ooo drachmas for each motor-boat of more than 
20 h.p. ; (c) roo,ooo drachmas for each yacht. 

The taxpayer is not permitted to show that his actual income is smaller than the figure resulting 
from the indices or that he has sustained a loss. In quite exceptional cases, however, the index 
figure may be reduced for persons whose income is derived from interest on certain Greek loans. 
Further, although not at liberty to plead a smaller income figure than that furnished by the indices, 
the ta.xpayer must declare his actual income if it is larger than the assumed figure. 

4· DECLARATIONS, APPEALS AND COLLECTION. 

For purposes of taxes on net income from leased land, foreign securities, industrial and 
commercial enterprises, agriculture and the liberal professions and for purposes of the tax on 
total income, taxpayers have to declare their income to the Administration in April of each year. 
Also any individual or legal entity who has withheld tax from income paid to third parties (personal 
securities, salaries and wages) must declare these sums in April. 

With regard to other taxes, either no declaration is required or it is not required every year. 
The following are the detailed rules on this point applying to each tax : 
As the buildings tax remains fixed for a certain period following each assessment, owners whose 

liability continues need only furnish a declaration to the authorities when it has been decided to 
reassess for a fresh period. At other times, declarations are only required if the taxable income has 
increased or diminished by more than ro per cent since the last assessment. 

The patente ta.xes and the taxes on commercial occupations and the liberal professions being 
assessed every three years, taxpayers have, as a rule, to make declarations only at the beginning of 

1 By person dependent upon the taxpayer is meant : (a) wife (always) ; (b) mother, father, unmarried 
daughters and sisters, sons not of age or incapable of earning their living and brothers of husband and wife not 
of age, if they have no means of their own and are living with the taxpayer. ' 



GREECE (I) 173 

each triennial period. In other cases, when patente tax is levied (tobacco, shipping, companies), 
the taxpayer submits an annual declaration. · 

As regards taxes on the different products of agriculture, when these are collected and assessed 
like indirect taxes or at a flat rate, taxpayers have to make their declaration to the Treasury at the 
time when the tax becomes payable - that is to say, at the time of production, sale or export, 
according to the commodity. 

Declarations are, of course, checked, either by the Administration or by special committees, 
as stated above. 

Should the declaration be found insufficient or inexact, the taxpayer may be asked to furnish 
explanations and confirmatory evidence. If no declaration is made or if the additional information 
supplied by the taxpayer does not satisfy the authorities, the latter may assess on such data as they 
think trustworthy. 

The taxpayer may then appeal against their decision to a committee consisting of a civil court 
judge, a revenue official and a representative of the taxpayer, such appeal being lodged within twenty 
days of receiving the assessment notice. Both the taxpayer and the Administration may appeal 
against the committee's decision to a committee of second instance - if the disputed tax does not 
exceed 2o,ooo drachmas- or to a department of the Court of Auditors, if a larger sum is involved. 
Moreover, the decisions of this second instance may, at the request of either party, be quashed by the 
Council of State, which in this matter plays the part of Court of Cassation. 

The tax is collected in four instalments, the first in April at the time of declaration, the second 
in July, the third in October and the fourth in January. These periods do not apply to the taxes 
on the various agricultural exports, which are collected in cash at the time of determining the taxable 
income, or to taxes deducted at source, which are paid to the Treasury in April by those who withhold 
them. 
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PART II. - METHODS OF TAXING FOREIGN 
AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

I. DEFINITION AND GENERAL PRINCIPLES. 

Foreign enterprises are, in principle, liable to taxation in Greece in so far as they benefit from 
an income having its source in that country. 

Enterprises belonging to individuals or to partnerships are regarded as foreign if their real 
centre of management is situated abroad. 

As far as enterprises belonging to share companies are concerned, they are considered as foreign 
. if the share companies to which they belong are organised in accordance with the laws of a foreign 

country. 
In order that foreign enterprises may be taxed on their industrial and commercial profits, it 

is an indispensable condition that they should possess in Greece either a local branch or a 
representative or agent. . 

Foreign salesmen, representatives and commission agents travelling in Greece are also liable 
to taxation in respect of business transacted by them in that country. -

When the enterprise-is established as a share company, it is liable to the tax on net income 
belonging to category D. In exceptional cases, the category D tax may be replaced by that on 
category C income (see page 159). In all other cases, foreign enterprises are liable to the patente 
tax on profits not exceeding 30o,ooo drachmre and to the tax on net income (category D) on income 
exceeding that amount (see page r6g). 

Foreign enterprises, whatever their form, which realise commercial or industrial profits abroad 
through branches, agencies, or representatives and which depend upon or are effectively controlled 
in Greece, are liable to the aforementioned taxes on their foreign profits. But any tax paid abroad 
on this same income is deducted from the total tax payable in Greece, but such deduction must, of 
course; not exceed the amount of the total tax·(see page r63). Enterprises may, however, as already 
indicated at that page, be completely exempted from taxation of this income from foreign sources, 
subject to reciprocity. 

Profits from a Greek source earned by vessels flying the flag of one of the countries with which 
Greece has signed a reciprocal exemption treaty are tax-free. 

Foreign enterprises deriving from a Greek source income falling under categories A, B, C and 
E, are, in principle, liable to the taxes applicable to these categories, notwithstanding that they 
have no branch, agency or representative in Greece. 

2. TAXATION OF CERTAIN KINDS OF INCO~JJ'. 

(a) Dividends. 

Dividends paid by national share companies are liable to the tax on class (a) of category C, 
the tax being collected by withholding at the source ; foreign enterprises in receipt of this kind of 
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income are taxable, irrespective of whether or riot they have an office in Greece (see page 161). An 
exception is made in regard to dividends paid by certain specified share companies which, under 
a special agreement with the Government, are exempt from all taxation. 

Dividends paid by foreign share companies are liable to the tax on class (b) of category C 
in the following cases : 

(I} Where the dividends are paid in Greece or received through a banking establishment 
in Greece, independently of whether or not the foreign enterprise to which they accrue has 
an establishment in Greece ; 1 

(2) Where, although such income is received directly abroad, it accrues to an establishment 
of some kind situated in Greece. 
The fiscal exemption of income from a foreign source is, however, possible, subject to reciprocity 

(see page rsg). 

(b) Interest. 

A distinction is made between interest from loans in the form of bonds belonging to classes (a) 
and (b) of category C and other interest, including that on mortgage or other (i.e., that on deposits, 
accounts receivable, credits, secured or unsecured loans) which constitutes class (c) of category C. 
- Coupons of bonds issued by Hellenic legal entities and companies, as well as interest of any 
other sort from a Greek source, are, in principle, liable to the tax, regardless of whether the enterprise 
in receipt thereof has an establishment in Greece or not. There are, howeyer, so many exceptions 
to this rule that interest on capital of any sort imported from abroad is actually tax-free. Thus, 
the following income, irrespective of whether the foreign· enterprise to which it accrues has an 
establishment in Greece or not, is tax-free. 

(r) Coupons of loans to the Government, communes, municipalities and harbour 
authorities ; 

(2) Coupons of bonds issued by national industrial companies, in so far as this interest 
has not been deducted from income subject to the tax on buildings belonging to such companies; 

(3) Coupons of bonds and interest on loans of all kinds contracted by enterprises which 
exploit lignite mines in Greece ; 

(4) Coupons and interest of all kinds on loans contracted by certain specified companies 
exempt.Jrom taxation under a special agreement -with the Government ; 

(S) Interest on bank deposits with Greek banks. 

The following income is also tax-free in so far as it is derived from capital furnished by 
individuals or enterprises established abroad : 

(r) Interest on credits and remittances in general granted abroad to national and foreign 
banking institutions in Greece. The rate of interest thus exempted may not exceed the official 
discount rate of the country whence this capital is derived. Exceptionally, in the case of 
establishments exclusively furnishing loans on tobacco, the exempted rate may not be less 
than 5 per cent. 

(2) Coupons and interest of all kinds on loans from abroad made to share companies or 
other enterprises of a certain magnitude in Greece, in so far as such interest has not already 

I As mentioned on page 161, note 4, the Administration has issued instructions presc~ibing that no tax should 
be levied when the recipient of the income has no domicile or has not resided six months m Greece. 
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been deducted from the income subject to the tax on buildings belonging to the debtor company 
or enterprise. · -

(3) Interest on credits granted abroad for the purpose of facilitating the importation 
of goods or the exportation of agricultural and stock-breeding products, treated or otherwise; 
due proof of the purpose of these credits is required. 

(4) Interest on foreign loans granted on the security of Hellenic ships. 
Foreign coupons accruing to foreign enterprises established in Greece are by analogy subject 

to the rules governing dividends from the same source.. , 
Interest from abroad is liable to taxation in so far as it accrues to a Hellenic establishment 

of a foreign enterprise (see page 162); the latter may be fully exempted, subject always to reciprocity. 

(c) Directors' Percentages. 

Directors' percentages paid by Greek companies to directors are taxed as dividends. 

(d) Royalties for Use of Patents, Copyrights, Trade-Marks, Secret Processes and Formulce and Other 
Income from Personal Property. 

Authors are, in principle, liable to the patente tax on the liberal professions and to the category G 
tax (see page 164) in respect of income accruing to them personally from their published works, 
whether directly or through some third person. Income accruing to their heirs from the same source 
is liable to the category G tax, it being considered as income which may not be subject to tax under 
any other category. 

Authors in receipt of income from abroad are also taxed thereupon, if domiciled in Greece or 
resident there for six months. They are, however, entitled to deduct from the tax payable in Greece 
any tax paid abroad. Foreign authors living in Greece and in receipt of income from abroad may 
be exempted on a basis of reciprocity. 

Authors or their heirs living abroad, in receipt of income in Greece, are liable to the patente tax 
and the category G tax. 

The above provisions in connection with authors, it should be observed, have never been 
applied by the Administration, which, on account of the small incomes earned by authors, has made 
a rule of not taxing them. 

The net profit accruing to licensees of copyrights is treated as commercial profit and is liable 
to the patente tax, together with category D tax, or, as the case may be, to the share companies 
tax of category C. 

Income from patents is, in principle, liable to the category G tax (on liberal professions) it 
being considered as an ~ncome which does not fall under any other category. 

Where the inventor exploits his patent directly, either alone or in collaboration with others, 
his income is treated as commercial profit and is liable to the patente tax and the category D tax. 
Where the inventor is in receipt of commercial income from abroad, he is, by analogy, subject to 
the provisions concerning authors. Inventors domiciled or resident abroad are taxable in respect 
of income earned in Greece. 

Where authors or inventors cede their respective rights or patents to third persons, profits 
accruing under the cession are liable to the category D tax. Only four-fifths, however, of this 
income is taxed (see page 169). the income being regarded as capital profit. > 

Finally, profits accruing from the cession of rights in general, as, for instance, leaseholds, 
goodwills, etc., are liable, up to four-fifths of their amount, to the category D tax, in so far as the 
income has its source in Greece and irrespective of the domicile or seat of the recipient. 

In all the aforementioned cases, the tax is arrived at on the basis of the taxpayer's return, 
which is verified l?y the Administration. 
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(e) Rents from Real Estate, Mini1tg Royalties and Similar btcome. 

Income from buildings is liable to the category A tax. 
As regards land, it may be recalled that there is no general land tax on income from land. 

Only leased land is liable to the category B tax on the net income. Agricultural concerns are, 
however, liable in a general way to taxation, but the tax is assessed on the gross income, 
except in connection with stock-breeding, and varies according to the nature of the produce. 

Royalties or rents paid by mining concerns in Greece to persons abroad from whom they hold 
concessions are liable to the special tax on mining royalties. Furthermore, concessionnaires are 
required to pay the" area" tax. 

(f) Gain derived from the Purchase and Sale of Real Estate, Secttrities and Pers01tal Property. 

In so far as casual and non~habitual transactions are concerned, the profits accruing from 
operations in real or personal property, tangible or intangible, are, in principle, not taxable. 

If a foreign enterprise deals professionally in the purchase and sale of personal or real property 
through its own office or representative, or through an agent, etc., it is subject to the patente tax and 
to the tax on category D income, which are applicable to conimercial enterprises. 

Gains from movable capital employed by the branch in Greece of a foreign enterprise are 
taxable up to four-fifths of their amount if they are merely occasional. 

Profits of the same kind accruing to such branch from a foreign source are likewise taxable. 
However, the tax which may have been paid abroad on such income is deducted from the tax payable 
in Greece. If, however, there is reciprocity of treatment, they may be exempted from the tax. 

(g) Salaries, H' ages, Commissions and Other Remuneration for Services. 

Salaries and wages are subject to the category F tax, and remuneration in the liberal 
professions is subject to the patente tax and to the category G tax. Where the income is earned 
in.Greece, it is taxable whether or not the recipient is established in Greece. Income of these 
two categories earned abroad by persons domiciled in Greece or resident there for not less than six 
months is also taxable. However, it is necessary to deduct from the tax due in the country any 
tax already paid abroad on such income. 

Total exemption is granted when there is reciprocity. 

(h) Income from a Tmst. 

The trust is not itself subject to taxation ; it is the beneficiary who is taxed. In the case of 
schedular taxes levied irrespective of the domicile of the recipient of incom~ (for example, taxes 
of the categories A, B, C, and E), tax is levied in all cases without exception ; but, where domicile 
or a residence of si.x months in Greece is a necessary prerequisite for assessment, the tax is levied 
only where the beneficiary fulfils these conditions. 

(i) btcome,from the Carrying-on of a Business or Industry. 

In principle, a fiscal obligation rests on foreign enterprises when they possess in Greece a 
permanent establishment - i.e., a branch, shop, office, or any industrial establishment whatsoe~er 
(factory, mine, workshop, etc.). In all other cases, it is a question of fact whether or not a foreign 
enterprise is liable to taxation. 

II. 12 
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Where a foreign enterprise transacts business in Greece through a commissiott agent or broker, 
-even though it makes occasional consignments of merchandise for sale, it is not, in principle, liable 
to taxation. Where, however, the enterprise authorises an agent to sell on commission goods out 
of a stock in Greece belonging to the foreign enterprise, the latter is liable. 

· If goods belonging to the foreign enterprise are bought for sale in the home market by a local 
dealer or distributor who has an exclusive right to market them and who is trading on his own 
account, no fiscal obligation rests on the foreign enterprise.· · · 

Where an agent (representant) is engaged solely in collecting orders for, and transmitting them 
to, an enterprise abroad, the latter is not liable to taxation in Greece. If, however, it appears 
from the manner in which the transactions are conducted that the representative is empowered 
to conclude sale contr~cts binding upon the foreign enterprise, the latter is taxable. Similarly, 
where the operations of the representative or agent are such as to make him the employee of the 
foreign enterprise, the latter is taxable, as it is deemed to have a permanent establishment in Greece. 

Foreign commercial travellers are not, in principle, taxable. However, when they conclude 
contracts in Greece, a fiscal obligation arises. 

Wherever the above fiscal obligation exists, the agents or representatives are required to submit 
a return in respect of their personal profits and commissions, together with a separate return in 
respect of the foreign enterprise, whenevevthe latter is taxable. · 

B. NATIONAL ENTERPRISES. 

Enterprises belonging to individuals or to partnerships are national when their real centre of 
management is situated in Greece. In so far as enterprises belonging to share companies are 
concerned, they are considered as national if the company to which they belong is organised under 
Hellenic law. 

Cases where national enterprises in receipt of profits from abroad are liable to tax are not very 
numerous. Thus, certain kinds of income, such as that derived from real estate, are completely 
exempt. Other kinds, such as income derived from business enterprises, salaried occupations and 
liberal professions, are, in principle, taxable in Greece ; but the amount of tax paid abroad on such 
income is deducted from the tax due in Greece, so that, in fact, these categories too may be regardea 
as exempt. Only income from foreign securities is always taxed._ 

(a) AND (b) DIVIDENDS AND INTEREST. 

Dividends and coupons, which are comprised in class (b) of category C (see page 161), are 
taxable if paid in Greece or if they are received through a banking establishment in Greece. 1 This . 
tax is collected at the source, the agent of payment being bound to withhold the tax and pay it to 
the Treasury in the month of April of the following year. Dividends and coupons which are received 
abroad by the recipient himself and other interest from a foreign source- that is, class (c) interest
paid direct or through a Greek banking establishment, are taxable only if the recipient is domiciled 
in Greece or has been resident there for six months. The tax is payable by the taxpayer himself, 
who has to submit a return relative thereto. Where the recipient of such income is a foreigner, he 
may be exempted from taxation, subject to reciprocity. The taxable income is checked mainly 
on the basis of the books kept and other information supplied by the taxpayer himself, together 
with other data in the hands of the fiscal authorities, such as the returns made in connection with 
capital and succession taxes. 

1 It should be remembered (see note 4 on page 161) that the AdminiStration imposes the tax only in the case 
where the recipient of the income has his domicile or has resided six months in Greece. 
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{c) DIRECTORS' .PERCENTAGES. 

Directors' percentages which are paid by foreign companies to Hellenic enterprises are subject 
to the same fiscal treatment as foreign dividends. 

(d) ROYALTIES FOR USE OF PATENTS, COPYRIGHTS, TRADE-MARKS, SECRET PROCESSES 
AND FORMUL.'E AND SHIIILAR INCOME. -

The income which authors receive from abroad in connection \Vith their copyrights is subject 
either to the tax on category G or category D. In the case of authors' heirs, such income is taxable 
only if it falls under category D. The tax paid abroad on such income is deducted from the amount 
payable in Greece, with the result that, actually, it is very rarely ta.xed in Greece. Inventors, in 
so far as they are liable to the category G tax, are not taxable in Greece in respect of their income 
from abroad. If, however, the income comes under category D, the recipients of such are taxable, 
but tax is, in fact, very rarely levied,. since the tax paid abroad is deducted from the amount due in 
Greece. 

It is, of course, necessary, in order that there should be tax liability in the above cases, that 
the party concerned should be domiciled or resident in Greece for six months. 

(e) RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

Income from buildings or land situated abroad is not liable to schedular ta.xation. On the 
other hand, income from mines and quarries is liable to category D tax as income from commercial 
enterprises, and the taxes which have been paid abroad on such income are deducted from the 
amount payable in Greece. This income is checked mainly on the return and information furnished 
by the taxpayers themselves. 

(/) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL ESTATE, SECURITIES 

AND PERSONAL PROPERTY • 

. Income derived from transactions in personal or real property, tangible or intangible, is taxable 
in Greece if it may be considered, according to what has been said on page 177, as part ofthe income 
of a commercial or industrial enterprise subject to the tax on category D. As mentioned above, 
tax paid abroad is deducted. 

(g) SALARIES, WAGES, COMMISSIONS AND OTHER REliiUNERATION FOR SERVICES. 

Remuneration for services rendered abroad is taxable in Greece if the recipient is domiciled 
or has resided there for six months. In such cases, it is subject, according to its nature, to the ta.'\. 
on category F or on category G. As already indicated, tax which may have been paid abroad is 
deducted from the amounts payable in Greece, the result of this is that it is rare that such income 
is actually taxed. 

(h) INCOME FROM A TRUST. 

See in connection with the taxation of trusts what has been said under the corresponding 
heading of Section A of this part. 
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(i) INCOME FROM THE CARRYING-ON OF A BUSINESS OR INDUSTRY. 

As was explained with reference to the taxation of profits from commercial and industrial 
enterprises, income derived by enterprises of this kind from abroad through branches, agencies 
or representatives which depend upon an enterprise situated in Greece, or are controlled from 
the country, are also taxable. Any tax paid abroad in respect of such income is, of course, 
deducted from the tax payable in Greece. 
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PART III.- METHOD OF ALLOCATING TAXABLE INCOME. 

/ 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

With certain kinds of income, the totals earned in Greece are clear and definite and are taxed 
in their entirety. Such is the case with income from buildings (category A), income from leased 
land (category B), income from Greek securities (category C, class (a)), interest from Greek 
sources (category C, class (c)) and profits from agricultural concerns situated in Greece 
(category E). 1 In these cases, the tax is imposed irrespective of the taxpayer's domicile. It 
therefore applies equally to foreign enterprises in Greece. Of course, there are exemptions from 
this tax ; these are indicated in the _first part of the study in the sections dealing with each kind 
of income. But where the tax is applicable, no doubt arises as to the income taxable. Some 
difficulty exists in determining income from Greek sources in categories F (salaried occupations) 
and G (liberal professions). But, as cases of this kind only rarely arise, there have been no serious 
disputes, and it has not been difficult for the Administration to agree with the taxpayer. 

The question has not been so easy in the case of commercial enterprises, and the solutions 
reached in regard to the various kinds of enterprise will be described hereafter. 

As regards methods of reckoning profits, it may be pointed out here that the legal provisions 
governing foreign enterprises are not always explicit. They have, however, been supplemented 
by judicial decisions and administrative practice, which tend to bring them under the general rules 
applicable to all enterprises. 

Some enterprises, notably mining concerns, although, in their essence, national enterprises, 
have preferred to assume the form of foreign share companies. Their head offices are abroad, but 
their main field of operations lies in Greece. As a concession to these companies, they have, at their 
own request, and with the approval of the Ministry of Finance, been assimilated, for fiscal purposes, 
to national companies ; once this assimilation has been granted, it must remain effective for three 
years. In this way, they are privileged, not only to deduct from profits earned in Greece the whole 
of their expenses and losses abroad, but also to be taxed only on their distributed dividends instead of 
on the whole of their earned profits. Thus no question of allocation arises. 

(a) BooK-KEEPING AND AccouNTING REQUIREMENTS. 

No special provisions apply to foreign enterprises in connection with their accounts and book
keeping. Such enterprises are, therefore, subject to the general rules laid down by the Commercial 
and Civil Procedure Codes. In addition, the provision of the fiscal law, which requires the tax
payers of category D to keep a day-book and to enter in such ledger certain data and information, 
also applies to foreign enterprises. 

1 As regards agricultural concerns, the tax is sometimes on net income, sometinles on gross. 
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(b) :METHODS OF ALLOCATION. 

I. Method of Separate Accounting. 

In principle, this method is preferable, because it follows with regard to foreign enterprises 
exactly the same rules as are applied to national enterprises. The Administration seeks to dete~ine 

. the profits taxable according to this method, even when accounts have not been fully kept, provided 
that sufficient information is available to enable it to employ this method. T!lis, however, gives 
rise to differences of opinion between the fiscal authorities and enterprises in regard to the data 
necessary to arrive at the taxable income. 

In this connection, the chief difficulty is the checking of the invoice price of imported goods, the 
price appearing in the books being often conventional. In this, the Administration is guided by the 
relations between the branch in Greece and the establishment abroad, and by the general conduct 
of the enterprise, and it seeks to determine the real cost price of goods to the foreign establishment ; 
to this price, a reasonable percentage is added in order to cover the profits of the establishment 
furnishing the goods ; thus an invoice price approximating to the foreign market price is obtained 
and to this price is, of course, added the freight and other similar disbursements. In principle, the 
Administration is satisfied with the foreign exporting establishment's accounts. Where, hqwever, 
these are unsatisfactory, it relies on other data and documents, furnished by the enterprise itself 
-e.g., quoted prices or sale prices to independent customers, etc., furnished by the enterprise itself. 
If the result is uncertain, recourse is had to a comparison with national enterprises of the same 
character, if any ; the price paid by the latter for purchases abroad is deemed to be the invoice 
price of the foreign enterprise. In the absence of such data, an amicable arrangement is always 
sought ; this may be based either on a price reckoned in accordance with information from enterprises 
different in character but similarly situated, or on any other reliable information ; in view of the fact 
that the Administration is entitled to employ yet other methods explained below in order to 
determine the taxable income, it frequently happens that an agreement as to the invoice price is 
reached with the taxpayer. 

Enterprises other than importing firms also give rise to difficulties, sometimes equallygreat. · 
These are treated in a manner similar to that explained above. .· 

Another subject of disp11te between the taxpayer and the Treasury concerns the apportionment 
to the branch in Greece of the overhead and other expenses of the head office. This difficulty does 
not, of course, arise where accounts are based strictly on market conditions in Greece, or when the 
invoice price is fixed in the light of conditions prevailing among national enterprises. Sometimes, 
however, accounts, although independently kept, are such that an examination of the allocation of 
expenses is inevitable. If there is sufficient data availablel the expenses of the local branch are 
considered by themselves. Otherwise, recourse is had to steps similar to those noted above- e.g., 
comparison with national enterprises, etc. ; at other times, the analogy method discussed in (c) 
below is applied. 

2. Empirical Methods. 

Percentage of Tumof1er Method. -In the majority of cases, the only exact and determinable 
factor is the Greek turnover of the foreign enterprise. The other factors for fixing profits can be 
checked only with great difficulty. In these cases, the profits taxable in Greece are determined 
by multiplying the turnover by a special percentage. This percentage is contained in a table 
framed by a special committee which fixes a minimum and maximum percentage for each kind of 
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enterprise. 1 In each case, the fiscal authorities decide on the percentage which they think suitable, 
within the limits, of course, of the maximum and minimum fixed. For this purpose, they take 
into account the profits ordinarily realised by national enterprises of the same character. It is, 
however, open to foreign enterprises to show that the actual percentage of profits is lower than the 
minimum fixed ; similarly, the fiscal authorities are entitled to show that the real percentage of 
profits is higher than the maximum fixed in the table. 

Method of the f.o.b. Price.- This method is used for foreign enterprises engaged in producing 
or merely in treating raw materials or merchandise for final sale abroad. It consists in determining 
the increase of value which results for the goods from the treatment given them by the enterprise 
concerned in Greece. If the appreciation exceeds the working expenses incurred in Greece, there 
is a profit on such goods. This profit, although it only becomes effective when the goods are sold 
abroad, is taxable in Greece because it was created in that country. This method is applied mainly 
to the tobacco enterprises. Recently, a special law has altered the system of taxing tobacco ; 
consequently, the method is now only very rarely used. 

Method of a Commission on the Cost Price.- This is applied in the same cases as the previous 
method; it presupposes that it is impossible to determine the gross income because sales are effected 
abroad. The assumption underlying this method is that foreign enterprises established in Greece 
with a view to producing or treating, etc., various products, not only enjoy the advantages resulting 
from personal supervision, but save the commissions which they would otherwise have to pay to 
some national enterprise. Nevertheless, with a view to encouraging and assisting these foreign 
enterprises, which help to develop the export of Greek products, the Government taxes them only 
on a fixed commission, this commission being calculated on the Greek cost price and the percentage 
applicable to each category of enterprise as fixed by the special committee. The recently adopted 
method of taxing tobacco concerns is based on the same principle. 

_3. Method of Fractional Apportionment. 

This method is not so fre·quently used as the others. It applies mainly to enterprises 
not engaged in marketing foreign products in Greece. It consists in determining, first of all, the 
ratio of the net profits to the gross income of the enterprise as a whole, as shown by the general 
balance-sheet of the central establishment. Applying this ratio to the accounts of the Greek 
branch, the net profit corresponding to the gross income of the Greek branch is arrived at. 

Generally speaking, the Administration considers that it comes nearer the mark if, instead of 
seeking to determine directly the final net profits, it proceeds in a more analytical manner and takes 
into account in its computation the different items of liabilities and assets which go to make up the 

I The following percentages may be given as examples : 

Wholesale coal-merchant . . . . . . 
Wholesale colonial produce merchant 
Wholesale grain merchant . . . 
Wholesale petrol and oil merchant 
Wholesale textile merchant • 
Wholesale scrap-iron dealer 
Automobile dealer . . 
Sewing-machine dealer . 
Watchmaker . . . . . . 
Cattle dealer • . . . . . 
Druggist ...•..• 
Dealer in machinery and tools 

Percentage 
z-6 
1-2 
2-6 
2-7 
4-10 
2-7 
7-17 
7-14 
9-21 
2-6 
4-14 
6-14 
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net profits. Thus, the Administration seeks to establish the relations existing between the debts of 
the branch and of the head office, particularly as regards commissions, interest, insurance premiums, 
sales of goods exported from the country, together with general overhead expenses, interest and 
commissions paid out, sinking funds and reserves, etc. This detailed method is preferable, since 
establishments abroad very often transact different kinds of business and have more or less varied 
objects. To establish these comparisons, account is sometimes taken of the capital in the business 
if there is a fixed ratio between the capital belonging to the foreign enterprise as a whole and the 
capital used by the latter in Greece. In other cases, where goods of a certain kind are dealt in, 
an attempt is made to determine the ratio between the quantity of the goods sold to Greece and the 
total quantity sold by the enterprise as a whole. 

4· Requirements for Selection of Methods and Value of the Various-Methods. 

As stated above, the method of separate accounting is, as a rule, prefera)Jle. Where this 
method is not applicable, the percentage of turnover method is adopted. Both methods, and 
especially the former, have the merit of confining the enquiry to wholly Greek transactions, and of 
not being influenced by the results of the enterprise's foreign establishments. Thus, where the 
local establishment earns certain profits, it is unfair that these should be diminished by losses of 
other establishments situated abroad. Conversely, where the local branch incurs losses; it is 
unjust that is should be taxed in respect of profits exceeding those losses earned by other foreign 
establishments. 

Where the Greek taxable profit is fixed as a fraction of the foreign enterprise's total profit, 
these two difficulties are unavoidable. While, therefore, this method is sometimes used in Greece, 
its use is restricted to cases where satisfactory results are unattainable by the methods of separate 
accounting and percentage of turnover. The methods of the f.o.b. price and the commission on 
cost price are applicable only to special cases, where, however, they are preferable to any other, 
apart, of course, from the method of separate accounting. Tobacco enterprises are an exception, 
the only method applicable to them being the method of commission on cost price. 

In general, the method of taxation followed by the Administration is that of separate accounting, 
except where the law prescribes a special and exclusive method -_as, for instance, in connection with 
the tobacco trade. Where, however, the method of separite accounts is not satisfactory, the 
Administration may employ others. It should nevertheless be pointed out that, both in law and 
in administrative practice, the aim is to afford foreign enterprises every possible facility for arriving 
at a reasonable figure for taxable profits. 

It should also be noted that the right accorded to foreign share companies to be assimilated for 
fiscal purposes to national share companies gives the former a kind of choice in regard to the method 
of allocation of taxable profits. In connection with the application of these provisions, it should 
be observed that an agreement is necessary between the enterprise and the Administration, the 
latter's consent, however, being readily granted to the proposals put forward by the enterprise. 

(c) APPORTIONMENT .BETWEEN BRANCH AND PARENT ENTERPRISE. 

I. Apportionment of Gross Profits of Branch to Real Centre of Management abroad. 

In principle, none of the profits of the branch are attributable to the real centre of management 
situated abroad. The whole of the profits earned in Greece by foreign enterprises is taxable. Only 
a proportion of the general expenses incurred by the management abroad may be apportioned as 
charges incurred in connection with the branch in Greece. 
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2. Apportionment of Expenses of Real Centre of MatJagement to -Branch. 

Interest Charges. 

Where . capital borrowed by the enterprise has clearly been devoted to the use of the 
establishment in Greece (for instance, industrial plant, railway construction, etc.), interest on these 
loans is chargeable to that establishment. The same rule applies when only a part of the loan has 
been invested in Greece, and, in this case, the branch is considered as having assumed the portion 
of the interest which corresponds to the amount invested in Greece. It should, however, be recalled 
that int,erest on capital imported from abroad is tax-free . . 
General Overhead. 

There is no allocation of the general overhead of the principal enterprise where the establishment 
in Greece is a subsidiary. Further, in the case of branches having separate accounts, the general 
overhead of the principal enterprise is not taken into consideration when goods and capital sent 
from abroad have been debited at a price inclusive of a proportion of head-office expenses. In 
other cases, a proportion only of the foreign central establishments expenses are chargeable to the 
branch in Greece- viz., those relating to central administration (for instance, expenses of the board 
of management, director-general's f~es, etc.), centralisation of accountancy, inspection and other 
services of a similar characteL The proportion of the expenses to be borne by the branch is usually 
fixed on the basis of the relation existing between its gross income and that of the enterprise as 
a whole. It may, however, be based on other factors more in keeping with the relations existing 
between the branch and the real centre of management- for instance, assets, plant and equipment, 
etc. ; sometimes a comparison with local enterprises of a similar character serves as a basis for 
the apportionment of overhead expenses. 

3· Apportionment of Net Profits of Branch to Deficitary Parent and vice versa. 

Where the branch or subsidiary in Greece operates at a profit, whereas the enterprise as a 
whole works at a loss, no account is taken of that loss in determining the income of the branch 
or subsidiary; the whole of the profits realised in Greece are taxable. Indirectly, however, this rule 
is departed from when the method of fractional apportionment is applied. 

The above rule applies where the branch or subsidiary in Greece works at a loss, whereas the 
enterprise as a whole makes a profit ; the results of the enterprise in Greece are treated separately. 
No profits being earned in that country, no taxation is imposed. Again, however, the application 
of the method of fractional apportionment marks a departure from this rule (see pages 183 and 184). 

{d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

Subsidiary companies are Hellenic share companies whose shares are mainly or entirely held 
by foreign enterprises, by which they are generally formed. Subsidiary companies, since they are 
distinct legal entities, are treated as separate economic units which transact business with the pru;ent 
enterprise abroad just as they do with third parties. This manner of doing business in Greece gJVes 
the greatest facilities for the keeping of a separate accountancy for the purpose of determining the 
profits realised in Greece. Since, however, to all external appearances, subsidiaries are unconnected 
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with an enterprise abroad, goods sent to them by the parent company may well be invoiced at very 
high prices which the Administration cannot readily check. There is no explicit provision governing 
the case where one of the two contracting enterprises is a subsidiary of the other. However, this 
question is of little importance at present, as share companies are taxed on their distributed profits 
and not on those actually realised. Consequently, there have been no difficulties in this connection 
between the Administration and the companies in question. It should be noted that, just as in the 
case of other national companies, where a subsidiary organised at a date later than April Ist, 1926, 
distributes a dividend amounting to less than 5 per cent on its share capital, it may be assessed for 
the category D tax ; in this case, should the subsidiary company's accounts not be satisfactory, 
th~ Administration may follow the methods described above in order to fix its taxable income. 

II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

I. Selling Establishments. 

Local Establishments selling in National Markets. 
Foreign enterprises which have in Greece a permanent establishment selling goods despatched 

to it from abroad are taxed on their net income realised in the country. This income is determined 
by one of the foGowing methods: separate accounting, percentage of turnover or fractional 
apportionment. Where the Greek establishment takes the form of a subsidiary company, it is 
separately treated as a Greek share company. 

Local Establishments of Foreign Enterprises sellint; abroad. 
If an enterprise whose real centre of management is situated abroad possesses in Greece a 

branch which sells in a ,third State where the enterprise has no permanent establishment, the profits 
from such sales are considered as being derived from Greece and are therefore taxable. The tax 

. paid abroad is, however, deducted, and, subject to reciprocity of treatment, the enterprise may be 
exempted from tax. 

2 and 3. Manufacturing and Processing Establishments. 

As explained above, a fiscal obligation rests on foreign enterprises engaged in Greece 
in producing, or merely treating, raw materials or goods. Their taxable profits, when not 
determinable by separate accounting, are fixed according to one of the foll9wing methods : fractional 
apportionment, f.o.b. prices, commission on cost price. Wh,.en fractional apportionment is employed, 
the total profits are divided on the basis of the proportion of the turnover on sales of goods exported 
from Greece to the turnover on other sales, and the fraction of the net profits corresponding to the . 
amount of the sale of Greek goods is regarded as the taxable income. Where the second of the above 
methods is used, the f.o.b. price of the exported goods is taken as gross income and the net profit is 
determined in accordance with the rules usually employed when recourse is had to this method. 
In the third method, the profit is arrived at by applying a certain percentage of the cost price of the 
exported product. Tobacco enterprises are, as indicated above, subject to a system of assessment 
similar to the method of commission on cost price and the other methods do not apply to them. 

4· Buying Establishments. 

Enterprises regularly buying goods through a permanent establishment in Greece and selling 
them elsewhere are not, in principle, taxable. However, an exception is made to this rule in the 
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case of tobacco enterprises, which, even if they merely make purchases in Greece, are liable to the 
special patente tax on the tobacco trade. Incidentally, enterprises confining themselves to purchases 
alone are very few in nwnber, and the great majority only export tobacco after treating and 
manipulating it. Further, in most cases, the purchasing enterprise practically passes the tax back 
to the enterprise which treated the goods. This is, indeed, fair, since, if the latter had itself exported 
the goods, it would have been taxable. 

5· Research or Statistical Establishments, Display Rooms, etc. 

An enterprise with an establishment in Greece which does not engage in profit-making 
transactions, but renders services to the enterprise which contribute indirectly to the realisation 
of profits, is not regarded as earning profits in Greece 1 and is therefore not taxable. 

(b) BANKING ENTERPRISES. 

The taxable profits of banking enterprises are determined by the method of separate accounting. 
In certain cases, however, where there are no separate accounts or where the accounts kept do not 
satisfy the requirements of the Administration, the gross profits and corresponding expenses are 
determined by any method possible. The method preferred is that of comparison with Hellenic 
banking enterprises in matters where such comparison is possible, as, for instance, the general 
expenses of the head office, etc. The question of interest to be debited or credited to the head 
office abroad has called for special attention. If the business of the branch in Greece is such as to 
lead to the importation of capital into Greece, interest debited by the head office to the branch is 
tax-free and this in virtue of a special provision of the law mentioned on page 162. Nevertheless, 
the branch, in drawing up its accounts, is entitled to include such interest as part of its expenditure 
and to deduct it from its gross income when determining its taxable profits. But, in order that 
such deduction be permissible, the following conditions must be complied with : 

(r) The rate of interest deducted may not exceed the official discount rate of the lending 
country, and 

(2) Such interest may not include interest on capital indispensable to the establishment 
of the Greek branch. 

To determine the capital indispensable for establishing the business in Greece, the whole of the 
capital of the enterprise, including reserves, is divided in the ratio of the gross income of the enterprise 
in Greece to that of the enterprise as a whole. ' . 

If, on the contrary, capitaris exported by the branch, the main question is what interest shall 
be credited to the branch, as such interest must be added to the gross income of the branch. There 
is no special legal provision for such a case, but the Administration holds that the rate of interest 
on exported capital should be estimated on the basis of the official Greek discount rate. 

(c) INSURANCE COMPANIES. 

Insurance companies are assessed by the method of separate accounting. The reason of this 
is that, as a general rule, the various items under receipts and expenditure result from business 

1 Only the patente tax of the lowest class, of which the rate is insignificant, is levied. In the case 
of share companies, the patente tax is of a fixed amount of 25,000 drachmre, as stated above. 
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transacted in Greece. However, in regard to the allocation of mathematical reserves and other 
special technical reserves of all kinds, recourse is had to the method of fractional apportionment. 

(d) TRANSPORT ENTERPRISES. 

There are no foreign railway or motor omnibus companies in Greece. The two foreign aviation 
companies and a few other transport companies are exempt from taxation under special agreements. 
Navigation enterprises which own vessels calling at Greek ports are also taxable and the rules 
applying to them have been set forth in Part I (see page 163). 

(e) POWER, LIGHT AND GAS ENTERPRISES. 

The only foreign electrical company in Greece is exempt from taxation under a special agreement. 
There are a few gas companies, but their operations do not extend beyond the frontiers. 

(f) TELEGRAPH AND TELEPHONE ENTERPRISES. 

By a special agreement these are exempt from taxation. 

(g) MINING ENTERPRISES. 

There are a few foreign companies which work mines, quarries, etc. Some of them have chosen 
to be assimilated for fiscal purposes to Hellenic companies, and these are liable to the class (a) tax 
of category C (see, in reference to the conditions under which such assimilation may be authorised, 
page 159). . 

Companies having the same range of activities, but which have only their registered office 
abroad, are liable to the category D tax. ; in accordance with their request the Administration has 
agreed that for the determination of profits the gross income shall be reckoned, not on the f.o.b. 
price, but on the prices actually realised on sales abroad. It has been also agreed that all the 
expenses of their head offices shall be deducted from taxable profits. Hence, it may be said that, 
under this system, the foreign companies concerned are also assimilated to Hellenic enterprises 
liable to category D tax. · 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

In principle, national enterprises other than share companies are liable to taxation in Greece on 
profits earned abroad through branches, agents, etc. However, the tax paid abroad on the taxable 
income is set off against the tax payable in Greece. Consequently, the allocation of profits from 
foreign sources is important only for the purpose of checking whether the foreign. tax exceeds that 
due in Greece. In this case, recourse is had to calculations similar to those employed in connection 
with foreign enterprises, but in the contrary sense. 

The same rules apply to share companies when they are liable to the category D tax. But, 
as regards share companies which are taxed on distributed profits, there is no occasion to determine 
their foreign profits, since there is no deduction from the taxable dividends or from the amount 
of the tax on the ground that profits earned abroad are included in the distributed dividends. It 
should be recalled that dividends of foreign share companies are, in their capacity as income from 
securities, subject to the tax on class (b) income of category C. Consequently, dividends derived 
from foreign subsidiary companies and redistributed are taxed twice. 
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C. HOLDING COl\IP ANIES. 

I. NATIONAL HOLDING COMPANY CONTROLLING ONE OR li!ORE FOREIGN SUBSIDIARIES. 

As stated above, where a Greek share company is taxed on distributed profits, the latter are 
not subject to any deduction. Consequently, if it includes dividends from other foreign companies, 
already taxed as income in class (b), category C, this income is subject to double taxation in Greece. 

However, dividends of Greek companies already liable to the class (a) tax of category C may 
in certain circumstances be deducted from the distributed profits (see page 161). 

Where, exceptionally, Greek share companies are liable to the category D tax, dividends from a 
foreign source subject to the class (b) tax of category C (in virtue of their origin) would be deducted 
from the net taxable income. Consequently, holding companies are taxed once on the dividends 
they receive from a subsidiary company, if they belong to category D, and twice if they belong to 
category C. 

II. LoCAL SUBSIDIARY COMPANY CONTROLLED BY A FOREIGN HOLDING COMPANY. 

Whether the subsidiary company be liable to the class (a) tax of category C on its distributed 
profits or _to the category D tax on the whole of earned profits, the amount taxable is the product 
-of its Greek operations and is reckoned by the methods already explained. The parent company 
situated abroad bears finally, like any other foreign shareholder, the burden of the tax of Category C, 
class (a) which is withheld from the dividends paid or the tax of category D which is assessed on 
the total profits of the subsidiary. 
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State tax 
Additional taxes . 

State tax .... 
Additional taxes . 

GREECE (ANNEX) 

Annex. 

TARIFF OF DIRECT TAXES. 1 

I. INCOME FROM BUILDINGS. 

.-

II. INCOME FROM LEASED LANDS. 

Ill. INCOME FROM SECURITIES. 

Class (a). ,_ 

(I) Dividends from Shares, Directors' and Managers' Percentages and Fees. 

National Banking Companles: 
State tax .... 
Additional taxes . . . . . 

Other National Companies : ' 
State tax .... 
Additional taxes . . . . . 

Rate of tax in 
percentage of the 
taxable "income 

.~. 

14-56 
6.85 

21.41 

18.20 

9·75 
27-95 

20.80 
Nil 

' 
' The additional taxes mentioned are the taxes which are levied on behalf of public corporati,;ns other than 

the State on the basis of the tax paid to the Ia tter. 
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(2) Interest on Bonds and Other Income from Class (a). 

State tax •...• _ ............. . 
Additional taxes . . . . • • . . . . , . . • . . 

Class (b). Dit·idends an4 Coupons from abroad. 

State tax ... 
Additional taxes . . . 

State tax ..•. 
Additional taxes . 

' Class (c). Interest on Debts. 

IV. INDUSTRIAL AND COMMERCIAL PROFITS. 

(a) General "Patente" Tax. 

-
Class of the taxpayer I Presumed income 

Drach true 

First 25,000 
Second 30,000 
Third 35,000 
Fourth .. 40,000 
Fifth 45,000 
Sixth .. 50,000 
Seventh I 55,000 

·Eighth :I 6o,ooo 
Ninth 65,ooo 
Tenth 70,000 
Eleventh 75,000 
Twelfth 8o,ooo 
Thirteenth •• 0 go,ooo . 
Fourteenth 100,000 
Fifteenth 110,000 
Sixteenth ' 120,000 
Seventeenth .. 

:I 130,000 ' 
Eighteenth 140,000 
Nineteenth :I 150,000 
Twentieth 160,000 
Twenty-first 170,000 
Twenty-second 180,000 
Twenty-third 1go,ooo 
Twenty-fourth 200,000 
Twenty-fifth 210,000 
Twenty-sixth. ·• 220,000 
Twenty-seventh 240,000 
Twenty-eighth 260,000 
Twenty-ninth ., 280,000 
Thirtieth ·I 300,000 
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Rate of tax in 
percentage of the 
taxable income 

Amount of tax 

D:achm:e 

6oo 
goo 

1,200 
1,6oo 
2,000 
2,400 
2,goo 
3.400 
4,000 
4,6oo 
5.300 
6,000 
7.5oo 
g,ooo 

10,500 
12,000 
13,500 
15,000 
16,5oo 
18,ooo 
19,500 
21,000 
22,500 
24,000 
25,500 
27,000 
30,000 
33,000 
36,ooo 
39.000 

16.8o 
Nil 

16.8o 
Nil 

16.8o 
Nil 
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(b) " Patente" Tax on Shipping Enterprises. 

6.50 drachmre for each of the first 6o tons of each vessel, and 4.50 drachllk-e for each ton above 
6o tons. 

(c) " Patente" Tax on Tobacco Enterprises. 

From o.ro drachma to o.6o drachma per oca, according to district. 

(d) "Patente" Tax on Foreign Companies. 

Foreign companies are subject to the" Patente" tax at a flat rate of 25,000 drachmre. 

State tax 
Additional taxes . 

(e) Category D Tax on Net Income. 
Rate of tax in 

percentage of the 
taxable income 

{f) Category D Tax applicable to Foreig1~ Share Companies. 

(r) Banks : 

State tax 
Additional taxes . 

(2) Other Foreign Companies : 

State tax .... 
Additional taxes . . 

V. PROFITS FROl\l AGRICULTURAL DEVELOP~IENT. 

State tax .... 
Additional taxes . 

·(a) Tobacco Tax. 

(b) Tax on Oil. 

(I) Tax on the Exportation of Oil from the Islands: 

State tax . . . . . ...... . 
Additional taxes . . . . . . . . . . . . . 

(2) Tax applicable to Other Districts. 

State tax . . . . . ..... 
Additional taxes . . . . . . . . 

2I.o6 
Nil 

13-70 
5-50 

19.20 

from II.2o to 12.60 
from 4.80 to 5.40 

r6.oo 

7·35 
3-94 

II.29 
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{c) Tax on Dried Raisins. 

{r) On the Exportation of Sultanas : 

193 

Rate of tax in 
percentage of the 
taxable income 

State tax ... 
Additional taxes 

140 drachmre for I,ooo Venetian litres 
42 drachmre for I,ooo Venetian litres 

{2) Currants : 

The tax is fixed at a lump sum, which amounts to about so million drachmre. 

State tax . . . '" . 
Additional taxes . . 

(d) Tax on Other Agricultural Products. 

(e) Tax en Stockbreeding. 

Tax on Net Income of Category E : 

State tax .... 
Additional taxes . . . . . . . 

State tax ..... 
Additional taxes ./ . 

State tax .... 
Additional taxes . 

State tax .... 
Additional taxes . 

VI. SALARIES AND WAGES. 

(a) Salaries of Private E~nployees. 

(b) Salaries of Public Officials. 

(c) Pensions and Salaries of Workmen. 

VII. LIBERAL PROFESSIONS. 

(a) " Patente" Tax. 

Same tariff as the general 1 ";patente" but reduced by 20 per cent. 

' See " Industrial and Commercial Profits ". 

u. 13 

2.50. 
o.so 

3-00 

IS-40 
I.IO 

r6.so 

s.6o 
Nil 

4-20 
Nil 

!.40 
Nil 
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State tax .... 
Additional taxes . 

GREECE (ANNEX) 

(b) Category G Tax on Net Income. 
Rate of tax in 

percentage of the 
taxable income 

IS-40 
3-30 

I8.70 

VIII. CoMPLEMENTARY TAX ON ToTAL INCOME. 

-
Percentage applicable to 

' 
the slice of income Amount of tax corresponding 

Income between comprised between the to the second figure of the 
two figures of the "Income" column 

u Income " column 

(in drachm<e) (in drachm<e) 

0 and ~oo,ooo. 0 -
IOO,OOO and I25,000. I 250 
I25,000 and ISO,OOO. 2 I 750 
ISO,ooo and I75,000. 3 I,soo 

I I75,ooo and 200,000. .. 4 2,500 
200,000 and 230,000. - 5 4,000 
230,000 and 260,000. 

I 6 5,8oo 
26o,ooo and 29o,ooo. 7 7.900 
290,000 and 320,000. 8 I ... I0,300 
320,000 and 360,000. 9 I I3,900 
36o,ooo and 400,000. IO I7.900 
400,000 and 440,000. II 22,300 
440,000 and 480,000. I2 27,IOO 
48o,ooo and 540,000. I3 34.900 
54o,ooo and 6oo,ooo. I4 43.300 
6oo,ooo and 700,000. IS S8,3oo 
700,000 and 8oo,ooo. I6 74.300 
8oo,ooo and I,ooo,ooo. I7 I08,300 

I,OOO,OOO and I,200,000. I8 I44,300 
I,200,000 and I,6oo,ooo. I9 220,300 
I,6oo,ooo and 2,000,000. . 20 300,300 
2,ooo,ooo and 2,6oo,ooo. 2I 426,300 
2,6oo,ooo and 3,200,000. 22 ss8,3oo 
3,200,000 and 4,000,000. 23 742,300 
4,000,000 and 5,000,000. 24 982,300 
s.ooo,ooo and over. 25 -
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\ 

PART I. - GENERAL DESCRIPTION OF DIRECT TAXATION 
SYSTEM. 1 

The Hungarian system of direct taxation consists of a group of income taxes completed by 
property tax and of certain imposts ( Gebiihren) which, although not classified in the budget as 
income taxes, are nevertheless levied upon annual revenue-. 2 • 

Individuals and partnerships, on the one hand, and companies on the other, are taxed according 
to different methods. 

As regards the former category of taxpayers (individuals and partnerships), the income taxes 
are made up of a number of schedular taxes (taxes on income from buildings, landed property, 
salaries and wages, directors' fees, profits), supplemented by the income tax proper and the property 
tax. 

Companies which are subject, like all taxpayers, to the two taxes on income from landed property 
and from buildings, are not liable to profits, income or property taxes ; instead, they pay a special 
levy known as" company tax''. · 

Income tax and property tax are progressive, and their rates are fixed with reference to the 
number of dependents of the taxpayer and his personal circumstances. 

The taxes on salaries and wages and on directors' fees are also graduated, but not the taxes 
on buildings, on land property and on profits. 

Company tax is graduated, but the scale of its tariff is based on the rentability of the taxable 
enterprises. · 

All the above-mentioned taxes, with the exception of the tax on salaries and wages, are paid 
directly by the taxpayers themselves. 

As already explained, in addition to these taxes there exist imposts on dividends and interests. 
These charges are paid by the persons who owe the taxable income and withheld by them at the 
time of paying. The rates are, in principle, proportional. 

There are further charges on mining concessions and the extracting industries. They only 
resemble income tax in that they are payable annually. They will, however, be briefly mentioned 
in the course of our analysis of the various income taxes and similar imposts. ~ 

I. LAND TAX. 

Land tax 3 is imposed upon the ground income from land, forests, plantations and other rural 
estate situated in Hungary. 

1 Legislation in force on June 15th, I933· 
1 A few figures will give an idea of the importance in the public revenueij of the principal taxes dealt with in 

the study. The following estimates of receipts are found in the State budget for the fiscal year 1932: Tax on income 
from landed property, JI,ooo,ooo; tax on income from buildings, 87,ooo,ooo; company tax, 18,soo,ooo; income 
tax, 42,ooo,ooo ; property tax, x6,ooo,ooo; special tax on salaries and wages, 24,ooo,ooo; tax for the support of 
the disabled, S,Soo,ooo pengo. ' 

The total of the above-mentioned taxes represents, therefore, a little less than one-third of the ordinary 
revenue (direct taxes, excise taxes, registered duties, Customs duties, monopolies, State properties, etc., of the 
Ministry of Finance. 

On the other hand, the taxes on salaries and wages and on profits, which are both at present communal receipts, 
have been, for the fiscal year 1931, 2x,ooo,ooo and 24,ooo,ooo pengo. 

8 Laws of 1927, Chapter 100 ; Laws VII of 1875, V of 1909, IV of 1924 and XXIII of 1929. 
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It follows from the nature of this tax that the person liable is the person who enjoys the landed 
income or ground income ( revenu foncier) -i.e., the owner or usufructuary. The domicile, residence 
and nationality of the beneficiary are of no importance ; the tax is in every case on the income 
from real estate situated in Hungary. 

The land tax, be it noted, is levied exclusively upon the " ground income" (revenu foncier) 
proper, while income from the development of land and rural property is subject to the same 
taxes as are imposed upon any independently exercised profit-seeking activity (profits tax or 
company tax). 

The tax is levied upon land entered in the land register as arable land, gardens, meadowland, 
vineyards, grazing land, forests, etc. 

The following land is exempt from this tax: public highways, railways and their appurtenances, 
built-over land, canals, cemeteries, public gardens, nursery gardens, vine nurseries, artificial ponds. 

The following may, on application, be temporarily exempted : land newly planted with trees 
(for twenty to forty years), new vineyards (for six to ten years) and land newly taken into cultivation 
(for fifteen years). 

The tax is assessed, without the taxpayer's assistance, by the communal authorities on the 
basis of the particulars of income as they stand in the land register (cadastre) on December Jist 
of the year preceding the tax year. 

The income in the register (cadastral income) is net income- i.e., income which, having regard 
to the region in which the land in question is situated, the form of cultivation and the quality of the 
soil, represents the average agricultural yield of that land, after deducting ordinary working expenses. 

If land becomes unfit for.development and on that account exempt from tax, or in the opposite 
event, or if the form of cultivation has undergone a change, the income in the register may be 
modified accordingly. 

Tax exemption or reduction is allowed in case of acts of God involving total or partial loss of 
the harvest. • 

The amount of tax (20 per cent of the net cadastral income) has to be paid to the authorities 
of the commune in which the taxable estate is situated, in four equal instalments on the first day 
of each quarter. These payments, however, may be made at any time before the middle of each 
quarter, without incurring interest charges. 

Since the tax is assessed on the basis of the land register, no notice is delivered, unless there is 
some change of assessment or in the person of the taJ(payer. 

Should a taxpayer consider that his assessment is unfair, he may appeal to the Royal Office 
of Contributions within a fortnight of receiving notice of the assessment (Collected Laws and Decrees, 
No. roo P.M., of 1927, and Law No. XXIII of rgzg). 

II. TAX ON BUILDINGS. 

Like the previous tax, the tax on buildingsl is levied exclusively upon income from property 
situated in Hungary, irrespective of the nationality, domicile and residence of the recipient of such 
income. It differs, however, from land tax in that it is imposed upon the gross income from property 
and buildings intended for letting. 

The.tax on buildings is levied upon buildings erected for a period exceeding one year. Float~g 
installations and temporary erections are by'their nature not liable to this tax. Further, certarn 
buildings are exempted by reason of their purpose or the status of their owner. This applies to 
Government buildings, buildings belonging to public corporations, churches and religious edifices, 

1 Laws of 1927, Chapter zoo; Laws XXII of 1922, II of 1929. XXIII of 1929 and XXIX of 1929, Ordinances 
No. 2030 M.E. of 1932 and No. 1390 M.E. of 1933. -
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educational establishments, premises occupied by the Diplomatic Corps (subject to reciprocity), etc. 
Buildings and premises used in commerce, industry or agriculture are also exempt. 

New buildings enjoy temporary exemption - normally for ten years, but recent legislation 
has in certain cases extended the period to fifteen, twenty, twenty-five and even thirty years. 

For purposes of tax assessment, taxable buildings are divided into those which are let and those 
which are not let. · 

The basis of taxation for let buildings is the annual income corresponding to the rent received 
for the last quarter before the tax year. Rent includes all contributions due from the tenant in 
cash or in kind, except charges for heating, lighting, etc. In the case of furnished rooms, 30 per 
cent of the rent is deducted as representing the rent of the furniture. 

The taxable sum in the case of unlet buildings is the rental value as determined by comparison 
with let buildings. 

Mortgage interest or other charges upon the building are not deducted from the taxable income 
or rental value. 

Every owner of taxable premises must, during the November preceding the tax year, submit 
a return of the income he derives to the authorities of the commune in which the property is situated. 

The tax is assessed on the basis of this return, duly checked. The rate is I7 per cent at Budapest: 
I6 per cent in other towns and I4 per cent in the villages. As mentioned above, this rate is calculated 
on gross income, whereas the 20 per cent land tax is on net' income. Taxpayers are informed of the 
amount of tax due by notices, which are usually delivered during the first two months of the tax 
year. Payment is made in four equal instalments during the first half of each quarter, interest 
being charged up to I2 per cent on arrears of payment. If notice for the current year has not been 
received, taxpayers must pay their instalments on the basis of the previous year's assessment. 

The Administration may remit the tax when the taxable building has ceased to yield an income 
or has been destroyed through an act of God, and also when the owner has been deprived of all or 
part of his rent by reason of premises being vacant through no act of his or by reason of defaulting 
tenants. Applications for remission of tax must be submitted to the communal authority within 
a fortnight of the event justifying remission. 

If the taxpayer considers his assessment excessive, he may appeal to the Finance Department 
within a fortnight of receiving his demand note. Appeal against the Department's decisions lies 
with the Administrative Tribunal. 

EXTRAORDINARY TAX ON. BUILDINGS. 

This tax was introduced in 1931. Its rate is 5 per cent of the rental value and 20 per cent 
of the assessed tax on buildings. Exemption is granted in favour of small dwellings occupied by 
their owners, provided there are not more than two rooms. 

III. MINING TAXES. 

These imposts are not, strictly speaking, part of the income-tax system ; but, as they are 
annual contributions due in respect of certain property rights, they may be conveniently dealt with
here. 

There are two 'sorts of mining taxes: the tax on coal mines 1 and the tax on quarries, metal 
and mineral deposits, etc. 2 . Both taxes are purely territorial and are levied exclusively on 
mining concessions and operations situated in Hungary. 

1 Laws XVII of 1921 and V of 1927. 
• Laws XII of 1920 and V of 1927. 
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The colliery tax is from 16 to 8o filler per annum per acre (arpent) of concession. 
Mines other than collieries, quarries and deposits· are subject to an annual control duty of 

II pengo ; further, a ground tax of 22 pengo is payable per unit of exploitation; these units are 
45,II6 square metres for underground workings and II5,092 square metres for open workings. 

Both are assessed by the Royal Captaincy of Mines on the basis of the taxpayer's return, and 
operators or concessionaires are required to pay the amounts due in two equal instalments, on 
January 1st and July 1st of the tax year, to the Royal Captaincy of l\Iines, within whose jurisdiction 
the mine or quarry is situated. 

IV. TAX ON SALARIES AND WAGES. 1 

Any person who has workmen or employees in his service must deduct the amount of this 
tax from the salaries, wages and other remuneration he pays them. 

The tax is thus levied upon all remuneration for work done on hehalf and under the direction 
of another, provided such remuneration is paid in Hungary or corresponds to services rendered in 
Hungary, and irrespective of the domicile or residence of the beneficiary. 

The taxable sum includes, not only cash payments, but any advantages in kind which may 
accrue to workmen and employees from their employment. 

The rate of tax rises from 0.5 to 7·5 per cent for annual remuneration, income below g6o pengo 
being tax-free. Salaries exceeding 3,000 pengo per month are taxed at 7·5 per cent. 

The tax due is normally computed by the P.mployer, who has to pay monthly to the authorities 
of the commune in which he employs the taxable persons the sums he has withheld for tax from tl:eir 
salaries and wages. The employer must accompany his payments by a list showing the remuneration 
from which tax has been withheld. 

Remuneration paid by a foreign employer is not liable to the tax on salaries if the person 
concerned can show that, besides income tax, he has to pay in the country whence this remuneration 
is derived a tax corresponding to the tax on salaries, and that there is a reciprocity agreement 
between Hungary and that country. 

The State has handed over the revenue from the tax on wages and salaries to the communes 
in order that they may balance their budgets. 

SPECIAL TAX ON SALARIES. 

ln 1930, a special tax on wages and salaries was introduced, the yield of which was to be reserved 
for the State; public officials and private employees are alike liable (Law No. XLVII of 1930). 
Since 1931, however, the latter have had to pay twice as much as the former (Ordinance No, 4740 
M.E. of 1931). Salaries and wages not exceeding 120 pengo a month are exempt from this special 
tax. The tax is withheld by the employer and paid by him to the Treasury. Its yield is estimated 
in the national budget at 24,00o,ooo pengo. This tax is now increased by an additional tax of 
25 per cent of its amount in favour of the State (Ordinance No. 1390 l\I.E. of 1933). 

V. PROFITS TAX. 

1 and 2. TAXPAYERS AND TAXABLE INCOME. 

Profits tax1 is imposed on individuals, partnerships, and limited partnerships. It. does not to~ch 
share companies or other legal entities assimilated for fiscal purposes to such compames, all of wh1ch 
are liable to company tax in lieu both of profits and income tax. 

• Laws of 1927, Chapter 300 ; Laws XXIII of 1922 and XXIII of 1929. 
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/ 

All income not subject to land or buildings tax, the tax on salaries and wages, or tax on interest 
and dividends, is liable to profits tax. It is thus leviable in principle on all income from activities 
exercised by the recipient independently and on his own behalf, whether the income is the fruit of 
labour cnly. of labour combined with capital, or is unearned. 

Accordingly, the tax is levied upon the income, profits and other advantages derived from <z.ny 
commercial, industrial, mining, agricultural or forestry entrerprise, from any liberal profession and 
any other profit-seeking activity exercised in Hungary by a person on his own behalf and in his own 
name. At the same time, even income from some other source is liable to profits tax if by its natnre 
(patent and copyright royalties) it cannot be made liable to one or other of the taxes enumerated 
in the preceding paragraph. The same applies to annuities which persons living in Hungary derive 
from abroad. 

The profits of branches or subsidiaries abroad are only exempt from the tax if the t:txpayer 
can show that he pays abroad, in addition to income tax, a tax corresponding to the Hungarian 
profits tax and that there is reciprocity of treatment between Hungary and the foreign country. 

Persons domiciled abroad and not resident in Hungary will be liable to the tax only if they 
carry on their industry, trade or profession in Hungary. 

Further, if persons domiciled abroad merely buy goods or raw materials in Hungary for 
consignment to their foreign warehouses, these purchases are not liable to profits tax. Finally, the 
l'vlinister of Finance is empowered to grand fiscal exemption (subject to reciprocity) to foreign 
artists and lecturers visiting Hungary professionally. 

3· ASSESSMFNT OF TAX. 

RETURNS. 

Taxpayers must file the return for this tax during February of the tax year to the authorities 
of the commune in which they exercise their profession or have their industry or trade or in which 
the tax is assessed. If they possess establishments in several communes, they must make a separate 
return in each, for tax will in this case be computed separately for each establishment. · 
. The return must indicate the net profit remaining after subtracting from gross receipts all the 
deductions which the law allows. 

The returns are checked by the authorities, who may ask for oral or written explanations fro~ 
the taxpayer concerned, examine his books and accounts, summon witnesses and institute an 
expert enquiry. , 

Should the taxpayer's accounts not be considered satisfactory, or if the information and other 
data he furnishes are insufficient, the Administration may assess his income by such external evidence 
as rent, staff, material, motor-cars, domestic servants, personal expenditure, etc. 

The same applies when the taxpayer furnishes no declaration or submits it after the prescribed 
time-limit. 

CmiPUTATION OF TAXABLE INCOME. 

The tax is based on the net income for the year preceding the tax year. The net income is the 
difference between gross income and the total cost of acquiring and maintaining that income. 

The following are included among deductible costs : 

I. Cost of purchasing raw materials ; operating and administrative costs, cost of upkeep 
of material, plant and buildings used in the enterprise ; wages, salaries and rents. 
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2. Annual depreci<i.tion of premises not liable to the tax on buildings and depreciation of 
plant, material and furniture used in the enterprise. 

In order, however, that these forms of redemption may be deducted, they must appear in 
the balance-sheet and profit-and-loss account accompanying the return. 

3· · Operating losses for the previous year and bad debts, if included in the balance-sheet. 
4· Contributions actually paid to Chambers of Commerce, insurance premiums, direct 

taxes or indirect contributions paid by the enterprise to the State or communes. Death 
duties and Customs duties may not be deducted, nor may profits tax. 

5· Interest on debts and other liabilities incurred in connection with industrial or 
com.nercial operations. Interest on other debts may not be deducted. 

6. During the first year of business, initial expenses, but not capital expenditure and 
purchases of equipment, etc. 

-The above-mentioned costs may not be deducted from income when- the latter has been 
determined empirically- e.g., on the basis of turnover or from certain external signs, since these 
forms of assessment give the net income direct. 

When the same taxpayer owns several enterprises, he is not allowed to deduct from the income 
of one expenses or losses in connection with others. 

Further, the follO\\'ing may not be deducted from gross income: 
. r. Expenditure on enlarging the enterprise, increasing its capital or redeeming debt 
also the cost of acquiring new material, except current replacements; 

2. Interest on capital invested in the enterprise by the owner himself or members of his 
family and the remuneration of his own work or that of members of his family ; 

3. Profits tax and, generally, direct State taxes and their supplements ; 

4· Gifts and presents, except tips and New Year boxes; 
5. Interest on sec,urities, bills and debts included in the portfolio of the enterprise. 

An increase or reduction of the capital invested in the enterprise does not affect the fixing of the 
taxable net income. 

The inventory must in all cases be based on purchase or cost prices. This excludes 
the possibility of showing an appreciated value as a receipt or a depreciated value as a loss. 

COMPUTATION OF TAX. 

Once the net taxable profit is determined, the tax is computed. The rate is proportional 
(5 per cent of income) and there are no basic abatements. The yield accrues to the commune and, 
if the needs of the latter require it, the Minister of Finance may raise the rate to 10 per cent. 

4· COLLECTION OF TA.X. 

Notices are issued by the Administration in May, and payment is made under the same 
conditions and at the same dates as income tax. 

VI. COMPANY TAX.t 

rand 2. TAXPAYERS AND TAXABLE INCOME. 

Company tax is payable by: 
r. Share companies, partnerships with share capital, mining companies and co-operatives ; 

• Laws of 192 7, Chapter-400 ; Laws XXIV of 1922 ami of 1927 and Ordinance No. 1390 of 1933· 
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2. Industrial and commercial enterprises belonging to the State or to other public 
corporations ; 

3. Tramways, local railways and savings banks. 
As already mentioned, these corporations and enterprises are liable to neither income tax nor 

profits tax. ' 
Company tax is levied upon all income accruing to the taxable company, even income liable 

to some other tax (such as land and buildings taxes) ; in the latter case, the income liable to company 
tax is reduced by the amount on. which the other tax was computed and paid . 

. , Hungarian companies- that is, companies incorporated in Hungary- which have their head 
office in the country and are duly registered in the Commercial Register there, are taxable 
both in respect of the profits and income they receive in Hungary and in respect of those they 
derive from abroad. 

Foreign companies, on the other hand, are only liable to company tax in respect of profits 
and income they derive from operations carried on or property owned in Hungary. 

3· ASSESSMENT OF TAX. 

RETURNS .. 

Companies liable to this tax must submit to the Royal Administration of Taxes annually, 
_within four months of closing their accounts, a return of income accompanied by the balance-sheet, 
profit-and-loss account, report of the board of managers and minutes of the general meeting relating 
to the allocation of profits and the distributions of dividends and directors' fees. 

This return must indicate the profits of the last business period accounted for. If this period 
is more or less than twelve months, the profits figure will be increased or reduced so as to correspond 
to the length of that period. In the case of new enterprises, tax is not assessed until the first balance
sheet has been drawn up, and this balance-sheet serves as the basis of taxation for the first and 
second years of the enterprise's exist~nce. 

COMPUTATION OF TAXABLE INCOME. 

The law prescribes that the ta.-..: shall be computed on the basis of declarations and balance
sheets ; it invests the fiscal authorities with powers of investigation in the matter both of income 
tax and profits tax and lays down definite rules concerning the sums that should be deducted 
from, and added to, profits as shown in the balance-sheet, before tax is computed. 

I. The following items should, according to circumstances, be added to profits or deducted 
from expenses : 

(a). Losses brought forward from previous years, except in respect of the year immediately 
preceding; 

(b) Property tax, any charge or impost, other than direct taxes and turnover tax, paid 
or payable by the enterprise itself, and also any tax or charge paid on behalf of others- e.g., 
employees, creditors, shareholders, etc. ; 

(c) Gifts, donations and other free contributions, except those made for religious purposes 
or to educational institutions, as well as New Year presents and other gifts made in the interests 
of the enterprise ; 

{d) Initial expenditure (new enterprises, however, may deduct these. costs from their 
profits for the first year, and share companies may make the deduction for five years) ; 

(e) Depreciation of property subject to land tax; 
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(f) New purchases which cannot be regarded as contributing to the niaintenance or 
completion of the stock and equipment of the enterprise ; 

(g) Sums devoted to increasing the company's _capital and enlarging the enterprise ; 

(h) Sums devoted to repayment of loans or redemption of capital, except in the case of 
an enterprise whose exploitation or property must, under a concession contract, revert after 
a )lumber of years to the State, a public corporation or some other body or person ; 

(i) In the case of an enterprise with establishments in several countries, the sums paid 
by the Hungarian establishment to the head office or establishment abroad as interest on, 
or repayment of, capital, or as its share in the general expenses of the foreign establishment 
or head office (this provision does not apply to regular current account operations for which 
the rate of interest is normal, or when the share of general expenses imputed to the Hungarian 
establishment is in proportion to the gross receipts) ; 

(j) Advantages in cash or kind accruing to the founders of share companies and sums 
devoted to the repurchase of their shares ; 

(k) Interest paid to shareholders ; 

(l) Reserves other than those which by law may be deducted from profits; 

(m) The difference between the figures at which the company's securities stand in the 
balance-sheets of the previous year and the tax year respectively, when the latter figure is 
below the latest rate quoted for these securities on the Budapest Exchange during the tax year 
or, if not quoted, below the market value of these securities (if the securities have been bought 
during the taw year itself, an addition will be made to profits when the figure at which they are 
entered in the balance-sheet is both less than the purchase price and less than the last rate 
quoted on the Exchange or than the actual market value) ; 

(n) The difference between the figures at which material and inventory stand in the 
balance-sheets of the previous year and tax year respectively, when the latter figure· does 
not correspond to the market value of the property in question. The same additions will be 
made to profits when material and stocks bought during the tax year are entered in the balance
sheet at a value below the purchase price and more than 20 per cent below their market value ; 

( o) Generally, any profit resulting from the accounts, even if not entered as such therein. 

2. ·The following are not to be included among taxable profits and must therefore be deducted 
from the profits shown in ~he balance-sheet : 

(a) Grants and subsidies to employees of the enterprise, insurance institutions, pensions 
and to relief funds, if the latter are legally distinct from the enterprise ; this provision applies 
both to voluntary and free grants and to those compulsory by law; 

. (b) Sums placed by insurance companies to premium reserves, to other technical reserves 
and to cover casualties notified but not yet settled, and shares in the profits ascribed to holders 
of life insurance policies ; 

(c) Sums set 'aside by any enterprise as allowances for the depreciation of the premises, 
equipment, machinery, installation and tools used in its operations. The amount of depreciation 
allowance is a question depending upon the nature and use of the goods. In practice, however, 
the tendency is to allow 2 per cent and 7·5 per cent for the normal depreciation ofreal and personal 
property respectively. Should the Administration be in doubt as to how much to allow, it may 
order an expert enquiry, in which case the enterprise may employ a counter-expert of its own ; 

(d) Sums placed to reserve by enterprises holding a concession, for the amortisation of 
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property which, on the expiry o( the concession, will cease to belong to the enterprise and 
become the property of the conceding party ; 

(e) Sums placed to reserve during the lifetime of a patent, to amortise its value ; 

(f) Sums set aside to cover bad or doubtful debts ; 

(g) Profits brought forward from previous years ; 
(h) In the case of mining concerns, 2 per cent of the purchase price paid to the landowners 

for the definitive concession of the right to work the deposit annually until the successive 
deductions amount to the purchase price ; 

(i) As regards consumers' co-operatives, the refund paid to members out of surplus 
profits, in proportion to their purchases ; 

(f) Sums employed from reserves already taxed; 
(k) Directors' percentages and staff bonuses, on condition that these payments are liable 

respectively to the tax on directors' percentages and the tax -on salaries and wages ; 
(l) Sums received over and above the nominal value of new shares issued by a share, 

company ; but interest paid by the subscribers to these shares cannot be included among these 
sums (such interest is normally demanded when the new shares are issued during the business 
year and the dividend payable on these new shares will be based upon the total profits of the 
current year) ; 

( m) The amount by which the price for which foreign works or factories were sold exceeds 
the value ascribed to these works in the previous year's balance-sheet, provided that this excess 
has not been distributed wholly or in part among the members of the company. The same rule 
applies to the amounts by which the selling price of a company's foreign share holdings exceeded 
the value at which these shares were entered in the balance-sheet of the previous year ; the 
company must, however, have in its portfolio, at the time of sale, at least 25 per cent of the 
foreign company's shares, or the shares must represent the value of an enterprise situated 
abroad which has been sold by the company. The company has to inform the Finance Minister 
of all such sums not appearing in the balance-sheet when it makes its return. 

Such are the items which the law expressly excludes from taxable profits. If, however, sun1s 
are used for a purpose other than that which justified their being excluded from taxable profits, they 
will become liable to tax like any other profits. This happens when deductible reserves are used 
to increase the capital or are distributed as surplus capital when a company is dissolved. Further, 
the law allows the Minister of Finance, if the public interest demands it, to authorise enterprises 
to build up tax-free reserves, provided that the purpose of these reserves is clearly defined. 

Accordingly, the taxable amount is made _up of profits as shown in the balance-sheet, plus any 
additions or minus any deductions prescribed by law. 

The authorities responsible for assessing the tax have the right to examine the profit-and-loss -
account and check whether the sums paid to members of the Board and the staff are in proportion 
to the nature and size of the enterprise. If they are not, any unjustified difference must be added 
to the taxable sum. 

In the case of a Hungarian branch of a foreign company, special attention is paid to the prices 
at which raw materials or goods supplied by the foreign enterprise are invoiced to its Hungarian 
establishment. If these prices appear abnormal, the assessing authority may adjust them - if 
necessary with the aid of experts ; the enterprise is free to employ a counter-expert at its own expense, 

COMPUTATION OF TAX. 

The rate of tax differs according to the taxpayer's status. _ 
In the case of share companies, partnerships with share capital, mining companies, railways, 
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savings banks and financial establishments, the rate varies with the profit-making capacity of the 
enterprise - l.e., according to the proportion between profits and the enterprise's capital proper. 
By " capital proper " is meant paid-up capital plus reserves made up of profits already ta.xed. 

No reserve built up without being taxed can be regarded as belonging to capital proper. The 
premium is on issue of capital-stQck and insurance reserve against accidents are part of capital 
proper, but life insurance reserves are not. 

The tax rises on a sliding scale from 16 per cent for enterprises whose profits represent Io per 
cent of their capital to 30 per cent for enterprises whose profits exceed 40 per cent of the capital. 

Co-operative societies whose distributed profits do not exceed 6 per cent of their capital pay 
at the rate of IO per cent : others at the rate applicable to share companies and companies assimilated 
thereto. 

Enterprises owned by the State or by public corporations are not ta.xed on their profit-earning 
capacity, but on a sliding scale fixed according to the actual amount of their profits, the rate varying 
between 5 per cent for profits not exceeding 6,ooo pengo and IS per cent for profits in excess of 
6o,ooo pengo. 

With a view to increasing fiscal revenue, it has been decided that, as from 1932, company 
tax is to be collected even from companies whose balance-sheet shows no net profit ; in these cases 
the rate is fixed at 2 per thousand of the capital. It should be added that since 1933, the company 
tax is increased by a supplementary tax of 40 per cent of its amount (Ordinance No. 1390 M.E. 
of 1933). -

Once the tax is assessed, the tax office sends the company a demand note. If the company 
wishes to appeal, it must do so to the Finance Department within a fortnight of receiving the note. 
Appeal against the decisions of the Department may be lodged with the Administrative Tribunal 
during the fortnight following their notification (Collected Laws, No. 400 of 1927). 

4· COLLECTION OF TAX. 

The tax is payable quarterly, the first instalment being due on January Ist. But, as 
declarations need not reach the Administration till April, owing to the fact that they need not be 
made until four months after the close of the accounts, and since the Administration delivers the 
notices between July and September, payments due before receipt of notice are made on the basis 
of the tax paid the year before, and settlement takes place at the end of the year, if the amount 
due for that year differs from that of the previous year. 

VII. TAX ON DIRECTORS' PERCENTAGES. 

Share companies and other legal entities liable to company tax must further pay the tax on 
directors' percentages1 in respect of the share of profits they allow to their directors, auditors and 
other members of their management. 

In order that the tax may be payable, there must be a·distribution of directors' fees. That is 
to say, the sums paid must not be in the nature of salaries for work done on the company's behalf, 
but must be due by reason of the recipient's status and paid out of the company's profits. 

This tax, being withheld from the fees distributed, is levied upon the recipients of these fees, 
but the domicile and residence of the beneficiary are of no importance from the fiscal standpoint 
and, in order that directors' percentages may be taxable, the company or corporation distributing 
them need only be liable to company tax. In the case of a ,foreign company, the portion of its 
directors' fees that will be taxable is calculated in the same way as the profits on which it is liable 
to company tax. 

On the other hand, when persons domiciled in Hungary receive directors' percentages from 
foreign companies not liable to company tax, they will not be held liable to the tax on directors' 
percentages. 

1 Laws of 1927, Chapter 400, Laws XXIV of 1922 and V of 1927. 
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The rate of tax is 16 per cent for distributions not exceeding 3,000 pengo, 20 per cent for sums 
between 3,000 and ro,ooo pengo, and 28 per cent for higher sums. 

Companies which have to withhold the tax must declare to the Royal Administration of Finance 
the percentages which it has been decided to pay, within four months of closing their accounts. This 
declaration is made at the same time as that of the profits on which company tax is payable. 
The tax on directors' percentages is paid in four equal instalments at the beginning of each quarter. 

SPECIAL TAX ON DIRECTORS' PERCENTAGES. 

Article I of Ordinance No. 4740 M.E. of 1932 establishes a special tax on directors' percentages, 
the rate being the same as that of the special tax on salaries and wages and having likewise. been 
increased by 25 per cent under Article 6 of Ordinance No. 1390 M.E. of 1933. 

VIII. TAX ON DIVIDENDS. 

The tax on dividends, 1 as its name implies, is imposed upon the profits which share companies 
and other companies liable to company tax distribute to their shareholders. It is levied, not only 
on declared dividends, but also on profits distributed in the form of capital surplus when companies 
are dissolved, or distributed in the form of new shares when a company's capital is increased 
(without any payment by shareholders) out of reserved profits. 

The rules governing liability to dividends tax of dividends paid to persons domiciled or resident 
abroad or by companies whose head office is abroad, are the same, mutatis mutandis, as those 
applicable to the tax on directors' percentages. 

The rate is 0.5 per cent of the gross sums or advantages distributecly 
Companies must declare to the authorities the amount of dividend the general meeting has 

decided to distribute, at the same time that they make their return for purposes of company tax. 
The tax is paid to the fiscal authorities by the company, which withholds the tax when paying 

the dividends to their r~cipients (Article 16 of Law XXIV of 1930 and Article 27 of Law V of 1927). 

IX. TAX ON INTEREST. 

The tax on interest2 is, in principle, leviable on : 

r. Income from bonds and similar securities issued by the State, public corporations and 
enterprises which are required to publish their accounts and which have their head office in 
Hungary; · 

2. Interest from investments with financial institutions, savings banks, co-operative 
societies, bankers and exchange agents, whether these investments are placed to current 
account, on deposit or'otherwise ; 

3· Interest which a taxpayer other than a bank, co-operative society or savings bank 
receives from his debtor in respect of money lent (Ordinance No. 1820 M.E. 1932). 

The tax is due irrespective of the creditor's domicile or residence. 
The rate of tax is normally 10 per cent, but is reduced to 5 per cent for railway company loans. 
The Minister of Finance has further exercised his legal right to reduce or remit the tax payable 

on investments in Hungary by individuals or enterprises having their domicile or head office abroad, 
in so far and for as long as the public interest may dictate, by exempting from the tax interest 
on securities held by foreigners and on funds invested in Hungary. 

1 Laws of 1927, Chl).pter 400 ; Laws XXIV of 1922 and V of 1927. 
8 Laws of 1924 ; Ordinance No. 3700 of 1926 of the Minister of Finance. 
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In cases I and 2, those who owe interest and coupons liable to the tax must declare the same 
within a fortnight of their falling due, and must pay the tax within six months of that date. They 
may, and must, withhold tax from the interest they pay ; the tax is thus deducted at the source. 

· The creditors mentioned in No. 3 have themselves to pay the tax on the inter!-)st they receive 
within a week. 

X. INCOME TAX. 

Individuals, partnerships, limited partnerships and estates (including estates in abeyance, 
est~tes in bankruptcy and sequestrated property) are liable to income tax,1 which is in the nature 
of a complementary tax imposed upon income already subject to some other tax. 

1 and 2. TAXPAYERS AND TAXABLE INCOME. 

The extent of liability depends upon whether the taxpayer is or is not domiciled or resident 
in Hungary ; if he is, he is liable, not only on income arising in the country, but on income derived 
from abroad, subject to the reservations contained in double-taxation conventions. 

Foreigners who reside in Hungary for at least one continuous year are similarly liable to tax 
in respect of all their income, whether derived from Hungary or from abroad. Others, however, 
are only liable to this tax in respect of income obtained or paid to them in Hungary. 

Thus, Hungarians living abroad have to pay income tax on income derived from Hungary, 
and, therefore, on the income from capital invested in Hungary or from a mortgage loan secured 
on real estate in Hungary. On the other hand, foreigners living abroad are not liable on income 
from these sources, but they have to pay tax on income derived from other Hungarian sources. 

For purposes of applying these principles, domicile is understood as the place where a person 
lives or stays in circumstances that imply an intention to make more than a temporary stay there. 

The following is income in respect of which persons subject to a limited fiscal liability are liable 
to income tax : 

I. Rent from real estate situated in Hungary, which has already paid the tax on land or 
buildings , . 

2. Interest or income from mortgage debts secured on real estate situated in Hungary, 
which has already been held liable to the tax on interest ; but foreigners living abroad are, 
as already mentioned, not liable to tax on this form of income ; 

3· Profit from agricultural and forestry enterprises situated in Hungary ; 
4· Profits from Hungarian branches of industrial, mining and commercial enterprises ; 
s. Income from liberal or other professions carried on in Hungary. . 

The three last-mentioned classes of income are all liable to the profits tax before being liable 
to income tax. 

6. Salaries, wages and pensions corresponding to some present or past work performed in 
Hungary or paid by the State or public corporations (this income has already been subject 
to the tax on salaries and wages) ; 

7· Dividends, directors' percentages, interest and other income from shares, bonds and 
other securities issued by public corporations, and companies having their head office in Hungary. 
Foreigners living abroad are not subject to tax on this kind of income. 
Dividends have already been taxed indirectly through company tax and the tax on dividends ; 

directors' percentages have paid company tax and the tax on directors' fees, while interest on bonds 
and other securities has paid the interest tax. 

8. Profits from the sale of real estate situated in Hungary. 

'Laws of 1927, Chapter soo; Laws X of 190~, XLVI of 1914, XXVI of 1916, IX of 1918, XXIII of 1920, 
XXXIII of 1923, V of 1927, XXIII of 1929 and Ordinance No. 1390 M.E. of 1933· 

11. H 
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EXEMPTIONS. 

' The following income is always free of income tax : _ .. 
(a) Total incomes not exceeding r,ooo pengo-~ year and incomes in excess of ~,ooo ~engo, 

when their taxable part does not exceed 6oo pengo ; 

{b) Parliamentary salaries ; 

( ) P . "d b t voluntaril" to relatives (ascendant, descendant or c enswns pal y a axpayer J 

collateral) ; 
(d) Allowances to disabled persons ; 

(e) Army pay; 

(/) 
(g) 

Salaries of civil servants ; 
Remuneration of private employees amounting to less than 3,6oo pengo a year. 

3· ASSESSMENT OF TAX. 

RETURNS. 

Persons liable to income tax must make a return of their· income to the authorities of the 
commune in which they are domiciled, in February of the tax year. Persons not resident in the 
country must make their return at the place where the source of income is situated. 

The returns are checked by the Administration, which may correct them after hearing the 
taxpayer and collecting all evidence and witnesses' statements which it may see fit to obtain. 

If the taxpayer fails to furnish his return within the prescribed time-limit, or to supply the 
evidence asked for by the Administration, the latter may assess the tax ex officio on the basis of 
external evidence or by comparison with taxpayers in a similar situation. 

COMPUTATION OF TAXABLE INCOME. 

The taxable income is the total net income of each class enjoyed by the taxpayer during the 
previous calendar year, except in the case of ·income derived from a profession, trade or industry 
for which the taxpayer keeps accounts extending over a period not corresponding to the calendar 
year. 

In this latter case, tax is assessed on the results of the business year ending during the preceding 
calendar year. 
· The incomes of members of one family living in the same home must be added together, and 
the tax, compu~ed on this total, must be paid by the head of the family. But members of the family 
whose taxable mcome exceeds 6oo pengo are taxed separately. . 

Income to be taken into account for purposes of determining the taxable sum may be classified 
as follows : 

r. Income from agricultural and forestry concerns ; 

2. Income from, or rental value of, land and buildings ; 

3· Income from trade, industry, mining and any other business liable to profits tax . 
4· Income from capital ; 

5. Remuneration of personal services ; 

6. All other income not included in any of the foregoing groups. 
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From the gross amount of this income must be deducted : . 
- (a) All expenses incurred in acquiring, insuring and maintaining the income, including 

the cost of the upkeep, replacement and use of property serving to produce the income ; also 
rent and insurance premiums ; 

(b) Cost of the upkeep and repairof buildings and charges and other expense which the 
use of the buildings entails, unless such expenses are borne by the taxpayer ; 

(c) Operating losses on the business year preceding the ta.x year, provided the taxpayer 
can furnish evidence of his income by a profit-and-loss account made out in due form. 

From the total income thus established are deducted all dues and taxes paid by the taxpayer 
during the tax year. These include : 

(a) All direct taxes on behalf of the State, municipalities and communes, and parish 
contributions ; 

{b) Indirect State and communal ta.'\:es, turnover taxes, taxes and fees on agreements 
and other instruments, incurred in the course of the operations from which the income was 
obtained; 

(c) Contributions to chambers of commerce and other professio~al organisations. 

Interest paid by the taxpayer on legally established debts is also deducted from total income. 
There is no occasion to deduct the above charges when the income has been determined 

empirically, as that method has already taken account of such charges . 
. Nor is it permissible to deduct expenditure in the form of gifts, expenses incurred in adding 

to the property, debt redemption and household expenditure. 
If part of the total income is tax-free, income tax is, of course, fixed without regard to such 

part. Tax-free income is only taken into account to ascertain whether the total income exceeds 
the taxable minimum and whether, therefore, the person concerned is taxable or not. 

If the taxpayer'can show that, as regards his income from abroad, he already pays income tax 
or a similar tax in the foreign country, that income will not be taxed, granted reciprocityoftreatment. 

COMPUTATION OF TAX. 

Taxpayers .whose total income does not exceed I,ooo pengo are exempt. Those, however, who 
do not possess income to this amount in Hungary, but whose total income, including income from 
abroad, is more than I,ooo pengo, are liable if their Hungarian income amounts to 6oo pengo or more. 

The tax is graduated on two separate scales. The first is applied to legal entities, minors, 
clergymen and taxpayers who have more than two dependents. This, the ordinary scale,, rises 
from I per cent to 40 per cent, the latter rate being imposed on income above 1,2oo,ooo pengo. 

Taxpayers with incomes below 6,ooo pengo benefit by a reduction of tax according to the number 
of their dependents. 

The higher scale is applied to all taxpayers not entitled to benefit by the ordinary scale ; it 
rises from 1.284 per cent to 44 per cent. 

4· COLLECTION OF TAX. 

The tax is paid quarterly, the first instalment being due on January Ist, but each payment 
may be made at any time during the first half of the quarter withou.t interest be~g charged. 
Notices are sent out in May of the tax year and payments due before rece1pt of the notice are made 



2!2 HUNGARY {I) 

on the basis of the tax paid the year before, and, if the amount due for fhe current year is different 
from that of the preceding year, the difference is deducted from, or added to, payments made after 
the notice has been received. 

ADDITIONAL INCOME TAX. 

Since r932, income tax has been increased by an addition equal to 3? per .c~nt of its amount 
(Ordinance No. 2030 M.E. rg32). Since January rst, I933. the rate of this additional tax has been 
raised to 6o per cent of the income tax (Ordinance No. r390 M.E. of r933). 

XI. PROPERTY TAX. 

The property tax t supplements the income tax, and its purpose is to increase the fiscal burden 
on income from permanent sources. . . . 

· The close connection between property tax and mcome tax Is emphasised by the fact that both 
these personal taxes are assessed simultaneously and by the same rules. 

1. TAXPAYERS. 

Property tax is levied upon individuals, landed estates in joint-ownership, foundations, 
estates in abeyance, estates in bankruptcy and sequestrated property. . . . 

Nationals permanently resident in Hungary, or, though not contmuously resident m 
the country, having premises fitted up there for permanent residence, are liable to property tax, 
not only on their property situated in Hungary, but on personal property situated abroad. On 
the other hand, nationals permanently residing abroad are only liable on their property in Hungary. 

Foreigners arc liable under the same conditions as nationals. There are, however, these two 
exceptions : 

r. Foreigners who, although not permanently domiciled in Hungary, live there for at 
least one continuous year, must pay property tax ; 

2. Foreigners not domiciled on Hungarian territory and not living there for a continuous 
period of one year are not liable to property tax in respect of their capital invested in Hungary. 

In cases of usufruct, the usufructuary and not the owner is taxed. 

2. TAXABLE PROPERTY. 

Tangible property situated outside Hungarian territory is never regarded as taxable and is left 
out of account for purposes of tax assessment. Capital invested abroad is taxable if it belongs to 
persons domiciled in Hungary or resident there for at least a year. It es'capes the tax, however, if 
the owner can show that it is liable abroad to a property or similar tax and that there is a convention 
granting reciprocity in fiscal matters between the foreign Country concerned and Hungary. 

Property tax is imposed on the following property : real estate with all its parts and 
appurtenances and rights attaching thereto ; the assets of an agricultural or forestry concern ; 
the assets of an industrial, commercial or any other profit-seeking enterprise ; capital ; all other 
personal property. 

The following are not regarded as property liable to the tax : household furniture, clothing, 
linen, works of art, books, household utensils and such articles as cannot be classed in any of the 
above groups . 

.'Laws of 1927, Chapter 500; Laws XXXII of 1926, IX of 1928, XXIII of 1920, V of 1927, XXIII of 1929 and 
Ordmance No. 1390 M.E. of 1933. 
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3· ASSESSMENT OF TAX. 

DETERMINATION OF TAXABLE AMOUNT. 

Returns and the methods of taxation follow the same rules as apply to income tax. 
Property and its various elements are assessed according to the situation on the last day of the 

year preceding the tax year. 
The only exception to this rule is in the case of an enterprise whose business year does not 

coincide with the calendar year. In this event, the return and assessment are based on the data 
obtaining on the last day of the business year. This exception, however, is only allowed if the 
books of the enterprise are properly kept and if the accounts are closed after September 30th. 

To the property of the head of a family must be added the property of all the members ofthe 
family whose incomes, according to. the rules governing income tax, form part of the income of the 
head of the family. 

The various elements of which property is composed having been assessed and added together, 
the result is the taxable sum, from ~hich must be deducted : 

. (a) The taxpayer's debts ; 
(b) Twenty times the amount of pensions and other payments incumbent upon him. 

COMPUTATION OF TAX. 

Personal exemption from property tax is granted to persons whose property does not exceed 
s,ooo pengo or, if their income is free of income tax, 25,000 pengo in value. 

The property tax is on a sliding scale from o.r to I per cent. The latter rate is levied on property 
of a net value of more than rg,ooo,ooo pengo. 

4· COLLECTION OF TAX. 

Property tax is collected under the same conditions and at the same times as income tax. 

SPECIAL PROPERTY TAX. 

Beginning with 1932, a special property tax is to be levied, the rate being roo per cent of the 
ordinary property tax. 

XII. TAX FOR THE SUPPORT OF THE DISABLED. 

The yield of the tax on behalf of disabled ex-service men 1 is specially intended to cover part 
of the cost to the State of pensions for disabled ex-service men and for the widows and orphans of 
men who fell in the war. This tax is a separate levy and it is supp!ementary, on a gently sliding 
scale, to the taxes on land and buildings, companies, directors' percentages, profits and income. 
The highest rate is 5 per cent and is applicable when the total of the principal tax exceeds 240 pengo 
a year. 

1 Laws of 1927, Chapter 700: la\\S XLVIII of 1925, V o{ 1927 and Ordinance No. 1390 1\I.E. of 1933· 
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PART II.- TAXATION OF FOREIGN AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

r. DEFINITION AND GENERAL PRINCIPLES. 

In Hungary, a foreign enterprise, for fiscal purposes, is any enterprise which bel.ongs to 
individuals or companies having their domicile or head office al;>road. These enterpnses are 
accordingly liable only in respect of income and profits they derive from Hungary. They are' 
taxed on the whole of those profits, by means either of the income and profits taxes or of company 
tax (see remarks on these two taxes in Part I). They ~ay also be ~iable to th~ land ~nd b~ildings 
tax, the taxes on interest and dividends and to other direct taxes, If they are m recetpt of mcome 
which is by its nature subject to one or other of these taxes. ·· 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIVIDENDS. 

Dividends paid by Hungarian companies or other legal entities to foreign enterprises are liable 
to deduction of dividends tax at source in the same way as are dividends paid to national enterprises. 
Further, the enterprise to which these dividends are paid must declare them and itself pay either 
income and profits tax or company tax, to whichever it is itself liable. 

(b) INTEREST. 

I. On Bonds.· 

In principle, the interest and coupons of bonds, mortgage loans and other fixed income securities 
issued by the State, public corporations and companies having their head office in Hungary, are 
liable to deduction at source of interest tax at ro per cent. All such income, however, ~f accruing 
to persons domiciled or having their head office abroad, is exempt from this tax by a decree of the 
Minister of Finance. It continues, however, to be liable to other taxes, and foreign enterprises 
will further be subject in respect of this interest to either income tax or company tax. 

2. On Secured Loans. 

Loans secured on real estate situated in Hungary are also liable to the tax on interest. The 
rate is reduced to 5 per cent for coupons of mortgage bonds. The Minister of Finance may further 
grant temporary exemption to this interest, and in the exercise of this right he issued Decree 
No. 30000 of 1927. 

3· On Unsecured Loans. 

Interest on sums lent to individuals is subject to the tax on interest and also liable to income 
and profits tax or to company tax. · 



HUNGARY (II} 2!5 

(c) DIRECTORS' PERCENTAGES. 

· Directors' percentages distributed by Hungarian companies to persons domiciled or resident 
abroad are liable to the tax on directors' percentages in the same way as those distributed to persons 
living or having their head office in Hungary. These percentages will also be liable to income tax. 

(d) RoYALTIES FOR UsE oF PATENTs, CoPYRIGHTs, TRADE-MARKS, SEcRET PRocEssEs 

AND FORMUL.£ AND SIMILAR INCOf.!E. 

Royalties and income from the sale or lease of patents registered in Hungary, artistic, literary 
copyrights, or industrial property rights are liable to the tax on profits and income tax or to 
company tax, according to the status of the person or enterprise in receipt of such income. 

(e) RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

Income from real estate in Hungary is liable, whatever the owner's status, to land tax or to 
the tax on buildings ; it is also liable to company tax or income tax if the owner or the usufruc
tuary is personally liable to one of these taxes. Further, in the case of land or buildings belonging 
to an enterprise liable either to profits tax or company tax, the portion of income from such 
property that has not been imposed by one of these two property ta."Xes is included among the total 
taxable profits liable either to profits tax or to company tax. 

Income derived from the lease of a business, or industrial establishment or from the lease of 
mining or other concessions is liable either to the tax on profits or to company tax. 

(/) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL ESTATE, SECURITIES 

AND PERSONAL PROPERTY. 

If an industrial or commercial enterprise derives profit from the purchase or sale of personal or 
real property, such gains, even if occasional, must be included among profits liable either to 
company tax or to the tax on profits. If the operations are conducted by individuals who have 
no industrial or commercial organisation and do not habitually engage in these transactions, only 
the profits from the sale of real estate are taxable. Moreover, such purchase and sale must have 
been made for a purpose of gain, which intention is assumed when sale followed purchase within 
less than five years. In this case, however, the taxpayer is allowed to show proof that the property 
sold was not acquired with a view to its resale. · 

(g) SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES. 

If the remuneration is for the work of an employee - that is, work done on behalf and under 
the direction of another - it is liable to the tax on sa4fies and wages. This tax is deducted at 
source and is imposed on all salaries and wages paid iii ·return for services rendered in Hungary, 
whatever the domicile or residence of the beneficiaries. The emoluments of the liberal and other 
independently exercised professions are liable to the tax on profits, which is payable if the profession 
or occupation from which the income is derived is carried on in Hungary. 

(h) INCOME FROM A TRUST. 

Trusts, as understood in Anglo-Saxon law, do not exist in Hungary. 
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(i) INCOME FROM CARRYING ON BUSINESS OR INDUSTRY. 

r. Through Local Commission Agent or Broker. 
Foreign enterprises which have no place of business in Hungary, but only buy or sell there 

through commission agents or brokers, are not taxed. 

2. Through a Local Dealer or Distributor. 

The same i5 the case when the foreign enterprise delivers its prod~cts _to retail d~alers · 
and tradesmen who buy and resell them, even if these dealers have an exclusive nght to retail the 
goods bought, or some other privilege. · 

3· Through a Travelling Sakman, whether or not having Power to conclude a Contract. 

When a foreign enterprise employs a commercial traveller to visit Hungary _and to solici_t and 
take orders there, there is, in principle, no fiscal liability. But if the_ commercial traveller IS the 
exclusive representative of the enterprise and operates perma~ently m Hunga~ or on any pa~t 
of Hungarian territory, the foreign enterprise is regarded as bemg represented m Hungary and Is 
on that account liable to tax. 

4· Through a Local Agent with a Power of Attorney. 

If a foreign enterprise has entrusted its representation to an agent· established in Hungary, 
who is empowered to conclude operations in its naine, the foreign enterprise is held to be liable. · 

5· Through an Agent selling out of a Stock belonging to the Foreign Enterprise. 
Again the foreign enterprise is liable. 

6. Through a Permanent Establishment of Any Kind. 

The term " establishment " includes factories, workshops, agencies, depots, offices, shops and 
representatives used to further the activities which the enterprise pursues. The term also includes 
premises which the enterprise may own, even if it does not use or exploit them directly, but lets 
them to third parties. 

If a foreign enterprise is regarded as possessing an establishment in Hungary, it is liable either 
to income tax and tax on profits, or to company tax, in the saine way and to the same extent as 
was explained with reference to each of these taxes in Part I. 

B. NATIONAL ENTERPRISES. 

Hungarian fiscal law regards as national all enterprises which belong to individuals domiciled 
in Hungary or to companies having their centre of management there. These enterprises are, 
according to their nature, liable in respect of all their income, derived from both foreign (unless a 
convention granting reciprocity in fiscal matters has been concluded between Hungary and the 
respective foreign country) and Hungarian sources, to income and profits taxes or to company 
tax. They are not, however, liable to the taxes on land and buildings, or the taxes on dividends, 
directors' fees and interest, in respect of income they derive from real or personal property, tangible 
and intangible, situated abroad. In the case, moreover, of enterprises with real property or 
establishments abroad, the income from such property or establishments is exempt from the taxes 
on income, profits and companies, if it is liable to a special tax abroad and if the country whence 
the income is derived grants reciprocal exemption to income from Hungarian sources, either in 
virtue of its own municipal legislation or under treaties. 

If foreign income is taxable, the tax is assessed and computed under the same conditions and 
at the Saine time as the tax on the whole taxable income. 
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C. DOUBLE-TAXATION AGREEMENTS. 

The Kingdom of Hungary has concluded double-taxation agreements with Czechoslovakia, 
Germany, Austria, Italy, Yugoslavia and Roumania 1• 

These agreements introduce certain exceptions to the rules of domestic law set forth in the two 
preceding chapters of this part of the study. ' 

Before explaining the scope of these exceptions as regards the taxation of the chief kinds of 
income dealt with above, a few general remarks must be made concerning the effects of 
these agreements upon income tax and property tax. 

Under the agreements, the right to levy income tax on the rents, interest, profits, etc., from 
real estate, secured and unsecured loans, industrial and commercial enterprises, and services 
(including remuneration from the public funds) is subject to the same rules as are applied to the 
various real or personal taxes upon each of these kinds of income, referred to above. Income tax 
on all other income- viz., dividends, directors' percentages, annuities, interest on bonds, interest 
on bank deposits, etc.- is imposed only in the country where the recipient of the. income is domiciled. 

The right to levy property tax is subject to the same rules that govern the collection of income 
tax. 

DIVIDENDS. 

Dividends are liable to the real taxes in the State in which the company that pays them is 
domiciled ; but the right to impose these dividends under income tax belongs to the State in which 
the creditor is domiciled. 

INTEREST. 

Boml interest is taxed according to the same rules as dividends. 
As regards interest on bank deposits, current accounts and savings bank deposits, the position 

is as follows : 
Impersonal tax is imposed in the State ·in which the debtor is domiciled, personal tax in that 

of the creditor's domicile. The Conventions, however, prescribe that, if an enterprise which receives 
sums on deposit or for current account has establishments in several States, impersonal taxis collected 
by the State in which is situated the establishment directly in receipt of these deposits or sums. 

The Conventions with Poland, Yugoslavia and Roumania stipulate that interest on unsecured 
loans between individuals shall be liable to impersonal tax in the State where the debtor is domiciled 
and to income tax in the State where the creditor is domiciled. The Conventions with Austria, 
Germany, Czechoslovakia and Italy, however, decide that this interest shall be taxable only in the 
State in which the recipient of the interest resides. 

Income from loans secured by mortgage and similar loans is liable to impersonal taxes in the 
State where the real property is situated and to income tax in the State where the creditor is 
domiciled. 

DIRECTORS' PERCENTAGES. 

Under the Conventions concluded with Czechoslovakia and Austria, the right to impose 
impersonal tax on directors' percentages belongs to the State in which the company distributing 
them has its head office. · 

In the Convention with Germany, this right is ascribed to the State in which the enterprise 
has its real centre of management. 

The Conventions with Italy and Yugo3lavia lay down that, if the company distributing directors' 
percentages has its head office in one State and its centre of management in the other, the supreme 
financial authorities of the two States shall agree in each particular case upon an equitable basis for 
the allocation of tax. 

' Translations of these Conventions are contained in the volume " Double Taxation and Fiscal Evasion '' 
(document C.45. M.110), published by the League of Nations in 1928, except that of the Convention with Roumania, 
which wa~ concluded in 1932. 



HUNGARY (II) 

The-Convention with Poland has decided that the right to impose impersonal tax belongs to 
the State in which the company has its head office, unless the enterprise's real centre of management 
is in the other State. 

The right to collect income tax is reserved in any case to the State in which the recipient of the 
directors' percentage is domiciled. 

ROYALTIES FOR UsE OF PATENTS, CoPYRIGHTS, TRADE-MARKS, ETC., AND ANNUITY INTEREST. 

Royalties for use of patents and other income from. inc?rpore~l.property rights, also life 
annuities, are taxable only in the State in which the beneficiary IS donuciled. 

RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

Income from real estate is liable to land and buildings tax in the State in which the property 
is situated. Income tax, too, is levied in this State and not in the State in which the beneficiary 
is domiciled. Further, if taxpayer,; are liable in the State of their domicile to company tax, this 
tax is not imposed upon that part of taxable profits which represents the yield of property situated 
in another State. 

SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES. 

All the agreements, except that '1\-ith Roumania, stipulate that wages and salaries are taxable 
in the country in which the work they correspond to was accomplished. 

Pensions paid by private enterprises are taxed in the State where the beneficiary is domiciled. 
The Convention with Roumania decides that taxation rests with the State in which salaries, 

wages and pensions are paid. Income from personal services - i.e., from the liberal professions -
is liable to tax in the country in which the services are performed. 

There are, however,. special provisions to meet the case of foreign artists and savants who work 
abroad in a temporary capacity : under Conventions concluded with Czechoslovakia, Germany, 
Austria and Poland, such persons are not liable to tax in the country where they are staying merely 
temporarily. The Conventions with Yugoslavia and Roumania contain no such provision, with 
the result that the fees paid to artists and savants for temporary work abroad are liable in the 
country where the work is done, both to the special taxes and to income tax. 

INCOME FROM A BUSINESS OR INDUSTRY. 

All the agreements concluded by Hungary stipulate that the profits from industrial or 
commercial activities of any kind whatever are liable to the special taxes on these profits and 
to income tax only in the State in whose territory the enterprise has an establishment, even if the 
operations of the enterprise extend to another country. The Conventions add that the profits 
taxable in the State where there i~ an establishment are the profits ascribable to that establishment . 

• Nevertheless, the provisions relating to Danube shipping enterprises are based on a different 
principle : the right to impose tax belongs exclusively to the State in which the enterprise has its 
head office. 

The agreements with Italy and Poland define what is to be understood by "'establishment ". 
This term includes all permanent installations in which an enterprise conducts all or some of its 
operations. In particular, the following are establishments of an enterprise : its head office, its 
real centre of management, its branches, factories, workshops, offices of purchase or sale, shops, 
\~arehouses. and any other industrial and co~mercial installation in which the owner of the enterprise, 
h~ responsible agents or other representahve.s can carry on the activities for which the enterprise 
exiSts. Further, any permanent representat10n of an enterprise in a particular country is to be 
regarded as an establishment. 
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PART III.- METHODS OF ALLOCATING TAXABLE INCOME. 

, 
A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

, (a) BooK-KEEPING AND AccouNTING REQUIREMENTS. 

Hungarian fiscal law lays down no special rule as to how industrial and commercial enterprises 
shall keep their books and accounts, and enterprises, both foreign and national, have only to keep 
the books prescribed by commercial legislation. These are : ' 

(1) The day-book, in which must be entered in order of date all operations effected, all 
expenditure and all receipts of the enterprise in question ; 

(2) The inventory, which must be drawn up once on commencing business and 
subsequently at the close of each fiscal year. It must contain details of aU real and personal 
property, debts constituting the enterprise's assets and the various items included among 
liabilities. · 

AU traders are required to keep copies of outgoing, and originals of incoming, correspondence 
for ten years. 

Further, share companies, partnerships with share capital, mining and assimilated companies 
have to publish an annual balance-sheet in the form of a classified list of assets and liabilities as 
they stand af the close of the fiscal year. 

But although fiscal law does not, strictly speaking, prescribe the keeping of books and accounts 
in any special manner, it does impose certain requirements as to what shall constitute the profits 
to be shown in the balance-sheet and the liabilities to be deducted therefrom. These provisions 
were indicated under the heading " Assessment of Tax " in the passage on profits and company 
taxes in Part I. 

(b) METHODS OF ALLOCATION. 

The problem of allocating income only arises in connection with income tax proper and the 
company and profits taxes. The land and buildings taxes, the tax on salaries and wages and 
those on directors' fees, dividends and interest are levied only on income from property situated 
in Hungary or from operations conducted exclusively in that country. Hungarian law does 
not expressly regulAte the allocation of profits, and the only legal provisions governing the 
matter are contained in conventions for the avoidance of double taxation which Hungary has 
concluded with her neighbours. Apart, however, from the cases covered by international 
conventions, administrative practice adopts the following rules and methods of procedure. 

I. Method of Separate Accounti·ng. 

Since enterprises and companies liable to profits and income taxes or to company tax 
are taxed on the basis of their accounts as shown in the balance-sheet attached to their declaration, 
it follows that foreign enterprises are only taxable in respect of their profits. As regards foreign 
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enterprises 'which are liable only in respect of their Hungarian est~blishments, assessmen.t will be 
based on the accounts of those establishments, but the law prescnbes that these enterpnses shall 
attach to their statement of the results of their establishments, the general balance-sheet of the whole 
enterp~ise. A comparison of these two balance-sheets very often leads to corrections being made 
on the balance-sheet of the Hungarian establishment. Comparison of the two documents and 
examination of the accounts of the Hungarian establishment very often show that taxation based 
on the balance-sheet or accounts leaves certain profits of the Hungarian establishment out of the 
reckoning. In this case, the method of separate accounting is discarded, and recourse is had to one 
of the methods described below. 

The same applies when the accounts of the establishment are found to be incomplete or even 
not to exist. 

2. lvlethod of Fractional Apportionment. 

If the tax cannot be assessed with reasonable accuracy on the basis of the separate accounts, 
the fiscal authorities employ the method of fractional apporticnment. In the case of commercial 
establishments the profits assessable against the Hungarian establishment are determined by 
ascribing to that establishment that share of the enterprise's total net profits which corresponds to 
the ratio between the gross receipts of the establishment and the gross receipts of the enterprise 
as a whole. 

In the case of insurance companies, allocation will be based, not on the ratio between gross 
receipts, but on the relation between premiums paid in Hungary and premiums paid abroad. 

As regards other enterprises, the apportionment fraction is the ratio between salaries and wages 
paid in Hungary and those paid abroad. 

Frequently, however, this method, like that of separate accounting, is inapplicable. The 
reason for this, as a rule, is that it is im~ossible to secure exact data showing the gross receipts 
of the enterprise's foreign establishments. 

3. Empirical Methods. 

If it is impossible to determine the income of Hungarian establishments either on the basis of 
their own accounts or by comparison with the total results of the whole enterprise, the Treasury. 
has recourse to estimates, based either on a comparison with Hungarian enterprises of a similar 
kind or on certain external evidence. 

The ~actors used for purposes of comparison are as a rule the amount of capital, fixed, working 
and floatmg. . 
. The external evidence is found in the rental value of the premises used by the enterprise, the 

s1ze of the plant, the number of employees and the size of the pay-roll. 

4· Requirements for Selection-of Methods and Value of the Various Methods. 

As already me~ti?ned, ~he Administratio~ is under no legal obligation to observe any special 
order of preference _m 1~s ch01ce between the different methods of allocation. In practice, however, 
the method first tned 1s that of separate accounting, and only if the results appear unconvincing 
is recourse had to methods of fractio:nal apportionment. 

An empirical method is only used in the last resort, when other methods have failed. 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

r. ApportiOI~ment of Gross Profit of Local Branch to Real Centre of Management abroad. 

Under Hungarian fiscal law, by which all t~e profits realised in H~ngary are taxable, it is the 
rule that no part of the profits of the Hunganan branch may be ascribed to the real centre of 
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management abroad. Nevertheless, under fractional· apportionment, and if profits are assessed 
with reference to the total profits of the whole enterprise, they may ee indirectly so ascribed.j 

2. Apportionment of Expenses of Real Centre of Management to Branch. 

The fiscal law of Hungary has no definite rules for allocating the interest charges and general 
overhead of foreign enterprises. 

The tendency in practice, however, is to admit that, when a debt has been incurred in the general 
interest of the enterprise - i.e., when the Hungarian establishment has profited from borrowed 
capital along with other parts of the enterprise, part of the interest on this debt may be deducted 
from the profits of the Hungarian establishment. The same is true of general overhead 
corresponding to expenditure which has been useful, not only to the foreign establishments, but 
to the establishment in Hungary. 

This portion of debt interest and general overhead is ascribed to the Hungarian establishment 
whether the latter is assessed by the method of separate a_ccounting or by the method of fractional 
apportionment. If, however, the taxable profits are assessed empirically, this apportionment is 
not allowed. 

3· Apportionment of Net Profit of Branch to Defi;itary Enterprise and vice versa. 

Tax being' assessed exclusively on the results of the Hungarian establishment, the fact that 
the whole enterprise operates at a loss is of no account for fiscal purposes. 

This rule can be applied without any difficulty if the Hungarian establishment can be taxed 
on the basis of its separate accounts. But if, in such case, this method cannot be employed, recourse 
will be had, not to fractional apportionment, under which losses of the whole enterprise would 
reduce the taxable profits of the Hungarian establishment, but rather to empirical methods. 

If the accounts of the Hungarian branch show a loss, while the whole enterprise operates at a 
profit, the Hungarian establishment will still be liable. In such case, empirical methods or the 
method of fractional apportionment will be u.:;ed, and not the method of separate accounting. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

In some circumstances, the. Treasury may consider that an enterprise, although constituted 
as a Hungarian company with its head office in Hungary, is under the dominant control of a foreign 
enterprise, and that all the activities of the company in Hungary are directed towards furthering the 
interests of the enterprise on which it is dependent. In such case, the Administration assimilates 
the subsidiary company to a mere branch or to an establishment having no independent legal 
entity, and the methods and rules of allocation applying to branches proper are extended to 
these subsidiary companies. 

II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

r. Selli1~g Establishments. 

Local Establishments sel#ng in Natio1tal Markets. 

Establishments which enterprises maintain in Hungary for the sale of goods or products they 
have manufactured abroad are liable to Hungarian tax. The profits of these establishments are 
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usually assessed on the basis of separate accounting, but administrative practice has established no 
definite rules for the apportionment of profits as between the sales branch and the purchase and 
manufacturing branches. . . . 

Nevertheless the balance-sheet of a Hungarian branch of the foreign enterpnse IS always 
checked to see h~w raw materials and goods have been invoiced by the foreign enterprise to its 
establishment in Hungary. It is the duty of the Administration to examine the books of the 
Hungarian establishment, if necessary with expert aid, in order to determine the cause of losses or 
insufficient profits. If these are due to the invoiced prices, the Administration corrects the latter 
on the basis of cost prices or the actual purchase prices of the foreign enterprise. 

Local Establishments of Foreign Enterprises selling abroad. 

If a foreign enterprise has a branch in Hungary which sells in a foreign country, wliere the 
enterprise has no establishment, the income taxable in Hungary will include the profits from these 
sales. 

2 and 3· Mm!u/acturing a1z.d Processing Establishments. 

If a foreign enterprise has workshops, factories or other installations in Hungary, where it 
manufactures or processes goods for expert and sale abroad, it will be held taxable in respect of the 
industrial and manufacturing operations it conducts in Hungary. If, as very often happens, the 
accounts of the Hungarian establishment do not show these industrial profits, the Administration, 
assisted if necessary by an expert, checks the invoiced prices and makes any necessary corrections. 
Otherwise, and especially for the assessment of profits tax (not therefore company tax), they are 
determined either empirically or by the method of fractional apportionment, account being taken 
of the ratio between salaries and wages paid in Hungary and those paid abroad. 

lill');,. __ 

4· Buying Establishments. 

If a foreign enterprise buys goods in Hungary for sale abroad, it is not taxable unless it has a 
permanent establishment or agency within the cow1try. If it is so taxable, the profits are assessed 
by the method best suited to the particular case. -

5· Research or Statistical Establishments, Display Rooms, etc. 

As a rule, the existence of an establishment justifies liability to tax in Hungary. But as 
Hungarian fiscal law aims at taxing the commercial profit only, the authorities do not, in practice, 
tax establishments such as research or statistical offices which earn no direct profits. The same 
applies to display rooms where no contract is concluded. If contracts are concluded, the 
establishment will of course be taxable, and tax will be assessed by the methods ordinarily used for 
establishments of foreign enterprises. 

(b) OTHER KINDS OF ENTERPRISE. 

No special allocation problems nornl.ally arise for enterprises other than industrial or commerchl. 
It ma~ be mentioned: however, that the profits of banks and credit institutions are usually 
determmed on the basis of separate accounts. So are those of insurance companies, unless their 
balance-sheets are inexact or ambiguous, in which case profits are taxed on the basis of the ratio 
between premiums received in Hungary and total premiums received in all countries. 
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The few railways not owned by the State are also taxed on the basis of their balance-sheets. 
Sirnilarly, in the case of other transport enterprises, power, light and gas, and mining enterprises, 

the method of separate accounting is preferred. If recourse is had to fractional apportionment, 
allocation is based on the ratio between salaries and wages paid in Hungary and those paid abroad. 

No question of allocation arises in connection with telephone and telegraph enterprises, which 
are a Government monopoly. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

The profits of national enterprises are allocated according to their origin, when there is occasion 
to claim an .exemption in respect of the prqfits of their foreign establishments or from property 
situated abroad. 

These profits are exempt from profits and company taxes when the foreign country imposes 
upon them a direct tax similar to the Hungarian tax on the same profits and when the foreign 
country does not tax the profits of the Hungarian establishments of its own national enterprises. 

If profits are allocated according to their origin, the same methods are employed, 1111tfatis 
mutandis, as are used for foreign enterprises with establishments in Hungary. 

C. TRUST AND HOLDING COMPANIES. 

I. NATIONA,L HOLDING COMPANY CONTROLLING ONE OR MORE FOREIGN SUBSIDIARIES. 

Even if a Hungarian company holds part of the capital of a foreign company, so that the latter 
is controlled. and governed by the Hung.J.rian company, there is no departure from ordinary law : 
the profits of the branch will not be taxable in themselves, and the dividends and advantages accruing 
to the holding company will be liable to company tax in the same way as its other profits. 

II. LOCAL SUBSIDIARY COMPANY CONTROLLED BY A FOREIGN HOLDING COMPANY. 

When a foreign holding company holds shares in a Hungarian company, but without thereby 
acquiring control over the latter, the fiscal position will be the same as that of all other companies 
whose capital is divided among the shareholders - i.e., the Hungarian company will be liable to 
company tax and will withhold from the dividends and directors' fees it pays to the foreign 
company the tax on these two classes of income. 

The case is different when the foreign company holds such a large part of the Hungarian 
company's capital that the latter becomes economically subject to the foreign enterprise. In this 
event, the remarks made under the heading " Apportionment between Parent Enterprise and 
Subsidiaries " will apply. 

D. DOUBLE-TAXATION AGREEMENTS. 

According to the different double-taxation conventions, if an enterprise has establishments 
in both contracting States, tax may only be levied in each State on the income from business 
transacted by an establishment situated in that State. 

Further, the Conventions with Italy and Poland formally emphasise that. with a view to 
allocating the income between the two contracting States, the financial authorities of each State 
may request taxpayers to submit statements of their general and special accounts and any other 
documents provided for by the law of the respective States. Should it be impossible to employ 
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such documents, the supreme financial authorities of the two contracting States shall agree upon 
the measures to be taken to secure a fair and equitable apportionment of income. 

The Convention with Czechoslovakia does not classify the head office of an enterprise among 
establishments ; in the other Conventions, the head office or real centre of management is so included. 

The detailed rules for allocating the income of profit-seeking enterprises between the two- States 
have been fixed in relations with Austria, through a special agreement concluded on November 8th, 
1924, which contains the following clauses : 

" I. In assessing, for taxation, the sales office of a producing undertaking situated in the 
other State, the taxable business profits in respect of the sales office shall be reckoned at one
third of these total profits accruing from the sales effected through the said office. Where 
the sales office also undertakes purchases, its quota shall be raised to one-half. · Where purchases 
are effected by a branch situated in the one State, and sales by an establishment situated 
in the other State, the total profits accruing from such business transactions shall be allocated 
in equal parts. Profits which accrue from the joint activities of the two branches and which 
are to be allocated between the two States shall be reckoned on the total profits of the 
undertaking in accordance with the ratio of the turnover resulting from such joint. activities 
and the total turnover of the undertaking. Where profits are obtained exclusively owing to 
the activities of one of the two business establishments, they shall be reckoned on the total 
profits in accordance with the ratio of the turnover resulting from such activities and the total 
turnover of the undertaking. In no case shall the quota falling to the State in which is situated 
the centre of management (either alone or together with other business establishments) of 
an undertaking liable to company tax be less than one-tenth of the total profits. The fiscal 
authorities of the two States may jointly effect the allocation on the basis of the closed accounts, 
where it seems probable that any such division will not differ appreciably from the probable 
results of applying the aforementioned principles of division. 

" 2. In the calculations provided for in the foregoing paragraph, turnover expressed in 
different currencies shall be reckoned according to the average rate quoted on the Vienna 
Exchange (mean cheque rate on Budapest) during the period for which the taxes are payable. 
The average will be calculated according to the rates on the Ist, nth and 21st of each month 
of the period in question. In the event of no quotation being made on one of the specified days, 
the first quotation given after this day shall be taken. Both parties agree that profits expressed 
in different currencies should be converted at the rate of the day on which the balance-sheet 
was drawn up. 

" 3· Where a branch, in cases other than those already mentioned, engages in business 
transa.ct~ons on behalf of a branch situ~ted in the territory of the other State, the customary 
commiSsion shall be regarded as profits m the State in which the transactions in question were 
effected. 

" :4· If t.he results obtained by the application of the foregoing principles are obviously 
at vanance w1th the actual profits earned, the two financial administrations may agree upon 
another method of allocation. 

" 5· In the case of branches of credit institutions, the profits of tht branch shall be 
deemed to be the portion of the total profits of the undertaking which corresponds to the ratio 
of the costs for staff borne by the bra~ch and the costs for st,aff borne by the undertaking 
as a whole, In the case of branches of msurance companies, the allocation shall be effected in 
~ccordance with the ratio of the premiums dealt with by the branch establishment of the 
msurance company and the total premiums received by the undertaking. 
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The Conventions which Hungary has concluded with States concerned in river traffic on the 
Danube (Germany, Austria, Czechoslovakia, Yugoslavia and Roumania) lay down as a 
fundamental principle that shipping enterprises on the Danube shall be liable to taxes on 
their business income only in the State in which they have their head office. 

Under the special agreement concluded with Austria, a railway company whose head office 
is in one of the two States and whose operations extend into the territory of the other State is liable 
to industrial and commercial profits tax only in the State where it has its head office, unless it 
operates a section of line in the other State which is longer than fifteen kilometres ; if it is, the 
enterprise will be taxed in the two States in proportion to its operations in each (paragraph 3, 
Article 3, of the Treaty). The agreement also provides that, at the request of either of the two 
Administrations, the items on which assessment is to be based shall be apportioned in any particular 
case by special agreement. 

u. Iii 
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Annex. 

TARIFF OF DIRECT AND ASSIMILATED TAXES. 

I. TAX ON LANDED PROPERTY. 1 

20 per cent of the cadastral net income. 

II. TAX ON BuiLDINGS. 2 

17 per cent in Budapest l 
16 per cent in other cities of gross inco.ne. 
14 per cent in villages · 

III. TAX ON PROFITS. 3 

5 per cent of net income. t 

IV. COMPANY TAX. 6 

I. Share companies, partnerships with share capital, limited liability companies, mining 
companies, co-operative societies with profits exceeding 6 per cent of their capital, railways, savings 
banks and financial institutions : 

16% if the profits do not exceed IO% of the company's capital. 
I8% if the profits represent I0-15% of the company's capital. 
20% if the profits represent 15-20% of the company's capital. 
22% if the profits represent 20-25% of the company's capital. 
24% if the profits represent 25-30% of the company's capital. 
26% if the profits represent 30-35% of the company's capital. 
28% if the 'profits represent 35-40% of the company's capital. 
30% if the profits exceed 40% of the company's capital. 

1 Article I of the Law XXIII, of 1929. 
• Article I of the Law II, of 1929. 
1 Article 17 of the Collected Laws No. 300 and of Executive Regulation No. 30ooo, of 1927. 
• The rate of tax accruing to communes may, by a decision of the Finance Minister, be doubled. 
• Article 19 of the Collected Laws No. 400 and of Executive Regulation No. 4oooo, of 1927. 
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2. State enterprises and public corporations : 

Amount of Profits 

Not exceeding 6,ooo pengo . 
From 6,ooo-r2,ooo pengo • 
From r2,ooo-r8,ooo pengo . 
From r8,ooo-24,000 pengo . 
From 24,ooo-36,ooo pengo . 
From 36,ooo-48,ooo pengo . 
From 48,ooo-6o,ooo pengo . 
Above 6o,ooo pengo 

Rate of Tax 
Percentage 

5 
6 
7 
8 
9 

IO 
12 
IS 

227 

Company tax is increased by an additional tax equal to 40 per cent of its amount (Ordinance 
No. 1390 M.E. of 1933). 

V. TAX ON DIRECTORS' PERCENTAGES. 1 

Taxable Amount 

Not exceeding J,ooo pengo 
Between 3,ooo and ro,ooo pengo 
Over ro,ooo pengo •..... 

Rate of Tax 
Percentage 

r6 
20 
25 

Directors' percentages are, in addition, liable to a special tax on directors' percentages whose 
tariff is the same as that of the special tax on salaries and wages • and has been likewise increased 
by. 25 per cent (Ordinance No. 1390 M.E. of 1933). 

VI. TAX ON DIVIDENDS. 3 

o.s per cent of the dividends. 

VII. TAX ON INTEREST. 4 

ro per cent of the taxable income. 

1 Article 19 of Collected Laws No. 400 and of Executive Regulation No. 40000, of 1927. 
I Article 1 of the Ordinance No 4740, of 1931 and Ordinance No. 1390 M.E of 1933. 
• Article 27 of the Law V, of 1927. 
• Article I of the Ordinance No. 3700 P.M., of 1926, and of the Ordinance No. 1820, of 1932. 
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VIII. TAX ON SALARIES AND WAGES. 1 

AMOUNT OF TAX 
(In pengo) 

AMOUNT OF TAXABLE INCOME 
Amount of tax corresponding to the (In pengo) 

part of income exceeding. the first figure 
Tax corresponding of the " income " column 
to the amount of (to be calculated by slices) 

income equal to the 
Amount of tax first figure of the 

A"J "income" column Amount corresponding to 
Between of the slices each slice or part 

of slice 

I. Salaries exceeding 20 pengo per week : 
I 

20 4S 
I 

o.ro s o.os 
4S 9S 0.30. s O.IO 
9S I4S I.30 s o.rs 

I4S ISO 2.80 s 0.20 
rso 170 3 IO 0.2S 
170 320 3-SO IO o.so 
320 360 II IO I 
360 40S IS IS I 
40S 4SO r8 IS I. SO 
4SO S2S 22.SO 2S 2.50 
S2S 6so 30 2S 3 
6so 700 4S so s 
700 7SO so so 6 

2. Salaries exceeding So pengo per month : 

So r8o 0.40 20 0.20 
rSo 380 r.6o 20 .. 0.40 

. 380 sso S-20 20 . o.6o 
sBo 6oo II.20 20 o.8o 
6oo 68o I2 40 I 
68o !,280 I4 40 2 

!,280 I,440 44 40 4 I,440 ·I,62o 64 6o 4 I,62o r,Boo 72 6o 6 
I,8oo 2,IOO 90 roo IO 
2,!00 2,6oo 120 roo !2 

I 
2,6oo 2,8oo r8o 200 20 
2,8oo 3,000 200 200 24 

I 3,000 and above 224 200 IS 

1 Article xS of the Finance 1\Iinistry Ordinance No. 300, of 1927. 
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Note. Under Ordinance No. 1390 l\l.E. of 1933, the rates below should be increase<l by 25 per cent. 

AMOUNT OF TAX 
(In pengo) 

AMOUNT OF TAXABLE INCOME 
(In pengo) Amount of tax corresponding to the 

part of income exceerling the first figure 
Tax corresponding of the u income " column 
to the amount of (to be calculated by slices) 

inccme equal to the 
first figure of the Amount of tax 

Between And ,. income " column Amount corresponding to 
of the slices each slice or part 

of slice • 

I. Salaries exceeding 30 pengo per week : 

30 35 0.40 - -
35 45 0.40 5 O.IO 

.45. 95 o.6o s 0.20 
9S 145 2.60 s 0.30 

I4S ISO s.6o s 0.40 
ISO I70 6 IO o.so 
I70 320 7 ' IO I 
320 360 22 

.. 
IO 2 

36o 40S 30 IS 2 
40S 4SO 36 IS 3 : 
4SO 525 .4S 25 5 
S25 6so 6o 2S 6 
6so goo go so io 
goo I,700 140 IOO 20 

I,700 2 ... 500 300 IOO 25 

2. Salaries exceeding 120 pengo per month : 

120 I 1.40 r.6o - -
140 I8o r.6o 20 0.40 
180 380 2.40 20 o.8o 
380 58o I0.40 20 I.20 
s8o 6oo 22.40 20 · r.6o 
6oo 68o 24 40 ' 2 
68o r,28o 28 40 4 

I;28o •'I,440 88 40 8 
I,44o I,62o 128 6o 8 
I,62o I,8oo I44 6o I2 
1,8oo 2,100 180 IOO 20 
2,IOO 2,6oo 240 100 24 
2,6oo 3,6oo 360 200 40 
3,000 6,800 s6o 400 8o 
6,8oo 10,000 1,200 400 IOO I 

1 Ordinance No. 4740 M.E., of 1931. 
• Figures of this column should be reduced by half in the case of public officials. 
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3· Salaries exceeding ro,ooo pengo per month : 

20 per cent of the taxable am~unt ~.the case of taxpayers other than public officials. 
ro per cent in the case of public off1c1als. 

X. INCOME TAX. 1 

r. Normal Rate. 

AMOUNT OF TAX ) 

(In pengo) 
AMOUNT OF TAXABLE INCOME 

Amount of tax corresponding to the (In pengo) 
part of income exceeding the first figure 

Amount of tax of the " income " column 
corresponding to the (to be calculated by slices) 

amount of income I equal to the first 
Amount of tax figure of the Amount corresponding to Between And " income " column I ot the slices each slice or part 

of slice 

(a) Income not exceeding 36o,ooo pengo: 

Goo 700 7 - I - -700 1,200 7 roo I 
1,200 2,300 12 roo 2 
2,300 3.500 34 - roo 3 
3.5oo 4,000 70 roo 5 4,000 4,800 95 200 6 
4,800 5,200 rr8 200 7 5,200 6,400 132 200 8 
6,400 II,200 r8o 200 IO II,200 12,000 420 200 IS 12,000 17,400 480 300 20 

17,400 r8,ooo 840 300 30 r8,ooo 20,000 goo 400 40 20,000 23,000 I,IOO 500 40 23,000 27,000 1,340 soo so 27,000 34,000 1,740 soo 6o J4,000 I 35,000 2,58o soo 70 3s.ooo 36,ooo 2,720 soo 8o 36,ooo 49,000 2,88o 1,000 120 49,000 6o,ooo 4.460 r,ooo 140 6o,ooo 7S,OOO 6,000 r,ooo r6o 75,000 76,ooo 8,700 r,ooo 26o 76,ooo 

I 
82,000 8,g6o 2,000 280 82,000 96,ooo 9,8oo 2,000 400 96,ooo roo,ooo 12,480 2,000 I soo 

1 Article 22 of the Coliected Laws No. soo, of 1927. 

I 
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I 
AMOUNT OF TAX 

(In pengo) 

AMOUNT OF TAXABLE INCOME Amount of tax corresponding to the 
(In pengo) part of income exceeding the first figure 

Amount of tax of the " income " column 
corresponding to the (to be calculated by slices} 

amount of income 
equal to the first Amount of tax figure of the Amount corresponding to Between And ,. income " column of the slices each slice or part 

of slice 
l 

(a) Income not exceeding 36o,ooo pengo (contimud) 

100,000 105,000 I 13,480 I 2,500 500 

I 

105,000 107,500 I 14,480 2,500 520 
IOJ,500 120,000 15,000 2,500 6oo 
120,000 140,000 18,ooo 5,000 2,000 
140,000 18o,ooo 26,000 10,000 2,500 
18o,ooo 210,000 36,ooo 10,000 2,700 
210,000 220,000 41,100 10_.000 2,8oo 
220,000 230,000 47,000 10,000 2,900 

I 
230,000 240,000 41).800 I 10,000 3,000 
240,000 280,000 52,800 

I 
20,000 5,8oo 

280,000 320,000 64,400 20,000 6,600 

I 320,000 360,000 76,8oo I 20,000 I 6,600 

(b) Income exceeding 36o,ooo pengo : 

Amount of tax coi'lesponding to the part of income which does not 
exceed 360,000 pengo . . . . . . . . . • . . . • • . . . . . . . 9o,ooo pengo. 

I 
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Amount of tax corresponding tq the part of income which exceeds 36o,ooo pengo : 

AMOUNT OF TAXABLE INCOME SLICES RATE 
(In pengo) OF INCOME APPLICABLE TO 

(In pengo) 'EACH SLICE 

Between And (In pengo) 

360,000 380,000 20,000 25·5. I 380,000 400,000 20,000 26-

I 400,000 425,000 25,000 26.5 
425,000 450,000 25,000 27 i 
450,000 475,000 25,000 27·5 

I 475,000 500,000 25,000 28 
500,000 

I 
525,000 25,000 28.5 I 

525,000 550,000 25,000 29 I 

550,000 575,000 25,000 29.5 -
575,000 6oo,ooo 25,000 30 
6oo,ooo 625,ooo 25,000 I 30·5 
625,ooo 65o,ooo 25,000 3I 
65o,ooo 675,000 25,000 3I~5 
675,000 700,000 25,000 32 
700,000 725,000 25,000 32·5 
725,000 750,000 - 25,000 33. 

. 
750,000 775,000 25,000 33·5 
775,000 8oo,ooo 25,000 - 34 
8oo,ooo 825,ooo 25,000 34·5 
825,ooo 85o,ooo 25,000 35. 
85o,ooo 875,000 25,000 35·5 
875,000 900,000 25,000 36 

I 
goo,ooo 925,000 25,000 36.5 
925,000 950,000. 25,000 37 
950,000 975,000 25,000 37·5 
975,000 I,OOO,OOO 25,000 38 

r,ooo,ooo r,o5o,ooo 50,000 38·5 
r,o5o,ooo I,IOO,OOO 50,000 39 I,IOO,OOO I,200,000 IOO,OOO 39·5 !,200,000 above 40 

2. Increased Rate. 

The increased rate varies according to the amount of the normal tax, but it is always 
approximately ro per cent higher than the normal rate. 

3· Additional Tax. 1 

6o per cent of the basic amount. 

1 Article 3 of the Ordinance No. 1390, of 1933. 
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XI. PROPERTY TAX. 1 

I. Ordinary Tax. 

A:VIOUNT OF TAX 
(In pengo) 

AMOUNT OF TAXABLE PROPERTY 
(In pengo) Amount of tax corresponding to the part 

Amount of tax 
of property exceeding the first figure of 

corresponding to the 
the •· property" column 

amount of property 
(to be calculated by slices) 

equal to the first Amount of tax 
Between And 

figure of the Amount corresponding to " property " column of the slices each slice or part 
of slice • 

5,000 IO,OOO 6 I;OOO I 

10,000 20,000 IO 2,000 2 

20,000 

I 
40,000 20 4,000 4 . 

40,000 120,000 40 5,000 - 5 
·120,000 180,000 120 5,000 6 

.18o,ooo 220,000 196 5,000 8 

220,000 - 230,000 244 10,000 9 
230,000 240,000 253 10,000 13 
240,000 400,000 266 10,000 14 
400,000 4I5,000 490 I5,000 I4 

415,000 460,000 504 I5,000 I6 

460,000 475,000 552 I5,000 I8 

475,000 535,000 570 I5,000 20 

535,000 955,000 65o I5.000 25 

955,000 970,000 1,350 I5,000 30 

970,000 I,ooo,ooo I,380 15,000 40 
I,OOO,OOO I,IOO,OOO I,460 25,000 40 
I,IOO,OOO I,I25,000 1,620 

·. 
25,000 so 

I,I25,000 I,I75,000 I,670 25,000 55 
I,I75,000 1,825,000 1,7~0 zs,ooo 6o 

I,825,000 2,000,000 3.340 25,000 So 

2,000,000 2,300,000 3,900 25,000 IOO 

2,300,000 2,8oo,ooo 4,soo so,ooo ISO 

2,8oo,ooo 3,300,000 6,000 so,ooo I6o 

3,300,000 3,85o,ooo 7,6oo so,ooo I80 

3,85o,ooo 5,200,000 9,400 so,ooo 200 

5,200,000 6,8so,ooo I5,000 so,ooo 300 

6,8so,ooo - 7,oso.ooo 24,600 so,ooo 40.) 

1 Article 41, Collected Laws N·o. soo, of 1927. 
• The amount of tax relating to a fraction of slice may never exceed 1 per cent of such a fraction. For exam~le, 

let us take a property amounting to 8,6s8,ooo pengo; it is decomposed as follows : 8,475,000 pengo, to which 
corresponds a tax of 34,ooo pengo, plus two slices of 75,000 pengo, on each of which a tax of 500 pengo is due, plus 
a fraction of slice of 33,000 pengo For this fraction of slice, the tax may not be of 500 pengo, but will be reduced 
to 330 pengo - i.e., 1 per cent of 33,ooo pengo. 



234 HUNGARY (A-NNEX) . 

AMOUNT OF TAX 
(In pengo) 

AMOUNT OF TAXABLE PROPERTY ---· 
(In p~ng5) Amount of tax corresponding to the part 

of property exceeding the first figure of 
Amount of tax the •·property" column 

corresponding to the (to be calculated by slices) 
amount of property 

equal to the first 
Amount of tax 

Between And figure of the Amount corresponding to " property •· column 
of the slices each slice or part 

of slice 

7,050,000 8.475,000 26,4QO ; 75,000 400 
8,475,000 9.900,000 34,000 75,000 soo 
9.900,000 1o,8oo,ooo 43.500 100,000 soo 

10,8oo,ooo 12,000,000 48,ooo 100,000 1,000 
12,000,000 12,750,000 6o,ooo 150,000 1,000 
12,750,000 13,050,000 65,000 150,000 r,5oo 
13,050,000 14,400,000 68,ooo 150,000 2,000 
14,400,000 15,000,000 86,000 150,000 J,OOO 
15,000,000 15,500,000 98,000 

' 
250,000 J,OOO 

15,500,000 17,000,000 104,000 250,000 4,000 
17,000,000 17,500,000 136,000 250,000 6,000 
1J,500,000 18,ooo,ooo 154,000 250,000 . 8,000 
18,ooo,ooo r8,soo,ooo 162,000 500,000 8,000 
18,5oo,ooo 19,000,000 1JO,OOO 500,000 

I 
15,000 

19,000,000 20,000,000 185,000 1,000,000 15,000 I 20,000,000 above 200,000 100,000 I,OOO I 

2. Additional T(u .. on Property. 1 

The rate of the additional tax on property is equal to 100 per cent of the normal tax on 
property. 

. 

1 

Article xz of the Ordinance Ko. 2030, of 1932, and Article 4 of tile Ordinance No. 1390, of 1933., 

I 
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XII. TAX FOR THE SUPPORT OF DISABLED. 1 

Note. Under Ordinance No. 1390 M.E. of 1933 the rates below should be doubled. 

I. Rate of the Tax for the Support of Disabled when £tis levied on the Basis of Taxes Other than 
the Tax on Salaries and Wages. 

(In pengo.) 

Amount corresponding 
Amount corresponding to the part of tax exceeding 

the first figure of the " tax " column 
Amount to the basic tax (to be calculated by slice) 

of the basic tax corresponding to the first 
figure of the Amount of tax " amount of tax, column Amount of the slices corresponding to each slice 

o-ro O.IO - -
Io-30 O.IO IO O.IO 
3Q-40 0.30 IO o.r5 
4Q-70 0.45 IO 0.20 
Jo-g<> I IO 0.30 
go-r6o r.6o IO 0.50 

r6o-2oo 5 IO I 
200-240 9 IO 2 

2. When the Tax is computed 011 the Basis of the Tax o1t Salaries and Wages. 

(a) In the case of the tax on salaries and wages being payable weekly : 

Amount of the basic tax 
(in pengo) 

Not exceeding 2 
Between 2 and 3 . 
Between 3 and 4 . 
Between 4 and 5 . 
Over 5 •...• ... . 

Amount of the tax 
for the support 

of disabled (in pengo) 
per week 

0.02 
0.05 
O.IO 
o.r5 
0.04 (for each pengo or fraction 

of pengo) 

{b) In the case of the tax on salaries and wages being payable monthly : 

Amount of the basic tax 
(in pengo) 

Not exceeding 8 
Between 8 and 12 . 
Between 12 and r6 . 
Between r6 and 20 . 

Amount of the tax 
for the support 

of disabled (in pengo) 
per month 

O.IO 
0.20 
0-40 
o.6o (for each slice of 5 pengo or 

fraction of slice) 
1 Article 5 of the Colletted Laws No. 700, of 1927. The tax for the support of disabled is assessed on the basis 

of the total amount of the taxes on land, on buildings, on companies, on directors' percentages, on salaries and 
wages, on income and on property, which the taxpayers must pay during the taxable year. 
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ITALY (I} 

PART I. - GENERAL DESCRIPTION OF INCOME-TAX SYSTEM. 1 

In Italy, the income-tax system is based upon a distinction between impersonal taxes and 
personal taxes. 

Taxes are regarded as impersonal when they are payable simply because the income exists (is 
produced, that is to say) in Italy, and entirely irrespective of the person who receives it, or of the 
status and circumstances of such person. " Personal " taxes are taxes for the enforcement of 
which the law defines the status and taxable capacity of the taxpayer in the light of. circumstances 
attaching to his person. 

The following are impersonal taxes 

(a) The tax on land ; 
(b) The tax on buildings ; 
(c) The tax on income from movable wealth ; 
(d) The tax on agricultural income regarded as movable wealth. 

The following are personal taxes : 

(e) The complementary graduated tax on total income ; 
(I) The tax on bachelors of Italian nationality. 

I. LAND-TAX. 

x and 2. TAXPAYERS AND TAXABLE INCOME. 

The land tax 2 is imposed on income that the owner derives from rural property. Income is 
regarded as derived from landed estate (reddito dominicale) \vhen it is obtained from the natural 
productivity of the land or from capital permanently invested in it. 

The tax is leviable on rural estates situated in Italy, irrespective of the owner's nationality. 
Thus persons domiciled in Italy and enterprises whose statutory seat is in Italy are not liable to tax 
on land they possess abroad. On the other hand, the tax is due from persons domiciled abroad and 
enterprises whose statutory seat is abroad, in respect of land they possess in Italy. 

1 Legislation in force on June xst, 1933. 
a The land tax is governed by the basic Law No. 2382, of March xst, x886, which has been amended to a 

certain extent by the Laws of June 2oth, x889 (No. QIJO), January 21st, 1897 (No. 23), July 7th, 1901 (No. 321), 
and July 8th, 1904 (No. 386), and by the Royal Decree No. 2089, of October 23rd, 1909. 

Regulations in execution of the basic Law of March xst, x886, were ·approved by Royal Decree on January 
26th, 1905, and these were modified by a number of later royal decrees. 

II. 16 
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EXEMPTIONS. 

It would be superfluous to enumerate the various exemptions based either _on :the nature of t~e 
ground or the use to which it is put. It should, however, be noted that the mcome from ~and m 
use as mines, quarries, peat-bogs and salt-works (Law No. 7222, of December~th, 1923) and mcome 
from lakes and ponds used for fishing (Law No. 1260, of July rrth, 1929). 1s exemp~ from land 
tax, but that it is subject to the tax on income from movable w_ealth and_ 1s treated m the same 
way as industrial or commercial income accruing to the enterpnse to whrch the land belongs. 

3. ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE !!{COME. 

The property yield of land is assessed by the fiscal authorities on the basis of i~s area and position, 
geological features and nature of its cultivation, without a return being reqmred of the taxpayer. 
The owners have certain legal remedies against the assessment by these experts and may appeal to 
have the income from their land fixed with a closer regard for facts. 

Speaking broadly, this form of income (reddito dominicale) corresponds to the rental value of 
'the estate. 

Once the inc-ome is determined, the adll)inistration enters it in a special register (cadastre) kept 
as a rule for the territory of every commune in the kingdom and showing the area of the estate, its 
character, the forms of cultivation and the name of the person having the use thereof (owner, 
usufructuary or holder on long lease). All transfers of the property inter vivos or by inheritance are 
immediately entered in the register. 

The income entered in the register cannot be lowered or raised in consequence of changes in 
its nature, class or tariff, except by a general revision of the register. Such revision is governed by 
a special law. · 

Changes in the classification of land and its income are, however, permitted for certain special 
reasons indicating either an increase (an alluvial deposit, formation of islands, census of property 
hitherto not included in a census, revised classification of improved land, etc.) or a decrease {total 
or; partial abolition of property or loss of its productive capacity). It is the duty of the financial 
administration to ta~e note of these changes and enter them in the register every five years. 
Further, every taxpayer may claim in respect of any year a revision of the incom~ for which his 
land is assessed, if the products of that land differ from those mentioned in the register. In this 
case, the tax is assessed on the revised income as on January 1st of the year following that in which 
the revision was claimed. 
. The financial authorities may in their turn proceed in any year to revise the income from land 
so as to take account of any increase of income resulting from a change in cultivation. In this 
case, too, the new income is taxed as from January 1st of the year following the year of revision. 

In order to avoid inequalities of treatment due to the diversity of cadastral registers, some of 
which were in existence prior to the unification of the kingdom, while others were established by 
the Law of 1886 on Land Registers, Law No. 17; of January 7th,1923, prescribed a general revision of 
cadastral income with effect as from January 1st, 1925. This revision is based on a revaluation of 
income in accordance with the prices of agricultural products on January 1st, 1914. 

The incomes established by this general revision are therefore expressed in gold values. 

(b) CoMPUTATION OF TAx. 

The rate of tax on these incomes is fixed at 10 per cent, which is very much in the taxpayer's 
fa:rour, for he has only to pay a tax of 10 paper lire per roo gold lire of income, expressed, as already 
sard, in gold values. The tax is increased by additional percentages (centimes additionnels) which 
are levied in favour of the provinces and the communes. The normal rate of these " centimes 
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additionnels " is, as regards those levied on behalf of the communes, 200 centimes per lira of the 
basic tax, and as regards those collected for the provinces, so centimes per lira of the basic tax. 
In the first case, the " centimes additionnels " may be increased up to 400 and further up to soo, 
while those belonging to the provinces may only be raised up to roo. 

4· COLLECTION OF TAX. 

The land tax is paid by the taxpayer himself. It is collected from him in accordance with the 
general provisions governing the recovery of taxes payable by the taxpayers themselves, which 
are set forth in connection with the tax on income from movable wealth (pages 254 and 255). 

II. TAX ON BUILDINGS. 

1 and 2. TAXPAYERS AND TAXABLE INCOME. 

The tax on buildings 1 is leviable on the income from buildings, whatever the materials used 
or purpose of the building. 

The tax is payable by the owner of the income - i.e., the person who has the proprietary 
enjoyment of the building or from one who enjoys a right of usufruct, use, habitation or perpetual 
lease in respect thereof. 

The owner of the income is liable to this tax whatever his nationality or domicile. 

EXEMPTIONS. 

As already mentioned, the income from mines, quarries, peat-bogs and salt-works, and lakes and 
ponds used for fishing is not liable to land tax, but makes up part of the total income from 
industry and is thus liable to the tax on movable wealth. Similarly, the income from buildings 
used as factories is exempted from payment of the tax on buildings and is included in the assessment 
of industrial income resulting from the exploitation of the factory (Articles 5 and 6 of Law No. 3069, 
dated December 30th, 1923). 

As regards exemptions properly so called, we would merely mention that all buildings are 
exempt from tax for the first two years following their erection and that buildings used as 
dwellings, hotels, offices and business premises, the building of which was begun at a date fixed by 
the law and which shall have been declared habitable by December Jist, 1935, are exempt from tax 
for twenty-five years. 

3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME AND DEDUCTIONS. 

The taxable income is computed either on the basis of the actual income - i.e., the rents as 
shown in the leases (the financial administration can alter the rent laid down in the contract if it 
does not think it in accordance with facts), or on the rental value when the premises are not let. 
In assessing income, account is taken, not only of the building proper, but of any land forming an 
integral part of it, such as courtyards, gardens, etc. 

· The net taxable income is obtained after reducing the actual or presumed income by" one-third, 
to represent ordinary and extraordinary costs of upkeep, cost of fire insurance, depreciation, losses 
resulting from partial failure to let or from total failure to let over a period not exceeding twelve 
consecutive months. This reduction of one-third is fixed ; its application is universal and it cannot 
be increased or diminished on the grounds that it is no longer in accordance with the facts. Further 
deductions from the actual or presumed income are costs of minor repairs, tips to concierges, water, 

'The tax on buildings is ·governed by the basic Law No. 2136, of January 26th, 1S65. This law has been 
constantly amended by further laws, and executive regulations were published in Royal Decree No. 4024, on 
August 24th, 1877. 
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light and gas rates, charges for central heating, lifts, etc., when the owner can prove that these 
expenses fall upon him and not upon the tenant. These expenses, however, are deducted, not in the 
form of a lump sum, but must correspond to the actual expenditure. _ 

When the net income assessable for tax has thus been determined, it is entered in a special register 
(cadastre) similar to that used for landed estate, but quite distinct from it. 

The income shown in the register may be altered in virtue of a general revision resulting from 
a law. The last real general revision of income from buildings in Italy was undertaken in virtue 
of Law No. 6214, of July 11th, 1889. The Law of December 30th, 1923, which came into force on 
January 1st, 192s, proyided for a new general revision, but in a purely automatic form, since the 
administration re-assessed the incomes entered in the register by increasing them by a coefficient 
larger or smaller according as the assessment on which they were based dated back a long or short 
time beyond 1923 (this law did not affect incomes assessed between January 1st, 1923,"and December 
31St, 1924). . , 

For incomes assessed prior to December 31st, 1910, the coefficient was 300 per cent ; prior to 
December 31st, 1918, 2SO per cent ; prior to December 31st, 1920, ISO per cent ; and prior to 
December 31st, 1922, so per cent. 

Unlike the measures for re-assessing income from land, to which reference was made above, the 
general re-assessment of buildings does not express incomes in gold, but in paper lire. We shall see 
the consequences of this when we come to consider the complementary tax. 

Income--trom buildings may be altered by a partial as well as a general revision. 
Partial revisions may serve to correct errors made in the general revision prescribed by 

the Law of December 3oth, 1923. 
Their purpose may be to determine the reductions or increases of income at a given time and 

resulting from permanent causes, provided the increase is not less than one-third and the reduction 
less than one-quarter of the income determined at that time. 

(b) COMPUTATION OF TAX. 

_The income from buildings is taxed at the rate of 10 per cent. This tax is increased by 
additional centimes in favour of the communes and provinces. The law fixes this supplementary 
tax in the form of a certain number of centimes per lira of ordinary tax paid into the Treasury ; 
the normal proportion is so cen.times for the communes and the provinces ; it may be raised up to 
7S centimes in the ca!ie of provinces, and up to 100 centimes or even I2S centimes in favour of 
the communes. 

These additional centimes increase considerably the tax burden on immovable property and 
they constitute the principal receipt of the provincial and communal budgets. 

4· COLLECTION OF TAX. 

What. has been said ab~v~ co~cerning the collection of the land tax applies here also, and 
the collectwn of the tax on buildmgs 1s governed by the general provisions applicable to the collection 
of direct taxes, which, as already indicated, is set forth in connection with the tax on movable 
property (pages 2S4 and 2SS). 

III. TAX ON INCOME FROM MOVABLE WEALTH. 

r and 2. TAXPAYERS AND TAXABLE INCOME. 

In respect of yield, the tax on income from movable wealth ( ricchezza mobile) 1 is the most 
important direct tax in the Italian fiscal system. 

1 This tax is governed by the basic Law No. 4021, of August 24th, r877, to which subsequent laws have added 
numerous amendments: These we shall ~efer to in the !?resent report as occasion requires. 

For the moment, 1t need only be sa1d that regulations for executing the Law of August 24th, r8n, were 
approved by Royal Decree No. 560, dated July rrth, 1907. 
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The law understands by " income from movable wealth " all income not derived from land 
and buildings, including income from real property when such property has not been or cannot be 
assessed for land tax (income such as quit-rent ( cens), tithes (dimes), income from assignment 
(contrats d'antichrese) contracts). 

The tax on movable wealth is imposed upon income derived in Italy irrespective of its owner ; 
it is therefore levied, not only on income received by individuals, but also on income received 
by corporations and by commercial companies established de jure or existing de facto, by non
commercial companies (societes civiles) formed for some profit-maldng purpose, by associations, 
consortiums, etc. The law establishes complete equality of treatment between nationals and 
foreigners, whether resident in Italy or not. -

The tax is leviable upon all products of movable wealth originating in the national territory, 
wliether they are recurrent and periodical or single and non-recurrent, whether they accrue to 
Italian nationals or to foreigners and whether these two classes of person do or do not reside in Italy. 
The law regards the following as produced on national territory: 

(a) Income entered at Italian offices for the registration of mortgages or resulting from a 
notarial act and drawn up in Italy ; 

(b) Salaries, pensions, annuities, interest and dividends paid on behalf of the State, 
provinces, communes, public institutions and commercial, industrial or insurance companies 
having their seat in Italy ; 

(c) Income derived from industries, trades, employments and professions carried on in 
Italy and, generally, every kind of income, other than from land and houses, when such income 
is prodHced in the kingdom or payable by persons domiciled or resident in the kingdom. 

This last paragraph necessitates some explanation as to (I) what the law means by " domicile " 
and by" residence ",and (2) the cases in which the law considers that an industrial, commercial 
or professional income originates in the country. 

I. The fiscal laws do not contain any special clause defining the domicile or residence of tax
payers ; in this matter, the provisions applicable, even for fiscal purposes, are those of the Italian 
Civil Code, Article 16 of which defines domicile as the place where a person has the principal seat 
of his business and interests. This definition applies both to individuals and companies. Thus, 
as regards the latter, the domicile is the place in .which they have their seat, which place must be 
specified in the articles of association and in the company's statutes (Articles 88 et seq. of the 
Commercial Code). A company whose articles of association were drawn up in Italy, but which 
establishes its seat in a foreign country, is not regarded as domiciled in Italy. On the other hand, 
a company constituted abroad which fixes its seat in Italy is regarded as domiciled in the country. 

As regards residence, Article 16 of the Italian Civil Code lays down that a person's residence 
is in the place where he customarily resides - that is,· the place where it is his habit to live -
although it may not be the seat of .his business and interests. This conception of residence can 
obviously apply only to individuals and not to companies. 

2. The existence or production of income within the national territory means that the taxpayer 
is liable to tax on all income he receives in Italy and also on income he receives abroad, if the centre 
of his productive activity is in Italy. 

An exception to this rule is allowed when the enterprise, while having its centre of management 
(central seat)in Italy, has established branches abroad. In such cases, the law exempts from tax 
on movable wealth the income resulting from the activities of the foreign branch. This exemption, 
however, is conditional upon the branch's keeping entirely separate accounts from those of the 
central seat and upon the enterprise submitting all the evidence necessary to determine the nature 
of the income to be ascribed to the subsidiary or branch and of the income to be ascribed to the 
central seat (Article 9 of Law No. 1463, dated August 12th, 1927). 



ITALY (i) 

All the above provisions apply also to branches established in the Italian colonies, provided 
· these colonies have a fiscal organisation independent of that of the mother country. 

Subsidiaries created abroad in a legally independent form are never liable to tax on movable 
wealth in Italy in respect of their foreign activities, even when they are controlled by, or are the 
full property of, the Italian company. . . . 

Nevertheless, the income received by the parent company m Italy IS reckoned for the purpose 
of assessing the net taxable income of the said parent when it is the result of exercising the said 
control or right of ownership and when it appears, after deducting expenses, among the asset~ in the 
balance-sheet of the Italian company. 

In practice, however, as the outcome of administrative interpretations and methods 
of application, the Treasury allows Italian companies in certain specific cases not to include among 
assets, for purposes of assessment, income which they can prove to be derived from the exercise 
of control over subsidiaries, or from the property of subsidiaries abroad, when this situation results 
from the possession of foreign shares of the said subsidiaries. 

As applied to foreigners, the taxation of income derived in the national territory means that the 
Treasury assesses these foreigners in respect of all income they receive in Italy, even if the centre of 
their activities is abroad, but provided they have a permanent productive organisation in Italy. This 
organisation may be a branch, a representative's office, an agency, a purchase and sales office, an 
establishment, a warehouse, goods depot, etc. · 

Accordingly, if a foreigner in Italy engages in purely occasional and isolated operations, or even 
in continuous transactions through a mere commercial traveller or an intermediary having the 
character of a really independent agent, and if, further, he has in Italy no permanent productive 
organisation involving any kind of continuous and direct activities in Italy, that foreigner is not 
liable to tax on movable wealth in respect of the incomefrom these transactions, unless the latter 
are recorded in one of the deeds mentioned above under (a). 

EXEMPTIONS. 

The law provides for various exemptions from the tax on movable wealth, exemptions both 
permanent and temporary. Amongst the numerous permanent exemptions from the tax we may 
mention the following : ' 

(a) Income which, according to the law, is already assessable for tax on movable 
wealth. 

. ~n this ground, a shareholder in a joint-stock company cannot be taxed on dividends 
distnbuted by the company, because these dividends have already paid the tax in the form of 
profits of the distributing company. · 

Similarly, a person who deposits savings in a bank cannot be taxed on the interest on that 
deposit, because, subject to the right to recover, the bank itself is taxed on that interest. 

(b) Interest on public debt and Treasury bon4s. 

(c) The premium on issues of new shares- that is the difference between the value of a 
company's old shares ~nd the price o.f the new shares ~sued by the company, whether they 
are offered to the public or whether given to the old shareholders on option. 

(d) . Interest on loans contracted by corporations, companies, or individuals for the 
construction and purchase of workmen's dwellings. 

(e) Interest on loans granted by certain credit institutions (institutions de credit fancier) 
lending on the security of real estate. 
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(I) In the case of agricultural credit operations facilitated by certain special organs and 
institutions authorised for this particular purpose, the fiscal law establishes a flat rate of 
taxation ( abonnement) of IO centimes per ~oo lire of capital used. This method of taxation 
includes the duties on agricultural credit transactions and the tax on movable wealth, whether 
levied on the income from the said credit operations or on the interest from bonds and on 
productive assets. 

(g) A very important exemption is that enjoyed by the interest on bonds issued by the 
provinces, municipalities, corporations and share companies. The purpose of this exemption 
is to encourage investment in works of public utility and national industries (Article ro of Law 
No. 1643, dated September 2oth, 1926) . 

. This exemption is only granted to bonds issued since the entry into force of the Law on 
September 3oth, 1926. The exemption extends to bonds issued in Italy as well as to bonds 
issued abroad. 

The law has special clauses dealing with loans contracted and bonds issued abroad by 
national companies of all kinds, by companies constituted abroad but having their seat and 
principal object of their enterprise in Italy, by municipalities a.Jld provinces or, finally, by other 
regularly constituted organs such as the consortiums. 

Law No. I634, of December r6th, 1922, authorised the Government to exempt from the 
tax on movable wealth interest on loans contracted abroad and bonds placed abroad by the 
above-mentioned organs, on condition that these bonds were not then brought into circulation 
in Italy. The Law No. 1635, of September 4th, 1925, has also empowered the Government 
to grant exemptions in connection with duties and fees on transactions. 

Law No. 2162, of December roth, 1923, and Law No. I, of January 5th, 1928, concerning 
loans contracted in any form abroad, prescribe previous authorisation by the State. 

Law No. 130, of March 13th, 1930, provides that the above-mentioned fiscal exemptions 
may be granted to loans and bonds contracted or placed abroad before December 31st, 1933. 

It appears from the foregoing explanations that, under Law No. 1643, of September 20th, 
1926, all bonds issued in Italy or abroad since September 30th, 1926, are exempt from the tax 
on movable wealth. As regards bonds issued abroad prior to September 30th, 1926, these 
only enjoy fiscal exemption when this is granted by the State. 

(h) Lastly, Law No. 857, of May 7th, 1925, allows the Government to exempt from the 
tax on movable wealth foreign shipping enterprises with branches, agencies or representatives 
in Italy, in respect of income derived from the exercise of maritime transport in Italian ports, 
provided that the same facilities are granted reciprocally to Italian shipping enterprises by 
the foreign States whose shipping companies are exempted in Italy. 

This exemption is enjoyed by American shipping companies with services in Italy (Royal 
Decree No. 8gr, of June nth, 1925) and by Italian shipping companies with services in the 
United States. 

In additi9n to these permanent exemptions, Italian law provides for numerous temporary 
exemptions granted for a number of years to works scientifically organised and erected in certain 
parts of the country or in certain towns (Naples) or in an industrial zone within the jurisdiction of 
certain ports (Venice, Leghorn, Fiume, Pola, etc.) ; also to scientifically organised industries in any 
part of the country for the extraction of essences from flowers and the manufacture of scent ; to 
works for drawing off water built on certain rivers and basins and to electric power-stations ; lastly, 
to establishments that consume the energy thus produced. 

Other temporary exemptions affect special industries like fishing and pisciculture, the building 
of merchant ships for Italian nationals, etc. 
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3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME AND DEDUCTIONS. 

The taxation of income from movable wealth is based upon a classification of the income itself 
in different categories according to the elements which combine to produce it (Law No. 1613, of 
October 16th, 1924). 

These categories of income from movable wealth are five in number, each designated by a 
letter of the alphabet. 

Category A includes income derived exclusively from capital, such as interest on loans. 
Category B includes income produced by co-operation between labour and capital, such as 

industrial and commercial income. 1 

Category Ct includes income of an uncertain and variable nature derived from labour 
and the exercise of a profession. 

Category Cz includes income from labour in the form of certain and definite amounts, as 
in the cases of salaries, allowances, pensions, etc. It also includes income, such as annuities, 
which is produced without any effective contribution by capital or human labour. 

Category D includes income from labour in the form of certain and definite sums, such as 
salaries, pensions and allowances paid by the State, provinces, municipalities, public welfare 
institutions, learned associations, provincial economic councils (former Chambers of Commerce) 
travelling schools of agriculture. 

The rules for the determination of the taxable amount which are common, if not to all the 
categories of income mentioned above, at least to several of them, will first of all be set forth, and 
then an examination will be made of the rules special to each of them. 

Returns and Bases of Assessment. 

Except income belonging to Categories A and D, which is withheld at the source, all income is 
assessed on the basis of a return made by the taxpayer or by his legal representative. 

The return must mention the different items of each category and, for each item, state the 
gross income, expenditure, annual charges on liabilities and net income. 

I ndividteals. 

Individuals liable to income tax must submit their returns to the revenue office within whose 
jurisdiction the taxpayer is domiciled before January 31st of the year following that in which the 

-income was first produced. The only exception to this is Category CI income, which. must be 
declared not later than January 31st of the second year following that in which it was first produced. 

The revenue authorities are entitled to correct the declaration if they think it does not correspond 
to facts. If the taxpayer has failed to make a declaration, the authorities assess on their own 

1 With regard to profits from agriculture, only those derived by farmers come "'ithin the scope of the 
present category. The income which an owner who cultivates directly his own land or lets it to a tenant 
other than a farmer (m~tayer, colon partiaire, i.e., a tenant who does not pay a fixed rent in cash, but a rent 
which varies according to the yield of the property and which is usually in kind or partly in cash and 
partly in kind) as ,well as the income from such tenants are subject to the "tax on agricultural income" 
regarded as income from movable wealth (see pages 255 and 256). 



ITALY (1) 249 

initiative. This assessment, however, can only cover the current year and the two previous years, 
for, as regards earlier years, action by the Financial Administration is barred by limitation. 

The revenue office must inform the taxpayer of corrections made in his declaration or of an 
assessment made in the absence of a declaration. 

Income of a fixed and definite amount (Categories A, Cz and D) is assessed on the basis of the 
exact amount of this income. This is the reason why the taxpayer is required to declare any 
increase of income and has the right to claim a reduction of tax on the grounds that his income has 
diminished. On the other hand, as regards income of an uncertain and variable nature (Categories B 
and Cr) received by private taxpayers, the assessment, once made, cannot be reduced at the 
taxpayer's request until two years after it was made. Nor can it be increased at the suggestion 
of the revenue authorities unless four years have passed. If, however, at the end of two years, the 
taxpayer asks for a reduction, the authorities may reply with an increased demand, being, in these 
circumstances, under no further obligation to observe the four years' limit. 

In the case of either a reduction or an increase, the administration, in correcting the assessment 
·of income subject to change or variation, will consider the average income for the two previous years. 

Companies. 

Share companies, credit institutions and savings banks must submit to the revenue authorities 
every year a declaration of their income within three months of the date when the balance-sheet 
was approved and, in any event, not later than December 31st. 

As a rule, the authorities are required to have the different balance-sheets suitably checked 
before assessing on their results. 

If, however, there are good reasons for thinking that the balance-sheets are not correct, the 
revenue authorities may disregard the results shown therein and may assess on a presumed income
that is, by fixing an income figure in the light of all available evidence. 

The law lays down special rules for the taxation of all share companies (corporations and 
limited partnerships) and of credit institutions and savings banks. 

In the case of Category B income, share companies, credit institutions and savings banks are 
not subject to the rule which lays down that the assessment cannot be changed for the space of two or 
four years. The Treasury taxes them on the basis of their balance-sheets, as follows : 

Once the company is constituted, the data furnished by the first balance-sheet serve as the 
basis of the tax for the first and third years of operation ; the data furnished by the second balance
sheet serves as the basis of the tax for the second and fourth years of operation, and thereafter the 
third balance-sheet's data serve for taxing the fifth year's operations, those of the fourth balance
sheet for taxing the sixth year, and so on, in accordance with the method known as " alternate 
balance-sheets" (rotation des bilans). It should be added that the jurisprudence of the day does 
not regard the use of this method as a case of deferred taxation. It was only desired that taxation 
in any given year, instead of being based upon the balance-sheet results for that year, should be 
based upon the results of the balance-sheet of the second year before the" year for which tax was 
being collected ; this tax, however, is the tax due for the year for which it is collected and not the 
tax due in respect of the year of the balance-sheet taken as the basis of assessment. 

Should it happen, therefore, that the actual balance-sheet (i.e., the balance-sheet of the year 
for which the tax is being collected) shows an income higher or lower than that resulting from the 
alternate balance-sheet method, the financial administration is not allowed to make a further 
assessment in order to reckon the difference between the two incomes, nor is the company entitled 
to claim refund of the tax paid by it on the difference. · 

Exception to this rule is made when the actual balance-sheet shows no taxable income, but a 
deficit ; in this case, the company may claim refund of the tax paid on the basis on which the 
assessment made on the alternate balance-sheet system, ·provided it makes alormal claim to this 
effect within the period prescribed by the law (Article 7 of Law No. 1643, of September 2oth, 1926). 
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Partnerships. 
Partnerships are taxable as corporations, but their assessment is in ~ccordance with the 

procedure and methods applicable to individual taxpayers. The partners are hable for the paym_e~t 
of the tax for which the partnership is assessed, not only on ~he prope~ty _used for t~e partn.ers~~p s 
business, but also on their private property, in accordance w1th the pnnc1ple of unhm1ted hab1hty. 

Deductions. 

Income from Category A. -This income is taxed on its whole amount without any deduction 
whatever. 

Income from Category B. -Income belonging to Category B is liable to the tax on movable 
' wealth after deducting : 

(a) Charges on liabilities; 
(b) Costs of production. 

The tax is therefore on net, not gross, income. 

(a) Charges on Liabilities. - The Treasury understands by these charges any interest that 
the taxpayer has to pay on debts incurred by him in the establishment, management, maintenance 
or improvement of the enterprise from which he obtains the income assessable for tax on movable 
wealth. 

Consequently, before charges on liabilities can be deducted from gross income, the following 
condition must be fulfilled : the payment of these charges must be directly connected with the 
production of income, in such manner that the charges have to be paid before the income can be 
earned. 

An industrial enterprise, for instance, may deduct interest on debts it has incurred in buying 
its machinery. 

For purposes, however, of deducting charges on liabilities, a distinction must be made between 
enterprises constituted as (I) share companies and (2) other enterprises. · 

(I) In the case of the former, these charges are deducted from the gross income of Category B 
and the enterprises are then taxed on them as income belonging to Category A. These enterprises, 
of course, are entitled to recover the ta.x paid from their creditor. 

As regards commercial companies and insurance companies (mutual and non-mutual), the 
fiscal authorities do not allow any deduction from the taxable income of sums employed for increasing 
the company's capital, for the payment of its debts, or for transfers to its reserve fund (except 
for the mathematical reserves of insurance companies). The tax on movable wealth is in fact an 
impersonal tax- i.e., a tax which is levied on income merely because such income exists and is due 
at the time such incom~is realised, no account being taken of the person receiving it or of the use 
for which it is destined. · 

(2) In the case of individuals or enterprises other than share companies, charges on liabilities 
are deducted from the gross income of Category B, provided that the debtor furnishes the name and 
domicile (in Italy) of the creditor, so that the interest may be assessed as Category A income, for . 
which tax may be claimed irom the person who receives it. 

If the name and domicile of the creditor have not been stated or if the creditor is domiciled 
abroad, the administration does not allow deduction of interest, but includes it among the taxable 
income of Category B and claims tax from the debtor, who can recover from his creditor. 

On the other hand, the creditor may be a trader or manufacturer who has lent his money, not 
as an ordinary investment of capital, but for reasons connected with his industry or trade. In 
that case, the Treasury allows the debtor to deduct interest paid out of his income in Category B 
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without claiming tax on it from the same debtor as income belonging to Category A. In this case, 
in fact, the Treasury has to claim the tax directly from the creditor as income belonging to 
Category B. 

The same applies to interest paid by banking enterprises to their depositors. If the-deposits 
are savings bank deposits, which are a simple investment of capital, and if, further, the banking 
enterprise is a share company, the Treasury deducts interest on income in Category B payable by 
the credit banking enterprise but taxes the latter on it as Category A income, the enterprise having 
the right to recover from its creditor. If the banking enterprise is not a share company, the 
Treasury allows deduction of interest on condition that the establ~hrnent furnishes the name and 
(Italian) domicile of the creditor. Otherwise, the deduction is not allowed. 

In the case of current account deposits of a commercial character, the Treasury deducts interest 
on income received by the banking enterprise under Category B, but without taxing it as income 
belonging to Category A. In this case, the Treasury includes this interest as the creditor's income 
in Category B. 

(b) Costs of Production. -These consist of all the expenses necessary to produce the income 
-viz., cost of using raw materials, instruments, machinery, material, etc., salaries of employees, 
workmen's wages, rent of premises, etc. 

The only costs therefore that can be deducted from income in Category B are those without 
which no income could be produced. On the other hand, no costs may be deducted which represent 
an allocation or re-employment of income already produced, such, for example, as the payment of 
direct taxes on the enterprise's income itself. 

The costs of production include allowances for the depreciation of industrial plant. They 
also include the amortisation allowances of industrial installations, but- for fiscal purposes- only 
if the latter are intended for public services (tramways, railways, etc.) and when those services 
are the object of a concession granted in return for ~n undertaking on the part of the concessionary · 
to surrender all the installations to the conceding authority without claim to compensation, on the 
expiration of the concession. In practice, this strict rule _is somewhat relaxed in that certain 
allowances for depreciation calculated at an annual lump sum finally include the amortisation 
allowances and become identical with ~hese, if not in the accounts, at any rate in fact. 

Income from Category Cr.- Income in this category is subject to the same rules as Category B 
income as regards the deductions representing charges on liabilities and costs of production.· 

In the case of these charges and costs, it is not, of course, possible to apply to income belonging 
to Category Cr (professional income) all the rules which apply especially to income in Category B 
-i.e., industrial and commercial income. 

Artisans' income is taxed as Category Cr or Category B, according as the most important factor 
in the working of the enterprise is manual labour pure and simple or the employment of capital. 

Income from Category Cz. -On income in Category Cz the Treasury allows no reduction for 
costs of production. It does, however, grant reductions for charges on liabilities. The latter may, 
for instance, be deductions from salaries paid int.o a provident or pension fund for the benefit of 
those who receive these salaries. 

Income from Category D.- The rules governing the determination of the taxable amount for 
the income in Category Cz apply also to income in Category D. 

Methods of checking Returns. 

In order to facilitate the verification of returns, the law (Article 37 of Law No. 4021, of August 
24th, 1877) has entrusted the revenue authorities with certain powers by which they may : 

(r) Call upon the public officials to forward any documents that may be needed ; 
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· (2) Summon the taxpayer to appear in person or through a legal proxy to furnish 
explanations or evidence ; -

(3) Instruct one of their own officials to inspect industrial or commercial premises ; 
(4) Summon any persons who are able to supply information concerning the activities 

of the various taxpayers ; 
.· (S) Inspect the registers of share companies (Article II of R9yal Decree No. 3~0, dated 

January 28th, 1929, entitles the revenue authorities to inspect also the registers wh1c~ other 
companies than share companies and individuals are required to keep in accordance with the 
Commercial Code) ; 

(6) Demand to see the scrip or certificate of fixed income (Category A) ; 
(7) Take account of the rental value of a taxpayer's house as an index by which to 

detei:mine the industrial and commercial income of professional men. 

Apart, however, from all the methods of recourse specially mentioned in the law, the revenue 
authorities may also have recourse to other sources of information in order to verify taxpayers' 
returns or determine the taxable income by their own initiative when the taxpayer has failed to 
make a return. The authorities may take what measures they think fit to obtain all particulars 
that may help them to fix the exact taxable income. They may further enlist the aid of the public 
safety department, the royal gendarmerie, the heads of the administrative services of the State, 
provinces and municipalities, public bodies and, finally, of the "fiscal enquiry police" (PC!_lizia 
tributaria investigativa), a force consisting of military policemen belonging to the Royal Revenue 
Guard, whose particular duty is to punish fiscal offences of all kinds. 

Appeals . . 

The taxpayer may appeal against measures taken by the revenue authorities, whether these 
relate to assessment in the absence of the taxpayer's declaration, to a correction of that declaration 
or to a revised assessment increasing the income as previously assessed, after expiration of the 
four years during which the figure cannot be altered. 

An appeal must be lodged, on pain of foreclosure, within twenty days of the notification of 
assessment. , , 

If, on the other hand, appeal is lodged in due time, the dispute between the taxpayer and the 
revenue authorities may be adjusted by a friendly agreement known as a concordat. If no 
compromise is reached, the dispute is submitted to the judgment of special judicial bodies known as 
Administrative Committees lor Direct Taxes. 

The special jurisdictio~ in the matter of direct taxes involves three instances : 

(a) The first instance is the C ommissiotte M andamentale, so called because there is one 
for each mandamento (corresponding to the French arrondissement); 

(b) The parties may appeal against the findings of these committees of first instance to 
a committee of appeal existing in each province, such committees being known as Provincial 
Committees for Direct Taxes; 

(c) Appeals against the decisions of the provincial committees may be lodged with a 
Central Committee for Direct Taxes, the seat of which is in Rome at the Ministry of Finance and 
the jurisdiction of which extends to the whole of Italy, 

In principle, this Committee is not competent to judge questions of pure fact or assessments 
of income, for appeal may only be made to it on questions of law, as it is, mainly, the supreme court 
of appeal in fiscal matters . 

. The findings of the committees have to be notified to taxpayers by the revenue office which 
first assessed the tax. This notification is made in accordance with the same rules and formalities 
as those which are applicable in connection with the notification of quotas and corrections. 
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Appeal must be made lo the Provincial Committees against the findings of the 1vi andamento 
Committee, and to the Central Committee against the decisions of the Provincial Committees, within 
twenty days of receiving notification of the judgment appealed against. Once this term has expired 
and the office has not told the taxpayer that it intends to appeal against the judgment and if, at 
the same time, the taxpayer has not lodged his own appeal and obtained a receipt for it, the judgment 
of the Mandamento or Provincial Committee becomes final and is no longer open to dispute. 

If, however, the tax is entered on the collection lists (roles derecouvrement), the taxpayer may 
protest against its entry if he wishes to prove that the quota or judgment was not duly notified to 
him, or if the revenue office has committed a material error in drawing up the lists, or if the income 
assessed does not in fact exist, or, finally, if the same income has been taxed twice. If the office 
admits the validity of the taxpayer's plea; it takes the necessary measures. If it does not, it 
dismisses the appeal, but the taxpayer may still carry his case before the committees. 

Judgment by the committees does not altogether exhaust judicial procedure in the matter of 
direct taxes, for the law allows the ordinary courts to receive appeals against the findings of these 
committees. The courts, however, are not competent to judge questions relating solely to the 
assessment of taxable income. 

Appeal to the judicial authorities must be accompanied by proof that the whole amount of tax 
due has been paid, subject to its refund if judgment is given in favour of the taxpayer. 

The right of recourse to the judicial authorities lapses after six months from the date of the 
publication of the lists on which the tax was entered or from the day on which the tax was deducted. 

(b) COMPUTATION OF TAX AND ABATEMENTS. 

Income from Category A.- Income of this category is liable to tax whatever may be its amount 
and on the entirety of such amount at the rate of 20 per cent. 

Income from Categories B, Cr, C2.- The rates of tax are: I4 per cent for Category B incomes 
except for profits d~rived by farmers 1 from agriculture ; in this case the tax amounts to 7 per 
cent ; I2 per cent for Category Cr ; and 9 per cent for those from Category C2. 

There are certain provisions regarding taxation common to these three categories of income. 
Firstly, they are only taxable if they amount to 2,ooo lire a year or more. 

Further, small incomes between 2,ooo and 2,500 li~e are not taxed in their entirety, the Treasury, 
before imposing the tax, deducting a fraction calculated as follows : 

On incomes up to 2,roo lire, the deduction is r,ooo lire ; on incomes between 2,ror and 
2,200 lire, Boo ; between 2,2or and 2,300 lire, 6oo ; between 2~301 and 2.400 lire, 400 ; and 
between 2.401 and 2,500 lire, 200. 

In order, however, to determine the taxable minimum .of 2,000 lire, account is taken, not only 
of movable wealth of all categories, but also of income from land and houses. Thus income from 
movable wealth amounting to r,ooo lire is liable to the tax if the taxpayer has another r,ooo lire 
of income from immovable property. · In connection with the exemption which certain salaries 
coming under category C2 enjoy in practice, see page 255. 

Income from Category D.- Income from this category is taxed in principle at 8 per cent. The 
rules set forth on the subject in connection with the income from Categories B, Cr and C2 as regards 
exemptions and deductions apply only if the income of these categories is paid by bodies other than 
the State. 

On the contrary, salaries and wages paid by the latter are taxable on their entire amount. 

1 See note on page 248. 
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Further, it should be noted that, in connection with wages of workmen employed by the State, 
provinces, municipalities and• the various autonomous enterprises organised by the State,. the 
provinces and the municipalities, by railway enterprises, urban and inter-urb~n tramway enterl?nses, 
inland navigation lines, by public motor services and telephone compames, the rate applicable 
is 4 per cent. 

4· COLLECTION OF TAX. 

(a) BY_ DIRECT PAYMENT. 

As a general rule, only taxes due on income from Categories B and Cr are payable by t~e 
taxpayer himself. At the same time, although income from Category A is, in general, taxed m 
the same way as income from Categories C2 and D- i.e., by withholding at the source- in the case 
of interest paid by individuals or by public bodies other than provinces, municipalities, legal entities 
or share companies, it is the creditor himself who pays the tax direct. . -. 

The collection of these taxes is subject to the general rules for the collectwn of taxes which 
have to be paid by the taxpayer himself. 1 It is governed by Law No. rgor, of October r7th, rgzz, 
and by Royal Decree No. 2ogo, of September rsth, rg23, which have been subsequently amended. 

The provisions governing collection are the following : 
The annual taxes due from every taxpayer are entered on the collection lists (roles .;e recmt

vrement) and these lists are given executory force by the Superintendent of Taxes ( Intendente di 
Finanza) in each province. They are first published in each commune for a week, in order that 
every taxpayer may take note of them and, if there is occasion, appeal against them. They are 
then forwarded to the collector of taxes and constitute the warrant in virtue of which he can proceed 
to collect, if necessary by coercive means. 

Collection lists are of two kinds : 

(a) Main lists ; 
(b) Supplementary lists. 

The main lists relate to taxes due for the year for which actual collection is being made. They 
must be published in each commune for a week, the last day of which must not be later than January 
roth in each year. 

The supplementary lists relate to taxes due in respect of years preceding the year of collection. 
They are divided into supplementary lists (first series), which, like the main lists, must be 

published for eight consecutive days before January roth, and supplementary lists (second series), 
which have to be published for eight consecutive days before July roth in every year. 

The taxpayer is required to pay the taxes on the main lists and on the supplementary lists 
(first series) in six two-monthly instalments, the first of which corresponds to the months of January 
and February. Taxes on the supplementary lists (second series) are likewise payable in two-monthly 
instalments, the first corresponding to the months of July and August and the last to the months 
of May and June of the following year. _ 

Once in possession of the lists, the collector has to deliver to each taxpayer a note stating the 
amount of each two-monthly payment. 

. The different two-monthly payments fall due on the tenth day of the second month in each 
group of two mon~hs. If, the taxpayer has not paid within twelve days of payment falling due, 
the collector adds mterest at 2 per cent, which rate is increased to 6 per cent if payment is delayed 
beyond another twelve days. 

1 
As stated elsewhere, the rules set forth below are also applicable to the recovery of taxes on buildings on 

_ land and on agricultural income regarded as personal property, and of additional tax. ' 
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In addition to fines, the law enacts special penalties for taxpayers who are in arrears with the 
payment of six or more successive instalments of direct tax. 

(b) BY WITHHOLDING AT THE SOURCE. 

In principle, as is set forth in detail below, incomes from Categories A, C2 and D are only 
paid to their beneficiaries by ihe debtors after deduction of the amount of the tax. 

Income /rom Category A. -When interest is paid by the State, it collects the tax at the 
source, deducting the amount of the tax from the sum paid. 

"When provinces, municipalities, corporations and share companies pay interest on debts they 
have contracted, the tax on movable wealth is payable by the debtor, who may recover it from his 
creditor in the form of a deduction at the time of paying interest. 1 

If, on the other hand, interest is paid by individuals or by associations other than provinces, 
municipalities, .corporations or share companies, the tax is payable directly by the creditor who 
receives the interest. 

Income .from Category C2. - The essential characteristic of the taxation of this category of 
income is that normally the tax is not collected directly from the recipient of the income, but from 
the employer of labour, whether a company, corporation or individual, who pays the salary, pension 
or allowance, with the right to recover it from the actual beneficiary. Accordingly, the Treasury 
allows these payments to be deducted from the gross income in Category B or Cr accruing to the 
employer of labour, who is then liable to tax on Category C2 income, subject to the right of recovery. 
· Although wages paid to workmen come under Category C2 and are subject to the same fiscal 
rules as salaries, in practice, the administration does not tax the wages of workmen who are engaged 
in purely manual labour and are easily replaced. It confines taxation to the wages of workmen 
engaged on work of a special character or requiring special skill, and whose employment may 
therefore in practice be considered to some extent as permanent. 

Income from Category D.- The tax on income from movable wealth consisting of salaries, 
allowances, compensation and wages paid by the State is collected by directly withholding the 
amount of tax from the sum due. 

When salaries, allowances, pensions, etc., are paid by institutions other than the State and when 
the law taxes these salaries, etc., as Category D income, the tax is collected on the basis of the 
pay-rolls. The institutions required to pay the wages, allowances, etc., are liable to this tax, 
reserving to themselves the right of recovery. 

The tax on wages of workmen liable at the rate of 4 per cent is not collectE!d at the source 
or on the basi<> of pay-rolls ; it is withheld by the institution making the payment and paid by 
it to the office responsible for collecting the tax or to the national exchequer . 

.; 

IV. TAX ON AGRICULTURAL INCOME REGARDED AS MOVABLE WEALTH. 

Tax on agricultural income regarded as movabl.e wealth 2 is payable on agricultural income 
derived from land situated in Italy, whatever be the nationality, domicile or residence of the 
beneficiary of such income. 

Agricultural income is considered industrial income, because it belongs to that part of the 
income from land which is not " estate " income ( revenu domanial) and is the result oft he developing 
capital put into the land and of the human labour employed to cultivate it. 

1 Any contract placing the onus of paying the tax on movable wealth upon the creditor is null and void in the 
eyes of the financial administration, which in every case reserves the right to recover the tax from the debtor. 

2 The taxation of agricultural income as movable wealth instituted by Law No. r6; of January nth, 1923, 
for which executive regulations were issued in Royal Decree No. 505, of l\lay 12th, 1923. 
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Cultivation, it may be remembered, is not confined to harvesting the products of the 
soil or utilising the live-stock maintained on that land (revenu domanial), but extends to the 
successive operations designed to secure the best conditions for selling the products thus obtained. 
Agricultural income may be said to be earned to the extent that the products of the s?il are first 
treated for the purpose of making them useful and preserving them. Every operatwn, on the 
other hand, which goes beyond utilising and preserving products, is a source of income liable to 
the general tax on movable wealth. -

Agricultural income is classified as Category B income, but the method of its taxation differs 
in two respects from the taxation of all other income in that category ; the rate of the tax is different 
and so is the assessment of the taxable minimum. 

Whereas the rate of tax on income from movable wealth in Category B is fixed at 14 per cent, 
agricultural income is taxable at 5 per cent if it belongs to the owner who cultivates his own land 
either directly or through a steward. If, however, the land is cultivated by a tenant other than 
a farmer (colon or metayer), the fraction of agricultural income accruing to the owner continues to 
be taxed at the rate of 5 per cent, but the tenant's £faction is liable at 2 Yz per cent. 

This regime does not apply to the agricultural income realised by a farmer, which is taxed, 
as said in note I on page 248, according to the rules normally applicable to income of Category B. 
But the rate of tax is, in that case, 7 per cent instead of 14 per cent, as said on page 253. 

Further, the taxable minimum for agricultural income is not 2,000 lire but 534lire. 
When land tax is refunded owing to earthquakes or atmospheric disasters, the revenue 

authorities also have to refund the tax on agricultural income, both to owners and to tenants. 
For the rest, the tax on agricultural income is subject to the same rules that govern the 

application of the general tax on movable wealth, including the provisions relating to assessment 
procedure and to appeals. 

V. COMPLEMENTARY TAX. 

I and 2. TAXPAYERS AND TAXABLE INCOl\IE. 

Unlike all the other direct taxes, which ·are impersonal taxes, the complementary tax 1 is a 
personal tax leviable upon individuals only and therefore not on legal entities or companies, whether 
these are share companies, partnerships or simple de facto associations. 

It is imposed on the total income of taxpayers, whatever its nature or origin. The factors, 
therefore, which make up total income are the income from land and hou~es and all income from 
movable wealth in the possession of each taxpayer. 

~t is not the production of income but the enjoyment of it which renders the recipient liable 
to this tax. Thus the principle of the " territoriality " of the tax, which, as we have seen, is the 
prin~iple ~overning impersonal taxes, does not apply here unrestrictedly. Complementary tax· is 
applied With reference to a person's contributive capacity and is therefore based, not only on the 
" territoriality " of the income, but on its enjoyment and consumption . 

. For this reason, ~he ta.xpayer is ~ssessed for complementary tax, not in the place of his domicile, 
~u~ m the place of his residence or, m the absente of a residence proper, in the place where he is 
hvmg. · · 

The following provisions apply to complementary tax in its relation to the nationality of tax
payers: 

(a) Income derived and consumed in Italy by an Italian national or a foreigner resident 
in Italy is liable to tax in its entirety ; a foreigner is deemed to be resident in Italy if he has 
been living in the country for at least a year ; 

1 
This tax was instituted by Law No. 3062, of December 3oth, 1923. The rates applicable to this tax were 

published in Royal Decree No. 177, of February 19th, 1925. 
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(b) Income derived in Italy by an Italian national resident abroad is liable to the tax; 
(c) Income derived abroad by an Italian national resident in Italy is exempt only in 

respect of the fraction consumed abroad ; 
(d) Income derived in Italy by a foreigner resident abroad is liable ; 
(e) Income derived abroad by a foreigner resident in Italy is liable ; 
{!) Should the Italian national and the foreigner reside part of the year in Italy and 

part abroad, tax is levied on the fraction of income derived and consumed in Italy. 

3· ASSESSMENT OF TAX. 

(a) COMPUTATION OF TAXABLE INCOME AND DEDUCTIONS. 

The rules regarding returns, methods of checking returns and appeals which apply to the tax 
on movable wealth (pages 251 and 252) are also in principle applicable here. 

The total income liable to complementary tax is obtained by adding together the income 
already liable to land tax, buildings tax and tax on movable wealth, with the sole difference that 
the figure taken as the income from land is not the figure assessed for land tax or the figure entered 
in the land register, but that figure multiplied by three. Tpe reason for this is that the income 
from land is expressed in the register in gold lire and has therefore to be converted into paper lire. 

A married woman's income is included with that of her husband. If she is judicially separated 
and living apart from her husband, she is separately assessed in respect of any income at her own 
disposal. 

It should be mentioned that, in assessing total income for purposes of complementary tax, 
the Treasury takes into account, not only income already liable to the impersonal taxes, but income 
on which the taxpayer pays no impersonal taxes, for the reason that it is exempt in virtue of the 
generat laws of taxation or some special law. Thus, to take an example, even the interest on 
public debt or Treasury bonds contributes towards the total income liable to the complemen
tary tax. 

On the other hand, since this tax has to be adapted to the actual contributive capacity of each 
taxpayer, the total income established as above is subject to deduction of all expenses and liabilities 
by which its enjoyment is limited. 

These are as follows : 

(a) Expenses and losses incurred by the taxpayer in producing the income of all kinds 
that makes up the total income, except, of course, those expenses and costs already deducted 
for purposes of the impersonal taxes ; 

(b) The taxes and charges of every kind paid to the State, provinces and communes, 
contributions to public utility concerns, the provincial economic council, trade unions and, 
generally, all taxes and charges due to organs authorised to levy contributions, except, of 
course, complementary tax itself and the supplemer..tary charges connected with it ; the 
deduction of taxes and charges is conditional upon their being in relation to the income serving 
to make up the total income liable to additional tax each year ; 

(c) All interest whatever on liabilities which is paid by the taxpayer, provided that this 
interest is liable to complementary tax in the hands of the person to whom it is paid ; 

(d) Contributions paid by law or under a contract into provident funds against sickness, 
disablement and old age ; 

(e) Life insurance premiums. 

After deduction of all the above taxes, charges, expenses and liabilities, the total income 
remaining constitutes the net income assessable for corn.plementary tax. 

The assessment of complementary tax holds good for three years, during which time it may not 
be increased by the revenue authorities or reduced in favour of the taxpayer. 

u. 17 



ITALY (I) 

It may happen, however, that during these three years the total. income is diminished by more 
than so per cent either (a) because labour has ceased to produce an mcome or (b) because some of 
the factors of production appearing in the income assessed are lost or have be.come wholly 
unproductive. In both these cases, and in these cases only, the law allows a proportionate refund 
ci~ -

(b) COMPUTATION OF TAX AND ABATEMENTS. 

The function of complementary tax in the Italian fiscal reg~e is t~ ~o-ordinate the direct-t~x 
system constituted by the three impersonal taxes and to ren:edy mequal1hes of treatment due- m 
the application of these impersonal taxes- to the proportwna.l character of the tax rates; 

This result the law aims at attaining as follows : 

(r) By exempting from complementary tax all taxpayers whose total net income is less 
than 6,ooo lire and, after deduction of the allowances for dependents (see below), does not reach 
3,000 lire; 

(2) By allowing an abatement of one-twentieth of the income for each member of the 
family dependent upon the taxpayer, excluding the latter and his wife. These abatements, 
however, may not exceed 3,000 lire for each member of the family dependent upon the taxpayer. 

(3) By fixing a sliding scale starting at I per cent for the minimum income of 3,000 lire 
and rising to 10 per ce11t for incomes of one million lire and over, the scale being graduated 
more steeply as the income rises. 

IncomP. from personal property belonging to Category D counts as part of the total income 
liable to compleme·1tary tax, but a special fixed rate of one-half per cent is applied to it. All 
other income is subject to the general rate corresponding to the total income figure, including 
Category D income. 

4· COLLECTION OF TAX. 

Complementary tax is, in principle, always paid by the taxpayer himself, and the rp.anner of 
recovery is that set forth on pages 254 and 255 in connection with the tax on income from movable 
wealth. 

But the.complementary tax due on salaries and pensions paid by the State (Category D income) 
is withheld at the source. 

When salaries and pensions are paid by other bodies than the State, though placed in Category D, 
the administration assesses and collects the complementary tax (at the fixed rate of one-half per 
cent),from the source of payment, subject to the latter's right to obtain refund. 

Although, as regards salaries and pensions paid by ordinary employers, the rule set forth 
~bove applies and there is no need to withh.old complen:entary tax (which is paid by the taxpayer), 
It must be noted that employers are requued to furnish the revenue authorities with the names 
Christian name~ ~nd status of their subordina-tes, together with the salaries paid them, in orde; 
that the authonhes may check the accuracy of the returns which the employee is still required 
to make on his own account. · ' , 

VI. BACHELOR TAX. 

Th.e bachelor tax v.:as introduced by Law No. 2132, of December rgth, 1926, to which executive 
regulations were added m Royal Decree No. 124, of February 13th, 1927. 

Foreigners, even those residing or domiciled in Italy, are never liable to this tax. For the 
purposes. of this ~tud:r:, t~eref?re, th.e existence of this tax need only be put on record with the 
observaho~ that, m prmc1ple, It consists of a fixed tax varying according to the age of the taxpayer 
and of an mcrease by half of the complementary tax to which he is liable. 
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PART II. - TAXATION OF FOREIGN 

AND NATIONAL ENTERPRISES 
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Italian law contains no definite provisions governing the questions raised in this part of the 
present study, and the following account is based upon such jurisprudence in the matter as exists. 
Where there is none, or no definite jurisdiction, it is based upon the general principles of Italian 
fiscal law and expresses the personal views of the author. 

Accordingly; no absolute value can be attached to what will be said below. Account should 
also be taken of the fact that jurisprudence, though relatively stable in Italy, may always change. 

A. FOREIGN ENTERPRISES. 

x. DEFINITION AND GENERAL PRINCIPLES. 

As already pointed out in Part I, a foreign enterprise, whether consisting of a single individual, 
a partnership or a company, is liable to tax on movable wealth in respect of income of all categories, 
on the one condition that that income is produced in Italy. Italian fiscal law being based upon the 
principle of absolute equality of treatment between Italian and foreign nationals, th~ Treasury 
assesses foreign enterprises for tax on movable wealth in virtue of the same rules that apply to the 
taxation of national enterprises. Likewise foreign enterprises enjoy the permanent or temporary 
exemptions granted to national enterprises. The only noteworthy exception to this rule is the 
temporary exemption from tax on movable wealth granted to income derived from merchant 
shipping built in Italy for Italian nationals (Article 5 of Royal Decree No. 2II, of February 1st, 
1923, and Article 8 of Royal Decree No. 865, of May 16th, 1926). 

In order that a foreign enterprise may be assessable for tax on movable wealth, it must, we 
repeat, have in Italy a permanent productive organisation in the form of a branch, representative, 
agency, purchase and sales office, goods depot, manufacturing establishment or some other 
permanent organisation showing that the foreign enterprise has transferred a part of its activity to 
Italy with a view to its regular deployment in that country. Thus no tax is imposed when the 
foreign enterprise merely sends a representative (commercial traveller) to Italy solely for the purpose 
of visiting customers and taking or giving orders, unless such representative enters on behalf of 
the foreign enterprise into some authentic contract or executes any deed of a kid that is then copied 
into Italian mortgage registers ; in that case, as mentioned in Part I, the income is taxable in Italy 
if it is derived from the operation for which the contract or deed in question was concluded. 

Similarly, there is no ground for taxation when the foreign enterprise operates in Italy through 
an intermediary - that is to say, a "really autonomous agent " (professional canvasser, 
representative or broker, etc.) within the meaning given to this expression by the Fiscal Committee 
of the League of Nations. -
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The law makes one exception to the general rule that foreig~ enterpr~ses _are taxa~le in It~ly 
in respect of income earned in the country by a permanent productive orgamsatwn ... ThiS except~on 
is in favour of foreign shipping companies, which are exempted from tax, on cond1tJon that Italian 
companies are similarly exempted in the foreign country. . . 

As already stated, Italy and the United States of America. hav:e concl~ded a co_nventwn mutuapy 
exempting their shipping companies, and the same exemption 1s proVIded f~r m double-taxation 
treaties with France, Belgium, Canada. Italy is negotiating with other coulltnes to the same end. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a} DIVIDENDS. 

A foreign enterprise in. receipt of dividends distri~uted by an Italian company is in .no case 
liable to tax on movable wealth, because, as pointed out m Part I, the tax has already been rmposed 
on the net profits of the Italian company and, accordingly, any share of profits subsequently 
distributed to shareholders reaches them after the tax on movable wealth has been deducted. 
The shareholder cannot be taxed a second time, for there is at present no other tax in Italy-:- distinct 
from the tax on movable wealth -,imposed upon profits distributed as dividends or bonuses or 
in the form of percentage shares (tantiemes) to managers and directors of the company. 

{b) INTEREST. 

It has already been mentioned that municipalities: provinces, legal entities and share companies 
are bound to declare to the Treasury, at the same time as their income from movable wealth, 
all interest on liabilities representing the service of debts contracted by them. They have to pay 
movable wealth tax on this interest, but can obtain refund from their creditors. It was also said 
that, if the interest referred to bonds issued since September 30th, 1926, by provinces, municipalities, 
corporations and share companies, it was exempt from the tax on movable wealth. 

Accordingly, a foreign enterprise is never d1:recily taxed on interest received in Italy by the 
associations referred to in the last paragraph, whether the enterprise has an organisation or business 
centre in Italy or not. In the absence of a contrary agreement between the parties, it can only 
be asked by its debtor to refund the tax the latter has paid on interest of this kind. In the case, 
however, of interest on bonds issued since September 30th, 1926, the foreign enterprise is under no 
further obligation to refund the tax to its debtors, because the income in question is exempt and 
the debtor will not have paid any tax on movable wealth. 

If the foreign enterprise is in receipt in Italy of interest from companies other than share 
companies or from individuals engaged in industry, commerce or a professional occupation, the rules 
of collection differ according to whether the foreign undertaking does or does not have representatives 
in Italy. 

If it has, interest is deducted from the gross income in Category B of the person or company 
paying the interest, and is assessed directly on the foreign enterprise. 

If, however, the foreign enterprise has no representative in Italy, so that the interest cannot be 
directly assessed o~ t~e party ~eceivin~ it, the interest is not deducted from the Category B income 
of the debtor, but Is mcluded m that mcome and taxed as Category B income, the debtor having 
the right to recover the tax from his creditor. 

· Lastly, as regards interest paid by credit institutions and savings banks, a distinction must 
be made according as the interest is on deposits in savings banks or cash deposits of a commercial 
character. 
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Interest on savings bank deposits is deducted from the gross income in Category B of the credit 
institution or savings bank, and taxed against it as Category A income, subject to its right of recovery 

. from the depositors, even if the latter are domiciled abroad. 
On the other hand, interest on commercial deposits and current accounts is deducted frorri the 

Category B income of the credit institution or savings bank. It is not, however, assessed 
against the debtor as Category A income, but is included in the Category B income of the creditor 
and directly assessed against the latter. 

(c) ROYALTIES FOR UsE OF PATENTS, COPYRIGHTS AND OTHER INCOME FR01! PERSONAL PROPERTY. 

(r) Invmtion Patents. 

(i) The income from an invention may result from the-manufacture of the patented article, 
whether directly by the inventor or by a company to which the inventor.has licensed his patent. 

In neither case is there, strictly speaking, any taxation of income derived from the patent. If, 
however, income arises from manufacture, that income is classed as Category B and taxed against 
the inventor (entrepreneur) or the company, according to the general rules for the assessment of 
movable wealth on incpme in this category. 

Consequently, the income from manufacture is taxable in Italy, on condition that the inventor 
(entrepreneur) or the company operates within the country. If, therefore, the manufacture is in 
the hands of a foreign enterprise, the latter is only taxed in Italy if it has a productive organisation 
within the Kingdom, and taxation is limited to income derived from that organisation. 

(ii) On the other hand, income from an invention patent may result from the granting by the 
inventor of a licence to third persons, authorising manufacture of the patented· article on payment 
of a royalty. 

These royalties are taxable as professional income (Category Cr) in accordance with the general 
provisions for the assessment of this category of income for purposes of tax on movable wealth. 
If a foreign inventor is paid royalties on manufacturing licences granted by him in Italy, he is not 
liable to tax on movable wealth, because the income is regarded as earned in the State where 
the inventor is domiciled. 

If an industrialist has bought an inventor's patent and in his turn grants manufacturing 
licences, the income therefrom is taxable as Category B income, along with the income derived from 
the exercise of his industry. 

If a foreign enterprise, after acquiring an inventor's patent, receives royalties on licences 
granted in Italy, it is liable in respect of Category B income, if it has in Italy a pennanent 
organisation enabling it to carry on the industry to which the patent refers. 

(iii) Income from an invention patent may also arise from sale of the patent. 
The price obtained by the original inventor for the sale of his patent is taxable as Category Cr 

income - i.e., income derived exclusively from brain-work. Occasionally, however, the sale price 
may be regarded as Category B income ; for instance, when an inventor, in order to realise his 
invention or discovery, has had to employ capital belonging to an industrial organisation. In the 
case of a foreign inventor who sells his patent in Italy, the price received is not liable to tax on 
movable wealth, because it counts as income earned in the seller's country of domicile, unless the 
sale is the outcome of a notarial deed executed in Italy. 

If the person cr company who sells the patent is professionally engaged in the buying or selling 
of patents, the price of these patents constitutes Category B income, on which the seller must pay 
tax. 

When foreign individuals or companies sell their patents in Italy, the income from the sale is 
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liable to tax on movable wealth in Italy, but only if the seller has a permanent organisation 
within the country. 

The last case to be cCinsidered is when an industrial enterprisl sells a patent that belongs to it 
and appears among the assets of its business. The enterprise's profit on the sale is taxable as 
Category B income. It consists of the difference between the price the enterprise had to pay to 
acquire the patent and the higher price at which it sold it. If the industrial enterprise that sells 
the patent in Italy is a foreign enterprise, taxation is conditional upon its having a permanent 
organisation in the country or the sale being the result of a notarial deed executed in Italy. 

(2) Copyrights. 

Royalties on authors' works are taxable in Category Cr as professional income. 
If a f9reign author receives royalties in Italy, he is net liable to the tax on movable wealth, 

because the income cannot be deemed to have been produced in Italy, but rather in the country 
where the author is domiciled. 

If the author has sold his rights, the income received from sale is taxable under Category Cr, 
whether it consists of a lump sum or of a royalty paid annually or in respect of each copy sold. 

If a foreign author sells his rights to an Italian publisher, he is not liable to tax on movable 
wealth in respect of the income resulting from the sale, unless the latter is the outcome of a 
notarial act executed within the Kingdom. · 

The person to whom copyrights are sold is taxed under Category B for the exploitation of those 
rights, but, if the purchaser is a foreign enterprise, taxation is, as usual, conditional upon the 
enterprise having a permanent organisation in Italy. 

(3) Personal Property. 

The rules applying to the taxation of income from movable wealth were explained above in 
connection with the taxation of dividends, interest and bank deposits. 

A few words are needed about the taxes on business transactions to which a foreign enterprise 
is subject in Italy. 

If a company has its seat abroad, but a branch or a representative in Italy, and if it issues 
shares and bonds abroad, these are subject to stamp duty at the rates given below, if they are 
negotiated in Italy or in any way utilised there. . 

On each sheet not exceeding 14 sq. dcm. in size, 3 lire ; exceeding 14 but not exceeding 
20 sq. dcm., 5 lire ; exceeding 20 but not exceeding 30 sq. dcm., 7 lire ; exceeding 30, 15 lire. 

I 

Foreign companies with a branch or a representative in Italy are liable, in addition to the 
above stamp duty, to an annual payment of 4% per thousand of capital set aside by them or actually 
used for operations in Italy. 

If the company has no branch or representative in Italy, it is not taxed on capital set aside or 
used for operations within the country. But if the comnany's shares and bonds circulate or are 
in any way •lSed in Italy, they are liable to a proportional stamp duty of 2.40 lire for each hundred 
lire, or part of a hundred lire, of the nominal value of each bond. 

(d) RENTS FROM REAL EsTATE, MINING RoYALTIES AND SIMILAR INCOME. 

(r) Rents from Real Estate. 

As pointed out in Part. I •. income ~om re.al. estate (except factories and rural houses) is liable 
to the taxes on land and buildmgs. This tax IS rmposed on real estate in Italy whether the owners 
are nationals or foreigners. ' 
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If the land is leased, the owner, whether a foreigner or an Italian national, is required to pay 
land tax on the rent which represents the income (reddito dominicale). 

If, however, the premises are used as factories or if the property consists of land industrially 
exploited as mines, quarries, peat-bogs or salt-u1orks, tax on movable wealth under Category B 
is levied ,upon the rent paid to the owner by the person or company leasing the factory, mine, 
quarry, etc. This tax also applies to a foreign owner who lets on lease factories, mines, quarries, etc., 
owned by him in Italy. 

(2) Mining Royalties and Similar Income. 

Income from the industrial exploitation of mines is liable to tax on movable wealth 
(Category B). It is paid by the person, partnership or company carrying on the industry. 

The income l;able to tax includes the income from the land on which the mine is situated. 
(This was mentioned in Part I.) . According to the law, the inc@me from this land is not liable to the 
land tax, but counts as part of the income resulting from the working of the mine. 

Accordingly, a distinction must be made between the exploitation of a mine directly by the 
owner and the leasing of the mine to another. 

If it is worked directly by the owner, the question is simple, for he is liable to tax on income 
from movable wealth, Category B, in respect of the whole net income of his business, including 
income from the estate on which the mine is situated. 

If, on the other hand, the mine is leased, the lessee who works the mine is liable to movable 
wealth tax on the net income he derive~ from his industry, the rent he pays to the O\\ner being 
deducted from the gross income. This rent is assessed upon the owner, not as landed income, but 
as income from movable wealth, Category B, as was explained in reference to buildings used as 
factories and land worked as mines, quarries, peat-bogs or salt-works. 

Foreign enterprises working mines in Italy are liable to movable wealth t::u on the income 
from their mining industry. All foreign owners of mines in Italy are similarly liable on the rent 
they obtain from the lease of those mines. 

(e) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL ESTATE AND SECURITIES. 

( r) Real Estate. 

The sale of real estate is governed by the following principle : 

The profit from· such sale is only liable to tax on movable wealth if the sale is in the nature 
of a speculation. The sale is judged to be speculative if business in real estate is an habitual activity 
of the persons concerned. Thus tax in respect of Category B income is levied upon all individuals 
and corporations habitually engaged in the purchase and sale of rural or urban estates or in the 
erection of buildings intended for sale. An isolated transaction may also be speculative; for instance, 
when a man acquires the whole of a building with the purpose of selling it again as flats or when 
he acquires a single flat, not for his own use, but with the intention of re-selling it. On the other 
hand, an owner who sells a house originally acquired for his 0\\'11 use is not liable. 

Tax on income from movable wealth is payable by a foreign enterprise which makes a 
speculative business of buying and re-selling real estate in Italy. It is liable either because the 
object of its transactions is in Italian territory or because the profit is as a rule recorded in a 
notarial act executed in Italy or registered at Italian mortgage offices. 

(2) Securities. 

The sale of securities is not subject to the tax on income from n;ovable wealth unless it is 
an act of speculation. Thus a shareholder who at any time sells his shares with a view to 
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reconstituting his fortune is not liable for tax on rr.ovable wealth. In order to be speculatiYe, 
the buying and selling of securities must be the habitual activity of the person concerned. An 
isolated transaction may, however, be speculative, as when a taxpayer buys a block of shares and 
sells it at a higher price. In this case, the profit on the transaction is liable to. tax on movable 
wealth. 

The above principles apply both to individuals and to companies ; in the case ?f share compani_es, 
however, the Treasury normally assesses tax on the basis of the balance-sheet, m accordance with 
the system of alternate balance-sheets- a matter dealt with at some length in P~rt I. . 

The gain from speculative transactions in securities is taxed as Category B mcome, m the case 
of both individuals and companies, the income being of a commercial nature and produced by a 
combination of capital and personal activity. . 

A special word must be said about the taxation of income derived from speculation in securities 
by banks. . 

The purchase and sale of securities for speculative purposes are undoubtedly among the essential 
activities of banks. Moreover, banks may become the possessors of securities through participation 
in various industrial and commercial enterprises. 

Accordingly, banks have at all times in their portfolios a certain quantity of securities which 
figure in the assets of the balance-sheet at a value varying from one balance-sheet to another 
according to Stock Exchange quotations. · 

Existing jurisprudence has decided that upward movements in the value of the banks' securities 
are not a ground for taxation, any more than downward movements justify a deduction from gross 
income, so long, that is to say, as the securities are not actually .sold. Tax will only be imposed 
when the securities are sold and there ~3 a gain or loss on the transaction. · 

In other words, the Treasury, when taxing the profits on speculative transactions in securities· 
by banks, applies the same rules as to individuals and to other companies. Jurisprudence has 
refused to admit that a fall in the value of a bank's securities shall, of itself and apart from the 
sale of the securities, warrant a deduction from gross income on grounds of loss. The chief argument 
of the other side is that the securities of banks correspond to the goods of other companies. And 
since depreciation of goods is regarded as a loss and .. this loss may be deducted from gross income, 
although the goods are still in the possession of the company, so, it is claimed, the depreciation of 
securities should be balanced by an equivalent deduction from gross income, even when the securities 
have not left the bank's portfolios. 

It is, however, established that, in the matter of speculation in securities, no matter on whose 
part, the Treasury, for purposes of tax on movable wealth, only considers actual gains and losses 
arising from the sale of the shares. It takes no account of fluctuations in the value of secu'rities 
which the persons concerned continue to hold. 

A foreign enterprise which engages in speculative transactions in Italian and foreign securities 
is only liable to tax on moval5le wealth if it has a permanent organisation in Italy. In the absence 
of such organisation, it is not liable on the mere ground that it has bought or sold securities 'in 
Italy. 

(/) SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES. 

. As rega~ds !ncome from labour, b?t? intellectual and manual, the principle obtaining in Italy 
~s that t~xatron Is governed by the domic~le of the person who furnishes the labour. Thus a foreigner 
Is o_nly hab~e to ~ax on movable wealth m Italy rf he has acquired an Italian domicile. Further, 

_ he Is only liable m respect of income derived from his activities in Italy, except as regards liability 
to complementary tax. The latter, as was pointed out in Part I, extends to income derived from 
activities abroad, if the income is received in Italy. . 

The same applies to foreign workmen in Italy, but, in this matter, the Italian administration 
exempts workmen's wages unless a man is discharging special or confidential duties of a permanent 
kind. 
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All the above applies, of course, to individuals working on their own account. 
. As regards individuals working for an enterprise, the tax on salaries and wages is due by the 

enterprise which pays the income in question, subject to its right of recovery. Accordingly, foreign 
enterprises have to pay (subject to recovery) tax on movable wealth in respect of income paid out 
as salaries and wages to employees and workmen attached to a permanent organisation of the 
enterprise in Italy. Even in this case, taxation in practice touches only the wages of workmen who 
are engaged in sp!!cial or confidential duties of a permanent kind. 

(g) INCOME FROM A TRUST. 

First, let it be observed, the trust as known in Anglo-Saxon law does not exist in Italian 
law and there is no Italian jurisprudence in the matter of trust taxation. What-follows concerning 
" trusts " in the sense of holding companies, or a fusion of commercial companies is therefore in 
the main the opinion of the writer of this report, based on the general principles of Italian fiscal 
law and on the jurisprudence followed in similar cases. 

Next, a distinction must be made between two cases : (I) when the trust is simply the 
concentration of blocks of shares of different enterprises, the latter preserving their separate legal 
entity ; (2) when the trust represents a fusion of different enterprises into a single concern such 
that those enterprises lose their own legal individuality, which is merged in that of the trust. On 
the supposition that the seat of the trust is in Italy, and taking the first case, the various enterprises 
in the group are liable to tax in respect of the income earned by each of them - this in virtue 
of provisions common to all enterprises, whether trusts or not. If, therefore, there are foreign 
enterprises belonging to the trust, these can only be taxed on income earned in Italy if they have 
a permanent organisation there. 

The trust, however, even if it is not a legally constituted company, can still be regarded as an 
organisation carrying on activities of its own in accordance with the purposes assigned to it by the 
participating enterprises. A trust, therefore, is in principle liable to ta.x on movable wealth 
in respect of all receipts of any kind resulting from the exercise of those activities. Before defining 
the nature of these receipts or gains or how and to what extent they can be assessed, we must 
await the establishment of jurisprudence on the subject. 

Taking the second case, that in which the trust constitutes an enterprise with an independent 
legal existence, such a trust will be subject to tax on movable wealth in respect of all income resulting 
from the exercise of its activities. But, as any foreign enterprises belonging to the trust would 
in the end become so many branches of a trust with its seat in Italy, the provisions of Article 9 
of the Royal Decree dated August I2th, I927, might apply. This article exempts from tax on 
movable wealth the income which an enterprise with its seat in Italy derives from its branches 
abroad, when the accounts of those branches are separate from the accounts of the central seat. 

(h) INCOME FROM THE CARRYING-ON OF A BUSlNESS OR INDUSTRY THROUGH ; 

(I) A local commission agent or broker ; 
(2) A commercial traveller; 
(3) An agent with a power of attorney ; 
(4) An agent selling out of a stock belonging to the foreign enterprise ; 
(5) A permanent establishment.. 

As several times mentioned, a foreign enterprise is only liable to the tax on movable wealth 
in respect of income from operations in Italy, if it has in Italy a permanent organisation through 
which it operates permanently and continuously. 

This organisation, as has also been said, may be a branch, agency, representative, goods depot, 
. purchase and sales office, establishment for the sale or working up of products or, finally, any 
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industrial or commercial organisation proving that the foreign enterprise has transferred part 
of its productive activity to Italy with a view to its more or less permanent exercise there. 

If, therefore, a foreign enterprise operates in Italy through a commission agent, it is not liable 
for tax on movable property, because such agent works in his own name and cannot be regarded as 
directly forming part of the foreign enterprise. Moreover, the separate income of this commission 
agent is itself liable to the tax, since he is a trader carrying on business in Italy. The same may 
be said to apply if the foreign enterprise operates through a commercial traveller, who comes to Italy 
for the sole purpose of visiting customers to give and take orders. Periodical visits to Italy of a 
commercial traveller do not amount to a permanent establishment. According to modern 
jurisprudence, not even the earnings of the commercial traveller are liable to tax on movable 
property, it being held that the seat of his business is in the country of which he is a national. 

The same may be said of a foreign enterprise operated through an intmnediary (broker), for 
a bona-fide intermediary remains a factor extraneous to the foreign enterprise. All he does is to 
establish contact between the enterprise and Italian customers and he then leaves it to the former 
to deal directly with the latter. The only liability to tax on movable property is in respect of the 
broker's earnings from his activities. 

On the other hand, if the foreign enterprise operates through an agent having a general power of 
attorney, the enterprise is subject to the tax on movable property in the name of that agent, who is 
regarded as a permanent representative of the foreign undertaking with powers to act onits behalf 
and in its interests. 

In the case of an agent with special power of attorney responsible for carrying through a specific 
transaction for and on behalf of the foreign enterprise, the latter does not become liable to the 
tax on income from movable property by reason of the activities of this special agent. The power 
of attorney covers a single act and does not imply the existence of a permanent organisation of the 
foreign enterprise in Italy. 

Moreover, both the agent with general and the agent with special power of attorney are liable 
to the tax on income from movable property in respect of the income they themselves derive from 
the exercise of their power of attorney. 

In the same way as when it operates through an agent with a general power of attorney, the 
foreign enterprise is liable if it operates through an a gmt whom it employs to sell goods in its possession 
in Italy. As mentioned above, a goods depot constitutes a permanent organisation, whatever may 
be the method of selling the goods. 

Even in the absence of a general power of attorney or goods depot, if the foreign enterprise 
maintains in Italy one or more agents depending upon it and qualifiable as employees (not 
intermediaries really autonomous in the sense given to this term by the Fiscal Committee of the 
League), the Treasury will regard the foreign enterprise as having a permanent establishment 
in Italy. 

B. NATIONAL ENTERPRISES. 

1. DEFINITION AND GEKERAL PRINCIPLES. 

Th~ answ~r to th!s questio? necessitates distinguishing between two cases : (r) when the 
?nterpnse has Its effective centre m Italy and operates abroad without having a branch abroad with 
Its own separate accounts, and (2) when the enterprise has a foreign branch whose accounts are 
distinct from those of the central seat. 

In the former case, the enterprise is liable for tax in respect of its total net income from movable 
property, incl~ding income from its fo~eign op~rations. which goes to make up the total income 
of the enterpnse. . The assessn~ent. of this total mcome IS governed by the usual principles, it J->eing 
~ndersto?d that, If the enterpnse Is a share company, the Treasury normally takes as its basis the 
mformahon, duly checked, m the balance-sheet. In the cases of enterprises other than share 
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companies, total income is assessed on the financial results of the two preceding years, these results 
being determined in the light of all available information. 

For the rest, the tax on income earned abroad is merged in the total tax due from the enterprise ; 
it is collected at the same time as the latter and without being distinguished from it, according to 
the general rules for collection. 

In case (2) above .-:- i.e., when the enferprise operates abroad through branches with separate 
accounts - the income from the foreign activities of the branch is exempt from tax on movable 
property. 

lt·then becomes necessary to determine the exact income to be ascribed to the branch. Means 
must be taken to prevent a part of the income of the central seat from being fraudulently assigned 
to the branch. For this purpose, the law requires the enterprise to submit to the revenue authorities 
the separate accounts of the branch with all the evidence necessary to prove the actual existence of 
the branch's income. The revenue authorities check the accounts of the branch, comparing them, 
if necessary, with those of the central seat. They fix the income to be ascribed to the branch and 
exempted from tax on similar lines to those they would follow in order to determine the taxable 
income of a branch owned by a foreign enterprise in Italy. 

Following these general explanations, we may now examine the taxation of the different kinds 
of income which an Italian enterprise may derive from abroad. 

z. TAXATION OF CERTAIN KINDS OF INCOME. 

{a) and (b) DIVIDENDS AND INTEREST. 

These can be taken together, the same rules applying to both. 
Dividends and interest received by a private taxpayer from the shares and bonds of a foreign 

company are exempt from tax on movable property, because the Treasury, as regards individuals, 
considers the holding of these securities to represent a non-speculative investment of a part of 
their property abroad. Consequently, the dividends and interest constitute income produced outside 
Italy. 

The same cannot apply to dividends and interest received by an industrial or commercial 
enterprise from the shares and bonds of foreign companies in its portfolio. In the case of these 
enterprises, the possession of foreign securities implies the pursuit of speculative aims as an essential 
characteristic of the enterprise. They are therefore part of the company's speculative activities. 

It would seem to follow that dividends and interest from the securities of foreign companies 
are not in and by themselves taxable as Category A income against an industrial or commercial 
enterprise having its seat in Italy. Instead, they should join Category B and, along with the 
other elements of that group, make up the total net income on which the enterprise is liable for tax. 
In other words, they should contribute towards the total net income from the exercise of industry 
or commerce. 

And jurisprudence has, in fact, decided in this sense, though with some uncertainty. The 
question is keenly disputed, and the solution here offered must not be regarded as absolute or final, 
since jurisprudence may change with time. 

The principles set forth above apply also to income which an Italian company derives from 
shares in a foreign subsidiary. In this matter, however, the financial administration has allowed 
that, in certain cases, the income obtained from the posse.osion of all or a substantial majority 
of the shares of a subsidiary shall be exempt from tax on movable property. Thus !he 
administration extends to this income the clause exempting from tax the income of branches havmg 
their own separate accounts. 
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ROYALTIES FOR USE OF PATENTS AND COPYRIGHTS AND OTHER INCOME DERIVED FROM 

PERSONAL PROPERTY. 

An inventor resident in Italy has to pay tax on movable wealth in respect both of t~e income 
from the sale of his patent abroad and of income from licences granted in other countnes for the 
manufacture of the patented article. 

In principle, the tax falls on Category Cr income but, occasionally, ~ay be lev~ed un~er 
Category B, if the inventor, in order to realise his invention, has employed capital and an mdustnal 
organisation. 

As regards authors' copyrights, an author resident in Italy is liable to Category Cr tax in r~spect 
of his receipts from the sale of his rights in other countries. If the inventor or author has contnbuted 
his patent or literary work to a foreign industrial enterprise for exploitation, the fraction of the , 
enterprise's net income accruing to the inventor or author would be exempt from tax on movable 
wealth, the Treasury holding that such income is produced in the State where the enterprise has 
its seat. 

As regards income from other movable wealth, reference may -be made to what was said above 
in connection with dividends and interest. 

(d) RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

In Italy, real estate taxes (taxes on land and buildings) do not touch the income which an 
enterprise with its seat in Italy derives from the lease of its immovable propert1 abroad. Nor 
is this income included in the income on which the enterprise is assessed for tax on movable wealth .. 

The same applies to income from the leasing of mines, quarries, peat-bogs and salt-,'l'orks owned 
abroad by an enterprise whose effective seat is in Italy. 

If an enterprise with its seat in Italy has a participating share in a mine abroad, the receipts 
from that participation contribute to make up the income liable to tax on movable wealth. In this 
case, the principles to be applied are those set forth in regard to income from shares in foreign 
companies. 

~(e) GAIN DERIVED FRO~! THE PURCHASE AND SALE OF REAL ESTATE AND SECURITIES. 

If an enterprise seated in Italy engages in profit-making transactions for the purchase and sale 
of real estate abroad, it is liable to tax on movable wealth in respect of the gain from these ·
transactions, while also paying tax on its gains from profit-seeking transactions in the purchase 
and sale of real estate in Italy. Here, again, the general principle applies whereby all enterprises 
are liable to tax on movable wealth, provided their effective seat is in Italy, even if the income is 
derived from industrial and commercial activities abroad. 

On the other hand, the enterprise will be exempt from this tax if the foreign business 
is transacted by a branch with entirely separate accounts. 

If an enterprise whose effective seat is in Italy derives gain from foreign transactions in securities 
and if these transactions have a profit-making purpose, such gain is liable to tax on movable wealth. 
This. gain may be regarded as produced in the country where the enterprise owning the securities 
has 1ts seat. · . 

(/) SALARIES, WAGES, Cm.!MISSIONS AND OTHER REMUNERATION FOR SERVICES. 

As already mentioned, income from labour, both intellectual and manual, is taxed in the 
place where the labour is performed. Accordingly, an Italian national is not liable to tax. on 
movable wealth in respect of income resulting from activities deployed abroad whether these are 
professional or simple manual labour, apart from the special regulations concer~ing the application 
of complementary tax. The above rule applies only to individuals working on their own. In the 
case of persons working for an enterprise, the tax on salaries and wages is due from the enterprise 
that pays the income, subject to its right to recover from the persons concerned. 
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In principle, .enterprises with their seat in Italy would be required, subject to right of recovery, 
to pay tax on movable wealth in respeCt of the salaries of their employees employed abroad, with 

. the exception of the employees and workmen of a foreign branch with separate accounts. In 
practice, however, the Treasury, even when there is no branch with separate accounts, often 
refrains from taxing the salaries of employees working abroad, especially when they are locally 
recruited. 

· (g) INCOME FR0M A TRUST. 

When examining (on page 265) the taxation of income from a " trust" with its seat in Italy, 
a distinction was. made between two cases. When the trust has its seat abroad, two ca~es also 
arise: one in which the trust does not acquire legal personality, but represents a mere concentration 
of enterprises which retain their own legal individuality ; the other in which the trust constitutes 
an organ having a legal existence of its own and resulting from the complete fusion of the different 
enterprises. 

In the former case, taxation is governed by the_general provisions applying to all enterprises 
having their seat in Italy and belongingto the trust, and there is no need to take account of the 
internal relations between those enterprises and the management of the trust. 

In the other case, enterprises with their seat in Italy end by becoming permanent organisations 
operating in Italy as branches of the foreign trust ; and the latter will be taxed in the name of its 
organisation in Italy and on the whole net income earned in Italian territory, according to the 
general rules and principles governing the taxation of all permanent organisations in Italy ov.ned 
by foreign enterprises. 

(h) INCOME FROM THE CARRYING-ON OF A BUSINESS OR INDUSTRY THROUGH : 

(r) A commission agent or broker ; 
(2) A commercial traveller ; 
(3) An agent with power of attorney ; 
(4) An agent selling out of a stock belonging to the foreign enterprise ; 
(5) A permanent establishment of any kind. 

In connection with the taxation of profits derived by an Italian enterprise from transactions 
effected abroad, we must distinguish according to whether an enterprise with its seat in Italy 
operates abroad through a commission agent, intermediary or commercial traveller or-whether through 
an agent directly dependent upon the enterprise, with or without power of attorney, or through a 
permanent organisation. 

In the first case, the enterprise is liable on all income derived from abroad, in accordance with 
the principle that, in matters of taxation, the Treasury takes no account of where the various 
operations are effected, but only of the place where the enterprise has its centre of activity. It 
is not·possible to apply to this case the legal exemption from tax of the income of foreign branches 
with separate accounts. A commission agent and a broker (intermediarJ) do business on their own 
and are not in a relation of dependence upon the enterprise ; their activities therefore cannot be 
assimilated to those of a branch. Nor can a commercial traveller's business be compared with that 
of a branch, since he is not permanently established in the foreign country, but only visits customers 
fror.1 time to time to give or receive orders. · 

In the second case, however, when the enterprise maintains in a foreign country an agent of 
its own responsible for doing business on behalf of the enterprise (with or without power of attorney), 
the representative in question can be assimilated to a branch of the undertaking. Consequently, 
the legal provision exempting from tax the income of foreign branches of the enterprise can be 
applied, granted, of course, fulfilment of the condition imposing upon branches accounts entirely 
separate from those of the central seat. 

The same principles apply when an enterprise whose seat ·is in Italy has a permanent 
establishment abroad, whatever, moreover, are the activities of that establishment. 
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PART III. -METHODS OF ALLOCATING TAXABLE INCOME 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

-
(a) BooK-I\EEPING AND AccouNTING REQUIREMENTS. 

Italian fiscal law contains no provision obliging enterprises to keep special accounts for the 
purpose of assessing taxable income. The financial administration therefore makes use of the 
accounts and documents which traders are required to keep by the general provisions of 
the Commercial Code. 

Articles 21 et s~q. of the Commercial Code lay down that every trader must keep a day-book 
in which all his business transactions without exception are entered day by day, together with his 
receipts and expenditure of whatever kind, and this independently of the fact that he may keep 
other commercial books, the use of which, while not compulsory, is usual in business. He must also 
keep in file the letters and telegrams he receives and copy the letters and telegrams he sends out. 

Further, every trader has to prepare an annual inventory of his movable and immovable 
property and of his debts and claims, whatever their nature and origin, and this must be transcribed 
in a special register. 

The inventory is closed at the same time as the annual balance-sheet and the profit-and•loss 
account, and is used for the preparation of these two documents. 

The profit-and-loss account constitutes the essential document for the determination of the 
taxable income of commercial companies and, in particular, of share companies, for which, as it has 
already been pointed- out above, such determination mu~t be made as a rule on the basis of the 
balance-sheet. 

The revenue authorities can, of course, make use of any other books and registers kept by the 
trader over and above those prescribed by the Commercial Code. 

They may also require the taxpayer to produce any extracts or documents they may need in 
order to fix the exact taxable income. ' 

If the taxpayer refuses to produce his registers and to furnish the extracts and documents 
asked for, Italian fiscal law has no means of compelling him to do so ; in such case, however, the 
revenue authorities will assess the taxable income in a presumptive manner on the basis of the 
information at their disposal. -

It wiil then rest with the taxpayer to prove that the income as fixed by the authorities is not 
in accordance with the facts. 
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(b) METHODS OF ALLOCATION, 

Italian law on the movable wealth tax contains no provisions for assessing by any particular 
method the income earned in Italy by the branch of a foreign undertaking in Italy or by an Italian 
company affiliated to a foreign company. 

It has already been mentioned in the course of this report that Italian fiscal law is based upon 
the principle of perfect equality of treatment between nationals and foreigners. Consequently, 
in applying tax on movable wealth, the law has exclusive regard for the production of that income 
and tries to assess it as exactly as possible for all taxpayers liable towards the Italian State for this 
tax.. It makes no distinction between Italian taxpayers and foreign taxpayers, between companies 
with an entirely independent existence and companies'affiliated to other Italian or foreign companies 
or between enterprises operating on their own account and enterprises operating as branches of 
enterprises founded abroad. 

The law lays down no special method of determining the taxable income of branches or 
subsidiaries of foreign enterpri~s. Resort must therefore be had to the general rules for fixing the 
taxable income of all other enterprises operating in Italy. 

A branch of a private enterprise is required to declare its income to the revenue authorities 
under the provisions referred to in Part I of this report. The authorities then examine and check 
the declaration and for the purpose exercise the powers and avail themselves of the sources of 
information likewise mentioned in that part of the report. 

In order better to test the returns of the branch or, in the absence of a return, in order to assess 
at their own discretion, the authorities may also compare the activities of the branch with those 
of other enterprises engaged in the same line of industry or commerce. A comparison of one 
enterprise with all others of the same kind is a most important means of estimating the exact taxable 
income. The Treasury not only uses this method for testing the declarations of income by branches 
of foreign enterprises, but regularly employs it, among other methods, in determining the taxable 
income of national enterprises. 

In the case of branches or subsidiaries of foreign companies, the revenue authorities may assess 
income on the balance-sheet of the branch or subsidiary, which both are required to publish under 
A,rticle 230 of the Italian Commercial Code. 

In checking the balance-sheet of branches or subsidiaries, the Treasury observes the general 
principles set forth in Part I and has recourse, among other expedients, to the comparative method. 
As regards subsidiaries, this method is of particular importance, inasmuch as it can, for example, 
help to determine the exact price of goods and products which the subsidiary acquires from the 
parent company with a view to selling them again in Italy. -

It will not be possible to apply the method of comparison if, as is very unlikely, the branch or 
·subsidiary of the foreign enterprise engages in activities differing from those of any other enterprise. 
In thi~ case, the revenue authorities with the greatest care collect all possible information or data 
that can help to determine the income. The branch or subsidiary, on the other hand, like all other 
taxpayers, retains the right to claim a reduction of its quota if it can show that the income figure 
declared by the adrriinistration does not correspond to the facts, producing for this purpose all 
relevant evidence before the revenue office itself or before the administrative committees appointed 
to decide on fiscal disputes. 

Lastly, the Italian Treasury respects the separate legal existence of subsidiaries and, in assessing 
income, takes exclusive account of the latters' operations. 

Having offered these explanations, we may now examine each of the different methods of 
allocation. 

I. Method of Separate AccounJing. 

The rule is that the income of the branch must be determined separately, as if it were an 
enterprise completely independent of the parent company abroad. 
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The revenue authorities, as already mentioned, may resort to any means at their disposal ; in 
the main they seek to eliminate all possibility of confusion between branch and central seat and ~y 
transfer of gains or losses from the accounts of the one to those of the o.t~er. In order to. arrive 
at these results, the law, as stated, lays down no special rule for determmmg the taxable mcome 
to be ascribed to the branch. It rests therefore with the revenue authorities to collect all the 
available data calculated to show the real nature of the income taxable against a branch in 
Italy. 

2. Empirical Methods. 

Italian law has no empirical method of determining the taxable income of a branch or subsidiary 
of a foreign enterprise. Nor has it any· similar method for determining the taxable income of I tal ian 
enterprises. .. 

In certain cases, however, the Treasury does, in-practice, adopt methods that may be called 
empirical. If it does so, it is as a result of agreements between its representatives and the 
representatives of trade-union organisations or associations of various categories of taxpayers. 
These agreements are also valid for branches and subsidiaries of foreign enterprises, but more will 
be said of them later (pages 277 and 278). 

3· Method of Fractional Apportionment. 

It is clear from the foregoing that, in order to determine the taxable income of a subsidiary 
or branch of a foreign enterprise, Italian law will in no case regard this income as a fraction of the 
total income of the parent company. The law rests on the principle that the object of determination 
is to ascertain the amount of income actually produced in Italy by the branch or subsidiary, apart 
from the total income earned by the parent company -operating on its own account abroad. 

4· Requirements for Selection of Methods and Value of the Various Methods. 

The only method employed by the Italian Treasury is that of separate accounting. This 
method, which aims at determining the exact income earned in Italy, is in harmony with the 
principle of the territoriality of income. Mote than that, it saves having to determine the total 
income of the entire enterprise through all its various operations and activities in different countries. 
It is difficult enough to determine this total income, but it is even harder to allocate it between the 
centre of management and the various organisations (branches and subsidiaries) abroad. 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

I. Apporti01tment of Gross Profits of Local Branch to Real Centre of Management abroa~. 

!tali~ law does not allow a fraction of the net income earned in Italy by a subsidiary or branch 
to be ascnbed to the centre of management abroad and thus escape taxation in the Kingdom. 
In determining a branch's net income, however, the Treasury does in practice allow a certain 
deduction for "general overhead", representing the activities of management and the expenses 
of the centre of management. · 

2. Apportionment of Expenses of Real Centre of Management to Branch or Subsidiary. 

Interest Charges. -It is the custom to distinguish between subsidi4ries of a foreign enterprise 
and _branches. As regards the former, there can be no possibility of ascribing to the subsidiary a 
po~tton of the debts contracted by the pa~ent company. The subsidiary has an independent legal 
existence and the Treasury can only take mto account debts it has contracted in its own name. 
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In the case, however, of a branch or other organisation, it must be noted that, should a fraction 
of the debt contracted by the parent company be ascribed to the branch, the interest on that part 
of the debt could not be deducted from the gross income (Category B) accruing to the branch. The 
reason for· this is that, as was pointed out in Part I in connection with annual charges on liabilities, 
the law makes deduction conditional upon the name of the creditor being known and the creditor 
himself having an Italian domicile. 

Nevertheless, when the Treasury determines in practice the general overhead to be deducted, 
· if necessary, from the gross income of the branch, the administration may possibly take account, 

in one form or another, of the return on the interest on money borrowed by the parent company in 
order to organise the Italian branch. 

Overhead Expe·nses. -As regards subsidiaries, none of the overhead expenses of the parent can 
be attributed to the subsidiary ; the reason of this is the same as the one set forth in connection 
with interest. As regards the apportionment of general overhead between the parent enterprise 
and its branch, it must first of all be observed that, wherever there is an exchange of goods, products, 
raw materials, etc., between parent company and branch, a fraction of general overhead will generally 
be found to be included in the price of these articles. In such cases, the only duty. of the revenue 
authorities is to check the declared price in the light of all available information in order to ascertain 
whether it corresponds to the current price, which already includes general overhead. 

If there is no exchange of goods, products or raw materials between parent company and branch, 
the law has no precise rules for the apportionment of general overhead, but the revenue authorities 
settle each case in proportion to the size of the branch's business. In practice, the fraction of general 
overhead to be ascribed to the branch will generally be included in a round sum, which will include 
all the expenses to be deducted from the grossincome of the branch. 

3· Apportionment of Net Profits. 

Of Branch to Deficitary Parmt. - The Italian tax on movable wealth being based on the 
principle of the territoriality of income, Italian law looks only to the income earned in Italy by the 
branch or subsidiary of the foreign enterprise. It assesses this income for ta..x without regard to the 
results of the foreign enterprise's direct activities or of its activities through all its branches and 
subsidiaries. Consequently, if this total result is a deficit, that deficit does not affect the taxation 
of the income earned by the subsidiary or branch in Italy. 

Of Parent to Deficitary Branch. - If the accounts of the branch or subsidiary of a foreign 
enterprise show a deficit, the principle of territoriality ensures that such branch or subsidiary does 
not have to pay tax on movable wealth, even if the total activities of the foreign enterprise, both 
direct and through its various branches and subsidiaries, result in a profit. 

Further, even in the event of a deficit, the branch or subsidiary has to pay the ta..x on all the 
salaries and other remunerations of the agents it employs (Category C2 income). In this case, tax is 
payable by the branch or subsidiary, but the latter may recover it from their employees or workmen. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

In the case of the income of a subsidiary company, the Treasury determines it separately, as 
if it were an entirely independent company. If the subsidiary is a share company, it is subject to 
the same rules as all other share companies whose seats are in Italy. Determination is then based 
upon the subsidiary's balance-sheet, which is the main piece of evidence in taxing companies of this 
kind. 

The revenue office, however, has the right to check the balance-sheets of all companies having 
their seats in Italy, and therefore those of subsidiaries of foreign companies. It can thus remove 

1!. ld 
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from the liabilities all items which fiscal law does not allow to be deducted from gross income (taxes 
and contributions, for instance); it can also correct any items in the balance-sheet which may not 
appear to conform to facts and thus may ~~lsify the final. result. · · 

For this purpose, the revenue authonties may exerciSe the general powers con_ferred by the law, 
such as the power to inspect registers and demand all documents and explanatiOns calculated to 
reveal the facts. Thus, they can demand to see the genera~ accounts of th~ parent co~p~ny. By 
these means the authorities reconstitute the balance-sheet m accordance wrth fiscal pnnCiples and 
to this end ~ay make use of the reports of the board of management and of the audi.tors and t~e 
minutes of the general meeting of shareholders. If necessary, they have the further nght to audrt 
the accounts. 1 

It may happen that the company refuses to furnish the authorities with the documents and 
information necessary for checking the balance-sheet. It may also happen that the balance-sheet 
may not be drawn up in such a way as to supply a suitabl_e basis fo~ determi~ation. In th_at case, 
the revenue authorities apply the general rule already mentioned, whrch authonses them to drsregard 
the balance-sheet. They may then proceed on the presumptive method, as in the case of a private 
individual, and determine the taxable income of the subsidiary in the light of all available evidence. 

II. APPLICATION OF THE :METHODS OF ALLOCATim: IN SPEOFIC CASES. 

{a) INDUSTRIAL AND Co:mrERCIAL ENTERPRISES. 

r. Selling Establishments. 

Local Establishments selling in National Market. - As already stated, Italian law knows no 
special method of determining the income of a subsidiary or branch of a foreign enterprise in Italy. 
Its purpose is to assess for movable wealth tax the whole income which taxpayers earn in Italy, 
without any regard to the activities which create this income or the forms of these activities. 

Consequently, if an enterprise manufacturing or buying abroad also sells in Italy through a 
permanent organisation established in the country, the tax on movable wealth is applied to the 
whole net income from these sales. But as, in this case, the sales in Italy are in respect of goods and 
products manufactured or bought abroad, the revenue authorities, when calculating the profit on 
these sales, are bound of course to ascertain as exactly as possible the cost of the foreign product 
sold in Italy. They will therefore employ every means in their power to determine this price and 
will then deduct all the expenses involved in the exercise of the trade in question. They will adopt 
this procedure, not only in the case of a permanent organisation established in Italy by a foreign 
enterprise, but as regards any Italian trader selling in Italy goods bought abroad. 

In the special case of an organisation belonging to a foreign enterprise and selling in Italy, 
the revenue authorities may find it necessary to check very carefully the price at which the parent 
company invoiced its own products when supplying them to its Italian organisations, for they have 
to determine whether this price corresponds to current market prices. If the goods are such as 
have a universally known price, this process of checking will be quite easy, but for other articles the 
authorities will have to obtain the necessary data where they best can. 

Still, it may be repeated, these various operations do not constitute a special method of 
assessment; they are merely part and parcel of the complex and detailed activities which the revenue 
authorities have to pursue in order to determine in each particular case the income of the different 
taxpayers. 

Local Establishments selli11g abroad. - When an Italian branch sells in other countries the 
products of the foreig~ enterpris~ on which it is dependent, it is liable to tax on movable property 
m respect of that portion of the mcome from sales which is to be regarded as the result of its own 
sel?arate act!vities. The fact that the foreign enterprise has created a branch in Italy for sale in 
thrrd countnes would seem to show that the enterprise has thought it necessary, or anyhow useful 
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for its purposes, to transfer a part of its commercial activities to Italian soil. It is therefore natural 
that the receipts obtained by the foreign enterprise from its permanent organisation in Italy should· 
not only be taxed, but taxed to the account of the Italian organisation. 

-z. Manufacturing Establishments. 

A foreign enterprise which has an establishment in Italy for the manufacture of products 
which it then sells abroad is liable to tax on movable wealth in respect only of the income from 
manufacturing in Italy ; this income consists of the difference between the cost price of the product 
and its price when it leaves the factory to be put on sale (wholesale price). 

In addition to all other sources of information for determining this income, the revenue 
authorities may institute comparisons with other enterprises manufacturing the same article. 

3· Buying Establishments. 

Provided that it possesses no permanent organisation in Italy, a foreign enterprise is not liable 
to tax on movable wealth when it buys raw materials from other enterprises in Italy with a view 
to working them up and selling the products in other countries. 

As regards the taxation of buying offices, jurisprudence is not very clear. Each decision taken 
reflects the actual circumstances of the particular case and the various activities of the particular 
office. 

Speaking generally, however, the income taxable in Italy is the saving which the enterprise 
effects on the current market price it would have to pay for the finished product in Italy. In the 
cases with which we are dealing, the foreign enterprise obtains a cost lower than the market price, 
thanks to the activities of the buying office and in spite of the cost of organising that office. 

Very often buying offices engage in various operations of sorting, classifying, making-up, etc., 
with a view to improving their products in the eyes of their customers in the country where they 
are sold. These operations which precede commercial operations proper are a source of gain 
which may be considered as earned in Italy. In a certain sense, these gains may be assimilated 
to the income to be ascribed to enterprises manufacturing in Italy for sale abroad. They represent 
the difference between the cost of giving the article its necessary make-up and the market price of 
the same product already so made up and ready for export. These gains are therefore taxable 
in Italy. ' 

4· Statist-teal Establishments, Display Rooms. 

When a foreign enterprise has an establishment in Italy which does not directly engage in 
, profitable business but renders certain services to the enterprise, it is necessary to examine in each
case how the Italian establishment is organised, how it functions and the real extent of its 
contribution to the productive activities of the foreign enterprise. 

Keeping to the two examples quoted above, let us take the case of a statistical office responsible 
for collecting general data and information necessary for purely scientific economic research or as 
a guide to the industrial and commercial work of the foreign enterprise, such statistical office not 
being connected with a sales organisation in Italy. In such a case, the foreign enterprise and, 
through it, the statistical office are not liable to any tax on movable wealth. The office does not, 
in fact, constitute a productive organisation capable of earning income in Italy. 

If, on the other hand, the statistical office is attached to a sales organisation in Italy established 
by the foreign enterprise, the income on which this organisation will be liable is larger or smaller 
according to the size of the receipts corresponding to the services rendered by the statistical office. 
There can be no separate taxation of the indirect receipts which the statistical office earns for the 
enterprise. · 
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As regards display rooms, tax on movable property is not applied if the room simply makes 
known the goods of the foreign enterprise and does not take-orders. 

If, however, the display room takes orders from Italian customers and passes them on to the 
foreign enterprise, it must be regarded as a permanent organisation representing the enterprise. 
In this case, the Tre~ury will tax the income which the enterprise itself earns in Italy through sales 
arising out of orders secured by the display room from Italian customers. 

(b) OTHER KINDS OF ENTERPRISES. 

As 1nention~d several times, the Italian law governing tax on movable wealth follows the 
principle of full equality of treatment as between Italian nationals and foreigners. This equality 
applies, not only to the substance - i.e., the assessment of the tax - but also to the form - t~at 
is, the method used to determine the exact income liable to the tax and the procedure for settlmg 
disputes between taxpayers and the Treasury concerning the determination of taxable inco~e. 

The principle of equal treatment for nationals and foreigners is general and absolute, and admits 
of no exceptions due to the nature of the activities from which the income results. 

Accordingly, permanent organisations of foreign enterprises dealing in Italy in credit, insurance, 
transport and all the other special industries, are liable to tax on movable wealth exactly to 
the same extent as all national enterprises. The law has no special method for determining 
the taxable income of these organisations. 

It merely instructs the revenue authorities to determine this income by the exercise of all the 
powers conferred upon them and by whatever means may seem in each particular case most likely 
to furnish an accurate estimate of the taxable income. On the other hand, the taxpayer will always 
have the right to appeal to the law and, in particular, to apply to the Committees of Direct Taxation 
and the judicial authorities within the limits and forms prescribed by law. 

The problem therefore resolves itself into determining what are the chief sources of evidence 
and information to guide the revenue authorities in determining the taxable income of organisations 
permanently established in Italy by foreign enterprises . 

. Before, however, considering these factors, a digression may be allowed for the purpose of giving 
a short general account of certain practical methods in current use by the Italian Treasury for 
determining income. ' 

In the first place, the net income of all enterprises can be determined by the use of an average 
figure ( chifjre /orfaitaire). This method is in contrast with analytical determination, which consists 
in determining the different items among the assets, and the liabilities corresponding to each of them. 
The method of average assessment (which is not compulsory for any given enterprise) presupposes 
agreement between the revenue authorities and taxpayers ; both parties, however, may claim 
determination by an analysis of assets and liabilities. 

In the case of share companies, the Treasury usually employs the balance-sheet method, as 
several times explained in this report. 

There is, however, nothing to prevent net income from being determined by an agreement on 
the basis of a flat rate. 

In some circumstances, income is determined from turnover, but the law in no case obliges the 
taxable income to be fixed on that basis, which is only one factor of assessment. Quite often, 
however, the revenue authorities and the taxpayer decide between themselves to take the turnover 
figure as the one basis of comparison for determining income, fixing the latter as a certain percentage 
of the actual turnover. · 
. These agreements between the revenue authorities and the taxpayer are a very common practice 

·m Italy. They allow the total taxable income to be fixed without gross income having first to be 
determine~ ~nd without having to deduct the various liabilities. Before concluding the agreement, 
the authonbes of course check the balance-sheet and obtain all the necessary data for determining 
income analytically. In this way, they are able to see how closely the taxpayer's figure 
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approximates to that resulting from the checking of the balance-sheet and the other evidence 
obtained. 

In Italy, the prvportion of cases determined by agreement is fairly high. It often amounts to 
50 and even 75 per cent. 

Apart from individual agreements between the revenue authorities and the taxpayer, general 
agreements are sometimes concluded between representatives of the administration and 
representatives of the various associations in which the different classes of taxpayer are grouped. 

The purpose of these general agreements is to lay down the principles for determining the 
income upon which individual taxpayers are to be assessed. 

This method of general agreements between the representatives of the administration and 
· those of the taxpayers' associations was reinforced by the Law of April 3rd, 1926. This law has 
proclaimed the juridical existence of trade-union organisations and thus enabled their exact relations 
with the administration to be made clear and has provided that associations may be recognised as 
representing,in relation to the Treasury, the joint interests of a whole class of taxpayers, instead of the 
separate interests of individual taxpayers of that class. The method of general agreements is in 
perfect accord with this principle, for it establishes the rules for determining the income of a whole 
class of taxpayers without proceeding to determine the actual taxable income of each particular 
taxpayer. The latter is a matter for arrangement between the revenue office and each taxpayer, 
but the arrangement is based on general principles laid down in the agreement concluded with the 
competent trade-union association. 

Agreements of this kind have been concluded for the purposes of determining : 

(a) Income from agricultural rents, a figure based upon a fixed percentage of the rent ; 
( b t Income from dairy work, which is based upon the quantity of milk treated, the tax 

being fixed at a given number of lire per 100 kilogrct..nmes of milk treated ; 
(c) Income from the silk-weaving industry, etc., based on the number of looms at work, 

the tax being fixed at so many lire per loom ; · 
{d) Income from the naval armament industry, based on different rules according to 

whether the vessel is a steamer or sailing vessel ; 
(e) Income from the salt-marsh industry ; 
(!) The abatements for depreciation and wear-and-tear of plant and movable material 

to be allowed as deductions from the gross revenue of railways and tramways ; amortisation 
deductions from the revenue of railways and tramways conceded to private enterprises, accom
panied by an obligation to surrender the ownership of plant and material to the conceding party 
on expiry of the concession, without claim to compensation ; 

(g) In other numerous cases that need not be specified. 

The method of general agreements between the Administration of Direct Taxes and the various 
trade-union associations will be still more widely used in the future, having been warmly welcomed 
by both parties. The great majority of taxpayers are equally in favour of it ; it saves them lengthy 
discussions with the revenue authorities and no less lengthy proceedings before the competent courts 
and committees. 

The question at issue can now be answered in sufficient detail. First, one preliminary 
observation on the taxation of the organisations contemplated by the question- namely, Italian 
organisations belonging to foreign enterprises. The point of departure for this taxation is the 
balance-sheet, which these different organisations are required to keep in respect of their business 
in Italy. The question therefore resolves itself into the checking of balance-sheets for the purpose 
of determining the exact amount of income which is to be regarded as having been earned in Italy. 
This control of course necessitates a comparison between the separate accounts of the Italian 
organisation and the general accounts of the foreign enterprise as well as a comparison with all the 
data collected by the revenue authorities on their own account. 
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All these operations, as has already been explained, are part of the method normally employed 
to determine the taxable income of all enterprises operating in Italy, whatever the nature of their 
activities. 

There is nothing special to add in regard to banks or light and gas compatties. 
Insurance companies are required to keep for their Italian portfolio a separate balance-sheet 

distinct from that of their foreign portfolio. The particulars of the Italian balance-sheet are the 
basis for determining the income taxable in Italy. · 

As regards transport enterprises, no special remarks are called for by the subsidiaries of foreign 
companies operating tramways and secondary railways in Italy. These are treated on the ~ame 
footing as all national enterprises. A special word, however, must be said about the InternatiOnal 
Sleeping and Restaurant Car Company. This company has no separate balance-sheet for Italy, 
but submits to the financial administration its general balance-sheet divided into as many parts as 
there are countries where it operates. 

In order to determine the income on which the company is liable in Italy, the Treasury takes 
as its basis the results of the section in the general balance-sheet referring to Italy ; it checks this 
section in the light of its information as to the company's total receipts in Italy, both from sleeping-
cars and restaurants. -

The determination of the company"s taxable income in Italy has not as yet been a cause of 
serious dispute. The Treasury and the representative of the company have nearly always found 
it possible to come to an agreement. 

As regards telegraphs and telephones, the former are a Government monopoly. When telephone 
services are not in the hands of the State, they are granted to private companies under Government 
control. The question now before us does not therefore arise, for there is, in Italy, no organisation 
belonging to international telephone or telegraph enterprises. 

The question does, however, arise in connection with the company operating telegraphic 
communications by cable (Italcable). This company has some lines with its own cables ; on others 
its cables are linked to those of foreign companies. , 

The income from communications along the cables used'jointly thus has to be allocated between 
ltalcable and the foreign companies, for it is necessary to determine the taxable income of the 
Italian company. It may be mentioned that this apportionment of income, though presenting 
many difficulties, is nevertheless facilitated by the terms of the service concession and the clauses 
of conventions concluded between Italcable and foreign companies. 

In any case, it must be borne in mind that the law enacts no special methods for taxing Italcable 
and, as a rule, the matter is decided by friendly agreement. 

A few words now concerning mininfi! enterprises. 
In Italy, and particularly in Sardinia, there are numerous organisations for mineral-extraction 

belonging to foreign enterprises. In accordance with the general rule, the taxation of these 
establishments is based primarily upon the different balance-sheets. In order to check the .latter, 
the revenue authorities have special recourse to information as to the annual quantity of 
raw materials extracted, the output of mineral substances worked up for export from these raw 
materials and the cost of these substances. 

The income from mineral extraction is fixed by the administration on the basis of this 
information. The administration does not, however, take account of the income from the treatment 
of these minerals when they are worked up abroad by the parent company. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

I. GENERAL METHODS OF ALLOCATIOl\. 

·· ~s a~read~ m;ntioned, enterprises having their head office in Italy which have no permanent 
orgamsahon w1th Its own separate accounts abroad have to pay tax on movable wealth in respect 
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not only of their activities in Italy, but of their foreign activities. The income from the latter is 
to be regarded as earned in the place where the enterprise has the centre which directs the whole 
of its economic activity and upon which the results of all its operations converge. 

If the enterprise has a foreign branch with accounts separate and distinct from those of the 
central seat, the law expressly exempts from tax on movable wealth the separate income earned 
by the branch, which accordingly has to be deducted from the total income taxable against the 
central seat. 

In such cases, the revenue authorities determine the income to be ascribed to the branch by 
taking as a basis the separate accounts of the branch and comparing them with the accounts of 
the central seat. The purpose of tllis comparison is to rectify any transfer of gains or losses from 
one establishment to the other. Other aids to checking are a knowledge of the amount for which 
the foreign branch is assessed by the country where it operates, and comparison with the amount 
for which branches of a foreign enterprise engaged in the same line of industry or commerce are 
assessed by the Italian Government. 

II, ALLOCATION OF PROFIT TO REAL CENTRE OF l\L\NAGEl\IENT WITHIN THE COUNTRY. 

If an enterprise has only its real centre of management in Italy, while all its productive 
operations are transacted abroad, there is no jurisprudence allowing a portion of the income from 
these operations to be ascribed to the central seat. 

The Law of August 12th, 1927, exempts from tax on movable wealth the income earned 
abroad by branches, provided that these branches have their own separate accounts. 

Prior to this law, jurisprudence was definitely in favour of declaring the whole of the foreign 
income taxable against the real centre of management. This decision was based upon the view 
that the place from which an enterprise is managed and administered is the place where the whole 
activities of the enterprise are centred ; this is the place, therefore, where the income must be 
considered to have been produced. Undoubtedly, management and administration are not merely 
among the factors of production, but necessary prerequisites, sine qua non conditions of the material 
activities of manufacture and sale. It is the management which organises, initiates and feeds the 
enterprise's whole work, with the result that, if the management fails, the whole life of the business 
is suspended. 

Since the publication of the Law of August 12th, 1927, the income of an enterprise which does 
business abroad without having a foreign branch with separate accounts is taxable in its entirety 
against the central seat,, in virtue of the jurisprudence explained above. 

It is different when the enterprise does business abroad through branches having their own 
accounts, the central seat merely keeping a record of expenses. 

Can part of the income of the central seat be taxed as representing income earned abroad by 
branches ? Can the exemption granted to the central seat's income by the Law of August 12th, 
1927, be refused to this part of it ? No judgment,t> have yet ·been given which would furnish 
jurisprudence on these questions. The silence of the courts may be due to the fact that there 
are in Italy no enterprises which have only the centre of management in the country, a centre entirely 
detached from all industrial or commercial administration proper. Be that as it may, there is not 
sufficient evidence to furnish an answer to the question. 

C. HOLDING COMPANIES. 

I. HOLDING COMPANY CONTROLLING ONE OR 1\IORE FOREIGN SUBSIDIARY COMPANIES. 

There are no rules for determining the income of holding companies, which are subject to the 
general regulations governing the taxation of all other companies. 
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Consequently, a holding company having its head office in Italy is liable to tax on movable 
wealth in respect of its own income, subject to the following observations : 

{I) A holding company cannot be taxed on its dividends from shares in an Italian company, 
because, as already pointed out, these dividends have already paid tax as income of the company 
that distributed them. 

On the other hand, a holding company's dividends from shares in a foreign company· help to 
make up its Category B income, which is taxable in Italy against the holding company. 

If the company is not purely financial, but is industrial and commercial (as may be the case 
with trusts) and has an independent subsidiary ·abroad, the dividends from the shares of 
the subsidiary usually contribute towards Category B income, on which the parent company is 
liable. Except for exemptions granted in certain cases in favour of dividends of this kind, this is 
the principle applied by the financial administration, which gives a generous interpretation of 
the law exempting the income of branches with separate accounts. 

(2) A holding company cannot be_taxed di~ectly on interest from bonds issued by Italian 
companies, because, as explained before, this interest is taxable against the company issuing the 
bonds, subject to the latter's right of refund against the recipient of the interest. The only possible 
obligation upon the holding company is to refund the tax to the company that issued the bonds ; 
but that is a question of no concern at all to the financial administration. If, however, the interest 
is in respect of bonds issued since September 30th, 1926, it is exempt from tax on movable wealth 
and cannot therefore be taxed against the company that pays it ; thus the holding company is not 
bound to refund. 

Interest on bonds issued in Italy by joreig1z companie.s is governed as a rule by the regulations 
applying to the taxation of dividends. Accordingly, it goes to make up Category B income, on 
which the holding company is liable. 

(3) A holding company has to pay tax on movable wealth in respect of all income 
from speculative dealings in its holdings of securities, whether these are the property of one or more 
Italian companies, or whether they belong to one or more foreign companies. - . 

II. LOCAL SUBSIDIARY C·:):\olPA~Y CO~TROLLED BY A FOREIGN HOLDING cmiPANY. 

When a foreign holding company controls a national company because it holds its shares, it 
does not thereby become subject to tax in Italy . 

. The Italian administration is content to tax the national company in respect of the income it 
earns and takes no account of the parties to which this income is distributed. 

In the case of interest which the national company pays on its own bonds, the administration 
collects tax from the debtor company without regard for the creditor. The latter, however, may 
be required to refund the tax to the debtor company, a proceeding with which the administration 
is not concerned. 
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A:nnex. 

TABLE OF TARIFFS. 

J. TAX ON BUILDINGS. Per 
cent 

Basic tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 

Additional percentages : 
Collected on behalf of the provinces : 

so per cent (minimum) and 75 per cent (maximum) of the basic tax. 
Collected on behalf of the communes : 

so per cent (minimum) and I2S per cent (maximum) of the basic tax. 

II. LAND TAX. Per 

Basic tax .........•... 
Additional percentages : 

Collected on behalf of the provinces : 
so per cent (minimum) and 100 per cent (maximum) of the basic tax. 

Collected on behalf of the communes : 
200 per cent (minimum) and soo per cent (maximum) of the basic tax. 

Ill. TAX ON INCOME FROM PERSONAL PROPERTY. 

cent 
IO 

Per 
Class of Income cent 

A. Incomes derived exclusively from capital (interests, dividends, rents, etc.) . . • . . . . 20 

B. Income resulting from the co-operation of capital and labour (industrial and commercial 
incomes, etc.) : 

Normal tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 
Rate applicable to agricultural profits accruing to farmers . . . . . . . . . 7 

C. (1) Income from labour of an uncertain and variable nature and derived from the carrying 
on of an independent profession . . . . . . . . . . . . . . . . . . . . . . 12 

C. (2) Income from labour consisting of fixed and determined amounts,such as salaries, wages, 
bonuses, etc., paid by private employers or generally by enterprises which are not of 
public utility or of public interest and income not derived from capital or labour, 
such as life annuities and similar incomes . . . . . . . . . . . . . . . . . . 9 

D. Salaries, wages, pensions and compensation paid by the State, provinces and 
municipalities, welfare institutions and by various enterprises of public utility or 
common interest, etc. ; 

Salaries and emoluments of public officials and of employees 8 
Workmen's wages . . . . . . . . . . . . . . . . . . 4 
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IV. TAX ON AGRICULTURAL INCOME REGARDED AS PERSONAL PROPERTY. 

·~:-•-; 

Income and profits derived by the landlord cultivating his own land directly or renting it to 
a metayer or colon partiaire 1 

Profits ofthe colon or metayer 1 • • • • . • . • • • • • • • . • • • • • • • • • • • • • 

Amount of incom~ 
(In lire) 

3,000 

s.ooo 
10,000 

20,000 

so,ooo 
100,000 

200,000 

soo,ooo 
1,000,000 

V. COMPLEMENTARY TAX. 

(Abridged Tariff.) 

Percentage 
rate of tax 

1.00 

t.22 
1.61 

2.12 

3·05 
4.01 

s.z8 
7.60 

10.00 

Per 
cent 

5 
. 2.5 

The rate of tax applicable to ~ny intermediate income between those shown in the present 
table may be obtained by raising the income in question to the 0.39637th power and by multiplying 
it by the fixed proportional coefficient 0.048186 - i.e., if R is the rate required and I is the 
income, the formula will be as follows : . 

Before the percentage is applied, it is eventually necessary to round off the taxable income in 
the following manner : 

Income 
Between and 

3,000 s.ooo 
s.ooo 10,000 

10,000 20,000 

20,000 so,ooo 
so,ooo 100,000 

100,000 200,000 

200,000 soo,ooo 
soo,ooo 1,000,000 

To the nearest 
multiple 

. so 
100 

200 

soo 
1,000 

2,000 

s,ooo 
10,000 

1 A metayer.or colo1: partiaire ~sa tenant who, unlike the termier (farmer), does not pay a fixed rent in cash, but 
pays a rent whtch vanes according to the yield of the land and which is usually in kind or partly in cash and 
partly in kind. 
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PART I.- GENERAL DESCRIPTION OF DIRECT-TAX SYSTEM• 

In Latvia, the periodical taxes on income are as follows : 0 

Graduated income-tax ; 
Tax on income from capital ; 
Tax on urban properties ; 
Tax on rural properties ; 
Taxes on trade and industry. 

The income-tax is a graduated tax to which companies are subject as well as individuals ; it 
is imposed afresh upon income already liable to one of the other taxes and is also levied upon all 
income that does not come within the scope of any of those taxes. 

The tax on income from capital is levied upon the income from securities issued by the State, 
by public corporations and by enterprises whose head office is in Latvia, and upon the income from 
all capital invested in the country in the form of deposits, loans, securities, etc. The tax 
is proportional and is collected at the source. 

Similar to this tax is the special tax on advances made by credit establishments on security ; 
this tax, however, is borne, not by the creditor, but by the debtor. 

Taxes on urban and rural properties are land taxes imposed, in the one case, upon real P.state 
in towns, in the other, upon country estate. Both are proportional taxes and only affect income 
derived from land and buildings in Latvia. 

The taxes on trade and industry are divided into the patente tax, the profits tax, and the capital 
tax. 

Patente tax is based on turnover, and industrial and commercial enterprises are divided into a 
number of categories, each with its own rate of tax. In the case, however, of credit and insurance 
establishments, the tax is based, not on turnover, but on the registered capital. 

The profits tax, as its name implies, is assessed on the net profits of an enterprise, and the 
capital ta.x, which is peculiar to companies, is computed by applying to the capital of the taxable 
enterprise a certain rate varying with the profit.3 

1. TAXPAYERS. 

(a) INDIVIDUALS. 

An individual's fiscal domicile is the place where he permanently resides. 
Liability to tax in Latvia depends not so much upon a taxpayer's domicile as upon the source 

of his income. We shall see under the heading " Taxable Income " the exceptions to and 
qualifications of this rule. The taxes to which individuals, like all other ta.xpayers, are liable are 

1 Legislation in force on l\larch 1st. 1933· 
• Compilation of Laws 61, Official Gazelle No. 90, 1920, Collection of Laa·s qz, 1928, Official Gaulle No. 131, 

1928 and Collection of Laws 43, 1929, Official Gazette No. 65, 1929. 
, s The following figures show the percentage contribution of each of these taxes to the total State budge_t: 
income-tax, 2.25 ; urban estate tax, r.o7 ; rural estate tax, 0.51 ; patente tax, 0.39; ta."<: on commercial 
and industrial profits, 2 20 ; total, 6.42. 
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the graduated income-tax, the taxes on urban and rural properties, tax on trade and industry and 
the tax on income from capital. 

If a person not domiciled in Latvia Tesides there for more than six months in the tax ·year and 
is not in receipt of income taxable in Latvia by reason of its source, such person will none the less 
be liable to pay tax on a certain income figure, computed for the whole year on the basis of certain 
external evidence and his standard of living. When a person spends less than six months in Latvia, 
his taxable income is determined, not empirically, but from the income he has actually received 
during his stay in the country. 

(b) PARTNERSHIPS. 

Partnerships, which include general partnerships, joint ventures, de facto associations and other 
associations not possessing legal entity, are liable to the same taxes and taxed under the same 
conditions as individuals. They do not, however, in themselves constitute taxable entities and, 
while the taxes are computed on the basis of the income they enjoy, the tax is assessed against 
each member or partner and is divided between them according to their respective shares in the 
partnership or association ; if the amount of individual shares is not known, the tax is divided per 
capita. 

(c) CoMPANiEs. 

Companies comprise all associations with a legal entity i.e., share companies, limited 
partnerships with share capital and co-operative societies. These companies are domiciled where 
they have their ~eal centre of management, in most cases, that is, at their registered office. They 
are liable under the same conditions as individuals and partnerships (constituting, of course, entities 
taxable as such), but, for purposes of taxes on trade and industry, they have always to produce their 
balance-sheet and are taxed on the basis not only of their turnover and profits, but of their registered 
capital. 

z. TAXABLE INCmiE. 

Income liable to taxation is divisible into income from real estate, income from capital, industrial 
and commercial profits, salaries and wages, remuneration of the liberal and kindred professions, 
and miscellaneous income. 

Let us now consider the taxes on each of these classes of income, having regard to the origin 
of the income and the domicile of the recipient. _ 

· Income from Real Estate. - This income is in the first place liable, according to its nature, 
either to the tax on urban properties or to the tax on rural properties. These two taxes are strictly 
territorial and the domicile of the person who enjoys landed income is of small importance, the 
necessary and sufficient condition of liability being that the taxable income is derived from real 
property in Latvia. Income from urban estate is further liable to income-tax, but not the income 
from rural estate. Landed income from abroad is never liable to income-tax, even if the recipient 
lives in Latvia. · 

Landed income includes only income from the property or from a property right to the soil, 
and the law exempts from income-tax agricultural income and income from similar activities 
(stock-breeding, market-gardening, fruit-growing, forestry, fisheries, etc.), which also do not come 
within the scope of the tax on income from rural property. 

Income from Capital. - By capital yield is meant all income from shares, bonds and other 
~ecu:ities, fro~ deposits, current accounts, loans, etc., to the exclusion of capital which a man invests 
m h1s own busmess or enterprise. 
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, If the income is from securities or interest paid in any form whatever by public enterprises or 
credit establishments, the tax on income from capital is deducted at the source (subject to various 
exemptions we shall deal with under the heading of assessment), whatever the domicile or residence 
of the recipient. 

. Further, such income, whatever its source, will be liable to income-tax if it accrues to persons 
domiciled in Latvia. Thus, as regards the first of these taxes, fiscal liability is based upon the source 
of the income and, as regards the second (in so far as it is imposed on the income now in question), 
on the recipient's domicile. 

Industrial and Commercial Profits.- This income, which further includes all receipts of whatever 
origin associated directly or indirectly with the exercise of a business or industry, is liable to the 
various taxes on trade and industry, which we shall discuss in detail under the heading" Assessment" 
(pages 289 and 290), and is also liable to income-tax.· Both taxes are payable only if the enterprise 
has its head office or an establishment in Latvia. 

The income from participations in such enterprises is taxable under the same conditions as 
the profits of the enterprises themselves. 

Salaries and Wages. - Salaries and wages, which include all kinds of remuneration and advan
tages arising out of services performed on behalf and under the authority of another person, are 
liable only to income-tax. 

In order that this tax may be due, the taxable remuneration must represent services 
accomplished in Latvia, or the remuneration must be paid in Latvia. 

Income from the Liberal and Kindred Professions. - This heading embraces the remuneration 
of doctors, lawyers, teachers and persons engaged in artistic, scientific or literary work. 

Here, too, only income-tax is collected and it is only due if the person exercises his calling in 
Latvia. 

Miscellaneous Income.- Under this heading are included retiring pensions, various allowances, 
life annuities paid by insurance companies, authors' copyrights and patent royalties devolving upon 
heirs, and other income not included under any of the .above headings. 

Such income. is only taxed in Latvia if it accrues to persons domiciled there (this income is 
liable to no other tax than income-tax), except as regards pensions paid by public banks in Latv;a. 

Extraordinary income, like single gifts, bequests, dowries, insurance payments and the surplus 
value of property, also soldiers' pay on active service, is not taxable. Nor does taxable income 
include family allowances ·paid by the State and public corporations to their officials, or insurance 
benefits paid by the State or insurance funds in case of sickness or accident. 

3· ASSESSMENT OF TAX. 

General Remarks: Retums, Procedure, Appeals. 

The only taxes for which the taxpayer need not furnish a return are the tax oi! income from 
capital and the tax on income from rural estate. For all others, a return must be furnished annually 
(on a date which will be mentioned in dealing with the assessment of each tax), except for tax on 
income from urban estate, for which returns are triennial. 

· These returns are sent to the tax inspectors, who have wide powers to obtain from public 
administrations and enterprises and from the taxpayer all information necessary for checking the 
returns. 
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The tax is assessed'by " tax committees ", presided over by inspectors of the Administration, 
who are aided by assessors chosen from among taxpayers. A fortiori these committees have the 
same rights of control and enquiry as tax inspectors. . 

Taxpayers may contest the decisions of committees, first by appealing to the comm1t~ee and 
then by appeal to the " Central Tax Committee " at Riga, which is made up of officials of the differe~t 
administrations and representatives of taxpayers. A final appeal lies _with the Senate - that IS, 

the first chamber of the legislative body. . 
- These appeals must be lodged within certain time-limits fixed for each case and varying, as a 

rule, from a fortnight to one month from the date of serving the assessment notice. 
Further, failure to make a return or to observe the provisions of the law and the orders of 

committees and refusal to comply with the requests of committees or inspectors for information 
render the offender liable to a· fine and may deprive him of his rights of appeal. 

Tax on Income from Urban Estate. 

Determination of Taxable Income. -The taxable income is obtained by deducting from gross 
income the cost of maintaining and working the estate. These costs are reckoned according to the 
nature of the property and the purposes for which it is used. The amount is fixed by the Finance 
Minister and varies from one town to another between 20 and 95 per cent of gross income, according 
to the property. 

Exemptions. - The following property is exempt from this tax : estates belonging to the 
Government and to public corporations or to religious and cultural foundations, charitable and 
educational institutions, hospitals, etc. ; also, subject to reciprocity, premises belonging to foreign 
diplomatic representatives. Moreover, no tax is collected if it amounts to less than .2 lats per 
estate. New dwelling-houses are not taxable for the first three years.· 

Computation of Tax.- The rate is I Y2 per cent of the rental value of the property; 75 per cent 
of the yield goes to the commune in \vhich the property is situated. 

Tax on Rmal Estate. 

Determination of Taxable Income. -The rental value on which tax is levied and which must 
correspond to the theoretical net income of the estate is determined by the Administration on the 
basis of the land register and all other relevant data. 

Exemptions. - The exemptions are in principle the same as for the tax on urban estate. But 
property the rental value of which does not exceed 500 lats is tax-free, and new property, brought 
into existence under agrarian reform; is exempt from tax for the first six years. 

Complltation of Tax. -The rate is I 12 per cent, of which one-third goes to the local commune. 
I 

Tax on Income from Capital. 

Determination of Taxable Income.- This tax is imposed on: 

(I) Income from securities (bonds, shares~ founder's shares, etc.) issued by the State, 
public corporations and enterprises, private companies and enterprises ; 

(2) Interest on deposits and current accounts with public banks, private banks, etc., 
and on loans and advances to these establishments. · 
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It should be noted that this tax is levied exclusive~y upon the incomes enumerated and that 
interest on loans between private persons and income from foreign securities are not liable. 

. Since this tax is collected at the source, the recipient of taxable income docs not need to make 
a return to the Treasury. 

The rate of the tax is 5 per cent, and, owing to the method of collection, no question of 
abatement, deduction, etc., can arise. 

Credits opened or advances granted by State, municipal or private banks on pledges in the form 
of securities or bills are liable to a special tax amounting per annum to 0.396- per cent of the sum 
advanced. The banks pay this tax in the course of the month following the closing of their accounts 
and may recover from the borrower. 

Taxes on Trade and Industry. 

As already mentioned, industrial and commercial enterprises arc liable to a patmte tax, fixed 
on the basis either of turnover or of the enterprise's registered capital (banks and insurance 
enterprises); further, they arc liable to profits tax, computed on the basis of net profits, and to a tax 
on the registered capital, which concerns only companies. 

Determination of Taxable Sum. 

Persons liable to the taxes on trade and industry ha,·e to file a return with the fiscal 
administration before April Ist of each year, giving their turnover, profits and any other particulars 
which may help to assess these taxes. The date is advanced to February 1st for enterprises that 
have been established in the course of the previous year. 

Patente tax being based on turnover, it is not necessary to deal in detail with the methods 
which are used to ascertain this turnover ; the Administration fixes it, of course, by reference to the 
returns, the accounts of the enterprise, if any, and other evidence derived from various sources 
which, in the absence of accounts, enable the turnover to be determined by a process of assumption. 

Nor does any difficulty arise in connection with insurance enterprises and banks ; the patwte 
tax due from them is determined by reference to their operations, and thi>: applies also to the tax on 
the capital of companies. 

The position is different in the case of profits tax. The law prescribes that the net profits liable 
to this tax shall be determined in two ways: empirically, by applying a certain coefficient to turnover, 
or on the basis of the enterprise's accounts. 

Normally, enterprises not belonging to companies are assessed to profits tax on the presumptive 
method and, if the taxpayer wishes to be ta:xed on the basis of his accounts, he must make a 
statement to that effect when submitting his return, while his accounts must be closed before l\Iay Jst 
of the tax year. He must also submit his books to the tax inspector, if requested. 

For purposes ot assessing taxable profits empirically, commercial and industrial enterprises 
are divided, respectively, into 223 and 194 kinds. For each kind, there are minimum and maximum 
profit coefficients, determined with due regard to the special conditions of each kind. The net 
taxable profit is obtained by applying to the enterprise's turnover the coefficient for that kind of 
business. 

If the application of these coefficients gives results that do not appear to reflect the real position 
of the enterprise, the assessment authorities may reduce the coefficient if the actual profits are 
lower than the profits reckoned empirically, or may increase it if tl1e actual profits exceed the 
empirical figure. 

· Taxation on the basis of accounts is applied to private enterprises which expressly request this 
method and which satisfy the legal requirements mentioned above, and also to companies. The 
latter must provide the Administration with a copy of their balance-sheet during the month in 
which it is approved by the general meeting of shareholders. 

II. !9 
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· In thi~ case, the net profits are the difference between gross profits and expenditure deductible 
as havina been incurred in earning and maintaining those profits. 

Gro~s profits mean all cash receipts and all advantages in kind which an enterprise realises 
from its operations (whether these are directly or indirectly connected with its purpose or whether 
they are regular or .occasional) or from property in its possession. The_ following is a f~irly complete 
list of the expenses and items that may be deducted from gross profits m order to obtamthe taxable 
net profit. Unless the contrary appears from the very nature of the expenses in question, the 
different components of this list are common to all enterprises, whether they belong to individuals 
or to companies : 

(r) Emoluments and percentages of managers, auditors and directors of companies, up 
to 7,500 lats per head per annum, and on condition that the total deductions on this score do 
not exceed a certain sum fixed in relation to the registered capital - viz., ro per cent of the 
capital for enterprises whose capital is not more than 20o,ooo lats ; 2o,ooo lats plus 5 per cent 
of the capital over 20o,ooo lats for companies whose capital is between 2oo,ooo and soo,ooo 
lats ; 35,000 lats plus 3 per cent of the capital over soo,ooo lats, for companies with capital 
exceeding the latter amount ; · · 

- (2) Salaries-, wages and any other remuneration paid to workmen and employees in the 
enterprise's service : 

(3) The cost of improving the lot of the staff and workmen and their families (in particular, 
contributions to insurance funds, pensions funds, etc., and, subject to some restrictions, 
expenditure on philanthropic and charitable objects ; 

(4) Commissions, brokerage and other remuneration to third parties ; 
(5) Cost of purchasing goods intended for sale or other industrial use ; 
(6) Cost of letting, ensuring and maintaining premises, equipment and furniture used 

in the business (big repairs and expenditure on enlarging or improving the business are not 
deductible, since they increase the value of the property) ; 

(7) Allowances for depreciation of corporeal property used by the enterprise up to the 
amount regarded as normal in view .of the actual life-time and depreciation of the property ; 

(8) Interest on debts contracted for the purposes of the enterprise (the owner of a business 
may not deduct interest on capital which he has himself invested in his enterprise) ; 

(9) Losses of any kind incurred during the tax year, and doubtful debts ; 
(ro) Taxes owing to the State and public corporations, except income-tax and profits tax ; 
(II) Appropriations by insurance companies for building up their mathematical reserves; 
(12) Appropriations for redeeming the capital of enterprises holding a concession which 

reverts after a certain time to the State or other conceding parties ; 
(13) . Sums set aside by lo~g-term credit associations for the redemption of their bonds. 

Computation of Tax. 

Patente Tax.- The turnover figure calculated as above serves to divide taxpayers into a number 
of classes with a special rate of tax for each. For banks and insurance companies, however, patente 
tax is fixed on the basis not of turnover, but of registered capital. · 

Profits Tax. -This is a graduated ta.x, rising from 5 per cent for incomes not exceeding 2,000 
lats to 15 per cent for incomes above rs,ooo lats. The tax is also progressive in the case of com
panies, but its tariff is graduated on the basis of the yi.eld on the capital of the enterprise and goes 
from 7·5 % up to 17.25 o/o. 
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From the profits tax is deducted the amount of patente tax already paid, but, if the amount 
~f profits tax is less than the licence tax, no refund is made. Companies which have to submit 
a balance.sheet and whose profits are below 3 per cent of their capital pay no profits tax. 

Half of both these taxes goes to the commune where the enterprise is situated. 

Tax on Company Capital. -This tax is levied at the rate of 1/ 4 per cent when no profit:; tax 
is payable ; otherwise at %per cent. 

Income-Tax. 

Determination of Taxable Sum. - Income-tax is levied, in the first place, on income already 
liable to one or other of the taxes previously mentioned and also on income, like salaries, wages and 
remuneration of the liberal professions, on which no tax has been paid. Income-tax returns must 
be filed before April 15th by individuals and before May 15th by companies. 

The taxable sum is the total net income of all classes, less certain deductions of income derived 
from no specific source. 

The law divides income the total of which is liable to income-tax into income from capital, 
income from land and buildings, industrial and commercial profits, wages and salaries, remuneration 
of the liberal professions and miscellaneous income. It has therefore to be determined for each of 
these classes how the net amount is to be computed, before adding them all together : 

(r) Income in the first class-i.e., income from capital of any kind-is computed after 
deducting from the receipts of this class expenditure economically connected therewith and, 
in the case of income from interest on bank deposits and accounts, the sum of r,ooo lats ; 

(2) The taxable amount of landed income is the total net rent or, in the case of land and 
buildings not let, the net rental value. This amount may not be the same as that upon which 
the taxes on rural and urban properties were assessed. 

(3) Industrial and commercial profits are assessed in the same way as for profits tax. 

(4) The expenditure that may be deducted from salaries and wages is fixed empirically 
at 40 per cent of the income ; only the remaining 6o per cent is taxable. 

(5) Remuneration of independent professions includes all the sums in cash (fees, 
copyrights, etc.) and advantages in kind accruing to those engaged in the liberal professions, 
art and science. · Net income is obtained by deducting from total receipts and advantages in 
kind all expenses economically connected with this income. 

(6) ·Miscellaneous income includes all income which by its nature cannot be classed under 
one of the above headings. It includes, in particular, retiring pensions, pensions for disablement, 
life annuities, income accruing to heirs from patents and copyrights, etc. 

This income too is assessed at its net amount. Pensions paid to persons disabled in the 
war and to the widows and orphans of fallen soldiers are tax-free. 

All this net income is added together, including, in the case of a taxpayer with wife or children 
not of age living under his roof, the income of the latter, except income from their work. The 
authorised allowances are then deducted, giving the final sum taxable. 

The deductions allowed from total net income are : 

(r) All expenses incurred in earning and maintaining the income and not already deducted 
therefrom; 

(2) Interest, annuities and periodical payments due by law to third parties, not relating 
to any specific source of income ; 
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(3) · Life-insurance premiums up to ISO lats per annum and sums paid to members of an 
insurance fund, pension fund, etc. ; 

(4) The various direct hi.~es, except income-tax, payable by the taxpayer ; 
(S) Family allowances- viz., 240 lats for each person who is regarded by law as dependent 

upon the taxpayer and whose own income does not exceed 500 lats per annum ; 
(6) In the case of legal entities,- a sum equal to 3 per cent of the registered capital or 

contributions of partners or members. 

The following may not be deductedfroni total net income : 

(I) The personal expenditure of the taxpayer and his family ; 

(2) Gifts and presents ; 
(3) Expenditure on improving and enlarging the property and enterprises of the taxpayer; 

(4) Losses on his property and capital ; 
(5) Expenditure corresponding to non-taxable income (e.g., certain income of foreign 

origin). 

The net amounts having been added together and the above deductions made, the result is the 
net taxable sum. 

Computatio1t of Tax. -The tax is only levied if the taxable sum exceeds 2,000 lats. Its scale 
is graduated (see Annex) and rises from s8.JO lats for incomes between 2,000 and 2,0IO lats to 
36.692 lats for incomes of ISo,ooo lats, plus one-quarter of the income in excess of ISo,ooo lats. 

The method of computation is different for legal entities which pay profits tax (whose profits, 
that is, exceed 3 per cent of their registered capital). In their case, the income-tax is equal to half 
the profits tax for the same year. 

The income-tax of legal entities which pay no profits tax is computed according to the ordinary 
rules. · 

4· COLLECTION OF TAX. 

Taxes payable directly have to be paid in equal instalments on the following dates : 

Income-ta.x: on December JISt of the tax year and on March Jist and June 30th following; 
Tax on industrial and commercial enterprises : on September 30th, November 30th and 

February 28th ; 
Taxes on urban and rural estate: July 30th and November 30th. 

Tax on income from capital, which, it will be remembered, is collected by deduction at source, 
must be paid to the Treasury by the debtor, who deducts it at source. 

Income from bonds and other securities : during the month following the payment of 
interest ; 

Interest on sums deposited or on current accounts with public enterprises or banks: during 
the month in which the accounts are closed. 

. . I! the taxable income for the year during which the tax has been paid has substantially 
dim1mshed, a total or partial remission of tax may be allowed._ These remissions and alleviations 
are governed by rules specially provided for each tax. 
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PART II.- TAXATION OF FOREIGN AND NATIONAL ENTERPRISES 

A. FOREIGN ENTERPRISES. 

I. DEFINITION AND GENERAL PRINCIPLES. 

The law does not specify what is to be understood by national enterprises. For purposes of the 
present study, the term includes all enterprises whose real centre of management is abroad. These 
enterprises are, in principle, liable to tax in respect only of income they derive from Latvia (see 
Part I, " Taxable Income"). 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) Dividends. 

Dividends of Latvian companies paid to foreign enterprises are subject to the ordinary law and 
pay the tax on income from capital, \vhich is deducted at the source at the rate of 5 per cent. 

A foreign enterprise will also be liable to income-tax on these dividends, if they are among the 
receipts of an industrial or commercial establishment which the enterprise maintains in Latvia. 
Again, if such establishment has foreign shares in its portfolio, the dividends therefrom will be liable 
to income-tax as receipts of the establishment in question. 

(b) Interest. 

What was said above about dividends applies also to interest on Latvian bonds which the 
enterprise holds without having an establishment in the country, and to bond interest of any origin 
if the bonds belong to the portfolio of an establishment in Latvia. 

Interest on ~Unsewred Loans. - As already mentioned, capital-yield tax is imposed, not only 
on income from Latvian securities, but on interest from deposits, current accounts, etc., with public 
enterprises or banks in Latvia. 

Accordingly, any interest paid to a foreign enterprise under this head will always be liable to 
tax on income from capital, whether the enterprise has an establishment in the country or not. 

Interest derived from Latvia is only taxable if it is among the receipts of an establishment 
situated in the country. In this case, it will be liable to income-tax, like all other interest accruing 
to such establishment, including interest on which the tax on income from capital has already been 
paid. · 

Interest on Secured Loans.- The fact that a loan is guaranteed by a security situated in Latvia 
is of no importance from the fiscal point of view, so that what was said with reference to unsecured 
loans applies here .too. 
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(c) Directors' Percentages. 

Directors' percentages are liable to inwme-tax, even if paid to directors whose d()micile or head 
office is abroad. -

(d} Royalties for Use of Patents, Copyrights, Trade-marks, Secret P1·ocesses and Formttlce a?td 
· Similar Income. -

If the holder of a patent or similar rights is not domiciled in Latvia and has no establi~hment 
there, no tax is levied upon the royalties he draws from the mere concession of these rights or patents. 

But, if these royalties are among the receipts of an establishment in Latvia, they will be liable 
to income-tax and the taxes on trade and industry in the same way as the establishment's other 
industrial and commercial receipts. 

The same applies if the patent has not been merely licensed, but if its cession is to be regarded 
as a contribution towards the capital of an enterprise having its head office or an establishment 
in Latvia. In this case, the patent-holder will be liable, like any other partner or person entitled 
to a share in the profits of the enterprise, on his share of the taxes due from the concessionary 
enterprise. 

(e) Rents from Real Estate, Jllining Royalties and Similar Income. 

Property situated in towns and in the country is, as explained, liable, respectively, to the 
tax on urban estate and the tax on rural estate, which taxes are levied upon income from real 
estate. Income from urban property is further liable to income-tax, but not the income from rural 
estate. Nor is income from agricultural and similar exploitation liable to income-tax. 

All other incoine from exploitation of the soil is subject to income-tax and to the different 
taxes on trade and industry. 

(f) Gain derived from the Pttrchase and Sale of Real Estate, Securities and Personal Property. 

In Latvia, there is a tax on exceptional profits or on increased value. This tax is imposed, in 
particular, when property is sold at a profit, whether the transaction is an occasional or a regular one. 

Income-tax will only be levied if these transactions in real or personal property, corporeal or 
incorporeal, are directly or indirectly included among the receipts of a business or industry carried 
on in Latvia. 

If these receipts are not connected with a business or industry, they are not liable to income-tax, 
even if the operation was in the nature of speculation. 

(g) Salaries, Wages, Commissions and Other Remuneration for Services. 

Remuneration in these- forms is only taxable if it represents work done in Latvia or if it is paid 
in Latvia. In either event, taxation is independent of the taxpayer's domicile. The same is true 
of the various emoluments of company directors. 

(h) ltzcome from a Trztsl . 

.. The question of taxing trusts does not arise in Latvia, the law not recognising these institutions. 
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(i) Income from carrying on a Business or Industry. 

If a foreign enterprise is to be taxable in Latvia on its industrial and commercial income, it 
must regularly carry out profit-making operations, either directly or through its employees thus : 

(1) An enterprise which merely buys or sells in Latvia, through a commission agent or 
broker, is not liable in respect of these operations ; 

(2) Nor is it liable if it sells its goods to a local dealer or distributor, who works on his 
own account and at his own risk and peril ; 

(3) Again, a foreign enterprise will not be liable if it merely uses the services of a travelling 
salesman, whether the latter has power to conclude a contract or not ; 

(4) But if the foreign enterprise has an agent in Latvia whose business it is to sell to 
customers out of stock entrusted to him, it will be held liable to tax in respect of this depot ; 

(5) The law does not define a permanent establishment, but there is no doubt that a foreign 
enterprise which has more or less permanent installations will be liable to pay tax in Latvia 
on the operations centred in these installations or establishments. 

B. NATIONAL ENTERPRISES. 

The law does not define the term" national enterprise" any more than it defines a "foreign 
enterprise ", and we must understand by the term " national enterprise " any enterprise whose seat 
of management is in Latvia. 

As mentioned in Part I, taxation in Latvia is based not so much upon the domicile of recipients 
of income as upon the source of that income. 

The observations in Part I, under the heading of" Taxable Income", make it unnecessary to 
dwell upon the fiscal treatment applying to each kind of income that these enterprises may derive 
from abroad. 
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PART III. - METHODS OF ALLOCATING TAXABLE INCOME 

A. FOREIGN ENTERP~ISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND l\lETHODS OF APPORTIONMENT. 

(a) BooK-KEEPING AND AccoUNTING REQUIREMENTS. 

Latvian fiscal law has no provisions as to how the books and accounts of taxable enterprises 
shall be kept. When, therefore, enterprises are being taxed on the basis of their accounts, the 
regularity of their books and documents is to be tested according to the rules of the Commercial 
Code and those of ordinary commercial practice. 

Only companies need be assessed on the basis of their balance-sheet and accounts. Other 
enterprises are assessed on this basis only at their request ; otherwise their profits will be determined 
by means of coefficients- that is, empirically (see page 2~9). 

(b) METHODS OF ALLOCATION. 

The only methods of apportionment provided by the law and actually employed in Latvia 
are the method of separate accounting and the empirical method. Fractional apportionment 
is never used. \Ve shall see below the circumstances in which one of the two methods employed 
is preferred to the other. 

I. Method of Separate Accounting. 

\Vhatever method may be used to assess the profits that a foreign enterprise earns from its 
Latvian business, the basic rule is that tax must be assessed exclusively upon the profits that 
represent business done by branches and establishments situated in Latvia. 

The method of separate accounting, however, is only compulsory in the case of enterprises 
belonging to companies, which, as we know, have to forward a copy of their balance-sheet when 
making their return. Other enterprises may choose between this method and the empirical method, 
which consists of applying a coefficient to turnover. 

When a foreign enterprise is taxed on the basis of its separate accounts, it forwards along with 
its return a copy of the special balance-sheet and a copy of the balance-sheet of all operations of its 
Latvian establishments ; it must also send the minutes of its general meeting, within a month thereof. 
These last two documents are required to check the special balance-sheet. 

The data of this sheet will be compared with the separate accounts of the Latvian 
establishments and with the documents on which these accounts are drawn up. The usual rules for 
auditing accounts are observed, but special attention is paid to documents referring to business 
done with the foreign part of the enterprise, to make sure that the invoiced prices are normal and 
that no profits have been secretly transferred. 
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Care is taken to see not only that the various transactions were conducted under normal 
conditions, but that the ne~ profits are those which would have been ascertained by the application 
to turnover of the coefficients resulting from the general scale fixed by the tax committees for the 
different kinds of enterprise. 

However, if the net profits, though lower than those resulting from this latter method of 
calculation, correspond to bona-fide accounts and reflect the real results of the Latvian establishment, 
regarded as a separate t:nterprise, they are accepted as the basis of ta..xation. 

2. Empirical Method. 

Taxable profits are assessed empirically in the following cases : 

(1) Enterprises not belonging to companies and which have not asked to be based on the 
results of their accounts ; 

(2) Enterprises belonging to companies (the latter are in principle taxed according to 
their balance;sheet) when their accounts are Jound inadequate or incorrect. 

The empirical figure is reached_by applying a certain coefficient to the enterprise's turnover 
and corresponds to the net profit. Accordingly, when the taxable _sum is determined empirically, 
no account is taken of the expenses deductible when the enterprise is assessed according to its 
accounts (see page 290). · · 

The coefficient is fixed by the general tax committee on a scale which divides industrial 
enterprises into classes according to their kind and purpose (see page 28g). Minimum and maximum 
profit percentages are fixed for each class and the tax committee selects the rate it thinks suited 
to the particular enterprise. 

These rates, however, may be reduced to nothing if the taxpayer can satisfy the committee 
that his real profit is less than the figure resulting from the coefficient. The committee, too, may 
increase the percentage indefinitely if the latter does not seem to it to reflect the real results of the 
enterprise. 

The turnover figure on which the calculation is based is determined from the accounts or is based 
on some assumed figure. 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

I. Apportionment of Gross Profit of Local Brattch to Real Centre of Management abroad. 

The principle of Latvian law that the establishment or branch of a foreign enterprise in Latvia 
shall be taxed as if it were an independent concern means that all the profits of these establishments 
are taxable, but they alone. • 

Hence, no part of the profits of the establishment cim be ascribed to the enterprise abroad ; 
but, if part of the establishment's profit is due to the activities and services of the parent enterprise, 
that share may be deducted from the taxable profit. It is on this ground that deduction is allowed 
of commissions, royalties and interest paid to the parent enterprise, provided that these payment;; 
correspond to what would normally have been paid to third parties and that the parent enterprise, 
!When invoicing goods supplied to its Latvian branch, includes in the invoice the profits which would 
normally have been earned, had these goods been sold to third parties. 

2. Apportionment of Expenses of Rr?al Centre of Management to Branch. 

Interest Charges. - If the parent enterprise is to ascribe to its Latvian branch a part of its 
interest charges and if that interest is to be deductible from the profits taxable in Latvia, the debt 
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must have been incurred in the interest of the branch or the yield of the loan made over to it. Such 
intere~t may be charged to the Latvian establishment in proportion to the benefit the establishment 
has derived from the borrowed capital . 

. General Over/tead. - The above rule applies mutatis mutandis to general overhead. These 
expenses may. be deducted from the Latvian profit if they were incurred on behalf of the 
establishment or if they were of benefit to it. 

3· Apportionment of Net Profit of Branch to Deficitary Parent or of Parent to Deficitary Branch. 

Given the general principle for allocating gross profits, it follows that the results of the parent 
enterprise do not affect the sum taxable in Latvia, either when the parent is working at a loss and 
the Latvian establishment at a profit, or when the position is reversed. In the latter case, the 
accounts of the taxable establishment will, of course, be examined especially closely. 

(d) APPORTIONMENT BETWEEN pARENT ENTERPRISE AND SUBSIDIARIES. 

Subsidiary companies have a legal existence apart from the companies which created them. 
Accordingly; subsidiaries organised in Latvia by foreign companies are taxable like any other Latvian 
company. 

If it appears, however, that these subsidiaries are transferring their profits to the foreign 
enterprise on which they depend, their accounts may be corrected and, if essential to a fair assessment, 
their profits may even be computed empirically. This indeed is only in accordance with ordinary 
law. 

II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(a) INDUSTRIAL AND Co:miERCIAL ENTERPRISES. 

I. Selling Establishments. 

As regards selling establishments of foreign enterprises in Latvia, there is no distinction between 
those which sell in the national market and those which sell abroad. 

In order that sales profits may be taxable in Latvia, it is only necessary that the sale shall have 
been effected by an enterprise established there. The taxable profit will be the profit on which a 
Latvian enterprise working under the same conditions would itself be liable. 

Consequently, a foreign enterprise may invoice its goods at the price at which it would sell 
them to third parties and, if allocation by separate accounting is employed, the accounts of the 
taxable establishment will be examined in the light of this principle. 

If profits are calculated empirically as a percentage of turnover (see pages 296 and 297, concerning 
the choice of methods), use will be made of the coefficients applying to commercial enterprises 
selling the same goods. 

2 and 3· Mamtjacturing and Processing Establishments. 

The profits and advantages derived from the industrial operations of factories, workshops, 
yards, etc., owned by a foreign enterprise in Latvia are taxable in the same way as profits from 
commercial business transacted in Latvia, and the rule governing the examination of the acconnts 
of these establishments will be that their profits must correspond to those which a Latvian 
industrialist would have earned by similar operations. 
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If the industrial establishment has a commercial establishment attached to it which sells the 
manufactured goods direct, the whole profit from production, manufacture and sale is taxable. 

The empirical method is also applied in this case and, as usual, obeys the general rules already 
given. · 

4· Buying Establishments. 

The mere fact that an enterprise has an establishment in Latvia whose sole business is to buy 
goods and sell them to the parent enterprise does not render the latter liable to tax. The 
establishment must not, of course, carry out any industrial bperations upon the goods bought and 
must not sell to third parties ; otherwise, the dealings come under the cases already dealt with. 

5· Research and Statistical Establishments, Display Rooms, etc. 

These and other establishments not engaging in~ any industrial or commercial operation and 
participating only indirectly in the profit-making activities of the enterprise are not taxable. 

(b) OTHER KINDS OF ENTERPRISE. . 

There are no special rules for assessing the profits of insurance companies, transport enterprises, 
gas, light and power enterprises, telegraph and telephone companies, or mining enterprises, and 
what was said before concerning allocation methods and the apportionment of profits between branch 
and parent enterprise applies to foreign enterprises of these various kinds which have establishments 
or installations in Latvia. 

Although not concerned with the allocation of profits, it may be noted that the method of 
calculating patente tax in the case of banks and insura11ce companies is not the same as that in force 
for other enterprises (see page 290). 

B.: NATIONAL •ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

. It will be remembered tl1at Latvian enterprises with establishments or branches abroad are 
rwt liable in respect of the profits earned by the latter. · 

In determining the share of foreign establishments in the general results of the enterprise, the 
principle followed is the same as that applying to foreign enterprises when taxed by the meiliod of 
separate accounting. . 

When the empirical method is used, the coefficient is applied not to the total turnover, but only 
to the turnover of the head office and establishments situated in Latvia. 

The position is different if the national enterprise has not a branch, but a subsidiary abroad. 
The profits paid to it by the subsidiary are dividends- i.e., capital yield ; and this income is liable 
to tax if it accrues to taxpayers whose fiscal domicile is in Latvia. 

C. HOLDING COMPANIES. 

There are no special rules for holding companies. 
Consequently, a foreign holding company which holds shares in a Latvian company will be 

liable on the same heads and under the same ·conditions as any other foreign shareholder 
or bondholder (for taxation of dividends and interest on bonds paid by Latvian companies to foreign 
enterprises, see page 293). If, O;J. the contrary, a Latvian holding company holds shares or 
bonds issued by a foreign company, the income from these securities will be taxable under the same 
conditions and heads as any other income from capital accruing to a taxpayer domiciled in Latvia 
from capital invested abroad. 
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Annex. 

TABLE OF TARIFFS. 

I. PROGRESSIVE INCOME-TAX. 

A bridged Tariff.1 

Amount of income Amount of tax Approximate percentage 1 

(In lats) (In Iats) of tax in relation to income 

2,000 58.3o 3 
3,000 135.80 4·5 
4,000 219.60 5-5 
s,ooo ,... 309-70 6 

!0,000 854 s.s -
rs,ooo I,So6 IO 
20,000 2,206 II 
25,000 2,958 12 
30,000 3.758 !2.5 
35,000 4,6!0 13 
40,000 5.5~0 13-S 
45,000 6,462 14-5 
so,ooo 7·462 IS 
60,000 9,614 I6 
70,000 II,g66 I7 
80,000 14,518 IS 
90,ooo 17,270 19 

100,000 20,222 20 
.... IIO,OOO 23,324 21 

120,000 26,524 22 
130,000 29,826 23 
140,000 33,226 24 
rso,ooo 36,692 24-5 

II. TAX ON lNCO)IE FRO~I CAPITAL. 

Tax on income from capital proper : 5 per cent of the income. 
Tax on interest debited on current accounts and overdrafts by public bodies and banking 

institutions : 0.396 per cent of the interest. 

1 In the complete tariff, which is not reproduced here on- account of lack of space, the tax increases in 
arithmetic progression with an irregularly increasing ratio. 

1 The percentage is rounded off to the nearest % per cent. 
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Ill. TAX ON lNCOl!E FROM URBAN REAL ESTATE. 

A percentage of I Yz of the rental value. 

IV. TAX ON lNCO;\IE FROM RURAL REAL ESTATE. 

A percentage of I\-'2 of the cadastral income or, in the absence of a cadastre, of the rental value 
of the property. 

V. TAXES ON BUSINESS AND INDUSTRY. 

A. Patente Tax. 
I. Commercial Enterprises. 

Category of the taxpayer 

Ist category (turnover in excess of 2oo,ooo lats) . . 
2nd category (tucnover between Ioo,ooo and 200,000 lats). 
3rd category (turnover between so,ooo and 1oo,ooo lats) 
4th category (turnover between 10,000 and so,ooo lats). 
sth category (turnover not exceeding Io,ooo lats) 

2. Industrial Enterprises. 
Category of the taxpayer 

Ist category (turnover in excess of soo,ooo lats) . . 
2nd category (turnover between 2oo,ooo and soo,ooo lats). 
3rd category (turnover between mo,ooo and 2oo,ooo lats). 
4th category (turnover between so,ooo and 1oo,ooo lats) 
sth category (turnover between IO,OOO and so.ooo lats). 
6th category (turnover between s.ooo and Io,ooo lats) 

3· Banking Insurance Institutions. 
Category of the taxpayer 

1st category (statutory capital in excess of I,ooo,ooo lats) . 
2nd category (statutory capital between soo,ooo and 1,ooo,ooo lats) 
3rd category (statutory capital between 2oo,ooo and soo,ooo lats) . 
4th category (statutory capital between so,ooo and zoo,ooo lats) 
5th category (statutory capital between IO,OOO and 50,000 lats) 
6th category (statutory capital not exceeding IO,ooo lats) . 

B. Tax on Profits. 

Tax applicable to the 

Amount of profit 
fraction of profits included 
between the two figures of (In lats) the 1st column 

(Percentage) ' 

Up to 2,ooo 5 
Between 2,000 and 5,000. 7 
Between 5,ooo and 8,000. 9 
Between S,ooo and n,ooo . II 

Between n,ooo and 15,000 . 13 
Over 15,000, . 15 

·1 Of which half is collected on behalf of the communes. 

Amount of 
tax 

(In lats) 
300 
ISO 
7S 
30 
s 

Amount of 
tax 

(In lats) 
6oo 
300 
ISO 
7S 
30 
s 

Amount of 
tax 

(In lats) 
6oo 
300 
ISO 
75 
30 
5 

Amount of tax 
corresponding to the 2nd 
figure of the 1st column 

(In lats) t 

-
3SO 
720 

1,215 
1,950 

-
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Special Provisions applicable to Enterprises subject to tlze Rules of Public Acco.untancy, 

If the yield is less than 3 per cent of the statutory capital, the tax on profits is not payable; 
the only tax which is applicable is the special tax on capital at the rate of Y4 per cent, 

If the yield. exceeds 3 per cent of the statutory capital, the tax on profits is calculated 
according to the table given below and the special tax on capital is assessed at the rate of Y2 per cent, 

Percentage of the yield 
in relation to the 
statutory capital 

3,0I 
4 
5 
6 
7 
8 
9 

IO 

II 
I2 
I3 
I4 
IS 
I6 
I7 
r8· 
I9 
20 

Percentage of the tax 
on profits applicable 
to the total profits 

7,5 
8,07 
8,64 
9,2I 
9,8o 

!0,36· 
I0,93 
ILSO 

!2,09 
I2,66 
13,23 
I3,80 
14,38 
I4,95 
I5,52 
I6,24 
!6,68 
17,25 

If the net profit~ exceed 20 per cent of the statutory capital, the rate of tax amounts to I7,25 per 
cent of the total profits plus 0,75 per cent for the fraction of profits in excess of 20 per cent. ' 
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PART I. - GENERAL DESCRIPTION OF INCOME-TAX SYSTEM.' 

The object of direct taxation is to distribute public burde~s ~ccordin.g to th~ co~tributive 
capacity of taxpayers. Luxemburg legislation has adopted, as cntena of th1s capacity, mcome on 
the one hand and property on the other. Taxes on income comprise the income-tax proper, the 
surtax and the tax on coupons; there is further a complementary tax on property. All these taxes 
apply alike to individuals, partnerships and companies. 

·Income-tax proper is imposed, in principle, upon the total net income of each taxpayer, excluding 
such income as dividends, which will already have been taxed as income in the hands of other 
taxpayers, and income on which coupon-tax has already been levied. 

ln(#)me-tax is on a graduated scale and the taxpayer is granted certain basic alleviations and 
allowances in respect of family dependents. It is further subject to" additional centimes" levied 
on behalf of the communes, the percentage varying locally. 

Surtax is an addition of the income-tax prope~ and is imposed upon incomes above a certain 
. figure. 

Unlike the income-tax, it is not subject to additional centimes. It was introduced as a separate 
tax, because, although it was intended to increase the proportion of the fiscal burden borne by 
large incomes, it was not desired to add to the contribution of these incomes towards the communal 
budgets. 

Coupon-tax is a tax on the interest on bonds issued by the State and by Luxemburg public 
corporations and companies. It is a proportional tax, but varies with the rate of the interest on 
which it is levied. Although this tax is classed among income-taxes, it is of a mixed character, for 
its rate includes the complementary tax on the capital from which !he interest is derived. 

Complementary tax is levied, at the fixed rate of o.so franc per thousand francs of taxable 
property, on personal and real estate above a certain value. Like income-tax, it is increased by 
additional centimes on behalf of the communes. 

All these taxes, 2 except coupon-tax, which is deducted at the source, are payable by the 
taxpayer himself. 

The following account will show what exceptions and qualifications must be made in regard 
to the foregoing definitions which were only introductory remarks.• 

1 Legislation in force on June I st. 1933· 
2 

The provisions relating to the taxes discussed in the present study are contained in the Law of November 26th 
1927 (Executive Regulations of January 4th, 1928), as amended by the Law of June Igth, Ig2 g. ' 

•. The following figures.show the relative i?'portanc~ in the budget of the Grand-Duchy of the different taxes 
mentwned above. Accordmg to the 193 I estimates, d1rect taxes yield 48 million francs out of a total revenue 
of 233,350,coo francs. The 48 millions are made up as follows ; income-tax, 30 millions · surtax II millions . 
~oupon-tax, 2 7'2 millions ; complementary tax, 4 7'2 millions. The communal centimes levled in addition to th~ 
mcome-tax and Cilmplementary tax, are estimated at 59 millions. ' 
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I. TAXPAYERS. 

(a) INDIVIDUALS. 

The personal status of the recipient of income liable to coupon-taxis a question of no importance, 
as this tax is imposed indiscriminately upon all interest from bonds issued by the State and by 
Luxemburg public corporations and companies. 

As regards income-tax, on the contrary (and therefore surtax), and the complementary tax, 
both liability and its scope, although independent of the taxpayer's nationality, do nevertheless 
depend upon residence. 

Without attempting to define so indeterminate a notion as that of residence, we may say that 
jurisprudence opposes residence or fiscal domicile to the civil domicile and merely temporary abode 
(simple sejour ). Residence implies " a stay of some duration combined with other de facto 
circumstances that establish an intention actually to reside in a certain commune", and a person 
who has a house in Luxemburg capable of permanently accommodating himself and his family 
under conditions in keeping with his social status possesses a residence in the Grand-Duchy, even 
though he may himself travel and work abroad for the greater part of the year. 

Taxpayers regularly residing in the country are, in principle, liable in respect of all their income 
of whatever origin. Their fiscal liability is, as we may call it, unlimited, and the income and property 
in respect of which they are liable are discussed in detail under the heading "Taxable Income" 
(see pages 308 and 309). 

Individuals who are not regularly resident in the country but live there normally for at least 
six months in the year (whether consecutively or not) are liable, like regular residents, in respect 
of all their income, but only in proportion to the length of their stay. 

Individuals who reside in the country for less than six months are only liable in respect of 
income derived from and property situated in the country; they are subject to limited fiscal liability. ~ 
The extent of their liability is explained under the heading"Taxable Income" (see pages 308 and 309). 

(b) pARTNERSHIPS , 

The fiscal law of Luxemburg regards as partnerships ( societes de petsonnes) de facto associations, 
partnerships ( societes en nom collectil) and limited partnerships with or without share capital 
( societes en commandite simple mt par actions). These partnerships constitute taxable entities. 

The tax on profits and income is levied upon the partnership as such and not upon the partners 
individually. 

Just as the fiscal liability of individuals depends upon their residence, so that of partnerships 
depends upon the place o.f their head office (siege social). But if that head office is only nominally 
abroad and the partnership's real centre of management is in Luxemburg, the partnership is treated 
as if its head office were in the country. 

(c) COMPANIES.-

This term comprises co-operative societies and share companies. . 
What was said above as to the importance of the head office and centre of management applies 

a fortiori to companies. . . . 
Companies, like partnerships, are in principle subject to the same fiscal treatment as md1v1duals. 

This, however, does not apply to Luxemburg holding companies, which are exempt from direct taxes 
(see page 326). 
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2. TAXABLE INCOME. 

A. Taxes on Income. 

The law regards as taxable ; 

(r) Income from personal property - viz. : 
(a) Interest on secured and unsecured debts and on loans of any kind ; 
(b) · Interest on capital invested in a life annuity; 
(c) Interest on bonds issued by the State, foreign Governments, public corporations 

and by companies and other enterprises of all kinds ; 
(d) Interest, dividends and income from shares of all kinds in partnerships 

or companies of any kind, both national and foreign. · 

(2) Income and other advantages accruing to a taxpayer in '?rtue of a right of ownership, 
usufruct, use or occupation, in respect of any kind of real estate m the Grand-Duchy. (Such 
income includes, not only income from Jetting or advantages independent _from hm;nan l_abour, 
but also the income from agricultural property worked by the owner h1mself With hiS own 
capital.) 

(3) The profits of trade and industry. These include all the products of the association 
of capital and labour - viz., the products of any commercial or industrial undertaking or 
occupation, and of any agricultural, forestry or mining enterprise. (Here, the term "income 
from agriculture or forestry" means, not the income which the owner earns by putting his 
property to account, but the income which a farmer or tenant earns by working land belonging 
to another person.) 

(4) The product of man's labour and other periodical income not included under I to 
3 above. This class comprises the salaries, wages, etc., of all those who work in any capacity 
on behalf of others (officials, employees, soldiers, workmen, domestic servants, etc.) ; directors' 
percentages ; the income and remuneration of the liberal professions, literature, art and science; 
pensions, life annuities and other advantages which cannot be regarded as income from personal 
or real property. 

Taxpayers subject to an unlimited fiscal liability are taxable on all income enumerated above, 
whatever its origin, except income from real estate situated abroad. Also, dividends and other 
income enumerated under I (d), which have already paid income-tax as profits of a taxable company, 
are not taxed a second time in the hands of the shareholder or partner. Nevertheless, as we shall 
see, account is taken of such income in fixing the rate of tax applicable to the total income. 

Taxpayers subject to a limited fiscal liability- i.e., individuals who are not resident in Luxem
burg for six months and companies or partnerships which have neither their head office nor 
their real centre of management in the country - are only liable in respect of income from : 

(r) Commercial or industrial enterprises operated by them in Luxemburg; 

. (2) The profession or occupation they follow in Luxemburg or the functions they discharge 
m Luxemburg companies or commercial or industrial enterprises ; _ 

(3) Capital of all kinds they have invested in such companies or enterprises ; 
(4) Real property owned by them in the Grand-Duchy. 

~u:ther, as regards inco~e from cap~tal invested ~y ~hese taxpayers in Luxemburg, the same 
res~n~twns must _be .I?-ade as m regard to mcome of thiS kmd accruing tq taxpayers subject to an 
unhm1ted fiscalliab1hty. 
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B. Complementary Tax on Property. 

Under the law, this tax is imposed upon the following property: 

(I} Real estate in Luxemburg with its :rppurtenances; mines, quarries, mining concessions, 
rights of usufruct, use and occupation of immovable property having an appreciable cash value; 

(2). Capital invested in trade or industry or in agricultural, forestry and mining 
enterpnses; 

(3) Movable capital and securities of every kind, debts, foreign shares and bonds, shares 
in foreign partnerships, banknotes, precious metals, the surrender value of life insurance policies 
and of annuities, life annuities payable in cash or in kind. , 

With regard to (I),, complementary tax is never levied upon real estate situated abroad, even 
if the property belongs to persons resident in Luxemburg. 
· As regards (3), it is not the intention of the law that shares representing capital already taxed 
against a company shall be taxed again in the hands of the shareholder. This exemption corresponds 
to the exemption from income-tax of dividends representing profits on which a company has already 
paid tax. This means that, in practice, only foreign shares and securities are taxable in the hands 
of their owners. 

As with income-taxes, persons resident in the Grand-Duchy have an unlimited fiscal liability 
and are therefore liable on all the property enumerated above, with the two restrictions just 
mentioned. · 

Taxpayers whose liability is limited need only pay the tax on property situated in Luxemburg 
- i.e., real estate within the country (see (I)}, capital invested in an industrial, commercial, 
agricultural, forestry or mining enterprise in Luxemburg and debts, the debtor of which resides in 
the Grand-Duchy. 

3. ASSESSMENT OF TAX. 

A. INCOME TAXES. 

(a) Computation of Taxable Income and Abatements. 

Income from Capital. - This~income is taxable on the basis of its amount during the year 
preceding the tax-year. It is taxed up to its full amount without any abatements at all. An 
exception, however, is made in the case of income from capital derived from abroad which has already 
been taxed abroad at the source, if this fact has been declared in the recipient's return. 

If the amount of income is unknown, it is estimated at 5 per cent per annum of the capital to 
which it refers. 

Assets employed in a trade or business are not held to yield income apart from the profits of 
all kinds which may result from such activities. 

Income from Land and Buildings. - In the case of buildings- i.e., property intended for 
occupation or for industrial or commercial use, let to third persons - the taxable income is the 
rent shown in the leases, provided it is normal, less 20 per cent for cost of upkeep, depreciation, etc. 
In the case of buildings occupied by their owners, the taxable income, or rather rental value, is 
estimated by comparison with similar properties in the neighbourhood which are actually let. 

In the case of land, a distinction must be made between '-and which is leased and land which is 
not. If it is leased, the taxable income is the net income accruing to the lessor, less the amount 
normally estimated for the costs of upkeep, depreciation, etc., payable by him. If the land is not 
leased, the taxable income includes its rental value and the profits from its working. These are 
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determined as a rule by reference to the owner's accounts. If there are none or if they are not 
reliable the assessment authorities take into account the book results of similarly worked property, 
the scaie of rents and wages in various parts of the country and the income of the estate in question 
as recorded in the land register. 

Special rules exist for assessing the income from vine-growing and from the felling of forests, 
woods and coppices, but mere mention of these is sufficient for our purpose. 

Income from Trade and Indu.;try. - Income of this class, which is taxable annually, is the 
income earned during the previous calendar year or during the last business period of twelve months 
ending before January rst of the tax-year. ' 

The taxable sum consists of gross profits, less only the business costs of earning and maintaining 
this income. These business costs are : 

lr) Interest on borrowed capital invested in the enterprise and all charges, annual 
payments or royalties payable by the enterprise to third persons. 

(2) Wages of employees and workmen and the e~oluments and advantages representing 
the reward for services rendered. 

From the profits of partnerships, general or limited, and of de facto associations are deducted 
the salaries or wages paid to any of the partners or to a co-owner as remuneration for services 
rendered. Percentages paid to a company's directors, managers, auditors, etc., are also 
regarded as deductible costs. 

(3) General overhead expenses in connection with the upkeep, heating and lighting, etc., 
of the premises and equipment used in the business ; premiums paid for the insurance of the 
enterprise's buildings, equipment, furniture and stocks ; insurance cQntributions paid by the 
en~erprise on behalf of the staff. 

(4) Depreciation of equipment, furniture, machinery; tools, etc., in so far as such 
depreciation corresponds to actual depreciation during the period which the taxable profits 
cover. Although the amount of depreciation allowed will vary widely from case to case, 
speaking quite generally, it may be said that two per cent is allowed for buildings, five per cent 
for furniture, and ten per cent for machinery and plant. 

(5) Losses sustained during the tax-year or period, provided they relate to operations by 
the enterprise. 

~6) E~p:rtditure occasion~d by the repair, renewal or upkeep of buildings, plant and tools, 
provided this Is current expendtture not covered by depreciation allowances and not calculated 
to improve the enterprise so as to add to its profits. 

Non-deductible cost~ include the following : 

(r) . Cost of increasing personal or real property, of improving and enlarging the enterprise, 
redemption and repayment of debt, the establishment of reserve funds other than authorised 
redemption, and other similar expenditure ; 

(2) Loss of income or capital incurred in previous years; 
(3) Taxes paid to the State and communes. 

~f the taxabl~ income of the enterprise in~ludes interest on Luxemburg bonds liable to coupon
tax, mcome-t~ will be based on the total net mcome and the coupon-tax withheld ~t source will b 
deducted from 1t. e 

Income /ram Labou1. - This includes salaries, wages, etc., and income from the liberal 
professions, literature, art and science. 
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The taxable income is the income for the previous calendar year, obtained by deducting from 
the taxpayer's gross professional receipts the cost to him of earning a,nd maintaining this income. 
There are no special rules as to deductible costs in the case of the independent professions. These 
are determined with due regard to the custom of the particular occupation and by analogy with the 
rules in force for trade and industry. 

Employees who~e income does not exceed 35,000 francs are allowed to deduct from their 
salary a fixed sum of 2,500 francs as general professional expenses. 

Dedu'ctions. -Before computing the tax, the following deductions are made from the total net 
income determined as above ; 

(1) Interest and annuities on all kinds of debt, not already deducted at the time of 
determining net income, unless it is connected with an income which is not taxable as derived 
from a foreign source. This exception applies in particular to the case of a taxpayer who has 
contracted an interest-bearing debt for the purchase of real estate abroad. 

If the taxpayer liable to pay .interest or annuities of this kind is in receipt of income both 
from abroad and from the Grand-Duchy, the deduction will only be allowed up to an amount 
proportionate to the ratio between Luxemburg income and foreign income. 

This rule applies both to taxpayers domiciled abroad and to persons living in the Grand
Duchy. 

(2) Allowances legally due to the taxpayer's ascendant relatives, as well as allowances 
to his descendant relatives, if these allowances are taxed in the hands of their beneficiaries 
in the Grand-Duchy. 

(3) The figure of 8,ooo francs as a tax-free minimum. 
(4) An allowance of 1,500 francs per descendant or ascendant relative dependent upon the 

taxpayer, on condition, however, that the latter's total income does not exceed 1oo,ooo francs. 
All these deductions apply to surtax as well as to income-tax. 

(5) With regard to surtax, taxpayers whose total income does not exceed 2oo,ooo francs 
are entitled to an allowance of 30,000 francs. · 

(b) Computation of Tax and Abatements. 

The law provides for no abatements and alleviations of the tax itself. All the allowances 
permitted are deducted from the amount taxable (see above). 

Income-Tax. - The income-tax is on a graduated scale. Incomes are divided into thirteen 
slices, the first including the part of income between 8 and 12 thousand francs, and the last the 
amount over 700 thousand francs, and each slice of income is taxed at a certain rate. The scale 
varies from one per cent to nine per cent (see Annex). 

If the taxpayer is in receipt of income that is not taxable in the Grand-Duchy (income from real 
estate abroad) or income that is not directly taxable in his hands (income from Luxemburg shares 
and bonds), account is none the less taken of this income in computing the tax on income upon 
which the taxpa}er is liable. That is to say, the tax payable is computed by first fixing the average 
rate of tax that would apply if the non-taxable income were again liable and applying this rate to the 
income that actually is taxable. 

As already mentioned, the income-tax is increased by " additional centimes " lev_ie~ on behalf 
of the communes. These additional centimes are collected as a percentage of the pnnc1pal tax, a 
percentage varying from co~nmune to commune and year to year, according to budget requirements. 
For the year 1930-31, the additional centimes for the city of Luxemburg amounted to 130 per cent. 
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Surtax.- Surtax, as we have said, is collected on incomes the taxable amount of which (i.e., 
net income less deductions and personal allowances) exceeds 30,000 francs. Incomes below 2oo,ooo 
francs fUrther enjoy a special allowance of 30,000 francs. The tax amounts to 6o per cent of what 
the income-tax would be if applied to the income liable to surtax. 

Coupon-Tax. - This tax, when applied to interest on b?nds issued by the State, _public 
corporations and communes, is always 2 per cent, but when applied to the b~nds of compames ~nd 
private enterprises, it varies with the rate of interest ; it is 3 Yz per cent for mterest not exceedmg 
4 per cent of the capital lent, and 4 per cent for interest above that rate. -

B. COMPLEMENTARY TAX. 

(a) Computation of Taxable Property. 

The value of property liable to complementary tax is determined as follows : 

(x) Land and buildings, mines, quarries, etc. (see page 309), and capital invested in trade or 
in commercial, industrial, agricultural, forestry and mining enterprises are reckoned at their 
market value on a fair appreciation. 

(2) Cash and bank-notes in legal currency are assessed at their face value. 

(3) Securities quoted on the Stock Exchange are assessed at the rate quoted on January 
xst of the tax-year, and other securities at their real value at the same date. 

(4) All other debts are assessed at their nominal value, except doubtful or bad debts, 
which jlre reckoned at their real value only. ' 

(5) The capital value of annual loans payable in perpetuity is reckoned at- twenty-five 
times the annual sum. The value of life annuities is computed according to the age of the 
person at whose death the payment will cease and it varies between eighteen and three times 
the annual sum. 

(6) The capital value of rights under a life insurance polic:y, whether a capital sum or an 
interest payment, is assessed at two-thirds of the total premiums or capital paid, unless the 
claimant proves what is the actual surrender value of the policy. 

. As regards foreign enterpri~ with est~blish~ents in the Grand-Duchy, the. value of property 
liable to the complementary tax Is determmed, m the absence of other reliable data, by applying 
to their total property the ratio between their total income and the income on which they are liable 
to tax in the Grand-Duchy, and by considering as liable to complementary tax that part of the 
property corresponding to income taxable in the country . 

. Furniture, household stores and other articles for the personal use of the· taxpayer and his 
family are always exempt from complementary tax. So are the mathematical reserves of insurance 
companies deposited with an official corporation. · 
. As already mentioned, the tax is imposed upon taxpayers whose property exceeds 30,000 francs 
m value. 

(b) Computation of Tax and Abatements. 

Complementary tax is levied at a flat rate of 0.5 per thousand. 
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4· RETURNS, APPEALS AND COLLECTION. 

Taxpayers' Returns. 

Taxpayers with a total income of Io,ooo francs or with property amounting to so,ooo francs 
or more in value have to make a return of their income or property to the Administration of Taxes 
during January of the tax-year on an appropriate form. In the case of companies and partnerships 
and taxpayers who keep accounts, the return must be accompanied by the balance-sheet and 
profit-and-loss account for the tax-year. 

After a preliminary examination by the Administration, this return is submitted to a Board 
of Assessors (Conseil de taxateurs), which, in principle, sits in each commune and the members 
of which are recruited by Government from among communal taxpayers, half of them from a list 
prepared by the Administration, half from a list submitted by the communal council: The Board 
of Assessors may request the taxpayer to give verbal or written explanations of particulars in his 
return, may ask to see the accounts and order an expert examination to be made of them, either 
by the Administration or by an outside expert. The Board is also entitled, in principle, to demand 
all necessary information from public administrations, railway and insurance companies, etc. If 
the Board considers the return incorrect, it may alter it, but must inform the taxpayer of the figure 
it proposes to substitute for the figure given in the return, and specify its reasons for making the 
alterations, and at the same time invite the person concerned to submit his written or oral 
observations within a fortnight. 

Omissions from returns are punishable with a fine of not more than twice the amount omitted 
if the omission was accidental, and not more than ten times if there was fraudulent intent. 

Taxpayers who do not need to file returns are taxed on the basis of external evidence and by 
comparison with taxpayers in the same cl3.Ss. 

Duties and Liabilities of Employers. 

Persons or enterprises with workmen and employees in their service have to furnish in January 
a return giving the names and addresses of the various wage-earners in their employ and the wages 
paid to them during the previous calendar year (see also remarks under" Collection"). 

Appeals. 

Taxpayers who fail to make their returns, even after receiving a form and a subsequent reminder 
by the Administration, are taxed ex officio, without right of appeal. The same happens when they 
fail to furnish the information and documents asked for by the Board of Assessors and if they refuse · 
to submit their books and accounts for inspection. 

Taxpayers who have complied with the law may appeal against the Board's decisions. 
This they do by applying to the Administration within a month from the date of the demand 

note conveying the decision. The appeal is considered by a Council of Appeal sitting in each canton: 
Appeal against the Council's decisions may be made to the Appeals Committee of the Council of 
State within a month of their notification. Appeals against assessments do not warrant a suspension 
of payment. 

Collection. 

By Direct Payment. - Income-tax, surtax and supplementary tax are paid by the taxpayer 
personally. 

The Boards of Assessors usually sit from May until October. The figures they fix are entered 
in a register, which serves as the basis for the collection lists sent to the ta..x-collectors. The latter 
then send a demand note to the taxpayer, who has to pay the whole amount due before March 31st 
of the following year; thereafter, interest is charged at 2 per cent. 



LUXHIBURG (I) 

By Deduction at Source. - Collection at source is reserved almost exclusively for the coupon-_ 
tax. The Government has not made use of its legal right to require that income-tax on salaries and 
wages shall be paid by deduction at source. 

The law, however, itself provides that employers employing foreign wage-labour in the Grand
Duchy shall withhold from the wage for the first three months of employment the amount of tax 
corresponding to the annual remuneration. 

Coupon-tax is withheld at the time of paying the interest on bonds issued by the State, 
communes and Luxemburg companies. It becomes payable in full on December 31st of the year 
which the interest covers and, if not paid by March 31st following, is liable to interest at the rate of 
2 per cent per month. 
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PART II. - METHODS 

OF TAXING FOREIGN AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

1. DEFINITION AND GENERAL PRINCIPLES. 

For purposes of the present study, a foreign enterprise mea.J!S any enterprise belonging to an 
individual or legal entity whose residence or fiscal domicile is not in Luxemburg. (For definition 
of these terms, see page 307.) 

The law lays down that these persons, and consequently the enterprises belonging to them, are 
only liable to tax in respect of : 

(r) Income from commercial or industrial businesses situated or from capital of all kinds 
invested in the country, from the principal of such capital and from money employed in such 
businesses; 

(2) Income and profits from trades and professions carried on in the country and from 
functions discharged in Luxemburg companies or in the service of other persons living in the 
country ; , 

(3) Income from and the value of landed estate owned in Luxemburg. 

The fiscal treatment of enterprises is the same whether they belong to individuals, to 
partnerships or to companies. Partnerships are taxable entities just as companies are, and both are 
taxed by the same means as individuals. The following rule is of importance. as it governs all 
income subject to tax in Luxemburg. 

In the case of income-tax (and therefore surtax), the rate applicable to the taxable incomes of 
taxpayers who, along with this income, have other income not liable to tax is not the same as it 
would be if the taxpayer had taxable income only, but is a rate corresponding to the total of taxable 
and non-ta.xable income. But the tax due is obtained by applying this rate to the taxable income 
only. 

Further, since the complementary tax on capital is closely associated with income-tax, we shall 
discuss, in connection with each class of income, the method of taxing, not only the income itself, 
but the capital from which it is obtained. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIVIDENDS. 

Dividends are subject - as, in principle, -is all other income - to income-tax and, in certain 
circumstances, to surta.x, and the value of the shares of all kinds on which they are paid is liable to 
the complementary tax. 
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It is the law's intention that income or capital which has been taxed against a compa~y shall 
not be taxed again in the hands of the shareholders to whom this income and capital ultimately 
accrue or belong. . . . . . 

Consequently, a foreign enterprise which has Luxembu~g ~ha~es m 1ts portfo!1o wlll not 1tse!f 
pay tax on these dividends and shares. But if the enterpriSe lS hable, not only m respect of th1s 
income, but on other income, such as industrial or commercial profits or income from la~ded estat.e, 
the authorities responsible for determining the rate of tax to be applied to the taxable mcome will . 
take account of the whole income, including these dividends. This does not, of course, apply to 
complementary tax, which is a proportional tax and not, like income-tax, a .?Taduated o~e. . 

If a foreign enterprise has an establishment in the Grand-Duchy wh1ch has foreign s~~res m 
its portfolio, the enterprise itself must pay inco~e-tax and complementa~. tax on the d1v1dends 
from and value of these shares. The exemption m favour of Luxemburg diVIdends and shares does 
not apply in this case, since the capita( and income have not already been taxed against the foreign 
company issuing the shares in question. 

In the case we have been considering, the foreign dividends and shares have not been taxed as 
income from or investment of capital, but as income and capital belonging to a trade or industry. 
If, therefore, a foreign enterprise which has no establishment in the country merely receives dividends 
in Luxemburg from a non-Luxemburg company, no tax is due. . 

Further, the various privileges and exemptions granted to Luxemburg- holding companies do 
not apply to similar foreign companies. -

(b) INTEREST. 

(r) Interest on Bonds. - Interest on bonds issued by the State, public corporations and by 
Luxemburg enterprises and companies is subject to a special tax called the" coupon-tax", which, 
unlike other taxes, is withheld at the source by the person who owes the interest. This interest 
is always subject to coupon-tax, irrespective of the recipient's domicile, so that foreign enterprises 
in the possession of these bonds are in all cases liable to coupon-tax. _ 

This tax takes the place of income-tax a.I).d complementary tax, but not of surtax. But, as the 
latter is only payable in cases when income-tax is payable, foreign enterprises which have no other 
taxable income in the Grand_-Duchy are liable under this head to no other tax than coupon-tax . 

. It is otherwise if the company has a Luxemburg establishment which has in its portfolio bonds 
liable to coupon-tax. In this case, the company has to pay income-tax on all its Luxemburg income, 
including interest on bonds, at the rate corresponding to its total income (foreign and Luxemburg), 
but from the tax as thus assessed is deducted coupon-tax already paid at the source. · 

Surtax is fixed on the same bases, but after first deducting 30,000 francs. 
(2) Interest on Secured Loans. - The interest and principal of loans secured on a mortgage 

or other security on real property legally situated in the Grand-Duchy are subject to income-tax 
and complementary tax, respectively, whatever the domicile of the debtor and creditor. 

. . i?) Interest on lJ_nsecur~d Lo~ns. - The interest and principal of debts contracted by an -
mdividual or legal entity resident m the Grand-Duchy are, as a rule, taxable in the hands of the 
creditor, whatever his domicile. The Administration may require the debtor to pay the tax due 
on the interest in the name and on behalf of his creditor. 

The rule for taxing interest owing by Luxemburg nationals to foreign credit institutions raised 
a controversy which was settled by the following decision : 

. Inco~e consisting of int~rest on sums advanc~d by a foreign financial institution to Luxemburg 
~at10~als IS n?t regarded as mcome of an enterprue operated in the country by a foreign company, 
If th1s. estabhshm~nt has no br~ch, agency or representative in the Grand-Duchy and if the 
ope~ah~n was an Isolat.ed or accidental one. Nor are such advances regarded as investments of 
capital m Luxemburg, If the contract was concluded and is executable abroad. ·. 
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(c) DIRECTORS' PERCENTAGES. 

The percentages distributed by companies to their directors represent for these companies an 
item of cost which they may deduct from their profits. These percentages, when distributed by 
Luxemburg companies, are in all cases taxable in the hands of the beneficiary, whatever his domicile. 

The rate of tax is determined by the taxpayer's total income, both Luxemburg and foreign. 
In practice, the Administration employs the intermediary of the company to which the director 
belongs ; a _demand note is sent through the company and the tax is paid, in the usual way, by the 
taxpayer hrmself. 

Directors' percentages distributed by foreign companieS' to persons resident in the Grand-Duchy 
are taxable there. Further, a foreign company liable to Luxemburg tax may not deduct from its 
taxable profits all or part of the percentages paid to its directors unless those percentages are 
themselves liable to tax in the Grand-Duchy. 

Instead of the two rules- taxation at the enterprise's real centre of management and taxation 
in the fiscal domicile of the beneficiary (their simultaneous application means double taxation) 
- the Convention with Belgium provides for taxation at the enterprise's centre of management 
only. 

(d) ROYALTIES FOR UsE OF PATENTS, COPYRIGHTS, TRADE-MARKS, SECRET PROCESSES AND 
FORl\IUL.iE AND SIMILAR INCOME. 

Royalties for the use of patents, copyrights and other incorporeal property rights are not as a 
rule taxable when paid to persons not resident in the Grand-Duchy. This rule does not apply to 
royalties which are paid to an enterprise with an establishment in the Grand-Duchy and included 
among the establishment's receipts. 

The capital value of these incorporeal property rights will only be liable to complementary 
tax if the patents, copyrights, etc., are part of the assets of an establishment situated in Luxemburg, 
whether they are exploited by the establishment itself or by third parties to whom the latter has 
ceded them. 

(e) RENTS FROM REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

Income from real estate, of whatever kind, is always taxable if it is obtained from property 
situated in the country. The same applies to the value of the property, property rights and 
concessions to which the income corresponds. 
. Income-tax is levied at the rate c~rresponding to the taxpayer's total income (from Luxemburg 
and from foreign sources). 

(f) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL. ESTATE, SECURITIES 
AND PERSONAL PROPERTY. 

The rule is that purchase and sale transactions are only taxable if they are in connection with 
the exercise of a trade or industry or if, although isolated transactions, they are in the nature of 
acts of speculation. 

Thus, if a foreign enterprise has an industrial or commercial establishment in the Grand-Duchy, 
all the profits from any purchases or sales whatever by such establishment are taxable, even when 
the operation is not directly connected with the ordinary business of the establishment. But if 
the enterprise has no establishment in the country and purchases and sales are purely isolated 
transactions having no counterpart in the Grand-Duchy, no tax will be imposed. 
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(g) SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES. 

The remuneration of workmen and employees working in the Grand-Duchy are taxable, even 
if the latter are living abroad. · 

This ruling is confirmed by the Belgo-Luxemburg Convention, although an exc~ption is made 
in favour of workers living in the frontier zones. The latter only pay State taxes m the co_untry 
where they have their fiscal domicile. The salaries of public officials and employees and pubhc and 
private pensions are always taxable in the country which pays them. 

The law requires that employers who employ foreigners shall, during the first three months of the· 
latters' employment, withhold the tax payable on their annual salaries or wages. More~ver, ~s 
we said in Part I, employers have to furnish a yearly list of the workmen and employees m the1r 
service with the salary or wage paid (this list includes Luxemburg and foreign salaried workers and 
wage-earners). But though the law allows the Government to order the collection of income-tax on 
salaries and wages by deduction at source, this method of collection is applied only in the case of 
foreigners. . · 

As regards professions which involve personal services, but which are carried on independently, 
income-tax is only payable if the persons concerned exercise their calling in the country in some 
periodical manner. 

The Belgo-Luxemburg Convention adds to this condition the existence of a permanent 
establishment for the exercise of the profession or calling. 

Commercial travellers in the employ of foreign companies are not liable to tax on the mere 
ground that they visit the Grand-Duchy. Administrative practice, in fact, holds that commercial 
travellers travelling for foreign companies are only liable to tax in the Grand-Duchy if they live there. 
It may be added, although this is not immediately relevant to the present issue, that this fiscal 
obligation exists even if the commercial traveller pursues his work abroad, while commercial 
travellers employed by Luxemburg companies are liable to tax in the Grand-Duchy (except those 
living in Belgium), even if they live and work abroad. 

(h) INCOME FROM A TRUST. 

Luxemburg law takes no cognisance of trusts and we need not therefore concern ourselves wit4 
the taxation of these estates. 

( i) INCOME FROM CARRYING ON A BUSINESS OR INDUSTRY. 

The law does not strictly define the cases when a foreign enterprise which operates in the Grand
Du~hy is taxable there. According, however, to jurisprudence and administr<Ltive practice, a 
foreign yerson or _entervrise becomes lia~le to tax in the Grand-Duchy as soon as such person or 
enterpnse settles m the country or estabhshes employees and equipment there in any form and for 
any considerable length of time, with a view to exercising aJrade or industry in the country. 

It follows from this general principle that : 

(r) An enterprise which carries on business in Luxemburg only through a local commission 
agent or a broker is not liable, since these intermediaries cannot be described as the enterprise's 
employees. 

. ~2) T~e same applies, in principle, to a lo~al dealer or distributor. But if this dealer or 
d1stnbut?r IS bound tu s~ll only the produ~ts of the enterprise, the Administration might 
rega_rd him as ~eally nothing more than the enterprise's servant and might therefore tax the 
foreign enterpnse. 

(3) If a foreign entefJ?rise employs a tra1•elling salesman to visit its customers in the Grand
Duchy (whether he has power to conclude a contract or not), the enterprise will not be liable, for 
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it cannot be said to possess works or an establishment in the Grand-Duchy. Moreover, the 
commercial traveller, unless he lives in Luxemburg, is not liable in respect of the remuneration 
he receives from the enterprise. 

(4) If an enterprise does business with the Grand-Duchy through a local agent u:ith a 
power of attorney, the real position of this agent towards the enterprise must be determined. 
If he is merely the employee of the enterprise, the latter must be regarded as having an operating 
centre in the Grand-Duchy and, as such, liable to Luxemburg tax. 

(S) If a foreign enterprise is represented in the Grand-Duchy by an agent selling out of a 
stod? entrusted to him, the enterprise will be liable, not only to income-tax on the profits from 
sales, but to complementary tax on the capital value of the stock. 

(E) Foreign enterprises which have a permanent establishment in the Grand-Duchy are 
liable to tax there. Even if there is no permanent establishment, a foreign enterprise may be 
taxed if it establishes its equipment in the Grand-Duchy with an industrial or commercial 
purpose in view ; this applies particularly to building contractors. 

The Convention with Belgium contains no departures from the foregoing rules. It merely 
defines here certcoin terms. Thus, permanent establishments must be understood to include real 
centres of management, branches, factories, workshops, agencies, shops, offices and warehouses. 
The fact that an enterprise established in one of the two contracting States has business relations 
with the other through some really independent agent or company (broker, commission agent, 
subsidiary, etc.) does not imply that the enterprise has a permanent establishment in the latter 
country. 

B: NATIONAL ENTERPRISES. 

By national enterprises are to be understood enterprises belonging to persons who have their 
residence or fiscal domicile within the Grand-Duchy. 

These enterprises are liable to tax in respect of all their income and property, whether situated 
abroad or in Luxemburg. The only exemptions are in favour of income from real property abroad, 
which is exempted by the income-tax law itselfand the exemption in the Belgo-Luxemburg Con· 
vention, whereby " industria.!,_ mining, commercial or agricultural enterprises are taxable in each of 
the two States in proportion to the income earned by permanent establishments in the country". 
(See also the references to holding companies on page 325.) 

The method of applying this principle calls for a few observations. 
Direct taxes paid abroad on foreign-earned income are deducted from the sum taxable in the 

Grand-Duchy. 
Income-tax and complementary tax on, respectively, the dividends from and capital value of 

foreign shares are paid by the owner of the dividends and shares - contrary to what happens in 
regard to Luxemburg shares. 

The coupon tax is not, in principle, applied to foreign bonds. Accordingly, interest on these 
bonds and their capital value, respectively, are subject, like all other income and capital, to income· 
tax and complementary tax. 

Further, income from real estate abroad, although not ta.. .... ed in the Grand-Duchy, is taken into 
account when fixing the rate of tax applicable to other taxable income. 

The general rules for the taxation of foreign income and capital, together with these few remarks, 
make it unnecessary to review in detail the fiscal regime t•f the various kinds of income which 
Luxemburg taxpayers may derive from abroad. 
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PART III. - METHODS OF ALLOCATING TAXABLE INCOME. 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

(a) BooK-KEEPING AND AccouNTING REQUIREMENTS. 

With regards to taxpayers engaged in trad..: or industry, Article 9 of the Income-Tax Law says: 
" in the absence of reliable accounts or of continuous inventories and balance-sheets, profits and 
gains shall be estimated by tax assessors ". Article 34 prescribes that associations with a legal 
entity (and this rule has been extended in practice to all traders who keep accounts) shall accompany 
their tax returns by their latest balance-sheet and profit-and-loss account and by any other 
documents that will serve to determine their taxable income. The same article adds that foreign 
companies must, in addition to the balance-sheet and profit-and-loss account of their dealings in the 
Grand-Duchy, furnish similar documents with reference to the whole of their operations. · Failure 
to comply with the provisions of Article 34 entails taxation ex officio (subject, of course, to other 
purely penal sanctions). 

Except, however, for the rule concerning continuity of balance-sheets and inventories, 
fiscal law and jurisprud._nce do not of themselves determine how book!' and accounts shall be kept. 
Reference must be made for this matter to the rules contained in the Commercial Code and 
established by commercial practice. 1 

Jurisprudence also decrees that, in the event of taxation by estimate or ex officio, assessment 
shall be based upon " factors fairly selected so a~ to show the relative importance or business 
operations of the different establishments ". 

(b) METHODS OF ALLOCATION. 

In addition to the rule set forth at the end of the previous heading, the two leading principles 
which govern the allocation of profits of foreign enterprises are (a) the rule resulting from Articles 9 
and 34, read in conjunction- namely, that the normal basis of taxation is the enterprise's accounts 
and (b) the rule laid down in Article 26, which says that income ascribable to the Luxemburg 
branch of a foreign enterprise " shall represent a fraction of the total net income not"less than the 
proportion between general overhead expenses or manufacture, or capital invested, or the wage-!>ill, 

' The books prescribed ~y Articles 8 _to I I of the Comme_rcial Code are the following: the day-book, in which 
are _entered up_ day by day m chron?l?gical o_rder all o~erations effected by the taxpayer in the conduct of his 
busmess ; the mventory book, contammg copies of the mventory of assets and liabilities which the taxpayer is 
required to establish annually ; the letter book, containing copies of all letters despatched. All these books and 
the originals of all incoming letters must be kept for ten years. 



LUXEMBURG (III) 321 

or any other factors fairly selected so as to show the relative importance or business operations 
of the differenf establishments ". 

As regards the allocation of assets liable to complementary tax, the law has decided that, failing 
satisfactory evidence, assets taxable in the Grand-Duchy shall be determined on the basis of the 
ratio between the taxable income and the total income of the foreign enterprise, but in most cases 
the Administration possesses sufficient data so as to be able to estimate directly the assets and 
liabiEties of the Luxemburg branch. 

I. Method of Separate Accounting. 

Whenever the Luxemburg branch of a foreign enterprise can submit accounts and documentary 
evidence in proper form, the Administration examines the documents and the books to see whether 
the accounts tally with the real position and results of the Luxemburg part of the enterprise regarded 
sepamtely. 

The authorities will, of course, check the accuracy of the entries concerning operations with 
third parties, but will pay special attention to the transactions and accounts of the establishment 
,with the parent enterprise and to comparing results in Luxemburg and abroad. 

1 t will therefore examine whether all expenses and charges deducted from the LID.emburg 
income really refer to business done in the Grand-Duchy and, if these deductions include part of 
the general overhead expenses and interest charges of the enterprise's head office abroad, it "'ill 
only allow such expenses and charges to be taken into account if they have been incurred on behalf 
of the Luxemburg branch. Further, jurisprudence has decided that Article 41, whereby an employer 
may only deduct wages declared in the return made on the wage-earners' behalf, also covers salaries 
and wages paid by the parent firm on behalf of its branch. 

The official responsible for assessment will also check the prices at which goods have been 
invoiced tv the branch by the parent enterprise or, conversely, the sums debited as interest on loans, 
advances, royalties and commissions paid on behalf of tl,e parent enterprise. The purpose of 
this examination is i.o see whether the various transactions between branch and parent were effected 
under the same conditions as between h~o separate enterprises and to make sure that these operations 
and the hook entries concer11ing them do not conceal a transfer or displacement of taxable income. 

If inaccuracies can be easily located, they will simply be corrected, and the Administration will, 
for the rest, abide by the accounts. · 

If not, recourse will be had to an empirical method or to the method of fractional apportionment. 
The former will be adopted if the discrepancy between the declared results of the foreign 

enterprise's Luxemburg branch and the results of similar national enterprises relates only to the 
amount of net profit ; fractional apportionment will be employed if the difference relates to both 
net and gross profits. 

2. Empirical M~thods. 

Owing to the diverse operations of industrial enterprises, the empirical method can rarely be 
employed to allocate either their profits or their capital ; this method is therefore most often reserved 
for commercial undertakings. • 

Before taxable profits can be assessed empirkally, the Administration must know either the 
exact amount of purchases effected by the taxable establishment and the cost price of the goods 
bought, or the establishment's exact turnover. Further, the profits normally obtained by the 
establishment's branch of trade must be ascertainable from data supplied by the accounts of similar 
national enterprises. There is no official scale of such profits and the inspector responsible for 
assessing tax fixes them for each year. 

II. 21 
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3· Method of Fractional Apportionment. 

This method is mainly applied to industrial enterprises,' to which, as we have said, the empirical 
method is rarely suited. . . 

The use of this method is governed by Article 26 of the Law, which says that the mcome taxable 
against the Luxemburg branch of a foreign enterprise " must represent a fr~ction of t~e t?tal income 
not less than the proportion between general overhead expenses or produc.ho~, or capital mveste~, or 
the wages paid or any other factor fairly selected so as to show the relative Importance or busmess 
operations of the different establishment~ ". . . 

The choice of the factors to be considered for purpose of allocation by the fractiOnal method 
is not governed bY: law, practice or jurisprudence. lhe basis is fixed for each separate case according 
to the kind of enterprise and the possibility of checking a particular factor. 

Fractional apportionment is invariably employed for foreign insurance companies and, under 
the separate heading devoted to these enterprises, we shall see how it works. 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

r. Apportionment of Gross Profit of Local Branch to Real Centre of Management abroad. 

The question of allocating part of the gross profits of a branch in the Grand-Duchy only arises 
if the branch's receipts originate in part in operations effected by the foreign head office or in goods 
supplied by the latter. These questions will be considered under the headings of allocation of 
liabilities and application of the methods of allocation to industrial and commercial enterprises. 

~· Apportionment of Expenses of Real Centre of Management to Branch. 

Interest Charge~.· 

As regards debts contracted by the head office abroad, interest may only be deducted if it is 
in respect of loans contracted on behalf of the taxable branch or in respect of capital allotted to that 
branch. 

General Overhead. 

General overhead expenses of the real seat of management may only be deducted from the 
profits of the Luxemburg branch if they were incurred on that branch's behalf. 

In the case of salaries and wages, it is further necessary that they shall have been taxed in the 
Grand-Duchy. 

3· Apportionment of Net Profit of Branch to Deficitary Parent or vice versa. 

, If ~he Luxemburg branch of a foreign e~terprise has realised a profit while the rest of the 
enterpnse has operated at a loss, the latter IS never taken into account when determinin.,. the 
branch's profit, even when other methods than that of sepamte accounts are used. "' 

If the .Lu~emburg branch sustains a loss, while the rest of the enterprise realises a profit, 
preference IS given t_o the method of fractional apportionment, unless, however, the deficit of the 
branch appears genume and not as a displacement or transfer of profits. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

The same methods of allocation are applied to subsidiaries as t~ branches, including the methods 
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of fractional apportionment and empirical methods. The basis for this practice is found in the 
following rule of jurisprudence : 

"A company is not exempt from taxation in the Grand-Duchy if, in order to do commercial 
or industrial business in Luxemburg, it creates a new company in that country, retaining over 
it such a preponderant influence that the new company is reduced to the- role of an agent 
responsible for securing the success of the foreign enterprise's business." 

II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

I. Selling Establishments. 

The destination of goods sold by an enterprise or establishment which is taxable in the Grand. 
Duchy is of little importance. From the fiscal standpoint, it is the same thing whether the foreign 
enterprise's branch sells in Luxemburg or sells abroad. 

The essential point is to ascertain the profits derived from the activities of the taxable 
establishment's business - i.e., from its sales. Accordingly, when that establishment receives 
goods which it sells on behalf of its parent enterprise abroad, it has to be determined whether the 
prices at which these goods are invoiced are the same as the prices at which they would have been 
invoiced against a Luxemburg establishment working under the same conditions. If there is no 
way of determining this, the taxable profit will be calculated on the basis of the estal;>lishment's 
turnover, to which will be applied a coefficient representing the net profit, this coefficient being 
fixed by comparison with the-position of Luxemburg enterprises working under similar conditions. 

2. Manufacturing Establishmen!s. 

The normal profit of mines, factories, yards, workshops, etc., maintained in Luxemburg by a 
foreign firm is the profit resulting from the operations of these establishments and plants and, in 
principle, it coincides with the profit of similar Luxemburg enterprises. 

If it is impossible to determine the taxable profit by the-method of separate accounting- and 
it frequently is - this profit is assessed empirically or by fractional apportionment. 

If the foreign enterprise has only commercial establishments abroad, the method of fractional 
apportionment can only be used if there is some common denominator for the Luxemburg and 
foreign parts of the enterprise. Otherwise, the only means of assessing profits will be by comparison 
with Luxemburg enterprises engaged in the same kind of industrial business. 

If the foreign enterprise has industrial establishments both in the Grand-Duchy and abroad, 
the method of fractional apportionment is employed, and choice is made of the allocation factors 
which seem best suited to the nature of the enterprise- viz., production, general overhead expenses, 
invested capital, wages, etc. 

3· Processing Establishments. 

What was said above concerning the normal taxable profit and the use of the fractional 
apportionment method in conl}ection with manufacturing establishments applies also to processing 
establishment~. 

4· B-uying Establishments. 

Buying establishments, like all the other industrial or commercial establishments of a foreign 
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enterprise, are taxable on the basis of their business profits, and their normal profit ca~ be comput.ed 
from the profits accruing to a Luxemburg enterprise whi~h buys .on beh~lf of a forei?n enterpnse 
and operates under conditions similar to those of t~e establishment m 9-~estlon. Thus, If the method 
of separate accounting is inapplicable, recourse will be had to an empmcal method. 

5. Research or $jatistical Establishments, Dlsplay Rooms, etc. 

Research or statistical establishments, display rooms, etc., which a foreign enterp~ise owns. in 
the Grand-Duchv are not as a rule taxable. There must, however, be absolutely no mterventlon 
in the affairs of "the enterprise and any share in business, direct or indirect, would afford grounds 
for ta.'<:ation. 

(b) BANKING ENTERPRISES. 

Hitherto, foreign credit institutions with branches in the Grand-Duchy have been taxed on the 
basis of the separate balance-sheets supplied to the fiscal Administration in respect of Luxemburg 
establishments. 

(c) INSURANCE ENTERPRISES. 

_ Jurisprudence has decided that foreign insuran~e companies are taxable in the Grand-Duchy 
on the- share of the total net profits from business done in Luxemburg corresponding to the ratio 
between the total receipts of this kind and Luxemburg receipts. Before this ratio can be determined, 
we must know what makes up the net profits from operations of the same kind as those affected in 
the Grand-Duchy. And this necessitates first ascertaining the gross profits from these operations. 

There is no difficulty in doing this in the case of gross business profits- i.e., the profits resulting 
from the excess of receipts over payments to insured persons. 

But gross profit from investments is another matter, for the fun9.s of an insurance company are 
_ amalgamated. In order, therefore, to d~termine what share of the interest received by a company 

represents a given class of insurance, it has been decided that interest from investment shall be 
allocated in the same way as interest paid to insured persons, excepting, however, sums distributed 
out of profits. Having fixed the gross business profit and the profits from investment in the case 
of insurance branches which have concluded polici~s in the Grand-Duchy, it is next ascertained how 
much must be deducted from these gross profits in the way of general overhead expenses, in order 
to furnish the total net profit. 

There is no general rule for the allocation of general overhead expenses with a view to this 
deduction ; some more or less empirical ratio is chosen according to the circumstances of the case. 

From the ~otal net profit of the insurance branch in the Grand-Duchy, as thus determined, is 
~hen deducte~ Its share of ~eneral overhead expenses. And the sum taxable in the Grand-Duchy 
IS fin~lly obtam:d by applymg to th~ net profit thus determined the ratio between the total receipts 
pertammg to this profit and the receipts collected in the Grand-Duchy. 

(d) OTHER KINDS OF ENTERPRISES. 

In. the case of transport enterprises, electric enterprises, telegraphs, telephones and mining 
enterpns~s, profits .are normally apportioned on the basis of the separate accounts of the Luxemburg 
and foreign estabhshmen~s (see page 321). If there are no separate accounts or if they do not 
accm:ately reflec~ the busmess of the ~uxemburg e:tablishment, the taxable sum ,~ill be fixed by 
fractwnal apportiOnment. The followmg are a few illustrations of how this method is applied. 
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Transport Enterprises. - The case has not yet arisen and therefore no practical example 
can be given. According to the rule laid down in Article 26 of the Law, whereby the share of profits 
to be ascribed to the Luxemburg establishment must not fall below the proportion between the 
various cost factors, allocation must be based on the chief expenses of this form of enterprise-· such 
as upkeep of vehicles, salaries, wages, etc. 

Power, Light and Gas Companies. - The chief item of costs to be taken into account as an 
allocation factor is· the upkeep of systems. Apportionment may also be based on length of 
systems, etc. · 

Telegraph and Telephone Companies. - Telephones and telegraphs are operated exclusively 
by a public service which is exempt from tax. Therefore no question of allocation arises. 

Mining Enterprises. - In virtue of the oft-repeated principle that allocation by fractional 
apportionment is based upon cost, these enterprises are assessed either according to the cost of 
extraction or according to the quantities (and qualities) extracted from the different mines. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

The question of allocating the profits and capital of national enterprises with branches or 
subsidiaries abroad does not normally arise, since the latter are in all cases liable in respect of all 
their income (except income from real estate abroad) and of all their property (except real estate 
abroad), while tax is applied to foreign income at the same rate as to income earned in Luxemburg. 

In the case, however, of enterprises with establishments or branches in Belgium, Article 4 of 
the Belgo-Luxemburg Convention provides as follows: 

" Industrial, mining, commercial or agricultural enterprises are liable to tax in each country 
in proportion to the income earned by permanent establishments 1 in the country. 

" If there are no accounts which show this income regularly and separately, the competent 
administrations in the two countries shall jointly draw up rules of allocation." 

No such rules have as yet been fixed. 
Furthermore, negotiations are in progress with France and Germany. No agreement has yet 

been concluded with France, but, as regards Germany, it has been decided that, until the proposed 
Convention is ratified, enterprises in each country which have an establishment in the other country 
shall be treated according to the rules laid down in the old agreements (now lapsed) concluded with 
Prussia in Igog (Memorial of the Grand-Duchy, Igog, No. so) and with Hesse in I9I3 (Memorial 
of-the Grand-Duchy, 1913, No. 2g). Both these Conventions lay down that establishments are liable 
to! tax in the country where they are situated and that profits shall be allocated in proportion to the 
capital invested in each country.· 

C. HOLDING COMPANIES. 

There are no special rules for foreign holding companies with shares in Lu.xemburg companies 
and, as a rule, they, like other shareholders, are exempt from income-ta.x and complementary ta.x, 
it being the law's intention that dividends and shares on which a company has already paid tax as 
income from capital shall not again be ta.xed in the hands of shareholders. Similarly, interest on 
bonds accruing to such holding companies is subject to the ordinary rules applying to coupon-ta.x. 

1 For the meaning given to " permanent establishment " in this Convention, see page 319. 
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In the case, however, of Luxemburg holding companies, the law provides for certain exemptions 
and a special regime. These companies are exempt in respect of their own income from income-tax, 
complementary tax, the communal centimes and surtax. 

I Exemptions from the first two of these taxes is an exception to ordinary law, for, although 
ordinary companies are not liable to income or complementary tax on dividends from and the 
capital value of Luxemburg shares in their portfolio, they are liable to both these taxes in respect 
of their foreign dividends and shares. 

Nevertheless, the fact that Luxemburg shareholders are thus in possession of shares and 
dividends, some of which are of foreign origin and have not been taxed in the Grand-Duchy, is duly 
taken into account, and the shareholders are held liable to income-tax and complementary tax 
on that part of their dividends and shares which represent foreign investment. 

The exemption from " additional centimes " tax and surtax is an obvious exception to the 
ordinary law. 

Holding companies are not exempt from coupon-tax on bonds in their holding. The reason for 
this is that this tax is deducted at the source and there are no rules permitting its refund to these 
co~panies. On the other hand, bonds issued by holding companies are free of coupon-tax and 
thetr holders receive interest without deductions of any kind. 



Taxable income 

(In francs) 

Up to 8,ooo 
8,ooo- r2,ooo . 

12,000- 20,000 . 
20,000- 35,000. 
35,ooo- 6o,ooo . 
60,000-IOO,OOO . 

roo,ooo-r5o,ooo . 
I50,00Q-200,000 . 
200,000-300,000 . 
300,000-400,000 . 
4oo,ooo-5oo,ooo _ 
500,ooo-6oo,ooo . 
600,000-JOO,OOO . 
70o,ooo and over 

Taxable Sum. 
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Annex. 

TABLE OF TARIFFS. 

I. INCOME TAX. 

Tax-rate applying 
to income between 
the two figures in 
left-hand column 

(Percentage) 

I.O 
2.0 
3-0 
4·0 
5-0 
5·5 
6.0 
6.5 
7-0 
7·5 
8.0 
8.5 
9·0 

II. SURTAX. 

Amount of tax on 
the higher of the two 

income figures in 
left-hand column 

(In francs) 

40 
200 
65o 

r,65o 
3,65o 
6,400 
9.400 

15,900 
22,900 
30,400 
38,400 
46,900 

327 

r. A taxpayer whose income does not exceed 2oo,ooo francs is liable to surtax on the amount 
of his income subject to income-tax, less 30,ooo franrs. _ 

. 2. A taxpayer whose income is over 2oo,ooo francs is liable to surtax on the amount subject 
to income-tax without any deduction. 

Rate of Tax. 

Sixty per cent of the income-tax rate on the same taxable sum. 

III. COUPON TAX. Percentage 
of the income 

Bonds issued by the State and communes . . . . . . . . . . . . . . . . . . . 2.0 
Bonds issued by Lm..::emburg companies, the interest on which is 4 per cent or less . 3·5 
Bonds issued by Luxemburg companies, the interest on which exceeds 4 per cent, and bonds 

issued by foreign legal entities, enterprises and companies . . . . . . . . . . . : . 4.0 

IV. COMPLEMENTARY TAX. 

0.5 per thousand of the valu<! of the taiable property. 
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PART I.- GENERAL DESCRIPTION OF THE INCOME-TAX AND 
PROPERTY-TAX SYSTEM I 

The following are the taxes which the Netherlands Ciovernment imposes more or less regularly 
upon income and property : 

The land and buildings tax ( grondbelasting) ; 
· The tax on dividends and tantiemes (dividend- en tantibnebelasting) ; · 
Taxes on income : i.e., income tax proper (inkomstenbelasting); and "Communal Fund 

tax" ( gemeentefondsbelasting); · 
Taxes on property : i.e., property tax proper (vermogensbelasting) and Defence Tax No. I 

(verdedigingsbelasting I). There was also a Defence Tax No. II, which was a tax on income, but 
it was abolished in 1930. 2 · 

The land and buildings tax is an impersonal tax. It is imposed upon the income from lands and 
·buildings situated in the Netherlands irrespective of whether the taxable property belongs to an 
individual, a legal entity or an association having no legal entity. and of whether the owner is or is 
not domiciled abroad. -

The tax on dividends and tantiemes is principally levied upon the net profits of Netherlands share 
companies, even if derived from real property situated in the Netherlands ; profits, however, are 
taxed only on distribution. It does not matter whether the recipients of this income are resident in 
the Netherlands or not ; nor does the law distinguish between distributions to individuals and 
those to legal entities. There exist, however, special provisions with a view to preventing the 

1 Legislation in force on May rst, 1933. 
2 The relative importance of these taxes is shown by the following table based on the Ways and Means estimates 

of the National Exchequer (1932), of the Loan Fund (1932) and of the Communal Fund (1932-33) (May 1St
April 3oth). 

Unless otherwise stated, the principal of the tax mentioned below accrues to the National Exchequer and the 
" additional cents " mentioned below to the Loan Fund. 

Land and buildings tax, the principal of which is 23,26o,ooo florins, 
and three-quarters of this amount goes to the communes in which 
the property is situated ; the remail'ting quarter for the State 
amounts to . . . . . • . . . . . . . . . .... 

Plus 4,652,200 florins "additional cents " • . • . • . • . • . • . 
Tax on dividends and tanttemes (including 5 million florins of 

" additional cents ") . . . • • • • • • • . . . • . . . • . 
Income tax (including 14,90o,ooo florins of " additional cents ") • • 
Tax on behalf of Communal Fund (part accruing to the Communal 

Fund) ..............•.......... 

Florins 

5,815,ooo 
4.652,200 

20,000,000 

8g,9oo,ooo 

75,000,000 
Property tax (including 14,5oo,ooo florins of "additional cents" 

6,8oo,ooo florins of which accrues to Communal Fund) . . . . : z8,5oo,ooo 
Defence Tax No. I (all accruing to the Loan Fund) . • • • . • . • r6,ooo,ooo 

Total • • • · • • • • • • • • • • 239,867,200 
Allocation of yield from above taxes: National Exchequer, I09,815,ooo; Loan Fund, 4s,252,ooo; Communal 

Fund, 81,8oo,ooo florins . 
. Other revel;'ue accruing to the Excheq"?er and to the Loan Fund from stamp duties, registration fees, deatT1 

duties, etc., exc1se taxes, etc., Customs duties, etc., 305,14o,ooo florins. 
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dividends received by a company from being taxed a second time when distributed along with the 
company's other profits. 

The law confers upon a company no claim against its shareholders; directors, etc., on the 
grounds that it has paid the tax on dividends and tantiemes. 

Foreign companies are not liable to this tax, but, unlike Netherlands companies, are liable 
to the income and property taxes imposed respectively on the profits they earn in the Netherlands 
and on capital they invest in the country. 

The income taxes are levied on : 

(a) The total net income of individuals living in the Netherlands ; 

(b) The profits which foundations domiciled in the Netherlands would derive from 
enterprises they may exploit ; 

(c) Netherlands income accruing to individuals resident abroad or to foreign legal entities. 

The property taxes are levied on : 
(a) The total property of individuals living in the Netherlands ; 

(b) Property in the Netherlands owned by individuals resident abroad and capital inveo.ted 
in the Netherlands by foreign legal entities. 

I. LAND AND BUILDINGS TAX. 1 

The tax is payable by individuals, legal entities, and associations of all kinds even without legal 
entity, who enjoy real property in the Netherlands in virtue of a right, such as ownership, usufruct, 
long-term lease ( emphyteose), etc. 

The tax is levied annually according to the circumstances existing on January rst at a pro rata 
rate of the cadastral income from land and buildings in the Kingdom as such income exists on January 
rst. The cadastral income is determined with reference to the position applying to land in 1879 
or so and to buildings in 1894 or so. 

The rate is fixed at 6 per cent and 4.86 per cent of the cadastral ~come, for lands and buildings 
respectively, and additional cents are levied on behalf of the Loan Fund (20), 2 the province (maxi
mum 50) and the commune (maximum 20 in the case of land, So in the case of buildings). 

Land newly dyked, drained, brought into cultivation, etc.; is granted a temporary exemption 
of evaluation or re-evaluation. Churches are exempt and so are certain other public buildings. 

The tax is assessed by the controller of land and buildings tax without any return being made 
by the taxpayer. It is paid by the latter in a number of equal monthly payments, the first being 
due at the end of the month following the notice of assessment, the last at the end of the tax year, 
subject to the requirement that there never should be less than five in number. · 

It is only when the measurement or the evaluation of the taxable property is made for the 
first time, or when this is again done in the cases determined by the law, or when the administration 
has neglected to do so in such cases, that the taxpayer is entitled to appeal on such grounds before 
the provincial Government. Except in the case of neglect on the part of the administration, this 

1 Legislation : \\'et van 26 Mei 1870 ( Staatsblad, No. 82) tot regeling van de grondbelasting (Law of May 26th, 
1870, Staalsblad, No. 82, concerning land tax). \\'et van 31 December 1892 (Staatsblad, No. 315) regelende het 
tarief van de grondbelasting voor de ongebouwde eigendommen en wet van 15 Juli 1907 (Staatsblad, No. 203) 
regelende het tarief der grondbelasting voor de gebouwde eigendommen (Law of December 31st, 1892, Staatsblad, 
No. 315, relating to the land-tax tariff for lands, and Law of July 15th, 1907, Staatsblad, No. 203, relating to the 
tariff of the land tax applicable to buildings). 

The Law of May 21st, 1931 ( Staatsblad, No. 203), temporarily exempts land reclaimed from the Zuyder Zee. 
2 From the year 1933 lands are exempted from the additional cents for the loan fund. 
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appeal must be made after the taxpay~r has been notified of the results of these operations, the 
notification being made before the tax IS assessed. . . . . 

Appeals on grounds other than measurement or evaluation must be carried w1thm two months -
of the tax notice to the provincial Government. 

II. TAX ON DIVIDENDS AND TANTIEMES. 1 

I. TAXPAYERS. 

According to the conception underlying Netherl~nds Law, the t~x on div!de?ds ~nd tantihnes 
is not, strictly speaking, a direct tax. It is a tax levied on acts - ~tz., the distnbution of profits 
each time they take place, whether several times a year or at long mtervals. These acts are only 
taxable when accomplished by certain categories of persons. If these persons are called taxpayers, 
one may say that the taxpayers are share companies, limited partnerships with share capital, co
operative and other societies and mutual insurance companies established in the Netherlands (Article I 
of the Law). Circumstances must decide whether a share company, etc., is established in the 
Netherlands (same article). In other words, the place of the taxable act is the place where the 
company is de facto domiciled. 

Profits are, not distributed unless they pass from the possession of the company into that of 
some other person. Accordingly, the tax will never be owing by an association which has no estate 
entirely separate from that of its members, as in the case of a partnership. The latter, moreover, 
has no legal entity, and its creditors, although, in the event of the winding-up of the partnership's 
assets, they have a prior claim over the partner's personal creditors, are in reality but creditors of the 
partners. Thus neither the law on the taxation of dividends and tantiemes nor the laws relating 
to income and property taxes deal with partnerships. The same applies to similar foreign 
associations, even if the law under which they were constituted has vested them with a legal entity, 
the only questio!l being whether the profits accrue to the partners directly or not. 2 

The fiscal treatment of partnerships and their members applies also to limited partnerships and 
to those of their members who are jointly and severally liable. (Limited partners, on the other 
hand, pay income tax only in respect of the share of profits actually granted to them, and their 
position, in-regard to income taxes, is similar to that of a shareholder.) 

A limited partnership with share capital is likewise not a legal entity. It is a partnership 
consisting of one or more jointly responsible members and of a number of sleeping or limited 
partners whose interest is transferable and who are merely bound by their stake in the partnership, 
this amount being represented by shares. The estate of such a partnership is separate from that 
of its shareholders or limited partners. The profits distributed to the latter are subject to the same 
fiscal treatment as the profits of share companies. That is to say, the tax on dividends is imposed 
on them- when they are distributed and they are further subject to income tax in the hands of the 
shareholders. 

The fiscal treatment of the income of managing partners of the above-mentioned limited 
partnerships with share capital is the same as that of the. income of members of partnerships. 

The pure form of capital association is the share company. Vested with a legal entity, it has an 
exi~tence of its own, and the liability of its shareholders is limited to their share in the company's 
capital. It also affords them certain fiscal advantages- i.e., undistributed profits are liable neither 
to the tax on dividends and tantiemes n~ to income taxes . 

. The tax on dividends and tantie~s applies also to co-operative societies (all of which have a legal 
entity), to all other profit-seeking associations, whether invested with a legal entity or not, and to 

1 
"Wet op de Dividend- en Tantiemebelasting 1917" (Law of January 4th, rgr8, Staatsblad, No. 4). 

2 Supreme Court, December 31st, 1924, B., No. 3559, Vol. XII, page 588, 
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mutual insurance companies (which are legal entities). The scope of the present survey precludes 
dealing with these companies and associations, which, moreover, rarely extend their business 
activities beyond the national frontiers. 

The above-mentioned tax is further applicable to share companies which, though incorporated 
in a foreign country, are in fact domiciled in the Netherlands. 1 

In determining the State in which a company has its de facto domicile, little importance is 
attached to the centre of its operations. 2 The company is domiciled in the country where it has 
its central seat of management. If this seat is in the Netherlands, the company is regarded, for 
purposes of the present survey, as Dutch. On the other hand, the tax owing by such company is 
assessed and collected in the commune where the most important part of its Netherlands business 
is situated (Article 14 bis of the above-mentioned law). The place of assessment is of 
no importance in determining the amount of tax. 

2. TAXABLE DISliRIBUTIONS AND SALARIES. 

The tax is levied upon : 

(a) Di<>tributions 3 of profits of a company to persons being entitled to a share of its total 
net profits (even if the amount distributed is a remuneration for services rendered to the 
company), subject to certain exemptions ; · 

(b) Taxable salaries 4 -i.e., remuneration paid to managers or diiectors (bestuurders or 
directeuren), supervisors ( commissarissen), 5 and to other members of the governing bo.dy or 
of the staff of the company to the extent that they exceed, for each interested party and for a 
business year of twelve months, the amounts indicated below : 

(I) Io,ooo florins for managers or directors 5 and other members of the company's 
staff ; 

(2) For supervisors, a sum dependent on the statutory capital and which ranges from 
200 florins (when the statutory capital does not exceed soo,ooo florins) to 1,250 florins 
(when this capital amounts to or exceeds 3,5oo,ooo florins). 

By salaries, the law understands any remuneration which is not part of the company's total 
net profits, or, in other words, which is not to be considered as a " tantieme " (within· the meaning 
of the law). If a share company is entitled to this remuneration, it counts as a single person ; a 
partnership counts for as many persons as there are partners. . 

The persons enumerated in Article 2 of the Law, as well as the individuals or legal entities 
which are in a similar relation towards a company, are regarded as having a legal right to all the 
profits they receive from the company. Article 2 includes founders, persons having transferred to 

1 Supreme Court, March IIth, 1926, B., No. 3788 (Vol. X, page 288) :the operative side of the business was 
conducted il} Netherlands East India, the management being established in the Netherlands. See, too, Rotterdam 
Court, December 19th, i'912, B., No. II24 (Vol. IV, page 33) : a limited company which had a registered office in 
Great Britain, but nothing more. To-day it is the boards of appeal for direct taxes, not the courts, which determine 
fiscal domicile for purposes of direct taxes and the tax on dividends and tantiemes. 

2 Board of Appeal for Direct Taxes, No. I, Amsterdam, March 7th, 1922, B., No. 2991 (Vol. VIII, page 339). 
The appeal against this judgment was dismissed (B., No. 2991, note). 

8 Articles 2, 4. 5, 6, 8 and 9 bis of the Law. 
4 Article 7 of the Law. 
• The structure of Dutch companies does not exactly coincide with that of French or Anglo-Sa.xon companies. 

For example, the directors are managers belonging to the staff of the company. (In so far as companies organised 
under French or Belgian law, or companies organised in the Netherlands after the plan of French or Belgian 
companies, are concerned, and if these companies have their de facto domicile in the Netherlands, the managing 
directors ( administrateurs detegues) are assimilated to " bestuurders " or " directeuren " (managers) and the other 
members of the board of directors ( conseil d' administration) as well as the auditors ( commissaires aux comptes) to 
the "commissarissen" of the Dutch law.) 
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the company the exploitation of a conces~io~ held by_ ~hem, sh_areholders of_ all kinds, members 
(of a co-operative society or other assoctatron), par~ICipants (u~ a mutual ms~anc~ company), 
holders of shares in a guarantee fund (of such comparues), superv1so~s ~nd ~anagmg directors. If 
a company distributes profits to other categories of persons, these distnbutwns are taxable only to 
the extent that such persons were entitled to claim these sums. 1

• . . . 

The fact that a distribution is made in consideration of semces rendered or goods supplied to 
the company does not prevent its being taxable. 2 Thus all the advantages stipulated as 
consideration for the use of a concession, patent, copyright or real estate and loans of money as 
well as personal services are taxable i! they ar~ dependent upon the net profits of the whole company. 

Exemptions. 

The following are not liable to the tax : 
(a) Distributions to the State under a provision of public law (Article 4 (a)); 

(b) Distributions to the shareholders of public utility share companies, provided that all 
the shareholders are public corporations (Article 4 (b)); 

(c) The profits accruing to jointly and severally liable partners of limited partnerships 
with share capital(Article 4 (c)); 

(d) Distributions made to shareholders after a company has reduced, by reason of losses, 
the face value of the shares. This exemption, however, is limited to the amount Qf such 
deductions made prior to the distributions concerned (Article 5, paragraph 3 (a)) ; 

(e) Any distribution to the members or ~hareholders of an associatiol!__ or company, if 
proportionate to goods or services supplied by the recipient of such distributions (Article 5, 
paragraph 3 (b)); 

( /) The amount of tantibnes paid to a managing director or to any other member of the 
staff, in so far as his salary is less than ro,ooo florins (Article 8; and for salaries, see Article 7, 
page 335); 

(g) Salaries and tantiemes paid to persons in the company's services who are obliged to 
exercise their functions outside the Netherlands (Article 9 bis). 

3· AssESSMENT OF TAx. 

(a) Computation of Taxable Amount and Dedtt~tions. 

For purposes of applying the law on the tax on dividends and tantiemes, every distribution of 
profits is held to refer to a business year. In most cases there is no doubt as to the year to which 
the distribution refers, even in the case of interim dividends. Surpluses distributed when a company 
is wound up are regarded as referring to one or more years, according to circumstances. , 

Distribution~ whic~ are made not corresponding to an excess of net assets of the company 
towards the capital pa1d up by the shareholders are considered as distributions relating to the· 
following business years in the course of which profits will serve to reconstruct the company's estate 
up to the amount of capital paid up (Article 5, paragraph 2). If a company refunds to its 
shareholders pa~t of th~ paid-up capi~al instead of distributing its profits, although its net assets 
exceed that capital, a dividend Is considered to have been distributed to the extent that the profits 
of the company cover the_ refund _of capi~al. This provision does not apply if the company can 
prove that sound commercial practice reqmred a repayment ofthe capital (Article 5, paragraph r (b)). 

1 
See Judgments of the Supreme Court of May 3oth, 1923, B., No. 3252 (Vol. IX, page 109), and of June 1st 

1921, B., No. 2831 (Vol. VIII, page 45). ' 
• Supreme Court, September 26th, 1923, B., No. 3290 (Vol. IX, page 172). 
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If a company, etc., increases its paid-up capital by a free issue of shares or by increasing the 
nominally paid-up value of the existing shares, the operation is held to constitute a distribution of 
dividend followed by a payment of capital by the shareholders (Article 5, paragraph I (a)). t 

, For the purposes of determining "paid-up" capital, account should be taken of the actual 
value of property brought into the company by the founders (this value being estimated at the 
time when the property is brought into the company), as well as the sums actually paid in cash by 
the shareholders into the hands of the company. When, however, a share company incorporated 
in the Netherlands issues shares below their face value to regular middlemen (Article 38 (a), 
paragraph 2, of the Netherlands Commercial Code), the company is deemed to receive the amount of 
the face value, the discount being considered as part of the cost of issue. 

An agio, cm1cealed or not, is therefore to be considered as part of the capital. If the company 
has made refunds of capital which have not been considered as dividends, these refunds diminish the 
paid-up capital ; if, owing to loss, the company partially redeems its statutory capital by stamping 
the certificates, that operation likewi~e reduces the capital paid up, but at the same time secures 
potential exemption (see above). 

Net assets and paid-up capital are computed on the basis of the situation at the end of the 
business year to which the distribution refers. 

If the distribution is not in cash (e.g., when goods are sold below their value), it is assessed from 
the point of view of the company. The ~arne applies to salaries in kind (e.g., free housing 
accommodation). 

The law makes no rule for assessing a company's net assets. Doubtful cases are rare, since a 
company will hardly ever contend, when distributing dividends, that the excess of its net assets 
over paid-up capital is less than the amount distributed. The Supreme Court has upheld 2 the view 
of the administration that, for the computation of net assets, account must be taken of the company's 
goodwill and that the administration may assess that goodwill at its real value, if this is not equal to 
the book value. 

Deductions for the Purpose of avoiding Internal Double Taxation. 

Income which a share company enjoys in the course of the financial year by holcl.ing shares in 
another company or association, the distributions of which are in principle subject to tax, is deducted 
from the total distribution of profits liable to tax in the company's naine, on condition that the 
shares were in the company's possession for the whole of the financial year in which the income was 
received. If the deduction allowable on this score exceeds the taxable distribution, the surplus is 
deducted from its subsequent distributions (Article 3). 

Deductions for the Purpose of avoiding International Double Taxation. 

Articles 29, 27 and 28 aim at diminishing to a certain degree the double taxation of Netherlands 
, companies due to the fact that all or part of their profits consist of dividends of colonial or foreign 

companies (Article 29) or to the fact that their operations extend to the colonies (Article 27) or 
abroad (Article 28). Article 29 runs as follows : 

" If a corporation, association or company whose distributions of profits are liable to 
tax holds shares in a corporation, association or company established 3 in Netherlands East India, 
Surin11m, Cura<;ao or abroad, and is there subject to a tax in favour of the central Government 
and if this tax is levied in any manner whatsoever in proportion to profits, two-thirds of the 

1 The same legal construction applies in connection with the registration fee paid once only for the capital 
subscribed and paid up. 

1 November 14th, 1928, B., No. 4393 (Vol. XI, page 661). 
• i,s., having its fiscal domicile. 

r ,, .• 
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sum which the corporation, association or company has enjoyed from these shares in the course 
of a business year are deducted from the following distribution of profits before assessing 
tax, provided that it held these shares for the whole of the business year during which the 
sums previously mentioned were received." 
If the deduction allowed exceeds the taxable distribution, it is carried forward to the next 

year ; deduction, therefore, is not barred by limitation, but must be made as soon as possible. _ 
Articles 27 and 28 deal with quite a different form of deduction. We need only describe the 

principles of Article 28 concerning enterprises taxable abroad ; Article 27 contains similar rules for 
companies, etc., taxable in the colonies. 

Article 28lays down that two-thirds of the portion of distributed profits derived from activities 
abroad must be deducted from the amount of the taxable distribution. The law prescribes that 
the portion of the taxable distribution derived from abroad shall be determined by fractional 
apportionment. In the case of insurance enterprises, this apportionment must be based upon the 
ratio between preiniums and capital received. 1 The basis of apportionment for all other enterprises 
is the business result for the fiscal year concerned, computed in accordance with Articles 7, Io and II 
of the Income Tax Law. • 
. In order that companies may benefit by the provisions of Articles 27 and 28, the income must 

have been taxable. in the name of the company in one form or another, abroad or in the colonies, 

(b) Computa#on of Tax. 

These deductions, it should be pointed out, apply to taxable distributions, but never to salaries 
subject to tax. Thus it may happen that, owing to the deductions allowed, distributions are not 
taxable, while salaries remain liable. The rate of tax is 5 per cent plus 33 " additional cents " for 
the loan fund and 48 "additional cents" for the commune or communes concerned- that is to say, 
g.os per cent in all. 

There are no deductions from the tax. 

4· CoLLEen oN oF TAX.-

No profits may be distributed until the directors of the company have declared them to the 
office of the competent inspector of direct taxes. The return must also inClude all salaries taxable 
in part (Articles 12 and 13). 

A negative return is required in the following cases : 

If it has been decided to make no distribution (the return to be made within a fortnight 
of such decision) ; 

.If. ~t~ ref~rence to a given business year and without any formal decision being necessary, 
no d1stnbutwn Is made (the return to be made within three months from the end of the business 
year) ; 

Or if, at the end of a year after the conclusion of the financial period, the required decision 
has not yet been taken to make or not to make a distribution of profits for that period (the 
return to be made within a fortnight from the end of the year). 

. In the last-mentioned case the negative return must be repeated each year until finally deCision 
Is taken. 

Sal~es partl~ taxable ~ust be included in the negative returns unless they have already been 
declared m a previous negative return for the same business year {Article r2). 

1 See page 371. 
' See pages 343 and 344· 
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A certified true copy of balance-sheets and profit-and-loss accounts or of the documents replacing 
them must be forwarded to the inspector of taxes within a fortnight of the approval of the balance
sheet or of the documents replacing them (Article I4). 

In the absence of a return, the fiscal administration may assess tax ex officio, and if a return is 
made, it may disregard the information contained therein if it seems inexact. In the latter event, the 
inspector responsible for assessment must make his objections known to the managing directors of 
the company in question and give them reasonable time to reply thereto (Article I6). Before the 
tax is fixed, the directors must, at the inspector's request, consent to an examination of the company's 
,books and of the documents in support of their return or statements (Article I7). When the tax 
is fixed, a notice is sent to the company (Article I8). 

Within two months of the assessment notice, the directors may file an appeal with explanations 
against the amount of tax to the local Board of Appeal for Direct Taxes (Article I9)· Appeal against 
the board's decision lies with the Supreme Court (Hooge Raad der Nederlanden). 1 

. The tax is payable within fourteen days of receiving the assessment notice (Article 38). 
Pending a final assessment, a provisional figure may be entered on the assessment list in 

conformity with the return. In special cases a supplementary amended assessment may be made 
after the so-called final assessment. 

III. TAXES ON INCOME. 

The Netherlands have two taxes on income :the income tax proper (inkomstenbelasting) 2 and 
the tax on behalf of. the Communal Fund (Gemeente{ondsbelasting). 3 These two taxes are closely 
connected ; the taxable income is determined in the same way for each and their assessment is 
simultaneous. 

I. TAXPAYERS. 

Income tax is levied in the first place upon individuals who have their fiscal domicile in the 
Netherlands (Income Tax Law, Article I). As we shall see later, these persons are liable in respect of 
both national and foreign income, but, in order to avoid double taxation, the tax is in some cases 
reduced if the total income includes foreign income. . · 

The tax is further impo_sed upon foundations which have their fiscal domicile in the Netherlands 
and engage in profit-seeking activities there or elsewhere (Income Tax Law, Article I). In their 
case there is no provision for the avoidance of double taxation. 

Lastly, all individuals and legal entities who have no fiscal domicile in the Netherlands, but 
enjoy income from Netherlands sources, are liable to income tax. Article 2 of the Law enumerates 
these persons, and the list corresponds more or less to the income enumerated in Article 24 (see below). 
There are, however, cases in which personal liability to tax does not quite coincide with income as 
enumerated in that article, and in these cases tax is not levied. 

Individuals and legal entities liable to income tax are also liable to tax on behalf of the 
Communal Fund, except foundations having their fiscal domicile in the Netherlands and individuals 
or legal entities domiciled for fiscal purposes in overseas territories (Article I2 of the Law of I929, 
Staatsblad, No. 388). On the other hand, an inhabitant of the Netherlands in receipt of colonial 
income does not thereby obtain any reduction of the tax on behalf of the communes (Article I4 of 
the same law), nor does he obtain such reduction if he derives income from abroad. 

1 Articles 18 et seq. of Law of December 19th, 1914 ( Staatsblad, No. 564), concerning Boards of Appeal for 
Direct Taxes. 

' Law of December 19th, 1914 (Siaatsblad, No. 563), concerning income tax. 
1 Law of july 15th, 1929 (Staatsblad, No. 388), concerning th~ revision of the financial relations between the 

State and the communes. · 
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The fiscal domicile of individuals is in the country wher~ they are de facto_domiciled. (For the 
domicile of other taxpayers,see page 335.) Thus the law prescnbes that the questwn whether a ~rson 
is permanently resident in the Kingdom shall depend upon circumstances (Income T~x Law, Article I, 

and Property Tax Law, Article. r). The law on inco,me (an_d_property) tax rec~gmses n~ such leg~l 
domicile as that of a woman hvmg at her husbands domictle or that of a mmor at his pa.rent s 
'or guardian's domicile. Nearly all persons who live in t_he N~therlan~ have a ~xed abod~ m the 
Kingdom, but there is a class of itinerant persons who mhabit the Kmgdom without havmg any 
fixed abode in a particular commune. 1 

The law does not specify the circumstances that determine fiscal domicile; the rule is that all 
relevant circumstances shall be taken into account. Not all these, of course, are of the same 
importance. 

It would be quite contrary to the spirit and intention of the law to give a definitio~ of fiscal 
domicile as the legislator did not want such a definition to be given. It could only be said that a 
person i~ domiciled in the place where he is pre>umed constantly to be. 2 Practice inclines to ~ve 
the most weight to the following : 3 

(a) The place in which is situated the house where the person concerned most frequently 
passes the night ; 

(b) The place where his activities (profit-seeking and other) and recreation are centred; 
(c) The place in which the family or household to which he belongs most frequently passes 

the night. 

In the event of discrepancy and if the particulars concerning two of the places mentioned above 
coincide, those two take precedence of the third. Otherwise (a) takes precedence of (b) or (c), and 
(b) takes precedence of (c). 

One authority, 4 however, is of opinion that (c) is the most important consideration and should 
take precedence of (a) and (b) together. If a person has temporarily left the country, the important 
point to consider is what evidence he showed of an intention to return shortly (say within fifteen 
months). Moreover, a person may quite possibly have ceased to inhabit the Netherlands without 
intending ever to return there 5 or to settle elsewhere. 6 According to the Supreme Court, 7 a person 
may live in several countries at the same time, but this jurisprudence ruling does not in fact entail 
double taxation. 

It is quite a mistake to suppose, as some do, that a person acquires fiscal domicile in the 
Netherlands by three months' residence there. There is no such fixed period and, generally speaking, 
no fi~cal obligation rests on a person who stays in the Netherlands for three months without any 
obvious intention of settling in the country. 

If a person re-establishes himself in the Netherlands in the course of the year beginning on the 
date when he has ceased to have there his fiscal domicile, the law considers that his return has 

1 Sup~em: Court, June 25t.h, 1930, ~··No .. 4766 (Yo!. XII, page 567). See also Income Tax Law, Article 53: 
persons hvmg m the country wrthout bemg resrdent in any particular commune are assessed for tax wherever they 
may be traced or found. 

: Supreme Court, Novemb~r .2~d, 1927, ~·· _N~. ~144 (Vol. XI, page 272). 
As a consequence of the drvrsron of the JUnsdrction between the Courts, there exist precedents of the Supreme 

C~urt and Boards of Appeal for :J?irect Taxes (on .the question whether a person resides_ or still resides_ in the 
Kingdom) and o! the Crown ~srsted by the Chums Department of the State Council (as to what commune tax 
shall be assessed m). See Articles 54, 77 and 98 of the Income Tax Law and Articles 12 27 and 30 of the Property 
Tax Law. ' 

'.~r.J.H.R.Sinninghe Damste, D~rector-General of Taxes, in his book "De wet op de Inkomstenbelasting" 
4th edrtron, page 53 ; pag~ 52-61 con tam a collection of jurisprudence on the fiscal domicile of individuals. ' 

• Supreme Court, Apnl 29th, 1925, B., No. 36o1 (Vol. X, page 3). 
1 Supreme Court, October 8th, 1924, B., No. 3526 (Vol. IX, page 512). 
' Supreme Court, March 23rd, 1927, B., No. 4038 (Vol. XI, page Ss). 
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taken place at the same date as his departure, unless it is clear that he has had in the meanwhile 
his fiscal domicile in the territory of a foreign country (Income Tax Law, Article I, paragraph 2). 
Persons who sojourn in the Netherlands temporarily while they have, or are deemed still to have, in 
accordance w~th the Income or Property Tax Laws of the territory in question, their domicile in 
one of the overseas territories (Income Tax Law, Article I, paragraph 3) are considered as having no 
domicile in the Kingdom. 

2. TAXABLE IN COlliE. 

(a) Income of Individuals domiciled i1J the Netherlands. 

Individuals who have their fiscal domicile in the Netherlands are liable in respect of their net 
income. Net income within the meaning of the law is gross income (i.e., the total net yield from 
all sources of income situated in the country or elsewhere) less certain personal deductions cited 
in the Income Tax Law, Article I9. These personal deductions have no relation to any special 
source of income. 

The law distinguishes four classes of sources of income (Income Tax Law, Article 4)- viz. : 
Real property ; 
Movable capital ; 
Industry and labour ; 
Rights to life annuities and pensions. 

Income from real property is the profits derived- apart from the carrying-on of a business or 
profession- from buildings and lands, including the rental value of premises which the taxpayer 
devotes to his personal use (Income Tax Law, Article 5). 

Income from movable capital is the yield of capital which is not in the form of real property and 
which the taxpayer does not use for the carrying-on of his business, such as dividends and interest 
on securities and, inter alia, the payments accruing to limited partners, interest on all debts whether 
or not based on a legal instrument or secured on mortgage. 

Shares and bonds issued to shareholders without a payment on their part corresponding to the 
entire face value are regarded as dividends. The amount of these dividends is estimated to be equal 
to the amount for which payment is not shown. The same is true in connection with the increase 
in the nominally paid-up value of shares for which the parties concerned have made no equivalent 
payment. 

A total ·or partial refund of the sum paid for shares to a company is regarded as a dividend 
distribution, to the extent that there is a net profit- unless the company's capital has previously 
been reduced by an amendment of its statutes (Income Tax Law, Article 6). 

As a rule, the Supreme Court regards as movable capital all tangible and intangible personal 
property, the income from which is not mentioned in Articles 7 and 8 concerning income from industry 
and labour and rights to life annuities and pensions. 

Income from industry and labour comprises all profits not regarded as income from movable 
capital and derived from enterprises, professions (liberal or salaried) and from operations, activities 
and services of all kinds (Income Tax Law, Article 7), except gain from pure speculation unconnected 
with the carrying-on of business (Article 9 (d)) and profits from forestry (except the cutting of 
underwood) (Article 9 (e)). 

Income from life annuities and pensions includes payments of furlough allowances, public and 
private pensions, annuities, alimony and family allowances, in cash and in kind, provided they are 
due under the law, and generally all payments and advantages not connected with the discharge of 
some function or employment, and which, moreover, finish with the life of the beneficiary or a 
third party (Income Tax Law, Article 8). 
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Maintenance and education allowances received by minors from their parents, as- well as 
pensions and life annuities granted to them by the latter, are not subject to tax (Article 9 (a)). _ 

(b) Income of Foundations established in the Netherlands. 

Foundations which have their fiscal domicile in the Netherlands are _liable in respect of the 
net yield of their profit-earning activities, unless these activities, although profit-earning, have a 
more or less charitable character (Income Tax Law, Article 23). 

(c) Income of Individuals and Legal Entities not domiciled in the Netherlands. 

The law distinguishes two classes of taxpayer whose fiscal domicile is not in the Netherlands. 
The first may be called that of foreign individuals (including partners in ordinary partnership), and 
the second that of foreign legal entities (associations whose profits accrue direct to the members are 
not in this class). 1 

Apart from the tax scale, the distinction is of no great importance, for Article 26 of the Income 
Tax Law prescribes that the taxable income of foreign legal entities shall be computed in the same 
way as that of foreign individuals. The latter, under Article 24, is computed like the net or taxable 
income of individuals domiciled in the Netherlands, except that account is taken only of income 
derived from the sources enumerated below : 

r. Real property situated in the Netherlands (for income from real property) ; 
2. Loans secured on real property situated in the Netherlands ; and all other sources 

except securities, to the extent that the yield from these sources is composed by a part of the 
net yield of business activities having their seat (i.e., centre) in the Kingdom (for income from 
movable capital) ; 

3· Business and professional activities in so far as they are carried on withiJ! the Kingdom 
and functions remunerated by a Netherlands public fund in so far as they are fulfilled outside 
the Kingdom (for income from industry and labour) ; 

4· Rights to furlough allowances or pensions paid by the civil pensions fund or the funds 
of a Netherlands public corporation (for pensions and annuities). 

Accordingly, the law does not define Netherlands income, but it defines Netherlands sources 
of income, which it divides into the four main classes cited in Article 4· Consequently, in order to 
determine whether income is taxable in the Netherlands, one must first ascertain its sources. 2 

The fiscal regime described above does not apply to foreign railways and tnunways with regard 
to their lines going beyond the Netherlands frontier, or to foreign insurance companies, or to the 
carrying-on of business or professional activities in the Kingdom purely temporarily (Income Tax 
Law, Article 27). For these enterprises and activities there exist special provisions. 

Under Article 30, individuals and legal entities who personally or through a representative 
carry on a business or profession in the Netherlands temporarily, but for at least three consecutive 
~onths, are li_able_!n respect of the whole net profit earned in th~ Netherlands. When it speaks of _ 

whole net. ~eld , the la~ means that there shall be no deductiOn of the share of profits accruing 
to any participant. That 1s also why none of the participants is mentioned in Article 2 as being 
personally liable. 

1 See page 334· 
1 For details. see pages 356-359 below. 
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3· ASSESSMENT OF TAX. 

(a) Computation of Taxable Income. Deductions and Increments. 

Individuals domiciled in the Netherlands. 
A very important concept for the purposes of the computation of income is that of source of 

income. Each property, claim, security, enterprise, independent profession, employment, etc., 
capable of yielding income to the taxpayer is regarded as a separate source for him, subject to the 
restriction that real and personal property which is connected with the carrying-on of business is 
not considered as a source of income distinct from the business. Article IS pro'ltides that, in principle, 
promotion and transfers within a public administration or in the service of a private person or 
organisation shall not be regarded as creating a fresh source of income. On the other hand, 
paragraph 2 of the same article says that a new source is created when a person takes up a post 
within the Kingdom after having fulfilled functions either abroad or in oversea territories. 

The income of a married woman and her liabilities in respect of which personal deductions are 
granted (Article I9) are regarded as the income and liabilities of her husband (Income Tax Law, 
Article 3I). This is not the case when she is separated from the bed and board of her husband, or 
if there is only a judicial separation of estates, and, apart from these case~, so far as she has reserved 
for herself the entire or partial management of her property and enjoyment of her income (Article 32, 
paragraph I). 

For the purposes of assessment, the net yield of the various sources of income is added and
as far as possible- deduction is made of losses (Article IJ, paragraph I} incurred in respect of all 
sources of income existing at the beginning of the tax year (Article I2) - i.e., on May Ist 1 

(Article 40). 
The profit-making activities which the taxpayer (or his wife) carried on before that date are 

deemed to be sources of income existing at that time, unless they have been definitely given up. 
In order to determine the net income for the year from each source- i.e., 2 the net income 

which the taxpayer will enjoy during the current tax year-the law employs two different methods. 
The first applies to sources of income already in existence throughout the whole of the preceding 
calendar year (or, in the case of business income, throughout a wh_ole business period, supposing 
that the latter does not coincide with the calendar year). The net annual income from these sources 
is assessed, according to Article I3, at the net yield for the previous calendar or business year, 
except that dividends, tantiemes and other shares in the yield 3 of a business which the taxpayer 
does not himself conduct are regarded as income belonging to the calendar year in which its amount 
was determined . 

. As regards fresh sources of income, Article I4 prescribes another method. The net annual yield 
(i.e., the yield for the tax year' from these sources is estimated on the basis of the facts 
existing at the beginning of the tax year in question. No special provision applies in this case to 
dividends and tantiemes; consequently, dividends are computed at the amount which will be payable 
during the tax year ; tantiemes, at the amount of the remuneration corresponding to the functions 
which the party concerned will accomplish during that same year. The shares of limited partners 
are treated in the same manner as tantihnes. 

Funds temporarily uninvested are regarded as a source of income and are ascribed a presumed 
yield. This is determined according to the intended investment or, if no investment has yet been 
decided upon, the yield is fixed at 4 p~r cent (Article I6). · 

1 In the case of persons whose person~! liability to tax starts in the course of the tax year (birth, 
new establishment, etc.), tax is assessed on the basis of the situation as it exists at the time when fiscal liability 
arises (Articles 12 and 14). This principle applies also to deductions in so far as these are dependent upon the 
position at the beginning of the fiscal year (Articles 19 and 38). 

1 Supreme Court, April 30th, 1924, B., No. 3404 (Vol. IX, page 357). 
• That is to say, net yield; Supreme Court, May 4th, 1927, Beslissingen in Belastingzaken, No. 4056 (Vol. XI, 

page 121). 
' See Beslissingen in Belastingzaken, No. 3402. 
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Special provision is made in Article IS for income fr?m iso~ated ope~ations, acti~ties or services, 
as, for instance, the activity of a person who makes an mvention o_r wntes a book ~thout ~e~arly 
devoting himself to such occupation. The net profit_ or loss whi~h such operations, activities or 
services have brought or yielded to the taxpayer dunng the previous calendar year are added to 
(or deducted from) net income from more permanent sources. 

Deductions. 
The deductions which may have to be made in the course of the computation of the taxable 

amount may be grouped into four classes : ' 
Impersonal deductions made from the gross yiel~ from each source of income separately, 

in order to obtain the net yield from each source (Articles IO and II) ; 
Losses brought forward from previous tax years (Article I7, paragraph 2) ; this deduction 

is made from the total net yield of the sources not included in Article IS (concerning isolated 
0perations, activities and servicesi before applying that article ; . 

Personal deductions from " gross income " - i.e., from the net amount obtamed after 
adding together the net yield of the various sources, taking into account the losses, and after 
having subsequently subtracted the losses carried forward and finally adding or subtracting 
the results of isolated operations ; these personal deductions are prescribed in Article I9 and 
give the net or taxable income ; 

The deduction for children, provided for in Article 3S; this deduction applied to net or 
taxable income gives the actual taxable amount. 
I. Impersonal Deductions.- To obtain the net yield of each source of income, there is deducted 

from its gross yield the cost of acquiring, collecting and maintaining the yield, as well as the 
charges thereto related. The charges, of which Article IO gives an illustrative enumeration, include 
business and professional expenses. These are defined as the expenses necessarily or directly related 
to the carrying-on of a business or profession and include costs of upkeep. ~ 

The following are, however, not considered as business expenses : expenses incurred for the 
purchase, erection, improvement or alteration of buildings, machinery, tools and other property 
destined for the carrying-on of a business or professional activity, the expenses of the purchase, 
extension or modification of an enterprise and other similar expenses (Article II). This exclusion 
does not apply to: (r) expenses necessary for the replacement of property, the amortisation of which~ 
is not customary or compulsory ; (2) expenses for acquiring articles of small value, in so far as they 
may be considered as current expenditure. 

The same Article II formally prohibits the deduction of sums destined for the creation or increase 
.of reserve funds and interest on the taxpayer's capital. 

In addition to business expenses, deduction should be made of the amounts set aside for 
depreciation and depletion of property employed in the business, as well as for bad or doubtful 
debt~, these items being computed or estimated in accordance with sound business practice 
(Article Io, paragraph 2). As regards non-business sources of income, deduction is made of the 
depreciation which would be necessary in view of the expiry of rights at a fixed date (Article IO, 
paragraph 3). The last paragraph of that article provides for a special deduction on account of 
salarie~, other remuneration, furlough allowances and retired pay. Contributions due to special 
funds m favour of empl0yees or their relatives are also deductible. 

2. Losses brought forward. - If in one of the two preceding tax year~ the losses from one or 
more som:ces of in~ome not coming within the scope of Article rS (isolated activities) have exceeded 
the net yield relatmg to other normal sources of income, the excess loss is also deductible. If these 
losses refer to the last _tax year but one, they are reduced by the amount which may have been 
~educted for the precedmg year. For each tax year the deductible amount of losses brought forward 
IS computed bef~re applying Arti~le IS (isolated operations, etc.). Thus a person may be taxed on 
the profits from Isolated transa,ctions, even when he has suffered a net loss on income from permanent 
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sources- a loss which he may apportion and deduct from his income from permanent sources in the 
following years. · 

3· Personal Deductions. - The personal deductions of Article rg are the result of liabilities that 
do not relate to any specific source of income. The law gives the following exclusive enumeration : 

Annuities, pensions and other periodical payments and advantages referred to in Article 8, 
with the exception of maintenance and education expenses of minors and annuities and pensions 
allowed to the taxpayer's minor children or those of his wife ; 

Funded annuities; 
Interest charges ; 
Life-insurance, annuity or pension premiums. 

The annual amount of these liabilities, computed according to the situation at the beginning of 
the tax year, is deductible, but in the case of premiums the deduction is limited to roo florins or, if 
the income is below 2,000 florins, to 5 per cent of the income. 

4· Deduction for Children. -In the case of income tax proper, the taxable amount is obtained 
by taking from the net or taxable income the deduction in respect of children referred to in 
Article 38 of the Income Tax Law (see Annex). If a married woman has an income separate from 
that of her husband and if both husband and wife have their fiscal domicile in the Netherlands, this 
deduction is applied to the whole of the combined net income of husband and wife (Article 32, last 
paragraph) ; this provUon does not apply in the case of separation from bed and board. A similar 
deduction as for the income tax proper is allowed for the Communal Fund Tax. 

The deduction for children is granted in respect of the taxpayer's children, the children of the 
other party to the marriage and other children whom they maintain and bring up as their own, on 
condition, however, that these children are not themselves liable to the same tax (income tax or tax 
on behalf of the Communal Fund, according to which of the two is being assessed). · 

s. Increments. -As regard~, more particularly, the tax on behalf of the Communal Fund, the 
net income, diminished by the deduction for childre11, is increased : 

By roo florins if the taxpayer is unmarried, but not if he has already been married and 
benefits by the deduction ior children ; 

By roo florins if the taxpayer has his fiscal domicile in a commune classed in the second 
category, 1 or if, though resident in the Netherlands, he does not reside in any specific commune ; 

By 200 florins if the fiscal domicile is in a commune in the third category ; 1 

By so florins for each member of the taxpayer's family (including the taxpayer himoelf) 
who lives in the same household as he and is liable to the same tax, subject to the fact that a 
married couple always counts as one person and the increase in question does not apply to 
persons who, except for such increase, would not be assessed. 2 

Foundations established in the Netherla_nds. 

Foundations are taxable in respect of the profits they derive from business activities they are 
engaged in at the beginning of the tax year. The net profits for the year are estimated at the amount 
that these activities yielded in the previous business year. It is computed in accordance with 
the principles of Articles 7, ro and rr. The only deductions permitted are the impersonal deductions 
referred to in Articles ro and rr. 3 Tantiemes and shares in the profits by members of the staff are 
deductible in virtue of Article ro. 

1 For classification of communes, see Article 14 of the Law of July 15th, 1929 (Staatsblad, No. 388). 
1 See Article 14 of Law of July 15th, 1929 (Staatsb/ad, No. 388). 
• See page 344 
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Individuals and Legal Entiti.es not domiciled in the Netherlands. 

The taxable income of taxpayers not domiciled for fiscal purposes in the Netherlands is as a , 
rule determined in the same way as that of individuals domiciled in the country. In view of the 
fact that, in the case of taxpayers domiciled abr?~d, only the .sources of income ~numerated on 
page 342 need be taken into account, the provisiOns concermng funds temporarily unemployed 
(Article r6) and isolated activities (Article r8) do not apply. . 

A special method of computation is applied to foreign taxp~yers who (a) ope~ate a r~ilway or 
tram-line crossing the frontier (Article 28) ; (b) conduct an msurance enterpnse (Article 29) ; 
(c) engage in temporary business or prof~ss~o.nal a~tivi~es in the Net~erl~nds (Article 30). In t~e 

. case of (a) and (b), if the personal tax liability still eXIsts at the ~egmnm~ o_f the tax year, ta~ IS 

computed on the basis of the Netherlands profits of the previous busmess year (for details, 
see page 343); as regards the business activities referred to in Article 30 (case (c)), the tax is levied 
on the profits actually earned during the current tax year. 1 

The law lays down that tax shall be computed separately for each category of business activities 
referred to in (a), (b) and (c). In the unlikely event of a foreign company simultaneously operating 
in the Netherlands a factory, an international railway, an insurance enterprise and a travelling circus, 
the company would be considered as four different taxpayers. 

r. . Impersonal Deductions.- These are the same as for taxpayers domiciled in the Netherlands. 
The law, be it noted, does not regard interest on mortgage debts as a direct charge on the income 
from real property (see below under" Personal Deductions"). Further, Article 26 prescribes that, 
in the case of foreign legal entities, the taxable amount is computed as for individuals not domiciled 
in the Netherlands. Accordingly, percentages paid to the staff of a share company domiciled abroad 
are in principle deductible, 2 as are also other shares in profits accruing in one form or another to 
third parties other than holders of shares of stock, bonus and founders' shares, whether such 
participations in the profits are taxable in the hands of the beneficiary a or not. 

Percentages of any kind paid by foreign share companies are thus treated more favourably 
than those of Netherlands companies, since the !atter are liable to the tax on dividends and tantiemes 
before being taxed in the Netherlands or elsewhere in the hands of the recipient. 

The companies referred ·to in Article 30, however ----: i.e., those which temporarily carry on 
business in the Netherlands- are not allowed to deduct the percentages and shares in the profits 
they distribute. 

2. Losses brought forward.- It is considered that losses may no longer be carried forward 
when the taxpayer transfers his domicile from the Netherlands to abroad or vice versa. 

3- Personal Deductions.- These are limited to the interest on mortgage debts situated in the 
Netherlands. . 

. 4· Deduction for Child~ en. - This deduction is not allowed to taxpayers who are not domiciled 
m the Netherlands. In their case, therefore, "net or taxable income" is identical with the" taxabl~ 
amount", 

5· Increments.- Increases, in regard to the tax on behalf of the Communal Fund do not 
apply to taxpayers not domiciled in the Netherlands. ' 

1 After these ~ctivities have been carri~d on_ for three months and, in subsequent years, at the beginning of 
the tax year, the }'leld of the whole tax year IS estimated .and the tax is fixed on the basis thereof. The authorities 
may reassess at the end of each quarter and establish a higher figure in an additional assessment (Article 42) · on 
the conclusion of the. ta_xpayer's operations in the Netherlands or at the end of the tax year, a final figure is fuced 
or any excess tax paid IS refunded to the taxpayer on application. 

1 See judgments of the Supreme Court dated December nth, 1918, B., No. 2II2 (Vol. VI, page 139), and June 
12th, 1929, B., No. 4526 (Vol. XII, page 18o) . 

• 
1 

On the ground, for example, that the percentage is to be regarded as part of the profits of a profession carried 
on m the Netherlands. 



NETHERLAN:OS (1) 347 

. (b) Computation of Tax and Deductions. -

If a married woman not separated from the bed and board of her husband has an income separate 
from the latter's, and if both have their fiscal domicile in the Netherlands, the tax is computed on 
their combined net income (less the deduction for children, and, as regards to the tax on behalf of 
the Communal Fund, plus the increment for the purpose of that tax) and then allocated in proportion 
to the separate net incomes of husband and wife (Article 32, last paragraph). 

The amount of income tax payable by individuals is obtained by applying to the taxable 
amount the sliding scale in Article 37 of the Income Tax Law ; 1 their tax on behalf of the Communal 
Fund is in accordance with the sliding scale of Article IS of the 1929 Law. 1 The special rate applying 
to persons living in the parts classed in the first category of the communes of Amsterdam, Rotterdam 
and The Hague does not apply to taxpayers whose fiscal domicile is outside the Kingdom. 

In the case of individuals, the income tax amounts to 6.40 florins per roo florins of taxable 
income (Income Tax Law, Article 39) ; the tax on behalf of the Communal Fund is 2 florins per roo 
(1929 Law, Article 17). 

The income tax proper is subject to an additional tax of 20 cents for the loan fund and to the 
other additional cents shown in the Annex (Table of Tariffs). The latter additional cents are not 
imposed upon foreigners, who are likewise exempt from payment of the additional cents on behalf 
of the communes levied as a supplement to the tax on behalf of the Communal Fund. 

Taxpayers whose personal tax liability arises in the course of the tax year are granted a reduction 
of tax amounting to one-twelfth for every whole month of the already expired tax year (Article 41). 

Deductions in order to avoid Double Taxation. 

General Principles. 

The Netherlands being the third colonial Power in the world, Netherlands law has been 
concerned with problems of double taxation ever since the first income tax was introduced in 1893. 
As regards the two taxes on income, the provisions for the avoidance of double taxation granting 
a tax deduction only concern the income tax proper and individuals. 

This deduction equals in principle the tax which the taxpayer would have to pay if his net 
income were equal to that which he derives from a given colony or foreign country. The deduction 
is thus computed per colony or country of origin as if the colony or foreign country determined net 
income in the same way and granted the same deduction for children and prescribed the same scale 
of tax as the Netherlands. The deduction is therefore independent of the tax scale and method of 
computation applied in the foreign country or the colony. 

The ·deduction is not a deduction in favour of foreign income, but simply serves to avoid double 
taxation. Hence no deduction is ever allowed in respect of income which is not legally taxable in the 
colony or country of its origin. The fact, however, that income derived from a certain country is, 
on the grounds of its small amount; not taxed there does not prevent the granting of a deduction in 
the Netherlands. The same is the case-when the colony or foreign country has accidentally omitted 
to impose tax. 

Deductions on account of Colonial Taxes. 

Vis-a-vis the colonies, the law has not seen fit to limit deduction to income from specific sources 
or to prescribe that income taxable in the colonies shall be reduced by the interest on mortgage 

1 See Annex. 
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debts situated therein. The deduction in question is dealt with by Article 99 of the Income Tax 
Law, which makes, in paragraph 2, an exception by prescribing special treatment for certain income. 
This article says : 

" If a person who has his fiscal domicile in the Netherlands is also ~iable to !ax in 
Netherlands Indies, Surinam or Curac;ao, the amount of tax, computed accordmg to Articles 37 
and 38, is diminished by the tax similarly comput~d, corr~sponding to net income equal to the 
part of his net income taxable in Netherlands Indres, Surmam or Curac;ao. 

" The provision in paragraph I is not applicable to net yield from business or a profession 
carried on in a merely temporary manner in Netherlands Indies, Surinam or Curac;ao. The 
Minister of Finance may take measures to avoid double taxation in this connection (-)." 1 

Hitherto the Minister has issued only one measure in exercise of the powers thus conferred on 
him. That provision covers cases in which the following conditions are met with : 

I. The activities constituting the source of income, which has been taxable in one of the 
oversea territories, must still be exercised at the beginning of the tax year in question and 
the source of income must have existed for tbe taxpayer during one whole calendar or accounting 
year; 

2. During that year he must have exercised these same activities temporarily in overseas 
territories and have been subject to tax in respect thereof. 

In the case, however, of an official or employee, his functions must be held to be discharged 
-in the Netherlands at the same time as in the colonies, for otherwise, when the taxpayer is 

returned to the home country, a fresh source of income would be created (see Article IS of the 
Income Tax Law) and the first condition would be unfilled. 

If the ministerial ruling 2 is applicable, the relation is determined between : (a) income derived 
from these activities during the time when they were exercised in the colonies, and (b) total net 
income from all sources without personal deductions being made. This ratio, applied to the total 
tax, gives the amount to be deducted. 

Deductions on account of Foreign Taxes. 

The deductions to be made by reason of taxation in a foreign country are regulate<} by a decision 
of t~e Minister of Finance of April I7th, Ig28 (Staatscourant, No. 76), which is now supported by 
Art.Icle 3 3 of th? ~~of June 14th, 1930 (Staatsblad, No. 244). It is applicable to persons having 
their fiscal domr~ile m. the Netherlands and have been there domiciled for the past five tax years, 
and to all other mhabitants of the Netherlands who are of Dutch nationality or are nationals of a 
foreign country which avoids, under conditions similar to those of the ministerial ruling, double 
taxation of Dutch nationals inhabiting its territory. ' 

In order that this deduction may be granted, the person concerned must be liable abroad to 
an income or property tax by reason of : . 

The owners~ip or enjoyment of real property situated in the foreign country ; 
The possession or the enjoyment of the yield in his favour of a debt guaranteed by a 

mortgage on real estate situated in the foreign country ; 
The carrying-on of business in the foreign country ; 

1 The last sentence in paragraph 2 is omitted as being purely formal. 
: De~ision_ of the Minister of F~nance, d:'-t.ed July 5th, 1928, No. 163 (StaatscouYant, No. 130). 

. . !his article empowers the Fmance Mimster to take all necessary steps to avoid, in the case of individuals 
hvmf m the Net?erlands, the d~mble taxation of income derived from sources taxable abroad. 

e.g., Austna, Canada, Umted States of America and Union of South Africa. • 
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The discharge of duties remunerated by a foreign public body ; 
The enjoyment of a pension or furlough allowance granted in consideration of past services 

which were paid for by a foreign public body. 

The deductible amount is obtained by taking as a basis the net income which the taxpayer 
would be deemed t0 enjoy under Netherlands law if he had only the sources taxed abroad, less 
interest on non-business debts secured on real property situated in the country in question ; the 
deduction for children is then made at the rate corresponding to this net income and the scale is 
applied to the balance. The amount thus obtained is deducted from the tax as computed according 
to the ordinary rules. . 

If real pro~rty is situated partly within the Netherlands and partly in a foreign country, the 
foreign part, in virtue of the above-mentioned decision, is regarded as a separate property. If a 
business or profession is carried on partly in the Netherlands and partly abroad, the foreign part is 
again regarded as a separate business or profession. 

4· COLLECTION OF TAXES ON !NCO)IE. 1 

Returns. -The taxpayer or his legal representative has to furnish a declaration of his income 
to the inspector of taxes within twenty days of receiving from the authorities a form for the purpose. 

These returns are usually checked by the inspector of direct taxes. This official may request 
additional information from the taxpayer who has made a return, but the latter is not bound to 
furnish such information. On the other hand, if the taxpayer is obliged to keep accounts, the 
inspector is entitled to demand the submission of the books and documents which may be of use 
for the checking of the return and the information given by the party concerned. 

Taxpayers may appeal against their assessment to the inspector himself within two months of 
the date of the assessment notice. They may then appeal against the administration's decision 
within a month from the date on which the decision was forwarded from the administration, by an 
explanatory letter, to the local Board of Appeal for Direct Taxes. The board's decision may itself 
be set aside by the Supreme Court. 

Claims, appeals, etc., do not afford grounds for suspending payment. 

Payment. - Taxes are paid to the collector of direct taxes at his office or through the post, or 
by post-office or bank transfer. As regards persons not domiciled in the Netherlands or having no 
fixed domicile there, tax is payable as soon as assessed. In other cases it is paid in monthly 
instalments. 2 

IV. TAXES ON PROPERTY. 

As already mentioned, there are two taxes on property, the property tax proper 3 and the 
defence tax No. I. 4 The receipts from the latter tax are paid into the Loan Fund. The two 
property taxes are still more closely connected than the two income taxes, since the same amounts 
form the basis of assessment for both property taxes. 5 They are assessed at the same time as 
income taxes. 

• There is no withholding at source. 
• See Land and Buildings Tax. 
• Legislation: Wet op de Vermogensbelasting 1892 (Law of September 2j'th, 1892, Staatsblo2d, No. 223, on the 

property tax). 
• Legislation : Wet van r6 Maart 1928 (Staatsblad, No. 66) tot herziening van de verdedigingsbelasting I 

(Law of March r6th, 1928, Staatsb/ad, No. 68, amending the defence tax No. 1). 
' See Articles r and 2 of the Law of 1928. 
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I. TAXPAYERS. 

Property taxes are levied on individuals whose fisc~ ?omicile 1 is in the N~t~er~a~ds (Pr?perty 
Tax Law, Article r) and on individuals and legal entitles whose fiscal dorruc!le IS not m the 
Netherlands, but who : 

Own or enjoy, in virtue of a property right, real estate situated in the Netherlands or a 
mortgage debt secured on such estate ; . . . 

Carry on in the Netherlands, either personally or throug~ a .representative, a busmess or 
independent profession (salaried employment does not c~me withm the sphere of these taxes), 
unless only temporarily and for less than three consecut~ye months ; . . . 

Are entitled to a share in the profits in the net yield of a busmess earned on m the 
Netherlands (Property Tax Law, Article 2), unless on account of functions actually fulfilled or in 
the capacity of a holder of shares of stock or other negotiable shares. 

2. TAXABLE PROPERTY. 

Individuals domiciled in tlte Netherlands. 

Tax is imposed upon the whole net property of a taxpayer domiciled in the Netherlands -
i.e., the total value of his property situated both in the Netherlands and abroad (gross property), 
less debts (Property Tax Law, Articles 3 and 8). In order, however, to avoid double taxation, the 
tax is in some cases reduced if the total property includes property taxed abroad. 

The gross property includes all the taxpayer's assets recognised in law and having a cash value, 
including usufructs and current annuities (Property Tax Law, Article 3), except (Property Tax Law, 
Article 6) : 

I. Articles of gold and silver, pearls and precious stones, of a value not exceeding 
2,000 florins ; household furniture (within the meaning of Article 571 of the Netherlands Civil 
Code) ; objets d'art and scientific articles, food and clothing ; on condition, however, that these 
articles are not commercial stock or objects serving some professional or business purpose ; 

2. Life-annuity and life-insurance policies, provided that these policies are not part of 
the assets of a business or profession. Moreover, as regards life-insurance policies, it is required 
that none of the premiums relating thereto (both initial and annual) shall exceed 8 per cent of 
the capital which will be due at the time of the decease of the person whose life is insured ; 

3· Rights to current life annuities, the value of which does not exceed 1,200 florins a year, 
provided that they are in consideration for fixed premiums which have been paid for at least 
ten years and that the remainder of the net taxable property of the person concerned is less 
than r6,ooo florins ; 

4· Rights to retiring, invalidity, old-age and survivors' pensions paid either under the law 
or as a reward for past services ; 

s. The legal usufruct of parents on the property of their children not of age and allowances 
due in virtue of the provisions of the civil law governing family relations ; 

6. Periodical income of all kindS in so far as future instalments not yet due are concerned, 
as well as the ungathered produce of crops harvested at least every three years ; 

7· Rights to annuities or other periodical payments granted by parents to their children 
under age. 

1 For fiscal domicile pf individuals, see page 340, and for that of legal entities, page 335, 
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Individuals and Legal Entities not having their Fiscal Domicile in the Netherlands. 

Under Article 9 bis, individuals and other taxpayers whose fiscal domicile is not in the 
Netherlands are liable in respect of their net property within the Kingdom- i.e., the Netherlands 
portion of their gross property less certain debts. The possessions making up gross Netherlands 
property are the following (Article 9 bis): 

I. Real estate situated in the Netherlands ; 
2. Mortgage debts secured on real estate situated in the Netherlands ; 
3· All other possessions situated in the Netherlands or elsewhere which are part of the 

assets of the business or profession carried on by the taxpayer {either personally or through a 
representative) in the Kingdom, subject to the Netherlands part of such activity being considered 
as a separate enterprise or profession ; 

4· All possessions which represent the shares of limited partners in a business which has 
its seat in the Kingdom and all other property {with the exception of securities) the whole 
or part of the yield of which depends on the net yield of a business or profession having its 
seat in the Netherlands. 

For purposes of applying the article in question, the term "business or profession" does not 
include salaried -employments or functions nor a business or profession which is exercised in the 
Netherlands merely temporarily and for less than three months. 

3· AssESSMENT OF TAx. 

{a) Computation of Taxable Property and Deductions. 

Taxpayers domiciled in the Netherlands. 

The possessions and debts of a married woman are regarded as those of her husband {Article 9 fer, 
paragraph I), except in the three cases enumerated on page 343 {Article 9 ter, paragraph 2). 

Assessment is based on the position at the beginning of the tax year {Article 5) - i.e., l\Iay 
Ist {Article II). In the case of persons whose fiscal liability arises at a later date, tax is assessed on 
the basis of the position on that date {Article 5). 

For purposes of assessment, possessions are divided into three classes: possessions held in full 
ownership (pleine propriete), in usufruct and in mere proprietorship (nue propriete). As regards 
the property of minors, no account is taken of the legal usufruct enjoyed by parents {Articles 4 and 
6 (e)). The value of usufruct is considered as equal to the amount of capital which would yield 
an annuity equivalent to 4 per cent of the full-ownership value of the property used. Mere 
proprietorship of property is equal to the difference between the value of full ownership and the 
present and future rights of usufruct on the property in question. 

In principle, the law taxes the cash value of possessions - i.e., their economic value to the 
individual taxpayer. In most ca~es, this economic and individual value obviously cannot be less 
than the market value, for the taxpayer would otherwise have sold the goods in question. As 
regards some possessions, however, Article 7 lays down rules which depart somewhat from this 
principle. Real property is always assessed at its market value ; mortgage debts are assessed at 
the capital value if the debt and the interest are adequately secured. Securities the value of which 
is indicated in the last weekly quotation for purposes of computing death duties are assessed for 
property tax on the basis of this quotation. AnnUities are assessed according to the tables contained 
in Article 47 of the Death Duties Law, 1 when settled upon a single life. 

1 Law of May 13th, 1859 (Staalsblad, No. 36). 
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Deductions. - To obtain the net property, the total value of the taxpayer's possessions is 
reduced by the actual value of his debts. These 'debts are dealt :Mth ~n ~rticle 8 of the Law. 
Annuities and pensions of all kinds legally due are deducted at the1r capttaltsed value, calculated 
in accordance with the law on death duties. Article 8 of the Property Tax Law prohibits any 
deduction on the score of a legal usufruct over the taxpayer's property, allowances due in virtue of 
the provision5 in civil law dealing with family relat~ons, future payments not legal!~ due, ob!i~ations 
to continue the maintenance and education of children under age and, finally, hfe annwtles and 
pensions granted by the taxpayer to his minor children. 

Balance-sheet. - Since most traders do not draw up the annual balance-sheet at the end of 
April, Article 9, in order to avoid the necessity for a fresh balance-sheet, prescribes that the assets 
of taxpayers who have invested all or part of their estate in one or more enterprises may be assessed 
on the basis of the last balance-sheet drawn up or approved. These assets, however, must not be 
represented by negotiable shares ; the balance-sheet must show the position of the enterprise at a 
date not earlier than the preceding tax year, and the taxpayer must be able, if required, to show 
that the assets and liabilities in the balance-sheet were not so calculated that the surplus is less 
than would have been obtained by applying the rules of Articles 7 and 8. The amount entered in 
the balance-sheet is increased or diminished by any amounts that the taxpayer may have added 
to or withdrawn from the enterprise since the date to which the balance-sheet refers. 

Taxpayers 1tot domiciled in the Netherlands. 

The rules for assessing the net taxable property of taxpayers not domiciled in the Netherlands 
are the same as for persons domiciled there, but just as only property deemed to be situated in the 
Netherlands is taxable, so only debts connected with such property may be deducted from the 
gross property. These are : 

I. Debts secured by a mortgage on real estate situated in the Netherlands ; 

2. All debts directly connected with. a business carried on by the 'taxpayer or a 
representative in the Netherlands or, as the case may be, with a separate enterprise or profession 
which the part of the business or profession carried on in theN etherlands is deemed to constitute; 

3· Debts which are the result of a participation as limited partner in a business or 
pro~ession having its seat in the Kingdom (Article 9 bis), (For the purpose of applying Article 
9 b1s, see page 355 for the conctpt of" business or profession".) 

(b) Computation of Tax and Deductions. 

If a marrie,d wom~n not separated f~om the bed and board of her husband has property separate 
from the latter s, and lf husband and w1fe both have their fiscal domicile in the Netherlands tax is 
computed on the combined net property and is then apportio.1ed according to the separ~te net 
property of each party (Article 9 ter, last paragraph). ' 

Property tax proper is only levied upon estates exceeding I5,999 florins, and defence tax No. I 
on estates ~or~h more than 50,999 florins. The rate is given in the Annex. 

~he prmctpal of the property tax is increased by 55 additional cents in favour of the loan fund 
and, m the case ?f taxpayers resident in the Netherlands, by the further additional cents shown in 
the Table of Tanffs (see Annex). 

Pe~so~s who only become subject to tax in the course of the tax year (Articles I and 2) pay a 
tax whtch 1s red~ced from the normal rate to as many twelfths as there are still months in the tax 
year to run (Article n). 
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Deductions for the Purpose of avoiding Dottble Taxation. 

(a) Deductions on account of Colonial Taxes. - With regard to colonial taxes, Article 50 bis 
provides for a deduction similar to that existing in connection with income tax (see page 348). In 
order that the deduction be applicable, it is necessary that the oversea territory in question levies 
a property tax. The deduction is applied to both property taxes. 

(b) Deductions on account of Foreign Taxes. - The decision of ·the Minister of Finance dated 
April 17th, 1928 (Staatscourant, No. 76), 1 provides, for the purposes of the two property taxes, 
a deduction on account of direct taxes levied by foreign States both in the case of these taxes being 
levied on property or on income. (It often occurs that income taxes are not accompanied by 
property taxes, but that income is treated in a different manner according to its origin. That is 
the reason why the above-mentioned deci..;ion considers that a person chargeable abroad on income 
derived from property is in reality taxable on account of the property yielding such income.) 

This method of deduction is the same as that applied for the purpose of income tax. In other 
words, it is not a deduction on account of foreign income, but merely an abatement for the avoidance 
of double taxation. This deduction is applicable to individuals who have had their fiscal domicile 
in the Kingdom for the previous five years, as well as to other persons of Dutch nationality and 
to nationals of the States indicated on page 348. -" 

In order to obtain the deduction, the person concerned must be liable to income tax or property 
tax abroad on account of : 

Real estate situated in the foreign country or ; 
A debt secured by a mortgage on real estate situated in that country or ; 
The carrying-on of a business or profession in that country. 

The deduction is equal to the amount of tax which would be due if the taxpayer possessed only 
_ property taxable abroad directly (by a property tax) or indirectly (by an income tax) and if his 

debts were confined to mortgage debts secured on real property situated in the country in question 
and to the debts directly connected with the business or profession carried on in that country. If 
real property is situated partly in the Netherlands and partly in the foreign country, the foreign 

-part of the estate is regarded as separate property. The foreign part of a business or profession 
exercised both within the Kingdom and abroad is regarded as a separate business or profession. 

4: COLLECTION OF PROPERTY TAXES. 2 

The provisions regarding returns are the same for property taxes as for income ta:'i:es. Taxpayers, 
however, who have received no form of return must apply for one to the inspector (provided, of 
course, they are actually liable), and in those cases the return must be forwarded to the administration 
before June 15th. Persons who settle in the Netherlands in the course of the tax year and-whose 
property, combined with that of husband (or wife), amounts to r6,ooo florins or more, must declare 
their property within two months of settlement. 

The provisions relating to checking of returns, appeals and payment are similar to the 
corresponding provisions concerning income taxes. 

' For legal basis of this decision, see page 3f8. 
• There is no withholding at source. 

II. 23 
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PART II. - METHODS OF TAXING FOREIGN .AND NATIONAL 
ENTERPRISES 

A. FOREIGN ENTERPRISES. 

I. DEFINITION AND GENERAL PRINCIPLES. 

. For purposes of the present survey, a foreign enterpris~ means any enterprise belonging to an 
individual or legal entity domiciled I for fiscal purposes outside the Netherlands. Under Netherlands 
Jaw, persons are only liable to tax on the p~ofits and capital of their enterpri~e if .the latter is in .more 
or less permanent " economic contact!' With the Netherlands. The folloWing IS a complete hst of 
cases in which such contact is held to exist for a person owning an enterprise : 

(a} The exercise in the Netherlands of functions or an employment 2 such as those of 
managing director or supervisor of a ·national or foreign share company ; 2 

(b) The ca,rrymg-on of a business or profession 3 in· the Netherlands. 4 (We shall 
revert to this point later, after completing the list. It is of capital importance in Netherlands 
law, as that law bases the taxation of profits which foreign enterprises derive from the 
Netherlands on the notion that their owners carry on business there. Thus, it may be said that 
this last notion fulfils in the Netherlands system the role played by "establishment " in the 
laws of some other countries) ; 

(c) The ownership or enjoyment of, or a property right to, real property situated in the 
Netherlands or the possession of a mortgage on such property ; o · 

(d) Enjoyment of legal usufruct on real property situated in the Netherlands or on a 
mortgage debt secured on such property ; 8 . 

(e) Rights to sh~r~s.in .t~e net profits of an enterprise or liberal profession, of which the 
centre (seat) of the activities Ism the Netherlands, 7 in virtue of a claim other than remuneration 
for the fulfilment of functions or employment or the possession of securities ; s 

(~) T?e.right to a share of income from an employment or functions the centre (seat) 
of which IS m the Netherlands ; 9 . , 

1 For fiscal domicile of i~dividuals, see page 340; for that of legal entities, see p~ge 335. 
1 Income Tax Law, Arttcle 2 (c). 

but i~ :h~c~~~~~~:~~ ;e~~!~: business
1
ortrofession is carried ?n personally or through representatives ; 

imposed. It should be noted that rofia:!ti~[: y e~~~rary a~d exerctsed for less.than three mo?ths, no tax is 
not ~omiciled in the Netherlands a~e not taken ~:t~ti:~:~~tstde of a regular busmess or professiOn by persons 
· , Income Tax Law, Article 2 (c); Property Tax Law, Article 2 (c). 

Income and Property Tax Laws, Article 2 (a) and (b)· Land Tax Law Art' 1 
: Income T~ ~w. A~cle 2 (a) and (b). · ' • lC e 47· 

If the acbvtties mentioned above are exercised 0 1 t 'I · · 
Income Ta." Law Article 2 (d) and Pr rty T La n Y .emporan Y w1thm the Netherlands, no tax is levied ; 

I Income T~ La . ' ope ax w, Article 9 bts. 
I Income Tax La:·~:~ 2 £d! and 24, No.2.; .Pro~erty Tax Law, Articles 2 (d) and 9 bis. 

last paragraph, of Property Tax i1..:, ~roperty tax 15 10 thts case not levied, as expressly stipulated in Article 9 bis, 
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(g) The enjoyment of profits or salaries distributed or paid by share companies, limited 
partnerships with share capital, co-operative and other societies and mutual insurance 
companies, the fiscal domicile of which is in the Netherlands. 

In order that a foreign enterprise may be liable to land and buildings tax, it must, and need 
only, enjoy under a property right real property situated in the Netherlands. If t~e enterp~e 
belongs to a partnership, it is the partnership itself that is liable, 1 contrary to what 1S the case m 
regard to income and property taxes. 

Foreign enterprises which receive profits distributed by Netherlands companies (case.( g) above) 
are not themselves liable to the tax on dividends and tantiemes. This tax is pald by the 
Netherlands company. (This does not prevent owners of foreign enterprises being personally liable to 
income tax on these same distributions and salaries in cases (a) to (f). See below.) It does not 
matter whether the foreign enterprise receiving distributions subject to the tax on dividends and 
tantiemes has or has not an establishment in the Netherlands, but, in the case of salaries subject 
to this tax, account should be taken of the form of the enterprise to which these salaries are paid, 
since exemptions from this tax are differently reckoned according as the enterprise in receipt of this 
income is or is not a partnership. 2 , 

For purposes of income and property taxes, enterprises belonging to partnerships are regarded 
as owned by the partners themselves, who are held personally liable for the tax. 

Foreign enterprises coming under cases (a), (b), (c), (d) and (f) of the above list are liable 
to income tax, and those 'coming under cases (b), (c) and (e) are liable to property tax. 

As already mentioned, Netherlands law makes the tax liability of enterprises doing business 
in the Netherlands depend, not upon the existence of an establishment in the Netherlands, but 
rather upon the "carrying-on of a business or profession" in the country. The carrying-on of a 
business or profession (bedrij/ of beroep) includes all commercial and industrial undertakings 
(including banking, insurance, transport and real estate enterprises), mining, agriculture, forestry 
and fishing ; all liberal professions (e.g., medicine, law), as well as functions and employments 
other than liberal professions, functions and employments. The law does not define the term 
" bedrijf" (the carrying-on of a business, including agriculture). It should be noted here that an 
enterprise may be regarded as carrying on business in the Netherlands, even if the operations it 
conducts there are only a special part of its normal activities. 3 

Administrative practice interprets the expression "carrying on a business or profession in the 
Netherlands "as meaning that the activities in question represent a more or less regular "economic 
contact " on a scale of some importance with the Netherlands. Among the many examples of such 
contact may be mentioned the existence in the Netherlands of a factory, works, yard, mine, farm 
(worked, of course, by the enterprise), railway or tramway lines, halting-place or landing-stage of 
land or water transport ; the booths and tents of1 circuses and fairs; workmen employed by a 
contractor who has contracted for work in the Netherlands; an office used by an enterprise directly 
or by one of its employees ; an agrnt with power to deal in the name of the enterprise or a person 
who, although not having power of attorney, is nevertheless the enterprise's employee. 

Further, any person is regarded as having regular economic contact with the Netherlands who 
comes there regularly on business or in the exercise of a profession ; this covers itinerant traders. 

2. TAXATION OF CERTAIN KINDS OF INCOME AND PROPERTY. 

We shall discuss the taxation of the various kinds of income and property that foreign 
enterprises may enjoy in the Netherlands in the light of Articles 24 of the Income Tax Law and 

1 See page 333· 
• See page 335· 
1 In support of this interpretation, see Article 36 of the Income Tax Law and Article 9 quinquies of the 

Property Tax Law, which exempt foreign banks of issue operating in the Netherlands, and Article 3 of the Income 
Tax Law, which exempts foreign shipping companies whose vessels ply between the Netherlands and foreign 
countries. . 
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· t T La The former a~icle however must be interpreted in conjunction 
9 bfs of the Proper y ax w. • ' . · h 
with Articles 5 to 8 of the same law 1 and of the jurisprudence m relation t ereto. 

(a) DIVIDENDS. 

It will be remembered that dividends distributed by compa~~s the fis~al domi~ile o! which is 
in the Netherlands are liable to the tax on dividends and tantu1~es, which tax_ IS paid by the 
company distributing the dividends, that company having no claim for tax agamst the persons 
to whom these dividends accrue. . . . . · . 

As to a foreign enterprise which would enjoy such dividends, Its ow~e~ would be s?bJect to 
income tax, like any other taxpayer, not only on the said dividends, but on divide~ds accrumg to the 
enterprise from colonial and foreign companies: prov~ded they represent part of t~e !ncome _on acco~nt 
of or in connection with the carrying-on of busmess m the N~therlands. ~he dividends m_ question 
are regarded not as " income from capital " proper, but as mcome at_!achmg to the carrymg-on _of 
business. Such is the case where investments or reserves are concerned, or where the enterpnse 
has bought securities with a view to exercising a control in a company with which it has business 
relations, or finally for the inve:.tments of a bank. . . . . . 

If the dividends are liable to income tax, the secunties on wh1ch they are paid are liable to 
property tax. 

(b) INTEREST. 

. Owners of foreign enterprises are liable to income tax in respect of interest on bonds, mortgage 
debts or any other secured or unsecured debts- wherever the debtor's seat of business or domicile 
is and wherever the place of payment may be - if such interest is to be regarded as acquired on 
account of or in connection with the carrying-on of business in the Netherlands. 

If interest is liable to income tax, the capital from which it is derived is liable to property tax · 
after deducting any liabilities with which it is charged. 

If a foreign enterprise not carrying on business in the Netherlands enjoys interest on debts 
secured on real property situated in the Netherlands, that interest is taxable there as yield from 
capital, • unless it is to be considered as income from carrying on a business or profession (e.g., in 
the case of a mortgage bank).. Further, and not subject to this restriction, these mortgage debts 
are liable to property taxes without any deduction. The interest and principal of sums lent or 
entrusted without mortgage security to a person domiciled in the Netherlands by an enterprise 
coming under the conditions mentioned in this paragraph (i.e., not carrying on business in the 
Netherlands) are not taxable. 

It should be added that if the reward of capital lent by a company liable to the tax on dividends 
and lantithnes is not fixed in amount, but varies with the profits of the borrowing company, the latter 
has to pay the tax on dividends and tantiemes on this interest. 

(c) DIRECTORS' PERCENTAGES. 

We do not_rropose to revert to what was said in dealing with the tax on dividends and tantiemes 
as to the taxation_ of percentage~ and sa~aries of the directors of Netherlands companies. It must, 
however, be menhoned that Article 9 bzs of the law on dividends and tantiemes exempts from tax 

1 See page 3-ti. 
1 Income Tax Law, Article 24. No. 2. 
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the whole of the percentages and salaries payable for functions exercised outside the N~therlands. 
If this exemption is to apply; these functions must, of course, be such as would nece_ssanly have to 
be exercised in the colonies or abroad. -

As regards income taxes, percentages and salaries of directors, etc., are taxable in so far as the 
directors discharge their duties in the Netherlands (see (g) below). 

(d) ROYALTIES FOR THE USE OF PATENTS, COPYRIGHTS, TRADE-MARKS, SECRET PROCESSES AND 

FORMULA':: AND SIMILAR INCOME. 

Netherlands shar:l companies, which pay royalties for the use of patents and other intangible 
personal property or for the use of secret processes conceded or entrusted to them by foreign 
enterprises, do not have to pay the tax on dividends and tantiemes on these royalties unless the latter 
are in one way or another dependent upon the net profits of the enterprise. If royalties, with~ut 
being formally dependent upon the conceding company's profits, are fixed at an abnormally high 
figure, the fiscal authorities regard them as assimilable to distributions of profits liable to the 
tax on dividends and tantiemes, whenever the conceding enterprise directly or indirectly possesses a 
substantial part of the shares of the concessionary company. All these rules apply both when the 
conceding company is a foreign enterprise and when it is a person domiciled in the Netherlands. 

As regards a foreign enterprise in receipt of these royalties, it will be subject to income taxes 
if the royalties are part of receipts connected with the carrying-on of business taxable in the 
Netherlands. On the contrary, royalties are never subject to these taxes in so far as they can be 
considered as derived on account of or in connection with the carrying-on of business outside the 
Netherlands. As regards other royalties, their foreign recipients will only be taxable in cases where 
the two following conditions are fulfilled : (r) the source of the royalty should be the object of a 
property right ; and (2) the royalty should itself depend on the net profits of a business or professional 
activity which has its seat in the country (Income Tax Law, Article 24, No. 2). When the royalties 
only depend in part on the net profit of such business activity, they are only partly taxable. It 
should be noted that the contractual right to a royalty granted in consideration of the entru!>ting of 
secret formulas or processes is to be regarded as intangible property. The property from which 
royalties subject to income taxes arise is subject to property taxes. Even if the royalty cannot be 
considered as part of the business income of the recipient, the entire value of the property, provided 
it is a right recognised by the law, from which it is derived will be taxable, even if the royalty itself 
is only in part subject to tax (Property Tax Law, Article 9 bis, paragraph I, No.4). 

(e) RENTS FROM REAL ESTATE, l\IINING ROYALTIES AND SIMILAR INCO::IIE. 

Every foreign enterprise, which in virtue of a property right enjoys real e!>tate situated in the 
Netherlands, is liable in respect thereof to land tax, which is assessed on the cadastral income of the 
property. 
. As regards ittcome taxes, income derived by a foreign enterprise from real estate is ta.xable both 
m t~e case where the property is situated abroad or in the Netherlands, when this income is 
obtamed on account of or in connection with the carrying-on of business taxable in the Netherlands. 
~loreover, even if the enterprise does not carry on business in the Netherlands, it will be liable to 
mco~e tax in respect of income from any real estate it owns there, unless this income should be 
considered as income connected with the carrying-on of business abroad. In cases where the 
properties, but not the business, should be considered as the separate source of the income, it should 
be noted that the interest from any mortgages on these Netherlands properties will be deducted 
from the total amount of the net income from taxable sources. 
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The foreign enterprise will be liable to property ta~e~ o~ the va!ue of all its real ~state in the 
Netherlands and on the value of its other real estate if It ts liable to I~co~e tax o~ the mcome from 
such estate. Before tax is levied, any mortgage debts on the ~ropertl~s ~Ituated m the Netherlands 
will be deducted. Further, if the enterprise carries on busmess wtthi~ the Netherlands, ~eb~s 
incurred in connection with the carrying-on ·of such business taxable I~ the Netherlands wtll 
be deducted from the value of its real estate, as from the value of any other kmd of assets. 

(f) GAIN DERIVED FROM THE PURCHASE AND SALE OF REAL ESTATE, SECURITIES AND 

PERSONAL PROPERTY. 

In the light of Articles 24 and 7 of the Income Tax Law, persons hav~ng t~eir fiscal domicile 
outside the Netherlands are not liable in respect of profits from transactions m real or personal 
property, tangible or intangible, if the transactions are unconnected with- the enterprise or profession 
in which the persons are engaged: .. 

If a foreign enterprise derives gain from the purchase or sale of real e~tate, secuntles and. other 
personal property, it is liable to tax if these profits are part of the receipts from the carrymg-on 
of business within the Netherlands. 

When part of the property connected with the carrying-on of such business (real property, 
equipment, etc.) is sold for a sum exceeding its book value, the excess is regarded as taxable profit. 
The Finance Minister, however, has ruled that the gain realised by a farmer from the sale of land 
used in his undertaking shall not be considered as taxable profits. But this decision, which is only 
binding upon the administration, does not prevent farmers from getting losses on such sales declareq. 
by the judge (Board of Appeals) to be deductible losses. 

Administrative practice considers gains from the purchase or sale of real estate as earned in the 
country where the estate is &ituated, and gain from the sale or purchase of securities as earned in 
the country which initiated the sale. 

With regard to other personal property, a distinction is made according as the enterprise does 
or does not carry on business in the Netherlands. If it does, the profits from sales effected as part 
of the enterprise's Netherlands activities are regarded as taxable in the Netherlands. Otherwise, 
they are exempt. But if the purchase effected by theNet herlands part of the enterprise demanded 
a certain degree of commercial skill and ability, a part of the profit is considered as due to the 
purchase and is taxed in the Netherlands. 

It should be added that, generally speaking, the fiscal authorities attach far more importance 
to the place where tra~sactions are initiated or completed than to the place where they are formally 
conclu?ed. ~urther, If the goods sold were manufactured by the enterprise itself, a part of the 
pro_fit IS ascnbed to the country of manufacture. 

(g) SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES 
(INCLUDING DIRECTORS' SALARIES AND FEES). 

If the abo~e:mentioned inc~~e is dist~buted by a Netherlands company, it is in principle subject 
to the tax on dlvldends and tantumes, proVIded it exceeds a certain sum This tax as we have said 
is paid by the company. · · ' ' 
. T~e recipient of such income is liable to income tax on it, even if he has his domicile abroad, 
If th~ mcome corr~ponds to t~e carrying-on of_ a business or profession in the Netherlands by himself 
or hts representative. And, If the remuneratiOn represents work done partly in the Netherlands 

1 See Propertr Tax Law, Article 9 his. 
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and partly elsewhere, tax is only imposed on the part corresponding to work actually accomplished 
in the Netherlands. 

{h) INCOME FROM A TRUST. 

Trusts are unknown in Netherlands law and there are no special rules for their taxation. 

(i) INCOME FROM CARRYING ON A BUSINESS OR INDUSTRY THROUGH: 

r. A Local Commission Agent or Broker. - If a foreign enterprise does business in the 
Netherlands only through a local commission agent or broker, it is not liable to income or property 
taxes since it cannot be regarded as carrying on business within the country, even if it regularly 
entrusts goods to a commission agent or from time to time to a broker. 

2. A Local Dealer or Distributor. -A foreign enterprise would be considered as carrying on 
business in the Netherlands only if these middlemen were bound to confine their activities exclusively 
to selling the enterprise's goods. -

3· A Travelling Salesman, whether or not having Power to conclude a Contract.- The enterprise 
is only liable to tax in the Netherlands on the carrying-on of business if the salesman's power of 
attorney enables·him to effect more than one kind of operation {sale, purchase, delivery, acceptance, 
collection, payment). 

4· A Local Agent with Power of Attorney. - If the agent's power of attorney authorises him 
to engage in various operations (see above), or if he is required to represent the enterprise exclusively, 
the latter is liable. 

5· A:n Agent selling otet of a Stock belonging to the Foreign Enterprise. - lf such agent is 
authorised to sell or buy in the enterprise's name or to collect or pay money on its account, the 
enterprise is liable. -So it is if the agent is required to serve the enterprise exclusively. In these 
cases property tax is levied on the stocks and warehouses belonging to the enterprise. 

6. A Permanent Establishment of Any Kind.- In such cases the enterprise is regarded as 
carrying on business in the Netherlands ; it is therefore liable. 

B. NATIONAL ENTERPRISES. 

I., DEFINITION AND GENERAL PRINCIPLES. 

For our present purpose a national enterprise means any enterprise belonging to an individual, 
a share company or a foundation domiciled for fiscal purposes in the Netherlands. 

If these enterprises belong to individuals {or to partnerships), the owners are liable to income 
and property taxes. Such persons are in principle liable both in respect of their foreign income and 
property and in respect of income and property they enjoy in the Netherlands. But, as already 
mentioned, if the foreign income or capital is liable to a foreign tax on income or property and if 
certain other conditions are fulfilled, these enterprises are exempt from the Netherlands income 
tax proper {by means of a deduction) and from the two property taxes in respect of such income and 
capital (see pages 348 and 353). On the other hand, in so far as colonial taxes are concerned, the 
fact that a colonial income tax is levied entails a deduction only as regards income tax, and likewise 
the fact that a property tax is levied in Netherlands East India entails only a similar deduction for 
~he purpose of property taxes. If these enterprises belong to foundations, the latter are liable to 
mcome tax proper in respect of all their profits ; the above deductions do not apply to their case. 

In the case of share companies and other associations liable to the tax on dividends and tanti&nes, 
that part of their distributions which is derived from abroad or from overseas territories is, as 
already mentioned, only taxed as to one-third of it (see pages 337 and 338). 
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After thus indicating the general principles which follow from what. was said in !'art I of the 
present survey, we must now make a few further observations as to the mfluence which taxes due 
abroad have on taxation in the Netherlands. 

I. Only taxes due to a foreign Govemme~ a~e taken in!o account. Local ta~es justify no 
deductions whatever, In principle, no deductwn IS allowed m resJ?Cct of any foreign taxes not 
owing by.thetaxpayer personally. This rule is subject to two exceptwns: . 

Members of an ordinary or a limited partnership are en~itled tp a deductiOn on t~e score 
of taxes paid abroad by the partnership to which they belong, JUSt as If these taxes were Imposed 
upon them directly. . . . . . . 

Further if a share company receives dividends from a foreign company, It may drum a 
deduction o~ the score of taxes to which the foreign company is liable in respect of its profits 
in the country of its domicile. This deduction, however, cannot be claimed if t~e. tax d~e 
from the foreign company is in- one way or another dependent upon the fisc!l-1 domicile of Its 
shareholders. 
2: In connection v.ith deductions and abatements for the purpose of property tax, foreign 

taxes on income are assimilable to taxes on property. The same is reciprocally true as regards 
income tax. These assimilations do not take place, however, in so far as colonial taxes are 
concerned. 1 

3· A land and buildings tax of the same nature as the Netherlands land and buildings tax, 
which is not, properly speaking, part of a system of impersonal taxes, does not allow the taxpayer 
to claim a deduction of tax on the score of it. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

(a) DIV~DENDS. 

The fiscal regime for foreign dividends accruing to Netherlands enterprises differs according as 
the owners of these enterprises are by reason of their status liable to income tax or to tax on dividends 
and ia1tliemes. 

As regards income taxes, dividends received from abroad are taxable and are treated exactly 
like dividends paid in the Netherlands. The fact that they have been subject to a tax of some 
kind abroad only allows the taxpayer to deduct the tax paid abroad from the taxable dividend. 
No other deduction or exemption is allowed. If, however, these dividends are to be regarded as 
part of the receipts from carrying on business abroad, they will, in certain circumstances, be exempt 
from Netherlands income tax proper. 2 

The _POs_ition as regards dividends and tantihnes tax is quite different. Only a third part of the 
pro_fits d1stnbuted by the Netherlands company which corresponds to the dividends it has itself 
denved fr:om abroad is. taxed. This exe~ption does not overlap the exemption of income from 
the carrymg-!>n of busmess abroad, for, m assessing tax, these dividends are distinguished arrd 
kept separate from other foreign income._ 

As regards property taxes, securities are only exempted when the dividends they yield are, 
themselves exempted from income tax. 

(b) INTEREST. 

As regards liability to the different taxes of-interest derived by Netherlands enterprises from 
a?r?ad ~nd of the personal property which produces this interest, two main cases must be 
diStmguished. · 

. ' Such is th~ case, in particular, as regards taxation of property subject to property tax in the Netherlands the 
mcome from which property has already been charged with income tax in Surinam and Curarao where the~e is no property tax. ¥ • 

' See "General Principles" above and pag• s 348 and 3'19· 
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First interest from abroad received on account of or in connection with the carrying-on of 
business;' and, secondly, interest which should :he considered as mere income f~om capital. 

In the case of interest and debts coming within the first category, there IS no fixed rule for 
determining whether they .relate to the Netherlands or to the foreign part of the enterprise, the 
debtor's domicile and the place of payment being in principle immaterial. 

In the absence of more definite evidence, the tendency is to ascribe such interest and debts to 
the part of the enterprise with which the debtor is i~ the closest touch. . . . 

Interest which should be considered as representmg profits from the carrymg on of busmess IS 

treated like other profits from such business, whatever the debt to which they refer and whatever 
the terms and security of the debt, and, if it is ascribable to the foreign part of the enterprise, it 
will enjoy the preferential treatment accorded to business income derived from abroad. 

For purposes of the tax on dividends and tantiemes, only interest which may be considered as 
representing income from the carrying-on of business may be included in the fraction referred to 
in Articles 27 and 28 of the Law, briefly, in the dividends and percentages taxable to the extent of 
one-third only, as having their origin in income from carrying on business taxable abroad or in the 
colonies (!lee pages 337 and 338). 

For the purpose of income and property taxes, a distinction should be made as regards mere 
investments of capital according as they do or do not correspond to mortgages on real estate 
abroad. If they so correspond, the person concerned may claim the ordinary deductions allowed 
on the score of foreign taxes (see pages 347-349 and 353). 

Other interest, whatever the debt to which it refers, may lay no claim to deductions, and the 
only advantage the taxpayer can claim from the taxation of his interest is that he can deduct from 
its total the amount of foreign tax paid. 

(C) D1RECTORS' PERCENTAGES. 

Individuals receiving directors' percentages from abroad for functiqns discharged there may 
claim income-tax abatement if the remuneration of these functions is liable to income ta.x in the 
country where they are discharged. Such percentages paid to Netherlands companies are regarded 
as earned in the country where the functions, the remuneration of which they represent, were 
discharged and may claim the benefit of the ordinary deductions allowed to profits derived from 
abroad. 

{d) ROYALTIES FOR USE OF PATENTS, COPYRIGHTS, TRADE-MARKS, 
SECRET PROCESSES AND FORMULA> AND SBIILAR INCO:.UE. 

· Any individual domiciled in the Netherlands and liable to income tax proper may claim the 
income-tax deduction allowed in respect of income from abroad, in the following cases : 

Enjoyment of royalties from patents or other intangible personal property, if these royalties 
are part of profit derived on account of the carrving-on of business abroad ; 

Enjoyme1,1t of royalties in virtue of a right constituting intangible property depending 
upon the results of an enterprise having its seat abroad and belonging to a third person. 

The value of the patent or right itself, if it constitutes property recognised by the law, is subject 
to property taxes, but the deductions on the score of foreign holdings are granted in the same cases 
as in those which give right to a deduction on this account as regards income tax. 

From the point of view of dividends and tantiemes, royalties paid abroad to a Netherlands 
company are taxa?Ie at the tim: of their distribution. In the cases, however, where they can be 
regarded as ~elo~gu~.g t() the for;1gn p_a~t o~ the enterprise, they will enjoy the deductions generally 
allowed to d1stnbut10ns of foreign ongm hable to this tax. There are no strict rules where it is a 
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matter of doubt whether the royalty for use of a patent is to be regarde~ as part of the i?come 
"b bl t the foreign country or to the Netherlands. As a matter of gwdance, however, It may 

ascn a e o f h f · · b d be said that, when the royalty depends upon the profit.s ~ t e oreign co~c~ssi?nary company a roa , 
it would be considered as foreign income, but, when It IS a fixed sum, It IS hkely to be regarded as 
part of the income ascribable to the Netherlands. 

(e) RENTS FROJ\1 REAL ESTATE, MINING ROYALTIES AND SIMILAR INCOME. 

With regard to the above-mentioned income, a distinction ~ust be m~de betwee~ the _case 
where it consists of rent from property not used by the taxpayer m the carrymg-on of his busmess 
or from property which is so used. . · . . . 

In the former case the taxpayer may elaim m respect of the mcome from. this property the 
deductions generally granted in respect of foreign income. It should be specifie~ that, for the 
purposes of computing this deduction, interest from any mortgages on the property will be deducted 
from the income. 

The abatement in favour of foreign income is also allowed when the real estate is used for 
foreign business purposes- i.e., when the income from this estate is part of the profit earned in the_ 
country where the estate is situated. In computing these foreign profits, however, only interest 
on debts incurred in connection with the carrying-on of business abroad may be deducted from the 
gross profits. Hence, if the taxpayer mortgages estate used in the carrying-on of his foreign business, 
in order to buy a house for his private use in the Netherlands, no deduction will be allowed. 

As regards property taxes, owners of real estate abroad may claim the ordinary deduction allowed 
in favour of foreign property. The deduction is computed after subtracting any mortgage debts 
of the taxpayer on the property. If the estate in question is part of assets used for the carrying-on 
of business abroad, the deduction of debts is independent of whether they are mortgage debts or not. 
They need only be debts incurred in connection with the carrying on of business. 

In the case of the tax on dividends and tantiemes, income from real estate situated abroad is a 
factor in determining the foreign income on which is based the deduction allowed to companies that 
derive part of their income from abroad. Such is not the case, however, if such income is not part 
of the business profits of the enterprise. - . 

(/) GAIN DERIVED FROl\1 THE PURCHASE AND SALE OF REAL ESTATE, 
SECURITIES AND OtHER PERSONAL PROPERTY. 

• If gains .under this heading accrue to an individual domiciled in the Netherlands, they are 
ta~able : (r) If they are earned in the course of carrying on business, even though the gains were 
?ei~h~r so~ght nor exl?ected.; (2) if th.e operation resulting in gain, although not in pursuance of the 
mdividual s usual busmess, IS something more than an occasional act of speculation. 

In the second case, the gain is taxable without any deduction on the score of direct taxes which 
w~uld be due abroad ; any duties or taxes on the operation itself are of course deducted from the 
~am. In the othe~ case, the ~axpayer is entitl:d to the deduction ordinarily allowed in respect of 
mcome from carrymg on busmess or a profession abroad (as regards the allocation of these gains 
to the !'l"etherlands or to the foreign country, see page 358). 

With ref:ren~e to the tax on dividends and tantiemes, the same principle applies, mutatis mutandis, 
as was explamed m regard to the first of the two above cases. 

f g) SALARIES, WAGES, COMMISSIONS AND OTHER REMUNERATION FOR SERVICES. 

. T~e fiscal, regime for salaries, wages and commissions is similar to that described in connection 
with dtrectors percentages (see page 361). -
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(h) INCOME FROM A TRUST. 

Netherlands law is unacquainted with the trust idea. Nothing therefore need be said about 
trusts here. 

(i) INCOME FROM CARRYING ON A BUSINESS OR INDUSTRY THROUGH : 

I. A Local Commission Agent or Broker. - In this case, as in those which will be dealt with 
below, the main question to be considered, both in regard to income and property taxes and the tax 
on dividends and tantiemes, is whether the taxpayer is to be regarded as carrying on business abroad 
(in this connection see page 355). ' 

If the owner of the enterprise is on this account liable to tax abroad, the general deductions 
laid down for income tax and dividends tax apply in this as in the other cases. 

Enterprises which carry on business through the special intermediary of a broker or commission 
agent cannot be regarded as carrying on business abroad. The same applies even to an enterprise 
which regularly entrusts goods to a commission agent or from time to time to a broker. 

2. A Local Dealer or Distributor.- An enterprise is held to be carrying en business abroad only 
if these middlemen are required to devote themselves exclusively to the sale of the enterprise's 
products. · 

3· A Travelling Salesman, whether or not having Power of Attorney. - In such cases there is 
held to be no carrying-on of business (in the sense of which we are speaking) unless the salesman's 
power of attorney allows him to effect more than one class of transactions (sale, purchase, delivery, 
acceptance, collection, payment). Subject to this restriction, the whole of the profits from operations 
concluded by such travelling salesman will be taxed in the Netherlands. 

4· A Local Agent with Power of Attorney. - If the agent is authorised to conclude various 
operations (see above), there is a carrying-on of business abroad, and the deductions generally 
allowed in respect of income derived from abroad will apply. 

5· An Agent selling out of a Stock-belonging to the Foreign Enterprise.- In order that there 
may be a carrying-on of business abroad, the agent must be buying or selling in the enterprise's name 
or must be collecting or making payment on its account or must be required to work exclusively 
for the enterprise. 

For purposes of property tax, any stocks and warehouses in this agent's keeping will be taken 
into account i~ reckoning the. deductions generally granted in favour of property situated abroad. 

. 6. A Permanent Establishment of Any Kind.- If an enterprise has a permanent establishment 
abroad,it is regarded as carrying on business there. A decision of 1928 has laid down that, for 
purpo~es of the deductions to be allowed in respect of income and property tax, the foreign 
establishment shall be regarded as a separate enterprise. 

As regards dividends and tantiemes tax, the law refers to the Income Tax Law for the computing 
of profits derived from carrying on business abroad. 
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PART III.- METHODS OF ALLOCATION 

A. FOREIGN ENTERPRISES WITH A LOCAL BRANCH OR SUBSIDIARY IN 
THE NETHERLANDS. 

I. GENERAL QUESTIO~S AND METHODS OF APPORTIONMENT. 

(a) BoOK-KEEPING AND ACCOUNTING REQUIREMENTS. 

Netherlands fiscal law lays down no provisions as to the manner in V.:hich. taxpayers sho~ld 
keep their accounts, and the only regulations on this matter are those contam~d m the Commercial 
Code. · . 

Article 6 of the Code prescribes in the first place that every trader shall keep records which show 
the situation in regard to his property and everything relating to his activities, and indicate at any 
moment his assets and liabilities. Under the same article every trader must, within the first six 
months of each year, draw up a balance-sheet according to the requirements of his business, _and 
sign it in his own handwriting. It further- lays down that the books and documents containing 
these records, and the balance-sheets, must be kept for thirty years and that all letters and telegrams 
received and copies of letters and telegrams despatched must be kept for ten years. Article 42 of 
the same Code imposes upon the directors of Netherlands share companies the duty of drawing up 
an ammal balance-sheet and profit-and-loss account within eight months of the closing of the 
company's business year, unless the general meeting of shareholders for-special reasons extends 
this term. In the case of those forms of share company which are required to file a copy of their 
balance-sheet and a statement of their estimates and profit-and-loss account to the Register of 
Commerce (Article 42 (c)), this balance-sheet must make separate mention of : sums and other 
receivables payable at sight by banks and credit institutions; the holdings in other enterprises and 
debts owed by the latter ; the securities owned by the enterprise ; all claims other than those 
mentioned above ; the enterprise's stocks, real property and equipment used in the business ; 
intangible property not already mentioned ; debts payable on notice ; losses and expenditure carried 
forward to the next business year; and, lastly, the balance payable on shares subscribed for by the 
shareholders. · 

, Fro~ ~~e fiscal standpoint, however, these p;ovisions are of limited importance. For while 
fa1rly pnnuhve accounts may be accepted as satisfactory, accounts kept in absolute accordance 
with commercial law and acceptable to the ordinary courts may be rejected by the fiscal 
administrative and judicial authorities. 

(b) l\IETHODS OF ALLOCATION. 

r. Method of Separate Accounting. 

I~ is a principle of Netherlands fiscal law t~ tax the ~ranches of foreign enterprises on the basis 
of their own results. There are only few exceptions to ~h1s rule and we shall deal wit! tl 1 t 
It follows, therefore, that if a foreign enterprise keeps, for its branch situated in the ke~~~~la~1~~: 
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satisfactory accounts showing the branch's exact position, the administration naturally takes its 
stand on the data furnished by these accounts and assesses tax on the results as shown therein. 
Even if certain items do not appear to have been estimated satisfactorily, the administration will 
still accept the accounts as the basis of taxation after making certain necessary corrections. For 
this purpose it will compare the position of the branch in question with that of other taxpayers 
engaged in the same kind of trade or industry. It will check whether the prices at which the foreign 
enterprise has invoiced its branch are normal, making use of all available information at its disposal, 
such as Customs declarations, experts' affidavits, etc. 

It should be noted that this method of separate accounting is never applied to foreign railway 
or tramway companies whose lines cross the frontier, nor to insurance companies. These enterprises 
are taxed by empirical methods or by fractional apportionment. 

2. Empirical M etlzods. 

The law, as we have just said, provides for the use of empirical methods in the case of two 
kinds of enterprise. Further, even where there is no such provision, profits can be determined by 
this empirical or " presumptive " method, if the accounts d0 not ~cern to offer a satisfactory basis. 
In such cases the companies will be assessed on the basis of a comparison with national enterprises 
operating under the same conditions, and, for this purpose, recourse will be had to turnover, amount 
of investments, the net amount of the assets destined for the Netherlands part of the enterprise, 
number of employees, etc. It is impossible to go into detail, as the application of these methods 
varies from case to case. We shall explain the empirical methods applied, for purposes of income 
tax, to international railway and tramway companies and to insurance companies (except when the 
latter prefer to be taxed by the method of fractional apportionment) under the headings specially 
devoted to these enterprises. 

3· Method of Fractional Apportionment. 

The law prescribes this method only in the case of insurance companies; moreover, the company 
must request the 'use of the method. Practical necessity, however, has led the administration to 
apply this method, combined with that of separate accounting, to other enterprises as well. To be 
more accurate, the administration does so almost always in the case of banks and hardly ever in 
other cases. If the method of separate accounting were alone used, it would sometimes be very 
difficult to allocate some of the items serving to determine capital and profits. This is particularly 
the case with regard to debts due or owed by the enterprise, and interest thereon. We shall see in 
what manner use is made of this method when we deal with the apportionment of liabilities of 
banking enterprises (see page 370) and with the apportionment of liabilities and assets of foreign 
insurance companies (see page 372). 

4· Requirements for SelectiotJ of Methods and Valm of the Vario·us Methods. 

In principle, unless the law provides otherwise, as in the case of insurance companies, neither 
the ta).:payer nor the administration has the right to employ the method of fractional apportion
ment in so far as the question is that of determining the entire profits and capital ta. .... able in the 
Netherlands. The taxpayer and the administration are not, however, forbidden to agree that this 
method will be applied. Moreover, if the administration, in the course of proceedings before the 
Appeal Board, proves that the fractional method is the only satisfactory one, the assessment made 
in accordance with this method will be upheld. Otherwise, attempt will be made to determine the 
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branch's taxable profits and capital on the basis of the accounts and, if this is impossible, recour~e 
will be had to a comparison with similar national enterprises, or the gross Netherlands profit~ will 
be estimated and deduction made of the working costs of the Netherlands part of the enterpnse. 

The most satisfactory method is that of separate accounting. This includes also any 
determination of the profits, which, being made in the absence of sufficient separat~ accounts, ~ay 
be considered as leading to the same results that would have been arrived at had 1t been poss1ble 
to base a determination on such accounts. 

Empirical methods have one advantage - their simplicity. Fractional apportio_nment is 
specially suited to financial and banking concerns and, as regards property taxes, to msurance 
companies, when they have in the Netherlands not a mere agency but an important branch. 

(c) APPORTIONJIIENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

I. Apportionment of Gross Profit of Local Branch to Real Centre of Management abroad. 

Generally speaking, there is no su'ch apportionment. But it may happen that part of the 
branch's gross profits is indirectly ascribed to the parent enterprise under the fractional 
apportionment method. 

2. Apportionmmt of Expmses of Real Centre of Management to Branch. 

Interest Charges. 

Interest charges on general indebtedness of the enterprise as a whole are only apportioned in 
whole to the Netherlands in so far as these debts were contracted for the purposes of business within 
the country. · 

As regards property tax, the principal itself of such debts will be deducted from the Netherlands 
assets to the extent that the proceeds of the loan were devoted to the Netherlands part of the 
enterprise. On the other hand, even if the proceeds of the loan were devoted to another purpose, 
any mortgage debt secured on real estate in the Netherlands will be deducted from the Netherlands 
assets of the enterprise. 

General Overhead. 

The general overhead expenses of a real centre of management abr'oad are only deducted from 
the profits of the Netherlands branch in so far as they directly relate to the activities of that branch. 
Although this is more a matter of making such a fact plausible than formally to prove it, it is rare 
that the taxpayers show to the satisfaction of the fiscal authorities that general overhead expenses 
incurre.d abroad relate to Netherlands activities. Quite often, too, there is no need to make a special 
deduction of general overhead of the real centre of management, because these expenses are included 
in the invoice prices from the principal establishment to its Netherla_nds branch. 

;,. Apportionment of Net Profit. 

As regards the taxation of a branch of a foreign enterprise, income-tax law does not prescribe 
when assessing a branch belonging to a foreign enterprise, the taking into account of losses or profit~ 
which the enterprise may have realised elsewhere than in the Netherlands. The practice is different 
when the method of fractional apportionment is employed. In such cases the results of the foreign 
part of the enterprise necessarily affect the amounts taxable in the Netherlands. 
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These remarks also apply, mutatis mutandis, to property taxes. The losses incurred by an 
enterprise anywhere diminish its capital, and losses suffered abroad may therefore indirectly affect 
the computation of property taxable in the Netherlands. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

In principle, the fact that a Netherlands share company is a subsidiary of a foreign enterprise 
does not involve any departure from the rules applying to the taxation of the company's profits. 

Thus the subsidiary will be liable to the tax on dividends and tantiemes like any other 
Netherlands share company, distributions accruing to the parent company being taxed according 
to the rules common to all distributions. On the other hand, the parent company will not have to 
pay income tax in respect of the deriving of dividends, 1 or property taxes on shares held, since, 
as we have already explained, foreign enterprises are not liable to these taxes through merely receiving 
Netherlands dividends or holding shares in Netherlands companies. · 

But it should be noted that a subsidiary may happen to pay abnormally high amounts in 
consideration of the supply of goods or the rendering of services, or as the result of some other 
transaction. In this case, the authorities regard any amount which, in the light of the subsidiary's 
accounts and other data at its ·disposal, appears to it to be in excess of the normal as a distribution 
of profits and subject on this account to the tax on dividends and tantiemes. 

Possibly, too, the Netherlands fiscal authorities will regard the subsidiary as being in reality but 
a mere branch. Here, two cases must be clearly distinguished. In the first place, the persons whose 
names appear as the founders of the Netherlands subsidiary company may, in fact, have lacked the 
will to effect a joint venture 2 or there may have been only one real founder. In such case, the 
company is ignored, without special procedure, for purposes of taxes on dividends and tantiemes, 
income and property ; the fact is that the subsidiary company does not exist, as it has not been 
validly incorporated. On the other hand, in the case where the incorporation of the company is 
not clouded, the fiscal authorities are allowed to disregard it for purposes of the so-called personal 
tax 3 and the taxes on income and property, if the founders, in creating the company, intended 
to deprive the fiscal authorities of revenue from these taxes and provided that without this purpose 
they would not have organised the company (Law of April zgth, 1925, Staatsblad, No. 171). This 
law prescribes a special procedure in such cases. It does not apply to the ta..x on dividends and 
tantiemes., That tax, therefore, is always collected if the company has been legally incorporated, 
even when the founders are themselves liable to income and property taxes in respect of the branch 
which is deemed under the Law of April zgth, 1925, to belong to them. 

II. APPLICATION OF THE METHODS OF ALLOCATION I~ SPECIFIC CASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

I. Selling Establishments. 

··Local Establishmmts selling in National Markets. 

When a foreign enterprise has a selling establishment in the Netherlands, it does not matter 
whether the goods sold byihat establishment have been manufactured or merely bought abroad by 
the main enterprise. The only question which arises is whether the goods have been invoiced to the 

1 For the percentages which the parent company would enjoy, see pages 356 and 358. 
1 This intention is under Netherlands law an essential of the company contract. 
1 The present survey does not deal with the so-called personal tax. This ta.'C is assessed on certain expenses 

of the taxpayer. 
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Netherlands establishment at the normal prke- that is, the price which would have been fixed 
had the establishment bought them from a separate enterprise. . . 

The gross profits, from which the net taxable profits are calculate? m accordance ~Ith the 
ordinary rule.>, are obtained by deducting this price from the gr?ss receipts. of the est~bhshment. 
Sometimes, when it is difficult to determine the normal invoice pnce, the sellmg profit Is fixed at a 
fraction - say, half - 1 of the gross profit resulting from both manufacture and sale. 

Local Establishment of Foreign Enterprises selling abroad. 

If the Netherlands branch of a foreign enterprise sells in a colony or foreign country where 
the enterprise cannot be said to carry on business, the sale profit will be ascribed to the Netherlands 
branch. As already mentioned on page 358, the Netherlands fiscal authorities are inclined to consider 
sale profits as attributable to the country where the sale was prepared and negotiated rather than 
to the place in which the transaction was formally concluded. 

2. ~Manufacturing Establishments. 

If a foreign enterprise produces at a factory or other industrial establishment in the Netherlands 
goods which it sends to another country where it also carries on business, and if the goods are sold 
in that country, only the normal profit from manufacture will be taxable in the Netherlands. In 
order to ascertain this normal profit, account is taken of the price which would have been paid to 
an independent Netherlands enterprise if, instead of having the articles sold made in its 
own establishments, the foreign concern had ordered them from such enterprise. In fixing the 
price, consideration will be given to the particular reasons which led the enterprise to establish its 
factories in the Netherlands. The price thus fixed will be higher according as these reasons are 
stronger. 

3· Processing Establishments. 

The statements in the last paragraph concerning manufacturing establishments also apply 
when a foreign enterprise has establishments in the Netherlands which merely treat materials 
produced abroad destined for further processing or sale there. 

4· Buying Establishments. 

If a foreign enterprise has an establishment in the Netherlands whose business it is to make 
purchases, it is liable to tax on its presumed profits. 

Th~ gross profit therefro~ is generally con:puted as if the buying establishment were a separate 
enterpnse. The amount will vary accordmg to the case and, in particular according to 
the commercial skill which the operations demand. ' 

In_ other cases the net pro~t may be asc~rtaine~ direct by the use of a purely empirical method; 
a certam percentage representmg net profit Is apphed to the purchase price of each article. In this 
case, therefore, contrary to what happens w~n the above-mentioned method is employed th · 
no need to deduct the expenses of the buying establishment from the profit obtained. 2 ' ere Is 

1 -r:he decision of the Minister of Finance of November 18th, 1920, No. 15, B., No. 302s Vol VIII . , 
deals w1th snch a method. • · • page 32-, 

• -r:he decision of the Minister of Finance, dated October 31st, 1929, No. 36, B., No. So V 1 XIII 
deals With such cases. 4 3· 0 · • page 7, 
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5. Res~arch or Statistical Establishments, Display Rooms, etc. 

The fact that an enterprise possesses a research or other establishment in the Netherlands 
which does not directly engage in any profit-making transactions is not generally to·be regarded 
as equivalent to the carrying-on of business in the country. 

Tax, however, is imposed if these establishments are engaged in such operations that, '~ithout 
the establishment, the enterprise on which it depends would have to resort to the services of others. 
An enterprise which maintains a publicity office in the Netherlands would in all probability be 
liable up to the amount corresponding to the expense which the existence of such an_ office saves it. 

(b) BANKING ENTERPRISES. 1 

The following remarks do not apply to the central banks of issue in the colonies or abroad, 
which are exempt from Netherlands taxes on income and property, even if part of their business is 
conducted in the Netherlands (Income Tax Law, Article 36, and Property Tax Law, Article 9 (5)). z 

The question of allocation must be discussed separately for income tax and for property tax. 
In either case, however, if a bank has several branches either in the Netherlands or abroad, account 
is taken only of the results common to all the branches in the same country, without distinguishing 
one from another ; that is to say, the different branches in one country are treated as if they were 
a single branch. 

Income Tax. 

Profits from purchase, sale or other negotiations effected in connection with bills of exchange, 
securities, etc., by the enterprise on its own account are taxable against the branch or establishment 
initiating the operation from which the profit was derived. 

Profits entered in the accounts as accruing from bills and securities are ascribed to 
the establishment among whose assets the securities are included at the time the inventory is made, 
provided, however, that that establishment is empowered to effect their sale. 

Amounts withheld on operations made for the account of others must be regarded as part of the 
profit of the country in· which the operation yielding the commission was effected. Profits from 

· loans and advances of capital- that is, generally speaking, interest- should be regarded as having 
been realised in the countries where the capital was invested or lent, and losses on investments, 
loans, etc., as having been incurred in the country where the loans were made. 

Of the interest paid by the branch itself, only that accruing to third parties may be. deducted 
from its profits, and a branch may not deduct interest which it owes to the rest of the enterprise to 
which it belongs. Accordingly, since all the resources of a bank are pooled, it is very important to 
determine what part of the funds used by a branch for loans and investment comes from loans 
made by third parties and what part from sums advanced to it by another part of the enterprise. 
This question will be dealt with in connection with the apportionment of liabilities for purposes 
of property tax. 

Although interest paid by a branch may only be deducted to its actual amount - that is, 
computed at the rate in force in the country where the money was borrowed - 'the part of general 
overhead expenses incurred in the country from which the money was borrowed should be added to 
it. For the general overhead expenses (rent, wages, etc.) incurred in that country have contributed 
to draw to the enterprise the resources of which it disposes. 

1 The explanations which follow are based on the decision of the Minister of Finance of l\Iay 7th, 1930, No. 44. 
B., No. 4904, Vol. XIII, page 156. It should be noted that this resolution is but an instruction given to the 
officials of the administration. 

1 See Note 3 on page 355· 
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By way of exception, however, the profits from investment interest may possibly not be ~scribed 
altogether to the country where the money was invested. _This_ happens when the rate of mterest 
in the country from which the invested resources were obtamed IS pe~anently lower than the rate 
in the other country, or when a bank has been able to borrow I?oney ~another country ~t a much 
cheaper rate than the normal, because it secures for the public certam advantages at little or no 
expense or renders it certai.1 services ; and the gain derived from the fact that the bank has t~us 
been able to borrow on more favourable terms than usual is ascribed, less the cost of the services 
rendered to the bank's customers, to the country from which the resources employed were obtained. 

Property Taxes. 
For purposes of property taxes, the apportionment of assets is. a si~ple matter. A~ fixed assets 

{buildings, plant, equipment, investments, long-term debts, holdmgs m other enterpnses, etc.-) are 
ascribed to the country where they are actually situated or where is situated the establishment from 
which they are administered. The enterprise's other assets (bills, advances, miscellaneous accounts, 
debts of all sorts, cash) are localised in the country where they are, or, according to the ordinary 
rules of accountancy, ought to be, administered. If these assets cannot be said to belong to one 
branch more than to another, they are allocated to the chief establishment. 

The apportionment of liabilities is more complicated. Two cases m.ust be distinguished : 
First, the case in which an establishment receives funds and capital direct from its customers 

and third parties in such quantity that it can conduct its operations without recourse to 
the enterprise's own working capital or to advances made to it by other establishments. In this 
case, the liabilities to be deducted from the assets of the establishment in question are obtained 
simply by adding together all the debts and obligations of the establishment towards third parties, 
subject to the restriction that their total amount is diminished by the sums which the establishment 
has placed at the disposal of the enterprise's establishments in other countries. 

The second case is that of establishments which owe money to the principal establishment or 
to other establishments depending on the same bank- that is, establishments which, not themselves 
receiving sufficient capital from their customers or from third parties, have to obtain the resources 
necessary for their business from the principal establishment or other establishments of the same 
bank coming under the first case above. These resources consist either of working capital made up 
out of the enterprise's own capital or of local surpluses of capital and funds from outside sources -
i.e., from third parties. 

The former resources, being part of the enterprise's own capital, can obviously not be deducted 
from the assets of the particular establishment. 

The treatment of the latter resources differs, as they represent a part of the liabilities of the 
enterprise itself to third parties, the proceeds of which were devoted to the branch whose resources 
would ot~erwise have been insufficient. But the total resources of a bank are pooled, and out of 
!h?se wh~ch hav~ ~een _placed, as stated above,. at the disposal of a particular establishment, it 
IS Impossible t_o ~stmgUish betwee~ the par:t obtamed by drawing on the bank's own capital and the 
othe_r part which IS ~ade up of capital received_from third parties {that is, excess of working capital 
rece1v~d from outside and placed. at th~ disposal of the establishment concerned by other 
establishments of the same ent_erpnse), which r:epresents a deductible liability. Accordingly, out 
of the resources pl_aced at the disposal of_ a partic_ular establishment by otheF establishments of the 
same bank { es~ablis~m~~ts,. of cour:se, which are si!uated as in the first case above), the part making 
up !he dedu.ctible liability IS ob~amed by ascertaming the ratio between the surpluses of working 
capital obtamed from thrrd parties by any of the establishments of the enterprise in question, on 
the one hand, ~d th~ same total plus the gross amount of the enterprise's own resources used in 
the condu~t of Its busmess, on the other ha~d. That ratio is then applied to the funds furnished to 
the establishment by the rest of the enterpnse. Expressed algebraically, the rule is as follows : 

A l A 
- orl = r -
r A+B 
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Here I = the deductible liability to be determined; A = the total local surpluses of working 
capital received from outside; B= the gross amount of tl}e enterprise's own resources used in the 
business of the whole enterprise- that is, the working capital taken from the bank's own capital 
and reserves ; r = the establishment's liabilities towards the rest of the enterpri~e, less the value 
of that establishment's capital assets. 

In other words, the deductible liability to be determined (1) is to the current liabilities of the 
particular establishment towards the rest of the enterprise, or, if preferred, towards the resources 
furnished to it by the latter (after deducting the capital assets of the establishment) (r), as the total 
local surpluses of working capital received from outside (A) are to the sum of these surpluses and 
the gross total of the enterprise's own resources used in its business- i.~ .• to the working capital 
taken from the bank's own capital and reserves. This ratio can, of course, be expressed in another 
form, which is more convenient for immediately determining the deductible liability : I is equal to 
the product of r and A divided by the sum of A and B. 

(c) INSURANCE COMPANIES. 

Income Taxes. 

Before we consider the system of allocation applicable to insurance companies in the case of 
income taxes, we must make two preliminary observations : in the first place, profits are computed 
on the basis of premiums and life annuity capital received exclusively from persons whose fiscal 
domicile is in the Netherlands. It does not matter where the premiums or capital are paid, and 
the other circumstances attending the conclusion of annuity and insurance policy contracts are 
also immaterial ; secondly, under Articles 46 and 49 of the Income Tax Law, the ta..x return has to 
be made, not by the insurance enterprise itself, but by its representatives in the Netherlands, and 
there are as many assessments as there are agents or representatives of the enterprise in the country. 
If, however, the general management of the enterprise in the Netherlands is entrusted to one of 
these representatives or agents, it is he alone who has to make the return, and there will be a single 
assessment. In any case, the assessments are always fixed by the same inspector. 

The normal system of allocation is that described in the first paragraph of Article 29 of the 
Law. The net taxable sum is obtained directly by applying a coefficient of ro per cent to the net 
total of premiums and capital sums received from insured persons established or living in the 
Netherlands during the busines5 year preceding the date of assessment. To obtain this net total, 
the gross premiums and capital are reduced by brokerage, commission and other allowances granted 
to representatives or to third parties. It should be noted that this fixed roper cent is the only sum 
on which the company is taxable on account of the carrying-on of business in the Netherlands. 
For purposes of tax assessment no account need therefore be tal.;:en of factors such as rental value 
of the enterprise's offices, the rent of premises in the Netherlands which the enterprise may have let 
to others (to the extent that these rents are part of commercial profits) nor of profits from the sale 
of real estate or other assets making up its business capital. 

Under paragraph 2 of the same Article 29, insurance companies may ask to be ta..xed, not by 
the coefficient method, but by the method of fractional apportionment. In this case, the ta..xable 
profits are computed by applying to the enterprise's total net profits the ratio between gross 
premiums and capital received during the previous business year from insured persons residing or 
established in the Netherlands and the gross total of,. all premiums and capital received during that 
year. In such cases, the taxable enterprise must supply all the data necessary for the application 
of this method accompanied by documentary evidence in support. 

Property Taxes. 
It should be noted that, in the case of property taxes {unlike income taxes), the return to the 

fiscal administration has to be made by the company itself and not by its representatives ; and a 
_single assessment is made for the whole Kingdom. 
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For purposes of property taxes there are no legal provisions specifying how the as~ets ~nd 
liabilities of insurance companies are to be allocated, and the administration follows the directiOns 
given to it in two decisions by the :Minister of Finance, dated August 30th, I928, No. 75, B., No. 4558, 
Vol. XII, page 227, and May 8th, I93I, No. 96, B., No. 5145, Vol. XIII, page 582. . . 

The first of these decisions is based upon the principle that, normally, msurance busmess outstde 
. the country in which the head office is situated is conducted by agents who are not in the company's 
service, but who have been entrusted with a certain restricted mission. In the case therefore of 
enterprises having their head office abroad, a minimum of assets and liabilities is to be ascribed to 
the Netherlands. For this reason, apart from real estate situated in the country and debts secured 
on such estate, which are always taxable (Article 9 bis of the Property Tax Law, paragraphs I, Nos. I 
and 2), only the assets placed at the disposal of the agency and the corresponding liability need be 
considered. In the case of life-insurance companies, these assets will, among others, consist of : 

Securities deposited in the Netherlands to guarantee the obligations incumbent upon 
insurance companies in regard to death duties under the Law of May 23rd, I9I7 (Staatsblad, 
No. 36) (this guarantee is about 25,000 florins) ; 

Loans which the enterprise may have granted on policies which the " Law on life-insurance 
enterprises" regards as Netherlands policies ; 

Sums due to the enterprise in the form of premiums owing or paid in advance by insured 
persons to agents, in so far as these premiums relate to Netherlands policies within the restricted 
meaning given above ; 

Furniture and equipment used by Netherlands agents,. if they are the property of the 
enterprise. 

Deductible debts include : 

The mathematical reserves on Netherlands policies (see above) ; 
Payments due to insured persons on these policies ; and 
Any sums due to agents and relating to these policies. 

. The. second ministerial decision providing for the use of the method of fractional apportionment 
m asses~mg to property tax was given in the special case of a company which had a very important 
branch m the Netherlands and under~tood the idea of Netherlands risks in a wider 5ense than 
did the." La~ on life-i~surance enterl?rises " .. Hence, the company had invested quite a large 
proportion of Its assets 111 real estate Situated 111 the Netherlands or in mortgages secured on such 
estate . 

. Under fractional apportionment there is a separate computation of the assets and liabilities 
whtch are to be regarded as Netherlands assets and liabilities. 

Netherlands assets. are obtained by_ applying_ t_o the _total assets of the enterprise the ratio 
between the mathe~ahcal reserves relatmg to pohctes whtch the enterprise regards as Dutch and 
the total ~athema~Ica_l reserves relating to all policies concluded by the enterprise. But if the 
result of thiS operatiOn 1s smaller than the total value of the enterprise's real estate in the Netherla d 
and the mortgages (secured on that estate in the Netherlands), this latter sum is consideredn t~ 
represent the Netherlands assets. · 

Netherlan?s liabilities are calculated, _mut~ti~ mutandis, in the same way : the total liabilities 
of t~e enterpnse are take~ _and to them lS apphed the ratio between the mathematical reserves 
r:la~I?? to Net~erlands poh~1es and total mathematical reserves. The result gives the Netherlands 
!tabihhes, but If the figure 1s below the ~otal mortgage debts on real estate owned b the com an 
m the Netherlands, the latter amount Is taken as the Netherlands li bil"t" y p y 

Th t d r· b"l"t" h · a 1 tes. ese asse s an 1a 1 1 1es avmg been thus determined the difference betw th · th taxable sum. ' een em gives e 
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(d) TRANSPORT ENTERPRISES. 

Maritime and River Transport. 

International shipping- i.e., shipping between two places, one in the.Netherlands and one in 
a foreign country - is not liable to income taxes. 1 But this is not the case with purely internal 
transport. There are no legal provisions nor even administrative rules for the taxation of an 
enterprise which is engaged in both international and internal transport, but it might be said that 
the taxable profits would be obtained by deducting from the receipts derived from internal transport 
a share of total costs which correspond to the ratio between internal transport receipts and the 
receipts from all transport. 

Further, owing to the choice of measures taken to avoid double taxation, even internal shipping 
may sometimes escape liability to income tax. Netherlands maritime and river transport enterprises 
being exempt from income tax in the United States, all citizens of the United States (and all legal 
entities incorporated in that country) would be exempt if they are engaged in internal shipping in the 
Netherlands under the American flag. This special regime is based on the Royal Decree of October 
rst, 1926 (Staatsblad, No. 37), and on the Law of June 14th, 1930 (Staatsblad, No. 244). 

As regards property taxes, the fleet of a foreign enterprise used in international shipping is not 
regarded as constituting property devoted to business activities in the Netherlands. Only the 
enterprise's real estate and fixed plant in the Netherlands will be taxed, after deducting any mortgage 
debts secured on such property. 

Railway Transport. 

No special provisions are required for allocating the profits of railway and tramway enterprises 
whose Netherlands lines do not cross the frontier, and therefore no such provisions exist. On the 
other hand, enterprises whose lines extend on both sides of the frontier are governed by the provisions 
of Article 28 of the Income Tax Law. Briefly, this article prescribes that the ta..xable income of 
such enterprises in the Netherlands shall be determined by deducting from half the gross receipts 
of the Netherlands lines for the previous business year a sum equivalent to 4 per cent of the cost of 
primary installation. _In the case of a section of line, gross receipts are, if necessary, calculated 
on the basis of the ratio between the length of line situated in the Netherlands and the length of the 
whole railway. If the line has been operated for only part of the previous business year, the sum 
to be deducted as interest on cost of primary installation is proportionately reduced. Foreign 
railways whose lines only cross the frontier as far as the first Netherlands station are, subject to 
reciprocity, exempt from income tax. Since international railways and tramways are thus assessed 
for tax empirically, no occasion arises to increase the amounts for which they are assessed on account 
of the rental value of premises which they may possess in connection with the part of the exploitation 
which extends into the Netherlands. These provisions apply, of course, only to income ta..x. 

For purposes of property taxes there are no special provisions for these enterprises. 

Road Transport. 

The Income Tax Law contains no special provisions regarding the allocation of the profits of 
road transport enterprises, and the same is true in regard to the Property Tax Law. For purposes 
of the latter, however, vehicles are regarded as belonging to the country where they are garaged. 

1 Income Tax Law, Article 3· This article also exempts the staff of all means of transport engaged 
in international traffic, if they are resident abroad. 
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Air Transport. 

There are no special provisions for determining the income of aviation enterprises. I~ seems, 
however, that if the problem of their taxation were to arise (that is, if t~ey earned profits), 1t ~~uld 
correspond to the spirit (but not to the letter) of Article 3 to treat them m the same way as mantime 
transport enterprises. 

(e) LIGHT AND GAS COMPANIES, TELEGRAPH AND TELEPHONE COMPANIES AND MINING ENTERPRISES. 

There is no special system for apportioning the profits of any of these enterl?rises. Acco.rdingly, 
unless the taxpayer and the administration agree that the method of fracttona~ apportwnment 
shall be employed, Netherlands profits and capital will be computed either on the basts of the separate 
accounts or by some more or less empirical method. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

I. GENERAL METHODS OF ALLOCATION. 

(a) TAX ON DIVIDENDS AND "TANTIEMES". 

The allocation of profits arises in connection with this tax, for, as we know, that part of the 
taxable distributions of share companies which corresponds to the foreign profits of those companies 
is only liable to tax in respect of one-third of its amount. Articles 27 and 28 of the law on the tax 
on dividends and tantiemes, which lay down the principle of this exemption, prescribe that colonial 
and foreign profits as well as the total profits shall be computed in accordance with Articles J, ro and 
II of the Income Tax Law. But, as these articles do not themselves supply any criterion for 
determining when profits are national and when they are foreign, they must be construed in the 
light of legal doctrine and jurisprudence relating to the " carrying-on of business abroad. " 1 

Among the provisions in these articles, special mention must be made of paragraph I of Article ro, 
under which shares in profits distributed to an enterprise's staff or to third parties (provided, of 
course, these shares do not constitute the remuneration of the enterprise's own capital) are regarded 
as deductible liabilities. Hence, although we are here dealing with the tax on dividends and 
tantiemes, and although percentages and other remuneration paid to the company's staff are in 
principle taxable, the amount of these percentages and this remuneration will have to be deducted 
from the foreign profits as well as the corresponding amount from the total profits. On the other 
hand, as the law on dividends and tantieme,s tax in principle exempts Netherlands dividends received 
by ~he.company liable to this tax from other compani~s, and as the law only taxes foreign dividends 
redrstnbuted by the company to the extent of one-thrrd, all of these dividends must be regarded as 
accruing to the Netherlands part of the enterprise ; as otherwise the result would be to increase 
unduly the two-thirds deduction allowed on distributions of profits which the enterprise has earned 
by its activities in foreign countries or overseas territories. 
. To c~nclude ~is account of the general rules. of apportionment, the allocation of distributions 
m the rat~o o.f foretgn profits t? total pro~ts applies only to taxable distributions - that is, to the 
amo~nt 5iiSt';buted after apply~g exemptions, but before applying the deductions against internal 
and mternabonal double taxation. 2 

1 Sec, mutatis mutandis. what has been said on pages 354 and 355inconnection with th " · fb · 
in the Netherlands··. e carrymg-ono usmess 

1 See pagcs 337 and 338. 
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A special question of some importance concerns the case of an enterprise which does business in 
the Netherlands and in two other countries, when business in one country results in a loss and 
business elsewhere shows a profit. 

The Supreme Court has pronounced on this question(Judgment of June 25th, rgz8,B., No. 4301, 
Vol. XI; page 532) and has decided that the sum entitled to the two-thirds deduction shall be 
determined by calculating the ratio between the business results_in all foreign countries (including 
countries where there were no profits but losses) and the total results of the enterprise's business 
in the Netherlands and in foreign countries (including those where there were no profits but losses). 

Although this jurisprudence seems to us open to serious question, we have no space here to 
enter upon a controversy, which, however, would not be out of place. Let it only be said that it 
would appear to be in conformity with the spirit and letter of the law to ignore in both terms of 
the ratio countries in which the enterprise sustained a loss. 

(b) INCOME TAX. 

The problem of allocation again arises in connection with national enterprises liable to income 
tax, their foreign income being, as we have already said, under certain conditions tax-free. 

The foreign profits of national enterprises liable to income tax on foreign business are allocated 
in principle according to the same rules as those governing foreign enterprises doing business in the 
Netherlands, subject to the fact that the law does not impose upon insurance companies, and railway 
and tramway enterprises regarded as national, the empirical or fractional apportionment methods 
applicable to foreign enterprises. 

If an enterprise's assets include shares in a foreign share company, the dividends from these 
shares are a;;cribed to the country where the enterprise has its real centre of business, normally, to 
the Netherlands; dtrectors' percentages and other remuneration distributed in other companies are 
regarded as earned in the country where the functions to which they correspond were discharged. 

The special question examined in connection with the tax on dividends and tantiemes also arises 
in regard to income tax. It referred, as will be remembered, to the case of an enterprise doing 
business in the Netherlands and in two foreign countries and incurring a loss in one country while 
realising profits in the others. The solution in this case is as follows : 

Losses sustained in one foreign country have no influence on the profits earned in another ; 
that is to say, that in fact the loss incurred in a foreign country will be deducted from the profits 
earned in the Netherlands. For the enterprise will be, on the one hand, taxed on its Netherlands 
profits after deducting the loss incurred abroad and, on the other hand, will be exempt from tax in 
respect of the profit realised in the other foreign country (if, of course, the requisite legal conditions 
are fulfilled in that country). 

Further, if an enterprise has in one year incurred a loss abroad, that loss is not specially deducted 
from its foreign profits in the following year. It might happen that as the result of very heavy 
losses abroad in one year, the taxpayer was liable to no tax at all in the Netherlands, his loss absorbing 
the whole of his other income. This will not prevent his being exempt from tax the following year 
in respect of all the profits he earns abroad. 

(c) PROPERTY TAXES. 

When a national enterprise liable to property ta."'\: does business abroad, the same rules of 
apportionment are applied as in the case of foreign enterprises. Shares owned by the enterprise in 
subsidiary companies must be ascribed to the place where the enterprise has its real centre of 
business- that is, normally, to the Netherlands. 

If the enterprise 'operates in more than two countries, and if in one of them the liabilities exceed 
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he assets, the former are deducted, not from the assets in another country, but from the enterprise's 
assets in the Netherlands. 

II. ALLOCATION OF PROFIT TO REAL CENTRE OF MANAGEMENT WITHIN THE COUNTRY. 

With regard to national enterprises, there are no special provisions aiming at the attribution 
of a part of the profits to branches outside the Netherlands to the real centre of management situated 
in the Kingdom. The rules set forth on pages 366 et seq. apply, mutatis mutandis. 

The tax on dividends and tantiemes being levied, however, on a third of the distributions derived 
from foreign or colonial profits, the result is more or less the same as if a third of the foreign or 
colonial profits is ascribed to the centre of management of the company. 

C. HOLDING COMPANIES. 

The rule stated on page 367 in connection with allocation between parent and subsidiary applies 
also to foreign holding companies that control Netherlands enterprises. 

As regards Netherlands holding companies with foreign subsidiaries, we must refer to what was 
said on pages II, 360 and 361. 
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Annex. 

TABLE OF TARIFFS. 

I. LAND TAX. 

(a) Ordinary tax : 

On buildings 1 : 4.86 per cent of the " cadastral " income. 
On lands 2 : 6 per cent of the " cadastral " income. 

(b) Additional taxes : 

On behalf of the Loan Fund : 20 per cent of the ordinary taX. 3 

On behalf of the province : variable ; maximum so per cent of the ordinary tax. 

377 

On behalf of the commune : variable ; maximum So per cent of the ordinary tax for 
buildings and 20 per cent of the ordinary tax for lands. 

II. TAX ON DIVIDENDS AND PERCENTAGES. 

(a) Ordinary tax 4 : 

5 per cent of the actual amount of the taxable distributions and fees. 

(b) Additional taxes: 

On behalf of the Loan Fund : 33 per cent of the basic tax. 
On behalf of the commune 5 : 48 per cent of the basic tax. 

'Article I of the Law of July 14th, 1907 (Siaalsblad, No. 20J). 
1 Law of Decembex 31st, 1892 (Staalsblad, No. 315). 
1 From January xst, 1933. additional tax is levied only on buildings. 
'Law of january 4th, 1918 ( Slaalsbllld, No. 4, Article xo). 
• Or of the communes in which the enterprise operates. 
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III. INCOME TAX. 1 

(a) Ordinary tax applicable to taxpayers other than legal entities. 

I Rate of tax applicable 
Income -Amount of tax to the slices 1 of income 

I 

(In florins) corresponding to the comprised between the 
first figure of the'' income" two figuresofthe ''income" 

column column 
Between And (In florins) (Per cent) 

0 750 0.00 0.0 

750 1,000 0.00 ,1.2 
1,000 1,150 3-00 1.6 
1,150 1,200 5-40 3-2 
1,200 1,6oo 7.00 2.0 
1,6oo 2,000 15.00 2.4 
2,000 4,000 24.60 2.8 
4,000 7,000 8o.6o 3-2 
7,000 10,000 176.6o 3-7 

ro,ooo 1),000 287.60 4-2 
15,000 20,000 497-60 s.o 
20,000 25,000 747-60 5-8 
25,000 30,000 1,037-60 6.6 
30,000 35,000 1,367.60 7-4 
35,000 40,000 1;737.60 8.3 
40,000 45,000 2,152.60 9·3 
45,000 so,ooo 2,?17.60 10.3 
so,ooo 6o,ooo 3.132.60 11.3 
6o,ooo 70,000 4,262.60 12.3 
70,000 Bs,ooo 5.492.60 13-3 
85,ooo and over 7.487.60 13-5 

1 Law of December 19th, 1914 (Staatsblad, No. 563, Article 37). 
• Up to 1,6oo florins, the slices are of so florins, and above, of 100 florins. AU fractions of a slice are omitted 

in the calculation. 
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(b) Deduction to be made on the net income on account of the taxpayers' dependents in 
accordance with Article 38 of the Income Tax Law of December qth, 1914 (Staatsblad, No. 563). 

Amount of net income 
Amount of the deduction to be made 

on account of each child 
(In flprins) (In florins) 

And 
If the number of children If the number of children 

Between does not exceed four exceeds four 

0 1,400 IOO 125.00 
1,400 r,soo IIO 137-50 
r,soo r,6oo 120 150.00 
r,6oo 1,700 130 !62.50 
1,700 r,8oo 140 175.00 
r,8oo r,goo ISO 187.50 
r,goo 2,000_ r6o 200.00 
2,000 2,300 IJO 212.50 
2,300 2,6oo r8o 225.00 
2,6oo 3,000 rgo 237-50 
3,ooo and over 200 250.00 

(c) Ordinary tax applicable to Dutch foundations and to foreign and colonial legal entities : 

6-40 florins for each roo florins comprised in the taxable amount. 

(d) Additional taxes : 

On behalf of the Loan Fund : 20 per cent of the ordinary tax. 
On behalf of the province 1 : variable with the locality ; ma.xirnum 40 per cent of the 

ordinary ta."'l:. 

1 Payable only by individuals domiciled in the Kingdom. 
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III. INCOME TAX. 1 

(a) Ordinary tax applicable to taxpayers other than legal entities. 

I Rate of tax applicable 
Income ·Amount of tax to the slices • of income 

I 

{In florins) corresponding to the comprised between the 
first figure of the" income" two figuresofthe" income" 

column column 
Between And (In florins) (Per cent) 

0 750 0.00 0.0 

750 1,000 0.00 ,1.2 
1,000 1,150 3.00 1.6 
1,150 1,200 5-40 3-2 
1,200 1,6oo 7.00 2.0 
1,6oo 2,000 15.00 2.4 
2,000 4,000 24.60 2.8 
4,000 7,000 8o.6o 3-2 
7,000 10,000 176.6o 3-7 

ro,ooo 1),000 • 287.60 4·2 
15,000 20,000 497-60 s.o 
20,000 25,000 747.60 s.8 
25,000 30,000 1,037.60 6.6 
30,000 35,000 1,367.60 7·4 
35,000 40,000 1;737.60 8.3 
40,000 45,000 2,152.60 9·3 
45,000 50,000 2,?17.60 10.3 
50,000 6o,ooo 3,132.60 II.3 
6o,ooo 70,000 4,262.60 12.3 
70,000 Ss,ooo 5,492.60 13·3 
Ss,ooo and over 7,487.60 13.5 

/ 

1 Law of December 19th, 1914 (Staatsblad, No. 563, Article 37). 
• Up to I,6oo florins, the slices are of 50 florins, and above, of xoo florins. All fractions of a slice are omitted 

in the calculation. 



NETHERLANDS (ANNEX) 379 

(b) Deduction to be made on the net income on account of the taxpayers' dependents in 
accordance with Article 38 of the Income Tax Law of December 14th, 1914 (Staatsblad, No. 563). 

Amount of net income 
Amount of the deduction to be made 

on account of each child 
(In flprins) (In florins) 

And 
If the number of children If the number of children 

Between does not exceed four exceeds four 

0 1,400 IOO 125.00 
1,400 r,soo IIO 137-50 
1,5oo r,6oo 120 rso.oo 
r,6oo 1,700 130 !62.50 
1,700 r,8oo 140 175-00 
r,8oo r,goo ISO 187-50 
r,goo 2,000, r6o 200.00 
2,000 2,300 170 212.50 
2,300 2,6oo r8o 225.00 
2,6oo 3,000 rgo 237-50 
3,000 and over 200 250.00 

(c) Ordinary tax applicable to Dutch foundations and to foreign and colonial legal entities : 

6-40 florins for each roo florins comprised in the taxable amount. 

(d) Additional taxes : 

On behalf of the Loan Fund: 20 per cent of the ordinary tax. 
On behalf of the province 1 : variable with the locality ; maximum 40 per cent of the 

ordinary tax. 

1 Payable only by individuals domiciled in the Kingdom. 
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IV. TAX FOR THE COMMUNAL FUND. 1 

(a) Ordinary tax applicable to taxpavers other than foreign legal entities . . 
Rate of tax applicable Income Amount of tax to the slices 1 of income (In florins) corresponding to the first comprised between the 

figure of the twofiguresofthe "income" 
income column column 

Between And (In florins) (Per cent) 

0 750 (Sso) 3 0 0 
750 (Sso) 1,500 (1,300) o· 2 

I.soo (I,300) 4,000 IS (g) 3 
4,000 7,000 go 4 

Io,ooo and 'over IO,OOO 210 5 - - 360 6 

(b) Ordinary tax applicable to foreign legal entities: 

Two florins for each Ioo florins included in the taxable amount. 

(c) Additional taxes : 

On behalf pf the commune, ' variable according to the locality ; maxima So and IOO per 
cent of the ordinary tax. · 

(a) Ordinary tax 

Normal rate : 

V. PROPERTY TAX. 6 

I florin for each whole thousand florins of the taxable property. 

Special rate applicable when the taxable property does not exceed 30,000 florins : 

2 florins for each whole I,ooo florins remaining after deduction of IS,ooo florins from 
the taxable property. 

(b) Additional taxes: 

On behalf of the Loan Fund : 55 per cent of the ordinary tax. 
On behalf of the Communal Fund • : so per cent of the ordinary tax. 
On behalf of the province • : variable ; maximum 40 per cent of the ordinary tax. 
On behalf of the commune 7

: variable; maximum so per cent of the ordinary tax. 

'Articles 15 and 17 of the Law of July 15th, 1929 (Staatsblad, No. 388). 
1 Up to 1,6oo florins, the slices are of 50 florins, and above of Ioo florins. All fractions of a slice are omitted 

in the calculation. . 

• The figures in parentheses are those which apply instead of the ordinary figures next to which they stand in 
the case of taxpayers Jiving in the first-class parts of the communes of Amsterdam, Rotterdam and The Hague. 

• Payable only by individuals who have their domicile in a specified commune of the Kingdom. 
1 Article 10 of the Law of September 27th, 1892 (Staatsblad, No. 223). 
• Payable only by individuals domicilied within the Kingdom. , 
' Payable only by individuals having a domicile in a specified commune ot the Kingdom. 
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VI. DEFENCE TAx No. I. 1 

Amount of taxable property Amount of tax 
Rate of tax applicable to 
the slice of the taxable (In thousands of :tlorins) corresponding to the first property• which is included - figures of the between the two figures of 

" taxable property " the " taxable property " 
Between And column column 

(In florins) (Per thousand) 

0 so 0 0.00 
so IOO 0 0.30 

IOO ISO IS o.6o 
ISO 200 4S ' I.OO 
200 300 95 

I 
1.40 

300 400 23S 1.80 
400 soo 4IS 2.20 
soo 750 635 2.60 
750 I,OOO I,28S 3.00 II I,OOO I,2SO 2,035 3-SO 

I,250 I,SOO 2,910 4-00 
I,500 2,000 3,9IO 4-SO 
2,000 3,000 6,I6o s.oo 
3,000 4,000 II,I60 s.so 
4,000 s.ooo I6,66o 6.00 
s.ooo 6,000 22,66o 6.so 
6,000 7,000 29,I6o 7.00 
7,000 8,000 36,I6o 7-SO 

' 8,000 9,ooo 43,66o S.oo 
9,ooo 9.936 SI,66o s.so 
9.936 and over 6%0 of the total property 

1 Article 3 of the Law of March I 6th, 1928 ( Staatsblad, No. 66). 
1 In the calculation, figures are taken to the nearest thousand below, hundreds, tens and units being omitted. 
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PART I. - GENERAL DESCRIPTION OF INCOME-TAX SYSTElVU 

The income-tax is made up of six schedular or". elementary " taxes, objective and proportional, 
to which must be added the " total " tax on the whole income, which is a personal and graduated 
tax (Law for Unification of Direct Contributions and Intr~duction of th~ Tax on Total Income, 
Official Monitor, No. 235, of February 23rd, 1923). The y1eld of these drrect taxes represents a 
little more tllan one-quarter of budget revenue.2 

The schedular taxes are levied upon individuals and legal entities, irrespective of nationality or 
domicile. 

Partnerships (societes en nom collectif and societes en commandite simple) are subject to each 
of fue schedular taxes in the same way as individuals. But, for purposes of the tax on total income, 
the share of each partner (whether distributed or not) is taxed separately in the partner's name. 

Schedular taxes are objective in character but the law has provided for certain exceptions to 
this rule, either on the ground of domicile or of the personal circumstances of the taxpayer. 

I. GRADUATED TAX ON TOTAL INCOME. 

The graduated tax on total income, which is levied upon individuals only, and not on comparues 
and corporations, is payable by all persons habitually resident in Roumania, whatever their 
nationality. A foreigner is " habitually resident " in Roumania if he lives there for more than 
six montlls in all in a calendar year. 

Roumanians domiciled abroad, however, have to pay the Roumanian tax on total income in 
respect of tlle whole of their income. 

Foreigners not residing in Roumania are liable to the tax on total income on account of all 
the income, other than income from securities, they derive from the country. In that case the 
tax on total income consists in a surtax amounting to so per cent of the schedular taxes due on 
the taxable income. But the tax is not increased by additional centimes. 

1 Legislation in force on June 3cth, 1933. 
1 The following is a list of direct taxes showing their relative imFortance : 

r. Tax on agricultural income . . . . . . . 
2. Tax on income from buildings . . . . . . 

Average percentages 1926 to 1930 
15.26 

3· Tax on income from securities. . . . . . 
4· Tax on commercial and industrial income . 
5· Tax on salaries and wages . . . . . . . . . . . . . . . . . . 
6. Tax on income from professions and occupations not subject to other 

taxes ..................•......... 
7. Graduated tax on total income . . . . . . . . . . . . . . . . . . 

8.78 
14.03 
18.99 
23·55 

3-37 
16.02 

IOO,PO 

Direct taxes have steadily. g:Uned. in i_mportance over indirect taxes, their yield increasing between 1926 
and 1930 from 4,900 to 9,078 million lei- u., from 16.3 per cent to 26.1 per cent of the total budget 
Of an average total revenue of 33,439 million lei from 1926 to 1930, direct an" indirect taxes represent 

59 7 
revenuet. 

th bal . ti' f f ta d . . . "> . percen e ance cons1s ng o revenue roms mp an regtstratiOn duties, monop"1ies and other miscellaneous sources: 
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The tax is assessed upon a return which every taxpayer has to make during January of each 
year for each category of income he has enjoyed during the preceding year, except agricultural 
income; the return regarding which has to be made at the beginning of the general census period, 
and income from buildings, the return concerning which is made whenever there is a change in the 
income amounting to at least 25 per cent of the taxable income. 

In addition, there exists a number of provisions, recently amended by the law publish€d in 
the Official Monitor, No. 237 of October 1oth, 1932, authorising the deduction from the amount, 
subject to the tax on total income, of certain expenses which are not allowed in connection with the 
elementary taxes, providing abatements on account of dependents and fixing the taxable minima. 
Further, the law provides for the determination of the taxable income by means of indices-i.e., 
the rental value of the house occupied by the taxpayer, the number of servants, the number of 
automobiles, and, also, for persons deriving an income exceeding 40,000 lei, the amount of their 
personal expenses. 

II. TAX ON AGRICULTURAL INCOME. 

According to Articles 3 to 12 of the Law of February 23rd, 1923, income from agricultural 
landed property in Roumania or property assimilated thereto, such as arable land, pasturage, 
orchards, ponds, market and other gardens, is subject to the agricultural tax. The tax is paid 
annually by the owner, 1 usufructuary or any other beneficiary of the income. 

When such property is worked by farmers, they are subject to the commercial and industrial 
tax, notwithstanding the fact that the owner remains subject to the agricultural tax. 

Forests are subject to this tax only when income derived from them is other than income 
from felling. If they are felled either by the owner or some other person, they are liable to both 
agricultural tax and to commercial tax (Law of February 23rd, 1923, Articles 6 and 30). 

Land leased for mining is only subject to this tax in respect of agricultural income derived 
from above ground, but taxation ceases directly when this income disappears by reason of the 
exploitation of the subsoil. The income of the conceding party is taxed as personal income, 
that of the concessionary as commercial income (Law of February 23rd, 1923, Article 7 and 
Article 23, paragraph 6). 

The taxable income is the gross income as determined by census committees every five years. 
The taxable income is ascertained by taking as a basis the average rental value in the commune 

according to the leases contracted during the four preceding years, the average production value per 
hectare for the same period or the average sale price of 'properties for the same four years. In this 
case, the income is estimated at 5 per cent of the average sale price. The owner is required to furnish 
the committee with a return and all necessary evidence. . 

Taxpayers whose total incomes are below the minimum exempted from the tax on total income 
and whose total agricultural income does not amount to 2,000 lei are granted a 25 per cent reduction. 
The tax may also be reduced by 10 to 20 per cent on account of dependents (Article 68 of the 
Law). 

The tax is reduced by an amount corresponding to the tax levied on interest on any mortgage 
or preferred debts by which the property in question is encumbered. Deduction is also made in 
the event of a total loss of harvest, if not insured (Article 6g). 

Property recently planted with fruit-trees, as also property restored to cultivation after having 
been devastated during the war, is exempted during the five years following its replantation 
with fruit-trees (Article 8). 

1 In virtue of constitutional provisions, only Roumanian nationals may own rural landed property. 
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III. TAX ON INCOME FROM BUILDINGS. 

Under Articles 13 to 21 of the Law of February 23rd, 1923, income derived from houses and 
from properties assimilated thereto, such as waste land, yards, depots and other uncultiyated land 
used commercially or industrially, playgrounds, ferries, bridges, canals, as well as railways and 
their appurtenances are subject to the tax on income from buildings. The owner, usufructuary or 
any other beneficiary of the income pays the tax each year direct to the Treasury. . 

Iucome derived from the hiring of furniture in furnished houses is separately taxed as mcome 
from non-commercial occupations, except when the owner makes a business of hiring of furniture 
or letting houses ; in this case, the income from hiring furniture is taxed as commercial income. 

Buildings belonging to persons domiciled abroad are taxed at a rate increased by roo per cent. 
This applies also to buildings belonging to companies having their head office abroad, if they are 
used for any other purpose than that for which authorisation was granted them to do business in 
Roumania. 

In every c_ase the income is fixed by a census based upon the rental value as shown by the 
leases, if any; otherwise by a direct assessment ...:....i.e., one based upon comparison with similar property 
in the same neighbourhood. As regards waste land, income may be determined on the basis of the 
average sale price, and in this case the rental value is considered to be 5 per cent. 

To obtain the net taxable income, 20 per cent is deducted from the rental value, representing 
costs of administration, insurance, upkeep and depreciation (Article r6 of the Law). 

As regards real estate assimilated to buildings, the rental value is the taxable net income 
(Article 16 of the Law). 

The tax reductions are the same as for agricultural income, except that, instead of deducting 
the tax on interest on debts on the property, 20 per cent of the amount of this tax is first taken off, 
on account of the fact that the rental value has been reduced by 20 per cent before constituting a 
basis for taxation. 

Exemption is granted in respect of public buildings or buildings allocated to some public service . 
and producing no income, to peasants' cottages with three or fewer habitable rooms and to buildings 
necessa~ for farm work (Article 17. of the Law). New buildings of any kind enjoy temporary 
exemption for ~en years from the tune when they are first ready for use, an exemption of 75 per 
cent for the next five years and of so per cent for the succeeding five years (Article 17, as amended 
by the Law of March 1933). 

IV. TAX ON INCOME FROM PERSONAL PROPERTY. 

I. TAXPAYERS. 

. The tax. on incom~ from personal p~operty (Articles 22 to 29 of the Law) is levied upon all 
mcome of this class denved from Roumaman sources and on all income derived from for · 
b 'd · R · b . etgn sources 
c;'~~:;.~ns rest ent m ouman1a or y companies and partnerships having their head office in the 

Sums accruing to the partners in a limited partnership from operations of th • · t' 
b. t t th' t · h · d' 'd e assocta ton are su Jec o IS ax as agamst t e m IVI ual partner and are also subject to the · 1 t 

against the association. commercia ax as 

For the purpose of assimilating them to Roumanian companies foret'gn · · h 
b h · R · 1' bl th' · • compames w1t ranc es m ouman1a ar~ 1a e to . IS tax m r~pect of that part of dividends paid abroad which 
represents profits earned m Rouman1a. No tax IS due however if no diVI'dend h be d' t 'b d 
(A t . 1 d . • • as en IS n ute 

r I.e e 23, . a paragraph 48 •. of InstructiOns by the Central Fiscal Committee br h d · 
O!fic~al Momtor, No. 79, of Apnl nth, 192g). pu Is e m 
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2. TAXABLE INCOME. 

Article 23 of the Law of 1923 on direct taxes gives a list, for purposes of illustration, but which 
does not profess to be exhaustive, of incomes subject to this tax. The list is necessary in order to 
explain the regime and the rate applicable to the different forms of income from personal property. 

The tax is levied upon all income derived from Roumanian securities of any kind and on such 
income from abroad accruing to Roumanian inhabitants. 

Income from the licensing of patents and from the cession of other intangible rights, as well as 
the royalties and interest accruing to the grantors o~ such rights, are subject to the tax on income 
from personal property, whether they are collected in kind or in cash. 

Dividends, even in the form of issues of shares, and distributions of corporate reserves, are also 
taxable. 

The interest on funds deposited in Roumanian banks by foreigners domiciled in another country 
are taxed at a reduced rate. 

Income from invested capital (interest on bonds, mortgage, preferred, unsecured loans, etc.) 
accruing to banks, merchants and industrialists is not subject to the tax on income from personal 
property, being included among the profits of the enterprise and liable, along with other income, 
to the tax on commercial income. 

Exemptions. 

The following classes of income are exempt : 
(1) Interest on small savings not exceeding a capital sum of ro,ooo lei ; 
(2) Interest on mortgage or preferred loans of institutions authorised by law to issue 

secured bonds or mortgage warrants ; 
(3) Interest on annuities and bonds belonging to educational or charitable institutions, if 

deposited with the Deposit Bank (Caisse des depots et consignations); 
(4) Interest and. commissions paid abroad for credits in a foreign currency granted in 

favour of Roumanian commercial or industrial enterprises, up to roper cent, !Jle excess being 
taxed. If these credits are not commercial or industrial, they are entitled to no exemption 
(Article 23, ad paragraph 51, of the Instructions published in Official Monitor, No. 245, of February 
28th, 1925) ; 

(5) Interest on mortgages, the purpose of which is to guarantee credits opened abroad in 
a foreign currency for commercial purposes ; 

(6) Annuities paid by the State to those who have given their property to the 
State for educational or charita::,le purposes. 

3· ASSESSMENT OF TAX. 

The rule is that the tax is directly applied to the gross income \vithout any previous deduction. 
However, an exception is made to this rule in the case of income or royalties derived from the cession 
of patents, copyrights, trade marks and other incorporeal rights, as well as from mining and other 
concessions, when the owner of such rights has invested funds of his own in buildings or plant with 
a view to exploiting the ceded property and when such building and plant depreciate by use. 

When these conditions coexist, it is permissible to deduct from the income an amount 
corresponding to the depreciation of the investments. The concessionary is also entitled to deduct 
annually from the profits derived by him from the exploitation of such property a certain sum 
for amortisation. In both cases, amortisation is reckoned by dividing the capital invested by the 
number of years the concession lasts. 

The annual amount which may be allowed for the amortisation of capital invested by the grantor 
of the concession in plant which does not entirely cease to exist after expiry of the 
contract is determined by the Ta.xation Committee, but may not exceed 5 per cent of the said capital 
(Article 27 of the Law). 
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If, on the other hand, the concessionary is obliged under the _contract to invest in personal. or 
real property which, after the expiry of the concession, w?I remam the property ?f the co~cedmg 
party, such investments will be assessed and added to the mcome from the concessiOn and w1ll thus 
be taxed. 

4· CoLLECTION oF TAx. 

In the case of Roumanian securities the debtors are required to withhold the tax from the 
amount paid. If the income from forei~ securities is_c?llec!ed through a bank~ Rom:nania, t~e 
latter must deduct tax ; otherwise the taxpayer domictled m the country and m receipt of this 
income must declare it, and the tax is paid by him direct. 

V. TAX ON COMMERCIAL AND INDUSTRIAL INCOME. 

I. TAXPAYERS. 

The tax on commercial and industrial income is levied upon the income of all individuals or 
corporations - irrespective of domicile or nationality - who do business constantly and habitually 
through a permanent establishment in Roumania (Articles 30 to 42 of the Law). The law does 
not require that the taxpayer shall be a merchant ( commeryant) within the meaning of the Commercial 
Code. 

In addition to the elementary tax, the law provides for a supplementary graduated tax. 
Share companies, both Roumanian and foreign, are granted special treatment in regard to this 

tax (see No. 3 (b) below). 
Roumanian branches of foreign enterprises, whose head office is in another country and which 

are not registered in Roumania in accordance with the Roumanian Commercial Code, pay this 
surtax at the maximum rate (Decision of the Central Fiscal Committee communicated by Order of 
the Ministry of Finance No. 138667 of May 30th, 1927). 

2. T AXAllLE INCOME. 

The tax is only levied upon net national incomes derived from an association of labour and 
capital, whether movable or immovable. If the acts which give rise to the income are not regular 
and continuous, the taxpayer does not come within this schedule. The following incomes are 
liable to this tax : 

(r) Agricultural income and income assimilated theret1, when accruing to a farmer ; 
(2) Income from forests, mines, ponds, nursery-gardens, etc., exploited either by the 

owner or by some other person ; 
(3) Income from ships and boats ; 
(4) Income from commercial or industrial enterprises belonging to communes, departments 

or the State ; 
(5) Income from commerce and industry ; 
(6) Profits from a transport enterprise; 
(7) Income from State securities, which are exempt under the Law of Issues is liable to 

the .c?mmercial or industrial pr?fits tax (Supreme Court (Cour de Cassation), Section III, 
Dec1s1on No. 834 (b), dated Apnl roili, 1925; ad paragraph 89 of Instructions). 

3· ASSESSMENT OF TAX. 

(a) Computation of Taxable Income and Deductions. 

. Accor~ing to Articles 30 and 39 of the Law of February 23rd, 1923, the tax is calculated on net 
mcome which may be determined in two ways : (a) from the balance-sheet, (b) by presumption. 
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The second method may only be employed when there is no balance-sheet or when the balance
sheet does not tally with the books. 

Even when the books are properly kept, the Assessment Committee may refuse to include 
certain items of expenditure which it thinks excessive or unnecessary and which thereby unjustifiably 
reduce the net income (Bucharest Court of Appeal, Section IV, Decision No. IS of January 28th, 
rg26, and Decision No. 174 of September 2oth, rg28). · 

Net income is found by deducting the liabilities from the assets, that is, it is equal to the difference 
between gross income (assets) and the expenses recognised by the law (liabilities). 

The assets include the following items amongst others : 

I. Merchandise is valued according to the following rules : 

(a) As regards commerce, the basis taken is the purchase price, to which are added 
all costs until the goods are stored. 

If the price at the date of the balance-sheet is lower than the purchase price, the 
former is taken as the basis ; if higher, the purchase price is the basis. 

(b) As regards industry, raw materials are assessed as for commerce; manufactured 
goods are assessed according to the cost price at the date of the balance-sheet, account 
being taken of the cost of the raw material and of production at the time. A rise in the 
value of raw materials and manufactured articles left in store is not taken into account, 
assessment being made according to the actual cost of production or purchase price at the 
time of manufacture or purchase. 

2. Shares and securities. These are assessed at their value at the date when the accounts 
are closed, if their quotation is lower than the figure calculated in the previous balance-sheet, 
or at the value in the previous balance-sheet, if the prices are rising. In the case of Securities 
bought during the year, the price taken is always the price at the date when the accounts are 
closed. 

3· Accounts receivable - that is, all claims and sums due. They are reckoned at their 
face value which can only be reduced in the event of actual loss. 

4· Interest : The interest accruing to banks on their deposits with other banks (which is 
exempt from the tax on income from personal property) is also taken into account. 

s. Income from real property belo~ging to and used by an industrial enterprise and 
incapable of being used for any other purpose is also included, except where new buildings are 
concerned. In this case, the income from such property enjoys the same exemptions as 
property coming within the scope of the tax on buildings. 

Liabilities - that is, deductible expenses - are composed, amongst others, of the following 
items (it should be noted that only the expenses relating to the taxable period are deductible and 
that past losses may not be carried forward) : 

r. The rent for lease of real property used by the enterprise. If property belonging to 
the enterprise has already been taxed separately as buildings, the gross income from it must 
be deducted, so as to avoid double taxation. 

2. The interest on borrowed capital, even when secured by a mortgage and even when it 
is not a fixed sum - for instance, the share of profits distributed to creditors in consideration 
of their loans or advances. 

Interest allowed by the company itself to its own reserve funds <>nd debited in the profit
and-loss or interest account is not included among liabilities and is therefore ta.'l:able. 

3· Wages, emoluments, remuneration, shares in profits, allowances, etc., granted to 
officials, exclusive of any remuneration paid to the owners of, or partners in, enterprises. 
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The labour, production or consumption bonuses of co-operative societies ~re not regarded 
as wages and do not count among liabilities. Directors' fees, which are paid out of profits, 
are also not regarded as wages, and they too do not figure among liabilities. 

4· The cost of raw materials bought or processed during the year. 
S· The depreciation of real property and plant belongin? to the enterp~se : in principle 

this may not exceed 3 per cent per annum of the purchase pnce. However 1t may go .as h1gh 
as s per cent in the case of factories (buildings) and IS per cent in the case of certam fixed 
plant (machinery). . 

In order that depreciation may be allowed, the property or plant must not have been 
taxed in any other schedule. 

The amortisation of capital invested in working concessions (mining concessions or invention 
patents) granted for a limited time is allowed, except in the case of assets forming part of the 
registered capital of a company. The law does not include sinking funds created without any 
precise destination - for example, for " depreciation of assets ". · , 

No allowance is granted for amortisation of investments made during the year. Any 
increase of value in the inventory as compared with the price in the accounts is disregarded. 

6. The rent of plant and equipment which by its nature is not real property. If it belongs 
to the exploiter, an annual amount corresponding to the necessary depreciation may be 
deducted, provided it does not exceed IS per cent of the cost price. However, in exceptional 
cases it may go up to 20 per cent, and for cinematographic films up to 33 per cent. 

7· General overhead, including taxes, except the commercial tax. 
8. Actual losses on bills or accounts receivable held for more than one business year. Tl•ese 

are not regarded as actual losses until entered as such in the profit-and-loss account. 

g. Special reserves for bad debts up to 3 per cent (and exceptionally up to S per cent) 
of the total accounts receivable of the enterprise. 

As regards enterprises other than share companies, only the above deductions are permitted. 
But, in the case of share companies, the following deductions may also be made : 

I. The statutory reserves. These may not exceed IO per cent of profits, if their total is 
less than 25 per cent of the capital, and S per cent if their total docs not exceed so per cent 
of the capital. 

The mathematical reser-Ves of insurance companies are excepted from these restrictions . 
. 2. Income from investments made by the company which are already subject to the tax 

on mcome from personal property or to any o~her tax. 

3· Profits intended for distribution as dividends, whether distributed or not and this 
because such dividends are subject to the tax on income from personal property whi~h is borne 
by their beneficiaries. ' 

(b) Computation of Tax and Abatements. 

. This tax is made up of two separate taxes : an elementary tax and a graduated surtax, which 
1s called " complementary tax ". . 

I. The normal rate .of the elr:me~ttary (~r sch~dular) tax is 10 per cent. This is increased 
by 2 per cen.t for enterpnses ~ngaged m. bankmg, discount or loan operations and reduced by 2 per 
cent for. t~e mcome o~ enterpnses exclus.Iv~ly concerned with industrial or transport business. 

BUildmg enterpnses, and those assimilated to them are also entitled to this reduction. 
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Further, the tax is not levied upon exclusively industrial or mining enterprises during the 
first five years of their existence, unless the profits exceed 8 per cent of the capital plus reserves ; 
if their profits are between 8 and 10 per cent, they enjoy a requction of so per cent of the tax. 

If their activities combine industry and commerce in a normal way and not accidentally, these 
enterprises cease to enjoy these advantages (Article 30, ad paragraph 73 of the Instructions). 
(Decision of the Central Fiscal Committee communicated by Order of the Minister of Finance 
No. 92700, dated April 2nd, 1928.) 

In virtue of the Law of March 18th, 1933, the income subject to the elementary tax may not 
be inferior to a certain minimum. This minimum is determined in a different manner with regard 
to companies and with regard to individuals. The minimum taxable income of companies amounts 
to 2 per cent of their capital plus reserves for industrial companies and to 3 per cent for commercial 
companies, and this income is taxed at the same rate which would be applicable to the actual 
income, taking into account the nature of the enterprise. The tax on this minimum income may 
never be less than Ioo,ooo lei if the company's capital exceeds 6oo million lei, but, while normally 
the complementary tax is assessed, as we shall see later, only on the fraction of the income which 
exceeds a certain percentage of the capital of the enterprise, in this case the total amount of the 
minimum income is taxable. 

With regard to individuals, the minimum taxable income is arrived at by multiplying by 1.5 
or 2.5 the rental value of the commercial or industrial premises, according to the nature of the 
enterprise. The minimum income of enterprises belonging to individuals which are exclusively of 
an industrial nature are valued at 2 per cent of the total amount of the capital invested in the business 
in the form of real or personal property. In no case may the minimum tax be inferior to r8,ooo lei, 
or in excess of 75,000 lei. The provisions relating to the minimum income apply only to taxpayers 
who are annually assessed, but not to petty tradesmen, who are taxed at a fixed rate according to 
the category in which their income is included- which category is determined every three years. 

2. The surtax is assessed as follows, on the same income as is liable to the elementary ta..'C : 

(a) For an individual to be subject to the complementary tax it is necessary, in the event 
of his keeping books and accounts that the annual profits shown in the balance-sheet should 
exceed 75,ooo lei, and that, when he keeps no books, his turnover should exceed I,ooo,ooo lei 
per year. In addition, for both classes of taxpayer it is necessary that the percentage of the 
profits to the capital employed in the enterprise should amount to at least 15 per cent. The 
tax rises according to a progressive tariff from 0.5 to 20 per cent. However, when accounts 
are kept, Io per cent of the profits is deducted before the tax is computed. 

(b) Share companies are liable to the surtax when the percentage of their profits to their 
capital exceeds Io per cent. This difference of treatment is due to the fact that, in the case 
of companies, reserves are deducted from the profits which are subject to the elementary ta..'i:, 
while such deduction is not made where individuals are concerned. Further, the scale of the 
surtax rises from o.s to 25 per cent (Article 42 of the Law), the purpose of this being to restore 
a certain equilibrium in the burden of taxation, as the amount of the global tax which individuals 
are obliged to pay on their total income is materially higher than the ta..x paid by shareholders 
on the dividends which accrue to them. Account should again be taken of the privilege which 
is granted to corporations when they are permitted to deduct the profits allocated to reserves 
in the computation of the elementary tax. · 

The rules applied in computing the income, with a view to determining the percentage of the 
capital which it represents for the purpose of the complementary tax, are different from those applied 
in connection with the elementary tax. While for the latter the following items are deducted from 
the gross income : 

(r) Amount of the profits which are allocated to statutory reserves ; 
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(2) Sums allocated to special reserves for doubtful debts ; . 
(3) Receipts derived from participations in the profits of other compames ; 
(4) Royalties from the concession of patents, trade-marks, etc. ; 
(S) Interest on loans, etc. ; 
(6) Dividends. 

It is only permitted, in order to ascertain the net profits assessable to the complementary 
tax, to deduct from gross profits the sums included under Nos. 4 to 6 a~ove. . . 

The capital used as a basis for the determination of the percentage IS the !egtstered capt tal p~us 
the statutory and special reserves, and the percentage is arrived at by comp~nng the ne! profit w1th 
the capital computed as above. Foreign companies which possess a branch m Rouman1a are taxed 
at the maximum rate (that is, the rate which cnrresponds to the maximum percentag~ of profits to 
capital), except where the capital employed by the Roumanian branch has been defimtely fixed. 

4· CoLLECTION oF TAx. 

The taxpayer makes a return in January and pays the tax quarterly, the payments for the 
first two quarters being based upon the previous year's tax. When the amount of tax is fixed by 
the authorities, compensation is made, if necessary. 

VI. TAX ON SALARIES AND WAGES. 

The tax on salaries and wages is levied upon the remuneration of persons living in Roumania. 
even if it is received for services rendered abroad, and upon that earned in Roumania by persons 
living abroad (Law of February 23rd, 1923, J\rticles 43 to 47). 

The taxable income includes all net income from wages paid by public bodies or 
private employers, emoluments, bonuses, allowances of all kinds, shares in profits (both of directors 
and employees), pensions and annuities, on condition that they are continuous and regular payments. 

To arrive at the net income, all expenses incurred in its acquisition (travelling expenses, etc.) 
should be deducted from the gross income, and, in addition, certain personal deductions may be 
made, as follows : 

(a) An amount of 750 lei per month, as tax-free minimum; _ 
(b) The surplus, over and above twenty days' work in the month, received by manual 

workers employed by the day or hour ; 
( c} Premiums paid to pensions or compensation funds, as well as premiums paid in virtue 

of life or accident insurance policies, up to 10 per cent of the taxpayer's income. 

For that part of the income which, after deduction of the principal items. does not exceed 
4,000 lei per year the tax is reduced by one-half If the taxpayer receives salaries or perquisites 
from more than one source, the deductions and abatements mentioned above are only made on one 
salary. Pensions received by men disabled in the war, by war widows and orphans are tax-free. 
The collection of the tax is effected by withholding at the source, except as regards the salaries 
received from another country, in which case a return should be made. 

VII. TAX ON INCOME FROM PROFESSIONS AND OCCUPATIONS NOT SUBJECT TO 
OTHER TAXES . 

. With regard to pe~sons residing in ~oumania, ~ll income coming within the scope of the tax 
on mcome from profess10ns and occupations not subject to other taxes is subject to this tax even 
if such income is derived from abroad. ' 
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, On the contrary, persons re,siding abroad are subject to this tax only on account of income 
comprised in this schedule which is derived from Roumania (Law of February 23rd, 1923, Articles 
48 to so). 

This tax resembles the tax on salaries and wages, as it is levied on income derived from labour 
without the association of capital, but it differs therefrom in as far as the income on which it is levied 
is,derived from services rendered without continuity, as is the case in the liberal professions. 

The income from non-commercial occupations carried on in an independent manner, as well as 
incomes which have not bee!l subject to one or other of the preceding taxes, are also included 
in this schedule. It should, however, be noted that fixed fees and attendance fees which are 
granted to directors of companies and other persons assimilated to them are considered as 
salaries and are therefore subject to the tax on salaries and wages. 

The net taxable income is arrived at by deducting from the gross income the expenses which are 
strictly necessary for its acquisition. The law determines for each class of taxpayer subject to this 
tax the amount of deductions to which they are entitled on their gross income by reason of such 
expenses ; for instance, as regards the liberal professiOns, the amount which may be deducted for 
professional expenses is one-third of the income. Moreover, in order to alleviate the fiscal burden 
falling on taxpayers entering a liberal profession, the tax is reduced by two-thirds for the first three 
years following their entry into such profession and by one-half for the two years which follow this 
period. 

The tax is reduced in favour of taxpayers engaged in literary, artistic or scientific work 
(Article 48 of the Law). With regard to the liberal professions, a minimum basis of tax;:ttion is 
established by the law. This minimum is computed on the basis of the rental value of the premises 
used for the exercise of such professions or for the residence of the taxpayers, who are classified in 
these categories according to the importance of the community in which they reside, and the basis 
for taxation is obtained by applying to this rental value a coefficient fixed in accordance \Vith the 
category under which the interested party comes. 

The taxpayer must file a return in January of each year and the tax is paid quarterly. Payments 
for the first two quarters are made on the basis of the previous year's tax. When the tax is fixed, 
provision is made for any necessary compensation. 

PROCEDURE AND APPEALS. 

As shown above, the assessment of the tax on agricultural income and on income from buildings 
is made by a census commission, while the assessment of the other schedular taxes and of the 
global tax is made by tax commissions of first instance. As regards taxes on commercial and 
industrial profits, on salaries and wages and on the income from non-commercial occupations or 
professions, a representative of each category of taxpayer is attached to this commission, to which 
he acts in the capacity of adviser. Taxpayers and the fiscal authorities may file an appeal against 
the decisions of these two commissions before the commissions of appeal, which are composed of 
a judge of the local court assisted by a representative of the taxpayers and a tax official. Appeal 
also lies against the decisions of this second jurisdiction, and in such a case the final decision is 
rendered either by the local civil court, if the income in litigation does not amount to 1oo,ooo lei, 
or by the court of appeal if the case relates to income superior to that amount. 
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PART II. - 1vlETHODS OF TAXING FOREIGN 

AND NATIONAL ENTERPRISES. 

A. FOREIGN ENTERPRISES. 

r. DEFINITION AND GENERAL PRINCIPLES. 

Those enterprises are foreign ,\rhich are incorporated and have their .registered office abro~d. 
They are taxable in Roumania if they have a permanent establishment m that country or denve 
income therefrom. · 

The income of a foreign enterprise belonging to an individual or a partnership is taxed in the 
same way as the similar income of a national, except that the tax on total income is replaced by the 
so per cent surtax on income other than income from personal property. 

In the case of companies, no account is taken of the general results of the enterprise's operations, 
and the income taxable in Roumania is the income as shown by the accounts of the Roumanian 
establishment. . 

Foreign share companies having no establisl:lment in Roumania are only taxed if they have a 
depot and sell their goods in the country through an agent or representative; they are then liable 
to the commercial tax (Instructions, ad paragraph I of Article 2, Official Monitor, No. 163, of June 
26th, 1923). Partnerships and individuals doing business in the manner described above are further 
subject to a surtax equal to half the schedular tax, excluding the additional centimes leviable by 
departments and communes (Article 64 of the Law of February 23rd, 1923) ; this surtax takes the 
place of the tax on total income. 

'If the company has a permanent establishment in receipt of an income in Roumania, it is 
liable in respect of that income without regard to the general results of the company's total operations. 

In order to avoid double taxation, share companies may deduct from their income receipts 
already taxed under some schedule, except income assessable to commercial or industrial tax. Such 
income, however, continues to be subject to the surtax on industrial and commercial income. 

Individuals are liable, in addition to the schedular taxes, to the personal tax on total income, 
and it should be borne in mind throughout the following survey that the elementary taxes are 
supplemented by a tax on the whole income. This survey deals exclusively with enterprises having 
an establishment in Roumania. The law makes no provision to cover the case of enterprises which 
have only their seat of management in Roumania and which operate entirely in other countries. 
Nor, in fact, are there any enterprises of this kind, Roumania being a comparatively young country 
which possesses little capital and tends rather to import capital than to export it. 

2. TAXATION OF CERTAINS KINDS OF INCOME. 

(a) Dividends. 

Companies having their head office in Roumania are bound to pay the tax on income from 
personal property on the dividends declared payable, even if they are not actually distributed without 
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regard to the nationality or domicile of the shareholders. When paying the dividends, they withhold 
the amount of the tax which they have paid in advance to the Treasury. 

Roumanian branches which do not distribute dividends, but transfer their profits to the 
head office abroad, are not required to pay the tax on p~rsonal property, except when the foreign 
seat distributes a dividend, in which case the branch in Roumania has to pay the tax on the part 
o( the profits earned in Roumania (Article 23, ad paragraph 48 of Instructions, Official Monitor, 
No. 793, of April IIth, 1929). 

' (b) Inter est. 

In virtue of the real character of the tax on personal property, interest on bonds and secured 
and unsecured loans is taxable when the debtor has his seat in Roumania. The tax is deducted at 
the source. 

In the case of interest being payable to companies, it is not included among the income subject. 
to the elementary tax on commercial and industrial income, but only to the complementary tax 
of the same schedule. · 

Foreign capital lent to a Roumanian enterprise or deposited in a Roumanian bank enjoys 
certain fiscal advantages (see page 389). · 

(c) Directors' Percentages. 

If fees paid to directors· are of a fixed amount and bear no relation to the profits of the company, 
they are subject to the ta.'l: on salaries and wages. If, on the contrary, these fees vary according to 
the profits of the company, they are regarded as income from personal property and are ta.'l:ed as 
such. 

(d) Royalties for Usf. of Patents, Copyrights, Trade-marks, Secret Processes and Formulce and Similar 
Income. 

All royalties for the use or the exploitation of incorporeal property rights (patents, copyrights, 
trade-marks, goodwills, mining and oil concessions, etc.) are subject to the ta.'l: on personal property, 
whether payable in cash or in kind. The taxation of such income follows the same rules as set 
forth in connection with interest under (b). 

(e) Rents from Real Estate, Mining Royalties and Similar Income. 

Rents derived from the lease of real property are assessable to agricultural tax or to the ta.'>: 
on buildings, according to the nature of the property. Exception is made for rents from the buildings 
of companies for the promotion of cheap building, which are assimilated to income from industrial 
enterprises and are taxed at a lower rate. Rent from the lease of industrial plant, business premises 
or mining concessions is assessable to the tax on income from personal property, being regarded as 
an assignment of rights. 

Income from buildings intended and exclusively used for some industry (factories, 
workshops, etc.) is exempt from the tax on buildings, since it is considered to be part of the industrial 
or commercial income of the enterprise. 

If the owners of real estate are domiciled abroad, the tax on agricultural income or buildings is 
doubled, irrespective of the taxpayer's nationality. 

Income from real property belonging to a share company which has already been assessed to 
a schedular tax is not subject, like other income of the company, to the elementary ta.'l: on commercial 
and industrial income. Such income continues, however, to be subject to the commercial surta.x. 

Forests come under a special regime. 
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(f) Gain derived from the Purchase and Sale of Real Estate, Securities and Personal Property. 

r. Profits accruing from real estate transactions are subject to the tax on commercial and 
industrial income, if the company or individual selling or buying habitually deals in real estate. 
On. the contrary, isolated sales are not taxed. -

2. Profits derived by a share company from the sale or purchase ~f securi~ies are. co~sidered 
as part of its general profits and assessable to the tax on commercial a~d mdustnal mcome. 
Individuals who receive such income incidentally are liabl~ to the tax on mcome from personal 
property. If they are permanently engaged in the purchase and sale of securities, the proceeds are 
assessable to the tax on commercial and industrial property. 

3· What has been said in connection wUh the taxation of income derived from transactions in 
securities also applies to profits obtained through the purchase or sale oj other personal property. 

(g) Salaries, Wages, Commissions and Other Remuneration for Services. 
Persons domiciled abroad who work on behalf of others are taxable in Rournania on account of 

the remuneration which they receive for such services, if the work has been accomplished in Rournania 
or if the remuneration has been paid there. \\'hen they are domiciled in the country, they are 
also taxable for all remuneration, whether derived from abroad or from the country. 

(h) Income irom a Trust. 
' Trusts, as :mderstood by Anglo-Saxon law, are unknown in Rournania, and the law contains 

no special provisions as regards income _'derived from such institutions. It is therefore taxed like 
any other commercial or industrial income of the enterprises which receive an income from a trust. 
(i) Income from the Carrying-on of a Business or Industry through: 

I. A Commission Agent or Broker. - In this case, the enterprise is subject to the tax on 
commercial and industrial income if it owns a depot for the merchandise to be sold in Roumania. 
In such event, the tax is collected from the commission agent or the broker. If the enterprise 
has no depot, it is exempt from tax. It should be noted that these agents are separately taxaJ:>le 
on account of their own professional earnings. 

2. A Local Dealer or Distribntor. - What has been said in connection with the above applies 
also here. 

3· A Travelling Salesman, whether or not having Power to conclude a Contract. - In this case, 
the foreign company is not taxable, hut its agents are taxed in their own names in respect of their 
professional Parnings. 

4· A Local Agent with a Power of Attorney.- The principles governing tax liability are the same 
as set forth under I above. 

5· An A gent selling out of a Stock belonging to the Foreign Enterprise. -In this case, the enterprise 
possesses a depot- i.e., a permanent establishment in Roumania- and is therefore taxable as 
under I above. 

6. A Permanent Estabtishment of Any Kind. -Foreign enterprises are always subject to the 
tax on commercial or industrial income when they possess an establishment of such nature in 
Ro,unania. 

B. NATIONAL ENTERPRISES. 

Those enterprises are national which are incorporated in Roumaniain accordance with Roumanian 
Jaw and have their head office in that country. 

Such enterprises are taxable in respect of their entire commercial and industrial income . 
therefore, bo~h as regards income of this k~d derived fro~ abroad and that derived from the country: 
Income not mcluded among these profits IS taxed accordmg to the principles regulatino- the various 
schedular taxes described in Part I. "' 



ROUMANIA (III) 39J 

PART III . .-- METHODS OF ALLOCATING TAXABLE INCOl\IE. . , 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

As already stated, branches and subsidiaries are taxed in their own names, on the basis of 
their own profits quite without regard to the general results obtained by the enterprise from its 
operations as a whole. · 

(a) BooK-KEEPING AND AccouNTING REQUIREMENTS. 

The accountancy is regarded as the first and most important means of establishing the taxable 
net income of merchants who are required to keep books. If- the books are regularly kept, the 
Assessment Committee is bound to take them into consideration as the basi-; of taxation. The 
accounts may only be disregarded in certain cases, of which the following are examples : 

(a) Omission to enter invoices under proper dates (Bucharest Court of Appeal, Section IV, 
Decision No. 39, of March 24th, 1928) ; 

(b) Obvious errors or fictitious entries in the books or balance-sheet (Court of Cassation, 
Section III, Decision No. 2200, of November 19th, 1924) ; 

(c) Non-approval by the general meeting of the balance-sheet and profit-and-loss account 
of share companies (Targul-Muresh Court of Appeal, Decision No. 1938, of March 23rd, 1926) ; 

(d) Discrepancies between entries in the day-book and those in the other books (Bucharest 
Court of Appeal, Section IV, Decision No. 26, of February 24th, 1925) ; 

(e) Incomplete entries in the books and lack of the necessary documentary evidence 
(Bucharest Court of Appeal, Section IV, Decision No. 84, of June 14th, 1928) ; 

(f) Blank pages in the day-book at the end of each month giving rise to presumption of 
fraud (Court of Cassation, Section III, Decision No. 36, of January gth, 1925) ; 

(g) Omission to make daily entries of transactions (Bucharest Court of Appeal, Section IV, 
Decision No. 15, of January 2oth, 1927) or if goods are not entered at the time of their 
delivery (Bucharest Court of Appeal, J?ecision No. so, of May 31st, 1928) : 

(h) Discrepancy between the taxpayer's return and the balance-sheet or profits as sho"'n 
by the accounts (Cluj Court of Appeal, Decision No. 2905, of February 1925, and Court of 
Cassation, Section III, Decision No. 1542, of September 27th, 1924). 

In every case where the Assessment Committee disregards the evidence of the accounts, it 
must be able to give satisfactory reasons for so doing. 
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(b) METHODS OF ALLOCATION. 

r. Method of Separate Accounting. 

The taxable income of branches or subsidiaries of foreign enterprises is as a general 
rule determined separately. The assessment is made, in principle, on the basis of the return filed 
by the taxpayer, which should be supported by various documents (balance-sheet, profit-a~d-lo:s 
account and any documentary evidence the branch can furnish). The Assessment Comm1ttee 1s 
entitled to check the books, if this is deemed necessary. 

As a rule, no enquiry is made into the basis of the prices at which goods have been invoiced by 
the parent enterprise to its branch or subsidiary, but, if the invoiced prices appear out of proportion, 
they may be corrected. In no case may any remuneration, commission or royalty paid by the 
branch to the parent enterprise be deducted from profits of the latter. 

2. Empirical Methods. 

If, for any of the reasons given under (a) above, the account books are disregarded, or if the 
branch keeps no regular accounts, profits are assessed empirically. The following are the bases of 
assessment which may be used: · 

(i) Comparison of Turnover of Branch to that of Similar Enterprises (Article 39, Official 
Monitor, No. 288, of December 25th, 1929).- By" turnover" is meant the total sum realised 
from sales of every kind during the preceding year. 

When the Assessment Committee uses this method, it determines the income presumptively 
by taking as the basis the ratio of profits realised by similar enterprises in relation to their 
turnover. The fixing of this ratio rests entirely with the Committee (Bucharest Court of 
Appeal, Decision of August 7th, 1927. Bulletin of Court of Appeal, No. 9, of 1927). 

(ii) Comparison with Other Taxpayers.- If it is impos~ible to ascertain the turnover, the 
income may be determined on the basis of the income of other taxpayers of the same class 
and standing, regard being had to the rent or rental value of the establi$hment where operations 
are conducted (Article 39, amended by Law of December 23rd, 1929, and by Law of January 
1st, 1932). 

3. Method of Fractional Apportionment. 

Ro~anian law contains no provision for t~e use of this method which is not employed in 
Roumarua. . 

4· Requirements for Selection of Methods and Value of the Various Methods. 

The administration is not legally entitled to choose between the three methods described under . 
(i) and (ii). The authorities are bound to take account of the taxpayer's return and of the documents 
he submits. If accounts are regularly and conscientiously kept, taxation must be based exclusively 
upon the books. . 

.o.nly if the accounts are no_t regular. or if no books are kept at all may recourse be had to the 
empmcal method, and the bas1s employed for assessment may be either that of the turnover 
or that of comparison with ·similar enterprises. 

Furth_er,. rec.ourse to asse~s~e~t by _comparison with other enterprises on exterior signs is 
only perm1ss1ble m cases where 1t 1s unposs1ble to use the turnover as a basis. Thus the law expressly 
fixes the preference to be given to the different methods. 
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The system of schedular taxes has only been in force since 1923. It is therefore impossible, 
in view of its short existence and of the instability of economic conditions, to pass definite judgment 
upon the general results of the law or on a large number of details. 

It is, however, thought that assessment on the basis of accounts is the fairest method and 
furnishes the surest guarantee against fiscal evasion. It has drawbacks, however, for the taxable 
income is determined in a different manner for enterprises which keep accounts and for those that 
do not, which may result in placing an unequal fiscal burden upon two similar enterprises. It 
should, moreover, be added that this method is slow, expensive and complicated and implies a certain 
inquisitorial procedure which may be abused and is in any case felt as a serious nuisance. 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

It has already been explained that, in Roumania, the situation of the seat of the enterprise 
entails no fiscal consequences, the tax being levied at the place where the branch is situated and 
exclusively on the profits earned by it. 

r. Apportionment of Gross Profits of Branch to Real Centre of Management abroad. 

-The Roumanian branch being taxed as if it were an independent enterprise, in no case is any 
fraction of profits apportioned to the centre of management abroad, nor is any account taken of the 
source from which the branch's profits are derived. 

2. Apportionment of Expenses of Real Centre of Afanagement to Branch. 

Interest Charges. 

When an enterprise has a general debt, the interest payable thereon is ascribed solely to the 
real centre of management abroad. Even when the management lends the branch part of its capital, 
the latter cannot deduct the interest from its profits assessable to elementary tax on commercial 
and industrial income, since Article 31, paragraph 2, of the law requires that the creditor shall have 
a separate legal entity from that of the debtor. But, if the branch borrows money direct from a 
creditor other than the company to which it belongs, the interest on the debt may be deducted from 
the branch's profits. 

General Overhead. 

The principle being that the branch is ta.xed as if it were an independent enterprise, general 
overhead expenses of the foreign centre of management are only taken into account within a very 
limited measure to be determbed freely by the Assessment Committee. 

3· Apportionment of Net Profit from Branch to Deficitary Parent and vice versa. 

As a branch established in Roumania is taxed as if it were an independent enterprise, no 
account is taken, for the purpose of taxation, of whether the whole enterprise has realised profits or 
. is working at a loss. All that counts is the result of the operations of the Roumanian branch. 
By reason of the san1e principle, if the branch is working at a loss, it is not ta.xed in Roumania. 

(d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

A subsidiary organised in accordance with Roumanian law is treated as a Roumanian company 
and the Treasury does not consider whether it is financed or controlled by a foreign company. 
li:s .statement and balance-sheet are checked in the manner described above and may, if necessary, 
be corrected. 

II. M 
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II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

Roumanian law does not distinguish between profits .according to their origin (manufacture, 
purchase and sale). Therefore, although the goods may be manufactured or bought abroad, the 
whole profit at the time of sale in Roumania is liable to tax. Similarly, if ¥oods are ~anufactur~d 
in Roumania and sold abroad, the entire profit from manufacture and sale IS taxable m Roumama. 
If, however, the enterprise makes a reasonable distribution of these various profits .in _acc~unts 
which are recognised to be regular, the tendency in practice is to take account of such distnbutwn. 

I. Selling Establishments. 

As regards local establishments selling in national markets, the basis of assessment is, as already 
stated, the declared income as checked by the accounts, without regard to any existing links between 
the local establishment and the parent enterprise, centre of management abroad, etc. Accordingly, 
the tax is levied on the total income of the local establishment, without regard to the fact that the 
enterprise buys or manufactures abroad the goods sold in Roumania. 

In the case of a sales establishment belonging to a foreign enterprise and selling abroad, it is taxed 
on the entire amount of the profits as shown by its accounts, and consequently on the total amount 
of its profits derived from sales made abroad. 

2 and 3. Manufacturing and Processing Establishments. 

If a foreign enterprise owns in Roumania a factory, works or any other establishment 
manufacturing or processing goods which are sold abroad, the tax is only levied on the profits shown 
in the accountancy of the Roumanian establishment. Taxation of the Roumanian establishment, 
therefore, only takes place if profits are shown in its books. 

4· Buying Establishments. 

When a foreign enterprise buys goods in Roumania, through a permanent establishment, with 
a view to manufacturing and/or selling them abroad, it is only taxable if the accounts reveal a profit. 

Purc:Q.ases made by a foreign enterprise in Roumania which are not followed by a correspond
ing sale in the country are not taxable, because the commercial transaction is not complete and 
also because a presumed profit, that is, a profit whose existence is not established, may not be taxed. 

s. Research or Statistical Establishments, Display Rooms, etc. 

If a fo~eign comp~y has an est~blish~en~ in Roumania w~ic~ does not directly engage in any 
profit-ma~g transactions, but contnbutes mdrrectly to the reahsatwn of profits- e. g., a statistical 
bureau, a display room- the foreign company is not taxable, since it engages in no commercial or 
industrial activities in Roumania. This applies also to the Roumanian establishment itself. 

(b) OTHER KINDS OF ENTERPRISE. 

As regards banking and insurance companies and land or water transport enterprises, the 
gener~ rul~s set fo~h above (see page.s 400 and 401) are applied- that is, in principle, the basis of 
allocation IS constituted by the special balance-sheet of the establishment situated in Roumania 
subject to corrections and amendments. ' 
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Railroads belonging to the State, questions of taxation only arise in connection with the 
International Sleeping-Car Company. This company is taxed on the basis of its receipts in 
Roumania. 

No question relating to foreign gas, light and power companies has come before the 
tax authorities. Telephones are exploited under a concession and, under the terms of the agreement 
entered into with the State, the concessionary company is exempt from all tax. 

Mining and oil companies are all Roumanian. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

There are few Roumanian companies which have branches or sub3idiaries abroad, for Roumania 
is too new a country to have been able to make investments abroad. 

I. GENERAL METHODS OF ALLOCATION. 

The same methods of allocation in force for foreign enterprises are applicable to national 
enterprises. 

The profits of branches or subsidiaries abroad are only taxed in Rournania when they are 
added to the profits of the Roumanian enterprise and are amalgamated therewith. There is therefore 
no occasion for special computation or determination as the taxable profits are those ·.vhich are 
ascertainable from the accounts of the enterprise, and income from abroad is taxed in the same way 
and under the same conditions as income derived from Roumania. 

II. ALLOCATION OF PROFIT TO REAL CENTRE OF MANAGEMENT WITHIN THE COUNTRY. 

The question of the allocation of the special ratio of the profits of the branch situated abroad 
to the Roumanian enterprise to which it belongs does not arise. The entire amount of the profits 
of the branch are taxable as soon as they appear in the accounts. 

C. TRUSTS AND HOLDING COMPANIES. 

The law makes no provision for holding companies, which are therefore regarded as ordinary 
companies, and, further, both in the case of a Roumanian holding company having subsidiaries 
abroad and of foreign holding companies having subsidiaries in Roumania, the rules set forth 
above are applied. 

On the other hand, with regard to the taxation of subsidiaries, no account is taken of whether 
or not they are controlled by a holding or trust company, and taxation is carried out exactly in 
the same manner as for any other company. 
, Further, it should be noted that holding companies are, like any other companies, taxed on 
their profits, after deduction of the income derived from the securities of subsidiaries, if 
these securities have already been subject to the tax on income from personal property in 
Roumania. 
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Annex. 

TABLE OF TARIFFS. 

I. TAX ON INCOME FRO:II AGRICULTURAL PROPERTY. 

Income from agricultural property and assimilated thereto, worked by the 
owner ............................... . 

Income from the renting of agricultural property : 

Normal rate . . . . . . . . . . . . . . . 

Rate applicable to the income of properties belonging to orphans or 
of properties rentedto peasants' associations or co-operatives. . . . . . 

Income from forests exploited or leased by their owners . . . 

Income from the felling of forests, except when the forests are legally 
destined therefor . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Income from rural property belonging to persons living abroad 

II. TAX ON INCOME FROM BUILDINGS. 

Normal rate. . . . . . 

Rate applicable in the case of property belonging to persons living abroad. 

Addi
Statc , tional 
tax 1 taxes' 

Percentage 

6 7 

7 7 

6 7 

7 

IS 7 

7 

IO 8 

20 8 

, •. Eveatually including the 10 and 20 per cent surcharges prescribed by the Law of January 1st, 1929 (Official 
I. om lor, No. 1). 

' Levied on behalf of the provinces, communes, chambers of commerce and other public bodies. 
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Ill. TAX ON INCOME FROM SECURITIES. 

Income from movable capital and assets assimilated thereto 

Income from registered shares . . . . . . • • . 

Interest on bank deposits at three months or less . 

Deposits at more than three months. . . . . . . 

Inmme from deposits belonging to foreigners with Roumanian banks • 

Income from mortgage bonds or bonds issued by the " Cheap Housing 
Society" : 

When the rate of interest amounts to 5 per cent . 
When the rate of interest amounts to IO per cent. 

Annuities on eviction indemnities. . . . . • • 

IV. TAX ON INDUSTRIAL AND COMMERCIAL INCOME. 

I. Elementary tax. 2 

Industrial and commercial profits. • . 
Profits exclusively industrial . . . . . 
Profits of banks and credit institutions 

405 

Addi-
State tional 
tax taxes 1 

Percentage 

I6.5o 

I3.2 

II 

5·5 

5 

8.8 
5-5 

5-5 

IO 
8 

I2 

3 

3 

Nil 

Nil 

Nil 

Nil 
Nil 

Nil 

6 
6 
6 

1 Levied on behalf of the provinces, communes, chambers of commerce and other public bodies. 
1 New enterprises are exempt from tax during their first five years if their yield does not exceed 8 per 

cent of their capital, and they are entitled to a reduction by half of the tax if their yield, although it is over 8 per 
cent, does not exceed 10 p~r cent. 
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2. Complementary Tax. 

Rate of the yield of the Rate of tax applicable to the total 
taxed enterprise (percentage in taxable profits 
relation to the assets employed 

in the busines&) 

In the case of In the case 

Between And share companies 1 of individuals 1 

IO 12 o.so -
12 13 0.7s -
13 14 I -
14 IS r.so -
IS r6 2. :>.so 
I6 I8 2.so I 

18 20 3 r.so 
20 22 4 2 
22 2S s 2.so 
2S 30 6 3 
30 3S 7 3-SO 
3S 40 8 4 
40 4S g 4-SO 
4S so 10 s 

. so 6o II 6/ 
6o 70 12 7 
70 8o 13 8 
8o go I I4 g 
go 100 IS IO 

I roo 120 I6 II 
120 r6o 17 12 
r6o 200 !8 13 
200 2SO rg 14 
2SO 300 20 IS 
300 3SO 21 I6 
3SO 400 22 17 
400 4SO 23 I8 
4SO soo 24 rg 

Over soo 2S 20 J 

1 Complementary tax is reduced by 25 per cent in the case of share companies which grant to their staff, 
either in virtue of their statutes or of the law, a share in the net profits of at least 25 per cent. 

• Complementary tax applies to enterprises not belonging to share companies only if the profits exceed 15 per 
cent of the assets employed in the business. 
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V. TAX ON SALARIES AND WAGES. 

Amount of the taxable remuner~tion 

Salaries not exceeding 4,000 lei per month. 
Salaries exceeding 4,000 lei per month 

VI. TAX ON INCOME FROM PROFESSIONS 

AND OCCUPATIONS NOT SUBJECT TO OTHER TAXES. 

Income from liberal professions. . . . . • - . . . 
Income from other professions . . . . . . - . . . 
Income from literary, artistic, scientific, etc., works. 

VII. GRADUATED TAx oN ToTAL INCOME. 2 

State 
tax 

Addi
tional 
taxes • 

Percentage 

4 Nil 
8 Nil 

8 
6 
s 

4 
4 
4 

~=······=· Tax applicable to the portion of Ta.-.: corresponding to the first figure income included between the two 

I Between I And 
of the " income "' column figures of the " income •• column 

For each whole 
(ooo's omitted) 1ooo's om:tted) Percentage (In leij (In lei) :-.mount of (In leL 

IO 20 I 200 IS I,OOO 

I 
20 30 1.166 3S0 IS 1,000 
30 40 I.2S sco IS I,OOO 
40 6o r.6o ~60 23 1,000 
6o 8o 2 r,6oo 64 2,000 
8o roo 2.so 2,SOO 90 2,000 

roo ISO 3-25 4.875 237.SO 5,0:0 
ISO 200 4 S,ooo 312,50 5,000 

! 200 300 6.25 r3,6oo 530 s,ooo 
300 400 7.60 30,400 590 5,000 
400 500 9 4S,OOO 740 5,000 
soo 6oo ro.5o 63,000 IY~O 5,000 
6oo 700 12 84,000 r,o5o s.ooo 

I 700 Boo 13 104,COO 2,o:o 10,000 
Boo I,OOO 14-40 144,000 2,0')0 10,000 

I,OOO r,soo r6.8o 252,000 4.320 20,000 
r,soo 2,000 r8.oo 360,000 4.320 20,000 
2,000 3,000 rg.zo 576,ooo ro,6oo 50,000 
3,000 4,000 20.40 8r6,ooo 12,000 50,000 
4,000 6,000 2!.60 r,2g6,ooo 12,000 50,000 

I 
6,000 8,000 22.80 1,824,000 13,200 50,000 
8,000 10,000 24 2-440,000 14.{00 50,000 

Over ro,ooo,ooo, 36 per cent of the amount in excess of ro,ooo,ooo lei. 

I 

I 

I 

1 Levied on behalf of the provinces, communes, chambers of commerce and other public bodies. 
' The non-taxable and deductible minimum is 9,000 lei. The tax is incre:-.sed i>y 5 per cent in the case <'f 

bachelors and childless widowers between 30 and 55 years of age. · 
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SWITZERLAND {I) 

INTRODUCTION. 

1. The Swiss Confederation is a federative State consisting of twenty-two cantons, three of 
which are divided into half-cantons. The latter being sovereign to the same extent as the undivided 
cantons, there are thus twenty-five States, but their sovereignty is subject to restrictions in favour 
of the Federal State. 

2. In Switzerland, fiscal sovereignty rests with the Confederation and with the twenty
five cantons and half-cantons. Each of the latter has its own fiscal laws, but its fiscal sovereignty 
is subject to certain restrictions expressly provided for by federal law. The most important 
restrictive clause in the Federal Constitution is that contained in paragraph 2 of Article 46, which 
establishes the principle of the inadmissibility of double taxation as between cantons. This article 
in the Constitution does not apply internationally nor as between communes (duplication of taxes 
by several communes in the same canton). From the international point of view, however, the 
Federal Tribunal has decided that real property situated abroad is not subject to cantonal or 
communal taxes on property or income, unless the State where the property is situated levies a 
similar tax 1. 

3· As regards taxes on individuals (property-tax and income-tax), the Confederation has only 
exercised its fiscal sovereignty in exceptional cases. In order to meet the fiscal consequences of 
the world war, it was decided to levy the first war-tax (1915 and 1917), the ta..x on war profits 
(1915-I920) and the new extraordinary war-tax (1921-1932). Of these three taxes, only the last 
is now in force, and that expires at the end of 1932. Thenceforth, the taxation of property and 
income will be reserved, as before the war, exclusively to the cantons, the stamp duty on coupons, 
which is imposed on the yield of certain forms of capital, not being in the nature oi income-tax. It 
does not therefore seem necessary in the present report to explain the new extraordinary war-ta..x. 
Its structure, moreover, does not differ in essentials from the systems in force in most of the cantons. 

4· In the cantons, taxes are levied not only by the State, but by the public corporations. 
These public corporations are the communes and, in some cantons, the districts {Schwyz, Inner 
Appenzell). While French Switzerland knows only one kind of commune- the political (except 
in the canton of Fribourg, where the parish plays a part) - the rest of Switzerland has a large 
variety of communes created for special purposes, such as public education; welfare, worship, etc. 
These communes have the right to impose taxes, and are, as a rule, obliged to do so in order to 
perform their allotted functions. In some cantons, the ta..xpayer, in addition to State ta..xes, pays 
property- and income-tax to six different public bodies. 

1 Collected judgments of the Federal Tribuna!, 1918. Volume T, page r8; I9ZO, Volume I, page 417. 
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The constitutions of the cantons grant these communes a measure of autonomy, which is 
determined, as a rule, by cantonal legislation. This same legislation generally fixes the principles 
of communal taxation. As regards property- and income-taxes, these principles are as nearly as 
possible the same as those underlying cantonal taxation ; the assessment of the cantonal tax is 
normally the basis of the communal tax. In some cantons, communal taxes are imposed as 
additions (centimes additionnels) to cantonal taxes ; in others, the commune fixes the rate to be 
applied to the assessment as laid down by the canton for individuals and companies liable to 
taxation in the commune. The additional tax (centimes additionnels) and the tax rate fulfil the 
same purpose, and the amount of both is determined by the competent authorities of the 
communes according to the latter's fiscal needs. 

5· The function of the income-tax in countries where it is not supplemented by a property-tax 
is discharged in Switzerland by these two concurrent taxes. In many cantons, the property-tax 
is more important than the income-tax. It is the principal tax ; while the tax on income, which 
is only imposed on the product of labour, is in the nature of a supplementary tax. In other cantons, 
the income-tax is the main tax, and the property-tax serves as .an additional charge intended to 
weigh more heavily upon unearned than upon earned income. 

The co-existence of these two taxes will necessitate a description, not only of the income-tax, 
but of the property-tax. 
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PART I. - GENERAL DESCRIPTION 

OF THE PROPERTY-TAX AND INCOME-TAX SYSTEM.' 

1. RELATIVE IMPORTANCE OF INCOME-TAX Ai~D PROPERTY-TAX 
IN THE SWISS FISCAL SYSTEM AND COMPARISON OF THEIR YIELD. 

(a) The_ following are the chief resources of the public corporations : 
Confederation. - Taxes; yield of assets (landed property and capital) ; yield of public 

enterprises (posts, telegraphs, telephones, mint, etc.) ; fees ; product of sales ; reimburse
ments, etc. 

Cantons. -Taxes ; yield of assets ; revenue from landed property, capital, State banks 
and industrial enterprises ; yield from monopolies (salt, shooting, hunting, fisheries, mines) ; 
fees ; product of sales ; grants by the Confederation and share of Federal taxes ; repayments 
and contributions by third parties, etc. 

Communes.- Taxes; yield of assets; revenue from landed property, capital-and industrial 
enterprises (gas, electricity and waterworks, tramways) ; fees ; product of sales ; grants by the 
Confederation and the canton and share of cantonal taxes ; repayments and contributions by 
third parties, etc. 

(b) The tax contribution towards the budgets is shown by the following figures : 

Confederation. - In 1928, out of receipts totalling 412 million Swiss francs, 343 million, 
or 83.2 per cent, were furnished by taxes. 2 -

Cantons. - Out of gross revenue of 580.7 million francs in 1926, taxation produced 
262 million, or 45.1 per cent. 

Communes. - There are no available figures to show the contribution of taxes towards 
the communal budgets, but it may be taken as not less than the cantonal figure. 

(c) The following are the principal taxes at present in force : 
Confederation. - Customs duties, stamp duties, new extraordinary war-tax. 
Cantons. - Taxes on income and property, taxes on gifts and inheritances, duties on the 

transfer of immovable property and the registration of mortgages, cantonal stamp duties, 
licence fees for public-houses and the sale of alcoholic beverages, licences for hawking and 
trading, taxes on water-power, tax on motor-cars, bicycles and carriages, dog-ta.x. 

1 Legislation in force on June 1st, 1933. 
2 See Statistiques de Ia Suisse, Volume 5, published by the Federal Statistical Bureau, containing statistics of 

Confederation finances in 1913 and from 1920 to 1928 (page 16, columns 2 and 4). In column 2, under Department 
of Posts and Railways, the figure 231,940,ooo francs, representing gross receipts, should be replaced by 
10,07-f,OOO frwcs, representing net yield. 
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Communes. - Taxes on income and property ; gift and mheritance duties (in s~me cantons 
only), transfer duties, taxes on unearned increment on real estate value, entertamment-tax, 
dog-tax. 

The taxes on property and income provide the cant?ns with more ~han 75 p~r cen( and the 
communes with more than 95 per cent, of the total receipts from taxatwn, as will be seen from 
the following table. 

(d) Revenue from taxation in 1928 1 : 

(In millions of Swiss francs.) 

Confederation Cantons Communes Total 

Yield from all taxes. 359·6 275·8 247·6 883.0 
Taxes on property and income : 

208.4 462.3 Actual figures. . rg.g 234·0 
Percentage of to tel 

yield 5-53 75·56 94-SI 52-35 

(e) In 1928, the burden of taxation in Switzerland per head of the population wa~ 227.58 francs. 
Of this amotmt, ng.r4 francs was obtained from taxes on income and property. 

' 
2. STRUCTURE OF THE TAX. 

(a) HISTORICAL SURVEY. 

Property-tax was levied in Switzerland, as a special measure, in the Middle Ages. · It -
practically disappeared in the course of the seventeenth and eighteenth centuries, but was revived 
after the establishment of the Swiss Republic in 1798. Together with other direct taxes, it was 
intended to replace revenue which had hitherto been obtained from the vanishing feudal dues. 
The system finally adopted by the Swiss Republic included the land tax, the tax on buildings, 
licence-fees for trade and industry, a stamp duty on bonds and the tax on salaries. Under the 
Act of Mediation, which succeeded the Swiss Republic in 1803 and which restored the cantons 
abolished by the latter, direct taxes were, as far as possible, abandoned in favour of the old feudal 
dues, and this policy was maintained during the Restoration period between r8rs and 1830, which 
preceded the Regeneration period. At this time, the property-tax, for historical and economic 
reasons, figured very prominently. In the first place, it had already proved its worth. Again, 
Switzerland was at that time a mainly agricultural country, and the incidence of a tax on fortunes 
fell upon almost the whole population. Income-tax, however, was not long in following though 
its function was, as in many cantons it still is, supplementary. As G. Schanz said in his book Die 
Steuern der Schweiz (Volume I, page 53), it was an article of faith in Switzerland to take property 
as the basis for the assessment of direct taxation. By" property" was to be understood, generally, 
the whole of a taxpayer's real and personal property, including intangible assets, after deducting 
liabilities (see Georg ScHA:\z,Volume I, pages I etseq. of Die Steuern der Schweiz. r8go: ]. G. Cotta'sche 
Buchhandlung, Nachfolger, Stuttgart). 

As already mentioned in the introduction, Switzerland has twenty-five cantons, each with its 
separate laws. In many of these cantons, the communal system of taxation differs in some respects 
from the cantonal system. It would take too long to outline the fiscal structure of each canton 

1 Statisti~u~s de !a Suisse, published by the Federal Statistical Bureau, Volume 9, a study published by the 
Federal AdiD!rustration of Taxes on the fiscal revenue of the Confederation, cantons and communes in 1926 and 
1927 ; price I franc so centimes. • 
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and then to add the special features of communal taxation. Nor would such a description be of 
any great interest in the case of the many cantons wJJ,ich have no clos~ economic relatio~s with 
foreign countries. For our purpose, it is enough to group the cantons m classes and to gwe the 
essential particulars for each class, adding details in the case of certain cantons important by 
reason of their economic relations with foreign countries. · 

Generally speaking, the taxes levied by cantons and communes on property and income are 
personal taxes- i.e., taxes adapted to the economic position of the taxpayer. 

(b) CANTONAL TAXES. 

( aa) Starting with the subject-matter of taxation, the fiscal systems in force in the cantons 
may be classified in six groups 

First Group. - General tax on income (total income) and complementary general tax on 
property (total net property). Both are graduated. This system obtains in the following 
cantons : Zurich, Lucerne, Uri, Solothurn, Basle-Urban, Basle-Rural and Geneva. 

Second Group. - General tax on property (total net property) and tax on that part of 
income consisting of the product of labour, of income on property in excess of 4 per cent or 
5 per cent of the fortune, and of annuities and pensions. Both taxes are graduated. Cantons : 
Upper Unterwald, Schaffhausen, St. Gall and Thurgau. 

Third Group. - General tax on property (total net property) and tax on product of 
labour, annuities and pensions. Both are graduated. Cantons: Lower Unterwald, Glarus, Zug, 
Outer Appenzell, Inner Appenzell, Grisons, Aargau, Ticino, Vaud and Neuchatel. 

(Note.- In the canton of Grisons, the product of agricultural labour is exempt. In the 
canton of Zug, the tax on the product of labour is replaced by a cantonal licence-fee payable 
by persons operating a commercial enterprise, this fee being fixed according to the fiscal 
capacity of the taxpayer.) 

Fourth Group. - Specia! tax on property (real property and securities, such as shares, 
bonds, loans and deposits) and tax on product of labour, annuities and pensions. Both ta.xes 
are graduated. Canton_s : Fribourg and Valais. · 

Fifth Group. - Special tax on property (real property, interest-bearing loans secured on 
immovable property situated in the canton), special ta.x on product of labour (excluding 
agricultural labour) (first-class' income) and special tax on income from capital (except capital 
secured on real property situated in th~ canton), gains from speculation and capital profits 
(second-class income). The taxes are graduated. Canton :Berne. 

Sixth Group.- General tax on property (total net property) and special ta.x on annuities 
and pensions, neither tax being graduated. Canton : Schwyz. 

(bb} The cantons of Zurich, Lucerne, Fribourg, Basle (Urban and Rural), Schaffhausen, 
St. Gall, Ticino, Vaud, Valais and Geneva have established a special fiscal system for companies 
and co-operative societies. The working capital and reserves (revealed and hidden) are liable to 
a tax on capital, and net profits to a tax on profits. The former tax replaces the property-tax 
payable by other classes of taxpayer and the profits-tax takes the place of income-ta.x. The cantons 
J)f Fribourg, Basle-Urban, Basle-Rural, Valais and Geneva further ta.x capital that is not paid up. 

The tax on capital is proportional, except in the cantons of Basle-Rural and St. Gall. The 
tax on profits is graduated, the rates being fixed in the ratio of net profits to working capital, with 
a maximum limit. 

u. ';!'; 



SWITZERLAND {I) 

The great majority of cantons grant fiscal facilities to hold~g companies (societes de part!ci
pation). Seven cantons levy part only of the tax payable accordmg to the law; twelve tax cap1tal 
at reduced rates and eleven exempt profits. Details are given in the Table of Tariffs annexed to 
the present study. 

The term societe de participation (holding company) includes any share company (societe 
anonyme), limited partnerships by shares (societe en c~mmandite p~r a~tions), o~ co-op~rati~e 
association (societe cooperative), whose assets are excl~slVely or. ~a~ly mvested m. ho~dmgs m 
other companies of the same legal nature. These holdmgs (part~c~pat~ons) may cons1st m shares 
or bonds. 

Some cantons grant fiscal facilities to societes de domicile {companies of domicile). A societe 
de domicile is a share company or a co-operative association which has only its domicile in a canton 
and does not carry on there any industrial or commercial activity. In those cantons, holding 
companies enjoy fiscal privileges granted to companies of domicile. 

(c~) The cantons, whether they have a special system for taxing share companies and co
operative societies or not, not only tax the capital and profits of these companies and societies, but 
at the same time tax the shareholders and members on the value of their shares or beneficiary 
interests and, according to the system (Class I above), also tax the yield of these securities. In 
fiscal law, the possession of shares in a share company or a beneficiary interest in a co-operative 
society is considered as an investment of capital and not as participation in a company. The owner 
of such shares or interests is liable to tax ·on them just as he is liable on bonds or deposits. In 
law, this duplication of tax does not constitute double taxation, arid Jhe Federal Tribunal has 
always held that Article 46, paragraph 2, of the Federal Constitution prohibiting double taxation 
as between cantons is not applicable to this duplication. A few cantons, however, avoid recourse 
to it and exempt their taxpayers from payment of cantonal taxes on shares in companies and 
associations subject to taxation in the canton. These cantons are Schwyz, Upper and Lower 
Unterwald, Solothurn, Inner Appenzell, Grisons, Thurgau, Ticino and Neuchatel. · The exemption 
applies to the tax on property. Solothum, the only one of these cantons that taxes income from 
securities of this class, extends the exemption to such income. 

(dd) Duplication of taxes occurs in another form in the cantons of the first group and to 
some extent. in those of the second. A taxpayer possessing a certain property is taxed on the net 
value of that property as well as, in the form of income-tax, on the income from it. As mentioned 
under paragraph 5 of the Introduction, the tax on property is intended in these cantons to illustrate 
the principle that unearned income can support a heavier fiscal burden than earned income. 

A similar duplication, though not due to the same cause, affects share companies and co
operative societies in the cantons that impose special taxes on these classes of taxpayer. The 
capital of the company or co-operative is taxed, as well as the profits. 
. Th~re is no such duplication in the ca~tons of groups III. and IV. The yield from property 
1s t_axed under the property-tax alone a~d 1s not as~essable to mcome-tax. The Swiss principle to 
~h1ch _reference ~as already been ~ade 1s observed m these. cantons by a suitable rate of taxation, 
mvolvmg a heav1er charge on the y1eld of the property than 1t would bear if it were liable to income
tax at the rate corresponding to that yield. 

, ~en a !axpayer's income ?s the r~ult of_ co-operat~on between labour and capital, as is the 
case w~th ~gncultural,_ commerc1al_ and mdustnal enterpnses, the cantons in groups II to v avoid 
a duphcat~on of t~xabon ~y,allowmg th~ taxp~yer t? deduct from his income the presumed yield 
of the cap1tal which he himself has put mto his busmess. This yield is calculated at rates fixed 
by law <;nd vary from 4 t? 6 per cent. This deduction is granted : {r) to all taxpayers, including 
compan1es and co-operatives, by the cantons of ~erne, Upper and Lower Unterwald, Glarus, 
Schaffhausen, Inner and Outer Appenzell, St. Gall, Gnsons, Aargau Thurgau Ticino and N h' t'l . 
{)tallt t · d . • • eucae, 
2 o axpayers, excep companies an co-operatives, by the cantons of Vaud and Valais. 
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(ee) Except Schwyz, all the cantons impose graduated taxes. The graduations are separate 
for the two kinds of tax (tax on property and income-tax) and are adapted to the object of taxation. 
Only the cantons of Berne, Upper Unterwald, Solothurn and Aargau have a single graduation, the 
scale of which is based on the combined total of the tax on property and the income-tax. 

(c) COMMUNAL TAXES. 

In most of the cantons, the structure of the communal taxes on property and on income 
coincides with that of the cantonal taxes. In the cantons of Solothurn and Grisons, however, 
communes have the right to regulate their taxes on property and in:ome differently from the 
cantonal taxes. In the canton of Glarus, communes may tax property but not income, and in 
Valais the communes levy an industrial duty (taxe industrielle) in the place of a tax on income 
(product of labour). 

In the following cantons the communal taxes on property and on income are graduated 
differently from the corresponding cantonal taxes. Graduation is forbidden to the communes in 
the cantons of Uri, Basle-Rural, Valais, Zug (only for tax on property), St. Gall (only for tax on 
property) and Schaffhausen (parishes and larger communes). The communes in the cantons of 
Fribourg, Vaud and Neuchatel are allowed to impose either proportional taxes or graduated taxes. 
In the cantons of St. Gall (for income-tax only), Ticino and Schaffhausen, the communal scale of_ 
graduation differs from the cantonal scale. 

The communes in the cantons of Zurich, Fribourg, Inner Appenzell, Grisons and Vaud are 
authorised to levy a special ta_x on real property ; communes in the cantons of Vaud and Geneva 
may impose an industrial duty on enterprises operated within their territory. 

In the following cantons the communes are required to accord to companies and co-operatives 
different treatment from that granted by the canton. In the canton of Glarus communes are not 
allowed to tax profits. In the cantons of Glarus, Zug (for property) and Ticino the taxes are not 
graduated but only proportional. Many communes in the cantons of Grisons, Solothurn and Vaud 
have rules which differ widely from the cantonal regulations. 

(d) DEFINITIONS. 

The terms " property", " capital ", " income ", " product of labour", " profits " and other 
expressions used in cantonal or communal legislation as a general description of taxable objects 
are not defined in the fiscal laws. 

By " property " are meant all the obje~ts and rights at the disposal of a person within the 
meaning of private law 1, unless the law, when enumerating the objects of taxation, defines it 
otherwise. When (b) (aa) above speaks of a general ta_x on property (for groups I, II, III, and VI), 
this does not mean that the whole property is in every case actually the object of the ta.x. The 
law often limits the taxable objects and provides exceptions, having regard either to the ta.xpayer's 
economic position or to the purpose of articles (household furniture) ; finally, deduction of debts 
is allowed, except in particular cases. 

As regards" income", many cantons employ this term to indicate the nature of the ta.x, even 
if only a part of the income - e.g., the product of labour - is assessable to tax. In order to 
ascertain the real nature of the tax, the law must in every case be consulted. In the cantons of 
groups I and II specified above (No.2 (b) (aa)), the term" income" includes earned and unearned 
income, from which, to get the real income, must be deducted the necessary e..xpenses, 

1 BLUMENSTEIN, Schweizerisches Sleuerrecht, Volume I, page 172. 
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The product of labour is the earned income, and it includes in_come derived fro~ labour alone 
and income due to the combination of labour and capital (enterpnses) ; the expenditure necessary 
to obtain the product of labour is deducted. . . " . , 

In relation to companies (societes anonymes) and co-operatives, t~e ex~resswn capital 
means the capital invested in the company ; this includes statutory capital paid up and _revealed 
and hidden reserves. -

The " profits " of these companies must be understood to mean thei~ net profi~s _Plus 
appropriations of the company which the law regards as profits - e.g., excessive depreciatwns, 
bonuses to shareholders as a charge on operations, taxes (in several cantons), etc. 

See, for example, among cantonal laws : 

Property. - Paragraph 16 1, Zurich ; Article 4 2, Berne ; Paragraph 20 a, Basle-Urban ; 
Article 35 4, Geneva. 

Income. - Paragraph 8 5, Zurich ; Article 19 2, Berne ; Paragraph 17 a, Basle-Urban 
Article r6 4, Geneva. 

Capital. - Paragraph 31 1, Zurich ; Paragraph 3 •, Geneva ; Article 68 4
, Geneva. 

Profits. - Paragraph 30 1, Zurich ; Paragraph 4 6, Basle-Urban ; Article 66 4
, Geneva.-

3· TAXPAYERS. 

{a) INDIVIDUALS. 

The obligation to pay cantonal or communal tax (assessability to tax) does not depend upon 
nationality. An individual is liable if he has his domicile in the canton or, in the absence of domicile, 
possesses or has the enjoyment of real property, or carries on a business, there. Some cantons 
claim taxes from persons who make a lengthy stay in their territory 7• Two or three cantons subject 
to taxation persons who work in the canton without being domiciled or resident there ; others 
levy upon persons who, though absent from the country, possess an estate there which is 
administered by the competent cantonal authorities. These cases do not concern industrial and 
commercial enterprises belonging to individuals and there is therefore no need to ,discuss them 
further. 

Individuals are required to pay taxes to the parish, but only to a parish representing their 
own creed. 

In civil law, a person is domiciled at the place where he is living with the intention of settling 
there. This conception of domicile underlies the jurisprudence of the Federal Tribunal in all cases 
of inter-cantonal double taxation. Internationally and as between communes, this jurisprudence is 
not applied ; fiscal domicile is in the place indicated by cantonal or communal legislation. If..the 

1 Gesete betr. die direkten Steuern vom 25. November 1917. 
1 Gesetz uber die direkten Staats- und Gemeindesteuern vom 7· Ju!i 1918. 
' Gesetz betr. die direkten Steuern vom 6. April 1922. 
' Law on Public Contributions, dated March 24th, 1923, as amended by the Law of December 24th 1924. 
' Gesetz vom 15. Oktober 1928, uber die A btinderung der Steuergesetze vom 25. November I9IJ und 

vom 19. Februar 1922. · · 
' Gesetz betr. die Besteuerung der anonymen Erwerbsgesellschaften, dated June 23rd, 1921. 
7 Basle-Rural, paragraph 8_. No. I (a) and (b), c::esetz ube~ die Staatssteuer u. die Handtinderungsgebuhr, dated 

August 2.oth, 1928 ; _Berne, Article 17, No. 2, Gesete uber d•e d•rekten Staats- und Gemeindesteuern, dated July 7th, 
1918; Fnbourg, Arbcl~ 2 (a), Law of May 7th, 192?, on cantonal taxes; Valais, Article 12 of the decree of January 
15th, .1921; Vaud, ;\rticle 2 (a), Law on the taxation of property and the product of labour, dated January 24th, 
1923 , Geneva, Article 2 (2) of the Law of March 24th, 1923, on public contributions. 
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law uses the term " domicile " without defining it, the conception must be accepted as that of civil 
law. This is the case, for example, in the cantons of Basle 1, Berne 2 and Geneva •. Many cantons, 
including Zurich 4 , impose the tax on individuals inhabiting the canton. Persons are deemed to 
inhabit the canton of Zurich when their stay in one place is more than purely temporary and they 
have the intention of remaining for a certain time •. 

(b) PARTNERSHIPS. 

There are in Switzerland the following kinds of partnership : 

Joint ventures (la societe simple) ; 
Partnerships (la societe en nom collecti/} ; 
Limited partnerships (la societe en commandite). 

Joint ventures are not taxed by the cantons, but their members are •. 

Partnerships (with unlimited liability) and limited partnerships ha.ve no legal entity, but all 
the same may, as firms, become creditors or debtors, sue and be sued in the courts and acquire 
rights of ownership and other real rights, including rights over real estate (Articles 559 and 597 of the 
Federal Code of Obligations). 

Some cantons tax these partnerships, others do not. The former forbear to tax the partners 
on their respective shares in the partnership (property and income) ; the latter tax them without 
regard to their domicile. These partnerships are taxed in the following cantons :Berne, Lucerne, 
Uri, ·Upper and Lower Unterwald, Zug (patente taxes), Fribourg, Solothum, Grisons, Thurgau, 
Ticino, Vaud and Neucha.tel. The other cantons do not tax these partnerships but the partners 
themselves at the place where the partnership has its head office, no matter whether the domicile 
of the partners is there or not. The tax is levied on the share of property (capital) or on the income 
derived from the partnership belonging to the partner. 

(c) COMPANIES. 

Companies are divided into : 

Share companies (societes par actions). 
Limited partnerships with share capital (societes en commandite par actions). 
Co-operative societies. 

1 Paragraph I4, No. I, paragraph 20, No. I, Gesetz betr. die direkten Steuern, dated April 6th, I922. 
' Article I7, No I, Gesetz betr. die dir. Staats- u. Gemeindesteuern, dated July 7th, I9I8. 
3 Article 2, No. I, Law on public contributions, dated March 24th, I92J. 
' Paragraph 2, No. I, Geselz betr. die dir. Steuern, dated November 25th, I917. 
' Kommentar 11. Zurch. Steuergesetz, by E. RICHARD, page 15, published by Polygraph. Institut, Zurich. 
' Article 530 of the Federal Code of Obligations. - " Association resulting from a contract by which two or 

more persons agree to pool their efforts and their resources for a common purpose. 
" Such association is a joint venture, in the sense in which it is here used, when it has not the distinctive 

characteristics of one of the other associations governed by the law." These other associations are : partnerships, 
limited partnerships, share companies, limited partnerships with share capital, co-operative societies. 

The joint venture does not possess a legal entity apart from its members. It cannot be a creditor or debtor, 
nor sue or be sued, nor acquire real or personal property. In the case of a joint venture, it is the members who 
acquire rights and incur obligations individually. In respect of third parties, an association, properly so-called, 
does not therefore exist, but simply members held personally responsible for acts performed by them or by their 
representatives. 
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They are legal entities and are liable to cantonal and communal taxation, which in fiscal law 
does not prevent the members of the company from being also taxed on th~ vah~e o~ th~ir ~hares 
and on the accruing dividend or on the value of their share and on the prof1t wh1ch 1s d1stnbuted 
to them. Exceptions to this duplication of taxes are given above under No. 2 (b) (cc). 

A company formed under Swiss law is taxed in the plac~ where it has its he~d offic~. _As 
between cantons, however, the jurisprudence of the Federal Tnbunal has conceded, m_appl!catwn 
of Article 46 of the Federal Constitution (prohibition of double taxation), that companies whose 
effective and exclusive centre of management is not at the place of the head office are taxable at 
the place of that centre of management 1 • ' • 

This jurisprudence does not apply to international double taxation. In these cases, the fiscal 
domicile of a Swiss company is at the place of the head office, even if the company has its effective 
centre of management alJroad. 

A company formed abroad is taxed in Switzerland if it has immovable property or an 
establishment there. As regards the extent of assessability to tax, the reader is referred to No. 4 
below. 

It should be added that, in some of the cantons in which companies are subject to a special fiscal 
regime, the rules governing certain kinds of co-operative associations differ from that regime. This 
applies to the kind of co-operative associations which realise the principle of economic mutuality, 
such as consumers' associations and agricultural co-operatives, as opposed to co-operatives which 
are chiefly or mainly based on capital. 

4· TAXABLE PROPERTY AND INCOME. 

(a) Cantonal and communal taxes are personal, attaching to the subject and not to the object. 
The economic allegiance of capital and income is therefore not a factor. Whether capital is invested 
in Switzerland or abroad and whether the source of income is Swiss or foreign are of no importance 
from the point of view of t~eir taxation. In two cases, however, economic allegiance does play,a 
part ; these relate to real estate and enterprises. 

(b) All real property situated in the territory of a canton is subject therein to cantonal and 
communal taxation. On the other hand, real property abroad belonging to a Swiss taxpayer is 
exempt from these taxes, provided they are imposed by the State where the property is situated. 
This rule does not apply to debts secured by mortgage, which under Swiss law are part of personal 
fortune and are subject to the same fiscal treatment as the latter. 

The capital in a commercial or industrial undertaking established in Switzerland and the income 
derived from it are subject to cantonal and communal taxation, wherever may be the domicile 
or head office of the mterprise. On the other hand, if a taxpayer having his domicile or head 
office in Switzerland is interested as owner or partner in an establishment abroad, the ca~ital invested 
in it and the income derived therefrom is not, in principle, exempt from cantonal and communal 
taxes. 

(c) The fiscal laws of the cantons do nothing to relieve double taxation due to the fact that 
a foreign State imposes ~axes upon real pr?perty a~d enterpris~s situated in Switzerland. They 
are, however, content Wlth taxmg the cap1tal put mto the Sw1ss property or business and the 
income derived therefrom. This system is in force in the cantons of Appenzell (Inner and Outer) 
Basle-Urban, Berne, Geneva, Grisons, Neuchatel, Lower Unterwald, St. Gall, Schaffhausen Thurgau' 
Uri, Vaud and Zurich. ' ' 

(d) Real property situated abroad is not taxed twice, because, as already mentioned, 
Switzerland waives imposition. 

1 Official Collection of Judgments of the Federal Tribunal, 1919. Volume I, page 190. 
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(e) International double taxation due to the simultaneous collection of Swiss and foreign 
taxes on establishments maintained abroad by taxpayers having their domicile or head office in 
Switzerland is avoided or alleviated by many of the cantons. Basle-Urban and Schaffhausen grant 
unconditional exemption to legal entities. Basle-Urban demands reciprocity in the case of 
individuals and Basle-Rural both for individuals and for legal entities. Grisons, Lower Unterwald 
(exemption of fortune only) and Thurgau require proof of imposition outside the canton. Geneva 
and Zurich grant exemption, but only if the cantonal tax represents a certain proportion of the 
whole tax (in Geneva half, in Zurich one-third). This concession is made both to individuals and 
to legal entities in respect of the taxable wealth of each of them. St. Gall halves the income-tax 
due from companies and partnerships. Berne allows the Government to grant relief. Some 
cantons, such as Glarus, Zug, Basle-Rural, Schaffhausen, Grisons, Ticino and Valais accord to 
companies which have only their domicile on cantonal.territory advantages similar to those granted 
to partnerships. In relations with Austria this form of double taxation is avoided by the Treaty 
of October 24th, 1927, concluded between the Austrian Republic and the canton of St. Gall with 
a view to avoiding certain cases of double taxation. The system embraces cantons which have 
acceded to the treaty or which have granted reciprocity of fiscal treatment to commercial and 
industrial undertakings. These include- apart from St. Gall- Zurich, UpperUnterwald, Basle
Urban, Basle-Rural, Inner Appenzell, Aargau, Thurgau, Neucbatel, Fribourg, and Grisons. 

(f) Income from Swiss sources other than real estate or enterprises, and capital invested in 
these other sources are not taxed provided that the owner is domiciled or has his statutory seat 
abroad. If, on the other hand, the taxpayer concerned bas his domicile or head office in Switzerland, 
the cantons and communes continue to tax his income derived from a foreign source and the capital 
invested there, even if the foreign country in question itself taxes these objects. 

These principles are invariably applied, even to capital guaranteed by mortgage, to public 
funds, emoluments paid by the State to its officials and pensions. 

A few cantons afford examples of certain unimportant exceptions, but these merely prove the 
rule. Thus, Article 28 of the Law on public contributions in the canton of Geneva, in the amended 
text of December 24th, 1924, lays down that persons domiciled abroad shall be taxed on the profits 
or wages of their work in the canton and on pensions they receive from a public corporation in 
the canton or a State institution. The canton of Vaud, in Article 2 (c) of the Law relating to 
the tax on property and on the product of labour, dated January 24th, 1923, taxes income derived 
by a person domiciled abroad from employment in the canton. 

s. ASSESSMENT OF TAX. 

(a) DECLARATION BY THE TAXPAYER . 

. Taxpayers are, in general, required to co-operate in the taXation of their property and incomes 
by filling up and signing a return, within a prescribed time-limit. 

The return must be made annually or at intervals (periods of revision) laid down by law. Some 
cantons have a standard form of return for all taxpayers ; others have forms varying according 
to the different classes of taxpayers (farmers, entrepreneurs, wage-earners, companies). 

As a rule, the form of return is the same for property as for income or the product of labour. 
Various cantons, ex officio, tax immovable property, which is divided into classes. The owner 

may appeal against the classification and taxation of such property. Ta..xation is periodic and the 
value of real property, once fixed, is entered in a special register and cannot be changed until the 
next revision, except in special circumstances, such as a change in cultivation or the erection of 
new buildings. In these cantons, the taxpayer must enter in his return the value of his property 
as thus determined. 
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Companies and co-op~rative societies are, as a rule, required to accompany their returns by 
reports, balance-sheets and profit and loss accounts, if these are published, or, if they are not, to 
produce extracts from their books, more especially from the balance-sheets and. profit and loss 
accounts. Some cantons require similar documentary evidence from all taxpayers on the 
('ommercial Register ( Registre de Commerce). 

(b) COMPUTATION OF TAXABLE PROPERTY AND INCOME AND ABATEMENTS. 

I. Property. 

(a) Property is taxed according to its content and value at a _time speci~ed by the law -
generally the beginning of the fiscal period (calendar year) : sometimes, the tune when the tax 
becomes payable. . 

The p;:eceding information concerning the structure of the tax (No. 2 (b) (aa)) shows t~at, 
with the exception of Berne, Fribourg and Valais, all the cantons ta.x the total net property obtamed 
after deducting from gross property the taxpayer's debts. 

The most commonly applied rules of taxation are the following : 

Real property is taxed at its marketable value or at the value of its yield; buildings are, 
in several cantons, taxed at the value for which they are insured against fire ; 

Household furniture and agricultural and professional implements are often exempt from 
the tax or are assessable on the part of the real value exceeding a certain ainount ; _ 

Cattle is taxed at a fair average value or at the mean between market value and yield 
value; 

Commodities are taxed at cost price or at market value, if this is lower than cost price ; 
Machines, tools and the furniture of a business are taxed at purchase price, less depreciation 

through use ; 
Quoted securities, at the quoted rate ; 

· Securities not quoted on the Stock Exchange, at their nominal value, or at their marketable 
value, if the latter differs from the former. To determine the marketable value, account is 
taken of the resulting income, or, where there is no income, of the situation of the enterprise 
which has issued these securities ; 

Claims, including mortgages, bank deposits, balances of current accounts, etc., generally 
at their nominal value. In assessing the value of bad or doubtful debts, the chances of recovery 
are taken into account ; 

Royalties, at their marketable value, and also at their nominal value, if any ; 
Swiss money at its legal value ; foreign money at the rate of exchange quoted ; 
Annuities, at their capitalised value ; 
Life insurances, at their surrender value ; 

As already stated, the taxpayer's real debts may be deducted from the gross amount of the 
property. As a rule, no distinction is made between mortgage debts and unsecured debts. 
Cantons which, like Berne and Fribourg, tax not the whole property, but only parts of it, do not 
allow deduction of all debts. Berne authorises taxpayers to deduct mortgage debts from the 
value of real property, but not unsecured debts. If a taxpayer is liable in a canton on only a 
part of his property, for th~ reason that the rest of it escapes taxation in that canton, he may 
only deduct debts to an amount corresponding to the taxable part of his property. 

Some cantons prohibit the deduction of debts by taxpayers domiciled or having their head office 
abroad, in cases when the taxable objects consist exclusively of real property situated in the canton 
- e.g., Glarus, Grisons, which only allows it subject to reciprocity, Lower Unterwald, Neuchatel. 
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Many cantons allow deductions from property 1• 

(b) In cantons which impose a special system of taxation upon companies and co-operative 
societies, the ta:.< is upon the capital in the business and the reserves. The capital of companies 
is fixed by their statutes ; that of co-operatives is determined by the balance-sheet. Reserves are 
generally ascertained by fixing the value of the various assets according to the rules of assessment 
given above and deducting from this value the amount entered in the balance-sheet. 

(c) The explanations given above under (a) and (b) refer also to the communes. 

II. Income. 

(a} The taxable income is fixed on the basis of a period prior to the fiscal year, which period 
is usually the preceding twelve months. 

In cantons which impose a general income-tax (cf. groups I and II, No. 2 (b) (aa) above), 
the object of taxation is the total net income, which includes the whole of the proceeds and profits, 
both in cash and in kind, from the labour, industry and activity of the ta.xpayer, together ·with the 
full yield of property and capital belonging to the taxpayer or of which he has the enjoyment. 
In particular, income includes : 

(r) The product of labour and the exercise of a trade or profession, commerce, industry 
or profit-making enterprise, wages, salaries, bonuses, directors' percentages (tantiemes); 

(2) Income from copyright and invention patents ; 
(3) The proceeds of the cultiv~tion and exploitation of real estate, agricultural land, 

woods, quarries, mines ; 
(4) The yield from the letting and renting of immovable property. Basle-Urban, Geneva 

and Zurich, for example, add to this the rental value of the dwelling in a building belonging 
to the taxpayer ; 

(5) Annuities, pensions and income from beneficiary interests in real or personal property; 
(6) Income from capital (loans, bonds, cash deposits, dividends, etc.) ; 
(7) Profits realised on the taxpayer's property and capital. Basle-Urban also ta.xes 

profit that has not been realised. 

The net income is arrived at by deducting from gross income the cost of obtaining it (working 
expenses, rents, salaries and wages, interest on money borrowed), the necessary cost of maintaining 
the taxpayer's property, reasonable depreciation, and losses in connection with a business. 

The product of labour is taxed in cantons which have a special income-ta.x (cf. Groups III, 
IV and V, No. 2 (b) (aa), abovP-). The income enumerated under Nos. I, 2, 3 and 5 above is 
regarded as the product of labour. The cantons of Berne and Grisons do not tax agricultural 
income. The net yield of labour is obtained by deducting expenses incurred (working costs, rents, 
salaries and wages, interest on money borrowed), the necessary cost of maintaining the property 
used in the business whose purpose it is to realise the product of labour, losses in connection with 
that business and the presumed interest on the capital which the taxpayer has put into his business. 

The canton of Berne taxes the income from capital (bonds, deposits, shares, shares in 
.co-operative societies, etc.) by means of the tax on second-class income, but this does not extend 
to ihe interest on capital guaranteed by real property situated in the canton. 

An increasing number of cantons belonging to the two groups (those with general income-tax 
and a special income-tax) allow deduction from gross income of sums which the employer voluntarily 
pays into provident or benefit funds established in the interests of his staff. 

Most cantons forbid the taxpayer to deduct from his income or from the product of labour 
property-tax or income-tax. 

1 For details see the table published on page 34 of Volume 8, Statistiques de Ia Suisse, published by the Feueral 
Statistical Bureau. 
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No deduction is allowed for the maintenance of the taxpayer and his family. On the other 
hand, all cantons exempt income up to a given amount or allow abatements varying with civil 
status and size of the family 1. 

(b) Companies are not taxed on their income, but on net profits, in c~tons which have the 
special system referred to above (No. 2 (b) (bb)). The taxable ne~ profit IS that .show? ~y the 
profit and loss account for the business year preceding the fiscal penod. After havmg eh~mnated 
the balance carried over from the preceding business year, the profit is equal to the difference 
between the gross profit, on the one hand, and the working costs, losses and funds allocated to 
reserves, on the other hand. Basing themselves on this assumption, the cantonal legislators did 
not need to authorise companies expressly to deduct these costs, losses and reserves .. On the 
contrary, the cantonal laws provide that to the profit shown by the profit and loss account must 
be added : sums allocated to reserves or to special funds ; bonuses and percentages distributed to 
directors and managers ; sums written off in excess of actual depreciation and commercial usage ; 
and, in general, sums taken from the current year's receipts, before calculating the active balance, 
in order to meet expenditure that cannot be regarded as working expenses (repayment of capital, 
acquisition of property). 

Geneva and Zurich add to taxable profits the discount on the issue of new shares by the 
company. 

Payments into relief funds for the benefit of the staff may be deducted from profits. 
The taxable net profits of co-operative societies formed for purposes of gain are calculated in 

the same way as those of share companies. Bonuses to customers, who are, as a rule, themselves 
members of the co-operative, are in many cantons taxed either not at all or only in part. 

There are no uniform rules for tax deductions ; sometimes they are allowed, sometimes not. 
If the society is only partly liable to tax, the assessment is made xithout regard to that fact. 

The tax, however, as thus computed, is reduced in the ratio of the assets liable to cantonal taxation 
to the total assets of the society. 
· The rules set forth under (a) and (b) are applied in principle by the communes. 

(c) COMPUTATION OF TAX AND ABATEMENTS. 

(a) Once the taxable property and income have been determined, the administration fixes 
the tax quota. To compute this, the taxable income is capitalised and the sum obtained is added 
to the property, in the cantons of U:pper and Lower Unterwald and Vaud. 

The law lays down the rate which the administration applies to objects of taxation. These 
are expressed as fractions of a thousand francs for property and as fractions of a hundred francs 
for income. The rate for property and income are separate except in the two half-cantons of 
Unterwald and in the canton of Vaud, which capitalise income. The rates are graduated except 
in the cantons of Berne, Schwyz, Upper Unterwald, Solothurn, Schaffhausen and Aargau.' These 
ca~tons, except Schwyz, subst~tute for the sliding-scales of the other cantons graduated supplements, 
which are added to the combmed total of the tax. on property and the income-tax (see 2 (b) (ee) 
above). The cantons of Basle (Urban and Rural), Fribourg, Geneva, St. Gall, Vaud, Valais and 
Zurich tax those who are only liable in the canton on a part of their property or income at a rate 
corresponding to the total property or income. ' 

The tax quota obtained by multiplying the rates by the amount of the property and income 
may be called the tax unit. In the cantons of Zug, Fribourg, Basle (Urban and Rural), Ticino, 

1 See pages 34 and 35 of Volume 8, Statistiques de la Suisse, published by the Federal Statistical Bureau which 
also contains a tab~e of the special abateme':'ts gra':'ted, in~tead of working expenses, to persons with fixed ~alaries 
and of the deductions allowed to persons m rece1pt of Sickness, old-age and life insurance benefits etc up to 
the amount of the premiums paid. ' ., 
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Vaud, Valais, Neuchatel and Geneva this unit represents the tax owing to the State. The other 
cantons fix each year, according to budgetary needs, the multiple or fraction of the unit to be 
collected. The result of this multiplication gives the tax due for the fiscal period. 

The scale of graduation differs widely in the various cantons, and the reader is referred to the 
table of tax rates published on page 36 of Volume 8 of Statistiques de Ia Suisse (Federal Statistical 
Bureau). 

Except in a f~w cantons, communal taxes are computed on the same basis as State taxes, 
but with due regard for differences provided for in the law. The computation is made in the way 
explained for State tax, the rates applied being those prescribed by cantonal law and in some cases 
differing from the State rates in that they are either lower or not graduated. The commune fixes 
annually, according to the needs of its budget, the multiple of the units which it proposes to levy. 
Communes in the cantons of Geneva and Zurich collect this multiple in the form of a payment 
supplementing the State tax. 

The table published on pages 37 to 40 of the work already mentioned gives the tax rates of 
the chtef town in each canton and of the other larger communes. 

(b) No deduction from the taxpayer's quota is allowed under any heading. 

6. COLLECTION OF TAX. 

(a) BY DIRECT PAYMENT. 

The quota being fixed, the demand note is sent to the taxpayer with a request to pay within 
the time-limit allowed. Payment is always direct, but is more and more made through the post 
by a payment voucher (bulletin de versement) or postal cheque. _ . 

According to the canton, payment is effected either all at once or by instalments spread over 
the year. 

(b) BY WITHHOLDING AT THE SOURCE. 

The withholding of direct taxes at the source is unknown in Switzerland. However, Federal 
stamp duties on coupons are withheld at the source (see in this connection the introduction to 
Part II). 
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PART II. - METHODS 
OF TAXING FOREIGN AND NATIONAL ENTERPRISES. 

In order that this chapter may be as complete as possible, mention will be made on several 
occasions of the Federal stamp duties on coupons. It would, however, be a mistake to assimilate 
these duties to income-tax. By their structure an indirect tax, they bear no relation to taxes on 
income and property. The Federal stamp duties on coupons are retained by the debtors of the 
coupons (whether dividend or interest coupons) and paid by them to the tax administration. 
They are levied by virtue of the Federal law on the stamp duty on coupons, dated June 25th, 
1921, as amended on December 22nd, 1927. 

A. FOREIGN ENTERPRISES. 

r. DEFINITION AND GENERAL PRINCIPLES. 

An enterprise which has its statutory seat and centre of management abroad is regarded as 
a foreign enterprise. An enterprise--having its head office in Switzerland is not deemed to be foreign, 
even if its real centre of management is abroad. 

I. A Foreign Enterprise having no Establishment in Switzerland, whether the enterprise belongs 
to an individual, a partnership or a company, is not subject to Swiss taxes on property and 
income, except in respect of any real estate it may possess in Switzerland. Further, a foreign 
enterprise interested as member, participant or limited partner in a_ profit-making concern 
established in a canton is taxed on its share of property and on its share of income. This partici
pation is treated in the same way as an establishment of a foreign enterprise by cantons that tax 
the member, limited partner or participant individually (see Part I, 3 (a), Individuals). 

II. Foreign Enterprises having an Establishment in Switzerland. 

(a) Except in a few cantons, the cantonal laws have no detailed rules for the taxation of 
foreign enterprises having an establishment in the canton. The law lays down the principle ; it,s 
application is left to the authorities. In some cantons, the provisions are not even complete, since 
they only concern property, though this does not mean that the unspecified income lies outside 
the scope of these provisions. The cantons which have dealt with this matter in some detail are 
those that maintain close relations with foreign countries, like Basle-Urban, Geneva and Zurich. 

(b) Cantonal taxes on property and income are levied upon foreign persons and foreign 
companies carrying on some permanently established profit-making business in the canton. 
Examples of such permanent establishments are the head office, the centre of management, branches 
factories, workshops, offices, depots, warehouses, agencies and any permanent installation by mean~ 
of which the foreign enterprise carries on business in the canton. The canton of Berne provides 
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in Article 17, No.4, of its law on direct taxes, dated July 7th, 1918, that income-tax is payable 
independently of length of stay, by all persons who" ... in any form whatever exercise a trade, 
industry or commercial business or who possess any income in the canton . . . " 

The jurisprudence of the Federal Tribunal in matters of intercantonal double taxation has held 
for years that an enterprise having its domicile-or head office in a canton is liable to income-tax in 
another canton on whose territory it possesses a permanent material establishment or plant whereby 
it exercises a qualitatively or quantitatively essential part of its technical or commercial activities. 
This jurisprudence cannot be applied to cases of international double taxation, but, all the same, 
it exercises a certain influence even in that field, for it colours the views of the fiscal authorities, 
who incline to apply it by analogy. 

(c) The cantonal and communal taxes are imposed upon property or capital, income, the 
product of labour or profits, according to the juridical character of the foreign undertaking and the 
canton in which the establishment is situated. 

While the capital invested in the Swiss establishment and the income derived from it are 
regarded as taxable objects by the laws of various cantons (e.g., Outer and Inner Appenzell, Basle
Urban for individuals, Grisons, Neuchatel, Lower Unterwald, St. Gall, Schaffhausen, Thurgau and 
Vaud), other cantons rule that the tax is imposed upon a proportion of the property and income 
of the whole enterprise (Geneva, Uri, Basle-Urban for share companies formed for purposes 
of gain). Fractional apportionment is not, however, formally excluded by the laws of the cantons 
in the first category and may even be said to be normally applied. 

The taxable property is not confined to the material elements of the Swiss establishment, such 
as buildings, machinery, tools, goods and stocks; it also includes rights and claims of the establishment 
and a proportionate part of any of the capital which may be used as working capital (cash, securities, 
bank assets, etc.) for the whole enterprise. 

The taxable income may be the direct product of the activities of the establishment in 
Switzerland to which it accrues. Or that establishment may only be contributing indirectly 
towards producing it and may not receive it at all. In the latter case, the Swiss cantons would 

. still claim tax on part of its income' from a foreign enterprise which had an advertising office in 
Switzerland yielding no revenue 1. 'Whether the Swiss establishment itself produces income or 
not, the tax is usually claimed on a proportion of the total income of the foreign enterprise. The 
question, therefore, whether the income is received or not is immaterial from the fiscal point of 
view and there seems no need to make the distinction provided for in the questionnaire. 

(d) Enterprises belonging to an I ndi'IJidual. - An individual domiciled abroad is ta.xed on the 
capital invested in the Swiss establishment and on the income or product of labour that that 
establishment secures for him. 

According to the canton in which the establishment is situated, the foreign undertaking is 
taxed on the net property invested in the establishment in the country or on parts of it, and on the 
net income or net product of labour that the establishment earns. The cantons of Zurich, Basle
Urban and Geneva, for instance, tax the net property and the net income. Berne subjects immovable 
property and interest-bearing loans 3ecured on immovable property in the canton to property-ta.x, 
the product of labour to the tax on first-class income, and the return of capital bearing interest 
or yielding a dividend to the tax on second-class income, with the exception of loans already subject 
to the property-tax. 

(e) Enterprises belonging to a Partnership.- If the partnership has no legal entity, some 
cantons tax, not the partnership, but the individual members, according to the rules in force for 
individuals. The tax is levied upon the part of the property which is deemed to be invested by the 
foreign undertaking in the establishment situated in the canton. This part is proportional to the 

1 See Collected Judgments of the Federal Tribunal, Volume 37. Volume I, pages 356 and 357· 
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share of the whole property of the enterprise accruing to the person concerned. Income-tax is 
imposed in the same proportion. This is the rule in the cantons of Zurich, Basle and Geneva, 
among others. · . 

Other cantons, including Berne, tax the foreign enterprise as such on the property mvested 
by it in the cantonal establishment and on the income which that establishment earns for the 
partnership. These cantons do not tax the individual partners personally. The partnership's tax 
is assessed according to the rules applying to individuals, except that the abatements granted to 
individuals in view of their civil status, the size of the family and economic situation are not allowed 
or are only allowed on a reduced scale. . . . 

A partnership with legal entity is taxed as such. According to the system of taxatwn m the 
canton, the ta.'< is imposed on the property invested by the foreign undertaking in its S~iss 
establishment and on the income which that establishment earns for it, or on a part of the capttal 
(statutory capital and reserves) and of profits. In the canton of Basle-Urban, the tax of the whole 
undertaking is reduced in proportion to the part of the enterprise carried o.n abroad. (Section I, 
paragraph 3, Gesetz betr. die Besteuerung der anonymen Erwerbsgesellscha/fen, June 23rd, I921.) 
Zurich fixes the taxable profits according to the sales figures, taking due account of general 
overhead; the taxable capital is fixed according to the amount of capital invested in the cantonal 
establishment. In practice, a fraction of the partnership's total profits is liable for tax (section 33> 
paragraph 2, Gesetz betr. die direkten Steuern, November 25th, I927). Geneva taxes the partnership 
on that proportion of its capital and profits which the capital employed in the canton and the 
profits there earned bear to the total capital and profits (Article 63 of the law on public contributions 
dated March 24th, I923). Berne treats legal entities like individuals, and therefore applies to them 
the rules given above, except that legal entities are not entitled to the abatements granted to 
private persons in view of their civil status, size of family and economic situation. 

(f) Enterprises belonging to a Company.-These companies, which have legal entity, are treated 
in the same way as partnerships having the character of legal entities. Reference may therefore 
be made to what was said of the latter in the preceding paragraph. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

It is assumed that all the special kinds of income about to be considered have their source in 
Switzerland and that the corresponding capital is invested in Switzerland . 

. As explained above (Part II, A, I, II (c)), the property invested by a foreign undertaking in 
an establishment in Switzerland and the income derived from the latter are among the objects of 
taxation or serve to determine the proportion in which the foreign undertaking is taxable, whether 
it belongs to individuals, partnerships or companies. There is therefore no need to distinguish 
between these different kinds of foreign undertaking in order to decide whether the kinds of income 
enumerated in tlie questionnaire are liable to tax or not. Accordingly, the only distinction made 
is between a foreign enterprise which has no establishment in Switzerland and one that hl's · the 
first is designated by a roman I, the second by a roman II. ' 

The income specified in the questionnaire and the capital to which it corresponds are not liable 
to tax as such, but because they are part of the assessment for taxes of an establishment situated in 
the canton. In principle, we are concerned in Switzerland with taxes on persons and not on things. 
The contents of the assessment may vary with, the canton, as appears from what was said above 
on the structure of the tax (Part I, 2 (b) (aa)}. In some cantons, there is the further difference 
due to the special rules applying to.sh~e companies and co-operative societies (see Part I, 2 (b), 
(bb)). Henceforth no express mention IS made ?f th.e treatment ~pplied to the income or property 
of a share company formed for purposes of gam wtth an estabhshment in one of these cantons. 
The statement that no tax is imposed covers these companies. When it is said that the tax is 
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imposed on the income and on the property, it means that these elements ~re part of the company's 
profits and capital and are taxed under that heading. 

(a) Dividends. 

In virtue of the Federal law concerning the stamp duty on coupons, a stamp duty of 3 per cent 
is imposed on share coupons and coupons of beneficiary shares in co-operative societies and on 
coupons of actions de fouissance and bons de fouissance issued by a company domiciled in Switzerland. 
(Articles 3 and 8 of the law mentioned.) This stamp duty is borne by the owner of the security 
and is deducted from the coupon by the debtor at the time of payment. 

I. In the case of a foreign enterprise having no establishment in Switzerland, no direct tax 
is imposed either on dividends or on the value of securities yielding a dividend. 

II. In the case of a foreign enterprise having an establishment in cantons which have a general 
income-tax and a tax on part of the income, like Zurich, Basle and Geneva, dividends are subject to 
income-tax. (Groups I and II; see Partlof report,2 (b).) These cantons further impose the property
tax upon the value of dividend-yielding securities. Cantons which tax the product of labour 
(Groups III and IV) and the canton of Schwyz only tax the property represented by the share. 
The canton of Berne only claims the tax on second-class income ; including foreign banks having 
a Bernese branch, but banks exceptionally engaged in the investment of capital do not pay the 
tax on first-class income in respect of dividends obtained from shares in other companies. Such 
dividends form part of the gross first-class income (see page g, Group V). 

(b) Interest. 

(r) On Bonds. - Interest on bonds issued by a person domiciled in Switzerland, including 
those of consolidated bonds (titres de rente), mortgage bonds (lettres de gage), treasury bonds 
(obligations de caisse), cash and deposit vouchers (bons de caisse et de depot), is liable to a 2 per 
cent stamp duty on coupons in virtue of the Federal law on stamp duty on coupons (Articles 3 
and 8). This duty is borne by the owner of the security. 

I. In the case of a foreign enterprise having no establishment in Switzerland, no direct tax 
is due either on interest or on the value of bonds. 

- II. If the foreign enterprise has an establishment in Switzerland, interest and property are 
treated in the same way as dividends and shares ; in the canton of Berne, interest derived from 
bonds by banks is liable to the tax on first-class and not second-class income, for the reasons given 
in regard to dividends. 

(2) On Secured Loans. -The stamp duty on c.oupons does not extend to the interest on secured 
loans, except parts of loans secured on real estate in conformity with Article 875 of the Swiss Civil 
Code and mortgage warrants (cedules hypothecaires) and consolidated bonds (lettres de rente) 
issued serially in conformity with Article 876 of the Swiss Civil Code. The duty of 2 per cent is 
payable by the creditor. 

I. No direct tax is imposed on the income from or value of loans, if the foreign enterprise 
has no establishment in Switzerland. 

II. In the case of a foreign enterprise having an establishment in Switzerland, the fiscal 
treatment is the same as for bonds. Berne, alone among the cantons, imposes property-ta..x on 
interest-bearing loans and loans secured on immovable property for their nominal amount. If the 
security is not situated,in the canton, the loan is taxed as an unsecured bond. 

(3) On Unsecured Loans. -The stamp duty on coupons is imposed at the source on the interest 
from assets lodged with Swiss banks maturing at more than six months, or the repayment thereof 
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can only be obtained at six months' notice, and on the interest on loans originating in advances 
of an amount exceeding 30,000 francs, provided the contractual arrangements guarantee the lo~n 
a minimum term of more than two years and on condition that, at any rate, one of the parhes 
is on the commercial register or is commercially engaged in some industry. The rate. of the stamp 
duty is 2 per cent (Article 5 (c) (d), 8 of the law mentioned above), and the duty IS payable by 
the creditor. 

I. No direct tax is levied on the income from or value of loans, if the foreign enterprise has no 
establishment in Switzerland. 

II. In the case of a foreign enterprise having an establishment in Switzerland, the information 
supplied under interest on bonds also applies here. 

(c) Directors' Percentages (tantiemes). 

Directors' percentages distributed by a Swiss enterprise are added to its income or product of 
labour according to the canton where the enterprise has its statutory seat. Being part of such 
income or product of labour, these percentages are liable to the tax payable by the Swiss enterprise. 
The canton of Thurgau does not tax an undertaking having its seat in cantonal territory on the 
directors' percentages paid by it, unless the recipients of these fees pay tax on them. (Section 16, 

Voll:tiehungsverordmmg vom 31. Dezentber 1912 zum Gesetze betr. das Steuerwesen.) 

I. The cantons do not claim tax on directors' percentages paid to persons or partnerships 
situated abroad and having no establishment in Switzerland. 

II. Foreign enterprises having an establishment in Switzerland receiving percentages must add 
them to their taxable income or product of labour. It will, however, very rarely, if ever, happen 
that an establishment of a foreign enterprise in Switzerland will be in receipt of directors' percentages. 

(d) Royalties for Use of Patents, Copyrights, Trade-marks, Secret Processes and F ormulce and Similar. 
Income. 

I. If the foreign enterprise has no establishment in Switzerland, these are not subject to tax. 
II. In the case of a foreign enterprise having an establishment in Switzerland, the royalties 

mentioned are liable to the tax on income or product of labour if they are collected by the inventor 
or author. In the hands of heirs or assigns, an invention, an author's works, trade-marks, etc., 
are regarded as movable capital. This capital is subject to the tax on property and, further, the 
royalties, if paid periodically, are taxed as income in those cantons which have a general income
tax (Groups I and II; No. 2 {b) (aa), Part I). The canton of Berne imposes only the tax on 
second-class income,. 

If the person to whom a copyright is sold exploits the copyright professionally, the sums received 
are part of his gross income and liable to income-tax or the tax on the product of labour. The 
copyright, sold is part of the purchaser's property, which, except in the canton of Berne, is liable 
to the property-tax up to its price. 

If the person to whom the copyright is sold only collects royalties occasionally, he is liable for 
proper:ty-tax up to the price he p~id. Cantons with an ~co~e-tax extend the tax to copyright 
royalties. The canton of Berne lffiposes on these royalties 1ts tax on second-class income but 
not the property-tax. ' 

!f the collection of copyright royalties rests with a company or special body, the royalties are 
considered part of the gross profits of such company or body and are subject to income-tax or tax 
on the product of labour. 

(e) Rents from Real Estate, Mining Royalties and Similar Income. 

I. I~ the case of a foreign enterprise having no establishment in Switzerland, cantons with a 
general mcome-tax (Groups I and II; Part I, 2 {b) (aa)), including Zurich, Basle and Geneva, 
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impose this tax on income consisting of rents, etc. They also apply the property-tax to the value 
of the real estate from which the rents, etc., are obtained. 

Other cantons only tax the capital invested in real estate in Switzerland. 
The cantons of Inner Appenzell, Glarus, Neuchatel, Lower and Upper Unterwald, St. Gall, 

Thurgau, Uri and Vaud do not as a rule allow any deduction of debts from the value of real estate.1 

The canton of Fribourg limits such deduction and the cantons of Grisons and Solothurn only allow 
it conditionally. 

The cantons of Berne, Fribourg, Geneva, Ticino and Valais forbid the deduction of mortgage 
debts when the creditor is domiciled abroad. 

In the case of a foreign enterprise with real property in Switzerland, but no establishment 
there, some of the cantons which have a special system of taxing share companies and co-operative 
societies (see Part I, 2 {b) (bb)) tax the real property, not in accordance with that system, but by 
applying the provisions in force for the taxation of individuals. The cantons in question are 
Basle-Urban, Geneva, Luceme, Schaffhausen and Ticino. 

II. If the foreign enterprise has an establishment, the imposition is as in the first hypothesis 
(a foreign enterprise with no establishment in the canton). 

All cantons, however, allow deduction of debts secured on Swiss real estate. Fribourg alone 
limits this deduction, not as an exceptional provision applying to foreign enterprises, but as part 
of a general rule. ' 

Deduction of mortgage debts in favour of persons domiciled abroad is refused to the same 
extent as in the first hypothesis and by the same cantons. 

(f) Gain derived from the Purchase and Sale of : 

(1) Real Estate.- I. Foreign enterprises having no establishment in Switzerland. In the 
cantons of Zurich, Lucerne, Zug, Fribourg and Geneva, the profit on a sale of real estate is subject 
to a special communal tax ; in Geneva alone, the tax is cantonal. The rate of tax is :fixed by the 
communes, except in the canton of Geneva (see Articles So to 91 of the law on public contributions 
dated March 23rd, 1923), which fixed the rate between IO and 40 per cent. 

In the canton of Berne, these profits are taxed as second-class income by the canton and by 
the communes. 

II. Foreign enterprises having an establishment in Switzerland. Cantons which provide for 
the imposition of a tax either by the communes or by the State in the first hypothesis, do so also 
in the second. The cantons of Zurich, Solothurn, Basle (Urban and Rural), and Schaffhausen 
expressly designate as income the profits from transactions in real estate, even when they are not 
the result of professional activities. 

Other cantons t<'lx these :erofits if they are made by undertakings or persons professionally 
engaged in the purchase and sale of real estate. 

(2) Securities. - I. If the foreign enterprise has no establishment in Switzerland, profits are 
not taxed. 

II. In the case of a foreign enterprise having an establishment in Switzerland, profits are 
taxed as the income or product of labour of an establishment situated in s,~itzerland, if the 
establishment buys and sells securities professionally. 

The cantons of Zurich, Berne, Basle (Urban and Rural) and Schaffhausen also ta.-.c profits on 
occasional transactions. These profits are added to the establishment's income ; the canton of 
Berne taxes them as second-class income. 

1 See Collected Judgments of tile Federal Tribunal, 1928, Volume I, page 75· 

II. 2S 
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(3) Personal Property.- I. If the foreign enterprise has no establishment in Switzerland, profits 
are not taxed. 

II. In the case of a foreign enterprise having an e~tablishm~nt in S~itzerland, profit~ are 
taxed as part of the income or product of labour of the Swiss establishment, If the la.tter s. busmess 
is in personal property. If the transaction is only accidental o~ occasional, no tax IS levi~d. ~he 
cantons of Basle-Urban and Berne, however, tax profits in this case also, Basle-Urban mcludmg 
them in the establishment's income, Berne taxing them as second-class income. 

(g) Salaries, Wages, Commissions and Other Remuneration for Services. 

(Note.- The salaries and fees of directors are liable to tax on income or product of labour 
in the canton where the director is domiciled.) 

I. No tax is imposed on these forms of remuneration, in the case of a foreign enterprise having · 
no establishment in Switzerland. 

II. If the foreign enterprise has an establishment in Switzerland, salaries, wages, etc., are 
added to the taxable income or product of labour of the establishment in Switzerland. 

(h) Income from a Trust. 

(Note. - Income of this kind has not as yet played a very important part in the fiscal life 
of Switzerland, trusts not being common in the country. A ru.ore familiar institution is 
that of fondations, created for the management and preservation of capital for some 
specific purpose - in the interests, for instance, of families. In cases of this kind, the 
scope of which is inter-cantonal, the Federal Tribunal has held that the cantons are not 
required to respect corporate fondations the only purpose of which is to avoid a heavier 
fiscal burden and that they are entitled to tax the original owners, if the latter do, in 
fact, continue to dispose of the corporation's property and if economically they stand in 
the place of the real party (Official Collection, 1927, Volume I, page 440 ; 1929, Volume I, 
page 373). 

If a similar situation arose in the case of a trust, the original owners of the property 
transferred to the trust under the fiduciary contract would be taxed on the value of the 
property transferred and, in some cantons, on the income derived from it. · 

Although, therefore, the trust has no fiscal importance when both the trustee and the 
cestui que trust are Swiss, the question arises whether the procedure would be the same in the 
case of a cestui que trust abroad and a Swiss trustee. We may quote in this connection 
the judgment given on December 12th, 1930, by the Supreme Commission of Appeal 
{Oberrekurskommission) of the canton of Zurich 1, which decided in favour of the canton 
that the procedure would be the same. In that canton, therefore, a Swiss trust is not 
taxed either on the property which it possesses in virtue of a fiduciary contract 
concluded with a person abroad, or on the yield of such property. The judgment in 
question admitted the taxation of the trust, not as a matter of principle, but only in 
the absence of proof to show the real ownership of the property administered.) 

I. A foreign enterprise deriving income from a Swiss fondation is not taxed personally on that 
income. It is the fondation that _is taxed, according to the laws of the canton of its domicile, on 
the property or on property and mcome ; the canton of Berne levies only the tax on second-class 
income, unless the property consists of immovable property within the canton or of capital secured 
on such property ;_ these ~w~ categories of objects are liable to the property-tax. The jurisprudence 
of the Federal Tnbunal m mter-cantonal cases caunot be invoked. 

_ '.See i~sue of ~ctober 15t~, ~931, Sc!lweiz. ZeniYalblatt fiir Staats- u. Gemeindeverwaltung, published by Orell 
Fussh, Zunch ; pnce of subscnption 20 francs. 
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II. An establishment situated in Switzerland and deriving income from a Swiss fondation is 
personally liable to tax on such income and is also liable to taxes claimed from the foundation by 
cantons and communes, subject, however, to the note above. 

(i) Income from the carrying on of a Business or Industry through: 

(Note. -The distinction between a foreign enterprise with no establishment in Switzerland 
and one which has such an· establishment does not apply, since this heading deals with 
other forms of representation.) 

(1) A Local Commission Agent or Broker. - A broker does not constitute an establishment 
maintained in Switzerland by the foreign enterprise. 

The same applies, generally speaking, to a local commission agent. It may, however, happen 
that the agent works for the foreign enterprise under conditions which make him the fum's permanent 
representative. In this case, a number of cantons would tax the foreign enterprise on the property 
invested in that representation and on the income it earned. 

(2) A Local Dealer or Distributor. - A monopoly sale of products is not enough to make the 
place of sale, from the fiscal point of view, an establishment of the foreign enterprise, and the 
latter is not liable. 

(3) A Travelling Salesman, whether or not having Power to conclude a Contract. - No ta..x is 
imposed. 

(4) A Local A gent with a Power of Attorney. -By power of attorney is understood the authority 
to conclude business. If the agent represents a single foreign fum, that fum is taxable on the 
capital invested in the agency and on the income earned thereby, in six cantons only, among them 
Berne, which only claim~ tax on first-class income (excluding real estate), and Zurich ; if the agent 
represents several foreign firms, these firms are taxed by four cantons, including Berne and Zurich. 
(See Zurcherische Blatter fur Rechtsprechung 1924, No. 207, Judgment of the Oberrekurskormnission, 
Zurich, dated November 24th, 1922.) 

(S) An Agent selling out of a Stock belonging to the Foreign Enterprise.-The great majority 
of cantons, including Basle-Urban, Berne and Zurich, but not Geneva, tax the foreign fum on the 
property invested in the Swiss establishment and on the income it earns, provided the agent 
represents a single firm. If he represents several foreign firms, the latter are taxed by only thirteen 
cantons, among them Berne and Zurich, but neither Basle nor Geneva. 

(6) A Permanent Establishment of any Kind.- In this case, the ta..x is levied unconditionally 
by all cantons and all communes on the capital invested by the foreign firm in the permanent 
establishment and on the resultant income or product of labour. A permanent establishment 
means in the main. the head office, place of management, branches, factories, workshops, offices, 
warehouses, agencies, depots. A subsidiary company is not, as a rule, regarded as a permanent 
establishment of the parent company. Nevertheless, Swiss fiscal law does not exclude this 
possibility, and a subsidiary company may be treated as an establishment of the parent company 
if the former is completely dependent upon the latter and operates as an organ thereof. (Collectea 
Judgments of the Federal Tribtmal, 1920, Volume I, pages 175 et seq., Judgment of March 19th, 
1920, in the case of Norddeutscher Lloyd v. Zurich Conseil d'Etat.) In these circumstances, the 
subsidiary company is not taxed individually. 

B. NATIONAL ENTERPRISES. 
I. DEFINITION AND GENERAL PRINCIPLES. 

An enterprise is regarded as national if it is domiciled- i.e., has its head office, in S'l'.itzerland. 
The fact that the enterprise may have its real centre of management abroad does not detract from 
its national character. 
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(a) A Swiss enterprise is, in principle, taxable on the whole capital that it has invested abroad 
and all the income it derives from abroad. . . . . 
· One universal exception to this rule relates to real property situated abroa~. Here unpos~t~on 
is forbidden to cantons and communes by the jurisprudence of the Federal Tnbunal, on cond1hon 
that tax is imposed by the country where the immovable property is situated: . . 

There is a second, but not general, exception in favour of establisht?ent.s wh~ch a Sw1ss enterp?se 
maintains abroad. Some of the cantons which grant express exemptiOn m _th1s case do so subJect 
to certain conditions (reciprocity, liability to the foreign tax, etc.). For d~tails, ref~rence is made 
to Part I, No. 4 (e). It will be noticed that Basle-Urban, Berne, Geneva and Zunch are am?ng 
the cantons which partially or wholly exempt establishments operated abroad by enterpnses 
domiciled in cantonal territory. To obtain exemption, the establishm_ent abroad must. ~e. a 
permanent installation of some size whose operations represent a substantial part of the achv1hes 
of the Swiss enterprise. 

A third exception is in favour of Swiss persons or enterprises interested as members, participants 
or limited partners in a profit-making enterprise abroad. This exception, which is les~ fr~quent 
than the second, is formally provided for by the cantons of Basle-Urban (Ges. betr. dte d~rekten 
Steuern v. 6. April 1922, section 14 and section 20) and Berne (Dekret betreflend die Veranlagung 
zur Einkommenssteuer v. 22. Januar 1929, section 5). Zurich also grants exemption, assimilating 
this participation to an establishment maintained abroad by the Swiss party concerned. 

(b) The exception in favour of an establishment abroad relates either to the property invested 
in the establishment and to the income derived therefrom, or to a proportionate part of the movable 
capital and income of the enterprise. In relation to share companies and co-operative societies, 
the exemption applies to a part of the statutory capital and reserves and to a part of profits, in 
cantons which have a special tax for this class of taxpayer. r Among cantons whose laws exempt 
a fraction of the whole assessment are Basle-Urban (in so far as profit-making companies are 
concerned), Geneva and Zurich ; in the last two, the measure of exemption is such as -to leave the 
canton respectively half and one-third of the total tax. Berne also exempts a proportionate 
part of the capital and income of the enterprise. 

(c) Cantonal legislation furnishes no separate methods of checking the income derived from 
abroad and the property invested there. 

The organs of taxation and appeal have, as a rule, the right to call upon the taxpayer to justify 
his declaration. In the case of enterprises, the requisite justification usually consists in the 
production of books, which they are required to keep in virtue of the provisions of the Federal 
Code of Obligations (Article 877 ; compare also Article 655 on share companies, Article 701 on 
co-operative societies). The accounts of a Swiss enterprise must contain the whole of its property 
and income and thus the capital invested and income derived from abroad . 

. A~ already ment~oned, these foreign items are, for purposes of taxation, added to the respective 
Sw1ss 1tems. There 1s ther~fore no need t? separate the two and checking is unnecessary, except 
for real proper~y and estabhsht?ents explmted abroad. In the cantons which grant no exemption 
to these establishments, there IS no need of check. The taxpayer has to furnish to the revenue 
authorities, on request, all particulars and any documents that enable them to determine the size 
.of the items to be examined. These authorities may, if necessary, even demand to see the books 
of the foreign establishment, if any are kept. 

A few cantons require the taxpayer to give in his tax return certain details concerning a foreign 
establishment. 
. In one case of inter-cantonal double taxation, the Federal Tribunal laid down in an unpublished 
Judgment dated October 12th, 1928, that, failing evidence to show the profits of a branch and 
~her~fore of the whole enterprise, _the Treasury was entitled to tax the taxpayer ex officio, A fortiori 
1t will b_e allowed ~o tax ex officw _the p~operty and income of a foreign establishment belonging 
to a Sw1ss enterpnse, when proof Is lackmg. In such ,cases, the empirical method is used. 
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(d) There is no special method of levying the tax upon capital invested abroad and income 
derived from abroad, because Switzerland has no special taxes on these ·items. It is the Swiss 
enterprise which owes the tax and to which the demand note is sent. This note does not distinguish 
between the amount of tax pertaining to the Swiss items and the amount pertaining to foreign 
items. 

2. TAXATION OF CERTAIN KINDS OF INCOME. 

It is assumed that all the kinds of income enumerated in the questionnaire have their source 
abroad and that the capital which they represent is invested abroad. 

There is no need to consider the taxation of the different kinds of income mentioned in the 
questionnaire, from the point of view of the three groups of owners - viz., individuals, partnerships 
and companies. The same kinds of income and property are not, in principle, treated differently 
according to whether the taxpayer belongs to one or other of these groups. Either they are 
included in the assessment for tax or they are distributable along with other elements in the same 

-category. 
A Swiss enterprise having no establishment abroad is liable to cantonal and communal taxes 

on almost all the kinds of property and income situated abroad. In order, however, that this 
statement may be as explicit as possible, a distinction will be made between an enterprise of this 
kind, which we shall number with a roman I, and an enterprise having an establishment abroad, 
which will be numbered roman II. It is understood that the income and property belong to the 
enterprise in Switzerland in case I and to the foreign establishment in case II. 

On the other hand, for the reasons explained in the chapter on foreign enterprises (Part II, 
A, I, II (c), paragraph 4), there would not appear to be any need to distinguish between a case 
in which the foreigu establ~shment " receives" the income and the case when it does not. 

As in Part II, A, 2, no express mention will be made of the taxation of share companies and 
co-operative societies, unless some special case is met with. 

The details given hereunder in connection with the fiscal regime applicable tg the various items 
of property and of income are subjet to the explanations given above in connection with the general 
description of the tax system and the general principles applicable to national enterprises. 

In connection with items (a), (b), (c), (/), (g), (h) and inasmuch as they relate to an 
establishment of a Swiss enterprise, situated abroad (case II), account should specially be taken 
of what has been said in Part I, under 4 (e) and in the Part II under B I (a), second exception. 
The rules set forth in connection with these items are therefore subject in certain cantons and 
communes to the restrictions which result from the peculiarities of the taxes of such cantons and 
communes. 

(a) Dividends. 

The stamp duty on share coupons issued by a foreign enterprise imposed under the Federal 
law on the stamp duty on coupons does not enter into the question, as these coupons are only 
liable to the duty when the securities circulate in Switzerland and have been : 

{I) Issued in Switzerland by public subscription or on the basis of a public offer or an 
offer addressed to a more or less wide circle of persons, or 

(2) Quoted on a Swiss stock exchange. 

If these conditions are fulfilled, the duty is generally settled by a single lump sum payment on 
all the subsequently maturing coupons of securities circulating in the country. The owner of the 
share does not have his dividend reduced by withholding at the source. 

I. In the case of a Swiss enterprise having no establishment abroad, shares of foreign companies 
are liable to the property-tax except in the canton of Berne. 
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Dividends come nnder taxable gross income but not nnder earnings. Berne taxes them as 
income of the second class (see Part I, 2 (b)). 

II. In the case of a Swiss enterprise having an establishment abroad, the shares of f?reign 
companies are not liable to tax, nor is their yield, subject to t~e condition, alread~ set fort~ m the 
notes at the head of this chapter (Chapter 2), that they are attnbutable to the establishment situated . 
abroad. 

(b) Interest. . 

The remarks in the preceding chapter, concerning the stamp duty, apply mutatis mutandis to 
interest. 

I. If a Swiss enterprise has no establishment abroad, bonds and lo~ns, secured and nn:ecured, 
are, except in the canton of Berne, liable to the tax on property, and th~ mterest on the~ to mcome
tax, but are not liable to the tax on the product of labour. Berne Imposes on the mterest only 
the tax on second-class income. 

II. No tax is levied on the Swiss enterprise if it has an establishment abroad and if the bonds 
and debts of foreign debtors belong to such establishment. 

(c) Directors' Percentages (tantiemes). 

I. In the case of a Swiss enterprise having no establishment abroad, the recipient is liable to 
income-tax or to the tax on the product of labour. 

II. No tax is levied on the Swiss enterprise having an establishment abroad, if the latter receives 
director's fees. 

(d) Royalties for P se of Patents, Copyrights, Trade-marks, Secret Processes and Formulce and' Similar 
Income. 

(Note. - It is assumed that the royalties here in question have been created or acquired by 
the enterprise in Switzerland and that that enterprise therefore has the disposal of them. 
Royalties of this kind are usually payable in favour of the enterprise and not of a dependent 
establishment.) 

I. In the case of a Swiss enterprise having no establishment abroad, income received by an 
inventor or author is liable to income-tax or 'to the tax on the product of labour. 

The income from patents and other royalties which a person acquires (as heir or purchaser) is 
liable to income-tax and, further, the capital is liable to property-tax, in the cantons in Groups I 
and II (see Part I, 2 (b) (aa)). Berne imposes the tax on second-class income. 

The income of a person to whom these rights are sold is liable to income-tax or tax on the 
product of labour. 

II. Swiss enterprises having an establishment abroad. Subject to the condition mentioned in 
the above note, the foreign establishment can only act as the proxy or sometimes as the collector 
for the enterprise in Switzerland. That being so, the income it earns is attributed to the enterprise 
in Switzerland and is subject to the treatment set forth under I. 

(e) Rents from Real Estate, Mining Royalties and Similar Income. 

I. No tax is levied on a Swiss enterprise having no establishment abroad. 

II. Same observation in the case of a Swiss enterprise having an establishment abroad. 
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(f) Gain derived from the Purchase and Sale of: 

(I) Real Estate. - The special taxes on profits referred to under the corresponding heading 
in connection with foreign enterprises do not apply. 

I. In the case of a Swiss enterprise having no establishment abroad, no tax is imposed unless 
the profits are made by enterprises or persons who are professionally engaged in the purchase and 
sale. of real estate. These profits are then subject to income-tax or the tax on the product of labour. 
The canton of Berne taxes them as income of the second class. 

II. Notax is due from a Swiss enterprise having an establishment abroad. 

(2) Securities. -As regards Swiss enterprises having no establishment abroad, these are treated 
in exactly the same way as the same class of Swiss property belonging to the Swiss establishment of 
a foreign enterprise (see Part II, A, 2 (f) (2), II). 

II. No tax is due from a Swiss enterprise having an establishment abroad. 

(3) Personal Property.- I. If the Swiss enterprise has no establishment abroad, the observations 
on Swiss personal property belonging to an establishment maintained in Switzerland by a foreign 
enterprise apply here (see Part II, A, 2 (f) (3), II). 

II. No tax is due if the Swiss enterprise has an establishment abroad. 

(g) Salaries, Wages, Commissions and Other Remuneration for Services. 

(Note.- The salaries and fees of directors are liable to income-tax or the tax on the product 
of labour in the canton where the director is domiciled.) 

I. Income of this nature belonging to a Swiss enterprise having no establishment abroad 
are subject to income-tax or to the tax on the product of)abour. 

II. No tax is due from a Swiss enterprise having an establishment abroad. 

(h) Income from a Trust. 

(Nate. - See note attached to the corresponding heading in connection with foreign enterprises 
(Part II, A, 2 (h)).) 

I. Subject to the conditions mentioned in the note, a national enterprise havingnoestablishment 
abroad, which derives income from a fondation or trust abroad, is taxed on such income in those 
cantons that have a general income-tax ; the capital of the fondation is liable for property-tax in 
all cantons except Berne, which imposes the tax on second-class income. 

II. No tax is due from a Swiss enterprise having an establishment abroad. 

(i) Income from the carrying on of a Business through: 

(Note.- Here the distinction between a Swiss enterprise which has an establishment abroad 
and one which has not has no force, since we are concerned with other forms of represent
ation of the Swiss enterprise.) 

(I) A Local Commission Agent or Broker.- A Swiss enterprise with a broker abroad is not 
deemed to have an establishment abroad. 

The same is true generally of a local commission agent. The reservations made on this point 
in connection with a foreign enterprise apply here too (see Part II, A, 2 (i) {I)). 

Accordingly, the Swiss enterprise is liable to tax on the income derived from the activities of 
this kind of representative. 
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(2) A Local Dealer or Distributor. - A sales office abroad run by a local dealer or distributor 
does not constitute an establishment in the sense that the Swiss enterprise would be entitled to 
claim; from cantons which recognise the principle of exemption, proportionate exemption from. 
property-tax and taxes on income or product of labour in respect of the capital invested in the 
sales office and the income derived from sales. 

(3) A Travelling Salesman, whether or not having Power to conclude a Contract.- No fiscal 
exemption is granted. 

(4) A Local Agent with a Power of Attorney.- According to the fiscal law and the practice of 
most cantons, which do not tax the property and income of an establishment outside Switzerland, 
,a local agent with power of attorney, representjng a Swiss enterprise abroad, does not constitute 
an establishment of that enterprise. The latter cannot therefore claim exemption from cantonal 
and communal taxes proportionate to the size of the establishment abroad, in respect either of the 
capital invested there or of the income derived from it. 

(5) An Agent selling out of a Stock belonging to the Foreign Enterprise. - If an agent selling 
from stock belonging to a Swiss firm constitutes an establishment of that firm, th9se cantons whose 
fiscal law provides for the fiscal exemption of such establishments do not impose taxes on the capital 
invested in the establishment or on the income or product of labour derived therefrom. If the 
agent represents several firms, his agency is not, as a rule, allowed to count as an establishment of 
the firms represented. If, on the other hand, he works permanently for a single firm, various 
cantons accept him as the foreign establishment of that firm. 

(6) A Permanent Establishment of Any Kind.- A Swiss enterprise which maintains a permanent 
establishment abroad is exempt from taxes on the property, income or product of labour of the 
establishment, in cantons that grant such exemption (see Part I, 4 (e)). · To obtain exemption, 
the foreign establishment must be in the nature of a permanent material installation by means of 
which the Swiss enterprise exercises a qualitatively and quantitatively essential part of its technical 
or commercial activities. A subsidiary company is not, as a rule, regarded as an establishment of 
the parent ~ompany; Swiss law, however, allows it to be so regarded when the subsidiary is merely 
an economic organ of the parent company. 
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PART III. -METHODS OF ALLOCATING TAXABLE INCOME. 

r. As far as concerns taxes on property and income, the fiscal laws of the cantons do not as 
a rule fix the methods of allocating taxable objects. The cantons have been content to embody 
in their laws the principle of taxing establishments operated in the canton by foreign enterprises 
and not taxing, or oruy taxing at reduced rates, establishments pperated abroad by cantonal 
undertakings. The second of these principles, as already stated (see Part I, 4 (e)), does not find 
universal expression. A few of the cantons, however, have established certain legal rules for the 
allocation of taxable property and income. Geneva especially, whose law on public contributions 
contains fairly detailed regulations, makes a distinction between inter-cantonal and international 
cases of double taxation. Basle-Urban and Zurich have similar though less detailed provisions, 
Zurich distinguishing between Swiss cantons and foreign countries, Basle-Urban making no such 
distinction. 1 

In the absence of legal provisions, the organs responsible for the enforcement of fiscal laws 
allocate· property and income in cases of international double taxation by applying methods proved 
by experience and by seeking solutions found sati?factory in inter-cantonal disputes. Frequently 
the taxpayer tries to arrive at an amicable arrangement, and this is agreed to if the Treasury finds 
it convenient. Disputes concerning questions of international allocation do not often come before 
the courts of appeal, falling rather within the sphere of administrative decisions than that of the 
law. Accordingly, few judgments have been given by cantonal courts dealing with the international 
allocation of taxable objects, fewer still by the Federal Tribunal. 

2. The co-existence in Switzerland- referred to in the introduction to this report- of twenty
five cantons and half-cantons, each with its separate fiscal laws, entails conflicts similar to those 
arising between a number of foreign countries on whose territory an enterppse operates 
establishments. Double taxation indeed occurs between cantons, as between one foreign country 
and another, owing to the diversity of fiscal laws and the fact that the same persons are required 
by several fiscal sovereignties to pay tax~s on the same objects. Still, inter-cantonal double ta..xation 
does not present so serious a problem as double taxation between countries. In the first place, 
there is a certain kinship between the fiscal laws of the different Swiss cantons. Secondly, and 
more important, the Federal Tribunal, under Article 46, paragraph 2, of the Federal Constitution, 
not only forbids double taxation as between cantons, but gives the taxpayer the right to appeal 
to the Federal Tribunal against any infringement of that article. Many cases of inter-cantonal 
double taxation have come before the Tribunal in ~he course of years, and its jurisprudence has 
established certain principles which help the cantons to take the right course, both in the question 
of fiscal domicile and as regards the allocation of ta..xable objects. The cantons often apply these 

1 See BJ.sle-UrbJ.n, section I, paragraph 3, Gesetz vom 23. Juni 1921 b~tr. die Besteuerun g der anonymen 
Erwerbsgesellschaften; Berne, section 6, Dekret vom 22. J anuar 1919 betr. die Veranlagung zur Ein kommenssteuer, 
in the wording of the Dacree of Novembar 16th. 1927 ; Geneva, Article 28, paragraph 2, Article 43, paragraph 2, 

Article 63 of the L3.w of M3.rch 24th, 1923, on public contributions ; Zurich, section II, paragraph·:!, section 2-h 
paragraph 2, section 33. paragraph 2, Gesetz vom 2?. November 1917 betr. die direkten Steuem. 
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principles of allocation by analogy to cases of internationa! do_uble taxation, although they are not 
obliged to do so, as Article 46, paragraph 2, of the Constltutl~n does not. cover such cases. Its 
application, however, offers the cantons the advantage of umform practice and sa~es them the 
trouble of devising suitable rules of their own, which would often be a matter of difficulty. 

For the purpose of the present study it would seem well to explain the rules of a?oc~tion on 
which the Federal Tribunal's jurisprudence in the matter of inter-cantonal double taxatiOn IS based, 
the more so as that Court has neither the opportunity nor the power - as regards double taxation 
between countries- to reconcile divergences existing between cantonal law and cantonal opinion, 
on the one hand, and foreign law and foreign opinion, on the other hand, as it can in cases of 
fiscal conflict between two cantons. 

Accordingly, a first heading," Inter-cantonal Cases", in the chapters that deal with allocation 
methods, will state the principles established by the Federal Tribunal for the allocation of taxable 
objects between cantons. The judgments of the Tribunal are equally binding upon all cantons, so 
that there is no need to distinguish between cases in which the enterprise is domiciled in one canton 
and has an establishment in another and cases in which the position is reversed, in the way that 
the questionnaire does under A and B for enterprises having their statutory seat respectively in 
the country and abroad. 

3· The Swiss cantons, being members of the same State and bound to each other by close 
economic ties, have naturally found it convenient and even necessary to make arrangements for 
lending each other judicial and administrative assistance. 

The first of these arrangements, which was embodied in the Concordat of February I8th, rgn, 
concerned the recovery of contributions due under public law and was to the effect that executory 
decisions and awards by the administrative or judicial authorities of one canton signatory to the 
Concordat should be regarded in any other signatory canton as equivalent to an executory judgment 
within the meaning of Article So, paragraph 2, of the Federal law on prosecution for debt and 
bankruptcy. All cantons have acceded to this Concordat 1 • 

Administrative assistance has not developed far. Some cantons exchange information, 
spontaneously and on request, on taxable subject-matter and facts of importance for fiscal purposes. 
The cantonal administrations, however, do not undertake to issue notifications, set on foot enquiries, 
enter into discussions, collect payments or institute proceedings on behalf of other cantons. The 
results of expert enquiries carried out by one canton and affecting another canton are not recognised 
by the latter. Nevertheless, many disputes are settled, with the consent of taxpayers, by agreement 
between the cantons concerned. 

A. FOREIGN ENTERPRISES WITH LOCAL BRANCHES OR SUBSIDIARIES. 

I. GENERAL QUESTIONS AND METHODS OF APPORTIONMENT. 

(a) BooK-KEEPING AND AccouNTING REQUIREMENTS . 

. The fi~callaws of ~he cantons have no prov~ions which ~OmJ?el the taxpayer to keep books or 
which requrre the keepmg of books of a special kmd. The obhgation to keep accounts is laid down 
in Articles 877 to 88o of the Federal code of obligations, dated July 7th, rgn. There is in this 
code a further reference to books in Article 655, which requires the management of a share company 
to provide for the keeping of the necessary books, and in Article 701, whereby the management of 
a co-operative society is responsible for regular book-keeping. 

None the less, the fiscal law of many cantons either entitles the authorities to demand the 
p~oduction ?f books by the tax~ayer or give~ the latter the right to produce them in support of 
hts declarations. Share compames, co-operatives and business partnerships ar~ in several cantons 

1 Official Collection of Federal Laws 1912, page 6u. 
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required to accompany their tax declarations by copies of their balance-sheets and profit-and-loss 
accounts. Refusal to submit books is regarded by most cantons as a refusal to furnish the required 
proof and involves such prejudicial consequences as taxation ex officio. 

On September nth, 1925, the Supreme Commission of the canton of Zurich decided in the 
case of a fu~eign partnership, having an establishment in the canton, that it was bound to produce 
the balance-sheet and profit-and-loss account of the whole enterprise 1• 

For Baste-Urban, provisions concerning the production of books or balance-sheets and profit
and-loss accounts are contained in Article 2, Gesetz betr. die direkten Steuern vom 6. April 1922, and 
in Article 7, Gesetz betr. die Besteuerung der anonymen Erwerbsgesellschaften vom 23. ]uni 1921 ; for 
Berne, in Article 27, Gesetz iiber die direkten Staats- und Gemeindesteuern vom 7· ]uli 1918 ; for 
Geneva, in Article 7, paragraph 2, and Article 18 of the Law of December 1st, 1928, amending the 
Law on public contributions of March 24th, 1923, as amended on December 24th, 1924, March gth, 
1927, and May 4th, 1927 ; for Zurich in Articles 44 and 50, Gesetz betr. die direkten Steuern vom 
25. November 1917 .. 

The authority responsible for assessing taxes may require the taxpayer to produce any 
documentary evidence necessary to verify the accuracy of the books submitted. 

(b) METHODS OF ALLOCATION. 

The method of allocation applied by the Federal Tribunal in disputes arising out of inter
cantonal double taxation is not the same for property as for income. The former is of a particular 
character and cannot be classed among any of the methods enumerated in the questionnaire. For 
this reason it will be described first. 

Inter-cantonal Cases. -As a rule, each canton is allowed, first of all, to tax items of property 
localised within its territory. These include land and buildings and personal property, such as 
machinery, furniture, stores, goods, etc., which are installed on real property. Property of other 
kinds is apportioned between the cantons concerned in the proportion which the property localised 
in the canton bears to the total property of the enterprise 2 • 

These other kinds of property consist mainly of cash, securities, bank deposits, debts, shares. 
The distribution between the cantons of these non-localised items of an enterprise's property is not, 
however, always proportional. In the absence of economic relations with the branches, some of 
these items are apportioned exclusively to the canton where the enterprise has its registered office 
or domicile. Thus, in the case of an industrial enterprise the Federal Tribunal decided to allocate 
to the canton where the enterprise had its seat its shares in other undertakings and permanent 
advances to subsidiary companies 3• In another case of a firm maintaining retail sales stores in 
several cantons, the Federal Tribunal agreed that there was no direct relation between the securities, 
cash, debtors, bank deposits of the seat and the retail stores, the latter having no need of working 
capital. The Court therefore refused to allocate a proportionate share of the assets mentioned 
to the cantons in which the branches were situated '· 

The debts of the whole .enterprise are deducted proportionately to the property ascribed to 
the canton. This last rule is subject to exceptions having their origin in cantonal law. In the 
case of cantons which only tax parts of the property, the deduction of debts can, in principle, only 
be made in so far as it is provided for by the cantonal law ; the same applies in cases when cantonal 
law allows the taxation of the gross value of real estate and when it is forbidden to deduct any debts 
at all from the value of the property. The canton of Berne taxes no property except real estate 

1 Zurcher. Blatter fur Rechlsprechung, 1927, No. 104. 
1 Cf. Collected Judgments of the Federal Tribunal, 1910, Volume I, pages II to 20; xgu, Volume I, pages 249 

to 26o and 266 to 273. 
• Collected Judgments of the Federal Tribunal, 1926, Volume I, pages 247 and 250. 
• Collected Judgments of the Federal Tribunal, 1924, Volume I, page 178. 
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and loans secured on real estate situated in the canton; the owner of real estate may deduct from 
its value any debts secured on that estate, but may not deduct unsecured debts. In the assessment 
of communal tax the canton does not allow mortgage debts to be deducted from the value of real 
estate. The owner must therefore pay the communal tax on the gross value of any real estate he 
possesses in the commune. 

As regards companies and co-operative societies, the method of allocating property explained 
above results in the taxing of a proportionate part of the corporate capital and reserves, especially 
in those cantons which tax these legal entities according to a special system. Compare, on this 
subject, the explasations and examples given hereafter under " Method of Fractional 
Apportionment" (Part III, A (b), 3, "Inter-cantonal Cases"). 

International Cases.- In determining taxable property several cantons take exclusive account 
of objects situated in their territory, but most of them, in accordance with the jurisprudence of the· 
Federal Tribunal described above, assess tax on the localised items of the property and also on a 
proportionate part of the enterprise's remaining property. Deduction of debts is allowed in the 
proportion that the gross assets of the branch bear to the total gross assets of the enterprise. This 
method obtains in the cantons of Basle-Urban, Geneva and Zurich. Berne's method is that 
described above. 

r. Method of Separate Accounting. 

Inter-cantonal Cases.- The Federal Tribunal does not reject the principle of the direct method 
of allocating income or the product of labour or profits. If a branch's accounts show approximately 
the branch's real share of the whole income of the enterprise, allocation may be made on the basis 
of the separate accounts 1• This may happen when branches are managed as undertakings 
independent of the central seat, but such cases are exceptional 2• As the accounts of a branch 
hardly ever fulfil the condition stated, the direct method is very little used. 

It is employed, as will be seen, in the cases of banking enterprises, not directly to allocate 
profits, but to furnish the comparative data for the distribution of the total profit. 

International Cases.- Although a few cantons tax the separate income earned on their territory 
by the establishment of a foreign enterprise, most assess tax on a proportion of the total income of 
the enterprise. This majority includes Basle-Urban, Berne, Geneva and Zurich, none of which 
normally apply the method of separate accounting. 

Nevertheless, these separate accounts are of some value in determining the taxable income, 
because they show the importance of the branch and, provided the books are correctly kept, may 
furnish certain necessary data for determinip.g the proportion in which the income is distributed 
bet~een the fiscal sover~ignties concerned. Such data are mainly real property, machinery, 
furn1ture, stocks of matenal and goods, wages, turnover. The checking of these data presents no 
difficulty. 

2. Empirical Methods. 

Inter-cantonal Cases. - The empirical method is not employed to determine income, product 
of labour or profits. . 
. The emp~cal method is used as a subsidiary method when fraction~ apportionment fail~ in 
1ts purpose owmg to the absence of accounts or books that establish the profits of the whole 
enterprise. In the absenc~ of this material, recourse is .had to c~cU:ation. A percentage is applied 
to the turnover representmg the average profit realised by sunilar enterprises or the profit is 

'Collected Judgments of the Federal Tribunal, 1923, Volume I, ·page 33· 
1 Collected Judgments of the FedeYal'TYibunal, 1924, Volume I, page 87' 
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estimated at that which a similar enterprise of the same size has made. A choice, in fact, is made 
between such factors as will determine the income by a comparison with other enterprises. 

International Cases. - The position is the same as for inter-cantonal cases. 

3. Method of Fractional Apportiotlment. 

Inter-cantonal Cases. - The Federal Tribunal has consistently maiiJ.tained in its jurisprudence 
that, in the case of an enterprise with establishments in different cantons, the latter could not tax 
the separate income of the establishments, but only a share of the total profits. This share 
corresponds to the proportion between the productive factors in the canton and the total productive 
factors of the enterprise. It may also, according to circumstances, be determined in proportion to 
working costs 1, turnover 2 and other elements appropriate to the particular case. 

In order to allow for the influence on profits of management and central administration- an 
influence finding little, if any, expression among the factors of production - the jurisprudence of 
the Federal Tribunal allows the canton in which the statutory seat is situated to tax a fraction 
(pre;iput) of the profits, varying from 10 per cent to 25 per cent. 

In the cases of industrial enterprises, the factors of production are, on the one hand, localised 
installations used in production, such as land and buildings, machinery, tools, furniture, motor 
vehicles, stocks, goods and such assets as cash, securities, debts, etc. and, on the other hand, the 
labour represented by salaries and wages. The localised factors are allocated to the establishment 
upon which they depend ; the other assets are distributed in their proportion to the localised factors 
or are ascribed to the establishment upon which they are economically dependent 3 • 

Immovable and movable property is assessed at the value it is assessed at for the property-tax. 
Salaries and wages are capitalised at 10 per cent 4 and ascribed to the establishment that pays 
them. The total figure representing the productive factors in a canton is the numerator of a 
fraction of which the denominator is the total of all the productive factors of the enterprise. This 
fraction represents the share of income which the canton concerned may tax. 

To avoid. misunderstanding, it should be mentioned that the assessments on which the 
apportionment by the Federal Tribunal is based do not serve for the assessment of cantonal taxes ; 
the cantons determine the value of taxable matter in accordance with their own laws. In a judgment 
given on June 2oth, 1930 5, in a special case, but one which nevertheless typifies the system, the 
Federal Tribunal made the following pronouncement : 

"In the case of the Federal Bank v. the Neuchdtel Conseil d'Etat the Judgment of January 
25th, 1923 (Official Collection, No. 49, Volume I, page 33), declares that, as regards banks 
operating in the territory of several cantons, the separate profit-and-loss accounts drawn up 
for each establishment of the same enterprise furnish a direct and reliable means of estimating 
the extent to which each has contributed towards the total net profit, and those profit-and-loss 
accounts must be t)le basis for determining the share of profits ta.-..:able in the different cantons. 

1 Collected Judgments of the Federal Tribunal, 19II, Volume I, page 272 ; 1914, Volume I, page 214. 
• Collected Judgments of the Federal Tribunal, 1916, Volume I, page 130. 
3 Collected Judgments of the Federal Tribunal, 1926, Volume I, pages 246 et seq. 
• Salaries and wages were for years capitalised at 5 per cent. In a report asked for by the Federal Tribunal, 

Professor M. R. Weyermann of Berne examined the rate of capitalisation and came to the conclusion that the figure 
of 5 per cent exas-gerated the importance of manual labour as compared with capital. He proposed the rate of 
10 per cent, and this was accepted by the Federal Tribunal in its Judgment of November 28th, 1925 (Official 

. Collection, 1925, Volume I, pages 40 et seq.). At the same time, and on the· proposal of the same rapporteur, 
the Federal Tribunal also decided to capitalise at 10 per cent cost of raw materials, like coal, oils, electricity, while 
leaving itself full freedom to deal with any subsequent disputes on this matter (for Professor \Veyermann"s report, 
see Revue trimest1·ielle de droit fiscal suisse, 1926, pages I et seq.). 

'Official Collection of judgments of the Federal Tribunal, 1930, Volume I, pages 231-233· 
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" The plaintiff considers that, once the cantonal share is thus fixed, the cru:tons are n?t 
entitled to calculate in accordance with their own laws the total profits on which they will 
levy the tax corresponding to their share. In the view of the plaintiff the ~et taxable profit 
has to be established according to the same uniform rules that govern the fixmg of the shares. 
And since, for the latter purpose issue premiums (l'agio d'bnission) are not ad?ed to profits, 
it follows, according to the plaintiff, that, in the case of inter-cantonal enterpriSes, whenever 
the shares of the different cantons are reckoned by the direct method, issue premiums cannot 
be taxed among net profits either in the canton where the enterprise has its central seat, or 
in the cantons where it has other establishments, although, according to cantonal law, the 
premiums would be taxable. 

" This absolute solution is inadmissible. The Federal Tribunal has always held that, as 
regards the taxation of an enterprise operating in several cantons, the fiscal authorities in each 
canton must assume that the enterprise as a whole is subject to the fiscal sovereignty of the 
canton. After estimating the taxable· profits on this hypothesis - profits which will vary 
with the fiscal laws of the different cantons - the canton will determine the figure actually 
taxable, on the basis of the cantonal share as established by the rules of jurisprudence. This 
principle applies to the assessment of taxable profits and also to the assessment of taxable 
property. The cantons concerned adopt the shares fixed by the Federal Tribunal and, for the 
rest, apply the provisions of their own fiscal laws. Article 46, paragraph 2, of the Federal 
Constitution, which prohibits double taxation, is respected so long as another canton abstains 
from taxing a fraction of capital or profits in excess of its share (0(/icial Collection, 40, Volume I, 
page 197; 41, Volume I, page 437; 42, Volume I, page 130; 46, Volume I, page 428, etc.). It 
is true that hitherto the Federal Tribunal has only confirmed this principle in cases when the 
shares were established by the indirect method (based on turnover or factors of production), 
but there is no reason for departing from it when the direct method is used (i.e., a calculation 
based on profit-and-loss accounts, Official Collection, 49, Volume I, page 33). A distinction 
must be made between the establishment of profit-and-loss accounts for purposes of fixing the 
cantonal share and the determination of total profits for purposes of taxing them on the basis 
of the share fixed. 

" If, in calculating the shares, disputes arise as to the factors to be included in profit-and
loss accounts, these difficulties must be settled on uniform lines; that is to say, not according 
to the fiscal regulations of the different cantons, but in accordance with the general principles 
laid down by the Federal Tribunal. Once the shares are fixed, the position is different. 
Cantonal law then becomes applicable, and the figure on which the shares are established may 
not be the same as the figure on which tax is collected at the share rate. Provided that the 
taxpayer is not taxed on more than roo per cent of his fortune or income, the Federal Tribunal 
has no cause to interfere in such cases. If the system proposed by the plaintiff were accepted, 
it would have the inadmissible consequence that, in the case of inter-cantonal enterprises, a 
canton would, in the matter of allowing certain amortisation sums, deduction of taxes, etc., 
treat enterprises differently according as the apportionment was made by the direct method 
or the indirect method." 

In order to avoid double taxation, the values ascribed by the cantons concerned to the objects 
of tax~tio~ do not need to b~ the ~arne for the same objects. The double taxation of an enterprise 
operatmg m several cantons 1s avmded as long as the sum of the percentages indicating the cantonal 
taxation of the enterprise does not exceed roo. Supposing that the Federal Tribunal allowed four 
interested cantons each to tax 25 per cent of profits, it would be wrong to imagine that there was 
double taxation just because the income figures taxed in each canton were not the same. The 
~sessment o! the enterprise's profits on _the basis of the rules in force in the four cantons might result 
m Canton No. r levymg tax on an mcome of 350,000 francs, Canton No. 2 on an income of 
300,000 francs, No. 3 on 28o,ooo francs and No. 4 on 250,000 francs. And yet none of these figures 
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need exceed the 2S per cent of the enterprise's income as established under cantonal law. il!utatis 
mutandis, the same applies to property-tax. 

The principle underlying the system of apportionment becomes clear if we take the case of a 
company with establishments in four cantons, all of which tax the company on its capital and 
profits according to its own system, the provisions of substantive law not, of course, being the same. 

The following table furnishes an example of apportionment : 

Cantonal taxation Cantonal share 
<-

Canton Capital of capital and reserves of profits 

and reserves Profits 
% Amount % Amount -

A (seat) I2,000,000 I,OOO,OOO 33 I/3 4,000,000 40 400,000 
B. II,200,000 8oo,ooo 22 2/9 2,489,000 30 240,000 
c. II,6oo,ooo 96o,ooo 22 2j9 2.578,ooo IS I44,000 
D. Io,8oo,ooo 88o,ooo 22 2/9 2,400,000 IS I32,000 

IOO IOO 

The following examples show the working of the principle of fractional apportionment as 
normally applied by the Federal, Tribunal. 

Example No. I.- An enterprise which has its commercial management in one canton (B) and 
its manufacturing part and technical direction in another canton (A). On April 8th, I927, the 
Federal Tribunal decided that profits should be apportioned as follows : 

Total factors Productive factors in canton of production 

CAPITAL. A B 
Localised factors: 

Manufacture (materials, articles in 
course of manufacture, etc.) 329,6II 329,6II -

Goods. . . . . . . . 243.338 - 243,338 
Machinery and tools. 2S,OOO 2S,OOO -
Furniture IO,OOO s.ooo s.ooo 
Plant, utensils, motor vehicles IS,OOO IS,OOO -
Immovable property. 34.800 34,800 -

6s7.749 409,4II 248.338 

Other non-localised assets : 
IOO per cent 62.2 per cent 37.8 per cent 

Cash, postal cheques, securities, debtors I45.309 90,433 54.876 
IOO per cent 62.2 per cent 37.8 per cent 

LABOUR. 803,0S8 499.844 303,214 

Wages and salaries capitalised at Io per 
cent. 4,J70,I07 4,I2I,372 648.735 

s.573,I65 '4,62I,2I6 95I,949 
IOO per cent 82.92 per cent I7 .08 per cent 
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Out of the realised profits a fraction amounting to IS per cent was allowed to CantonE bec~use 
the importance of the commercial part was not adequately represented by the percentage obtamed 
on the basis of the factors of production, and a fraction amounting to S per cent was allowed to 
Canton A to represent technical management. After deducting the 20 per cent from total profits, 
8o per cent remained to be apportioned. 

Canton A thus had the right to tax : 
s per cent plus (o.8 x 82.92) per cent = 7I.34 per cent ; 

Ca;;ton B: 
IS per cent plus (o.8 X I7.08) per cent == 28.66 per cent 

of the total income of the enterprise. This income is calculated differently by the two cantons, 
each determining it according to its own law. 

Example No. 2. - On May 22nd, I926, the Federal Tribunal gave a judgment 1 in the case 
of a large industrial enterprise which has its head office in Canton A, factories working in Cantons 
A and B, a disused factory in Canton C and goods depots in various cantons. The enterprise is 
further concerned in certain foreign undertakings. As regards tax on capital (property) the various 
assets were apportioned between the cantons as follows : 

I. " Land and buildings, the contents of the industrial inventory, tools, furniture, models 
and cash "to the value of I9,82I,980 francs, were taxable in the place where they were situated. 

2. " Raw materials, semi-manufactured products and finished goods " were apportioned 
according to where these assets happened -to be. 

3· " Foreign investments (participations) " amounting to 24,s49,86I francs 4S centimes 
represented the interests of the company in five foreign enterprises. Investments of this kind 
are usually subject to the fiscal sovereignty of the canton where the company has its head 
office. The only exception would be in respect of investments regarded as working capital. 
In this particular case the taxable company acted as a holding company in relation to its 
foreign interests, which were accordingly subject to the fiscal sovereignty of the canton where 
the enterprise had its central seat. 

4· "Correspondent accounts (comptes correspondants) " to the value of I2,o88,72S francs 
8I centimes represented permanent or quasi-permanent advances to subsidiary companies and, 
like the investments to which they are economically directly related, were taxable only in the 
canton where the company had its head office. 

s. " Miscellaneous debtors" amounting to 6,4oi,779 francs 6o centimes, included assets 
in the hands of customers, bank credits, etc. The value of this item was allocated between 
the cantons concerned, excluding cantons in which the enterprise had only depots, and Canton C, 
where it had a disused factory. Apportionment between Cantons A and B could have been 
effected either in proportion to ~he value _of the capital thus localis;d (land, buildings, machinery, 
plant •. to~ls, cash, raw matenals, semi-manufactured. and fimshed goods) or according to 
quantitative output. These two methods would have glVen approximately a so per cent share 
to each canton, and the apportionment was, in fact, in this proportion. 

6. The value of " securities ", amounting to 2II,3SO francs, was apportioned in the same 
way as " miscellaneous debtors ". -

1 Official Collection of Judgments of the Federal Tribunal, 1926, Volume I, pages 238 et seq. 
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Accordingly, the property would be apportioned as follows : 

Canton A CantonE Canton C and 
cantons with depots 

Fr. Fr. Fr. 

I. Land and buildings, machinery, tools, 
furniture, cash. J,268,259 rr,546,o25 I,OOJ,696 

:a. Raw materials, semi-manufactured pro-
ducts and finished goods. 6,560,882 5.491,845 630.407 

3· Participations :I 24,549.86!.45 - -
.... Correspondent accounts . I2,088,J25.8I - -
5· Miscellaneous debtors. i 3,2oo,889.8o 3,2oo,889.8o --., 
6. Securities . .I 105,675 105,675 -l 

ToTAL. : ! 53.774,293·06 20,344.434.80 I,638,103 'I 

Proportion . i 70.983 per cent 26.855 per cent 2.162 per cent ·I I 

Thus Canton A had the right to tax 70.983 per cent, Canton B 26.855 per cent and the other 
cantons 2.162 per cent of the total property of the enterprise which would have been liable, had 
its operations been confined exclusively to the territory of the single canton. 

As regards the tax on the product of labour or profits, these were apportioned according to the 
factors of production (capital and labour). The capital factor was determined according to the 
rules for allocating property for the purposes of the-property-tax. The labour factor was fixed by 
capitalising wages and salaries paid by the enterprise at 5 per cent. The profits were apportioned 
for tax as follows : 

I I 
Canton C 

! 
Canton A Canton B and other cantons 

Fr. Fr. Fr. 

Capital . 
'I 

53.774.293·06 20,344.434.80 I,638,103 I. 
:a. Lahour . 89,381,262 60,742,640 4.583,136 

ToTAL, I43,I55.555.o6 81,087,074.80 6,221,239 
· Proportion . 62.rr6 per cent 35.184 per cent 2.700 per cent 

Canton A was entitled to tax 62.II6 per cent, Canton B 35.184 per cent and the other cantons 
2.7 per cent of the total profits or product of labour of the enterprise on which the latter would 
have had to pay tax in the respective canton, had its operations been confined exclusively to that 
canton. · 

Example No. 3.- On October I2th,.I910, the Federal Tribunal 1, in the case of the Soriete 
Suisse de Petrole v. Vattd, gave the following as its reasons for deciding in favour of a fractional 
apportionment of profits. It further allocated profits in proportion to turnover, a principle which 
has several times been confirmed in respect of commercial enterprises, notably in a recent 
judgment of the Tribunal, dated February 14th, 1930. 

" In order to estimate the taxable income of an individual or company engaged in trade 
or industry in several cantons, the fiscal authorities of the canton must take into account the 

1 Collected Judgments of the Federal Tribunal, 1910, Volume I, page 581. 

II. 29 
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Out of the realised profits a fraction amounting to IS per cent was allowed to CantonE bec~use 
the importance of the commercial part was not adequ~tely repres~nted by the percentage ;bta~~d 
on the basis of the factors of J>roduction, and a fraction amountmg to S per cent was a owe 0 

Canton A to represent technical management. After deducting the 20 per cent from total profits, 
So per cent remained to be apportioned. 

Canton A thus had the right to tax : 
s per cent plus (o.8 x 82.92) per cent = 71.34 per cent ; 

Ca~tonB: 
IS per cent plus (o.8 x I7.o8) per cent == 28.66 per cent 

of the total income of the enterprise. This income is calculated differently by the two cantons, 
each determining it according to its own law. 

Example No. 2. - On May 22nd, I926, the Federal Tribunal gave a ~udgmen! 1 i? the case 
of a large industrial enterprise which has its head office in Canton A, factones workmg m Ca~to~s 
A and B, a disused factory in Canton C and goods depots in various ca~tons. The enterpn:e IS 

further concerned in certain foreign undertakings. As regards tax on capttal (property) the vanous 
assets were apportioned between the cantons as follows : 

I. "Land and buildings, the contents of the industrial inventory, tools, furniture, models 
and cash " to the value of I9,82I,g8o francs, were taxable in the place where they were situated. 

2. " Raw materials, semi-manufactured products and finished goods " were apportioned 
according to where these assets happened -to be. 

3· " Foreign investments (participations) " amounting to 24,s49,86I francs 45 centimes 
represented the interests of the company in five foreign enterprises. Investments of this kind 
are usually subject to the fiscal sovereignty of the canton where the company has its head 
office. The only exception would be in respect of investments regarded as working capital. 
In this particular case the taxable company acted as a holding company in relation to its 
foreign interests, which were accordingly subject to the fiscal sovereignty of the canton where 
the enterprise had its central seat. 

4· "Correspondent accounts (comptes correspondants)" to the value of I2,o88,72S francs 
8I centimes represented permanent or quasi-permanent advances to subsidiary companies and, 
like the investments to which they are economically directly related, were taxable only in the 
canton where the company had its head office. 

5· " Miscellaneous debtors" amounting to 6,40I,779 francs 6o centimes, included assets 
in the hands of customers, bank credits, etc. The value of this item was allocated between 
the cantons concerned, excluding cantons in which the enterprise had only depots and Canton C 
where it had a disused factory. Apportionment between Cantons A and B c~uld have bee~ 
effected either in proportion to ~he value _of the capital thus localised (land, buildings, machinery, 
plant,. to~ls, cash, raw matenals, semi-manufactured . and finished goods) or according to 
quantitative output. These tw? methods wo~ld have_give? approximately a so per cent share 
to each canton, and the apportionment was, m fact, m this proportion. 

6. The value of" securities", amounting to 2II,3SO francs, was apportioned in the same 
way as " miscellaneous debtors ". 

1 Official Collection of judgments of the Federal Tribunal, 1926, Volume I, pages 23s et seq. 
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Accordingly, the property would be apportioned as follows : 

Canton A CantonE Canton C and 
cantons with depots 

Fr. Fr. Fr. 
I. Land and buildings, machinery, tools, 

furniture, cash. . . . . . . . . ·1 7,268,259 II,546,o25 I,00],696 
:a. Raw materials, semi-manufactured pro-

ducts and finished goods. . · · · : I 6,560,882 5.491,845 I 630.407 
J. Participations . . . . . . . . . . . 24,549.861-45 - -
... Correspondent accounts ....... I 12,o88,725.81 - -

5· Miscellaneous debtors. I 3,2oo,88g.8o 3,2oo,88g.8o -., 
6. Securities . ! 105,675 105,675 -

TOTAL. : ! 53.774,293-06 20,344.434.80 I,638,I03 
Proportion . 

; 
70.983 per cent I 26.855 per cent 2.162 per cent ·i I 

Thus Canton A had the right to tax 70.983 per cent, Canton B 26.855 per cent and the other 
cantons 2.162 per cent of the total property of the enterprise which would have been liable, had 
its operation.s been confined exclusively to the territory of the single canton. 

As regards the tax on the product of labour or profits, these were apportioned according to the 
factors of production (capital and labour). The capital factor was determined according to the 
rules for allocating property for the purposes o_f the-property-tax. The labour factor was fixed by 
capitalising wages and salaries paid by the enterprise at 5 per cent. The profits were apportioned 
for tax as follows : 

I l 

l 
Canton A Canton B Canton C 

and other cantons 

Fr. Fr. Fr. 

Capital . ' 53.7]4,293-06 20,344.434.80 I 1,638,103 I. ·j 
2. l..ahour . •I 89,381,262 60,742,640 4.583,136 

ToTAL, 143,155,555.06 81,087,074·8o 6,221,239 
Proportion . 62.II6 per cent 35.184 per cent 2.700 per cent 

Canton A was entitled to tax 62.II6 per cent, Canton B 35.184 per cent and the other cantons 
2.7 per cent of the total profits or product of labour of the enterprise on which the latter would 
have had to pay tax in the respective canton, had its operations been confined e.xclusively to that 
canton. · 

ExamPle No. 3.- On October 12th,.I9IO, the Federal Tribunal 1, in the case of the Sofi~ti 
Suisse de Petrole v. Vattd, gave the following as its reasons for deciding in favour of a fractional 
apportionment of profits. It further allocated profits in proportion to turnover, a principle which 
has several times been confirmed in respect of commercial enterprises, notably in a recent 
judgment of the Tribunal, dated February qth, 1930. 

" In order to estimate the taxable income of an individual or company engaged in trade 
or industry in several cantons, the fiscal authorities of the canton must take into account the 

• Collected Jwdgments of tke FedeYal Tribunal, 1910, Volume I, page 581. 

II. 29 
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general result of operations, which is the only measure of the taxp_ayer's resources. O~ten, too, 
there would be no way of determining the profits of the van?us canton~! esta?lishments 
considered separately, as, for example, in the c?Se ?fa manufact_unng concern mvol~mg several 
distinct operations in different cantons. This difficulty applies ~o the c?Se at I~s?e. The 
company buys oil and sells it again ; the profit is due both to the pnce ~t which the oil1s bou_ght 
and to the price at which it is sold again. ~ll purchase~ are made 1~ the canton of Zunch, 
where the company has its head office; accordmgly, the gam by ~he sellmg branch ~t.Lausa~ne 
cannot be estimated apart from the activities of the firm at Zunch. Even when 1t IS possible 
to determine the profit earned by each establishment, estimates based upon any but the tot~! 
results of the enterprise would have quite inadmissible consequences. The defects of this 
method, which are not so apparent when all the branches are making a profit, become glaring 
when some are working at a loss, and when, in consequence of these losses, the profits of a 
single branch are found to exceed the final profit of the whole undertaking, as in the present 
case. The system applied. by the authorities of Vaud involves imposing a cantonal tax upon 
the product of labour of a firm whose accounts in fact reveal a deficit. (It may be mentioned 
that, as between communes, this system is prevented by an express provision of Vaud law on 
communal taxation, which lays down that, when a taxpayer carries on his trade or industry 
in several communes and when the principal establishment or one of the branches shows a 
deficit, that deficit is deducted from the product of labour of the_ other branches.) 

" Summing up, it is contrary to the principle of the personality of the tax that the product 
of labour of one and the same person should be split up into several separate and independent 
products or profits. Just as the person is one, so too is the product of his labour. This may 
be the result of several factors, but it is impossible to take account of any one of these factors 
without also taking account of all the others which contribute to produce the final result. 

" It may therefore be laid down as a principle that, when a firm has branches in several 
cantons, each canton is only entitled to tax it on a share of its total income. 

" It then only remains to determine by what method the total profits shall be apportioned 
between the different cantons. The company proposes that they should be allocated on the 
basis of the turnover figure of each branch of the enterprise - i.e., the number of litres of oil 
sold in each canton. The canton of Vaud would gain by this arrangement, since this system 
takes no account of the contribution towards the total profit made by the general management 
at Zurich. The total profit being 17,886 francs 27 centimes and the turnover of the Lausanne 
branch representing 12.75 per cent of the total turnover, the Government of Vaud and the 
Commune of Lausanne may not tax the plaintiff on a product of labour exceeding 2 280 francs 
so centimes." ' 

Example ~o. 4· -On ~anuary 25th, 1923, the Federal Tribunal! intervened in the case of 
a ~ank operatmg br~ches m. several cantons. Complaint was made that one of these cantons 
cla~ed tax upon. a d1sp~oportio~at~ share of profits. The Tribunal pronounced as follows on the 
subJect of allocation, which retams Its character of fractional apportionment, although based upon 
the separate profits of the bank's branches. 

. "It is necessary. to consider whet~er the me~hods of apportioning profits hitherto adopted 
m re~pect of ~nterpnses of another kmd (factones or commercial firms _ see, among others, 
Otficf~~ Collectfon 36~ I, Nos. 2, 3, and 94) may also be applied to banks or whether the special 
conditions under which banks operate do not justify recourse to another method Th t' 
· d · f 11 d il · p . e ques 1on 
IS answere m u eta m rofessor Weyermann's report to which we need on! f A 
this e t b 't . I . 'bl , y re er. s 

xp~r o serves, 1. IS on y P.erm1ss1 e to resort to indirect methods of calculating the share 
of the different establishments m the production of the enterpn'se's total g · h th · r bl d' h d ams, w en ere 1s 
no re 1a e rrect met o . As regards banks, however, on the one hand, indirect methods 

1 Collected Judgments oj the FedeYal TYibunal, 1923, Volume I, page 37. 
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(allocation according to importance of factors of production or turnover or established capital) 
are, for reasons given by the expert, unable to furnish satisfactory results - obviously, two 
branches of the same bank having the same factors of production, the same established capital 
and the same turnover may earn very different profits, one even working at a loss, while the 
other makes gains ; on the other hand, the profit-and-loss accmmts drawn up separately for 
each establishment, offer a direct and reliable means of calculating the contribution of each 
towards the total net profit. These profit-and-loss accounts should therefore supply the basis 
of apportionment. There is no question of reverting to a s~parate examination and taxation 
of the working results of each establishment. The latter continues to be taxed on a share of 
the total profits of the enterprise, and the profit-and-loss accounts only serve to determine 
that share. The difference may not be substantial (subject to a later reference to the share 
reserved to the canton where the enterprise has its central seat) when all the establishments 
are making a profit, but it is important when the accounts of one establishment close ·with a 
loss. The loss reduces the total profits of the enterprise and will be divided betv;een the other 
establishments in proportion to their contribution towards those profits. 

"To sum up, the plaintiff's profits taxable in the canton of ....... must be determined, 
as explained above, from the working results of the establishment as shown by its profit-and
loss account. As the evidence produced does not enable the Federal Tribunal itself to fi.'< the 
figure for these profits, the cantonal authorities will have to ta.'< the plaintiff anew on the lines 
indicated. Finally, it should be pointed out that the ro per cent reserved in the disputed 
assessment to the canton where the enterprise has its seat (see Official Collection 46, I, No. 58) 
is also justified under the system of apportionment according to profit-and-loss accounts -
and this even if the general costs of central administration are divided between the different 
establishments. The fact remains that, through its direction and control, the central 
administration helps to earn the profit of each secondary establishment, and the share ta.'Xable 
in the canton concerned should accordingly be reduced by ro per cent." 

Example No. 5· -An enterprise has three establishments in three different cantons, the 
management being situated in one of them. One establishment is concerned exclusively \\ith 
commercial matters, the other two with the manufacture of quite different articles. All three are 
run as independent enterprises, their autonomy limited only by the powers of the management. 
On May 12th, 1924, the Federal Tribunal 1 decided that the profits should be apportioned, not on 
the basis of sales figures or factors of production, but in accordance with the profits of each 
establishment, dnce their profit-and-loss accounts showed with sufficient exactitude the contribution 
of each establishment towards the total profits of the enterprise. This is not an example of the 
direct method, but, as in the preceding case, an example of fractional apportionment based on 
the profits earned by the establishments. The canton in which the enterprise had its centre of 
management was authorised to tax ro per cent of the share in profits ascribed to the other cantons. 

Having furnished these different examples, we need only consider briefly a few special cases. 
Companies are in several cantons liable to a further ta.x on share capital not paid up. This 

is apportioned in the same way as paid-up capita.I. 
In the case of industrial enterprises, debts, especially debts against purchasers of products 

and debts resulting from bills of exchange, are regarded, front the economic \iew-point generally 
held by fiscal law, as the equivalent of goods sold and belong at least as much to the place of 
manufacture as to the statutory seat. These debts must therefore be di\ided equally between 
the manufacturing establishment and the seat of the enterprise.-

Salaries of commercial travellers are ascribed to the commercial part of an undertaking which 
manufactures its products in one canton and has the centre of its commercial activities in another. 

1 Collected Judgments of the Federal Tribunal, 1924, Volume I, page 93· 

11. 2~· 
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As regards retail businesses with ~umerous dependent selling establishments, the ass~ts in the 
accounts " securities, cash, debtors and similar accounts " belong to the seat of the busmess and 
cannot be apportioned between the selling establishments. 

International Cases. -The method of fractional apportionment as described above is in use 
in most of the cantons, induding Basle-Urban, Berne, Geneva and Zurich, and the particulars 

. given below refer in the main to thes_e cantons. ~eneva, hov.:ever, has recour~e to another method 
in special circumstances when fractional apportiOnment of mcome would fail to meet the fiscal 
needs of the canton. 

The subsidiary of a foreign enterprise is treated as an independent concern. If it operates 
as an organ of the foreign enterprise, it may be regarded as a branch. 

The foreign enterprise is required to furnish all information and produce all documents to 
enable the fiscal authorities of the canton to establish its total income. 

4· Requirements for Selection of Methods and Value of the Various Methods. 

Neither cantonal law nor the jurisdiction of the Federal Tribunal compels the cantons to 
employ a given method of allocating the profits of foreign enterprises, but, as already mentioned, 
most of them do in fact use the method of fractional apportionment. 

This method has proved its worth in Switzerland, especially in inter-cantonal relations. 
It saves the fiscal authorities the corrections necessitated by separate accounting and subsequent 
appeals by taxpayers; it allows of a full assessment without surcharge or evasion and it represents 
the nearest possible approach to fiscal justice. In Switzerland it does not meet with opposition 
from foreign firms having establishments in the country, as might at first sight be supposed. 
Although by this method the income of an establishment working at a profit in Switzerland, but 
depending upon an unsuccessful foreign enterprise, is taxed at a reduced rate or not at all, it does 
not follow that the fractional apportionment of profits favours the foreign competitor at the cost 
of national enterprises; the fractional apportionment of total profits rather avoids this consequence, 
save in exceptional cases, which may occur rather less often when other methods are used. 

(c) APPORTIONMENT BETWEEN BRANCH AND PARENT ENTERPRISE. 

(Note. - The apportionment of property in the cases enumerated under this heading fully 
illustrates the general rules given above under A, I (b) of Part III.) 

r. Apportionment of Gross Profits of Local Branch to Real Centre of Management abroad. 

This apportionment is effected by means of the fraction ( preciput) referred to above in Part III 
A, I (b) 3- The size of this fract~o~ will_ dei:end on circumstances, and especially on the share of 
the central management and admmrstrat10n m the control of the business and their contribution 
towards profits ; it cannot exceed a certain maximum 1 (25 per cent). 

2. Apportionment of Expenses of Real Centre of Management to Branch. 

Interest Charges. 

. By the,method of fractional apportionment, interest charges are allocated proportionately, 
like I?rofits, '_Vheth~r they represent debts contracted by the enterprise abroad or by the 
establishment m Swrtzerland, and v.:hether the interest is paid by the one or the other. 

For purposes ~f property-tax, .mterest_ charges are as a rule allocated proportionally to the 
gross property ascnbed to a State, except m cantons ~vhich only tax a part of the property. 

1 
Cj. reasons given in inter-cantonal cases : Collected judgments of the Federal Tribu 1 v 1 I 

page 413 ; 1916, Volume I, page 135. na • 1925, o ume , 
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General Overhead. 

What has been said above in connection with interest charges applies also to general overhead 
expenses. 

3. Apportionment of Net Profits. 

Apportionment of Net Profits of Branch to Deficitary Parent. 

The method of fractional apportionment, which is the favourite method in Switzerland and 
is based on the total profits of the enterprise, requires that the profits of the branch shall he 
ascribed to the parent, whether the latter is deficitary or not. In practice, the cantons try to 
mitigate the consequences of this method, which, in the case assumed, deprives them of income-ta."'l:, 
but leaves them the tax on property invested in the branch. 

Apportionment of Net Profits of Parent to Deficitary Branch. 

Frequently it is not clear whether the branch's deficit is real or fictitious, for it may be the 
result of arrangements in favour of the parent enterprise abroad. The cantons are all the-more 
inclined towards the method of fractional apportionment. 

{d) APPORTIONMENT BETWEEN PARENT ENTERPRISE AND SUBSIDIARIES. 

In order that a subsidiary may be assimilated to a branch, it must operate as an organ of the 
parent company, the two forming a single economic unit. This unity is secured when the subsidiary 
serves the enterprise as a processing establishment or is at any rate an organ essential to its economic 
activities. Out of respect for the legal entity of the subsidiary, Switzerland has not hitherto 
assimilated this subsidiary to the parent company although it reserves the right to alter the results 
of the subsidiary's accounting for tax assessment, if it is found that the arrangements between 
subsidiary and parent are plainly in the latter's favour and not in accordance with the ordinary 
rules and conditions of competition. 

The treatment of a subsidiary assimilated to a branch is the same as that explained under (a), 
(b) and (c); tax is not claimed from the subsidiary as a legal entity, but from the parent company. 

II. APPLICATION OF THE METHODS OF ALLOCATION IN SPECIFIC CASES. 

(Note.- The allocation of property needs no separate explanation; it accords with the method 
explained above in Part III, A, I(b}, except where some other method of apportionment 
is expressly mentioned.) 

(a) INDUSTRIAL AND COMMERCIAL ENTERPRISES. 

r. Selling Establishments. 

Local Establishments selling in National Markets. 

Whether the enterprise manufactures or buys or whether it both manufactures and buys abroad, 
the method employed to determine the taxable income is that of fractional apportionment. 

- (a) If the enterprise manufactures abroad, profits are allocated in the ratio of the productive 
factors abroad to the productive factors in the canton. According to circumstances, a larger or 
smaller fraction of total profits may be allowed to the central management of the enterprise. 

(b) If purchases are made abroad and sales confined to Switzerland, fractional apportionment 
of profits ascribes a proportionate fraction to general management, the remaining profits bein" 
taxed in Switzerland. "' 
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(c) If the enterprise both manufactures and buys ab~oa~, profits are apportioned i~ the ratio 
of the factors of production. If purchases are of spe.cial Imp~rtanc,e to the prospenty of the 
enterprise, this fact will be recognised by a l~rger fraction (prec-~put). 

Local Establishments of Foreign Enterprises selling abroad. 

Fractional apportionment does not recog~ise any s_eparat: profit mad~ by the. est~blishment 
situated in the country. However, the sales It effects m a third country mcrease Its Importance 
in relation to the enterprise. The factors of production which have to be ascribed to tl)e Swiss 
establishment, or its turnover, are more important than they would be if these sales did not take 
place. The share of total profits accruing to the establishment in Switzerland is so much the 
larger. · 

2. Manufacturing Establishments. 

Profits are fractionally apportioned between the establishment manufacturing in Switzerland 
and the enterprise selling abroad. Apportionment is on the basis of the factors of production, 
subject to a fraction (preciput) in favour of the seat of management. 

3· Processing Establishments. 

The advantages of fractional apportionment are especially evident in these cases. The Swiss 
factory shares the profits of the enterprise according to the proportion between its own factors of 
production and those of the whole enterprise. A fraction is allowed in favour of the seat of 
management (cj. the judgment given by the Federal Tribunal in a case of inter-cantonal double 
taxation, Collected Judgments, rgzs, Volume I, page 410). 

4· Buying Establishments. 

A permanent establishment in Switzerland which buys for a foreign enterprise is taxed on a 
share of the enterprise's profits. According as the foreign enterprise is commercial or industrial, 
the profits are, as a rule, allocated on the basis of turnover or factors of production, subject again 
to the fraction in favour of the centre of management. 

Since purchases are made on regular terms by a subsidiary established in Switzerland for the 
account of the foreign enterprise, the latter is not taxed in Switzerland. 

s. Research or Statistical Establishments, Display Rooms, etc. 

Alt~ough_ an e~tablishment in Switzerland does not directly engage in profit-making 
transa~twns, It contnbut~s towa~ds the pr?fi~s of the enterprise. A share of the latter's profits is 
accordmgly allocated to It, provided that It IS a permanent establishment. 

(b) BANKING ENTERPRISES. 

The method of fractional apportionment is also applied to banJcing enterprises 1. Profits, 
however, are allocated between the cantons, not on the basis of turnover or factors of production 
~mt on the basis of the profits shown by the separate accounts of each branch. The reason for thi~ 
IS that the branches treat their business as if it were independent. The canton where the central 
~anagement of the ba~k is situa~ed is entitled to a fraction (preciput) varying according to the 
Importance of the functiOns exercised by the central management. 

Tht; taxa~le capital of the enterprise is distributed between the cantons concerned, in the 
proportion which the total assets of the enterprise bear to the assets of the branch. 

1 
See Collected Judgments of the Federal Tribunal, 1923, Volume I, page 33 ; 1924, Volume 1, page 

115
. 
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The cantons - in particular, Basle-Urban, Geneva and Zurich - observe the same principles 
in relations with foreign banking enterprises having branches in their territory ; in the territory of 
the canton of Berne there are no such branches. 

(c) INSURANCE ENTERPRISES. 

The fractional apportionment of the profits of a foreign insurance company is effected in the 
ratio of the premiums of the whole enterprise to the premiums of the establishment operating in 
Switzerland 1• In one international case profits were apportioned on the basis of the ratio between 
the premiums of the cantonal establishment and the total receipts of the enterprise 2• 

Property is apportionned on the basis of premiums paid in 3• 

(d) TRANSPORT ENTERPRISES. 

The rules of fractional apportionment applied by the Federal Tribunal in two cases of the 
inter-cantonal double taxation of railway companies were not absolutely identical. The lines in 
both cases were of more or less local importance (a suburban line and a mountain railway). 

In the one case, the Federal Tribunal on March 27th, 1914, laid down as a principle that the 
canton concerned was entitled to tax the railway company on a share of its capital and reserves 
corresponding to the relation between the assets situated in the canton and the company's total 
assets and on a share of profits corresponding to the volume of traffic in the canton as compared 
with the total volume of traffic of the enterprise. The factor of " length of line " was rejected as 
a basis of fractional apportionment because the different parts of the line were of unequal value 
and traffic was not of equal volume over the whole line. Moreover, account had to be taken of 
the fact that the seat and management of the company were in another canton. 

In the other case, where the tax on profits played no part, the Federal Tribunal on February 
28th, 1920, authorised the canton whose claim was the subject of dispute to tax the company on 
a part of certain assets representing the mean between the share of receipts contributed by the 
sector operating on cantonal territory and the share represented by the ratio of the length of that 
sector to the total length of the line. The assets to be thus allocated consisted of rolling stock, 
stores of material (coal, oil, etc.) and spare parts. The other non-localised assets, such as bank 
deposits, cash, securities, etc., were considered by the Federal Tribunal to bear very little relation to 
traffic operations and were for this reason ascribed to the canton where the enterprise had its seat. 
It may be noted that the line does not appear among the assets allocated. This is because the 
company was not the owner of the sector situated in the canton (whose ta.....-:ation was in issue), but 
operated it as a lease-holder 4• 

In the case of a shipping company5, the Federal Tribunal decided that property and income 
should be allocated between the interested cantons as follows : 

.Property. - Floating docks, landing-stages and ports, buildings, shipyards, workshops and 
warehouses ; goods and chattels used for administration, operation and repairs were ascribed to 
the canton where they were situated; cash, securities, bank deposits and debtors, to the centre of 
m~agement, making up a fraction corresponding to the importance of the centre of management ; 
ships, tugs, stocks of fuel and material necessary for operations were distributed between the 
cantons in proportion to their share in business activity. 

1 Jv!onatsschrijt fii.r bernischcs Verwaltungsrecht, 1923, pages 143 et seq.; Judgments of the administrative 
Federal Tribunal of the canton of Berne, dated January 8th, 1923. 

1 Co/lectJd Judgments of the Federal Tribzmal, 1914, Volume I, page 459 . 
.' Zz4rcher Bl<iller f!lr Rechtsprechtmg, 1927, No. 109, Judgment of June 3oth, 1916, by the Obarek"r;'~""""issi,m, 

Zunch. 
:Collected Judgments of the Federal Tt"ibu11al, 1914, Volume I, page 76, and 1920, Yolume I, page 25. 

Collected Judgments of the Federal Tribtmal, 1915, Volume I, page 434· 
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Income. - The balance of income left over after deduction.of the fraction for management was 
to be allocated to cantons in proportion to the impor.tance of the service as reflected in the movement · 
of passengers, goods and luggage. 

(e) PowER, LIGHT AND GAS ENTERPRISES. 

In· the case of an electric power-station on the Swiss frontier having its seat of management 
in Switzerland, the Federal Tribunal by analogy applied Article 46 of the Federal Constitution 
prohibiting double taxation as between cantons. The in::.tallations in. the

1 
other country and the 

income earned there were exempt from cantonal and communal taxation . 
In order to take account of the activity which produ~:es electric current- which would othenvise 

have been left out - the Federal Tribunal, by a judgment of December 22nd, rg26, allocated the 
income, not on the basis of receipts from the territory of the cantons concerned or of current 
consumed in that territory, but on the basis of the factors of production (capital and labour). 

(/) TELEGRAPH AND TELEPHONE ENTERPRISES. 
• 

No examples can be quoted, t~legraphs and telephones being run by the Confederation. 

(g) MINING ENTERPRISES. 

In the case of the Travers asphalt mines, belonging to a British company, the canton of 
Neuchatel taxes the Swiss undertaking, not on the basis of the capital assets invested in the mines 
and_ on the share of total profits accruing to those mines, but by a flat contribution fixed per ton 
of asphalt extracted. There is no other example to quote. 

B. NATIONAL ENTERPRISES WITH BRANCHES OR SUBSIDIARIES ABROAD. 

I. GENERAL METHODS OF ALLOCATION. 

Reference must first be made to the statement of legal provisions contained in Part I, 
Section 4 (e). 

Among cantons which remit part or all of the taxation of foreign branches or subsidiaries of 
national enterprises are Basle-Urban, Berne, Geneva and Zurich. 

Basle-Urban, Geneva and Zurich apply the method of fractional apportionment ; Geneva and 
Zurich in every case levy a given part of the tax which the enterprise would have to pay if it were 
liab~e to tax on. the whole of its property and income. Geneva has fixed this part at one-half, 
Zunch at one-thrrd, both for property-tax and income-tax, and both for cantonal and for communal 
taxation. Berne grants certain variable abatements ; the Conseil d' Eta! decides their extent in 
the li~ht of the circumstanc~s of each particular case. This system does not, of course, adhere to 
any g1ven method of allocatwn. . 

Foreign su~s~diaries are not! as a rule, treated as branches of the national enterprise, but the 
cantonal authonhes reserye the nght to consider whether the Swiss parent firm grants the subsidiary 
company advantages which really amount to a surrender of profits. If it is so, the accounts of 
the national enterprise are adjusted. 

1 C o/lected Judgments of the Federal Tribunal, 1920, Volume I, page 417. 
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II. ALLOCATIO?< OF PROFITS TO REAL CENTRE OF l\IANAGDIE::-iT WITHE\ THE COC::-iTRY. 

A fraction of the total profits of an enterprise is ascribed to the seat of the enterprise, which 
usually coincides with the real centre of management. 

This fraction is a fixed percentage of the total profits. The figure depends on circumstances ; 
it will be larger or smaller according as the functions of the seat are of more or less importance to 
the enterprise. As a rule, it is not less than IO per cent and not more than 25 per cent. 

C. HOLDING CO:MP ANIES. 

I. SWISS HOLDING COiviPA.c"'iY 

CONTROLLING ONE OR MORE FOREIGN SUBSIDIARY CO:\IPA.c'>IES. 

In many cantons, holding companies enjoy privileged treatment as compared with other 
companies. This treatment is granted impartially to companies participating in Swiss subsidiaries 
and companies participating in subsidiaries abroad. Companies treated as holding companies are 
share companies and, in several cantons, co-operatives and even associations whose purpose consists 
in participation in other enterprises and whose profits are derived from subsidiaries. The law of 
some cantons demands that such participation shall be the holding company's exclusive aim, while 
others only insist that it shall be the chief aim. 

The fiscal privileges vary with the canton. Some grant a reduction of the normal ta:"C, others 
apply a reduced rate to the capital and do not tax profits. 

The table attached to the present report supplies the requisite data to show the treatment 
applied to holding companies by those cantons which grant them privileges. 

II. SUBSIDIARY CO:VIPAl."'iY ESTABLISHED IN SWITZERLAXD 

CONTROLLED BY A FOREIG?< HOLDING CO~IP.-L'lY. 

The Swiss subsidiary is in principle treated as an independent company. There are, however, 
possible exceptions ; one was given above in the chapter dealing with allocation between parent 
and subsidiary (Part III, A, I(d)). · 



458 

Cantons 

Zurich 

Berne. 

Lucerne. 
Uri. 
Schwyz . 
Upper Unterwald . 
Lower Unterwald . 

Glarus. 

Zug. 
Fribourg 
Solothurn 
Basle-Urban 

Basle-Rural 

Schaffhausen. 
Outer Appenzell 
Inner Appenzell 
St. Gall . 

SWITZERLAND (ANNEX) 

Annex. 

TARIFF OF TAXES. 

I. CANTONAL TAXES ON INDIVIDUALS. 

(Figures applying to the tax year I930.) 

Rate of tax fixed by the law 

On property On income 
(per mille) 

I 
(per cent) 

r.5 -2.5 I I-6 (progres. 
scale I-8) 

I I Ist Cl. I.5 
lind Cl. 2.5 

I.5 -2.2 0.2 -4 
I -4 o.6 -5 
I I2 
I o.5 -r.5 
I -!.3 0.4 -o.6 
I I I 
I5 -
2.25-4-50 6 2.25-4-25 6 

2 -4.8 o.6 -4.8 
o.s I 
I -6 o.s -I2.5 8 

I -4 I o.s -6.5 
(o.s -3.2) 

I I 
I -I.25 O.I -I . I -L3 0.2 -o.8 
I -2-5 0.4 -2 

Multiplicator of the 
legal rates as fixed 
by the competent 

authorities 

l I 

3 1 

I 
I 
2Yz 
Is 
r.5 

( 2Yz4 
o.s 5 
-
-

IYz 7 

-

l -

2s 
IYz 
sYz 
2Yz 

1 Five per cent of which represents the poor rate. The taxes whose total (excluding the poor rate) exceeds 
100 francs are increased by 5 to 50 per cent. 

• Only applies to life annuities and pensions. 
3 When the basic amount of tax exceeds 70 francs, it is increased by 5 to 25 per cent. 
• The amount of income-tax (which applies only to the yield of labour) is increased by 10 to 250 per cent. 

In addition to the annual property tax of 2.5 per mille, a supplementary tax, which goes from o. I to 2.5 per mille 
is collected. 

• School rate. The basic amount of tax is increased by 5 to 125 per cent. 
• These rates are the legal rates as increased by the competent authorities. 
' The basic amount of tax which exceeds 20 francs is increased by xo tq Ioo per cent. 
8 

This rate only applies to the commune of Basle. In the suburban communes, the rate goes from 0.25 to 6.25 
per cent. 

8 
The basic amount of tax which exceeds 20 francs is increased by 5 to 100 per cent. 



. SWITZERLAND (A~NEX) 459 

Rate of tax fixed by the law Multiplicator of the 
legal rates as fixed 

Cantons 
On property On income by the competent 

(per mille) (per cent) authorities 

Grisons I -2 0.4-4-2 2.5 
Aargau 0.3 -I.2 to I 211 

•. 

2Y2 Turgau I -2 0.3-1.5 
Ticino 2 -812 0.5-Io 12 -
Vaud 13 I.5 -8.5 I.5-8·5 -

Valais 
. I -6 I -'7 -

Neuchatel I.6 -'7 I.I-'J -

~ 
I -8 I Geneva I.75-4 progres. scale I 

-
I -I0.2 . 

"Capital assets and goodwill,_ 1.2 per mille; lands o.S per mille; buildings, o.6 per mille; furniture, 0.3 per 
mille. 

n The basic amount of tax which exceeds 40 francs is increased by 5 to 70 per cent. 
u There is also a supplementary tax of 10 per cent which is collected on behalf of the school. 
u The amount of tax assessed is reduced by 4 per cent. 

II. CANTONAL TAXES ON COMPANffiS (Socnh:Es ANONY:I.IES) AND PROFIT-SEEKING Co-OPERATrn:s1 

{SOCIETES COOPERATIVES A BUT LUCRATIF). 

(Figures applying to the tax year I930.) 

Rate of tax fixed by the Jaw 
Cantons ;\Iultiplicator 

On capital On profit of the legal rate 

(per mille) (per cent) 

Zurich. . I.5 -IO a I 
( Ist Cl. I.5 ) Berne. I 3 ~ 4 . 
1 lind Cl. 2.5 j .;) 

Lucerne. . I -82 I 
Uri. I -4 o.6-5 I 
Schwyz I - 2 ~~; 
Upper Unterwald. I o.s-I.S I 5 

Lower Unterwald I -1.3 0.4-o.6 I I.S i Glarus: 
Ordinary tax. I I I 6 I :2~~ 'I School tax. ·I I - ! o.s 
' Many cantons apply special rates to certain categories of co-operatives - e.g., consumers' co-operatiYes. 
1 Half of the percentage which net profit represents towards the ta:'<o.ble capital. 

i 
! 

! 

II 
II 
'I li ,, 
!j 
II 
,j 

~ 
1 Capital = Real property and debts guaranteed by mortgages which produce interest. 
' The canton collects an additional ta..'C of 5 to 50 per cent ofthe total amount ofta.'<es other than the cantonal 

poor tax, if the amount of these ta.'<es exceeds 100 francs. 
1 The amount of tax which exceeds 70 francs is increased by 5 to 25 per cent. 
• The basic amount of tax due on profit which exceeds 6,ooo francs is increased by 10 to 250 per cent. 
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I Rate of tax fixed by the law 
Multip!icator Cantons 

On capital On profit of the legal rate 

(per mille) (per cent) 

2.25-4·5 7 Fr. 4-20,000 _ -Zug 
Fribourg r.5 (0.75) 8 3 -S2 I 
Solothurn 0.5 I IY2 u 
Basle-Urban . 2 (o.5) 8 -I2 2 -
Basle-Rural r.2 -2 (o.6-I} 8 -IO 2 -
Schaffhausen. 2 3 -I2 2 

r
1
/7 

Outer Appenzell I-1.25 O.I-I IY2 
Inner Appenzell I-I.3 0.2-{).8 5Y2 St. Gall 2.5-3-5 5 -IS to -
Grisons .I I-2 0.4-4-2 2Y2 
Aargau: 

I I 111'2 2, Ordinary tax. ·I I.2 
Special tax. 

:J 
I.2, 0.25 13 - -

Turgau I 14, I-2 15 0.3-r.s z% Ticino. 

:I 
2 16 -ro 2 1s -

Vaud r.s 
' 

-S.s 2 rY2 Valais. r.s (r} 8 -I2 2 I 
Neuchatel . r.6-7 I.I-j' -Geneva r.s (0.75) 8 -I3 17 -(special tax on buildings)18 IIY2-2 - -" 

• Half of the percentage which net profit represents towards the taxable capital. 
7 

These rates include, in addition to the legal rates, those fixed by the competent authorities. 8 The figures in parentheses apply to unpaid capital. 
• An additional tax of 10 to zoo per cent is collected when the amount of the normal tax exceeds 20 francs. 10 

The percentage of the tax is equal to the percentage which the profit represents in relation to the taxable capital. 
11 Dividends and directors' percentage. 

An additional tax of 5 to 70 per cent is collected when the basic tax exceeds 20 francs. 
:On interest-bearing loans. 

" Real property. 
10 Goodwill. 
" A supplementary tax of 10 per cent (cantonal school-tax) is collected. 
17 

Sixty-five Pc:z- cent of ~he percentage_whi_ch the profit .rel?resents in relat!on to the registered capital. 18 

The tax vanes accordmg to the destmation of the buildmgs and the obJect which the company pursues. 



SWITZERLAND (AXXEX) 

III. HoLDING COMPANIES (SOCI:ETES DE PARTICIPATIOXS). 

(Figures applying to the tax year I930.) 

A. Cantons collecting only a Part of the Ordinary Amount of Tax. 

Aargau. 
Fribourg 
Lucerne. 
Lower Unterwald 
Upper Unterwald 
Solothurn. 
Vaud ..... 

Basle-Urban. 

Basle-Rural. 

Geneva. 

Glarus . 
Grisons. 
Neuchatel. 
St. Gall .. 

Schaffhausen 

Ticino 

Valais 
Zug . 

Zurich 

Canton 

one-quarter (real estate excepted) 
evaluation 
up to one-quarter 
evaluation 
evaluation 
one-fifth 
one-quarter 

Commune 

the half (real estate excepted) 
Government evaluation 
up to one-quarter 
evaluation 
evaiuation 
according to communal regulations 
one-quarter 

B. Cantons having Special Tax Rates. 

Canton 

! I per mille of paid-up capital 
• Y4 per mille of unpaid capital 

! 72 per mille of paid-up capital 
• Y4 per mille of unpaid capital 
i I per mille of paid-up capital 

· ( 72 per mille of unpaid capital 
4/Io per mille of capital 
72 per mille of capital 
I per mille of capital 
72 per mille of capital 

Y4 per mille, of which at least the 
half goes to the commune 

4 per mille, of which half goes to 
the commune 

72 per mille of capital 
72 to I 72 per mille, of which half 

goes to the commune 
72 per mille of capital 

Commune 

72 per mille of capital 
¥4 per mille of capital 
additional centimes 

I per mille of capital 
I per mille of capital 
Ordinary ta.x on real estate- i.e., on 

the rental value of the property 

ordinary tax on capital and income 

additional centimes 
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