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A bstract

This  study compares the forms of integration  of personal and 

corporate income taxes across the 25 countries selected. Among these 

countries, nine follow  cla ssica l system, sevel allow p a rtia l tax r e lie f  

an dividends w ith f u l l  tax c r e d it  of c o rp o ra te  tax a t t r ib u t a b le  to  

d iv id e n d s , one fo llo w s  the system o f im putation  of d iv id e n d s  w ith  

p a rtia l tax c re d it  of corporate tax a ttrib u ta b le  to dividends, and two 

follow  s p lit -r a t e  system.

A trend of reduction in  the corporate tax rates has been 

observed. Among the 25 countries, four are found to have a tax rate  of 

30 per ce n t o n ly  and the tax ra te  does n o t exceed 35 per ce n t in  

thirteen countries.
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I .  Introduction

I t  is  w ell known that the c la ss ica l system (CS) of income

ta x a tio n  wherein separate taxes are levied on corporate and personal

incomes, r e s u lts  in  double ta x a tio n  of c o rp o ra te  income. Double

taxation of d istrib u te d  dividends is  widely discussed in  the lite ra tu re . 

Dividends d istrib u te d  out of the post-tax income of corporate e n tit ie s  

are added to the personal incomes of the shareholders and as such, are 

again subjected to tax under the personal income tax. Double taxation 

of retained earnings has, however, attracted lesser a tten tion . Double 

taxation of retained earnings takes place because retained earnings out 

of p o s t-ta x  incomes of co rp o ra te  e n t i t ie s  tend to  r e s u lt  in  an

appreciation in  the value of stocks o r assets which is  again subjected

to tax under the personal income tax in  the form of capita l gains, as

and when re alised. The awareness about the double taxation of corporate 

income under CS and i t s  il1 -e ffe c ts  had increased over time. The trend 

of easing the burden of double taxation on the d istrib u te d  dividends in  

one way o r a n o th e r, has set in .  B r a z i l  is  the la te s t  to  exempt 

dividends from personal income taxation w ith e ffe ct from the year 1993.

The existence of corporate income tax is  generally ju s t if ie d  

in  terms of benefit of lim ite d  l i a b i l i t y  of the owners of co rp o ra te  

e n tit ie s  and the need to tax retained earnings of these e n tit ie s  which 

may escape taxation under the personal income tax through in d e f in it e  

postponement of d is t r ib u t io n  of such accum ulations o r in d e f in it e  

postponement of re a lisa tio n  of these accumulated earnings by the

* I am than kfu l to  Mr. R. Parameswaran fo r  adept s e c r e ta r ia l  
assistance.
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shareholders as capita l gains. Irre sp e ctive  of the soundness of the 

arguments in  favour of existence of corporate tax, i t  is  a fa ct that the 

corporate income tax has became a convenient source of tax revenues fo r 

most countries. In India, the y ie ld  of corporate income tax exceeds 

that of the personal income tax.

The only way to tax at least the retained earnings of the 

corporate e n tit ie s  and to avoid double taxation of corporate income is  

f u ll  integration of corporate and personal income taxes. Th is  requires 

(i>  f u l l  im putation  of p re -ta x  c o rp o ra te  p ro fits  (both retained and 

d is trib u te d ) to the shareholders in  proportion to th e ir  shareholdings, 

( i i )  f u l l  tax c re d it  fo r th e ir  share of corporate tax against th e ir  tax 

l ia b i l i t ie s  under the personal income tax and ( i i i )  ra is in g  the base 

price  (cost) of a share by the extent of retained earnings per share. 

Adoption of f u ll  integration would imply substantial loss of income tax 

revenue. I t  is ,  perhaps, fo r th is  reason, that none of the countries in  

the w orld  have re s o rte d  to  the system o f f u l l  in te g ra tio n  (S F I) of 

corporate and personal income taxation. A trend of p a rtia l integration  

in  one form o r another has, however, been observed.

With a view to throwing some l ig h t  on the current trends in  

avoidance of double taxation of corporate income and the corporate tax 

ra te s , the stud y compares the forms of in te g ra t io n  of personal and 

corporate income taxes and the co rp o ra te  income tax ra te s  across 25 

countries selected.

The o u tlin e  of the study is  as follow s. Section I I  gives 

description of various p a rt ia lly  integrated tax systems. Section I I I  

gives coverage of the study. Section IV contains observations regarding 

integration and the corporate tax rates. Section V gives concluding 

remarks.
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I I .  D escription o f P a rtly  Integrated Systems

V a riou s p a r t i a l l y  in te g ra te d  income tax systems can be

distinguished and described as follows:

SIDPTC: 9ystem o f imputation of dividends w ith  p a rtia l tax c re d it .

In  t h is  system , gross d iv id e n d s  ( i . e . ,  d iv id e n d s  p lu s  

c o rp o ra te  ta x  a t t r i b u t a b l e  to  th e  d iv id e n d s )  o f  a 

shareholder are added to his personal income and a part o f 

corporate tax a ttrib u ta b le  to h is  dividends is  allowed as 

tax c re d it  a g a in st h is  tax l i a b i l i t y  under the personal 

income tax.

SIDFTC: System o f imputation of dividends w ith  f u l l  tax c re d it . In

th is  system, gross dividends of a shareholder are added to 

h is  personal income and a f u l l  tax c re d it  of the corporate 

tax a ttrib u ta b le  to h is  dividends is  allowed against h is  tax 

l i a b i l i t y  under the personal income tax.

SRS : S p l i t - r a t e  system . In th is  system, retained earnings and

d is t r ib u te d  d iv id e n d s  are  s u b je c t to  d if f e re n t  rates of 

co rp o ra te  ta x . The la t t e r  are  taxed a t lower ra te  of 

co rp o ra te  income tax re s u lt in g  in  p a r t ia l  tax re lie f  on 

dividends.

9CTD: System o f  co n ce ssio n a l tax an d iv id e n d s  under personal

income ta x . T h is  in c lu d e s  p a r t ia l  o r f u l l  exemption of 

dividends from personal income tax. Th is  may take the form a 

fin a l withholding tax on dividends on behalf of shareholders 

or separate taxation of dividends at a concessional rate .



I I I .  Qpveraqe

The study includes co u n trie s  -from Europe, L a t in  Am erica,, 

A fric a , Asia and the P a c if ic . In a i l ,  25 countries covered in  the study 

are A u stra lia , Belgium, B ra z il,  Denmark, France, Republic of Germany, 

In d ia , Indonesia , Japan, Korea, Luxembourg, M a la ys ia , M exico, New 

Zealand, Nepal, N ig e ria , Pakistan, P h ilipp ines, Singapore, S r i  Lanka, 

Taiw an, T h a ila n d , U n ite d  Kingdom, U .S .A . and Zambia. Tax systems 

fo llow ed and c o rp o ra te  tax ra te s  in  these 25 countries are given in  

Table 1.

IV . Observations Regarding In tegratio n  and Tax Rates

From Table 1, i t  w i l l  be noted th a t c la s s ic a l  system of 

income taxation, in  sp ite  of i t s  i l l -e f f e c t s ,  is  not uncommon. Among 

the 25 countries studied, nine are found to follow c la ssica l system w ith 

no s u b s ta n tia l p ro v is io n  of a vo id in g  double ta x a tio n  of co rp o ra te  

income. These c o u n tr ie s  are  A u s t r a lia ,  Belgium , In d ia , Indonesia, 

Luxembourg, N ige ria , S r i  Lanka, Taiwan and the U .S .A .

Among the 16 c o u n trie s  which fo llo w  a system of p a r t ia l  

in te g ra tio n , seven allow  p a rtia l tax re lie f  on dividends, s ix  follow  the 

system o f im putatio n of d iv id e n d s  w ith  f u l l  tax c re d it  of corporate 

taxes a ttrib u ta b le  to d iv id e n d s, one (Fra n ce ) fo llo w s  the system of 

im putation  o f d iv id e n d s  w ith  p a r t ia l  tax c r e d it  o f co rp o ra te  tax 

a ttrib u ta b le  to d iv id e n d s , and two (Nepal and P a k ista n ) fo llo w  the 

s p l it -r a t e  system. Among the countries which allow the tax r e lie f  on 

dividends, B ra zil is  the latest to exempt dividends from personal income 

tax.

From the above information i t  seems to follow that there is  

no special preference fo r a specific  form of integration of corporate 

and personal income taxes. A country can adopt a tax system of f u l l  or
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p a rtia l in tegration depending on i t s  capacity in  s a c rif ic in g  tax revenue 

and in  administering a complex tax system.

I t  w i l l  a ls o  be noted from Ta b le  1 th a t among the 25

countries studied, only four (Germany, In dia , S r i  Lanka and Zambia) have 

corporate income tax rates greater than 40 per cent. Tax rate  is  not 

found to exceed 35 per cent in  13 countries and the rate  is  found to be 

only 30 per cent in  four c o u n trie s  ( B r a z i l ,  P a k is ta n , S ingapore and 

Th a ila n d ). Recently, Singapore, S r i  Lanka and Thailand have resorted to 

re d u ctio n  in  co rp o ra te  income tax ra te s . T h is  re v e a ls  th a t the 

corporate tax rate  in  most countries f a l ls  in  the range of 30 to 40 per 

cent. In te re s tin g ly , some of the countries are also found to exempt 

long term capital gains such as A ustra lia  and Belgium.

V .  C o n c lu d in g  R e m a rk s

The c la ssica l system of income taxation, in  sp ite  of i t s  

i1 1 -e ffe cts  due to double taxation of corporate income, is  not uncommon. 

None of the countries follow  the system of f u ll  in tegration  though many 

have resorted to  p a r t ia l  in te g ra t io n  w ith  a view  to  m it ig a t in g  the 

burden of double taxation an d istrib u te d  dividends.

The corporate tax rate  in  most countries is  found to f a l l  in

the range of 30 to 40 per cent. Same of the countries are also found to

exempt long term ca p ita l gains.
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TABLE 1

Incoae Taxation in  Selected Countries: Tai System and Corporate Tax Rates

Country Tax
Systea

Coroorate Incoae tax rates (oer cent) 
Assessaent year Doaestic Co. Foreign coapany

Reaarks

(1) (2) (3) (4) (5) (6)

Austra lia CS 1992 39 39 LTC6's not taxed, excess retentions taxed 
at SOX.

Belgiua CS 199J 39 43 In general, LTCG's not taxed, lower tax 
rates apply i f  incoae is  less then BF 13 
a i l  lion .

B raz il* SCTD 1992 30 30 Special tax o f 40 to  60Z on re a it te d  
a a o u n t i s  p a y a b le  i f  a ve rage  o f 
reaittances o f th re e  consecutive  years 
exceeds 12Z of registered foreign c a p ita l. 
Shareholders have the cho ice to  t re a t  
H ith h o ld in g  tax o f 8Z on to ta l p ro fits  
(irrespective  of d is t r ib u t io n )  o r w ith ­
ho ld ing  tax on d is tr ib u te d  p ro f its  at a 
higher rates as the f in a l tax.

Oenaark SCTD 1992-93 38 38 Withholding tax o f 30Z on d iv ide nds  is  
f in a l  tax i f  doaestic  d iv idends do not 
exceed 30600 DKr. per year fo r a single 
in d iv id u a l.  Any d iv ide nds  in  excess of 
th is  figure are subject to an additional 
incoae tax of 1SZ iaposed by assessaent.

France SIDPTC 1993 34 34 LTCB's are taxed at 18Z. An annual luap- 
sua ainiaua tax based on the corporations 
turnover is  payable. A tax c re d it (avoir 
fis c a l)  of 50Z of d is tribu ted  dividends is  
given to the shareholders.

Notes: t N ith e ffe c t froa assessaent year 1994 withholding tax on dividends is  not to apply, thereby 
dividend w i l1 be exeapt froa incoae tax in the hands of shareholders.
CS : Classical Systea
SIDPTC : Systea o f iaputation of dividends with p a rtia l tax c re d it.
SIDFTC : Systea of iaputation o f dividends n ith  fu l l  tax c re d it.
SRS : S p lit- ra te  systea.
SCTO : Systea of concessional tax on dividends (including exeaption) under personal incoae taxation.
LTC6 : Long tera cap ita l gains.

C o a t d .. .
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TABLE 1 <CONTI.)

0) 12) (3) (4) (S) ( 6 )

6eraanv S1DFTC 1W3 30 46 Tax on d is tr ib u te d  p r o f i t s  is  36Z (or 
which tax c red it is  allotted against incote 
tax l ia b i l i t y  of a shareholder.

India CS 1993*94 45. SO 65 In  s o e c i f ie d  c a s e s , r o y a l t i e s  and 
te c h n ic a l fe e s  re c e iv e d  by fo re io n  
coaoanies are taxed a t 50Z. D ividends 
rece ived  bv shareho lde rs f r o *  domestic 
companies are e lig ib le  fo r 100Z deduction 
upto specified l ia i t s  and exemption froa 
withholding tax is  a lso  a v a ila b le  under 
certa in circuastances.

Indonesia CS 1992 15-35 20 A fin a l withholding tax at the rate of 20X 
is  charged on gross incoae ( in c lu d in g  
d iv id e n d ) o f non-residents. Withholding 
tax for residents is  at the rate of 15Z.

Japan SCTD 1993-94 37.5 37.5 I f  capita l eaployed in  the corporation is  
less than Yen 100 B il l io n ,  then f i r s t  Yen 
8 a i l l io n  o f annua) incoae is  taxed at 
28Z. Option to  the shareho lde rs o f 
choosing fin a l withholding tax of 35Z on 
d iv idends su b je c t to certa in conditions. 
A special teaporary surcharge of 2.5Z w i l l  
apply to corporation tax in  excess of 4 
a i l l io n  for the years 1993-94 and 1994-95.

Korea S1DFTC 1992 20.34 20.34 A d d it io n a l ta x  o f 25Z on e x c e s s iv e  
a c c u a u la te d  o r o f i t s  o f  u n l is t e d  
la rge-sca le c o rp o ra tio n s . C o rpo ra tion  
incoae tax on d is t r ib u te d  p r o f i t s  is  
treated as withholding tax on dividends on 
behalf of shareholders.

tuxeabouro CS 1992 33

Ralavsia SIDFTC 1992 35

Mexico SCTD 1992 35

33

35

35

C o rp o ra te  in co a e  tax on d is t r ib u te d  
o ro fits  is  treated as withholding tax on 
dividends on behalf of shareholders.

D ividends paid out o f o r o f i t s  a lready 
taxed are exeapt or are subject to a f in a l 
35Z tax i f  not so paid.

Nepal SftS 1992 40 40 There is  no co rpo ra te  incoae tax on 
d istributed p ro fits .

CoRtd..
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TABLE I ICONTP.)

( I ) ( 2 ) (3) (4) ( 5) ( 6 )

new Zealand SIDFTC IW2 33 38 Corporate incoae ta n  on d i s t r ib u t e d  
p ro fits  is  treated as withholding tax on 
dividends on behalf o f shareholders.

Nigeria CS 1991 40 40 For coapanies engaged in  a g r ic u ltu r a l 
production etc. w ith annual turnover not 
exceeding N 500,000 the tax rate is  20Z. 
Coapanies are lia b le  to pay a ainiaua tax 
based on gross p r o f i t ,  net assets, paid-up 
cap ita l and turnover. Enterprises engaged 
in  a g r ic u ltu re  or having a t le a s t 25Z 
fo re ig n  e q u ity  c a p ita l are exeapt froa 
ainiaua tax.

Pakistan SRS 1992-93 30 30 A ainiaua tax equal to 0.5Z of turnover is  
payable. There is  no corporate incoae tax 
on d is tribu ted  p ro fits .

Philippines SCTD 1992-93 35 35 No personal incoae tax on d iv idends 
received froa doaestic coapanies.

Singapore SIDFTC 1993-94 30 30

Sri Lanka CS 1993-94 40,45 40,45

S h a re h o ld e rs  re c e iv in g  d iv idend  fro a  
doaestic  coapanies are a llow ed a tax 
c red it for the corporate tax a ttr ib u ta b le  
to  the d iv idends re ce iv e d . No tax on 
cap ita l gains.

Saall coapanies are taxed at loner rates. 
Tax is  withheld on d iv idends  payable to 
the shareholders for which a tax c red it is  
allotted against th e ir  personal incoae tax 
l ia b i l i t ie s .

Taiwan CS 1992-93 15-25 15-25

Thailand SCTD 1993-94 30 30

I f  a coapany does not d is tr ib u te  p ro fits  
each year, the shareho lders a re , in  
e ffe c t, taxed as i f  they received a deeaed 
dividend. Systea of withholding tax on 
dividends payable is  prevalent.

Shareholders can choose to pay f in a l  
w ith h o ld in g  tax o f 152 on d iv idends 
r e c e i v a b l e  f r o a  doaes t i c  coapanies. 
A lte rna tive ly , noraal rate of withholding 
tax applies which does not exceed 15Z and 
they can avail of tax c red it of 3/7th of 
the d iv idends aga ins t th e ir  personal 
incoae tax l i a b i l i t i e s  on d i v i d e n d s  
received.

Cofttd...
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T M LE  I (CONTD.)

ID 12) 13) 14) IS) ( 6 )

nited Kingdom S1DFTG 1992-93 35 35 Tax rate of 252 applies i f  incoae of the 
coapany does not exceed £ 250.000. No 
w ithho 1 ding o f incoae tax on dividends, 
but the coapany paying the d iv ide nd  is  
lia b le  to pay advance corporate tax (ACT) 
aaounting to 1/3 of the dividends to be 
s e t o f f  a g a i n s t  i t s  c o r p o r a t e  t ax  
l i a b i l i t y  ICT).  The ACT payaent is  
iapu ted  to  the shareho lders as a tax 
c r e d i t  a g a i n s t  t h e i r  i n c o a e  t a x  
l ia b i l i t ie s  on the dividend olus c re d it.

3.S.A. CS 1990-91 15-34 15-34 Tax r a t e  of  341 a p p lie s  to  incoae in  
excess of IIS $ 75,000. In add ition , 52 
tax a p p lie s  on taxabl e incoae between ♦ 
100.000 and t  335,000.

Zaabia SITD 1992-93 45 45 A f i n a l  t ax  of  30Z i s  w i t h h e l d  on 
d i v i d e n d s  pay ab l e  t o  t he  r e s i d e n t  
shareholders.

Sources: The follow ing publications of International Bureau of Fiscal Docuaentation:

i .  European Taxation for Belgiua, Denaark, France, 6eraany, Luxeabourg and United Kingdoa.
i i .  Corporate Taxation in  Latin Aaerica for Brazil and Mexico.
i i i .  African Tax Systeas for Nigeria and Zaabia.
iv .  Taxes and lnvestaents in  Asia and the Pacific for Austra lia , Indonesia, Japan, Korea. Malaysia,

New Zealand, Nepal, Pakistan, Philippines, Singapore, Sri Lanka, Taiwan and Thailand.
v. Tax News Service lupto A p ril 1992) for updating the coapilation based on the e a r lie r  publications.
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