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Introduction

The taxation system is an important means to measure a country’s economic development. The taxation system supports the economy in order to serve the political and social aims of the country.  This booklet explains how taxes are imposed on employees directly by means of direct assessment, i.e., how employers are to withhold taxes directly from wages, salaries, and allowances of employees.

And God grant success.

Definitions

Taxpayer :
Any person who is subject to tax under Income Tax Law #113.

Tax :
The income tax imposed by the Income Tax Law #113.

The income subject 
The net income of the taxpayer earned from sources shown in 

to Income Tax by
the fourth section of the Instructions #3 of 1983, Concerning Direct Deduction :
Income Tax Deduction By Direct Deduction Method.

Imposition of Tax
Income tax under Law #113 is charged on the following taxpayer’s taxable income arising during the fiscal year:

1. Resident taxpayer’s taxable income in his name and shall be deducted from his income after granting him the legal allowance.

2. Resident taxable income of the married woman in her name and shall be deducted from her income after granting her the legal allowance.

3. Iraqi Resident’s taxable income which he earns inside or outside Iraq, regardless of the place of receipt.

4. Non-resident’s taxable income which he earns in Iraq even if it is not received in Iraq.

5. The tax shall not be imposed on the income arising outside Iraq for those persons who are not Iraqis but are residing in Iraq.

This brochure describes the process for withholding income tax by employers in the private, mixed, and state-owned enterprise sectors from the salaries, monthly, weekly or daily wages, and allowances of their employees paid after May 1, 2004.  Certain income, as described below, is exempt from income tax.  No income tax withholding is required on this income.

Please note that all forms, reports, schedules and correspondence sent to the General Commission for Taxes or one of his branches should be in the Arabic Language.

Preparation of Reports, Forms and Schedules

In order to meet the employer’s withholding requirement, the following should be adhered to, concerning the preparation and organization of the Employees reports, Forms Dhad.D\4A, Income Tax Deductions Schedule and the date of submission to the direct deduction section in the main office of the General Commission for Taxes or to the branches of the General Commission for Taxes.

A: Employees Report

Every employer, natural or juristic person, in the private, mixed and state-owned enterprise sectors, shall submit a report at the beginning of the fiscal year containing the following :

1. Name and job title of all employees, the salary or monthly wage for each of the employees, and the date of beginning work, serially numbered starting with no.1.

2. Name and job title of those receiving from or through the employer any salary or wage or allowances and the like, indicating the monthly amount thereof.

3. The last date of presenting the report stated in the above two paragraphs is the 1st of April of every fiscal year.  For fiscal year 2004, the report is due July 1, 2004.

4. A report should be prepared every three months, stating the same information for employees hired since the last report, serially starting from the number following that of the last name of the first report and so on for each report.

5. The manager and the accountant of the natural or juristic person shall approve the correctness of the information stated in the reports mentioned in the paragraphs above, and they shall be held responsible for any delay or non-compliance with the above. 

B:  The Form Dhad.D\4A

Employers in the private, mixed and state-owned enterprise sectors shall apply for a sufficient number of Form Dhad.D\4A from the Direct Deduction Section in the main  office of the General Commission for Taxes or from the branches of the General Commission for Taxes.  Form Dhad.D\4A is to be completed by the employer and employee as follows:

1. Page 1 of Form Dhad.D\4A.

a) The forms shall be distributed among the employees, and they are requested to complete the first page of he form and sign it. 

b) After receiving back the form, the officer concerned (chief accountant, accountant or whomever assumes their posts) shall verify by supporting documents (such as marriage, birth, or death certificates) the correctness of the information, in order to decide the allowances to which the employee will be entitled for the fiscal year.

c) Until the employee submits the form to the employer he or she will be entitled to only the bachelor’s allowance for the year. The employer may make adjustments to future withholding when the form is received. If the employee fails to submit the above  mentioned form in respect of any fiscal year, he shall be granted only the bachelor's allowance for that year.

2.   Page 2 of Form Dhad.D\4A

The employer's accountant shall record the employee's total income stating the details in accordance with items shown on the second page of the form. He shall then calculate the income tax after deducting the non-taxable income, stating their type and related amounts, legal allowances or other deductions to which the employee is entitled, such as pension  plan contributions.

C: Income Tax Deductions Schedule

Employers in the private, mixed, and state-owned enterprise sectors shall apply for a sufficient number of Income Tax Deduction Schedules from the Direct Deduction Section in the main office of the General Commission for Taxes or from the branches of the General Commission for Taxes. These schedules are to be prepared by employers as follows:

1. The Income Tax Deductions Schedule supplied by the General Commission for Taxes, Direct Deduction Section to the employer shall be prepared in duplicate by the latter’s accounts officer at the end of the fiscal year showing all the incomes, allowances and deductions, which are brought forward from page no.2 of Dhad.D\4A and then completing all the schedules’ columns.

2. The total incomes for all employees recorded in the third column of the deductions schedule, should be equal to the amount disclosed in the final accounts.

3. It is not permitted to use a deductions schedule other then the one referred to it in paragraph (1) above.

4. The manager and the accountant or other authorized persons replacing theme shall certify the correctness of the detail incomes in the schedules.

5. The first copy of the forms and schedules stated before shall be presented to the Direct Deduction Section in the main office of the General Commission for Taxes or in the branches of the General Commission for Taxes. The last date for submission is the 31st of March of the following fiscal year.

6. The chief accountant, the accountant or the person acting on their behalf, shall be responsible to present the reports, forms and schedules within the limited specified time. Any person who doesn’t comply shall face punishments as stated in the Income Tax Law.

7. In case the employer does not present the forms and schedule before the expiry of the limited specified time, the tax shall be calculated administratively on the incomes of the employees and the employer shall be requested to settle the tax due on his employees. The General Commission for Taxes shall not facilitate any matter which is related to the employer, unless the tax is settled completely and the forms and the schedules are presented.

Method of deducting income tax and its payment dates
All employers (natural or juristic)in the private, mixed, and state-owned enterprise sectors should adhere to the following to ensure the deduction of tax and the date of its payment:

1. A special register should be kept wherein shall be entered salaries, allowances, and wages of each of their employees who are subject to income tax. The accountant or the person assuming his post, shall be responsible for and guarantee the payment of the tax which will be due as a result of non-entry of such incomes in the said register. This register is liable to be inspected by the audit and inspection committees which are delegated by the Financial Authority.

2. Deduction of income tax from the income of taxable employees shall take effect from the first month of the fiscal year. 

3. The employer must divide the annual tax due on his employees into equal monthly installments during the fiscal year. A reconciliation can be made in the last month of the fiscal year, by making an adjustment for the increase or decrease of the amount of tax due on the incomes.

4. The withheld tax shall be remitted to either the Direct Deduction Section at the General Commission for Taxes Center or the Unit of Wage Withholding Assessment at the branches of the General Commission for Taxes.

5. The withheld tax may be paid in either cash or by certified cheques, together with a list showing the names of the employees from whose income the tax was deducted, and the amount deducted from each of them, and the related period of the fiscal year.

6. The withheld tax is to be paid in four installments as follows:

a. The amounts due for the months of January, February, and March, shall be settled on the 1st day of April.

b. The amounts due for months of April, May, and June, shall be settled on the 1st day of July.

c. The amounts due for months of July, August, and September, shall be settled on the 1st day of October.

d. The amounts due for months of October, November, and December, shall be settled on the 1st day of January.

7. If the tax is not settled as indicated in paragraph six above on the fixed dates, an additional percentage of 5% shall be imposed after the lapse of 21 days from the fixed date, and said additional percentage shall be doubled if the amount is not paid within 21 days after the expiration of the first period.  The Minister of Finance or whomever is authorized, can exempt the employer of all or part of the additional amount if he is satisfied that the delay in payment is due to absence from Iraq, sickness incapacitating him from work, or other events of force majeure. The Minister may also return the additional amount which has been paid, if one of the above reasons is proved.  Also, if the tax is not settled as indicated on the fixed dates in paragraph 6 above, interest will be charged on the tax amount from the due date until the date of payment according to resolution # 307 of 1984.

8. There shall be no payment made of amounts due to any staff member, employee or worker who has been retired, been dismissed or whose services have been terminated for any reason before it is confirmed that there is no tax liability due on him. Otherwise the accountant or whomever assumes his position shall be held responsible for the payment of the uncollected tax.

9. Any amount which is subject to tax in accordance with these instructions should not be paid until the tax is deducted and transferred to the Tax Commission, and any of the employer’s staff members who pays the amount before the deduction of the tax, shall be responsible and guarantee the payment of the tax.

10. The chief accountant, accountant, or whomever assumes their posts shall be responsible for the follow-up and collection of the income tax due from the employees of his office, who have been transferred from one office to another or who have retired or whose services have been terminated in any way; and shall be responsible for and guarantee the payment of the tax still due by any person from whom collection is not possible and the said tax shall be deducted from his salary in one lot.

Exemptions

The following exemptions apply for purposes of determining income of the employees that is subject to income tax withholding:

1. First amendment to Instructions no.3 of 1983 concerning Income Tax Deduction by Direct Deduction Method provides “exemption for clothing, food, housing, accommodation and transportation allowances as referred in fourth section, Paragraphs 4, 18, 19 and 23 of these instructions.  This exemption should not exceed 30% of total wages of the employee”.

2. Pension income, end-of-service indemnity, salaries for annual leave, Article 7(6), Income Tax Law #113.

3. Any income earned by foreign (non-Iraqi) employees of  foreign (non-Iraqi) contractors and subcontractors of the Coalition Provisional Authority (CPA), Coalition Forces, forces of countries acting in coordination with the Coalition Forces’ governments that are providing technical, financial, logistical, administrative or other assistance to Iraq. The exempted income is the income from or paid on behalf of the CPA, Coalition Forces, forces of countries acting in coordination with Coalition Forces, or departments or agencies of the government of Coalition Forces.

4. Any income earned by foreign (non-Iraqi) employees of foreign (non-Iraqi) contractors and subcontractors of foreign (non-Iraqi) governments, international organizations, and non-governmental organizations registered pursuant to CPA Order Number 45, that are providing technical, financial, logistical, administrative or other assistance to Iraq.  The exempted income is the income from or paid on behalf of such governments, international organizations, and non-governmental organizations.

5. Salaries and allowances paid by foreign diplomatic delegations to their diplomatic officials, whereas payments to their  non-diplomatic officials who are not Iraqi may be exempted by decision of the Council of Ministers, provided there is reciprocal treatment.

6. Salaries and allowances paid by the United Nations from its own budget to its officials and employee.

7. Any lump-sum paid as remuneration or compensation to the family of a deceased person or any compensation paid to the taxpayer for injury or death.

Aggregation of income

The income of a married couple may be aggregated and the tax shall be collected from either the husband’s income or the wife’s income, whichever is applicable, in accordance with the following rules:

1. As the married woman is deemed to be an independent taxpayer, therefore, as a general rule, her income is not added to her husband’s income, but their incomes may be aggregated if any of the following cases exist:

a) If the husband has no taxable income;

b) If the husband’s income is below the legal allowance; or

c) If the wife’s income is below the legal allowance, which is determined of her as an independent taxpayer.

2. The legal allowance for the husband as in paragraph (1b) means his own and his children allowances and the legal allowance for the wife as in paragraph (1c) means only her own allowance, for the purpose of applying the aggregation conditions.

3. If the case mentioned in paragraph (1)(c) above exists, the husband shall be granted his own, his wife’s, and his children’s allowances.  If the case mentioned in paragraph (1)(a) or (1)(b) exists, the wife shall be granted her own, her husband’s and her children allowances.

4. The request for the aggregation of incomes has to be signed by both spouses and submitted to the husband’s employer or wife’s employer (whichever is applicable) no later than the first of April (the first of July for financial year 2004) of the same financial year.  

5. If the case mentioned in paragraph (1)(c) above exists, the husband’s employer shall after, ascertaining the conditions of aggregation, aggregate the spouses’ income, notify the wife’s employer of the aggregation and enquire about wife’s income for the purpose of including it with the husband’s income and deduct the income tax from the husband’s salary. If the case mentioned in paragraph (1)(a) or (1)(b) exists, the wife’s employer has these duties.

6. If the causes of aggregation cease to exist during the financial year, the spouses’ incomes shall then be separated and the tax shall be calculated on their incomes independently in accordance with the general rules.  The employer, who has done the aggregation, shall inform the wife’s employer of changes that might occur in the method of the calculation of the tax.

7. If the husband is not an employee, the request for aggregation shall be presented to one of the offices of the General Commission for Taxes in accordance with the husband’s registration (if he was registered) or his place of residence.

8. If the marriage takes place within the financial year and the married couple  present a request to aggregate their incomes, the wife’s income shall be added to the husband’s income from the date of the marriage contract if the case mentioned in paragraph (1)(c) above exists.  If the case mentioned in paragraph (1)(a) or (1)(b) exists, the husband’s income shall be added to his wife’s income.

9. The Financial Authority can accept requests for incomes’ aggregation, which are submitted after the end of the period stated in paragraph 4 above, if it is convinced that there are reasons which prevented their submission within the specified period.

Legal allowances

The income subject to income tax by direct deduction is reduced by the legal allowances granted to the resident individuals as defined in article 1, paragraph 10 of the Income Tax Law #113.  The legal allowances are provided for in Article 12 of the Income Tax Law #113.  The legal allowances vary depending of the personal status of the taxpayer.

The first case

ID 2,500,000 (ID 208,333 per month) for a bachelor or a married man whose wife’s income is subject to income tax independently.

ID 200,000 (ID 16,667 per month) to be added to the allowance of the married man for each of his children, irrespective of their number, after applying the sixth and seventh case of this section.

The second case

ID 4,500,000 (ID 375,000 per month) for a married man with no children, and whose wife is a housewife or whose income is aggregated with his income.

ID 200,000 (ID 16,667 per month) to be added to the allowance of the married man for each of his children, irrespective of their number, after applying the sixth and the seventh cases of this section.

The third case

ID 2,500,000 (ID 208,333 per month) for the married woman in case her income is independently subject to income tax.

The fourth case

ID 4,500,000 (ID 375,000 per month) for the married woman who has income subject to tax and whose husband is incapacitated from work and has no income, provided she presents confirmation to the Financial Authority.

ID 200,000 (ID 16,667 per month) to be added to her allowance for each of her children, irrespective of their number, after applying the sixth and seventh cases of this section.

The fifth case

ID 3,200,000 (ID 266,667 per month) for the widow or divorced wife for herself, after observing the ninth case.

ID 200,000 (ID 16,667 per month) to be added to her allowance for each of her children, irrespective of their number, after applying the sixth and seventh cases of this section.

The sixth case

The term “child” shall include children who have not completed the eighteenth year of age, daughters lawfully maintained by the taxpayer, and sons unable to earn their living owing to mental or physical infirmity, although they have completed their eighteenth years of age.  Also, allowances shall be granted for children who have completed eighteen years of age but are still continuing their studies at a secondary or a higher school, until the child has completed his studies or completed twenty five years of age whichever is earlier.  The taxpayer shall not be granted an allowance for children who have completed eighteen year of age and have an independent income exceeding ID 200,000 per annum, even though they are continuing their studies.

The seventh case

The taxpayer shall be granted an additional legal allowance of ID 300,000 (ID 25,000 per month) if he is more than 63 years old.

The eighth case

If the taxpayer gets married or a child is born to him during the year in which the income arises, there shall be added to his allowance whatever is due of his wife or child allowances, in the proportion of the remaining complete months of the year of earning the income in which the marriage or birth takes place to the whole year, and any fraction of a month shall be ignored.  If the taxpayer is separated from his wife, by her death or separation or disagreement, or one of his children dies, for whom an allowance was granted, the allowance shall be reduced by the proportion of the remaining complete months in the year to the whole year, and a fraction of a month shall be ignored.  If the amount of the allowance includes a fraction of an Iraqi dinar, then the amount shall be rounded up the nearest Iraqi dinar.

The ninth case

a) If the resident taxpayer is a non-Iraqi person, then he shall be granted the due allowance for the year in which the income arises in the proportion of the complete number of months of residence in Iraq, to the complete number of months of the year.

b) Whereas if the resident taxpayer is a non-Iraqi person and the Government has concluded a contract with him or has employed him as a teacher in Iraq, then he shall be granted the complete legal allowance in accordance with the cases stated in this section.

c) No allowances is granted to a non-resident individual.

The tenth case

No taxpayer who is subject to income tax for several sources of income shall enjoy more than one legal allowance.

The eleventh case

The Iraqi resident taxpayer shall be granted the complete legal allowance within the year in which the income arises, in accordance with the cases stated in this section, regardless of the date of commencing his work or the date of his death during the fiscal year.

The twelfth case

Only for financial year 2004, employees of the state-owned enterprises and mixed sectors shall be entitled to a fixed allowance of ID 5,300,000 (ID 441,667 per month) for themselves, spouse and children collectively under item (1) of Article 12 of Income Tax Law #113.  

Tax rates

Income tax shall be imposed on the resident employee’s taxable salary, wages, and allowances minus the legal allowances provided for in Article 12 of  Income Tax Law #113 and the salary, wages and allowances of non-resident employees in respect of each financial year at the following rates:

At the rate of 3% on amounts up to ID 250,000;

At the rate of 5% on amounts over ID 250,000 and up to ID 500,000;

At the rate of 10% on amounts over ID 500,000 and up to ID 1,000,000; and

At the rate of 15% on amounts over ID 1,000,000.

The amount delineating the tax bracket amounts above are decreased by one-third for the year 2004, to reflect the fact that the income tax was not reinstated for the first four months of 2004.

Offences and Penalties

Articles 56, 57, 58 and 59 of Income Tax Law #113 holds that offences and penalties must be applied when, for example, an employer fails to carry out the duties imposed on him under the Income Tax Law #113 or the regulations issued there under, or refusing or delaying to submit to the Financial Authority any statement or information he was obliged or called upon to submit under the provisions of the Income Tax Law

How to Calculate the Monthly Tax Amount to Withhold
Use the work chart set forth below in order to determine the tax to withhold from the employees salary, wages and allowances for each month.  (As an alternative to using the work chart, the General Commission for Taxes has developed withholding tables that an employer may use to determine the tax to withhold from an employee’s monthly wages, salaries, and allowances.  These tables may be purchased from the General Commission for Taxes offices at a reasonable price.)

How to calculate the monthly tax to withhold using the work chart: 

1)  Calculate the salary, wages and allowances,  paid to the employee during the month minus the deductions provided in Article 8 of the Income Tax Law #113 for that particular month, such as pension plan contributions

2)  Subtract from the amount (1), the monthly legal allowance to which your employee is entitled (see the section “legal allowances” of this brochure for the appropriate amount for the year and divide that amount by 12)

3)  If the result above (2) minus (1) is negative, that means the legal allowance for a particular month covers entirely the monthly income of your employee.  In this case, there is no income tax to withhold.

4)  If the result above (2) minus (1) is positive, the employee has a taxable income and there is an income tax amount to be withheld for the month.  In order to determine this amount, you have to complete the work chart :

	If the monthly taxable income (line 4 above) 
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, record it on line 2 of Column A
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 but not over ID 83,333.33
, record it on line 2 of column C
	

	
	 is over ID 83,333.33, record it on line 2 of column D
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	A
	B
	C 
	D

	
	
	
	
	
	
	 
	 
	 
	 
	 

	Income, see the instructions above :
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	Subtract line 3 from line 2:
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	Multiply line 4 by line 5:
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	625.00

	1,666.67

	5,833.33


	Add line 6 to line 7:
	
	
	
	 
	
	
	
	

	Income tax to withhold monthly:
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EXAMPLE :

An employee is a widow with 3 eligible children.  Her annual salary is ID 4,500,000 (ID 375,000 per month).  As a widow, she is entitled to a legal allowance of ID 3,200,000 (ID 266,667 per month) plus allowances of ID 600,000 (ID 50,000 per month) for her 3 children.

The monthly taxable income subject to the monthly tax withholding is:

Monthly salary







ID 375,000

Minus: Allowances for the month (ID 266,667 + ID 50,000)

ID 316,667 

Monthly taxable income subject to the monthly tax withholding:

ID   58,333

Since her income subject to withholding is over ID 41,666.67 but not over ID 83,333.33, record it on Line 2 of Column C of the work chart:
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	Income, see the instructions above :
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	Subtract line 3 from line 2:
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	Multiply line 4 by line 5:
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	625.00
	1,666.67
	5,833.33

	Add line 6 to line 7:
	
	
	
	 
	
	
	
	

	Income tax to pay monthly:
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The amount of monthly income tax to withhold from the salary paid to the widow employee is ID 3,333.

� First tax bracket ID 250 000 divided by 12 months.


� First tax bracket ID 250 000 divided by 12 months


� Second tax bracket ID 500 000 divided by 12 months.


� Second tax bracket ID 500 000 divided by 12 months.


� Third tax bracket ID 1,000,000 divided by 12 months


� Total monthly tax under 3% tax bracket


� Total monthly tax under 3%  and 5% tax brackets.


�Total monthly tax under 3%, 5%, and 10% tax brackets. 
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