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Introduction
Understanding how taxation works is essential for individuals, businesses, and
investors in any country, and this is especially true in Iraq, where the tax system
reflects the nation's unique history, economic landscape, and ongoing modernization
efforts. With its roots in legislation dating back to the early 20th century and key
amendments shaped by recent economic changes and international influence, the
Iraqi tax system is a blend of old and new. This book, "Understanding how the Iraqi
Tax System Works: A Guide to Iraqi Taxation," is designed to provide a clear,
comprehensive overview of the various taxes present in Iraq, the underlying policies,
and the latest reforms that are shaping the fiscal environment.

Iraq’s tax system is distinct in several ways. While the country’s economy is heavily
reliant on oil revenues, there is increasing recognition of the need to strengthen non-
oil tax revenue streams. The system itself is governed mainly by Federal Income Tax
Law No. 113 of 1982 and subsequent amendments, and administered by centralized
institutions such as the General Commission for Taxes (GCT) in Federal Iraq, as well as
the Income Tax Directorate (ITD) in the Kurdistan Region. This dual administration
brings with it both complexity and opportunity as taxpayers navigate the requirements
of different regions.

Individuals, residents and non-residents alike, as well as companies—foreign and
domestic—must become familiar with several categories of taxes, including but not
limited to corporate and personal income tax, withholding tax, sales and indirect
taxes, real estate taxes, stamp duties, and customs duties. Each of these taxes has its
own scope, rates, procedures, and obligations. Added to this framework are social
security contributions, a significant consideration for both employers and employees
operating in Iraq.

Despite the wide-ranging tax categories, the Iraqi system is notable for its lack of a
comprehensive value-added tax (VAT) regime. Instead, various goods and services are
subject to specific sales taxes, many of which carry high rates on targeted items such
as tobacco, alcohol, and certain luxuries. Real estate transactions also attract their
own unique taxes, underscoring the breadth of the Iraqi taxation landscape. As with
many taxation systems in developing economies, compliance is complicated by
primarily manual processes, evolving regulations, and ongoing reform efforts aimed at
modernization and efficiency.

In recent years, Iraq has taken meaningful steps to enhance transparency, improve
compliance, and align its practices with international standards, including the adoption
of International Financial Reporting Standards (IFRS) and discussions around tax rules
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for the digital economy. At the same time, challenges remain—from complexities in
interpretation to enforcement difficulties and persistent tax evasion. These factors
create a dynamic environment for taxpayers and professionals alike, one that
demands up-to-date understanding and careful planning.

This book is structured to serve as a practical, accessible guide for anyone seeking to
comprehend the Iraqi tax system, whether you are conducting business, investing, or
simply wanting to better grasp how taxes affect daily life in Iraq. With detailed
chapters on each major category of tax, guidance on residence and compliance, and
insights into reforms and future trends, this guide aims to empower readers with the
knowledge needed to engage confidently with the tax framework and manage their
obligations effectively in Iraq.
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CHAPTER ONE: Understanding the Foundations: The
History of Iraqi Taxation
Taxation, in one form or another, has been a feature of settled societies throughout
history, and the land that is now Iraq, often called the "Cradle of Civilization," is no
exception. Long before modern states and complex income tax laws, rulers needed
resources to build cities, maintain armies, and provide for public works, however
rudimentary. The methods and objects of taxation have evolved dramatically over
millennia, reflecting changes in governance, economy, and social structure.
Understanding this long history provides crucial context for appreciating the Iraqi tax
system as it exists today.

In the earliest periods of Mesopotamian history, during the Sumerian, Akkadian,
Babylonian, and Assyrian empires, taxation often took the form of tribute, labor, or a
share of agricultural produce. Given that these were predominantly agrarian societies,
taxing the harvest was a natural and necessary way for rulers to extract surplus to
support the non-agricultural population and state functions. This wasn't always a
smooth process, of course; the ability of the central authority to collect taxes was
intrinsically linked to its power and control over the land and its people. Rebellions and
instability often led to a breakdown in tax collection, a theme that, sadly, resonates
through various periods of Iraq's history.

Moving into later empires, such as the Sasanian period before the Islamic conquests,
land tax remained a primary source of state income. The Arabic conquest brought
about a redefinition of the surplus distribution system, but land tax, known as kharāj,
continued to be central, particularly in the fertile region of the Sawād. Initially, Arab
settlers in garrison cities like Kufa and Basra received payments from this land tax.
Over time, the system evolved, and there were requests for changes in tax
assessment, leading to reforms under later caliphs. The ability of the state to maintain
irrigation systems, crucial for agriculture in Iraq, was also tied to its capacity to collect
taxes. A decline in tax revenue could indicate problems not just in collection efficiency
but potentially in agricultural production itself.

The Ottoman era, which lasted for several centuries until the early 20th century,
imposed its own tax structures on the region that would become Iraq. Ottoman tax
legislation prevailed for many centuries, indicating a long history of formalized
taxation, even if the specifics differed from modern systems. The Ottomans employed
various methods, including the iltizām system, or tax farming, where the right to
collect taxes in a specific area was auctioned off to the highest bidder. This mültezim
or tax farmer would then collect taxes from the population, aiming to collect more
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than their bid to make a profit. While officially abolished in 1856 as part of
modernizing reforms, variations of tax farming persisted. The Ottoman system also
included taxes on land, produce, and personal wealth, often adapting existing taxes
from previous rulers. The çift tax, a personal tax, varied in rate across different regions
of the empire, including Erbil in what is now northern Iraq. The ability of the central
Ottoman government to effectively collect taxes was often challenged by the semi-
autonomous nature of tribes and local leaders in regions like Iraq, leading to a reliance
on sheikhs for enforcement. Reforms were introduced in the later Ottoman period,
partly in response to European pressures and a desire to centralize authority, which
aimed to replace traditional systems like tax farming with more administrative control.
These reforms, such as the Vilayet Law of 1864, sought to reorganize provinces and
establish a more centralized administrative structure for areas like the Baghdad,
Basra, and Mosul Vilayets.

The end of Ottoman rule after World War I marked a significant turning point. The
British occupied the region and were granted a League of Nations Mandate over Iraq in
1920. The British administration inherited aspects of the Ottoman system but also
began to implement its own policies, aiming for a more efficient tax collection system.
Interestingly, early in their administration, the British sometimes used air power not
just for military control but also to enforce tax collection, a rather stark illustration of
the importance placed on revenue. The Mandate period saw the establishment of
more formalized administrative structures. Iraq's first income tax law, influenced by a
British model, was enacted in 1927. This was a pivotal moment, introducing a concept
that would become central to the modern tax system. Along with the income tax law,
directorates for income tax and real estate tax were formed in the 1920s. This period
laid some of the foundational administrative groundwork for tax collection in the
nascent Iraqi state.

Iraq gained formal independence as a kingdom in 1932. The tax system continued to
evolve during the monarchical period. Further income tax laws were issued, including
Law No. 36 of 1939 and Law No. 85 of 1956, replacing earlier legislation. Real Estate
Tax Law also saw amendments, with a significant law being enacted in 1959. These
laws built upon the foundations laid during the Mandate, gradually shaping the tax
landscape of the independent kingdom. The focus remained on traditional sources of
revenue, with land and property taxes playing a significant role alongside customs
duties.

The 1958 revolution brought an end to the monarchy and the establishment of the
Republic of Iraq. This political shift also influenced the direction of the tax system.
While the core types of taxes persisted, the republican government continued to refine
the legal framework. Law No. 95 of 1959 was adopted, which, while later repealed,
remained operative for a period and built upon previous income tax legislation. The
period leading up to the early 1980s saw further development and consolidation of tax
laws.
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A major milestone in the history of Iraqi taxation was the enactment of Income Tax
Law No. 113 of 1982. This law, along with the amended Real Estate Tax Law No. 162
of 1959 and the Land Tax Act, forms the basis of the current tax revenue system in
Federal Iraq. The passage of Law 113 consolidated and updated previous income tax
legislation, establishing the framework that would largely govern income taxation for
decades to come. It was during this time, specifically in 1982, that the General
Commission for Taxes (GCT) was formally established under the Ministry of Finance,
consolidating the functions of the previous General Income Directorate and the
General Revenue Directorate. This creation of a unified tax authority was a significant
step in the formalization and centralization of tax administration in Iraq, an institution
with roots stretching back to the directorates formed in the 1920s.

The period following the enactment of Law 113 of 1982 and the establishment of the
GCT saw the tax system operate under changing political and economic conditions.
While the legal framework was in place, its application and effectiveness were subject
to various factors, including conflict, economic sanctions, and the increasing reliance
on oil revenues. The dominance of oil wealth meant that non-oil tax collection often
took a secondary role, and the development of the non-oil tax system did not always
keep pace with global changes or the complexities of modern business.

Following the events of 2003, the tax system underwent further changes. The
Coalition Provisional Authority (CPA) introduced significant amendments through
Orders No. 37, 49, and 84. These orders aimed to revise aspects of the existing tax
laws, including tax rates and allowances, in an effort to modernize the system. These
amendments integrated with the existing framework of Law 113 of 1982, shaping the
tax landscape in the post-2003 era.

This journey from ancient tribute systems and Ottoman tax farming to the formalized
laws and institutions of the late 20th and early 21st centuries highlights the complex
evolution of taxation in Iraq. It's a history shaped by centuries of diverse rule,
economic shifts, and periods of both stability and upheaval. The tax system today is a
product of this long and layered past, with its foundations laid in various eras, each
contributing to the framework that taxpayers navigate today. While the core laws like
the Income Tax Law of 1982 remain central, the system continues to grapple with its
historical legacy while attempting to adapt to the demands of a modernizing economy
and a globalized world.
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