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SUBCHAPTER G—REGULATIONS UNDER TAX CONVENTIONS

PARTS 500–501 [RESERVED]

PART 502—GREECE

Subpart—Withholding of Tax
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AUTHORITY: Sec. 7805, 68A Stat. 917; 26
U.S.C. 7805.

SOURCE: Treasury Decision 6109, 19 FR 6694,
Oct. 19, 1954, as amended at 25 FR 14021, Dec.
31, 1960, unless otherwise noted.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, part 502 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

Subpart—General Income Tax

§ 502.1 Introductory.
(a) The income tax convention and

protocol between the United States and
Greece, signed February 20, 1950, and
April 20, 1953, respectively, and pro-
claimed by the President of the United
States on January 15, 1954, referred to
in this part as the convention, provides
in part as follows effective January 1,
1953:

ARTICLE I

(1) The taxes which are the subject of the
present Convention are:

(a) In the case of the United States of
America: the Federal income tax, including
surtaxes (hereinafter referred to as United
States tax).

(b) In the case of the Kingdom of Greece:
the income tax, including the schedular or
analytical tax, the complementary tax and
the professional or business tax (hereinafter
referred to as Greek tax).

(2) The present Convention shall also apply
to any other taxes of a substantially similar
character imposed by either Contracting
State subsequently to the date of signature
of the present Convention.

ARTICLE II

(1) In the present Convention, unless the
context otherwise requires—

(a) The term ‘‘United States’’ means the
United States of America and when used in a
geographical sense means the States, the
Territories of Alaska and Hawaii, and the
District of Columbia.

(b) The term ‘‘Greece’’ means the terri-
tories of the Kingdom of Greece.

(c) The term ‘‘United States Corporation’’
means a corporation, association or other
like entity created or organized in or under
the laws of the United States.

(d) The term ‘‘Greek Corporation’’ means a
legal entity established under the laws of
Greece.

(e) The terms ‘‘corporations of one Con-
tracting State’’ and ‘‘corporation of the
other Contracting State’’ mean a United
States corporation or a Greek corporation,
as the context requires.

(f) The term ‘‘United States enterprise’’
means an industrial or commercial enter-
prise or undertaking carried on in the United
States by a citizen or resident of the United
States or by a United States corporation.

(g) The term ‘‘Greek Enterprise’’ means an
industrial or commercial enterprise or un-
dertaking carried on in Greece by a subject
or resident of Greece or by a Greek corpora-
tion.

(h) The terms ‘‘enterprise of one of the
Contracting States’’ and ‘‘enterprise of the
other Contracting State’’ mean a United
States enterprise or a Greek enterprise, as
the context requires.

(i) The term ‘‘permanent establishment’’,
when used with respect to an enterprise of
one of the Contracting States, means a
branch, factory or other fixed place of busi-
ness, but does not include an agency unless
that agent has, and habitually exercises, a
general authority to negotiate and conclude
contracts on behalf of such enterprise or has
a stock of merchandise from which he regu-
larly fills orders on behalf of such enterprise.
An enterprise of one of the Contracting
States shall not be deemed to have a perma-
nent establishment in the other Contracting
State merely because it carries on business
dealings in such other Contracting State
through a bona fide commission agent,
broker or custodian acting in the ordinary
course of his business as such. The fact that
an enterprise of one of the Contracting
States maintains in the other Contracting
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State a fixed place of business exclusively
for the purchase of goods or merchandise
shall not of itself constitute such fixed place
of business a permanent establishment of
such enterprise. When a corporation of one
Contracting State has a subsidiary corpora-
tion which is a corporation of the other Con-
tracting State or which is engaged in trade
or business in such other Contracting State,
such subsidiary corporation shall not, mere-
ly because of that fact, be deemed to be a
permanent establishment of its parent cor-
poration.

(j) The term ‘‘competent authority’’ or
‘‘competent authorities’’ means, in the case
of the United States, the Commissioner of
Internal Revenue or his duly authorized rep-
resentative; in the case of Greece, the Gen-
eral Director of Direct Taxes, or his duly au-
thorized representative.

(2) In the application of the provisions of
the present Convention by either of the Con-
tracting States, any term which is not de-
fined in the present Convention shall, unless
the context otherwise requires, have the
meaning which that term has under the laws
of such Contracting State relating to the
taxes which are the subject of the present
Convention.

* * * * *

ARTICLE VI

(1) Interest (on bonds, securities, notes, de-
bentures, or on any other form of indebted-
ness) received from sources within the
United States by a resident or corporation of
Greece not engaged in trade or business in
the United States through a permanent es-
tablishment therein, shall be exempt from
United States tax; but such exemption shall
not apply to such interest paid by a United
States corporation to a Greek corporation
controlling, directly or indirectly, more than
50 percent of the entire voting power in the
paying corporation.

(2) Interest (on bonds, securities, notes, de-
bentures, or on any other form of indebted-
ness) received from sources within Greece by
a resident or corporation of the United
States not engaged in trade or business in
Greece through a permanent establishment
therein, shall be exempt from Greek tax but
only to the extent that such interest does
not exceed 9 percent per annum; but such ex-
emption shall not apply to such interest paid
by a Greek corporation to a United States
corporation controlling, directly or indi-
rectly, more than 50 percent of the entire
voting power in the paying corporation.

ARTICLE VII

Royalties for the right to use copyrights,
patents, designs, secret processes and for-
mulae, trade marks and other analogous
property, and royalties (including rentals),

(other than those in respect of motion pic-
ture films) for the use of industrial, commer-
cial or scientific equipment, derived from
sources within one of the Contracting States
by a resident or corporation of the other
Contracting State not engaged in trade or
business in the former State through a per-
manent establishment therein, shall be ex-
empt from tax by the former State.

ARTICLE VIII

A resident or corporation of one of the
Contracting States, deriving from sources
within the other Contracting State royalties
in respect to the operation of mines, quar-
ries, or other natural resources, or rentals
from real property, may elect for any tax-
able year to be subject to the tax of such
other Contracting State on the basis of net
income as determined under the laws of such
other Contracting State during such taxable
year.

ARTICLE IX

Dividends and interest paid by a Greek cor-
poration shall be exempt from United States
tax except where the recipient is a citizen,
resident or corporation of the United States.

* * * * *

ARTICLE XI

* * * * *

(2) Private pensions and life annuities de-
rived from within one of the Contracting
States by an individual who is a resident of
the other Contracting State shall be exempt
from taxation by the former Contracting
State.

(3) The term ‘‘pensions’’ as used in this Ar-
ticle means periodic payments made in con-
sideration for services rendered or by way of
compensation for injuries received.

(4) The term ‘‘life annuities’’ as used in
this Article means a stated sum payable pe-
riodically at stated times during life, or dur-
ing life, an obligation to make the payments
in return for adequate and full consideration
in money or money’s worth.

* * * * *

ARTICLE XV

(1) The authorities of each of the Con-
tracting States, in accordance with the prac-
tices of that State, may prescribe regula-
tions necessary to carry out the provisions
of the present Convention.

(2) With respect to the provisions of the
present Convention relating to exchange of
information and mutual assistance in the
collection of taxes, the Contracting States
may, in accordance with their respective
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practices, prescribe rules concerning matters
of procedure, forms of application and replies
thereto, conversion of currency, disposition
of amounts collected, minimum amounts
subject to collection, and related matters.

ARTICLE XVI

(1) The provisions of the present Conven-
tion shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance accorded by the laws of one
of the Contracting States in the determina-
tion of the taxes imposed by such State.

(2) Should any difficulty or doubt arise as
to the interpretation or application of the
present Convention, the competent authori-
ties of the Contracting States shall under-
take to settle the question by mutual agree-
ment.

(3) The citizens or subjects of one of the
Contracting States shall not, while resident
in the other Contracting State, be subjected
therein to other or more burdensome taxes
than are the citizens or subjects of such
other Contracting State residing in its terri-
tory. The term ‘‘citizens’’ or ‘‘subjects’’, as
used in this Article, includes all legal per-
sons, partnerships and associations deriving
their status from, or created or organized
under, the laws in force in, the respective
Contracting States. In this Article the word
‘‘taxes’’ means taxes of every kind or de-
scription whether national, federal, state,
provincial or municipal.

* * * * *

ARTICLE XVIII

The competent authorities of the Con-
tracting States shall exchange such informa-
tion (being information which such authori-
ties have at their disposal) as is necessary
for carrying out the provisions of the present
Convention or for the prevention of fraud or
the administration of statutory provisions
against legal avoidance in relation to the
taxes which are the subject of the present
Convention. Any information so exchanged
shall be treated as secret and shall not be
disclosed to any person other than those con-
cerned with the assessment, and collection of
the taxes which are the subject of the
present Convention. No information shall be
exchanged which would disclose a technical
secret, or process relating to trade, industry,
business, or a profession.

* * * * *

ARTICLE XX

(1) In no case shall the provisions of Arti-
cle XVIII and XIX be construed so as to im-
pose upon either of the Contracting States
the obligation:

(a) To carry out administrative measures
at variance with the regulations and practice
of either Contracting State, or

(b) To supply information which is not pro-
curable under its own legislation or that of
the State making application.

(2) The State to which application is made
for information or assistance shall comply as
soon as possible with the request addressed
to it. Nevertheless, such State may refuse to
comply with the request for reasons of public
policy or if compliance would involve disclo-
sure of a technical secret or process relating
to trade, industry, business, or a profession.
In such case it shall inform, as soon as pos-
sible, the State making the application.

ARTICLE XXI

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Athens as soon as possible.

(2) The present Convention shall become
effective on the first day of January of the
year in which the exchange of the instru-
ments of ratification takes place. It shall
continue effective for a period of five years
beginning with that date and indefinitely
after that period, but may be terminated by
either of the Contracting States at the end
of the five-year period or at any time there-
after, provided that at least six months’
prior notice of termination has been given,
the termination to become effective on the
first day of January following the expiration
of the six-month period.

* * * * *

(b) As used in this part, any term de-
fined in the convention shall have the
meaning so assigned to it; any term
not so defined shall, unless the context
otherwise requires, have the meaning
which such term has under the internal
revenue laws.

§ 502.2 Dividends.

(a) Dividends paid on or after Janu-
ary 1, 1953, by a Greek corporation are
exempt from United States tax under
the provisions of Article IX of the con-
vention if the recipient is not a citizen,
resident, or corporation of the United
States. Such dividends are, therefore,
not subject to the withholding of
United States tax at source.

(b) The convention does not change
the rate of United States tax imposed
pursuant to sections 871, 881, and 882 of
the Internal Revenue Code of 1954 upon
dividends paid by a corporation other

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00003 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



8

26 CFR Ch. I (4–1–99 Edition) § 502.3

than a Greek corporation. The with-
holding of United States tax with re-
spect to such dividends derived from
sources within the United States by
nonresident aliens who are residents of
Greece, or by Greek corporations, is
not changed by the convention.

§ 502.3 Interest.
(a) General. (1) Interest paid on or

after January 1, 1953, by a Greek cor-
poration is exempt from United States
tax under the provisions of Article IX
of the convention if the recipient is not
a citizen, resident, or corporation of
the United States. Interest paid to
such recipients is, therefore, not sub-
ject to the withholding of United
States tax at source.

(2) Interest (other than interest fall-
ing within the scope of paragraph (b) of
this section) on bonds, securities,
notes, debentures, or on any other form
of indebtedness, including interest on
obligations of the United States, obli-
gations of instrumentalities of the
United States, and mortgages and
bonds secured by real property, which
is paid by a person other than a Greek
corporation and which is received from
sources within the United States on or
after January 1, 1953, by a nonresident
alien (including a nonresident alien in-
dividual, fiduciary, and partnership)
who is a resident of Greece, or by a
Greek corporation, is exempt from
United States tax under the provisions
of Article VI (1) of the convention if
such alien or corporation at no time
during the taxable year in which such
interest is received has engaged in
trade or business within the United
States through a permanent establish-
ment situated therein. Such interest is,
therefore, not subject to the with-
holding of United States tax at source.
As to what constitutes a permanent es-
tablishment, see Article II (1)(i) of the
convention.

(b) Exemption not applicable to interest
paid by subsidiary corporation to its par-
ent corporation. Under the exception
contained in Article VI (1) of the con-
vention any interest received from
sources within the United States and
paid by a domestic corporation to a
Greek corporation is not exempt from
United States tax if such Greek cor-
poration controls, directly or indi-

rectly, at the time the interest is paid
more than 50 percent of the entire vot-
ing power of all classes of stock of such
domestic corporation. The exemption
from United States tax provided by Ar-
ticle VI (1) of the convention does not,
therefore, apply to such interest paid
by such domestic corporation.

(c) Application of exemption from with-
holding. (1) To avoid withholding of
United States tax at source in the case
of coupon bond interest to which para-
graph (a)(2) of this section is applica-
ble, the nonresident alien who is a resi-
dent of Greece, or the Greek corpora-
tion, shall for each issue of bonds file
Form 1001–G in duplicate when pre-
senting the interest coupons for pay-
ment. This form shall be signed by the
owner of the interest, trustee, or agent
and shall show the name and address of
the obligor, the name and address of
the owner of the interest, and the
amount of the interest. It shall contain
a statement (i) that the owner is a resi-
dent of Greece, or is a Greek corpora-
tion, (ii) that the owner is not engaged
in trade or business within the United
States through a permanent establish-
ment situated therein, and, in the case
of interest paid by a domestic corpora-
tion to a Greek corporation, (iii) that
the owner does not control, directly or
indirectly, more than 50 percent of the
entire voting power of all classes of
stock of the United States domestic
corporation.

(2) The exemption from United States
tax contemplated by Article VI (1) of
the convention, insofar as it concerns
coupon bond interest, is applicable
only to the owner of the interest. The
person presenting the coupon or on
whose behalf it is presented shall, for
the purpose of the exemption from tax,
be deemed to be the owner of the inter-
est only if he is, at the time the coupon
is presented for payment, the owner of
the bond from which the coupon has
been detached. If the person presenting
the coupon or on whose behalf it is pre-
sented is not the owner of the bond,
Form 1001, and not Form 1001–G, shall
be executed.

(3) The original and duplicate of
Form 1001–G shall be forwarded by the
withholding agent to the District Di-
rector of Internal Revenue, Audit Divi-
sion, Alien Returns Section, Baltimore
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2, Maryland, with the quarterly return
on Form 1012. Form 1001–G need not be
listed on Form 1012.

(4) To avoid withholding of United
States tax at source in the case of in-
terest, other than coupon bond inter-
est, to which paragraph (a)(2) of this
section is applicable, the nonresident
alien who is a resident of Greece, or the
Greek corporation, shall notify the
withholding agent by letter in dupli-
cate that such income is exempt from
United States tax under the provisions
of Article VI (1) of the convention. The
letter of notification shall be signed by
the owner of the interest, trustee, or
agent and shall show the name and ad-
dress of the obligor and the name and
address of the owner of the interest. It
shall contain a statement (i) that the
owner is neither a citizen nor a resi-
dent of the United States but is a resi-
dent of Greece, or, in the case of a cor-
poration, that the owner is a Greek
corporation, (ii) that the owner has at
no time during the current taxable
year engaged in trade or business with-
in the United States through a perma-
nent establishment situated therein,
and, in the case of interest paid by a
domestic corporation to a Greek cor-
poration, (iii) that the owner does not
control, directly or indirectly, more
than 50 percent of the entire voting
power of all classes of stock of the
United States domestic corporation.

(5) This letter of notification, which
shall constitute authorization for the
payment of such interest without with-
holding of United States tax at source,
shall be filed with the withholding
agent for each successive three-cal-
endar-year period during which such
income is paid. For this purpose, the
first such period shall commence with
the beginning of the calendar year in
which such income is first paid on or
after January 1, 1954. Each such letter
filed with any withholding agent shall
be filed not later than 20 days pre-
ceding the date of the first payment
within each successive period, or, if
that is not possible because of special
circumstances, as soon as possible after
such first payment.

(6) If such letter is also to be used as
authorization for the release, pursuant
to § 502.7, of excess tax withheld from
interest, other than coupon bond inter-

est, it shall also contain a statement
(i) that, at the time when the interest
was received from which the excess tax
was withheld, the owner was neither a
citizen nor a resident of the United
States but was a resident of Greece, or,
in the case of a corporation, the owner
was a Greek corporation, (ii) that the
owner at no time during the taxable
year in which such interest was re-
ceived was engaged in trade or business
within the United States through a
permanent establishment situated
therein, and, in the case of interest
paid by a domestic corporation to a
Greek corporation, (iii) that the owner
did not control, directly or indirectly,
at the time when such interest was
paid, more than 50 percent of the entire
voting power of all classes of stock of
the United States domestic corpora-
tion.

(7) Once a letter has been filed in re-
spect of any three-calendar-year pe-
riod, no additional letter need be filed
in respect thereto unless the Commis-
sioner of Internal Revenue notifies the
withholding agent that an additional
letter shall be filed by the taxpayer. If,
after filing a letter of notification, the
taxpayer ceases to be eligible for the
exemption from United States tax
granted by the convention in respect to
such interest, such taxpayer shall
promptly notify the withholding agent
by letter in duplicate. When any
change occurs in the ownership of the
interest as recorded on the books of the
payer, the exemption from withholding
of United States tax shall no longer
apply unless the new owner of record is
entitled to and does properly file a let-
ter of notification with the with-
holding agent.

(8) Each letter of notification, or the
duplicate thereof, shall be immediately
forwarded by the withholding agent to
the District Director of Internal Rev-
enue, Audit Division, Alien Returns
Section, Baltimore 2, Maryland.

(d) Interest paid by domestic corpora-
tion to Greek corporation where degree of
stock ownership uncertain. (1) In any
case in which a Greek corporation an-
ticipates the receipt of interest from a
domestic corporation and the relation-
ship existing between the Greek cor-
poration and the domestic corporation
is such as to render uncertain whether,
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by reason of the exception contained in
Article VI (1) of the convention, the ex-
emption will apply to such interest,
the Greek corporation shall not under-
take to file any Form 1001–G or letter
of notification prescribed by paragraph
(c) of this section unless it has, prior to
such filing, applied for and received
from the Commissioner of Internal
Revenue, Washington 25, D.C., a deter-
mination that such Greek corporation
does not control, directly or indirectly,
more than 50 percent of the entire vot-
ing power in the paying corporation.
The application to the Commissioner
shall contain a full statement of all the
facts pertinent to a determination of
the question.

(2) As soon as practicable after the
application has been filed, the Commis-
sioner of Internal Revenue will deter-
mine whether the Greek corporation
has such control of the domestic cor-
poration as to render the exemption
provided by Article VI (1) of the con-
vention inapplicable to interest paid by
such domestic corporation to such
Greek corporation and shall notify the
Greek corporation of his determina-
tion. The Greek corporation shall
forthwith file with the domestic cor-
poration a copy of the Commissioner’s
letter of notification.

(3) If the Commissioner’s determina-
tion is that the Greek corporation does
not control, directly or indirectly,
more than 50 percent of the entire vot-
ing power of all classes of stock of the
domestic corporation, the Greek cor-
poration may thereafter avoid with-
holding at the source with respect to
subsequent payments of such interest
by complying with the provisions of
paragraph (c) of this section, that is,
by submitting Form 1001–G in the case
of coupon bond interest, or the letter of
notification for each three-calendar-
year period in the case of interest
other than interest payable by means
of coupons.

(4) A determination of the Commis-
sioner that the Greek corporation does
not have such control of the domestic
corporation as to render the exemption
provided by Article VI (1) of the con-
vention inapplicable will apply until
such time as the stock ownership of
the domestic corporation has changed
to the extent that interest to be re-

ceived from the domestic corporation
by the Greek corporation is no longer
exempt from United States tax under
Article VI (1) of the convention. If such
change in stock ownership occurs, the
Greek corporation shall promptly no-
tify both the Commissioner of Internal
Revenue and the domestic corporation
of the then existing facts with respect
to such stock ownership.

(5) In any case in which a Greek cor-
poration has received on or after Janu-
ary 1, 1954, interest from a domestic
corporation and the relationship exist-
ing between the Greek corporation and
the domestic corporation was at the
time the interest was paid such as to
render uncertain whether, by reason of
the exception contained in Article VI
(1) of the convention, such interest was
exempt from United States tax, the
Greek corporation shall apply to the
Commissioner of Internal Revenue for
a similar determination as to the de-
gree of control at the time the interest
was paid. If the Commissioner’s deter-
mination is that at such time the de-
gree of control was such as to permit
the application of the exemption pro-
vided by Article VI (1) of the conven-
tion, his letter of notification may,
subject to the provisions of § 502.7(b),
authorize the release of excess tax
withheld with respect to such exempt
interest.

§ 502.4 Natural resource royalties and
real property rentals.

The convention does not change the
rate of United States tax imposed pur-
suant to sections 871, 881, and 882 of the
Internal Revenue Code of 1954 upon
natural resource royalties and real
property rentals. The withholding of
United States tax with respect to such
items derived from sources within the
United States by nonresident aliens
who are residents of Greece, or by
Greek corporations, is not changed by
the convention.

§ 502.5 Patent and copyright royalties.
(a) General. (1) Royalties for the right

to use copyrights, patents, designs, se-
cret processes and formulae, trade
marks, and other analogous property,
and royalties and rentals for the use of
industrial, commercial, or scientific
equipment, which are derived from
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sources within the United States on or
after January 1, 1953, by a nonresident
alien (including a nonresident alien in-
dividual, fiduciary, and partnership)
who is a resident of Greece, or by a
Greek corporation, are exempt from
United States tax under the provisions
of Article VII of the convention if such
alien or corporation at no time during
the taxable year in which such income
is derived has engaged in trade or busi-
ness within the United States through
a permanent establishment situated
therein. Such royalties are, therefore,
not subject to the withholding of
United States tax at source. As to what
constitutes a permanent establish-
ment, see Article II(1)(i) of the conven-
tion.

(2) The provisions of this section
shall have no application to rentals or
royalties in respect of motion picture
films.

(b) Application of exemption from with-
holding. (1) To avoid withholding of
United States tax at source in the case
of the income to which paragraph (a) of
this section is applicable, the non-
resident alien who is a resident of
Greece, or the Greek corporation, shall
notify the withholding agent by letter
in duplicate that such income is ex-
empt from United States tax under the
provisions of Article VII of the conven-
tion. The provisions of § 502.3(c) (other
than those pertaining to the degree of
control of voting power) relating to the
execution, filing, and effective period
of the letter of notification prescribed
therein with respect to interest, in-
cluding its use for the release of excess
tax withheld, are equally applicable
with respect to the income falling
within the scope of this section.

(2) Each letter of notification, or the
duplicate thereof, shall be immediately
forwarded by the withholding agent to
the District Director of Internal Rev-
enue, Audit Division, Alien Returns
Section, Baltimore 2, Maryland.

§ 502.6 Private pensions and life annu-
ities.

(a) General. Private pensions and life
annuities, as defined in Article XI (3)
and (4) of the convention, derived from
sources within the United States on or
after January 1, 1953, by a nonresident
alien individual who is a resident of

Greece are exempt from United States
tax under the provisions of Article
XI(2) of the convention. Such items of
income are, therefore, not subject to
the withholding of United States tax at
source.

(b) Application of exemption from with-
holding. (1) To avoid withholding of
United States tax at source in the case
of the items of income to which para-
graph (a) of this section is applicable,
the nonresident alien individual who is
a resident of Greece shall notify the
withholding agent by letter in dupli-
cate that such income is exempt from
United States tax under the provisions
of Article XI of the convention. The
letter of notification shall be signed by
the owner of the income, shall show
the name and address of both the payer
and the owner of the income, and shall
contain a statement that the owner, an
individual, is neither a citizen nor a
resident of the United States but is a
resident of Greece.

(2) If such letter is also to be used as
authorization for the release, pursuant
to § 502.7(a), of excess tax withheld from
such items of income, it shall also con-
tain a statement that the owner was,
at the time when the income was de-
rived from which the excess tax was
withheld, neither a citizen nor a resi-
dent of the United States but was a
resident of Greece.

(3) This letter shall constitute au-
thorization for the payment of such
items of income without withholding of
United States tax at source unless the
Commissioner of Internal Revenue sub-
sequently notifies the withholding
agent that the tax shall be withheld
with respect to payments of such items
of income made after receipt of such
notice. If, after filing a letter of notifi-
cation, the owner of the income ceases
to be eligible for the exemption from
United States tax granted by the con-
vention in respect to such income, he
shall promptly notify the withholding
agent by letter in duplicate. When any
change occurs in the ownership of such
income as recorded on the books of the
payer, the exemption from withholding
of United States tax shall no longer
apply unless the new owner of record is
entitled to and does properly file a let-
ter of notification with the with-
holding agent.
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(4) Each letter of notification, or the
duplicate thereof, shall be immediately
forwarded by the withholding agent to
the District Director of Internal Rev-
enue, Audit Division, Alien Returns
Section, Baltimore 2, Maryland.

§ 502.7 Release of excess tax withheld
at source.

(a) General. (1) In order to give the
convention effective application at the
earliest practicable date, the exemp-
tions from withholding of United
States tax at source granted by this
part are hereby made effective begin-
ning January 1, 1954, contingent upon
compliance with the applicable provi-
sions of §§ 502.2 through 502.6.

(2) In the case of dividends and inter-
est paid by a Greek corporation to a re-
cipient other than a citizen, resident,
or corporation of the United States, if
United States tax at the stautory rate
has been withheld on or after January
1, 1954, there shall be released by the
withholding agent and paid over to the
person from whom it was withheld, an
amount equal to the tax so withheld
from such items.

(3) In the case of every taxpayer
whose address at the time of payment
was in Greece and who furnishes to the
withholding agent the letter of notifi-
cation prescribed in §§ 502.3(c), 502.5(b),
and 502.6(b) as authorization for the re-
lease of excess tax withheld, if United
States tax at the statutory rate (30 per-
cent as of the date of approval of this
part) has been withheld on or after
January 1, 1954, from interest (other
than coupon bond interest), copyright
royalties and other items to which
§ 502.5(a) is applicable, and from private
pensions and life annuities as defined
in Article XI, there shall be released
(except as provided in paragraph (b) of
this section) by the withholding agent
and paid over to the person from whom
it was withheld an amount equal to the
tax so withheld from such items.

(4) In the case of every taxpayer
whose address at the time of payment
was in Greece and who furnishes to the
withholding agent Form 1001–G clearly
marked ‘‘Substitute’’ and executed in
accordance with § 502.3(c), if United
States tax at the statutory rate has
been withheld from coupon bond inter-
est on or after January 1, 1954, there

shall be released (except as provided in
paragraph (b) of this section) by the
withholding agent and paid over to the
person from whom it was withheld an
amount equal to the tax so withheld
from such interest. One such substitute
form shall be filed in duplicate with re-
spect to each issue of bonds and will
serve with respect to that issue to re-
place all Forms 1001 previously filed by
the taxpayer in the calendar year in
which the excess tax was withheld and
with respect to which such excess is re-
leased.

(5) The original and duplicate of sub-
stitute Form 1001–G shall be forwarded
by the withholding agent to the Dis-
trict Director of Internal Revenue,
Audit Division, Alien Returns Section,
Baltimore 2, Maryland, with the quar-
terly return on Form 1012. Substitute
Form 1001–G need not be listed on
Form 1012.

(6) The provisions of this section
(other than paragraph (c) of this sec-
tion) shall have no application to ex-
cess tax withheld at source which has
been paid by the witholding agent to
the district director of internal rev-
enue.

(b) Interest paid where degree of stock
ownership is determined. If United
States tax at the rate of 28 percent or
30 percent, as the case may be, has
been withheld on or after January 1,
1954, from interest paid by a domestic
corporation to a Greek corporation
whose address at the time of payment
was in Greece, and if the relationship
existing between the Greek corporation
and the domestic corporation, was, at
the time the interest was paid, such as
to render uncertain whether, by reason
of the exception contained in Article
VI (1) of the convention, such interest
was exempt from United States tax,
the withholding agent shall release and
pay over to the Greek corporation an
amount equal to the tax so withheld
only if the Greek corporation (1) fur-
nishes to the domestic corporation a
copy of the Commissioner’s authoriza-
tion of release prescribed in § 502.3 (d)
and (2) files the letter of notification
prescribed in § 502.3(c), or the sub-
stitute Form 1001–G prescribed in para-
graph (a) of this section, whichever is
applicable.
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(c) Amounts withheld during 1953. For
provisions respecting the refund of ex-
cess tax withheld during the calendar
year 1953, see § 502.10.

§ 502.8 Information to be furnished in
ordinary course.

(a) General. In compliance with the
provisions of Article XVIII of the con-
vention the Commissioner of Internal
Revenue will transmit to the Greek
General Director of Direct Taxes, as
soon as practicable after the close of
the calendar year 1954 and of each sub-
sequent calendar year during which the
convention is in effect, the following
information relating to such preceding
calendar year:

(1) The duplicate copy of each avail-
able Form 1042 Supplement filed pursu-
ant to paragraph (b) of this section;
and

(2) The duplicate copy of each avail-
able ownership certificate, Form 1001–
G, filed pursuant to § 502.3(c), and sub-
stitute Form 1001–G, filed pursuant to
§ 502.7 (a) and (b), in connection with
coupon bond interest.

(b) Information return. (1) To facili-
tate compliance with Article XVIII of
the convention, every United States
withholding agent shall make and file
in duplicate with the district director
of internal revenue for the district in
which the withholding agent is located
an information return on Form 1042
Supplement, with respect to Greek ad-
dressees, which shall be filed for the
calendar year 1954 and subsequent cal-
endar years. This return shall be filed
simultaneously with Form 1042.

(2) There shall be reported on such
Form 1042 Supplement all items of
fixed or determinable annual or peri-
odical income (and, for 1955 and subse-
quent years, amounts described in sec-
tion 402(a)(2), section 631 (b) and (c),
and section 1235 of the Internal Rev-
enue Code of 1954, which are considered
to be gains from the sale or exchange
of capital assets) derived from sources
within the United States and paid to
nonresident aliens (including non-
resident alien individuals, fiduciaries,
and partnerships) and to nonresident
foreign corporations, whose addresses
at the time of payment were in Greece,
including such items of income upon
which, in accordance with this part, no

withholding of United States tax is re-
quired; except that any of such items
which constitute interest in respect of
which Form 1001–G or substitute Form
1001–G has been filed in duplicate with
the withholding agent are not required
to be reported on such Form 1042 Sup-
plement.

§ 502.9 Beneficiaries of a domestic es-
tate or trust.

A nonresident alien who is a resident
of Greece and who is a beneficiary of a
domestic estate or trust shall be enti-
tled to the exemption from United
States tax granted by Articles VI, VII,
and IX of the convention with respect
to dividends, interest, and copyright
royalties and the like, to the extent
such item or items are included in that
portion of the income of such estate or
trust which is (or would, but for such
exemption, be) includible in the gross
income of the beneficiary, provided
that he otherwise satisfies the require-
ments of these respective articles. In
order to be entitled in such instance to
the exemption from withholding of
United States Tax such beneficiary
must otherwise satisfy such require-
ments and shall, where applicable, exe-
cute and submit to the fiduciary of
such estate or trust in the United
States the appropriate letter of notifi-
cation prescribed in §§ 502.3(c) and
502.5(b).

§ 502.10 Refund of excess tax withheld
during 1953.

(a) If United States tax withheld at
the source during the year 1953 from
dividends, interest, copyright royalties
and the like, pensions, or life annuities
is in excess of the tax imposed under
the internal revenue laws, as modified
by the convention, a claim by the tax-
payer for the refund of any overpay-
ment resulting therefrom shall be
made under subchapter B of chapter 66
of the Internal Revenue Code of 1954 by
filing Form 843 together with Form
1040NB, Form 1040NB–a, Form 1040B,
Form 1120, or Form 1120NB, whichever
is applicable, or with an amended re-
turn.

(b) The taxpayer’s total gross income
from sources within the United States,
including every item of capital gain
subject to tax under the provisions of
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section 211(a)(1)(B) or 211(c) of the In-
ternal Revenue Code of 1939, shall be
disclosed on the return. In the event
that securities are held in the name of
a person other than the actual or bene-
ficial owner, the name and address of
such person shall be furnished with the
claim. In the case of a claim involving
an overpayment of tax upon dividends
or interest paid by a Greek corpora-
tion, a statement that the dividends or
interest were paid by such a corpora-
tion shall be included in the claim. If
the claim relates to other interest,
copyright royalties and the like, pen-
sions, or life annuities, there shall also
be included in such claim:

(1) A statement that, at the time
when such item or items of income
were derived from which the excess tax
was withheld, (i) the taxpayer was nei-
ther a citizen nor a resident of the
United States but was a resident of
Greece, or, in the case of a corporation,
(ii) the taxpayer was a Greek corpora-
tion;

(2) A statement that the taxpayer at
no time during the taxable year in
which such income was derived was en-
gaged in trade or business within the
United States through a permanent es-
tablishment situated therein; and

(3) In the case of a claim involving an
overpayment of tax upon interest paid
by a domestic corporation to a Greek
corporation, a statement that the
Greek corporation, at the time when
the interest was paid, did not control,
directly or indirectly, more than 50
percent of the entire voting power of
all classes of stock of the United States
domestic corporation. If the relation-
ship existing between the Greek cor-
poration and the domestic corporation
at the time when such interest was
paid was such as to render uncertain
whether the exemption granted by Ar-
ticle VI (1) of the convention is appli-
cable to such interest, there shall be
furnished a full statement of all the
facts pertinent to a determination of
the question.

(c) If, however, the taxpayer is an in-
dividual who during the taxable year
derived from sources within the United
States income which consists exclu-
sively of pensions or life annuities en-
titled to the benefit of Article XI of the
convention, the statement specified in

paragraph (b)(2) of this section shall
not be required.

PART 503—GERMANY

Subpart—Withholding of Tax

Sec.
503.1 Introductory.
503.2 Dividends.
503.3 Interest.
503.4 Patent and copyright royalties and

film rentals.
503.5 Private pensions and private life annu-

ities.
503.6 Release of excess tax withheld at

source.
503.7 Information to be furnished in ordi-

nary course.
503.8 Beneficiaries of a domestic estate or

trust.
503.9 Land Berlin.

AUTHORITY: Sec. 7805, 68A Stat. 917; 26
U.S.C. 7805.

SOURCE: Treasury Decision 6122, 20 FR 682,
Feb. 1, 1955, as amended at 25 FR 14021, Dec.
31, 1960, unless otherwise noted.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, part 503 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

Subpart—Withholding of Tax

§ 503.1 Introductory.
(a) The income tax convention be-

tween the United States and the Fed-
eral Republic of Germany, signed on
July 22, 1954, and proclaimed by the
President of the United States on De-
cember 24, 1954, referred to in this part
as the convention, provides in part as
follows, effective for taxable years be-
ginning on or after January 1, 1954:

ARTICLE I

(1) The taxes referred to in this Convention
are:

(a) In the case of the United States of
America: The Federal income taxes, includ-
ing surtaxes and excess profits taxes;

(b) In the case of the Federal Republic: The
income tax, the corporation tax and the Ber-
lin emergency contribution (Notopfer).

(2) The present Convention shall also apply
to any other income or profits tax of a sub-
stantially similar character which may be
imposed by one of the contracting States
after the date of signature of the present
Convention.
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ARTICLE II

(1) As used in this Convention:
(a) The term ‘‘United States’’ means the

United States of America, and when used in
a geographical sense means the States, the
Territories of Alaska and Hawaii, and the
District of Columbia;

(b) The term ‘‘Federal Republic’’ means
the Federal Republic of Germany and when
used in a geographical sense means the terri-
tory over which the Basic Law for the Fed-
eral Republic of Germany is in effect;

(c) The term ‘‘permanent establishment’’
means a branch, office, factory, workshop,
warehouse, mine, stone quarry or other place
of exploitation of the ground or soil, perma-
nent display and sales office, or a construc-
tion or assembly project or the like the dura-
tion of which exceeds or will likely exceed
twelve months, or other fixed place of busi-
ness; but does not include the casual and
temporary use of mere storage facilities, nor
does it include an agent or employee unless
the agent or employee has full power for the
negotiation and concluding of contracts on
behalf of the enterprise and also habitually
exercises this power, or has a stock of mer-
chandise from which he regularly fills orders
on behalf of the enterprise. An enterprise of
one of the contracting States shall not be
deemed to have a permanent establishment
in the other State merely because it carries
on business dealings in such other State
through a commission agent, broker, custo-
dian or other independent agent, acting in
the ordinary course of his business as such.
The fact that an enterprise of one of the con-
tracting States maintains in the other State
a fixed place of business exclusively for the
purchase of goods and merchandise shall not
of itself constitute such fixed place of busi-
ness a permanent establishment of the enter-
prise. The fact that a corporation of one con-
tracting State has a subsidiary corporation
which is a corporation of the other State or
which is engaged in trade or business in the
other State shall not of itself constitute that
subsidiary corporation a permanent estab-
lishment of its parent corporation. The
maintenance within the territory of one of
the contracting States by an enterprise of
the other contracting State of a warehouse
for convenience of delivery and not for pur-
poses of display shall not of itself constitute
a permanent establishment within that ter-
ritory;

(d) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘German en-
terprise’’;

(e) The term ‘‘United States enterprise’’
means an industrial or commercial enter-
prise or undertaking carried on in the United
States by a resident (including an individual
in his individual capacity or as a member of
a partnership) or a fiduciary of the United

States or by a United States corporation or
other entity; the term ‘‘United States cor-
poration or other entity’’ means a corpora-
tion or other entity created or organized
under the law of the United States or of any
State or Territory of the United States;

(f) The term ‘‘German enterprise’’ means
an industrial or commercial enterprise or
undertaking carried on in the Federal Re-
public by a natural person (including an indi-
vidual in his individual capacity or as a
member of a partnership) resident in the
Federal Republic or by a German company;
the term ‘‘German company’’ means jurid-
ical persons together with entities treated as
juridical persons for tax purposes under the
laws of the Federal Republic; and

(g) The term ‘‘competent authorities’’
means, in the case of the United States, the
Commissioner of Internal Revenue as au-
thorized by the Secretary of the Treasury;
and in the case of the Federal Republic, the
Federal Ministry of Finance.

(2) In the application of the provisions of
this Convention by one of the contracting
States any term not otherwise defined shall,
unless the context otherwise requires, have
the meaning which the term has under its
own applicable laws. For the purposes of this
Convention ‘‘residence’’ in the Federal Re-
public shall include the customary place of
abode therein.

* * * * *

ARTICLE VI

(1) The rate of tax imposed by the United
States shall not exceed 15 percent in the case
of dividends from sources within the United
States derived by a German company not
having a permanent establishment in the
United States and owning at least 10 percent
of the voting stock of the corporation paying
such dividend.

* * * * *

(3) If, subsequent to the date of signature
of this Convention, the percentage of stock
ownership provided in section 131(f)(1) of the
Internal Revenue Code [of 1939] is reduced,
the percentage of stock ownership provided
in paragraphs 1 and * * * of this Article shall
likewise be deemed to be simultaneously re-
duced.

ARTICLE VII

Interest on bonds, notes, debentures, secu-
rities or on any other form of indebtedness
(exclusive of interest on debts secured by
mortgages on farms, timberlands or real
property used wholly or partly for housing
purposes) derived, bona fide as interest.

(A) by a natural person resident in the
Federal Republic, or by a German company,
not having a permanent establishment in the
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United States, shall be exempt from tax by
the United States; or

* * * * *

ARTICLE VIII

Royalties and other amounts derived as
bona fide consideration for the right to use
copyrights, artistic and scientific works,
patents, designs, plans, secret processes and
formulae, trade-marks and other like prop-
erty and rights (including rentals and like
payments in respect to motion picture films
or for the use of industrial, commercial or
scientific equipment), derived

(A) by a natural person resident in the
Federal Republic, or by a German company,
not having a permanent establishment in the
United States, shall be exempt from tax by
the United States; or

* * * * *

ARTICLE IX

(1) Income from real property situated in
one of the contracting States (including
gains derived from the sale or exchange of
such property and interest on debts secured
by mortgages on farms, timberlands, or real
property used wholly or partly for housing
purposes) and royalties in respect of the op-
eration of mines, stone quarries or other nat-
ural resources derived by a resident or cor-
poration or other entity or company of the
other contracting State, shall be taxable
only by the former State.

(2)(a) A natural person resident in the Fed-
eral Republic or a German company deriving
from sources within the United States any
item of income coming within the scope of
paragraph (1) of this Article, may, for any
taxable year, elect to be subject to tax by
the United States on a net income basis as if
such resident or company were engaged in
trade or business within the United States
through a permanent establishment therein.

* * * * *

ARTICLE XI

(1)(a) Wages, salaries and similar com-
pensation and pensions paid by the United
States or by its states, territories or polit-
ical subdivisions, to an individual (other
than a German citizen) shall be exempt from
tax by the Federal Republic.

(b) Wages, salaries and similar compensa-
tion and pensions paid by the Federal Repub-
lic, Laender or municipalities, or by a public
pension fund, to an individual (other than a
citizen of the United States and other than
an individual who has been admitted to the
United States for permanent residence there-
in) shall be exempt from tax by the United
States.

(c) For the purposes of this paragraph the
term ‘‘pensions’’ shall be deemed to include
annuities paid to a retired civilian govern-
ment employee.

(2) Private pensions and private life annu-
ities which are from sources within one of
the contracting States and are paid to indi-
viduals residing in the other contracting
State shall be exempt from taxation by the
former State.

(3) The term ‘‘pensions’’, as used in this Ar-
ticle, means periodic payments made in con-
sideration for services rendered or by way of
compensation for injuries received.

(4) The term ‘‘life annuities’’, as used in
this Article, means a stated sum payable pe-
riodically at stated times during life, or dur-
ing a specified number of years, under an ob-
ligation to make the payments in return for
adequate and full consideration in money or
money’s worth.

* * * * *

ARTICLE XIV

(1) Dividends and interest paid by a Ger-
man company (other than a United States
corporation) shall be exempt from United
States tax where the recipient is a non-
resident alien or a foreign corporation.

* * * * *

ARTICLE XVI

(1) The competent authorities of the con-
tracting States shall exchange such informa-
tion (being information available under the
respective taxation laws of the contracting
States) as is necessary for carrying out the
provisions of the present Convention or for
the prevention of fraud or the like in rela-
tion to the taxes which are the subject of the
present Convention. Any information so ex-
changed shall be treated as secret and shall
not be disclosed to any persons other than
those concerned with the assessment and
collection of the taxes which are the subject
of the present Convention. No information
shall be exchanged which would disclose any
trade, business, industrial or professional se-
cret or any trade process.

(2) Each of the contracting States may col-
lect such taxes imposed by the other con-
tracting State as though such taxes were the
taxes of the former State as will ensure that
any exemption or reduced rate of tax granted
under the present Convention by such other
State shall not be enjoyed by persons not en-
titled to such benefits.

(3) In no case shall the provisions of this
Article be construed so as to impose upon ei-
ther of the contracting States the obligation
to carry out administrative measures at
variance with the regulations and practice of
either contracting State or which would be
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contrary to its sovereignty, security or pub-
lic policy or to supply particulars which are
not procurable under its own legislation or
that of the State making application.

ARTICLE XVII

* * * * *

(2) For the settlement of difficulties or
doubts in the interpretation or application of
the present Convention or in respect of its
relation to Conventions of the contracting
States with third States the competent au-
thorities of the contracting States shall
reach a mutual agreement as quickly as pos-
sible.

ARTICLE XVIII

(1) The provisions of this Convention shall
not be construed to deny or affect in any
manner the right of diplomatic and consular
officers to other or additional exemptions
now enjoyed or which may hereafter be
granted to such officers.

(2) The provisions of the present Conven-
tion shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance now or hereafter accorded,
by the laws of one of the contracting States
in the determination of the tax imposed by
such State, or by any other agreement be-
tween the contracting States.

* * * * *

ARTICLE XIX

(1) The competent authorities of the two
contracting States may prescribe regula-
tions necessary to carry into effect the
present Convention within the respective
States.

(2) The competent authorities of the two
contracting States may communicate with
each other directly for the purpose of giving
effect to the provisions of this Convention.

ARTICLE XX

(1) The present Convention shall also apply
from the date specified in paragraph (1) of
Article XXI to Land Berlin which for the
purposes of this Convention comprises those
areas over which the Berlin Senate exercises
jurisdiction.

(2) It is a condition to the application of
this Convention to Berlin in accordance with
the preceding paragraph that the Govern-
ment of the Federal Republic shall pre-
viously have furnished to the Government of
the United States of America a notification
that all legal procedures in Berlin necessary
for the application of this Convention there-
in have been complied with.

(3) After application of this Convention to
Land Berlin in accordance with paragraphs
(1) and (2) of this Article, references in this

Convention to the Federal Republic shall
also be considered references to Land Berlin.

ARTICLE XXI

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Bonn as soon as possible. It
shall have effect for the taxable years begin-
ning on or after the first day of January of
the year in which such exchange takes place.

(2) The present Convention shall continue
effective for a period of five years beginning
with the calendar year in which the ex-
change of the instruments of ratification
takes place and indefinitely after that pe-
riod, but may be terminated by either of the
contracting States at the end of the five-
year period or at any time thereafter, pro-
vided that at least six months’ prior notice
of termination has been given and, in such
event, the present Convention shall cease to
be effective for the taxable years beginning
on or after the first day of January next fol-
lowing the expiration of the six-month pe-
riod.

* * * * *

(b) As used in this part, any term de-
fined in the convention shall have the
meaning so assigned to it; any term
not so defined shall, unless the context
otherwise requires, have the meaning
which such term has under the internal
revenue laws.

§ 503.2 Dividends.
(a) General. (1) Dividends paid by a

German company (other than a United
States corporation) and received in
taxable years beginning on or after
January 1, 1954, by a nonresident alien
or a foreign corporation are exempt
from United States tax under the pro-
visions of Article XIV of the conven-
tion. Such dividends are, therefore, not
subject to the withholding of United
States tax at source.

(2) The rate of United States tax im-
posed by the Internal Revenue Code
upon dividends (other than dividends
falling within the scope of subpara-
graph (1) of this paragraph) derived
from sources within the United States
in taxable years beginning on or after
January 1, 1954, by a German company
(other than a United States corpora-
tion) shall not exceed 15 percent under
the provisions of Article VI of the con-
vention if (i) such company at no time
during the taxable year in which such
dividends are derived has a permanent
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establishment in the United States and
(ii) such company owns, at the time
the dividends are paid, 10 percent or
more of the voting stock of the paying
corporation.

(b) Application of reduced rate of with-
holding. (1) To secure withholding of
United States tax at the rate of 15 per-
cent at source in the case of dividends
to which paragraph (a)(2) of this sec-
tion is applicable, the German com-
pany shall notify the withholding
agent by letter in duplicate that such
income is subject to the reduced rate of
United States tax under the provisions
of Article VI of the convention. The
letter of notification shall be signed by
an officer of the company and shall
show the name and address of the cor-
poration paying the dividend, the name
and address of the German company re-
ceiving the dividend, and the official
title of the officer signing the letter. It
shall contain a statement (i) that the
owner of the dividend is a German com-
pany (other than a United States cor-
poration), (ii) that the owner at no
time during the current taxable year
had a permanent establishment in the
United States, and (iii) that the Ger-
man company owns 10 percent or more
of the voting stock of the corporation
paying such dividend.

(2) This letter of notification, which
shall constitute authorization for ap-
plication of the reduced rate of with-
holding of United States tax at source,
shall be filed with the withholding
agent for each successive 3-calendar-
year period during which such income
is paid. For this purpose, the first such
period shall commence with the begin-
ning of the calendar year in which such
income is first paid on or after January
1, 1954. Each such letter filed with any
withholding agent shall be filed not
later than 20 days preceding the date of
the first payment within each succes-
sive period, or, if that is not possible
because of special circumstances, as
soon as possible after such first pay-
ment.

(3) If such letter is also to be used as
authorization for the release, pursuant
to § 503.6(a)(3), of excess tax withheld
from dividends, it shall also contain a
statement (i) that, at the time when
the dividends were derived from which
the excess tax was withheld, the owner

was a German company (other than a
United States corporation), (ii) that
the owner at no time during the tax-
able year in which such dividends were
derived had a permanent establishment
in the United States and (iii) that the
German company owned, at the time
when such dividends were paid, 10 per-
cent or more of the voting stock of the
corporation paying such dividends.

(4) Once a letter has been filed in re-
spect of any 3-calendar-year period, no
additional letter need be filed in re-
spect thereto unless the Commissioner
of Internal Revenue notifies the with-
holding agent that an additional letter
shall be filed by the taxpayer. If, after
filing a letter of notification, the tax-
payer ceases to be eligible for the re-
duction in rate of United States tax
granted by the convention in respect to
such dividends, such taxpayer shall
promptly notify the withholding agent
by letter in duplicate. When any
change occurs in the ownership of the
stock as recorded on the books of the
payer the reduction in the rate of with-
holding of United States tax shall no
longer apply unless the new owner of
record is entitled to and does properly
file a letter of notification with the
withholding agent.

(5) Each letter of notification, or the
duplicate thereof, shall be immediately
forwarded by the withholding agent to
the District Director of Internal Rev-
enue, Audit Division, Alien Returns
Section, Baltimore 2, Maryland.

(c) Dividends paid to German company
where degree of stock ownership uncer-
tain. (1) In any case in which a German
company (other than a United States
corporation) anticipates the receipt of
dividends described in paragraph (a)(2)
of this section and the relationship ex-
isting between the German company
and the paying corporation is such as
to render uncertain whether, by reason
of the requirement as to stock owner-
ship, the reduction in rate of United
States tax granted by Article VI of the
convention will apply to such divi-
dends, the German company shall not
undertake to file the letter of notifica-
tion prescribed by paragraph (b)(1) of
this section unless it has, prior to such
filing, applied for and received from
the Commissioner of Internal Revenue,
Washington 25, D.C., a determination
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that such German company owns 10
percent or more of the voting stock of
the paying corporation. The applica-
tion to the Commissioner shall contain
a full statement of all the facts perti-
nent to a determination of the ques-
tion.

(2) As soon as practicable after the
application has been filed, the Commis-
sioner of Internal Revenue will deter-
mine whether the German company
owns sufficient voting stock of the pay-
ing corporation to permit it to claim
the benefit of Article VI of the conven-
tion in the case of such dividends and
shall notify the German company of
his determination. The German com-
pany shall forthwith file with the pay-
ing corporation a copy of the Commis-
sioner’s letter of notification.

(3) If the Commissioner’s determina-
tion is that the German company does
own 10 percent or more of the voting
stock of the paying corporation, the
German company may thereafter, if
otherwise qualified, secure the reduced
rate of withholding at the source with
respect to subsequent payments of such
dividends, by filing the letter of notifi-
cation in accordance with paragraph
(b) of this section.

(4) A determination by the Commis-
sioner that the German company does
own sufficient voting stock of the pay-
ing corporation to permit it to claim
the benefit of Article VI of the conven-
tion will apply until such time as the
stock ownership of the paying corpora-
tion has changed to the extent that,
because of such change, dividends to be
received from the paying corporation
by the German company no longer
qualify for the reduced rate of United
States tax under Article VI of the con-
vention. If such change in stock owner-
ship occurs, the German company shall
promptly notify both the Commis-
sioner of Internal Revenue and the pay-
ing corporation of the then existing
facts with respect to such stock owner-
ship.

(5) In any case in which a German
company (other than a United States
corporation) has received on or after
January 1, 1954, dividends described in
paragraph (a)(2) of this section and the
relationship existing between the Ger-
man company and the paying corpora-
tion was, at the time the dividends

were paid, such as to render uncertain
whether, by reason of the requirement
contained in Article VI of the conven-
tion as to stock ownership, such divi-
dends qualified for the reduced rate of
United States tax, the German com-
pany shall apply to the Commissioner
of Internal Revenue for a similar deter-
mination as to the degree of stock own-
ership at the time the dividends were
paid. If the Commissioner’s determina-
tion is that at such time the degree of
stock ownership was such as to permit
the application of the reduced rate of
United States tax granted by Article
VI of the convention, his letter of noti-
fication may, subject to the provisions
of § 503.6(b), authorize the release of ex-
cess tax withheld with respect to such
dividends.

§ 503.3 Interest.

(a) General. (1) Interest paid by a Ger-
man company (other than a United
States corporation) and received in
taxable years beginning on or after
January 1, 1954, by a nonresident alien
or a foreign corporation is exempt from
United States tax under the provisions
of Article XIV of the convention. Such
interest is, therefore, not subject to
the withholding of United States tax at
source.

(2) Interest (other than interest fall-
ing within the scope of subparagraph
(1) of this paragraph) on bonds, notes,
debentures, securities, or on any other
form of indebtedness, including inter-
est on obligations of the United States
and of instrumentalities of the United
States, which is derived, bona fide as
interest, in taxable years beginning on
or after January 1, 1954, by a natural
person (other than a citizen or resident
of the United States) resident in the
Federal Republic of Germany, or by a
German company (other than a United
States corporation), is exempt from
United States tax under the provisions
of Article VII of the convention if such
person or company at no time during
the taxable year in which such interest
is derived has a permanent establish-
ment in the United States. Such inter-
est is, therefore, not subject to the
withholding of United States tax at
source.
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(3) The provisions of subparagraph (2)
of this paragraph shall have no applica-
tion to interest on debts secured by
mortgages on farms, timberlands, or
real property used wholly or partly for
housing purposes.

(b) Application of exemption from with-
holding. (1) To avoid withholding of
United States tax at source in the case
of coupon bond interest to which para-
graph (a)(2) of this section is applica-
ble, the resident of the Federal Repub-
lic of Germany or the Germany com-
pany shall, for each issue of bonds, file
Form 1001–GER in duplicate when pre-
senting the interest coupons for pay-
ment. This form shall be signed by the
owner of the interest, trustee, or agent
and shall show the name and address of
the obligor, the name and address of
the owner of the interest, and the
amount of the interest. It shall contain
a statement (i) that the owner is nei-
ther a citizen nor a resident of the
United States but is a resident of the
Federal Republic of Germany, or, in
the case of a company, the owner is a
German company (other than a United
States corporation), and (ii) that the
owner has no permanent establishment
in the United States.

(2) The exemption from United States
tax contemplated by Article VII of the
convention, insofar as it concerns cou-
pon bond interest, is applicable only to
the owner of the interest. The person
presenting the coupon or on whose be-
half it is presented shall, for the pur-
pose of the exemption from tax, be
deemed to be the owner of the interest
only if he is, at the time the coupon is
presented for payment, the owner of
the bond from which the coupon has
been detached. If the person presenting
the coupon or on whose behalf it is pre-
sented is not the owner of the bond,
Form 1001, and not Form 1001–GER,
shall be executed.

(3) The original and duplicate of
Form 1001–GER shall be forwarded by
the withholding agent to the District
Director of Internal Revenue, Audit Di-
vision, Alien Returns Section, Balti-
more 2, Maryland, with the quarterly
return on Form 1012. Form 1001–GER
need not be listed on Form 1012.

(4) To avoid withholding of United
States tax at source in the case of in-
terest, other than coupon bond inter-

est, to which paragraph (a)(2) of this
section is applicable, the resident of
the Federal Republic of Germany or
the German company shall notify the
withholding agent by letter in dupli-
cate that such income is exempt from
United States tax under the provisions
of Article VII of the convention. The
letter of notification shall be signed by
the owner of the interest, trustee, or
agent and shall show the name and ad-
dress of the obligor and the name and
address of the owner of the interest. It
shall contain a statement (i) that the
owner is neither a citizen nor a resi-
dent of the United States but is a resi-
dent of the Federal Republic of Ger-
many, or, in the case of a company, the
owner is a German company (other
than a United States corporation), and
(ii) that the owner has at no time dur-
ing the current taxable year had a per-
manent establishment in the United
States.

(5) This letter of notification, which
shall constitute authorization for the
payment of such interest without with-
holding of United States tax at source,
shall be filed with the withholding
agent for each successive 3-calendar-
year period during which such income
is paid. For this purpose, the first such
period shall commence with the begin-
ning of the calendar year in which such
income is first paid on or after January
1, 1954. Each such letter filed with any
withholding agent shall be filed not
later than 20 days preceding the date of
the first payment within each succes-
sive period, or, if that is not possible
because of special circumstances, as
soon as possible after such first pay-
ment.

(6) If such letter is also to be used as
authorization for the release, pursuant
to § 503.6(a)(3), of excess tax withheld
from interest, other than coupon bond
interest, it shall also contain a state-
ment (i) that, at the time when the in-
terest was derived from which the ex-
cess tax was withheld, the owner was
neither a citizen nor a resident of the
United States but was a resident of the
Federal Republic of Germany, or, in
the case of a company, the owner was
a German company (other than a
United States corporation), and (ii)
that the owner at no time during the
taxable year in which such interest was
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derived had a permanent establishment
in the United States.

(7) Once a letter has been filed in re-
spect of any 3-calendar-year period, no
additional letter need be filed in re-
spect thereto unless the Commissioner
of Internal Revenue notifies the with-
holding agent that an additional letter
shall be filed by the taxpayer. If, after
filing a letter of notification, the tax-
payer ceases to be eligible for the ex-
emption from United States tax grant-
ed by the convention in respect to such
interest, such taxpayer shall promptly
notify the withholding agent by letter
in duplicate. When any change occurs
in the ownership of the interest as re-
corded on the books of the payer, the
exemption from withholding of United
States tax shall no longer apply unless
the new owner of record is entitled to
and does properly file a letter of notifi-
cation with the withholding agent.

(8) Each letter of notification, or the
duplicate thereof, shall be immediately
forwarded by the withholding agent to
the District Director of Internal Rev-
enue, Audit Division, Alien Returns
Section, Baltimore 2, Maryland.

§ 503.4 Patent and copyright royalties
and film rentals.

(a) General. (1) Royalties and other
amounts derived in taxable years be-
ginning on or after January 1, 1954, by
a natural person (other than a citizen
or resident of the United States) resi-
dent in the Federal Republic of Ger-
many, or by a German company (other
than a United States corporation), as
bona fide consideration for the right to
use copyrights, artistic and scientific
works, patents, designs, plans, secret
processes and formulae, trade-marks,
and other like property and rights, are
exempt from United States tax under
the provisions of Article VIII of the
convention if such person or company
at no time during the taxable year in
which such income is derived has a per-
manent establishment in the United
States. Such items of income, are,
therefore, not subject to the with-
holding of United States tax at source.

(2) The provisions of this section
shall apply to rentals and like pay-
ments in respect to motion picture
films or for the use of industrial, com-
mercial, or scientific equipment.

(b) Application of exemption from with-
holding. (1) To avoid withholding of
United States tax at source in the case
of the income to which this section is
applicable, the resident of the Federal
Republic of Germany or the German
company shall notify the withholding
agent by letter in duplicate that such
income is exempt from United States
tax under the provisions of Article VIII
of the convention. The provisions of
§ 503.3(b) relating to the execution, fil-
ing, and effective period of the letter of
notification prescribed therein with re-
spect to interest, including its use for
the release of excess tax withheld, are
equally applicable with respect to the
income falling within the scope of this
section.

(2) Each letter of notification, or the
duplicate thereof, shall be immediately
forwarded by the withholding agent to
the District Director of Internal Rev-
enue, Audit Division, Alien Returns
Section, Baltimore 2, Maryland.

§ 503.5 Private pensions and private
life annuities.

(a) General. Private pensions and pri-
vate life annuities, as defined in Arti-
cle XI (3) and (4) of the convention,
which are received from sources within
the United States in taxable years be-
ginning on or after January 1, 1954, by
a nonresident alien individual who is a
resident of the Federal Republic of
Germany are exempt from United
States tax under the provisions of Arti-
cle XI(2) of the convention. Such items
of income are, therefore, not subject to
the withholding of United States tax at
source.

(b) Application of exemption from with-
holding. (1) To avoid withholding of
United States tax at source in the case
of the items of income to which para-
graph (a) of this section is applicable,
the nonresident alien individual who is
a resident of the Federal Republic of
Germany shall notify the withholding
agent by letter in duplicate that such
income is exempt from United States
tax under the provisions of Article XI
of the convention. The letter of notifi-
cation shall be signed by the owner of
the income, shall show the name and
address of both the payer and the
owner of the income, and shall contain
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a statement that the owner, an indi-
vidual, is neither a citizen nor a resi-
dent of the United States but is a resi-
dent of the Federal Republic of Ger-
many.

(2) If such letter is also to be used as
authorization for the release, pursuant
to § 503.6(a)(3), of excess tax withheld
from such items of income, it shall also
contain a statement that the owner
was, at the time when the income was
received from which the excess tax was
withheld, neither a citizen nor a resi-
dent of the United States but was a
resident of the Federal Republic of
Germany.

(3) This letter shall constitute au-
thorization for the payment of such
items of income without withholding of
United States tax at source unless the
Commissioner of Internal Revenue sub-
sequently notifies the withholding
agent that the tax shall be withheld
with respect to payments of such items
of income made after receipt of such
notice. If, after filing a letter of notifi-
cation, the owner of the income ceases
to be eligible for the exemption from
United States tax granted by the con-
vention in respect to such income, he
shall promptly notify the withholding
agent by letter in duplicate. When any
change occurs in the ownership of such
income as recorded on the books of the
payer, the exemption from withholding
of United States tax shall no longer
apply unless the new owner of record is
entitled to and does properly file a let-
ter of notification with the with-
holding agent.

(4) Each letter of notification, or the
duplicate thereof, shall be immediately
forwarded by the withholding agent to
the District Director of Internal Rev-
enue, Audit Division, Alien Returns
Section, Baltimore 2, Maryland.

§ 503.6 Release of excess tax withheld
at source.

(a) General. (1) In order to give the
convention effective application at the
earliest practicable date, the exemp-
tions from, and reduction in the rate
of, withholding of United States tax at
source granted by this Treasury deci-
sion are hereby made effective begin-
ning January 1, 1954, contingent upon
compliance with the applicable provi-
sions of §§ 503.2 through 503.5.

(2) In the case of dividends and inter-
est paid by a German company (other
than a United States corporation) to a
nonresident alien or to a foreign cor-
poration, if United States tax at the
statutory rate has been withheld on or
after January 1, 1954, there shall be re-
leased by the withholding agent and
paid over to the person from whom it
was withheld, an amount equal to the
tax so withheld from such items.

(3) In the case of every taxpayer
whose address at the time of payment
was in the Federal Republic of Ger-
many and who furnishes to the with-
holding agent the letter of notification
prescribed in §§ 503.2(b), 503.3(b),
503.4(b), and 503.5(b) as authorization
for the release of excess tax withheld,
if United States tax at the statutory
rate has been withheld on or after Jan-
uary 1, 1954, from the items of income
in respect of which such letter is pre-
scribed in such sections, there shall be
released (except as provided in para-
graph (b) of this section) by the with-
holding agent and paid over to the per-
son from whom it was withheld:

(i) In the case of dividends, the dif-
ference between the tax so withheld
and the tax required to be withheld
pursuant to § 503.2(b); and

(ii) In the case of interest (other than
coupon bond interest), copyright royal-
ties and other items to which § 503.4 is
applicable, and private pensions and
private life annuities as defined in Ar-
ticle XI of the convention, an amount
equal to the tax so withheld from such
items.

(4) In the case of every taxpayer
whose address at the time of payment
was in the Federal Republic of Ger-
many and who furnishes to the with-
holding agent Form 1001–GER clearly
marked ‘‘Substitute’’ and executed in
accordance with § 503.3(b), if United
States tax at the statutory rate has
been withheld from coupon bond inter-
est on or after January 1, 1954, there
shall be released by the withholding
agent and paid over to the person from
whom it was withheld an amount equal
to the tax so withheld from such inter-
est. One such substitute form shall be
filed in duplicate with respect to each
issue of bonds and will serve with re-
spect to that issue to replace all Forms
1001 previously filed by the taxpayer in
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the calendar year in which the excess
tax was withheld and with respect to
which such excess is released.

(5) The original and duplicate of sub-
stitute Form 1001–GER shall be for-
warded by the withholding agent to the
District Director of Internal Revenue,
Audit Division, Alien Returns Section,
Baltimore 2, Maryland, with the quar-
terly return on Form 1012. Substitute
Form 1001–GER need not be listed on
Form 1012.

(b) Interest paid where degree of stock
ownership is determined. If United
States tax at the statutory rate has
been withheld on or after January 1,
1954, from dividends described in
§ 503.2(a)(2) and paid to a German com-
pany (other than a United States cor-
poration), and if the relationship exist-
ing between the German company and
the paying corporation was, at the
time the dividends were paid, such as
to render uncertain whether, by reason
of the requirement contained in Article
VI of the convention as to stock owner-
ship, such dividends qualified for the
reduced rate of United States tax, the
withholding agent shall release and
pay over to the German company the
difference between the tax so withheld
and the tax required to be withheld
pursuant to § 503.2(b), only if the Ger-
man company (1) furnishes to the with-
holding agent a copy of the Commis-
sioner’s authorization of release pre-
scribed in § 503.2(c)(5), and (2) files the
letter of notification prescribed in
§ 503.2(b)(1).

§ 503.7 Information to be furnished in
ordinary course.

(a) General. In compliance with the
provisions of Article XVI of the con-
vention the Commissioner of Internal
Revenue will transmit to the Federal
Ministry of Finance, as soon as prac-
ticable after the close of the calendar
year 1955 and of each subsequent cal-
endar year during which the conven-
tion is in effect, the following informa-
tion relating to such preceding cal-
endar year:

(1) The duplicate copy of each avail-
able Form 1042 Supplement filed pursu-
ant to paragraph (b) of this section;
and

(2) The duplicate copy of each avail-
able ownership certificate, Form 1001–

GER, filed pursuant to § 503.3(b), and
substitute Form 1001–GER, filed pursu-
ant to § 503.6(a), in connection with
coupon bond interest.

(b) Information return. (1) To facili-
tate compliance with Article XVI of
the convention, every United States
withholding agent shall make and file
in duplicate with the District Director
of Internal Revenue, Baltimore 2,
Maryland, an information return on
Form 1042 Supplement, with respect to
persons having addresses in the Federal
Republic of Germany, which shall be
filed for the calendar year 1955 and sub-
sequent calendar years. This return
shall be filed simultaneously with
Form 1042.

(2) There shall be reported on such
Form 1042 Supplement all items of
fixed or determinable annual or peri-
odical income (and amounts described
in section 402(a)(2), section 631 (b) and
(c), and section 1235 of the Internal
Revenue Code of 1954, which are consid-
ered to be gains from the sale or ex-
change of capital assets) derived from
sources within the United States and
paid to nonresident aliens and to non-
resident foreign corporations, whose
addresses at the time of payment were
in the Federal Republic of Germany,
including such items of income upon
which, in accordance with this part, no
withholding of United States tax is re-
quired; except that any of such items
which constitute interest in respect of
which Form 1001–GER or substitute
Form 1001–GER has been filed in dupli-
cate with the withholding agent are
not required to be reported on such
Form 1042 Supplement.

§ 503.8 Beneficiaries of a domestic es-
tate or trust.

A nonresident alien who is a resident
of the Federal Republic of Germany
and who is a beneficiary of a domestic
estate or trust shall be entitled to the
exemption from United States tax
granted by Articles VII, VIII, and XIV
of the convention with respect to divi-
dends, interest, and copyright royalties
and the like, to the extent such item or
items are included in that portion of
the income of such estate or trust
which is (or would, but for such exemp-
tion, be) includable in the gross income
of the beneficiary, provided that he
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otherwise satisfies the requirements of
these respective articles. In order to be
entitled in such instance to the exemp-
tion from withholding of United States
tax such beneficiary must otherwise
satisfy such requirements and shall,
where applicable, execute and submit
to the fiduciary of such estate or trust
in the United States the appropriate
letter of notification prescribed in
§§ 503.3(b) and 503.4(b).

§ 503.9 Land Berlin.
The convention shall also apply to

Land Berlin effective for taxable years
beginning on or after January 1, 1954,
but only if the notification has been
furnished to the United States Govern-
ment in accordance with Article XX (2)
of the convention. After application of
the convention to Land Berlin in ac-
cordance with Article XX, references in
the convention and in this part to the
Federal Republic of Germany shall also
be considered references to Land Ber-
lin.

PARTS 504–507 [RESERVED]

PART 509—SWITZERLAND

Subpart—Withholding of Tax

Sec.
509.1 Introductory.
509.2 Dividends.
509.3 Interest.
509.4 Patent and copyright royalties and

film rentals.
509.5 Pensions and life annuities.
509.6 Natural resource royalties and real

property rentals.
509.7 Release of excess tax withheld at

source.
509.8 Addressee not actual owner.
509.9 Return of tax withheld and informa-

tion return with respect to persons whose
addresses are in Switzerland.

509.10 Beneficiaries of a domestic estate or
trust.

Subpart—General Income Tax

509.101 Introductory.
509.102 Applicable provisions of law.
509.103 Scope of the convention.
509.104 Definitions.
509.105 Industrial and commercial profits.
509.106 Control of a United States enterprise

by a Swiss enterprise.
509.107 Income from operation of ships or

aircraft.
509.108 Dividends.

509.109 Interest.
509.110 Patent and copyright royalties and

film rentals.
509.111 Real property income and natural

resource royalties.
509.112 Compensation for labor or personal

services.
509.113 Government wages, salaries, and

pensions.
509.114 Private pensions and life annuities.
509.115 Visiting professors or teachers.
509.116 Students or apprentices.
509.117 Dividends and interest paid by a for-

eign corporation.
509.118 Credit against United States tax for

Swiss tax.
509.119 Exchange of information.
509.120 Double taxation claims.
509.121 Beneficiaries of an estate or trust.
509.122 Swiss partnerships.

AUTHORITY: 26 U.S.C. 62, 3791 and 7805.

Subpart—Withholding of Tax

SOURCE: Treasury Decision 5867, 16 FR
11910, Nov. 27, 1951, unless otherwise noted.
Redesignated at 25 FR 14022, Dec. 31, 1960.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, Subpart—Withholding of
Tax, consisting of §§ 509.1 through 509.10, was
removed, effective Jan. 1, 1999. By T.D. 8804,
63 FR 72183, Dec. 31, 1998, the effective date
was delayed until Jan. 1, 2000.

§ 509.1 Introductory.
The income tax convention between

the United States and the Swiss Con-
federation, signed May 24, 1951, pro-
claimed by the President of the United
States on October 1, 1951, and effective
as to taxable years beginning after De-
cember 31, 1950 (referred to in this sub-
part as the convention), provides in
part as follows:

ARTICLE I

(1) The taxes referred to in this Convention
are:

(a) In the case of the United States of
America:

The Federal income taxes, including
surtaxes and excess profits taxes.

(b) In the case of The Swiss Confederation:
The federal, cantonal and communal taxes

on income (total income, earned income, in-
come from property, industrial and commer-
cial profits, etc.).

(2) The present Convention shall also apply
to any other income or profits tax of a sub-
stantially similar character imposed by ei-
ther contracting State subsequently to the
date of signature of the present Convention.
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ARTICLE II

(1) As used in this Convention:
(a) The term ‘‘United States’’ means the

United States of America, and when used in
a geographical sense means the States, the
Territories of Alaska and Hawaii, and the
District of Columbia.

(b) The term ‘‘Switzerland’’ means The
Swiss Confederation.

(c) The term ‘‘permanent establishment’’
means a branch, office, factory, workshop,
warehouse or other fixed place of business,
but does not include the casual and tem-
porary use of merely storage facilities, nor
does it include an agency unless the agent
has and habitually exercises a general au-
thority to negotiate and conclude contracts
on behalf of an enterprise or has a stock of
merchandise from which he regularly fills
orders on its behalf. An enterprise of one of
the contracting States shall not be deemed
to have a permanent establishment in the
other State merely because it carries on
business dealings in such other State
through a commission agent, broker or cus-
todian or other independent agent acting in
the ordinary course of his business as such.
The fact that an enterprise of one of the con-
tracting States maintains in the other State
a fixed place of business exclusively for the
purchase of goods or merchandise shall not
of itself constitute such fixed place of busi-
ness a permanent establishment of such en-
terprise. The fact that a corporation of one
contracting State has a subsidiary corpora-
tion which is a corporation of the other
State or which is engaged in trade or busi-
ness in the other State shall not of itself
constitute that subsidiary corporation a per-
manent establishment of its parent corpora-
tion. The maintenance within the territory
of one of the contracting States by an enter-
prise of the other contracting State of a
warehouse for convenience of delivery and
not for purposes of display shall not of itself
constitute a permanent establishment with-
in that territory even though offers of pur-
chase have been obtained by an agent of the
enterprise in that territory and transmitted
by him to the enterprise for acceptance.

(d) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘Swiss enter-
prise’’.

(e) The term ‘‘United States enterprise’’
means an industrial or commercial enter-
prise or undertaking carried on in the United
States by a resident (including an individual,
fiduciary and partnership) of the United
States or by a United States corporation or
other entity; the term ‘‘United States cor-
poration or other entity’’ means a corpora-
tion or other entity created or organized
under the law of the United States or of any
State or Territory of the United States.

(f) The term ‘‘Swiss enterprise’’ means an
industrial or commercial enterprise or un-
dertaking carried on in Switzerland by an in-
dividual resident in Switzerland or by a
Swiss corporation or other entity; the term
‘‘Swiss corporation or other entity’’ means a
corporation or institution or foundation hav-
ing juridical personality, or a partnership
(association ‘‘en nom collectif’’ or ‘‘en
commandite’’), or other association without
juridical personality, created or organized
under Swiss laws.

(g) The term ‘‘competent authorities’’
means, in the case of the United States, the
Commissioner of Internal Revenue as au-
thorized by the Secretary of the Treasury;
and in the case of Switzerland, the Director
of the Federal Tax Administration as au-
thorized by the Federal Department of Fi-
nances and Customs.

(h) The term ‘‘industrial or commercial
profits’’ includes manufacturing, mercantile,
mining, financial and insurance profits, but
does not include income in the form of divi-
dends, interest, rents or royalties, or remu-
neration for personal services: Provided,
however, that such excepted items of income
shall, subject to the provisions of this Con-
vention, be taxed separately or together with
industrial or commercial profits in accord-
ance with the laws of the contracting States.

(2) In the application of the provisions of
the present Convention by one of the con-
tracting States any term not otherwise de-
fined shall, unless the context otherwise re-
quires, have the meaning which such term
has under its own tax laws.

* * * * *

ARTICLE VI

(1) The rate of tax imposed by one of the
contracting States upon dividends derived
from sources within such State by a resident
or corporation or other entity of the other
contracting State not having a permanent
establishment in the former State shall not
exceed 15 percent: Provided, however, that
this paragraph shall have no application to
Swiss tax in the case of dividends derived
from Switzerland by a Swiss citizen (who is
not also a citizen of the United States) resi-
dent in the United States.

(2) It is agreed, however, that such rate of
tax shall not exceed five percent if the share-
holder is a corporation controlling, directly
or indirectly, at least 95 percent of the entire
voting power in the corporation paying the
dividend, and if not more than 25 percent of
the gross income of such paying corporation
is derived from interest and dividends, other
than interest and dividends received from its
own subsidiary corporations. Such reduction
of the rate to five percent shall not apply if
the relationship of the two corporations has
been arranged or is maintained primarily
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with the intention of securing such reduced
rate.

(3) Switzerland may collect its tax without
regard to paragraphs (1) and (2) of this Arti-
cle but will make refund of the tax so col-
lected in excess of the tax computed at the
reduced rates provided in such paragraphs.

ARTICLE VII

(1) The rate of tax imposed by one of the
contracting States on interest on bonds, se-
curities, notes, debentures or on any other
form of indebtedness (including mortgages or
bonds secured by real property) derived from
sources within such contracting State by a
resident or corporation or other entity of the
other contracting State not having a perma-
nent establishment in the former State shall
not exceed five percent: Provided, however,
that this paragraph shall have no application
to Swiss tax in the case of interest derived
from Switzerland by a Swiss citizen (who is
not also a citizen of the United States) resi-
dent in the United States.

(2) Switzerland may collect its tax without
regard to paragraph (1) of this Article but
will make refund of the tax so collected in
excess of the tax computed at the reduced
rate provided in such paragraph.

ARTICLE VIII

Royalties and other amounts derived, as
consideration for the right to use copyrights,
artistic and scientific works, patents, de-
signs, plans, secret processes and formulae,
trademarks, and other like property and
rights (including rentals and like payments
in respect to motion picture films or for the
use of industrial, commercial or scientific
equipment), from sources within one of the
contracting States by a resident or corpora-
tion or other entity of the other contracting
State not having a permanent establishment
in the former State shall be exempt from
taxation in such former State.

ARTICLE IX

(1) Income from real property (including
gains derived from the sale or exchange of
such property but not including interest
from mortgages or bonds secured by real
property) and royalties in respect of the op-
eration of mines, quarries, or other natural
resources, shall be taxable only in the con-
tracting State in which such property,
mines, quarries, or other natural resources
are situated.

(2) A resident or corporation or other enti-
ty of one of the contracting States deriving
any such income from such property within
the other contracting State may, for any
taxable year, elect to be subject to the tax of
such other contracting State, on a net basis,
as if such resident or corporation or entity
were engaged in trade or business within
such other contracting States through a per-

manent establishment therein during such
taxable year.

* * * * *

ARTICLE XI

(2) Private pensions and life annuities de-
rived from within one of the contracting
States and paid to individuals residing in the
other contracting State shall be exempt
from taxation in the former State.

(3) The term ‘‘pensions’’, as used in this Ar-
ticle, means periodic payments made in con-
sideration for services rendered or by way of
compensation for injuries received.

(4) The term ‘‘life annuities’’ as used in
this Article, means a stated sum payable pe-
riodically at stated times during life, or dur-
ing a specified number of years, under an ob-
ligation to make the payments in return for
adequate and full consideration in money or
money’s worth.

* * * * *

ARTICLE XIV

(1) Dividends and interest paid by a cor-
poration other than a United States domes-
tic corporation shall be exempt from United
States tax where the recipient is a non-
resident alien as to the United States resi-
dent in Switzerland or a Swiss corporation,
not having a permanent establishment in the
United States.

(2) Dividends and interest paid by a cor-
poration other than a Swiss corporation
shall be exempt from Swiss tax where the re-
cipient is a resident or corporation of the
United States, not having a permanent es-
tablishment in Switzerland.

* * * * *

ARTICLE XVI

(1) The competent authorities of the con-
tracting States shall exchange such informa-
tion (being information available under the
respective taxation laws of the contracting
States) as is necessary for carrying out the
provisions of the present Convention or for
the prevention of fraud or the like in rela-
tion to the taxes which are the subject of the
present Convention. Any information so ex-
changed shall be treated as secret and shall
not be disclosed to any person other than
those concerned with the assessment and
collection of the taxes which are the subject
of the present Convention. No information
shall be exchanged which would disclose any
trade, business, industrial or professional se-
cret or any trade process.

(2) Each of the contracting States may col-
lect such taxes imposed by the other con-
tracting State as though such taxes were the
taxes of the former State as will ensure that
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the exemption or reduced rate of tax granted
under Articles VI, VII, VIII and XI(2) of the
present Convention by such other State shall
not be enjoyed by persons not entitled to
such benefits.

(3) In no case shall the provisions of this
Article be construed so as to impose upon ei-
ther of the contracting States the obligation
to carry out administrative measures at
variance with the regulations and practice of
either contracting State or which would be
contrary to its sovereignty, security or pub-
lic policy or to supply particulars which are
not procurable under its own legislation or
that of the State making application.

* * * * *

ARTICLE XIX

(1) The competent authorities of the two
contracting States may prescribe regula-
tions necessary to carry into effect the
present Convention within the respective
States.

(2) The competent authorities of the two
contracting States may communicate with
each other directly for the purpose of giving
effect to the provisions of this Convention.

ARTICLE XX

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Berne as soon as possible. It
shall have effect for the taxable years begin-
ning on or after the first day of January of
the year in which such exchange takes place:
Provided, however, that if such exchange
takes place on or after October 1 of such
year, Article VI (except paragraph (2) there-
of) and Article VII of the Convention shall
have effect only for taxable years beginning
on or after the first day of January of the
year immediately following the year in
which such exchange takes place.

(2) The present Convention shall continue
effective for a period of five years beginning
with the calendar year in which the ex-
change of the instruments of ratification
takes place and indefinitely after that pe-
riod, but may be terminated by either of the
contracting States at the end of the five-
year period or at any time thereafter, pro-
vided that at least six months’ prior notice
of termination has been given and, in such
event, the present Convention shall cease to
be effective for the taxable years beginning
on or after the first day of January next fol-
lowing the expiration of the six-month pe-
riod.

* * * * *

As used in this Treasury decision, un-
less the context otherwise requires, the
terms defined in the above articles of

the convention shall have the mean-
ings so assigned them.

§ 509.2 Dividends.
(a) General. Under Article VI of the

convention, the rate of tax imposed
with respect to dividends by section
211(a) of the Internal Revenue Code (re-
lating to nonresident alien individuals
not engaged in trade or business within
the United States) and by section 231(a)
of the Internal Revenue Code (relating
to foreign corporations not engaged in
trade or business within the United
States) is reduced to 15 percent in the
case of dividends received in taxable
years beginning on or after January 1,
1951, from sources within the United
States by a nonresident alien (includ-
ing a nonresident alien individual, fi-
duciary, and partnership) who is a resi-
dent of Switzerland or by a Swiss cor-
poration if such alien or corporation at
no time during the taxable year had a
permanent establishment within the
United States. As to what is a Swiss
corporation (see Article II(1)(f) of the
convention. Thus, if a nonresident
alien who is a resident of Switzerland
performs personal services within the
United States during the calendar year
1952, but has at no time during such
year a permanent establishment within
the United States, he is entitled to the
reduced rate of tax with respect to
dividends derived in that year from
United States sources, as provided in
Article VI of the convention, even
though, by reason of his having ren-
dered personal services within the
United States, he is engaged in trade or
business therein in that year within
the meaning of section 211(b) of the In-
ternal Revenue Code. As to what con-
stitutes a permanent establishment,
see Article II(1)(c) of the convention.

In the case of dividends paid on or
after January 1, 1951, by any foreign
corporation to a nonresident alien who
is a resident of Switzerland or to a
Swiss corporation, not having a perma-
nent establishment in the United
States, no withholding of United
States tax is required. See Article XIV
of the convention.

(b) Dividends paid by a United States
subsidiary corporation. Under the provi-
sions of Article VI(2) of the convention,
dividends from sources within the
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United States paid by a domestic cor-
poration to a Swiss corporation con-
trolling, directly or indirectly, at the
time the dividend is paid, 95 percent or
more of the entire voting power in such
domestic corporation are, when re-
ceived in taxable years beginning on or
after January 1, 1951, subject to tax at
the rate of only 5 percent, if (1) not
more than 25 percent of the gross in-
come of such paying corporation for
the three-year period immediately pre-
ceding the taxable year in which the
dividend is paid consists of dividends
and interest (other than dividends and
interest paid to such domestic corpora-
tion by its own subsidiary corpora-
tions, if any), (2) the relationship be-
tween such domestic corporation and
such Swiss corporation has not been
arranged or maintained primarily with
the intention of securing such reduced
rate of 5 percent, and (3) such Swiss
corporation at no time during the tax-
able year had a permanent establish-
ment within the United States.

Any domestic corporation which
claims or contemplates claiming that
dividends paid or to be paid by it on or
after January 1, 1951, are subject only
to the 5 percent rate shall file, as soon
as practicable, with the Commissioner
of Internal Revenue, the following in-
formation: (1) The date and place of its
organization; (2) the number of out-
standing shares of stock of the domes-
tic corporation having voting power
and the voting power thereof; (3) the
person or persons beneficially owning
such stock of the domestic corporation
and their relationship to the Swiss cor-
poration; (4) the amount of gross in-
come, by years, of the paying corpora-
tion for the three-year period imme-
diately preceding the taxable year in
which the dividend is paid; (5) the
amount of interest and dividends, by
years, included in the gross income of
such domestic corporation and the
amount of interest and dividends, by
years, received by such corporation
from its subsidiary corporations, if
any; and (6) the relationship between
the domestic corporation and the Swiss
corporation to which it pays the divi-
dends.

As soon as practicable after such in-
formation is filed, the Commissioner of
Internal Revenue will determine

whether the dividends concerned fall
within the provisions of Article VI(2) of
the convention and may authorize the
release of excess tax withheld with re-
spect to dividends which come within
such provisions. In any case in which
the Commissioner of Internal Revenue
has notified such domestic corporation
that the dividends come within such
provisions, the reduced withholding
rate of 5 percent will apply to any divi-
dends subsequently paid by such cor-
poration to the Swiss corporation un-
less the stock ownership of the domes-
tic corporation, or the character of its
income, materially changes, or unless
the Commissioner of Internal Revenue
determines that the relationship be-
tween the two corporations is being
maintained primarily with the inten-
tion of securing such reduced rate; and,
if such change in stock ownership or
character of income occurs, such cor-
poration shall promptly notify the
Commissioner of Internal Revenue of
the then existing facts with respect to
such stock ownership or income.

(c) Effect of address in Switzerland on
withholding in case of dividends. For the
purpose of withholding of the tax in
the case of dividends, every non-
resident alien (including a nonresident
alien individual, fiduciary, and part-
nership) whose address is in Switzer-
land shall be deemed by United States
withholding agents to be a resident of
Switzerland not having a permanent
establishment in the United States;
and every corporation whose address is
in Switzerland shall be deemed by such
withholding agents to be a Swiss cor-
poration not having a permanent es-
tablishment in the United States.

(d) Rate of withholding. On and after
January 1, 1951, withholding in the case
of dividends paid to nonresident aliens
(including a nonresident alien indi-
vidual, fiduciary, and partnership) and
to foreign corporations, whose address-
es are in Switzerland, shall be at the
rate of 15 percent in every case except
(1) that in which, prior to the date of
payment of such dividends, the Com-
missioner of Internal Revenue has noti-
fied the paying corporation that such
dividends fall within the provisions of
Article VI (2) of the convention and (2)
that in which the Commissioner of In-
ternal Revenue has, prior to the date of
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payment of such dividends, notified the
withholding agent that the reduced
rate of tax shall not apply.

The preceding provisions relative to
residents of Switzerland and to Swiss
corporations are based upon the as-
sumption that the payee of the divi-
dend is the actual owner of the capital
stock from which the dividend is de-
rived and consequently is the person
liable to the tax upon such dividend. As
to action by the recipient who is not
the owner of the dividend, see § 509.8.

§ 509.3 Interest.
(a) General. Interest on bonds, securi-

ties, notes, debentures, or any other
form of indebtedness (including inter-
est on obligations of the United States,
obligations of instrumentalities of the
United States, and mortgages and
bonds secured by real property) re-
ceived in taxable years beginning on or
after January 1, 1951, from sources
within the United States by a non-
resident alien (including a nonresident
alien individual, fiduciary, and part-
nership) who is a resident of Switzer-
land, or by a Swiss corporation, is sub-
ject to United States tax at the re-
duced rate of 5 percent under the provi-
sions of Article VII of the convention if
such alien or corporation at no time
during the taxable year had a perma-
nent establishment in the United
States.

(b) Application of reduced rate at
source. To secure the reduced rate of
tax at the source in the case of coupon
bond interest, the nonresident alien
resident in Switzerland or the Swiss
corporation shall submit Form 1001–S,
in duplicate, to the paying agent with
each presentation of interest coupons.
Such form shall be signed by the owner
of the interest, trustee, or agent and
shall show the name and address of the
obligor, the name and address of the
owner of such interest, and the amount
of such interest. Such form shall con-
tain a statement that the owner is a
resident of Switzerland or a Swiss cor-
poration and that such owner has no
permanent establishment in the United
States.

The reduction in the rate of United
States tax contemplated by Article VII
of the convention, insofar as it con-
cerns coupon bond interest, is applica-

ble only to the owner of such interest.
The person presenting such coupon or
on whose behalf it is presented shall,
for the purpose of the reduction, be
deemed to be the owner of the interest
only if he is, at the time the coupon is
presented for payment, the owner of
the bond from which the coupon has
been detached. If the person presenting
the coupon is not the owner of the
bond, Form 1001, and not Form 1001–S,
shall be executed.

The original and duplicate ownership
certificates, Form 1001–S, must be for-
warded to the Commissioner of Inter-
nal Revenue by the withholding agent
with the quarterly return, Form 1012,
as provided in existing regulations
with respect to Form 1001. See § 29.143–
7 of Regulations 111 (26 CFR 1949 ed.
Supps. 29.143–7) [and § 39.143–7 of Regu-
lations 118 (26 CFR, Rev. 1953, Parts 1–
79, and Supps.)]. Form 1001–S need not
be listed on Form 1012.

In the case of interest coupons pre-
sented in Switzerland by a nonresident
alien who is not a resident of Switzer-
land, or by a foreign corporation other
than a Swiss corporation, ownership
certificates, Form 1001, shall be filed as
provided in existing regulations with-
out reference to the provisions of the
convention. See § 29.143–4 of Regula-
tions 111 (26 CFR 1949 ed. Supps. 29.143–
4) [and § 39.143–4 of Regulations 118 (26
CFR, Rev. 1953, Parts 1–79, and
Supps.)].

To secure the reduced rate of tax at
the source in the case of interest, other
than interest payable by means of cou-
pons, the nonresident alien who is a
resident of Switzerland or the Swiss
corporation shall file Form 1001A–S, in
duplicate, with the withholding agent
in the United States. Such form shall
be signed by the owner of the interest,
trustee, or agent and shall show the
name and address of the obligor and
the name and address of the owner of
such interest. Such form shall contain
a statement that the owner is a resi-
dent of Switzerland, or is a Swiss cor-
poration, not having a permanent es-
tablishment in the United States.

Form 1001A–S must be filed for each
three-calendar-year period, and the
first such form filed by the taxpayer
with any withholding agent shall be
filed not later than 20 days preceding
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the date of the first payment of income
in such period. If the taxpayer files
such form with the withholding agent
in the calendar year 1951, or in any sub-
sequent calendar year, no additional
Form 1001A–S need be filed prior to the
end of the two calendar years imme-
diately following the calendar year in
which such form is so filed unless the
Commissioner of Internal Revenue no-
tifies the withholding agent that an ad-
ditional Form 1001A–S must be filed by
the taxpayer at any earlier date. If,
after filing such form, the taxpayer
ceases to be eligible for the benefit of
the convention, he must promptly no-
tify the withholding agent. When any
change occurs in the ownership of
record of the income on the books of
the payor, the reduction in the rate of
United States tax will no longer apply
unless Form 1001A–S is duly executed
and filed with the payor by the new
owner of record of such income.

The duplicate of Form 1001A–S must
be immediately forwarded by the with-
holding agent to the Commissioner of
Internal Revenue, Records Division,
Washington 25, D.C.

In the case of interest paid on or
after January 1, 1951, by any foreign
corporation to a nonresident alien who
is a resident of Switzerland or to a
Swiss corporation, not having a perma-
nent establishment in the United
States, no withholding of United
States tax is required. See Article XIV
of the convention.

§ 509.4 Patent and copyright royalties
and film rentals.

Royalties and other amounts re-
ceived in taxable years beginning on or
after January 1, 1951, from sources
within the United States by a non-
resident alien (including a nonresident
alien individual, fiduciary, and part-
nership) who is a resident of Switzer-
land or by a Swiss corporation, as con-
sideration for the right to use copy-
rights, artistic and scientific works,
patents, designs, plans, secret proc-
esses and formulae, trade-marks, and
other like property and rights (includ-
ing rentals and like payments in re-
spect to motion picture films or for the
use of industrial, commercial, or sci-
entific equipment), are exempt from
United States tax under the provisions

of Article VIII of the convention if
such alien or corporation at no time
during the taxable year in which such
royalties or other amounts are received
has had a permanent establishment
within the United States. Such items
are therefore not subject to the with-
holding provisions of the Internal Rev-
enue Code. As to what constitutes a
permanent establishment, see Article
II(1)(c) of the convention.

To obviate withholding at the source
in the case of such items, the non-
resident alien who is a resident of
Switzerland or the Swiss corporation
shall file Form 1001A–S, in duplicate,
with the withholding agent in the
United States. The provisions of
§ 509.3(b) relating to the execution and
effective period of such form with re-
spect to interest are equally applicable
with respect to the income falling
within the scope of this section.

The duplicate of Form 1001A–S must
be immediately forwarded by the with-
holding agent to the Commissioner of
Internal Revenue, Records Division,
Washington, D.C.

§ 509.5 Pensions and life annuities.

Article XI(2) of the convention pro-
vides that private pensions and life an-
nuities derived in taxable years begin-
ning on or after January 1, 1951, from
sources within the United States by a
nonresident alien individual who is a
resident of Switzerland shall be exempt
from United States tax.

The person paying such income shall
be notified by letter from the resident
of Switzerland that the income is ex-
empt from taxation under the provi-
sions of Article XI (2) and (3) or XI (2)
and (4), as the case may be, of the con-
vention. Such letter shall contain the
address of the individual and a state-
ment that such individual is a resident
of Switzerland. The letter of notifica-
tion, or a copy thereof, shall be imme-
diately forwarded by the recipient to
the Commissioner of Internal Revenue,
Records Division, Washington, D.C.
Such letter shall constitute authoriza-
tion to the payor of the income to pay
such income without deduction of the
tax at the source unless the Commis-
sioner subsequently notifies such payor
that the tax should be withheld with
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respect to payments made after such
notification.

§ 509.6 Natural resource royalties and
real property rentals.

The convention does not change the
rate of tax imposed under existing law
upon natural resource royalties and
real property rentals. The withholding
of the tax with respect to such items
derived from sources within the United
States by nonresident aliens who are
residents of Switzerland and by Swiss
corporations is not affected by the con-
vention. See sections 211(a) and 231(a)
of the Internal Code and Article IX of
the convention.

§ 509.7 Release of excess tax withheld
at source.

(a) General. In order to bring the con-
vention into force and effect at the ear-
liest practicable date, (1) the reduced
rate of tax of 15 percent to be withheld
at the source on dividends, (2) the re-
duced rate of tax of 5 percent to be
withheld at the source on interest, and
(3) the exemption from tax otherwise
withheld at the source on patent royal-
ties, copyright royalties, film rentals,
and the like, are hereby made effective
beginning January 1, 1951, in any case
in which such dividends, interest, pat-
ent royalties, copyright royalties, film
rentals, and the like, are derived from
sources within the United States by a
nonresident alien (including a non-
resident alien individual, fiduciary,
and partnership) who is a resident of
Switzerland or by a Swiss corporation.

In the case of every such taxpayer
who furnishes to the withholding agent
Form 1001A–S, as prescribed in § 509.3(b)
or § 509.4, where tax at the rate of 30
percent has been withheld on or after
January 1, 1951, there shall be released
by the withholding agent and paid over
to the person from whom withheld (1)
in the case of interest (other than cou-
pon bond interest), an amount equal to
25 percent of such interest, and (2) in
the case of patent royalties, copyright
royalties, film rentals, and the like, an
amount equal to the tax so withheld.

In the case of every such taxpayer
who furnishes to the withholding agent
Form 1001–S, in duplicate, where tax at
the rate of 28 percent or 30 percent, as
the case may be, has been withheld on

or after January 1, 1951, from coupon
bond interest, there shall be released
by the withholding agent and paid over
to the person from whom it was with-
held an amount equal to 25 percent of
such interest. Form 1001–S, clearly
marked ‘‘Substitute’’ in order to re-
place any Forms 1001 previously filed,
is to be used solely for such release of
excess tax withheld in 1951. One Form
1001–S, in duplicate, may be used to re-
place two or more Forms 1001 pre-
viously filed in such year. The use of
Form 1001–S with each presentation of
interest coupons for the purpose of se-
curing the reduced rate of tax is set
forth in § 509.3(b).

In the case of dividends paid to a
nonresident alien (including a non-
resident alien individual, fiduciary,
and partnership) whose address at the
time of payment was in Switzerland, or
to a Swiss corporation whose address
at the time of payment was in Switzer-
land, where tax at the rate of 30 per-
cent has been withheld on or after Jan-
uary 1, 1951, from such dividends, there
shall be released by the withholding
agent and paid over to the person from
whom it was withheld an amount equal
to 15 percent of such dividends.

(b) Private pensions and life annuities
paid in 1951 or subsequent years. In order
to bring the convention into force and
effect at the earliest practicable date,
the exemption from tax otherwise
withheld at the source on private pen-
sions and life annuities is hereby made
effective beginning January 1, 1951, in
any case in which such pensions and
life annuities are derived from sources
within the United States by a non-
resident alien individual who is a resi-
dent of Switzerland.

The person paying such income shall
be notified by letter from the resident
of Switzerland that the income is ex-
empt from taxation under the provi-
sions of Article XI (2) and (3), or XI (2)
and (4), as the case may be, of the con-
vention. See § 509.5. Such letter shall
constitute authorization to the payer
of such income, where tax at the rate
of 30 percent has been withheld on or
after January 1, 1951, to release and
pay over to the person from whom it
was withheld an amount equal to the
tax so withheld.
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(c) Subsidiary’s dividends. With re-
spect to a dividend paid on or after
January 1, 1951, by a domestic corpora-
tion to a Swiss corporation whose ad-
dress is in Switzerland, tax shall be
withheld in accordance with the provi-
sions of § 509.2 unless prior to the date
of payment of such dividend the Com-
missioner of Internal Revenue has noti-
fied the paying corporation that such
dividend falls within the scope of Arti-
cle VI(2) of the convention. As soon as
practicable after information required
under § 509.2(b) is filed, the Commis-
sioner of Internal Revenue will deter-
mine whether the dividend involved
falls within the scope of Article VI(2)
and may authorize the release of the
excess tax withheld with respect to
dividends which come within the scope
of such provision.

§ 509.8 Addressee not actual owner.

If the first recipient with an address
in Switzerland of any dividend from
sources within the United States is a
nominee or representative through
whom the dividend flows to a third per-
son, such recipient in Switzerland will
withhold an additional amount of
United States tax equivalent to the dif-
ference between the United States tax
which would have been withheld had
the convention not been in effect (30
percent as at the date of approval of
this Treasury decision) and the 15 per-
cent withheld at the source with re-
spect to such dividend pursuant to
§ 509.2(d).

In any case in which a fiduciary or a
partnership with an address in Switzer-
land receives, otherwise than as a
nominee or representative, a dividend
from United States sources, if a bene-
ficiary of such fiduciary or a partner in
such partnership is not entitled to the
reduced rate of tax provided in Article
VI of the convention, the fiduciary or
partnership will withhold an additional
amount of United States tax with re-
spect to the portion of such dividend
included in such beneficiary’s or part-
ner’s net distributive share of the in-
come of such fiduciary or partnership,
as the case may be. The amount of the
additional tax is to be calculated in the
same manner as under the preceding
paragraph.

The amounts so withheld by such
withholding agents in Switzerland, as
well as the amount of tax released with
respect to the calendar year 1951 by the
withholding agent in the United States
in the case of a dividend flowing to a
third person through a nominee or rep-
resentative whose address is in Swit-
zerland, will be deposited by such
agents in Swiss francs with the Federal
Tax Administration, Berne, Switzer-
land, Account: ‘‘Zusätzlicher
Steuerrückbehalt USA’’ (‘‘Additional
tax withholdings USA’’); and the ap-
propriate Swiss form will be filed
therewith. The Federal Tax Adminis-
tration has arranged that the amounts
so deposited will, after adjustment for
tax refunded to persons entitled to the
reduced rate of 15 percent, be periodi-
cally remitted by draft in United
States dollars to the Collector of Inter-
nal Revenue, Baltimore, Maryland,
U.S.A.

§ 509.9 Return of tax withheld and in-
formation return with respect to
persons whose addresses are in
Switzerland.

Every United States withholding
agent shall make and file with the col-
lector, in duplicate, an information re-
turn on Form 1042F, in addition to the
withholding return, Form 1042, for the
calendar year 1951 and each subsequent
calendar year, with respect to:

(a) Dividends from which a tax of 15
percent was withheld from persons
whose addresses are in Switzerland (5
percent in the case of dividends falling
within the scope of the provisions of
Article VI(2) of the Convention);

(b) Interest (other than coupon bond
interest reported on Form 1001–S) from
which a tax of 5 percent was withheld
from persons who have furnished to the
withholding agent Form 1001A–S;

(c) Royalties and like amounts from
which no tax was withheld from per-
sons who have furnished to the with-
holding agent Form 1001A–S; and

(d) All other fixed or determinable
annual or periodical income paid to
such persons.

§ 509.10 Beneficiaries of a domestic es-
tate or trust.

A nonresident alien who is a resident
of Switzerland and who is a beneficiary
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of a domestic estate or trust shall be
entitled to the exemption from tax, or
reduction in the rate of tax, as the case
may be, provided in Articles VI, VII,
and VIII of the convention with respect
to dividends, interest, and royalties to
the extent such item or items are in-
cluded in his distributive share of the
income of such estate or trust. In such
case such beneficiary must, in order to
be entitled to the exemption from, or
reduction in the rate of, tax in the case
of interest or royalties, execute Form
1001A–S and file such form with the fi-
duciary of such estate or trust in the
United States.

Subpart—General Income Tax

SOURCE: Treasury Decision 6149, 20 FR 7587,
Oct. 12, 1955; 25 FR 14022, Dec. 31, 1960, unless
otherwise noted.

§ 509.101 Introductory.
The income tax convention between

the United States and the Swiss Con-
federation, signed May 24, 1951, and
proclaimed by the President of the
United States on October 1, 1951, sub-
ject to the understanding expressed in
the protocol of exchange, referred to in
this part as the convention, provides as
follows, effective for taxable years be-
ginning on or after January 1, 1951:

ARTICLE I

(1) The taxes referred to in this Convention
are:

(a) In the case of the United States of
America: The Federal income taxes, includ-
ing surtaxes and excess profits taxes.

(b) In the case of The Swiss Confederation:
The federal, cantonal and communal taxes
on income (total income, earned income, in-
come from property, industrial and commer-
cial profits, etc.).

(2) The present Convention shall also apply
to any other income or profits tax of a sub-
stantially similar character imposed by ei-
ther contracting State subsequently to the
date of signature of the present Convention.

ARTICLE II

(1) As used in this Convention:
(a) The term ‘‘United States’’ means the

United States of America, and when used in
a geographical sense means the States, the
Territories of Alaska and Hawaii, and the
District of Columbia.

(b) The term ‘‘Switzerland’’ means The
Swiss Confederation.

(c) The term ‘‘permanent establishment’’
means a branch, office, factory, workshop,
warehouse or other fixed place of business,
but does not include the casual and tem-
porary use of merely storage facilities, nor
does it include an agency unless the agent
has and habitually exercises a general au-
thority to negotiate and conclude contracts
on behalf of an enterprise or has a stock of
merchandise from which he regularly fills
orders on its behalf. An enterprise of one of
the contracting States shall not be deemed
to have a permanent establishment in the
other State merely because it carries on
business dealings in such other State
through a commission agent, broker or cus-
todian or other independent agent acting in
the ordinary course of his business as such.
The fact that an enterprise of one of the con-
tracting States maintains in the other State
a fixed place of business exclusively for the
purchase of goods or merchandise shall not
of itself constitute such fixed place of busi-
ness a permanent establishment of such en-
terprise. The fact that a corporation of one
contracting State has a subsidiary corpora-
tion which is a corporation of the other
State or which is engaged in trade or busi-
ness in the other State shall not of itself
constitute that subsidiary corporation a per-
manent establishment of its parent corpora-
tion. The maintenance within the territory
of one of the contracting States by an enter-
prise of the other contracting State of a
warehouse for convenience of delivery and
not for purposes of display shall not of itself
constitute a permanent establishment with-
in that territory even though offers of pur-
chase have been obtained by an agent of the
enterprise in that territory and transmitted
by him to the enterprise for acceptance.

(d) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘Swiss enter-
prise’’.

(e) The term ‘‘United States enterprise’’
means an industrial or commercial enter-
prise or undertaking carried on in the United
States by a resident (including an individual,
fiduciary and partnership) of the United
States or by a United States corporation or
other entity; the term ‘‘United States cor-
poration or other entity’’ means a corpora-
tion or other entity created or organized
under the law of the United States or of any
State or Territory of the United States.

(f) The term ‘‘Swiss enterprise’’ means an
industrial or commercial enterprise or un-
dertaking carried on in Switzerland by an in-
dividual resident in Switzerland or by a
Swiss corporation or other entity; the term
‘‘Swiss corporation or other entity’’ means a
corporation or institution or foundation hav-
ing juridical personality, or a partnership
(association ‘‘en nom collectif’’ or ‘‘en
commandite’’), or other association without

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00029 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



34

26 CFR Ch. I (4–1–99 Edition) § 509.101

juridical personality, created or organized
under Swiss laws.

(g) The term ‘‘competent authorities’’
means, in the case of the United States, the
Commissioner of Internal Revenue as au-
thorized by the Secretary of the Treasury;
and in the case of Switzerland, the Director
of the Federal Tax Administration as au-
thorized by the Federal Department of Fi-
nances and Customs.

(h) The term ‘‘industrial or commercial
profits’’ includes manufacturing, mercantile,
mining, financial and insurance profits, but
does not include income in the form of divi-
dends, interest, rents or royalties, or remu-
neration for personal services: Provided,
however, that such excepted items of income
shall, subject to the provisions of this Con-
vention, be taxed separately or together with
industrial or commercial profits in accord-
ance with the laws of the contracting States.

(2) In the application of the provisions of
the present Convention by one of the con-
tracting States any term not otherwise de-
fined shall, unless the context otherwise re-
quires, have the meaning which such term
has under its own tax laws.

ARTICLE III

(1)(a) A Swiss enterprise shall not be sub-
ject to taxation by the United States in re-
spect of its industrial and commercial prof-
its unless it is engaged in trade or business
in the United States through a permanent
establishment situated therein. If it is so en-
gaged the United States may impose its tax
upon the entire income of such enterprise
from sources within the United States.

(b) A United States enterprise shall not be
subject to taxation by Switzerland in respect
of its industrial and commercial profits ex-
cept as to such profits allocable to its perma-
nent establishment situated in Switzerland.

(2) No account shall be taken in deter-
mining the tax in one of the contracting
States of the mere purchase of merchandise
therein by an enterprise of the other State.

(3) Where an enterprise of one of the con-
tracting States is engaged in trade or busi-
ness in the territory of the other contracting
State through a permanent establishment
situated therein, there shall be attributed to
such permanent establishment the industrial
or commercial profits which it might be ex-
pected to derive if it were an independent en-
terprise engaged in the same or similar ac-
tivities under the same or similar conditions
and dealing at arm’s length with the enter-
prise of which it is a permanent establish-
ment.

(4) In the determination of the industrial
or commercial profits of the permanent es-
tablishment there shall be allowed as deduc-
tions all expenses which are reasonably ap-
plicable to the permanent establishment, in-
cluding executive and general administrative
expenses so applicable.

(5) The competent authorities of the two
contracting States may lay down rules by
agreement for the apportionment of indus-
trial and commercial profits.

ARTICLE IV

Where an enterprise of one of the con-
tracting States, by reason of its participa-
tion in the management or the financial
structure of an enterprise of the other con-
tracting State, makes with or imposes on
the latter, in their commercial or financial
relations, conditions different from those
which would be made with an independent
enterprise, any profits which would normally
have accrued to one of the enterprises, but
by reason of those conditions have not so ac-
crued, may be included in the profits of that
enterprise and taxed accordingly.

ARTICLE V

Income which an enterprise of one of the
contracting States derives from the oper-
ation of ships or aircraft registered in that
State shall be taxable only in the State in
which such ships or aircraft are registered.

ARTICLE VI

(1) The rate of tax imposed by one of the
contracting States upon dividends derived
from sources within such State by a resident
or corporation or other entity of the other
contracting State not having a permanent
establishment in the former State shall not
exceed 15 percent: Provided, however, that
this paragraph shall have no application to
Swiss tax in the case of dividends derived
from Switzerland by a Swiss citizen (who is
not also a citizen of the United States) resi-
dent in the United States.

(2) It is agreed, however, that such rate of
tax shall not exceed five percent if the share-
holder is a corporation controlling, directly
or indirectly, at least 95 percent of the entire
voting power in the corporation paying the
dividend, and if not more than 25 percent of
the gross income of such paying corporation
is derived from interest and dividends, other
than interest and dividends received from its
own subsidiary corporations. Such reduction
of the rate to five percent shall not apply if
the relationship of the two corporations has
been arranged or is maintained primarily
with the intention of securing such reduced
rate.

(2) Switzerland may collect its tax without
regard to paragraphs (1) and (2) of this Arti-
cle but will make refund of the tax so col-
lected in excess of the tax computed at the
reduced rates provided in such paragraphs.

ARTICLE VII

(1) The rate of tax imposed by one of the
contracting States on interest on bonds, se-
curities, notes, debentures or on any other
form of indebtedness (including mortgages or
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bonds secured by real property) derived from
sources within such contracting State by a
resident or corporation or other entity of the
other contracting State not having a perma-
nent establishment in the former State shall
not exceed five percent: Provided, however,
that this paragraph shall have no application
to Swiss tax in the case of interest derived
from Switzerland by a Swiss citizen (who is
not also a citizen of the United States) resi-
dent in the United States.

(2) Switzerland may collect its tax without
regard to paragraph (1) of this Article but
will make refund of the tax so collected in
excess of the tax computed at the reduced
rate provided in such paragraph.

ARTICLE VIII

Royalties and other amounts derived, as
consideration for the right to use copyrights,
artistic and scientific works, patents, de-
signs, plans, secret processes and formulae,
trademarks, and other like property and
rights (including rentals and like payments
in respect to motion picture films or for the
use of industrial, commercial or scientific
equipment), from sources within one of the
contracting States by a resident or corpora-
tion or other entity of the other contracting
State not having a permanent establishment
in the former State shall be exempt from
taxation in such former State.

ARTICLE IX

(1) Income from real property (including
gains derived from the sale or exchange of
such property but not including interest
from mortgages or bonds secured by real
property) and royalties in respect of the op-
eration of mines, quarries, or other natural
resources, shall be taxable only in the con-
tracting State in which such property,
mines, quarries, or other natural resources
are situated.

(2) A resident or corporation or other enti-
ty of one of the contracting States deriving
any such income from such property within
the other contracting State may, for any
taxable year, elect to be subject to the tax of
such other contracting State, on a net basis,
as if such resident or corporation or entity
were engaged in trade or business within
such other contracting State through a per-
manent establishment therein during such
taxable year.

ARTICLE X

(1) An individual resident of Switzerland
shall be exempt from United States tax upon
compensation for labor or personal services
performed in the United States (including
the practice of the liberal professions and
rendition of services as director) if he is tem-
porarily present in the United States for a
period or periods not exceding a total of 188

days during the taxable year and either of
the following conditions is met:

(a) His compensation is received for such
labor or personal services performed as an
employee of, or under contract with, a resi-
dent or corporation or other entity of Swit-
zerland, or

(b) His compensation received for such
labor or personal services does not exceed
$10,000.

(2) The provisions of paragraph (1) of this
Article shall apply mutatis mutandis, to an
individual resident of the United States with
respect to compensation for such labor or
personal services performed in Switzerland.

(3) The provisions of this Article shall have
no application to the income to which Arti-
cle XI (1) relates.

(4) The provisions of paragraph (1)(a) of
this Article shall not apply to the compensa-
tion, profits, emoluments or other remunera-
tion of public entertainers such as stage, mo-
tion picture or radio artists, musicians and
athletes.

ARTICLE XI

(1)(a) Wages, salaries and similar com-
pensation, and pensions paid by the United
States or by the political subdivisions or ter-
ritories thereof to an individual (other than
a Swiss citizen who is not also a citizen of
the United States) shall be exempt from
Swiss tax.

(b) Wages, salaries and similar compensa-
tion and pensions paid by Switzerland or by
any agency or instrumentality thereof or by
any political subdivisions or other public au-
thorities thereof to an individual (other than
a United States citizen who is not also a cit-
izen of Switzerland) shall be exempt from
United States tax.

(2) Private pensions and life annuities de-
rived from within one of the contracting
States and paid to individuals residing in the
other contracting State shall be exempt
from taxation in the former State.

(3) The term ‘‘pensions’’, as used in this Ar-
ticle, means periodic payments made in con-
sideration for services rendered or by way of
compensation for injuries received.

(4) The term ‘‘life annuities’’ as used in
this Article, means a stated sum payable pe-
riodically at stated times during life, or dur-
ing a specified number of years, under an ob-
ligation to make the payments in return for
adequate and full consideration in money or
money’s worth.

ARTICLE XII

A professor or teacher, a resident of one of
the contracting States, who temporarily vis-
its the other contracting State for the pur-
pose of teaching for a period not exceeding
two years at a university, college, school or
other educational institution in the other
contracting State, shall be exempted in such
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other contracting State from tax on his re-
muneration for such teaching for such pe-
riod.

ARTICLE XIII

A student or apprentice, a resident of one
of the contracting States, who temporarily
visits the other contracting State exclu-
sively for the purposes of study or for acquir-
ing business or technical experience shall
not be taxable in the latter State in respect
of remittances received by him from abroad
for the purposes of his maintenance or stud-
ies.

ARTICLE XIV

(1) Dividends and interest paid by a cor-
poration other than a United States domes-
tic corporation shall be exempt from United
States tax where the recipient is a non-
resident alien as to the United States resi-
dent in Switzerland or a Swiss corporation,
not having a permanent establishment in the
United States.

(2) Dividends and interest paid by a cor-
poration other than a Swiss corporation
shall be exempt from Swiss tax where the re-
cipient is a resident or corporation of the
United States, not having a permanent es-
tablishment in Switzerland.

ARTICLE XV

(1) It is agreed that double taxation shall
be avoided in the following manner:

(a) The United States in determining its
taxes specified in Article I of this Conven-
tion in the case of its citizens, residents or
corporations may, regardless of any other
provision of this Convention, include in the
basis upon which such taxes are imposed all
items of income taxable under the revenue
laws of the United States as if this Conven-
tion had not come into effect. The United
States shall, however, subject to the provi-
sions of section 131, Internal Revenue Code,
as in effect on the date of the entry into
force of this Convention, deduct from its
taxes the amount of Swiss taxes specified in
Article I of this Convention. It is agreed that
by virtue of the provisions of subparagraph
(b) of this paragraph, Switzerland satisfies
the similar credit requirement set forth in
section 131(a)(3), Internal Revenue Code.

(b) Switzerland, in determining its taxes
specified in Article I of this Convention in
the case of its residents, corporations or
other entities, shall exclude from the basis
upon which such taxes are imposed such
items of income as are dealt with in this
Convention, derived from the United States
and not exempt from, and not entitled to the
reduced rate of, United States tax under this
Convention; but in the case of a citizen of
the United States resident in Switzerland
there shall be excluded all items of income
derived from the United States. Switzerland,

however, reserves the right to take into ac-
count in the determination of the rate of its
taxes also the income excluded as provided
in this paragraph.

(2) The provisions of this Article shall not
be construed to deny the exemptions from
United States tax or Swiss tax, as the case
may be, granted by Article XI (1) of this Con-
vention.

ARTICLE XVI

(1) The competent authorities of the con-
tracting States shall exchange such informa-
tion (being information available under the
respective taxation laws of the contracting
States) as is necessary for carrying out the
provisions of the present Convention or for
the prevention of fraud or the like in rela-
tion to the taxes which are the subject of the
present Convention. Any information so ex-
changed shall be treated as secret and shall
not be disclosed to any person other than
those concerned with the assessment and
collection of the taxes which are the subject
of the present Convention. No information
shall be exchanged which would disclose any
trade, business, industrial or professional se-
cret or any trade process.

(2) Each of the contracting States may col-
lect such taxes imposed by the other con-
tracting State as though such taxes were the
taxes of the former State as will ensure that
the exemption or reduced rate of tax granted
under Articles VI, VII, VIII and XI(2) of the
present Convention by such other State shall
not be enjoyed by persons not entitled to
such benefits.

(3) In no case shall the provisions of this
Article be construed so as to impose upon ei-
ther of the contracting States the obligation
to carry out administrative measures at
variance with the regulations and practice of
either contracting State or which would be
contrary to its sovereignty, security or pub-
lic policy or to supply particulars which are
not procurable under its own legislation or
that of the State making application.

ARTICLE XVII

(1) Where a taxpayer shows proof that the
action of the tax authorities of the con-
tracting States has resulted, or will result,
in double taxation contrary to the provisions
of the present Convention, he shall be enti-
tled to present the facts to the State of
which he is a citizen or a resident, or, if the
taxpayer is a corporation or other entity, to
the State in which it is created or organized.
Should the taxpayer’s claim be deemed wor-
thy of consideration, the competent author-
ity of such State shall undertake to come to
an agreement with the competent authority
of the other State with a view to equitable
avoidance of the double taxation in question.

(2) Should any difficulty or doubt arise as
to the interpretation or application of the
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present Convention, or its relationship to
Conventions between one of the contracting
States and any other State, the competent
authorities of the contracting States may
settle the question by mutual agreement.

ARTICLE XVIII

(1) The provisions of this Convention shall
not be construed to deny or affect in any
manner the right of diplomatic and consular
officers to other or additional exemptions
now enjoyed or which may hereafter be
granted to such officers.

(2) The provisions of the present Conven-
tion shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance now or hereafter accorded
by the laws of one of the contracting States
in the determination of the tax imposed by
such State.

(3) The citizens of one of the contracting
States shall not, while resident in the other
contracting State, be subjected therein to
other or more burdensome taxes than are the
citizens of such other contracting State re-
siding in its territory. The term ‘‘citizens’’
as used in this Article includes all legal per-
sons, partnerships and associations created
or organized under the laws in force in the
respective contracting States. In this Article
the word ‘‘taxes’’ means taxes of every kind
or description, whether Federal, State, can-
tonal, municipal or communal.

ARTICLE XIX

(1) The competent authorities of the two
contracting States may prescribe regula-
tions necessary to carry into effect the
present Convention within the respective
States.

(2) The competent authorities of the two
contracting States may communicate with
each other directly for the purpose of giving
effect to the provisions of this Convention.

ARTICLE XX

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Berne as soon as possible. It
shall have effect for the taxable years begin-
ning on or after the first day of January of
the year in which such exchange takes place:
Provided, however, that if such exchange
takes place on or after October 1 of such
year, Article VI (except paragraph (2) there-
of) and Article VII of the Convention shall
have effect only for taxable years beginning
on or after the first day of January of the
year immediately following the year in
which such exchange takes place.

(2) The present Convention shall continue
effective for a period of five years beginning
with the calendar year in which the ex-
change of the instruments of ratification
takes place and indefinitely after that pe-
riod, but may be terminated by either of the

contracting States at the end of the five-
year period or at any time thereafter, pro-
vided that at least six months’ prior notice
of termination has been given and, in such
event, the present Convention shall cease to
be effective for the taxable years beginning
on or after the first day of January next fol-
lowing the expiration of the six-month pe-
riod.

Done at Washington, in duplicate, in the
English and German languages, the two
texts having equal authenticity, this 24th
day of May, 1951.

For the President of the United States of
America:

[SEAL]
DEAN ACHESON.

For the Swiss Federal Council:
[SEAL]

CHARLES BRUGGMANN.

PROCLAMATION BY THE PRESIDENT OF THE
UNITED STATES DATED OCTOBER 1, 1951

* * * * *

And whereas the Senate of the United
States of America, by their resolution of
September 17, 1951, two-thirds of the Sen-
ators present concurring therein, did advise
and consent to the ratification of the afore-
said convention, subject to a reservation, as
follows:

‘‘The Government of the United States of
America does not accept paragraph (4) of Ar-
ticle X of the Convention, relating to the
profits or remuneration of public enter-
tainers.’’

And whereas the text of the aforesaid res-
ervation was communicated by the Govern-
ment of the United States of America to the
Government of the Swiss Confederation and
the aforesaid reservation was accepted by
the Government of the Swiss Confederation;

And whereas the aforesaid convention was
duly ratified by the President of the United
States of America on September 20, 1951, in
pursuance of the aforesaid advice and con-
sent of the Senate and subject to the afore-
said reservation, and the aforesaid conven-
tion was duly ratified on the part of the
Swiss Confederation;

And whereas the respective instruments of
ratification of the aforesaid convention were
duly exchanged at Bern on September 27,
1951, and a protocol of exchange of instru-
ments of ratification, in the English and
French languages, was signed at that place
and on that date by the respective Pleni-
potentiaries of the United States of America
and the Swiss Confederation, the said pro-
tocol containing a statement that it is un-
derstood by the two Governments that the
convention aforesaid, upon entry into force
in accordance with its provisions, is modified
in accordance with the aforesaid reservation,
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so that, in effect, paragraph (4) of Article X
of the convention is deemed to be deleted;

And whereas, so far as appertains to an ex-
change of instruments of ratification prior
to October 1 of any year, it is provided in Ar-
ticle XX of the aforesaid convention that
upon the exchange of instruments of ratifica-
tion the convention shall have effect for the
taxable years beginning or [sic] or after the
first day of January of the year in which
such exchange takes place;

Now, therefore, be it known that I, Harry
S. Truman, President of the United States of
America, do hereby proclaim and make pub-
lic the aforesaid convention to the end that
the said convention and each and every arti-
cle and clause thereof, subject to the afore-
said reservation, may be observed and ful-
filled with good faith by the United States of
America and by the citizens of the United
States of America and all other persons sub-
ject to the jurisdiction thereof.

* * * * *

§ 509.102 Applicable provisions of law.
(a) General. The Internal Revenue

Code of 1954 provides in part as follows:

SUBTITLE A—INCOME TAXES

* * * * *

SEC. 894. Income exempt under treaty. In-
come of any kind, to the extent required by
any treaty obligation of the United States,
shall not be included in gross income and
shall be exempt from taxation under this
subtitle.

* * * * *

SUBTITLE F—PROCEDURE AND
ADMINISTRATION

* * * * *

SEC. 7805. Rules and regulations—(a) Author-
ization. Except where such authority is ex-
pressly given by this title to any person
other than an officer or employee of the
Treasury Department, the Secretary or his
delegate shall prescribe all needful rules and
regulations for the enforcement of this title,
including all rules and regulations as may be
necessary by reason of any alteration of law
in relation to internal revenue.

(b) Retroactivity of regulations or rulings.
The Secretary or his delegate may prescribe
the extent, if any, to which any ruling or
regulation, relating to the internal revenue
laws, shall be applied without retroactive ef-
fect.

* * * * *

(b) Internal Revenue Code of 1939. Any
reference in §§ 509.101 to 509.122 to any
provision of the Internal Revenue Code
of 1954 shall, where applicable, be
deemed also to refer to the cor-
responding provision of the Internal
Revenue Code of 1939.

(c) Effective date of regulations. Pursu-
ant to sections 894 and 7805 of the In-
ternal Revenue Code of 1954, Article
XIX of the convention, and other provi-
sions of the internal revenue laws,
§§ 509.101 to 509.122 are hereby pre-
scribed effective for taxable years be-
ginning on or after January 1, 1951. All
regulations inconsistent herewith are
modified accordingly.

§ 509.103 Scope of the convention.

(a) Purposes of convention. The pri-
mary purposes of the convention, to be
accomplished on a reciprocal basis, are
to avoid double taxation upon certain
items of income derived from sources
in one country by residents or corpora-
tions or other entities of the other
country and to provide for administra-
tive cooperation between the com-
petent tax authorities of the two coun-
tries looking to the avoidance of dou-
ble taxation and the prevention of fis-
cal evasion.

(b) Exemption from United States tax.
The following items of income from
sources within the United States are
exempt from United States tax for tax-
able years beginning on or after Janu-
ary 1, 1951, subject to the respective ar-
ticles of the convention:

(1) Industrial and commercial profits
of a Swiss enterprise having no perma-
nent establishment in the United
States (Article III);

(2) Income derived by a Swiss enter-
prise from the operation of ships or air-
craft registered in Switzerland (Article
V);

(3) Patent and copyright royalties,
and other like amounts, including mo-
tion picture film rentals, derived by a
nonresident alien who is a resident of
Switzerland, or by a Swiss corporation
or other entity, if such alien, corpora-
tion, or other entity has no permanent
establishment in the United States
(Article VIII);
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(4) Compensation, subject to certain
limitations, for personal services per-
formed in the United States by a non-
resident alien individual who is a resi-
dent of Switzerland (Article X);

(5) Compensation and pensions paid
by Switzerland to an alien individual,
and to a citizen of Switzerland who is
also a citizen of the United States, in-
cluding such items as are from sources
without the United States (Article XI);

(6) Private pensions and life annu-
ities paid to a nonresident alien indi-
vidual who is a resident of Switzerland
(Article XI);

(7) Remuneration derived from cer-
tain teaching in the United States by a
professor or teacher who is a non-
resident alien residing in Switzerland
(Article XII); and

(8) Dividends and interest paid by a
foreign corporation to a nonresident
alien who is a resident of Switzerland,
or to a Swiss corporation, if such alien
or corporation has no permanent estab-
lishment in the United States (Article
XIV).

(c) Students or apprentices. Remit-
tances received from abroad for the
purpose of maintenance or studies by a
student or apprentice, a nonresident
alien residing in Switzerland, who is
temporarily present in the United
States under specified circumstances
are also exempt from United States tax
(Article XIII).

(d) Reduced rates of United States tax.
Dividends and interest derived from
sources within the United States by a
nonresident alien who is a resident of
Switzerland, or by a Swiss corporation
or other entity, are subject to United
States tax at reduced rates, if such
alien, corporation, or other entity has
no permanent establishment in the
United States (Articles VI and VII).

(e) Withholding regulations. For regu-
lations pertaining to the release of ex-
cess tax withheld, and to exemption
from, or reduction in the rate of, with-
holding of United States tax at source,
in the case of dividends, interest, pat-
ent and copyright royalties, film rent-
als, private pensions, and life annu-
ities, received from sources within the
United States by a nonresident alien
who is a resident of Switzerland, or by
a Swiss corporation or other entity, see

Treasury Decision 5867, approved No-
vember 21, 1951 (§§ 509.1 to 509.10).

(f) United States citizens, residents, and
corporations. (1) Any citizen of Switzer-
land who is a resident of the United
States is liable to United States tax as
though the convention had not come
into effect; however, such alien resi-
dent of the United States is entitled to
the foreign tax credit in accordance
with Article XV and is also entitled to
the benefits of Article XI (1) and Arti-
cle XVIII.

(2) A citizen of the United States,
even though resident in Switzerland, or
a domestic corporation, even though
engaged in trade or business in Swit-
zerland through a permanent establish-
ment situated therein, is also liable to
United States tax as though the con-
vention had not come into effect but is
entitled to the foreign tax credit and,
to the extent, applicable, to the bene-
fits of Article XI (1).

(g) Other provisions applicable to Swiss
residents and corporations. Except as
otherwise expressly provided by the
convention, the United States tax li-
ability of a nonresident alien who is a
resident of Switzerland, or of a Swiss
corporation or other entity, is deter-
mined in accordance with the provi-
sions of the Internal Revenue Code of
1954 relating to nonresident alien indi-
viduals and foreign corporations.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, § 509.103 was amended by
removing and reserving paragraph (e), effec-
tive Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 509.104 Definitions.

(a) General. Any term defined in the
convention or §§ 509.101 to 509.122 shall
have the meaning so assigned to it; any
term not so defined shall, unless the
context otherwise requires, have the
meaning which such term has under
the internal revenue laws of the United
States.

(b) Specific terms. As used in §§ 509.101
to 509.122—

(1) United States tax. The term
‘‘United States tax’’ means the Federal
income taxes, including surtaxes and
excess profits taxes, and any other in-
come or profits tax of a substantially
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similar character imposed by the
United States after May 24, 1951.

(2) Swiss tax. The term ‘‘Swiss tax’’
means the federal, cantonal, and com-
munal taxes on income—that is, on
total income, earned income, income
from property, industrial and commer-
cial profits, etc.—and any other income
or profits tax of a substantially similar
character imposed by Switzerland after
May 24, 1951.

(3) United States. The term ‘‘United
States’’ means the United States of
America; and, when used in a geo-
graphical sense, means the States, the
Territories of Alaska and Hawaii, and
the District of Columbia.

(4) Switzerland. The term ‘‘Switzer-
land’’ means the Swiss Confederation.

(5) Permanent establishment—(i) Fixed
place of business. The term ‘‘permanent
establishment’’ means an office, fac-
tory, workshop, warehouse, branch, or
other fixed place of business, but does
not include the casual and temporary
use of merely storage facilities. It im-
plies the active conduct of a business
enterprise. The mere ownership, for ex-
ample, of timberlands or a warehouse
in the United States by a Swiss enter-
prise does not mean that such enter-
prise, in the absence of any business
activity therein, has a permanent es-
tablishment in the United States.
Moreover, the maintenance within the
United States by a Swiss enterprise of
a warehouse for convenience of deliv-
ery, and not for purposes of display,
does not of itself constitute a perma-
nent establishment in the United
States, even though offers of purchase
have been obtained by an agent therein
of the Swiss enterprise and transmitted
by him to the Swiss enterprise for ac-
ceptance. The fact that a Swiss enter-
prise maintains in the United States an
office or other fixed place of business
used exclusively for the purchase for
such enterprise of goods or merchan-
dise shall not of itself constitute such
fixed place of business a permanent es-
tablishment of such enterprise.

(ii) Subsidiary corporation. The fact
that a Swiss corporation has a domes-
tic subsidiary corporation, or a foreign
subsidiary corporation which is en-
gaged in trade or business in the
United States through a permanent es-
tablishment situated therein, does not

of itself constitute either subsidiary
corporation the United States perma-
nent establishment of the Swiss parent
corporation.

(iii) Agency. A Swiss enterprise which
has an agency in the United States
does not thereby have a permanent es-
tablishment in the United States, un-
less the agent has, and habitually exer-
cises, a general authority to negotiate
and conclude contracts on behalf of
such enterprise or unless he has a
stock of merchandise from which he
regularly fills orders on its behalf. If
the enterprise has an agent in the
United States who has power to con-
tract on its behalf, but only at fixed
prices and under conditions determined
by such principal, it does not thereby
necessarily have a permanent estab-
lishment in the United States. The
mere fact that an agent of a Swiss en-
terprise—assuming he has no general
authority to negotiate and conclude
contracts on behalf of his principal—
maintains samples, or occasionally
fills orders from incidental stocks of
goods maintained, in the United States
does not of itself mean that such enter-
prise has a permanent establishment in
the United States. The mere fact that
salesmen, employees of a Swiss enter-
prise, promote the sale of their employ-
er’s products in the United States or
that a Swiss enterprise transacts busi-
ness in the United States by means of
mail order activities does not mean
that such enterprise has a permanent
establishment in the United States. A
Swiss enterprise shall not be deemed to
have a permanent establishment in the
United States merely because it carries
on business dealings in the United
States through a commission agent,
broker, custodian, or other inde-
pendent agent, acting in the ordinary
course of his business as such.

(6) Enterprise. The term ‘‘enterprise’’
means any commercial or industrial
enterprise or undertaking carried on by
any person, for example, by an indi-
vidual partnership, or corporation. It
includes such activites as manufac-
turing, merchandising, mining, proc-
essing, banking, and insuring. It does
not include the rendition of personal
services. Hence, a nonresident alien in-
dividual who is resident of Switzerland
and who performs personal services is
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not, merely by reason of such services,
engaged in a Swiss enterprise within
the meaning of the convention; con-
sequently, his liability to United
States tax is not determined under Ar-
ticle III of the convention, if he has not
otherwise carried on a Swiss enter-
prise.

(7) Swiss enterprise. The term ‘‘Swiss
enterprise’’ means an enterprise car-
ried on in Switzerland by a nonresident
alien individual who is a resident of
Switzerland, or by a Swiss corporation
or other entity. Thus, an enterprise
carried on wholly outside Switzerland
by a Swiss corporation is not a Swiss
enterprise within the meaning of the
convention.

(8) Swiss corporation or other entity.
The term ‘‘Swiss corporation or other
entity’’ means a corporation or institu-
tion or foundation having juridical per-
sonality, or a partnership (association
‘‘en nom collectif’’ or ‘‘en
commandite’’), or other association
without juridical personality, created
or organized under Swiss laws.

(9) United States enterprise. The term
‘‘United States enterprise’’ means an
enterprise carried on in the United
States by a resident of the United
States (including an individual, fidu-
ciary, and partnership) or by a United
States corporation or other entity.

(10) United States corporation or other
entity. The term ‘‘United States cor-
poration or other entity’’ means a cor-
poration or other entity created or or-
ganized under the law of the United
States or of any State or Territory of
the United States.

(11) Industrial and commercial profits.
The term ‘‘industrial and commercial
profits’’ means profits arising from in-
dustrial, commercial, mercantile, man-
ufacturing, and like activities of an en-
terprise, including mining, financial
and insurance profits. It does not in-
clude income in the form of dividends,
interests, rents, royalties, or remu-
neration for personal services. In deter-
mining the industrial and commercial
profits from sources within the United
States of a Swiss enterprise, no profits
shall be deemed to arise from the mere
purchase of goods or merchandise with-
in the United States by such enter-
prise. Moreover, in determining such
profits of the United States permanent

establishment of such enterprise, there
shall be allowed as deductions all ex-
penses which are reasonably applicable
to the permanent establishment, in-
cluding executive and general adminis-
trative expenses so applicable. See sec-
tions 861 through 864, Internal Revenue
Code of 1954, and the regulations there-
under.

(12) Commissioner. The term ‘‘Com-
missioner’’ means the Commissioner of
Internal Revenue or his authorized rep-
resentative.

(13) Director of the Federal Tax Admin-
istration. The term ‘‘Director of the
Federal Tax Administration’’ means
the Director of the Federal Tax Admin-
istration (Direktor der
eidgenoessischen Steuerverwaltung) of
Switzerland.

§ 509.105 Industrial and commercial
profits.

(a) General. (1) Article III of the con-
vention adopts the principle that an
enterprise of one of the contracting
States shall not be taxable by the
other contracting State upon its indus-
trial and commercial profits unless it
is engaged in trade or business in the
latter State through a permanent es-
tablishment situated therein. Accord-
ingly, a Swiss enterprise is subject to
United States tax upon its industrial
and commercial profits, to the extent
of such profits from sources within the
United States, only if it is engaged in
trade or business in the United States
at some time during the taxable year
through a permanent establishment
situated therein.

(2) From the standpoint of the United
States tax the article has application
only to a Swiss enterprise and its in-
dustrial and commercial profits from
sources within the United States.
Thus, a nonresident alien individual
who is a citizen of Switzerland, or a
Swiss corporation or other entity, car-
rying on an enterprise which is not
Swiss, is subject to tax on such income
of such enterprise pursuant to section
871(c) or section 882(a), Internal Rev-
enue Code of 1954, if such alien, cor-
poration, or other entity has engaged
in trade or business in the United
States at any time during the taxable
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year, even though it has not had a per-
manent establishment therein at any
time within such year.

(b) No United States permanent estab-
lishment. A Swiss enterprise is not sub-
ject to United States tax upon its in-
dustrial and commercial profits from
sources within the United States, nor
shall such profits be included in gross
income, if it has not at any time dur-
ing the taxable year engaged in trade
or business in the United States
through a permanent establishment
situated therein. For example, if dur-
ing the taxable year an enterprise car-
ried on in Switzerland by a nonresident
alien individual who is a resident of
Switzerland, or by a Swiss corporation,
were to sell merchandise, such as
watches, dairy products, or liqueurs, in
the United States through a commis-
sion agent or broker in the United
States acting in the ordinary course of
his business as such agent or broker,
the profits arising from such sale
would not be included in gross income
and would be exempt from United
States tax under Article III of the con-
vention. Similarly, if during the tax-
able year such enterprise were to se-
cure orders in the United States for
such merchandise through its sales
agents whose sole function in the
United States is sales promotion, the
orders being transmitted to Switzer-
land for acceptance, then the profits
arising from such sales would not be
included in gross income and would be
exempt from United States tax.

(c) United States permanent establish-
ment—(1) General. A Swiss enterprise is
subject to United States tax upon its
industrial and commercial profits from
sources within the United States to the
same extent as are nonresident aliens
or foreign corporations which are sub-
ject to tax pursuant to section 871(c) or
section 882(a), Internal Revenue Code
of 1954, if such enterprise has at any
time during the taxable year engaged
in trade or business in the United
States through a permanent establish-
ment situated therein. If it is so en-
gaged, it is subject to United States
tax upon its entire income from
sources within the United States ex-
cept to the extent otherwise exempt
from United States tax.

(2) Allocation of profits. In the deter-
mination of the income taxable to such
enterprise for purposes of the United
States tax, all industrial and commer-
cial profits from sources within the
United States shall be deemed to be al-
locable to the permanent establish-
ment in the United States. Hence, if a
Swiss enterprise which has a perma-
nent establishment in the United
States at some time during the taxable
year were to sell in the United States,
through a commission agent therein
acting in the ordinary course of his
business as such, merchandise which
has been produced in Switzerland, the
profits arising from such sale would be
allocable to the permanent establish-
ment to the extent they are derived
from sources within the United States,
even though the sale is made independ-
ently of the permanent establishment.

(3) Independent basis. The industrial
and commercial profits of the perma-
nent establishment in the United
States shall be determined as if the es-
tablishment were an independent en-
terprise engaged in the same or similar
activities under the same or similar
conditions and dealing at arm’s length,
or on an independent basis, with the
enterprise of which it is a permanent
establishment.

§ 509.106 Control of a United States en-
terprise by a Swiss enterprise.

In effect, Article IV of the conven-
tion provides that, if a Swiss enterprise
by reason of its control of a United
States enterprise imposes on the latter
enterprise conditions different from
those which would result from normal
business relations between independent
enterprises, the accounts between the
enterprises shall be adjusted in order
to ascertain the true taxable income of
each enterprise. The purpose is to place
the controlled United States enterprise
on a tax parity with an uncontrolled
United States enterprise by deter-
mining, according to the standard of an
uncontrolled enterprise, the true tax-
able income from the property and
business of the controlled enterprise.
The basic objective of the article is
that, if the accounting records do not
truly reflect the taxable income from
the property and business of the United
States enterprise, the Commissioner
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shall intervene and, by making such
distributions, apportionments, or allo-
cations as he may deem necessary of
gross income, deductions, credits, or
allowances, or of any item or element
affecting taxable income, between the
United States enterprise and the Swiss
enterprise by which it is controlled or
directed, shall determine the true tax-
able income of the United States enter-
prise. The provisions of section 482 of
the Internal Revenue Code of 1954, and
the regulations thereunder, shall, inso-
far as applicable, be followed in the de-
termination of the taxable income of
the United States enterprise.

§ 509.107 Income from operation of
ships or aircraft.

Under Article V of the convention so
much of the income from sources with-
in the United States of a Swiss enter-
prise as consists of earnings derived
from the operation of ships or aircraft
documented or registered in Switzer-
land shall not be included in gross in-
come and shall be exempt from United
States tax, even though at some time
during the taxable year such enterprise
has engaged in trade or business in the
United States through a permanent es-
tablishment situated therein.

§ 509.108 Dividends.
(a) General. (1) The rate of United

States tax imposed by the Internal
Revenue Code of 1954 upon dividends
derived from sources within the United
States by a nonresident alien indi-
vidual who is a resident of Switzerland,
or by a Swiss corporation or other enti-
ty, shall not exceed 15 percent under
the provisions of Article VI of the con-
vention, if such alien, corporation, or
other entity at no time during the tax-
able year in which such dividends are
derived has a permanent establishment
in the United States.

(2) If, for example, a nonresident
alien individual who is a resident of
Switzerland performs personal services
within the United States during the
taxable year, but has at no time during
such year a permanent establishment
within the United States, he is entitled
to the reduced rate of tax with respect
to dividends derived in that year from
United States sources, as provided in
Article VI of the convention, even

though under the provisions of section
871(c) of the Internal Revenue Code of
1954 he has engaged in trade or business
within the United States during such
year by reason of his having performed
personal services therein.

(b) Dividends paid by related corpora-
tion. The rate of United States tax im-
posed by the Internal Revenue Code of
1954 upon dividends derived from
sources within the United States by a
Swiss corporation shall not exceed 5
percent under the provisions of Article
VI (2) of the convention if:

(1) The Swiss corporation is a share-
holder which controls, directly or indi-
rectly, at the time the dividend is paid
95 percent or more of the entire voting
power in the corporation paying the
dividend;

(2) Not more than 25 percent of the
gross income of the paying corporation
for the three-year period immediately
preceding the taxable year in which the
dividend is paid consists of dividends
and interest (other than dividends and
interest received by such paying cor-
poration from its own subsidiary cor-
porations, if any);

(3) The relationship between the pay-
ing corporation and the Swiss corpora-
tion has not been arranged or main-
tained primarily with the intention of
securing the reduced rate of 5 percent;
and

(4) The Swiss corporation at no time
during the taxable year in which such
dividends are derived has a permanent
establishment in the United States.

§ 509.109 Interest.
The rate of United States tax im-

posed by the Internal Revenue Code of
1954 upon interest on bonds, securities,
notes, debentures, or on any other form
of indebtedness, including interest on
obligations of the United States, obli-
gations of instrumentalities of the
United States, and mortgages and
bonds secured by real property, which
is derived from sources within the
United States by a nonresident alien
individual who is a resident of Switzer-
land, or by a Swiss corporation or
other entity, shall not exceed 5 percent
under the provisions of Article VII of
the convention, if such alien, corpora-
tion, or other entity at no time during
the taxable year in which such interest
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is derived has a permanent establish-
ment in the United States.

§ 509.110 Patent and copyright royal-
ties and film rentals.

Royalties and other amounts rep-
resenting consideration for the right to
use copyrights, artistic and scientific
works, patents, designs, plans, secret
processes and formulae, trademarks,
and other like property and rights, in-
cluding rentals and like payments in
respect to motion picture films or for
the use of industrial, commercial, or
scientific equipment, which are derived
from sources within the United States
by a nonresident alien individual who
is a resident of Switzerland, or by a
Swiss corporation or other entity, are
exempt from United States tax under
the provisions of Article VIII of the
convention if such alien, corporation,
or other entity at no time during the
taxable year in which such items of in-
come are derived has a permanent es-
tablishment in the United States.

§ 509.111 Real property income and
natural resource royalties.

(a) General. Income of whatever na-
ture derived by a nonresident alien who
is a resident of Switzerland, or by a
Swiss corporation or other entity, from
real property situated in the United
States, including gains derived from
the sale or exchange of such property,
rentals from such property, and royal-
ties in respect of the operation of
mines, quarries, or other natural re-
sources situated in the United States,
is not exempt from United States tax
by the convention. Such items of in-
come are subject to taxation under the
provisions of the Internal Revenue
Code of 1954 generally applicable to the
taxation of nonresident alien individ-
uals and foreign corporations. See Arti-
cle IX of the convention. Interest de-
rived from mortgages and bonds se-
cured by real property does not con-
stitute income from real property for
purposes of this section but is subject
to the provisions applicable to interest
generally. See § 509.109.

(b) Net basis—(1) General. Notwith-
standing the provisions of paragraph
(a) of this section, a nonresident alien
who is a resident of Switzerland, or a
Swiss corporation or other entity, who

during the taxable year derives from
sources within the United States any
income from real property as described
in such paragraph may elect for such
taxable year to be subject to United
States tax on a net basis as though
such alien, corporation, or other entity
were engaged in trade or business in
the United States during such year
through a permanent establishment
situated therein.

(2) Manner of electing. Such non-
resident alien (including an individual,
fiduciary, and member of a partner-
ship) shall signify his election to be
subject to tax on such a basis by filing
Form 104B clearly marked at the top of
the first page thereof as follows: ‘‘Re-
turn of Resident of Switzerland Elect-
ing to File on a Net Basis Pursuant to
Article IX of Swiss Income Tax Con-
vention’’. Such corporation shall sig-
nify its election to be subject to tax on
such a basis by filing Form 1120 clearly
marked at the top of the first page
there of as follows: ‘‘Return of Swiss
Corporation Electing to File on a Net
Basis Pursuant to Article IX of Swiss
Income Tax Convention’’. The election
so signified shall be irrevocable for the
taxable year for which such election is
made. All income from sources within
the United States, including gains from
the sale or exchange of capital assets
or of other property, shall be disclosed
on the return so filed. See sections 871
and 882 of the Internal Revenue Code of
1954 and the regulations thereunder.

§ 509.112 Compensation for labor or
personal services.

(a) Exemption from tax. Under Article
X of the convention compensation re-
ceived by a nonresident alien indi-
vidual who is a resident of Switzerland
for labor or personal services, including
the practice of the liberal professions
and the rendition of services as a direc-
tor, performed in the United States
shall not be included in gross income
and shall be exempt from United States
tax in either of the following situa-
tions:

(1) Swiss employer. Where such indi-
vidual is temporarily present in the
United States for a period or periods
not exceeding in the aggregate a total
of 183 days during a taxable year begin-
ning on or after January 1, 1951, any
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compensation received by him (irre-
spective of when received, if received in
taxable years beginning on or after
January 1, 1951) for such labor or per-
sonal services performed in the United
States during such year as an employee
of, or under contract with, a non-
resident alien (including a nonresident
alien individual and fiduciary) who is a
resident of Switzerland, or a Swiss cor-
poration or other entity, whether or
not such alien, corporation, or other
entity is engaged in trade or business
within the United States, shall not be
included in gross income and shall be
exempt from United States tax.

(2) Other employers. Where such indi-
vidual is temporarily present in the
United States for a period or periods
not exceeding in the aggregate a total
of 183 days during a taxable year begin-
ning on or after January 1, 1951, any
compensation received by him (irre-
spective of when received, if received in
taxable years beginning on or after
January 1, 1951) for such labor or per-
sonal services performed in the United
States during such year shall not be in-
cluded in gross income and shall be ex-
empt from United States tax if such
compensation does not exceed $10,000 in
the aggregate. Thus, if a nonresident
alien individual who is a resident of
Switzerland performs personal services
in the United States during the taxable
year as an employee of a domestic cor-
poration for which he receives com-
pensation of $15,000 in the aggregate,
none of such compensation shall be ex-
empt from United States tax even
though such individual is present in
the United States during such year for
a period or periods not exceeding a
total of 183 days, since the aggregate
compensation received is in excess of
$10,000.

(b) Definitions. For purposes of this
section, the term ‘‘compensation for
labor or personal services’’ shall in-
clude, but shall not be limited to, the
compensation, profits, emoluments, or
other remuneration of public enter-
tainers, such as, stage, motion picture,
television, or radio artists, musicians,
and athletes. For the allocation or seg-
regation as between sources within,
and sources without, the United States
in the case of compensation for labor
or personal services, see sections 861

through 864, Internal Revenue Code of
1954, and the regulations thereunder.

(c) Exception. The provisions of this
section have no application to the in-
come to which Article XI(1) of the con-
vention relates.

§ 509.113 Government wages, salaries,
and pensions.

(a) General. Under Article XI of the
convention any wage, salary, or similar
compensation, or any pension, paid by
Switzerland or any agency or instru-
mentality thereof, or by any political
subdivisions or other public authorities
of Switzerland, to any alien individual
(whether or not a resident of the
United States) or to any individual
who occupies the dual status of a cit-
izen of the United States and a citizen
of Switzerland shall not be included in
gross income and shall be exempt from
United States tax, even though at some
time during the taxable year such indi-
vidual has engaged in trade or business
in the United States through a perma-
nent establishment situated therein.

(b) Definition. As used in this section,
the term ‘‘pensions’’ means periodic
payments made in consideration for
services rendered or by way of com-
pensation for injuries received. Under
Article XV(2) of the convention the ex-
clusion from gross income, and exemp-
tion from United States tax, provided
by this section shall not be denied de-
spite the provisions of Article XV. See
§ 509.118.

(c) Cross reference. For the taxation
generally of compensation of alien em-
ployees of foreign governments and the
consequences of executing and filing
the waiver provided for in section
247(b) of the Immigration and Nation-
ality Act, see section 893 of the Inter-
nal Revenue Code of 1954 and the regu-
lations thereunder.

§ 509.114 Private pensions and life an-
nuities.

(a) General. Private pensions and life
annuities derived from sources within
the United States and paid to a non-
resident alien individual who is a resi-
dent of Switzerland shall not be in-
cluded in gross income and shall be ex-
empt from United States tax, in ac-
cordance with Article XI of the conven-
tion, even though at some time during
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the taxable year such individual has
engaged in trade or business in the
United States through a permanent es-
tablishment situated therein.

(b) Definitions. As used in this sec-
tion, the term ‘‘pensions’’ means peri-
odic payments made in consideration
for services rendered or by way of com-
pensation for injuries received; and the
term ‘‘life annuities’’ means a stated
sum payable periodically at stated
times during life, or during a specified
number of years, under an obligation
to make the payments in return for
adequate and full consideration in
money or money’s worth.

§ 509.115 Visiting professors or teach-
ers.

(a) General. Pursuant to Article XII
of the convention, a professor or teach-
er, a nonresident alien who is a resi-
dent of Switzerland, who temporarily
visits the United States for the purpose
of teaching for a period not exceeding
two years at any university, college,
school, or other educational institution
situated within the United States
shall, for a period not exceeding two
years from the date of his initial ar-
rival in the United States, be exempt
from United States tax with respect to
his remuneration earned in taxable
years beginning on or after January 1,
1951, for such teaching during such pe-
riod not in excess of two years.

(b) More than two years. The exemp-
tion granted by Article XII is applica-
ble to remuneration earned during such
part of the individual’s visit as does
not exceed two years from the date of
arrival even though the total period of
his presence in the United States may
extend beyond two years, provided that
during such entire period he may be
considered to be temporarily visiting
the United States.

(c) Residence. Such exemption shall
not apply to the remuneration of an
alien who is a resident of the United
States or who is not a resident of Swit-
zerland.

(d) Nonresidence presumed. An indi-
vidual who otherwise qualifies for the
exemption from United States tax
granted by Article XII shall, for a pe-
riod of not more than two years imme-
diately succeeding the date of his ar-
rival within the United States for the

purpose of such teaching, be deemed to
have the tax status of a nonresident
alien in the absence of proof of his in-
tention to remain indefinitely in the
United States. See section 871 of the
Internal Revenue Code of 1954 and the
regulations thereunder.

§ 509.116 Students or apprentices.
(a) General. Under Article XIII of the

convention, a student or apprentice, a
nonresident alien who is a resident of
Switzerland, who temporarily visits
the United States exclusively for the
purposes of study or for acquiring busi-
ness or technical experience shall not
include in gross income, and shall be
exempt from United States tax with re-
spect to, amounts derived by him in
taxable years beginning on or after
January 1, 1951, and received during
such years from without the United
States as remittances for the purposes
of his maintenance or studies.

(b) Residence. The exemption shall
not apply to remittances received by
an alien who is a resident of the United
States or who is not a resident of Swit-
zerland.

§ 509.117 Dividends and interest paid
by a foreign corporation.

(a) General—(1) Dividends. A dividend
paid by a foreign corporation con-
stitutes, in whole or in part, income
from sources within the United States
and is subject to tax by the United
States when received by a nonresident
alien individual or other foreign cor-
poration, if 50 percent or more of the
gross income of the paying corporation
for the statutory period was derived
from sources within the United States.
See section 861(a)(2)(B), section 872(a),
and section 882(b), Internal Revenue
Code of 1954; and the regulations there-
under.

(2) Interest. Interest on bonds, notes,
and other interest-bearing obligations
of resident foreign corporations con-
stitutes, in its entirety, income from
sources within the United States and is
subject to tax by the United States
when received by a nonresident alien
individual or other foreign corporation,
if 20 percent or more of the gross in-
come of the paying corporation for the
statutory period was derived from
sources within the United States. See
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section 861(a)(1)(B), section 872(a), and
section 882(b), Internal Revenue Code
of 1954; and the regulations thereunder.

(b) Exemption from United States tax.
Notwithstanding the provisions of
paragraph (a) of this section, Article
XIV(1) of the convention provides that
dividends and interest paid by any for-
eign corporation and derived by a non-
resident alien who is a resident of
Switzerland, or by a Swiss corporation,
shall not be included in gross income
and shall be exempt from United States
tax if such alien or corporation at no
time during the taxable year in which
such items of income are derived has a
permanent establishment in the United
States. The exemption so provided
shall apply even though the corpora-
tion paying the dividends or interest is
a resident foreign corporation at the
time of payment and without regard to
the percentage of its gross income from
sources within the United States.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, § 509.117 was amended by
removing and reserving paragaph (a), effec-
tive Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 509.118 Credit against United States
tax for Swiss tax.

(a) General—(1) Taxable as though no
convention. Notwithstanding any other
provision of the convention the United
States, in determining the United
States tax of a citizen or resident of
the United States, or of a domestic cor-
poration, may, under Article XV(1)(a)
of the convention, include in the basis
upon which such tax is imposed all
items of income taxable under the rev-
enue laws of the United States, as
though the convention had not come
into effect. For example, despite the
exemption from United States tax
granted by Article VIII of the conven-
tion with respect to a copyright roy-
alty derived from sources within the
United States by a resident of Switzer-
land, such royalty shall be included in
gross income and is subject to United
States tax when so derived by a resi-
dent of Switzerland who is a citizen of
the United States, even though such
resident has no permanent establish-
ment in the United States.

(2) Exception. Notwithstanding the
provisions of subparagraph (1) of this
paragraph, the exclusion from gross in-
come, and exemption from United
States tax, granted by Article XI(1) of
the convention with respect to wages,
salaries, and similar compensation, and
pensions, paid by Switzerland or any
agency or instrumentality thereof, or
by any political subdivisions or other
public authorities of Switzerland, shall
not be denied. See Article XV(2) of the
convention.

(b) Application of credit—(1) General.
For the purpose of mitigating double
taxation, Article XV(1)(a) of the con-
vention provides that a citizen or resi-
dent of the United States, or a domes-
tic corporation, deriving income from
sources within Switzerland shall be al-
lowed a credit against the United
States tax for the amount of Swiss tax
paid or accrued during the taxable
year. This credit shall be made in ac-
cordance with the provisions of section
131 of the Internal Revenue Code of 1939
as in effect on September 27, 1951, but
subject to the provisions of Article
XVIII(2) of the convention.

(2) Similar credit requirement. (i) Arti-
cle XV(1)(a) further provides that, by
virtue of the provisions of Article
XV(1)(b) of the convention, relating to
the exclusion from basis for computing
the Swiss tax, Switzerland satisfies the
similar credit requirement set forth in
section 901(b)(3), Internal Revenue Code
of 1954, relating to alien residents of
the United States, etc.

(ii) This provision of Article XV(1)(a)
shall be taken to mean that, solely by
reason of the exclusion granted by it
under Article XV(1)(b) and without ref-
erence to concessions otherwise made
by such country, Switzerland satisfies
the similar credit requirement only
with respect to taxes paid to Switzer-
land, and not with respect to taxes paid
to another foreign country. Nothing in
this subdivision shall be construed,
however, to prevent Switzerland from
otherwise satisfying the similar credit
requirement, in accordance with sec-
tion 901 of the Internal Revenue Code
of 1954 and the regulations thereunder,
with respect to taxes paid to another
foreign country. Thus, if pursuant to a
convention between Switzerland and
another foreign country, Switzerland
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were to exempt from its income taxes
the income received from sources with-
in such other foreign country by a
United States citizen residing in Swit-
zerland, then Switzerland would, in ac-
cordance with such regulations under
section 901, satisfy the similar credit
requirement of section 901(b)(3) with
respect to income taxes paid to such
other country by a Swiss citizen resid-
ing in the United States.

§ 509.119 Exchange of information.
(a) General. (1) By Article XVI of the

convention the United States and Swit-
zerland adopt the principle of exchange
of such information as is necessary for
carrying out the provisions of the con-
vention, preventing fraud, or detecting
practices which are aimed at the reduc-
tion of the revenues of either country,
but not including information which
would be contrary to public policy or
which would disclose any trade, busi-
ness, industrial, or professional secret
or any trade process.

(2) The information and correspond-
ence relative to exchange of informa-
tion may be transmitted directly by
the Commissioner to the Director of
the Federal Tax Administration.

(b) Return of information by with-
holding agents. (1) To facilitate compli-
ance with Article XVI of the conven-
tion, every United States withholding
agent shall make and file in duplicate
with the District Director of Internal
Revenue, Baltimore 2, Maryland, an in-
formation return on Form 1042 Supple-
ment, with respect to persons having
addresses in Switzerland, which shall
be filed for the calendar year 1955 and
subsequent calendar years. This return
shall be filed simultaneously with
Form 1042.

(2) There shall be reported on such
Form 1042 Supplement all items of
fixed or determinable annual or peri-
odical income (and amounts described
in section 402(a)(2), section 631(b) and
(c), and section 1235 of the Internal
Revenue Code of 1954, which are consid-
ered to be gains from the sale or ex-
change of capital assets) derived from
sources within the United States and
paid to nonresident aliens (including
nonresident alien individuals, fidu-
ciaries, and partnerships) and to non-
resident foreign corporations, whose

addresses at the time of payment were
in Switzerland, including such items of
income upon which, in accordance with
the withholding regulations under the
convention, no withholding of United
States tax is required; except that any
of such items which constitute interest
in respect of which Form 1001–S or sub-
stitute Form 1001–S has been filed in
duplicate with the withholding agent is
not required to be reported on such
Form 1042 Supplement.

(c) Information to be furnished in ordi-
nary course. In compliance with the
provisions of Article XVI of the con-
vention the Commissioner will trans-
mit to the Director of the Federal Tax
Administration, as soon as practicable
after the close of the calendar year 1955
and of each subsequent calendar year
during which the convention is in ef-
fect, the following information relating
to such preceding calendar year:

(1) The duplicate copy of each avail-
able Form 1042 Supplement filed pursu-
ant to paragraph (b) of this section;
and

(2) The duplicate copy of each avail-
able ownership certificate, Form 1001–
S, and substitute Form 1001–S, filed
pursuant to the withholding regula-
tions under the convention, in connec-
tion with coupon bond interest.

(d) Information in specific cases. Under
the provisions and limitations of Arti-
cle XVI of the convention and upon re-
quest of the Director of the Federal
Tax Administration, the Commissioner
shall furnish to the Director informa-
tion available to, or obtainable by, the
Commissioner relative to the tax li-
ability of any person under the revenue
laws of Switzerland in any case in
which such information is necessary
for carrying out the provisions of the
convention or for the prevention of
fraud or the like in relation to the
taxes which are the subject of the con-
vention.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, § 509.119 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 509.120 Double taxation claims.

(a) General. Under Article XVII of the
convention, where the taxpayer shows
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proof that the action of the tax au-
thorities of the United States or Swit-
zerland has resulted, or will result, in
double taxation contrary to the provi-
sions of the convention, he is entitled
to present the facts to the country of
which he is a citizen; or, if he is not a
citizen of either country, to the coun-
try of which he is a resident; or, if the
taxpayer is a corporation or other enti-
ty, to the country in which it is cre-
ated or organized. The article provides
that, should the taxpayer’s claim be
deemed worthy of consideration, the
competent authority of the country to
which the facts are presented shall un-
dertake to come to an agreement with
the competent authority of the other
country with a view to equitable avoid-
ance of the double taxation in ques-
tion.

(b) Manner of filing claim. Such a
claim on behalf of a United States cit-
izen, corporation, or other entity, or on
behalf of a resident of the United
States who is not a Swiss citizen, shall
be filed with the Commissioner. The
claim shall be set up in the form of a
letter addressed to ‘‘The Commissioner
of Internal Revenue, Washington, D.C.’’
and shall show fully all facts and laws
on the basis of which the claimant al-
leges that such double taxation has re-
sulted or will result. If the Commis-
sioner determines that there is an ap-
propriate basis for the claim under the
convention, he shall take up the mat-
ter with the Director of the Federal
Tax Administration with a view to ar-
ranging an agreement of the character
contemplated by Article XVII.

§ 509.121 Beneficiaries of an estate or
trust.

(a) Qualified beneficiary. If he other-
wise satisfies the requirements of the
respective articles concerned, a non-
resident alien who is a resident of
Switzerland and who is a beneficiary of
an estate or trust shall be entitled to
the exemption from, or reduction in
the rate of, United States tax granted
by Articles VI, VII, VIII, and XIV of
the convention with respect to divi-
dends, interest, and royalties and other
like amounts, to the extent that (1)
any amount paid, credited, or required
to be distributed by such estate or
trust to such beneficiary is deemed to

consist of such items and (2) such items
would, without regard to the conven-
tion, be includible in his gross income.

(b) Amounts otherwise includible in
gross income of beneficiary. For the de-
termination of amounts which, without
regard to the convention, are includ-
ible in the gross income of the bene-
ficiary, see subchapter J of chapter 1 of
the Internal Revenue Code of 1954, and
the regulations thereunder.

§ 509.122 Swiss partnerships.
(a) General. Whether an individual,

corporation, or other entity, a member
of a partnership created or organized
under Swiss laws, is subject to United
States tax upon such person’s distribu-
tive share of the income of such part-
nership depends upon both the status
of the partnership and the status of
such member.

(b) Citizen partner. A citizen or resi-
dent of the United States, or a domes-
tic corporation, is subject to United
States tax upon such person’s distribu-
tive share of the income of such part-
nership as though the convention had
not come into effect, but subject to the
provisions of § 509.118; even though
other members, by reason of benefits
granted by the convention, are not sub-
ject to United States tax upon their
distributive share of such income.

(c) Noncitizen partner. In any case in
which income is derived from sources
within the United States by a partner-
ship created or organized under Swiss
laws, any member of such partnership
who has a permanent establishment in
the United States or who is either a
nonresident alien not a resident of
Switzerland or is a foreign corporation
which is not Swiss is not entitled, with
respect to such member’s distributive
share of such income, to any benefit
granted by the convention solely to
nonresident aliens residing in Switzer-
land, or to Swiss corporations or other
entities, having no permanent estab-
lishment in the United States. Con-
versely, any member of such partner-
ship who individually complies with
the requirements for obtaining any
such benefit will be entitled thereto
with respect to such member’s dis-
tributive share of such income. A mem-
ber of a Swiss partnership which has a
permanent establishment in the United

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00045 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



50

26 CFR Ch. I (4–1–99 Edition) Pts. 510–512

States shall likewise be considered to
have a permanent establishment in the
United States.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, § 509.122 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

PARTS 510–512 [RESERVED]

PART 513—IRELAND

Subpart—Withholding of Tax

Sec.
513.1 Introductory.
513.2 Dividends.
513.3 Interest.
513.4 Patent and copyright royalties and

film rentals.
513.5 Natural resource royalties and real

property rentals.
513.6 Pensions and life annuities.
513.7 Release of excess tax withheld at

source.
513.8 Addressee not actual owner.
513.9 Information to be furnished in ordi-

nary course.
513.10 Beneficiaries of a domestic estate or

trust.
513.11 Refund of income tax withheld during

1951.

AUTHORITY: 26 U.S.C. 62.

SOURCE: Treasury Decision 5897, 17 FR 3633,
Apr. 24, 1952, unless otherise noted. Redesig-
nated at 25 FR 14022, Dec. 31, 1960.

Subpart—Withholding of Tax

§ 513.1 Introductory.

(a) The income tax convention be-
tween the United States and the Re-
public of Ireland, signed September 13,
1949, proclaimed by the President of
the United States on December 24, 1951,
and effective (as respects the United
States tax) for taxable years beginning
on or after January 1, 1951, referred to
in this subpart as the convention, pro-
vides in part as follows:

ARTICLE I

(1) The taxes which are the subject of the
present Convention are:

(a) In the United States of America: The
Federal income taxes, including surtaxes
(hereinafter referred to as United States
tax).

(b) In Ireland: The income tax (including
surtax) and the corporation profits tax (here-
inafter referred to as Irish tax).

(2) The present Convention shall also apply
to any other taxes of a substantially similar
character imposed by either Contracting
Party subsequently to the date of signature
of the present Convention.

ARTICLE II

(1) In the present Convention, unless the
context otherwise requires—

(a) The term ‘‘United States’’ means the
United States of America, and when used in
a geographical sense means the States, the
Territories of Alaska and of Hawaii, and the
District of Columbia.

(b) The term ‘‘Ireland’’ means the Republic
of Ireland and the term ‘‘Irish’’ has a cor-
responding meaning.

(c) The terms ‘‘territory of one of the Con-
tracting Parties’’ and ‘‘territory of the other
Contracting Party’’ mean the United States
or Ireland as the context requires.

(d) The term ‘‘United States corporation’’
means a corporation, association or other
like entity created or organized in or under
the laws of the United States.

(e) The term ‘‘Irish corporation’’ means
any kind of juridical person created under
the laws of Ireland.

(f) The terms ‘‘corporation of one Con-
tracting Party’’ and ‘‘corporation of the
other Contracting Party’’ mean a United
States corporation or an Irish corporation as
the context requires.

(g) The term ‘‘resident of Ireland’’ means
any person (other than a citizen of the
United States or a United States corpora-
tion) who is resident in Ireland for the pur-
poses of Irish tax and not resident in the
United States for the purposes of United
States tax. A corporation is to be regarded
as resident in Ireland if its business is man-
aged and controlled in Ireland.

(h) The term ‘‘resident of the United
States’’ means any individual who is resi-
dent in the United States for the purposes of
United States tax and not resident in Ireland
for the purposes of Irish tax, and any United
States corporation and any partnership cre-
ated or organized in or under the laws of the
United States, being a corporation or part-
nership which is not resident in Ireland for
the purposes of Irish tax.

(i) The term ‘‘Irish enterprise’’ means an
industrial or commercial enterprise or un-
dertaking carried on by a resident of Ireland.

(j) The term ‘‘United States enterprise’’
means an industrial or commercial enter-
prise or undertaking carried on by a resident
of the United States.

(k) The terms ‘‘enterprise of one of the
Contracting Parties’’ and ‘‘enterprise of the
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other Contracting Party’’ mean a United
States enterprise or an Irish enterprise, as
the context requires.

(l) The term ‘‘permanent establishment’’
when used with respect to an enterprise of
one of the Contracting Parties means a
branch, management, factory or other fixed
place of business, but does not include an
agency unless the agent has, and habitually
exercises, a general authority to negotiate
and conclude contracts on behalf of such en-
terprise or has a stock of merchandise from
which he regularly fills orders on its behalf.
An enterprise of one of the Contracting Par-
ties shall not be deemed to have a permanent
establishment in the territory of the other
Contracting Party merely because it carries
on business dealings in the territory of such
other Contracting Party through a bona fide
commission agent or broker acting in the or-
dinary course of his business as such. The
fact that an enterprise of one of the Con-
tracting Parties maintains in the territory
of the other Contracting Party a fixed place
of business exclusively for the purchase of
goods or merchandise shall not of itself con-
stitute such fixed place of business a perma-
nent establishment of such enterprise. The
fact that a corporation of one Contracting
Party has a subsidiary corporation which is
a corporation of the other Contracting Party
or which is engaged in trade or business in
the territory of such other Contracting
Party (whether through a permanent estab-
lishment or otherwise) shall not of itself con-
stitute that subsidiary corporation a perma-
nent establishment of its parent corporation.

(2) For the purposes of Article VI, VII,
VIII, IX and XIV a resident of Ireland shall
not be deemed to be engaged in trade or busi-
ness in the United States in any taxable year
unless such resident has a permanent estab-
lishment situated therein in such taxable
year. The same principle shall be applied,
mutatis mutandis, by Ireland in the case of
a resident of the United States.

(3) In the application of the provisions of
the present Convention by one of the Con-
tracting Parties any term not otherwise de-
fined shall, unless the context otherwise re-
quires, have the meaning which it has under
the laws of that Contracting Party relating
to the taxes which are the subject of the
present Convention.

* * * * *

ARTICLE VI

(1) The rate of United States tax on divi-
dends derived from a United States corpora-
tion by a resident of Ireland who is subject
to Irish tax on such dividends and not en-
gaged in trade or business in the United
States shall not exceed 15 per cent: provided
that such rate of tax shall not exceed five
per cent if such resident is a corporation

controlling, directly or indirectly, at least 95
per cent of the entire voting power in the
corporation paying the dividend, and not
more than 25 per cent of the gross income of
such paying corporation is derived from in-
terest and dividends, other than interest and
dividends received from its own subsidiary
corporations. Such reduction of the rate to
five per cent shall not apply if the relation-
ship of the two corporations has been ar-
ranged or is maintained primarily with the
intention of securing such reduced rate.

(2) Dividends derived from sources within
Ireland by an individual who is (a) a resident
of the United States, (b) subject to United
States tax with respect to such dividends,
and (c) not engaged in trade or business in
Ireland, shall be exempt from Irish surtax.

(3) Either of the Contracting Parties may
terminate this Article by giving written no-
tice of termination to the other Contracting
Party, through diplomatic channels, on or
before the thirtieth day of June in any cal-
endar year after the calendar year in which
the exchange of the instruments of ratifica-
tion takes place and in such event paragraph
(1) hereof shall cease to be effective as to
United States tax on and after the first day
of January, and paragraph (2) hereof shall
cease to be effective as to Irish tax on and
after the 6th day of April, in the calendar
year next following that in which such no-
tice is given.

ARTICLE VII

(1) Interest (on bonds, securities, notes, de-
bentures, or on any other form of indebted-
ness) derived from sources within the United
States by a resident of Ireland who is subject
to Irish tax on such interest and not engaged
in trade or business in the United States,
shall be exempt from United States tax; but
such exemption shall not apply to such in-
terest paid by a United States corporation to
a corporation resident in Ireland controlling,
directly or indirectly, more than 50 per cent
of the entire voting power in the paying cor-
poration.

(2) Interest (on bonds, securities, notes, de-
bentures, or on any other form of indebted-
ness) derived from sources within Ireland by
a resident of the United States who is sub-
ject to United States tax on such interest
and not engaged in trade or business in Ire-
land, shall be exempt from Irish tax; but
such exemption shall not apply to such in-
terest paid by a corporation resident in Ire-
land to a United States corporation control-
ling, directly or indirectly, more than 50 per
cent of the entire voting power in the paying
corporation.

ARTICLE VIII

(1) Royalties and other amounts paid as
consideration for the use of, or for the privi-
lege of using, copyrights, patents, designs,
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secret processes and formulas, trade-marks,
and other like property, and derived from
sources within the United States by a resi-
dent of Ireland who is subject to Irish tax on
such royalties or other amounts and not en-
gaged in trade or business in the United
States, shall be exempt from United States
tax.

(2) Royalties and other amounts paid as
consideration for the use of, or for the privi-
lege of using, copyrights, patents, designs,
secret processes and formulas, trademarks,
and other like property, and derived from
sources within Ireland by a resident of the
United States who is subject to United
States tax on such royalties or other
amounts and not engaged in trade or busi-
ness in Ireland shall be exempt from Irish
tax.

(3) For the purposes of this Article, the
term ‘‘royalties’’ shall be deemed to include
rentals in respect of motion picture films.

ARTICLE IX

(1) The rate of United States tax on royal-
ties in respect of the operation of mines or
quarries or of other extraction of natural re-
sources, and on rentals from real property or
from an interest in such property, derived
from sources within the United States by a
resident of Ireland who is subject to Irish tax
with respect to such royalties or rentals and
not engaged in trade or business in the
United States, shall not exceed 15 per cent;
provided that any such resident may elect
for any taxable year to be subject to United
States tax as if such resident were engaged
in trade or business in the United States.

(2) Royalties in respect of the operation of
mines or quarries or of other extraction of
natural resources, and rentals from real
property or from an interest in such prop-
erty, derived from sources within Ireland by
an individual who is (a) a resident of the
United States, (b) subject to United States
tax with respect to such royalties and rent-
als, and (c) not engaged in trade or business
in Ireland, shall be exempt from Irish surtax.

ARTICLE XX

(1) Any salary, wage, similar remunera-
tion, or pension, paid by the Government of
the United States to an individual (other
than a citizen of Ireland who is not also a
citizen of the United States) in respect of
services rendered to the United States in the
discharge of governmental functions, shall
be exempt from Irish tax.

(2) Any salary, wage, similar remunera-
tion, or pension, paid by the Government of
Ireland to an individual (other than a citizen
of the United States who is not also a citizen
of Ireland) in respect of services rendered to
Ireland in the discharge of governmental
functions, shall be exempt from United
States tax.

(3) The provisions of this Article shall not
apply to payments in respect of services ren-
dered in connection with any trade or busi-
ness carried on by either of the Contracting
Parties for purposes of profit.

* * * * *

ARTICLE XII

(1) Any pension (other than a pension to
which Article X applies), and any life annu-
ity, derived from sources within the United
States by an individual who is a resident of
Ireland shall be exempt from United States
tax.

(2) Any pension (other than a pension to
which Article X applies), and any life annu-
ity, derived from sources within Ireland by
an individual who is a resident of the United
States shall be exempt from Irish tax.

(3) The term ‘‘life annuity’’ means a stated
sum payable periodically at stated times,
during life or during a specified or ascertain-
able period of time, under an obligation to
make the payments in consideration of
money paid.

* * * * *

ARTICLE XV

(1) Dividends and interest paid, on or after
the first day of January in the calendar year
in which the exchange of instruments or
ratification takes place, by an Irish corpora-
tion shall be exempt from United States tax
except where the recipient is a citizen of or
a resident in the United States or a United
States corporation.

(2) Dividends and interest paid, on or after
the 6th day of April of the first year of as-
sessment specified in Article XXII(2)(b), (i) of
this Convention, by a United States corpora-
tion shall be exempt from Irish tax except
where the recipient is a resident of Ireland.

* * * * *

ARTICLE XX

(1) The taxation authorities of the Con-
tracting Parties shall exchange such infor-
mation (being information available under
the respective taxation laws of the Con-
tracting Parties) as is necessary for carrying
out the provisions of the present Convention
or for the prevention of fraud or the adminis-
tration of statutory provisions against legal
avoidance in relation to the taxes which are
the subject of the present Convention. Any
information so exchanged shall be treated as
secret and shall not be disclosed to any per-
son other than those concerned with the as-
sessment and collection of the taxes which
are the subject of the present Convention. No
information shall be exchanged which would
disclose any trade secret or trade process.
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(2) As used in this Article, the term ‘‘tax-
ation authorities’’ means, in the case of the
United States, the Commissioner of Internal
Revenue or his authorized representative
and, in the case of Ireland, the Revenue Com-
missioners or their authorized representa-
tive.

* * * * *

ARTICLE XXII

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Washington, District of Colum-
bia, as soon as possible.

(2) Upon exchange of ratifications, the
present Convention shall have effect:

(a) as respects United States tax, for the
taxable years beginning on or after the first
day of January in the calendar year in which
the exchange of instruments of ratification
takes place;

(b)(i) as respects Irish income tax, for the
year of assessment beginning on the 6th day
of April in the calendar year in which the ex-
change of instruments of ratification takes
place and subsequent years; (ii) as respects
Irish surtax, for the year of assessment be-
ginning on the 6th day of April immediately
preceding the calendar year in which the ex-
change of instruments of ratification takes
place, and subsequent years; and (iii) as re-
spects Irish corporation profits tax, for any
chargeable accounting period beginning on
or after the first day of April in the calendar
year in which the exchange of instruments of
ratification takes place, and for the unex-
pired portion of any chargeable accounting
period current at that date.

ARTICLE XXIII

(1) The present Convention shall continue
in effect indefinitely but either of the Con-
tracting Parties may, on or before the 30th
day of June in any calendar year following
the calendar year in which the exchange of
instruments of ratification takes place, give
to the other Contracting Party, through dip-
lomatic channels, notice of termination and,
in such event, the present Convention shall
cease to be effective:

(a) as respects United States tax, for the
taxable years beginning on or after the first
day of January in the calendar year next fol-
lowing that in which such notice is given;

(b)(i) as respects Irish income tax, for any
year of assessment beginning on or after the
6th day of April in the calendar year next
following that in which such notice is given;
(ii) as respects Irish surtax, for any year of
assessment beginning on or after the 6th day
of April in the calendar year in which such
notice is given; and (iii) as respects Irish cor-
poration profits tax, for any chargeable ac-
counting period beginning on or after the
first day of April in the calendar year next

following that in which such notice is given
and for the unexpired portion of any charge-
able accounting period current at that date.

(2) The termination of the present Conven-
tion or of any Article thereof shall not have
the effect of reviving any treaty or arrange-
ment abrogated by the present Convention
or by treaties previously concluded between
the Contracting Parties.

(b) As used in this subpart, unless the
context otherwise requires, the terms
defined in the above articles of the con-
vention shall have the meanings so as-
signed to them.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, § 513.1 was removed, effec-
tive Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 513.2 Dividends.
(a) General. (1) Under Article VI of

the convention the rate of tax imposed
with respect to dividends by section
211(a) of the Internal Revenue Code (re-
lating to nonresident alien individuals
not engaged in trade or business within
the United States) and by section 231(a)
of the Internal Revenue Code (relating
to foreign corporations not engaged in
trade or business within the United
States) is reduced to 15 percent in the
case of dividends derived from a United
States corporation and received in tax-
able years beginning on or after Janu-
ary 1, 1951, by a nonresident alien (in-
cluding a nonresident alien individual,
fiduciary, and partnership) who is resi-
dent in Ireland for the purposes of Irish
tax, or by a foreign corporation
(whether or not created or organized in
or under the laws of Ireland) whose
business is managed and controlled in
Ireland, if such alien or corporation is
subject to Irish tax on such dividends
and at no time during the taxable year
had a permanent establishment within
the United States. As to what is a
United States corporation, see Article
II (1)(d) of the convention.

(2) Thus, if a nonresident alien who is
resident in Ireland for the purposes of
Irish tax performs personal services
within the United States during the
taxable year, has at no time during
such year a permanent establishment
within the United States, and is sub-
ject to Irish tax on a dividend derived
by him in such year from a United
States corporation, he is entitled to
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the reduced rate of tax with respect to
such dividend, as provided in Article VI
of the convention, even though under
the provisions of section 211(b) of the
Internal Revenue Code he has engaged
in trade or business within the United
States during such year by reason of
his having rendered personal services
therein.

(3) The fact that the payee of the div-
idend is not required to pay Irish tax
on such dividend because of the appli-
cation of reliefs or exemptions under
Irish revenue laws does not prevent the
application of the reduction in rate of
United States tax with respect to such
dividend. If the dividend would have
been subject to Irish tax had the payee
thereof derived an income large enough
to require payment of tax then liabil-
ity to Irish tax exists for the purpose of
the reduction in rate of United States
tax. As to what constitutes a perma-
nent establishment, see Article II (1)(l)
of the convention.

(4) In the case of dividends paid on or
after January 1, 1951, by an Irish cor-
poration, as defined in Article II (1)(e)
of the convention, no withholding of
United States tax is required. See Arti-
cle XV (1) of the convention.

(b) Dividends paid by a United States
subsidiary corporation. (1) Under the
proviso of Article VI (1) of the conven-
tion dividends derived from a domestic
corporation by a foreign corporation
whose business is managed and con-
trolled in Ireland and which controls,
directly or indirectly, at the time the
dividends is paid 95 percent or more of
the entire voting power in such domes-
tic corporation are, when received in
taxable years beginning on or after
January 1, 1951, subject to tax at the
rate of only 5 percent, if (i) not more
than 25 percent of the gross income of
such paying corporation for the three-
year period immediately preceding the
taxable year in which the dividend is
paid consists of dividends and interest
(other than dividends and interest paid
to such domestic corporation by its
own subsidiary corporations, if any),
(ii) the relationship between such do-
mestic corporation and such foreign
corporation has not been arranged or
maintained primarily with the inten-
tion of securing such reduced rate of 5
percent, (iii) such foreign corporation

is subject to Irish tax on such divi-
dends, and (iv) such foreign corporation
at no time during the taxable year had
a permanent establishment within the
United States.

(2) Any domestic corporation which
claims or contemplates claiming that
dividends paid or to be paid by it on or
after January 1, 1951, are subject only
to the 5 percent rate shall file the fol-
lowing information with the Commis-
sioner of Internal Revenue as soon as
practicable: (i) The date and place of
its organization; (ii) the location of the
management and control of the foreign
corporation to which the dividends are
paid or to be paid; (iii) the number of
outstanding shares of stock of the do-
mestic corporation having voting
power and the voting power thereof;
(iv) the person or persons beneficially
owning such stock of the domestic cor-
poration and their relationship to such
foreign corporation; (v) the amount of
gross income by years of the domestic
corporation for the three-year period
immediately preceding the taxable
year in which the dividend is paid; (vi)
the amount of interest and dividends
by years included in the gross income
of the domestic corporation, and the
amount of interest and dividends by
years received by such corporation
from its subsidiary corporations, if
any; and (vii) the relationship between
the domestic corporation and the for-
eign corporation to which it pays the
dividend.

(3) As soon as practicable after such
information is filed, the Commissioner
of Internal Revenue will determine
whether the dividends concerned fall
within the scope of the proviso of Arti-
cle VI(1) of the convention and may au-
thorize the release of excess tax with-
held with respect to dividends which
come within such proviso. In any case
in which the Commissioner of Internal
Revenue has notified the domestic cor-
poration that the dividends fall within
the scope of such proviso the reduced
withholding rate of 5 percent will apply
to any dividends subsequently paid by
such corporation to the foreign cor-
poration, unless the stock ownership of
the domestic corporation, or the char-
acter of its income, or the place of
management and control of the cor-
poration to which the dividend is paid
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materially changes; or unless the Com-
missioner of Internal Revenue deter-
mines that the relationship between
the two corporations is being main-
tained primarily with the intention of
securing the reduced rate of tax; and, if
such change in stock ownership, char-
acter of income, or place of manage-
ment and control occurs, the domestic
corporation shall promptly notify the
Commissioner of Internal Revenue of
the then existing facts with respect
thereto. The continued application of
the reduced withholding rate is also de-
pendent upon the continued fulfillment
of conditions in subparagraph (1) (iii)
and (iv) of this paragraph.

(c) Effect of address in Ireland on with-
holding in case of dividends. For the pur-
pose of withholding of the tax in the
case of dividends every nonresident
alien (including a nonresident alien in-
dividual, fiduciary, and partnership)
whose address is in Ireland shall be
deemed by United States withholding
agents to be a nonresident alien who is
(1) resident in Ireland for the purposes
of Irish tax, (2) subject to Irish tax on
such dividends, and (3) without a per-
manent establishment in the United
States; and every foreign corporation
whose address is in Ireland shall be
deemed by such withholding agents to
be a foreign corporation whose business
is managed and controlled in Ireland
and which is (i) subject to Irish tax on
such dividends and (ii) without a per-
manent establishment in the United
States.

(d) Rate of withholding. (1) With-
holding at source in the case of divi-
dends derived from a United States cor-
poration and paid on or after January
1, 1952, to nonresident aliens (including
a nonresident alien individual, fidu-
ciary, and partnership) and to foreign
corporations, whose addresses are in
Ireland, shall be at the rate of 15 per-
cent in every case except that in
which, prior to the date of payment of
such dividends, the Commissioner of
Internal Revenue has notified the with-
holding agent that (i) such dividends
fall within the scope of the proviso of
Article VI(1) of the convention or (ii)
the reduced rate of tax shall not apply.

(2) The preceding provisions respect-
ing the application of the reduced with-
holding rate in the case of dividends

paid to nonresident aliens and foreign
corporations with addresses in Ireland
are based upon the assumption that the
payee of the dividend is the actual
owner of the capital stock from which
the dividend is derived and con-
sequently is the person liable to United
States tax upon such dividend. As to
action by the recipient who is not the
owner of the dividend, see § 513.8.

(3) The rate at which United States
tax has been withheld from any divi-
dend paid on and after thirty days from
the date on which this subpart is filed
with the Division of the Federal Reg-
ister to any person whose address is in
Ireland at the time the dividend is paid
shall be shown either in writing or by
appropriate stamp on the check, draft,
or other evidence of payment, or on an
accompanying statement.

EFFECTVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, § 513.2 was revised, effec-
tive Jan. 1, 1999. At 63 FR 2723, Jan. 16, 1998,
§ 513.2 was corrected in the fifth line by
changing the word ‘‘does’’ to read ‘‘does not’’
effective Jan. 1, 1999. By T.D. 8804, 63 FR
72183, Dec. 31, 1998, the effective date was de-
layed until Jan. 1, 2000. For the convenience
of the user, the revised text is set forth as
follows:

§ 513.2 Dividends.
The fact that the payee of the dividend is

not required to pay Irish tax on such divi-
dend because of the application of reliefs or
exemptions under Irish revenue laws does
not prevent the application of the reduction
in rate of United States tax with respect to
such dividend. If the dividend would have
been subject to Irish tax had the payee
thereof derived an income large enough to
require payment of tax then liability to Irish
tax exists for the purpose of the reduction in
rate of United States tax. As to what con-
stitutes a permanent establishment, see Ar-
ticle II(1)(i) of the convention.

[62 FR 53497, Oct. 14, 1997; 63 FR 2723, Jan. 16,
1998]

§ 513.3 Interest.
(a) General. (1) Interest (other than

interest falling within the scope of
paragraph (c) of this section) on bonds,
securities, notes, debentures, or any
other form of indebtedness, including
interest on obligations of the United
States, obligations of instrumental-
ities of the United States, and mort-
gages and bonds secured by real prop-
erty, derived from sources within the
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United States and received in taxable
years beginning on or after January 1,
1951, by a nonresident alien (including
a nonresident alien individual, fidu-
ciary, and partnership) who is resident
in Ireland for the purposes of Irish tax,
or by a foreign corporation (whether or
not created or organized in or under
the laws of Ireland) whose business is
managed and controlled in Ireland, is
exempt from United States tax under
the provisions of Article VII(1) of the
convention if such alien or corporation
is subject to Irish tax on such interest
and at no time during the taxable year
had a permanent establishment within
the United States. Such interest is,
therefore, not subject to the with-
holding provisions of the Internal Rev-
enue Code. As to what constitutes a
permanent establishment, see Article
II(1) of the convention.

(2) The provisions of § 513.2(a) relating
to the degree of liability to Irish tax in
the case of dividends are equally appli-
cable with respect to the income fall-
ing within the scope of this section.

(b) Application of exemption from with-
holding. (1) To obviate withholding at
the source in the case of coupon bond
interest the nonresident alien resident
in Ireland for the purpose of Irish tax,
or the foreign corporation whose busi-
ness is managed and controlled in Ire-
land, shall for each issue of bonds sub-
mit Form 1001–IR in duplicate to the
paying agent with each presentation of
interest coupons. Such form shall be
signed by the owner of the interest,
trustee, or agent and shall show the
name and address of the obligor, the
name and address of the owner of such
interest, and the amount of such inter-
est. Such form shall contain a state-
ment that the owner (i) is resident in
Ireland for the purposes of Irish tax, or
is a foreign corporation whose business
is managed and controlled in Ireland,
(ii) has no permanent establishment in
the United States, and (iii) is subject
to Irish tax on such interest.

(2) The exemption from United States
tax contemplated by Article VII(1) of
the convention, insofar as it concerns
coupon bond interest, is applicable
only to the owner of such interest. The
person presenting such coupon, or on
whose behalf it is presented, shall for
the purpose of the exemption from tax

be deemed to be the owner of the inter-
est only if he is, at the time the coupon
is presented for payment, the owner of
the bond from which the coupon has
been detached. If the person presenting
the coupon is not the owner of the
bond, Form 1001, and not Form 1001–IR,
shall be executed.

(3) The original and duplicate owner-
ship certificates, Form 1001–IR, must
be forwarded to the Commissioner of
Internal Revenue by the withholding
agent with the quarterly return on
Form 1012, as provided in existing regu-
lations with respect to Form 1001. See
§ 29.143–7 of Regulations 111 (26 CFR
1949 ed. Supps. 29.143–7 [and § 39.143–7 of
Regulations 118 (26 CFR, Rev. 1953,
Parts 1–79, and Supps.)] Form 1001–IR
need not be listed on Form 1012.

(4) For general provisions pertaining
to the use, without reference to the
provisions of the convention, of owner-
ship certificate, Form 1001, by non-
resident aliens and nonresident foreign
corporations, see §§ 29.143–4 and 29.143–6
of Regulations 111 (26 CFR 1949 ed.
Supps. 29.143–4 and 29.143–6) [and
§§ 39.143–4 and 39.143–6 of Regulations
118 (26 CFR, Rev. 1953, Parts 1–79, and
Supps.)]

(5) To obviate withholding at the
source in the case of interest, other
than interest payable by means of cou-
pons, the nonresident alien resident in
Ireland for the purposes of Irish tax, or
the foreign corporation whose business
is managed and controlled in Ireland,
shall notify the withholding agent by
letter in duplicate that such income is
exempt from United States tax under
the provisions of Article VII(1) of the
convention. The letter of notification
shall be signed by the owner of the in-
terest, trustee, or agent and shall show
the name and address of the obligor
and the name and address of the owner
of such interest. It shall also contain a
statement that the owner (i) is resident
in Ireland for the purposes of Irish tax,
or is a foreign corporation whose busi-
ness is managed and controlled in Ire-
land, (ii) has no permanent establish-
ment in the United States, and (iii) is
subject to Irish tax on such interest.
This letter shall constitute authoriza-
tion for the payment of such interest
without deduction of the tax at source.
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(6) The letter of notification in the
case of interest, other than interest
payable by means of coupons, must be
filed for each three-calendar-year pe-
riod, and the first such letter filed by
the taxpayer with any withholding
agent shall be filed not later than 20
days preceding the date of the first
payment of interest in such period. If
the taxpayer files such letter with the
withholding agent in the calendar year
1952, or in any subsequent calendar
year, no additional letter need be filed
prior to the end of the two calendar
years immediately following the cal-
endar year in which such letter is so
filed unless the Commissioner of Inter-
nal Revenue notifies the withholding
agent that an additional letter must be
filed by the taxpayer at any earlier
date. If, after filing a letter of notifica-
tion, the taxpayer ceases to be eligible
for the benefit of the convention, he
must promptly notify the withholding
agent by letter in duplicate. When any
change occurs in the ownership of the
interest as recorded on the books of the
payer, the exemption from United
States tax will no longer apply unless a
letter of notification is duly executed
and filed with the withholding agent by
the new owner of record of such inter-
est.

(7) Each letter of notification, or the
duplicate thereof, must be immediately
forwarded by the withholding agent to
the Commissioner of Internal Revenue,
Clearing Branch, Washington 25, D.C.

(8) In the case of interest paid on or
after January 1, 1951, by an Irish cor-
poration, as defined in Article II(1)(e)
of the convention, no withholding of
United States tax is required. See Arti-
cle XV(1) of the convention.

(c) Exemption not applicable to interest
paid by subsidiary corporation to its par-
ent corporation. (1) Under the exception
contained in Article VII(1) of the con-
vention any interest derived from
sources within the United States and
paid by a domestic corporation to a
foreign corporation whose business is
managed and controlled in Ireland is
not exempt from United States tax if
such foreign corporation controls, di-
rectly or indirectly, at the time the in-
terest is paid more than 50 percent of
the entire voting power of all classes of
stock of such domestic corporation.

The exemption from United States tax
provided by Article VII(1) of the con-
vention does not, therefore, apply to
such interest paid by such domestic
corporation.

(2) In any case in which a foreign cor-
poration whose business is managed
and controlled in Ireland anticipates
the receipt of interest from a domestic
corporation and the relationship exist-
ing between the foreign corporation
and the domestic corporation is such as
to render uncertain whether, by reason
of the exception contained in Article
VII(1) of the convention, the exemption
will apply to such interest, the foreign
corporation shall not undertake to file
any Form 1001–IR or letter of notifica-
tion prescribed by paragraph (b) of this
section unless it has, prior to such fil-
ing, applied for and received from the
Commissioner of Internal Revenue,
Washington 25, D.C., a determination
that such foreign corporation does not
control, directly or indirectly, more
than 50 percent of the entire voting
power in the paying corporation. The
application to the Commissioner shall
contain a full statement of all the facts
pertinent to a determination of the
question.

(3) As soon as practicable after the
application has been filed, the Commis-
sioner of Internal Revenue will deter-
mine whether the foreign corporation
has such control of the domestic cor-
poration as to render the exemption
provided by Article VII(1) of the con-
vention inapplicable to interest paid by
such domestic corporation to such for-
eign corporation and shall notify the
foreign corporation of his determina-
tion. The foreign corporation shall
forthwith file with the domestic cor-
poration a copy of the Commissioner’s
letter of notification.

(4) If the Commissioner’s determina-
tion is that the foreign corporation
does not control, directly or indirectly,
more than 50 percent of the entire vot-
ing power of all classes of stock of the
domestic corporation, the foreign cor-
poration may thereafter obviate with-
holding at the source with respect to
subsequent payments of such interest
by complying with the provisions of
paragraph (b) of this section, that is,
by submitting Form 1001–IR in the case
of coupon bond interest, or the letter of
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notification for each three-calendar-
year period in the case of interest
other than interest payable by means
of coupons.

(5) A determination of the Commis-
sioner that the foreign corporation
does not have such control of the do-
mestic corporation as to render the ex-
emption provided by Article VII(1) of
the convention inapplicable will apply
until such time as the stock ownership
of the domestic corporation has
changed to the extent that interest to
be received from the domestic corpora-
tion by the foreign corporation is no
longer exempt from United States tax
under Article VII(1) of the convention.
If such change in stock ownership oc-
curs, the foreign corporation shall
promptly notify both the Commis-
sioner of Internal Revenue and the do-
mestic corporation of the then existing
facts with respect to such stock owner-
ship.

(6) In any case in which a foreign cor-
poration whose business is managed
and controlled in Ireland has received
on or after January 1, 1952, interest
from a domestic corporation and the
relationship existing between the for-
eign corporation and the domestic cor-
poration was at the time the interest
was paid such as to render uncertain
whether, by reason of the exception
contained in Article VII(1) of the con-
vention, such interest was exempt from
United States tax, the foreign corpora-
tion shall apply to the Commissioner of
Internal Revenue for a similar deter-
mination as to the degree of control at
the time the interest was paid. If the
Commissioner’s determination is that
at such time the degree of control was
such as to permit the application of the
exemption provided by Article VII(1) of
the convention, his letter of notifica-
tion may, subject to the provisions of
§ 513.7(e), authorize the release of ex-
cess tax withheld with respect to such
exempt interest.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53497, Oct. 14, 1997, § 513.3 was revised, effec-
tive Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000. For the convenience of the
user, the revised text is set forth as follows:

§ 513.3 Interest.
The provisions of § 513.2 relating to the de-

gree of liability to Irish tax in the case of

dividends are equally applicable with respect
to the income falling within the scope of this
section.

[62 FR 53497, Oct. 14, 1997]

§ 513.4 Patent and copyright royalties
and film rentals.

(a) Royalties and other amounts (in-
cluding rentals for the use of, or for the
right to use, motion picture films) de-
rived from sources within the United
States and received in taxable years
beginning on or after January 1, 1951,
by a nonresident alien (including a
nonresident alien individual, fiduciary,
and partnership) who is resident in Ire-
land for the purposes of Irish tax, or by
a foreign corporation (whether or not
created or organized in or under the
laws of Ireland) whose business is man-
aged and controlled in Ireland, when
paid as consideration for the use of, or
for the privilege of using, copyrights,
patents, designs, secret processes and
formulae, trade-marks, and other like
property, are exempt from United
States tax under the provisions of Arti-
cle VIII(1) and (3) of the convention if
such alien or corporation is subject to
Irish tax on such income and at no
time during the taxable year had a per-
manent establishment within the
United States. Such items of income
are, therefore, not subject to the with-
holding provisions of the Internal Rev-
enue Code. As to what constitutes a
permanent establishment, see Article
II(1)(l) of the convention.

(b) The provisions of § 513.2(a) relat-
ing to the degree of liability to Irish
tax in the case of dividends are equally
applicable with respect to the income
falling within the scope of this section.

(c) To obviate withholding at the
source in the case of such items the
nonresident alien resident in Ireland
for the purposes of Irish tax, or the for-
eign corporation whose business is
managed and controlled in Ireland,
shall notify the withholding agent by
letter in duplicate that such income is
exempt from United States tax under
the provisions of Article VIII of the
convention. The provisions of § 513.3(b)
relating to the execution, filing, and
effective period of the letter of notifi-
cation prescribed therein with respect
to interest are equally applicable with
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respect to the income falling within
the scope of this section.

(d) Each letter of notification, or the
duplicate thereof, must be immediately
forwarded by the withholding agent to
the Commissioner of Internal Revenue,
Clearing Branch, Washington 25, D.C.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 513.4 was revised, effec-
tive Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000. For the convenience of the
user, the revised text is set forth as follows:

§ 513.4 Patent and copyright royalties and
film rentals.

The provisions of § 513.2 relating to the de-
gree of liability to Irish tax in the case of
dividends are equally applicable with respect
to the income falling within the scope of this
section.

[62 FR 53498, Oct. 14, 1997]

§ 513.5 Natural resource royalties and
real property rentals.

(a) Under Article IX of the conven-
tion the rate of tax imposed with re-
spect to natural resource royalties and
real property rentals by section 211(a)
of the Internal Revenue Code (relating
to nonresident alien individuals not en-
gaged in trade or business within the
United States) and by section 231(a) of
the Internal Revenue Code (relating to
foreign corporations not engaged in
trade or business within the United
States) is reduced to 15 percent in the
case of royalties in respect of the oper-
ation of mines or quarries or of other
extraction of natural resources, and in
the case of rentals from real property
or from an interest in such property,
derived from sources within the United
States and received in taxable years
beginning on or after January 1, 1951,
by a nonresident alien (including a
nonresident alien individual, fiduciary,
and partnership) who is resident in Ire-
land for the purposes of Irish tax, or by
a foreign corporation (whether or not
created or organized in or under the
laws of Ireland) whose business is man-
aged and controlled in Ireland, if such
alien or corporation is subject to Irish
tax on such income and at no time dur-
ing the taxable year had a permanent
establishment within the United
States. As to what constitutes a per-
manent establishment, see Article
II(1)(l) of the convention.

(b) The provisions of § 513.2(a) relat-
ing to the degree of liability to Irish
tax in the case of dividends are equally
applicable with respect to the income
falling within the scope of this section.

(c) To secure the reduced rate of tax
at the source in the case of such items
the nonresident alien resident in Ire-
land for the purposes of Irish tax, or
the foreign corporation whose business
is managed and controlled in Ireland,
shall notify the withholding agent by
letter in duplicate that the rate of
United States tax with respect to such
income is reduced to 15 percent under
the provisions of Article IX of the con-
vention. The provisions of § 513.3(b) re-
lating to the execution, filing, and ef-
fective period of the letter of notifica-
tion prescribed therein with respect to
interest are equally applicable with re-
spect to the income falling within the
scope of this section.

(d) Each letter of notification, or the
duplicate thereof, must be immediately
forwarded by the withholding agent to
the Commissioner of Internal Revenue,
Clearing Branch, Washington 25, D.C.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 513.5 was revised, effec-
tive Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000. For the convenience of the
user, the revised text is set forth as follows:

§ 513.5 Natural resource royalties and real
property rentals.

The provisions of § 513.2 relating to the de-
gree of liability to Irsh tax in the case of
dividends are equally applicable with respect
to the income falling within the scope of this
section.

[62 FR 53498, Oct. 14, 1997]

§ 513.6 Pensions and life annuities.

(a) Pensions, other than pensions
paid by the Government of the United
States to individuals in respect of serv-
ices rendered thereto in the discharge
of governmental functions, and any life
annuity, derived from sources within
the United States in taxable years be-
ginning on or after January 1, 1951, by
a nonresident alien individual who is
resident in Ireland for the purposes of
Irish tax are exempt from United
States tax under the provisions of Arti-
cle XII of the convention.
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(b) To obviate withholding at the
source in the case of such exempt in-
come the nonresident alien individual
who is resident in Ireland for the pur-
poses of Irish tax shall notify the with-
holding agent by letter in duplicate
that such income is exempt from
United States tax under the provisions
of Article XII of the convention. The
letter of notification shall be signed by
the owner of the income, shall show
the name and address of both the payer
and the owner, and shall contain a
statement that the owner, an indi-
vidual, is neither a citizen nor a resi-
dent of the United States but is resi-
dent in Ireland for the purposes of Irish
tax. This letter shall constitute au-
thorization for the payment of such in-
come without deduction of the tax at
source unless the Commissioner of In-
ternal Revenue subsequently notifies
the withholding agent that the tax
should be withheld from payments of
such income made after receipt of such
notice. If, after filing a letter of notifi-
cation, the owner of the income ceases
to be eligible for the benefit of the con-
vention, he must promptly notify the
withholding agent by letter in dupli-
cate.

(c) Each letter of notification, or the
duplicate thereof, must be immediately
forwarded by the withholding agent to
the Commissioner of Internal Revenue,
Clearing Branch, Washington 25, D.C.

§ 513.7 Release of excess tax withheld
at source.

(a) General. (1) In order to bring the
convention into force and effect at the
earliest practicable date,

(i) The reduced rate of tax of 15 per-
cent to be withheld at the source from
dividends, natural resource royalties,
and real property rentals, and

(ii) The exemption from tax other-
wise withheld at the source from inter-
est, patent royalties, copyright royal-
ties, film rentals, and the like,
are hereby made effective beginning
January 1, 1952, in any case in which
such natural resource royalties, real
property rentals, interest, patent roy-
alties, copyright royalties, film rent-
als, and the like are derived from
sources within the United States, or in
which such dividends are derived from
a United States corporation, by a non-

resident alien (including a nonresident
alien individual, fiduciary, and part-
nership) who is resident in Ireland for
the purposes of Irish tax, or by a for-
eign corporation whose business is
managed and controlled in Ireland, if
such alien or corporation is subject to
Irish tax on such income and at no
time during the taxable year in which
such income is so derived had a perma-
nent establishment within the United
States.

(2) In the case of every such taxpayer
whose address at the time of payment
was in Ireland and who furnishes to the
withholding agent the letter of notifi-
cation prescribed in §§ 513.3(b), 513.4, or
§ 513.5, where United States tax at the
rate of 30 percent has been withheld on
or after January 1, 1952, there shall be
released (except as provided in para-
graph (e) of this section) by the with-
holding agent and paid over to the per-
son from whom it was withheld:

(i) In the case of natural resource
royalties and real property rentals, an
amount equal to 15 percent of such roy-
alties and rentals, and

(ii) In the case of interest (other than
coupon bond interest), patent royal-
ties, copyright royalties, film rentals,
and the like, an amount equal to the
tax so withheld.

(3) In the case of every such taxpayer
whose address at the time of payment
was in Ireland and who furnishes to the
withholding agent Form 1001–IR in du-
plicate, where United States tax at the
rate of 28 percent or 30 percent, as the
case may be, has been withheld from
coupon bond interest on or after Janu-
ary 1, 1952, there shall be released (ex-
cept as provided in paragraph (e) of
this section) by the withholding agent
and paid over to the person from whom
it was withheld an amount equal to the
tax so withheld, if such taxpayer also
files in duplicate with the withholding
agent as authorization for the release
of such amount a Form 1001–IR clearly
marked ‘‘Substitute’’. One such sub-
stitute form shall be filed in duplicate
with respect to each issue of bonds and
will serve with respect to that issue to
replace all Forms 1001 previously filed
by such taxpayer in the calendar year
in which the excess tax is released. The
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use of Form 1001–IR with each presen-
tation of interest coupons for the pur-
pose of obviating withholding of tax at
source is set forth in § 513.3(b).

(4) In the case of dividends derived
from a United States corporation and
paid to a nonresident alien (including a
nonresident alien individual, fiduciary,
and partnership) or to a foreign cor-
poration, whose address at the time of
payment was in Ireland, where United
States tax at the rate of 30 percent has
been withheld from such dividends on
or after January 1, 1952, there shall be
released (except as provided in para-
graph (d) of this section) by the with-
holding agent and paid over to the per-
son from whom it was withheld an
amount equal to 15 percent of such
dividends.

(b) Amounts withheld during 1951. For
provisions respecting the refund of ex-
cess tax withheld during the calendar
year 1951, see § 513.11.

(c) Pensions and life annuities. (1) In
order to bring the convention into
force and effect at the earliest prac-
ticable date the exemption from tax
otherwise withheld at the source from
life annuities and pensions, other than
pensions paid by the Government of
the United States to individuals in re-
spect of services rendered thereto in
the discharge of governmental func-
tions, is hereby made effective begin-
ning January 1, 1952, in any case in
which such pensions and life annuities
are derived from sources within the
United States by a nonresident alien
individual who is resident in Ireland
for the purposes of Irish tax.

(2) In the case of every such taxpayer
whose address at the time of payment
was in Ireland and who furnishes to the
withholding agent the letter of notifi-
cation prescribed in § 513.6, where
United States tax at the rate of 30 per-
cent has been withheld on or after Jan-
uary 1, 1952, from such pensions or life
annuities, as the case may be, there
shall be released by the withholding
agent and paid over to the person from
whom it was withheld an amount equal
to the tax so withheld.

(d) Subsidiary’s dividends. (1) United
States tax shall be withheld at the rate
of 15 percent from any dividend derived
from a United States corporation and
paid on or after January 1, 1952, to a

foreign corporation whose address is in
Ireland unless, prior to the date of pay-
ment thereof, the Commissioner of In-
ternal Revenue notifies the domestic
corporation that such dividend falls
within the scope of the proviso of Arti-
cle VI(1) of the convention.

(2) In the case of every domestic cor-
poration receiving notification from
the Commissioner of Internal Revenue
under the provisions of § 513.2(b) that
dividends paid or to be paid by it fall
within the scope of the proviso of Arti-
cle VI(1) of the convention, where
United States tax in excess of the ap-
plicable rate of 5 percent has been
withheld on or after January 1, 1952,
from dividends which come within the
scope of such proviso, the withholding
agent shall, if so authorized in such no-
tification, release and pay over to the
foreign corporation from which it was
withheld the excess tax withheld with
respect to such dividends.

(e) Interest paid where degree of stock
ownership is determined. In the case of
every foreign corporation whose ad-
dress at the time of payment was in
Ireland and which (1) furnishes to the
domestic corporation a copy of the
Commissioner’s authorization of re-
lease prescribed in § 513.3(c) and (2) files
the letter of notification prescribed in
§ 513.3(b), or the substitute Form 1001–
IR prescribed in paragraph (a) of this
section, whichever is applicable, where
United States tax at the rate of 28 per-
cent or 30 percent, as the case may be,
has been withheld on or after January
1, 1952, the withholding agent shall re-
lease and pay over to the foreign cor-
poration from which it was withheld an
amount equal to the tax so withheld.

§ 513.8 Addressee not actual owner.
(a) If any person with an address in

Ireland who receives a dividend from a
United States corporation with respect
to which United States tax at the rate
of only 15 percent has been withheld at
source is a nominee or representative
through whom such dividend flows to a
person other than one described in
§ 513.2(a) as being entitled to such re-
duced rate of 15 percent, such recipient
in Ireland will withhold an additional
amount of United States tax equiva-
lent to the difference between the
United States tax which would have
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been withheld had the convention not
been in effect (30 percent as of the date
of approval of this subpart) and the 15
percent withheld at the source with re-
spect to such dividend pursuant to
§ 513.2(d).

(b) In any case in which a fiduciary
or partnership with an address in Ire-
land receives, otherwise than as a
nominee or representative, a dividend
from a United States corporation with
respect to which United States tax at
the rate of only 15 percent has been
withheld at source, if a beneficiary of
such fiduciary or a partner in such
partnership is not entitled to the re-
duced rate of tax provided in Article
VI(1) of the convention, the fiduciary
or partnership will withhold an addi-
tional amount of United States tax
with respect to the portion of such div-
idend included in such beneficiary’s
share of the distributed or distribut-
able income, or in such partner’s dis-
tributive share of the income, of such
fiduciary or partnership, as the case
may be. The amount of the additional
tax is to be calculated in the same
manner as under paragraph (a) of this
section.

(c) If any amount of United States
tax is released pursuant to § 513.7(a) by
the withholding agent in the United
States with respect to a dividend re-
ceived by such a person with an address
in Ireland, the latter will also withhold
from such released amount any addi-
tional amount of United States tax,
otherwise required to be withheld by
the preceding provisions of this section
in respect of such dividend, in the same
manner as if at the time of payment of
such dividend United States tax at the
rate of only 15 percent had been with-
held at source therefrom.

(d) The amounts so withheld by such
withholding agents in Ireland will be
deposited, without converting such
amounts into United States dollars,
with the Irish Revenue Commissioners
on or before the 15th day after the
close of the calendar year quarter in
which such withholding in Ireland oc-
curs. Each withholding agent making
such deposit will render therewith the
appropriate Irish form as prescribed in
regulations made by the Revenue Com-
missioners. The Revenue Commis-
sioners have arranged that the

amounts so deposited will be remitted
by draft in United States dollars to the
District Director of Internal Revenue,
Baltimore, Maryland, U.S.A., on or be-
fore the end of the calendar month in
which the deposits are made, such draft
to be accompanied by the Irish form
rendered by the withholding agents in
Ireland in connection with such depos-
its.

§ 513.9 Information to be furnished in
ordinary course.

In compliance with the provisions of
Article XX of the convention the Com-
missioner of Internal Revenue will
transmit to the Irish Revenue Commis-
sioners, as soon as practicable after the
close of the calendar year 1952 and of
each subsequent calendar year during
which the convention is in effect, the
following information relating to such
preceding calendar year:

(a) The name and address of each per-
son whose address as disclosed on each
available Form 1042 is in Ireland deriv-
ing from sources within the United
States dividends, interest, rent, royal-
ties, salaries, wages, pensions, annu-
ities, and other fixed or determinable
annual or periodical income; and the
amount of such income as disclosed on
such form with respect to each such
person.

(b) The duplicate copy of each avail-
able ownership certificate, Form 1001–
IR, filed pursuant to § 513.3(b), and sub-
stitute Form 1001–IR, filed pursuant to
§ 513.7(a), in connection with coupon
bond interest.

§ 513.10 Beneficiaries of a domestic es-
tate or trust.

A nonresident alien who is resident
in Ireland for the purposes of Irish tax
and who is a beneficiary of a domestic
estate or trust shall be entitled to the
exemption from, or reduction in the
rate of, United States tax provided in
Articles VI, VII, VIII, IX, and XV of the
convention with respect to dividends,
interest, royalties, natural resource
royalties, and real property rentals to
the extent such item or items are in-
cluded in his share of the distributed or
distributable income of such estate or
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trust. In order to be entitled in such in-
stance to the exemption from, or re-
duction in the rate of, tax such bene-
ficiary must otherwise satisfy the re-
quirements of these respective Articles
of the convention and must, where ap-
plicable, execute and submit to the fi-
duciary of such estate or trust in the
United States the appropriate letter of
notification prescribed in §§ 513.3(b),
513.4, and 513.5.

§ 513.11 Refund of income tax with-
held during 1951.

(a) If United States tax withheld at
the source during the year 1951 from
dividends, interest, royalties, natural
resource royalties, real property rent-
als, pensions, or life annuities is in ex-
cess of the tax imposed by Chapter 1
(relating to the income tax) of the In-
ternal Revenue Code, as modified by
the convention, claim by the taxpayer
for the refund of any overpayment
shall be made under section 322 of the
Internal Revenue Code by filing Form
843 together with Form 1040NB, Form
1040NB–a, Form 1040B, or Form 1120NB,
whichever is applicable, or with an
amended return.

(b) The taxpayer’s total gross income
from sources within the United States,
including every item of capital gain
subject to tax under the provisions of
section 211(a)(1)(B) or 211(c) of the In-
ternal Revenue Code, shall be disclosed
on the return. In the event that securi-
ties are held in the name of a person
other than the actual or beneficial
owner, the name and address of such
person must be furnished with the
claim. There shall also be included in
such claim for refund a statement:

(1) That the taxpayer was, at the
time when the item or items of income
were derived, (i) a nonresident alien
(including a nonresident alien indi-
vidual, fiduciary, or partnership) who
at such time was resident in Ireland for
the purposes of Irish tax, or (ii) a for-
eign corporation whose business at
such time was managed and controlled
in Ireland.

(2) That the taxpayer at no time dur-
ing the taxable year in which the in-
come was derived had a permanent es-
tablishment in the United States.

(3) That the taxpayer is subject to
Irish tax on the item or items of in-

come for which the benefit of the con-
vention is claimed.

(c) If, however, the taxpayer is an in-
dividual who during the taxable year
derived from sources within the United
States income which consists exclu-
sively of pensions or life annuities en-
titled to the benefit of Article XII of
the convention, the statements speci-
fied in paragraph (b) (2) and (3) of this
section will not be required.

(d) As to additional information re-
quired in the case of a foreign corpora-
tion claiming the benefit of the 5 per-
cent rate on dividends, or in certain
doubtful cases the benefit of the ex-
emption with respect to interest, paid
by a domestic corporation, see § 513.2(b)
or § 513.3(c).

PART 514—FRANCE

Subpart—Withholding of Tax

TAXABLE YEARS BEGINNING AFTER DECEMBER
31, 1956, AND BEFORE JANUARY 1, 1967, OR
DIVIDENDS, INTEREST, AND ROYALTIES PAID
BEFORE AUGUST 11, 1968

Sec.
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514.2 Dividends.
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actual owner.
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514.5 Patent and copyright royalties and

film rentals.
514.6 Private pensions and life annuities.
514.7 Beneficiaries of a domestic estate or

trust.
514.8 Release of excess tax withheld at

source.
514.9 Refund of excess tax withheld.
514.10 Effective date.

TAXABLE YEARS BEGINNING AFTER DECEMBER
31, 1966, OR DIVIDENDS, INTEREST, AND ROY-
ALTIES PAID ON OR AFTER AUGUST 11, 1968

514.20 Introductory.
514.21 Dividends.
514.22 Dividends received by persons not en-

titled to reduced rate of tax.
514.23 Interest.
514.24 Royalties.
514.25 Private pensions, alimony, and annu-

ities.
514.26 Income covered by convention.
514.27 Beneficiaries of domestic estate and

trust.
514.28 Release of excess tax withheld at

source.
514.29 Refund of excess tax paid to Director

of International Operations.
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514.30 Information furnished in ordinary
course.

514.31 Return required when liability not
satisfied by withholding.

514.32 Effective date.

Subpart—General Income Tax

REGULATIONS EFFECTIVE JAN. 1, 1945

514.101 Introductory.
514.102 Applicable provisions of the Internal

Revenue Code.
514.103 Scope of the convention.
514.104 Definitions.
514.105 Scope of convention with respect to

determination of ‘‘industrial and com-
mercial profits’’ of a nonresident alien
individual resident of France, or of a
French corporation or other entity car-
rying on a French enterprise in the
United States.

514.106 Control of a domestic enterprise by a
French enterprise.

514.107 Income from operation of ships or
aircraft.

514.108 Income from real property, including
mineral royalties.

514.110 Government wages, salaries, and
similar compensation, pensions, and life
annuities.

514.111 Compensation for labor or personal
services.

514.112 Stocks, securities, and commodities.
514.113 Remittances to students.
514.114 Credit against United States tax li-

ability for income tax paid to France.
514.115 Adjustment of tax liability of resi-

dents of France and French corporations.
514.116 Reciprocal administrative assist-

ance.
514.117 Reciprocal regulations.

AUTHORITY: 26 U.S.C. 7805.

Subpart—Withholding of Tax
TAXABLE YEARS BEGINNING AFTER DE-

CEMBER 31, 1956, AND BEFORE JANU-
ARY 1, 1967, OR DIVIDENDS, INTEREST,
AND ROYALTIES PAID BEFORE AUGUST
11, 1968

SOURCE: Treasury Decision 6273, 22 FR 9530,
Nov. 28, 1957; 25 FR 14022, Dec. 31, 1960, unless
otherwise noted.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, the undesignated
centerheading preceding § 514.1 was removed,
effective Jan. 1, 1999. By T.D. 8804, 63 FR
72183, Dec. 31, 1998, the effective date was de-
layed until Jan. 1, 2000.

§ 514.1 Introductory.
(a) Applicable provisions of convention.

The income tax convention between

the United States and France, signed
on July 25, 1939, and October 18, 1946, as
modified by the supplemental conven-
tion, signed June 22, 1956 (the instru-
ments of ratification of which were ex-
changed on June 13, 1957), referred to in
this part as the convention, provides in
part as follows, the quoted articles
being effective as indicated:

Article I(a) of the Supplemental Conven-
tion of 1956, on June 13, 1957.

Article I(d) of the Supplemental Conven-
tion of 1956, on January 1, 1952.

Article 7 and the Protocol of the Conven-
tion of 1939, on January 1, 1945.

The supplemental convention signed June
22, 1956, provides in part as follows:

ARTICLE I

The provisions of the Convention and Pro-
tocol between the United States and the
French Republic signed at Paris on July 25,
1939 are hereby modified and supplemented
as follows:

(a) By striking out Article 1(a) and insert-
ing in lieu thereof the following:

‘‘(a) In the case of the United States: The
Federal income taxes (including surtaxes
and excess profits taxes) and the documen-
tary taxes on sales or transfers of shares or
certificates of stock or bonds.’’

* * * * *

(d) By adding immediately after Article 6
the following new articles:

‘‘ARTICLE 6A

Dividends and interest derived, on or after
January 1, 1952, from sources within one of
the contracting States by a resident or cor-
poration or other entity of the other State,
not having a permanent establishment in the
former State shall be subject to tax by such
former State at a rate not in excess of 15 per-
cent of the gross amount of such dividends or
interest. Such reduced rate of tax shall not
apply to dividends or interest paid prior to
the calendar year in which are exchanged the
instruments of ratification of the present
Convention if, for the taxable year in which
such dividends or interest is received, pen-
alty for fraud with respect to the taxes
which are the subject of the present Conven-
tion has been imposed against the recipient
of such dividends or interest.’’

* * * * *

ARTICLE III

(a) The present Convention shall be rati-
fied and the instruments of ratification shall
be exchanged at Paris as soon as possible.
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(b) Its provisions shall come into force and
shall become effective as of the date of the
exchange of the instruments of ratification
subject both to the provisions of Article I (d)
and (e) and to the provisions set forth herein
below.

* * * * *

(c) If refund of any overpayment resulting
from the application of Article I(d) of the
present Convention is prevented on the date
of exchange of instruments of ratification or
within two years from such date by the oper-
ation of any law, refund of such overpayment
(without interest) shall nevertheless be made
provided that claim for refund is filed within
two years after the date of the exchange of
instruments of ratification of the present
Convention with the contracting State to
which such overpayment was made.

(d) The present Convention shall remain ef-
fective so long as the Conventions signed
July 25, 1939 and October 18, 1946, remain ef-
fective.

The convention of July 25, 1939, provides,
in part, as follows:

ARTICLE 7

* * * * *

Royalties derived from within one of the
contracting States by a resident, or by a cor-
poration or other entity of the other con-
tracting State as consideration for the right
to use copyrights, patents, secret processes
and formulae, trademarks and other analo-
gous rights shall be exempt from taxation in
the former State, provided such resident,
corporation or other entity does not have a
permanent establishment there.

ARTICLE 8

* * * * *

Private pensions and life annuities derived
from within one of the contracting States
and paid to individuals residing in the other
contracting State shall be exempt from tax-
ation in the former State.
Protocol:

* * * * *

III. As used in this Convention:
(a) The term ‘‘permanent establishment’’

includes branches, mines and oil wells, plan-
tations, factories, workshops, stores, pur-
chasing and selling and other offices, agen-
cies, warehouses, and other fixed places of
business but does not include a subsidiary
corporation.

When an enterprise of one of the con-
tracting States carries on business in the
other State through an employee or agent,

established there, who has general authority
to negotiate and conclude contracts or has a
stock of merchandise from which he regu-
larly fills orders which he receives, this en-
terprise shall be deemed to have a permanent
establishment in the latter State. But the
fact that an enterprise of one of the con-
tracting States has business dealings in the
other State through a bona fide commission
agent or broker shall not be held to mean
that such enterprise has a permanent estab-
lishment in the latter State.

Insurance enterprises shall be considered
as having a permanent establishment in one
of the States as soon as they receive pre-
miums from or insure risks in the territory
of that State.

IV. The term ‘‘life annuities’’ referred to in
Article 8 of this Convention means a stated
sum payable periodically at stated times
during life, or during a specified number of
years to the person who has paid the pre-
mium or a gross sum for such an obligation.

The convention of October 18, 1946, pro-
vides, in part, as follows:

TITLE III

Administrative Assistance

* * * * *

ARTICLE 13

(1) The competent authorities of the two
Contracting States may prescribe regula-
tions necessary to interpret and carry out
the provisions of the present Convention and
the Convention of July 25, 1939.

* * * * *

(b) Definitions—(1) In general. Any
term defined in the convention or
§§ 514.1 to 514.10 shall have the meaning
so assigned to it; any term not so de-
fined shall, unless the context other-
wise requires, have the meaning which
such term has under the internal rev-
enue laws of the United States.

(2) France. As used in §§ 514.1 to 514.10,
the term ‘‘France’’, when used in a geo-
graphical sense, means continental
France, exclusive of Algeria and the
Colonies.

§ 514.2 Dividends.

(a) General. (1) The rate of United
States tax imposed by the Internal
Revenue Code upon dividends derived
from sources within the United States
on or after January 1, 1952, by a non-
resident alien (including a nonresident
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alien individual, fiduciary, and part-
nership) who is a resident of France
when such dividend is so paid, or by a
French corporation, shall not exceed 15
percent if such alien or corporation at
no time during the taxable year in
which such dividends are so received
has no permanent establishment with-
in the United States. Article I(a) of the
convention, signed June 22, 1956. As to
what constitutes a ‘‘permanent estab-
lishment’’ see Protocol III(a), in § 514.1.

(2) Thus, if a nonresident alien indi-
vidual who is a resident of France per-
forms personal services within the
United States during the taxable year
but has at no time during such year a
permanent establishment within the
United States, he is entitled to the re-
duced rate of tax with respect to divi-
dends derived from United States
sources, as provided in Article I(d) of
the convention even though under the
provisions of section 871(c) of the Inter-
nal Revenue Code of 1954 he has en-
gaged in trade or business within the
United States during such year by rea-
son of his having rendered personal
services therein.

(b) Effect of address in France on with-
holding in the case of dividends. For the
purpose of withholding of United
States tax in the case of dividends,
every nonresident alien (including a
nonresident alien individual, fiduciary,
and partnership) whose address is in
France shall be deemed by United
States withholding agents to be a non-
resident alien who is a resident of
France not having a permanent estab-
lishment in the United States; and
every foreign corporation whose ad-
dress is in France shall be deemed by
such withholding agents to be a French
corporation not having a permanent es-
tablishment in the United States.

(c) Rate of withholding. (1) With-
holding at source in the case of divi-
dends derived from sources within the
United States and paid on or after Jan-
uary 1, 1957, to nonresident aliens (in-
cluding a nonresident alien individual,
fiduciary, and partnership) and to for-
eign corporations, whose addresses are
in France, shall be at the rate of 15 per-
cent in every case except that in
which, prior to the date of payment of
such dividends, the Commissioner of
Internal Revenue has notified the with-

holding agent that the reduced rate of
withholding shall not apply.

(2) The preceding provisions respect-
ing the application of the reduced with-
holding rate in the case of dividends
paid to nonresident aliens and foreign
corporations with addresses in France
are based upon the assumption that the
payee of the dividend is the actual
owner of the capital stock from which
the dividend is derived and con-
sequently is the person liable to the
United States upon such dividend. As
to action by the recipient who is not
the owner of the dividend, see § 514.3.

(3) The rate at which the United
States tax has been withheld from any
dividend paid at any time after the ex-
piration of the thirtieth day after the
date on which §§ 514.1 to 514.10 are pub-
lished in the FEDERAL REGISTER to any
person whose address is in France at
the time the dividend is paid shall be
shown either in writing or by appro-
priate stamp on the check, draft, or
other evidence of payment or on an ac-
companying statement.

§ 514.3 Dividends received by ad-
dressee not actual owner.

(a) Additional tax to be withheld—(1)
Nominee or representative. The recipient
in France of any dividend, paid on or
after January 1, 1957, from which
United States tax at the reduced rate
of 15 percent has been withheld at
source pursuant to § 514.2(c)(1), who is a
nominee or representative through
whom the dividend is received by a per-
son other than one described in
§ 514.2(a) as being entitled to the re-
duced rate, shall withhold an addi-
tional amount of United States tax
equivalent to the United States tax
which would have been withheld if the
convention had not been in effect (30
percent as of the date of approval of
§§ 514.1 to 514.10) minus the 15 percent
which has been withheld at the source.

(2) Fiduciary or partnership. A fidu-
ciary or a partnership with an address
in France which receives, otherwise
than as a nominee or representative, a
dividend from which United States tax
at the reduced rate of 15 percent has
been withheld at source pursuant to
§ 514.2 shall withhold an additional
amount of United States tax from the
portion of the dividend included in the
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gross income from sources within the
United States of any beneficiary or
partner, as the case may be, who is not
entitled to the reduced rate of tax in
accordance with § 514.2(c). The amount
of the additional tax is to be calculated
in the same manner as under subpara-
graph (1) of this paragraph.

(3) Released amounts of tax. If any
amount of United States tax is released
pursuant to § 514.8(a)(1) by the with-
holding agent in the United States
with respect to a dividend paid to a
nominee, representative, fiduciary, or
partnership with an address in France,
the latter shall withhold from such re-
leased amount any additional amount
of United States tax, otherwise re-
quired to be withheld from the dividend
by the provisions of subparagraphs (1)
and (2) of this paragraph, in the same
manner as if at the time of payment of
the dividends United States tax at the
rate of only 15 percent had been with-
held at source therefrom.

(b) Returns filed by French withholding
agents. The amounts withheld pursuant
to paragraph (a) of this section by any
withholding agent in France shall be
deposited, without converting the
amounts into United States dollars,
with the Directeur General des Impots
of France on or before the 15th day
after the close of the quarter of the cal-
endar year in which the withholding in
France occurs. The withholding agent
making the deposit shall render there-
with such appropriate French form as
may be prescribed by the Directeur
General des Impots. The amounts so
deposited should be remitted by the
Directeur General des Impots by draft
in the United States dollars to the Di-
rector, International Operations Divi-
sion, Internal Revenue Service, Wash-
ington 25, D. C., U. S. A., on or before
the end of the calendar month in which
the deposit is made, and should be ac-
companied by such French form as may
be required to be rendered by the with-
holding agent in France in connection
with the deposit.

§ 514.4 Interest.
(a) General. The rate of United States

tax imposed by the Internal Revenue
Code upon interest on bonds, securi-
ties, notes, debentures, or on any other
form of indebtedness, including inter-

est on obligations of the United States,
obligations of instrumentalities of the
United States, and mortgages and
bonds secured by real property, which
is derived from sources within the
United States in taxable years begin-
ning on or after January 1, 1952, by a
nonresident alien (including a non-
resident alien individual, fiduciary,
and partnership) who is a resident of
France, or by a French corporation or
other entity, shall not exceed 15 per-
cent under the provisions of Article
I(d) of the convention if such alien, cor-
poration, or other French entity at no
time during the taxable year in which
such interest is received has a perma-
nent establishment in the United
States. As to what constitutes a per-
manent establishment see Article III(a)
of the convention.

(b) Application of reduced rate at
source. (1) To secure withholding of
United States tax at the rate of 15 per-
cent at source in the case of coupon
bond interest, the nonresident alien
who is a resident of France, or the
French corporation or other entity,
shall, for each issue of bonds, file Form
1001–F in duplicate when presenting the
interest coupons for payment. This
form shall be signed by the owner of
the interest, or by his trustee or agent,
and shall show the name and address of
the obligor, the name and address of
the owner of the interest, and the
amount of the interest. It shall contain
a statement that the owner (i) is a resi-
dent of France, or is a French corpora-
tion or other entity, and (ii) has no
permanent establishment in the United
States.

(2) The reduction in the rate of
United States tax contemplated by Ar-
ticle 6A of the convention, insofar as it
concerns coupon bond interest, is appli-
cable only to the owner of the interest.
The person presenting the coupon or on
whose behalf it is presented shall, for
the purpose of the reduction in tax, be
deemed to be the owner of the interest
only if he is, at the time the coupon is
presented for payment, the owner of
the bond from which the coupon has
been detached. If the person presenting
the coupon, or on whose behalf it is
presented, is not the owner of the bond,
Form 1001, and not Form 1001–F, shall
be executed.
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(3) The original and duplicate of
Form 1001–F shall be forwarded by the
withholding agent to the Director,
International Operations Division, In-
ternal Revenue Service, Washington 25,
D. C., with the annual return on Form
1042. Form 1001–F shall be listed on
Form 1042.

(4) To secure the reduced rate of
United States tax at source in the case
of interest other than coupon bond in-
terest, the nonresident alien individual
who is a resident of France, or the
French corporation or other entity,
shall file Form 1001A–F in duplicate
with the withholding agent in the
United States. This form shall be
signed by the owner of the interest, or
by his trustee or agent, and shall show
the name and address of the obligor
and the name and address of the owner
of the interest. It shall contain a state-
ment that the owner (i) is a resident of
France, or is a French corporation or
other entity, and (ii) has no permanent
establishment in the United States.

(5) Form 1001A–F shall be filed with
the withholding agent for each succes-
sive three-calendar-year period during
which such interest is paid. For this
purpose, the first such period shall
commence with the beginning of the
calendar year in which such income is
first paid on or after January 1, 1957.
Each such form filed with any with-
holding agent shall be filed not later
than 20 days preceding the date of the
first payment within each successive
period, or, if that is not possible be-
cause of special circumstances, as soon
as possible after such first payment.
Once such a form has been filed in re-
spect of any three-calendar-year pe-
riod, no additional Form 1001A–F need
be filed in respect thereto unless the
Commissioner of Internal Revenue no-
tifies the withholding agent that an-
other such form shall be filed by the
taxpayer. If, after filing such form, the
taxpayer ceases to be eligible for the
reduced rate of United States tax
granted by Article 6A of the conven-
tion in respect to such interest, he
shall promptly notify the withholding
agent by letter in duplicate. When any
change occurs in the ownership of the
interest as recorded on the books of the
payer, the reduction in rate of with-
holding of United States tax shall no

longer apply unless the new owner of
record is entitled to and does properly
file a Form 1001A–F with the with-
holding agent.

(6) The duplicate of each Form 1001A–
F shall be immediately forwarded by
the withholding agent to the Director,
International Operations Division, In-
ternal Revenue Service, Washington 25,
D. C.

§ 514.5 Patent and copyright royalties
and film rentals.

(a) Exemption from tax. Royalties for
the right to use copyrights, patents,
designs, secret processes and formulae,
trademarks, and other analogous prop-
erty, and royalties and rentals in re-
spect of motion picture films or for the
use of industrial, commercial, or sci-
entific equipment, which are derived
from sources within the United States
on or after January 1, 1945, by a non-
resident alien individual who is a resi-
dent of France, or by a French corpora-
tion, are exempt from United States
tax under the provisions of Article 7 of
the convention signed July 25, 1939, as
modified by Article 7(b) of the conven-
tion signed October 18, 1946, if such
alien or corporation at no time during
the taxable year in which such income
is derived has engaged in trade or busi-
ness within the United States through
a permanent establishment situated
therein.

(b) Exemption from withholding of
United States tax. To avoid withholding
of United States tax at source in the
case of items of income to which this
section applies, the nonresident alien
who is a resident of France, or the
French corporation, shall file Form
1001A–F, in duplicate, with the with-
holding agent in the United States.

(c) Manner of filing. The provisions of
§ 514.4 relating to the execution, filing,
effective period, and disposition of
Form 1001A–F, are equally applicable
with respect to the income falling
within the scope of this section.

(d) Revocation of 26 CFR (1939) 7.418
(Treasury Decision 5499). Effective Janu-
ary 1, 1957, the provisions of 26 CFR
7.418 (Rev. 1953, Parts 1–79, and Supps.)
(Treasury Decision 5499, 11 F.R. 2158),
approved February 27, 1946, are hereby
made inapplicable, and the provisions
of this section are hereby substituted
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therefor with respect to payments of
royalties and film rentals made on or
after January 1, 1957.

§ 514.6 Private pensions and life annu-
ities.

(a) Exemption from tax. Private pen-
sions and life annuities as defined in
paragraph (d) of this section, derived
from sources within the United States
on or after January 1, 1945, and paid to
a nonresident alien who is a resident of
France are exempt from United States
tax under the provisions of Article 8 of
the convention of July 25, 1939.

(b) Exemption from withholding of
United States tax—Form to use. To se-
cure exemption from withholding of
United States tax at the source in the
case of private pensions and life annu-
ities, the nonresident alien who is a
resident of France shall file Form
1001A–F, in duplicate, with the with-
holding agent in the United States.

(c) Manner of filing. The provisions of
§ 514.4 relating to the execution, filing,
effective period, and disposal of Form
1001A–F are equally applicable with re-
spect to the income falling within the
scope of this section.

(d) Definition. As used in this section,
the term ‘‘pensions’’ means periodic
payments made in consideration for
services rendered or by way of com-
pensation for injuries received, and the
term ‘‘life annuities’’ means a stated
sum payable periodically at stated
times during life, or during a specified
number of years, under an obligation
to make the payments in return for
adequate and full consideration in
money or money’s worth. Neither term
includes retired pay or pensions paid
by the United States or by any State or
Territory of the United States.

§ 514.7 Beneficiaries of a domestic es-
tate or trust.

(a) Entitled to benefits of convention. If
he otherwise satisfies the requirements
of the respective articles concerned, a
nonresident alien individual who is a
resident of France and who is a bene-
ficiary of a domestic estate or trust
shall be entitled to the reduction in the
rate of, or exemption from, United
States tax granted by Articles 6A and 7
of the convention with respect to divi-
dends, interest, and patent royalties

and other like amounts to the extent
that (1) any amount paid, credited, or
required to be distributed by such es-
tate or trust to such beneficiary is
deemed to consist of such items, and (2)
such items would, without regard to
the convention, be includible in his
gross income.

(b) Withholding of United States tax. In
order to be entitled, because of the ap-
plication of paragraph (a) of this sec-
tion, to the reduction in rate of, or ex-
emption from, withholding of United
States tax the beneficiary must other-
wise satisfy the requirements of the re-
spective articles concerned, and shall,
where applicable, execute and submit
to the fiduciary of the estate or trust
in the United States the appropriate
form or forms prescribed in §§ 514.4(b)
and 514.6(b).

(c) Amounts otherwise includible in
gross income of beneficiary. For the de-
termination of amounts which, without
regard to the convention, are includ-
ible in the gross income of the bene-
ficiary, see subchapter J of chapter 1 of
the Internal Revenue Code of 1954, and
the regulations thereunder.

§ 514.8 Release of excess tax withheld
at source.

(a) Amounts to be released—(1) Divi-
dends derived from domestic corporation.
If United States tax has been withheld
at the statutory rate on or after Janu-
ary 1, 1957, from dividends described in
§ 514.2(a) and derived from a domestic
corporation by a nonresident alien (in-
cluding a nonresident alien individual,
fiduciary, and partnership) or by a for-
eign corporation, whose address at the
time of payment was in France, the
withholding agent shall release and
pay over to the person from whom the
tax was withheld an amount which is
equal to the difference between the tax
so withheld and the tax required to be
withheld pursuant to § 514.2(c).

(2) Coupon bond interest—(i) Substitute
form. In the case of every taxpayer who
furnishes to the withholding agent
Form 1001–F clearly marked ‘‘Sub-
stitute’’ and executed in accordance
with § 514.4(b)(1), where United States
tax has been withheld at the statutory
rate on or after January 1, 1957, from
coupon bond interest, the withholding
agent shall release and pay over to the
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person from whom the tax was with-
held an amount which is equal to the
difference between the tax so withheld
and the tax required to be withheld
pursuant to § 514.4(b)(1) if the taxpayer
also attaches to such form a letter in
duplicate, signed by the owner, trustee,
or agent and containing the following:

(a) The name and address of the obli-
gor;

(b) The name and address of the
owner from which the excess tax was
withheld;

(c) A statement that, at the time
when the interest was derived from
which the excess tax was withheld, the
owner was neither a citizen nor a resi-
dent of the United States but was a
resident of France, or, in the case of a
corporation, the owner was a French
corporation; and

(d) A statement that the owner at no
time during the taxable year in which
the interest was derived was engaged in
trade or business within the United
States through a permanent establish-
ment situated therein.
One such substitute form shall be filed,
in duplicate, with respect to each issue
of bonds and will serve with respect to
that issue to replace all Forms 1001
previously filed by the taxpayer in the
calendar year in which the excess tax
was withheld and with respect to which
such excess is released. If the person
presenting the coupon, or on whose be-
half it is presented, is not the owner of
the bond, Form 1001, and not Form
1001–F, shall be executed.

(ii) Disposition of form. The original
and duplicate of substitute Form 1001–
F (and letter) shall be forwarded by the
withholding agent to the Director,
International Operations Division, In-
ternal Revenue Service, Washington,
D.C., with the annual return on Form
1042. Substitute Form 1001–F need not
be listed on Form 1042.

(3) Noncoupon interest, royalties, pri-
vate pensions, and life annuities. (i) If a
taxpayer furnishes to the withholding
agent a Form 1001A–F, properly exe-
cuted as prescribed by § 514.4(b)(4), and
United States tax has been withheld at
the statutory rate on or after January
1, 1957, from noncoupon interest pay-
ments in respect of which the form is
filed, the withholding agent should re-
lease and pay over to the person from

whom the tax was withheld an amount
which is equal to the difference be-
tween the tax so withheld and the tax
required to be withheld pursuant to
§ 514.4(b)(4).

(ii) If a taxpayer furnishes to the
withholding agent a Form 1001A–F,
properly executed as prescribed by
§ 514.4(b)(4), and United States tax has
been withheld at the statutory rate on
or after January 1, 1957, from royalties,
private pensions, and life annuities in
respect of which the form is filed, the
withholding agent shall release and
pay over to the person from whom the
tax was withheld an amount which is
equal to the total tax so withheld.

(b) Amounts not to be released. The
provisions of this section do not apply
to excess tax withheld at source which
has been paid by the withholding agent
to the internal revenue officer entitled
to receive payment of the tax withheld
under chapter 3 of the Internal Rev-
enue Code of 1954.

(c) Statutory rate. As used in this sec-
tion, the term ‘‘statutory rate’’ means
the rate prescribed by chapter 3 of the
Internal Revenue Code of 1954 and the
regulations thereunder, as though the
convention had not come into effect.

§ 514.9 Refund of excess tax withheld.
(a) Years 1952, 1953, 1954, 1955, 1956.

Where the tax withheld at the source
upon dividends and interest paid in any
one or more of the calendar years 1952,
1953, 1954, 1955, and 1956 is in excess of
the tax due from the taxpayer under
the convention, supplemented as set
forth above, it will be necessary for the
taxpayer to file an income tax return
(Form 1040NB France for individuals
and Form 1120NB France for corpora-
tions) with respect to such taxable
year or years. The return shall cover
all years for which a refund is claimed.
The return must be filed on or before
June 13, 1959. One return shall cover all
years for which a refund is claimed.
The taxpayer’s total fixed or deter-
minable, annual or periodical income
(other than royalties) from sources
within the United States should be re-
ported on the return, and the income
for each taxable year should be shown
separately. There shall also be shown
on such returns the amounts, if any,
received in any of such years of capital
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gains (other than gains from the sale
or exchange of stocks, securities or
commodities) from sources within the
United States. For this purpose, begin-
ning with the calendar year 1954, cer-
tain distributions from employees’
trusts, and amounts received incident
to disposal of timber or coal or patent
rights shall be included in such capital
gains. See section 871(a)(1) of the Inter-
nal Revenue Code of 1954 for provisions
pertaining to individual taxpayers and
section 881(a) for provisions pertinent
to corporate taxpayers. There shall be
included with the return the following
statements:

(1) That the taxpayer was a non-
resident alien (including a nonresident
alien individual, fiduciary, or partner-
ship) resident in France or was a
French corporation, during the year or
years for which the return is filed;

(2) That the taxpayer had no perma-
nent establishment in the United
States during the respective years in
which the income was received;

(3) That no penalty for fraud has been
imposed by the United States against
the taxpayer claimant with respect to
income tax for the year or years for
which the return is filed.
In addition to the above statements,
all information requested on the return
must be furnished. Any tax paid in ex-
cess of that due from the owner of the
income will be refunded by the United
States Government as required by law.
For the purpose of refund of excess tax
withheld resulting from the tax con-
vention, a properly executed return on
Form 1040NB France or Form 1120NB
France shall constitute a claim for re-
fund or credit for the amount of the
overpayment disclosed by such return.

(b) Date of payment of tax. The United
States tax withheld from dividends and
interest derived from sources within
the United States by nonresident
aliens, or by a foreign corporation not
engaged in trade or business in the
United States, is deemed to have been
paid on March 15 of the calendar year
immediately succeeding that in which
such income has been so derived. Sec-
tion 1461, Internal Revenue Code of
1954. Hence, the United States tax
withheld from dividends and interest
derived by such aliens resident in
France and such French corporations

for the years 1952, 1953, 1954, 1955, and
1956 is deemed to have been paid, re-
spectively, on March 15, 1953, March 15,
1954, March 15, 1955, March 15, 1956, and
March 15, 1957.

§ 514.10 Effective date.
The provisions of §§ 514.1 through

517.9 shall be effective with respect to
taxable years beginning after Decem-
ber 31, 1956, and before January 1, 1967,
or with respect to dividends, interest,
and royalties paid before August 11,
1968.

[T.D. 6986, 34 FR 136, Jan. 4, 1969]

TAXABLE YEARS BEGINNING AFTER DE-
CEMBER 31, 1966, OR DIVIDENDS, INTER-
EST, AND ROYALTIES PAID ON OR
AFTER AUGUST 11, 1968

SOURCE: Treasury Decision 6986, 34 FR 136,
Jan. 4, 1969, unless otherwise noted.

§ 514.20 Introductory.
(a) Applicable provisions of convention.

The income tax convention between
the United States and France, signed
on July 28, 1967 (the instruments of
ratification of which were exchanged
on July 11, 1968), provides in part as fol-
lows, effective for taxable years begin-
ning after December 31, 1966, or with
respect to the rate of withholding tax,
for dividends, interest, and royalties
paid on or after August 11, 1968:

ARTICLE 1—TAXES COVERED

(1) The taxes which are the subject of the
present Convention are:

(a) In the case of the United States, the
Federal income tax, including surtax, im-
posed by the Internal Revenue Code and

(b) In the case of France:
(i) The income tax on the income of phys-

ical persons, the complementary tax, the
corporation tax, including any withholding
tax, prepayment (precompte) or advance
payment with respect to the aforesaid taxes,
and

(ii) The tax on Stock Exchange trans-
actions.

(2) The Convention shall also apply to any
documentary taxes on sales or transfers of
shares or certificates of stock or bonds which
are subsequently imposed.

(3) The Convention shall also apply to any
identical or substantially similar taxes
which are subsequently imposed in addition
to, or in place of, the existing taxes.

(4) For the purpose of Article 24 (Non-
discrimination), this Convention shall also
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apply to taxes of every kind and to those im-
posed at the national, State, and local level.

ARTICLE 2—GENERAL DEFINITIONS

(1) In this Convention, unless the context
otherwise requires:

(a) The term ‘‘United States of America’’
means the United States of America and
when used in the geographical sense means
the States thereof and the District of Colum-
bia. The term ‘‘France’’ when used in a geo-
graphical sense means Metropolitan France
and the Overseas departments (Guadeloupe,
Guyane, Martinique, and Reunion).

(b) The terms ‘‘a Contracting State’’ and
‘‘the other Contracting State’’ means the
United States or France, as the context re-
quires.

(c) The term ‘‘person’’ comprises an indi-
vidual or a corporation, or any other body of
individuals or persons.

(d)(i) The term ‘‘United States corpora-
tion’’ or ‘‘corporation of the United States’’
means a corporation, or any entity treated
as a corporation for U.S. tax purposes, which
is created or organized under the laws of the
United States or any State thereof or the
District of Columbia; and

(ii) The term ‘‘French corporation’’ or
‘‘corporation of France’’ means any body
corporate or any entity which is treated as a
body corporate under French tax law, which
is resident within France for French tax pur-
poses.

(e) The term ‘‘competent authority’’
means:

(i) In the case of the United States, the
Secretary of the Treasury or his delegate,
and

(ii) In the case of France, the Minister of
Economy and Finance or his delegate.

(2) As regards the application of the Con-
vention by a Contracting State any term not
otherwise defined shall, unless the context
otherwise requires, have the meaning which
it has under the laws of that Contracting
State relating to the taxes which are the
subject of the Convention.

ARTICLE 3—FISCAL DOMICILE

(1) The term ‘‘resident of France’’ means:
(a) A French corporation, and
(b) Any person (other than a body cor-

porate or any entity which under French law
is treated as a body corporate) who is resi-
dent in France for purposes of its tax.

(2) The term ‘‘resident of the United
States’’ means:

(a) A U.S. corporation, and
(b) Any person (other than a corporation or

an entity treated under U.S. law as a cor-
poration) who is resident in the United
States for purposes of its tax, but in the case
of a person acting as a partner or fiduciary
only to the extent that the income derived

by such person in that capacity is taxed as
the income of a resident.

(3) An individual who is a resident in both
Contracting States shall be deemed a resi-
dent of that Contracting State in which he
maintains his permanent home. If he has a
permanent home in both Contracting States
or in neither of the Contracting States, he
shall be deemed a resident of that Con-
tracting State with which his personal and
economic relations are closest (center of
vital interests). If the Contracting State in
which he has his center of vital interests
cannot be determined, he shall be deemed a
resident of that Contracting State in which
he has an habitual abode. If he has an habit-
ual abode in both Contracting States or in
neither of the Contracting States, the com-
petent authorities of the Contracting States
shall settle the question by mutual agree-
ment. For purposes of this Article, a perma-
nent home is the place in which an indi-
vidual dwells with his family. An individual
who is deemed to be a resident of one Con-
tracting State and not a resident of the
other Contracting State by reason of the
provisions of this paragraph shall be deemd a
resident only of the former State for all pur-
poses of this Convention (including Article
22).

ARTICLE 4—PERMANENT ESTABLISHMENT

(1) For the purposes of this Convention, the
term ‘‘permanent establishment’’ means a
fixed place of business through which a resi-
dent of one of the Contracting States en-
gaged in industrial or commercial activity.

(2) The term ‘‘permanent establishment’’
shall include especially:

(a) A seat of management,
(b) A branch;
(c) An office;
(d) A factory;
(e) A workshop;
(f) A warehouse;
(g) A mine, quarry, or other place of ex-

traction of natural resources;
(h) A building site or construction or as-

sembly project which exists for more than 12
months.

(3) Notwithstanding paragraph (1) of this
Article, a permanent establishment shall not
include a fixed place of business used only
for one or more of the following activities:

(a) The use of facilities for the purpose of
storage, display, or delivery of goods or mer-
chandise belonging to the resident;

(b) The maintenance of a stock of goods or
merchandise belonging to the resident for
the purpose of storage, display, or delivery;

(c) The maintenance of a stock of goods or
merchandise belonging to the resident for
the purpose of processing by another person;

(d) The maintenance of a fixed place of
business for the purpose of purchasing goods
or merchandise, or for collecting informa-
tion, for the resident;
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(e) The maintenance of a fixed place of
business for the purpose of advertising, for
the supply of information, for scientific re-
search, or for similar activities which have a
preparatory or auxiliary character, for the
resident.

(4) A person acting in a Contracting State
on behalf of a resident of the other Con-
tracting State—other than an agent of an
independent status to whom paragraph (5)
applies—shall be deemed to be a permanent
establishment in the first-mentioned State if
such person:

(a) Has, and habitually exercises in that
State, an authority to conclude contracts in
the name of that resident, unless the exer-
cise of such authority is limited to the pur-
chase of goods or merchandise for that resi-
dent, or

(b) Maintains substantial equipment or
machinery within the first-mentioned State
for a period of 12 months or more.

(5) A resident of a Contracting State shall
not be deemed to have a permanent estab-
lishment in the other Contracting State
merely because such resident carries on busi-
ness in that other State through a broker,
general commission agent, or any other
agent of an independent status, where such
persons are acting in the ordinary course of
their business.

(6) The fact that a resident of one of the
Contracting States is a related person, as de-
fined in Article 8 of this Convention, with re-
spect to a resident of the other Contracting
State or with respect to a person which en-
gages in industrial or commercial activity in
that other Contracting State (whether
through a permanent establishment or oth-
erwise) shall not be taken into account in de-
termining whether that resident of the first
Contracting State has a permanent estab-
lishment in the other Contracting State.

(7) An insurance company of one of the
Contracting States shall be considered as
having a permanent establishment in the
other Contracting State if, through a rep-
resentative other than one described in para-
graph (5), such company receives premiums
from or insures risks in the territory of that
other Contracting State.

* * * * *

ARTICLE 6—BUSINESS PROFITS

(1) Industrial or commercial profits of a
resident of one of the Contracting States
shall be taxable only in that State unless
such resident is engaged in industrial or
commercial activity in the other Con-
tracting State through a permanent estab-
lishment situated therein. If such resident is
so engaged, tax may be imposed by such
other State on the industrial or commercial
profits of such resident but only on so much

of them as are attributable to the permanent
establishment.

(2) Where a resident of a Contracting State
carries on business in the other Contracting
State through a permanent establishment
situated therein, there shall in each Con-
tracting State be attributed to that perma-
nent establishment the industrial or com-
mercial profits which would be attributable
to such permanent establishment if such per-
manent establishment were an independent
entity engaged in the same or similar activi-
ties under the same or similar conditions
and dealing at arm’s length with the resident
of which it is a permanent establishment.

(3) In the determination of the profits of a
permanent establishment, there shall be al-
lowed as deductions expenses which are rea-
sonably connected with such profits includ-
ing executive and general administrative ex-
penses, whether incurred in the State in
which the permanent establishment is situ-
ated or elsewhere.

(4) No profits shall be attributed to a per-
manent establishment merely by reason of
the purchase of goods or merchandise by
that permanent establishment, or by the
resident of which it is a permanent establish-
ment, for the account of that resident.

(5) The term ‘‘industrial or commercial
profits of a resident’’ includes income de-
rived from manufacturing, mercantile, agri-
cultural, fishing, or mining activities, from
the operation of ships or aircraft, from the
furnishing of personal services, from the
rental of tangible personal property, and
from insurance activities and rents or royal-
ties derived from motion picture films, films
or tapes of radio or television broadcasting.
It also includes income derived from real
property and natural resources and divi-
dends, interest, royalties (as defined in para-
graphs (3) and (4) of Article 11), and capital
gains but only if the right or property giving
rise to such income, dividends, interest, roy-
alties, or capital gains is effectively con-
nected with a permanent establishment
which the recipient, being a resident of one
Contracting State, has in the other Con-
tracting State. It does not include income
received by an individual as compensation
for personal services either as an employee
or in an independent capacity.

* * * * *

ARTICLE 9—DIVIDENDS

(1) Dividends derived from sources within a
Contracting State by a resident of the other
Contracting State may be taxed in that
other State.

(2) Dividends derived from sources within a
Contracting State by a resident of the other
Contracting State may also be taxed by the
former Contracting State but the tax im-
posed on such dividends shall not exceed—
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(a) 15 percent of the amount actually dis-
tributed; or

(b) When the recipient is a corporation, 5
percent of the amount actually distributed
if—

(i) During the part of the paying corpora-
tion’s taxable year which precedes the date
of payment of the dividend and during the
whole of its prior taxable year (if any), at
least 10 percent of the outstanding shares of
the voting stock of the paying corporation
was owned by the recipient corporation, and

(ii) Not more than 25 percent of the gross
income of the paying corporation for such
prior taxable year (if any) consisted of inter-
est and dividends (other than interest de-
rived in the conduct of a banking, insurance,
or financing business and dividends or inter-
est received from subsidiary corporations, 50
percent or more of the outstanding shares of
the voting stock of which was owned by the
paying corporation at the time such divi-
dends or interest were received).

(3) Paragraph (2) of this Article and, in the
case of dividends derived by a resident of
France, paragraph (1) of this Article, shall
not apply if the recipient of the dividends
has a permanent establishment in the other
Contracting State and the shares with re-
spect to which the dividends are paid are ef-
fectively connected with the permanent es-
tablishment. In such a case, the provisions of
Article 6 shall apply.

(4)(a) Except as provided in subparagraph
(b), dividends paid by a corporation of one of
the Contracting States shall be treated as in-
come from sources within that Contracting
State, and dividends paid by any other cor-
poration shall be treated as income from
sources outside that Contracting State.

(b) Dividends paid by a corporation other
than a U.S. corporation shall be treated as
dividends from sources within the United
States if such corporation had a permanent
establishment in the United States and more
than 80 percent of its gross income was tax-
able to such permanent establishment for a
3–year period ending with the close of its
taxable year preceding the declaration of
such dividends (or for such portion of that
period as the corporation has been in exist-
ence).

(5) When the prepayment (precompte) is
levied on dividends paid by a French corpora-
tion to a resident of the United States, such
resident shall be entitled to the refund of
that prepayment, subject to deduction of the
withholding tax with respect to the refunded
amount in accordance with paragraph (2) of
this Article.

ARTICLE 10—INTEREST

(1) Interest derived from sources within
one Contracting State by a resident of the
other Contracting State may be taxed in
that other State.

(2) Interest on bonds, notes, debentures, or
any other form of indebtedness from sources
within the United States and paid to a resi-
dent of France may also be taxed by the
United States at a rate not in excess of 10
percent of the amount paid.

(3) Interest on bonds, notes, debentures, or
any other form of indebtedness from sources
within France and paid to a resident of the
United States may also be taxed by France
at a rate not in excess of 10 percent of the
amount paid except that interest on bonds
issued before January 1, 1965, may be taxed
at a rate not in excess of 12 percent of the
amount paid.

(4) Paragraphs (2) and (3) of this Article
and, in the case of interest derived by a resi-
dent of France, paragraph (1) of this Article,
shall not apply if the recipient of the inter-
est, being a resident of one of the Con-
tracting States, has a permanent establish-
ment in the other Contracting State and the
indebtedness giving rise to the interest is ef-
fectively connected to such permanent es-
tablishment. In such a case, the provisions of
Article 6 shall apply.

(5) The term ‘‘interest’’ as used in this ar-
ticle means income from Government securi-
ties, bonds, or debentures, whether or not se-
cured by mortgage and whether or not car-
rying a right to participate in profits, and
debt-claims of every kind as well as all other
income assimilated to income from money
lent by the taxation law of the State in
which the income has its source.

(6) Interest shall be deemed to be from
sources within a Contracting State when the
payer is that State itself, a political subdivi-
sion, a local authority, or a resident of that
State. Where, however, the person paying
the interest, whether he is a resident of a
Contracting State or not, has in a Con-
tracting State a permanent establishment in
connection with which the indebtedness on
which the interest is paid was incurred, and
such interest is borne by such permanent es-
tablishment, then such interest shall be
deemed to be from sources within the Con-
tracting State in which the permanent es-
tablishment is situated.

(7) Where, owing to a special relationship
between the payer and the recipient or be-
tween both of them and some other person,
the amount of the interest paid, having re-
gard to the debt claim for which it is paid,
exceeds the amount which would have been
agreed upon by the payer and the recipient
in the absence of such relationship, the pro-
visions of this Article shall apply only to the
last-mentioned amount. In that case, the ex-
cess part of the payments shall remain tax-
able according to the laws of each Con-
tracting State, due regard being had to the
other provisions of this Convention.

(8) Interest received by one of the Con-
tracting States, or by an instrumentality of
that State not subject to income tax by such
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State, shall be exempt in the State in which
such interest has its source.

ARTICLE 11—ROYALTIES

(1) Royalties derived from sources within
one Contracting State by a resident of the
other Contracting State may be taxed in
that other State.

(2) Except as provided in paragraph (3),
royalties derived from sources within a Con-
tracting State by a resident of the other
Contracting State may also be taxed by the
former Contracting State but the tax im-
posed on such royalties shall not exceed 5
percent of the gross amount paid.

(3) Royalties derived from copyrights of
literary, artistic, or scientific works (includ-
ing gain from the sale or exchange of prop-
erty giving rise to such royalties) by a resi-
dent of one Contracting State shall be tax-
able only in that Contracting State.

(4) The term ‘‘royalties’’ as used in para-
graph (1) of this Article means—

(a) Any royalties, rentals, or other
amounts paid as consideration for the use of,
or the right to use, patents, designs or mod-
els, plans, secret processes or formulae,
trademarks, or other like property or rights,
or for knowledge, experience, or skill (know-
how), and

(b) Gains derived from the sale or exchange
of any such right or property, if payment of
the amounts realized on such sale or ex-
change is contingent, in whole or in part, on
the productivity, use or disposition of such
right or property. If the amounts derived
from the sale or exchange of any such right
or property are not so contingent, the provi-
sions of Article 12 shall apply.

(5) Paragraphs (2) and (3) of this Article,
and, in the case of royalties derived by a
resident of France, paragraph (1) of this Arti-
cle, shall not apply if the recipient of the
royalty, being a resident of one of the Con-
tracting States, has in the other Contracting
State a permanent establishment and the
right or property giving rise to the royalties
is effectively connected with such permanent
establishment. In such a case, the provisions
of Article 6 shall apply.

(6) Royalties paid for the use of, or the
right to use, property described in paragraph
(4) in a State shall be treated as income from
sources within that State.

(7) Where, owing to a special relationship
between the payer and the recipient, or be-
tween both of them and some other person,
the amount of the royalties paid exceeds the
amount which would have been agreed upon
by the payer and the recipient in the absence
of such relationship, the provisions of this
Article shall only apply to the last-men-
tioned amount. In that case, the excess part
of the payments shall remain taxable accord-
ing to the laws of each Contracting State,

due regard being had to the other provisions
of this Convention.

* * * * *

ARTICLE 13—BRANCH PROFITS

(1)(a) Dividends paid by a French corpora-
tion to a person other than a citizen, resi-
dent, or corporation of the United States
shall be exempt from tax by the United
States unless such French corporation had a
permanent establishment in the United
States and more than 80 percent of its gross
income was taxable to such permanent es-
tablishment for a 3-year period ending with
the close of its taxable year preceding the
declaration of such dividends (or for such
portion of that period as the corporation has
been in existence).

* * * * *

ARTICLE 16—GOVERNMENTAL FUNCTIONS

(1) Remuneration, including pensions, paid
by, or out of funds created by, a Contracting
State or a political subdivision or a local au-
thority thereof to any individual who is a
national of that State in respect of services
rendered to that State or a subdivision or
local authority thereof in the discharge of
functions of a governmental nature shall be
taxable only in that Contracting State.

(2) The provisions of Articles 15, 19, and 20
shall apply to remuneration or pensions in
respect of services rendered in connection
with any industrial or commercial activity
carried on by one of the Contracting States
or a political subdivision or a local authority
thereof.

(3) In the case of an individual who is a na-
tional of both Contracting States, the provi-
sions of Article 22, paragraph (4), shall apply
to remuneration described in paragraph (1)
but such remuneration shall be treated as in-
come from sources within the Contracting
State from which such individual receives
such remuneration.

* * * * *

ARTICLE 19—PRIVATE PENSIONS AND
ANNUITIES

(1) Except as provided in Article 16, pen-
sions and other similar remuneration paid to
a resident of a Contracting State in consider-
ation of past employment shall be taxable
only in that Contracting State.

(2) Alimony and annuities paid to a resi-
dent of a Contracting State shall be taxable
only in that Contracting State.

(3) The term ‘‘annuities,’’ as used in this
Article, means a stated sum paid periodi-
cally at stated times during life, or during a
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specified number of years, under an obliga-
tion to make the payments in return for ade-
quate and full consideration (other than
services rendered).

(4) The term ‘‘pensions,’’ as used in this Ar-
ticle, means periodic payments made after
retirement in consideration for, or by way of
compensation for injuries received in con-
nection with, past employment.

* * * * *

ARTICLE 27—ASSISTANCE IN COLLECTION

(1) The two Contracting States undertake
to lend assistance and support to each other
in the collection of the taxes to which the
present Convention relates, together with in-
terest, costs, and additions to the taxes and
fines not being of a penal character accord-
ing to the laws of the State requested, in the
cases where the taxes are definitively due ac-
cording to the laws of the State making the
application.

(2) In the case of an application for en-
forcement of taxes, revenue claims of each of
the Contracting States which have been fi-
nally determined will be accepted for en-
forcement by the State to which application
is made and collected in that State in ac-
cordance with the laws applicable to the en-
forcement and collection of its own taxes.

(3) The application will be accompanied by
such documents as are required by the laws
of the State making the application to estab-
lish that the taxes have been finally deter-
mined.

(4) If the revenue claim has not been fi-
nally determined, the State to which appli-
cation is made will take such measures of
conservancy (including measures with re-
spect to transfer of property of nonresident
aliens) as are authorized by its laws for the
enforcement of its own taxes.

(5) The assistance provided for in this Arti-
cle shall not be accorded with respect to citi-
zens, corporations, or other entities of the
State to which application is made.

* * * * *

ARTICLE 31—ENTRY INTO FORCE

(1) This Convention shall be ratified and
instruments of ratification shall be ex-
changed at Washington. It shall enter into
force 1 month after the date of exchange of
the instruments of ratification. Its provi-
sions shall for the first time have effect:

(a) In the case of France:
(i) As respects withholding taxes, to any

proceeds payable and transactions completed
on or after the date on which this Conven-
tion enters into force;

(ii) As respects other income taxes, to
taxes which are levied for the assessment
year 1967; and

(iii) As respects the tax on stock exchange
transactions, the date on which this Conven-
tion enters into force.

(b) In the case of the United States:
(i) As respects the rate of withholding tax,

to amounts received on or after the date on
which this Convention enters into force;

(ii) As respects other income taxes, to tax-
able years beginning on or after January 1,
1967.

(2) Upon the coming into effect of this Con-
vention, there shall terminate:

(a) The Convention of July 25, 1939, relat-
ing to income and other taxes.

(b) The Convention of October 18, 1946, the
supplementary Protocol of May 17, 1948, and
the Convention of June 22, 1956, insofar as
they concern taxes on income, on capital and
tax on stock exchange transactions.

The provisions of those Conventions and of
that Protocol will cease to have effect from
the date on which the corresponding provi-
sions of the present Convention shall for the
first time have effect according to the sub-
paragraph (1) above-mentioned.

ARTICLE 32—TERMINATION

This Convention shall remain in force until
denounced by one of the Contracting States.
Either Contracting State may denounce the
Convention, through diplomatic channels, by
giving notice of termination at least 6
months before the end of any calendar year
after the year 1969. In such event, the Con-
vention shall cease to have effect:

(1) In the case of France:
(a) As respects withholding taxes, on Janu-

ary 1 of the year following the year in which
notice is given.

(b) As respects other income taxes, for any
year of assessment beginning on or after
January 1 of the year following the year in
which notice is given; and

(c) As respects the tax on stock exchange
transactions, for any transactions occurring
on or after January 1 of the year following
the year in which notice is given.

(2) In the case of the United States:
(a) As respects withholding taxes, on Janu-

ary 1 of the year following the year in which
notice is given;

(b) As respects other income taxes, for any
taxable year beginning on or after January 1
of the year following the year in which no-
tice is given; and

(c) As respects taxes referred to in para-
graph (2) of Article 1, for any transactions
occurring on or after January 1 of the year
following the year in which notice is given.

(b) Definitions. Any term defined in
the convention shall have the meaning
so assigned to it; any term not so de-
fined shall, unless the context other-
wise requires, have the meaning which
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such term has under the internal rev-
enue laws of the United States.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.20 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.21 Dividends.
(a) Exemption from or reduction in rate

of United States tax—(1) Exempt from
U.S. tax. Except as provided in subpara-
graph (2) of this paragraph, dividends
paid by a French corporation on or
after August 11, 1968, to a nonresident
alien individual or foreign corporation
are exempt from tax by the United
States under the provisions of Article
13(1)(a) of the convention. Such divi-
dends are, therefore, not subject to the
withholding of U.S. tax at source.

(2) Exemption and reduced rate of with-
holding not applicable. Dividends paid
by a French corporation on or after
August 11, 1968, to a nonresident alien
individual or foreign corporation
(other than a resident of France or a
French corporation) are subject to U.S.
tax in accordance with the provisions
of section 871(a) or 881(a) of the Inter-
nal Revenue Code and the regulations
thereunder if the paying corporation
has a permanent establishment in the
United States and more than 80 percent
of its gross income was taxable to such
permanent establishment for a 3-year
period ending with the close of its tax-
able year preceding the declaration of
such dividends (or for such portion of
that period as the corporation has been
in existence). Such dividends are not
eligible for the reduced rate of with-
holding under Article 9(2) of the con-
vention or to exemption from tax
under Article 13(1)(a) of the conven-
tion.

(3) Application of reduced rate—(i) Rate
of 15 percent. Except as provided in sub-
division (ii) of this subparagraph, and
subparagraph (4) of this paragraph the
rate of U.S. tax imposed upon dividends
derived from sources within the United
States on or after August 11, 1968, and
received by a nonresident alien indi-
vidual who is a resident of France or a
French corporation or a person resi-
dent in France for French tax purposes
shall not exceed 15 percent of the gross
amount actually distributed as pro-

vided for in Article 9(2) of the conven-
tion. For the purposes of this section
the gross amount actually distributed
includes amounts constructively re-
ceived.

(ii) Rate of 5 percent. The rate of U.S.
tax imposed upon dividends derived
from sources within the United States
on or after August 11, 1968, and received
by a French corporation shall not ex-
ceed 5 percent of the gross amount ac-
tually distributed if—

(a) During the part of the paying cor-
poration’s taxable year which precedes
the date of payment of the dividend
and during the whole of its prior tax-
able year (if any), at least 10 percent of
the outstanding shares of the voting
stock of the paying corporation was
owned by the recipient corporation,
and

(b) Not more than 25 percent of the
gross income of the paying corporation
for such prior taxable year (if any) con-
sisted of interest and dividends (other
than interest derived in the conduct of
a banking, insurance, or financing
business and dividends or interest re-
ceived from subsidiary corporations, 50
percent or more of the outstanding
shares of the voting stock of which was
owned by the paying corporation at the
time such dividends or interest were
received).

(iii) Information to be filed with the
Commissioner when claiming a 5-percent
rate. Any paying corporation which
claims or contemplates claiming that
dividends paid or to be paid by it on or
after August 11, 1968, are subject to
United States tax at the rate of 5 per-
cent under Article 9 of the convention
shall file the following information
with the Commissioner of Internal
Revenue, Washington, D.C. 20224, as
soon as practicable:

(a) The date and place of its organiza-
tion;

(b) The number and a brief descrip-
tion of outstanding shares of stock of
the paying corporation and the voting
power thereof;

(c) The number of shares of each class
of voting stock of the paying corpora-
tion owned by the recipient corpora-
tion and the date the recipient corpora-
tion acquired such stock;
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(d) The amount of the gross income
of the paying corporation for its tax-
able year immediately preceding the
taxable year in which the dividends are
paid;

(e) The amount of the interest and
dividends included in such gross in-
come, the amount of such interest de-
rived in the conduct of a banking, in-
surance, or financing business, if any,
and the amount of such interest and
dividends received from a subsidiary
corporation in which the paying cor-
poration owns at least 50 percent of the
voting stock on the date of receipt.

(iv) Notification by Commissioner—5
percent rate. As soon as practicable
after such information is filed, the
Commissioner of Internal Revenue will
determine whether the dividends con-
cerned qualify under Article 9 of the
convention for the reduced rate of 5
percent and will notify the paying cor-
poration of his determination. If the
dividends qualify for such reduced rate,
this notification may also authorize
the release, pursuant to § 514.28(a)(1)(ii),
of excess tax withheld from the divi-
dends concerned. A duplicate copy of
such notification shall be attached to
the Form 1042S filed by the paying cor-
poration for the first year of payment.
There shall be attached to Form 1042S
filed by the paying corporation for
each subsequent year of payment a
statement that the conditions upon
which the notification was issued are
applicable to such subsequent year.

(4) Dividends effectively connected with
a permanent establishment. The reduc-
tion in rate of tax provided in subpara-
graph (3) of this paragraph shall not
apply if the owner of the dividends has
a permanent establishment in the
United States and the shares with re-
spect to which the dividends are paid
are effectively connected with such
permanent establishment. Such divi-
dends are subject to tax in accordance
with the provisions of Article 6 of the
convention.

(b) Withholding of tax from dividends—
(1) 15 percent rate—(i) Reduction based
on address in France. Except as provided
in subparagraph (2) of this paragraph,
withholding of United States tax at
source on or after August 11, 1968, from
dividends derived from sources within
the United States by a person whose

address is in France, shall be at the re-
duced rate of 15 percent in every case
except that in which, prior to the date
of payment of such dividends, the Com-
missioner of Internal Revenue or the
owner of the dividends has notified the
withholding agent that such reduced
rate of withholding shall not apply.

(ii) Reduced rate of 15 percent applica-
ble only to owner of capital stock. The re-
duced rate of 15 percent is available
only to the real owner of the capital
stock from which the dividend is de-
rived. As to action by a French ad-
dressee who is not the real owner of the
capital stock, see § 514.22(c).

(iii) Evidence of rate of tax withheld.
The rate at which U.S. tax has been
withheld from a dividend paid on or
after August 11, 1968, to a person whose
address is in France on the date the
dividend is paid to such person shall be
shown either in writing or by appro-
priate stamp on the check, draft, or
other evidence of payment, or on an ac-
companying statement.

(2) 5-percent rate—(i) Reduction based
on notification by Commissioner. If, in ac-
cordance with paragraph (a)(3)(iv) of
this section, the Commissioner of In-
ternal Revenue has notified the paying
corporation that the dividends qualify
under Article 9 of the convention for
the reduced rate of 5 percent, the re-
duced withholding rate of 5 percent, to
the extent withholding of U.S. tax is
required, shall apply to any dividends
paid by the paying corporation on or
after August 11, 1968.

(ii) Dividends cease to qualify for 5-per-
cent rate. If, after receipt of notifica-
tion from the Commissioner of Internal
Revenue that the dividends qualify for
the reduced rate of 5 percent, the
French recipient corporation ceases to
be eligible for the reduction in rate be-
cause one or more of the conditions of
subdivision (ii) (a) or (b) of paragraph
(a)(3) of this section are not satisfied,
the reduction in the rate of with-
holding of U.S. tax shall no longer
apply. When any change occurs in the
ownership of stock as recorded on the
books of the paying corporation or in
the percentage of dividends and inter-
est included in gross income of the pay-
ing corporation, the paying corpora-
tion shall notify the Commissioner of
Internal Revenue as soon as possible.
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(iii) Evidence of tax withheld. The rate
at which U.S. tax has been withheld
from a dividend paid on or after August
11, 1968, to a French corporation shall
be shown either in writing or by appro-
priate stamp on the check, draft, or
other evidence of payment, or on an ac-
companying statement.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.21 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.22 Dividends received by persons
not entitled to reduced rate of tax.

(a) General. Article 27(1) of the con-
vention provides that each Contracting
State shall undertake to lend assist-
ance and support to the other Con-
tracting State in the collection of
taxes covered by the convention.

(b) Additional French tax to be with-
held in the United States—(1) By a nomi-
nee or representative. The recipient in
the United States of any dividend from
which French tax has been withheld at
the reduced rate of 15 percent, who is a
nominee or representative through
whom the dividend is received by a per-
son who is not a resident of the United
States, shall withhold an additional
amount of French tax equivalent to the
French tax which would have been
withheld if the convention had not
been in effect (25 percent as of the date
of approval of this Treasury decision)
minus the 15 percent which has been
withheld at the source.

(2) By a fiduciary or partnership. A fi-
duciary or partnership with an address
in the United States which receives,
otherwise than as a nominee or rep-
resentative, a dividend from sources
within France from which French tax
has been withheld at the reduced rate
of 15 percent, shall withhold an addi-
tional amount of French tax from the
portion of the dividend included in the
gross income from sources within
France of any beneficiary or partner,
as the case may be, who is not entitled
to the reduced rate of tax in accord-
ance with the applicable provisions of
the convention. The amount of the ad-
ditional tax is to be calculated in the
same manner as under subparagraph (1)
of this paragraph.

(3) Withholding additional French tax
from amounts released or refunded. If any
amount of French tax is released by
the withholding agent in France with
respect to a dividend received by a
nominee, representative, fiduciary, or
partnership in the United States, the
recipient shall withhold from such re-
leased amount any additional amount
of French tax otherwise required to be
withheld from the dividend by the pro-
visions of subparagraphs (1) and (2) of
this paragraph, in the same manner as
if at the time of payment of the divi-
dends French tax at the rate of 15 per-
cent had been withheld therefrom.

(4) Return of French tax by U.S. with-
holding agents. Amounts of French tax
withheld pursuant to this paragraph by
withholding agents in the United
States shall be deposited in U.S. dol-
lars with the Director, Office of Inter-
national Operations, Internal Revenue
Service, Washington, D.C. 20225, on or
before the 16th day after the close of
the quarter of the calendar year in
which the withholding occurs. Such
withholding agent shall also submit
such appropriate forms as may be pre-
scribed by the Commissioner of Inter-
nal Revenue.

(c) Additional U.S. tax to be withheld in
France—(1) By a nominee or representa-
tive. The recipient in France of any div-
idend from which U.S. tax has been
withheld at the reduced rate of 15 per-
cent pursuant to § 514.21(b)(1), who is a
nominee or representative through
whom the dividend is received by a per-
son who is not entitled to the reduced
rate in accordance with § 514.21(a)(3)(i),
shall withhold an additional amount of
U.S. tax equivalent to the U.S. tax
which would have been withheld if the
convention had not been in effect (30
percent as of the date of approval of
this Treasury decision) minus the 15
percent which has been withheld at the
source.

(2) By a fiduciary or partnership. A fi-
duciary or partnership with an address
in France which receives, otherwise
than as a nominee or representative, a
dividend from which U.S. tax has been
withheld at the reduced rate of 15 per-
cent pursuant to § 514.21(b)(1) shall
withhold an additional amount of U.S.
tax from the portion of the dividend in-
cluded in the gross income from
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sources within the United States of
any beneficiary or partner, as the case
may be, who is not entitled to the re-
duced rate of tax in accordance with
§ 514.21(a)(3)(i). The amount of the addi-
tional tax is to be calculated in the
same manner as under subparagraph (1)
of this paragraph.

(3) Released amounts of tax. If any
amount of U.S. tax is released pursuant
to § 514.28 by the withholding agent in
the United States with respect to a div-
idend received by a nominee, represent-
ative, fiduciary, or partnership with an
address in France, the recipient shall
withhold from such released amount
any additional amount of U.S. tax, oth-
erwise required to be withheld from the
dividend by the provisions of subpara-
graphs (1) and (2) of this paragraph, in
the same manner as if at the time of
payment of the dividends U.S. tax at
the rate of 15 percent has been with-
held at source therefrom.

(4) Return of U.S. tax by French with-
holding agents. Amounts of U.S. tax
withheld pursuant to this paragraph by
withholding agents in France shall be
deposited without converting the
amounts into U.S. dollars, with the
Directeur General des Impots of France
on or before the 16th day after the
close of the quarter of the calendar
year in which the withholding occurs.
The withholding agent making the de-
posit shall render therewith such ap-
propriate French form as may be pre-
scribed by the Directeur General des
Impots. The amounts so deposited
should be remitted by the Directeur
General des Impots by draft in United
States dollars to the director, Office of
International Operations, Internal Rev-
enue Service, Washington, D.C. 20225,
and should be accompanied by such
French form as may be required to be
rendered by the withholding agent in
France in connection with the deposit.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.22 was amended by
removing paragraph (c), effective Jan. 1, 1999.
By T.D. 8804, 63 FR 72183, Dec. 31, 1998, the ef-
fective date was delayed until Jan. 1, 2000.

§ 514.23 Interest.
(a) Not subject to U.S. tax. Interest de-

rived from sources within the United
States on or after August 11, 1968, by
the French Government or by an in-

strumentality of the French Govern-
ment and which is not subject to in-
come tax in France is exempt from
U.S. tax under the provisions of Article
10(8). Such interest is not subject to
withholding of U.S. tax at source.

(b) Application of reduced rate—(1) In
general. Except as provided in subpara-
graph (2) of this paragraph, the rate of
U.S. tax imposed by the Internal Rev-
enue Code upon interest derived from
sources within the United States on or
after August 11, 1968, by a nonresident
alien individual who is a resident of
France, or French corporation or per-
son resident in France for French tax
purposes shall not exceed 10 percent
under the provisions of Article 10(2) of
the convention.

(2) Definitions. As used in this para-
graph, the term ‘‘interest’’ means in-
come from Government securities,
bonds, or debentures, whether or not
secured by mortgage and whether or
not carrying a right to participate in
profits, and debt-claims of every kind
as well as all other income assimilated
to income from money lent by the tax-
ation law of the United States, includ-
ing interest on certain deferred pay-
ments described in section 483 of the
Internal Revenue Code and original
issue discount described in section
1232(b) of the Internal Revenue Code.

(3) Interest effectively connected with a
permanent establishment. The reduction
in rate of tax provided in subparagraph
(1) of this paragraph shall not apply if
the owner thereof has a permanent es-
tablishment in the United States and
the indebtedness giving rise to the in-
terest is effectively connected to such
permanent establishment. Such inter-
est is subject to tax in accordance with
the provisions of Article 6 of the con-
vention.

(c) Withholding of tax from interest—(1)
Coupon bond interest—(i) Form to use. To
secure withholding of U.S. tax at the
rate of 10 percent in the case of coupon
bond interest, the nonresident alien in-
dividual who is a resident of France, or
French corporation or person resident
in France for French tax purposes
shall, for each issue of bonds, file Form
1001–F in duplicate when presenting the
interest coupons for payment. This
form shall be signed by the owner of
the interest, or by his trustee or agent,
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and shall show the information re-
quired by paragraph (d) of § 1.1461–1 of
this chapter. It shall contain a state-
ment that at the time the interest is
derived the owner (a) if an individual,
is neither a citizen nor resident of the
United States, but is a resident of
France, or is a French corporation or
person resident in France for French
tax purposes, and (b) has no permanent
establishment in the United States, or
if the owner does have such a perma-
nent establishment, the indebtedness
giving rise to the interest is not effec-
tively connected to such permanent es-
tablishment.

(ii) Reduction in rate applicable only to
owner. The reduction in the rate of U.S.
tax contemplated by Article 10(2) of the
convention, insofar as it concerns cou-
pon bond interest, is applicable only to
the owner of the interest. The person
presenting the coupon or on whose be-
half it is presented, shall, for the pur-
pose of the reduction in tax, be deemed
to be the owner of the interest only if
he is, at the time the coupon is pre-
sented for payment, the owner of the
bond from which the coupon has been
detached. If the person presenting the
coupon, or on whose behalf it is pre-
sented, is not the owner of the bond,
Form 1001, and not Form 1001–F, shall
be used, and U.S. tax shall be withheld
at the statutory rate.

(iii) Disposition of Form 1001–F. The
original and duplicate of Form 1001–F
shall be forwarded by the withholding
agent to the Director, Office of Inter-
national Operations, Internal Revenue
Service, Washington, D.C. 20225, in ac-
cordance with paragraph (b)(2) of
§ 1.1461–2 of this chapter, with the an-
nual return on Form 1042. A summary
of the Form 1001 or 1001–F shall be re-
ported on Form 1042 as provided by in-
structions thereto.

(2) Other interest—(i) Letter of notifica-
tion. To secure the reduced rate of U.S.
tax at source in the case of interest
other than coupon bond interest, the
nonresident alien individual who is a
resident of France, or French corpora-
tion or person resident in France for
French tax purposes, shall notify the
withholding agent by letter in dupli-
cate that the interest is taxable at the
reduced rate of tax provided in Article
10(2) of the convention. The letter of

notification shall be signed by the
owner of the interest, or by his trustee
or agent, shall show the name and ad-
dress of the obligor and the name and
address of the owner of the interest,
and shall indicate the dates on which
the taxable years of the owner to which
the letter is applicable begin and end.
The letter shall contain a statement
that the owner (a) if an individual, is
neither a citizen nor a resident of the
United States but is a resident of
France, or is a French corporation or
other entity resident in France for
French tax purposes, and (b) does not
have a permanent establishment in the
United States or, if the owner does
have such a permanent establishment,
a statement that the indebtedness giv-
ing rise to the income is not effectively
connected to such permanent establish-
ment. If the interest is taxable at the
reduced rate of tax, the letter of notifi-
cation may also authorize the release,
pursuant to § 514.28, of excess tax with-
held from the interest concerned.

(ii) Manner of filing letter. The letter
of notification, which shall constitute
authorization for the withholding of
U.S. tax at source at the reduced rate
of 10 percent, shall be filed with the
withholding agent as soon as prac-
ticable for each successive 3-calendar-
year period during which the income is
paid. Once a letter has been filed in re-
spect of any 3-calendar-year period, no
additional letter need be filed in re-
spect thereto unless the Commissioner
of Internal Revenue notifies the with-
holding agent that an additional letter
shall be filed by the owner of the inter-
est. If, after filing a letter of notifica-
tion, the taxpayer ceases to be eligible
for the exemption from U.S. tax grant-
ed by Article 10(2) of the convention, he
shall promptly notify the withholding
agent by letter in duplicate. When any
change occurs in the ownership of the
income as recorded on the books of the
payer, the reduction in rate of with-
holding of U.S. tax shall no longer
apply unless the new owner of record is
entitled to such reduced rate and
promptly files a letter of notification
with the withholding agent.

(iii) Disposition of letter. The original
of each letter of notification filed pur-
suant to this subparagraph shall be re-
tained by the withholding agent and
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the duplicate shall be immediately for-
warded by the withholding agent to the
Director, Office of International Oper-
ations, Internal Revenue Service,
Washington, D.C. 20225.

(3) Change in circumstances. If the
owner of the interest acquires a perma-
nent establishment in the United
States after filing a letter of notifica-
tion referred to in subparagraph (2) of
this paragraph, such owner shall file a
new letter of notification even though
the indebtedness giving rise to the in-
come to which such document relates
is not effectively connected to such
permanent establishment

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.23 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.24 Royalties.
(a) Exemption from U.S. tax—(1) Copy-

right royalties. Except as provided in
subparagraph (2) of this paragraph roy-
alties or other amounts paid as consid-
eration for the use of, or for the right
to use copyrights of literary, artistic,
or scientific works (including gain
from the sale or exchange of property
giving rise to such royalties) which are
derived from sources within the United
States on or after August 11, 1968, by a
nonresident alien individual who is a
resident of France, or by a French cor-
poration or a person resident in France
for French tax purposes are exempt
from U.S. tax under the provisions of
Article 11(3) of the convention.

(2) Copyright royalties effectively con-
nected with a permanent establishment.
The exemption from tax provided in
subparagraph (1) of this paragraph
shall not apply if the owner of such
royalties, or of gain from the sale or
exchange of property giving rise to
such royalties, has a permanent estab-
lishment in the United States and the
property giving rise to such royalties
or gain is effectively connected with
such permanent establishment. Such
royalties are subject to tax in accord-
ance with the provisions of Article 6.

(3) Exemption from withholding of tax—
(i) Use of letter of notification. To avoid
withholding of U.S. tax at source with
respect to copyright royalties to which
this paragraph applies, the nonresident

alien who is a resident of France or
French corporation or person resident
in France for French tax purposes,
shall notify the withholding agent by
letter in duplicate that the royalty is
exempt from U.S. tax under Article
11(3) of the convention. The letter of
notification shall be signed by the
owner of the royalty or of the gain
from the sale or exchange of property
giving rise to such royalty, or by the
trustee or agent of such owner, and
shall show the name and address of the
owner. The letter shall contain a state-
ment that at the time the royalty is
derived the owner (a) if an individual,
is neither a citizen nor a resident of
the United States but is a resident of
France or, if a corporation or other en-
tity is resident in France for French
tax purposes, and (b) has no permanent
establishment in the United States or,
if the owner does have such a perma-
nent establishment, a statement that
the property or right giving rise to
such royalty is not effectively con-
nected with such permanent establish-
ment. If the royalty is exempt from
U.S. tax, the letter of notification may
also authorize the release, pursuant to
§ 514.28 of excess tax withheld from the
royalty concerned.

(ii) Manner of filing letter of notifica-
tion. The provisions of § 514.23(c)(2)(ii)
and (iii) relating to the execution, fil-
ing, and effective period of the letter of
notification prescribed therein with re-
spect to interest, including its use for
the release of excess tax withheld and
§ 514.23(c)(3) relating to change of cir-
cumstances, are equally applicable
with respect to the income falling
within the scope of this section.

(b) Reduction in rate of United States
tax—(1) Industrial royalties. Except as
provided in subparagraph (3) of this
paragraph, the rate of U.S. tax imposed
on royalties, derived from sources
within the United States on or after
August 11, 1968, by a nonresident alien
individual who is a resident of France,
or by a French corporation shall not,
under Article 11(2) of the convention,
exceed 5 percent of the gross amount
paid.

(2) Definitions. As used in this para-
graph, the term ‘‘royalty’’ means roy-
alties, rentals, or other amounts (other
than royalties described in paragraph
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(a)(1) of this section) paid as consider-
ation for the use of or the right to use
patents, designs or models, plans, se-
cret processes or formulae, trade-
marks, or other like property or rights,
or for knowledge, experience, or skill
(know-how) and gains derived from the
sale or exchange of such right or prop-
erty if payment is contingent, in whole
or in part, on the productivity use, or
disposition of the property or rights
sold. The term ‘‘royalty’’ does not in-
clude natural resource royalties which
are subject to tax in accordance with
the provisions of Article 5 of the con-
vention.

(3) Industrial royalties effectively con-
nected with a permanent establishment.
The reduction in rate of tax provided in
subparagraph (1) of this paragraph
shall not apply if the owner of the roy-
alties or of the gain from the sale or
exchange of the property or right giv-
ing rise to such royalties has a perma-
nent establishment in the United
States and the property or right giving
rise to such royalties or gain is effec-
tively connected with such permanent
establishment. Such royalties are sub-
ject to tax in accordance with the pro-
visions of Article 6 of the convention.

(4) Withholding of U.S. tax from indus-
trial royalties. In order to secure the re-
duced rate of U.S. tax at source as pro-
vided in subparagraph (1) of this para-
graph, the nonresident alien individual
who is a resident of France or French
corporation or person resident in
France for French tax purposes shall
notify the withholding agent by letter
in duplicate that the royalty qualifies
for the reduced rate of U.S. tax granted
by Article 11(2) of the convention. The
letter of notification shall be signed by
the owner of the royalty, or by the
trustee or agent of such owner, and
shall show the name and address of the
owner. The provisions of subparagraph
(3) of paragraph (a) of this section re-
lating to the form, content, execution,
filing, and effective period of the letter
of notification prescribed therein with
respect to copyright royalties, includ-
ing its use for the release of excess tax
withheld and relating to change of cir-
cumstances, are equally applicable
with respect to industrial royalties.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.24 was removed, ef-

fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.25 Private pensions, alimony, and
annuities.

(a) Exemption from U.S. tax—(1) Re-
quirements. Any pension (other than
one paid by the United States or a po-
litical subdivision or a local authority
thereof to an individual who is a cit-
izen of the United States for the dis-
charge of governmental functions), ali-
mony, or annuity derived from sources
within the United States by a non-
resident alien individual who is a resi-
dent of France and received in a tax-
able year of the recipient beginning
after December 31, 1966, shall be ex-
empt from U.S. tax under the provi-
sions of Article 19 of the convention.

(2) Definitions—(i) Pension. As used in
this paragraph, the term ‘‘pension’’
means periodic payments made after
retirement in consideration of past em-
ployment or as compensation for inju-
ries received in connection with past
employment. The term ‘‘pension’’ does
not include retirement pay or pensions
paid by the United States or by any
State or local authority of the United
States which are subject to tax in ac-
cordance with the provisions of Article
16 of this convention.

(ii) Annuity. The term ‘‘annuity’’
means a stated sum paid periodically
at stated times during life, or during a
specified number of years, under an ob-
ligation to make the payments in re-
turn for adequate and full consider-
ation (other than services rendered),
but not including retirement pay or
pensions paid by the United States or
by any State or territory of the United
States.

(b) Exemption from withholding tax—(1)
Use of letter of notification. To avoid
withholding of U.S. tax at source with
respect to pensions, alimony, or annu-
ities which are exempt from U.S. tax in
accordance with paragraph (a) of this
section, the nonresident alien indi-
vidual who is a resident of France shall
notify the withholding agent by letter
in duplicate that the pension, alimony,
or annuity is exempt from U.S. tax
under Article 19 of the convention. The
letter of notification shall be signed by
the owner of the income, shall show
the name and address of both the payer
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and the owner of the income, and shall
contain a statement that at the time
the income is received, the owner is
neither a citizen nor a resident of the
United States but is a resident of
France.

(2) Manner of filing letter. The provi-
sions of § 514.23(c)(2)(ii) and (iii) relat-
ing to the execution, filing, and effec-
tive period of the letter of notification
prescribed therein with respect to in-
terest, including its use for the release
of excess tax withheld and § 514.23(c)(3)
relating to change of circumstances,
are equally applicable with respect to
the income falling within the scope of
this section.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.25 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.26 Income covered by conven-
tion.

(a) Exemption from or reduction in rate
of tax—(1) Request for ruling. If a non-
resident alien individual who is a resi-
dent of France or French corporation
or person resident in France for French
tax purposes claims or contemplates
claiming that an item of income (in-
cluding income referred to in §§ 514.21
through 514.25) is exempt from, or sub-
ject to a reduced rate of, U.S. tax under
the convention, such owner of the in-
come may request a ruling to that ef-
fect from the Commissioner of Internal
Revenue, Washington, D.C. 20224, by fil-
ing a statement setting forth all the
facts pertinent to a determination of
the question.

(2) Notification of applicant. As soon as
practicable after such information is
filed, the Commissioner will determine
whether the income concerned quali-
fies under the convention for exemp-
tion from or reduced rate of, U.S. tax
and will notify the applicant of his rul-
ing. If income qualifies for such ben-
efit, this notification may also author-
ize the release, pursuant to
§ 514.28(a)(2), of excess tax withheld
from the income concerned.

(b) Exemption from, or reduction in rate
of, withholding—(1) Notification of with-
holding agent. If the Commissioner
rules that income received by such ap-
plicant qualifies for exemption from, or

reduction in rate of, U.S. tax under the
convention, and the applicant sends a
copy of such ruling to the withholding
agent, the income designated in such
ruling shall be exempt, or subject to a
reduced rate of, withholding of U.S. tax
unless the Commissioner or the appli-
cant notifies the withholding agent
that such income ceases to qualify for
such benefit. A duplicate copy of such
notification shall be attached to the
Form 1042S filed by the withholding
agent with respect to the income con-
cerned.

(2) Change in circumstances. If during
the period covered by the ruling letter,
any fact upon which the ruling letter is
based materially changes, the appli-
cant shall immediately notify the
withholding agent and the Commis-
sioner of such change.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.26 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.27 Beneficiaries of domestic es-
tate and trust.

A nonresident alien individual who is
a resident of France and a beneficiary
of a domestic estate or trust shall be
entitled to the exemption from, or re-
duction in rate of, United States tax
granted by Articles 9, 10, 11, 13(1)(a),
and 19 of the convention with respect
to dividends, interest, royalties, and
pensions, annuities, and alimony if he
otherwise satisfies the requirements
for exemption or reduction specified in
the articles concerned, to the extent
that (a) any amount paid, credited, or
required to be distributed by the estate
or trust to the beneficiary is deemed to
consist of those items and (b) the items
so deemed to be included in such
amount would, without regard to the
convention, be includible in his gross
income. However, such beneficiary is
not entitled to the exemption from, or
reduction in the rate of, U.S. tax grant-
ed by such articles to the extent that
the trust conduit rules are not applica-
ble to any payment received by the
beneficiary such as, for example, a pay-
ment made out of the income of a trust
established for the support and mainte-
nance of a wife pursuant to a divorce
decree. To obtain the exemption from,
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or reduction in the rate of, withholding
of U.S. tax where permitted by this
section, the beneficiary must, where
applicable, execute and submit to the
fiduciary of the estate or trust in the
United States the appropriate letter of
notification in the form prescribed in
§ 514.23(c) (2) and (3), modified where
necessary to indicate the type of in-
come involved.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.27 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.28 Release of excess tax withheld
at source.

(a) Amounts to be released—(1) Tax
withheld from dividends—(i) Dividends
subject to 15-percent rate. If U.S. tax has
been withheld on or after August 11,
1968, at a rate in excess of 15 percent
from dividends described in
§ 514.21(a)(3)(i) received by a non-
resident alien individual who is a resi-
dent of France or French corporation
or person resident in France for French
tax purposes whose address at the time
of payment was in France, the with-
holding agent shall release and par
over to the person from whom the tax
was withheld an amount which is equal
to the difference between the tax so
withheld and the tax required to be
withheld pursuant to § 514.21(b)(1).

(ii) Dividends subject to 5-percent rate.
If U.S. tax has been withheld at a rate
in excess of 5 percent on or after Au-
gust 11, 1968, from dividends which
qualify for the reduced rate of 5 per-
cent under § 514.21(a)(3)(ii), the with-
holding agent shall, if so authorized in
accordance with § 514.21(a)(3)(iv) release
and pay over to the corporation from
which the tax was withheld an amount
which is equal to the difference be-
tween the tax so withheld and the tax
required to be withheld pursuant to
§ 514.21(b)(2)(i).

(2) Tax withheld from coupon bond in-
terest—(i) Substitute ownership certifi-
cate. If U.S. tax has been withheld at a
rate in excess of 10 percent on or after
August 11, 1968, from coupon bond in-
terest described in § 514.23(c)(1), the
owner of the interest shall furnish the
withholding agent a Form 1001–F clear-
ly marked ‘‘Substitute’’ and executed

in accordance with § 514.23(c). Upon re-
ceipt of such substitute Form 1001–F
the withholding agent shall release and
pay over to the person from whom the
tax was withheld an amount which is
equal to the difference between the tax
so withheld and the tax required to be
withheld pursuant to § 514.23(b)(1).

(ii) Filing and disposition of substitute
ownership certificate. One substitute
Form 1001–F shall be filed in duplicate
with respect to each issue of bonds and
will serve with respect to that issue to
replace all Forms 1001 or 1001–F pre-
viously filed by the owner of the inter-
est in the calendar year in which the
excess tax was withheld and with re-
spect to which the excess is released.
Such forms shall be disposed of in ac-
cordance with the rules of
§ 514.23(c)(1)(iii).

(3) Tax withheld from other income cov-
ered by convention. If the owner of the
other income furnishes to the with-
holding agent the letter of notification
prescribed in § 514.24(a)(3) or (b)(4),
§ 514.25(b)(1), or the authorization for
release of tax prescribed in
§ 514.26(a)(2), and U.S. tax has been
withheld at a rate in excess of the rate
provided in the convention with re-
spect to payments of income to which
such letter of authorization is applica-
ble, made on or after August 11, 1968, or
received in the taxable year of the
owner beginning after December 31,
1966 (whichever is applicable), the with-
holding agent shall release and pay to
the person from whom the tax was
withheld an amount which is equal to
the tax so withheld from such income,
or to the difference between the tax so
withheld and the tax required to be
withheld, as the case may be.

(b) Amounts not to be released. The
provisions of this section do not apply
to any excess tax withheld at the
source subsequent to the due date for
filing Form 1042.

(c) Statutory rate. As used in this
paragraph, the term ‘‘statutory rate’’
means the rate of tax (30 percent as of
the date of approval of this Treasury
decision) prescribed by subchapter A of
chapter 3 (relating to the withholding
of tax on nonresident alien individuals
and foreign corporations) of the Inter-
nal Revenue Code as though the con-
vention has not come into effect.
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EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.28 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.29 Refund of excess tax paid to
Director of International Oper-
ations.

(a) In general. Where U.S. tax with-
held at the source on items of income
covered by the convention is in excess
of the tax imposed under subtitle A (re-
lating to the income tax) of the Inter-
nal Revenue Code, as modified by the
convention, and such withheld
amounts have been paid to the Director
of International Operations, a claim by
the owner of such income for refund of
any resulting overpayment may be
made under section 6402 of such Code,
and the regulations thereunder.

(b) Form of claim—(1) Where return
previously filed. If the owner of the in-
come has previously filed an income
tax return with the Internal Revenue
Service for the taxable year in which
an overpayment has resulted because
of the application of the convention, he
should make a claim for refund of the
overpayment by filing Form 843 or an
amended return.

(2) Where no return previously filed. If
the owner of the income has not pre-
viously filed an income tax return with
the Internal Revenue Service for the
taxable year in which an overpayment
has resulted because of the application
of the convention, he should make a
claim for refund of the overpayment by
filing Form 1040NR or Form 1120–F,
whichever is applicable, showing the
overpayment. Such return will serve as
a claim for refund, and it is not nec-
essary for the taxpayer to file Form
843.

(c) Information required. If the owner’s
total gross income (including every
item of capital gain subject to tax)
from sources within the United States
for the taxable year in which such
overpayment resulted has not been dis-
closed in an income tax return filed
with the Internal Revenue Service
prior to the time the claim for refund
is made, such owner shall disclose such
total gross income with his claim. In
the event that securities are held in
the name of a person other than the ac-
tual or beneficial owner, the name and

address of such person shall be fur-
nished with the claim. In addition to
such other information as may be re-
quired to establish the overpayment,
there shall also be included in such
claim for refund:

(1) A statement that, at the time
when the items of income were re-
ceived from which the excess tax was
withheld, the owner was neither a cit-
izen nor a resident of the United States
but was a resident of France, a French
corporation or person resident in
France for French tax purposes.

(2) If the owner’s claim is based on
exemption from, or reduction in rate
of, tax for dividends, interest, or royal-
ties, a statement that the owner does
not have a permanent establishment in
the United States, or, if the owner does
have such a permanent establishment,
that the holding from which such in-
come was derived was not effectively
connected with such permanent estab-
lishment.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.29 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.30 Information furnished in ordi-
nary course.

For provisions relating to the ex-
change of information under Article 30
of the convention, see paragraph (d) of
§ 1.1461–2 of this chapter.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.30 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.31 Return required when liabil-
ity not satisfied by withholding.

For action by a nonresident alien in-
dividual who is a resident of France or
a French corporation or person resi-
dent in France for French tax purposes
in a case where such individual’s or
corporation’s or person’s U.S. income
tax liability is not satisfied by with-
holding of U.S. tax at source, see para-
graph (b) of § 1.6012–1 of this chapter
and paragraph (b) of § 1.6012–2 of this
chapter.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.31 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
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Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 514.32 Effective date.
(a) In general. Except as provided in

paragraph (b) of this section, the provi-
sions of this Treasury decision shall be
effective with respect to the rate of
withholding tax, to amounts derived
from sources within the United States
on or after August 11, 1968, and with re-
spect to all other taxes covered by the
convention to amounts received in a
taxable year of the recipient beginning
after December 31, 1966.

(b) Withholding of additional French
tax. The provisions of § 514.22 shall be
effective with respect to income de-
rived from sources within France on or
after August 11, 1968.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, § 514.32 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

Subpart—General Income Tax

AUTHORITY: 53 Stat. 32, 467; 26 U.S.C. 62,
3791.

SOURCE: Treasury Decision 5499, 11 FR 2154,
Mar. 2, 1946, as amended by T.D. 6273, 22 FR
9529, Nov. 28, 1957, unless otherwise noted.
Redesignated at 25 FR 14022, Dec. 31, 1960.

EFFECTIVE DATE NOTE: By T.D. 8734, 62 FR
53498, Oct. 14, 1997, Subpart—General Income
Tax, consisting of §§ 514.101 through 514.117,
was removed, effective Jan. 1, 1999. By T.D.
8804, 63 FR 72183, Dec. 31, 1998, the effective
date was delayed until Jan. 1, 2000.

REGULATIONS EFFECTIVE JAN. 1, 1945

§ 514.101 Introductory.
The tax convention and protocol be-

tween the United States and France
(referred to in this subpart as the con-
vention) proclaimed by the President
of the United States on January 5, 1945,
and effective January 1, 1945, provide in
part as follows:

TITLE I—DOUBLE TAXATION

ARTICLE 1

The taxes referred to in this Convention
are:

(a) In the case of the United States of
America: The federal income taxes, includ-
ing surtaxes and excess-profits taxes;

(b) In the case of France:
(1) The real estate tax;
(2) The industrial and commercial profits

tax;
(3) The annual tax on undistributed profits;
(4) The agricultural profits tax;
(5) The tax on salaries, allowances and

emoluments, wages, pensions and annuities;
(6) The professional profits tax;
(7) The tax on income from securities and

movable capital;
(8) The general income tax.

ARTICLE 2

Income from real property, including in-
come from agricultural undertakings, shall
be taxable only in the State in which such
real property is situated.

ARTICLE 3

An enterprise of one of the contracting
States is not subject to taxation by the other
contracting State in respect of its industrial
and commercial profits except in respect of
such profits allocable to its permanent es-
tablishment in the latter State.

No account shall be taken, in determining
the tax in one of the contracting States, of
the purchase of merchandise effected therein
by an enterprise of the other State for the
purpose of supplying establishments main-
tained by such enterprise in the latter State.

The competent authorities of the two con-
tracting States may lay down rules by agree-
ment for the apportionment of industrial and
commercial profits.

The term ‘‘industrial and commercial prof-
its’’ shall not include the following:

(a) Income from real property;
(b) Income from mortgages, from public

funds, securities (including mortgage bonds),
loans, deposits and current accounts;

(c) Dividends and other income from shares
in a corporation;

(d) Rentals or royalties arising from leas-
ing personal property or from any interest in
such property, including rentals or royalties
for the use of, or for the privilege of using,
patents, copyrights, secret processes and for-
mulae, good-will, trade marks, trade brands,
franchises and other like property;

(e) Profit or loss from the sale or exchange
of capital assets.

Subject to the provisions of this Conven-
tion the income referred to in paragraphs (a),
(b), (c), (d) and (e) shall be taxed separately
or together with industrial and commercial
profits in accordance with the laws of the
contracting States.

ARTICLE 4

American enterprises having permanent
establishments in France are required to
submit to the French fiscal administration
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the same declarations and the same jus-
tifications, with respect to such establish-
ments, as French enterprises.

The French fiscal administration has the
right, within the provisions of its national
legislation and subject to the measures of
appeal provided in such legislation, to make
such corrections in the declaration of profits
realized in France as may be necessary to
show the exact amount of such profits.

The same principle applies mutatis mutan-
dis to French enterprises having permanent
establishments in the United States.

ARTICLE 5

When an American enterprise, by reason of
its participation in the management or cap-
ital of a French enterprise, makes or imposes
on the latter, in their commercial or finan-
cial relations, conditions different from
those which would be made with a third en-
terprise, any profits which should normally
have appeared in the balance sheet of the
French enterprise, but which have been in
this manner, diverted to the American enter-
prise, are, subject to the measures of appeal
applicable in the case of the tax on indus-
trial and commercial profits, incorporated in
the taxable profits of the French enterprise.

The same principle applies mutatis mutan-
dis, in the event that profits are diverted
from an American enterprise to a French en-
terprise.

ARTICLE 6

Income derived by navigation enterprises
of one of the contracting States from the op-
eration of ships documented under the laws
of that State shall continue to benefit in the
other State by the reciprocal tax exemptions
accorded by the exchange of notes of June 11
and July 8, 1927 between the United States of
America and France.

Income which an enterprise of one of the
contracting States derives from the oper-
ation of aircraft registered in that State
shall be exempt from taxation in the other
State.

ARTICLE 7

Royalties from real property or in respect
of the operation of mines, quarries or other
natural resources shall be taxable only in
the contracting State in which such prop-
erty, mines, quarries or other natural re-
sources are situated.

Royalties derived from within one of the
contracting States by a resident or by a cor-
poration or other entity of the other con-
tracting State as consideration for the right
to use copyrights, patents, secret processes
and formulae, trademarks and other analo-
gous rights shall be exempt from taxation in
the former State, provided such resident,
corporation or other entity does not have a
permanent establishment there.

ARTICLE 8

Wages, salaries and similar compensation
and pensions paid by one of the contracting
States or by a political subdivision thereof
to individuals residing in the other State
shall be exempt from taxation in the latter
State.

Private pensions and life annuities derived
from within one of the contracting States
and paid to individuals residing in the other
contracting State shall be exempt from tax-
ation in the former State.

ARTICLE 9

Income from labor or personal services
shall be taxable only in the State in which
the taxpayer carries on his personal activity.

This provision does not apply to the in-
come referred to in Article 8.

ARTICLE 10

Income from the exercise of a liberal pro-
fession shall be taxable only in the State in
which the professional activity is exercised.

There is the exercise of a liberal profession
in one of the two contracting States only
when the professional activity has a fixed
center in that country.

ARTICLE 11

Gains derived in one of the contracting
States from the sale or exchange of stocks,
securities or commodities by a resident or a
corporation or other entity of the other con-
tracting State shall be exempt from taxation
in the former State, provided such resident
or corporation or other entity has no perma-
nent establishment in the former State.

ARTICLE 12

Students from one of the contracting
States residing in the other contracting
State exclusively for the purpose of study
shall not be taxable by the latter State in re-
spect of remittances received from within
the former State for the purpose of their
maintenance or studies.

ARTICLE 13

In the calculation of taxes established in
one of the contracting States on the use of
property or increment of property of an en-
terprise of the other State, account shall be
taken only of that portion of the capital sit-
uated or employed and allocable to a perma-
nent establishment within the former State.

The foregoing provision shall apply to the
French ‘‘patent’’ tax and the United States
capital stock tax even though these two
taxes have not been referred to in Article 1
of the present Convention.

In the application of the present Article
navigation enterprises of one of the con-
tracting States, enjoying in the other State
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the benefits of Article 6 of the present Con-
vention, shall not be considered as having a
permanent establishment in the latter State
insofar as shipping activities are concerned.

ARTICLE 14

It is agreed that double taxation shall be
avoided in the following manner:

A. As regards the United State of America.
Notwithstanding any other provision of this
Convention, the United States of America in
determining the income and excess-profits
taxes, including all surtaxes, of its citizens,
or residents, or corporations, may include in
the basis upon which such taxes are imposed,
all items of income taxable under the Rev-
enue Laws of the United States of America,
as though this Convention had not come into
effect. The United States of America shall,
however, deduct from the taxes thus com-
puted the amount of French income tax paid.
This deduction shall be made in accordance
with the benefits and limitations of Section
131 of the United States Internal Revenue
Code relating to credit for foreign taxes.

B. As regards France—(a) Schedular taxes.
Income from securities, debts and trusts hav-
ing its source in the United States of Amer-
ica shall be subject in France to the tax on
income from securities; but this tax shall be
reduced by the amount of the tax already
paid in the United States of America on the
same income. In consideration of the fiscal
regime to which the legislation of the United
States of America subjects the income of
nonresident aliens and foreign corporations
or other entities, the deduction of the tax
paid in the United States of America shall be
effected in a lump sum through a reduction
of 12 in the rate of the tax established by the
French law.

The income other than that indicated in
the preceding paragraph shall not be subject
to any schedular tax in France when, accord-
ing to this Convention, it is taxable in the
United States of America.

(b) General tax on revenue. Notwithstanding
any other provision of the present Conven-
tion, the general income tax can be deter-
mined according to all the elements of tax-
able income as imposed by French fiscal leg-
islation.

However, the provisions of the first para-
graph of Article 114 of the French Code on di-
rect taxation relative to the taxation of
aliens domiciled or resident in France shall
continue to be applied.

ARTICLE 15

In derogation of Article 3 of the Decree of
December 6, 1872, American corporations
which maintain in France permanent estab-
lishments shall be liable to the tax on in-
come from securities on three-fourths of the
profits actually derived from such establish-
ments, the industrial and commercial profits

being determined in accordance with Arti-
cles 3 and 4 of this Convention.

The remaining one-fourth shall, in all
cases, be taken as the basis of the annual tax
on undistributed profits applicable to the
same corporations.

ARTICLE 16

An American corporation shall not be sub-
ject to the obligations prescribed by Article
3 of the Decree of December 6, 1872, by reason
of any participation in the management or
in the capital of, or any other relations with,
a French corporation. In such case, the tax
on income from securities continues to be
levied, in conformity with French legisla-
tion, on the dividends, interest and all other
distributions made by the French enterprise;
but it is moreover collectible, if the occasion
arises, and subject to the measures of appeal
applicable in the case of the tax on income
from securities, with respect to the profits
which the American corporation derives
from the French corporation under the con-
ditions prescribed in Article 5.

ARTICLE 17

The American corporations subject to the
provisions of Article 3 of the Decree of De-
cember 6, 1872 who were not placed under the
special regime established by Articles 5 and
6 of the Convention for the avoidance of dou-
ble income taxation between the United
States of America and France, signed April
27, 1932, may, during a new period of six
months from the date of the entry into force
of the present Convention, exercise with ref-
erence to past years, the option provided in
those two articles under the conditions
which they prescribe.

Moreover, the American corporations con-
templated in the third paragraph of Article
10 of the Convention of April 27, 1932, may be
admitted to benefit from the provisions of
that paragraph, when the tax has not yet
been paid, if the latter was not found to be
payable, prior to May 1, 1930, by a definitive
judicial decision or if such decision has been
the subject of an appeal in cassation.

ARTICLE 18

Any United States income tax liability re-
maining unpaid as at the effective date of
this Convention for years beginning prior to
January 1, 1936 of any individual resident of
France (other than a citizen of the United
States of America) or of a French corpora-
tion may be adjusted by the Commissioner of
Internal Revenue of the United States of
America, on the basis of the provisions of the
United States Revenue Act of 1936. However,
no adjustment will be made more than two
years subsequent to the effective date of this
Convention unless the taxpayer files a re-
quest with the Commissioner of Internal
Revenue prior to such date.
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ARTICLE 19

Notwithstanding any other provision of
this Convention, in order to avoid double
taxation on public servants, employees of
one of the contracting States being citizens
of that State and remunerated by it, who
have been received by the other State to per-
form services in such State shall be exempt
in their principal place of residence from di-
rect and personal taxes whether national,
State or local.

Such employees who own real property in
the State in which they perform services
shall not benefit from the above exemptions
with respect to the taxes levied on such real
property. Employees who engage in any pri-
vate gainful occupation in such State shall
not be entitled to any exemption under this
Article.

TITLE II—FISCAL ASSISTANCE

ARTICLE 20

With a view to the more effective imposi-
tion of the taxes to which the present Con-
vention relates, the contracting States un-
dertake, on condition of reciprocity, to fur-
nish information of a fiscal nature which the
authorities of each State concerned have at
their disposal, or are in a position to obtain
under their own laws, that may be of use to
the authorities of the other State in the as-
sessment of the said taxes.

Such information shall be exchanged be-
tween the competent authorities of the con-
tracting States in the ordinary course or on
request.

ARTICLE 21

In accordance with the preceding Article,
the competent authorities of the United
States of America will transmit to the com-
petent authorities of France, as regards any
person, corporation or other entity (other
than a citizen, corporation or other entity of
the United States of America) having an ad-
dress in France and deriving from sources
within the United States of America rents,
dividends, interest, royalties, income from
trusts, wages, salaries, pensions, annuities,
or other fixed or determinable periodical in-
come, the name and address of such person,
corporation or other entity as well as the
amount of such income.

The competent authorities of France will
transmit to the competent authorities of the
United States of America, as regards any
person, corporation or other entity (other
than a citizen, corporation or other entity of
France) having an address in the United
States of America and deriving from sources
within France rents, dividends, interest, roy-
alties, income from trusts, wages, salaries,
pensions, annuities, or other fixed or deter-
minable periodical income, the name and ad-

dress of such person, corporation or other en-
tity as well as the amount of such income.

The information relating to each year will
be transmitted as soon as possible after De-
cember 31.

ARTICLE 22

The competent authorities of each of the
contracting States shall be entitled to ob-
tain, through diplomatic channels, from the
competent authorities of the other con-
tracting States, except with respect to citi-
zens, corporations or other entities of the
State to which application is made, particu-
lars in concrete cases necessary for the es-
tablishment of the taxes to which the
present Convention relates.

However, the competent authorities of
each State shall not be prevented from
transmitting to the competent authorities of
the other State information relating to their
own nationals (citizens, corporations or
other entities) if they deem it opportune for
the prevention of fiscal evasion.

ARTICLE 23

Each contracting State undertakes to lend
assistance and support in the collection of
the taxes to which the present Convention
relates, together with interest, costs, and ad-
ditions to the taxes and fines not being of a
penal character according to the laws of the
State requested, in the cases where the taxes
are definitively due according to the laws of
the State making the application.

In the case of an application for enforce-
ment of taxes, revenue claims of each of the
contracting States which have been finally
determined shall be accepted for enforce-
ment by the State to which application is
made and collected in that State in accord-
ance with the laws applicable to the enforce-
ment and collection of its own taxes.

The application shall be accompanied by
such documents as are required by the laws
of the State making the application, to es-
tablish that the taxes have been finally de-
termined.

If the revenue claim has not been finally
determined, the State to which application
is made may, at the request of the State
making the application, take such measures
of conservancy as are authorized by the laws
of the former State for the enforcement of
its own taxes.

The assistance provided for in this Article
shall not be accorded with respect to the
citizens, corporations or other entities of the
State to which application is made.

ARTICLE 24

In no case shall the provisions of Article 22
relating to particulars in concrete cases, or
of Article 23 relating to mutual assistance in
the collection of taxes, be construed so as to
impose upon either of the contracting States
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the obligation to carry out administrative
measures at variance with the regulations
and practice of either contracting State, or
to supply particulars which are not pro-
curable under the law of the State to which
application is made, or that of the State
making application.

The State to which application is made for
information or assistance shall comply as
soon as possible with the request addressed
to it. Nevertheless, such State may refuse to
comply with the request for reasons of public
policy or if compliance would involve viola-
tion of a business, industrial or trade secret.
In such case it shall inform, as soon as pos-
sible, the State making the application.

ARTICLE 25

Any taxpayer who shows proof that the ac-
tion of the revenue authorities of the con-
tracting States has resulted in double tax-
ation in his case in respect of any of the
taxes to which the present Convention re-
lates, shall be entitled to lodge a claim with
the State of which he is a citizen or, if the
taxpayer is a corporation or other entity,
with the State in which it is created or orga-
nized. Should the claim be upheld, the com-
petent authority of such State may come to
an agreement with the competent authority
of the other State with a view to equitable
avoidance of the double taxation in question.

ARTICLE 26

The competent authorities of the two con-
tracting States may prescribe regulations
necessary to interpret and carry out the pro-
visions of this Convention. With respect to
the provisions of this Convention relating to
exchange of information and mutual assist-
ance in the collection of taxes, such authori-
ties may, by common agreement, prescribe
rules concerning matters of procedure, forms
of application and replies thereto, rates of
conversion of currencies, transfer of sums
collected, minimum amounts subject to col-
lection, payment of costs of collection, and
related matters.

TITLE III—GENERAL PROVISIONS

ARTICLE 27

The present Convention shall be ratified,
in the case of the United States of America
by the President, by and with the advice and
consent of the Senate, and in the case of
France, by the President of the French Re-
public with the consent of the Parliament.

This Convention shall become effective on
the first day of January following the ex-
change of the instruments of ratification.

The Convention shall remain in force for a
period of five years and indefinitely there-
after but may be terminated by either con-
tracting State at the end of the five-year pe-
riod or at any time thereafter, provided six

months’ prior notice of termination has been
given, the termination to become effective
on the first day of January following the ex-
piration of the six-month period.

Upon the coming into effect of this Con-
vention, the Convention for the avoidance of
double income taxation between the United
States of America and France, signed April
27, 1932 shall terminate.

Done at Paris, in duplicate, in the English
and French languages, this 25th day of July,
1939.

[SEAL]
WILLIAM C. BULLITT

[SEAL]
GEORGES BONNET

PROTOCOL

At the moment of signing the present Con-
vention for the avoidance of double taxation
and the establishment of rules of reciprocal
administrative assistance in the case of in-
come and other taxes, the undersigned Pleni-
potentiaries have agreed that the following
provisions shall form an integral part of the
Convention:

I. The present Convention is concluded
with reference to American and French law
in force on the day of its signature.

Accordingly, if these laws are appreciably
modified the competent authorities of the
two States will consult together.

II. The income from real property referred
to in Article 2 of the present Convention
shall include profits from the sale or ex-
change of the said property, but shall not in-
clude interest on mortgages or obligations
secured by the said property.

III. As used in this Convention:
(a) The term ‘‘permanent establishment’’

includes branches, mines and oil wells, plan-
tations, factories, workshops, stores, pur-
chasing and selling and other offices, agen-
cies, warehouses, and other fixed places of
business but does not include a subsidiary
corporation.

When an enterprise of one of the con-
tracting States carries on business in the
other State through an employee or agent,
established there, who has general authority
to negotiate and conclude contracts or has a
stock of merchandise from which he regu-
larly fills orders which he receives, this en-
terprise shall be deemed to have a permanent
establishment in the latter State. But the
fact that an enterprise of one of the con-
tracting States has business dealings in the
other State through a bona fide commission
agent or broker shall not be held to mean
that such enterprise has a permanent estab-
lishment in the latter State.

Insurance enterprises shall be considered
as having a permanent establishment in one
of the States as soon as they receive pre-
miums from or insure risks in the territory
of that State.
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(b) The term ‘‘enterprise’’ includes every
form of undertaking whether carried on by
an individual, partnership, corporation, or
any other entity.

(c) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘French en-
terprise’’.

(d) The term ‘‘United States enterprise’’
means an enterprise carried on in the United
States of America by a resident of the
United States of America or by a United
States corporation or other entity.

The term ‘‘United States corporation or
other entity’’ means a partnership, corpora-
tion or other entity created or organized in
the United States of America or under the
law of the United States of America or of
any State or Territory of the United States
of America.

(e) The term ‘‘French enterprise’’ is de-
fined in the same manner, mutatis mutandis,
as the term ‘‘United States enterprise’’.

IV. The term ‘‘life annuities’’ referred to in
Article 8 of this Convention means a stated
sum payable periodically at stated times
during life, or during a specified number of
years to the person who has paid the pre-
miums or a gross sum for such an obligation.

V. Citizens and corporations or other enti-
ties of one of the contracting States within
the other contracting State shall not be sub-
jected as regards the taxes referred to in the
present Convention, to the payment of high-
er taxes than are imposed upon the citizens
or corporations or other entities of such lat-
ter State.

VI. The provisions of the present Conven-
tion shall not be construed to restrict in any
manner any exemption, deduction, credit, al-
lowance, or other advantage accorded by the
laws of one of the contracting States in the
determination of the tax imposed by such
State.

VII. Documents and information contained
therein, transmitted under the provisions of
this Convention by one of the contracting
States to the other contracting State shall
not be published, revealed or disclosed to any
person except to the extent permitted under
the laws of the latter State with respect to
similar documents or information.

VIII. As used in this Convention the terms
‘‘competent authority’’ or ‘‘competent au-
thorities’’ means, in the case of the United
States of America, the Secretary of the
Treasury and in the case of France, the Min-
ister of Finance.

IX. The term ‘‘United States of America’’
as used in this Convention in a geographic
sense includes only the States, the Terri-
tories of Alaska and Hawaii, and the District
of Columbia.

X. The term ‘‘France’’, when used in a geo-
graphic sense, indicates continental France,
exclusive of Algeria and the Colonies.

XI. Should any difficulty or doubt arise as
to the interpretation or application of the
present Convention, or its relationship to
Conventions between one of the contracting
States and any other State, the competent
authorities of the contracting States may
settle the question by mutual agreement.

Done in duplicate at Paris, this 25th day of
July, 1939.

WILLIAM C. BULLITT

GEORGES BONNET

§ 514.102 Applicable provisions of the
Internal Revenue Code.

(a) The Internal Revenue Code pro-
vides in part as follows:

SEC. 22. GROSS INCOME. * * *
(b) Exclusions from gross income. The fol-

lowing items shall not be included in gross
income and shall be exempt from taxation
under this chapter:

* * * * *

(7) Income exempt under treaty.—Income
of any kind, to the extent required by any
treaty obligation of the United States;

* * * * *

SEC. 62. RULES AND REGULATIONS.
The Commissioner, with the approval of

the Secretary, shall prescribe and publish all
needful rules and regulations for the enforce-
ment of this chapter.

(b) Pursuant to section 62 of the In-
ternal Revenue Code, Article 26 of the
convention, and other provisions of the
internal revenue laws, §§ 514.103–514.117
are hereby prescribed and all regula-
tions inconsistent herewith are modi-
fied accordingly.

§ 514.103 Scope of the convention.

(a) The primary purposes of the con-
vention are to avoid double taxation
upon certain classes of income, and to
inaugurate fiscal cooperation between
the two States with respect to recip-
rocal disclosure of information and to
the collection of the taxes enumerated
in Article 1 of the convention.

(b) The specific classes of income
from sources within the United States
exempt under the convention from
United States income taxes are:

(1) Industrial and commercial profits
of a French enterprise having no per-
manent establishment in the United
States (Article 3);
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(2) Income derived by a French enter-
prise from the operation of ships docu-
mented under the laws of, or aircraft
registered in, France (Article 6);

(3) Royalties derived by a non-
resident alien who is a resident of
France or by a French corporation or
other French entity (having no perma-
nent establishment within the United
States), for the right to use copyrights,
patents, secret processes and formulae,
trademarks and other analogous rights
(Article 7);

(4) Compensation and pensions paid
by France or by a political subdivision
of France to individuals (other than
citizens of the United States) for serv-
ices rendered to France whether within
or without the United States (Article
8);

(5) Private pensions and life annu-
ities derived from within the United
States and paid to nonresident alien in-
dividuals (whether or not such individ-
uals are citizens of France) residing in
France during the year in which such
amounts are paid (Article 8);

(6) Earned income of a doctor, law-
yer, engineer, or other member of a lib-
eral profession who is a nonresident
alien individual and is a resident of
France and does not maintain within
the United States an office, establish-
ment, installation, or other fixed cen-
ter related to the practice of his profes-
sion within the United States (Article
10);

(7) Gains from sources within the
United States arising from the sale or
exchange of stocks, securities, or com-
modities by a resident of France (other
than a citizen of the United States) or
a French corporation or other French
entity unless such resident, corpora-
tion, or other entity has, at any time
during the taxable year in which such
sale takes place, a permanent estab-
lishment within the United States (Ar-
ticle 11).

(c) Except as expressly provided by
the convention, the tax liability of
nonresident aliens who are residents of
France or of French corporations or
other French entities is determined in
accordance with the provisions of the
laws and of the regulations thereunder
applicable generally to nonresident
alien individuals and to foreign cor-
porations.

(d) The convention shall not be con-
strued to affect the liability to United
States income taxation of citizens of
France who are resident in the United
States except to the extent that such
individuals are entitled to the benefits
of Articles 8, 14A, and 19 and to para-
graph V of the protocol of the conven-
tion. The tax liability of a United
States citizen or a resident of the
United States, a member of a French
partnership carrying on a French en-
terprise is not affected by Article 3 of
the convention. Such citizen or resi-
dent is subject to United States income
tax upon his distributive share of the
net income of such partnership even
though the other members of such
partnership are not subject to tax upon
their share of the partnership’s indus-
trial and commercial profits from
sources within the United States where
the enterprise has no permanent estab-
lishment within the United States. The
convention shall not be construed to
affect the liability to United States in-
come taxation of citizens of the United
States or residents of the United
States who are not citizens of France.

(e) The convention has no reference
to rates of taxation imposed by the re-
spective States but is concerned with
the exempting of income arising in one
of the contracting States when such in-
come is derived from sources within
such contracting State by a resident or
corporation or other entity of the
other contracting State and meets the
conditions upon which such exemption
depends as prescribed in the conven-
tion. This subpart is not concerned
with the provisions of Articles 14B, 15,
16, and 17 of the convention since such
articles affect only the allowance
against the taxes imposed by France of
income and excess profits taxes paid to
the United States or the application of
French revenue laws and decrees.

§ 514.104 Definitions.
(a) Any word or term used in this

subpart which is defined in the conven-
tion shall be given the definition as-
signed to such word or term in such
convention. Any word or term used in
this subpart which is not defined in the
convention but is defined in the Inter-
nal Revenue Code shall be given the
definition contained therein.
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(b) As used in this subpart:
(1) The term ‘‘permanent establish-

ment’’ includes branches, mines and oil
wells, plantations, factories, work-
shops, stores, purchasing and selling
and other offices, agencies, warehouses
and other fixed places of business. A
French parent corporation having a do-
mestic or foreign subsidiary corpora-
tion in the United States shall not be
deemed by reason of such fact to have
a permanent establishment in the
United States. The mere fact that a
foreign subsidiary corporation of a
French parent corporation has a per-
manent establishment in the United
States does not mean that such French
parent corporation has a permanent es-
tablishment in the United States. The
fact that a French enterprise carries on
business dealings in the United States
through a bona fide commission agent
or broker shall not be held to mean
that such enterprise has a permanent
establishment in the United States. If,
however, a French enterprise carries on
business in the United States through
an employee or agent established there
who has general authority to negotiate
and conclude contracts or has a stock
of merchandise from which he regu-
larly fills orders, such enterprise shall
be deemed to have a permanent estab-
lishment in the United States. Thus, if
a French enterprise has a full time em-
ployee or full time agent who for such
enterprise maintains in the United
States a stock of merchandise from
which orders are filled, such enterprise
has a permanent establishment in the
United States even though such em-
ployee or agent has no general author-
ity to negotiate and conclude contracts
on behalf of such enterprise. However,
the mere fact that a commission agent
or broker through whom a French en-
terprise carries on business in the
United States maintains a small stock
of goods in the United States from
which occasional orders are filled shall
not be construed as meaning that such
enterprise has a permanent establish-
ment in the United States. The mere
fact that salesmen, employees of a
French enterprise, promote the sale of
its products in the United States does
not mean that such enterprise has a
permanent establishment therein.
However, a French insurance enter-

prise which insures risks within the
United States or receives premiums
from sources within the United States
is deemed to have a permanent estab-
lishment within the United States.

(2) The term ‘‘enterprise’’ means any
commercial or industrial undertaking,
whether conducted by an individual,
partnership, corporation, or other enti-
ty. It includes such activities as manu-
facturing, merchandising, mining,
banking, and insurance. It does not in-
clude the operation of, or the trading
in, real property located in the United
States. It does not include the ren-
dition of personal services. Hence, a
nonresident alien individual who is a
resident of France, rendering personal
services within the United States is
not, merely by reason of such services,
engaged in an enterprise within the
meaning of the convention, and his li-
ability to United States income tax is
unaffected by Article 3 of the Conven-
tion.

(3) The term ‘‘French enterprise’’
means an enterprise carried on in
France by a nonresident alien indi-
vidual resident of France or by a
French corporation or other French en-
tity. The term ‘‘corporation or other
entity’’ means a partnership, corpora-
tion, or other entity created or orga-
nized in France or under the laws of
France. For example, an enterprise car-
ried on wholly outside France by a
French corporation is not a French en-
terprise within the meaning of the con-
vention. Whether a French entity is a
corporation, a partnership, or a trust is
to be determined in accordance with
the principles of existing law relating
to the taxation of nonresident aliens
and foreign corporations.

(4) The term ‘‘industrial and commer-
cial profits’’ means the profits arising
from the industrial, mercantile, manu-
facturing, or like activities of a French
enterprise as defined in this section.
Such term does not include income
from real property, interest, dividends,
rentals and royalties, gains from the
sale or exchange of capital assets, or
compensation for labor or personal
service. Such enumerated items of in-
come are not governed by the provi-
sions of Article 3 but, to the extent
covered by the convention, are subject
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to the rules elsewhere set forth therein
and in this subpart.

(5) The term ‘‘Secretary’’ means the
Secretary of the Treasury and the term
‘‘Minister’’ means the Minister of Fi-
nance of France.

§ 514.105 Scope of convention with re-
spect to determination of ‘‘indus-
trial and commercial profits’’ of a
nonresident alien individual resi-
dent of France, or of a French cor-
poration or other entity carrying on
a French enterprise in the United
States.

(a) General. Article 3 of the conven-
tion adopts the principle that an enter-
prise of one of the contracting States
shall not be taxable in the other con-
tracting State in respect of its indus-
trial and commercial profits unless it
has a permanent establishment in the
latter State. Hence, a French enter-
prise is subject to United States tax
upon its industrial and commercial
profits from sources within the United
States only if it has a permanent es-
tablishment within the United States.
From the standpoint of Federal income
taxation, the article has application
only to a French enterprise and to the
industrial and commercial income
thereof from sources within the United
States. It has no application, for exam-
ple, to compensation for labor or per-
sonal services performed in the United
States, to income derived from real
property located in the United States
or any interest therein, including rent-
als and royalties, to gains from the
sale or other disposition of such real
property or interest, to dividends and
interest, to rentals and royalties aris-
ing from leasing personal property or
any interest in such property, includ-
ing rentals and royalties for the use of
patents, copyrights, secret processes
and formulae, good will, trade marks,
trade brands, franchises, and other like
property, or to profits from the sale or
exchange of capital assets. Such enu-
merated items of income, to the extent
covered by the convention, are treated
separately elsewhere in this subpart
and are subject to the rules laid down
in the sections having specific ref-
erences to the respective items of in-
come.

(b) No United States permanent estab-
lishment. A nonresident alien individual

who is a resident of France, or a
French corporation or other French en-
tity carrying on a French enterprise,
but having no permanent establish-
ment in the United States, is not sub-
ject to United States income tax upon
industrial and commercial profits from
sources within the United States. For
example, if such French corporation
sells stock in trade, such as wines or
perfumery or cheese, through a bona
fide commission agent or broker in the
United States, the resulting profit is,
under the terms of Article 3 of the con-
vention, exempt from United States in-
come tax. Such French corporation,
however, remains subject to tax upon
all other items of income from sources
within the United States which are not
expressly exempted from such tax
under the convention.

(c) United States permanent establish-
ment. A nonresident alien individual
who is a resident of France, or a
French corporation or other entity,
carrying on a French enterprise having
a permanent establishment in the
United States is subject to tax upon his
or its industrial and commercial prof-
its from sources within the United
States. In the determination of the in-
come of such resident of France or
French corporation or other entity
from sources within the United States,
all industrial and commercial profits
from such sources shall be deemed to
be allocable to the permanent estab-
lishment within the United States.
Hence, for example, if a French enter-
prise, having a permanent establish-
ment in the United States, sells di-
rectly in the United States through a
commission agent or broker therein
goods produced in France, the resulting
profits derived from United States
sources from the latter transactions
are allocable to such permanent estab-
lishment. The net income from sources
within the United States, including the
industrial and commercial profits,
shall be determined in accordance with
the provisions of section 119 of the In-
ternal Revenue Code and the regula-
tions thereunder. In determining indus-
trial and commercial profits no ac-
count shall be taken of the mere pur-
chase of merchandise effected in the
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1 Section 514.109 (formerly § 7.418) was re-
voked by T.D. 6273, 22 F.R. 9529, Nov. 28, 1957.

United States by such French enter-
prise. A nonresident alien who is a resi-
dent of France, a member of a French
partnership having a permanent estab-
lishment within the United States,
shall by reason of such fact be deemed
to have a permanent establishment
within the United States.

§ 514.106 Control of a domestic enter-
prise by a French enterprise.

Article 5 of the convention provides
that if a French enterprise by reason of
its control of a domestic business im-
poses conditions different from those
which would result from normal busi-
ness relations between independent en-
terprises, the accounts between the en-
terprises will be adjusted so as to as-
certain the true net income of the do-
mestic enterprise. The purpose is to
place the controlled domestic enter-
prise on a tax parity with an uncon-
trolled domestic enterprise by deter-
mining, according to the standard of an
uncontrolled enterprise, the true net
income from the property and business
of the controlled enterprise. The con-
vention contemplates that if the ac-
counting records do not truly reflect
the net income from the property and
business of such domestic enterprise
the Commissioner of Internal Revenue
shall intervene and, by making such
distributions, apportionments, or allo-
cations as he may deem necessary of
gross income or deductions of any item
or element affecting net income as be-
tween such domestic enterprise and the
French enterprise by which it is con-
trolled or directed, determine the true
net income of the domestic enterprise.
The provisions of § 29.45–1 of Regula-
tions 111 (26 CFR 1949 ed. Supps. 29.45–
1) [and § 39.45–1 of Regulations 118 (26
CFR, Rev. 1953, Parts 1–79, and
Supps.)], shall, in so far as applicable,
be followed in the determination of the
net income of the domestic business.

§ 514.107 Income from operation of
ships or aircraft.

The income derived by a French en-
terprise from the operation of ships
documented under the laws of France,
or of aircraft registered in France, is
under Article 6 of the convention ex-
empt from United States income tax.
However, the profits derived by such

enterprise from the operation of ships
or aircraft, if any, not so documented
or registered are treated as are indus-
trial and commercial profits generally.
See Article 3 of the convention and
§ 514.105.

§ 514.108 Income from real property,
including mineral royalties.

Income of whatever nature derived
by a nonresident alien individual who
is a resident of France, or by a French
corporation or other French entity
from real property situated in the
United States, including gains derived
from the sale of such property and roy-
alties in respect of the operation of
mines, quarries, or other natural re-
sources situated in the United States,
is not exempted from taxation by the
convention. The treatment of such in-
come for taxation purposes is governed
by those provisions of the Internal
Revenue Code applicable generally to
the taxation of nonresident aliens and
foreign corporations.

§ 514.110 Government wages, salaries,
and similar compensation, pen-
sions, and life annuities.

(a) Under Article 8 of the convention,
wages, salaries, and similar compensa-
tion, and pensions paid by France, or
by a political subdivision thereof, to
individuals residing in the United
States are exempt from Federal income
tax. However, under the provisions of
Article 14A of the convention, such ex-
emption shall not be construed as ap-
plying to recipients of such income
who are citizens of the United States
or alien residents who are not citizens
of France.

(b) Under the provisions of the same
article of the convention private pen-
sions and life annuities derived from
sources within the United States by
nonresident alien individuals who are
residents of France are exempt from
Federal income tax. Such items of in-
come are therefore not subject to the
withholding provisions of the Internal
Revenue Code. See paragraph IV of the
protocol to the convention as to what
constitutes life annuities. See, also,
§ 514.109 1 with respect to patent and
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copyright royalties as to the require-
ments necessary to avoid withholding
of the tax at the source, which require-
ments are also applicable for the pur-
poses of this section.

§ 514.111 Compensation for labor or
personal services.

(a) General. In general and subject to
the provisions of Article 8 and Article
10 of the convention and paragraph (b)
of this section, compensation for labor
or personal services derived from
sources within the United States by a
nonresident alien who is a resident of
France, is subject to tax in accordance
with the provisions of the Internal
Revenue Code applicable generally to
nonresident aliens. The provisions of
Article 9 do not disturb either the pro-
visions of section 119(a)(3) of the Inter-
nal Revenue Code, relating to source of
compensation for labor or personal
services, or the provisions of the Inter-
nal Revenue Code relating to the tax-
ation of such compensation in the
hands of a nonresident individual who
is a resident of France.

(b) Professional earnings. Article 10 of
the convention provides a special rule
of taxation with respect to professional
fees constituting income derived from
sources within the United States by a
resident of France who is a nonresident
alien. Under such rule, such non-
resident alien rendering professional
services, such as medical, legal, engi-
neering, and scientific services, is not
subject to United States tax with re-
spect to such compensation unless he
has an office or other fixed place situ-
ated in the United States during the
taxable year. Thus, such alien present
in the United States during any part of
the taxable year and rendering profes-
sional advice as a medical doctor or as
a lawyer or as an engineer, is not sub-
ject to Federal income tax on fees de-
rived by him in such taxable year by
reason of such services unless he main-
tains at some time during such taxable
year an office or other fixed place in
the United States incident to the prac-
tice of his profession. The exemption
applies regardless of the length of time
spent within the United States during
the taxable year and regardless of the
amount of the fees or professional
charges resulting to such alien from

such services. As to when an alien is
regarded as a resident of the United
States and hence outside the scope of
the exemption, see § 29.211–2 of Regula-
tions 111 (26 CFR 1949 ed. Supps. 29.211–
2) [and § 39.211–2 of Regulations 118 (26
CFR, Rev. 1953, Parts 1–79, and
Supps.)].

§ 514.112 Stocks, securities, and com-
modities.

Under Article 11 of the convention,
gains derived from the sale or exchange
within the United States of stocks, se-
curities, or commodities (if of a kind
customarily dealt in on an organized
commodity exchange) by a nonresident
alien individual resident in France, or
by a French corporation or other
French entity, is exempt from Federal
income tax unless such individual, cor-
poration, or other entity has a perma-
nent establishment in the United
States. If, however, a permanent estab-
lishment is maintained in the United
States, such gains are not so exempt
even though the sales or exchanges re-
sulting in such gains were carried on
directly from the home office of the
taxpayer and not through the perma-
nent establishment in the United
States. As to what constitutes a per-
manent establishment, see
§ 514.104(b)(1).

§ 514.113 Remittances to students.

Under Article 12 of the convention,
nonresident alien individuals who are
residents of France and who are tempo-
rarily residing in the United States for
the purposes of studying or for acquir-
ing business experience, are exempt
from Federal income tax upon amounts
representing remittances from France
for the purposes of their maintenance
and studies.

§ 514.114 Credit against United States
tax liability for income tax paid to
France.

For the purpose of avoidance of dou-
ble taxation, Article 14A of the conven-
tion provides that, on the part of the
United States, there shall be allowed
against the United States income and
excess profits tax liabilities a credit for
any income, war-profits or excess prof-
its taxes paid to France by United

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00093 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



98

26 CFR Ch. I (4–1–99 Edition) § 514.115

States citizens or domestic corpora-
tions. Such principle also applies in the
case of a citizen of France residing in
the United States. Such credit, how-
ever, is subject to the limitations pro-
vided in section 131 of the Internal Rev-
enue Code (relating to the credit for
foreign taxes) and section 729 of such
Code (relating to laws applicable). See
§§ 29.131–1 to 29.131–10 of Regulations 111
(26 CFR 1949 ed. Supps. 29.131–1 to
29.131–10), [§§ 39.131(a)–1 to 39.131(j)–1 of
Regulations 118 (26 CFR, Rev. 1953,
Parts 1–79, and Supps.)], and §§ 35.729–1
to 35.729–3 Regulations 112 (26 CFR 1938
ed. Supps. 35.729–1 to 35.729–3).

§ 514.115 Adjustment of tax liability of
residents of France and French cor-
porations.

Article 18 of the convention confers
upon the Commissioner authority to
adjust under the Revenue Act of 1936
the tax liability for taxable years be-
ginning prior to January 1, 1936, of non-
resident alien residents of France, and
French corporations, in any case in
which such tax liability remained un-
paid on January 1, 1945. Such provision,
however, will not apply in any case un-
less:

(a) The Commissioner is satisfied
that the additional income tax in-
volved did not arise by reason of fraud
with intent to evade the tax on the
part of the taxpayer concerned; and

(b) The taxpayer files, prior to Janu-
ary 1, 1947, with the Commissioner a
sworn statement showing for each year
involved and for such other years as
the Commissioner may require, (1) by
items and classes of income the
amounts of interest, dividends, rents,
salaries, wages, premiums, annuities,
compensations, remunerations, emolu-
ments, or other fixed or determinable
annual or periodical income, gains,
profits, and income derived from
sources within the United States; (2)
the business transactions, if any, car-
ried on in the United States by or in
behalf of the taxpayer during each of
such years; and (3) such further infor-
mation as the Commissioner may re-
quire in the particular case.

§ 514.116 Reciprocal administrative as-
sistance.

(a) General. (1) By Article 20 of the
convention, the United States and
France adopt the principle of exchange
of information for use in the deter-
mination and assessment of the taxes
with which the convention is con-
cerned. Pursuant to such principle,
every United States withholding agent
shall make and file with the collector,
in duplicate, an information return on
Form 1042C for the calendar year 1945
and each subsequent calendar year in
addition to withholding return Form
1042, with respect to dividends, inter-
est, royalties, rents, salaries, wages,
pensions, and annuities, or other fixed
or determinable annual or periodical
income paid to persons whose addresses
are in France whether or not tax has
been withheld with respect to such in-
come. There shall be reported on Form
1042C not only such items of income
listed on Form 1042, but also such
items of interest listed on monthly re-
turns, Form 1012, and there shall be
shown on such return items of income
paid to such addressees even though
such items are exempt from tax under
the convention, as, for example, cer-
tain royalties.

(2) The information and correspond-
ence relating to exchange of informa-
tion may be transmitted direct by the
Secretary to the Minister.

(b) Information to be furnished in due
course. In accordance with the provi-
sions of Article 21 of the convention,
the Secretary shall forward to the Min-
ister as soon as practicable after the
close of the calendar year 1945 and of
each calendar year thereafter during
which the convention is in effect, the
names and addresses of all persons
whose addresses are within France and
who derive from sources within the
United States, dividends, interest,
rents, royalties, salaries, wages, pen-
sions, and annuities, or other fixed or
determinable annual or periodical prof-
its and income showing the amounts of
such profits and income in the case of
each addressee. For these purposes, the
transmission to the Minister of infor-
mation return, Form 1042C, as provided
in paragraph (a) of this section for the

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00094 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



99

Internal Revenue Service, Treasury § 516.1

calendar year 1945 and subsequent cal-
endar years shall constitute a compli-
ance with the provisions of Article 21
of the convention and of this subpart.

(c) Information in specific cases. Under
the provisions of Article 22 of the con-
vention, the Secretary shall furnish (if
request therefor is made by the Min-
ister through diplomatic channels) to
the Minister such information, relative
to the tax liability to France of any
person (other than a citizen of the
United States or a United States do-
mestic corporation or other United
States domestic entity), as is available
to, or may be obtained by, the Sec-
retary under the revenue laws of the
United States.

§ 514.117 Reciprocal regulations.
Article 26 of the convention provides

that the United States and France may
prescribe (a) regulations for the pur-
pose of carrying the convention into ef-
fect within the respective countries
and (b) reciprocal rules relating to the
exchange of information.

PART 515 [RESERVED]

PART 516—AUSTRIA

Subpart—Withholding of Tax

Sec.
516.1 Introductory.
516.2 Dividends; general rules.
516.3 Dividends received by addressee not

actual owner.
516.4 Interest.
516.5 Patent and copyright royalties and

film rentals.
516.6 Private pensions and private life annu-

ities.
516.7 Sources of income.
516.8 Beneficiaries of an estate or trust.
516.9 Release of excess tax withheld at

source.
516.10 Refund of excess tax withheld during

1957.
516.11 Information to be furnished in ordi-

nary course.
516.12 Taxable years beginning in 1956 and

ending in 1957.

AUTHORITY: Sec. 7805, 68A Stat. 917; 26
U.S.C. 7805.

SOURCE: Treasury Decision 6322, 23 FR 7841,
Oct. 10, 1958; 25 FR 14022, Dec. 31, 1960, unless
otherwise noted.

EFFECTIVE DATE NOTE: By T.D. 8732, 62 FR
53498, Oct. 14, 1997, part 516 was removed, ef-

fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

Subpart—Withholding of Tax

§ 516.1 Introductory.
(a) Pertinent provisions. The income

tax convention between the United
States and the Republic of Austria,
signed on October 25, 1956, referred to
in this part as the convention, provides
in part as follows, effective on and
after January 1, 1957:

ARTICLE I

(1) The taxes referred to in this Convention
are:

(a) In the case of the United States of
America: The federal income taxes, includ-
ing surtaxes.

(b) In the case of the Republic of Austria:
The Einkommensteuer (income tax), the
Koerperschaftsteuer (corporation tax) and
the Beitrag vom Einkommen zur Foerderung
des Wohnbaues und fuer Zwecke des
Familienlastenausgleiches (housing recon-
struction and family allowance contribu-
tion).

(2) The present Convention shall also apply
to any other income or profits tax of a sub-
stantially similar character which may be
imposed by one of the contracting States
after the date of signature of the present
Convention.

ARTICLE II

(1) As used in this Convention:
(a) The term ‘‘United States’’ means the

United States of America, and when used in
a geographical sense means the States, the
Territories of Alaska and Hawaii, and the
District of Columbia;

(b) The term ‘‘Austria’’ means the Repub-
lic of Austria;

(c) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
a United States enterprise or an Austrian en-
terprise;

(d) The term ‘‘United States enterprise’’
means an industrial or commercial enter-
prise or undertaking carried on in the United
States by a natural person (including an in-
dividual in his individual capacity or as a
member of a partnership) resident in the
United States or by a United States corpora-
tion or other entity; the term ‘‘United
States corporation or other entity’’ means a
corporation or other entity created or orga-
nized under the law of the United States or
of any State or Territory of the United
States;

(e) The term ‘‘Austrian enterprise’’ means
an industrial or commercial enterprise or
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undertaking carried on in Austria by a nat-
ural person (including an individual in his
individual capacity or as a member of a part-
nership) resident in Austria or by an Aus-
trian corporation; the term ‘‘Austrian cor-
poration’’ means a corporation or other enti-
ty created or organized under the law of Aus-
tria;

(f) The term ‘‘permanent establishment’’
means a branch, office, factory, workshop, a
warehouse, a merchandising establishment, a
mine, oil well or other place of exploitation
of the ground or soil, a construction or as-
sembly project or the like, the duration of
which exceeds or will likely exceed twelve
months, or other fixed place of business; but
does neither include the casual and tem-
porary use of mere storage facilities, nor an
agent or employee unless the agent or em-
ployee has full power for the negotiation and
concluding of contracts on behalf of an en-
terprise and also habitually exercises this
power in that other State or has a stock of
merchandise belonging to the enterprise of
the other State from which he regularly fills
orders on behalf of the enterprise. An enter-
prise of one of the contracting States shall
not be deemed to have a permanent estab-
lishment in the other State merely because
it carries on business dealings in such other
State through a commission agent, broker,
custodian or other independent agent, acting
in the ordinary course of his business as
such. The fact that an enterprise of one of
the contracting States maintains in the
other State a fixed place of business exclu-
sively for the purchase of goods and mer-
chandise shall not of itself constitute such
fixed place of business a permanent estab-
lishment of the enterprise. The maintenance
within the territory of one of the con-
tracting States by an enterprise of the other
contracting State of a warehouse for conven-
ience of delivery and not for purposes of dis-
play shall not of itself constitute a perma-
nent establishment within that territory.
The fact that a corporation of one con-
tracting State has a subsidiary corporation
which is a corporation of the other State or
which is engaged in trade or business in the
other State shall not of itself constitute that
subsidiary corporation a permanent estab-
lishment of its parent corporation;

(g) The term ‘‘competent authorities’’
means, in the case of the United States, the
Commissioner of Internal Revenue as au-
thorized by the Secretary of the Treasury;
and in the case of Austria, the Federal Min-
istry of Finance.

(2) For the purpose of the present Conven-
tion:

(a) Dividends paid by a corporation of one
of the contracting States shall be treated as
income from sources within such State.

(b) Interest paid by one of the contracting
States, including any local government
thereof, or by an enterprise of one of the con-

tracting States not having a permanent es-
tablishment in the other contracting State
shall be treated as income from sources
within the former State.

(c) Income from real property (including
gains derived from the sale or exchange of
such property, but not including interest
from mortgages or bonds secured by real
property) and royalties in respect of the op-
eration of mines, oil wells, or other natural
resources shall be treated as income derived
from the contracting State in which such
real property, mines, oil wells or other nat-
ural resources are situated.

(d) Compensation for labor or personal
services (including the practice of liberal
professions) shall be treated as income from
sources within the contracting State where
are rendered the services for which such
compensation is paid.

(e) Royalties for using, or for the right to
use, in one of the contracting States, pat-
ents, copyrights, designs, trademarks and
like property shall be treated as income
from sources within such State.

(3) In the application of the provisions of
this Convention by one of the contracting
States any term not otherwise defined shall,
unless the context otherwise requires, have
the meaning which the term has under its
own tax laws. For the purposes of this Con-
vention the term ‘‘residence’’ in Austria
shall include the customary place of abode
therein.

* * * * *

ARTICLE VI

The rate of tax imposed by one of the con-
tracting States upon dividends received from
sources within such State by a resident or
corporation or other entity of the other con-
tracting State not having a permanent es-
tablishment in the former State shall not ex-
ceed 50 percent of the statutory rate of tax
imposed on such dividends by such former
State but such rate of tax shall not exceed 5
percent if the shareholder is a corporation
controlling, directly or indirectly, at least 95
percent of the entire voting power in the cor-
poration paying the dividend, and if not
more than 25 percent of the gross income of
such paying corporation is derived from in-
terest and dividends, other than interest and
dividends received from its own subsidiary
corporations. Such reduction of the rate to
five percent shall not apply if the relation-
ship of the two corporations has been ar-
ranged or is maintained primarily with the
intention of securing such reduced rate.

ARTICLE VII

Interest received from sources within one
of the contracting States, on bonds, notes,
debentures, securities or on any other form
of indebtedness (exclusive of interest on

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00096 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



101

Internal Revenue Service, Treasury § 516.1

debts secured by mortgages) by a resident or
corporation or other entity of the other con-
tracting State shall, in an amount not ex-
ceeding fair and reasonable consideration on
indebtedness, be exempt from tax by the
former State if such resident, corporation or
other entity has no permanent establish-
ment in such former State.

ARTICLE VIII

(1) Royalties and other amounts received
as consideration for the right to use literary,
musical or other copyrights, artistic and sci-
entific works, patents, designs, plans, secret
processes and formulae, trademarks, and
other like property and rights (including
rentals and like payments for the use of in-
dustrial, commercial or scientific equipment
but not including motion picture film rent-
als) by a resident or a corporation or other
entity of one of the contracting States from
sources within the other contracting State
shall, in an amount not exceeding fair and
reasonable consideration for such right to
use, be exempt from taxation by such other
State if the recipient has no permanent es-
tablishment situated in such other State.

(2) The rate of tax imposed by one of the
contracting States upon motion picture film
rentals received from sources within such
contracting State by a resident or corpora-
tion or other entity of the other contracting
State not having a permanent establishment
in the former State shall not exceed 50 per-
cent of the statutory rate of tax imposed on
such rentals but in any case shall not exceed
10 percent of the amount of such rentals.

ARTICLE IX

(1) Income from real property (including
gains derived from the sale or exchange of
such property and interest on mortgages se-
cured by such property) and royalties in re-
spect of the operation of mines, oil wells or
other natural resources shall be taxable in
the contracting State in which such prop-
erty, mines, oil wells or other natural re-
sources are situated.

(2) Where a resident or corporation or
other entity of one of the contracting States
derives any income coming within the scope
of paragraph (1) from property within the
other contracting State, the recipient may,
for any taxable year, elect to be subject to
the tax of such other contracting State on a
net basis as if such resident, corporation or
other entity were engaged in trade or busi-
ness within such other State through a per-
manent establishment therein.

* * * * *

ARTICLE XI

* * * * *

(2) Private pensions and private life annu-
ities which are from sources within one of
the contracting States and are paid to indi-
viduals residing in the other contracting
State shall be exempt from taxation by the
former State.

(3) The term ‘‘pensions’’, as used in this Ar-
ticle, means periodic payments made in con-
sideration for services rendered or by way of
compensation for injuries received.

(4) The term ‘‘life annuities’’, as used in
this Article, means a stated sum payable pe-
riodically at stated times during life, or dur-
ing a specified number of years, under an ob-
ligation to make the payments in return for
adequate and full consideration in money or
money’s worth.

* * * * *

ARTICLE XIV

(1) Dividends and interest paid by an Aus-
trian corporation (other than a United
States corporation) shall be exempt from
United States tax where the recipient is a
nonresident alien or a foreign corporation.

* * * * *

ARTICLE XVI

(1) The competent authorities of the con-
tracting States shall exchange such informa-
tion (being information available under the
respective taxation laws of the contracting
States) as is necessary for carrying out the
provisions of the present Convention or for
the prevention of fraud or the like in rela-
tion to the taxes which are the subject of the
present Convention. Any information so ex-
changed shall be treated as secret and shall
not be disclosed to any persons other than
those concerned with the assessment and
collection of the taxes which are the subject
of the present Convention. No information
shall be exchanged which would disclose any
trade, business, industrial or professional se-
cret or any trade process.

(2) In no case shall the provisions of this
Article be construed so as to impose upon ei-
ther of the contracting States the obligation
to carry out administrative measures at
variance with the regulations and practice of
either contracting State or which would be
contrary to its sovereignty, security or pub-
lic policy or to supply particulars which are
not procurable under its own legislation or
that of the State making application.

ARTICLE XVII

* * * * *

(2) Should any difficulty or doubt arise as
to the interpretation or application of the
present Convention or its relationship to
Conventions of the contracting States with
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third States the competent authorities of
the contracting States may settle the ques-
tion by mutual agreement.

ARTICLE XVIII

(1) The provisions of this Convention shall
not be construed to deny or affect in any
manner the right of diplomatic and consular
officers to other or additional exemptions
now enjoyed or which may hereafter be
granted to such officers.

(2) The provisions of the present Conven-
tion shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance now or hereafter granted by
the laws of one of the contracting States in
the determination of the tax imposed by
such State.

* * * * *

ARTICLE XIX

(1) The competent authorities of the two
contracting States may prescribe regula-
tions necessary to carry into effect the
present Convention within the respective
States.

(2) The competent authorities of the two
contracting States may communicate with
each other directly for the purpose of giving
effect to the provisions of this Convention.

ARTICLE XX

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Vienna as soon as possible. The
Convention shall have effect on and after the
first day of January of the calendar year in
which such exchange takes place.

(2) The present Convention shall remain in
force indefinitely, but may be terminated by
either of the contracting States, provided
that at least six months’ prior notice of ter-
mination has been given through diplomatic
channels. In such event, the present Conven-
tion shall cease to be effective for the tax-
able years beginning on or after the first day
of January next following the expiration of
the six-month period.

(b) Meaning of terms. As used in
§§ 516.1 to 516.12, any term defined in
the convention shall have the meaning
so asigned to it; any term not so de-
fined shall, unless the context other-
wise requires, have the meaning which
such term has under the internal rev-
enue laws of the United States.

§ 516.2 Dividends; general rules.
(a) Paid by an Austrian corporation.

Dividends paid on or after January 1,
1957, by an Austrian corporation which
is not a United States corporation are

exempt from United States tax under
the provisions of Article XIV (1) of the
convention if the recipient is a non-
resident alien or a foreign corporation.

(b) 50 percent of statutory rate—(1) In
general. Article VI of the convention
provides that the rate of United States
tax imposed upon dividends received
from sources within the United States
on or after January 1, 1957, by a non-
resident alien individual who is a resi-
dent of Austria, or by an Austrian cor-
poration or other entity, shall not ex-
ceed 50 percent of the statutory rate of
tax imposed on such dividends by the
United States if such alien, corpora-
tion, or other entity has not had a per-
manent establishment in the United
States at any time during the taxable
year in which such dividends are re-
ceived. This subparagraph does not
apply to dividends falling within the
scope of paragraph (a) or (c) of this sec-
tion.

(2) Personal services. If a nonresident
alien individual who is a resident of
Austria performs personal services
within the United States during the
taxable year, but has at no time during
such year a permanent establishment
within the United States, he is entitled
to the reduced rate of tax on dividends
prescribed by subparagraph (1) of this
paragraph, even though under the pro-
visions of section 871(c) of the Internal
Revenue Code of 1954 he has engaged in
trade or business within the United
States during such year by reason of
his having performed personal services
therein.

(c) Dividends paid by a related corpora-
tion—(1) Rate of 5 percent. Under the
provisions of Article VI of the conven-
tion, dividends received from sources
within the United States on or after
January 1, 1957, by an Austrian cor-
poration which controls, directly or in-
directly, at the time the dividend is
paid, 95 percent or more of the entire
voting power in the corporation paying
the dividend are subject to United
States tax at a rate not in excess of 5
percent if (i) not more than 25 percent
of the gross income of the paying cor-
poration for the 3-year period imme-
diately preceding the taxable year in
which the dividend is paid consists of
dividends and interest (other than divi-
dends and interest received by such
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paying corporation from its own sub-
sidiary corporations, if any), (ii) the re-
lationship between the paying corpora-
tion and the Austrian corporation has
not been arranged or maintained pri-
marily with the intention of securing
the reduced rate of 5 percent, and (iii)
the Austrian corporation at no time
during the taxable year in which such
dividends are received has had a per-
manent establishment within the
United States. This subparagraph does
not apply to dividends falling within
the scope of paragraph (a) of this sec-
tion.

(2) Information to be filed with Commis-
sioner. Any corporation (hereinafter re-
ferred to as the claimant) which claims
or contemplates claiming that divi-
dends paid or to be paid by it are sub-
ject to a rate of United States tax not
in excess of 5 percent shall file the fol-
lowing information with the Commis-
sioner of Internal Revenue as soon as
practicable: (i) the date and place of its
organization; (ii) the number of out-
standing shares of stock of the claim-
ant having voting power and the voting
power thereof; (iii) the person or per-
sons beneficially owning such stock of
the claimant and their relationship to
the Austrian corporation; (iv) the
amounts by years (for the 3-year period
immediately preceding the taxable
year in which the dividend is paid) of
the gross income of the claimant, of
the interest and dividends included in
such gross income, and of the interest
and dividends received by the claimant
from its own subsidiary corporations, if
any; and (v) the relationship between
the claimant and the Austrian corpora-
tion receiving the dividend.

(3) Notification by Commissioner. As
soon as practicable after such informa-
tion is filed, the Commissioner will de-
termine whether the dividends con-
cerned qualify under Article VI of the
convention for a rate of tax not in ex-
cess of 5 percent and will notify the
claimant of his determination. If the
dividends do qualify for such reduced
rate, this notification may also author-
ize the release, pursuant to § 516.9(a)(3),
of excess tax withheld from the divi-
dends concerned.

(d) Withholding of United States tax
from dividends—(1) Exempt from with-
holding. No withholding of United

States tax is required in the case of
dividends paid by an Austrian corpora-
tion which, in accordance with para-
graph (a) of this section, are exempt
from United States tax.

(2) 50 percent of statutory rate—(i) In
general. Withholding of tax at source
on or after January 1, 1958, in the case
of dividends (other than dividends fall-
ing within the scope of subparagraph
(1) or (3) of this paragraph) received
from sources within the United States
by a nonresident alien or by a foreign
corporation or other entity, whose ad-
dress is in Austria, shall, to the extent
withholding of United States tax is re-
quired, be at the rate of 50 percent of
the statutory rate in every case except
that in which, prior to the date of pay-
ment of such dividends, the Commis-
sioner of Internal Revenue has notified
the withholding agent that the reduced
rate of withholding shall not apply.

(ii) Effect of address in Austria. For
the purposes of this subparagraph,
every nonresident alien whose address
is in Austria shall be deemed by United
States withholding agents to be a non-
resident alien individual who is a resi-
dent of Austria not having a perma-
nent establishment within the United
States; and every foreign corporation
or other entity whose address is in Aus-
tria shall be deemed by such with-
holding agents to be an Austrian cor-
poration or other entity not having a
permanent establishment within the
United States.

(iii) Reduced rate applicable to owner
only. This subparagraph is based on the
assumption that the payee of the divi-
dend is the actual owner of the capital
stock from which the dividend is de-
rived. As to action by a recipient who
is not the owner, see § 516.3.

(iv) Statutory rate. As used in this
subparagraph, the term ‘‘statutory
rate’’ means the rate (30 percent as of
the date of approval of this Treasury
decision) prescribed with respect to
dividends by chapter 3 of the Internal
Revenue Code of 1954 as though the
convention had not come into effect.

(v) Nonresident alien. The term ‘‘non-
resident alien’’, as used in this sub-
paragraph, includes nonresident alien
individuals, fiduciaries, and partner-
ships.
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(3) Rate of 5 percent. If, in accordance
with paragraph (c)(3) of this section,
the Commissioner of Internal Revenue
has notified the claimant corporation
that the dividends qualify under Arti-
cle VI of the convention for a rate of
tax not in excess of 5 percent, the re-
duced withholding rate of 5 percent, to
the extent withholding of United
States tax is required, shall apply on or
after January 1, 1958, to any dividends
subsequently paid by such corporation
and received by the Austrian corpora-
tion, unless (i) the stock ownership of
the claimant corporation materially
changes, (ii) the character of the in-
come of the claimant corporation ma-
terially changes, or (iii) the Commis-
sioner determines that the relationship
between the two corporations con-
cerned is being maintained primarily
with the intention of securing the re-
duced rate of United States tax. In
such instance, if such change in stock
ownership or character of income oc-
curs, the claimant corporation shall
promptly notify the Commissioner of
the then existing facts with respect
thereto. The continued application of
the rate not in excess of 5 percent is
also dependent upon the continued ful-
fillment of paragraph (c)(1)(iii) of this
section.

(4) Evidence of tax withheld. The rate
at which United States tax has been
withheld from any dividend paid at any
time after the expiration of the thir-
tieth day after the date on which
§§ 516.1 to 516.12 are published in the
FEDERAL REGISTER to any person whose
address is in Austria at the time the
dividend is paid shall be shown either
in writing or by appropriate stamp on
the check, draft, or other evidence of
payment, or on an accompanying state-
ment.

§ 516.3 Dividends received by ad-
dressee not actual owner.

(a) Additional tax to be withheld—(1)
Nominee or representative. If the recipi-
ent in Austria of any dividend from
which tax has been withheld at a re-
duced rate pursuant to § 516.2(d)(2) is a
nominee or representative through
whom the dividend is received by a per-
son other than one described in
§ 516.2(b), such nominee or representa-
tive shall withhold an additional

amount of United States tax equiva-
lent to the United States tax which
would have been withheld if the con-
vention had not been in effect (30 per-
cent as of the date of approval of
§§ 516.1 to 516.12) minus the amount
which has been withheld at the source.

(2) Fiduciary or partnership. If a fidu-
ciary or a partnership with an address
in Austria receives, otherwise than as a
nominee or representative, a dividend
from which United States tax has been
withheld at a reduced rate pursuant to
§ 516.2(d)(2), such fiduciary or partner-
ship shall withhold an additional
amount of United States tax from the
portion of the dividend included in the
gross income from sources within the
United States of any beneficiary or
partner, as the case may be, who is not
entitled to the reduced rate of tax in
accordance with § 516.2(b). The amount
of the additional tax is to be calculated
in the same manner as under subpara-
graph (1) of this paragraph.

(3) Released amounts of tax. If any
amount of United States tax is released
pursuant to § 516.9(a)(2) by the with-
holding agent in the United States
with respect to a dividend paid to such
a person (nominee, representative, fi-
duciary, or partnership) with an ad-
dress in Austria, the latter shall with-
hold from such released amount any
additional amount of United States
tax, otherwise required to be withheld
from the dividend by the provisions of
subparagraphs (1) and (2) of this para-
graph, in the same manner as if at the
time of payment of the dividend United
States tax at the reduced rate pre-
scribed by § 516.2(d)(2) had been with-
held at source from such dividend.

(b) Returns filed by Austrian with-
holding agents. The amounts withheld
pursuant to paragraph (a) of this sec-
tion by any withholding agent in Aus-
tria shall be deposited, without con-
verting the amounts into United States
dollars, with the Austrian Federal Min-
istry of Finance on or before the 15th
day after the close of the quarter of the
calendar year in which the withholding
in Austria occurs. The withholding
agent making the deposit shall render
therewith such appropriate Austrian
form as may be prescribed by the Fed-
eral Ministry of Finance. The amounts
so deposited should be remitted by the
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Federal Ministry of Finance by draft in
United States dollars, on or before the
end of the calendar month in which the
deposit is made, to the Director of
International Operations, Internal Rev-
enue Service, Washington, D.C., U.S.A.
The remittance should be accompanied
by such Austrian forms as may be re-
quired to be rendered by the with-
holding agent in Austria in connection
with the deposit.

§ 516.4 Interest.
(a) Paid by Austrian corporation. Inter-

est paid on or after January 1, 1957, by
an Austrian corporation which is not a
United States corporation is exempt
from United States tax under the pro-
visions of Article XIV(1) of the conven-
tion if the recipient is a nonresident
alien or a foreign corporation. Such ex-
empt interest is not subject to the
withholding of United States tax at
source.

(b) Other interest. Interest on bonds,
notes, debentures, securities, or on any
other form of indebtedness, including
interest on obligations of the United
States and its instrumentalities but
not including interest on debts secured
by mortgages, which is received from
sources within the United States on or
after January 1, 1957, by a nonresident
alien individual who is a resident of
Austria, or by an Austrian corporation
or other entity, is exempt, in an
amount not exceeding a fair and rea-
sonable consideration on the indebted-
ness, from United States tax under the
provisions of Article VII of the conven-
tion if such alien, corporation, or other
entity at no time during the taxable
year in which such interest is received
has a permanent establishment in the
United States. This paragraph does not
apply to the interest which is exempt
from United States tax in accordance
with paragraph (a) of this section.

(c) Personal services. If a nonresident
alien individual who is a resident of
Austria performs personal services
within the United States during the
taxable year, but has at no time during
such year a permanent establishment
in the United States, he is entitled to
the interest exemption prescribed by
paragraph (b) of this section even
though under the provisions of section
871(c) of the Internal Revenue Code of

1954 he has engaged in trade or business
within the United States during such
year by reason of his having performed
personal services therein.

(d) Exemption from withholding of
United States tax—(1) Coupon bond inter-
est—(i) Form to use. To avoid with-
holding of United States tax at source
on or after January 1, 1958, in the case
of coupon bond interest to which para-
graph (b) of this section applies, the
nonresident alien individual who is a
resident of Austria, or the Austrian
corporation or other entity, shall, for
each issue of bonds, file Form 1001–A in
duplicate when presenting the interest
coupons for payment. This form shall
be signed by the owner of the interest,
or by his trustee or agent, and shall
show the information required by
§ 1.1461–1(d) of this chapter. It shall
contain a statement that the owner (a)
is a resident of Austria, or is an Aus-
trian corporation or other entity, and
(b) has no permanent establishment in
the United States.

(ii) Exemption applicable only to owner.
The exemption from United States tax
contemplated by Article VII of the con-
vention, insofar as it concerns coupon
bond interest, is applicable only to the
owner of the interest. The person pre-
senting the coupon, or on whose behalf
it is presented, shall, for the purpose of
the exemption from United States tax,
be deemed to be the owner of the inter-
est only if he is, at the time the coupon
is presented for payment, the owner of
the bond from which the coupon has
been detached. If the person presenting
the coupon, or on whose behalf it is
presented, is not the owner of the bond,
Form 1001, and not Form 1001–A, shall
be executed.

(iii) Disposition of form. The original
and duplicate of Form 1001–A shall be
forwarded by the withholding agent to
the Director of International Oper-
ations, Internal Revenue Service,
Washington 25, D.C., in accordance
with § 1.1461–2(b)(2) of this chapter.

(2) Interest on noncoupon bonds—(i)
Notification by letter. To avoid with-
holding of United States tax at source
on or after January 1, 1958, in the case
of interest (other than coupon bond in-
terest) to which paragraph (b) of this
section applies, the nonresident alien
individual who is a resident of Austria,
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or the Austrian corporation or other
entity, shall notify the withholding
agent by letter in duplicate that the
interest is exempt from United States
tax under the provisions of Article VII
of the convention. The letter of notifi-
cation shall be signed by the owner of
the interest, or by his trustee or agent,
and shall show the name and address of
the obligor and the name and address
of the owner of the interest. It shall
contain a statement (a) that the owner
is neither a citizen nor a resident of
the United States but is a resident of
Austria, or, in the case of a corporation
or other entity, that the owner is an
Austrian corporation or other entity,
and (b) that the owner has at no time
during the current taxable year had a
permanent establishment in the United
States.

(ii) Use of letter for release of excess
tax. If the letter is also to be used as
authorization for the release, pursuant
to § 516.9(a)(5), of excess tax withheld
from such interest, it shall also con-
tain a statement (a) that, at the time
when the interest was received from
which the excess tax was withheld, the
owner was neither a citizen nor a resi-
dent of the United States but was a
resident of Austria, or, in the case of a
corporation or other entity, the owner
was an Austrian corporation or other
entity, and (b) that the owner at no
time during the taxable year in which
such interest was received had a per-
manent establishment in the United
States.

(iii) Manner of filing letter. The letter
of notification, which shall constitute
authorization for the payment of the
interest without withholding of United
States tax at source, shall be filed with
the withholding agent for each succes-
sive 3-calendar-year period during
which the interest is paid. For this pur-
pose, the first such period shall com-
mence with the beginning of the cal-
endar year in which the interest is first
paid on or after January 1, 1958. Each
letter filed with any withholding agent
shall be filed not later than 20 days
preceding the date of the first payment
within each successive period, or, if
that is not possible because of special
circumstances, as soon as possible after
such first payment. Once a letter has
been filed in respect of any 3-calendar-

year period, no additional letter need
be filed in respect thereto unless the
Commissioner of Internal Revenue no-
tifies the withholding agent that an ad-
ditional letter shall be filed by the tax-
payer. If, after filing a letter of notifi-
cation, the taxpayer ceases to be eligi-
ble for the exemption from United
States tax granted by Article VII of
the convention, he shall promptly no-
tify the withholding agent by letter in
duplicate. When any change occurs in
the ownership of the interest as re-
corded on the books of the payer, the
exemption from withholding of United
States tax shall no longer apply unless
the new owner of record is entitled to
and does properly file a letter of notifi-
cation with the withholding agent.

(iv) Disposition of letter. Each letter of
notification, or the duplicate thereof,
shall be immediately forwarded by the
withholding agent to the Director of
International Operations, Internal Rev-
enue Service, Washington 25, D.C.

(3) Reasonableness of consideration.
For purposes of this paragraph, the
withholding agent may, unless he has
information to the contrary, presume
that the interest represents a fair and
reasonable consideration on the indebt-
edness involved.

§ 516.5 Patent and copyright royalties
and film rentals.

(a) Items exempt from tax—(1) In gen-
eral. Royalties and other amounts re-
ceived from sources within the United
States on or after January 1, 1957, by a
nonresident alien individual who is a
resident of Austria or by an Austrian
corporation or other entity, as consid-
eration for the right to use literary,
musical or other copyrights, artistic
and scientific works, patents, designs,
plans, secret processes and formulae,
trademarks, and other like property
and rights (including rentals and like
payments for the use of industrial,
commercial, or scientific equipment
but not including motion picture film
rentals) are, in an amount not exceed-
ing a fair and reasonable consideration
for such right, exempt from United
States tax under the provisions of Arti-
cle VIII(1) of the convention if such
alien, corporation, or other entity has
not had a permanent establishment in
the United States at any time during
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the taxable year in which such items
are received.

(2) Exemption from withholding of
United States tax—(i) Notification by let-
ter. To avoid withholding of United
States tax at source on or after Janu-
ary 1, 1958, in the case of the items of
income to which this paragraph ap-
plies, the nonresident alien individual
who is a resident of Austria, or the
Austrian corporation or other entity,
shall notify the withholding agent by
letter in duplicate that the income is
exempt from United States tax under
the provisions of Article VIII(1) of the
convention.

(ii) Manner of filing letter. The provi-
sions of § 516.4(d)(2) relating to the exe-
cution, filing, effective period, and dis-
position of the letter of notification
prescribed therein, including its use for
the release of excess tax withheld, are
equally applicable with respect to the
income falling within the scope of this
paragraph.

(iii) Reasonableness of consideration.
For purposes of this subparagraph, the
withholding agent may, unless he has
information to the contrary, presume
that the royalty or other like amount
represents a fair and reasonable consid-
eration for the right involved.

(b) Motion picture film rentals—(1) Re-
duced rate. Under Article VIII(2) of the
convention, the rate of United States
tax imposed upon motion picture film
rentals received from sources within
the United States on or after January
1, 1957, by a nonresident alien indi-
vidual who is a resident of Austria, or
by an Austrian corporation or other
entity, shall not exceed the lesser of (i)
50 percent of the statutory rate of tax
imposed on such rentals by the United
States or (ii) 10 percent of the gross
amount of such rentals, if such alien,
corporation, or other entity at no time
during the taxable year in which such
rentals are received has a permanent
establishment in the United States.

(2) Reduction in rate of withholding of
United States tax—(i) Notification by let-
ter. To secure withholding of United
States tax at source on or after Janu-
ary 1, 1958, at the reduced rate (10 per-
cent, as of the date of approval of
§§ 516.1 to 516.12, of the gross amount of
the rentals) in the case of the motion
picture film rentals to which this para-

graph applies, the nonresident alien in-
dividual who is a resident of Austria,
or the Austrian corporation or other
entity, shall notify the withholding
agent by letter in duplicate that the
rentals are subject to United States
tax at the reduced rate under the pro-
visions of Article VIII(2) of the conven-
tion.

(ii) Manner of filing letter. The provi-
sions of § 516.4(d)(2) relating to the exe-
cution, filing, effective period, and dis-
position of the letter of notification
prescribed therein, including its use for
the release of excess tax withheld, are
equally applicable with respect to the
rentals falling within the scope of this
paragraph except that the release of
excess tax withheld from such rentals
shall be made in accordance with
§ 516.9(a)(6).

§ 516.6 Private pensions and private
life annuities.

(a) Exemption from tax. Private pen-
sions and private life annuities which
are from sources within the United
States and are paid on or after January
1, 1957, to a nonresident alien indi-
vidual who is a resident of Austria are
exempt from United States tax under
the provisions of Article XI (2) of the
convention.

(b) Exemption from withholding of
United States tax—(1) Notification by let-
ter. To avoid withholding of United
States tax at source on or after Janu-
ary 1, 1958, in the case of the items of
income to which this section applies,
the nonresident alien individual who is
a resident of Austria shall notify the
withholding agent by letter in dupli-
cate that the income is exempt from
United States tax under the provisions
of Article XI (2) of the convention. The
letter of notification shall be signed by
the owner of the income, shall show
the name and address of both the payer
and the owner of the income, and shall
contain a statement that the owner, an
individual, is neither a citizen nor a
resident of the United States but is a
resident of Austria.

(2) Use of letter for release of tax. If the
letter is also to be used as authoriza-
tion for the release, pursuant to
§ 516.9(a)(5), of excess tax withheld from
such items of income, it shall also con-
tain a statement that the owner was,
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at the time when the income was paid
from which the excess tax was with-
held, neither a citizen nor a resident of
the United States but was a resident of
Austria.

(3) Manner of filing letter. The letter
of notification shall constitute author-
ization for the payment of such items
of income without withholding of
United States tax at source unless the
Commissioner of Internal Revenue sub-
sequently notifies the withholding
agent that the tax shall be withheld
with respect to payments of such items
of income made after receipt of such
notice. If, after filing a letter of notifi-
cation, the owner of the income ceases
to be eligible for the exemption from
United States tax granted by the con-
vention in respect to such income, he
shall promptly notify the withholding
agent by letter in duplicate. When any
change occurs in the ownership of the
income as recorded on the books of the
payer, the exemption from withholding
of United States tax shall no longer
apply unless the new owner of record is
entitled to and does properly file a let-
ter of notification with the with-
holding agent.

(4) Disposition of letter. Each letter of
notification, or the duplicate thereof,
shall be immediately forwarded by the
withholding agent to the Director of
International Operations, Internal Rev-
enue Service, Washington, D.C.

(c) Definitions. As used in this sec-
tion, the term ‘‘pensions’’ means peri-
odic payments made in consideration
for services rendered or by way of com-
pensation for injuries received, and the
term ‘‘life annuities’’ means a stated
sum payable periodically at stated
times during life, or during a specified
number of years, under an obligation
to make the payments in return for
adequate and full consideration in
money or money’s worth. Neither term
includes retired pay or pensions paid
by the United States or by any State or
Territory of the United States.

§ 516.7 Sources of income.

For determining the sources of in-
come for purposes of §§ 516.1 to 516.12
see sections 861 to 864, inclusive, of the
Internal Revenue Code of 1954 and Arti-
cle II (2) of the convention.

§ 516.8 Beneficiaries of an estate or
trust.

(a) Entitled to benefit of convention. If
he otherwise satisfies the requirements
of the respective articles concerned, a
nonresident alien who is a beneficiary
of an estate or trust shall be entitled
to the exemption from, or reduction in
the rate of, United States tax granted
by Articles VI, VII, VIII, and XIV of
the convention with respect to divi-
dends, interest, and copyright royalties
and other like amounts, to the extent
that (1) any amount paid, credited, or
required to be distributed by such es-
tate or trust to such beneficiary is
deemed to consist of such items, and (2)
such items would, without regard to
the convention, be includible in his
gross income.

(b) Withholding of United States tax. In
order to be entitled in such instance to
the exemption from, or reduction in
rate of, withholding of United States
tax, the beneficiary must otherwise
satisfy such requirements and shall,
where applicable, execute and submit
to the fiduciary of the estate or trust
in the United States the appropriate
letter of notification prescribed in
§§ 516.4(d)(2), 516.5(a)(2) and (b)(2).

(c) Amounts otherwise includible in
gross income of beneficiary. For the de-
termination of amounts which, without
regard to the convention, are includ-
ible in the gross income of the bene-
ficiary, see subchapter J of chapter 1 of
the Internal Revenue Code of 1954, and
the regulations thereunder (§§ 1.641–1 to
1.692–1 of this chapter).

§ 516.9 Release of excess tax withheld
at source.

(a) Amounts to be released—(1) Divi-
dends and interest paid by Austrian cor-
poration. If United States tax at the
statutory rate has been withheld on or
after January 1, 1958, from dividends
and interest paid by an Austrian cor-
poration (other than a United States
corporation) to a recipient who is a
nonresident alien or a foreign corpora-
tion, the withholding agent shall re-
lease and pay over to the person from
whom the tax was withheld an amount
which is equal to the tax so withheld.

(2) Dividends subject to 50 percent of
statutory rate. If United States tax at
the statutory rate has been withheld
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on or after January 1, 1958, from divi-
dends described in § 516.2(b) and re-
ceived from sources within the United
States by a nonresident alien (includ-
ing a nonresident alien individual, fi-
duciary, and partnership) or by a for-
eign corporation or other entity, whose
address at the time of payment was in
Austria, the withholding agent shall
release and pay over to the person from
whom the tax was withheld an amount
which is equal to the difference be-
tween the tax so withheld and the tax
required to be withheld pursuant to
§ 516.2(d)(2).

(3) Dividends subject to 5 percent rate.
If United States tax at the statutory
rate has been withheld on or after Jan-
uary 1, 1958, from dividends which qual-
ify under § 516.2(c)(1) for a rate of tax
not in excess of 5 percent, the with-
holding agent shall, if so authorized in
accordance with § 516.2(c)(3), release
and pay over to the corporation from
which the tax was withheld an amount
which is equal to the difference be-
tween the tax so withheld and the tax
required to be withheld pursuant to
§ 516.2(d)(3).

(4) Coupon bond interest—(i) Substitute
form. In the case of every taxpayer who
furnishes to the withholding agent
Form 1001–A clearly marked ‘‘Sub-
stitute’’ and executed in accordance
with § 516.4(d)(1)(i), where United States
tax has been withheld at the statutory
rate on or after January 1, 1958, from
coupon bond interest exempt under
§ 516.4(b), the withholding agent shall
release and pay over to the person from
whom the tax was withheld an amount
which is equal to the tax so withheld,
if the taxpayer also attaches to such
form a letter in duplicate, signed by
the owner, or by his trustee or agent,
and containing the following:

(a) The name and the address of the
obligor;

(b) The name and the address of the
owner of the interest from which the
excess tax was withheld;

(c) A statement that, at the time
when the interest was received from
which the excess tax was withheld, the
owner was neither a citizen nor a resi-
dent of the United States but was a
resident of Austria, or, in the case of a
corporation or other entity, the owner

was an Austrian corporation or other
entity; and

(d) A statement that the owner at no
time during the taxable year in which
the interest was received had a perma-
nent establishment in the United
States. One such substitute form shall
be filed in duplicate with respect to
each issue of bonds and will serve with
respect to that issue to replace all
Forms 1001 previously filed by the tax-
payer in the calendar year in which the
excess tax was withheld and with re-
spect to which such excess is released.

(ii) Disposition of form. The original
and duplicate of substitute Form 1001–
A (and letter) shall be forwarded by the
withholding agent to the Director of
International Operations, Internal Rev-
enue Service, Washington, D.C., in ac-
cordance with § 1.1461–2(b) of this chap-
ter.

(5) Interest on noncoupon bonds, royal-
ties, pensions, and annuities. If a tax-
payer furnishes to the withholding
agent the authorization of release pre-
scribed in § 516.4(d)(2)(ii), § 516.5(a)(2)(ii),
or § 516.6(b)(2) and United States tax
has been withheld at the statutory rate
on or after January 1, 1958, from the in-
terest, copyright royalties or other
like amounts, pensions, or annuities in
respect to which such authorization is
prescribed, the withholding agent shall
release and pay over to the person from
whom the tax was withheld an amount
which is equal to the tax so withheld.

(6) Motion picture film rentals. If a tax-
payer furnishes to the withholding
agent the authorization of release pre-
scribed in § 516.5(b)(2)(ii) and United
States tax has been withheld at the
statutory rate on or after January 1,
1958, from the motion picture film rent-
als in respect to which such authoriza-
tion is prescribed, the withholding
agent shall release and pay over to the
person from whom the tax was with-
held an amount which is equal to the
difference between the tax so withheld
and the tax required to be withheld
pursuant to § 516.5(b)(2)(i).

(b) Amounts not to be released. The
provisions of this section do not apply
to excess tax withheld at source which
has been paid by the withholding agent
to the Director of International Oper-
ations.
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(c) Statutory rate. As used in this sec-
tion, the term ‘‘statutory rate’’ means
the rate prescribed by chapter 3 of the
Internal Revenue Code of 1954 as
though the convention had not come
into effect.

(d) Amounts withheld during 1957. For
provisions respecting the refund of ex-
cess tax withheld during the calendar
year 1957, see § 516.10.

§ 516.10 Refund of excess tax withheld
during 1957.

(a) In general. Where United States
tax withheld at the source during the
calendar year 1957 from dividends, in-
terest, copyright royalties and the
like, motion picture film rentals, pri-
vate pensions or private life annuities
is in excess of the tax imposed under
subtitle A (relating to the income tax)
of the Internal Revenue Code of 1954, as
modified by the convention, a claim by
the taxpayer for refund of any overpay-
ment resulting therefrom may be made
under section 6402 of such Code and the
regulations thereunder.

(b) Form of claim—(1) Where return
previously filed. If the taxpayer has pre-
viously filed an income tax return with
the Internal Revenue Service for the
taxable year in which an overpayment
has resulted because of the application
of the convention, he should make a
claim for refund of the overpayment by
filing Form 843 or an amended return.

(2) Where no return previously filed. If
the taxpayer has not previously filed
an income tax return with the Internal
Revenue Service for the taxable year in
which an overpayment has resulted be-
cause of the application of the conven-
tion, he should make a claim for refund
of the overpayment by filing Form
1040NB, Form 1040NB–a, Form 1040B,
Form 1120, or Form 1120NB, whichever
is applicable, showing the overpay-
ment. Such return will serve as a claim
for refund, and it will not be necessary
for the taxpayer to file Form 843.

(c) Information required. If the tax-
payer’s total gross income (including
every item of capital gain subject to
tax) from sources within the United
States for the taxable year in which
such overpayment resulted has not
been disclosed in an income tax return
filed with the Internal Revenue Service
prior to the time the claim for refund

is made, the taxpayer shall disclose
such total gross income with his claim.
In the event that securities are held in
the name of a person other than the ac-
tual or beneficial owner, the name and
address of such person shall be fur-
nished with the claim. In addition to
such other information as may be re-
quired to establish the overpayment,
there shall also be included in such
claim for refund:

(1) A statement that, at the time
when the item or items of income were
received (or ‘‘paid’’, in the case of pri-
vate pensions and private life annu-
ities) from which the excess tax was
withheld, (i) the taxpayer was neither a
citizen nor a resident of the United
States but was a resident of Austria,
or, in the case of a corporation or other
entity, (ii) the taxpayer was an Aus-
trian corporation or other entity; and

(2) A statement that the taxpayer at
no time during the taxable year in
which the income was received had a
permanent establishment within the
United States.

(d) Exceptions—(1) Private pensions
and private life annuities. If the tax-
payer is an individual who during the
taxable year of overpayment received
income from United States sources
consisting exclusively of private pen-
sions or private life annuities entitled
to the benefit of Article XI (2) of the
convention, the statement specified in
paragraph (c)(2) of this section shall
not be required.

(2) Dividends paid by a related corpora-
tion. As to additional information re-
quired in the case of an Austrian cor-
poration claiming the benefit of the 5
percent rate on dividends paid by a re-
lated corporation, see § 516.2(c).

§ 516.11 Information to be furnished in
ordinary course.

For provisions relating to the ex-
change of information under Article
XVI of the convention, see § 1.1461–2(d)
of this chapter.

§ 516.12 Taxable years beginning in
1956 and ending in 1957.

If, in the case of a taxable year begin-
ning in 1956 and ending in 1957, a tax-
payer has no permanent establishment
in the United States at any time dur-
ing that part of the taxable year which
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follows December 31, 1956, then he
shall, for purposes of §§ 516.1 to 516.12 be
deemed not to have had a permanent
establishment in the United States at
any time during the taxable year.
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AUTHORITY: Sec. 7805, 68A Stat. 917; 26
U.S.C. 7805.

SOURCE: Treasury Decision 6431, 24 FR
10100, Dec. 15, 1959; 25 FR 14022, Dec. 31, 1960,
unless otherwise noted.

EFFECTIVE DATE NOTE: By T.D. 8732, 62 FR
53498, Oct. 14, 1997, part 517 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

Subpart—Withholding of Tax
§ 517.1 Introductory.

(a) Pertinent provisions of the conven-
tion. The income tax convention be-
tween the United States and Pakistan,
signed on July 1, 1957, referred to in
§§ 517.1 to 517.9 as the convention, pro-
vides in part as follows, effective for
taxable years beginning on or after
January 1, 1959:

ARTICLE I

(1) The taxes which are the subject of the
present Convention are:

(a) In the United States of America: The
Federal income taxes, including surtaxes
(hereinafter referred to as United States
tax)..

(b) In Pakistan: The income tax, supertax
and the business profits tax (hereinafter re-
ferred to as Pakistan tax).

(2) The present Convention shall also apply
to any other taxes of a substantially similar
character (including excess profits tax) im-

posed by either contracting State after the
date of signature of the present Convention,
or by the Government of any territory to
which the present Convention is extended
under Article XVIII.

ARTICLE II

(1) In the present Convention, unless the
context otherwise requires:

(a) The term ‘‘United States’’ means the
United States of America and when used in a
geographical sense means the States thereof,
the Territories of Alaska and Hawaii and the
District of Columbia;

(b) The term ‘‘Pakistan’’ means the Prov-
inces of Pakistan and the Capital of the Fed-
eration;

(c) The terms ‘‘one of the contracting
States’’ and ‘‘the other contracting State’’
mean the United States or Pakistan, as the
context requires;

(d) The term ‘‘tax’’ means United States
tax, or Pakistan tax, as the context requires;

(e) The term ‘‘person’’ includes any body of
persons, corporate or not corporate;

(f) The term ‘‘company’’ means any body
corporate or not corporate, assessed as a
company under Pakistan law relating to
Pakistan tax;

(g) The term ‘‘United States corporation’’
means a corporation, association or other
like entity created or organized in the
United States or under the law of the United
States or of any State or Territory of the
United States;

(h) The term ‘‘resident of the United
States’’ means any individual or fiduciary
who is resident in the United States for the
purposes of the United States tax, and not
resident in Pakistan for the purposes of the
Pakistan tax, and any United States cor-
poration or any partnership created or orga-
nized in the United States or under the laws
of the United States, being a corporation or
partnership which is not resident in Paki-
stan for the purposes of Pakistan tax;

(i) The term ‘‘resident of Pakistan’’ means
any person (other than a citizen of the
United States or a United States corpora-
tion) who is resident in Pakistan for the pur-
poses of Pakistan tax and not resident in the
United States for the purposes of the United
States tax. A company is to be regarded as a
resident of Pakistan if its business is man-
aged and controlled in Pakistan;

(j) The terms ‘‘resident of one of the con-
tracting States’’ and ‘‘resident of the other
contracting State’’ means a person who is a
resident of the United States or a person who
is a resident of Pakistan, as the context re-
quires;

(k) The terms ‘‘United States enterprise’’
and ‘‘Pakistan enterprise’’ mean, respec-
tively an industrial or commercial enter-
prise or undertaking carried on in the United
States by a resident of the United States and
an industrial or commercial enterprise or
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undertaking carried on in Pakistan by a resi-
dent of Pakistan; and the terms ‘‘enterprise
of one of the contracting States’’ and ‘‘enter-
prise of the other contracting State’’ mean a
United States enterprise or a Pakistan en-
terprise, as the context requires;

(l) The term ‘‘industrial or commercial
profits’’ does not include rents or royalties
in respect of motion picture films or of oil
wells, mines and quarries, or income in the
form of dividends, interest, rents or royal-
ties, or fees or other remuneration derived
by an enterprise from the management, con-
trol or supervision of the trade, business, or
other activity of another enterprise or con-
cern, or remuneration for labor or personal
services, or income from the operation of
ships;

(m) The term ‘‘permanent establishment’’,
when used with respect to an enterprise of
one of the contracting States, means a
branch, management, factory or other fixed
place of business, but does not include an
agency unless the agent has, and habitually
exercises, a general authority to negotiate
and conclude contracts on behalf of such en-
terprise or has a stock of merchandise from
which he regularly fills orders on its behalf.
In this connection—

(i) An enterprise of one of the contracting
States shall not be deemed to have a perma-
nent establishment in the other contracting
State merely because it carries on business
dealings in that other contracting State
through a bona fide broker or general com-
mission agent acting in the ordinary course
of his business as such; and

(ii) The fact that a corporation or company
which is a resident of one of the contracting
States has a subsidiary corporation or com-
pany which is a resident of the other con-
tracting State or which is engaged in trade
or business in such other contracting State
(whether through a permanent establish-
ment or otherwise) shall not of itself con-
stitute that subsidiary corporation or com-
pany a permanent establishment of its par-
ent corporation or company;

(n) The term ‘‘taxation authorities’’
means, in the case of the United States, the
Commissioner of Internal Revenue as au-
thorized by the Secretary of the Treasury
and, in the case of Pakistan, the Central
Board of Revenue or their authorized rep-
resentatives; and, in the case of any terri-
tory to which the present Convention is ex-
tended under Article XVIII, the competent
authority for the administration in such ter-
ritory of the taxes to which the present Con-
vention applies.

(2) In the application of the provisions of
the present Convention by one of the con-
tracting States, any term not otherwise de-
fined shall, unless the contest otherwise re-
quires, have the meaning which it has under
the laws of that contracting State relating

to the taxes which are the subject of the
present Convention.

* * * * *

ARTICLE VI

(1) The rate of United States tax on divi-
dends paid by a United States corporation to
a Pakistan company—

(i) Not having a permanent establishment
in the United States and

(ii) Owning shares carrying more than 50
percent of the voting power in the corpora-
tion paying such dividends shall not exceed
fifteen percent.

* * * * *

ARTICLE VII

(1) Dividends paid by a company which is a
resident of Pakistan shall be exempt from
United States tax except where the recipient
thereof is a citizen or resident or corporation
of the United States.

* * * * *

ARTICLE VIII

(1) Any royalty (other than royalties or
rentals from motion picture films) paid as
consideration for the use of, or for the privi-
lege of using, any copyright, patent, design,
secret process or formula, trademark, or
other like property, and derived from sources
in one of the contracting States by a resi-
dent of the other contracting State not hav-
ing a permanent establishment in the former
State shall be exempt from tax by such
former State.

(2) Where any royalty exceeds a fair and
reasonable consideration in respect of the
rights for which it is paid, the exemption
provided by the present Article shall apply
only to so much of the royalty as represents
such fair and reasonable consideration.

ARTICLE IX

(1) Remuneration, including pensions and
annuities, paid by or on behalf of the Gov-
ernment of the United States or its political
subdivisions to an individual who is a citizen
of the United States, not ordinarily resident
in Pakistan, for services rendered to that
Government in the discharge of govern-
mental functions shall be exempt from Paki-
stan tax.

(2) Remuneration, including pensions and
annuities, paid by or on behalf of the Gov-
ernment of Pakistan or the Government of a
Province in Pakistan or any local authority
thereof to any individual who is a citizen of
Pakistan not having immigrant status in the
United States, for services rendered in the
discharge of functions of that Government or

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00108 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



113

Internal Revenue Service, Treasury § 517.1

of local authority, as the case may be, shall
be exempt from United States tax.

(3) The provisions of this Article shall not
apply to payments in respect of services ren-
dered in connection with any trade or busi-
ness carried on for purposes of profit.

ARTICLE X

(1) A pension or annuity (other than a pen-
sion or annuity of the kind referred to in
paragraphs (1) and (2) of Article IX) derived
from sources within one of the contracting
States by a resident of the other contracting
State shall be exempted from tax by the
former State.

(2) The term ‘‘annuity,’’ for the purposes of
this Article, means a stated sum payable pe-
riodically at stated times during life or dur-
ing a specified or ascertainable period of
time, under an obligation to make the pay-
ments in return for adequate and full consid-
eration in money or money’s worth.

(3) This Article shall not apply to a pen-
sion or annuity payable from a super-
annuation fund approved or recognized under
the tax law of Pakistan nor to a pension or
annuity from a fund, under an employees’
pension or annuity plan, contributions to
which under the tax law of the United States
are deductible in determining the taxable in-
come of the employer.

* * * * *

ARTICLE XIV

(1) Effective January 1, 1956 the State
Bank of Pakistan shall be exempted from
United States tax with respect to interest
from sources within the United States.

* * * * *

ARTICLE XVI

(1) The taxation authorities of the con-
tracting States shall exchange such informa-
tion (being information which is available
under their respective taxation laws in the
normal course of administration) as is nec-
essary for carrying out the provisions of the
present Convention or for the prevention of
fraud or for the administration of statutory
provisions in relation to the taxes which are
the subject of the present Convention. Any
information so exchanged shall be treated as
secret and shall not be disclosed to any per-
sons other than those concerned with the as-
sessment and collection of the taxes which
are the subject of the present Convention. No
information shall be exchanged which would
disclose any trade, business, industrial or
professional secret or trade process.

* * * * *

(3) The taxation authorities of both con-
tracting States may prescribe regulations
necessary to interpret and carry out the pro-
visions of the present Convention and may
communicate with each other directly for
the purpose of giving effect to the provisions
of the present Convention.

(4) The provisions of the present Conven-
tion shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance now or hereafter accorded
by the laws of either contracting State in de-
termining the tax of such State.

ARTICLE XVII

(1) The citizens or nationals of one of the
contracting States shall not, while resident
in the other contracting State, be subjected
in such other State to taxes or any require-
ment connected therewith which is other,
higher or more burdensome than the taxes
and connected requirements to which the
citizens or nationals of such other State resi-
dent therein are or may be subjected.

(2) The term ‘‘citizens’’ or ‘‘nationals’’, as
used in this Article, includes all legal per-
sons, partnerships and associations deriving
their status from, or created or organized
under, the laws in force in the respective
contracting States.

(3) Nothing contained in this Article shall
be construed—

(a) as obliging either of the contracting
States to grant to persons not resident in its
territory those personal allowances, reliefs
and reductions for tax purposes which are by
law available only to persons who are so resi-
dent; or

(b) as affecting any provisions of the law of
Pakistan regarding the imposition of tax on
a non-resident or the grant of rebate of tax
to companies fulfilling specified require-
ments regarding the declaration and pay-
ment of dividends, unless those requirements
are fulfilled.

* * * * *

ARTICLE XIX

The present Convention shall come into
force on the date when the last of all such
things shall have been done in the United
States and Pakistan as are necessary to give
the Convention the force of law in the United
States and Pakistan, respectively, and shall
thereupon have effect—

(a) In the United States, for the taxable
years beginning on or after the first day of
January of the year in which the instru-
ments of ratification are exchanged;

(b) In Pakistan, in respect of the ‘‘previous
years’’ or the ‘‘chargeable accounting peri-
ods’’ (as defined by the tax laws of Pakistan)
beginning on or after the first day of Janu-
ary of the year in which the instruments of
ratification are exchanged.
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ARTICLE XX

The present Convention shall continue in
effect indefinitely but either of the con-
tracting States may, on or before the 30th
day of June in any calendar year not earlier
than three years from the date of signature
of the present Convention, give to the other
contracting State written notice of termi-
nation and, in such event the present Con-
vention shall cease to be effective—

(a) in the United States, for the taxable
years beginning on or after the first day of
January next following such written notice
of termination; and

(b) in Pakistan, in respect of the ‘‘previous
years’’ or the ‘‘chargeable accounting peri-
ods’’ (as defined by the tax laws of Pakistan)
beginning on or after the first day of Janu-
ary next following such written notice of ter-
mination.

(b) Meaning of terms. As used in
§§ 517.1 to 517.9, any term defined in the
convention shall have the meaning so
assigned to it; any term not so defined
shall, unless the context otherwise re-
quires, have the meaning which such
term has under the internal revenue
laws of the United States.

§ 517.2 Dividends paid by, or to, a
Pakistan company.

(a) Exemption from, or reduction in rate
of, United States tax—(1) Dividends paid
by a foreign company managed and con-
trolled in Pakistan. Dividends which are
paid by a foreign company whose busi-
ness is managed and controlled in
Pakistan and are received in a taxable
year beginning on or after January 1,
1959, by a recipient who is not a citizen
or resident or corporation of the
United States are exempt from United
States tax under the provisions of Arti-
cle VII(1) of the convention.

(2) Dividends paid to a Pakistan parent
company. The rate of United States tax
imposed upon dividends paid by a do-
mestic corporation and received from
sources within the United States in a
taxable year beginning on or after Jan-
uary 1, 1959, by a Pakistan company
shall not exceed 15 percent under the
provisions of Article VI(1) of the con-
vention if (i) the Pakistan company
does not have a permanent establish-
ment in the United States at any time
during the taxable year in which the
dividend is received and (ii) the Paki-
stan company owns, at the time the
dividend is paid, shares of stock car-
rying more than 50 percent of the vot-

ing power of the domestic corporation.
For the purposes of this subparagraph,
the term ‘‘Pakistan company’’ means a
company, as defined in Article II(1)(f)
of the convention.

(b) Withholding of tax from dividends—
(1) Exemption from withholding. No with-
holding of United States tax is required
in the case of dividends paid by a for-
eign company whose business is man-
aged and controlled in Pakistan if, in
accordance with paragraph (a)(1) of
this section, the dividends are exempt
from United States tax.

(2) Withholding of tax at rate of 15 per-
cent from dividends paid to a Pakistan
parent company—(i) Notification by let-
ter. To secure withholding of United
States tax on or after January 1, 1959,
at the rate of 15 percent in the case of
dividends entitled to the reduced rate
in accordance with paragraph (a)(2) of
this section, the Pakistan company
shall notify the withholding agent by
letter in duplicate that the dividends
are subject to the reduced rate of
United States tax under the provisions
of Article VI(1) of the convention. The
letter of notification shall be signed by
an officer of the company and shall
show the name and address of the cor-
poration paying the dividends, the
name and address of the Pakistan com-
pany receiving the dividends, and the
official title of the officer signing the
letter. The letter shall contain a state-
ment that (a) the owner of the divi-
dends is a Pakistan company, (b) the
owner at no time during the current
taxable year had a permanent estab-
lishment in the United States, and (c)
the Pakistan company owns shares of
stock carrying more than 50 percent of
the voting power of the domestic cor-
poration paying the dividends. The let-
ter shall also indicate the dates on
which the current taxable year of the
taxpayer begins and ends.

(ii) Use of letter for release of excess
tax. If the letter of notification is also
to be used as authorization for the re-
lease, pursuant to § 517.7(a)(2), of excess
tax withheld from dividends, it shall
also contain a statement that (a) at
the time when the dividends were paid
from which the excess tax was with-
held, the owner was a Pakistan com-
pany, (b) the owner at no time during
the taxable year in which the dividends
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were received had a permanent estab-
lishment in the United States, and (c)
the Pakistan company owned, at the
time when the dividends were paid,
shares of stock carrying more than 50
percent of the voting power of the do-
mestic corporation paying the divi-
dends. The dates of the beginning and
ending of the taxable year of the tax-
payer in which the dividends were re-
ceived shall also be indicated.

(iii) Manner of filing letter. The letter
of notification, which shall constitute
authorization for withholding of tax at
the reduced rate of 15 percent, shall be
filed with the withholding agent for
each successive 3-calendar-year period
during which the dividends are paid.
For this purpose, the first of such peri-
ods shall commence with the beginning
of the calendar year in which the divi-
dends are first paid on or after January
1, 1959. Each letter filed with any with-
holding agent shall be filed not later
than 20 days preceding the date of the
first payment within each successive
period, or, if that is not possible be-
cause of special circumstances, as soon
as possible after such first payment.
Once a letter of notification has been
filed in respect of any 3-calendar-year
period, no additional letter need be
filed in respect thereto unless the Com-
missioner of Internal Revenue notifies
the withholding agent that an addi-
tional letter shall be filed by the tax-
payer. If, after filing a letter of notifi-
cation, the Pakistan company ceases
to be eligible for the reduction in rate
of United States tax granted by Article
VI(1) of the convention, it shall
promptly notify the withholding agent
by letter in duplicate. When any
change occurs in the ownership of the
shares of stock as recorded in the
books of record, the reduction in the
rate of withholding of United States
tax shall no longer apply unless the
new owner of record is entitled to and
does properly file a letter of notifica-
tion with the withholding agent.

(iv) Disposition of letter. Each letter of
notification, or the duplicate thereof,
shall be forwarded immediately by the
withholding agent to the Director of
International Operations, Internal Rev-
enue Service, Washington 25, D.C.

(3) Dividends paid to Pakistan company
where degree of stock ownership is uncer-

tain—(i) Request for determination in re-
spect of future payments. If a Pakistan
company anticipates the receipt of
dividends from a domestic corporation
and the relationship existing between
the Pakistan company and the domes-
tic corporation is such as to render un-
certain whether, by reason of the re-
quirement as to stock ownership, the
reduction in rate of United States tax
granted by Article VI(1) of the conven-
tion will apply to such dividends, the
Pakistan company shall not undertake
to file the letter of notification pre-
scribed in subparagraph (2)(i) of this
paragraph unless it has, prior to such
filing, applied for and received from
the Commissioner of Internal Revenue,
Washington 25, D.C., a determination
that it owns shares of stock carrying
more than 50 percent of the voting
power of the domestic corporation. The
application for the determination shall
contain a full statement of all the facts
pertinent to such a determination.

(ii) Notification of determination. As
soon as practicable after the applica-
tion has been filed, the Commissioner
of Internal Revenue will determine
whether the Pakistan company owns
shares of stock carrying sufficient vot-
ing power of the domestic corporation
to permit the Pakistan company to
claim the benefit of Article VI(1) of the
convention in the case of such divi-
dends and shall notify the Pakistan
company of his determination. The
Pakistan company shall thereafter file
with the withholding agent a copy of
the Commissioner’s letter of notifica-
tion.

(iii) Securing reduced rate of with-
holding. If the determination of the
Commissioner of Internal Revenue is
that the Pakistan company does own
shares of stock carrying more than 50
percent of the voting power of the do-
mestic corporation, the Pakistan com-
pany may thereafter, if otherwise
qualified, secure the reduced rate of
withholding of United States tax by fil-
ing a letter of notification in accord-
ance with subparagraph (2) of this
paragraph.

(iv) Period during which determination
is applicable. A determination by the
Commissioner of Internal Revenue that
a Pakistan company does own shares of
stock carrying sufficient voting power
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of the domestic corporation to permit
the Pakistan company to claim the
benefit of Article VI(1) of the conven-
tion will apply until such time as the
stock ownership of the domestic cor-
poration has changed to the extent
that, because of such change, dividends
to be received from the domestic cor-
poration by the Pakistan company no
longer qualify for the reduced rate of
United States tax under Article VI(1)
of the convention. If such change in
stock ownership occurs, the Pakistan
company shall promptly notify both
the Commissioner of Internal Revenue
and the withholding agent of the then
existing facts with respect to such
stock ownership.

(v) Request for determination in respect
of past payments. If a Pakistan com-
pany has received on or after January
1, 1959, dividends from a domestic cor-
poration and the relationship existing
between the Pakistan company and the
domestic corporation was at the time
the dividends were paid, such as to
render uncertain whether, by reason of
the requirement as to stock ownership,
the dividends qualified for the reduc-
tion in rate of United States tax grant-
ed by Article VI(1) of the convention,
the Pakistan company shall apply to
the Commissioner of Internal Revenue,
Washington 25, D.C., for a determina-
tion as to whether the Pakistan com-
pany owned, at the time the dividends
were paid, shares of stock carrying suf-
ficient voting power of the domestic
corporation. If the Commissioner’s de-
termination is that at such time the
stock ownership was such as to permit
the application of the reduced rate of
United States tax granted by Article
VI(1) of the convention, his letter of
notification may, subject to the provi-
sions of § 517.7(a)(2), authorize the re-
lease of excess tax withheld from such
dividends.

§ 517.3 Patent and copyright royalties.
(a) Exemption from United States tax—

(1) In general. Any royalty paid as con-
sideration for the use of, or for the
privilege of using, any copyright, pat-
ent, design, secret process or formula,
trademark, or other like property, and
received from sources within the
United States in a taxable year begin-
ning on or after January 1, 1959, by a

nonresident alien individual who is
resident in Pakistan for the purposes of
Pakistan tax, or by a foreign company
whose business is managed and con-
trolled in Pakistan, is exempt from
United States tax under the provisions
of Article VIII of the convention if
such alien or company has not had a
permanent establishment in the United
States at any time during the taxable
year in which the royalty is received.
Notwithstanding the preceding sen-
tence, no exemption from United
States tax shall be granted under Arti-
cle VIII of the convention in respect of
royalties or rentals from motion pic-
ture films.

(2) Exemption applicable to reasonable
consideration only. If any royalty ex-
ceeds a fair and reasonable consider-
ation for the rights in respect of which
it is paid, the exemption under this
paragraph shall apply to only so much
of the royalty as represents the fair
and reasonable consideration.

(3) Personal services. If a nonresident
alien individual who is resident in
Pakistan for the purposes of Pakistan
tax were to perform personal services
within the United States during the
taxable year but not have a permanent
establishment in the United States at
any time during the year, he would be
entitled to the exemption granted by
Article VIII of the convention even
though under the provisions of section
871(c) of the Internal Revenue Code of
1954 he had engaged in trade or busi-
ness within the United States during
that year by reason of his having per-
formed personal services therein.

(b) Exemption from witholding of tax—
(1) Notification by letter. To avoid with-
holding of United States tax on or after
January 1, 1959, from a royalty which is
exempt in accordance with paragraph
(a) of this section, the nonresident
alien individual who is resident in
Pakistan for the purposes of Pakistan
tax, or the foreign company whose
business is managed and controlled in
Pakistan, shall notify the withholding
agent by letter in duplicate that the
royalty is exempt from United States
tax under the provisions of Article VIII
of the convention. The letter of notifi-
cation shall be signed by the owner of
the royalty, or by his trustee or agent,
and shall show the name and address of
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the obligor and the name and address
of the owner of the royalty. The letter
shall contain a statement that (i) the
owner is neither a citizen nor a resi-
dent of the United States but is a resi-
dent of Pakistan for the purposes of
Pakistan tax, or, in the case of a cor-
poration, the owner is a foreign com-
pany whose business is managed and
controlled in Pakistan, and (ii) the
owner has at no time during the cur-
rent taxable year had a permanent es-
tablishment in the United States. The
letter shall also indicate the dates on
which the current taxable year of the
taxpayer begins and ends.

(2) Use of letter for release of excess tax.
If the letter is also to be used as au-
thorization for the release, pursuant to
§ 517.7(a)(3), of excess tax withheld from
the royalty, it shall also contain a
statement that (i) at the time when the
royalty was received from which the
excess tax was withheld, the owner was
neither a citizen nor a resident of the
United States but was a resident of
Pakistan for the purposes of Pakistan
tax, or, in the case of a corporation,
the owner was a foreign company
whose business was managed and con-
trolled in Pakistan, and (ii) the owner
at no time during the taxable year in
which the royalty was received had a
permanent establishment in the United
States. The dates of the beginning and
ending of the taxable year of the tax-
payer in which the royalty was re-
ceived shall also be indicated.

(3) Manner of filing letter. The letter
of notification, which shall constitute
authorization for the payment of the
royalty without withholding of United
States tax at source, shall be filed with
the withholding agent for each succes-
sive 3-calendar-year period during
which the royalty is paid. For this pur-
pose, the first of such periods shall
commence with the beginning of the
calendar year in which the royalty is
first paid on or after January 1, 1959.
Each letter filed with any withholding
agent shall be filed not later than 20
days preceding the date of the first
payment within each successive period,
or, if that is not possible because of
special circumstances, as soon as pos-
sible after such first payment. Once a
letter has been filed in respect of any 3-
calendar-year period, no additional let-

ter need be filed in respect thereto un-
less the Commissioner of Internal Rev-
enue notifies the withholding agent
that an additional letter shall be filed
by the taxpayer. If, after filing a letter
of notification, the taxpayer ceases to
be eligible for the exemption from
United States tax granted by Article
VIII of the convention, he shall
promptly notify the withholding agent
by letter in duplicate. When any
change occurs in the ownership of the
royalty as recorded on the books of the
payer, the exemption from withholding
of United States tax shall no longer
apply unless the new owner of record is
entitled to and does properly file a let-
ter of notification with the with-
holding agent.

(4) Disposition of letter. Each letter of
notification, or the duplicate thereof,
shall be forwarded immediately by the
withholding agent to the Director of
International Operations, Internal Rev-
enue Service, Washington 25, D.C.

(5) Reasonableness of consideration.
For purposes of this paragraph, the
withholding agent may, unless he has
information to the contrary, presume
that the royalty represents a fair and
reasonable consideration for the rights
in respect of which it is paid.

§ 517.4 Private pensions and annuities.
(a) Exemption from United States tax—

(1) Pensions and annuities which are ex-
empt. Except as provided in subpara-
graph (2) of this paragraph, a pension
or annuity which is derived from
sources within the United States and
received in a taxable year beginning on
or after January 1, 1959, by a non-
resident alien individual who is resi-
dent in Pakistan for the purposes of
Pakistan tax shall be exempt from
United States tax under the provisions
of Article X of the convention.

(2) Pensions and annuities which are
not exempt. The following pensions or
annuities are not exempt from United
States tax under the provisions of Arti-
cle X of the convention or under this
section—

(i) A pension or annuity paid by or on
behalf of the Government of the United
States or its political subdivisions, for
services rendered to that Government
in the discharge of governmental func-
tions; and
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(ii) A pension or annuity paid by or
on behalf of the Government of Paki-
stan or the Government of a Province
in Pakistan or any local authority
thereof, for services rendered in the
discharge of functions of that Govern-
ment or of local authority, as the case
may be; and

(iii) A pension or annuity payable
from a fund, under an employees’ pen-
sion or annuity plan, contributions to
which are deductible under the tax law
of the United States in determining
taxable income of the employer.

(b) Definition of annuity. As used in
this section, the term ‘‘annuity’’
means a stated sum payable periodi-
cally at stated times during life, or
during a specified or ascertainable pe-
riod of time, under an obligation to
make the payments in return for ade-
quate and full consideration in money
or money’s worth.

(c) Exemption from withholding of tax—
(1) Notification by letter. To avoid with-
holding of United States tax on or after
January 1, 1959, from pensions or annu-
ities which are exempt from tax in ac-
cordance with paragraph (a) of this sec-
tion, the nonresident alien individual
who is resident in Pakistan for the pur-
poses of Pakistan tax shall notify the
withholding agent by letter in dupli-
cate that the pensions or annuities are
exempt from United States tax under
the provisions of Article X of the con-
vention. The letter of notification shall
be signed by the owner of the income,
shall show the name and address of
both the payer and the owner of the in-
come, and shall contain a statement
that the owner, an individual, is nei-
ther a citizen nor a resident of the
United States but is a resident of Paki-
stan for the purposes of Pakistan tax.
The letter shall also indicate the dates
on which the current taxable year of
the taxpayer begins and ends.

(2) Use of letter for release of tax. If the
letter is also to be used as authoriza-
tion for the release, pursuant to
§ 517.7(a)(3), of excess tax withheld from
the pensions or annuities, it shall also
contain a statement that the owner
was, at the time when the income was
received from which the excess tax was
withheld, neither a citizen nor a resi-
dent of the United States but was a
resident of Pakistan for the purposes of

Pakistan tax. The dates of the begin-
ning and ending of the taxable year of
the taxpayer in which the income was
received shall also be indicated.

(3) Manner of filing letter. The letter
of notification shall constitute author-
ization for the payment of the pensions
or annuities without withholding of
United States tax at source unless the
Commissioner of Internal Revenue no-
tifies the withholding agent thereafter
to withhold the tax from such items of
income. If, after filing a letter of noti-
fication, the owner of the income
ceases to be eligible under the conven-
tion for the exemption from United
States tax in the case of such items of
income, he shall promptly notify the
withholding agent by letter in dupli-
cate. When any change occurs in the
ownership of the income as recorded on
the books of the payer, the exemption
from withholding of United States tax
shall no longer apply unless the new
owner of record is entitled to and does
properly file a letter of notification
with the withholding agent.

(4) Disposition of letter. Each letter of
notification, or the duplicate thereof,
shall be forwarded immediately by the
withholding agent to the Director of
International Operations, Internal Rev-
enue Service, Washington 25, D.C.

§ 517.5 Interest derived by the State
Bank of Pakistan.

(a) Exemption from United States tax.
Any interest of the State Bank of
Pakistan which is received from
sources within the United States on or
after January 1, 1956, is, to the extent
not exempt from tax under section 892
of the Internal Revenue Code of 1954,
exempt from United States tax under
the provisions of Article XIV(1) of the
convention.

(b) Exemption from withholding of tax.
No withholding of United States tax is
required in the case of interest re-
ceived from sources within the United
States by the State Bank of Pakistan
if, in accordance with paragraph (a) of
this section, the interest is exempt
from United States tax.

(c) Refund of excess tax withheld before
January 1, 1959. If United States tax has
been withheld before January 1, 1959,
and on or after January 1, 1956, from
interest of the State Bank of Pakistan,
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a claim by the bank for the refund of
any overpayment resulting therefrom
may be made under section 6402 of the
Internal Revenue Code of 1954 and the
regulations thereunder. For the release
of excess tax withheld from such inter-
est on or after January 1, 1959, see
§ 517.7(a)(4).

§ 517.6 Beneficiaries of a domestic es-
tate or trust.

A nonresident alien individual who is
resident in Pakistan for the purposes of
Pakistan tax and who is a beneficiary
of a domestic estate or trust shall be
entitled to the exemption from United
States tax granted by Article VIII of
the convention with respect to patent
and copyright royalties to the extent
that (a) any amount paid, credited, or
required to be distributed by the estate
or trust to the beneficiary is deemed to
consist of those items and (b) the items
so deemed to be included in such
amount would, without regard to the
convention, be includible in his gross
income; provided, however, that the
beneficiary otherwise satisfies the re-
quirements for exemption specified in
Article VIII of the convention. To ob-
tain the exemption from withholding of
United States tax in such a case, the
beneficiary must execute and submit to
the fiduciary of the estate or trust in
the United States the letter of notifica-
tion prescribed in § 517.3(b).

§ 517.7 Release of excess tax withheld
at source.

(a) Amounts to be released—(1) Divi-
dends paid by a foreign company man-
aged and controlled in Pakistan. If
United States tax at the statutory rate
has been withheld on or after January
1, 1959, from dividends paid by a foreign
company whose business is managed
and controlled in Pakistan to a recipi-
ent other than a citizen or resident or
corporation of the United States, the
withholding agent shall release and
pay over to the person from whom the
tax was withheld an amount which is
equal to the tax so withheld.

(2) Dividends paid to a Pakistan parent
company. If United States tax at the
statutory rate has been withheld on or
after January 1, 1959, from dividends
entitled to the reduced rate of 15 per-
cent in accordance with § 517.2(a)(2), the

withholding agent shall, if furnished
the authorization of release prescribed
in § 517.2(b)(2)(ii) or (3)(v), release and
pay over to the company from which
the tax was withheld an amount which
is equal to the difference between the
tax so withheld from income received
by the taxpayer in a taxable year be-
ginning on or after January 1, 1959, and
the tax required to be withheld from
such income pursuant to § 517.2(b)(2)(i).

(3) Patent and copyright royalties, pen-
sions, and annuities. If a taxpayer fur-
nishes to the withholding agent the au-
thorization of release prescribed in
§ 517.3(b)(2) or § 517.4(c)(2) and United
States tax has been withheld at the
statutory rate on or after January 1,
1959, from the royalties, pensions, or
annuities in respect of which such au-
thorization is prescribed, the with-
holding agent shall release and pay
over to the person from whom the tax
was withheld an amount which is equal
to the tax so withheld from income re-
ceived by the taxpayer in a taxable
year beginning on or after January 1,
1959.

(4) Interest paid to the State Bank of
Pakistan. If United States tax at the
statutory rate has been withheld on or
after January 1, 1959, from interest of
the State Bank of Pakistan, the with-
holding agent shall release and pay
over to that bank an amount which is
equal to the tax so withheld.

(b) Amounts not to be released. The
provisions of this section do not apply
to excess tax withheld at source which
has been paid by the withholding agent
to the Director of International Oper-
ations, Internal Revenue Service.

(c) Statutory rate. As used in this sec-
tion, the term ‘‘statutory rate’’ means
the rate of tax required to be withheld
in accordance with chapter 3 of the In-
ternal Revenue Code of 1954 as though
the convention had not come into ef-
fect.

§ 517.8 Information to be furnished in
ordinary course.

For provisions relating to the ex-
change of information under Article
XVI of the convention, see paragraph
(d) of § 1.1461–2 of this chapter (Income
Tax Regulations; 26 CFR 1.1461–2(d)).
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§ 517.9 Application of the convention
to fiscal years.

Since the convention is effective for
taxable years beginning on or after
January 1, 1959, the fact that the ex-
emption from, or reduction in the rate
of, withholding of United States tax at
source authorized by §§ 517.1 to 517.9 is
made effective beginning January 1,
1959, is not a determination in itself
that the item of income concerned is
entitled to the benefit of the exemp-
tion from, or reduced rate of, United
States tax granted by the convention.

PARTS 518—519 [RESERVED]

PART 520—SWEDEN

Subpart—General Income Tax

Sec.
520.101 Introductory.
520.102 Scope of this subpart.
520.103 Definitions.
520.104 Scope of convention with respect to

determination of ‘‘industrial and com-
mercial profits’’ of a nonresident alien
individual resident of Sweden or of a
Swedish corporation or other entity car-
rying on a Swedish enterprise in the
United States.

520.105 Control of a domestic enterprise by a
Swedish enterprise.

520.106 Income from operation of ships or
aircraft.

520.107 Income from real property.
520.108 Mineral royalties.
520.109 Patent and copyright royalties.
520.110 Dividends and interest.
520.111 Capital gains.
520.112 Wages, salaries and similar com-

pensation, pensions and life annuities.
520.113 Compensation for labor or personal

services.
520.114 Remittances.
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AUTHORITY: 53 Stat. 32, 467; 26 U.S.C. 62,
3791.

SOURCE: Treasury Decision 4975, 5 FR 2400,
June 28, 1940, unless otherwise noted. Redes-
ignated at 25 FR 14022, Dec. 31, 1960.

EFFECTIVE DATE NOTE: By T.D. 8732, 62 FR
53498, Oct. 14, 1997, part 520 was removed, ef-
fective Jan. 1, 1999. By T.D. 8804, 63 FR 72183,

Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

Subpart—General Income Tax

§ 520.101 Introductory.

(a) The tax convention and protocol
between the United States and Sweden,
referred to in this subpart as the con-
vention, proclaimed by the President of
the United States on December 12, 1939,
and effective January 1, 1940, provides
as follows:

ARTICLE I

The taxes referred to in this Convention
are:

(a) In the case of the United States of
America:

(1) The Federal income taxes, including
surtaxes and excess-profits taxes.

(2) The Federal capital stock tax.
(b) In the case of Sweden:
(1) The National income and property tax,

including surtax.
(2) The National special property tax.
(3) The communal income tax.
It is mutually agreed that the present Con-

vention shall also apply to any other or addi-
tional taxes imposed by either contracting
State, subsequent to the date of signature of
this Convention, upon substantially the
same bases as the taxes enumerated herein.

The benefits of this Convention shall ac-
crue only to citizens and residents of the
United States of America, to citizens and
residents of Sweden and to United States or
Swedish corporations and other entities.

ARTICLE II

An enterprise of one of the contracting
States is not subject to taxation by the other
contracting State in respect of its industrial
and commercial profits except in respect of
such profits allocable to its permanent es-
tablishment in the latter State. The income
thus taxed in the latter State shall be ex-
empt from taxation in the former State.

No account shall be taken, in determining
the tax in one of the contracting States, of
the mere purchase of merchandise effected
therein by an enterprise of the other State.

The competent authorities of the two con-
tracting States may lay down rules by agree-
ment for the apportionment of industrial and
commercial profits.

ARTICLE III

When an enterprise of one of the con-
tracting States, by reason of its participa-
tion in the management or capital of an en-
terprise of the other contracting State,
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makes or imposes on the latter in their com-
mercial or financial relations conditions dif-
ferent from those which would be made with
an independent enterprise, any profits which
should normally have appeared in the bal-
ance sheet of the latter enterprise but which
have been in this manner diverted to the
former enterprise may, subject to applicable
measures of appeal, be incorporated in the
taxable profits of the latter enterprise. In
such case consequent rectifications may be
made in the accounts of the former enter-
prise.

ARTICLE IV

Income which an enterprise of one of the
contracting States derives from the oper-
ation of ships or aircraft registered in that
State is taxable only in the State in which
registered. Income derived by such an enter-
prise from the operation of ships or aircraft
not so registered shall be subject to the pro-
visions of Article II.

ARTICLE V

Income of whatever nature derived from
real property, including gains derived from
the sale of such property, but not including
interest from mortgages or bonds secured by
real property, shall be taxable only in the
contracting State in which the real property
is situated.

ARTICLE VI

Royalties from real property or in respect
of the operation of mines, quarries, or other
natural resources shall be taxable only in
the contracting State in which such prop-
erty, mines, quarries, or other natural re-
sources are situated.

Other royalties and amounts derived from
within one of the contracting States by a
resident or by a corporation or other entity
of the other contracting State as consider-
ation for the right to use copyrights, pat-
ents, secret processes and formulas, trade-
marks and other analogous rights, shall be
exempt from taxation in the former State.

ARTICLE VII

1. Dividends shall be taxable only in the
contracting State in which the shareholder
is resident or, if the shareholder is a corpora-
tion or other entity, in the contracting State
in which such corporation or other entity is
created or organized; provided, however, that
each contracting State reserves the right to
collect and retain (subject to applicable pro-
visions of its revenue laws) the taxes which,
under its revenue laws, are deductible at the
source, but not in excess of 10 per centum of
the amount of such dividends. For the pur-
poses of this Article the National income and
property tax imposed by Sweden shall be
deemed to be a tax deducted at the source.

2. Notwithstanding the provisions of Arti-
cle XXII of this Convention, the provisions of
this Article may be terminated by either of
the contracting States at the end of two
years from the date upon which this Conven-
tion enters into force or at any time there-
after, provided at least six months’ prior no-
tice of termination is given, such termi-
nation to become effective on the first day of
January following the expiration of such six-
month period. In the event the provisions of
this Article are terminated, the provisions
of—

(1) Article XIII (2), in so far as they relate
to the special property tax imposed by Swe-
den upon shares in a corporation;

(2) Article XIV(b)(2), relating to the allow-
ance of an additional deduction from taxes
on dividends; and

(3) Article XVI, in so far as they relate to
exchange of information with respect to divi-
dends,
will likewise terminate.

ARTICLE VIII

Interest on bonds, notes, or loans shall be
taxable only in the contracting State in
which the recipient of such interest is a resi-
dent or, in the case of a corporation or other
entity, in the State in which the corporation
or other entity is created or organized; Pro-
vided, however, That each contracting State
reserves the right to collect and retain (sub-
ject to applicable provisions of its revenue
laws) the taxes which, under its revenue
laws, are deductible at the source.

ARTICLE IX

Gains derived in one of the contracting
States from the sale or exchange of capital
assets by a resident or a corporation or other
entity of the other contracting State shall
be exempt from taxation in the former State,
provided such resident or corporation or
other entity has no permanent establish-
ment in the former State.

ARTICLE X

Wages, salaries and similar compensation
and pensions paid by one of the contracting
States or by the political subdivisions or ter-
ritories or possessions thereof to individuals
residing in the other State shall be exempt
from taxation in the latter State.

Private pensions and life annuities derived
from within one of the contracting States
and paid to individuals residing in the other
contracting State shall be exempt from tax-
ation in the former State.

ARTICLE XI

(a) Compensation for labor or personal
services, including the practice of the liberal
professions, shall be taxable only in the con-
tracting State in which such services are
rendered.
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(b) The provisions of paragraph (a) are,
however, subject to the following exceptions:

A resident of Sweden shall be exempt from
United States tax upon compensation for
labor or personal services performed within
the United States of America if he fails with-
in either of the following classifications:

1. He is temporarily present within the
United States of America for a period or pe-
riods not exceeding a total of one hundred
eighty days during the taxable year and his
compensation is received for labor or per-
sonal services performed as an employee of,
or under contract with, a resident or cor-
poration or other entity of Sweden; or

2. He is temporarily present in the United
States of America for a period or periods not
exceeding a total of ninety days during the
taxable year and the compensation received
for such services does not exceed $3,000.00 in
the aggregate.
In such cases Sweden reserves the right to
the taxation of such income.

(c) The provisions of paragraph (b) of this
Article shall apply, mutatis mutandis, to a
resident of the United States of America de-
riving compensation for personal services
performed within Sweden.

(d) The provisions of paragraphs (b) and (c)
of this Article shall have no application to
the professional earnings of such individuals
as actors, artists, musicians and professional
athletes.

(e) The provisions of this Article shall have
no application to the income to which Arti-
cle X relates.

ARTICLE XII

Students or business apprentices from one
contracting State residing in the other con-
tracting State exclusively for purposes of
study or for acquiring business experience
shall not be taxable by the latter State in re-
spect of remittances received by them from
within the former State for the purposes of
their maintenance or studies.

ARTICLE XIII

(1) If the property consists of:
(a) Immovable property and accessories ap-

pertaining thereto;
In the case of taxes on property or incre-

ment of property the following provisions
shall be applicable:

(b) Commercial or industrial enterprises,
including maritime shipping and air trans-
port undertakings;
the tax may be levied only in that con-
tracting State which is entitled under the
preceding Articles to tax the income from
such property.

(2) In the case of all other forms of prop-
erty, the tax may be levied only in that con-
tracting State where the taxpayer has his
residence or, in the case of a corporation or
other entity, in the contracting State where

the corporation or other entity has been cre-
ated or organized.

The same principles shall apply to the
United States capital stock tax with respect
to corporations of Sweden having capital or
other property in the United States of Amer-
ica.

ARTICLE XIV

It is agreed that double taxation shall be
avoided in the following manner:

(a) Notwithstanding any other provision of
this Convention, the United States of Amer-
ica in determining the income and excess-
profits taxes, including all surtaxes, of its
citizens or residents or corporations may in-
clude in the basis upon which such taxes are
imposed all items of income taxable under
the revenue laws of the United States of
America as though this Convention had not
come into effect. The United States of Amer-
ica shall, however, deduct the amount of the
taxes specified in Article I (b) (1) and (3) of
this Convention or other like taxes from the
income tax thus computed but not in excess
of that portion of the income tax liability
which the taxpayer’s net income taxable in
Sweden bears to his entire net income.

(b)(1) Notwithstanding any other provision
of this Convention, Sweden, in determining
the graduated tax on income and property of
its residents or corporations or other enti-
ties, may include in the basis upon which
such tax is imposed all items of income and
property subject to such tax under the tax-
ation laws of Sweden. Sweden shall, however,
deduct from the tax so calculated that por-
tion of such tax liability which the tax-
payer’s income and property exempt from
taxation in Sweden under the provisions of
this Convention bears to his entire income
and property.

(2) There shall also be allowed by Sweden
from its National income and property tax a
deduction offsetting the tax deducted at the
source in the United States of America,
amounting to not less than 5 per centum of
the dividends from within the United States
of America and subject to such tax in Swe-
den. It is agreed that the United States of
America shall allow a similar credit against
the United States income tax liability of
citizens of Sweden residing in the United
States of America.

ARTICLE XV

With a view to the more effective imposi-
tion of the taxes to which the present Con-
vention relates, each of the contracting
States undertakes, subject to reciprocity, to
furnish such information in the matter of
taxation, which the authorities of the State
concerned have at their disposal or are in a
position to obtain under their own law, as
may be of use to the authorities of the other
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State in the assessment of the taxes in ques-
tion and to lend assistance in the service of
documents in connection therewith. Such in-
formation and correspondence relating to
the subject matter of this Article shall be ex-
changed between the competent authorities
of the contracting States in the ordinary
course or on demand.

ARTICLE XVI

1. In accordance with the preceding Arti-
cle, the competent authorities of the United
States of America shall forward to the com-
petent authorities of Sweden as soon as prac-
ticable after the close of each calendar year
the following information relating to such
calendar year:

(a) The names and addresses of all address-
es within Sweden deriving from sources
within the United States of America divi-
dends, interest, royalties, pensions, annu-
ities, or other fixed or determinable annual
or periodical income, showing the amount of
such income with respect to each addressee;

(b) Any particulars which the competent
United States authorities may obtain from
banks, savings banks or other similar insti-
tutions concerning assets belonging to indi-
viduals resident in Sweden or to Swedish
corporations or other entities;

(c) Any particulars which the competent
United States authorities may obtain from
inventories in the case of property passing
on death concerning debts contracted with
individuals resident in Sweden or Swedish
corporations or other entities.

2. The competent authorities of Sweden
shall forward to the competent authorities of
the United States of America as soon as
practicable after the close of each calendar
year the following information relating to
such calendar year:

(a) The particulars contained in the forms
delivered to the Swedish authorities in con-
nection with the payment to individuals or
corporations or other entities whose address-
es are within the United States of America
of dividends on shares in a corporation or
participation certificates in cooperative so-
cieties, and interest on bonds or other simi-
lar securities;

(b) The particulars contained in permits
accorded to individuals resident in the
United State of America or to United States
corporations or other entities to enable them
to acquire for business purposes immovable
property situated in Sweden;

(c) Any particulars which the central
Swedish authorities may obtain from banks,
savings banks or other similar institutions
concerning assets belonging to individuals
resident in the United States of America or
to United States corporations or other enti-
ties;

(d) Any particulars which the central
Swedish authorities may obtain from inven-
tories in the case of property passing on

death, concerning debts contracted with in-
dividuals resident of the United States of
America, or United States corporations or
other entities;

(e) A list of the names and addresses of all
United States citizens resident in the United
States of America who have made declara-
tions to the Central Committee in Stock-
holm in charge of the taxation of taxpayers
not resident in Sweden for purposes of the
Swedish tax on income and property;

(f) Particulars concerning annuities and
pensions, public or private, paid to individ-
uals resident in the United States of Amer-
ica.

ARTICLE XVII

Each contracting State undertakes, in the
case of citizens or corporations or other enti-
ties of the other contracting State, to lend
assistance and support in the collection of
the taxes to which the present Convention
relates, together with interest, costs, and ad-
ditions to the taxes and fines not being of a
penal character. The contracting State mak-
ing such collection shall be responsible to
the other contracting State for the sums
thus collected.

In the case of applications for enforcement
of taxes, revenue claims of each of the con-
tracting States which have been finally de-
termined shall be accepted for enforcement
by the other contracting State and collected
in that State in accordance with the laws ap-
plicable to the enforcement and collection of
its own taxes. The State to which applica-
tion is made shall not be required to enforce
executory measures for which there is no
provision in the law of the State making the
application.

The applications shall be accompanied by
such documents as are required by the laws
of the State making the application to estab-
lish that the taxes have been finally deter-
mined.

If the revenue claim has not been finally
determined the State to which application is
made may at the request of the other con-
tracting State, take such measures of con-
servancy as are authorized by the revenue
laws of the former State.

ARTICLE XVIII

The competent authority of each of the
contracting States shall be entitled to ob-
tain, through diplomatic channels, from the
competent authority of the other con-
tracting State, particulars in concrete cases
relative to the application to citizens or to
corporations or other entities of the former
State, of the taxes to which the present Con-
vention relates. With respect to particulars
in other cases, the competent authority of
each of the contracting States will give con-
sideration to requests from the competent
authority of the other contracting State.
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ARTICLE XIX

In no case shall the provisions of Article
XVII, relating to mutual assistance in the
collection of taxes, or of Article XVIII, relat-
ing to particulars in concrete cases, be con-
strued so as to impose upon either of the
contracting States the obligation.

(1) to carry out administrative measures at
variance with the regulations and practice of
either contracting State, or

(2) to supply particulars which are not pro-
curable under its own legislation or that of
the State making application.

The State to which application is made for
information or assistance shall comply as
soon as possible with the request addressed
to it. Nevertheless, such State may refuse to
comply with the request for reasons of public
policy or if compliance would involve viola-
tion of a business, industrial or trade secret
or practice. In such case it shall inform, as
soon as possible, the State making the appli-
cation.

ARTICLE XX

Where a taxpayer shows proof that the ac-
tion of the revenue authorities of the con-
tracting States has resulted in double tax-
ation in his case in respect of any of the
taxes to which the present Convention re-
lates, he shall be entitled to lodge a claim
with the State of which he is a citizen or, if
he is not a citizen of either of the con-
tracting States, with the State of which he
is a resident, or, if the taxpayer is a corpora-
tion or other entity, with the State in which
it is created or organized. Should the claim
be upheld, the competent authority of such
State may come to an agreement with the
competent authority of the other State with
a view to equitable avoidance of the double
taxation in question.

ARTICLE XXI

The competent authorities of the two con-
tracting States may prescribe regulations
necessary to interpret and carry out the pro-
visions of this Convention. With respect to
the provisions of this Convention relating to
exchange of information, service of docu-
ments and mutual assistance in the collec-
tion of taxes, such authorities may, by com-
mon agreement, prescribe rules concerning
matters of procedure, forms of application
and replies thereto, conversion of currency,
disposition of amounts collected, minimum
amounts subject to collection and related
matters.

ARTICLE XXII

The present Convention shall be ratified,
in the case of the United States of America,
by the President, by and with the advice and
consent of the Senate, and in the case of
Sweden, by His Majesty the King, with the

consent of the Riksdag. The ratifications
shall be exchanged at Stockholm.

This Convention shall become effective on
the first day of January following the ex-
change of the instruments of ratification and
shall apply to income realized and property
held on or after that date. The Convention
shall remain in force for a period of five
years and indefinitely thereafter but may be
terminated by either contracting State at
the end of the five-year period or at any time
thereafter, provided at least six months’
prior notice of termination has been given,
the termination to become effective on the
first day of January following the expiration
of the six-month period.

In witness whereof the respective Pleni-
potentiaries have signed this Convention and
have affixed their seals hereto.

Done in duplicate, in the English and
Swedish languages, both authentic, at Wash-
ington, this twenty-third day of March, nine-
teen hundred and thirty-nine.

For the President of the United States of
America:

SUMNER WELLES [SEAL]
For His Majesty the King of Sweden:

W. BOSTROM [SEAL]

PROTOCOL

At the moment of signing the Convention
for the avoidance of double taxation, and the
establishment of rules of reciprocal adminis-
trative assistance in the case of income and
other taxes, this day concluded between the
United States of America and Sweden, the
undersigned Plenipotentiaries have agreed
that the following provisions shall form an
integral part of the Convention:

1. As used in this Convention:
(a) The term ‘‘permanent establishment’’

includes branches, mines and oil wells, plan-
tations, factories, workshops, warehouses,
offices, agencies, installations, and other
fixed places of business of an enterprise but
does not include the casual or temporary use
of merely storage facilities. A permanent es-
tablishment of a subsidiary corporation shall
not be deemed to be a permanent establish-
ment of the parent corporation. When an en-
terprise of one of the contracting States car-
ries on business in the other State through
an employee or agent, established there, who
has general authority to contract for his em-
ployer or principal, it shall be deemed to
have a permanent establishment in the lat-
ter State. But the fact that an enterprise of
one of the contracting States has business
dealings in the other State through a bona
fide commission agent, broker or custodian
shall not be held to mean that such enter-
prise has a permanent establishment in the
latter State.

(b) The term ‘‘enterprise’’ includes every
form of undertaking whether carried on by
an individual, partnership, corporation, or
any other entity.
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(c) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘Swedish en-
terprise’’.

(d) The term ‘‘United States enterprise’’
means an enterprise carried on in the United
States of America by a resident of the
United States of America or by a United
States corporation or other entity; the term
‘‘United States corporation or other entity’’
means a partnership, corporation or other
entity created or organized in the United
States of America or under the law of the
United States of America or of any State or
Territory of the United States of America.

(e) The term ‘‘Swedish enterprise’’ is de-
fined in the same manner, mutatis mutandis,
as the term ‘‘United States enterprise’’.

2. The term ‘‘corporation’’ includes asso-
ciations, joint-stock companies, and insur-
ance companies.

3. A citizen of one of the contracting
States not residing in either shall be deemed,
for the purpose of this Convention, to be a
resident of the contracting State of which he
is a citizen.

When doubt arises with respect to resi-
dence or with respect to the taxable status of
corporations or other entities, the com-
petent authorities of the two contracting
States may settle the question by mutual
agreement.

4. The provisions of Swedish law con-
cerning the taxation of the undivided estates
of deceased persons shall not apply where the
beneficiaries are directly liable to taxation
in the United States of America.

5. The term ‘‘life annuities’’ referred to in
Article X of this Convention means a stated
sum payable periodically at stated times
during life, or during a specified number of
years, under an obligation to make the pay-
ments in consideration of a gross sum paid
for such obligation.

6. The Swedish so-called ‘‘fees tax’’
(bevillingsavgift for vissa offentliga
forestallningar) based on gross income in so
far as it affects such individuals as actors,
artists, musicians and professional athletes
shall be deemed to be an income tax for the
purposes of Article XIV (a).

The credit for taxes provided in Article
XIV shall have no application to taxes de-
ducted at the source from dividends and in-
terest except to the extent provided in para-
graph (b)(2) of that Article.

In the application of the provisions of this
Convention the benefits of section 131 of the
United States Revenue Act of 1938, relating
to credits for foreign taxes shall be accorded
but the credit provided for in Article XIV(a)
shall not extend to United States excess-
profits taxes nor to the surtax imposed on
personal holding companies.

7. Citizens of each of the contracting
States residing within the other contracting
State shall not be subjected in the latter

State to other or higher taxes than are im-
posed upon the citizens of such latter State.

8. The provisions of this Convention shall
not be construed to deny or affect in any
manner the right of diplomatic and consular
officers to other or additional exemptions
now enjoyed or which may hereafter be
granted to such officers, nor to deny to ei-
ther of the contracting States the right to
subject to taxation its own diplomatic and
consular officers.

9. The provisions of the present Convention
shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance accorded by the laws of one
of the contracting States in the determina-
tion of the tax imposed by such State.

10. In the administration of the provisions
of this Convention relating to exchange of
information, service of documents, and mu-
tual assistance in collection of taxes, fees
and costs incurred in the ordinary course
shall be borne by the State to which applica-
tion is made but extraordinary costs inci-
dent to special forms of procedure shall be
borne by the applying State.

11. Documents and other communications
or information contained therein, trans-
mitted under the provisions of this Conven-
tion by one of the contracting States to the
other contracting State shall not be pub-
lished, revealed or disclosed to any person
except to the extent permitted under the
laws of the latter State with respect to simi-
lar documents, communications or informa-
tion.

12. As used with respect to revenue claims
in Article XVII of this Convention the term
‘‘finally determined’’ shall be deemed to
mean:

(a) In the case of Sweden, claims which
have been finally established, even though
still open to revision by exceptional proce-
dure;

(b) In the case of the United States of
America, claims which are no longer appeal-
able, or which have been determined by deci-
sion of a competent tribunal, which decision
has become final.

13. As used in this Convention the term
‘‘competent authority’’ or ‘‘competent au-
thorities’’ means, in the case of the United
States of America, the Secretary of the
Treasury and in the case of Sweden, the Fi-
nance Ministry.

14. The term ‘‘United States of America’’
as used in this Convention in a geographical
sense includes only the States, the Terri-
tories of Alaska and Hawaii, and the District
of Columbia.

15. Should any difficulty or doubt arise as
to the interpretation or application of the
present Convention, or its relationship to
Conventions between one of the contracting
States and any other State, the competent
authorities of the contracting States may
settle the question by mutual agreement.
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16. The present Convention and Protocol
shall not be deemed to affect the exchange of
notes between the United States of America
and Sweden providing relief from double in-
come taxation on shipping profits, signed
March 31, 1938.

Done at Washington, this twenty-third day
of March, nineteen hundred and thirty-nine.

SUMNER WELLES [SEAL]
W. BOSTROM [SEAL]

And where the said convention and the
said protocol have been duly ratified on both
parts and the ratifications of the two Gov-
ernments were exchanged at Stockholm on
the fourteenth day of November, one thou-
sand nine hundred and thirty-nine;

And whereas, as is provided in Article
XXII, the said convention shall become effec-
tive on the first day of January following the
exchange of the instruments of ratification;

Now, therefore, be it known that I, Frank-
lin D. Roosevelt, President of the United
States of America, have caused the said con-
vention and the said protocol to be made
public to the end that the same and every ar-
ticle, clause and part thereof may be ob-
served and fulfilled with good faith by the
United States of America and the citizens
thereof on and from the first day of January,
one thousand nine hundred and forty.

In testimony whereof, I have hereunder set
my hand and caused the Seal of the United
States of America to be affixed.

Done at the city of Washington this
twelfth day of December, in the year of our
Lord one thousand nine hundred and thirty-
nine, and of the Independence of the United
States of America the one hundred and
sixty-fourth.

[SEAL]
FRANKLIN D ROOSEVELT

By the President:
CORDELL HULL

Secretary of State.

(b) The Internal Revenue Code pro-
vides in part as follows:

SEC. 22. GROSS INCOME.

* * * * *

(b) Exclusions from gross income. The fol-
lowing items shall not be included in gross
income and shall be exempt from taxation
under this chapter:

* * * * *

(7) Income exempt under treaty. Income of
any kind, to the extent required by any trea-
ty obligation of the United States:

SEC. 62. RULES AND REGULATIONS.
The Commissioner, with the approval of

the Secretary, shall prescribe and publish all
needful rules and regulations for the enforce-
ment of this chapter.

§ 520.102 Scope of this subpart.
(a) The primary purposes of the con-

vention, to be accomplished on a mutu-
ally reciprocal basis, are the avoidance
of double taxation, exchange of fiscal
information complementary to those
provisions of the convention relating
to avoidance of double taxation, and
mutual assistance in the collection of
the taxes to which the convention re-
lates. The regulations in this subject
deal primarily with the effect of the
convention upon the determination of
taxable income from sources within the
United States of nonresident alien indi-
viduals resident in Sweden and of
Swedish corporations and other Swed-
ish entities, and with the information
to be made available to the Finance
Minister of Sweden.

(b) The specific classes of income
from sources within the United States
exempt by reason of the convention
from United States income tax are:

(1) Industrial and commercial profits
of a Swedish enterprise having no per-
manent establishment in the United
States (Article II);

(2) Income derived by a Swedish en-
terprise from the operation of ships or
aircraft registered in Sweden (Article
IV);

(3) Royalties and amounts derived by
a nonresident alien individual resident
in Sweden or by a Swedish corporation
or other entity as consideration for the
right to use copyrights, patents, secret
processes and formulas, trade-marks
and other analogous rights (Article
VI);

(4) Gains derived from the sale or ex-
change of capital assets by a non-
resident alien individual resident in
Sweden, or by a Swedish corporation or
other entity, having no permanent es-
tablishment in the United States (Arti-
cle IX);

(5) Wages, salaries and similar com-
pensation and pension paid by Sweden
or by a political subdivision thereof to
individuals (other than citizens of the
United States) temporarily residing in
the United States (Article X);

(6) Private pensions and life annu-
ities paid to nonresident alien individ-
uals residing in Sweden (Article X),

(7) Compensation for labor or per-
sonal services performed within the
United States by a nonresident alien
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individual resident in Sweden, such ex-
emption being, however, subject to the
limitations set forth in Article XI of
the convention and in § 520.113;

(8) Remittances from sources within
Sweden (if and to the extent that they
constitute gross income without regard
to this convention) received in the
United States by a nonresident alien
individual resident of Sweden who is
temporarily resident in the United
States for the purposes of study or for
acquiring business experience, such re-
mittances being for the purposes of
their maintenance or studies (Article
XII).

(c) The convention does not affect
the liability to United States income
tax of Swedish citizens resident in the
United States except to the extent
such citizens are entitled to the bene-
fits of Article XIV of the convention.
For the purposes of the convention, an
individual resident in neither Sweden
nor the United States and claiming the
benefits of the convention as a citizen
of Sweden shall be deemed to be a resi-
dent of Sweden if it is shown to the
satisfaction of the Commissioner that
he is such citizen. With respect to divi-
dends and interest, see § 520.10.

(d) Except as to those items of in-
come expressly exempted by the con-
vention, the income tax liability of a
nonresident alien individual resident of
Sweden and of a Swedish corporation
or other entity is determined in ac-
cordance with the provisions of the in-
ternal revenue laws of the United
States and the regulations thereunder
applicable generally to the taxation of
nonresident alien individuals and for-
eign corporations.

(e) Except insofar as concerns divi-
dends, the convention makes no ref-
erence to rates of taxation imposed by
the United States.

§ 520.103 Definitions.
(a) Any word or term used in this

subpart which is defined in the conven-
tion shall be given the definition as-
signed to such word or term in such
convention. Any word or term used in
this subpart which is not defined in the
convention but is defined in the Inter-
nal Revenue Code shall be given the
definition contained therein.

(b) As used in this subpart:

(1) The term ‘‘permanent establish-
ment’’ includes branches, mines and oil
wells, plantations, factories, work-
shops, warehouses, offices, agencies, in-
stallations and other fixed places of
business of an enterprise but does not
include the casual or temporary use of
merely storage facilities. A Swedish
parent corporation having a subsidiary
corporation which latter corporation
has a permanent establishment in the
United States will not be deemed, by
reason of such fact, to have itself a per-
manent establishment in the United
States. A Swedish enterprise as defined
in the convention carrying on business
in the United States through an em-
ployee or agent, established in the
United States, who has general author-
ity to contract for his employer or
principal, shall be deemed to have a
permanent establishment in the United
States. However, business dealings in
the United States by a Swedish enter-
prise through a bona fide commission
agent, broker or custodian do not con-
stitute a permanent establishment in
the United States.

(2) The term ‘‘enterprise’’ means any
commercial or industrial undertaking
whether conducted by an individual,
partnership, corporation or any other
entity. It includes such activities as
manufacturing, merchandising, min-
ing, banking and insurance. It does not
include the operation of, or the trading
in, real property located in the United
States. It does not include the ren-
dition of personal services. Hence, a
nonresident alien individual, a resident
of Sweden, rendering personal services
within the United States, is not merely
by reason of such services, engaged in
an enterprise within the meaning of
the convention and his liability to Fed-
eral income tax is unaffected by Arti-
cle II of the convention.

(3) The term ‘‘Swedish enterprise’’
means an enterprise carried on in Swe-
den by a nonresident alien individual
resident in Sweden or by a Swedish
corporation or other entity. The term
‘‘Swedish corporation or other entity’’
means a partnership, corporation or
other entity created or organized in
Sweden or under the laws of Sweden.
For example, an enterprise carried on
wholly without Sweden by a non-
resident alien individual resident in

VerDate 06<MAY>99 15:07 Jun 03, 1999 Jkt 183097 PO 00000 Frm 00123 Fmt 8010 Sfmt 8010 Y:\SGML\183097T.XXX pfrm01 PsN: 183097T



128

26 CFR Ch. I (4–1–99 Edition) § 520.104

Sweden is not a Swedish enterprise
within the meaning of the convention.

(4) The term ‘‘industrial and commer-
cial profits’’ means the profits arising
from the industrial, mercantile, manu-
facturing or like undertakings of a
Swedish enterprise as defined in this
section. Such term does not include
dividends, interest, compensation for
labor or personal services, or income
derived from real property or from any
interest in such property, including
rentals and royalties therefrom and
gain from the sale or disposition there-
of. Such latter items of income are not
governed by the provisions of Article II
but are subject to the rules elsewhere
set forth in the convention and in this
subpart with respect to such specific
items of income. As to gains from the
sale or exchange of capital assets, see
§ 520.111.

§ 520.104 Scope of convention with re-
spect to determination of ‘‘indus-
trial and commercial profits’’ of a
nonresident alien individual resi-
dent of Sweden or of a Swedish cor-
poration or other entity carrying on
a Swedish enterprise in the United
States.

(a) General. Article II of the conven-
tion adopts the principle that an enter-
prise of one of the contracting States
shall not be taxable in the other con-
tracting State in respect of its indus-
trial and commercial profits unless it
has a permanent establishment in the
latter State. Hence, a Swedish enter-
prise is subject to tax upon its indus-
trial and commercial profits from
sources within the United States only
if it has a permanent establishment
within the United States. From the
standpoint of Federal income taxation,
the article has application only to a
Swedish enterprise and to the indus-
trial and commercial income thereof
from sources within the United States.
It has no application, for example, to
compensation for labor or personal
services performed in the United States
nor to income derived from real prop-
erty located in the United States nor
to any interest in such property, in-
cluding rentals and royalties there-
from, nor to gains from the sale or dis-
position thereof nor to dividends and
interest. Such latter items of income
are treated separately elsewhere in the

regulations in this subpart and are sub-
ject to the rules laid down in the sec-
tions having specific reference to the
respective items of income: As to what
is a ‘‘Swedish enterprise’’, a ‘‘perma-
nent establishment’’ and ‘‘industrial
and commercial profits,’’ see § 520.103.

(b) No United States permanent estab-
lishment. A nonresident alien individual
resident in Sweden or a Swedish cor-
poration or other entity, carrying on a
Swedish enterprise but having no per-
manent establishment in the United
States is not subject to United States
income tax upon industrial and com-
mercial profits from sources within the
United States. For example, if such
Swedish corporation sells stock in
trade such as iron ore or wood pulp
through a bona fide commission agent
or broker in the United States, the re-
sulting profit is, under the terms of Ar-
ticle II of the convention, exempt from
United States income tax. Such Swed-
ish corporation, however, remains sub-
ject to tax upon all other items of in-
come from sources within the United
States and not expressly exempted
from such tax under the convention.
However, see §§ 520.109, 520.111, 520.112
and 520.113.

(c) United States permanent establish-
ment. A nonresident alien individual
resident in Sweden or a Swedish cor-
poration or other entity, carrying on a
Swedish enterprise having a permanent
establishment in the United States is
subject to tax upon his or its industrial
and commercial profits from sources
within the United States. In the deter-
mination of the income of such resi-
dent of Sweden or Swedish corporation
or other entity from sources within the
United States, all industrial and com-
mercial profits from sources within the
United States shall be deemed to be al-
locable to the permanent establish-
ment within the United States. The net
income from sources within the United
States, including the industrial and
commercial profits, shall be deter-
mined in accordance with the provi-
sions of section 119, Internal Revenue
Code, and regulations thereunder. In
determining such income, no account
shall be taken of the mere purchase of
merchandise effected in the United
States by such Swedish enterprise.
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§ 520.105 Control of a domestic enter-
prise by a Swedish enterprise.

Article III of the convention provides
that if a Swedish enterprise by reason
of its control of a domestic business
imposes conditions different from
those which would result from normal
bargaining between independent enter-
prises, the accounts between the enter-
prises will be adjusted so as to ascer-
tain the true net income of the domes-
tic enterprises. The purpose is to place
the controlled domestic enterprise on a
tax parity with an uncontrolled domes-
tic enterprise by determining, accord-
ing to the standard of an uncontrolled
enterprise, the true net income from
the property and business of the con-
trolled enterprise. The convention con-
templates that if the accounting
records do not truly reflect the net in-
come from the property and business of
such domestic enterprise the Commis-
sioner shall intervene and, by making
such distributions, apportionments or
allocations as he may deem necessary
of gross income or deductions or of any
item or element affecting net income
as between such domestic enterprise
and the Swedish enterprise by which it
is controlled or directed, determine the
true net income of the domestic enter-
prise. The provisions of Regulations 103
(26 CFR 1938 ed. Supps. 19.45–1), [Regu-
lations 111 (26 CFR 1949 ed. Supps.
29.45–1) and Regulations 118 (§ 39.45–1, 26
CFR, Rev. 1953, Parts 1–79, and Supps.)]
shall, insofar as applicable, be followed
in the determination of the net income
of the domestic business.

§ 520.106 Income from operation of
ships or aircraft.

The income derived by a Swedish en-
terprise from the operation of ships or
aircraft registered in Sweden is exempt
from United States income tax. How-
ever, the profits derived by such enter-
prise from the operation of ships or air-
craft not so registered are treated as
are industrial and commercial profits
generally. See Article II of the conven-
tion and § 520.104.

§ 520.107 Income from real property.
Income of whatever nature derived

by a nonresident alien individual resi-
dent in Sweden or by a Swedish cor-
poration or other entity from real

property situated in the United States,
including gains derived from the sale of
such property, is not exempt from tax-
ation by the convention. The treat-
ment of such income for taxation pur-
poses is governed by those provisions of
the Internal Revenue Code applicable
generally to the taxation of non-
resident aliens and foreign corpora-
tions. Interest derived from mortgages
or bonds secured by real property does
not constitute income from real prop-
erty within the meaning of the conven-
tion but is subject to the provisions ap-
plicable to interest generally. See Arti-
cle VIII of the convention and § 520.110.

§ 520.108 Mineral royalties.

Royalties derived by a nonresident
alien individual resident in Sweden or
by a Swedish corporation or other enti-
ty from real property or in respect of
the operation of mines, quarries, tim-
ber or other natural resources situated
in the United States are not exempt
from taxation under the convention.
Such items of income are subject to
taxation under the provisions of the In-
ternal Revenue Code applicable gen-
erally to the taxation of nonresident
aliens and foreign corporations.

§ 520.109 Patent and copyright royal-
ties.

(a) Royalties and amounts derived
from sources within the United States
by a nonresident alien individual resi-
dent in Sweden or by a Swedish cor-
poration or other entity (if such cor-
poration or entity is not a resident of
the United States) as consideration for
the right to use copyrights, patents, se-
cret processes and formulas, trade-
marks and other analogous rights are
exempt from Federal income taxation
under the provisions of Article VI of
the convention. Such items are there-
fore not subject to the withholding pro-
visions of the Internal Revenue Code.
Such exemption does not, however,
apply in the case of a Swedish corpora-
tion engaged in trade or business with-
in the United States or having an office
or place of business therein. Such cor-
poration is a resident Swedish corpora-
tion and hence the provisions of Article
XIV (a) are applicable.
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(b) To obviate withholding of the tax
at the source, the alien individual resi-
dent in Sweden or Swedish corporation
or other entity should by letter, notify
the payor of the income that such in-
come is exempt from Federal income is
exempt from Federal income taxation
under the provisions of the convention.
Such letter from such resident of Swe-
den shall contain his address and a
statement that he is a resident of Swe-
den. The letter from such corporation
or other entity shall contain the ad-
dress of its office or place of business
and a statement that it is a corpora-
tion or other entity organized under
the laws of Sweden and shall be signed
by an officer of the corporation or
other entity giving his official title.
The letter of notification of a copy
thereof should be immediately for-
warded by the recipient to the Commis-
sioner of Internal Revenue, With-
holding Returns Section, Washington
25, D.C., United States of America.

§ 520.110 Dividends and interest.
(a) In general dividends derived from

sources within the United States by a
nonresident alien individual resident in
Sweden or by a Swedish corporation or
other entity remain subject to taxation
under the provisions of the Internal
Revenue Code applicable generally to
the taxation of nonresident alien indi-
viduals and foreign corporations. See
Article XIV (a) of the convention. How-
ever, for a period of at least 2 years be-
ginning on January 1, 1940, the tax in
the case of such alien individual resi-
dent in Sweden or such Swedish cor-
poration or other entity (nonresident
as to the United States) shall not ex-
ceed 10 percent of the amount of such
dividends. See Article VII of the con-
vention. Hence, the higher rates appli-
cable generally in the case of non-
resident alien individuals subject to
the provisions of section 211 (c), Inter-
nal Revenue Code, are not applicable to
dividends received by nonresident alien
individuals who are residents of Swe-
den.

(b) The taxation of interest derived
from sources within the United States
by a nonresident alien individual resi-
dent in Sweden or by a Swedish cor-
poration or other entity is not affected
by the convention except that in the

case of such individual such interest is
subject only to the rate of tax imposed
by section 211 (a), Internal Revenue
Code. Hence, interest, like dividends, is
excluded for the purposes of section
211(c), from the gross amount of fixed
or determinable annual or periodical
income of nonresident alien individuals
who are residents of Sweden.

§ 520.111 Capital gains.
Under Article IX of the convention,

gain derived from the sale or exchange
of capital assets (other than real prop-
erty) within the United States by a
nonresident alien individual resident in
Sweden or by a Swedish corporation or
other entity is exempt from Federal in-
come tax unless such individual, cor-
poration or other entity has a perma-
nent establishment in the United
States. With respect to real property,
see § 520.107.

§ 520.112 Wages, salaries and similar
compensation, pensions and life an-
nuities.

(a) Under Article X of the conven-
tion, wages, salaries and similar com-
pensation and pensions paid by Sweden
or by a political subdivision thereof to
individuals temporarily residing in the
United States are exempt from Federal
income tax. By reason, however, of the
application of Article XIV(a) of the
convention, such exemption does not
apply to recipients of such income who
are either citizens of the United States
or aliens resident therein. As to who
are resident aliens, see Regulations 103
(26 CFR 1938 ed. Supps. 19.211–2 to
19.211–4), [Regulations 111 (26 CFR 1949
ed. Supps. 29.211–2 to 29.211–4) and Reg-
ulations 118 (§§ 39.211–2 to 39.211–4, 26
CFR, Rev. 1953, Parts 1–79, and
Supps.)]. As to the taxation generally
of the compensation of employees of
foreign governments, see section 116(h)
of the Internal Revenue Code and Reg-
ulations 103 (26 CFR 1938 ed. Supps.
19.116–2), [Regulations 111 (26 CFR 1949
ed. Supps. 29.116–2) and Regulations 118
(§ 39.116–2, 26 CFR Rev. 1953, Parts 1–79,
and Supps.)].

(b) Under the provisions of the same
article of the convention, private pen-
sions and life annuities derived from
sources within the United States by
nonresident alien individuals residing
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in Sweden are exempt from the Federal
income tax. Such items of income are,
therefore, not subject to the with-
holding provisions of the Internal Rev-
enue Code. See paragraph 5 of the pro-
tocol to the convention as to what con-
stitutes life annuities. See also § 520.109
with respect to patent and copyright
royalties as to requirements necessary
to avoid withholding of the tax at the
source, which requirements are here
also applicable.

§ 520.113 Compensation for labor or
personal services.

(a) Article XI of the convention
adopts the principle that compensation
for labor or personal services, including
compensation realized in the practice
of the liberal professions, is subject to
tax only in the contracting State in
which such services are rendered.
Hence, in general such compensation
derived by nonresident alien individ-
uals residing in Sweden for services
rendered in the United States is sub-
ject to Federal income tax. Such gen-
eral rule is, however, subject to the fol-
lowing exceptions under the provisions
of Article XI:

(1) Such nonresident alien individual
is not subject to Federal income tax
upon compensation for labor or per-
sonal services performed within the
United States if the following condi-
tions prescribed by subparagraph (2) (i)
and (ii) of this paragraph are met.

(2) He is temporarily present in the
United States for a period or periods:

(i) Not exceeding 180 days during the
taxable year and his compensation is
received for labor or personal services
performed as an employee of, or under
contract with, a resident of Sweden or
a Swedish corporation or other entity;
or

(ii) Not exceeding 90 days during the
taxable year and the compensation re-
ceived for such services does not exceed
$3,000 in the aggregate for such taxable
year even though such compensation is
paid by a United States resident or by
a domestic corporation or other domes-
tic entity.

(b) If, therefore, such nonresident
alien individual (1) is temporarily
present in the United States for a pe-
riod or periods in excess of 90 days dur-
ing the taxable year, or (2) receives

more than $3,000 in the aggregate dur-
ing the taxable year for labor or per-
sonal services performed within the
United States he is not exempt under
paragraph (a)(2)(ii) of this section, and
his right to exemption under the con-
vention will depend on his meeting
both tests prescribed under paragraph
(a)(2)(i) of this section.

(c) These exceptions, however, do not
extend to the professional earnings of
actors, artists, musicians, professional
athletes and those engaged in like ac-
tivities. The professional earnings of
such individuals resident in Sweden for
services rendered within the United
States are subject to the provisions of
the Internal Revenue Code applicable
generally to the taxation of non-
resident alien individuals.

§ 520.114 Remittances.
Under Article XII nonresident alien

individuals residents of Sweden who
are temporarily residing in the United
States exclusively for the purposes of
study or acquiring business experience
and receiving remittances from Sweden
for the purposes of their maintenance
and studies in the United States are ex-
empt from Federal income tax upon
such amounts if and to the extent that
such amounts constitute gross income.

§ 520.115 Scope of Article XIV.
(a) General. Article XIV (a) has an

important bearing upon other articles
of the convention. While many pre-
ceding articles provide in effect that
items of income derived by citizens or
residents of the United States or by do-
mestic corporations from sources in
Sweden are subject to tax only in Swe-
den, Article XIV(a) nevertheless per-
mits the imposition of Federal income
tax upon such income in the hands of
such taxpayers. For example, Article V
provides that income from real prop-
erty, including gains derived from the
sale or exchange of such property, shall
be taxable only in the contracting
State in which such property is situ-
ated. Hence, looking at such article
without reference to Article XIV a
United States citizen realizing such in-
come from real property situated with-
in Sweden would not be subject to Fed-
eral income tax upon such income. Ar-
ticle XIV(a), however, prescribes that,
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notwithstanding Article V or any other
article of the convention, the Federal
income tax may apply to all items of
income without regard to other provi-
sions of the convention and hence all
items of income from sources within
Sweden, regardless of their treatment
in the articles dealing respectively
with such items of income, must be in-
cluded in gross income of United States
citizens, residents and corporations for
the purposes of the Federal income tax.

(b) Credit for Swedish income taxes. (1)
Article XIV(a), for the purposes of
avoidance of double taxation, further
provides that a citizen or resident of
the United States or a domestic cor-
poration deriving income from sources
within Sweden shall be entitled to a
credit against the Federal income tax
liability for the amount of Swedish na-
tional income and property tax, includ-
ing surtax, and for the Swedish com-
munal income tax. Such credit is, how-
ever, subject to the limitations pre-
scribed in section 131, Internal Revenue
Code (relating to the credit for foreign
taxes) in that it cannot exceed the
same proportion of the tax against
which the credit is taken which the
taxpayer’s net income from sources
within Sweden bears to the entire net
income, in the case of a taxpayer other
than a corporation, or to the normal
tax net income, in the case of a cor-
poration, for the same taxable year.

(2) In the application of Article
XIV(a), the provisions of section 131,
Internal Revenue Code, are in general
applicable. See paragraph 6 of the pro-
tocol to the convention.

§ 520.116 Reciprocal administrative as-
sistance.

(a) By Article XV of the convention,
United States and Sweden adopt the
principle of exchange of information
and assistance in the service of docu-
ments incident to the collection of
taxes. It is agreed that such fiscal co-
operation shall be carried out in ac-
cordance with the laws of the respec-
tive countries and hence only such in-
formation as is available to the Com-
missioner under the revenue laws may
be used as a source from which to se-
cure the information required to be
submitted to the Finance Minister of
Sweden.

(b) Pursuant to such principle, with-
holding agents shall, in the preparation
of withholding returns, Form 1042, re-
port on such returns, in addition to the
items of income upon which tax has
been withheld at the source, those
items of income paid to a nonresident
alien individual resident in Sweden or
to a Swedish corporation or other enti-
ty upon which tax has not been with-
held at the source. (See § 520.109.) Such
return shall show the same informa-
tion with respect to such items of in-
come upon which tax has not been
withheld at the source as is shown with
respect to items of income upon which
the tax has been withheld at the
source.

(c) All information and correspond-
ence relating to exchange of informa-
tion and to service of documents may
be transmitted by the Secretary di-
rectly to the Finance Minister of Swe-
den.

§ 520.117 Information to be furnished
in the ordinary course.

(a) In accordance with the provisions
of Article XVI (1) (a) and (b) of the con-
vention, the Secretary shall forward to
the Finance Minister of Sweden,
Stockholm, Sweden, as soon as prac-
ticable after the close of the calendar
year 1940 and of each calendar year
thereafter during which the convention
is in effect the following information
relating to such preceding calendar
year:

(1) The name and address of each per-
son whose address as disclosed on
Forms 1012 and 1042 is in Sweden deriv-
ing from sources within the United
States dividends, interest, royalties,
pensions, annuities, or other fixed or
determinable annual or periodical in-
come, showing the amount of such in-
come with respect to such person.

(2) The name and address of each per-
son whose address as disclosed by
Forms 1000, 1087 and 1099 is in Sweden
showing the amount of income set
forth on such form with respect to each
person.

(b) In accordance with the provisions
of Article XVI(1)(c) of the convention,
there shall likewise be forwarded any
particulars which the Commissioner
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may obtain incident to the determina-
tion of estate tax liability of any dece-
dent from inventories of assets of es-
tates of decedents concerning debts
contracted with individuals resident in
Sweden or with Swedish corporations
or other entities.

§ 520.118 Information in specific cases.
Under the provisions of Article XVIII

of the convention and upon request of
the Finance Minister of Sweden, made
through diplomatic channels and sub-
ject to the provisions of Article XIX of
the convention, the Secretary will fur-
nish to the Finance Minister of Sweden
particulars in case of any specific tax-
payer who is a citizen of Sweden or a
Swedish corporation or other entity,
relating to the application of Swedish
national income and property tax and
the Swedish communal income tax. In
the case of other specific taxpayers,
the Secretary will give consideration
to requests of the Finance Minister of
Sweden with a view to furnishing simi-
lar information concerning such tax-
payer.

§ 520.119 Mutual assistance in the col-
lection of taxes.

Under the provisions of Article XXI
of the convention, the Secretary of the
Treasury and the Finance Minister of
Sweden are authorized to prescribe
rules with respect to those provisions
of the convention relating to the ex-
change of information, service of docu-
ments, and mutual assistance in the
collection of the taxes to which the
convention relates. Such rules con-
cerning matters of procedure, forms of
application and replies thereto, conver-
sion of currency, disposition of
amounts collected and related matters
will be made the subject matter of a
common agreement between the com-
petent authorities of the two con-
tracting States concerned and when
consummated will be published.

PART 521—DENMARK

Subpart—Withholding of Tax

RELEASE OF EXCESS TAX WITHHELD AND
REDUCTION IN RATE OF WITHHOLDING
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RELEASE OF EXCESS TAX WITHHELD AND
REDUCTION IN RATE OF WITHHOLDING

§ 521.1 Introductory.
(a) The income tax convention be-

tween the United States and the King-
dom of Denmark, signed May 6, 1948,
proclaimed by the President of the
United States on December 8, 1948, and
effective as to taxable years beginning
after December 31, 1947 (referred to in
this subpart as the convention), pro-
vides in part as follows:

ARTICLE I

(1) The taxes referred to in this Convention
are:

(a) In the case of the United States of
America: The Federal income tax, including
surtaxes.

(b) In the case of Denmark:
The national income tax, including the war

profits tax.
The intercommunal income tax.
The communal income tax.
(2) The present Convention shall also apply

to any other taxes of a substantially similar
character imposed by either contracting
State subsequently to the date of signature
of the present Convention.

ARTICLE II

(1) As used in this Convention:
(a) The term ‘‘United States’’ means the

United States of America, and when used in
a geographical sense includes only the
States, the Territories of Alaska and Hawaii,
and the District of Columbia.

(b) The term ‘‘Denmark’’ means the King-
dom of Denmark; the provisions of the Con-
vention shall not, however, extend to the
Faroe Islands; nor do they apply to Green-
land.

(c) The term ‘‘permanent establishment’’
means a branch office, factory, warehouse or
other fixed place of business, but does not in-
clude the casual and temporary use of mere-
ly storage facilities, nor does it include an
agency unless the agent has and exercises a
general authority to negotiate and conclude
contracts on behalf of an enterprise or has a
stock of merchandise from which he regu-
larly fills orders on its behalf. An enterprise
of one of the contracting States shall not be
deemed to have a permanent establishment
in the other State merely because it carries
on business dealings in such other State
through a bona fide commission agent,
broker or custodian acting in the ordinary
course of his business as such. The fact that
an enterprise of one of the contracting
States maintains in the other State a fixed
place of business exclusively for the pur-
chase of goods or merchandise shall not of
itself constitute such fixed place of business

a permanent establishment of such enter-
prise. The fact that a corporation of one con-
tracting State has a subsidiary corporation
which is a corporation of the other State or
which is engaged in trade or business in the
other State shall not of itself constitute that
subsidiary corporation a permanent estab-
lishment of its parent corporation.

(d) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘Danish enter-
prise.’’

(e) The term ‘‘enterprise’’ includes every
form of undertaking whether carried on by
an individual, partnership, corporation, or
any other entity.

(f) The term ‘‘United States enterprise’’
means an enterprise carried on in the United
States of America by a resident of the
United States of America or by a United
States corporation or other entity; the term
‘‘United States corporation or other entity’’
means a partnership, corporation or other
entity created or organized in the United
States of America or under the law of the
United States of America or of any State or
Territory of the United States of America.

(g) The term ‘‘Danish enterprise’’ means an
enterprise carried on in Denmark by a resi-
dent of Denmark or by a Danish corporation
or other entity; the term ‘‘Danish corpora-
tion or other entity’’ means a partnership,
corporation or other entity created or orga-
nized in Denmark or under Danish laws.

(h) The term ‘‘competent authorities’’
means, in the case of the United States the
Commissioner of Internal Revenue or his au-
thorized representative; and in the case of
Denmark, the Chief of the Taxation Depart-
ment of the Ministry of Finance
(Generaldirektren for Skattevaesenet) or his
authorized representative.

(2) In the application of the provisions of
the present Convention by one of the con-
tracting States any term not otherwise de-
fined shall, unless the context otherwise re-
quires, have the meaning which such term
has under its own tax laws.

* * * * *

ARTICLE VI

(1) Dividends shall be taxable only in the
contracting State in which the shareholder
is resident or, if the shareholder is a corpora-
tion or other entity, in the contracting State
in which such corporation or other entity is
incorporated or organized.

(2) Each of the contracting States reserves,
however, the right to collect and retain the
tax, which, under its revenue laws, is deduct-
ible at the source with respect to such divi-
dends, but the tax shall not exceed 15 percent
of the amount of dividends derived from
sources within such State by a resident, cor-
poration or other entity of the other State,
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if the recipient has no permanent establish-
ment in the contracting State from which
the dividends are derived.

(3) It is agreed, however, that the rate of
dividend tax at the source shall not exceed
five percent if the shareholder is a corpora-
tion controlling, directly or indirectly, at
least 95 percent of the entire voting power in
the corporation paying the dividend, and if
not more than 25 percent of the gross income
of such paying corporation is derived from
interest and dividends, other than interest
and dividends received from its own sub-
sidiary corporations. Such reduction of the
rate of five percent shall not apply if the re-
lationship of the two corporations has been
arranged or is maintained primarily with the
intention of securing such reduced rate.

ARTICLE VII

Interest on bonds, securities, notes, deben-
tures, or on any other form of indebtedness
derived from sources within one of the con-
tracting States by a resident or corporation
or other entity of the other contracting
State not having a permanent establishment
in the former State shall be exempt from tax
by such former State.

ARTICLE VIII

Royalties and other amounts derived as
consideration for the right to use copyrights,
patents, designs, secret processes and for-
mulas, trade-marks and other like property
(including rentals and like payments in re-
spect of motion picture films) derived from
sources within one of the contracting States
by a resident or corporation or other entity
of the other contracting State not having a
permanent establishment in the former
State shall be exempt from taxation in such
former State.

* * * * *

ARTICLE X

* * * * *

(2) Private pensions and life annuities de-
rived from within one of the contracting
States and paid to individuals residing in the
other contracting State shall be exempt
from taxation in the former State.

(3) The term ‘‘life annuities’’ as used here-
in means a stated sum payable periodically
at stated times during life, or during a speci-
fied number of years, under an obligation to
make the payments in consideration of a
gross sum paid for such obligation.

* * * * *

ARTICLE XXII

The competent authorities of the two con-
tracting States may prescribe regulations
necessary to interpret and carry out the pro-
visions of this Convention. With respect to
the provisions of this Convention relating to
exchange of information and mutual assist-
ance in the collection of taxes, such authori-
ties may, by common agreement, prescribe
rules concerning matters of procedure, forms
of application and replies thereto, conver-
sion of currency, disposition of amounts col-
lected, minimum amounts subject to collec-
tion and related matters.

ARTICLE XXIII

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Washington as soon as possible.

(2) Upon the exchange of instruments of
ratification, the present Convention shall
have effect.

(a) in the case of United States tax, for the
taxable years beginning on or after the first
day of January of the year in which such ex-
change takes place;

(b) in the case of Danish tax, for the tax-
able years beginning on or after the first day
of April of the year in which such exchange
takes place.

(3) The present Convention shall continue
effective for a period of five years and indefi-
nitely after that period, but may be termi-
nated by either of the contracting States at
the end of the five-year period or at any time
thereafter, provided that at least six months’
prior notice of termination has been given
and, in such event, the present Convention
shall cease to be effective.

(a) As respects United States tax, for the
taxable years beginning on or after the first
day of January next following the expiration
of the six-month period;

(b) As respects Danish tax, for the taxable
years beginning on or after the first day of
April next following the expiration of the
six-month period.

* * * * *

(b) As used in this subpart, unless the
context otherwise requires, the terms
defined in the above articles of the con-
vention shall have the meanings so as-
signed to them.

§ 521.2 Dividends.
(a) General. The rate of tax imposed

by section 211(a) of the Internal Rev-
enue Code (relating to nonresident
alien individuals not engaged in trade
or business within the United States)
and by section 231(a) of the Internal
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Revenue Code (relating to foreign cor-
porations not engaged in trade or busi-
ness within the United States) is 30
percent. Such rate is reduced under Ar-
ticle VI of the convention to 15 percent
in the case of dividends received on or
after January 1, 1948, from sources
within the United States by a non-
resident alien (including a nonresident
alien individual, fiduciary, and part-
nership) who is a resident of Denmark
or by a Danish corporation if such
alien or corporation at no time during
the taxable year had a permanent es-
tablishment within the United States.
As to what is a Danish corporation, see
Article II(1)(g) of the convention. Thus,
if a nonresident alien who is a resident
of Denmark performs personal services
within the United States during the
calendar year 1948, but has at no time
during such year a permanent estab-
lishment within the United States, he
is entitled to the reduced rate of tax
with respect to dividends derived in
that year from United States sources,
as provided in Article VI of the conven-
tion, even though by reason of his hav-
ing rendered personal services within
the United States he is engaged in
trade or business therein in that year
within the meaning of section 211(b) of
the Internal Revenue Code. As to what
constitutes a permanent establish-
ment, see Article II(1)(c) of the conven-
tion.

(b) Dividends paid by a United States
subsidiary corporation. (1) Under the
provisions of Article VI (3) of the con-
vention, dividends paid by a domestic
corporation to a Danish corporation
controlling, directly or indirectly, at
the time the dividend is paid, 95 per-
cent or more of the entire voting power
in such domestic corporation, are sub-
ject to tax at the rate of only 5 per-
cent, if (i) not more than 25 percent of
the gross income of such paying cor-
poration for the three-year period im-
mediately preceding the taxable year
in which the dividend is paid consists
of dividends and interest (other than
dividends and interest paid to such do-
mestic corporation by its own sub-
sidiary corporations, if any, and (ii) the
relationship between such domestic
corporation and such Danish corpora-
tion has not been arranged or main-

tained primarily with the intention of
securing such reduced rate of 5 percent.

(2) Any domestic corporation which
claims or contemplates claiming that
dividends paid or to be paid by it on or
after January 1, 1948, are subject only
to the 5 percent rate shall file, as soon
as practicable, with the Commissioner
of Internal Revenue, the following in-
formation: (i) the date and place of its
organization; (ii) the number of out-
standing shares of stock of the domes-
tic corporation having voting power
and the voting power thereof; (iii) the
person or persons beneficially owning
such stock of the domestic corporation
and their relationship to the Danish
corporation; (iv) the amount of gross
income, by years, of the paying cor-
poration for the three-year period im-
mediately preceding the taxable year
in which the dividend is paid; (v) the
amount of interest and dividends, by
years, included in the gross income of
such domestic corporation and the
amount of interest and dividends, by
years, received by such corporation
from its subsidiary corporations, if
any; and (vi) the relationship between
the domestic corporation and the Dan-
ish corporation to which it pays the
dividend.

(3) As soon as practicable after such
information is filed, the Commissioner
of Internal Revenue will determine
whether the dividends concerned fall
within the provisions of Article VI (3)
of the convention and may authorize
the release of excess tax withheld with
respect to dividends which come within
such provision. In any case in which
the Commissioner of Internal Revenue
has notified such domestic corporation
that the dividends come within such
provision, the reduced rate of 5 percent
applies to any dividends subsequently
paid by such corporation to the Danish
corporation unless the stock ownership
of the domestic corporation, or the
character of its income, materially
changes, and, if such change or changes
occur, such corporation shall promptly
notify the Commissioner of Internal
Revenue of the then existing facts with
respect to such stock ownership or in-
come.

(c) Effect on withholding in case of
dividends of address in Denmark. For the
purposes of withholding of the tax in
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the case of dividends, every non-
resident alien (including a nonresident
alien individual, fiduciary or partner-
ship) whose address is in Denmark
shall be deemed by United States with-
holding agents to be a resident of Den-
mark not having a permanent estab-
lishment in the United States and
every corporation whose address is in
Denmark shall be deemed by such
withholding agents to be a Danish cor-
poration not having a permanent es-
tablishment in the United States.

(d) Rate of withholding. (1) On and
after January 1, 1949, withholding in
the case of dividends paid to non-
resident aliens (including a non-
resident alien individual, fiduciary or
partnership) and to foreign corpora-
tions, whose addresses are in Denmark,
shall (except (i) in any case in which
prior to the date of payment of such
dividend, the Commissioner of Internal
Revenue has notified the paying cor-
poration that such dividend falls with-
in the provisions of Article VI (3) of the
convention, and (ii) in any case in
which the Commissioner notifies the
withholding agent that the reduced
rate shall not apply), be at the rate of
15 percent.

(2) The preceding provisions relative
to residents of Denmark and to Danish
corporations are based upon the as-
sumption that the payee of the divi-
dend is the actual owner of the capital
stock from which the dividend is de-
rived and consequently is the person
liable to the tax upon such dividend. As
to action by the recipient who is not
the owner of the dividend, see § 521.7.

§ 521.3 Interest.
(a) General. Interest, whether on

bonds, securities, notes, debentures, or
any other form of indebtedness (includ-
ing interest on obligations of the
United States and on obligations of in-
strumentalities of the United States),
received on or after January 1, 1948,
from sources within the United States
by (1) a nonresident alien (including a
nonresident alien individual, fiduciary,
and partnership) who is a resident of
Denmark, or (2) a Danish corporation,
is exempt from United States tax under
the provisions of Article VII of the con-
vention if such alien or corporation at
no time during the taxable year in

which such interest is so received had a
permanent establishment in the United
States. Such interest is, therefore, not
subject to the withholding provisions
of the Internal Revenue Code.

(b) Exemption from withholding. (1) To
obviate withholding at the source in
the case of coupon bond interest, the
nonresident alien resident in Denmark
or the Danish corporation shall submit
Form 1001–D, in duplicate, to the pay-
ing agent with each presentation of in-
terest coupons. Such form shall be
signed by the owner of the interest,
trustee or agent, and shall show the
name and address of the obligor, and
the name and address of the owner of
such interest and the amount of such
interest. Such form shall contain a
statement that the owner is a resident
of Denmark or a Danish corporation
and that such owner has no permanent
establishment in the United States.

(2) The exemption from United States
tax contemplated by Article VII of the
convention, insofar as it concerns cou-
pon bond interest, is an exemption ap-
plicable only to the owner of such in-
terest. The person presenting such cou-
pon or on whose behalf it is presented
shall, for the purpose of the exemption,
be deemed to be the owner of the inter-
est only if he is, at the time the coupon
is presented for payment, the owner of
the bond from which the coupon has
been detached. If the person presenting
the coupon is not the owner of the
bond, Form 1001, and not Form 1001–D,
shall be executed.

(3) The original and duplicate owner-
ship certificates, Form 1001–D, must be
forwarded to the Commissioner with
the quarterly return, Form 1012, as pro-
vided in existing regulations with re-
spect to Form 1001. See § 29.143–7 of
Regulations 111 (26 CFR 1949 ed. Supps.
29.143–7) [and § 39.143–7 of Regulations
118 (26 CFR, Rev. 1953, Parts 1–79, and
Supps.)]. Form 1001–D need not be list-
ed on Form 1012.

(4) In the case of interest coupons
presented in Denmark by a nonresident
alien who is not a resident of Denmark
or by a foreign corporation other than
a Danish corporation, ownership cer-
tificates, Form 1001, shall be filed as
provided in existing regulations with-
out reference to the provisions of the
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convention. See § 29.143–4 of Regula-
tions 111 (26 CFR 1949 ed. Supps. 29.143–
4) [and § 39.143–4 of Regulations 118 (26
CFR, Rev. 1953, Parts 1–79, and
Supps.)].

(5) To avoid withholding at the
source in the case of interest other
than interest payable by means of cou-
pons, the nonresident alien who is a
resident of Denmark, or the Danish
corporation, shall file Form 1001A–D, in
duplicate, with the withholding agent
in the United States. Such form shall
be signed by the owner of the income,
trustee or agent, and shall show the
name and address of the obligor and
the name and address of the owner of
such interest. Such form shall contain
a statement that the owner is a resi-
dent of Denmark or is a Danish cor-
poration and that the owner has no
permanent establishment in the United
States.

(6) Form 1001A–D must be filed for
each three calendar year period and the
first such form filed by the taxpayer
with any withholding agent should be
filed not later than 20 days preceding
the date of the first payment of income
in such period. If the taxpayer files
such form with the withholding agent
in the calendar year 1948 or in any sub-
sequent calendar year no additional
Form 1001A–D need be filed prior to the
end of the two calendar years imme-
diately following the calendar year in
which such form is so filed unless the
Commissioner notifies the withholding
agent that an additional Form 1001A–D
must be filed by the taxpayer at any
earlier date. The duplicate of Form
1001A–D should be immediately for-
warded by the withholding agent to the
Commissioner of Internal Revenue,
Records Division, Washington 25, D.C.

§ 521.4 Patent and copyright royalties
and film rentals.

(a) Royalties and other like amounts
received on or after January 1, 1948, by
(1) a nonresident alien (including a
nonresident alien individual, fiduciary,
and partnership) who is a resident of
Denmark or (2) a Danish corporation,
as consideration for the right to use
copyrights, patents, designs, secret
processes and formulae, trademarks,
and other like property, including rent-
als and like payments in respect of mo-

tion picture films, are exempt from
United States tax under the provisions
of Article VIII of the convention if
such alien or corporation had at no
time during the taxable year in which
such royalty or other amount was so
received a permanent establishment in
the United States. Such items are,
therefore, not subject to the with-
holding provisions of the Internal Rev-
enue Code. As to what constitutes a
permanent establishment, see Article
II(1)(c) of the convention.

(b) To obviate withholding at the
source, the nonresident alien who is a
resident of Denmark, or the Danish
corporation shall file Form 1001A–D, in
duplicate, with the withholding agent
in the United States. Such form shall
be signed by the owner of the income,
trustee or agent and shall contain the
statements provided on such form with
respect to interest as set forth in
§ 521.3, the provisions of which with re-
spect to the effective period of such
form are equally applicable with re-
spect to the income falling within the
scope of this section. The duplicate
copy of Form 1001A–D should be imme-
diately forwarded by the withholding
agent to the Commissioner of Internal
Revenue, Records Division, Washington
25, D.C.

§ 521.5 Private pensions and life annu-
ities.

(a) Under Article X(2) of the conven-
tion private pensions and life annuities
derived on or after January 1, 1948,
from sources within the United States
by a nonresident alien individual who
is a resident of Denmark are exempt
from United States tax.

(b) The person paying such income
should be notified by letter from the
resident of Denmark that the income is
exempt from taxation under the provi-
sions of Article X(2) of the convention.
Such letter shall contain the address of
the individual and a statement that
such individual is a resident of Den-
mark. The letter of notification, or a
copy thereof, should be immediately
forwarded by the recipient to the Com-
missioner of Internal Revenue, Records
Division, Washington 25, D.C. Such let-
ter shall constitute authorization to
the payor of the income to pay such in-
come without deduction of the tax at
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the source unless the Commissioner
subsequently notifies such payor that
the tax should be withheld with respect
to payments made after such notifica-
tion.

§ 521.6 Release of excess tax withheld
at source.

(a) General. (1) In order to bring the
convention into force and effect at the
earliest practicable date:

(i) The reduced rate of tax of 15 per-
cent to be withheld at the source on
dividends, and

(ii) Exemption from tax otherwise
withheld at the source on interest, pat-
ent royalties, copyright royalties, film
rentals and the like,
are hereby made effective beginning
January 1, 1948 in any case in which
such dividends, interest, patent royal-
ties, copyright royalties, film rentals
and the like are derived from sources
within the United States by a non-
resident alien including a nonresident
alien individual, fiduciary and partner-
ship who is a resident of Denmark, or a
Danish corporation.

(2) Accordingly, in the case of divi-
dends paid to a nonresident alien (in-
cluding a nonresident alien individual,
fiduciary, and partnership) whose ad-
dress at the time of payment was in
Denmark, or to a Danish corporation
whose address at the time of payment
was in Denmark, where tax at the rate
of 30 percent has been withheld on or
after January 1, 1948, from dividends,
there shall be released by the with-
holding agent and paid over to the per-
son from whom it was withheld an
amount equal to 15 percent of such
dividends.

(3) In the case of every such taxpayer
who furnishes to the withholding agent
Form 1001–D, as prescribed in § 521.3 or
521.4, where tax at the rate of 30 per-
cent has been withheld on or after Jan-
uary 1, 1948, there shall be released by
the withholding agent and paid over to
the person from whom withheld an
amount equal to the amount so with-
held in the case of interest (as to cou-
pon bond interest, see paragraph (4) of
this paragraph), patent royalties, copy-
right royalties, film rentals and the
like.

(4) In the case of every such taxpayer
who furnishes to the withholding agent

Form 1001–D, in duplicate, where tax at
the rate of 28 percent or 30 percent, as
the case may be, has been withheld on
or after January 1, 1948, from coupon
bond interest, there shall be released
by the withholding agent and paid over
to the person from whom it was with-
held an amount equal to the tax with-
held from such interest. Form 1001–D
used for this purpose should be clearly
marked ‘‘Substitute’’ in order to re-
place Forms 1001 previously filed. One
Form 1001–D, in duplicate, may be used
to replace two or more Forms 1001. The
form marked ‘‘Substitute’’ is to be
used solely for the release of excess tax
withheld in 1948. The use of Form 1001–
D for the purpose of exemption upon
presentation of interest coupons is set
forth in § 521.3 (b).

(b) Private pensions and life annuities
paid in 1948 or subsequent years. (1) In
order to bring the convention into
force and effect at the earliest prac-
ticable date, the exemption from tax
otherwise withheld at the source on
private pensions and life annuities is
made effective beginning January 1,
1948, in any case in which such pensions
and life annuities are derived from
sources within the United States by a
nonresident alien individual who is a
resident of Denmark.

(2) The person paying such income
should be notified by letter from the
resident of Denmark that the income is
exempt from taxation under the provi-
sions of Article X(2) of the convention.
See § 521.5. Such letter will constitute
authorization to the payor of the in-
come to release the tax withheld on or
after January 1, 1948, with respect to
such pensions or life annuities.

(c) Subsidiary’s dividends. With re-
spect to a dividend paid on or after
January 1, 1948, by a domestic corpora-
tion to a Danish corporation whose ad-
dress is in Denmark, tax shall be with-
held in accordance with the provisions
of § 521.2 unless prior to the date of pay-
ment of such dividend the Commis-
sioner of Internal revenue has notified
the paying corporation that such divi-
dend falls within the scope of Article
VI (3) of the convention. As soon as
practicable after information required
under § 521.2 (b) is filed, the Commis-
sioner of Internal Revenue will deter-
mine whether the dividend involved
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falls within the scope of Article VI (3)
and may authorize the release of the
excess tax withheld with respect to
dividends which come within the scope
of such provision.

§ 521.7 Addressee not actual owner.
(a) If the recipient in Denmark of any

dividend from sources within the
United States is a nominee or rep-
resentative through whom the dividend
flows to a person other than a person
described in § 521.2(a) as being entitled
to the reduced rate of 15 percent pro-
vided in Article VI of the convention,
such recipient in Denmark will with-
hold an additional amount of United
States tax equivalent to the difference
between the United States tax which
would have been withheld had the con-
vention not been in effect (30 percent
as at the date of approval of this sub-
part) and the 15 percent withheld at
the source with respect to such divi-
dend pursuant to § 521.2.

(b) In any case in which a fiduciary
or a partnership with an address in
Denmark receives, otherwise than as a
nominee or representative, a dividend
from a United States corporation, if a
beneficiary of such fiduciary or a part-
ner in such partnership is not entitled
to the reduced rate of tax provided in
Article VI of the convention, the fidu-
ciary or partnership will withhold an
additional amount of United States tax
with respect to the portion of such div-
idend included in such beneficiary’s or
partner’s net distributive share of the
income of such fiduciary or partner-
ship, as the case may be. The rate of
the additional tax is calculated in the
same manner as under paragraph (a) of
this section.

(c) The amounts so withheld by the
withholding agent in Denmark will, on
or before the 15th day after the close of
the calendar year quarter in which
such withholding has taken place, be
deposited with the Danish National
Bank (Danmarks Nationalbank) with-
out converting such amounts into dol-
lars. Each withholding agent making
such deposit will accompany such de-
posit with the appropriate Danish form
executed as required by the Danish Na-
tional Bank. The Danish National
Bank has arranged to remit, on or be-
fore the end of the calendar month in

which such deposit is so made, by draft
in United States dollars, the amounts
so deposited to the District Director of
Internal Revenue, Baltimore, Mary-
land, U.S.A., forwarding with such
draft the appropriate Danish form filed
by the withholding agents.

§ 521.8 Beneficiaries of a domestic es-
tate or trust.

A nonresident alien who is a resident
of Denmark and who is a beneficiary of
a domestic estate or trust shall be enti-
tled to the exemption, or reduction in
the rate of tax, as the case may be, pro-
vided in Articles VI, VII and VIII if the
convention with respect to dividends,
interest and royalties to the extent
such item or items are included in his
distributive share of income of such es-
tate or trust. In such case such bene-
ficiary must, in order to be entitled to
the exemption or reduction in the rate
of tax, in the case of interest or royal-
ties, execute Form 1001A–D and file
such form with the fiduciary of such
estate or trust in the United States.

Subpart—General Income Tax

SOURCE: Treasury Decision 5777, 15 FR 1595,
Mar. 22, 1950, unless otherwise noted. Redes-
ignated at 25 FR 14022, Dec. 31, 1960.

TAXATION OF NONRESIDENT ALIENS WHO
ARE RESIDENTS OF DENMARK AND OF
DANISH CORPORATIONS

§ 521.101 Introductory.
The income tax convention between

the United States and the Kingdom of
Denmark, signed May 6, 1948, pro-
claimed (with reservations thereto) by
the President of the United States on
December 8, 1948, and effective for tax-
able years beginning on and after Janu-
ary 1, 1948 (referred to in this subpart
as the convention), provides in part as
follows:

ARTICLE I

(1) The taxes referred to in this Convention
are:

(a) In the case of the United States of
America: The Federal income tax, including
surtaxes.

(b) In the case of Denmark:
The national income tax, including the war

profits tax.
The intercommunal income tax.
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The communal income tax.
(2) The present Convention shall also apply

to any other taxes of a substantially similar
character imposed by either contracting
State subsequently to the date of signature
of the present Convention.

ARTICLE II

(1) As used in this Convention:
(a) The term ‘‘United States’’ means the

United States of America, and when used in
a geographical sense includes only the
States, the Territories of Alaska and Hawaii,
and the District of Columbia.

(b) The term ‘‘Denmark’’ means the King-
dom of Denmark; the provisions of the Con-
vention shall not, however, extend to the
Faroe Islands; nor do they apply to Green-
land.

(c) The term ‘‘permanent establishment’’
means a branch office, factory, warehouse or
other fixed place of business, but does not in-
clude the casual and temporary use of mere-
ly storage facilities, nor does it include an
agency unless the agent has and exercises a
general authority to negotiate and conclude
contracts on behalf of an enterprise or has a
stock of merchandise from which he regu-
larly fills orders on its behalf. An enterprise
of one of the contracting States shall not be
deemed to have a permanent establishment
in the other State merely because it carries
on business dealings in such other State
through a bona fide commission agent,
broker or custodian acting in the ordinary
course of his business as such. The fact that
an enterprise of one of the contracting
States maintains in the other State a fixed
place of business exclusively for the pur-
chase of goods or merchandise shall not of
itself constitute such fixed place of business
a permanent establishment of such enter-
prise. The fact that a corporation of one con-
tracting State has a subsidiary corporation
which is a corporation of the other State or
which is engaged in trade or business in the
other State shall not of itself constitute that
subsidiary corporation a permanent estab-
lishment of its parent corporation.

(d) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘Danish enter-
prise’’.

(e) The term ‘‘enterprise’’ includes every
form of undertaking whether carried on by
an individual, partnership, corporation, or
any other entity.

(f) The term ‘‘United States enterprise’’
means an enterprise carried on in the United
States of America by a resident of the
United States of America or by a United
States corporation or other entity; the term
‘‘United States corporation or other entity’’
means a partnership, corporation or other
entity created or organized in the United
States of America or under the law of the

United States of America or of any State or
Territory of the United States of America.

(g) The term ‘‘Danish enterprise’’ means an
enterprise carried on in Denmark by a resi-
dent of Denmark or by a Danish corporation
or other entity; the term ‘‘Danish corpora-
tion or other entity’’ means a partnership,
corporation, or other entity created or orga-
nized in Denmark or under Danish laws.

(h) The term ‘‘competent authorities’’
means, in the case of the United States, the
Commissioner of Internal Revenue or his au-
thorized representative; and in the case of
Denmark, the Chief of the Taxation Depart-
ment of the Ministry of Finance
(Generaldirektoren for Skattevaesenet) or
his authorized representative.

(2) In the application of the provisions of
the present Convention by one of the con-
tracting States any term not otherwise de-
fined, shall, unless the context otherwise re-
quires, have the meaning which such term
has under its own tax laws.

ARTICLE III

(1) An enterprise of one of the contracting
States shall not be subject to taxation in the
other contracting State in respect of its in-
dustrial and commercial profits unless it is
engaged in trade or business in such other
State through a permanent establishment
situated therein. If it is so engaged such
other State may impose its tax upon the en-
tire income of such enterprise from sources
within such other State.

(2) In determining the industrial or com-
mercial profits from sources within the terri-
tory of one of the contracting States of an
enterprise of the other contracting State, no
profits shall be deemed to arise from the
mere purchase of goods or merchandise with-
in the territory of the former contracting
State by such enterprise.

(3) Where an enterprise of one of the con-
tracting States is engaged in trade or busi-
ness in the territory of the other contracting
State through a permanent establishment
situated therein, there shall be attributed to
such permanent establishment the industrial
or commercial profits which it might be ex-
pected to derive if it were an independent en-
terprise engaged in the same or similar ac-
tivities under the same or similar conditions
and dealing at arm’s length with the enter-
prise of which it is a permanent establish-
ment and the profits so attributed shall, sub-
ject to the law of such other contracting
State, be deemed to be income from sources
within the territory of such other con-
tracting State.

ARTICLE IV

Where an enterprise of one of the con-
tracting States, by reason of its participa-
tion in the management or the financial
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structure of an enterprise of the other con-
tracting State, makes with or imposes on
the latter, in their commercial or financial
relations, conditions different from those
which would be made with an independent
enterprise, any profits which would normally
have accrued to one of the enterprises but by
reason of those conditions have not so ac-
crued, may be included in the profits of that
enterprise and taxed accordingly.

ARTICLE V

(1) Income which an enterprise of one of
the contracting States derives from the oper-
ation of ships or aircraft registered in that
State shall be exempt from taxation in the
other contracting State.

(2) The present Convention shall not be
deemed to affect the arrangement between
the United States and Denmark providing
for relief from double income taxation on
shipping profits, effected by exchanges of
notes dated May 22, August 9 and 18, October
24, 25, and 28, and December 5 and 6, in the
year 1922.

ARTICLE VI

(1) Dividends shall be taxable only in the
contracting State in which the shareholder
is resident or, if the shareholder is a corpora-
tion or other entity, in the contracting State
in which such corporation or other entity is
incorporated or organized.

(2) Each of the contracting States reserves,
however, the right to collect and retain the
tax which, under its revenue laws, is deduct-
ible at the source with respect to such divi-
dends, but the tax shall not exceed 15 percent
of the amount of dividends derived from
sources within such State by a resident, cor-
poration or other entity of the other State,
if the recipient has no permanent establish-
ment in the contracting State from which
the dividends are derived.

(3) It is agreed, however, that the rate of
dividend tax at the source shall not exceed
five percent if the shareholder is a corpora-
tion controlling, directly or indirectly, at
least 95 percent of the entire voting power in
the corporation paying the dividend, and if
not more than 25 percent of the gross income
of such paying corporation is derived from
interest and dividends, other than interest
and dividends received from its own sub-
sidiary corporations. Such reduction of the
rate to five percent shall not apply if the re-
lationship of the two corporations has been
arranged or is maintained primarily with the
intention of securing such reduced rate.

ARTICLE VII

Interest on bonds, securities, notes, deben-
tures, or on any other form of indebtedness
derived from sources within one of the con-
tracting States by a resident or corporation
or other entity of the other contracting

State not having a permanent establishment
in the former State shall be exempt from tax
by such former State.

ARTICLE VIII

Royalties and other amounts derived as
consideration for the right to use copyrights,
patents, designs, secret processes and for-
mulas, trade-marks and other like property
(including rentals and like payments in re-
spect of motion picture films) derived from
sources within one of the contracting States
by a resident or corporation or other entity
of the other contracting State not having a
permanent establishment in the former
State shall be exempt from taxation in such
former State.

ARTICLE IX

(1) Income from real property (not includ-
ing interest derived from mortgages and
bonds secured by real property) and royalties
in respect of the operation of mines, quar-
ries, or other natural resources, shall be tax-
able only in the contracting State in which
such property, mines, quarries, or other nat-
ural resources are situated.

(2) A resident or corporation of one of the
contracting States deriving any such income
from sources within the other contracting
State may, for any taxable year, elect to be
subject to the tax of such other contracting
State, on a net basis, as if such resident or
corporation were engaged in trade or busi-
ness within such other contracting State
through a permanent establishment therein
during such taxable year.

ARTICLE X

(1) Wages, salaries, and similar compensa-
tion and pensions paid by one of the con-
tracting States or by any other public au-
thority within that State to individuals re-
siding in the other State shall be taxable
only in the former State.

(2) Private pensions and life annuities de-
rived from within one of the contracting
States and paid to individuals residing in the
other contracting State shall be exempt
from taxation in the former State.

(3) The term ‘‘life annuities’’ as used here-
in means a stated sum payable periodically
at stated times during life, or during a speci-
fied number of years, under an obligation to
make the payments in consideration of a
gross sum paid for such obligation.

ARTICLE XI

(1) Compensation for labor or personal
services, including the practice of the liberal
professions, shall be taxable only in the con-
tracting State in which such services are
rendered.

(2) The provisions of paragraph (1) are,
however, subject to the following exceptions:
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(a) A resident of Denmark shall be exempt
from United States tax upon compensation
for labor or personal services if he is tempo-
rarily present in the United States for a pe-
riod or periods not exceeding a total of nine-
ty days during the taxable year and the com-
pensation received for such services does not
exceed $3,000 in the aggregate. If, however,
his compensation is received for labor or per-
sonal services performed as an employee of,
or under contract with, a resident or cor-
poration or other entity of Denmark, he will
be exempt from United States tax if his stay
in the United States does not exceed a total
of 180 days during the taxable year.

(b) The provisions of paragraph (2)(a) of
this Article shall apply mutatis mutandis, to
a resident of the United States with respect
to compensation for personal services other-
wise subject to income tax in Denmark.

(3) The provisions of this Article shall have
no application to the income to which Arti-
cle X (1) relates.

ARTICLE XII

Gains derived in one of the contracting
States from the sale or exchange of capital
assets by a resident or corporation or other
entity of the other contracting State shall
be exempt from taxation in the former State
if such resident or corporation or other enti-
ty is not engaged in trade or business in such
former State. [This Article deleted by res-
ervation, see President’s Proclamation here-
inafter.]

ARTICLE XIII

Students or apprentices, citizens of one of
the contracting States, residing in the other
contracting State exclusively for purposes of
study or for acquiring business experience,
shall not be taxable in the latter State in re-
spect of remittances (other than their own
income) received by them from abroad for
the purposes of their maintenance or studies.

ARTICLE XIV

A professor or teacher, a resident of one of
the contracting States, who temporarily vis-
its the territory of the other contracting
State for the purpose of teaching for a period
not exceeding two years at a university, col-
lege, school or other educational institution
in the other contracting State, shall be ex-
empted in such other contracting State from
tax on his remuneration for such teaching
for such period.

ARTICLE XV

It is agreed that double taxation shall be
avoided in the following manner:

(a) The United States in determining the
income taxes, including surtaxes, of its citi-
zens, residents or corporations may, regard-
less of any other provision of this Conven-
tion, include in the basis upon which such

taxes are imposed all items of income tax-
able under the revenue laws of the United
States as if this convention had not come
into effect. The United States shall, how-
ever, subject to the provisions of section 131,
Internal Revenue Code, deduct from its taxes
the amount of Danish taxes specified in Arti-
cle I of this Convention.

(b) Denmark, in determining its taxes spec-
ified in Article I of this Convention, may re-
gardless of any other provision of this Con-
vention, include in the basis upon which
such taxes are imposed all items of income
subject to such taxes under the taxation
laws of Denmark. Denmark shall, however,
deduct from the taxes so calculated the
United States tax on income coming within
the provisions of Articles III, IX, X (1), XIII
and XIV of this Convention and on earned in-
come earned within the United States, but in
an amount not exceeding that proportion of
the Danish taxes which such income bears to
the entire income subject to tax by Den-
mark. Denmark will also allow as a deduc-
tion from its taxes an amount equal to 15
percent (five percent in the case of dividends
covered by Article VI (3)) of the gross
amount of dividends (reduced by the United
States tax applicable to such dividends) from
sources within the United States.

ARTICLE XVI

(1) The citizens of one of the contracting
States shall not, while resident in the other
contracting State, be subjected therein to
other or more burdensome taxes than are the
citizens of such other contracting State re-
siding in its territory. As used in this para-
graph:

(a) The term ‘‘citizens’’ includes all legal
persons, partnerships, and associations cre-
ated or organized under the laws in the re-
spective contracting States, and

(b) The term ‘‘taxes’’ means taxes of every
kind or description whether national, Fed-
eral, state, provincial or municipal.

(2) It is agreed that section 25, paragraph 5,
of the Danish law No. 391 of July 12, 1946, pre-
scribing an addition of 50 percent of the cap-
ital increment tax on corporations in cases
where more than 50 percent of the entire
stock capital is owned by a single share-
holder residing outside Denmark, shall not
be applicable when the shareholder in ques-
tion is a resident of the United States or a
United States corporation or other entity.

ARTICLE XVII

The competent authorities of the con-
tracting States shall exchange such informa-
tion (being information available under the
respective taxation laws of the contracting
States) as is necessary for carrying out the
provisions of the present Convention or for
the prevention of fraud or the administra-
tion of statutory provisions against tax
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avoidance in relation to the taxes which are
the subject of the present Convention. Any
information so exchanged shall be treated as
secret and shall not be disclosed to any per-
son other than those concerned with the as-
sessment and collection of the taxes which
are the subject of the present Convention. No
information shall be exchanged which would
disclose any trade secret or trade process.

ARTICLE XVIII

(1) The contracting States undertake to
lend assistance and support to each other in
the collection of the taxes which are the sub-
ject of the present Convention, together with
interest, costs, and additions to the taxes.

(2) In the case of application for enforce-
ment of taxes, revenue claims of each of the
contracting States which have been finally
determined may be accepted for enforcement
by the other contracting State and may be
collected in that State in accordance with
the laws applicable to the enforcement and
collection of its own taxes.

(3) Any application shall include a certifi-
cation that under the laws of the State mak-
ing the application the taxes have been fi-
nally determined.

(4) The assistance provided for in this Arti-
cle shall not be accorded with respect to the
citizens, corporations, or other entities of
the State to which application is made, ex-
cept as is necessary to insure that the ex-
emption or reduced rate of tax granted under
the present Convention to such citizens, cor-
porations, or other entities shall not be en-
joyed by persons not entitled to such bene-
fits.

ARTICLE XIX

The State to which application is made for
information or assistance shall comply as
soon as possible with the request addressed
to it except that such State may refuse to
comply with the request for reasons of public
policy or if compliance would involve viola-
tion of a trade, business, industrial or profes-
sional secret or trade process.

ARTICLE XX

Where a taxpayer shows proof that the ac-
tion of the revenue authorities of the con-
tracting States has resulted in double tax-
ation in his case in respect of any of the
taxes to which the present Convention re-
lates, he shall be entitled to lodge a claim
with the State of which he is a citizen or, if
he is not a citizen of either of the con-
tracting States, with the State of which he
is a resident, or, if the taxpayer is a corpora-
tion or other entity, with the State in which
it is created or organized. Should the claim
be upheld, the competent authority of such
State may come to an agreement with the
competent authority of the other State with

a view to equitable avoidance of the double
taxation in question.

ARTICLE XXI

(1) The provisions of this Convention shall
not be construed to deny or affect in any
manner the right of diplomatic and consular
officers to other or additional exemptions
now enjoyed or which may hereafter be
granted to such officers.

(2) The provisions of the present Conven-
tion shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance accorded by the laws of one
of the contracting States in the determina-
tion of the tax imposed by such State.

(3) Should any difficulty or doubt arise as
to the interpretation or application of the
present Convention, or its relationship to
Conventions between one of the contracting
States and any other State, the competent
authorities of the contracting States may
settle the question by mutual agreement.

ARTICLE XXII

The competent authorities of the two con-
tracting States may prescribe regulations
necessary to interpret and carry out the pro-
visions of this Convention. With respect to
the provisions of this Convention relating to
exchange of information and mutual assist-
ance in the collection of taxes, such authori-
ties may, by common agreement, prescribe
rules concerning matters of procedure, forms
of application and replies thereto, conver-
sion of currency, disposition of amounts col-
lected, minimum amounts subject to collec-
tion and related matters.

ARTICLE XXIII

(1) The present Convention shall be ratified
and the instruments of ratification shall be
exchanged at Washington as soon as possible.

(2) Upon the exchange of instruments of
ratification, the present Convention shall
have effect.

(a) In the case of United States tax, for the
taxable years beginning on or after the first
day of January of the year in which such ex-
change takes place;

(b) In the case of Danish tax, for the tax-
able years beginning on or after the first day
of April of the year in which such exchange
takes place.

(3) The present Convention shall continue
effective for a period of five years and indefi-
nitely after that period, but may be termi-
nated by either of the contracting States at
the end of the five-year period or at any time
thereafter, provided that at least six months’
prior notice of termination has been given
and, in such event, the present Convention
shall cease to be effective.

(a) As respects United States tax, for the
taxable years beginning on or after the first
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day of January next following the expiration
of the six-month period;

(b) As respects Danish tax, for the taxable
years beginning on or after the first day of
April next following the expiration of the
six-month period.

Done at Washington, in duplicate, in the
English and Danish languages, the two texts
having equal authenticity, this 6th day of
May 1948.

For the President of the United States of
America:

[SEAL]
G. C. MARSHALL.

For his Majesty the King of Denmark:
[SEAL]

HENRIK KAUFFMAN.

PROCLAMATION OF THE PRESIDENT OF THE

UNITED STATES DATED DECEMBER 8, 1948

* * * * *

And whereas the Senate of the United
States of America, by their resolution of
June 17, 1948, two-thirds of the Senators
present concurring therein, did advise and
consent to the ratification of the aforesaid
convention subject to a reservation, as fol-
lows:

The Government of the United States of
America does not accept Article XII of the
convention relating to gains from the sale or
exchange of capital assets.

And whereas the text of the aforesaid res-
ervation was communicated by the Govern-
ment of the United States of America to the
Government of Denmark and thereafter the
Government of Denmark gave notice of its
acceptance of the aforesaid reservation;

And whereas the aforesaid convention was
duly ratified by the President of the United
States of America on November 24, 1948, in
pursuance of the aforesaid advice and con-
sent of the Senate and subject to the afore-
said reservation, and the said convention,
with the exception of Article XII thereof,
was duly ratified on the part of Denmark;

And whereas the respective instruments of
ratification of the aforesaid convention were
duly exchanged at Washington on December
1, 1948, and a protocol of exchange of instru-
ments of ratification, in the English and
Danish languages, was signed on that date by
the respective Plenipotentiaries of the
United States of America and Denmark, the
English text of which protocol reads in part:
‘‘it is the understanding of both Govern-
ments that Article XII of the convention
aforesaid shall be deemed to be deleted and
of no effect.’’;

* * * * *

§ 521.102 Applicable provisions of the
Internal Revenue Code.

(a) The Internal Revenue Code pro-
vides in part as follows:

CHAPTER I—INCOME TAX

* * * * *

SEC. 22. GROSS INCOME.

* * * * *

(b) Exclusions from gross income. The fol-
lowing items shall not be included in gross
income and shall be exempt from taxation
under this chapter:

* * * * *

(7) Income exempt under treaty. Income of
any kind, to the extent required by any trea-
ty obligation of the United States;

* * * * *

SEC. 62. RULES AND REGULATIONS. The Com-
missioner, with the approval of the Sec-
retary, shall prescribe and publish all need-
ful rules and regulations for the enforcement
of this chapter.

(b) Pursuant to section 62 of the In-
ternal Revenue Code, other provisions
of the internal revenue laws, and to Ar-
ticle XXII of the convention, the fol-
lowing regulations, which are des-
ignated as §§ 521.101 to 521.117 are here-
by prescribed and all regulations incon-
sistent herewith are modified accord-
ingly.

§ 521.103 Scope of the convention.

(a) The primary purposes of the con-
vention, to be accomplished on a recip-
rocal basis, are to avoid double tax-
ation upon major items of income de-
rived from sources in one country by
persons resident in, or by corporations
of, the other country, and to provide
for administrative cooperation between
the competent tax authorities of the
two countries looking to the avoidance
of double taxation and fiscal evasion.

(b) The specific classes of income
from sources within the United States
exempt under the convention from
United States tax for taxable years be-
ginning on and after January 1, 1948,
are:
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(1) Industrial and commercial profits
of a Danish enterprise having no per-
manent establishment in the United
States (Article III);

(2) Income derived by a nonresident
alien who is a resident of Denmark, or
by a Danish corporation, from the op-
eration of ships or aircraft registered
in Denmark (Article V);

(3) Interest and royalties (including
motion picture film rentals) derived by
a nonresident alien who is a resident of
Denmark or by a Danish corporation if
such alien or corporation has no per-
manent establishment in the United
States (Articles VII and VIII);

(4) Compensation and pensions paid
by Denmark to aliens for services ren-
dered to Denmark (Article X(1));

(5) Private pensions and life annu-
ities derived by nonresident alien indi-
viduals residing in Denmark (Article
X(2));

(6) Compensation, subject to certain
limitations, for personal services de-
rived by a nonresident alien who is a
resident of Denmark (Article XI);

(7) Remittances from sources outside
the United States received in the
United States by a Danish citizen who
is temporarily present in the United
States for the purposes of study or for
acquiring business experience, such re-
mittances being for the purpose of his
maintenance or studies (Article XIII);

(8) Remuneration derived from teach-
ing in the United States for a period of
not more than two years by a professor
or teacher who is a resident of Den-
mark but who is temporarily present in
the United States (Article XIV).

(c) The convention also reduces to 15
percent the rate of tax otherwise im-
posed upon dividends derived by a non-
resident alien who is a resident of Den-
mark, or by a Danish corporation, if
such alien or corporation has no per-
manent establishment in the United
States (Article VI).

(d) As to exemption from withholding
of the tax at the source in the case of
interest, royalties, pensions and life
annuities, and reduction in the rate of
tax from 30 percent to 15 percent in the
case of dividends, see Treasury Deci-
sion 5692, approved March 8, 1949
(§§ 521.1 to 521.8).

(e) The convention does not affect
the liability to United States income

taxation of citizens of Denmark who
are residents of the United States ex-
cept that such individuals are entitled
to the benefits of Article XV (relating
to credit for Danish income tax), and of
Article XVI (relating to equality of
taxation). Except as provided in Article
XV, relating to the credit for income
tax, the convention does not affect tax-
ation by the United States of a citizen
of the United States or of a domestic
corporation, even though such citizen
is resident in Denmark and such cor-
poration is engaged in trade or busi-
ness in Denmark.

EFFECTIVE DATE NOTE: By T.D. 8732, 62 FR
53498, Oct. 14, 1997, § 521.103 was amended by
removing and reserving paragraph (d), effec-
tive Jan. 1, 1999. By T.D. 8804, 63 FR 72183,
Dec. 31, 1998, the effective date was delayed
until Jan. 1, 2000.

§ 521.104 Definitions.
(a) As used in §§ 521.101 to 521.117, un-

less the context otherwise requires, the
terms defined in the convention shall
have the meanings so assigned to them.
Any term used in §§ 521.101 to 521.117,
which is not defined in the convention
but which is defined in the Internal
Revenue Code shall be given the defini-
tion contained therein unless the con-
text otherwise requires.

(b) As used in §§ 521.101 to 521.117.
(1) The term ‘‘permanent establish-

ment’’ means a branch office, factory,
warehouse or other fixed place of busi-
ness, but does not include the casual
and temporary use of merely storage
facilities. The fact that a Danish cor-
poration has a domestic subsidiary cor-
poration or a foreign subsidiary cor-
poration having a branch in the United
States, does not of itself constitute ei-
ther subsidiary corporation a perma-
nent establishment of the parent Dan-
ish enterprise. The fact that a Danish
enterprise has business dealings in the
United States through a bona fide com-
mission agent, broker, or custodian,
acting in the ordinary course of his
business as such, or maintains in the
United States an office or other fixed
place of business used exclusively for
the purchase of goods or merchandise,
does not mean that such Danish enter-
prise has a permanent establishment in
the United States. If, however, a Dan-
ish enterprise carries on business in
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the United States through an agent
who has, and habitually exercises, a
general authority to negotiate and con-
clude contracts on behalf of such enter-
prise or if it has an agent who main-
tains within the United States a stock
of merchandise from which he regu-
larly fills orders on behalf of his prin-
cipal, then such enterprise shall be
deemed to have a permanent establish-
ment in the United States. However, an
agent having power to contract on be-
half of his principal but only at fixed
prices and under conditions determined
by the principal does not necessarily
constitute a permanent establishment
of such principal. The mere fact that
an agent (assuming he has no general
authority to contract on behalf of his
employer or principal) maintains sam-
ples or occasionally fills orders from
incidental stocks of goods maintained
in the United States will not con-
stitute a permanent establishment
within the United States. The mere
fact that salesmen, employees of a
Danish enterprise, promote the sale of
their employer’s products in the United
States or that such enterprise trans-
acts business in the United States by
means of mail order activities, does not
mean such enterprise has a permanent
establishment therein. The term ‘‘per-
manent establishment’’ as used in the
convention implies the active conduct
therein of a business enterprise. The
mere ownership, for example, of
timberlands or a warehouse in the
United States by a Danish enterprise
does not mean that such enterprise has
a permanent establishment therein. As
to the effect of the maintenance of a
permanent establishment within the
United States upon exemption from
United States tax in the case of inter-
est and royalties and reduction in the
rate of United States tax in the case of
dividends, see § 521.108.

(2) The term ‘‘enterprise’’ means any
commercial or industrial undertaking
whether conducted by an individual,
partnership, corporation, or other enti-
ty. It includes such activities as manu-
facturing, merchandising, mining,
processing, and banking. It does not in-
clude the rendition of personal serv-
ices. Hence, a non resident alien who is
a resident of Denmark and who renders
personal services is not, merely by rea-

son of such services, engaged in an en-
terprise within the meaning of the con-
vention and his liability to United
States tax is not affected by Article III
of the convention.

(3) The term ‘‘Danish enterprise’’
means an enterprise carried on in Den-
mark by a resident of Denmark or by a
Danish corporation or other entity.
The term ‘‘Danish corporation or other
entity’’ means a partnership, corpora-
tion or other entity created or orga-
nized in Denmark or under the laws of
Denmark.

(4) The term ‘‘industrial or commer-
cial profits’’ means profits arising from
industrial, commercial, mercantile,
manufacturing, and like activities of a
Danish enterprise as defined in this
section. Such term does not include
rentals, royalties, interest, dividends,
fees, compensation for personal serv-
ices, nor gains derived from the sale or
exchange of capital assets. Such enu-
merated items of income are not gov-
erned by the provisions of Article III of
the convention.

§ 521.105 Scope of convention with re-
spect to determination of ‘‘indus-
trial or commercial profits’’.

(a) General. Article III of the conven-
tion adopts the principle that an enter-
prise of one of the contracting States
shall not be taxable by the other con-
tracting State upon its industrial or
commercial profits unless it has a per-
manent establishment in the latter
State. Hence, a Danish enterprise is
subject to United States tax upon its
industrial and commercial profits to
the extent of such profits from sources
within the United States only if it has
a permanent establishment within the
United States. From the standpoint of
Federal income taxation, the article
has application only to a Danish enter-
prise and to the industrial and com-
mercial income thereof from sources
within the United States. It has no ap-
plication for example, to compensation
for labor or personal services per-
formed in the United States nor to in-
come derived from real property lo-
cated in the United States, including
rentals and royalties therefrom, nor to
gains from the sale or disposition of
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such property, nor to interest, divi-
dends, royalties, other fixed or deter-
minable annual or periodical income
and gains derived from the sale or ex-
change of capital assets.

(b) No United States permanent estab-
lishment. A nonresident alien (including
a nonresident alien individual, fidu-
ciary and partnership) who is a resi-
dent of Denmark or a Danish corpora-
tion, carrying on an enterprise in Den-
mark and having no permanent estab-
lishment in the United States, is not
for taxable years beginning on or after
January 1, 1948, subject to United
States income tax upon industrial or
commercial profits from sources within
the United States. For example, if the
Danish enterprise carried on by such
alien or corporation sells, in 1948, mer-
chandise, such as silverware, dairy
products, or liquors, through a bona
fide commission agent or broker in the
United States acting in the ordinary
course of his business as such agent or
broker, the resulting profits are, under
the terms of Article III of the conven-
tion, exempt from United States in-
come tax. Likewise no permanent es-
tablishment exists and no United
States income tax attaches to such
profits if such enterprise, through its
sales agents in the United States, se-
cures orders for its products, the sales
being made in Denmark.

(c) United States permanent establish-
ment. A nonresident alien (including a
nonresident alien individual, fiduciary
and partnership), who is a resident of
Denmark, or a Danish corporation,
whether or not carrying on a Danish
enterprise, having a permanent estab-
lishment in the United States, is sub-
ject to tax upon industrial or commer-
cial profits from sources within the
United States to the same extent as
are nonresident aliens and foreign cor-
porations engaged in trade or business
therein. In the determination of the in-
come taxable to such alien or foreign
corporation all industrial and commer-
cial profits from sources within the
United States shall be deemed to be al-
locable to the permanent establish-
ment in the United States. Hence, for
example, if a Danish enterprise having
a permanent establishment in the
United States sells in the United
States, through a commission agent

therein goods produced in Denmark,
the resulting profits derived from
United States sources from such trans-
actions are allocable to such perma-
nent establishment even though such
transactions were carried on independ-
ently of such establishment. In deter-
mining industrial and commercial prof-
its no account shall be taken of the
mere purchase of merchandise within
the United States by the Danish enter-
prise. The industrial or commercial
profits of the permanent establishment
shall be determined as if the establish-
ment were an independent enterprise
engaged in the same or similar activi-
ties and dealing at arm’s length with
the enterprise of which it is a perma-
nent establishment.

§ 521.106 Control of a domestic enter-
prise by a Danish enterprise.

Article IV of the convention pro-
vides, in effect, that if a Danish cor-
poration by reason of its control of a
domestic enterprise imposes on such
later enterprise conditions different
from those which would result from
normal business relations between
independent enterprises, the accounts
between the enterprises may be ad-
justed so as to ascertain the true net
income of each enterprise. The purpose
is to place the controlled domestic en-
terprise on a tax parity with an uncon-
trolled domestic enterprise by deter-
mining, according to the standard of an
uncontrolled enterprise, the true net
income from the property and business
of the controlled enterprise. The basic
objective of the article is that if the
accounting records do not truly reflect
the net income from the property and
business of such domestic enterprise
the Commissioner of Internal Revenue
may intervene and, by making such
distributions, apportionments, or allo-
cations as he may deem necessary of
gross income or deductions of any item
or element affecting net income as be-
tween such domestic enterprise and the
Danish enterprise by which it is con-
trolled or directed, determine the true
net income of the domestic enterprise.
The provisions of § 29.45–1 of Regula-
tions 111 (26 CFR 1949 ed. Supps. 29.45–
1) [and § 39.45–1 of Regulations 118 (26
CFR, Rev. 1953, Parts 1–79, and Supps.)]
shall, insofar as applicable, be followed
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in the determination of the net income
of the domestic business.

§ 521.107 Income from operation of
ships or aircraft.

The income derived from the oper-
ation of ships or aircraft registered in
Denmark by a nonresident alien who is
a resident of Denmark, or by a Danish
corporation, and carrying on an enter-
prise in Denmark, is, for taxable years
beginning on or after January 1, 1948,
exempt from United States income tax
under the provisions of Article V of the
convention.

§ 521.108 Exemption from, or reduc-
tion in rate of, United States tax in
the case of dividends, interest and
royalties.

(a) Dividends—(1) General. The tax im-
posed by the Internal Revenue Code in
the case of dividends received from
sources within the United States by (i)
a nonresident alien (including a non-
resident alien individual, fiduciary and
partnership) who is a resident of Den-
mark, or (ii) a Danish corporation is,
for taxable years beginning on and
after January 1, 1948, limited to 15 per-
cent under the provisions of Article VI
(relating to dividends) if such alien or
corporation, at no time during the tax-
able year in which such dividends were
so derived, had a permanent establish-
ment within the United States. Thus, if
a nonresident alien who is a resident of
Denmark, performs personal services
within the United States during the
calendar year 1948 but has at no time
during such year a permanent estab-
lishment within the United States, he
is entitled to the reduced rate of tax
with respect to such dividends derived
in that year from United States
sources, as provided in Article VI of
the convention, even though by reason
of his having rendered personal serv-
ices within the United States he is en-
gaged in trade or business therein in
that year within the meaning of sec-
tion 211(b) of the Internal Revenue
Code. If, for example, A, a nonresident
alien who is a resident of Denmark, de-
rives in 1948, $5,000 compensation for
such personal services and his only
other income from sources within the
United States consists of dividends, the
dividends are subject to tax at a rate

not to exceed 15 percent and his earned
income is subject to normal tax and
surtax without taking the dividends
into account in determining the tax on
such earned income.

(2) Dividends paid by a United States
subsidiary corporation. Under the provi-
sions of Article VI(3) of the convention,
dividends paid by a domestic corpora-
tion to a Danish corporation are sub-
ject to tax at the rate of only 5 percent
if (i) such Danish corporation controls,
directly or indirectly, at the time the
dividend is paid 95 percent or more of
the voting power in such domestic cor-
poration, (ii) not more than 25 percent
of the gross income of the domestic
corporation for the three-year period
immediately preceding the taxable
year in which the dividend is paid con-
sists of dividends and interest (other
than dividends and interest paid to
such domestic corporation by its own
subsidiary corporations, if any), and
(iii) the relationship between such do-
mestic corporation and such Danish
corporation has not been arranged or
maintained primarily with the inten-
tion of securing such reduced rate of 5
percent.

(b) Interest and royalties. (1) Interest,
whether on bonds, securities, notes, de-
bentures, or any other form of indebt-
edness (including interest on obliga-
tions of the United States and on obli-
gations of instrumentalities of the
United States), and royalties for the
right to use copyrights, patents, de-
signs, secret processes and formulae,
trade-marks, and other analogous prop-
erty and royalties (including rentals
and like payments in respect of motion
picture films) received from sources
within the United States by (i) a non-
resident alien (including a nonresident
alien individual, fiduciary, and part-
nership) who is a resident of Denmark,
or (ii) a Danish corporation, are, for
taxable years beginning on and after
January 1, 1948, exempt from United
States tax under the provisions of Arti-
cles VII and VIII of the convention if
such alien or corporation at no time
during the taxable year in which such
interest or royalty was so derived had
a permanent establishment situated
within the United States.
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(2) Such interest and royalties are,
therefore, not subject to the with-
holding provisions of the Internal Rev-
enue Code.

(c) Beneficiaries of an estate or trust.
(1) A nonresident alien who is a resi-
dent of Denmark and who is a bene-
ficiary of a domestic estate or trust
shall be entitled to the exemption, or
reduction in the rate of tax, as the case
may be, provided in Articles VI, VII
and VIII of the convention with respect
to dividends, interest and royalties to
the extent that such item or items are
included in his distributive share of in-
come of such estate or trust if he at no
time during the taxable year had a per-
manent establishment in the United
States. In such case such beneficiary
must, in order to be entitled to the ex-
emption or reduction in the rate of tax
execute Form 101–D or Form 1001A–D
(modified to show dividends where ap-
plicable) and file such form with the fi-
duciary of such estate or trust in the
United States.

(2) In any case in which dividends, in-
terest or royalties are derived from
United States sources by a Danish es-
tate or trust, any beneficiary of such
estate or trust who is not a resident of
Denmark, or who has a permanent es-
tablishment in the United States, is
not entitled to any exemption under
the convention with respect to such in-
come included in his distributive share
of the income of the estate or trust.

§ 521.109 Real property income, nat-
ural resource royalties.

Under Article IX of the convention, a
nonresident alien (including a non-
resident alien individual, fiduciary,
and partnership) who is a resident of
Denmark, or a Danish corporation, who
derives from sources within the United
States in any taxable year beginning
on or after January 1, 1948, income
from real property (not including inter-
est derived from mortgages or bonds
secured by real property) or royalties
from the operation of mines, quarries,
oil wells or other natural resources
may, for such taxable year, elect to be
subject to Federal income tax as if
such alien or corporation were engaged
in trade or business within the United
States by reason of having a perma-
nent establishment therein during such

taxable year. Such election shall be
made by so signifying on the return for
such year. The election so signified
shall be irrevocable for the taxable
year for which such election is made.
In such case a return may be filed by
the nonresident alien or foreign cor-
poration even though the sole income
of such alien or corporation from
sources within the United States is
fixed or determinable annual or peri-
odical income upon which the tax has
been fully satisfied at the source and
there exists no necessity for the filing
of the return except for the purposes of
securing the benefits of Article IX of
the convention. See § 29.217–2 of Regula-
tions 111 (26 CFR 1949 ed. Supps. 29.217–
2) [and § 39.217–2 of Regulations 118 (26
CFR, Rev. 1953, Parts 1–79, and Supps.)]

§ 521.110 Government wages, salaries,
pensions and similar remuneration.

Under Article X (1) of the convention
any wage, salary, similar compensation
or pension paid by the Government of
Denmark or by any other public au-
thority within Denmark to an indi-
vidual in the United States is exempt
from Federal income tax for taxable
years beginning on and after January
1, 1948. By reason, however, of the ap-
plication of Article XV (a) of the con-
vention, such exemption does not apply
to recipients of such income who are
either citizens of the United States or
alien residents therein. As to the tax-
ation generally of compensation of
alien employees of foreign govern-
ments, see section 116(h) of the Inter-
nal Revenue Code and § 29.116–2 of Reg-
ulations 111 (26 CFR 1949 ed. Supps.
29.116–2) [and § 39.116–2 of Regulations
118 (26 CFR, Rev. 1953, Parts 1–79, and
Supps.)].

§ 521.111 Pensions and life annuities.
Under the provisions of Article X(2)

of the convention, private pensions and
life annuities derived from sources
within the United States by non-
resident alien individuals who are resi-
dents of Denmark are exempt from
Federal income tax for taxable years
beginning on and after January 1, 1948.
The term ‘‘life annuities’’ is defined in
Article X(3). The term ‘‘private pen-
sions’’ does not include pensions or re-
tired pay paid by the United States or
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by any State or Territory of the United
States; it does include periodic pay-
ments made in consideration for serv-
ices rendered or by way of compensa-
tion for injuries received.

§ 521.112 Compensation for labor or
personal services.

Article XI of the convention adopts
the principle that compensation for
labor or personal services, including
the practice of the liberal professions,
is subject to tax only in the con-
tracting State in which such services
are rendered. Hence, in general, such
compensation derived by a nonresident
alien individual residing in Denmark
for services rendered in the United
States is subject to Federal income
tax. Under Article XI of the convention
this general rule is subject to the fol-
lowing exceptions:

(a) Where such individual is tempo-
rarily present in the United States for
a period or periods not exceeding a
total of 90 days during the taxable
year, compensation received for labor
or personal services within the United
States during such year is exempt from
Federal income tax provided such com-
pensation does not exceed $3,000 in the
aggregate.

(b) Where such individual is tempo-
rarily present in the United States for
a period or periods not exceeding a
total of 180 days during the taxable
year, compensation for labor or per-
sonal services within the United States
during such year is exempt from Fed-
eral income tax provided such com-
pensation is received for services per-
formed as a worker or employee of, or
under contract with, a resident or cor-
poration of Denmark (even though
such resident or corporation is engaged
in trade or business in the United
States) which resident or corporation
actually bears the expense of such com-
pensation and is not reimbursed there-
for by another person.

As to the source of compensation for
labor or personal services, see section
119(a)(3) of the Internal Revenue Code.

§ 521.113 Students and apprentices; re-
mittances.

Under Article XIII of the convention,
citizens of Denmark who are tempo-
rarily present in the United States as

students or apprentices exclusively for
the purposes of study or for acquiring
business experience, are exempt for
taxable years beginning on or after
January 1, 1948, from Federal income
tax upon amounts representing remit-
tances from sources outside the United
States for the purposes of their mainte-
nance or studies.

§ 521.114 Visiting professors or teach-
ers.

Under Article XIV of the convention,
an alien who is a resident of Denmark
but who is temporarily present within
the United States for the purpose of
teaching, lecturing, or instructing at
any university, college, school, or
other educational institution, situated
within the United States, is, for a pe-
riod not exceeding two years from the
date of his arrival in the United States,
exempt for taxable years beginning on
or after January 1, 1948, from Federal
income tax on remuneration received
for such services. It shall be deemed
that such alien coming to the United
States for the purposes indicated has,
for a period of not more than two years
immediately succeeding the date of his
arrival within the United States for
such purposes, the tax status of a non-
resident alien in the absence of proof of
his intention to remain indefinitely in
the United States.

§ 521.115 Credit against United States
tax liability for Danish tax.

For the purpose of avoidance of dou-
ble taxation, Article XV provides that,
on the part of the United States, there
shall be allowed against the United
States income tax a credit for the
amount of Danish taxes described in
Article I of the convention imposed on
income derived from sources within
Denmark for taxable years beginning
on and after January 1, 1948. Such cred-
it, however, is subject to the limita-
tions provided in section 131 of the In-
ternal Revenue Code (relating to the
credit for foreign taxes). See §§ 29.131–1
to 29.131–10 of Regulations 111 (26 CFR
1949 ed. Supps. 29.131–1 to 29.131–10) [and
§§ 39.131(a) 1 to 39.131(j)–1 of Regula-
tions 118 (26 CFR, Rev. 1953, Parts 1–79,
and Supps.)].
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§ 521.116 Reciprocal administrative as-
sistance.

(a) General. (1) By Article XVII of the
convention, the United States and Den-
mark adopt the principle of exchange
of such information as is necessary for
carrying out the provisions of the con-
vention or for the prevention of fraud
or for the detection of practices which
are aimed at reduction of the revenues
of either country, but not including in-
formation which would disclose a
trade, business, industrial or profes-
sional secret or trade process.

(2) The information and correspond-
ence relative to exchange of informa-
tion may be transmitted directly by
the Commissioner of Internal Revenue
to the Chief of the Taxation Depart-
ment of the Ministry of Finance
(Generaldirektoren for Skattevaesenet)
of Denmark.

(b) Information to be furnished in due
course. (1) Pursuant to such principle,
withholding agents shall, in the prepa-
ration of withholding returns, Form
1042, report on such returns, for the
calendar year 1949 and each subsequent
calendar year, in addition to the items
of income upon which tax has been
withheld at the source, those items of
income paid to a nonresident alien in-
dividual resident in Denmark, or to a
Danish corporation, upon which tax
has not been withheld at the source.
Such return shall show the same infor-
mation with respect to such items of
income upon which tax has not been
withheld at the source as is shown with
respect to items of income upon which
the tax has been withheld at the
source.

(2) In accordance with the provisions
of Article XVII of the convention, the
Commissioner of Internal Revenue will
transmit to the Chief of the Taxation
Department of the Ministry of Finance
of Denmark, as soon as practicable
after the close of the calendar year
1949, and of each calendar year there-
after during which the convention is in
effect, the following information relat-
ing to such calendar year: The names
and addresses of all persons whose ad-
dresses are in Denmark as disclosed on
such withholding return, Form 1042, de-
riving from sources within the United
States dividends interest (other than
coupon bond interest), rents, royalties,

salaries, wages, pensions, annuities and
other fixed or determinable annual or
periodical profits or income, and the
amount of such income with respect to
such persons as disclosed on such re-
turn, together with ownership certifi-
cate, Form 1001–D, filed in connection
with coupon bond interest. Such trans-
mission shall constitute compliance
with Article XVII of the convention
and of §§ 521.101 to 521.117.

(c) Information in specific cases. Under
the provisions and limitations of Arti-
cle XVII of the convention, and subject
to the provisions of Article XIX and
Article XXII of the convention, and
upon the request of the Chief of the
Taxation Department of the Ministry
of Finance of Denmark, the Commis-
sioner of Internal Revenue shall fur-
nish to the Chief of the Taxation De-
partment information available to or
obtainable by the Commissioner of In-
ternal Revenue relative to the tax li-
ability of any person under the revenue
laws of Denmark in any case in which
such information is necessary to the
administration of the provisions of the
convention or for the prevention of
fraud or the administration of statu-
tory provisions against tax avoidance.

§ 521.117 Claims in cases of double tax-
ation.

Under Article XX of the convention,
where the action of the revenue au-
thorities of the contracting States has
resulted in double taxation in respect
of any of the taxes to which the con-
vention relates, the taxpayer is enti-
tled to lodge a claim with the country
of which he is a citizen or, if he is not
a citizen of either country, with the
country of which he is a resident, or if
the taxpayer is a corporation or other
entity, with the country in which it is
created or organized. Article XX fur-
ther provides that should the claim be
upheld, the competent authority of the
country with which the claim is lodged
may come to an agreement with the
competent authority of the other coun-
try with a view to equitable avoidance
of the double taxation. Such a claim on
behalf of a United States citizen or cor-
poration or other entity, or on behalf
of a resident of the United States who
is not a Danish citizen, shall be filed
with the Commissioner of Internal
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Revenue, Washington, D.C. The claim
should be set up in the form of a letter
and should show fully all facts on the
basis of which the claimant alleges
that such double taxation has resulted.
If the Commissioner of Internal Rev-
enue determines that there is an appro-

priate basis for the claim under the
convention, he will take the matter up
with the Chief of the Taxation Depart-
ment of the Ministry of Finance of
Denmark with a view to arranging an
agreement of the character con-
templated by Article XX.
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