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It isthe practice of the Treasury Department to prepare for the use of the Senate and other
interested persons a Technical Explanation of the tax conventions and protocols, which are
submitted to the Senate for its advice and consent to ratification. This technical Explanation was
submitted to the Senate Foreign Relations Committee at hearings held on July 19-20, testimony
of the Treasury Department before the same Committee on June 6, 1979 (Treasury News Release
M-145, dated October 25, 1979) and to make minor corrections.

An Income Tax Convention with the United Kingdom of Great Britain and Northern
Ireland was signed April 13, 1976, and an Exchange of Notes was signed April 13, 1976, and
submitted by the President to the Senate on June 24, 1976. Two Income Tax Protocolsto the
Convention were signed August 26, 1976 and March 31, 1977. The Senate voted its advice and
consent on June 27, 1978 and instruments of ratification were exchanged on March 25, 1980.
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ARTICLE 1
Personal Scope

This Article delineates the persons who come within the scope of the Convention.
Paragraph (1) states the general rule that the Convention is applicable to residents of one or both
of the Contracting States, The term "resident” of a Contracting State is defined in Article 4
(Fiscal Residence). In several cases, the Convention is aso applicable to residents of third states
because of their relationship with aresident of a Contracting State. For example, Articles9
(Associated Enterprises), 25 (Mutual Agreement Procedure) or 26 (Exchange of Information and
Administrative Assistance), may apply with respect to persons who are residents of neither
Contracting State, and paragraph 5 of Article 10 (Dividends) and paragraph 6 of Article 11
(Interest) apply to dividends and interest derived by residents of third countries.

This paragraph is similar to Article 1 of the Draft Double Taxation Convention on
Income and Capital developed by the Fisca Committee of the Organization for Economic
Cooperation and Development as published in 1963 and as thereafter revised (hereinafter
referred to as the "OECD Model Convention").

Paragraph (2) deals with the treatment of a corporation which is aresident of both the
United Kingdom within the meaning of paragraph (1)(a)(ii) of Article 4 (Fiscal Residence) and
the United States (under paragraph (1)(b)(ii) of Article 4). Under those paragraphs, a corporation
which isa United States corporation as defined by paragraph (1)(b) of Article 3 (General
Definitions) and is managed and controlled in the United Kingdom would be aresident of both
states. This Article clarifies the status of such corporations (hereinafter referred to as "dual-
resident” corporations) for purposes of the Convention by providing that dual-resident
corporations may not claim the benefits of this Convention which are otherwise available to
residents of a Contracting State, including the benefits of Articles 7 (Business Profits), 10
(Dividends), 11 (Interest), 12 (Royalties), 22 (Other Income) or 23 (Elimination of Double
Taxation). However, a dual-resident corporation may claim the benefits of paragraph (2) of
Article 8 (Shipping and Air Transport) with respect to profits derived from operating ships or
aircraft, and of Article 23 (Elimination of Double Taxation) with respect to paragraph 1(c)
thereof and with respect to payments of the United Kingdom petroleum revenue tax. A dual-



resident corporation may aso claim the benefits of Articles 24 (Non-discrimination), and 28
(Entry Into Force), and the provisions of paragraph (7) of Article 11 (Interest) relating to the
character of certain interest payments will apply to it. Thus, for example, a dual-resident
corporation may not claim the exemption from tax with respect to interest derived from the
United States under Article 11 (Interest) or claim arefund of advance corporation tax with
respect to dividend received from a corporation which is aresident of the United Kingdom. In
these cases, the dual-resident corporation is treated as aresident of neither Contracting State for
purposes of the Convention.

On the other hand, interest, royalties, and dividends derived by aresident of a
Contracting State from a dual-resident corporation will qualify for the exemptions or reductions
in tax allowed by the Convention. For example, dividends received by aresident of the United
Kingdom from a dual-resident corporation will qualify for the reductionsin United States tax
withholding under paragraph (1) of Article 10 (Dividends) and, a United States resident
receiving dividends from a dual-resident corporation which, under the internal law of the United
Kingdom, isaresident of the United Kingdom, will qualify for the refunds or credits of advance
corporation tax under paragraph (2) of that Article.

Paragraph (3) contains the traditional "saving clause" under which each Contracting
States reserves the right to tax its national s (as defined by paragraph (1)(k) of Article 3 (General
Definitions)) and residents (as determined under Article 4 (Fiscal Residence)) asif the
Convention had not come into effect. A similar provision existsin Article X111 of the Convention
now in effect (hereinafter referred to as the "1945 Convention”) [T.D. 5569, 1945-2 C.B. 100].
The saving clause is of principal importance to the United States because the United States taxes
its citizens, residents, and corporations on aworldwide basis, regardless of where they reside or
derive income.

Paragraph (4) sets forth certain exceptions to the application of the saving clause where
other provisions of the Convention reflect overriding policies. Thus, the saving clause does not
affect the provisions dealing with the determination of domicile for United Kingdom tax
purposes (paragraph (4) of Article 4), the exemption from United Kingdom tax of profits derived
by United States nationals and corporations from operating ships or aircraft (paragraph (2) of
Article 8), associated enterprises (Article 9), the elimination of double taxation (Article 23), non-
discrimination (Article 24) or the mutual agreement procedure (Article 25). Moreover, the saving
clause does not affect benefits of the Convention which are extended to an individua performing
functions as an employee of a government of a Contracting State, as a teacher, as a student or
trainee, or as diplomatic and consular official, who is neither a national (as defined in Article 3)
of, nor has immigrant statusin, the Contracting State imposing the tax. See Articles 19
(Government Service), 20 (Teachers), 21 (Students and Trainees), and 27 (Effect on Diplomatic
and Consular Officials and Domestic Laws). In the case of the United States, "immigrant status”
means the individual has been admitted to the United States for permanent residence.

Although Article 1 is entitled "Personal Scope”, the Convention is applicable to
corporations and other persons as well asto individuals.



ARTICLE 2
Taxes Covered

Paragraph (1) of this Article states the general rule that the Convention applies to taxes
on income imposed by the governments of the Contracting States. The Convention also applies
to taxes on income imposed by political subdivisions or local authorities of a Contracting State
(as defined in paragraph (1) (i) of Article 3 (General Definitions)) where paragraph (4) of Article
9 (Associated Enterprises) applies. This Article isimportant because the relief from double
taxation (i.e., tax credits) accorded by Article 23 (Elimination of Double Taxation) only extends
to taxes covered by this Convention. Thus, credits for taxes paid to a Contracting State may be
claimed under this Convention only with respect to the taxes specified in paragraphs (2) and (3)
of thisArticle.

Paragraph (2) designates the existing taxes on income which are the subject of the
Convention. In the case of the United States, the taxes on income included (referred to as
"United States tax") are the Federal income taxes imposed by the Internal Revenue Code
("Code") and the tax under Code section 4371 on insurance company premiums paid to foreign
insurers. The tax under Code section 4371 is not covered by the 1945 Convention. The
Convention only applies to taxes on income contained in the Internal Revenue Code. Thus, the
Convention does not, for example, apply to the excise tax under Code section 1491.

The Convention also does not apply to the taxes imposed under Code sections 531
(Accumulated Earnings Tax) or 541 (Personal Holding Company Tax), except as specified by
paragraph (6) of Article 10 (Dividends). Under paragraph (6) of Article 10, a corporation which
isaresident of the United Kingdom shall be exempt from the accumulated earnings or personal
holding company tax if individuals (other than nationals of the United States) who are residents
of the United Kingdom control, directly or indirectly, more than 50 percent of the voting power
of such corporation.

In the case of the United Kingdom, paragraph (2) provides that the existing taxes on
income covered by the Convention (referred to as "United Kingdom tax") are the income tax, the
capital gainstax, the corporation tax, and the petroleum revenue tax.

For purposes of paragraph (4) of Article 9 (Associated Enterprises), this Convention also
appliesto taxes imposed on income by political subdivisions or local authorities of a Contracting
State. For this purpose, the income taxes referred to include any franchise taxes measured by
income which are imposed by a political subdivision or local authority of a Contracting State.

Under paragraph (3), the Convention will also apply to taxes substantially similar to those
covered by paragraph (2), which are imposed in addition to, or in place of, the taxes referred to
in paragraph (2) after the date of signature of the Convention (December 31, 1975).

The competent authorities of the Contracting States are to notify each other of any
amendments of the laws imposing the existing taxes and of the adoption of any taxes which are
imposed subsequent to the date of signature of the Convention.



For purposes of Article 24 (Non-discrimination), the Convention will also apply to taxes
of every kind and description (whether or not the taxes are on income) imposed by the
Contracting States, political subdivisions or local authorities thereof.

ARTICLE 3
General Definitions

Paragraph (1) defines the principal terms used throughout the Convention. Unless the
context otherwise requires, the terms defined in this paragraph shall have a uniform meaning
throughout the Convention. It should be noted that a number of important terms are defined
elsewhere in the Convention. For example, the term "resident” of a Contracting State and
"permanent establishment" are defined in Articles 4 (Fiscal Residence) and 5 (Permanent
Establishment), respectively. Moreover, certain terms which appear in Articles dealing with
special categories of income, e.g., "Immovable Property” (Article 6), "Dividends" (Article 10),
"Interest” (Article 11), and "Royalties’ (Article 12), are defined within those Articles.

The Article defines the term "corporation™ in subparagraph (a) as a United States
corporation (defined in subparagraph (b)(i)) or a United Kingdom corporation (defined in
subparagraph (b)(ii)), or any body corporate or entity of athird state which istreated as a body
corporate for tax purposes by both Contracting States. Whether an entity is a corporation is
relevant for purposes of paragraph (6) of Article 5 (Permanent Establishment), Article 10
(Dividends), Article 16 (Investment or holding companies), and Article 23 (Elimination of
Double Taxation).

The term "United States corporation™ means a corporation (or any unincorporated entity
which istreated as a United States corporation for United States tax purposes) which is created
or organized under the laws of the United States, any state thereof, or the District of Columbia.

A "United Kingdom corporation” is defined as any body corporate or unincorporated
association created or organized under the laws of the United Kingdom, excluding for this
purpose a partnership, alocal authority, or alocal authority association.

Whether a United States or United Kingdom corporation or any other corporationisa
resident of a Contracting State for purposes of this Convention, or neither of them, or both of
them, isto be determined in accordance with Article 4 (Fiscal Residence).

The term "person” includes an individual, a corporation, a partnership, an estate, atrust,
or any other body of persons.

The term "enterprise of a Contracting State" means an industrial or commercial
undertaking carried on by aresident of a Contracting State (as defined by Article 4).

The term "international traffic" is defined as any transport by a ship or aircraft operated
by an enterprise of one of the Contracting States, except when the ship or aircraft is operated
solely between places within a Contracting State. Thus, for example, coastal shipping along the



Atlantic coast of the United States is not international traffic. However, if a ship operated by an
enterprise of the United Kingdom transports goods from Canada to the United States, leaving
some of the goods In New Y ork and the remainder in Norfolk, the portion of the transport
between New Y ork and Norfolk isinternationa traffic. The definition of thisterm is relevant for
purposes of Article 8 (Shipping and Air Transport) which provides that profits derived by an
enterprise of a Contracting State from the operation in international traffic of ships or aircraft
shall be taxable only in that State.

With respect to the United States, the term "competent authority” means the Secretary of
the Treasury or his delegate. With respect to the United Kingdom, the term "competent
authority" refers to the Commissioners of Inland Revenue or their authorized representative.

The term "United States' means the United States of America. When used in the
geographical sense, the term means the states thereof and the District of Columbia. Thus, the
Convention does not apply to possessions of the United States or the Commonwealth of Puerto
Rico. The term "United States" also includes the territorial sea and, in general accord with the
principles of section 638 of the Code, the continental shelf of the United States.

The term "United Kingdom" means Great Britain and Northern Ireland, including the
area of the continental shelf which has or may be designated by the United Kingdom, in
accordance with international law, as an area within which the rights of the United Kingdom
relating to the seabed and subsoil and their natural resources may be exercised. The Convention
does not apply to the Channel Islands or the Isle of Man.

The 1945 Convention does not include the continental shelf areas in the definition of the
terms United States or United Kingdom. It is understood that when compared to the 1945
Convention, the United Kingdom regards the reference to its continental shelf in this Convention
as an expansion of the scope of the Convention with respect to operations in these areas.

The term "Contracting State" means the United States or the United Kingdom, as the
context of the Convention requires.

The term "third State" means any State or territory other than the United States or the
United Kingdom and the term "enterprise of athird State" isto be construed accordingly.

In relation to the United States, the term "national™ means an individual who isacitizen
of the United States. In relation to the United Kingdom, the term "nationa” means all citizens of
the United Kingdom and colonies, British subjects under sections 2, 13(1) or 16 of the British
Nationality Act of 1948, and British subjects by virtue of section 1 of the British Nationality Act
of 1965, provided they are patrial within the meaning of the Immigration Act of 1971, so far as
these provisions arein force on the date of entry into force of this Convention or have been
modified in minor respects so as not to affect their general character.

Paragraph (2) provides that any term used in the Convention which is not defined therein
shall, unless the context otherwise requires or unless the competent authorities agree to a
definition of the term pursuant to Article 25 (Mutual Agreement Procedure), have the meaning



which it has under the laws of the Contracting State where atax is being determined. Under
Article 25, where aterm which is not defined in the Convention has a different meaning under
the laws of the United Kingdom and the United States or where the meaning under the laws of
one of the Contracting States is not readily determinable, the competent authorities may, for
purposes of the Convention, establish acommon meaning of the term in order to prevent double
taxation or to further any other purpose of the Convention.

ARTICLE 4
Fiscal Residence

This Article sets forth rules for determining the residence of individuals, corporations,
and other persons for purposes of the Convention. Residence isimportant because, except as
otherwise provided in the Convention, only aresident may claim the benefits of the Convention.

The term "resident of the United Kingdom™ is defined as a corporation (as defined in
paragraph 1(a) of Article 3 (General Definitions)) whose business is managed and controlled in
the United Kingdom, and any other person (except a corporation as defined in paragraph (1)(a)
of Article 3), resident in the United Kingdom for purposes of its tax.

Similarly, the term "resident of the United States" is defined as a person (except a
corporation as defined in paragraph (1)(a) of Article 3) who isresident in the United States for
purposes of itstax. Thisincludes aresident alien individual who is subject to tax in the United
States on his worldwide income and a resident citizen. The term a so includes a corporation (as
defined in paragraph (1)(b)(i) of Article 3). A foreign corporation, regardless of the extent to
which itsincome is effectively connected with the conduct of a United States trade or business,
isnot aresident of the United States.

It should especially be noted that an individual is not automatically a resident of the
United States or the United Kingdom for the purposes of this Convention if he is a citizen of
either country. To be aresident of a Contracting State, he must be subject to tax in that State on
account of hisresidence therein. In the case of the United States, an individual will be considered
to be aresident if, without regard to his citizenship, he would be taxable in the United States on
his worldwide income as a resident. Residence for this purpose is to be determined in accordance
with the principles of Treasury regulations under section 871 of the Internal Revenue Code.

The definition of aresident of a Contracting State in the Convention differs from the
definition of aresident in the 1945 Convention. Under paragraph (1)(g) of Article |1 of the 1956
Convention aresident of the United Kingdom is defined, in pertinent part, as "any person (other
than a citizen of the United States or a United States corporation) who is resident in the United
Kingdom for purposes of United Kingdom tax...." and under paragraph (1)(h) of Articlell a
resident of the United States is defined, in pertinent part, as "any individual who isresident in the
United States for the purposes of United States tax and not resident in the United Kingdom for
the purposes of United Kingdom tax. . . ." In the case of Strathalmond (Lord) v. Inland Revenue
(Ch. D. June 23, 1972), a British court interpreted this definition, in applying Article XV of the
1945 Convention, to prevent the United Kingdom from taxing the United States source dividend



income of a United States citizen residing in the United Kingdom. This result isinconsistent with
the principles of the OECD Model Convention. Accordingly, under this Article, a United States
citizen who resides in the United Kingdom for purposes of itstax will be taxable therein asa
resident and, subject to the provisions of United Kingdom law, the United Kingdom will be
permitted to tax those citizens on their dividend and interest income regardless of the source of
that income. However, where the income of the United States citizen has a source in the United
States (as determined under the laws of the United Kingdom) the United Kingdom will allow a
credit against the United Kingdom tax for any United States tax payable (on the basis of that
person's United States citizenship) with respect to that income. See the discussion of paragraph
(3) of Article 23 (Elimination of Double Taxation).

A corporation which is aresident of both Contracting States under this Article (i.e., a
United States corporation whose business is managed or controlled in the United Kingdom), is
dealt with by paragraph (2) of Article 1 (Personal Scope), and such a corporation may not claim
any benefit under this Convention except as provided therein.

Paragraph (1) of this Article also provides that a partnership, estate, or trust is a resident
of a Contracting State only to the extent that the income derived by such person is subject to tax
in such Contracting State as the income of aresident. For example, under United States law, a
partnership is never, and an estate or trust is often not, taxed as such. Under the Convention,
income received by a partnership, estate, or trust will be treated for purposes of the Convention
asincome received by aresident of the United States only to the extent such income is subject to
tax in the United States as the income of aresident. Thus, for United States tax purposes, the
guestion of whether income received by a partnership is received by aresident will be
determined by the residence of its partners rather than by whether the partnership isresident in
the United States by reason of engaging in atrade or business here. To the extent the partners are
subject to United States tax as residents of the United States, the income received by a
partnership will be treated as income received by aresident of the United States. Similarly, the
treatment of income received by atrust or estate will be determined by the residence and taxation
of the person subject to tax on such income, which may be the grantor, the beneficiaries or the
trust or estate itself, as the case may be.

The fact that a charitable organization or pension fund is exempt from tax in the country
in which it is otherwise resident is not to be construed to deny such organization or fund resident
status under this Convention.

Paragraph (2) provides that an individual who is aresident of both Contracting States
under paragraph (1) will, for purposes of the Convention, be deemed to be aresident of the
Contracting State in which he has a permanent home available to him (e.g., where an individual
dwells with his family), his center of vital interests (e.g., close economic and personal relations),
an habitual abode, or the State of which heisanational, in that order. If the issue cannot be
settled by the application of these tests, the competent authorities shall decide by mutual
agreement the one Contracting State of which he will be considered to be aresident. Thus, for
purposes of the Convention, including paragraph (3) of Article 1 (Persona Scope) (the saving
clause) an individual may be aresident of the United States or the United Kingdom, but not both.



Paragraph (3) providesthat if an estate or trust (taxable as such) is aresident of both
Contracting States under the provisions of paragraph (1), the competent authorities may settle the
issue by mutual agreement.

Since the definitions of residence in this Article apply for purposes of the entire
Convention, an individual who is deemed to be aresident of one Contracting State and not a
resident of the other Contracting State by reason of paragraph (2) will be deemed to be aresident
of the first-mentioned Contracting State for all purposes of the Convention. For example; if an
individual is determined to be aresident of the United Kingdom under paragraph (2) but would
apart from that paragraph also be considered aresident of the United States under the laws of the
United States, such individual would continue to receive the exemptions and specia benefits
granted by the Convention to residents of the United Kingdom, unless the individual is acitizen
of the United States (see the saving clause of paragraph (3) of Article 1 (Personal Scope)).

Paragraph (4) provides that for United Kingdom tax purposes the domicile, on or after
April 6, 1976, of awoman who is a United States national and who was married before January
1, 1974 to aman domiciled in the United Kingdom will be determined as though such marriage
had taken place on January 1, 1974. The foreign source income of a United Kingdom resident is
subject to taxation in the United Kingdom to a different extent depending on the domicile of the
resident. Thus, a United Kingdom resident domiciled in the United Kingdom is subject to full
United Kingdom taxation on all income, whereas a United Kingdom resident domiciled outside
the United Kingdom is generally subject to tax on foreign source income only to the extent that it
is remitted to the United Kingdom.

Under United Kingdom law prior to January 1, 1974, the domicile of awoman was the
same as the domicile of her husband. This rule has been repealed for future years. However, asa
transitional rule, United Kingdom law treats awoman married before 1974 as retaining her
husband's domicile unless and until she changes her domicile by acquisition or revival of another
domicile after 1973.

As aconsequence, under United Kingdom law a United States citizen woman married to
aman domiciled in the United Kingdom prior to January 1, 1974 does not have the same
opportunity to prove a domicile outside the United Kingdom as does a United States citizen man
married to awoman domiciled in the United Kingdom. Paragraph (4) of the Convention puts the
United States citizen woman in the same position as the United States citizen man.

Paragraph (5) provides a specia rule for cases where income dealt with by this
Convention (e.g., under Articles 7 (Business Profits), 8 (Shipping and Air Transport), 10
(Dividends), 11 (Interest), 12 (Royalties), and 22 (Other Income)), is taxable to aresident of a
Contracting State only if, and to the extent, it is remitted to or received by that person. In certain
cases, individuals who are residents of the United Kingdom are not taxable on foreign source
investment income, unlessit is remitted to or received by them in the United Kingdom. If such
income is received outside of the United Kingdom, or accumulated by the payer, a United
Kingdom resident may not be subject to tax on that income. If the reductionsin rates or
exemptions from tax were to apply to those items of income, the United States would be
foregoing tax where double taxation does not in fact occur. Thus, this paragraph provides that if



under the law in the other Contracting State income would only be taxed on a remittance basis,
then any reduced rates of tax (e.g., as provided by Articles 10 (Dividends) ), or relief from
taxation (e.g., Articles 7 (Business Profits) and 8 (Shipping and Air Transport), 11 (Interest), or
12 (Royalties)) provided by this Convention shall apply only to the extent such incomeis
remitted to or received by the person in the year in which it accrues to the benefit of that
taxpayer. Thisrule appliesto all persons, including individuals, corporations, partnerships and
trusts or estates taxable as such.

This provision is similar to paragraph (4) of Article Il of the 1945 Convention.

ARTICLES
Permanent Establishment

This Article defines the term "permanent establishment.” The existence of a permanent
establishment is relevant under Article 7 (Business Profits) where it is provided that the business
profits of an enterprise of a Contracting State shall be taxable only in that State unlessit carries
on business in the other Contracting State through a permanent establishment situated therein.

Under paragraph (1), the term "permanent establishment” means a fixed place of business
through which an enterprise of one of the Contracting States wholly or partly carries on business.
[llustrations in paragraph (2) of a permanent establishment include a branch; an office; afactory;
aworkshop; amine, oil or gaswell, quarry or other place of extraction of natural resources; and
abuilding site, or construction or installation project which exists for more than twelve months.
Under the construction or installation project rule the twelve month period begins only when
work physically commencesin the other Contracting State. A series of contracts or projects
which are interdependent both commercialy and geographically isto be treated as asingle
project for the purpose of applying the twelve months test. As a general rule, any fixed facility or
premises through which aresident carries on business for an indefinite or substantial period of
time will be treated as a permanent establishment unlessit is used only for one or more of the
activities described in paragraph (3) of this Article.

Paragraph (3) specifically provides that a permanent establishment does not include a
fixed place of businessif it is used solely for one or more of the following activities:

"(a) the storage, display, or delivery of goods or merchandise belonging to the
enterprise;

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

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

"(d) the maintenance of afixed place of business for the purpose of purchasing
goods or merchandise, or for collecting information, for the enterprise;

"(e) the maintenance of a fixed place of business for the purpose of advertising,
for the supply of information, for scientific research, or for similar activities which have a
preparatory or auxiliary character, for the enterprise; or

"(f) abuilding or construction or installation project which does not exist for more



than 12 months."

As noted, these exceptions are cumulative and a fixed place of business used only for one or
more of these purposes will not be considered a permanent establishment under the Convention.

Under paragraph (4), a person acting in one Contracting State on behalf of aresident of
the other Contracting State, other than an agent of an independent status to whom paragraph (5)
applies, will be deemed to constitute a permanent establishment if such person has, and
habitually exercises in that first-mentioned Contracting State, an authority to conclude contracts
in the name of the resident, unless the contracts are limited to the activities described in
paragraph (3) of this Article.

On the other hand, paragraph (5) provides that an enterprise of one Contracting State will
not be deemed to have a permanent establishment in the other Contracting State merely because
such enterprise carries on business in such other Contracting State through a broker, general
commission agent, or any other agent of an independent status; where such broker or agent is
acting in the ordinary course of his business.

Under paragraph (6), the fact that a corporation which is aresident of a Contracting State
controls or is controlled by a corporation of the other Contracting State, or which carries on
business in the other Contracting