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(7) The term "interest", as used in this
Convention, means income from bonds, deben-
tures, Government securities, notes, or other
evidences of indebtedness, whether or not
secured, and whether or not carrying a right
to participate in profits, and debt-claims of
every kind, as well as all other income assimi-
lated to income from money lent by the taxation
law of the Contracting State in which the in-
come has its source.

Article 14

(1) Royalties derived from sources within
a Contracting State by a resident of the other
Contracting State may be taxed by both Con-
tracting States.

(2) The rate of tax imposed by a Contracting
State on royalties derived from sources within

that Contracting State by a resident of the
other Contracting State shall not exceed 10
percent.

(3) The term "royalties", as used in this
article, means --

(a) Payment of any kind made as con-
sideration for the use of, or the right to
use, copyrights of literary, artistic,
scientific works, or motion picture films
or films or tapes used for radio or
television broadcasting, patents, designs
or models, plans, secret processes or
formulae, trademarks, or other like prop-
erty or rights, or know-how, or ships or
aircraft (but only if the lessor is a
person not engaged in the operation in
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international traffic of ships or aircraft),
and

(b) Gains derived from the sale, ex-
change, or other disposition of any property
or rights referred to in subparagraph (a)
of this paragraph (other than ships or
aircraft) to the extent that the amounts
realized on such sale, exchange, or other
disposition for consideration are con-
tingent on the productivity, use, or dis-
position of such property or rights.

(4) Paragraph (2) of this article shall not
apply if the recipient of the royalty, being
a resident of a Contracting State, has in the
other Contracting State a permanent establish-
ment and the property or rights giving rise
to the royalty are effectively connected with
such permanent establishment.

(5) Where any royalty paid by a person to
any related person exceeds an amount which
would have been paid to an unrelated person,
the provisions of this article shall apply
only to so much of the royalty as would have
been paid to an unrelated person. In such
a case, the excess payment may be taxed by
each Contracting State according to its own
law, including the provisions of this Con-
vention where applicable.

Article 15

(1) Income from real property, including
royalties in respect of the operation of mines
or quarries, or the exploitation of any natural
resources and gains derived from the sale,
exchange, or other disposition of such prop-
erty or of the right giving rise to such

<HH
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royalties, may be taxed by the Contracting
State in which such real property, mines,
quarries, or natural resources are situated.
For purposes of this Convention, interest on
indebtedness secured by real property or
secured by a right giving rise to royalties
in respect of the operation of mines or
quarries, or the exploitation of any natural
resources shall not be regarded as income
from real property.

(2) Paragraph (1) of this article shall
apply to income derived from the usufruct,
direct use, letting, or use in any other
form of real property.

Article 16

Gains from the sale, exchange, or other
disposition of capital assets derived by a
resident of a Contracting State shall be
exempt from tax by the other Contracting
State unless --

(1) The gain is derived by a resident
of a Contracting State from the sale,
exchange, or other disposition of property
described in Article 15 situated within
the other Contracting State,

(2) The gain arises out of the sale,
exchange, or other disposition described
in paragraph (3) (b) of Article 14,

(3) The recipient of the gain, being
a resident of a Contracting State, has a
permanent establishment in the other
Contracting State and the property giving
rise to the gain is effectively connected
with such permanent establishment, or
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s . an individual who is a resident of a
O EX I TR Contracting State --
T RS SR O\ oiie KO = 1) A A 00 BB EE T (a) Maintains a fixed base in the
. . B , other Contracting State for a period
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@Wm»ﬁ%%f%ﬁ@#%@@immmﬂ&%ﬁﬂmmmgﬁﬁ days during the taxable year and the
, property giving rise to such gains is
Sal VA G effectively connected with such fixed
base, or
) m:ﬁwmwwmﬁrgﬁwﬂtfAnaﬂﬁ_‘/\.wl_:mmﬁtiéﬁwmm:%m (b) Is present in the other Con-
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aggregating more than 183 days during
the taxable year.

B+ P Article 17
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WREA 0 tracting State.
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the taxable year, or
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NEEMNSROERHEIYEHNEE R NWEKEANC U V° base in that other Contracting State for
Py , o = - a period or periods aggregating more than
QO NOREN L YOREQONY QM &K 183 days in the taxable year, but only so
VY OLCBEEYERE O WO 4 EEBWEA O VRN much of it as is attributable to such
fixed base, or
T VOE<XRER HEH OVERNDIIDT N Q=" 4 (¢c) The individual is a public enter-

. , +a tainer, such as a theater, motion picture
%%%@@@ﬁﬂﬁklﬁﬁﬁ%f&b %@ﬁﬁmﬂt.ﬂ% or television artist, =:_ch;=“ or athlete,
QIUOWPWQ<LERBROHF 02 QP <0 Ve and the income is derived from his personal

o o services as such public entertainer, unless
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SMEE AR A od 8@ A0 exceed 3,000 United States dollars in the
aggregate or its equivalent in Japanese
yen in the aggregate during the taxable
year.
Fi S Article 18
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of this article, such remuneration derived

R WA AR 00 from sources within the other Contracting
State may also be taxed by that other Contract-
ing State.
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State shall be exempt from tax by the other
Contracting State if --

(a) He is present in that other Con-
tracting State for a period or periods not
exceeding in the aggregate 183 days in the
taxable year;

(b) He is an employee of a resident of
the first-mentioned Contracting State or
of a permanent establishment of a resident
of a State other than the first-mentioned
Contracting State if such permanent es-
tablishment is situated in the first-
mentioned Contracting State (such resident,
including a corporation or other entity to
which the permanent establishment belongs,
is referred to in this article as "the
employer"); and

(c) The remuneration is not borne as
such by a permanent establishment which
the employer has in that other Contracting
State.

(3) Paragraph (2) of this article shall not
apply to remuneration of the type described in
paragraph (1) of this article if the individual
receiving such remuneration is a substantial
owner of the employer and 50 percent or more
of the income of the employer for the taxable
year from sources within that other Contract-
ing State is derived from furnishing the labor
or personal services of one or more individuals
(computed without deductions for compensation
paid to such individuals) each of whom is a
substantial owner of the employer. For purposes
of the preceding sentence, an individual shall
be treated as the substantial owner of the
employer if the employer is a corporation or
other entity and such individual --

<R
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(a) Owns directly or indirectly 25
percent or more of the total voting power
of all classes of stock entitled to vote,
or of the total value of all classes of
stock, of such corporation or other entity,
or

(b) Has directly or indirectly an
interest of 25 percent or more in the
assets, or has a right to 25 percent or
more of the profits of such other entity.

In computing the ownership of an individual,
he shall be deemed to own the stock, assets,
or rights owned directly or indirectly by
his brother, sister, spouse, ancestor, or
descendant.

(4) Notwithstanding paragraph (2) of this
article, remuneration derived by an individual
from the performance of labor or personal
services as an employee aboard ships or air-
craft operated by a resident of a Contracting
State in international traffic shall be ex-
empt from tax by the other Contracting State
if such individual is a member of the regular
complement of the ship or aircraft.

(5) Notwithstanding paragraph (2) of this
article and Article 17, a director's fee
derived by an individual resident of a Con-
tracting State in his capacity as a member
of the board of directors of a corporation of
the other Contracting State, which cannot be
taken as a deduction by the corporation but
is treated as being a distribution of profits
in that other Contracting State, may be taxed
by that other Contracting State.

Article 19
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(1) An individual --

(a) Who is a resident of a Contracting
State at the beginning of his visit to the
other Contracting State, or

(b) Who was, immediately before receiv-
ing the invitation referred to below, ex-
empt from tax in that other Contracting
State under paragraph (1) (a) of Article
20,

and who, at the invitation of the Government
of that other Contracting State or of a uni-
versity or other accredited educational
institution situated in that other Contract-
ing State, is temporarily present in that
other Contracting State for the primary
purpose of teaching or engaging in research,
or both, at a university or other accredited
educational institution shall be exempt from
tax by that other Contracting State on his
income from personal services for teaching

or research at such university or educational
institution, for a period not exceeding two
years from the date of his arrival or the
date he completed the study, training, or
research in that other Contracting State with
respect to which the exemption in paragraph
(1) (a) of Article 20 applied.

(2) This article shall not apply to income
from research if such research is undertaken
not in the public interest but primarily for
the private benefit of a specific person or
persons.,

Article 20

<K
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(1) (a) An individual who is a resident of

a Contracting State at the beginning of
his visit to the other Contracting State
and who is temporarily present in that
other Contracting State for the primary
purpose of --

(i) Studying at a university or
other accredited educational institu-
tion in that other Contracting State,
or

(ii) Securing training required to
qualify him to practice a profession
or professional specialty, or

(iii) Studying or doing research as
a recipient of a grant, allowance, or
award from a governmental, religious,
charitable, scientific, literary, or
educational organization,

shall be exempt from tax by that other
Contracting State with respect to the
amounts described in subparagraph (b) of
this paragraph for a period not exceeding
five taxable years from the date of his
arrival in that other Contracting State.

(b) The amounts referred to in sub-
paragraph (a) of this paragraph are --

(i) Gifts from abroad for the
purpose of his maintenance, education,
study, reesearch, or trainingj .

(ii) The grant, allowance, or
award; and

(iii) Income from personal services
performed in that other Contracting
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State in an aggregate amount not in
excess of 2,000 United States dollars
or its equivalent in Japanese yen for

(2) An individual who is a resident of a
Contracting State at the beginning of his
visit to the other Contracting State and who
is temporarily present in that other Contract-
ing State as an employee of, or under con-
tract with, a resident of the first-mentioned
Contracting State, for the primary purpose
of --

(a) Acquiring technical, professional,
or business experience from a person other
than that resident of the first-mentioned
Contracting State, or

(b) Studying at a university or other
accredited educational institution in that
other Contracting State,

shall be exempt from tax by that other Con-
tracting State for a period of 12 consecutive
months with respect to his income from personal
services in an aggregate amount not in excess
of 5,000 United States dollars or its equiva-
lent in Japanese yen.

(3) An individual who is a resident of a
Contracting State at the beginning of his
visit to the other Contracting State and who
is temporarily present in that other Contract-
ing State for a period not exceeding one year,
as a participant in a program sponsored by the
Government of that other Contracting State,
for the primary purpose of training, research,
or study, shall be exempt from tax by that

<Kl
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other Contracting State with respect to his
income from personal services in respect of
such training, research, or study, performed

in that other Contracting State in an aggregate
amount not in excess of 10,000 United States
dollars or its equivalent in Japanese yen.

Article 21

(1) Wages, salaries, and similar remunera-
tion, including pensions or similar benefits,
paid by, or from public funds of, the United
States, or a political subdivision or local
authority thereof to a citizen of the United
States for labor or personal services per-
formed for the United States or for any of its
political subdivisions or local authorities
in the discharge of governmental functions
shall not be subject to Japanese tax, if such
individual is not a national of Japan and has
not been admitted to Japan for permanent
residence.

(2) Wages, salaries, and similar remunera-
tion, including pensions or similar benefits,
paid by, or out of funds to which contributions
are made by, Japan, or local authority thereof
to an individual who is a national of Japan
for labor or personal services performed for
Japan or for any of its local authorities in
the discharge of governmental functions shall
not be subject to United States tax, if such
individual is not a citizen of the United
States and does not have immigrant status in
the United States.
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Article 22

(1) Reimbursed travel expenses shall be
subject to Articles 17 through 21, but such
expenses shall not be taken into account in
computing the maximum amount of exemptions
specified in paragraph (2) of Article 17 and
in Article 20.

(2) If an individual qualifies for benefits
under more than one of the provisions of
Articles 17 through 21, he may apply those
provisions which are most favorable to him.

He may not claim benefits under more than one
of the provisions of such articles with respect
to the same income.

(3) The benefits provided under Article 19
and paragraph (1) of Article 20 shall extend
only for such period of time as may be reason-
ably or customarily required to effectuate
the purpose of the visit, but in no case shall
any individual have the benefits provided
therein for more than a total of five taxable
years from the date of his arrival.

Article 23

(1) Except as provided in Article 21,
pensions and annuities paid to an individual
who is a resident of a Contracting State shall

KKH
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be taxable only in that Contracting State.

(2) The term "pensions”, as used in this
article, includes periodic payments made after
retirement or death in consideration for
services rendered, or by way of compensation
for injuries received, in connection with past
employment, including United States and
Japanese social security payments.

(3) The term "annuities", as used in this
article, includes a stated sum paid periodi-
cally at stated times during life, or during
a specified number of years, under an obliga-
tion to make the payments in return for
adequate and full consideration (other than
services rendered).

Article 24

Nothing in this Convention shall affect
the fiscal privileges of diplomatic and con~
sular officials under the general rules of
international law or under the provisions of
special agreements.

Article 25

(1) Where a resident of a Contracting State
considers that the action of one or both of
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the Contracting States results or will result
for him in taxation not in accordance with
this Convention, he may, notwithstanding the
remedies provided by the national laws of the
Contracting States, present his case to the
competent authority of the Contracting State
of which he is a resident. Should the resi-
dent's claim be considered to have merit by
the competent authority of the Contracting
State to which the claim is made, it shall
endeavor to come to an agreement with the
competent authority of the other Contracting
State with a view to the avoidance of taxa-
tion contrary to the provisions of this
Convention.

(2) The competent authorities of the Con-
tracting States shall endeavor to resolve by
mutual agreement any difficulties or doubts
arising as to the interpretation or applica-
tion of this Convention. 1In particular, the
competent authorities of the Contracting
States may consult together to endeavor to
agree --

(a) To the same attribution of
industrial or commercial profits to a
resident of a Contracting State and its
permanent establishment situated in the
other Contracting State;

(b) To the same allocation of income,
deductions, credits, or allowances between
a resident of a Contracting State and any
related person;

(¢c) To the same determination of the
source of particular items of incomej or

(d) To the same meaning of any term

used in this Convention.
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(3) The competent authorities of the Con-
tracting States may communicate with each other
directly for the purpose of reaching an agree-
ment in the sense of this article. When it
seems advisable for the purpose of reaching
agreement, the competent authorities may meet
together for an oral exchange of opinions.

(4) In the event that the competent
authorities reach such an agreement, taxes
shall be imposed, and refund or credit of
taxes shall be allowed, by the Contracting
States in accordance with such agreement.

Article 26

(1) The competent authorities of the Con-
tracting States shall exchange such informa-
tion as is pertinent to carrying out the
provisions of this Convention or preventing
fraud or fiscal evasion in relation to the
taxes which are the subject of this Convention
Any information so exchanged shall be treated
as secret and shall not be disclosed to any
persons other than those (including a court or
administrative body) concerned with assessment,
collection, enforcement, or prosecution in
respect of the taxes which are the subject of
this Convention.

(2) In no case shall the provisions of
paragraph (1) of this article be construed so
as to impose on a Gontracting State the obli-
gation --
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(a) To carry out administrative measures
at variance with the laws or the administra-
tive practice of that Contracting State or
the other Contracting State;

(b) To supply particulars which are
not obtainable under the laws or in the
normal course of the administration of that
Contracting State or of the other Contract-
ing State; or

(c) To supply information which would
disclose any trade, business, industrial,
commercial, or professional secret or trade
process, or information, the disclosure of
which would be contrary to public policy.
(3) The exchange of information shall be

either on a routine basis or on request with
reference to particular cases. The competent
authorities of the Contracting States shall
agree on the list of information which shall
be furnished on a routine basis.

(4) The competent authorities of the Con-
tracting States shall notify each other of
any amendments of the laws relating to the
taxes referred to in paragraph (1) of Article
1 and of the adoption of any taxes referred
to in paragraph (2) of Article 1 by trans-
mitting the texts of any amendments or new
statutes at least once a year.

(5) The competent authorities of the Con-
tracting States shall exchange the texts of
all published material interpreting this
Convention under their respective laws,
whether in the form of regulations, rulings,
or judicial decisions.

Article 27
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(1) Subject to the provisions of paragraph
(2) of this article, each of the Contracting
States shall endeavor to collect such taxes
imposed by the other Contracting State as
will ensure that any exemption or reduced rate
of tax granted under this Convention by that
other Contracting State shall not be enjoyed
by persons not entitled to such benefits.

The Contracting State making such collections

shall be responsible to the other Contracting

State for the sums thus collected. The compe-
tent authorities of the Contracting States

may consult together for the purpose of giving
effect to this article.

(2) In no case shall this article be con-
strued so as to impose upon a Contracting
State the obligation to carry out administra-
tive measures at variance with the regulations
and practices of either Contracting State or
which would be contrary to the first-mentioned
Contracting State's sovereignty, security, or
public policy.

Article 28

(1) This Convention shall be ratified and
instruments of ratification shall be exchanged
at Washington as soon as possible. It shall
enter into force on the thirtieth day after
the day of the exchange of instruments of
ratification. 1Its provisions shall for the
first time have effect:

(a) In the case of Japan --

For income derived during any
taxable year beginning on or after
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January 1 of the year next follow-
ing the year in which this Con-
vention enters into force; and

(b) In the case of the United States -~

(i) As respects taxes withheld at
source on dividends, interest,
royalties, and similar payments,

to any obligation to pay such taxes
arising on or after January 1 of
the year next following the year

in which this Convention enters
into forcej; and

(ii) As respects other taxes on
income, to taxable years beginning
on or after January 1 of the year
next following the year in which
this Convention enters into force.

(2) The Convention between Japan and the
United States of America for the Avoidance of
Double Taxation and the Prevention of Fiscal
Evasion with respect to Taxes on Income signed
at Washington, D.C. on April 16, 1954, modified
and supplemented by the Protocols signed at
Tokyo on May 7, 1960, and August 14, 1962,
shall terminate and cease to have effect in
respect of income to which this Convention
applies under paragraph (1) of this article.

Article 29

This Convention shall remain in force until
terminated by a Contracting State. Either
Contracting State may terminate the Convention
at any time after five years from the date on
which this Convention enters into force by

<4
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giving

<Pt

to the other Contracting State notice

of termination at least six months before the

end of

channels.

any calendar year through diplomatic
In such event, this Convention

shall cease to have effect:

(1)

(2)

IN WITNESS WHEREOF,

In the case of Japan --

For income derived during any taxa-
ble year beginning on or after January
1 of the year next following the year
in which the notice of termination is
givens and

In the case of the United States --

(a) As respects taxes withheld at

source on dividends, interest, royalties,
and similar payments, on January 1 of

the year next following the year in
which the notice of termination is

given; and

(b) As respects other taxes on income,
for any taxable year beginning on or
after January 1 of the year next follow-
ing the year in which the notice of
termination is given.

the undersigned, dulv

authorized thereto, have signed this Convention.

DONE at Tokyo,
and English languages,
equal authenticity,

1971.

in duplicate, in the Japanese
the two texts having
this eighth day of March,
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FOR JAPAN:

Kiichi Aichi

FOR THE UNITED STATES OF AMERICA:

Armin H, Meyer

(U.S. Note)

Tokyo, March 8, 1971

Excellency

I have the honor to refer to the Convention
between the United States of America and Japan
for the Avoidance of Double Taxation and the
Prevention of Fiscal Evasion with Respect to
Taxes on Income which was signed today and to
confirm, on behalf of the Government of the
United States of America, the following agree-
ment reached between the two Governments:

Provided that any State, county, or local

government in the United States does not levy
any income tax or tax of a character sub-

<Pl
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stantially similar to the enterprise tax in
Japan (hereinafter referred to as 'State or
local tax') on the operation in international
traffic of ships or aircraft referred to in
Article 10 of the Convention (hereinafter
referred to as 'the operation in international
traffic') which is carried on by a resident
of Japan and also there is no requirement to
complete and file a tax return and its
attached materials with regard to such tax,
the Government of Japan will take necessary
measures, on a reciprocal basis, to exempt
the operation in international traffic which
is carried on by a resident of the United
States from.the enterprise tax in Japan,
However, if subsequently any State, county,
or local government in the United States
levied State or local tax on the operation
in fnternational traffic carried on by a
resident of Japan, or required the completion
and filing of a tax return and its attached
materials with regard to such tax, the Govern-
ment of Japan would take necessary measures
to let local authorities of Japan levy the
enterprise tax on the operation in inter-
national traffic carried on by a resident of
the United States on and after the accounting
period which includes the first day of the
accounting period of the aforesaid resident
of Japan as to which State or local tax is
levied,

This agreement shall have effect for
accounting periods to which Article 10 of the
Convention is applicable,

I have further the honor to request Your
Excellency to be good enough to confirm the
foregoing agreement on behalf of Your Excel-
lency's Government,
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I avail myself of this opportunity to renew
to Your Excellency the assurance of my highest
consideration,

Armin H. Meyer

Ambassador Extraordinary and
Plenipotentiary of
the United States of America

His Excellency
Kiichi Aichi
Minister for Foreign Affairs
of Japan
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(U.S. Note)

Tokyo, March 8, 1971

Excellency,

1 have the honor to refer to the Convention
between the United States of America and Japan
for the Avoidance of Double Taxation and the
Prevention of Fiscal Evasion with Respect to
Taxes on Income which was signed today and to
confirm, on behalf of the Government of the
United States of America the following under-
standings reached between the two Governments:

1. With respect to the development of
‘containerization' in the field of inter-
national transportation, the following was
understood without prejudice to the appli-
cable provisions of Article VII of the
'Treaty of Friendship, Commerce and Naviga-
tion between the United States of America
and Japan' signed at Tokyo on April 2, 1953:
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(a) The income, if any, derived by
a resident of a Contracting State engaged
in the operation in international traffic
of ships or aircraft (hereinafter referred
to as the 'international transportation
company') from the use, maintenance, and
lease of containers and related equipment
(including trailers for the inland trans-
port of containers) in connection with the
operation in international traffic of ships
or aircraft described in Article 10 of the
Convention falls within the scope of the
income described in that article and there-
fore is exempt from tax in the other Con-
tracting State.

(b) It is noted that sometimes after
containers, or containers and their trailers,
have been used in international traffic, an
inland transportation company will haul the
containers, or containers and their trailers,
to a container freight station or some other
point where the containers are again packed
with cargo for international traffic by the
international transportation company. It
may be that, in the case where the inland
transportation company has obtained the
right to load freight it is transporting
into the containers, it will pay to the
international transportation company a small
service charge which will only partly offset
the international transportation company's
costs. In some instances, no such charge
will be paid. It was understood that if
the inland transportation company is only
permitted to use the container, or the
container and trailer, on its way to a point
where it can again be used in international
traffic and the service charge, if any,
does not result in a profit to the inter-

R4
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national transportation company, such rental
activity will be considered a part of inter-
national traffic. Accordingly, it was
understood that the revenue which a resident
of a Contracting State engaged in the opera-
tion in international traffic of ships or
aircraft described in Article 10 of the
Convention derives from transactions of the
type described in this paragraph is alsc
exempt from tax in the other Contracting
State.

2. In the course of the discussions
which have led to the conclusion of the
Convention, it is noted that it is often
the case that a person engaged in inter-
national traffic will lease a ship or air-
craft to another person also engaged in
international traffic either on a bareboat
or full basis. It was-agreed that t he
income derived by the lessor from such a
lease is income from international traffic
and, therefore, falls within the scope of
the reciprocal exemption provision of
Article 10 of the Convention.

3. With respect to paragraph (2) of
Article 13 of the Convention, it was under-
stood that a debt obligation would be
treated as indirectly financed by the
Export-Import Bank of Japan in cases where
such Bank provides funds in the form of
export credit, import credit, or investment
credit to a resident of Japan for the pur-
pose of permitting the resident of Japan
to extend credit to a resident of the United
States and the debt obligation represents
such extension of credit to the resident of
the United States. With respect to para-
graph (3) of Article 13 of the Convention,
it was understood that at the present time
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the Export-Import Bank of the United States
is not indirectly financing debt obligations
within the meaning of said paragraph (3).

I have further the honor to request Your
Excellency to be good enough to confirm the
foregoing understandings on behalf of Your
Excellency's Government.

I avail myself of this opportunity to renew
to Your Excellency the assurance of my highest
consideration.

Armin H. Meyer

Ambassador Extraordinary and
Plenipotentiary of
the United States of America

His Excellency

Kiichi Aichi
Minister for Foreign Affairs
of Japan
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