
No. 13326

UNITED STATES OF AMERICA
and 

JAPAN

Convention for the avoidance of double taxation and the 
prevention of fiscal evasion with respect to taxes on 
income (with exchanges of notes). Signed at Tokyo 
on 8 March 1971

Authentic texts: English and Japanese.
Registered by the United States of America on 30 May 1974.

ÉTATS-UNIS D'AMÉRIQUE
et 

JAPON

Convention tendant à éviter la double imposition et à 
prévenir l'évasion fiscale en matière d'impôts sur le 
revenu (avec échanges de notes). Signée à Tokyo le 
8 mars 1971

Textes authentiques : anglais et japonais.
Enregistrée par les États-Unis d'Amérique le 30 mai 1974.



284 United Nations — Treaty Series • Nations Unies— Recueil des Traités 1974

CONVENTION 1 BETWEEN THE UNITED STATES OF AME 
RICA AND JAPAN FOR THE AVOIDANCE OF DOUBLE TA 
XATION AND THE PREVENTION OF FISCAL EVASION 
WITH RESPECT TO TAXES ON INCOME

The United States of America and Japan,
Desiring to conclude a new convention for the avoidance of double taxa 

tion and the prevention of fiscal evasion with respect to taxes on income, 
Have agreed upon the following articles: 
Article 1. (I) The taxes which are the subject of this Convention are:

(a) In the case of the United States, the Federal income taxes imposed by the 
Internal Revenue Code, hereinafter referred to as "United States tax", 
and

(b) In the case of Japan, the income tax and the corporation tax, hereinafter 
referred to as "Japanese tax".
(2) This Convention shall also apply to taxes substantially similar to those 

covered by paragraph (1) of this article which are imposed in addition to, or 
in place of, existing taxes after the date of signature of this Convention.

(3) For the purpose of article 7, this Convention shall also apply to taxes 
of every kind imposed by a Contracting State or a political subdivision or local 
authority thereof. For the purpose of article 26, this Convention shall also 
apply to taxes of every kind imposed by a Contracting State.

Article 2. (1) In this 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 and the District 
of Columbia.

(b) The term "Japan", when used in a geographical sense, means all the 
territory in which the laws relating to Japanese tax are in force.

(c) The term "a Contracting State" or "the other Contracting State" 
means the United States or Japan, as the context requires.

(d) The term "person" means an individual, a corporation, or any other 
body of persons.

(e) (i) The term "United States corporation" means a corporation which 
is created or organized under the laws of the United States or any state thereof 
or the District of Columbia, or any unicorporated entity treated as a United 
States corporation for purposes of United States tax; and

(ii) The term "Japanese corporation" means a juridical person which has 
its head or main office in Japan or any organization without juridical personal 
ity treated for purposes of Japanese tax as a Japanese juridical person.

(/) 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 Japan, the Minister of Finance or his authorized representa 

tive.

1 Came into force on 9 July 1972, i.e. the thirtieth day after the day of the exchange of the instruments 
of ratification, which took place at Washington on 9 June 1972, in accordance with article 28 (1).
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(g) The term "citizen" means:
(i) In the case of the United States, a citizen of the United States, and 
(ii) In the case of Japan, a national of Japan.

(2) As regards th  application of this Convention by a Contracting State, 
any term used in this Convention and 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 this Con 
vention.

Article 3. In this Convention:
(1) The term "resident of Japan" means:

(a) A Japanese corporation, or
(b) Any other person resident in Japan for purposes of Japanese tax.

(2) The term "resident of the United States" means:
(a) A United States corporation, or
(b) Any other person (except a corporation or any entity treated under United 

States law as a corporation) resident in the United States for purposes of 
United States tax, but in the case of an estate or trust only to the extent 
that the income derived by such person is subject to United States tax as 
the income of a resident.
(3) An individual who is a resident of both Contracting States shall be 

deemed to be a resident of that Contracting State in which he maintains his 
permanent home. If he has a permanent home in both Contracting States or 
in neither Contracting State, he shall be deemed to be a resident of that 
Contracting 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 to be a resident of 
that Contracting State in which he has a habitual abode. If he has a habitual 
abode in both Contracting States or in neither Contracting State, he shall be 
deemed to be a resident of that Contracting State of which he is a citizen. If 
he is a citizen of both Contracting States or of neither Contracting State, the 
competent authorities of the Contracting States shall settle the question by 
mutual agreement. An individual who is deemed to be a resident of a Con 
tracting State and not a resident of the other Contracting State by reason of 
the provisions of this paragraph shall be deemed to be a resident only of the 
first-mentioned Contracting State for all purposes of this Convention, including 
article 4.

Article 4. (1) A resident of a Contracting State may be taxed by the other 
Contracting State on any income from sources within that other Contracting 
State and only on such income, subject to any limitations set forth in this 
Convention. For this purpose, the rules set forth in article 6 shall be applied 
to determine the source of income.

(2) The provisions of this Convention shall not be construed to restrict in 
any manner any exclusion, exemption, deduction, credit, or, other allowance 
now or hereafter accorded.
(a) By the laws of a Contracting State in the determination of the tax imposed 

by that Contracting State, or
(b) By any other agreement between the Contracting States.
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(3) Except to the extent provided in paragraph (4) of this article, this 
Convention shall not affect the taxation by a Contracting State of its residents 
(and, in the case of the United States, its citizens).

(4) The provisions of paragraph (3) of this article shall not affect :
(a) The benefits provided under articles 5, 7, 21, and 25; and
(b) The benefits provided under articles 19, 20, and 22, but in the case of 

benefits conferred by the United States only if the person claiming the 
benefits neither is a citizen of, nor has immigrant status in, the United 
States.
(5) There shall be allowed, for purposes of United States tax, in the case 

of a resident of Japan who is not a resident of the United States (other than 
an officer or employee of the Government of Japan or local authority thereof), 
in addition to the deduction for one personal exemption provided in section 
873 of the United States Internal Revenue Code as in effect on the first day 
of December 1968, a deduction for personal exemptions, subject to the condi 
tions prescribed in sections 151 through 154 of the Internal Revenue Code as 
in effect on the said date, for the spouse of the taxpayer and for each child of 
the taxpayer present in the United States and residing with him in the United 
States at any time during the taxable year, but such additional deduction shall 
not exceed that proportion thereof which the taxpayer's gross income from 
sources within the United States which is treated as effectively connected with 
the conduct of a trade or business within the United States within the meaning 
of section 864 (c) of the Internal Revenue Code for the taxpayer's taxable year 
bears to his entire income from all sources for such taxable year.

(6) The United States may impose its personal holding company tax and 
its accumulated earnings tax notwithstanding any provision of this Conven 
tion. However, a Japanese corporation shall be exempt from the United States 
personal holding company tax in any taxable year if all of its stock is owned, 
directly or indirectly, by one or more individuals who are residents of Japan 
(and not citizens of the United States) for that entire year. A Japanese corpor 
ation shall be exempt from the United States accumulated earnings tax in any 
taxable year unless such corporation is engaged in trade or business in the 
United States through a permanent establishment at any time during such 
year.

(7) Where, pursuant to any provision of this Convention, a Contracting 
State reduces the rate of tax on, or exempts from tax, income of a resident of 
the other Contracting State and under the law in force in that other Contract 
ing State the resident is subject to tax by that other Contracting State only on 
that part of such income which is remitted to or received in that other Con 
tracting State, then the reduction or exemption shall apply only to so much of 
such income as is remitted to or received in that other Contracting State.

Article 5. (1) Double taxation of income shall be avoided in the follow 
ing manner:

(a) In accordance with the provisions of the law of the United States, as 
in force from time to time, regarding the allowance of a credit against United 
States tax of tax payable in any country other than the United States, the 
United States shall allow to a citizen or resident of the United States as a credit 
against United States tax the appropriate amount of Japanese tax and, in the 
case of a United States corporation owning at least 10 percent of the voting
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power of a Japanese corporation from which it receives dividends, shall allow 
credit for the appropriate amount of Japanese tax paid by the Japanese cor 
poration paying such dividends with respect to the profits out of which such 
dividends are paid. For the purpose of applying the United States credit in 
relation to taxes paid to Japan, the rules set forth in article 6 shall be applied 
to determine the source of income.

(b) In accordance with the provisions of the laws of Japan, as in force from 
time to time, regarding the allowance of a credit against Japanese tax of tax 
payable in any country other than Japan, Japan shall allow to a resident of 
Japan as a credit against Japanese tax the appropriate amount of United 
States tax and, in the case of a Japanese corporation owning at least 10 percent 
of the voting shares of a United States corporation from which it receives 
dividends, shall allow credit for the appropriate amount of United States tax 
paid by the United States corporation paying such dividends with respect to 
the profits out of which such dividends are paid. For the purpose of applying 
the Japanese credit in relation to taxes paid to the United States, the rules set 
forth m article 6 shall be applied to determine the source of income.

(2) The tax of a Contracting State which shall be credited by the other 
Contracting State in accordance with this article shall include any tax on in 
come or profits imposed by any political subdivision or any local authority of 
the first-mentioned Contracting State.

Article 6. For purposes of this Convention:
(1) Dividends shall be treated as income from sources within a Contract 

ing State only if paid by a corporation of that Contracting State.
(2) Interest shall be treated as income from sources within a Contracting 

State only if paid by that Contracting State, a political subdivision or local 
authority thereof, or by a resident of that Contracting State. Notwithstanding 
the preceding sentence, if the person paying the interest (other than interest 
paid on indebtedness incurred in connection with the purchase of ships or 
aircraft) 
(a) Whether or not such person is a resident of a Contracting State, has a 

permanent establishment in a Contracting State in connection with which 
the indebtedness on which the interest is paid was incurred and such 
interest is borne by such permanent establishment, or

(b) Is a resident of a Contracting State and has a permanent establishment in 
a State other than the Contracting States in connection with which the 
indebtedness on which the interest is paid was incurred and such interest 
is borne by such permanent establishment,

such interest shall be deemed to be from sources within the State in which the
permanent establishment is located.

(3) Royalties for the use of, or the right to use, property (other than ships 
or aircraft) or rights described in paragraph (3) (a) of article 14, and gains to 
the extent that they are contingent on the productivity, use, or disposition of 
such property or rights described in paragraph (3) (b) of article 14, shall be 
treated as income from sources within a Contracting State only if the royalties, 
or the amount realized on the sale, exchange, or other disposition from which 
the gain is derived is paid for the use of, or the right to use. such property or 
rights within that Contracting State.
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(4) Income from real property, including royalties in respect of the oper 
ation of mines or quarries, or the exploitation of any natural resources and 
gains derived from the sale, exchange, or other disposition of such property or 
of the right giving rise to such royalties, shall be treated as income from 
sources within a Contracting State only if such property is situated in that 
Contracting State.

(5) Income from the rental of tangible personal property (other than from 
the rental of ships or aircraft) shall be treated as income from sources within 
a Contracting State only if such property is situated in that Contracting State. 
Income from the rental of ships or aircraft derived by a person not engaged 
in the operation of ships or aircraft in international traffic shall be treated as 
income from sources within a Contracting State only if the lessee is a resident 
of that Contracting State.

(6) Income (other than directors' fees described in paragraph (5) of article 
18) received by an individual for his performance of labor or personal services 
whether as an employee or in an independent capacity shall be treated as 
income from sources within a Contracting State only if such services are per 
formed in that Contracting State. Income from labor or personal services per 
formed aboard ships or aircraft operated by a resident of a Contracting State 
in international traffic shall be treated as income from sources within that 
Contracting State, if rendered by a member of the regular complement of the 
ship or aircraft. For purposes of this paragraph, income from labor or personal 
services includes pensions (as defined in paragraph (2) of article 23) paid in 
respect of such services. Notwithstanding the preceding provisions of this 
paragraph, remuneration described in article 21 shall be treated as income 
from sources within a Contracting State only if paid by, or out of the funds to 
which contributions are made by, that Contracting State or a political subdivi 
sion or local authority thereof. Directors' fees described in paragraph (5) of 
article 18 shall be treated as income from sources within a Contracting State 
only if the corporation of which the individual is a director is a corporation of 
that Contracting State.

(7) Income from the purchase and sale of personal property (other than 
gains defined as royalties in paragraph (3) (b) of article 14) shall be treated as 
income from sources within a Contracting State only if such property is sold 
in that Contracting State.

(8) Notwithstanding paragraphs (1) through (7) of this article, industrial or 
commercial profits which are attributable to a permanent establishment which 
the recipient, being a resident of a Contracting State, has in the other Con 
tracting State, including income derived from real property and natural re 
sources and dividends, interest, royalties (as defined in paragraph (3) of article 
14), and capital gains, but only if the property or rights giving rise to such 
income, dividends, interest, royalties, or capital gains are effectively connected 
with such permanent establishment, shall be treated as income from sources 
within that other Contracting State. To determine whether property or rights 
are effectively connected with a permanent establishment, the factors taken 
into account shall include whether the property or rights are used in or held 
for use in carrying on industrial or commercial activity through such per 
manent establishment, and whether the activities carried on through such per 
manent establishment were a material factor in the realization of the income
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derived from such property or rights. For this purpose, due regard shall be 
given to whether or not such property or rights or such income were accounted 
for through such permanent establishment.

(9) The source of any item of income to which paragraphs (1) through (8) 
of this article are not applicable shall be determined by each of the Contract 
ing States in accordance with its own law.

Article 7. (1) A citizen of a Contracting State who is a resident of the 
other Contracting State shall not be subjected in that other Contracting State 
to more burdensome taxes than a citizen of that other Contracting State who 
is a resident thereof.

(2) A permanent establishment which a resident of a Contracting State has 
in the other Contracting State shall not be subjected in that other Contracting 
State to more burdensome taxes than a resident of that other Contracting State 
carrying on the same activities. This paragraph shall not be construed as oblig 
ing a Contracting State to grant to individual residents of the other Contract 
ing State any personal allowances, reliefs, and deductions for taxation pur 
poses on account of civil status or family responsibilities which it grants to its 
own individual residents.

(3) A corporation of a Contracting State, the capital of which is wholly or 
partly owned or controlled, directly or indirectly, by one or more residents of 
the other Contracting State, shall not be subjected in the first-mentioned Con 
tracting State to any taxation or any requirement connected therewith which 
is other or more burdensome than the taxation and connected requirements to 
which a corporation of the first-mentioned Contracting State carrying on the 
same activities, the capital of which is wholly owned or controlled by one or 
more residents of the first-mentioned Contracting State, is or may be sub 
jected.

Article 8. (1) Industrial or commercial profits of a resident of a Contract 
ing State shall be exempt from tax by the other Contracting State unless such 
resident is engaged in industrial or commercial activity in that other Contract 
ing State through a permanent establishment situated therein. If such resident 
is so engaged, tax may be imposed by that other Contracting State on the 
industrial or commercial profits of such resident but only on so much of such 
profits as are attributable to the permanent establishment.

(2) Where a resident of a Contracting State is engaged in industrial or 
commercial activity in the other Contracting State through a permanent estab 
lishment situated therein, there shall in each Contracting State be attributed 
to the permanent establishment the industrial or commercial profits which 
would be attributable to such permanent establishment if such permanent 
establishment were an independent entity engaged in the same or similar ac 
tivities under the same or similar conditions and dealing wholly independently 
with the resident of which it is a permanent establishment.

(3) In the determination of the industrial or commercial profits of a per 
manent establishment, there shall be allowed as deductions expenses which 
are reasonably connected with such profits, including executive and general 
administrative expenses, whether incurred in the Contracting State in which 
the permanent establishment is situated or elsewhere.
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(4) No profits shall be attributed to a permanent establishment of a re 
sident of a Contracting State in the other Contracting State merely by reason 
of the purchase of goods or merchandise by that permanent establishment, or 
by the resident of which it is a permanent establishment, for the account of 
that resident.

(5) The term "industrial or commercial profits" includes income derived 
from manufacturing, mercantile, insurance, agricultural, fishing, or mining ac 
tivities, from the operation of ships or aircraft, from the furnishing of personal 
services, and from the rental of tangible personal property (other than ships or 
aircraft). Such term also includes income derived from real property and na 
tural resources; dividends, interest, royalties (as defined in paragraph (3) of 
article 14) ; and capital gains but only if the right or property giving rise to 
such income, dividends, interest, royalties, or capital gains is effectively con 
nected with a permanent establishment which the recipient, being a resident 
of a Contracting State, has in the other Contracting State. Such term does not 
include 
(a) Income received by an individual as compensation for his personal ser 

vices either as an employee or in an independent capacity, or
(b) Income derived by a corporation or other entity of a Contracting State 

from sources within the other Contracting State from furnishing personal 
services of an individual who does not or would not qualify for exemption 
under paragraph (2) of article 18 by reason of paragraph (3) thereof.

Article 9. (1) For the purpose of this Convention, the term "permanent 
establishment" means a fixed place of business through which a resident of a 
Contracting State engages in industrial or commercial activity.

(2) The term "fixed place of business" includes but is not limited to:
(a) A branch ;
(b) An office;
(c) A factory;
(d) A workshop ; 
(é) A warehouse ;
(/) A mine, quarry, or other place of extraction of natural resources ; and 
(g) A building site or construction or installation project which exists for more 

than 24 months.
(3) Notwithstanding paragraphs (1) and (2) of this article, a permanent 

establishment shall not include a fixed place of business used only for one or 
more of the following : 
(d) The use of facilities for the purpose of storage, display, or delivery of

goods or merchandise 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 purchase of goods or merchandise, or the collection of information, 

for the resident; or
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(e) Advertising, the supply of information, the conduct of scientific research, 
or 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 Contracting State, other than an agent of an independent status to whom 
paragraph (5) of this article applies, shall be deemed to be a permanent estab 
lishment in the first-mentioned Contracting State, an authority to conclude 
contracts in the name of that resident, unless the exercise of such authority is 
limited to the purchase of goods or merchandise for that resident.

(5) A resident of a Contracting State shall not be deemed to have a per 
manent establishment in the other Contracting State merely because such re 
sident engages in industrial or commercial activity in that 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.

(6) The fact that a resident of a Contracting State is a related person with 
respect to a resident of the other Contracting State or with respect to a person 
who engages in industrial or commercial activity in that other Contracting 
State (whether through a permanent establishment or otherwise) shall not be 
taken into account in determining whether that resident of the first-mentioned 
Contracting State has a permanent establishment in that other Contracting 
State.

Article 10. (1) Notwithstanding article 8 and article 16, income which a 
resident of the United States derives from operation in international traffic of 
ships or aircraft registered in the United States and gains which a resident of 
the United States derives from the sale, exchange, or other disposition of ships 
or aircraft operated in international traffic by such resident and registered in 
the United States shall be exempt from Japanese tax.

(2) Notwithstanding article 8 and article 16, income which a resident of 
Japan derives from the operation in international traffic of ships or aircraft 
which are either registered in Japan or leased by such resident and gains which 
a resident of Japan derives from the sale, exchange, or other disposition of 
ships or aircraft operated in international traffic by such resident and regis 
tered in Japan shall be exempt from United States tax.

Article 11. (1) Where a resident of a Contracting State and any other 
person are related and where such related persons make arrangements or 
impose conditions between themselves which are different from those which 
would be made between independent persons, then any income, deductions, 
credits, or allowances which would, but for those arrangements or conditions, 
have been taken into account in computing the income (or loss) of, or the tax 
payable by, one of such persons, may be allocated and utilized in computing 
the amount of the income subject to tax and the taxes payable by such resident 
of that Contracting State.

(2) A person is related to another person if either person owns or controls 
directly or indirectly the other, or if any third person or persons own or control 
directly or indirectly both. For this purpose, the term "control" includes any 
kind of control, whether or not legally enforceable, and however exercised or 
exercisable.
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Article 12. (1) Dividends 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 dividends derived 
from sources within that Contracting State by a resident of the other Contract 
ing State shall not exceed 
(a) 15 percent of the gross amount actually distributed; or
(b) When the recipient is a corporation, 10 percent of the gross amount actu 

ally distributed if 
(i) During the part of the paying corporation's taxable year which pre 

cedes the date of payment of the dividend and during the whole of its 
prior taxable year (if any), at least 10 percent of the voting shares of 
the paying corporation was owned by the recipient corporation, and 

(ii) Not more than 25 percent of the gross income of the paying corpor 
ation for such prior taxable year (if any) consists of interest or 
dividends (other than interest derived from the conduct of a banking, 
insurance, or financing business and dividends or interest received 
from subsidiary corporations, 50 percent or more of the outstanding 
shares of the voting stock of which is owned by the paying corporation 
at the time such dividends or interest is received).

(3) Paragraph (2) of this article shall not apply if the recipient of the 
dividends, being a resident of a Contracting State, has a permanent establish 
ment in the other Contracting State and the shares with respect to which the 
dividends are paid are effectively connected with such permanent establish 
ment.

Article 13. (1) Interest derived from sources within a Contracting State 
by a resident of the other Contracting State may be taxed by both Contracting 
States.

(2) Notwithstanding paragraph (1) of this article, interest derived from 
sources within the United States by the Bank of Japan or by the Export-Import 
Bank of Japan, or by any resident of Japan with respect to debt obligations 
guaranteed or indirectly financed by either of such banks or with respect to 
debt obligations insured by the Government of Japan pursuant to the Law 
concerning Export Insurance of March 31, 1950 (Law No. 67), shall be exempt 
from United States tax.

(3) Notwithstanding paragraph (1) of this article, interest derived from 
sources within Japan by any Federal Reserve Bank in the United States or by 
the Export-Import Bank of the United States, or by any resident of the United 
States with respect to debt obligations guaranteed or insured or indirectly 
financed by any of such banks, shall be exempt from Japanese tax.

(4) The rate of tax imposed by a Contracting State on interest derived 
from sources within that Contracting State by a resident of the other Contract 
ing State shall not exceed 10 percent.

(5) Paragraphs (2), (3), and (4) of this article shall not apply if the recipi 
ent of the interest, being a resident of a Contracting State, has a permanent 
establishment in the other Contracting State and the indebtedness giving rise 
to the interest is effectively connected with such permanent establishment.
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(6) Where any interest 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 interest 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 Convention where applicable.

(7) The term "interest", as used in this Convention, means income from 
bonds, debentures. Government securities, notes, or other evidences of indebt 
edness, whether or not secured, and whether or not carrying a right to partici 
pate 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 Contracting 
State in which the income 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 Contracting 
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 Contract 
ing State shall not exceed 10 percent.

(3) The term "royalties", as used in this article, means- 
Co) Payment of any kind made as consideration 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 
property or rights, or know-how, or ships or aircraft (but only if the lessor 
is a person not engaged in the operation in international traffic of ships or 
aircraft), and

(b) Gains derived from the sale, exchange, or other disposition of any pro 
perty 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 contingent on the 
productivity, use, or disposition 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 establishment 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 Convention 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 re 
sources and gains derived from the sale, exchange, or other disposition of such 
property or of the right giving rise to such 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 indebted 
ness secured by real property or secured by a right giving rise to royalties in
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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 estab 
lishment, or

(4) The recipient of the gain, being an individual who is a resident of a 
Contracting State 
(a) Maintains a fixed base in the other Contracting State for a period or 

periods aggregating more than 183 days during the taxable year and 
the property giving rise to such gains is effectively connected with 
such fixed bases, or

(b) Is present in the other Contracting State for a period or periods ag 
gregating more than 183 days during the taxable year.

A rticle 17. ( 1 ) Income derived by an individual who is a resident of a 
Contracting State from the performance of personal services in an indepen 
dent capacity may be taxed by that contracting State. Except as provided in 
paragraph (2) of this article, such income shall be exempt from tax by the 
other Contracting State.

(2) Income derived by an individual who is a resident of a Contracting 
State from the performance of personal services in an independent capacity 
in the other Contracting State may be taxed by that other Contracting State, 
if:
(a) The individual is present in that other Contracting State for a period or 

periods aggregating more than 183 days in the taxable year, or
(b) The individual maintains a fixed base in that other Contracting State for 

a period or periods aggregating more than 183 days in the taxable year, 
but only so much of it as is attributable to such fixed base, or

(c) The individual is a public entertainer, such as a theater, motion picture or 
television artist, musician,' or athlete, and the income is derived from his 
personal services as such public entertainer, unless such individual is pre 
sent in that other Contracting State for a period or periods not exceeding 
a total of 90 days during the taxable year and such income does not 
exceed 3,000 United States dollars in the aggregate or its equivalent in 
Japanese yen in the aggregate during the taxable year.
Article 18. (1) Wages, salaries, and similar remuneration derived by an 

individual who is a resident of a Contracting State from labor or personal
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services performed as an employee including remuneration derived by an 
officer or a member of the board of directors of a corporation, may be taxed 
by that Contracting State. Except as provided in paragraph (2) of this article, 
such remuneration derived from sources within the other Contracting State 
may also be taxed by that other Contracting State.

(2) Remuneration of the type described in paragraph (1) of this article 
derived by an individual who is a resident of a Contracting State shall be 
exempt from tax by the other Contracting State if 
(a) He is present in that other Contracting 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 establishment is situ 
ated 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 remu 
neration 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 
Contracting 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 sub 
stantial owner of the employer if the employer is a corporation or other entity 
and such individual 
(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 em 
ployee aboard ships or aircraft operated by a resident of a Contracting State 
in international traffic shall be exempt 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 direc 
tor's fee derived by an individual resident of a Contracting State in his ca 
pacity 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.
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Article 19. (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 receiving the invitation referred to below, 

exempt 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 university or other accredited educational institution situated in that 
other Contracting 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 teach 
ing 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. (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 institution in that

other Contracting State, or
(ii) Securing training required to qualify him to practice a profession or pro 

fessional specialty, or
(iii) Studying or doing research as a recipient of a grant, allowance, or award 

from a governmental, religious, charitable, scientific, literary, or educa 
tional 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 Contract 
ing State.

(b) The amounts referred to in subparagraph (a) of this paragraph are  
(i) Gifts from abroad for the purpose of his maintenance, education, study,

research, or training; 
(ii) The grant, allowance, or award; and 
(iii) Income from personal services performed in that other Contracting State

in an aggregate amount not in excess of 2,000 United States dollars or its
equivalent in Japanese yen for any taxable year.
(2) An individual who is a resident of a Contracting State at the begining 

of his visit to the other Contracting State and who is temporarily present in 
that other Contracting State as an employee of, or under contract 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
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(b) Studying at a university or other accredited educational institution in that
other Contracting State,

shall be exempt from tax by that other Contracting 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 equivalent 
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 Contracting State for a period not exceeding one year, as a partici 
pant 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 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 remuneration, including pen 
sions 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 performed for the United States or for any 
of its political subdivisions or local authorities in the discharge of governmen 
tal 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 resi 
dence.

(2) Wages, salaries, and similar remuneration, including pensions or simi 
lar 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.

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 reasonably or customarily 
required to effectuate the purpose of the visit, but in no case shall any in 
dividual have the benefits provided therein for more than a total of five tax 
able 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 be taxable 
only in that Contracting State.

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

(3) The term "annuities", as used in this article, includes a stated sum paid 
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 (other than services rendered).

Article 24. Nothing in this Convention shall affect the fiscal privileges of 
diplomatic and consular 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 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 resident's claim be considered to have merit by the com 
petent 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 taxation contrary to the 
provisions of this Convention.

(2) The competent authorities of the Contracting States shall endeavor to 
resolve by mutual agreement any difficulties or doubts arising as to the inter 
pretation or application of this Convention. In 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 be 
tween a resident of a Contracting State and any related person ;

(c) To the same determination of the source of particular items of income ; or
(d) To the same meaning of any term used in this Convention.

(3) The competent authorities of the Contracting States may communicate 
with each other directly for the purpose of reaching an agreement 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 Contracting States shall 
exchange such information 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, collec 
tion, 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 Contracting State the obligation-
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(a) To carry out administrative measures at variance with the laws or the 
administrative 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 Contracting State; or

(c) To supply information which would disclose any trade, business, indus 
trial, 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 fur 
nished on a routine basis.

(4) The competent authorities of the Contracting States shall notify each 
other of any amendments of the laws relating to the taxes referred to in para 
graph (1) of article 1 and of the adoption of any taxes referred to in paragraph 
(2) of article 1 by transmitting the texts of any amendments or new statutes at 
least once a year.

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

Article 27. (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 competent 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 construed so as to impose upon a 
Contracting State the obligation to carry out administrative 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 ratifi 
cation 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. Its 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 January 
1 of the year next following the year in which this Convention 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 force; and
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(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 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 signed at Washington, D.C. on April 16, 1954,' 
modified and supplemented by the Protocols signed at Tokyo on May 7, I960,- 
and August 14, 1962, 3 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 giving to the other Contracting State notice of termination at least six 
months before the end of any calendar year through diplomatic channels. In 
such event, this Convention shall cease to have effect: 
(1) In the case of Japan 

For income derived during any taxable year beginning on or after January 
1 of the year next following the year in which the notice of termination is 
given; and 
(2) 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 following the year in which the notice of 
termination is given.

IN WITNESS WHEREOF, the undersigned, duly authorized thereto, have signed 
this Convention.

DONE at Tokyo, in duplicate, in the English and Japanese languages, the 
two texts having equal authenticity, this eighth day of March, 1971.

For the United States of America: 

[Signed—Signé] 4

For Japan:

[Signed— Signé] 5

1 United Nations, Treaty Series, vol. 238, p. 39.
2 Ibid., vol. 530, p. 339.
'Ibid, vol. 546, p. 296.
"Signed by Armin H. Meyer   Sign  par Armin H. Meyer.
! Signed by Kiichi Aichi   Sign  par Kiichi Aichi.
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EXCHANGES OF NOTES 

I a

Tokyo, March 8, 1971

No. 98

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 agreement 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 substantially 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 require 
ment 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 car 
ried 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 international 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 Government 
of Japan would take necessary measures to let local authorities of Japan levy 
the enterprise tax on the operation in international traffic carried on by a 
resident of the United States on and after the accounting period which in 
cludes 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 Excellency's Government.

I avail myself of this opportunity to renew to Your Excellency the assur 
ance 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 
Tokyo
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[TRANSLATION '   TRADUCTION 2 ] 

MINISTRY OF FOREIGN AFFAIRS

Tokyo, March 8, 1971

The Minister for Foreign Affairs presents his compliments and has the 
honor of confirming receipt of the following note :

[See note I a]

The Minister for Foreign Affairs has the honor to confirm the above 
understanding on behalf of the Government of Japan.

KIICHI AICHI 
Minister for Foreign Affairs, Japan

Ambassador Extraordinary and Plenipotentiary 
of the United States of America 
Armin H. Meyer

No. 99

I b
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 understandings 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 Navigation 
between Japan and the United States of America" signed at Tokyo on April 2, 1953: 3

(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 con 
tainers and related equipment (including trailers for the inland transport 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 therefore is exempt from tax in the other Contracting 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

1 Translation supplied by the Government of the United States of America.
2 Traduction fournie par le Gouvernement des Etats-Unis d'Am rique. 
5 United Nations, Treaty Series, vol. 206, p. 143.
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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 international transportation 
company, such rental activity will be considered a part of international traffic. Accord 
ingly, it was understood that the revenue which a resident of a Contracting State 
engaged in the operation 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 also exempt from tax in the other Contracting State.

2. In the course of the discussions which have led to the conclusion of the Conven 
tion, it is noted that it is often the case that a person engaged in international traffic 
will lease a ship or aircraft to another person also engaged in international traffic either 
on a bareboat or full basis. It was agreed that the 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 understood 
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 purpose of permitting 
the resident of Japan to extend credit to a resident of United States and the debt 
obligation represents such extension of credit to the resident of the United States. With 
respect to paragraph (3) of article 13 of the Convention it was understood that at the 
present time 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 Govern 
ment.

I avail myself of this opportunity to renew to Your Excellency the assur 
ance 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 
Tokyo
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[TRANSLATION 1    TRADUCTION'] 

MINISTRY OF FOREIGN AFFAIRS
Tokyo, March 8, 1971

The Minister for Foreign Affairs presents his compliments and has the 
honor of confirming receipt of the following note:

[See note I b]

The Minister for Foreign Affairs has the honor to confirm the above 
understanding on behalf of the Government of Japan.

KIICHI AICHI 
Minister for Foreign Affairs, Japan

Ambassador Extraordinary and Plenipotentiary
of the United States of America 

Armin H. Meyer

1 Translation supplied by the Government of the United States of America. 
: Traduction fournie par le Gouvernement des Etats-Unis d'Am rique,
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