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PART I : SECTION (I) — GENERAL
Go?crnment Notifications

.THE INLAND REVENUE ACT, No. 38 OF 2000

Notice

i

1I‘ is hereby notified under Section 92(1)(b) of the Inland Revenue Act, No. 38 of 2000 the Protocol for affording relief from

douhle taxation and for the prevention of fiscal evasion with respect to taxes on income, entered into on 20.09.2002 between the
overnment of the Democratic Socialist Republic of Sri Lanka and the Government of the United States of America and set out

;0 the schedule hereto, has been approved by Parliament by resolution passed on 19th June, 2003.

1. CHARITHA RATWATTE,
Secretary.

it b

Ministry of Finance,

" I Colombo0l,

{ 16th July, 2003.

v 1 PROTOCOL AMENDING THE CONVENTION BETWEEN THE GOVERNMENT OF THE DEMOCRATIC SOCIALIST .

REPUBLIC OF SRILANKA AND THE GOVERNMENT OF 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 COLOMBO MARCH 14, 1985

The Government of The Demaocratic ’Snclaha: Republic of Sri Lanka and the Government of the United States of
2 America, desiring to conclude a Protocol to amend the Convention for the Avoidance of Double Taxation and the Prevention
; of Fiscal Evasion with Respect to Taxes on Income signed at Colombo on March 14, 1985 (hereinafter referred to as “the

- ! Convention™), have agreed as follows :

9 —G 002934 S ' 1A



2A I@mac: () ecigen - @ EetD) SROMIBIGD m@)cjaja dndded g5 Bema oD oges - 2003.07.21
© . Parrl:Sic. (1) - GAZETTE EXTRAORDINARY OF THE DEMOCRATIC SOCIALIST REPUBLIC OF SRI LANKA — 21.07.2003

ARTlCLEI S Doar e

Paragraph 3of Artlcle 1 (Personal Scope) of the Convention shall be dcleted and replaced with the fo!lowlng

“3 Notwnhstandmg any provision of the Convention except paragraph 4 of this Ar‘uulc a Ccmractmg State
,,may tax:ts residents (as determined under Article 4 (Resident), and by reason of citizenship may tax its citizens, as
(if the Convention had not come into efféct. For this purpose, the term “citizen” shall include a former citizen or
. long-term resident whose loss of such status had as one of its principal purposes the avoidance of tax (as defined

under the laws of the Contracting State of which the person was a citizen or lung -term resident), bul only for a
period of 10 yedrs fu]lowmg such loss”.

A new paragraph 5 shall be adde:d to Article 1 (Personal Scope) of the Convention as follows :

5 N_olwithstanding the provisions of subparagraph 2(b) : s

(a) the provisions of Article 26 (Mutual Agreement Procedure) of this Convention exclusively shall apply to
any dispute concerning whether a measure is within the scope of this Convenuon and the procedures under this
-Convention exclusively shall apply to that d:spulc and

(b) unless the competent authorntlcs determine that a taxation measure is not within the scope of this Convention,
the non-discrimination obligations of this Convention exclusively shall apply with respect to that measure, except for
such national treatment or most-favoured-nation obligations as may apply to trade in goods under the General
Agreement on Tariffs and Trade. No national treatment or most-favoured-nation obli igation under any other agreement
shall apply with respect to that measure.

(c) for the purpose of this paraoraph a“measure” is a law, reoul.;.llon rule, proccdurc decision, administrative.
Aaction, or any similar provision or action.”

ArmicLe IT

Subpamgmph (b) of paragraph 2 of Article 2 (Taxes Covcred) of the Convention'shall be deleted and replaced by the
followmv

“(b) In the United States : the Federal income taxes imposed by the Internal Revenue Code of 1986, but
excluding the accumulated earning tax, the personal holding company tax, and social sccurity taxes (hereinafter

referred to as “Umtcd States Tax").” -
ArmicLe ]Il

Subpmaora ph (f) of paragraph 1 of Article 3 (General Definitions) of the Convention shall be deleted and replaced by
the following : .

“(f) the terms “enterprise of a Contracting State” and “enterprise of the other Contracting State” mean

respeclwely an enterprise carried on by a resident of a Contracting State, and an enterprise carried on by a resident

+ of the other Contracting State ; the terms also include an enterprise carried on by a resident of a Contractmo State
throuuh an entity that is treated as ﬁqcall y transparent in that Conlrac{mg State ;"

The I‘o]lowing new subparagraph () shall be added to paragraph [ of Article 3 (General Definitions) of the Convention:

-+ (j) the term “qualified governmental entity” means : .

(i) any person or body of persons that constitutes a governing body of a Contracting State, or of a
political subdivision or local authority of a Contracting State ;
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(i) 2 person that is wholly owned, directly or indirectly. -~ a Contracting State or a political subdivision
or local authority of a Contracting State, provided (A)-it i >rganised under the laws of the Contracrting
State, (B) its earnings are credited 10 its own account with no portion of its income inuring to the benefit of
any private person, and (C) its assets vest in the Contracting State, political subdivision or local authority
upon dissolution ; or

(iii) a pension trust or fund of a person described in subparagraphs (i) or (i) that is constituted and
operated exclusively to administer or provide pension benefits described in Article 19 (Pensions, Social
Security, and Child Support Payments) ;

provided thatan entity described in subparagraphs (ii) or (iii) does not carry on commercial activities.”
Paragraph 2 of Article 3 (General Definitions) of the Convention shall be deleted and replaced by the following :
“2. As regards the application of the Convention at any time by a Coﬁrracting State, any term not defined therein
shall, unless the context otherwise requires, or the competent authorities agree to acommon meaning pursuant to the
provisions of Article 26 (Mutual Agreement Procedure), have the meaning which it has at that time under the laws of
~ that State for the purposes of the taxes to which the Convention applies. For the purposes of this paragraph, the
meaning given to any term under the laws of that State relating to the taxes to which the Convenuon applies shall
prevail over any meaning given to that term under any other laws of that State.”
ArticLEIV
Subparagraph (b) of paragraph 1 of Article 4 (Resident) shall be deleted aﬁd'rep!aced by the followiné 5 .
. “(b) an item of income, profit or gain derived through an entity that is fiscally iranspalem under the laws of
either Contracting State shall be considered to be derived by a resident of a State to the extent that the item is
treated for purposes of the taxation law of such Contracting State as'the income, pmf itor gau-l of a resndenl "

The I'ollowmg new Subpaxagraphs (¢) and (d) shall be added to paragraph 1 of Article 4 (Restdent)

“(c) In the case of the United States, a legal person organised under the laws of the United States and that is
generally exempt from tax in that State and is established and maintained in that State either ;

(l] exclusively for a religious, charitable, educational, scientific, or other similar purpose, o
(u) o pmvnde pensmns or other sm‘nlar benefits to crnployees pursuant to a plan
is 10 be treated for purpoqes of lhls paragraph as a resident of the Umted States and
(1.!) aqualified government entity is to be treated as a resident of the Contracting State where it is established.” :
| | ArmicLe V
A new paragraph 8 shall be .added to Article 7 (Business Profits) of the Convention as -follo;\fs H
“8 Inapplying paragraphs 1 and 2 of this Anticle, paragraph 4 of Article 10 (Dividends), paragraphs 5 of Article
11 (Interest), paragraph 5 of Article 12 (Royalties), paragraph 3 of Article 13 (Capital Gains) and Article 15
(Independent Personal Services), any income or gain attributable to a per blisk or fixed base

during its existence is taxable in the 'Contmcting State where such permanent establishment or fixed base is

.snumcd even if payments are deferred and received after the permanent establlshmcnl or fixed base has ceased to
exist.,”
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ART[CLE VI

Paragraph 5 of Article 8 (Shipping and Air Transpcrt) of the Convention shall be deleted and rcplaced with the -
following -

. “5 Profits of an enterprise of a Contracting State from the use, maintenance, or rental of containers (including
v 0~ trailers, barges, and related equipment for the transport of containers) used for the transport in international traffic -
of goods or merchandise shall be 1axablc only in that State™.

Parauraph 6 of Article 8 (Sh1ppmg and Air Transport) ol‘ the Cunvemmn shall be deleted and rcplaced with r.he
following :

~ 6 For purposes of determining the maximum tax which may be imposed by a Contraclmg State under paragraphs B
2 and 4, the followmg rules shall apply : ;

(a) the tax which may be imposed by the other Contracting State under paragraph 2 shall not exceed the

« lesser of the tax which may be imposed under the provisions of that paragraph and the lowest rate of Sri Lanka
tax that may be imposed on the profits of the same kind derived under similar circumstances by a residentofa ;

- third State. For purposes of this subparagraph, if Sri Lanka imposes an additional amount of tax which is not
- covered by this Convention in place of the income tax on an enlcrpnse resident in a third State, the amoum of -
such additional tax shall be treated as Sri Lanka tax ; and

(b) the tax which may be imposed by the other Contracting State under paragraph 4 shall not exceed the
lesser of the tax which may be imposed under the provisions of that paragraphs and lhc lowest Sri Lanka tax
. burden on such income derived by a resident of any third State.

For purposes of this paragraph, Sri Lanka tax imposed on a resident of a third State shall not include tax imposed by -
"o SriLanka under special provisions of its statutory law, in effect on the date of signature of this Convention, on income
of the kind dealt with in this Article, which special provisions are applicable cml;.r to income dcrwbd by the Government
orbya GDvemmenl Agcncy of a third State”.

Armicie VII
" "The following shall be added at the end of paragraph 2 of Article 10 (Dividends) of the Convention : -

“In the case of dividends paid by a United States Real Estate Investment Trust (REIT), the tax rate limitation in lhe
prOCEdln" sentence shall apply instead of the rate of tax applicable under domestic law only if :

{a) the beneficial owner of the dividends is an Lndwldual hoid_mg a less than 10 per cent interest in the REIT ;

(b) the dividends are paid with respect to a class of stock that is publicly traded and the beneficial owner of the "
dividends is a person holding an interest of no more than 5 percent in any class of the REIT’s stock ; or

(c) the beneficial owner of the dividends is a person that beneficially holds an interest of [0 percent or less in
the REIT and the value of no single i interest in r!:al property owned by the REIT exceeds 10 pcrcem of the vaiucol’
the REIT"s total |n:eresls

Paragraph 3 of Article 10 (Dividéndls) of the Convention shall be deleted and replaced with the follt)\.;-'ing :

“3 The term “dividends™ as used in this Article means income from shares, mining shares, founders’ shares,
or other rights, not being debi-claims, participating in profits, as well as income from other corporate rights which
"is subjected to the same taxation treatment as income from shares by the taxation laws of the State of which the
company making the distribution is a resident ; and income from arrangements, including debt obligations, -
_carrying the right to pamcnpatc in profits, to the extent so characterized undcr the laws of the Contracting State in

which the income arises. .
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Arncie VIIT
Paragraph 4 of Article 11 (Interest) of the Convention shall be deleted and replaced with the following :

“4. The term “interest” as used in this Convention means income from Government securities, bonds or
debentures, whether or not secured by mortgage, and whether or not carrying a right to participate in profits, and
debt-claims of every kind as well as all other income assimilated to income from money lent by the taxation laws of

- the State in which the income arises, including an excess inclusion with respect to a residual interest in areal estate
mortgage investment conduit. Penalty charges for late payment shall not be regarded as interest for purposes of
this Convention. The term “interest” also does not include income dealt with under Article 10 (Dividends).”

Paragraph 5 of Article 11 (Interest of the Convention shall be deleted and re.plncéd with the following :
“5. The provisions of paragraphs 2 and 3 shall not apply :

(a) if the beneficial dwne; of the interest, being a resident of a Contracting State, carries on business inthe
other Contracting State in which the interest arises through a permanent establishment situated therein, or
performs in that other State independent personal services from a fixed base situated therein, and the debt-
claim in respect of which such interest is paid is effectively connected with such permanent establishment or
fixed base ; in such case, the provisions of Article 7 (Business Profits) or Article 15 (Independenl Perscmal
Services), as the case may be, shall apply B

- (b) to an excess inclusion with respect to a residual interest in a real estate mortgage investment conduit;
“such an interest may be taxed in the Contracting State in which the excess mr:lusnon arises according to the laws
of that Statc. or

S(c) tointerest thatis comingcﬁl interest of a type that does not qualify as portfolio interest under United
States law, and to équivalent amounts under the law of Sri Lanka ; if the beneficial owner is a resident of the
other Contracting State, such interest may be taxed in the Contracting State in which it arises, but the tax so
charged shall not exceed 15 percent of the gross amount of the interest.” '

Paragraph 6 of Article 11 (Interest) of the Convention shall be deleted and replaced with the following :
“6 Interest shall be deemed to arise in a Cnnlmcling'SIgle when the payer is that State itself, a political or
administrative subdivision, a local authority or a resident of that State. Where, however, the person paying the
interest, whether he is a resident of a Contracting State or not, has in a Contracting State a permanent establishment
or a fixed base or a trade or business subject to tax in that State on a net basis under Article 6 (Income from
Immovable Property (Real Property) or Paragraph | of Article 13 (Capital Gains), and such interest is borne by such
permanent establishment, fixed base, or trade or business, then such interest shall be deemed to arise in the. State
in which the permanent establishment, fixed base, or trade or business is sﬂmted
ArmicLe IX : . §
The following new Article shall be added as Article 12A (Branch Tax) of the Convention :
“Armicis 12A

BRANCH TAX

1. A company that is a resident of a Contracting State may be subject in the other Contracting State to a tax
in addition to the tax chargeable under the other provisions of this Convention.
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2. Such tax, however, may be imposed only on

_ (a) inthe case of the United States :

(i) the portion of the business profits of the corporation attributable to a per establish in the
United States and the portion of the income that is subject to tax in the United States on a net basis under Article -
6 (Income from Immovable Property (Real Property)) or Article 13 (Capital Gains) that represents the dmdcnd
equivalent amount of such profits or income ; and

(i) the excess, if any, of interest allocable to the business profits of the corporation that are subject to tax in *
the United States and attributable to a permanent establishment in the United States or to the income subjecttotax .
in the United States on a net basis under Article 6 (Income from Immovable Property) (Real Property) ) or Article .
13 (Capital Gains) of this Convention over the interest paid by the permanent establishment or by the tmde or
business in the United States under Article 6 or 13.

. .(b) inthe case of Syi Lanka :

- (i) the portion of the business profits of the corporation attributable to a per tablish in Sri ©
‘Lanka and the portion of the income that is subject to tax in Sri Lanka on a net basis under Article 6 (Income from * .
Immovable Property (Real Propcrty) )or Article 13 (Capital Gains) that represents the dividend equivalent amount -
of such profits or income ; and .

(ii) the excess, if any, of interest nllocn ble to the business profits of the corporation that are subject totaxin -

Sri Lanka and attributableto a perman establist in Sri Lanka or to the income subject to tax in Sri Lankaon

anet basis under Article 6 (Income from Immovab!c Property (Real Property) ) or Article 13 (Capital Gains) of this -

* Convention over the interest paid by the permanent establishment or by the trade or business in Sri Lanka under
ArticleGor13.

3. The taxes described in paragmph 2 of this Article shall not be imposed at a rate exceeding

* (a) the rate specified in paragraphs 2 of .i\:mle 10 (Dividends) for the tax dcscrlbed in subparagrnphs (a) (1) i
. and (b) (i) of paragraph 2 of this Article ; and .

(b) the rate specified in paragraph 2 of Article1 1 (Interest) for the tax dcscrlbcd in subparagraphs (a) (u}and
~ (b) (i) of p:lranraph 2 of this Article.”

Armicre X
Paragraph 4 of Article 13 (Capital Gains) of the Convention shall be deleted and replaced with 1hc'l.'c|l]owing :

. “4, Gains derived B)' an enterprisc of a Contracting State from the alienation of ships, aircraft, or containers
operated or used in international traffic or movable property pertaining w the operation or use of such ships, *
aircraft, or containers shall be taxable only in lhnl State.”

Armicre XI
Paragraph I of Article 16 (Dependent Personal Services) shall be deleted and repIaccq with the following :

“1. Subject to the provisions of Articles 18 (Artistes a.nd Athletes), 19 (Pensions, Social Security, and Child
Support Payments) and 20 (Governament Service), salaries, wages and other remuneration derived by a residentof
a Contracting State in respect of an employment shall be taxable only in that State unless the employment is

exercised in the other Contracting State. If the employment is so exercised, such rcmuncrauon as is derived
therefrom may be taxed in that other State.” :
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AKI‘ICJ_I: X
Article 17 (Directors’ Fees) shall be deleted and replaced by the following :
“Directors” fees and other compensation derived by a resident of a Contracting State for services rendered
in the other Contracting State as a member of the board of directors of a company that is a resident of the other
Contracting State may be taxed in that other Contracting State.” . :

. ArnicLe XIIT

Paraﬂraph 2 of Article 19 (Pensions, Social Se.cunty and Child Support Payments) shall be deIeted and replﬂced by

“2. Notwithstanding the picvisions of paragraph 1, pensions paid and other payments made under a public
scheme that is part of the social security system of a Contracting State shall, notwithstanding the provisions of
Article 20 (Government Service), be taxable only in that State.”

ArmicLE XTIV

The second sentence of Article 20 (Govcrnment Service) of the Convcntlon shall be deleted and replaced with the

“However, the provisions of Articles 15 (Independent Personal Services), 16 (Dependent Personal Services), 18
(Artistes and Athletes), or 19 (Pensions, Social Security, and Child Support Payments), as the case may be, shall
apply, and the preceding sentence shall not apply, to remuneration paid in respect of services rendered in connection
with a business carried on by a Contracting State or political subdivision or local authority thereof.” -

ArmicLE XV
Article 23 (Limitation on Benefits) of the Convention shall be deleted and replaced by the fr)liclwin g :

“I. A resident of a Contracting State sh 1II be entitled to benefits otherwise accorded to rcsndcnm of a Contrnum g
State by this Convention only to the extent provided in this Article.

2. A resident of a Contracting State shall be entitled to all the benefits of this Convention if the resident is :

(2) anindividual ;
(b) aqualified govcmme.nm[ entity ;
l’c) acompany, if.

(i) all the shares in the claqs or classes of shares representing more than 50 percent of the votmg power
and value of the company are regularly traded on a recognized stock exchange, or )

(i1) at least 50 percent of each class of shares in the company is owned directly or indirectly by companies
entitled to benefits under clause (i), provided that in the case of indirect ownership, each mtermedmte owner
is a person entitled to benefits of the Convention under this paragraph ; S

(d) a person described in subparagraph I (c) (i) of Article 4 (Resident) ;

(e) aperson described in subparagraph 1(c) (ii) of Article 4 (Resident), provided that more than 50 percent
of the person’s beneficiaries, members or participants are individuals resident in either Contracting State ; or

() a person other than an individual, if : : .
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(i) Onat least half the days of the taxable year persons described in subparagraphs (a), (b), (¢), (d) or (¢) own,
directly or indirectly (through a chain of ownership in which cach person is entitled to benefits of the Convention
under this paragraph), at least 50 percent of each class of shares or other beneficial interests in the person ; and

(ii) less than 50 percent of the person’s gross income for the taxable year is paid or accrued, directly or

indirectly, to persons who are not residents of either Contracting State (unless the payment is attributable toa

" permanent establishment situated in either State), in the form of payments that are dcductlble, for income tax
purposes in the | permn s State of residence. .

3. (a) A resident of a Contracting State not otherwise entitled to benefits shall be cnnllcd to the benefits of this
Convention with respect to an item of income derived from the other State, if :

(i) the rcsrdcnt is engancd in the active conduct of a trade or business in the first mentioned State

‘
(i) the income is oonneclod with or incidental to the trade or busmcss and

(iii) the trade or business is substantial in relation to the activity in the other State generating the income.

* (b) For purposes of this paragraph, the business of making or managing investments will not be considered an
©+ active trade or business unless the activity is banking, insurance or securities activity conducted by a bank, insurance
company or registered securitics dealer. -

(¢) Whether a trade or business is substantial for purposes of this paragraph will be determined based on all the
. facts and circumstances. In any case, however, a trade or business will be deemed substantial if, for the preceding
- taxable year, or for the average of the three preceding taxable years, the asset value, the gross income, and the payroll -
© expense that are related to the trade or business in the first-mentioned State equal at least 7.5 percent of the resident’s
(and any related parties’) proportionate share of the asset value, gross income and payroll expense, respectivley, that
- arerelated to the activity that generated the income in the other State, and the average of the three ratios exceeds 10
percent.

(d) Income is derived in connection with a trade or business if the acti vity in the other State generating the income’
-+ is aline of business that forms a part of or is complementary to the trade or business. Income is lnmdema! 1o a trade
or business if it facilitates the conduct of the trade or business in the other State.

. 4. Aresident of a Contracting State not Dlhcrwisc entitled to benefits may be granted benefits of the Convention if the
competent authority of the State from which benefits are claimed so determines.

.+ 5. For purposes of this Article lhe term “‘recognized stock exchange” means :

(a) the NASDAQ System owned by the National Association of Sec umu::s Dealers, Inc. and any stock exchange
_registered with the U. S. Securities and Exchange Commission as a national securities exchange under lhq u.S.
securities Exchange Actof 1934 ;and -

(b) the Colombo Stock Exchange ; and
(c) any other stock exchange agreed upon by the cuu.apclcm authorities of the Conlracliﬁg States.”

ARTICLE XVI
l Paragraph 4 of Article '.’.4‘ {Relief from Double Taxation) of the Convention shall bc deleted and replaced with the
“following :

. 4. For purposes of allowing relicf from double taxation pursuant to this Article, and subject to the limitations .
of the domestic laws of either Contracting State, income derived by a resident of a Cn_ ntracting State which may be
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-taxed in the other Comracting State in accordance with this Convention (other than solely by reason of citizenship
in accordance with paragraph 3 of Article 1 (personal Scope) shall be deemed to arise in that other State.” - ..

ArTICLE X VI

) Paragraph 5 of Article 25 ( Non -discrimination) of the Convention shall be renu mbcred as paragraph 6and a,
new paragraph 5 shall be added as follows : .

5 Nothing in this Article shall be construed as preventing clthcr Contracting State from imposing Ihc tax
described in Article 12A (Branch Tax).”

ArmicLe XVIIT
Paragraph 2 of Article 26 (Mutual AgreJcm::m Pmcad ure) shall be deleted and replaced by the followiné :

“2. The competent authority shall endeavour, if the objection appears to it to be justified and if it is not itself
able to arrive at a satisfactory solution, to resolve the case by mutual agreement with the competent authority of
the other Contracting State, with a view to the avoidance of taxation which is not in accordance with the Convention.
Any agreement reached shall be implemented notwithstanding any time limits or olher pmcedural Ilmltauons inthe
domestic law of the Contracting States.” . : :

Armicee XIX

This Protocol shall be subject to ratification in accordance with the applicable procedures of each Contracting
State and instruments of ratification shall be exchanged at Colombo as soon as possible. The Protocol shall enter
into force upon the exchange of instruments of ratification, and shall have effect in acoordance with Article 29
(Entry into Force) of the Convention.

IN WITNESS WHEREOF the undersigned, duly authorized thereto by their respective Governments, have
stgned this protocol.

~ " Done at Washington this 20th day of September, 2002 in duplicate, in English. A Sinhalese"lnngua'g'e textshall be
prepared which shall be considered equally zmthennc upon an exchange of dlplomatlc notes confirming its conformity w1th the
English Language text.

MiLinoa MORAGODA, " CurisiNa B. ROOC;\,

" FOR THE GOVERNMENT OF THE H)RTHEGOV'ERNN[EI\FI‘OF
" DEMOCRATIC SOCIALIST REPUBLIC OF SRILANKA. THE UNITED STATES OF AMERICA.
. DEPARTMENT OF STATE
WASHINGTON
September 20, 2002,
His Excellency, ' :

The Honourable Milinda Moragoda,
Minister of Economic Reform, Science and Technology. .

Excellency:

T have the honour to refer to the Protocol Amending the Convention between the Government of the United States of
America and the Government of the Democratic Socialist Republic of Sri Lanka for the Avoidance of Double Taxation and the
Prevention of Fiscal Evasion with Respect to Taxes on Income, Signed at Colombo March 14, 1985, which has been signed
today. In connection with the Protocol, the following understanding was reached between our two Governments :

10— G 002934
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titadi e ?Wxth-resbcct to Article 8 (Shipping and Air Transport), it is understood that Sri Lanka shall exempt from tay,the profits

" of an enterprise of the United States from sources within Sri Lanka from the operation in international traffic of ships for aslong -

as there remains in force Article 8 of the Convention between the Government of the Democratic Socialist Republic of Sri Lanka

and the Government of the United Kingdom of Great Britain and Northern Ireland for the Avoidance of Double Taxation and the, .

Prevention of Fiscal Evasion with Respect to Taxes on Income and Capital Gains, signed at London on June 21, 1979 ; Article
8 of the'Convenition between the Government of the Polish People’s Republic and the Government of the Democratic Socialist
Republic of Sri Lanka for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with Respect to Taxes on
Income and Capital, signed at Colombo on April 25, 1980 or any prov151or1 granlmg the same lreatment as accorded under
aforesaid provxsmns to a resident of  third State. : .

. With respect to Article 27 (Exchange of Information), it is understood that the powers of each Contracting State’s
competent authority to obtain information include powers to obtain information held by financial institutions, nominees or.

persons acting in an agency or fiduciary capacity (not including information that would reveal confidential communications -

between a cliént and an attorney, where the client seeks legal advice), und information relating to the ownership of legal

persons, and that each Contractmg Smc 5 competent authonues are able o cxchange such mformauon in accordance with.

the Article. "
1t

‘agreement bctwccn the two Governments in this matter, which shall enter into force on the same date as the Protocoi

For the Secretary of State :
Christina B. Rocca.

DIPLOMATICNOTE ) e

Her Excellency,
The Honourdble Christina B. Rocea, = * "%
Assistant secretary of State for South Asia,

United States Department of State.

Excellency,

Thave the honour o ackhowledgo receipt of your note of September 20, 2002 which r_eads as follows - 5’.: :

] “I have thc honour to rcfer to the Protocol Amending the Convention between the Governme.nt of the United States’
of ﬁmenca and the Government of the Democratic Socialist Republic of Sri Lanka for the Avoidance of Double Taxation and the

Prevention of Fiscal Evasion with Respect to Taxes on Income, Signed at Colombo March 14, 1985, which has been signed.

today. In connection with this Protocol, lhe following understanding was reached between our two Govcrnm_ems o

With respecl to Article 8 (Shipping and Air Transport), it is understood that Sri Lanka shall exempt from tax the proﬁls
- ofan enterprise of the United States from sources within Sri Lanka from the operation in international traffic of ships for as long
as there remains in force Article 8 of the Convention between the Government of the Democratic Soclahsl Republic of Sti Lanka

and the Government of the United Kingdom of Great Britain and Northern Ireland for the Avoidance of Double Taxation arid thc -
- Prevention of Fiscal Evasion with Respect to Taxes on Income and Capital Gains, signed at London on June 21, 19?9 Articled

8 of the Convention between the Government of the Polish People’s Republic and the Government of the Demogcrati¢ Socialist

Republic.of Sri Lanka for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with Respect to Taxes ong

" Income and Capital, signed at Colombo on April 25, 1980 ; or any provision ,ranhnu the same treatment as accorded under
aforcsa1d prowsums toa rcsadcnt of a third State:

iy “If the fm‘égoing prooosals are aoéeplnble to the Government of the Democratic Socialist Republic of Sri Lanka, L have
the honour to propose that the present note and Your Excellency’s reply to that effect should be regarded as copstituting an

e " T %

Ci
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With respect of Article 27 (Exchange of Informallon) itis underslcod that the powers of eéach Contracting State’s
competent:authority to obtam information include powers to obtain information held by financial institutions, nominees or
persons‘acting in an agency or fiduciary capacity (not including information that would reveal conf'dentlal communications”
between 4 €lient and an attorney. where the client seeks legal advice), and information relanng to the uwnershlp of legal
persons, and that each Contracting State's competenl aulhamles are able 0 exchanﬂe snch mformanon in accordancc with
lhe,ﬁ\mctc Rt £t ) et }oaia 1

1f the foregoing proposals are acceptable to the Government of the Dcﬁ:oc:it'icugéé'iglisl chuhllc of SriLanka, I have-

*the honour to propose that the present note and Your Excellency’s reply to that effect should be regarded as constituting an

agreement between the two Governments in this matter, which shall enter into force on the same date as the Protocol. ™

1 have the honour to confirm that the foregoing proposals are in accord with the view of the Government of Sri Lanka
and are acceptablé to it. T have the further honour to confirm that your L'xcel[ency s note and thls nolc in reply shall COnsumle
an agreement between the two Governments on this matter, to enter into force on the same date as the Protocol. )

Accepl. E'xcélle'ﬁcy. thc renewal assurance ofmy highcst considcratton. ) dp s ey M
Milinda Moragoda,
Minister of Economic Reform, Science and Technology, :
For the Government of the Democratic Socialist R.cpubllc of SriLanka..

Washington DC, . WL
September 20,2002." , - A

A COPY OFTHE NOT]I‘ICAT]ON PUBLISHED IN THEGAZETTE NO 398!4 DATED IZND APRIL, 1936

' THE INLAND REVENUE ACT, No.2§ OF 1979

IT is hereby notified under Section 82 (1) () of the Inland Revenue Act, No. 28 of 1979 that thé Convention for
affording relief from double taxation and for the prevention of fiscal evasion with respect to taxes on income entered into
between the Government of the United States of America and the Government of the Democratic Socialist Republic of Sri Lanka
on l4th March, 1985 and set out in the Schedu!c hereto has been approved by Parliament by resolution passed on 4th March,
1986, . . NP . - - - Suten bt H

S WM. TILAKARATNJ\.
Secmary, )
- Ministry,of Fiance and Planning.

Mm:slry of Finance and PI:Lnnmg.
ColomboOl, - e 3 .
02nd April, 1986." P e = . e it
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SCHEDULE

tes

CONVENTION BEI'WEENTHEGOMN‘TOFT’EEUNI’[’EDSTATES OF AMERICA AND THE mVFRNhENTOF
THEDE\JOCRATIC SOCIALIST REPUBLIC OF SRILANKA FOR THE AVOIDANCE OF DOUBLE TAXATION ANDTHE
2 : o PREVENTION OFFISCAL EVASION WITHRESPECT TOTAXESONINCOME - .~ :

TH.E Gévc.rnnieat of 1hc United States of America and Ihé Govcrmnem of the Dcmucranc Socialist Republic of Sri
Lanka, desiring to conclude a Convention for the avoidance of double taxation and the prevention of ﬁscal evasion wnh
rcspect to taxe.s on income, havc agreed as follows :—

ApmicLe |
PERSONAL SCOPE

1 Except as otherwlse provided in this Convention, the Convention shall app]y to persuns who are rwdents of one
or both of the Contmctlng States,

2. The Convention shall not restrict in any manner any exclusion, emmptlon deduction, credit or other allowance |
now or hercat‘t.er accorded—

' (a) by th_e_laws of either Cohtractiﬁg" State ; or
(b) by any other agreement between the Contracting States.

. 3. Nutwuhstandmg any provlsmn of the Convention except paragraph 4, a Contmclmg State may tax its residents (as
determined under Article 4 (Rcmdem), and by reason of citizenship may tax its citizens, as if the Convention had not come into
effect. For this purpose, the term “ citizen " shall include a former citizen whose loss of citizenship had as one of its principal
purposes the avoidance of tax, but'only for a period of 10 years following such loss.

4. The provisions of pamgraph 3 shall not affect—

(a) the benefits conferred by a Contractmg State under paragraph 2 of Article 9 {Assocmted Enterprises), under

Article 14 (Grants), under paragraphs 2 and 3 of Article 19 (Pensions, Social security and Child Support Payments), .

" and underAmclc 24 (Re.hef I'mm Double Taxauon) 25 (Nun Dlscnmlnauon) and 26{Mutual Agmcmm Prooedure),- .
and RN : ; o) :

(b) the bencf'xts conferred by a Contracting State under Arucles 20 (Government Service), 21 (Students and Trainees)
and 28 (Diplomatic Agents and Consular Officers) upon individuals who are neither citizens of, nor have immigrant -
status in, that State. -

ARTICLE2

TAX ES COVERED

L. This Convcnnon shall app!y 1o taxes on income imposed on behalf of a Contracting State, |rrcspcct|ve of the
- mannerin whlch they are levied,

2, Thc cmstmg lnxes to which the Convention shall apply are :

(a) in Srl Lanka; Thclm.omclax including the income tax based on lhctumovcrofenterpnscshcensed by the * :

Greater Colombo Economic Commission (hereinafter referred to as “ Sri Lankatax ™) ;

(b) in the United States : The Federal income taxes imposed by the Internal Revenue Code (but excluding the
) accumulated earnings tax, the personal holding company tax, and social security taxes), and the excise taxes
imposed on insurance premiums paid to foreign insurance and with respect to private foundations. The -
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J3
State after

Convention shall, however, apply to the excise taxes imposed on insurance premiums paid to foreign insurers
only to the extent that the risks covered by such premiums are not reinsured with a person not entitled to the
benefits of this or any other Convention which applies to these taxes (hereinafter referred to as “ United
States tax ). : : .

The Convention shall apply also to any identical or substa ntially similar taxes which are imposed by & Contracting
the date of signature of the Convention in addition to, or in place of, the existing taxes. The competent. authorities

of the Contracting States shall notify each other of any significant changes which have been made in their respective taxation
laws and shall notify each other of any official published material concerning the application of the Convention, including
* explanations, regulations, rulings, or judicial decisions. . k A

1.

(a

=

-~ (b).

w2

(c

Ad)

(e

—

)

ARTICLE 3
GENERAL DEFINITIONS
In this Convention, unless the context otherwise requires :— .

the term * Sri Lanka " means the Democratic Socialist Republic of Sri Lanka ;.

the term ** United States " means the United States of America, but does not include Puerto Rico, the \-’irgih Islands,
Guam, or any other United States possession or territory ; : e :
the terms “ a Contracting State ™ and “ the other Contracting State " means Sri Lanka or _the United States as the
- context requires ; :
the term * person ™ includes an individual, a partnership, a company, an estate; a trust, and any other body of
" persons ; : ) .
“the term “ company " means any body corporate or any ‘entity which is treated as a body corporate for tax
purposes ; . ! M A
the terms “ enterprise of a Contracting State ™ and ** enterprise of the other Contracting State ™ mean respectively
an enterprise carried on by a resident of a Contracting State and an enterprise carried on by a resident of the other
Contracting State ; ;
the term “ international traffic ™ means any transport by a ship or aircraft, except where such transport is solely
between places in the other Contracting State ; : st Fan el
the term * nationals ™" means :
(i) inthe case of the United States, all individuals who are United States citizens and in the case of Sri Lanka,
all individuals possessing the nationality of Sri Lanka ; and . o
(i) all legal persons, partnerships and associations deriving their status as such from the laws in force ina
Contracting State ; ’ e )
the term * competent authority  means :

@ irthe case of Sri Lanka, the Commissioner General of Inland Revenue ;and
(i) in the case of the United States, the Secretary of the Treasury or his delegate. .

- 2. Asregards the application of the Convention by a Contracting State any terms not defined therein shall, unless the
context otherwise requires and subject to the provisions of Article 26 (Mutual Agreement Procedure), have the meaning which
it has under the laws of that State relating to the taxes which are the subject of the Convention.
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ARTICLES .

RESIDENT -

1. For purpose of this Convention, the term * resident of a Contracting State ” means any person who under the laws
of that State, is liable 1o tax therein by reason of his domicile, residence, cmzenshnp placc of managernent. p!acc oflncorpornuon,
or any olhc: criterion of a su‘mlar nature, provndbd howcvcr that— v
e (a) this term does not include any person who is liable to tax in that Statc in rcspect only of income sources in lhal

State; and . ) , : "

(b) in the case of income derived or paid by a partnership, estate, or trust, this term applies only to the extent that
the income derived by such partnership, estate or trust is subject to tax as the income of a remdem of that Slar.c
either in its hands or in the hands of its partners or beneficiaries.

2. Where by reason of the provisions ofparagr'lph 1 an individual is a resident of both Contracting States, then his
status shall be dctermmed as foilows .

(a) he shaii be deemed to be a resident of lhe State in whnch he has a permanent home avallabie to him. lf he hasa
1+ permanent home availablein both States, he shall be deemed to be a res:dent of T.he State with which his personal
. and economm relations are closer (center of vital interests) ; i Tt

“+(b) if the State in which he has his cemer of vital interests cannot be determined, or if he has not a permanent home -
available to him in either State, he shall be deemed to be a resident of the State in which he has an habitual abode;

c o ey if he has an habitual abode in both States or in nenher of them, he shall be deemed to bea resldem of the State
: " of which he is a national ; : 7

~(d) ifheisa national of both States or of neither of them, the carnpclenl authorities of the Conlractmg States shall
settle the qucstlon by mulual agreement..

gt o3, Where by reason of the provisions of paragraph 1 a company is a resident of both Contracting States, then if itis .
created or organized under the laws of a Contracnng State or a political subdivision thereof, it shall be lrea:ed asa resident of
that State. ; :

1.+ 4, Where by teason of the provisions of paragraph I a person other than an mdmdual or a company is a resident of
both Conlracllng States, the Competent Authorities of the Contracting States shall by mutual agreement endeavour to settle

the question and to determine thc modc of application of the Convention to such person.

5. For purposes of the Convention, an individual who is a national of a Com.mt.lmg State 511311 also be deemed to be
a resident of that State if the individual is (@) an-employee of that State or an instrumentality thereof in the other Contracting -
State or in a third State ; (b) engaged-in the performance of governmental functions for the first-mentioned State ; and (¢) .
+ subjected in the first-mentioned State to the same obligations in respect of taxes on income as are residents of the first-
mentioned State. The spouse and minor children residing with the employee and subject to the rcquu‘emcnts of (c) above shnll
also be deemed to be residents of the first-mentioned State.

' ) ARTICLE 5
PERMANENT ESTABLISHMENT ot

y 1. For the purposes of this Convention, the term “permanent establishment” means a fixed place of business through - '
which the business of an enterprise is wholly or partly carried on. -t : -
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.*2 Theterm “permanent establishment” shall include, especially -

(a) aplace of i mnnagcrncnt o . e
" (b)a branch ; ) . '
(c)an office ; '
(d) a factory ;
(e) a workshop ; . ) ) ' v
'(f) a store or premises used as a sales outlet ; :md
(g)a mme‘. an onl or gns well, a quarry, Or o:hcr place of extraction of natural n:snurces

T3 Theterrn 1t establish " likewise encompa :

(a) abuilding site or construction or installation project or an installation or drilling rig or ship uscd for the cxplorauon
for or developm:nt of natural | resources. but only if it lasts more than 183 days H

+ (b) the furnishing of services, mcludmg consultancy services, by an enterprise through employees or olher personnel
engaged by the enterprise for such purpose, but only where activities of that nature continue (for the same ora
connected project) within the country for a period or periods aggregating more than 183 days within any 12
months period.

4, Notwnhsundmg lhc premdm provisions of this Aﬁi-cl;cl. the term "perma.nent establishment” shall be deemed not
toinclude - . )

(a) the use of facilities solely for the purpose of storage, display, or delivery of goods or merchandise belongmg to
‘the enterprise other than goods or merchandise held for sale by such cntcrpﬂse |n a store or premises used asa
salcs outlet ;

‘(b) the maintenance of a stock of goods or memhandlsc belonging to the enterprise solely for, the purpose of
' storage, display, or delivery other than goods or merchandise held for sale by such enlerpnsc in a store or
. permises used as a sales outlet ; i s

.

.the maintenance of a stock of goods or mcrchandnc bclonglng w the q.n.n.rpme solely for the purpose of
processmg by another enterprise ; '

the maintenance of a fixed place of business solely for the purpose of purchasing goods or mcrchnnd:sc orof
collecting information for the enterprise ;

(d

—

(e

LA

the maintenance of a fixed place of business sclcly for the purpose of carrying on, for the enlcrpnsc, any olher
activity of a perparatory or auxiliary character ;

(f) the maintenance of a fixed place of business solely fnr any combination of the actwmes mcnnoned in
subparagraphs (a) to (e) of this paragraph. -

* 5. Notwithstanding the provisions of paragraphs 1 and 2, where a person - other than an agent of an independent
status to whom paragraph 7 applies - is acting in a Contracting State on behalf of an enterprise of the other Contracting State,
that enterprise shall be deemed to have a permanent establishment in the first ioned State in respect of any. activities
whnch that person undertakes for the enterprise, if such a person — b nge 2ol .

" (a) has and habitually exercises in that State an authority to conclude contracts in ihc name of the enterprise, unless
the activities of such person are limited to those mentioned in paragraph 4 which, if exercised through a fixed
place of business, would not make that fixed place of business a permanent c.siabllshmcnt undcr the pmv:swns

' af¢n1 paragraph ; or P el
has no such authority, but habitually maintains in the first tioned S)talc a smk of woods or merchandtse from -

which he regularly fills orders or makes deliveries on behalf of the enterprise and additional activities conducted

in that State on behalf of the enterprise have contributed to the conclusion of the sales of such goods or -
merchandise. : ’

.(b



16A Lemoe : (I) s - & G SEHmHFm 021K dndded ¢6 Deno oned cga - 2003.07.21
Part | : Sec. (1) - GAZETTE EXTRAORDINARY OF THE DEMOCRATIC SOCIALIST REPUBLIC OF SRI LANKA - 21.07.2003

6. Notwithstanding the preceding provisions of this Article, an insurance enterprise of one of the Contracting State
shall, except in regard to re-insurance, be deemed to have a permanent establishment in the other Contracting State if it collects -
premiums in the territory of that other State or insures risks situated therein through a person other than an agent of an
mdepcnden: status to whom paragraph 7 applies.

7. An enterprise shall not be deemed to have a permanent establ:shment ina Comm.nng State merely becnuse it
carries on business in that State through a broker, general commission agent, or any other agent of an independent status,
where such persons are acting in the ordinary course of their business. However, when the activities of such of an agent are
devoted wholly or almost wholly on behalf of that enterprise, he will not be considered an agent of an independent status
within the meaning of this paragraph, lfms shown that the transactions with the agent and the enterprise were not made under
arm'’s lenglh condmons

_8. The fact lhal acompany which is a resident of a Contracting State controls or is controlled by a compin)r which is
a resident of the other Contracting State, or which carries on business in that other State (whether through a permanent
establishment or otherwise), shall not of itself constitute either company a permanent establishment of the other.

ArTICLEG

INCOME FROM IMMOVABL.E PROPERTY (REAL PROPERTY)

L. Income from immo\.rablc (real) property may be'laxcd in the Contracting State in which such property is situated. |

2 The lerm "lmmovablc property” shall have the meaning which it has under the law of the Comractmg State in -
which the propeny in quesuun is situated. The term shall in any case include property accessory to immovable property,
livestock and equipment used in agriculture and forestry, rights to which the provisions of general law respecting landed |
property apply, usufruct of immovable property and rights to variable or fixed payments as consideration for the working of,

or the right to work, mineral deposits, sources and other natural resources ; ships, boats and aircraft shall not be regarded as .~

immovable propmy,

1 Tha provisions of p:ragmph 1 shall :lppl),r to income derived frurn the direct use, letting or use in any other form
of mmovable properly :

4. The pravisidns of paragraphs | and 3 shall also apply to the income from immovable property of an enterprise
and to income from immovable property used for the performance of independent personal servides.

ARTICLET
BUSINESS PROFITS

- 1.'The business profits of an enterprise of a Contracting State shall be taxable only in that State unless the enterprise
carries on business in the other Contracting State through a permanent establishment situated therein. If the'enterprise carries
on business.as aforesaid, the business profits of the enterprise may be taxed in the other State but only so much of them as is -
attributable to (a) that permanent establishment, (b) sales in that other State of goods or merchandise of the same or similar kind -
as those sold through that permanent establishment, or (¢) other business activities carried on in that other State of the same. -
or similar kmd as Lhosa elTet.tcd through that permanent establishment.

2.' SubjeEt to the provisions of paragraph 3, where an enterprise of a Contracting State carries on business in the other
Contracting State through a permanent establishment situated therein, there shall in each State be attributedfo that permanent -
establishment the business profit which it might be expected to make if it were a distinct and independent enterprise engaged
in the same or similar activities under the same or similar conditions. - '

b
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3. In the determination of the business profits of a permanent establishment, there shall be allowed as deductions
expenses which are incurred for the purposes of the business of the permanent establishment, including executive and general
administrative expenses, research and development expenses, interest, and other expenses incurred, whether in the State in
which the permancnt establishment is situated or elsewhere. However, no such deduction shall be allowed in respect of
amounts, if any, paid (otherwise than towards reimbursement of actual exp ) by the per establishment to the head
office of the enterprise or any of its other offices, by way of royalties, fees, or other similar payments in return for the use of
patents or other rights, or by way of commission, for specific services performed or for management or by way of interest on
moneys lent to the per t establishment. Likewise, no account shall be taken in the determination of the profits of a-
permanent establishment, for amounts charged (otherwise than towards reimbursement of actual expenses), by the permanent
establishment to the head office of the enterprise or any of its other offices by way of royalties, fees, or other similar payment
in return for the use of patents, other rights, or by way of commission for specific services performed or for mnnage,mcnt orby
way of i mtercst on moneys lent to the head office of the enterprise or any of its other offices.

4. Insofar as it has been customary in a Con!racling State to determine the proﬁm to be attributed to a pcnﬁanent
establishment on the basis of an apportionment of the total profits of the enterprise to its various parts nothing in paragraph

" 2 shall preclude that State from determining the profits to be taxed by such an apportionment as may be customary ; the method -

of apportionrncnt shall. however, be such tha! the result will be in accordance with the principles contained in this Article.

5. No business profits shall be attributed to a permanent establishment by reason of the mere purchase by that
permanent establishment of goods or merchandise for the enterprise.

6. Fo: the purposes of the pncoedmg paragraphs, the business profits to be attributed to the permanent establishment
shall be determined by the same method from year to year unless there is good and sufficient reason to the contrary. "

7. Where business profits include items of income which are dealt with separately in other Articles of this Convention )
then the provisions of these Article shall not be affected by the provisions of this Article.

ARTICLE S
R ; SHIPPING AND AIR TRANSPORT

1. Profits of an enterprise of a Contracting State from the operation in |nternat:onal traffic of aircraft shail be taxable
only in that State. -

) 2. Profits of an enterprise of a Contracting State from sources within the other Contracting State from the operation
in international traffic of ships shall be taxable in both Contracting States ; provided, however, that the tax imposed by that

- other Contracting State shall not exceed 50 per cent of the tax otherwise imposed by the international law of that State. For

purposes of this paragraph, the amount of such profits subject to tax in Sri Lanka shall not exceed 6 per cent of the sums
receivable in respect of the carriage of passengers or freight embarked in Sri Lanka. .

3. Forthe purposes of this Article, prof’ls from the operation of aircraft in international traffic include profits from
the rental of aircraft if such aircrafts are operated in international traffic by the lessee or if such rental profits are |n<:|demal o

_ other profits described in paragraph 1.

4. Income from the rental on a full or bareboat basis of ships operated in international traffic by the lessce which.
is derived by an enterprise of one Contracting State from sources within the other Contracting State and which is incidental to

_ profits described in paragraph 2 shall be taxable in both Contracting States ; provided, however, that the tax imposed by that

other contracting State shall not exceed 50 percent of the tax which would otherwise be imposed by that other State under the
provisions of paranraph 3of Article 12 (Royalt;cs) . - | : i

5. Profits of an enterprise of a Contmclmﬂ State from the use, maintenance or rental of containers (including

* trailers, barges and related equipment for the transport of containers) used in International traffic and derived from sources

within the other Contracting State shall be taxable in both Contracting State ; provided, however, that the tax imposed by the
other Contracting State shall be restricted to 50 per cent of the tax which would otherwise be imposed by that other State under
‘the provisions of paragraph 3 of Article 12 (Royaltics). )

11 —G 002934 % ™% ) _ -
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. 6. For purposes of determining the mlaximuﬁ tax which may be imposed by a Contracting State under paragraph 2,
4 and 5 the following rules shall apply : i S

(a) The tax,which may be imposed by the other Contracting State under paragraph 2 sh all not exceed the lesser of
the tax which may be imposed under the provisions of that paragraph, and the lowest rate of Sri Lanka tax that
 may be imposed on the profits of the same kind derived under similar circumstances by a resident of a third State.
For purposes of this sub-paragraph, if Sri Lanka imposes an additional amount of a tax which is not covered by

- this Convention in place of the income tax on an enierprise resident in a third State, the amounl‘ of such
additional tax shall be treated as Sri Lanka tax ; and . '

The tax which may be imposed by the other Contracting State under paragraph 4 and 5 shall not exceed the

lesser of the tax which may be imposed under the provisions of those paragraphs, and the lowest Sri Lanka tax
" burden on such income derived by a resident of any third State. For purposes of this paragraph, Sri Lanka tax

.  imposed on a resident of a third State shall not include tax imposed by Sri Lanka under special provisions of its

) statutory law in effect on the date of signature of this Convention income of the kind dealt with in this Article, -

" which 'spccial pro'visidris are ahﬁlicab!c only to income derived by the government or by a government agency

of a third State.

=

1 The provisions of the preceding paragraphs shall likewise apply in respect of participations in a pool, a joint
_ business, or an international operating agency of any kind by enterprises engaged in the operation of ships or aircraft in
* international traffic. - : : ' ' .

ARTICLEY
" ASSOCIATED ENTERPRISES

1. Where — .
(a) anenterprise ofa Contracting State participates directly or indirectly in the mana gi:mcnl, control or capital of an
enterprise of the other Contracting State ; or . ) )

(b) the same persons participate directly or indirectly in the management, control or capital of an enterprise of a
' Contracting State and an enterprise of the other Confracting State, : d :

and in either case conditions are made or imposed between the two enterprises in their commercial or ﬁnanci\al'
relations which differ from those which would be made between independent enterprises, then any profits which
would, but for those conditions, have accrued to one of the enterprises, but, by reason of those conditions, have
_not so accrued, may be included in the profits of that enterprise and taxed accordingly. .

. 2. Where a Contracting State includes in the profits of an enterprise of that State, and taxes accordingly, profits on
. which an enterprise of the other Contracting State has been charged 10 tax in that other State, and the profits so included are
~ profits which would have accrued to the enterprise of the first-mentioned State if the conditions made between the two
enterprises had been thase which would have been made between independent enterprises, then that other State shall make
an appropriate adjustment to the amount of the tax charged therein on those profits. In determining such adjustment due
regard shall be had to the other provisicns of this Convention and the competent authorities of the Contracting States shall in .
necessary consult each other. ' -

. 3. Theprovisions of paragraph 1 shall notlimit any provisions of the law of either Contracting State which permit
the-distribution, apportionment, or allocation of income, deductions, credits, or allowances between persons owned or con-




“Services), as the case may be shall apply.

Temde : (1) eden - § Gam gdwmﬁ@m w@')dé}@ Smdiedd 6B Dewe oed oge - 20030721 1 19A
Pagr 1: Sec. (I} - GAZETTE EXTRADRINNAI!Y OF THE DEMOCRATIC SOCIALIST REPUBLIC OF SRI LANKA - 21 W?Wﬁ

trolled directly or indirectly by the same interests when necessary in order to prevent evasion of taxes or clearly to reflect the
income of any of such persons. : . .

ArmicLe 10
DIVIDENDS

“L Dividends paid by a company which is a resident of a Comractlng State to a resuient of the other Contracnng

£ State may be taxed in that other State.

2. ‘However, such dividends may also be taxed in the Contracting State of which the company paying the dividends
is a resident and according to the laws of that State, but if the beneficial owner of the dividends is a resident of the other
Contracting State the tax so charged shall not exceed 15 per cent of the gross amount of the dividends. T

3. “The term “dividends™ as used in this Article means income from shares, mining shares, founders’ shares, or other.

rights not being debt-claims, participating in profits as well as income from other corporate rights which is subjected to the

same taxation treatment as income from sh ares b}' the taxation laws of the State of whlch the com paln},r makln g the d!slnbutlon
is a resident. . C o . " :
4. The prcv:s:ons of p'lragraph 2 shall not apply if the beneficial owner of the dividends, being a resident of a
Contracting State carriers on business in the other Contracting State of which the company paying the dividends is a resident
through a permanent establishment situated therein, or performs in that other State independent personal services froma fixed
base situated therein, and the holding in respect of which the dividends are paid is effectively connected with such permanent
establshment or fixed base. In such a case, the provisions of Article 7 (Busmcss Pro{' ts) or Article 15 (Independent Personal *

~
ArticLe 11 P e - Ty,
INTEREST .

st L. Interest arising in a Contracting State and paid to a resident of the other Contracting State may be taxed in that |
qlhe.r State. - ) . ) ) e t S

2. However, such interest may also be taxed in the Contracting State in which it arises and according to the laws of
that State, but if the beneficial owner of the interest is a resident of the other Camraclmg State lhe tax so charged shall not
exceed 10 per cent of the gross amount of the interest.

' © 3 Nolwnhslandmﬂ the prnvnslnns of para °l"lph 2 interest arising ina Conlractlng Slale shall bc exe,mpi frorn tax in_
'thalSlatclf»-- :

(a) the payer of the interest is the Government of that State, a political sub-division or a local authority thereof ;
() the interest is derived and bcne.ﬁciaily owned by the Government or an agency of the Government of the

other Contracting State (including, in the case of the United States, the Export- Import Bank :md thc Ovcrscas
private Investment Corporation) ;

(c the interest is paid to the Federal Reserve-Banks of the United States or the Central _Bank of Ceylon.

4. The term “interest” as used in this Convention menas income from Government Securities, bonds, or debentures,

. whether or not secured by mortgage, and whether or not carrying a right to participate in profits, and debt-claims of every kind
. as weli as all other income assimilated to income from money lent by the taxation laws of the State in which the income arises.
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5. This provisions of paragraphs 2 and 3 shall not apply if the beneficial owner of the interest, being a resident of a
- Contracting State, carries on business in the other Contracting State in which the interest arises through a permanent '
. establist dth or performs in that other State independent personal services from a fixed base situated therein,”
- and the debt-claim in respect of which the interest is paid is effictively connected with such permanent establishment or fixed
~ base. In such a case, the prov:smn of Article 7 (Business profits) or Article 15 (Independent Personal Services), as the case
" may be, slwll apply.-

" 6. Interest shall be deemed to arise in a Contracting State when the payer is that State itself, a political or administrative

sub-division, a local authority of a resident of that State. Where, however, the person paying the interest, whether heisa = -

resident of a Contracting State or not, has in a Contracting State a permanet establishment or a fixed base in connection with -
which the indebtedness on which the interest is paid was incurred, and such interest is borne by such permanent establishment
.or fixed base then such interest shall be deemed to arise in the State in which the permanent establishment or fixed base is
situated. . .

7. Where, by reason of a special relationship betweep the payer and the beneficial owner or between both of them
" and some other person, the amount of the interest, having regard to the debt-claim for which it is paid, excecds the amount
which would have been agreed upon by the payer and the beneficial owner in the absence of such relationship, the provision
of this Article shall apply only to'the last-mentioned 2amount. In such a case, the excess part of the payments shall remain
. ta;'able according 1o the laws of such Contracting State, due regard being had to the other provisions of this Convention.

ArTiCLE 12
ROYALTIES

1 Royalue.s arisingina Contmchng State and paid to a resident of the other Contracting State may be taxed in that
other State.

2. Royalties defined in paragraph (4) (a) may also be taxed in the Contracting State in which they arise and according
to the laws of that State, but if the beneficial owner of such royaltics is a resident of the other Contracting State, the tax so
charged shall not exceed 10 per cent of the gross amount of the royaltics. )

3. Royalties defined in paragraph 4 (5) may also be taxed in the Contracting State in which they arise and according
to the laws of that State ; however, if the beneficial owner of such royalties is a resident of the other Contracting State, the rate
of tax charged in the first-mentioned State shall not exceed 5 per cent of the gross amount of the royalties.

4, The term "mya!ties" as used in this Article means -

(a) payments of any kind received as a consideration for the use of, or the rlght 1o use, any copyright of literary,
artistic or scientific work, including cinematograph films or films or tapes uesd for radio or television broad-
casting, any patent, trade mark, design or model plan, secret formula or process, or other like right or prupe:rl;‘r
or for information concerning industrial, commercial, or scientific experience. The term “royalties™ also in-
cludes gains derived from the alicnation of any such right or property which are contmgcm onthe productiv-

© iy, use, or dlsposlton thereof.

(b) rentals for the use of tangible personal (movable) property.

5. The provisions of paragraphs 2 and 3 shall not apply if the beneficial owner of the royalties, being a resident of

a Contracting State, carries on business in the other Contracting State in which the royalties arise through a permanent

establishment situated therein, or performs in that other State independe nt personal services from a fixed base situated therein,

" and the right or in respect of which the royalties are paid is effectively connected with such permanent establishment or fixed -,

base. In such a case, the provisions of Article 7 (Business Profits) of Article 15 (Independent Personal Services), as the case
may be, shall apply.
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6. Royalties shall be deemed to arise in a Contracting State—

(@) with respect to the royalties defined in paragraph 4(a) when the payer is that State itself, a political sub-
division or a local authority thereof, or a resident of that State. However, where the right or property for which
the royalties, are paid in used within the United States the royalties shall be deemed to arise in the United
State to the extent of the use therein ; .

(b) with respect to myalucs defined in paragraph 4(b), to the extent the 1:;ropert).r for which the royalues arg pand :
is used wt!hm that Contracting State.

" 7. Where, by reason Df a special relationship between the payer and the beneficial owner or between both of them
and some other person the amount of the royalties paid, having regard to the use, right, or information for which they are paid,
exceeds the amounts which would have been agreed upon by the payer and the person deriving the royalties in the absence
of such relationship, the provisions of this Article shall apply only to the last-mentioned amount. In such a case, the excess
part of the payments shall remain taxable according to the law of each Contracting State, due regard being had to the othcr

‘pro visions of this Convention.

ARTICLE 13

CAPITAL GAINS
1. Gains derived by a resident of a Contracting State from the alienation of immovable property snuared in the other
Contracnnu State may bc taxed in that other State.

2. For purposes of paragraph 1 -

(a) the term “immovable property situated in the other Contracting State™, where the Uniited States is the other
Contracting State, includes a United States real property interest and immovable property referred to in
Article 6 (Income from Immovable property (Real Property)) which is situared in the United States ; :md

"(b) ‘theterm “immovable property situated in the other Conlr:rctmu State™, where Sn Lanka is the other COnImclm“
Stalc, includes— .

G) Immovable property referred to in Article 6 (income from Immovable property (Real Propcrty)) which is
situated in Sri Lanka,

(ii) An Interestin a company the assets of which consist directly or indirectly, prmcupally ofsuch 1mmovablc
property ; and

(i) An interest in a parlnersh:p, trust, or estate to the extent attributable, directly or mdlrcclly, m such-
immovable property.

3. Gains from the alienation of movable property forming part of the business property of a permanent establishment
which an enterprise of a Contracting State has in the other Contracting State or of movable property pertaining to a fixed base
available to a resident of a Contracting State in the other Contracting State for the purpose of performing independent personal
services, including such gains from 1hc alienation of such a permanent establishment ('ﬂone or with the whole enterprise) orof

such fixed base may be taxed in that other State.

4. Gains derived b)f an enterprise of a Contracting State from the alienation of ships or aircraft operated in international
traffic or movable property pertaining to the operation of such ships or aircraft shall be taxable only in that State.

5. Gains derived by a resident of a Contracting State from the alienation of shares of the stock of a company which
is a resident of the other Contracting State representing a participation of 50 pér cent 6t more may be taxed in that other State.

6. Gains dcscribcd in Article 12 (Royalties) shall be taxable only in accordancc with the provisions of Article 12.
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7. Gains from the alicnation of any property other than that referred to in paragraphs 1 through 6 shall be taxable.
only in the Contracting State of which the alienator is a resident. ' ; ) .

."\I;'I'ICLE, 14
GRANTS

1.- Where the Government of Sri Lanka or any agency thereof makes a cash grant or any similar payment for the -
purposes of investment promotion and economic development in Sri Lanka to a resident of the United States in respect of an
enterprise in Sri Lanka which is wholly owned by such resident of the United States, or to a company resident in Sri Lanka

- which is wholly owned by a resident of the United States, the amount of such grant or payment shall be excluded from the
- gross income of such resident or company, and shall not increase the earnings and profits of such resident or company, for the
purpase of computing United States tax. : - ke '

2. Where the cash grant or payment referred to in paragraph 1 has been made to a resident of the United States,
then - ' ) g

(a) if the resident is a company the amount of such grant or payment shall be treated as a contribution to its
capital; :

(b)  the resident shall be deemed to have contributed the amount of such grant or payment to the Sri Lanka )
company designated by the terms of the grant or payment ; '

(c) the resident’s basis for the stock of the Sri Lanka company shall not be increased by the amount deemed
contributed under (b) above ; and ' ' : '
(d) the basis of property of the Sri Lanka company shall be reduced by the amount of the deemed contribution
under (b) above in accordance with rules prescribed by the Secretary of the Treasury of the United States.
i 3. Where the cash grant or payment referred to in paragraph 1 has been made to dcohpany resident in Sri Lanka, then
fatpet t ' . *. : : : - o
*(a) the amount of such grant or payment shall be treated as a contribution to its capital ; and

(b) the basis of property of such company shall be reduced by the amount of the contribution to its capital under -
. (a)above ‘in accordance with rules prescribed by the Secretary of the Treasury of the United States.

. 4 Thecash grant or similar payment referred to in paragraph 1 shall notinclude any amount which in whole or ip‘i:ml,.' ;
directly or indirectly— : L

' ) is .in. _considér:_ltion.for services rendered or ta.;n be rendered or for thc .s.a.Le of éoods .
C(b)is rriegsure.d in any manner by the amount of profits or tax ii_ability He
©is ﬁxed by Sri Lanka.- N
5. Notwithstanding the precding provisions of this A;'tiéle. if tﬁe cash grant or similar payment re;.ferr\ed to in

paragraph 1 is made to a resident of the United States, such resident may elect to include such grant or payment in gross
income for the purpose of computing United States tax, and in such a case the provisions of this Article shall not apply.
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ARTICLE 15
INDEPENDENT PERSONAL SERVICES

Income derived by an individual who is a resident of a Contracting State from the performance of personal services
in an independent capacity shall be taxable only in that State unless such services are performed in the other Contracting State
and .

(a)- the mdwldual is prcscm in that othcr State for a period or periods 1ogreuatmg more than 183 days wtthm any
. 12 montks period ; or '

(b) The individual has fixed base rcgulafly available to him in that other State for the purpose of performing his *
activities, but only so much of the income as is attributable to that fixed base may be taxed in such other State.

ARTICLE 16
DEPENDENT PERSONAL SERVICES

" 1. Subject to the provisions of Article 18 (Amslcs and Alhletcs) 19 (Pensions, Social Security and Child Support
Payments), and 20 (Government Service), salaries, wages and other similar remuneration derived by a residentof a Contractmg
State in respect of an'employment shall be taxable only in that State unless the employment is exercised. in.the other
Contracting State. If the employment is so exercised, such remuneration as is derived therefrom may be taxed in that other
State.

2. waithﬁtanding‘ the prpvisidns of Paragraph I, remuneration’ derived by a resident of a Contracting State in
respect of an employment cxerciscd in the other Contracting State shal! be taxable only in the ﬁrst - mentioned State if -

(a). Ihe recipient is present in lhc other State fur a penod or periods not exceedlng in the aggrcgatc 183 days ;
" within any 12 month period ; and

(b) the remuneration is paid by, or on behalf of , an employer who is not a resident of the other'State yand -

(c) the remuneration is not borne b)f a permanent establishement or a fixed basc which the employer has in lhe.
other State.
3 Ndlwithstandinﬂ the preceding provisions of this Article, remuneration dervied in respect of an employment as a
memeber of the regular complement of a ship or :nrcral‘t operated by an emerpnse ofa Cammctmg State in mtanatlonal trafﬁc
may be taxed only in that Smte :

ARTICLE 17
DIRECTORS’ FEES

Directors’ fees and other similar payments derived by a resident of a Contracting State for services rendered in the
other Contracting State as a member of the board of directors of a company which is a resident of that other State
may be taxed in that other State.

ARTICLE 18
ARTISTES AND ATHLETES

1. Notwithstanding the provisions of Articles 15 (Independent Personal Services) and 16 (Dependent Personal
Services), income derived by a resident of a Contracting State as an entertainer, such as a theatre, motion picture, radio, or
television artiste, or a, musician, or as an athlete, from his personal activities as such exercised in the other Contracting State,
may be taxed in that other State, except where the amount of the gross receipts derived by such entertainer or athlete, including
expenses reimbursed to him or borne on his behalf , from such activities do not exceed six thousand Umtcad States dol]ars
($6,000) or |ts equivalent in Sri L'mka rupces for the taxable year concerngd.
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2. Income refereed to in paragraph 1 shall not be taxed in the Contracting State in which the activitics are exercised
if the visit of the entertainers or athletes to that State is directly or indirectly supported wholly or substantially from the public
funds of the Government of either Contracting State. For the purposes of this paragraph, the term "Govcrnmcm“ includes a
state Govcrnmcnt a pollucal subdivision or a local authority of either Contracting State.

-3 Whem income in rcspect of activities exercised, by an entertainer or an athlete in his capacity as such accrues not
to that entertainer or athlete but to another person, that income may, notwithstanding the provisions of Articles 7 (Business
Profits), 15 (Independent Personal Services), and 16 (Dependent Personal Services), be taxed in the Contracting State in which
the activities of the entertainer or athlete are exercised. For purposes of the preceding sentence income of an entetainer or
athlete shall be deemed not to accrue to another person if it is established that neither the entertainer or athlete, nor persons
_ related thereto, participate directly or indirectly in the profits of such other person in any manner, including the receipt of
deferred remuneration, bonuses, fees, dividends, partnership, distributions, or other distributions.

ArmcLE 19

PENSIONS, SOICIAL SECURITY AND CHILD SUPPORT PAYMENTS
il Subjécl 1o the provisions of Article 20 (Government Services) pensions and other similar remuneration paid o a_
resident of a Contracting State in consideration of past employment may be taxed only in that State.

2. Notwithstanding the provisions of paragraph 1, pensions paid and other payments made under a public scheme
which is parl of the social secuirity system of a Ccntmclmg State shall be taxable only in lhat State.

3 Periodic paymants for the support of a minor child made pursuant to a written separahon agreement or adecree of
divorce, separate maintenance or compulsory support, paid by a resident of one of the Contracting States to a resident of the
other Contracting State shall be exempt from tax in both States.

Arnics 20

GOVERNMENT SERVICE
Remuneration, including a pension, paid from the public funds of a Contracting State or a political subdivisionora _
local authority thereof to a citizen or national of that State in respect of services rendered in the discharge of functions of a
governmental nature shall be taxable only in that State: However, the provisions of Article 15 (Independent Personal Services),
16 (Dependent Personal Services), or 18 (Artistes and Athletes), as the case maybe, shall apply, and the preceding Sentence
_shall not apply, to remuneration paid in respect of services rendered in tUnnOCTIOP with a business carried onby a Cenlracurlg :
Stateora polmcal subdivision or local authority thereof.

Armce 21

STUDENTS AND TRA!NEES
1. Payments which a sludent. apprentice, or business trainee who is or was |mmed:alcly before visiting a Contracting
© State a resident of the other Contracting State and who is present in the first-mentioned State for the purpose of his full-time
education or taining recerves for the purpose of his maintenance, education, or training shall not be uxcd in that State
pmvldod lhal such payments ‘arise from sources oulside that State.

e ?. ._&n ind_ividual who is a resident of one ofthc Cnnlractiong States at the time he becomes temporarily presentin the .
Contracting State and who is temporarily present in that other State as an employee of, or under Contract which, a resident of
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the first mentioned State or as a participant in a program sponsored by ‘the Goveﬂ'Imenl of the mher State or by any .-

internationa

1 Drgamz.atlcn for the primary purpose of -

(a) acquiring le.chmcal professional, or business experience from a person other than that resndent of the first-
mentioned State or other than a person related to such resident ;or

(b) .stud)r at a university or other recognized educational institution in that other State;

- shall be exempt from tax by that other State for a period not exceeding one year with respect to his income from personal
- services in an aggregage amount not in excess of six thousand United States dollars ($ 6,000) or its equwalcnt in Sri
Lanka Rupees.

. Convention

1. Items of income of aresidentof a Ccntracnna Stat& whcrcvcr arising, not dealt within the foregomg Am::les ot‘ this -

ArmiCLE22

OTHER INCOME '

shaﬂ be taxable onl)r in that State. . Ry

i 2 Notwithstanding p-nraﬂraph 1, items of income of a resident of a Contractmg State not dedlt with in the fol’egomg-‘

_ Articles of t

his Convention and arising in the other Contracting State may be taxed in that other State. -
ArnicLe23

LIM FTAUON ON BENEFITS

J A person (other than an lndmdual) which is a resident of one of the Ccntmctmg States shall not be entitled to
. under his Convention to relief from taxation in the other Contracting State pursuam to Articles 10 (Dmdends). 11 (Interest),
and 12 (Royahacs) unlcss N ) ) . .

(G)

more than 50% of the beneficial interest in such person (or in the case of a company, more than 50% of thc number _
of shares of each class of the company 's sharcs) is owned dlroclly. or lrldlrcC(Iy. b)' any cumhm.atlcn Ofcme or

+ more - : i o

&)

(e)

(i) individuals who are residents of the Umted State.s _ . -
(ii) citizens of the United States;
(i) individuals who are residents of Sn Lanl.n'
(iv) companies as described in Sub-paragraph (b) and
{v) the Contracting States. !

it is a company in whose prma:lpal class of shares there is subslanml and reguliu' tradmg ona recognlzed stock
exchange ;or ) . .

the establishment, acquxsmon and maintenance of such person and the conducl of its opcratlons dld not have
as one of its prmr:lpa] purposes the purpose of obtaining benefits under the Convention.

2. For the purposes of Su!:r—paragraph 1(b), the term *a rocngmzed stock exchange means -

(«)

the NASDAQ system owned by the National- Association of Securities Dealers, Inc., and dny stock exchange
registered with the Securities and Exchange Comlmssnon as a national securities exchange for the purposes of the
Securities Er.ch:mge Act,of 1934; v .
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"+ (b) the Colombo Brokers Association of Sri Lanka ;

(c) any other stock exchange agreed upon by the competent authorities of the Contracting States.

ARTICLE24 - -

RELIEF FROM DOUBLE TAXATION

“ . “LInthe case of L_hé United States, double taxation shall be avoided as follows =

In accordance with the provisions and subject to the limitations of the law of the United States (as it méy'bé amended
from time to time without changmg the general principal hereof), the United States shall allow to a resident or citizen of the
United States as a credit against the United States tax the appropriate amount of tax paid to Sri Lanka; and in the case of a

* United States company owning at léast 10 pér cent of the voting stock of a company which is a resident of Sri Lanka from
which it receives dividends in any taxable year, the United States shall allow credit for the approriate amount of tax paid to Sri

- Lanka by that company with respect to the profits out of which such dividends are paid. Such appropriate amount shall be

- based upon the amount of tax paid to Sri Lanka, but the credit shall not exceed the limitations (for the purpose of Ilmliin'g the "
credit to the United States tax on income from sources outside of the United States) provided by United States law for the
taxabic year. For purposes of a applymg the United States credit in relation to tax paid to Sri Lanka, the taxes referrbd toin
Pa.ragraphs 2(a) and 3 of Article 2 (Taxes Covered) shall be considered to be i income laxcs.

2. For purposes of the credit allowed by the United States, any taxes paid in Sri Lanka by a company whlch isa
resident of Sri Lanka in respect of a distribution or remittance of dividends shall be rcg,arded as a tax on the shareholder.

.' I'3_ In th; cage _of Sri Lahka. d_ou_bl_c ;axation shall be uvoidcd as follows:_ )

In accordance with thc provisions and subject to the limitations of the law of Sri Lanka (as it may be .unendcd from
time to time without changing the general principal hereof), Sri Lanka shall allow to aresident of Sri Lanka as a credit against
the Sti Lanka. to the appropriate amount of tax paid to the United States ; and in the case of a Sri Lanka company owning at

‘least 10 per cent of the voting stock of a company which is a resident of the United States from which it receives dividends in
any-taxable year, Sri Lanka shall allow credit for the appropriate amount of tax paid to the United States by that compay with *
-rcspr.cl to the profits out of which such dividends are paid. Such‘:lppr.opriale amount shall be based upqﬁ'ihc amount of tax
paid to the United States, but the credit shall not exceed the limitations (for the purpose of limiting the credit to the Sri Lanka
tax on income from sources outside of Sri Lanka) provided by Sri Lanka law for the taxable year. For purposes of applying the
Sri Lanka credit i in relation to tax paid to the United States, the- taxss referred to in Paragraphs 2(b) and 3 of Ariiclc 2 (Taxes
Cnvamd) shall be conmdcrcd to be income taxes

4. Fﬂr lhe purposes ofal]owlnu relief for double taxation pursuam 10 this Article, income and pruﬁts shall be deemed
to :msc excluswely as follows = '

. (a) Income and profits derived by a resident of a Conlracting State which may be taxed in the other Co.niracling State
' in accordance with this Convention (other than solely by reason of citizenship in accordance with Paragraph 3 of
i Article | (Personal Scope ) shall be deemed to arise in that other State;
(b) Income and profits derived by a resident ofa Contracting State which may not be taxed in the other Contracting
State in accordance with this Convention shall be deemed to arise in the first-mentioned State.
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JRTRTLS L ARTICLE 25
NON-DISCRIM INATION._

1. Nationals of a Contracting State shall not be subject in the other Contracting State to an;.r_taxalioh oran'y'_mquircme'm
connected therewith which is other or more burdensome than the taxation and connected requircments to which nationals of
that other State in the same circumstances are or may be subjected.

This provision shall apply to persons who are not résidents of one or both of the Contracting States. However, for the
purposes of United States tax, a United States national who is not a resident of the United States and a Sri Lanka national who
is not a resident of the United Slatcs are not in the same circumstances. .

2. The taxation on a permanent establishment which an enrerpnse ofa Contr:lctmg State has in the other Contracting
State shall not be less favou rably levied in that other State than the taxation levied on enterprises of that other State carrying
on the same activities. This provision shall not be construed as obliging a Contracting State to grant to residents of the other
Contracting State'any personal allowances, reliefs, and reductions for taxation purposes on account of civil status or family

- responsibilities which is grants to its own residents. Nothing in this paragraph shall be construed as effecting the right of Sri

Lanka to impose on a permanent establishment of an enterprise of the United States the tax referred to in Sub section (1)(b) of
Section 34 of the Inland Revenue Act, No. 28 of 1979, as amended, cxccpt that such tax may not exceed 15 per cent of
remltlancc as defined in such Section.

3. Except where the provisions of Paragraph 1 of Article 9 (Associated Enterprises) Paragraph 7 of Aﬁiclé 11 (Interest)
and Paragraph 7 of Article 12 (Royalties) apply, interest, royalties and other disbursements paid by a resident of a Contracting
State to aresident of the other Contracting State shall, for the purposes of determining the taxable profits of the first mentioned
resident, be deductible under the same conditions as if they had been paid to a resident of the first-mentioned State. Similarly,
any debt of a resident of a Contracting State to a resident of the other Contracting State shall, for the purposes of determining
the taxable capital of the first-mentioned resident, be deductible under the same conditions as if they had been contracted to
a resident of the first-mentioned State. . :

.. 4. Enterprises 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 State 16 any taxation or
any requirement connected therewith Wwhich is other or more burdensome than the taxation and connected requirements to

which other similar enterprises of the first- mentioned State are or may be subjulr.d

5.The previsions of this Article shall, notwithstanding the provisions of Article 2 (Taxes Covered), apply -

(@) inrelation to the United States, to taxes of every kind imposed at the national level; and ,

) in relation to Sri Lanka,to all taxes administered by the Ce missione r-General of Iland Revenue.
CARTICLE26 |

'MUTUAL AGREEMENT PROCEDURE )
1. Where a person considers that the actions of one or both of the Contracting _S:aic; result or will resu'lllfpr..hli;rn' in
faxation not in accordance with the provisions of this Convention, he may, irrespective of the remedies provided by the

domestic law of those States, present his case to the competent authority of the Co ntractlng State of which he is a resident or
national. "

2. The ccmpetcnt authority shall endeavour, if the objection appears to it to bcjusuf'cd and if it is not itself able 1o

arrive at a satisfactory solution , to resolve the case by lag with the comy a_ut'."lom;‘r of the other Conlracting
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State, with a view to the avmdancc. of taxation which is not in accordance with the Co:wennon Any agreement reached shall .
beimpl d notwithstanding any time limits or other procedural limitations in the d c law of the Contracting States
provided that the competent authority of the other Contracting State has received nouﬁcauon that such a case exists within
three years of the first notification to such person of an action which results or will result in taxation not in accordance with the
'provlsum of this Convcnuon

L 3 ‘I‘he- competent authorities of the Contracting States shall endeavour to resolve by mulua] agreement any difficulties
or doubts arising as to the interpretation of application of the Convention. In particular the oompclcm authorities of the .
Comu'actlug States may agree-

(a) tothesameattribution of income, dcducnons credits, or allowances of an enterprise of a Contracting State '
to its per establish i d in the other Contracting State;

I 'the same allo_calion of income, deductions, credits or allowances between persons ;

- (¢) tothesame characterization of particular items of income ;
(d) tothe same _'app_iipatiorl of source rules with respect to particular items or income;
(¢) toacommon meaning ofa tcrm;

s (A to increases in any specific amount referred to in the Convent:on to lcﬂact economic or monelary
T Lhd At 'devclopmems. and - . .

(g the applu:anon of the provisions of domesnc law regarding pe.nnlttes ﬁncs and interest in a manner
consuslcnt with the purposes of the Convention,

'rhe.y may alsoconsult together for the elimination of double taxation in cases not pmvid.ed forin ﬂ-w Convention.
4, The competent authorities of the Contracting States may communicate with each othcr directly for the purposc of .
mchmg and agmmen! in the sense of the preceding paragraphs.
| e . 1:auma..az?
EXCHANGE OF INFORMATION AND ADMINISTRATIVE ASSISTANCE

L. The competent authorities of the Comriciing States shall exhange such information as is necessary for carrying

out the provisions of this Convention or of the domestic laws of the Contracting States concerning taxes covered by the

Convention insofar as the taxation thereunder is not contrary to the Convention, as well as to prevent fiscal evation. The

exchange of information is not restricted by Article | (Personal Scope). Any information received by a Contracting State shall

be treated as secret in the same manner as information obtained under the domestic laws of that State and shall be disclosed

only to persons or authories (including courts and administrative bodies) involved in the dment, collection,or-:

administration , of the ¢ orp ion in respect of, or the determination of appeals, in relation to the taxes covered

by the Convention, Such persons or authorities shall use the information onIy for such purposes. They may dlsclosc the
' mfonnatlon in pubhr: courts procwdlngs orin judxc:ai decisions.

2. Inno case shall the provisions of paragraph | be construed so as to impose on a Contracting State the.
obl:gatlons - .

.(a) to carry out admlntlmhve measures at variance wuh the laws and adminstrative pra.cuoe of that or of thc other
Contracting State; .
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- (b) to supply information which is not obtainable under the laws or in the normal course of the administration of that
or of the other Contracting State;

(e) to sl.upp)f information which would disclose any trade, business, industrial, commercial, or professional secretor
 trade process, or information the disclosure of which would be contrary to public policy (order public).

3. If information is requested by a Contracting State in accordance with this Article, the other Contracting State

* shall obtain the information to which the request relates in the same manner and to the same extent, as if the tax of the first-

mentioned State were thé tax of that other State and were being imposed by that other State. If specially requested by the

‘competent authority of a Contracting State the competent authoriy of the other Contracting State shall provide information

under this Article in the form of depositions of witnesses and authenticated copies of unedited original documents (including

- books, papers, statements, records, accounts, and writings) to the same extent such depositions and documents can be
obtained under the laws and adminstative pratices of that other State with respect to its own taxes.. ¢ '

4. FEach of the Contracting States shall endeavour to collect on behlzzl.fof the other Contracting State such amounts
as may be necessary to ensure that relief granted by the Convention from taxation imposed by that other State does not ensure
to the benefit of persons not entitled thereto. ) . T et

5. Paragraph 4 of this Article shall not impose upon either of the Contracting States the obligation to carry out
. administrative measures which are of a different nature from those used in the collection of its own taxes, or which would be
contrary 1o its sovereignty, security, or public policy. : R )

] 6. For the purposes of this Article, the Convention shall notwithstanding the provisions of Article 2. (Taxes
Covered), apply - : ; ; i

(a) inrelation to the United States, to taxes of every kind imposed at the national level; and

(b) inrelation to Sri Lanka to all taxes administered by the Commissioner-General of Inland Revenue. -

ARTICLE 28
DiPLOMAT[C AGENTS ANID CONSULAR OFFICERS

Nothing in this Convention shall effect ‘the fiscal privileges of diplomatic agents of consular officers under the -
general rules of international law or under the provisions of special agreements. :

ARTICLE 29
ENTRY INTO FORCE

L 1. This Convention shall be subject to ratification in accordance with the applicable procedure of each Contracling
State and instruments of ratitication shall be exchanged at Washington as soon as possible. -

2. The Convention shall enter into force upon the exchange of instruments of ratification and its provisions shall
have effect : ' ‘ . ; .

(a) in respect of taxes withheld at source, for amounts paid or credited on or after the first day of the second
month next following the date on which the Convention enters into force; . '

(b

=

in respect of other taxes, for taxable periods beginning on or after the first day of January of the year in which
the Convention enters into force. ) '
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Lo e b ARTICLE30

" TERMINATION
“1. This Convention shall remain in force until terminated by a Contracting State. Either Contracting State may terminate
the Convention at any time after 5 years from the date on which the Convention enters into force, provided that at least 6

months prior notice of termmanon has been gwcn through diplomatic channels In such evcnl lhe Convcnuon shall cease o
ha\re cffact— ’

(a) in respcct of taxes withheld at source , for amounts paid or crndlied onor aﬁer thc f';rst day of Janunry next
fol!awmo the expiration {)f thc G months perlod I

(h} in respect of other taxes, for taxable pcrlods begm ning on or after the first day of January, next ‘following the
explmtmn of the,é months perlod

DONEat Culombo in duphcalc inthe Enghsh and Smhala Innguages the two texts havmg oqual authenucu)u lhIS 14lh day of "
March 1935

o jbiIN H. Reep, .

' " HucH MOLAGODA, -+
for the United States of . for The Democratic Socialist

America. Republic of Sri Lanka.
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