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Tr ansmission to the Congress of the Agreement 
Between United States and Switzerland for 
Avoidance of Double Taxation with Respect t o Taxes 
o n Income 

To transmit to the Congress the Agreement between the United 
States and S itzerland for Avoidance o f Double Taxation with 
Respect to 

Background 

es on Income 

Attached at A is your letter to the Congress transmitting the 
Agreement betwe n the Government o f the United States and the 
Government of S~i tzerland for the Avoidance of Double Taxation 
with Respect to a x es on Income , s igned at Washington on October 
2 , 1996 (Tab B) . 

This Agreement up ates an existing treaty with Switzerland and is 
similar to modern t a x treaties between the Uni ted States and 
other OECD nations . It provides maximum rates of tax to be 
applied to various t ypes of income and protection from double 
taxation of income , e xchange of inf o r mation to prevent fiscal 
evasion and sets for h rules t o limit the benefits of the 
Agreement t o persons that are not engaged in treaty shopping . 

The Agreement will ent er into force upon the exchange of 
instruments of ratifi~a tion . It will remain in force 
indefinitely unless ter mina~p d by one of the Contracting States 
pursuant to Article 30 . Ei1ner State may terminate the Agreement 
by giving at least six montps of prior notice through diplomatic 
notice . J 

cc : Vice President 
Chi ef of Staff 
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A technical memorandum explaining in detail the provisions of the 
Agreement will be prepared by the Department of the Treasury and 
will be submitted separately to the Senate Committee on Foreign 
Relations . 

The Department o f the Treasury and the Department of State 
cooperated in the negotiation of the Agreement . It has the full 
approval of both Departments . 

RECOMMENDATION 

That you sign the transmittal letter at Tab A. 

Attachments 
Tab A Transmittal Letter 
Tab B The Agreement Text 
Tab C Incoming memo from State 



TO .THE SENATE OF THE UNITED STATES : 

I transmit herewith for Senate advice and consent to ratification 
the Convention Between the United States of America and the Swiss 
Confederation for the Avoidance of Double Taxation with Respect 
to Taxes on Income , signed at Washington, October 2 , 1996, 
together with a Protocol to the Convent i on . An enclosed exchange 
of notes with an attached Memorandum of Understanding , 
transmitted for the information of the Senate, provides 
clarification of the Convention in specified cases . Also 
transmitted is the report of the Department o f State concerning 
the Convention . 

This Convention , which is similar to tax treaties between the 
United States and other OECD nations, provides maximum rates o f 
tax to be applied to various types o f income and protection from 
double taxation of income . The convention also provides for 
exchange of information and sets forth rules to limi t the 
benefits of the Convention so that they are available only to 
residents that are not engaged in treaty shopping . 

I recommend that the Senate give early and favorable 
consideration to this Convention and give its advice and consent 
to ratificat ion . 

THE WHITE HOUSE , 



COt-.VENTION 
3ETW3EN THE tJN!TED STATES OF AMERICA 

AND 
TrG S~ISS CONFEDERATION FOR THE AVOIDANCE OF 

DOtJ3~ '!'AL:;TIO~ WITH RES?E:CT TO TAXES ON INCOME 

':'he Gn.:.:.ed S~a:.es o f America and the Swiss 

Confederation, desiring to conclude a Convention for the 

avoidance of double taxation with respect to taxes on 

i~come , have agreed as f o llows: 
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A.~TICLE ' 

Personal Scope 

1. Except as o t he :-,., i se p:-ovic.ec. i:1 t:iis Convention, 

: :iis Conve n:ion shall app~y to persons who are r esidents of 

o:1e o r bot~ o: t~e Co~:racti~g Sta:es. 

2. No :::.·.,:..:hstancing ar:y p:-ov:..sior! o : : his Convention 

except parac;raph 3 of th:s A=tic _e , t~e Gni :e~ S: a :es ma y 

tax a person ~ho is treated as a resident i..::.der i ts t axation 

_a~s (except ~here such person is determined to be a 

resident · 0: Swi:zerland under tte prov:..sio:is o : paragraphs 3 

or 4 o f A----tic l e 4 (Resident) ) and its citizens ( including 

its fonner citizens) as if this Co:1ventio:1 ha= noc come ir.to 

e::ec:.. 

3. The provisior.s of parag-:-aph 2 sha_l :lo: affect : 

a ) the benefits confer7:ed by t he Uni ted States 

under paragraph 2 of Artic_e 9 (Associated 

Enterprises ), paragYaphs 6 a.~d 7 of A=ticle 13 (Gains), 

k"t icles 23 (Relief from Double Taxation) , 24 

?rocedure ); and 

b l the benefits conferred by the U:1:..:ed States 
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Se:-v:ce a~d Social Secu=ity} , and under Articles 20 

(Studen~s a~d Trainees ) and 27 (Members of Diplomatic 

Missio~s and Consular Posts) and paragraph 4 of .~ticle 

2a (Miscellaneous ) , upon individuals who are neither 

c:tize~s o:, r.o r have immigrant status in, the Onited 

S:a:es. 

A.~TICLE 2 

'!'axes Covered 

, Th:s Conve~tion s~all apply to taxes on income 

imposed on behalf of a Contracting State . 

2. The existir.g taxes to which the Convention shall 

a) in Switzerland: the federal , cantonal and 

commu..~al taxes on income (total income, earned income, 

~r.come from property, business profits, etc. ); 

j ) in the United States: the Federal income taxes 

imposed by the Internal Revenue Code and the excise 

:axes imposed on insura.ice premiums pai1 to foreiq:i 

i~sure=s and with respect to private foundations. T~e 

c~~ve~:ior. shall, however, apply to the excise taxes 
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to the exte~t chat the r i sks covered by such premiu~s are 

~ot rei~s~red with a person not entitled to the be~e:its of 

:iis or a~y other Convent:on which provides exemption from 

t~ese taxes. 

3. 7te Conve~::o~ s hal: app_y also to any identical or 

s~star.tial_y similar :axes which are i~posed a::er t~e ca:e 

of signature of the Cor.vention in addition to , or in place 

o:, the existing taxes. The competent authorities of the 

Con:racting States shall notify each other of any 

sig-:-iifica~t changes which have been made in their respective 

:a.xation laws. 

ARTICLE 3 

Ge~eral Definit i ons 

1. ?or the purposes of tr.is Convention, u.~les s the 

cor.:ext otherwise requires: 

a ) the term "person" includes an indivicual, a 

part~e r ship, a company, an estate, a t:rust a~d a.:y 

other body of persons; 

bl che te:::m "compa.: y" mea.~s a~y body corpora:e or 

a~y e~:ity which is treated as a body cor;,ora:e for ta.x 
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pt.:.r;,oses u.nc!e:- t:-:e :a·,.,s of the Co:-it::-ac::.:.::g State in 

which i: is o ::-ga:::zec; 

c ) the ce:::-:ns "en:erprise o: a Con:: ::-acc i :ig State" 

a.r.d "e:i::erp::-ise o : the other Con::rac:ing State" mean · 

res?ec::ve_y a~ e~:e::-p::-ise car:-ied or. by a :-esident of 

a Cont::-act.:.ng S:a:e a_~d an ente~:-ise ca::-::-iec on by a 

:-eside::~ o: t~e o:~e= Contractir.g State; 

d ) the term '' z:a:ionals n mea_i.s: 

i ) a~l i::dividuals possessing the 

r.a:ior.ality (i.e., ci:izens~ip, in the 

case of the United States) of a 

Con:ra~ting State; a~d 

ii ) a l : l egal persons , partnershi?s and 

associations deriving their status as 

sue~ f::-om the laws in force in a 

Contracting State; 

e ) the term "international tra:fic" means· any 

transport by as~:? o::- aircraft, except w~en such 

t ra:ispo::-c is so_e:y between places i:i t~e o ::~er 

Contract ing Sca~e ; 

f ) the t.e:-m "com?etent a ut.ho:-ity" means: 
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i ) in Swit:ze:-land: the D::-ector o: the 

Federal Tax Administration or his 

authorized represenca:ive; and 

ii ) in the O:iited Sta:es: t~e Secretary of 

t~e Treasury o:- his ce:egate ; 

g ) t~e te:-m "Swi:zerland" mea~s t~e Swiss 

Confederatio:i; 

h ) the :erm "Onited States" me3..."s t~e G:iited 

States o: America , ~ut does not incl~~e ?uerto Rico, 

the v:~gi~ rs_ands, Guam, or any o:~e:- G:iitea States 

possession or territory. 

2. As regarcs the applica tio:i o: c~e Conventioj by a 

Contracting S:ate a.~y term not de:inec :~ere:~ s~a - 1, unless 

the context otherwise require s or the com~e:ent author ities 

ag:-ee to a common meaning according to t~e provisions of 

Article 2 5 (Mctua_ Agreement Procedure ) , ::a·.re the meaning 

whic~ it has under the laws of that State conce::-ning the 

taxes to which the Convention applies. 



- 7 -

? o = t~e ~u=-;,o ses o f thi s Convention, t he ter.n 

:nea.:.s: 

:s lia.;)~e : o t~x therein by =eason o: his domicile , 

resice~ce, natior.a_:cy, place o: manage~en: , p l ace of 

i ~co=?ora: ion, o r a~y ocher c riterion of a similar 

~a:~=e, except that a United States citizen o r alien 

law=~-:y admic:ed for permar.e~t residence (a "green 

car~ ~ ~o:cer ) w~o is not a resicent o: Switzerlar.d by 

considered t o be a res ident o : the United States only 

i : s ue~ ?erson has a substanti al presence , permanent 

home or ~abitual abode in t he Onited States ; if , 

~owe'ler , s ue~ person is a:so a resident o : Switzerland 

as a ~nited Stat es resident under this paragraph a n d 

sue~ person's status s ha ll be determi~ed U-1der 
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b ) ~~e Gove:-:iment o: c~a: Sta:e or a political 

subdiv:sion or loca_ authority thereo : or any agency or 

inst:-ume~:ality of any s ~c~ Gove::--:1me~:, subdivision or 

authority; 

c l a pension cruse a~d any other 

organization estab.ished in that Sta:e 

ar.d mai~tai~ed ex=lus:vely to administer 

or provide pensions , retirement or 

e mployee bene:its , t hat is established 

or sponsored by a pe rson resident in 

that State under this Article; and 

i: ) a not-for-pro:it orga_,ization 

established a_~d main:ained in that State 

for religious , charicab_e, educational, 

scientific, cultural or other public 

purposes ; 

that by reaso~ of its nature as such is generally 

exempt from income taxation in that State; or 

d ) a partnership, estate, o r tn:s t , but only to 

the ext e~: that the income derived by such partnership, 

estate, or t:=ust is subj ect to taxi~ t hat State in the 

same ma_..,__,er as the income of a resident of that State, 
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eithe= in its hands or i r. t~e r.ar.ds of i:s partners or 

bene:iciaries. 

2. ~ocwithsta..~dir.; para~aph l, the te.:-:n "resident of 

a Cor.c=accing State" does not include any pe=son who is 

sou=ces i~ cha: s : ace. 

3 . Whe=e by =easo~ o: :he p=ovisions o: pa=a~aph 1 an 

i~div idual is a reside~: of both Conc=acting States, then 

~is status sr.all be dete!"Tnir.e~ as :ollows: 

a ) he sha:l be deemed to be a resid~~t of the 

S:ate in which he has a penna.,ent home available to 

~i~ ; i : he has a pe!7.la.~ent home available to him in 

~oc~ S:ates , he sta:l be deemed co be a resident of the 

State with which his pe=sonal a.,d economic relations 

a=e c _ose= (cente= of vital inte=ests ) ; 

b ) i: the Stace i~ which he has his center of 

vita_ ir.terests ca:-.no: be dete:::nined, or if he has no 

pe~.a~e~t home available to him i~ eithe= State, he 

s~a:l be deemed to be a reside~t of the State in which 

ie has an habitual a..::>ode; 
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c ) if he has an habitual abode i~ bot~ S:ates or 

in neither o f them, he shal l be deemed t o be a resident 

of the State of which he is a national ; 

d ) if he is a national of both States o r o: 

neither of t hem , t he competent author i :ies of tte 

Contracting States s hal l sett l e the ~~estion by mu:ual 

agreement. 

4. Where by reason of the provis ions o f ?arag=aph 1 a 

person other than a.~ individual is a residen t of both 

Cont racting States, s uch pe_;:.son sha_l be t reated as a 

resident only if and to the extent tha: t~e competent 

authorities of the Contracting States .s o agree pursuant to 

A=: icle 25 {Mutua _ Agreement Procedure ) , including paragraph 

6 thereof. 

5. An individual who would be a resident of 

Switzerland by reason of the provisions of paragraphs land 

3 , but who elects not to be subject to the generally imposed 

income taxes i n Swi tzerland with respect :o all income :rom 

sources in the Onited States, shall no : be considered a 

resident of Switzerland for t~e pu_rposes o f t~is Conventior.. 



A.~TICLE 5 

P~:::nanen; sstablishment 

1. ?o= tie pu:-poses of this Convention, the term 

~perma..~ent establisr.ment" means a fixed p l ace o f busi~ess 

2. Tr:e te:-m 11 ;,e:-ma~ent establisbnent" shall incl'-"de 

especially: 

a ) a pla ce o: management; 

c ) an office; 

d ) a facto=¥; 

e ) a workshop; and 

f ) a mine , an oil or gas well, a quarry or any 

othe~ pl ace of extraction of natural resources. 

3. A building s ite or construc tion o r installation 

project, o r an installa tion or drilling rig or ship used f~r 

the exploration or development of natura l resources, 

cons : icutes a permanent establishment only if it lasts mor e 

t~a..~ twelve months. 
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4. Notwichstandir.g the preceding p=ov1sions of t~is 

A=:icle, the term npe=manent establish~e~:n shall be deemed 

~ct to include: 

a ) the use of faci~ities solely :o= the pu!'?ose of 

storage, display or delive:y o: goods o = merchandise 

be_o~ging to the enterp=ise; 

b ) the maintenance of a stock of goods or 

merchandise ~elonging to t~e ente=-;,=ise solely for the 

purpose of s:orage, display or de_ive:y ; 

c) the m~inte~a..~ce of a stock o: goods o= 

merchandise belonging to the ente=?rise solely for the 

pucyose of processing by another ente::-p=ise; 

d ) the maintenance of a fixed ?:ace of business 

solely for the purpose of purchasing goods or 

merchandise or of collecting information f or the 

enterprise; 

e) the maintenance of a fixed ?:ace of business 

solely for the purpose of ca=:ying o~, :or the 

enterprise , advertising, the su?ply of information, 

scien~i:ic =esearch , or ocher activi::es which have a 

?reparaco ::-y o= auxiliary charac:e=; 
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: ) the maintena.~ce of a fixed p l ace o : bu s i ness 

-so le ly fo r a~y comb:~ation of t he a c tivit i es ment ioned 

-;n subpa=agraphs a ) t~ e ) o f ~h_; s oara ' _ _ - . - g:-apn , provided 

t hat the overall activity of the =ixed place of 

bus i ness resu ~ting ==~m this c ombination is o f a 

?=epara:ory o= au.xi:iary characte:-. 

5. No cwithsta:iding the provisio~s o: pa=agraphs 1 a nd 

2 , ~~ere a pe:-son - o t he= than an agent o: ~~ ind ependent 

statu s to whom pa=agraph 6 applies - is ac ting on behalf o : 

ar. e ~:e=?rise and has , a.~d ha.oitually exercises, in a 

Contracting State an a uthority to conc:ude contracts i n t he 

na~e of the enterprise , t=a: enterprise s~al l be deemed t o 

~ave a permanent escabl is~.ment in that State i~ =espect of 

any act i v i ties which tha: pe=son 'l..:nderta.~es f o= t~e 

e~terprise, unless the ac tivities of such person a=e limited 

t o t~ose mentioned i~ pa=agraph 4 which , if exercised 

t:i.=ough a :ixed pl ace o : business, would not make t h is fixed 

pl ace o f business a pe:ma~ent establishme~t under the 

6. An ente::-prise sha:l not be deemed co t a ve a 

pe::-:na~ent establ i shment i n a Contracting State me:-el y 

::eca~se it carries 
. 

on b~si~ess in t~at s:ate t~=oug~ a 
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broke=, general commission agent or any othe= agent of an 

independent status , provided that such p e rsons a =e ac:ing in 

the ordinary course of thei= business. 

7. The fact that a company which is a resident of a 

Cont=acting State controls o= is con~=o~ _ed by a compa.~y 

which is a resident of the other Cont=acting Sta:e , o = w~ic~ 

ca==i es on business in that other State (whether :c:ough a 

pe::-manent establishment or other#ise ) , sha __ no t o : icse:: 

constitute either company a permanent esta..:::>lishment of the 

other. 

ARTICLE 6 

l. Income derived by a resident of a Con:=acti~g S:ate 

f=om real property (including income from agriculture or 

f orestry) situated in the other Contracting State may be 

taxed in that other State. 

2. The te:in "real p=operty~ s ha l _ have :he meaning 

which i~ has under t he law of the Cont=ac:ing S:a:e in which 

the p=operty in question i s situated. ~he term sha_l i n a ny 

case include property accessory to real p=oper~y , :ivestock 

and eq,~ipme nt used in ag=icu lture and fo=est::.-y , =ig~:s to 
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~~ic~ the provisions c: ger.e=a- law respecting landed 

prope=:y apply, usu:~~ct o : real property and rights to 

of , e r the right to work , mineral deposits, sources and 

o ~he= nacura_ resources; ships a~d airc=a:c shall not be 

3. 7~e ?=ovisions o : pa=agraph 1 shall apply to income 

derived :rom the di=ecc use, letting , or use .in any ctr.er 

form o: =ea l property. 

~- The p=ovisions o: parag:-aphs 1 and 3 shall also 

app ly to the income from real property of an enterprise and 

to ~r.ccme :rom real property ~sec for the performance of 

5. A resident of a Contracting State who is subject to 

tax in the other Contracting State on income from real 

prope=ty situated i~ the other Contracting State may, 

subject:· to the procedures of che domestic law of the other 

Co~~racting State, elect to compute the tax on s uch income 

o~ a ~et basis as if such income were attributable to a 

permar.er.t establishment or a fixed base in such other State. 

A..iy such e_ec:ion shall be binding fo= taxable years as 
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provided by the domestic l aw o: the Cont=acting Sta:e ij 

whic~ the property is situated . 

ART:CL.:: 7 

l . The business p=o:its o : an ente.::"?rise o : a 

Con:=accing State shall be taxabl e on_y i~ c~a: State un_ess 

t he enterprise ca::-ries on b~si~ess i~ the o:he= Con:=acting 

Sca:e through a permanent establishment situated the=ein. I: 

the enterprise ca=ries on business as aEo =esaic, the profits 

o f the enterprise may be taxed in the othe= Sta:e but only 

s o much of them as is attributable to that perma.~en: 

es:ablishment. 

2. Subject to the p=ovisions of pa=agraph 3, w~ere an 

enterprise of a Contracting State carries on busi ness in the 

othe= Contracting State through a per:nanent establishment 

s i :uated the~ein, there s~all in each Contracting State be 

attribu ted to that per:nanent establishment the busi~ess 

p=ofits which it might be expected to make if it we=e a 

distinct and independent e~ter;,rise engaged in the same or 

similar activities under the same or simi lar condi:ions and 
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whi~h shal: :~elude only t~ose p=ofits cerived from the 

assets or activities of the pe:manent establishment. 

3. :~ cieter.n:ning :he busi~ess p=ofits of a permanent 

esta::ilishment, tr.ere shall be a l - owed as deductions expenses 

esca::i: ishme~:, includi~g a =easonable al:ocation of 

executive anc ge~eral adminis:=ative expenses , research and 

deve:opme~t expenses, interest, ar.d othe= expenses i~cu=-=ed 

for the purposes of the ecterprise as a w~ole (or the part 

tr.e=eo : w~ic~ includes the perma.,ent es:ab:ishment ) , whether 

incur=ed ij the Sta:e in which the permanent establishment 

is situa:ed or elsewhere . 

4. Ir.sofa= as it ~as been customary in a Contracting · 

State to determine the busijess profits to be attributed to 

a perma.~e~t establishment on the basis o : an apportionment 

of the total profits of the ente:-prise to its various parts , 

not~ing in paragraph 2 shall prec_uce c~at Contracting State 

from deter:ninijg the profits to be taxed by such an 

appo=:ion~ent as may be customar/ ; t~e method of 

apportionment adopted shall, howeve=, be such that the 

resu_: s~a __ be in accordance with the p=inciples contai~ed 

~n t~e other paragraphs o: thi s A=cic l e . 
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S. No business profits s~all be att=ibuted to a 

permanent establishment by reason of t he ~e =e purchase by 

that permanent establishment o: goods or me=chandise for the 

ente:-p=ise. 

6. For the purposes of che precedi~g paragraphs, the 

busi~ess profits co be a~tr:~uted to the ?e.:711.ane~t 

establishment shall be determined by t~e same me:tod year by 

year unless there is good a~d sufficie~t reason to the 

contrary. 

7. Where business profits include items o f i~come 

which are dealt ~ith separate:y in other A=tic!es o: the 

Convention, then the provis:or.s of :hose Articles shall not 

be affected by the provisio~s of this A=ticle. 

8. For the purposes of this Conven:ion, the te.:711. 

nbusiness profits• includes income derived from the rental 

of tangible movable property and the rental or licensing of 

cinematographic films or #o r~s on ::lm, ta?e, or other means 

of reproduction for use in radio or television broadcasting. 



ART:CLE 8 

Shi~ping and Air Trans9o;t 

:=om the ope=ation in in:e:-:1atior.a_ tra:fic of ships o= 

aircraft s~a:: be taxable on_y i~ tha: Seate. 

2. For the pu:-poses of t~i s Article, p=ofits :=om :he 

operation of ships or airc=aft in inter::a:iona_ tra::ic 

include profits derived f=om the rental of ships or airc=a:: 

if such rental profi:s are i~cidental to other profics 

described i~ paragraph l. 

3. The provisions ot pa=agraph l shall also apply to 

p=ofits from the participation in a pool, a joint business 

or an interna: ional operating agency. 

ARTICLE 9 

Associated Ente?32rises 

l. Where 

a ) a~ e~:erprise o : a Cor.trac: ir.g State 

?arcicipaces direct l y or indirectly in the ma~ageme~:, 

contro l or capital of an enterprise of t he othe= 

Con:=accir.g Sta:e , or 
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b ) the same persons participate directly or 

indirectly in the management , control or capital of a..1 

enterprise of a Contracting State and an enter?rise o: 

the other Contracting Sta:e, 

and in either case conditions are made o r imposed between 

the two enterprises in their commercia_ or financia l 

relations which differ from those which wo~ld 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 

a..~d taxed according_y . 

2. a ) Where a Contracting State proposes to include 

in the profits of an enterprise of that Seate, and to 

tax accordingly, profits on which an enterprise of the 

other Contracting State has been charged to tax in that 

othe:: St'ate, the competent authorities o: t he 

Contracting States may consult pursuant to Article 25 

(Mutua_ Agreement Procedure ) . 

b ) If pursuant to Article 25 the Contracting 

States agree on adjustmen:s to t he pro :its of each such 

e~teI?rise t hat reflect the conditions which would r.ave 
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been made be:ween independent e~te:-p=ises, then eac~ 

State shall make the agreed adjustmen: to the amounts 

charged on the p=ofits of each suet enterp=ise . 

A.R.TICLE 10 

Dividends 

l. Dividends derived and bene:~cially ow:ied by a 

resident of a Contracting State may be taxed in tha: State. 

2. Howeve=, such dividends may a_so be taxed in the 

Contracting State in which the divide~cs arise according to 

the laws of that State, but if the bejeficial owner of the 

dividends is a resident of the othe= Co~traccing State, the 

tax so charged shall not exceed: 

a ) 5 percent of the gross amou_~t of the dividends 

if the beneficial owner is a company which holds 

directly at least 10 percent of the voting stock of ~he 

company paying the dividends; 

b ) 15 per cent of the gross amount of the dividends 

in all other cases. 
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Subparagraph b} and not subparagraph a ) shal l apply in the 

case of dividends paid by a person which is a resident of 

the United States and which is a Regulated Inves tment 

Company. Subparagraph a ) shall not apply to dividends paid 

by a person which is a resident of the United s : a:es ar.d 

which is a Real Estate Investment Trust , and subparagraph b l 

shall only apply if the dividend is beneficia_ ly owr,.ed by an 

individual holding an interest of less than 10 percent in 

the Real Estate Investment Trust. 

This paragraph shall not affect che taxation of :he company 

in respect of the profits out of which the d.ivide~ds are 

paid. 

3. Notwithstanding paragraph 2, dividends may not be 

taxed in the Contracting State of which the company paying 

the dividends is a resident if the beneficial owner of the 

dividends is a resident of the other Contracting State 

described in su.bpa::::-agraph 4 b) of Article 28 {~t:. scellaneous) 

that does not control the company paying t he cividend . 

4. The term "dividends" as used in t~is A=ticle means 

income from shares or other rig~ts, not be i ~g debt-claims , 

participating in profits , as well as income whic~ is 
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subjec:ed to the same taxation treatment as income from 

sha=es u.~de= the law of the Cont=acting State in which the 

i::come a=ises. 

5. The provisions of pa=agra?hs 1 and 2 shall not 

a?p:y :: the bene:icial owne= of the dividends, being a 

=esice::: o: a Cont=accing State , car=ies on business in tr.e 

o:~e= C~:::=acting Sta:e o: w~ic~ the company ?aying the 

div:de::d5 is a resice::t , t:-...=oug::. a pe:manent establistment 

situated therein, or performs in that other State 

ir.de?e::de::t personal services :rom a fixed base situated 

therei::, and the dividends a=e attributable to such 

?e::mar.en: establishment o= fixed base. In such a case, the 

p=ovisions of Article 7 (ausiness Profits ) or Article 14 

(Independent Personal Services ) shall apply. 

6. Where a company is a resident of a Contracting 

State, t~e other Contracting State may not impose any tax on 

the dividends paid by the company, except insofa= as 

a ) such dividends are paid to a resident of that 

o:::.e= State, o= 

b ) the dividends are attributable to a ?e:::manent 

es:abl ishmer.t or a :ixed base situated in that State. 
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7. A company that is a resident of Switzerland and 

that has a permanent establishment in the Onited States , or 

that is subj ect to t ax on a net basis in t he Onited States 

on items o f income described in Article 6 (Income from Real 

Property ) or A=ticle 13 (Ga ins ) , may be subj ec t ij t he 

United States to a tax in addit ion to the tax al lowabl e 

under the other provisions of this Convention. Such tax , 

however , may be imposed only on 

a ) the portion o f t~e business profits of the 

company at tributable to the permanent establishment 

under t his Convention, and 

b ) t he portion o f t he income referred to in the 

preceding sentence that is described in Article 6 

( Income from Real Property) or paragraphs l or 3 of 

Article 13 (Gains), 

t hat represents the "dividend equivalent amount• of those 

pro:its and i nc ome ; the term "dividend equivalent amount" 

shall , fo~ the purposes of this paragraph, have the meaning 

that it has 1.L1der the l aw of the Oni ted States as it may be 

amended from time to time without changing the genera l 

principle t ~ereof. 
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imposed at a =ate exceeding the ra:e specified in 

ARTICLE:: 

Ir,teres: 

1. :nteres: derived a.,d bene:icially owned by a 

=es ident o : a Contrac:i~g S:ate sha l : be taxable on_y i~ 

that. s:a:e . 

2. T~e term ni~terest" as used in t~is Convent ion 

means income from debt-claims of every kind, whether or not 

secured ~y mo=tgage , and in pa=ticular , i~come from 

gover."lu.e~t secu=ities a~d income from bonds or debentures, 

including p=em.iums and prizes atcachir.g to such securities, 

bonds or de~entures, and including a:i excess inclusion with 

respec: to a residual interest in a real esta te mortgage 

investment conduit. However, the te:-:n "interestn does ~ot 

include i~come dealt with in A=tic l e 10 {Dividends ) . 

Pena l t y c~a=ges for late paymer.: sr.al: r.ot be regarded as 

i~terest for the pur;,o se of tr.is Conve~tion. 

3. T~e ?rovisior.s of paragra?h: shall not apply if 

:~e =e~eficial owner of the ir.:eres:, ~eing a resider.: · of a 
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Cor.tracci~g State, ca=ries on ~~siness i~ t~e ot~er 

Con:racting S:ate t~ough a ?e::-:nanent establishment situated 

pe=sonal se:-v~ces :=om a :ixed base situated therein, and 

t~e interes: :s a::=ibutable to such permanent estab_ishment 

o= :ixed base. !n such a case, t~e provisions o : Article 7 

(Susiness Profi:s ) or A=t:c:e 14 (:~ce?endent ?e=sonal 

Se:-vices ) shal~ apply. 

4. Whe=e , by reason o: a special relationship bet~een 

the payer and tee beneficia: ow:ier or between both of them 

and some other person, t~e amou..!t o: t~e inte=est, having 

regard to the debt-claim for which it is paid, exceeds the 

amount which wou:d have been agreed upon by the payer and 

the bene:icial owner in t~e absence of such relationship, 

the provisions of this Article shall apply only to the 

last-ment ioned amount. In such case the excess part of the 

payment shall remain -taxable according to the laws of each 

Contracting State, due regard being had to the other 

provisions o : this Convention. 

5. Sxcept as other-Nise provided in paragraphs l or 3, 

in:erest paid by a company that is a resident of a 

Con:rac: ing State may be su..::>ject ~o tax by the ot~er 
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Cont =acting S:a:e o ~ly i ~so far as s uch ir.te=est is paid oy a 

oche= State , o= out of i~come described i~ .;.=-:ic_e 6 ( Income 

:rem Real Property ) o= paragraph 1 of Article 13 (Gai ns ) 

: ~a: is s ubj e c : t o tax on a ne~ basis i~ t~~: otr.e= Sta:e . 

5. 

a } interest arisi~g in : he u~::ed S:ates i: t~e 

receipts , sales , i~come, pro fits or other cash f low of 

the deb:o~ o r a ~e late d person, to a_~y change ij :he 

valu e o : any property o f the debtor o r a related person 

o r to a~y dividend , partne=ship distribution or similar 

p a yme~: made by the de~tor o r a related person , but 

only to tte extent that the i~teresc does not quaU: y 

as portfolio interest under Onited States law , and 

b } an excess inclusion with =espec t to a residual 

ir.ter est in an entity that is treated as a real estate 

mortgage investment conduit unde r the l aw o: the united 

States , 

~h i ch ma y be taxed in t~e Gnite d S:aces accordi~g co i : s 

_aws . 
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AR':'ICLE 12 

3,ova: :ies 

1 . Roya l :ies derived and beneficially owned by a 

resider.t o : a Co~trac: i =g Sta:e shall be taxable only in 

t:1.at Sta:e. 

2. ~~e cer::1 "r oya lties" as used i j :his Convention 

means payments o: any kind r eceived as a consiceration f or 

the use of, or c~e right to use, any copyright of literary, 

artistic, or scier.cific wor~ (but not ijcluding motion 

pictures , o r films , capes or ot~e= means of reproduction for 

use in radio or television broadcasting) , any patent, 

trademark, desig:1 or model , plan, secr et formula or process , 

o r other li~e right or ?roperty, or for in!o:mation 

concerning industrial, commercial, or scientific experience. 

The ter.n "royal ties" also includes gai ns derived from the 

alienation of any such right or property which are 

contingent or. the produc tivity, use, o r disposition chereo : . 

3. :'he provisions o : paragraph l sha_l no t apply i: 

the benefic i a l owner o f the roya_ties , bei~g a reside~t of a 

Contracting State, carries on business in t he o:her 
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c~~=e:n, o= perfo::..ns in that othe= State independent 

pe=so~a: ser,ices from a fixed base sit~ated therein, and 

esc~lishment o= :ixed base. =n such case the provisions o: 

Where, by reaso~ of a special =e:a:ionsh:p betwee~ 

t~e payer and the beneficial owner or between beth of them 

anc some other person, the amount of the royalties, having 

=ega=d to t=e use, right or information for w~ich they are 

paid , exceeds the amou_~~ which would have been agreed upon 

~y :he paye= and the person de=iving the royalties in the 

a:,sence of such relationsiip, the provisions of this Article 

shall apply only to the last-mentioned amou_~t. In such case, 

the excess part of the payments shall remain taxable 

according to the law o: each Contracting State, due regard 

being had to the other provisions o: this Conve~tion. 

A.~TIC!..E 13 

Gaics 

Ga:~s cerivec by a resident of a Contractir.g Sta:e 



• 3 0 -

situated:~ :~e ot~e= Cor.:=ac::~s Sta:e may ~e :axed in that 

othe:.- Sta::e . 

2 . ~o= :::e ;:,u=:,oses o : t::is A=:ic :e , : he term "real 

property s::ua::ed i~ ::he o::her Con::=actijs State" shal l 

include : 

b ) s ha=es or oche= compa=able =ights in a company 

that :s a res iden: o f that ot~er State , the assets of 

which COjsis: whol l y o :.- p:.-incipally o: real prope:.-ty 

situated in that ocie= Sta:e , o :.- a_i interest in a 

pa=::nershi? , trust , o= es::a::e , co t~e extent 

att:.-:~~:abl e to real property s::ua:ed in cha: other 

State. 

In the Or.ited States , the term includes a •united States 

:.-eal proper:y ijte:.-est" as defined in t he Internal Revenue 

Code as it ma y =e a me~ded from time co . time without changing 

3. Gai~s :=om the alie~atio j of movab_e property 

fo::mi ng pa=: o : the busijess p:.-ope:.-cy o: a permanent 

es::ablishme~: which an e~te:-prise of a Contrac ting State has 



- 31 -

pe=tai~ing to a f :xed base a vai - able to a resident of a 

Contracting State in the othe= Cor.:=acting Sta:e for t~e 

including s uci gains from the alie~ation o : s~ch a pe:mar:.ent 

establishme~: (a_or.e o r w:th t~e whole en:erprise ) o r such 

: ixed base , ~ay be taxed in that ot~e= s:a:e :~ accordance 

~ i :h its law. 

4. Ga : ~s d e =ive d by an enterprise o : a Cor.t=ac:ing 

State from t r.e a:ienation o f ships o = air~raft operated in 

international t=affic s hal : be taxable only in c~a: S:a:e. 

Gains descri~ed in Articl e 12 (~oyalties ) shall be taxable 

only in accor dance with the provisions o f Article 12. 

5. Gai~s from the al:enation of any property o ther 

than t hat refe=red to i n paragra?CS l t~..=ough 4 s~a:l be 

taxable only in the Contracting State of which the alieoator 

is a resident . 

6. W~ere a reside nt o f a Contracting State a_ienaces 

property in the course o f an orga.~ i zation, reorganization, 

mer ge= or s:~:lar transac tion a~d prof::, gain or income 

with respect to such alienation i s not recogni zed : o r the 

purpose o f taxation :n that Stat e , if reques t ed to do s o by 
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autho=ity of t r.e ot~e= Cont =acting State may agree , subjec: 

to terms and conditions satisfactory to such compe:er.t 

a~:~o=ity, t~ c e:er t~e =ecognit ion o : the profit, gai~ o= 

income with =espe~t to such property for the purpose o : 

taxation in t~ac ot~e= S:ate until s uch time a~d in s~c~ 

ma.."1.ne= as may be stipulated in the agreeme nt . 

7. I: a =es:de~: o: a Contract ing State ~ho is s'..lb:ect 

to income taxatio~ in both Contracting States on a 

disposi tion o: property is treated f or t ~e pu._-poses of 

taxation by a Con~ract:ng State as having a liecaced p=oper:y 

a~d i s taxed in that State by reason thereof, a..~d t he 

domestic l aw of t~e other Contracting State at sue~ t i~e 

coes ~ot recJi=e o= al _ow the resident t o recognize gain o= 

loss or otherwise permits the deferral of t he gain or l o ss , 

then t~e residen: may elect in his annual return o f income 

f o = the yea= o : s uch a_ienation to be liable to tax in the 

ot~e= Contracting State in that year as if he had, 

immediately befo=e tha: time, sold and repurchased s ~ch 

t~at time. Such an election shall apply to a ll p=ope=:y 
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A.~TICLE 14 

1 . Inco~e ce=ived by an i~dividua_ wr.o is a resicent 

9e=sonal se:-v:=es o: a~ independe~t character s~a:l be 

taxable only i~ :~at State, unless the i ~dividual has a 

:ixed base =eg-~larly available to him ir. the other 

Cont=acting S:a:e for the PU=?OSe of per:orming hi s 

ac::vities. If~= has such a fixed base, t~at po=tion of the 

:~come attribu:a:>le to the fixed base that is derive d in 

respect of se:-vices performed in that other Sta:e also may 

be taxed by that other State. 

2. In dete=mining t~e income desc=ibed in paragraph l 

t~a: is taxa:>le in : he other Cont=acting State the 

p=i~ciples o: A.:-:ic:e 7 (Business ?rof::s ) s~all apply. 
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Subject :o the provisions of A=ticles 16 

(~i =ectors ' Fees ) , :a (Per.sions and An_,uities ) and 19 

(Goverr.men: Se!'Vice a~d Soc:a: Secu=ity) , salaries, wages, 

a.~d ot~e= simila= =emune=a:io~ derived by a resident of a 

Contracting State in respect of an employment shall be 

taxable only in t~a: Sca:e unless the employment is 

exercised in tje ot~er Contracting State. If the employment 

is so exercised, s~c~ =e~une=ation as is derived the=efrom 

may be taxed in that other State. 

2. Notwithsta.!ding the provisions of paragraph l, 

remuneration derived by a resident of a Contracting S:ate in 

respect of an employment exercised in the other Contracting 

State shall be taxable o~ly in the first-mentioned State if 

a ) the · recipient is present in the other State for 

a period or periods not exceeding in the aggregate 183 

days in a.~y :Ne_ve-mcn:~ period commencing or ending in 

t~e ta.x~le year concer.i.ed; 
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a~ e ~~loye= wr.o is ~ot a res:denc o : the other Seate; 

a::c. 

3 . ~o twi:~sta~d:~~ :~e preceding provisions o : this 

A=:icle , =emu..~erat ion desc ribec. i n paragraph 1 chat i s 

cie=i·;ed by a =esicent o : a Contrac:.:.ng State .:.~ respec~ o= 

a:: ernployme~t as a mem.::er o: the regular c omp~e~ent o : a 

s~i? or a.:.rcraft operated in i~te:rnational traffic s hall be 

:a.x~le only in that Stace . 

AAT I CLE 16 

J~reccors ' :~:s 

Di=ec:ors' fees a~d other s imilar payme~cs derived by a 

res:dent of a Contrac:ir.g State in his capacity as a me ~ber 

~= :~e board o: d~rec t ors of a compar.y that is a resident o : 

:~e ot~e r Co~:ractir.g S:~te may be taxed in that ot~e= 
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Ar:isces and spo~csrnen 

( :nd:?e~dent ?e=sor.al Se::-vices} and 15 (Deper.dent Pe=sonal 

S0 --:-es ) : ~co-e ~~-~vcd by a ros ~~e~- o~ a Con--ac~1· -- "' - '- I-•,. l 4 I 1;..;, ___ ._ _ ._ -- ••- - 1,,,.._ I.- ng 

sportsman , from his personai activities as such exerc:sed in 

:~e ~:~er Con:rac:ing s:ace may be taxed in c~at other 

Sta:e , except where t~e amount of the g=oss receipts de=ived 

~y such encer:aine= or sportsman, including expenses 

=ei:i'bursed co ~:mo= borne on his beha_: , :=om such 

ac : ivicies does ~o: ex~eed ten :~o~sa~~ u~::ed States 

dollars ($10,000) or its equivalent i~ Swiss francs for the 

:ax~le year conce:-ned. 

2. Whe=e income in respect of activities exercised by 

a~ e:iter:aine= or a spo=tsman who is a resident of a 

:~n:=ac::ng State ~n his capacity as sue~ accrues not to the 

i~come may be taxed in t~e Contracting Scace in which t~e 

ac::vities o: t ~e entertainer or S?o=:sman a=e exercise~ , 
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?ersona l Se:vices ) , un l ess i:. 

; _ 0 s-~~11.· -he~ t~a~ - 0 ; -~e- ~~~ ent0 r-a1· -e~ o--~ - _........, :::u <...;. • • '- · · - - -·· - '- ' "'- -- '- •• - - sportsman nor 

1. Subject :.o t::e ?revisions of ~:.ic l e 19 (Government 

Service and Socia: Sec~r:ty) , pensio~s a...~d o t~er s:milar 

Contracting State i~ consideration o: past employment shall 

be taxable o~ly i~ :.::a: Sta:e . 

2. Subjec:. t o t ::e ?=-ovisions o : .~~ic:e 1 9 (Gove::-:i.ment 

Se=-vice and Soc :a_ Sec·..2.:-i:y ) , a.fu,ui:ies deri·✓ed a...-id 

bene:icial ly ow:-.ed ~ya res ident o : a Co~tracting State 

s;;.all be taxa.b:e c -:-.:y i :i. t:iac s:.a:e . -r:-:e :erm "a...,nuities" as 

~sed in this paragraph means a sta:ed s~~ paii periodica_ly 

;,ayme~ts 
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ade~ace a~c f ull co~sice=ation (o c~e= than services 

rendered ) . 

A..~TICL.:: 19 

Gover.-.~e~: se;vi ;: a~d Socia! Securi ty 

a ) sa:a=ies , wages and o:he= simi_ar remu..,eratio n , 

o:~e= c~a~ a ?e~s:=~, paid ~ya C~ntraccing State or a 

politi=a- subdiv:sion o r a lcca _ a uchoricy the=eof co 

an i~civicua : i~ =espect o f services rende red to that 

State o = st.:.bdivis io~ o= au tho=ity shal_ be taxable only 

i:1 t:iat S:a:e . 

b ) ~o weve= , s ~c~ salarie s , wages and other s imilar 

remuneracion sha:_ be ta.xa.:>le only in the other 

Contract i ng State if che se::vices are r endered in tha t 

Scace and tne i~dividual is a reside nt of that Sta te 

who: 

i) is a ?:a:io~al of that State; o r 

ii) did no: become a =esident o f that State 

solely :or c~e pu:-pose of rende ring the 

se::vices. 

2. a ) A..,y ?e~sion paid by , o= out of funds cre ated 

by, a C~?::=acti~g Scace or a pol i:ical subdivision or a 
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local a utho=ity t~e=eo: t o an ~~dividual :n respec: of 

services rer.de=ed : o :~a: State o= st:bdivision or 

=esice~: of , a~c a ~a:ional of, tha: State. 

3. The ~rov:sio~s o : A::icles 15 (Dependent Pe=so~a-

Se:::vices ) , 16 (Di=ec:o=s ' ?ees ) and 18 (?ensions and 

A.-..::.~ities ) shall a??lY : o sa -~ries, wages and other similar 

re~t.:..neration, and to ?e~sions, in respect of services 

=eccered in cor_nec::o~ w::~ a business carried on by a 

Co~trac:ing Sta:e or a subd:v:s:on or a loca_ 

4. Sotwithsta..idi~g pa=agraph 2, social security 

payments and other public pe~sions paid by a Contracting 

S:ate to an indivi~ual who is a resident o f the othe r 

Con:=acting State may be taxed in that ot~er State. 

r.oweve=, such payme~ts may also be taxed in the first 

Contracting State accor d i~g to the laws o: cha: State , but 

:~e tax so charged sha_l ~oc exceed 15 pe=cent of the g=oss 

a~ounc of t~e payrr:e~c. 
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A.~T I CLF. 2 ::l 

stud~o;s a~d Trai nees 

?ayment:s whi~i a stucent , apprentice, or business 

t=ai~ee, who is o r was immedia t e ly before visiting a 

c~~: =ac : ing Sta:e a =esiie~: of the othe= Con:=ac:ing Sta te, 

a~= who is ?resen: i~ t~e :i=st-ment ione d Stace f o r t he 

?Ur;>ose of his f~::-t ime education o r training , rec e ives :o= 

: i e purpose of hi s rnain:enanc e , education o r tra ining sha: l 

~ct be taxed in that State provided c hat such ?aymen t s arise 

:=om sources outs ide chat State . 

ARTICLE 21 

Other Income 

1. Items o: income o f a res ident of a Cont=acting 

S:a:e , w~erever a=ising , not dealt with in the f oregoing 

~~:icles o f this Convention shall be taxabl e only in that 

s:ate. 

2. T~e provisions of paragraph 1 shall not a?ply to 

i ~c~me other t han in=ome from real property as defined i n 

?aragraph 2 of A=cicle 6 ( Income f r om Real ?roper:y), if the 

9erson d eriv i ng t~e i~cone, being a resident o f a 

Co~:rac~ing Scat:e , carr i es on bus iness in the o : ~er 
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Cont rac::jg S:a:e th=ough a pe:ma~e~t establishment situated 

pe=so~a: services f=om a fixed base s itua:ed che=ein, a...~d 

the =ight or p=operty in respect of which the income is paid 

:s e::ec:ively connected with sue~ ?e=-:na~e~t es:ablisr.rne~t 

o= f:.xed '.:>ase. In s uch case the provisions of Artic l e 7 

(3usi~ess ?ro:ics ) o= A=ticle 14 ( I~depe~cent ?e=so~al 

Serv:ces ) , as the case may be, shal l a?ply. 

3. ~r.e p=ovisions of this A=cicle shall noc apply to 

i~come subject to tax by either Contracting State on 

wagering , gambling or lottery winnir.gs . 

ARTICLE 22 

Limitation on 3~nefics 

1. Subject to the succeeding p=ovisiojs of this 

A:cicle , a oerson that is a resident of a Concracting State - . 
and ~hat derives income from the othe r Contracting Seate may 

on_y claim the bene:ics provided f o r in this Conventio~ 

whe=e such perso~: 

a ) is an individual; 

b ) is a Co~traccing State, a political su.bdivisio~ 

o= local aut~ority che=eoE , o= a~ agency o= 
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inst~~me~ta_ity of s~ch Sta:e, political subdivision or 

a uthori :y; 

c ) is e::gaged i~ the active conduct of a trade o r 

bcsi::ess :n :~e first- mer:t ioned Contracting Sta te 

(otl:er t::a:: busi~ess of maki~g , managing or simply 

holci~s i~vestmer.ts for perso~ •s ow:1 account , 

un_ess c~ese activ::ies are ba."1king, insura..~ce or 

secur::ies ac:ivi:ies carried on by a bank, insurance 

company o r registered securities dealer) and the income 

derived from : he other Contracting State is derived in 

connection with, or is incidental to, that trade or 

busi~ess; 

c l is a recognized headquarters company for a 

multinational corporate group; 

e l is a company 

i l whose principal class of shares is 

primarily and regularly traded on a 

recognized stock exchange ; or 

ii} if one ~r more companies described in 

clause i ) are the ultimate beneficial 

cw:1e rs of a predomi~ant interest in s uch 

compar:y; 
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f ) is a c ompany, t:-ust or escate , unless one or 

~ore persons wr.o a=e coc entitled t o t~e be~efits o: 

t~is Convention ~nde= subparagraphs a ) , b ) , d ) , e ) or 

g ) are, in the agg::egat e , t~e ultimate beneficial 

owne=s of a predom:na.~t interest in the f o:-m of a 

?articipation, o r o t ~e:-w:se , in sue~ compa~y, t ~Jst o r 

estate ; or 

g ) i s a fa~i:y f oundation resident in Sw:tze=la~d, 

imless the f ounder , o= the ma jority of the 

beneficiaries , a=e pe=sons who are not ent i t l ed t o the 

' benefits o: t~is Convent ion u.nde= su.bpa=agraph a ) , or 

50 percent or rr.ore of t he income of ·the family 

: 01.L."'ldation cou_d be:ie:i: persons who are no t entitled 

to the bene:its o : t~is Convention 1.:.....,der subparagraph 

a l . 

2. Nocwithsta.ndi~g the preceding paragraph, an entity 

described i~ paragraph~ c ) o f Artic l e 4 (Reside~t ) may 

c~aim the bene:its o: t his Convention, provided that more 

tha~ half of the beneficiaries, mer:1.bers or participa~cs, if 

any, in such organiza:ion a=e perso~s tha~ are entit led, 

under this Article, t o the benefits of this Convention. 
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3 . a ) A compar.y t~at is a resident o: a Contracti~5 

State shall also be entitled to the benefits o f 

A::icles 10 (Dividends ) , 11 ( Interest ) and 12 

(~oyalties ) if: 

i ) t~e ul timate beneficial owners of more 

:~a~ 30 perce~t o f t~e aggregate vote 

a~d value o f all o : its shares are 

persons that are resident in that 

Contrac:ing State , and that would 

cr~alify for benefits under subparagraphs 

a ), b ), d ) , e ) , f ) or g ) of paragra?h l; 

ii ) t~e ult imate beneficial owners o: more 

than 70 percent of all such shares are 

persons described in subparagraph i ) and 

persons that are residents of member 

states o : the European Onion or of the 

~uropean Economic A.:-ea or parties to the 

North American Free Trade Agreement tha: 

are cescribed in subparagraph b ) ; a~d 

iii ) tie a mount of the expenses deduccib_e 

:r~m gross income that are paid or 
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:i=st fiscal pe=iod , that period) to 

pe =sons tha: wou.c r.o: cr~alify for 

be~etits unde= su.bpa=ag=aphs a ) , b ) , d ) , 

b ) For pu:-poses of subparagrap~ a ) ii ), shares 

whose ultimate be~eficial owr:er is a person t~at is a 

: ~e Eur opean Eco~ornic Area or a party t o the North 

i) is a resident of a country with which 

the other Cont rac ting State has a 

comprehensive income tax convention and 

tr.at person is e~tit_ed to a ll o: the 

be~ef i :s provided by t~e othe r 

Co~tracting State under that convention; 

ii) . ..,.o,..1 lc. ~alify for bene:its unde r 

par3graph 1 if t~a t person were a 
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Cont racti~g S:ate and i: references in 

su~h ?aragraph to the first -mentioned 

Co~t racting State were references to 

t~at persor. ' s state of residence; and 

iii ) woi..:_d be encitled to a rate of t·a.x in 

t~e o ther Contracting State under the 

conventior. betNeen that person ' s country 

o: resider.ce a_~d the other Contracting 

State in respec: of the particular class 

o: i~come for which bene:its are being 

claimed under this Convention, that is 

a: _east as low as the rate applicable 

1.1.nder t his Convention. 

4 . Notwithstar.ding the provisions of paragraphs l 

th.rough 3, where an ente:-prise of a Contracting State 

derives income from the other Contracting State, and that 

income is attrihutable to·a pe=-:nanent establishment which 

that ente::-prise has in a third jurisdiction, the tax 

bene:its that would othe!"';lise apply under t he other 

provisions o: the Convention will not apply to any item of 

income if the combined tax that is actually paid with 

res?ec: to such i~come in :~e :irst-mentioned State and in 
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t ~e th:=d ju=:sdictio~ is less t han 60 percent of t he tax 

that would have been payab le in t he first-mentioned State if 

':~e :~come wc -Q ea::ned i n tiat Sta:e by the enterprise and 

were ~ot att=ibutab_e t o t~e pe:-:na~ent establishment in the 

: ~: =d j~=isc:ction. A..iy divide~cs , interest or r oya l ties to 

s•..:bj ec t to t ax at a =a ':e t:iat s ha l 1 not exceed 15 percent of 

the gross amount the=eof. Any ot~er income to which the 

p=ovis:ons o f this pa=ag =a9h apply wi ll be subject to tax 

u...c~de= tte provisions o = tr.e domes: ic _aw of the other 

Cont=ac ting State, notwithstanding any o ther provi sion of 

:he Co~venc:o~ . The p=ovisions o f this paragraph shall not 

a} in the case of royalties, the r oyalties are 

received as compensation fo = t he use of, or the right 

: o use , intansible property produced o r developed by 

the perma_~ent escabl:shment itself; or 

b } in the case o : any other income , t he income 

derived from the other Cont=acting State is derived in 

con..iection wi t h, o r i s incidental to, the active 

conduc t o: a trade or business carried on by the 
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(other t~a~ the business of making, managing o= simply 

holding investme~ts for the person ' s own account, 

unless these activities are banking, insura_~ce or 

secu=ities activities ca:-ried on by a ba.."lk, i~surance 

company or =egis-:e=ed sec-.1rities dealer) . 

:>. The competent authorities of ::re Contracting States 

sha-~ consult together with a view to ceveloping a commonly 

agreed application of the provisions o : this Article. The 

competent autho=ities shall , jn accordance with the 

provisions of A..:'ticle 26 (Exchange of Information}, exchange 

such information as is necessary for carrying out the 

provisions of this Article . 

5 . A pe=son tha: :snot entitled to the benefits of 

this Convention pursuar.t to the provisions of the preceding 

paragraphs may, neve=theless, be granted the benefits of t he 

Convention if the competent authority of t he State in which 

t~e income arises so determines after cocs ultation with the 

competent authority of the other Contracting State. 

7. a ) Fo= the purposes of parag~aph l, the term 

"recognized stock exchange" means: 

i ) any Swiss stock exchange on whict registe=ed 

deali~gs in shares take 9lace; 
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ii ) the NASDAQ System owr:.ed by t~e Nati~nal 

Association of Secu=i:ies Dealers , I:1c . . and 

any stock excha~ge registe=ed wi:h the 

Securities. and E.xc~a~ge Commission as a 

the Sec~=i:ies Exc~a~ge Act of 1934; 

London, Milan , Madri~ , Paris, Tokyo a..-id 

iY) any oche:- s:ock exc~a.-ige agreed upon by the 

competent authorities of the Contracting 

Sta tes. 

b ) Fo= pu..v-poses of subpa=ag=aph ci ) of pa:-agraph 1, 

a person shall be co~sidered a recog:iized headquarters 

company if: 

i) it provides in i:s state o: residence a 

s·J.bstar.tial po::-t ion of the overall 

supervision a~c administration of a 

group of compa~ies (which may be part of 

a _arge:- g:-ou? of companies ) , which may 

include, but ca_"'l...!Ot be principally, 
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ii ) :~e g=oup of companies consists of 

corporations resident in, and engaged in 

a~ active business i~, at leas: :ive 

cou..;t=ies, and t he business activi:ies 

gene=ate at least 10 pe=cent of the 

gross income of the group; 

iii ) the b~siness activities ca=ried on in 

a~y one country other than the 

Contracting State of residence of the 

headq-Ja=te=s company gene=ate less than 

so ?e=cenc ~f t he gross income of the 

group; 

iv ) no mo=e than 25 percent of its gross 

i~come is derived from the ot~er 

Cont=acting State; 

v ) i: ~as , and exe=cises, independent 

discretionary authority to carry out the 

functions referred to in subparagraph 

i ) ; 
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vi ) it is sub ject to gene=a __ y applicable 

rules o: taxation in its count::-y of 

resice:i.ce ; and 

vii ) the income de=ived in t~e other 

Co~:racting State eit~er is cerived in 

co:1.nection wi~h, o= is incidental to, 

the ac:ive busi:1.ess referred to in 

s6?aragraph ii ) . 

If . the income requirements for being cons idered a 

recognized headquarters company (subparagraphs ii ) , iii ) , o r 

iv)) a=e not fulfilled, they will be deemed to be fu l filled 

. - "" lt t .. e r equi=ed ratios are met when averaging the gross 

income of tr.e preceding : our years . 

ARTICLE 23 

Relief f:om Double Taxatioc 

1. In t he case of Switzerland, double taxation s hall 

be avoided as f ollows: 

a ) Where a resicent of Swiczerla-~d derives income 

which, in accordance with the pr ovisions of this 

Convention, may be taxed i n the United States, 

Swi tzerland shall, subject to the provisions of 
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sue~ income f=om tax ; p=ovided , howeve= , tha: sue~ 

l of Artic~e 13 (Ga:cs ) o r._y if actua l ca.xation of s uch 

Swi~ze=land may, i~ ca:cu_acing tax on t~e =emaining 

exempted i~come r.ad 

r.ot been so exempted . 

b ) Where a resider.: o : Switzerland derives 

dividends which , in accordance with the p=ovisions of 

Article 10 (Dividends ) , may be taxed in ~he Onited 

States , s~i:zerland s~all allow, upon request, and 

su.=> jec: to the provisions of subparagraph c ), a relief 

to such resident. The relief may consist of 

i ) a deduction from the Swiss tax on the 

income of that resident of an· amount 

equal to the tax levied i~ the Onited 

Sta:es in accordance with tne provisions 

of Article 10 (D:vidends ) ; such 

deduction shall not, however, exceed 

that pa=: of t~e SNiss tax , as computed 
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a~p=opriate to the ::1come which may ~e 

taxed i:1 tie u:-iited States; or 

::. ) a lu:np sc.:n red·.;c:io:1 o : ::-!e Swiss tax; 

:rom Swiss :ax, i ~ a~, case consisti~g 

at least of tte ded~ction of the tax 

levied in the CJniced States from the 

gross amou..~t o: the cividends. 

SNitzerla:1d s~all de:e~ine the a?pl i ca.b ~e re_ i ef and 

regijlate the proced~=e in acco=dance with t~e Swiss 

provisions relating to the carrying out of international 

cor.ventions o : t~e Swiss Confederation f o r the avoidance of 

doL:.ble taxation. 

c l Where a resident of Switzerland derives income 

i ) described in paragraph 2 of Artic l e 10 

(Dividends ) o r pa=a~a?h 6 of Articl e 11 

( I~terest) which is not entitled t o any 

reduction in U. S. wi thho_ding tax 
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:: ) w~:ch may be taxed in t~e United States 

i~ accordance with the p=ovisions of 

A..:-ticle 22 (Limitation ~n Benefits ) 

Switze=land shal~ allow the deduction of the tax levied i~ 

:~e G~ited Sta:es from t he gross amou.~t o: s~ch i~come. 

d ) W~e=e a resident o: Switzerland de=ives 

paymen:s that may be taxed by the United States 

pursua.;t to pa=agraph 4 of Article 19 (Government 

Service a.~d Social Security) , Switze=land shall provide 

a relief to such resident consisting of a deduction 

equal t o the tax levied in the United States, plus an 

exemption equal to one-third (l/3) of the net amount of 

such pay:nen: :rom Swiss tax. 

2. In the case of the United States, double taxation 

s~all be avoided as follows: In accordance with the 

provisions and subject to the limitations of the l aw of the 

United States (as it may be amended from time to time 

without changing the general principle hereo: ) , the United 

States s~all allow to a resident or citizen of the United 

States as a credit against the United States tax on income 

appropriate amou.~t of tax paid to Switzerland; and, in 

the case of a United States company Ow:'.ing at least 10 



?e=cent o: the vot:ng s:ock o: a compa~y which is a =eside~: 

o: Switzer~and from whic~ it receives divider.ds in ar.y 

:axa.ble year, the United States shall a_low as a c=edi: 

a~a:nst the United S:ates tax on income t~e appr~pria:e 

a~ot.:.nt o: tax paid to Swi:zerla::d oy t~a: compa~y w::~ 

Such appropriate amot.:.nt shal_ be based upo~ t~e aillou..~: o: 

:3..X paid to Switzerland. For purposes o: applying the u~iced 

S:ates credit in re l at io~ to tax paid to Switzer:ar.d the 

: axes refer red to i~ su.bparagrap~ 2 a ) a..,d paragraph 3 o: 

.~ticle 2 (~axes Covered) shall be considered to be i~come 

taxes. 

3. Where a resident of Switzerland is also a citizen 

of the United States and is subject to United States i~come 

tax in respect o f profits , income or gains which arise in 

t~e United States, the :al lowing rules app:y : 

a ) Switzerland will apply paragraph 1 as i: t~e 

amount of tax paid to the United Sta:es in respect of 

such profits , income or gains were t~e amount t ha~ 

would have been paid if the reside~t Here not a citizen 

of the United States ; a~d 
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b ) f o= the pu!"pose of compu:ir.g the United States 

t ax on s uch p=of its, income o= gains, the United States 

shall a llow as a credi t agains: Uni:ed States tax the 

income tax pa id o= a cc:-ued to Switze=l~!d a:te= the 

application o f st.:bpara5=aph a ) , ?rovi ced t hat the 

credit so allowed shall not red~ce t~e a~ou~t o: the 

United St ates tax be low t he a mour.: tiat is taken ir.to 

account in applying s ubpa=agra?h a ) ; and 

c ) for the purpose o : subpa=ag-ra?h b ) , p=ofits , 

income or gains described ir. this pa=agraph stal l be 

deemed to arise in Switze rland to the extent necessary 

to avoid double taxation of s~c~ in~ome; however, tr.e 

ru~es o: t~is su.:,paragraph shal _ no: apply in 

de termining credits against Onited States tax f or 

foreign taxes other t han t he taxes referred t o in 

subparagraph 2 a ) and paragraph 3 o : .a..rti~le 2 (Taxes 

Covered) . 

A..~TICLC: 24 

Non-Discrimi~a;ion 

1 . Nationals of a Cont racting St ate shall not be 

subjec~ed in the ot~er Contracting State to ar.y taxatior. o= 
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which ~at ional s of t~at otier S:ate in same 

circumstances are or may ~e sU::,jected. Fo r puqoses of 

G~ited States taxa:io n c : :~come , Gnited S:ates ~ationa ls 

~ot resident i~ t~e Ur.it ed S : a : es a r e ~ot i~ the same 

circumstances as s~iss na::~~a:s ~ot res:ce~t i~ the U~ited 

States. This provision shall , ~o:withs:a~di~g the 

provisio~s of A=ticle ~ (?ers9~al Scope), also apply to 

persons who are noc res i ce~:s o : one o r co:h o : t~e 

Contracting Stat es. 

2 . a ) The taxatio~ o n a per:nru~ent estab_ishmen: which 

an enterprise o f a Cor.trac:ing State ~as in t he other 

Contracti~g State s ha ll not be less favorably levied in 

that other State tr.a_i t~e taxatio n l evied on 

e~terprises o f that 0th.er State carrying on the same 

a c tivities. 

b l The provisions o : t his paragraph shall not be 

cons trued as obliging a Contracting s:ace to gra nt to 

residen:s o f t~e other Contracting State any personal 

al:owa~ces, re lie:s ar.c reduc:ions : o r taxation 
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pu::::-poses on account of civil status or :amily 

responsibilities which it grants to its own =esidents. 

3. Except wr.e=e the provisions of paragraph l of 

Article 9 (Associated Ente:t?rises ) , paragraph 4 of Artic le 

ll ( I~terest ) , or paragraph 4 of A=~icle 12 (Royalties ) 

a?p~y, interest, =oyalties and othe r disbu=sements paid by 

a~ enterprise o: a Contracting S~ate to a =eside~t of t~e 

other Cont racti~g State shall, for the purpose of 

determining the taxable profits of such enterprise, be 

deductible under the same conditions as if t~ey had been 

paid to a r esident of the first -mentioned State. 

Similarly, any de~ts of an enterprise of a Contracting State 

to a resident of tr.e other Contracting State s hall, fo= t he 

purpose of determining the taxable capital of s uch 

enterprise, 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 Sta:e to any taxation or ar.y requirement 
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connec:ec t~e=ewit~ w~ici is ot~er o= more burde~some thar. 

the taxa:ior. a~d connected =eq~irements :o which other 

similar e~:e~rises o : t~e :irs:-mer.tionec State are or may 

be sub j ec:ed. 

~- T~e ?rovisio~s o: t~is Article sr.all, 

notwit~s:a~dir.g paragra?~ 2 o : A.r:icle 2 (Taxes Covered} , 

apply to taxes o: every ki~c a.,c descriptic:-i imposed by a 

Contrac:ing s :ate or a political subdivision or local 

authori:y thereof. 

6. Nothing in this Article shall prevent the United 

States from imposing t~e tax described in paragraph 7 of 

A1:"ticle !.O ( Di'✓ ide:-ic.s ) . 

A.~TICT....E 25 

Mutual Acrr~ement Procedure 

l. Where a person considers that the actions of one or 

both of the Contracting States result or will result for him 

in taxation not in accordance with the provisions of this 

Conve:-ition , he may, irYesoective of the remedies orovided by - -
the domestic law of those States, present his case to the 

competent a~:hori:y of the Contracting State o: which he is 

a resident or national. 
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2. The competen: a uc~ority shall endeavor , i: the . 

ob j ection appears to i: t~ be justified a~d if it is not 

itsel: able t o arrive a: a satisfacto ry s olut i~n , :~ resolve 

the case by mutua l agreeme~: wi::h the compet.e:lt a uthority of 

the o::1er Contr3.cti:ig s::a:e , wi::h a view t o the a voida:ice of 

taxat ion which is not i~ accordance with t he C~nver.tion. 

~ .......,. 
3. The compe:ent a~tho rities of t~e Con:racti:ig States 

s hal l endeavor· to reso:.·,e by mut ual agreeme:it: a......._y 

dif:iculties or doubts arising as to the - inte=?re:ation or 

application of the Conve:l:ion. I:l particular , t he competent 

authorities of the Contracting States may cons~lt together 

t o e:ideavor t o ag~ee: 

a ) to the sa::-:e at c.::-ibution of income , deductions, 

J 
credits or a llowances to a res ident of a Contracting 

State and its permanent establishment situated in the 

other Contracting State; 

b ) to the same al l ocation o f income , deductions, 

c redits or al lowances between a resident. of a 

Contracting State a......_d ~....._y associated person provided 

for in Articl e 9 (Associated Ent er?rises ) ; 

c) to the same c~a r acterization o: particular 

items of income; 
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d ) to the same c~a=acterization o: ?ersons; 

e ) to the same a?9lica:io~ o: source ru·es wit~ 

res?ect to par: icula= ::ems o: i:i.come; 

: ) to a common meani~g of a term; 

g ) to the applica::~~ o: the provisions of 

domestic law regard~~~ pe~a~:ies, fines , a~d interest 

in a manner consisten: wi ti t~e pu=-poses of the 

Conve:1tion. 

The competent authorities o: the Cor.t racting States may 

consult together for the elimination of double taxation in 

cases not provided for i~ t~e Co~ven:ion. 

4. T~e competent auttcrities o: the Con:racting States 

may communicate with each other direc:ly for the purpose o : 

reaching an agreement in t~e sense of the preceding 

paragraphs. 

5. The competent aut~ori ties of the Contracting States 

may prescribe procedu.res to car:y out the pu:-poses of this 

Convention. 

6. If a:1y dif:iculty or doubt arisi~g as to the 

inter?retation o r application of this Convention ca..l"L~Ot be 

-
resolved by the co~pete:i.,: at.:.:~o::-ities in a mt.:.tua l agreemeni:. 
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procedu=e pursua..t co the pre vious paragraphs of this 

.?i.=ticle, the case ma y, if both competent autho=ities a nd all 

a::ected taxpa yers a~ee, be st.:bmi tted f or arbitration, 

p=ovided the ta.J<?aye=s ag=ee i ~ ~iting t o be bound by the 

decision o : t r.e a=b::=atio~ boa=d. The decision of the 

a=bit=atio~ boa=d i r. a pa=ticu_ar case s ha ll be bindi~g on 

bot~ C~nt=acting S:a:es with respect t o that case. The 

procedures s hall be es:ablished in an exchange of notes 

bet~een the Contracting States. The provisions of this 

pa=agraph s hall have effect after t he Contracting States 

~ave so agreed through the exchange of dipl omatic notes. 

ARTIC"-Z 2 6 

Exchange of Informa4ion 

1. The competent authorities of the Contracting States 

shall exchange such i~formation (being information available 

under . the respect ive taxation l aws of the Contracting 

States ) as is necessary f o r carrying out t he provisions of 

t!'le pres e nt Convention or f o r the prevention of t ·ax fraud or 

the like in relation t o the taxes which are the subject of 

the present Convention. In cases of tax fraud, (a ) the 

exchange of info::-ma~ion is not res~ricted by Artic~e 1 
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(Personal Scope ) a~d (b l :: S?ecifically requested by t~e 

competent author i ty of a Contracting State, the competent 

a~: ~or ity of t~e o : her Con:racting Sta:e s~all provide 

in:ormation under this A..:"ticle in the form of authentica:ed 

CO?:es o : unedited o r igir.a~ reco rds or doc·~ment s . . :\.r.y 

i ~:ormation received by a Cont racting State shall be trea:ec 

as secret i n the same ma."'...~er as informa: ion obtair.e d under 

tb.e domestic law o : tha: S:ate and shall be disclosed only 

to persons or a u thorities (including courts and 

administrative bodies ) involved in t he assessment , 

co~ l ection, or adrni~istration of , the enforcement or 

prosecution in respect o : , or the dete:-m~nation of appeals 

in relation to , the taxes covered by the Convention. Such 

persons or authorities shall use the i nf ormation only for 

s ue~ purposes. No information shall be exchanged which 

would disclose any trade, business , industrial or 

professional secret or a:iy trade process. 

2 . Eac h of t he Contracting States may collect s uch 

taxes imposed by the o t her Con~racting State as though s uch 

taxes were the taxes of the f ormer Seate as will ensure that 

t he exemption or reduced rate o f t ax granted under Articles 

~O (Dividends), 11 (Int erest ) , 12 (Royalties ) a~d 18 
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{Pe~sions and An.~ui:ies ) o f the presen t Convention by s uch 

o ther State s hal l r.ot be e~j oyed by pe=sons not entitled to 

such benefits. 

3. In no case shall the provis ions of this A!:"ticl e be 

construed s o as to impose ~pon either o f the Ccr.tracting 

States the obliga:ion to carry out admi~is:=ative measures 

at variance with t~e =~gulations and practice o f eithe= 

Contracting State o= which would be contrary to its 

sovereignty, security or public policy or to supply 

particulars which a=e not procurable unde= its own 

legislation or that of the State making application. 

4. The co~pecer.t a uthorities ma y release to an 

arbitration board established pursuant t o paragraph 6 of 

Article 25 {Mutual Agreement Procedure ) such info::mation as 

is necessary for carrying out the arbitration procedure. 

The members of the arbitration board shall be subject to the 

limi~ations on disclosure described in this Article. 

ARTICLE 27 

Members of Diplomatic Missions a<ld consula= Posts 

1. Nothing i n this Convention s~all a:fect the fiscal 

privileges o f members o: diplomatic missions or consuiar 
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posts u.~de= the gene=a: r~les c: i~te:-::atio~a- law or unde= 

the provisions o : spec:a_ ag=eemer.ts. 

2. Insofar as, d~e :o :iscal p=ivi:eges g=a~ted to 

dip_omatic agents or c~~s~~ar o ::icers \.:...~de r :~e general 

r~les of internaciona~ laN or u::der t~e prov:sior.s o : 

reserved to the sending State . 

3. Notwithsta.ndi~g the provisior.s o f Ar:icle 4 

(Res:dent ) , an individ~al who is a membe= o: a diplomatic 

mission, consular post or permanent mission of a Contracting 

Sta:e w~ich is situated i~ c~e other Contrac:ing S:a:e or in 

a third State shall ~e deemed for the p~::-poses o: the 

Convention to be a resident of the sending State if: 

a } in accordance with inte:-na:ional law he is not 

liable to taxi~ the receiving Sta:e in respect of 

income from sources outside that State, and 

b } he is liable int.he sending State t o the same 

obligations in relation to tax o~ his total income as 

are residents of tha: Sta:e. 

4. The Conve~t:on s hall not app_y to i~:er.iational 

organiza:io~s , t o or;a~s o r o ::icia_s t~e=eo: and to persons 
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who a=e members of a diplomatic mission, consular po~ o= 

pe::-:nane~t mission of a tiird Stace , being present in a 

Contracting State and not treated in eithe= Contracting 

S:a:e as residents in res~ect o: taxes on ir.cone. 

M~sce , la:~ous 

l. :~is Conve~tion shal l ~ot restrict in a.~y mar.ner 

any exclusion, exemption, deduction, credit, or other 

allowance now or hereafter accorced 

b ) 

a ) by the laws of eit~er Contracting State; or 

b ) by any other agree~ent between the Contracting 

States. 

2. Notwithstanding the provisions of subparagraph 1 

a ) Notwithstanding any other agreement to which 

the Contracting States may be parties, a dispute 

concerning whether a measure is within the scope of 

this Convention shall be co~side=ed only by the 

competent authorities of the Contracting States , as 

defined in subparagraph 1 f ) of Article 3 (General 

Definitions ) of th~s Conventi~n , and t~e procedures 
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unde= this Co~ven:ion exclusive_y sha :: a~ply to t h e 

dispute. 

b ) G~:es s :~e competen: authori ties dete!'illi~e t~a: 

a taxa t ion meas~=e is not ~it~in the s cope of this 

Cor.ve~: io~ , : ~e ~o~disc=imina: ior. obligations o : t~is 

Conventio~ exc:usive_y shal_ apply wi:~ respec: :o t~at 

measu =e , exc ept : o = s uch nat ional treatmen t or 

most-favo=ed-~a:io~ ob_igations as may a?ply to trade 

in goods unce= : he Gene=al Ag=eement on Tariffs and 

Trade. No r.atio~al treatment or most-favored-nation 

obligation ~de= ac.y other ag=eement shal l apply wi th 

respe~: t o t~a: measure . 

c ) For the PU=-POSe of t~is pa=ag=-aph , a nmeasu=en 

is a law, regu_ation , rule, procedure , decision, 

administrat ive ac:ion, o r any other f o rm of measure. 

3. ? or the implementat ion of paragraphs 1 and 2 of 

Artic l e 7 (3us iness ?ro :i t s ) , para~aph 5 o f Art icle 10 

(Dividends ) , para g r a ph 3 o f Art icle 11 ( Interest} , paragraph 

3 o f Artic l e 12 (Royal: ies ) , pa=agraph 3 of .~ticle 13 

(Gains ), paragraph 2 o : Article 14 {!~depe~ce~t Perso ~al 

Services ) , a~c 9arag~a~i 2 of Article 21 (Other I~come ) , any 
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:~come, gain or expense attr:butab:e to a perma.,ent 

establishment du=ing ::s ex:stence is taxable or deductible 

(i..:..~der otherw:se applicable pri~ciples ) i~ the Contracting 

State where such pe.:-ma.ner.t escab~ishment is situated even i f 

tie payments are deferred ll..~t:~ s~c~ pe::manen: establishment 

has ceased to exist. 

~- In de:e.:-::ii~i~g che taxab:e :~~ome : or purposes o: 

taxation in a Cor.crac:ing State o: a.~ individua~ who =enders 

pe=sonal services and who is a res ident, but not a national, 

o : that State, cor.c=ibutions paid by, or on behalf of, such 

individual to a ?ension er ocher =e tirement arrangemen: that 

:s established and maincai~ed a.~d =eccgn:zed : or tax 

9u~oses in the other Cor.trac:ing Scace shall be treated in 

the same way for tax purposes in the first-mentioned State 

as a contribution paid to a per.sion or other retirement 

arra,.,gement that is established and maintained and 

recognized for tax pu:-poses in that first - mentioned State, 

9rovided that: 

a ) the i~dividual was not a resident o f that 

State, and was contributing to that pension or other 

retireme~t ar=angement immediately before he began to 

exercise em~loy:r.en: ir. t ~at Sca:e ; a,.,d 
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b ) the compete~t a ut~o=ity o: t~at Sta te ag=ees 

that the pension or other reti=eme~t a ==angement i~ the 

other Contracting State ge~e=a - :y co ==esponds t o a 

pension o r ot~e= ~etireme~: ar=a.1geme nt =ecognizec :o= 

t ax p u =-?oses by t~at f:.=st - men::.o ~ed State. 

exc eeding f ive taxab_e years begi:mi~g ~it~ t ie ind:vic~a: • s 

: i rst taxable year c ~ring which t~e i ndividual rendered 

personal services in t~e fi rst-mentioned Cont=acting State. 

Fo r purposes of this paragraph, a pension or other 

retirement arrangement is recog:: i zed f o = tax purposes in a 

Cont =acting Sta t e i: t~e cont rib~tio~s to , o= earnings of, 

the arrangement wou _d qualify for tax re l ief in that Sta t e . 

5 . The appropriate authority of either Contracting 

State may reques t consultations with the appropriate 

authority of the other Cont=acting S:a:e to determine 

whether amendme n t to the Convent ion· i s appro priate to 

respond to changes in the law o r policy o f either 

Contracting State. If these consultations determine that 

t~e e:fect of the Conve~: ion o r its application have been 

unilaterally changed by reason o : domestic legislation 

e:i.ac:ed by a Cont r acting State s uc:i t~at : he balance o: 
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be~e:its prov:dec by t~e Ccnven::or. has been significant ly 

a ltered, the a~:horities s hall cons ult wit h each other with 

a view to ame~di~g · the Convention t o restor e an appropr i ate 

ba_ance of bene:its. 

This Convention sha ll be st:.:::i j ec~ t o ratification in 

accor dance wi:h the applicabl e procedures of each 

Contracting State and instruments of rat ification s ha l l be 

exchanged as soon as possible. 

2. The Convention sha_l enter into force upon the 

exchange of icstruments of ratif icat ion a~d i ts provisions 

shall have e::ect: 

a ) in respect o f tax withheld at t he s ource, to 

amounts paid or credited on o r a:ter the first day of 

the seco~d month next fol _owing the date on whic h t ~is 

Convention enters into f orce ; 

b ) in respect o f other taxes , t o taxable periods 

beginnir.g on or a fter the first day of January next 

following the date on which this Convention enters into 

force. 
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3. Notwi::hstanding pa:agraph 2 , where any g!"eater 

re_1ef from tax would have bee:1 afforded to a person 

er.:itled to ::~e benefits o: the Ccnve~tion between the Swiss 

Con:ede=ation a..~d the United S: at~s o : Ame rica for the 

a voida..~ce of double taxa:io~ with respect :o taxes on 

i.:1come, sig:,ec a-: Washir:5:0:: 0:1 May 2~ , 193:. (" prior 

C~:1vent ion n ) , u.::der tha: Co::·✓e:1:io:1 ::::.a.-: u..~cer tl:i s 

C~nvention, the prior Co:1vention s~al:, a:: t~e election o: 

such person, con:inue to have effect in its e~tirety for a 

t~elve-month period from the da-:e on which the provisions of 

this Convention othe::wise would have effect under paragraph 

2 . 

4. The orior Conve:1~ion s::.a __ cease to have e::ect 

when the provisions of this Convention take effect in 

accordance with paragraphs 2 a..~d 3. 

A.~TICLl: 30 

:e;:mi;,,at ion 

This Convention shall remain i:1 for~e until te!iliinated 

by a Contrac:i~g State. Eitr.er Contracting State may 

termi:1ate this Convention a: any time provided that at least 

6 months ' prior notice of te:-:nina:io:1 has bee:1 given through 
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cease to have 

Ja~ua::-y nex~ : o _:ow:ng : he expira:io~ o : t he 6 months ' 

DON'::: a: Wash:ngto~ , i~ duplica:e , i~ t~e ~ng:ish and Ge:;ma_~ 

languages, the t~o texts having equal a uthe~:ic ity , t~is 2nd 

FORT.~ U~:7S~ STATES 
OF AME~!::A : 

h tt.J~ 
: O~ rn-=: SWISS 
CON"FSDE~TION : 
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At the signing today of the Cor:'h?::tio :: betwee:1 the 

Avoidance of Dou.::,:e Taxa:ion wit~ ~es~e=: : o 7axes on 

Income, the t.!...~dersig::ec bave ag=eec ~?O~ :ie following 

Conven:ion.: 

1. With refer:cce to paragraQc 2 c; A;-;icle 2 {Taxes 

Cove;.-ec ' 

The re:e=ence to nFeceral i::co~e :axes i~posed by t~e 

Inter:1al Revenue Code• in subpa=agra?~ b } does not include 

social s ecu=i : y : axe s. Ir.come taxes o:: social securi:y 

2. With reference to pa;ag:rapb 1 o; A;-;icle 4 {Resident ) 

Resident s o f Swit.zerland who ma ke a spousal election 

under I.R.C. section 6013 will con:i~~e :o be t =eated as 

residents of Switzerland a._id will a lso be st:.bject to U.S. 

taxation as residents. 

3 . With re fe:-enc: co Article ; 13·Js iness ?rofits l 

The United States tax on insura~ce ?=e~iums paid to 

foreign insurers s~all not be im?osec o:: insurar.ce or 
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=einsu~ance premiums which a=e the r:ce:?tS o : a busi~ess o: 

whetr.er o r not tha: busi~ess is carriec on t~ough a 

permanent establishment i n t~e Vni t ed States , except to the 

witr. a person no t entit:ed t o t he be~:: i :s o : :his o r a~y 

U.S. tax. 

4. With re;erence to pa;acr;-aph 4 o; ~~tic~e 10 (Di vidends l 

and paragraph 2 of Article 11 (!~:~;~s~ l 

It is understood t hat participation ir. the pro=i~s of 

the obliger is a : actor in determini~g whether an ir.st:::umer.: 

nominally charac :erized as a debt-clai~ s ~ould ~e treated 

for purpo ses of t he Convention as e~.1i t y . 

e s. With reference t o paragraph 7 of ortic . e 10 {Dividends l 

The general principle of the "dividend equivalent 

amount~ , as used in Onited States _aw , is :o approximate 

that portion of the income me~t ioned i~ paragraph 7 o f 

A.=tic l e 10 that is comparable to t he a~ou~c t~a: wou_d be 

distr ibuted a s a dividend i f such i ~co~e were earned by a 

subsidiary incorporated in the Onited States . ?or any year , 

a foreign corpor ation ' s d .:.vide::1d eqi.1iva~ent a;.1.ount is equal 
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: ~ t~e a::e=-:3.X ea:-:::::gs a::=ibutable to tr.e fo=e:gn 

c o :-;:o =a:ior. ' s ( : ) :::c ome a:: r:butable t~ a permanent 

es:ab::s:::ne:1t i :: : ::.e ::n::ec S:.a tes , (ii ) income f=om real 

p=o?er:y in the Gr.:ted S:aces that is taxed on a net basis 

co:::-;,o=atio:1' s :-.e: ::rl'es::nent in U.S. assets c = i ::c=eased by 

any =ed~ction i:: t ie foreig-:1 corporatio:1's net inves tmen t in 

U. S. asser.s. 

se;-v~ce a<lc soc ial securi tyl 

I: is t.L.~de=stooc t::a: the term ~or.~er public pens ions" 

as ~sed in this parag=a9h is intended to re:e= to Cnited 

States tie= 1 Railroad Retirement benefits . 

7. With re;~re3c~ co sub9aragraph 1 c ) of A;-;icle 22 

(Limicati?n on Sec~;its l 

a ) The par:ies agree tha t whether the activities of a 

fo=eign corporation constitute an active t=ade o= business 

~us : ~e determined under al l the facts and ci=cumstances. 

In ge~eral, a trade or business comprises activi ties that 

cor.stitute (or could co~stitute ) an independent economic 
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en:erprise car=ied on : or p=of i t. To cor.s: i t u:e a trade or 

busi::.ess, the act.:.vi cies co::.duc:ed by tr.e =esident 

o=dinarily muse inc_ucie e ve~/ ope=ation which forms a part 

o:, or a step in, a p =ocess by which a~ en:e=::>rise may ea:-n 

ac:ively cor.duccs a t=ade o= busi::.ess i: i: =eS'"~larly 

;=e=:or:r.s a c :.:.ve a.--:d s·.:.bs:ar.:ial manas:;e:7',e::.: a.."ld operationa_ 

: 1..:..iccions :h.=ous~ its O W7l o :f.:.c e=s o r s:a:: of employees . 

!::. this regard , one or more o; s uch a~tivi:ies may be 

carried out by independe~: con:ractors 1..:..--:der the direct 

control of the resident. However , i::. dete=mining whether 

the co:-pora:ion ac:ively conducts a trade or business , the 

ac tivities o f independe::.c con:raccors s~al: be disregarded. 

b ) A pay:nent becwee::. re lated parties is to be treated 

as derived in connection with a trade or business only if 

the trade or business carried on in t~e :irst-mentioned 

Contracting State is subst~ntial in re l ation to the activ i ty 

carried on in the Contracting State that gives rise to the 

income in respect of ~hich treaty bene:.:.cs are being 

claimed. For these puq oses , the recipie~t of income is 

re l ated to the payor of the item of income if it owns, 
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direc:ly o r i~dire~tly , : o percent e r ~o re o : the shares (or 

other comparable r:ghts ) :~ the payor . 

de termined on the ~asis of all the facts and cir cums:a~ces . 

sizes o : the craces or b~sinesses i~ eac~ Co~tract i~g Sta:e 

{meas~red by re:erence : o asse: va:ues , income a_~d pa~Q:l 

expenses ) , the r.a t ure o : t~e activities perfor.ned i ~ eac i 

Contracting State , and , in cases where a trade or business 

is conducted i n bo:h Contracting States, the re lative 

contributions made t o that trade o~ business in eact 

Contracting State. In making eac~ determir.at i on or 

comparison , d~e regard wi _l be given : o the rel a tive s izes 

of t he U.S. and Swiss economies . 

a. With re;e;er.ce to ~a;agraph 1 f ) of A;ticle 22 

{Limitation on Senefits > 

The part~es agree that , in dete rmining whether one o r 

more persons who are not ent itlec to the benefits of :t.e 

Convention uncer subparag=-aphs a ) , b l , d ) , e ) o r g ) o f 

paragraph 1 o f A.rticle 22 are , in the aggregate , the ul:i -

ma:e benefici3l owners o: a predominant interest i~ s uch 

com?a~y, c~~s: or estate, a Contrac ting State shal_ ta~e 
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pe=sons ma y to : d in the compa:1y, t~~s: o = estate, othe= 

cont ractual i :1te=ests t hat the person o= ?erso~s ma y ha v e i~ 

t ~e compa_~y , t~~st or estate a-id t~e ex:e~: to w~ich such 

person o= pe=sons receive , or nave t~e r:g~: t o receive , 

directly o r indi=ect-Y, paY7ile~ts :ro~ : ~a : ~o~pa~y , estate 

or trust (i~c: uding payments fo= ::1:eres: or r oya l ties , ~u: 

:1ot payments a: a:::m ' s l engt:h f o r t:ie :;>1.:r~:-:ase or use of. o r 

t~e r ight to use tangible property i~ t ~e or d i nary course o : 

business or r emuneration at arm 's le~s :~ : o r se:rvices ) t ha: 

reduce the amou.it of the taxable i:1come of t he company, 

trust or estat e , in order to de:1y bene:i:s t o a person t ha: 

would ot~e~*ise qualify for bene:its 1..:...1der subparagraph 1 

f ) . 

9. With referen~e co Article 24 <~o~-Disc;iminacionl 

Nothing in this Article s~all prevent t he U:1ited States 

from applying I.R.C. section 357 (e ) ( :. ) o r (e ) ( 2) o r sectio:1 

1446. 

i O . With ;~;e;eoce to Article 26 ' ~xc~a~ge of Info::;::matiocl 

The parties agree that the te!'m "tax f raud" means 

fraudulent conduct t hat causes or 1s i~: e:1ded to ca use an 
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t o a Contrac ::::g S:a:e. 

~=audu~e::: co:1duc: i s assumed i :1 sit~atior.s where a 

taxpayer uses , o= has the i~tention t o use, a : orged o= 

:a:si:ied doc1..1:ne:-.: s ue::. as a dot.:.ble sec o : books, a fa:.se 

s:a:ement, o= a :ic : : : ious o r de= or , i~ genera: , a false 

t • p i e ce o f doc-..::r:e:::a:::-/ e·✓:..c.e:1.ce , and in s i t uat:..o::s w::.e::-e the 

t a.>c?ayer uses, or has the int~nt ion t o use , a scheme o: lies 

( "Lugengebauc:e" } co dece1.ve the tax a u thorities. It is 

u.nde=stood t::.at the ac ts described in ~he p=eceding se~tence 

a=e by way o : illus tra:ion , not by way o f li~i tation. The 

te!"m "c.ax :=aud" :nay i:1 addicion inc_ude ac:s cha:, a: the 

time of t he r e'i..tes : , cons:itu:e f::-audule::: co::~uc: wi:h 

=es?ect t o ~::. ich t~e =equested Contracti:1.g State may obtai~ 

info:ination unde= its l aws or practices . 

It is underscood that , in determining whe t he::- tax fraud 

exists in a case involving the active conduct of a 

p=o:ession o ::- business (including a p=ofess io~ o= busi:1ess 

co~~ucted th . .:.-ough a sole proprietorshi? , pa=:ne::-ship o ::-

s imilar e :1:e=-p::-ise ), the requested Sca:e shall assume that 

t he record-~ee?ing requirements applicable u.~de r t he l aws o: 
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the requesting Sca:e a=e the record-keeping re~~ire.ments of 

the requested State. 

DONE at Washi~gton, in duplicate, i~ the English and 

Ger.nan l anc;uages, :he :~o tex:s having equal authenticity, 

t~is .2.rui day of Oc ~ober , 1996. 

FOR THE UNITED STATSS 
0 2 AMERICA: 

FOR Tri=: SWISS 
CONFEDE~':'ION: 

(l~N 



'.::> £;:,A::i-o..1;: ... r Q r- s -:-A r c 

-'/AS,. '4 GTON 

Octobe r 2, 1996 

Excellency: 

I have the honor to refer to the Convention s igned today 

between the United States o ! America and the swiss 

Confederation f o r the Avoidance of Double Taxa:ion with Respe ct 

to Taxes on Income and to the P=otocol a lso signed t oda y which 

for.ns a n integral part o ! the Convention anc to p r o pose on 

behalf of the Gover :-une nt o f the Uni ted States t he following: 

In the course o! the negotiations leading to the conclus ion 

o! t~e Conve ntion a nd t~e Protocol s igned today, t he 

~egotiators d e veloped and agreed upon the Memo randUJ11 of 

~~derstand i ng t h at i s attached t o this note. T~e Memorandum of 

Understanding i s a s tatemen t o ! intent sett ing f orth a common 

understanding a nd interpretation of certain provi s ions ot the 

Convention reached by the delegations o! the Swiss 

Confederation and the United States a c t i ng on behalf of their 

respective governments . These understandings and 

:~terpre t at ions are intended to give guidance bo~~ to the 

taxpa yers a nd tpe tax a uthorities of our two countries in 

interpreting these provisions. 

It the understandings and intei-pretations in the Memorandum 

o f Understanding are acceptable, th i s note and your note 

reflecting such acceptanc e will memor i al i ze the understandings 

a nd interpretations that t he parties have reached. 

Accept, Excellency, renewed assurances of my highest 

consideration. 

For the Secretary of State : 

,\::tachment : 

As stated. 



MEMORANDUM OF UNDERSTANDING 

In refe~ence to sub'2aragra'2b 1 b l of Article 4 ·a.,.sideo : \ 

I: is understood that the term "government'' :nc:ujes any 

body, howeve= designated, including agencies, burea~s. funds, or 

~=-sanizations, cha~ constitute a goverr.ing authori:y o: t~e 

Conc=accing State, Cantons, States, Municipalities, o r politi~al 

s1..::,di·✓ isicr.s . The ~et ea=nings of the governing aucho=it1 m~s: 

~e credited :o its own account or co other accounts o f the 

Co~:=acti~g State, Canton, State, Munici?ality, o= politica~ 

subdivision with no portion inuring to the benefit o: any pri~ate 

person. 

The term "gove:-:1menc" also includes a corpo=a:::ion (o:::::.er 

:~a~ a cor;,oration engaged in commercial activities ), :r.a: is 

wholly owned, directly or indirectly, by a Contracting Sca ~e. 

Canton, State, Municipality or a political subdivision, p=cvided 

(A) it is organi zed u~der the laws of the Contrac:ing 3ta:e, 

Ca:1ton. Sta.:.e, · ~unicipality, or political subdivision, ( B l its 

ea:-nings are credited to its own accou:1t o r to ot~er a=cour.ts of 

the Contracting State, Canton, S~ate, ~unicipality o= ?Clitica: 

subdivision with no portion of its income inuring to cne jen: f it 

of any private person and (C) its assets vest in :he C~r.crac:ing 
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3 . 

It :s u~derstood that nothing shall preclude a Co:1tracting 

State fro~ w:thholding tax from such payments acco rd:.ng to its 

domes::c :aws. However , if according t c the prov:.s:0~3 o: stese 

Artic les , s~ch remu~eration or income may only be taxe1 i~ tte 

shal l ma~e a re:~r.d of tte tax so with~eld upon a d~:y fi:ed 

1 . c_a1.m . Sue~ claim must be filed with the tax a~thcr:.ties :~at 

have c o l~ec: ed t~e withholding tax withi~ five years aEter tte 

close of the calendar ye a r in which the tax was withhe ld. 

4 . 

This paragr aph provides a test for eligibility for be~efits 

:or res:de~:s of one of the Contracting States t::a: do no: 

qualify :or benefits under the other tests of paragr ap:1 1 

,beca~se , =~= example , a company {s ~ot publicly trade1, a~d 

cannot pass t!1e ''predominan: interest" test ). ':'::is :.s the 

"active trade or business" test. 

1: a ?erso ~ ~ual :fies for benefits under one of tte otier tests 

o f the ?ar~graph, no inquiry wil: be made into per3c:1 ' s 
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=~;.:=ac::~g State , Ca~:or. , State , Municipality , c ~ a p? it i ca _ 

~on~erc:a: activities. 

2. 

!t : s ~~de=stood tha t, in the case o f contracts f?r t~e 

su:::vey , supply, installation o r construction of industrial, 

~cmmerc:a: o r scientific ecr~ipment or premises , er o : ~ubl:c 

works, wten t~e ente=pr:se has a permanent esta b::shne~t, the 

profits a::ributable to s uch permanen t establishnent s~all net be 

ce:er~: ;.e j en the basis c : the t o ta_ a ~ount of :r.e ~o~:rac t , but 

sha : l be cetermine d on the basis only o f that part o : :te 

co;.:rac t that is effective ly carried out by the ~errnaner.t 

es:ablis~~er.: . 7 he prof:ts re~ated to that par: o : the cor.tra c : 

:~at is carr:ed out by che head of:ice of the e;. te rprise s~all 

:s s:t~a:ed. 
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7herefore, a company the business o f wh:ch =cnsists 

~o : == cor.s :dered to be engaged in an a c tive trade o= ~~si~ess . 

~o w~ver, i: s uch company also engages in activities su=h as 

active licer.sing o r leasing that would otherwise qua:i:y unde r 

s~t~arag=ap~ l c), i t wil_ be entitled to the ber.efics to the 

:x::~: prov ided therein. The limitation relat ing to investmen:s 

carriec or. ~ya ban~, insurance company or registered sec~ri:ies 

iea:er i~ the ordinary course of business. Of course, this r u _e 

does ~ot affect the status of investment advisors or o : ters who 

are actively conducting the business of managing inves:rrents tiat 

a-~ oe~e:icia~ : y ow:ied by others. 

:~co~e :s considered derived ~in c o nnection" with an active 

trade o r business in a Contracting State if the incone-generating 

ac:ivicy i~ the other Contracting State is a line of b~si~ess 

which f o rms a part of, or is complementary to, tte traje or 

b~si~es~ cor.d~cted in the first-mentioned State. The line of 

b~si~ess in t~e first-mentioned State may be "upstream'' to tta: 

;o:ng on in the other State (~, providing inp~ts to a 

~a~u:acturing process that occurs in that other State ) , "dowr.-

s:r=am'' i ~ , selling the output of the manufacture= res~cer.t in 
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Up ::,r. SciC:lS-

:ac::cn o: a~y c : :he o:~er :es:s o : paragraph' 

derived oy tr.e cenef1cia: owne= frQm the other Cc~: rac:ing Sta:e 

:s entitled to :reaty bene:1:s. Under subparagrap~ c ), h~wever, 

tr.e tes: is applied separately :or each item o: :!':cone . :Jr.de r 

:~:s provisior., therefore , a ?erson may rece:ve cer.e:i:s w:t~ 

respect to one :tern of income and not with respec: to ~r.o:~er. 

Under :r.e active trade o r busi~ess test, a =es:ie~t J: ~ 

~ontracting State deriving an ::em of income fro~ t~e Qt~e = 

Contracting State is entitled to benefits with res9ect to tha: 

income if tha: person (or a person related to t~a: perscn; is 

engaged in an active trade or business, as defined in parasraph 7 

:lf the ?rococo:., in the first-~er.tioned State ar.~ i:-:corr.e 

question 1s derived from the ocher State in connec:io~ wi:~ , or 

is incidental to, that trade or business. 

The active conduct of a t=ade or business ~eed no: :~volve 

ma nufacturing or sales activities but may instead involve 

services. However, income that is derived in cor.~ectiJr. witt , or 

is incidental to, the business o: making, managir.g or si~?lY 

holding inves:ments for the resident's own accou~: gener3lly w~ll 

not qualify for benefits under t~is provision, wtethe= er ~ot 

chose act:v:t :es would otherwise conscitute an ac::ve trade e r 
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s:a:e but derived b y the residen: indirectly through a who lly -

:::::.e=-?osed bet·,.,een :..::. a:1d the operating subsidiary . 

~ncome tha::. is derived from a related party in co:1r.ecticn 

with an active trade or business in a Contracting State must pass 

a:1 additional test t o qualify for be:1efits granted by ::.~e otter 

Con:racting State. The trade o r business in the first- rren::.icned 

S:a:e mus: be suos:a::::..al in re l ation ::.o t~e ac::.ivity ~a rr:ec on 

by c h e re la ted parcy in the other Contraccing State that gave 

rise to the income in respect of which treaty benefits are bei:1g 

claimed. The substantiality requirement is intended t~ preven: a 

~arrow case of treaty-shopping abuses in which a company attempts 

: o cr~alify f o r be:1efi::.s by engaging in de minimis connected 

busi~ess activit~es t~at have little economic cost or effect wi: ~ 

respect to the c o mpany's business as a whole. 

The application o f the subs:antiality test only t~ i:1corre 

from re lated parties focuses only on potential abuse cises , and 

does not hampe r certai:1 other kinds of non-abusive activi~:es, 

even though the income recipient resident in a Contrac :ing Sta:e 

may be very small in re lation to the entity generating the i~co~e 

in the other Contracting State. For example, i: a s mal_ U. S. 

research firm develops a process that it licenses to a 
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S:ate the sa~e sor ts o: ?roducts chat are be :ng soli bJ :~e : r 3ce 

or business carried o~ che ocher Co:1c ract1 r.g S:a ce l. 

:ncome der:ved :rom a Contracting State wou: ~ be :c:13:dered 

"::1cide:1cal " co the trade or bus:~ess carried en in :h~ o:~er 

c~~c rac cing Sta:e i : :~e i:1.come is no t producec by a l i~e c : 

c~siness whic~ forms a ?art of , or is complementary co , : ~e ~rade 

~= business co~dLctec :~ chat other Co:1 c racting Sca:e :Jy :te 

rec i pient c : t~e ir.co~e , but the production of sue~ :n:cme 

:acili tates the car.due: of the trade or business in th~t other 

Contracting State . An example o: such "incidental " 1r.:c:ite 1s 

interest income earned :rom the short-term investment Jf wcr ki:1g 

:apical of a reside~t o : a Contractir.g Stace in secur:::e3 :ss~ed 

:JY persons t~e oc~er Contracting S:ace. 

An item o : :.ncome will be considered to be ear.1e:i 1.:1 co:-.:1.ec-

Contracting S:ate if che resident c:ai~ing the benef1ts is :tself 

e~gaged in business, o r it is deemed t o be so engaged :hroLg~ :he 

ac:iv1ties of re lated ?ersons chat are residents of o~~ o : t~e 

Co~tractir.g S:ates. ~~us , for examp:e , a r esident ::1 ~ 

=~ncractir.g S:a:e co~: d ciaim be~efits wi:h respect to a:1 :te:it o : 

income earned by a n operating s ubs idiary in tr.e other :c:1:racting 
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--: , a corpo:-a::..on res1c.enc i n the Un::..:e-:::. .S:a:~s. :s 
cN~ed by C 1:J percer.: , a U.S. res::..de::: . a ni ~ - ~ . and 
X 90 percer.c ) , residents of other co~:::r :es . --: o~ns 
cr.e rights co va rious :nternational : r a~ct:s-=s :r.a: :: 
has acquired, and through its staf: i:: :r.e United 
S:aces per:orms all o: the principal eccnoni= : ~r.ctior.s 
and technical support in the licensing of the 
:rar.chi ses co regiona:. corporations. --: c wns al! o : :he 
s:oc~ and debc o : T-l, a subsidiary res:~e:1: in 
SN::zerland, that owns the right to use re:a:ed 
:ranc~ises wi:hi:1 Switzerland and neig~~or:n3 

~-! !:cer.ses the franchis-=s :o s~iss a::d 
r e;:0::al corporations. T also owns a::~= :::e stock 
a:::: c::cc o :: '"':-2, a su:,sidiary res.icier:: ::: 5-..., ::zer:a:1d 
:~a::: acqu::..red several years ago , t~a: owns only the 
patent r ight for the manufacture of a major 
pharmaceutical produc: licensed to a corpora:io:1 
resident in Swi czerla:1d. T's accivi::es are 
s ~bstancial in compar::..son co the act:vi:::..es ~f 7-: . 

Analysis: Treacy benefits may be obtained by To'" cr.e ?ay.nent o: 
c.ividends or :::cerest from T-1. The :::come received by 
--: ::rom T-1 is derived in connectior. w::~ Ts ac:ive a::d 
s~bs:a:1tia_ ~~s:r.ess o: _ice:1sing fra::c~:ses. ~cwever , 
::-eacy benefits may not be obtained =y 7 on ?ayments 
:rem ~-2 . Al~hough T has a subscan::a: b~si~ess :~r 
che licensing of franchises, the inco~e received by 
from T-2's licensing of a pharmaceutical projucc is not 
derived in connection with and is not :~cide~tal cc ~•s 
franchise licensing business. 

:=-acts: ~ :s a cor9oration resident in Switzer~3~d , :r.e sccck 
a:1d debt of which is wholly owned by:, a ~ajcr 
corporacio:1 resident in a third cour.c=:· . : , cirectl:✓ 
and through various subsidiaries located HorLcwice, 
rna~ufactures electronic products. G, t~roug~ its sea:: 
a~d facil:cies in Switzerland , performs all ~f :he 
principal economic functions for the worldwide 
~~s:r:bution and marketing of products ~a~u :1ct~rec ~Y 
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the U.S . =esearc h firm wou ld r.o t have t o ce tes:ed aga:~s: :~e 

size o : the Swiss manufacturer . Similarly, a s ma:l J . 3 . ba~~ 

::!-:at makes a loan t o a very large unrelated Swiss :::,us1~ess wc \l:d 

r.o : have t o pass a substantiality test to recei~e crea:y ber.e::ts 

':'!':e : o ::.owing examples are intended to r.el;:, clari:y r.c·,1 ::. :-ie 

r ~:es o : s ubparagraph c ) are ir.cer.ded ::.o operate : 

::x3,:::,ple I 

P, a holding corpor ation resident ir. Switzer l a:1d , i s 
owned by three persons that are resider.::.s o f t~:rd 
countries . P has a participation o: 3C percer.::. : :1 c~e 
S·,1iss resident P-1, which performs all o f ::.::e pr::1cipal 
economic functions related to the manufacture a:1c sale 
o : widgets and nidgets in Swit ze r land . P, whic~ dces 
nc ::. c onduct any business activities, also ow:1s a:l o : 
t he stock and debt issued by R-1 , a United S::.ates 
co r~oration. R- 1 per:o rms all of the pr1:1cipal 
e~o r.omic : unc:ior.s ir. ::he manufac : ure a~d s~le o : 
widgets in the United Scates. R- 1 purc hases r.1dsets 
from P-1 . R-1 performs all of the economic func::.icns 
: o r the sale and dist r ibution of :11dgecs 1n :he Cnited 
Sca:es and neighboring count r ies. P-l's accivi::.:es are 
s ~bscancial in comparison to the activ ities )f ~ - 1. 

A..-:alysis : Treacy benefits may be obtained by P on the payment of 
dividends or interest : r om R-1. The income received by 
P :rom R-1 is derived in connection wi::.h P ' s active a:1d 
s ~bstar.t1al business (through P-1 ) in Swicze~la:1c . ?or 
c~:s purpose, so percent of P-l's activities rray be 
attributed to P si:1ce P owns a SO percen: parti:ipa::.io :1 
i:1 P-1. The same r esult would occur if R, a ~ho2.ly 
owned U~ited States subsidiary of P, owned all of the 
s:ock and debt of R-1. 



A.~alys1s: ~te Swiss source income is generated :rom business 
a~:lv1t1es in Switzerland re a:ed to :he invest~e~: 
ad~lsory bus1ness conduc:ed by the U.S. parent. ~cwe~­
er. the substantiality test would no: be ~et in t~:s 
exa~ple, so the dividends wouli rema:~ sub;e:t :c 
w:t~holding i~ Swiczer:and at a race of 35 perce~t 
rather than the S percent rate provi~ec by Artic:e 1 2 
o f :he Convention. 

?a~cs: 

::xample v 

U~::ed Sta:es, United Kingdom and ?renc~ cor?cra::cns 
c reate a joint venture to make a market in over-t~e­
c~~nter derivative ins:rumencs, which is i~ :he for~ o : 
a Jelaware limited liability c~mpa~y :~a: :s treated as 
a partnership f o r U.S . tax p~rposes. The J01n: ve~t~re 
es:ablishes a Swiss financial institu:1on in order to 
market derivative financial instruments to Swiss 
customers. The Swiss institution pays d1v:der.ds cc :he 
joint venture. 

;._;alys1s: ~nde r Article 4, only the U.S. parer.er is a res~ce~c o : 
the United States for purposes of the treacy. Tte 
question arises under chis treaty, therefore , only with 
respect to t he U.S. par:ner's share o : the divide~cs . 
:: the U.S. partner meets the predorr.ina~c 1n:erest or 
t:-.e public t rading tests of subparagraph 1 e l or: ) 1t 

is e~ti:_ed to bene:i:s without re:erence to 
s~bparagraph 1 c). If not, the U.S. partner's stare o: 
the dividends would be e~igible for benefits under 
st..:.b9aragraph 1 c) . The determination of tre3.ty 
benefits available to the United Kingdom and Fre~c~ 
partners will be made under the Swiss treaties wict ~~e 
u~1ced Kingdom and France. 

:3.CCS: 

Example vr 

A .s· .... iss corporation, a German corpora:1on anj a Selg:an 
corporation create a jo1nc venture in the : orrr o: a 

s~:ss resident corporacion in which they take eq..:.al 
stareholdings. The joint venture corporat~o~ e~sases 
1~ an active manufacturing business in Swi;zerla~d. 
I~come derived from thac business that is re:ai~ed as 
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~- Gowns all o: c~e stock and debt 0f E, a subsicia=v 
resident i;. the Unit e d States. H purcr.ases :r.e 
electronic products manufactured by F a~d :ts 
subsidiaries from G, F or othe r F subsid1a=1~s ar.d 
dis tributes those products in the United Sta: es anc 
neighboring countries. H also arranges in t he Ur.it e j 
States adver:isements and warranty coverage : o r 
p r oduct s mar.~ fact~red by F and its s ubsidiaries . G 
also owns a ll of the stock and debt o:: a ~d J, 
s~bsidiar:es =es : cie~: 1n the Uni ted S:a:es t ~a c a r e 
e ngaged i r. the ma;.~:ac:uring of electronic p =cd~cts , ­
and the OW;1ers~ip and development o f res iden:ia: 
housing (JJ. G's activities are s ubs:an: ial in 
compar1sor. to c.~e accivi:ies of H. 

Analysis: ~reaty be;.e:its ~a y be obtai ned by Go~ :he ?a yne~: ~= 
dividends o r interest from Hand I . T~e inco~e 
received by G from P. is derived in conr.ecc.1on w:: h ~ s 
active a nd s ubstan:ial distribution business cecause 
~ •s busir.ess : orms a par t of G's bus iness. Tr.e 1r.co~e 
received cy G from I is derived in c onr.ec :ion w::~ J s 
active ar.d substantia~ dist ribution busi~~ss because 
the manufacturing business of I is complemen:ar1 tc G' s 
distribucior. business . However , treaty benefits may 
not be obtair.ed by G on the payments o f divijends c = 
interes t from J because any income received oy G fron ~ 
1s not derived in connection with or ir.cide;. :a l : o Cs 
~1stributio~ b~si;.ess. 

:'acts: 

::xample TV 

V, a resident o f a country that does not hav~ a c.rea:y 
with Switzer l and , wants to acquire a Swiss f ir.a~cial 
ins~ itution . However, since its coun:ry o f res ide ~ce 
has no tax treaty wi th Switzerland , any divi jends 
generated by the investment would be s~b j ecc to a SN:ss 
wi t hholding tax o f 35 percent. V es tablis~es a ~.S. 
corporation wi t h one off: c e in a smal l : own : c 9 ::-0·.:.de 
1nvestme~: adv:ce to _ocal resider.ts. Tha: J.S. cc r po­
rat1on acqui res :he Swiss financial inst1c.uticn w:.c.h 
capital provided by V. 
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.l:.alysis: T~e U.S. compa~y would not satisfy the requi=e mer.c s o : 
s ubpa=agr a?h : : ) of Artic le 22 o : the Conve ~t i or. 
oecause cr.e debc represents a predomina~c :n:eres: i~ 
t~e com?a~y, c~e u: :1mate bene::cial ow!;ers ~f wtich 
are pe=sons who are not res idents o f c te Uni :ed States . 
Therefo re, the U.S . company wi ll be ent itled to the 
benefi:s o : :te Convention only i f it qualifies ~nde= 
some o:~e= pr ovi sion of Article 22. 

?ac:s : 

Sxamp:e I I 

A." ir.d.:.·1id:-:al who is not a resider1t o f the Uni ted 
States owns 49% of the stock o f a U.S. company :r.a t 
to:as · ~ass ive investments in ot~er compa~ies; t~e c : ~e r 
s:t o : : ~e s : ock in :~e company is ow~ed by severa: 
u~=ela:ed ~.S. individuals. T~e nor.-res:den: 
indiv:dual also has a contra=t :o prov:ce .:.n~es: ~er.t 
advice t o :he company under which the individua _ is :o 
rece ive ~Ox each year, regardless of the ?rof i ts of :he 
compar.y . The company ' s gross profits a=e approximately 
6Ox each year. 

Analysis : Whet her the non -resident individual has a predomi nan: 
inceres: i n the U.S. company wi l l depend on ~hetr.er : ox 
:s a1; a:,\ ' s length remuneratior. Eor the s e:-v:ces . -r;; 

l 0x is a =m' s _ength remunerat ion, then t he paymer.:s are 
noc ca~en into account for purposes of decer~inir.g 
w~ec~e= the i~dividual has a predominar1: interest in 
the c ompany. As a resul t , because ~ .S . indivi1~als own 
a majority of the stock in the company, the ccmpany 
would qualify for be nefits under Article 22 , 
s ubpa=agraph 1 f ) . If che rem~~eration is n~t arm' s 
l e ngth, t hen the non-resident individual would have a 
predominant int erest in the company when the se:-vice 
paymencs are combi ned with his equity interes t a~d t ~e 
compa~y would not be e ntit led co benefits unier Article 
22 , s~bparagraph 1 f ) . 

races: 

c-xample r:: 

Assume the same facts as in Sxarnple II , e xcept :tat :~e 
1ndiv:d~a l does not have a n investment contr~c: with 
the U.S. company and performs on_y nominal, if a~y , 



working capita l is invest~d in s ho ~t - te~m U. 3 . c e~t 
inst:-umer.:s s o that i : : s a va: l ab_e w~e~ n~~ied f o: •~s~ 
1n the bus1~ess . 

.:;__~a lysis : The inter est would be el igible : o ~ treaty bene:::s . 
Interest income e arned from sho rt-te r m i~ves:~ent c: 
wo r king c apital is incidenta l t o the busine s3 i~ 
Swi tzerland o f the Swiss join: ventur e c o ~po:a: ic~ . 

:c is understood t hat a compa~y is de s c ~ibed i~ c l a ~se : ) 0: 

: ... ' 

c : s ubpar agraph 1 e ) o f Article 22 o n l y if that co~pany is a 

~:s:denc of one o f che Contrac:ing Sca:es that is e~ci: ~ed : c : ~e 

e ) of Ar t icle 22 . 

• 0 reference t o subparagraph 1 f l of A~cicle 22 <~; ~•r a:i~~ 

on 3enefits ) 

The fol l owi ng examples demonstrate the manner i n ~~ic~ 

A:t i cle 22, s ubparag ~aph l f ) ma y be a~plied : 

~ac ts: 

Example I 

All of the stock of a U.S . resident company i s c w::ec b y 
a U.S. individua l. The s:ock is wo rt h l OOx 1nd :he 
company pa ys a d iv i dend eac h year o f appro xi~a ce:, l ) x . 
The company has o utscan~1ng de e : o f 1 O0ox , a ll o : ~~:c~ 

is he ld by t h ree me mbe~s of a sing:e :ami l y, r.o~e cf 
which is res ident in t he Unite d States . The de~t ~ays 
i nterest each ye ar of : oox . 
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partnership organized in Switzerland. 7he ~~r::1ersh:p 
provides management consulting services to ~~ re lated 
companies. ~he Swiss individual owr.s 6C per:e~: o : :he 
joint venture and the corporation owns 4 0 Fe=ce:1t cf 
the joint venture. The joint venture ' s dej: is held by 
Swiss banks and its only significant cont rac: is with 
the Swiss individual who is to provide :he c~nsu~ting 
services. The Swiss partnership receives :ees :ro~ :he 
United States for providing management. consulting 
services as well as i~terest and dividends tjat are 
unrelated to the consulting business. 

Ana lys is: Under Article 4, the Swiss partne=ship is a res:.ce~t o: 

7 . 

Swi:zerland fo.::- purposes of the trea:y beca 1..1se :r.e 
~cr:dwide income o f the partnership is sub~e:t :c ~ax 
in Sw:tze::-:.a:1d (albe:.: in the hands o :: t.::e ;,3..::-t:;ers ). 
Accordingly, the predominant interes: test. i s applied 
at the level of the partnership. Beca~se :ie Swiss 
individual is the ultimate beneficial owr.e.::- ~fa 
p.::-edominant interest in the partnership as a res~l: of 
its 60% ownership interest , the income ear~e1 by the 
partnership is entitled to treaty benefi:s p~rsuant :o 

paragraph 1 f ) . 

3e-:,ef i ts l 

a l It is understood tha: a company resident i:l o~e o:: :~e 

Contracting States will be granted the benef its o f t~e Co:1ve~tion 

under paragraph 6 of Article 22 with respect to the ~:l=cme it 

derives from the other Contracting State if: 

i ) tr.e ul timate beneficial owners of 95 pe.::-ce:-.: c:- r.:o :-e o : 

the aggregate vote and value o f a~l of :.cs s~a::-es are 

seven or fewer persons that are reside~ts o : a ~e:nte.::-

sc.a:e of the Suropean Union or of the Suro;,eu: ~cor.omi.:: 
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servi=e . Never:he less, each year the c owpanJ s~~ds : he 
i ndividual a check equal to SQ% of the c o m;,a::y's g!""oss 
pro fi ts as a "bonus" for "services re :-ide:-ed" . 

Analysis : The U.S . company would not sat isfy the :-equi:emer:ts of 
s ubparagraph 1 f ) of Article 22 of the Conve:1tion 
because the facts indicate that, even though the 
individual ow:-is less than 50% o f the stock J: t~e 
company and does not have a contract co p:o'lide 
se:vices, he in fact is the ultimate bene::~~al o w~e= 
o f a predom::-iant interest in the ccmpa~y. ~~e:e:o:e. 
t~e U. S. company wi l: be entitled to :~e ~e:-tefi:s cf 
t he Convention only if it qualifies u~der so~e o :her 
p:-o vision of Article 22. 

Facts: 

c-xaiil~ 1 e r v 

A single Swiss resident individual ow:-ts 1 00 % cf the 
stock of a Swiss company. T~e stock of the 3~iss 
company is wo rth l00x. 7he Swiss com~a:.y' s )r::..:1 assec 
is a license fo:- the worldwide rights to a ;,:cd~ct 
develo?ed by a corporation o=ganized ir: a :~=isd:ction 
that does not have a tax treaty with the Uni :ed Scates. 
The Swiss company lice:-ises t~ose righ~s to c)w;,ar:ies 
throughout the world , including to a U.S. co~orat io~. 
T~e Swiss company receives l DO x each year i~ royalties. 
It pays 95x in royalties, which is an arm's :e:1gth 
:-a:e , to c~e licensor. 

Analysis: The Swiss company would not satisfy t~e re =:-;i re~e~:s o: 
s~bparagraph l f ) of Article 22 of the Co:1ve:1t1~r: 
because the license represen ts a predo~~na~t i~:eres: 
in the company, the ultimate beneficial o wne~s of ~h ich 
are persons who are not residents o f Switzerla~d. 
Therefore, the Swiss company will be entit~ej ~o tte 
ce~efits of the Convention only if it qua: :E ies ~nee~ 
s o me other provision of Arti=le 22 . 

Facts : 

Ex3,;np ' e v 

A Swiss individual and a co~~oration o rga~:z~C i~ a 
j~:isdiction that does not ~ave a tax trea:y ~i:t the 
u ~ited States create a joint venture i~ t~e : :r~ o f a 
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i l the te::-ms o : which , o::- which is subjec: : o ocr.e:::-

arrangements that entitle its holders: :, a ?Jrt:~r. o: 

the income o f the company derived :ro~ t~e o:he:::-

Ccntractir.g State that is larger than t~e portior. such 

holders HOu!d receive absent such terms o r 

a:::-:::-angements; and 

ii ) SO percen: or more of the vote or val~e c : w~ic~ i s 

residents o f a member state o f the Eur~pea:--. :.r:--.1.:>,. e r of 

t he European Economic Area or a party to t~e Ko ::-th 

Arr.erican ?ree Trade Agreement that mee: :~e 

requirements of subparagraph 3 b l of A.rtic:e 22. 

T~us, : o :::- examp:e, i: 100 % o f tie common stock o : a ~.S. cc~~a~y 

(::-eprese~:ing 100 pe::-cent o f the voting power i~, a~d 9S perce~t 

of the value of, the company) was owned by a Ca~ad1a~ ccmpa~y, it 

generally would be e~titled to benefits unde r s~cparagrap~ a ) 

with respec t to its Swiss source income, assumi~g t~ac it ~et : he 

::>ase eros·i or. ~esc. of clause a ) ii). However, i: : r.e r:rra.::.ir:g 

five percen: of the value o f the company consis:ed o : a class o f 

stock that paid dividends determi ned by refere~ce to the i~ccme 

de ri ved f::-om the U.S. company's Swiss s ubs idiari .soneti~es know 

as "t rac }<ir:g" o :::- "alphabet" stock) iaru:i SO perc e::: o ::- m:) re c: t :1e 
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Agreemer.c chat meet the requireme~cs o: s u~p 1ragra~h 3 

b ) o: Article 22; and 

, , ~ :h-e a;nounc of the expenses ( ir .. cludi~.g paymer..:s : o r 

:n:erest o r royalties, but nae payments ac arrr's length 

: o r :~e ~u=chase or ~ se of or the =iG~t t~ use :ancible - - -
?=~pe= : y in the ordinary course of business ~r 

re~u~e=acion at arm's :eng:h f~r services ) d:du:citle 

f=o~ gross income that are paid o r payable by t~e 

compa~y : o r its preceding fisca_ period (or , in che 

c a3e o : its first fisca~ ?eriod , that period ) co 

persons that are neither U.S. citizens nor ras idents of 

a ~ett'.Der state o f the Europea~ ~nior. o r of t~e ~u r c pean 

£c~r.om: c Area o r a parcy co t~e North Ame=ican ?ree 

7race Agreement that meet ch: =equ:re~ents o : 

s ubparagraph 3 b ) of Article 22 is l ess than 5 0 percent 

o : t he gross income of the company for that ?eriod. 

b ) ~o weve= , a company otherwise entic1ed co benef1cs under 

subparag=~?r. a l shall not be entitled to the bene:its ~f :te 

Cc~~e~::or. :: chat company, o r a compa~y that c ~ntro :s suet 

co~pa~y. r.as outstanding a class o f shares: 
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~v :=ence :rem banks o r its beir.g : o ~Na:ded u~de: :~e C~r.ve r.tion 
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res:jents of a t~:r~ c o~ncry cha: does ::ot hav~ a do~~:e :ax 

treaty with Sw: : ze=:ar.d, the U. S . compar.y would r.o : oe e:::i::ed 

: o benef its ur.ce r :~is paragraph as a result o: the d??:i:a:io~ 

of suoparagrap~ b ) . 

8. 

a ) The defi~ition of tax fraud applicab:e for p~=po ses o f 

Article 26 o : h . C . t :.s o::vent. : on shall apply i:: cases whe=e a 

Cont=acting S:ate may need t0 resort to other :ega: ~ea::s 

app_icable to mut~a - assistance bet.wee~ the Con:rac::r.; S:ates in 

ma:cers invo:v:::g tax fraud, such as t~e Swiss ?ede ra: :a~ o:: 

International Ma t ual Assistance in C=i~inal Matters o : 2 0 Ma=c~, 

_9 81, in order : o o bca:n certain tY?eS of assistance , s~~~ as :he 

deposition o f w::::esses. 

o ) The ter.n " reco=ds or docume~:s" used :.:: .~r:::2.e ~5 :s 

whether held by public or private individuals or ent:ties . 

c) Persons or authorities to whom information is j:sclosed 

in accordance with paragraph 1 of Article 26 ~ay discl)se :~e 

:.nformation :n public court proceed ir.gs o= in J~di=ial de:isions. 

d ) It is u~ders:ood that in cases o : :ax fra~t 3~iss 

bar.king secrecy does not hinder the gathering o : docum~r.tary 
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Washington, October 2, 1996 

Dear Mr. Secretary, 

I have the honor to confirm the receipt of your Note of today's date which reads 
as follows: 

• Excellency: 

I have the honor to refer to the Convention signed today between the United 
States of America and the Swiss Confederation for the Avoidance of Double Taxation 
with Respect to Taxes on Income and to the Protocol aiso signed today which forms an 
integral part of the Convention and to propose on behalf of the Government of the 
United States the following: 

In the course of the negotiations leading to the conclusion of the Convention and 
the Protocol signed today, the negotiators developed and agreed upon the 
Memorandum ot Understanding that is attached to this note. The Memorandum of 
Understanding is a statement of intent setting forth a common understanding and 
interpretation of certain provisions of the Convention reached by the delegations of the 
Swiss Confederation and the United States acting on behalf of their respective 
governments. These understandings and interpretations are intended to give guidance 
both to the taxpayers and the tax authorities of our two countries in interpreting these 
provisions. 

If the understandings and interpretations in the Memorandum of Understanding 
are acceptable, this note and your note reflecting such acceptance will memonalize the 
understandings and interpretations that the parties have reached. 

Accept, Excellency, renewed assurances of my highest consideration. 

Attachment 

- -
The Honorable 
Warren Christopher 
Secretary of State 
Ur• ~ec Staies Department of State 

For the Secretary of State: " 
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I have the honor to inform you that the understandings and interpretations in the 
Memorandum of Understanding are acceptable. 

Accept, Mr. Secretary, renewed assurances ot my highest consideration. 

Carlo Jagmetti 



The President: 

31J7 
97 0 9 465 

D EPARTMENT OF STAT( 

WASH I NGTON 

May 29, 1997 

I have the honor to submit to you, with a view t o its 

transmission to the Senate for advice and consent to 

rat ification, the Convention Between the United States of 

America and the Swiss Confederatio n for the Avoidanc e of 

Double Taxation with Respect co Taxes on Income , s igned at 

Washi ngton on October 2, 1996 , ("the Convention" ) toget her 

with a Protocol. Also enclosed for the information o f the 

Senate is an exchange of notes with an attached Memorandum 

o f Understanding, which provides clarification with 

respect to the application of the Convention in specified 

cases. 

This Convention will replace the existing Convention 

Be t ween the United States of America and the Swi ss 

Confederation for the Avoida nce of Double Taxatio n with 

Respect to Taxes on Income s igned at Washir.gton on May 24, 

1951. The new Convention maintains many provisions of the 

exist ing convention, but it also provides certain 

additiona l benefits and updates the text t o reflect 

current tax treaty policies. 

This Convention is similar to the tax treaties between 

the United States and o ther OECD nat ions . It provides for 

maximum rates o f tax to be applied to various types o f 

The President, 

The White House. 



income, protection from double taxation of income, 

exchange of information, and rules to limit the benefits 

of the Convention to persons that are not engaged in 

treaty shopping. 

Like o ther U.S. tax conventions, this Convention 

provides rules specifying when income that arises in one 

of the countries and is attributable to residents of the 

other country may be taxed by the country in which the 

income arises (the •source" country). In most respects, 

the rates unde r the new Convention are the same as those 

in many recent U.S. tax treaties with OECD countries. 

The maximum rates o f tax that may be imposed on 

dividend and r oyalty income are generally the same as in 

the current U.S.-Swit zerland treaty. Pursuant to 

Article 10, dividends from direct investments are subj ect 

to tax by the source country at a rate of five percent . 

The threshhold criterion for direct investment has been 

reduced from 95 percent ownership of the equity of a firm 

to ten percent consistent with other modern U.S. treaties, 

in order to facilitate direct investment. Other dividends 

are generally taxable at 15 percent. Under Article 12, 

royalties derived and beneficially owned by a resident of 

a Contracting State are generally taxable only in that 

State. 

The current convention, at Article 11, provides fo r a 

five percent rate of tax by the source country on most 

interest payments . Interest is exempt from taxation by 

the country in which the interest arises under the new 

Convention. The restrictions on the taxation of royalty 

and interest income do not apply , however, if the 

beneficial owner of the income is a resident of one 

Contracting State who carries on business in the other 

Contracting State in which the income arises and the 

income is attributable to a permanent establishment in 



that State. In t hat situation, the income is to be 

cons i dered either business pro fit o r income from 

i ndependent personal services. 

The maximum rates of withholding tax desc ribed i n the 

preceding paragraphs are s ubj ect to the standard 

ant i -abuse rules for certain classes o f investment income 

found in other U.S. tax treaties and agreements. 

The taxation of capital gains, described in Article 13 

of the Convention, genera lly follows the rule of recent 

U.S . tax treaties as wel l as the OECD model. Gains on 

real property are taxable in the country in which the 

property is located, and gains from the sale of personal 

property are taxed only in the State of residence of the 

seller, unless a ttributable to a permanent establishment 

or fixed base in the o t her State. The Convention, at 

Sections 6 and 7 of Article 13, also contains rules, found 

in a few other U.S. tax treaties, that allow for 

adjustments to the timing of the taxation of certain 

classes of capital gains. These rules serve to minimize 

possible double taxat ion that could othen,ise result. 

Article 7 of the new Convention generally follows the 

standard rules f o r taxation by one country of the business 

profits o f a resident of the o ther . The non-residence 

country's right to tax such profits is generally limited 

to cases in which the profits are attributable to a 

permanent establishment loca ted in that country. 

As do all recent U.S. t reaties , this Convention 

preserves the right of the United States to impose its 

branch profits tax in addition t o the basic corporate tax 

on a branch's business (Article 7) . This tax, which was 

introduced in 1986, is no t imposed under the present 

treaty. The new Convention, at Article 28, also 

accommodates a provis ion of the 1986 Tax Reform Act that 



attributes to a permanent establishment income t hat is 

earned during the life of the permanent establ ishment but 

is deferred and not received until after the permanent 

establishment no longer exists. 

Consistent with U.S. treaty policy, Ar ticle a of the 

new Convention permits only the country o f residence to 

tax profits from international carriage by s hips or 

airplanes. This reciprocal exemption also extends to 

income from the rental of ships and aircraft if the rental 

income is i ncidental to income from the operation of ships 

o r aircraft in international traffic. Other income from 

the rental of ships or aircraft and income from the use or 

rental of containers, however, is treated as business 

profits. 

The taxation of income from the performance of 

personal services under Articles 14 through 17 of the new 

Convention is essentially the same as tha t under other 

recent U.S. treaties with OECD countries . Unlike many 

U.S. treaties, however, the new Convention, at Article 28 , 

provides for the deductibility of cross-border 

contributions by temporary residents of one State to 

pension plans registered in the other Sta t e under limited 

circumstances . 

Article 22 of the new Convention conta ins significant 

anti-treaty-shopping rules making its benef its unavailable 

to persons engaged in treaty shopping. The current 

convention contains no such _anti-treaty-shopping rules. 

The proposed Convention also contains rules necessary 

for administering the Convention, including rules for the 

resolution of disputes under the Convention (Article 25 ) 

and for exchange of inf ormation (Art icle 26 ) . The 

proposed Convention significantly expands the s cope of the 

exchange of information between the United States and 



Switzerland. For example , as elaborated in the Protocol 

and Me morandum o f Understandi ng , U.S. tax authorities will 

be given access to Swiss ba nk information in cases o f t ax 

fraud. The Protocol contains a broad definition of tax 

fraud that should ensure that more infor ma tion will be 

made avai l abl e to U.S. authorities . Furthermore, the new 

Convention provides for information to be provided in a 

form acceptable for use in court proceedings (Article 26, 

Section 1 ) . 

The Convention would permit the General Accounting 

Office and the tax-writing committees of Congress to 

obtain access to certain tax information exchanged under 

the Convention f o r use in the ir oversight o f the 

admini stration o f U.S. tax laws and treaties. 

This Convention is subject to ratification. In 

accordance with Article 29, it will enter into force upon 

the e xchange of instruments of ratification and wi ll have 

effect for pa yments made or credited on o r after the first 

day o f t he second month foll-0wing entry i nto force with 

respect to t a xes withheld by the source country; with 

respect to other taxes, the Convention will take effect 

fo r t axable periods beginning on or after the first day o f 

J a nuary following the dace on which the Convention enters 

into force. When the present convention affords a more 

favorable result for a taxpayer tha n the proposed 

Convention, the taxpayer ma y elect to continue to apply 

the provisions of the present convention, in its entirety, 

for one addit ional year. 

This Co nvention wil l remain in force indefinitely 

unless terminate d by one of the Contracting States, 

pursuant to Article 30. Ei ther State may terminate the 

Convention by giving at l east six months of prior notice 

through diplomatic channels. 
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A Protocol and an exchange of notes with an attached 

Memorandum of Understanding accompany the Convention and 

provide clarification with respect to the application of 

the Convention 1n spec ified cases. The Protocol, which is 

an integral part o: t he Convention, elaborates on the 

meaning of certain terms used in the Convention. The 

exchange of notes, with its attached Memorandum of 

Understanding, provides clarification and is submitted for 

the information of the Senate. It includes examples of 

the application of various provisions of the Convention, 

particularly those concerning the limitation of benefits. 

A technical memorandum explaining in detail the 

provisions of the Convention will be prepared by the 

Department of the Treasury and will be submitted 

separately to the Senate Committee on Foreign Relations . 

The Department o f the Treasury and the Department of 

State cooperated in the negotiation of the Convention. It 

has the full approva l of both Departments. 

Respectfully submitted, 



. . 
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MEMORANDUM FOR THE PRESIDENT 

THROUGH : 

FROM : 

SUBJECT : 

Purpose 

THE EXECUTIVE CLERK 

SAMUEL BERGER </)hr 
JOHN HILLEY / 1\7-...J"-- \. b:-\' ,-, 
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Report to Congress on Cyprus 

To forward the bimonthly Presidential Report to the Congress on 
Cyprus . 

Background 

The International Security Assistance Act of 1978 requires that 
every 60 days you submit a report on progress made during the 
period toward "the conclusion of a negotiated solution of the 
Cyprus problem, " includi ng any relevant r eports prepared by the 
UN Secretary General for the Security Council . The Department of 
State has prepared for your approval a draft Presidential Report 
on Cyprus , which is at Tab B. At Tab A are transmittal letters 
to the Speaker o f the House of Representatives and the Chairman 
o f the Senate Committee on Foreign Relations . 

The previous report covered progress through Januar y 31 , 1997 . 
The current report covers the period February 1 , 1997 , through 
March 31 , 1997 . 

RECOMMENDATION 

That you sign the letters to the Congress at Tab A. 

Attachment 
Tab A Transmittal Letters to Congress 
Tab B Report to Congress 

cc : Vi ce President 
Chief of Staff 



THE WHITE HOUSE 

WASHINGTON 

Dear Mr. Speaker: 

In accordance with Public Law 95-384 (22 U.S.C. 2373(c)), 
I submit to you this report on progress toward a negotiated 
settlement of the Cyprus question. The previous submission 
covered progress through January 31, 1997 . The current 
submission covers the period February 1, 1997, through 
March 31, 1997. 

The highlight of this reporting period was the start of U.N . ­
sponsored proximity talks on the island. The United States 
strongly supported efforts by the United Nations to engage the 
two Cypriot leaders productively in these talks in preparation 
for direct negotiations. We have stated our support for the 
U.N.'s undertaking on several occasions and have urged both 
leaders to seize the opportunity to demonstrate their commitment 
to the reconciliation process. 

Although his appointment fell outside the current reporting 
period, I am very pleased that Richard Holbrooke will serve 
as my Special Presidential Emissary for Cyprus. He assumes 
his duties at a time when tensions on the island have eased due 
to the overflight moratorium recently agreed to by the parties, 
as well as their agreement to begin the U.N . -sponsored direct 
talks in early July. I have asked Ambassador Holbrooke to use 
his proven negotiating skills and superb knowledge of the region 
to support the U.N . efforts . 

The Honorable Newt Gingrich 
Speaker of the 

House of Representatives 
Washington, D. C. 20515 

Sincerely, 



THE WHITE HOUSE 

WASHINGTON 

Dear Mr . Chairman: 

In accordance with Public Law 95- 384 (22 U. S . C. 2373(c) ), I 
submit to you this report on progress toward a negotiated 
settlement of the Cyprus question . The previous submission 
covered progress through January 31, 1997 . The current 
submission covers the period February 1, 1997 - March 31, 1997 . 

The highlight of this reporting period was the start of UN­
sponsored proximity talks on the island . . The United States 
strongly supported efforts by the UN to engage the two Cypriot 
leaders productively in these talks in preparation for direct 
negotiations. We have stated our support for the UN's 
undertaking on several occasions and have urged both leaders to 
seize the opportunity to demonstrate their commitment to the 
reconciliation process . 

Although it did not take place during the current reporting 
period, I am very pleased to confirm my recent appointment of 
Richard Holbrooke as my Special Emissary on Cyprus. I have asked 
Ambassador Holbrooke to use his proven negotiating skills and 
superb knowledge of the region to support the UN efforts. He 
assumes his duties at a time when tensions on the island have 
eased due to the overflight moratorium recently agreed to by the 
parties as well as their agreement to begin the UN-sponsored 
direct talks mentioned above in early July . 

The Honorable Jesse Helms 
Chairman 
Committee on Foreign Relations 
United States Senate 
Washington, D. C. 20510 

Sincerely, 



PRESIDENT ' S BI-MONTHLY REPORT ON CYPRUS 

On February 3 , UK Special Cyprus Representative Sir David Hannay 
e xchanged views on Cyprus with State Department Office Director 
for Southern Europe and acting Special Cyprus Coordinator 
Cavanaugh , and on February 5, with Assistant Secretary (A/S) for 
European Affairs Kornblum . Deputy Assistant Secretary (DAS) for 
European Affairs Adair participated in the meeting with A/S 
Kornblum . In his session with Cavanaugh, Hannay praised U.S . 
efforts to defuse the crisis atmosphere which had developed after 
the Cyprus government ' s January decision to purchase the SA- 10 
missile system . He encouraged Washington to broaden its 
discussions now that the crisis had dissipated . In the February 
5 meeting, A/S Kornblum highlighted the need to structure a 
negotiations process that enhanced prospects for success and 
thanked Hannay for his input into U. S . deliberations . 

Along with UK and UN representatives, U. S . Ambassador to Cyprus 
Brill attended a lunch February 13 with Turkish Cypriot leader 
Denktash . Ambassador Brill and his colleagues reviewed the need 
to move forward on Cyprus in 1997 . They described why the status 
quo was unsatisfactory for all concerned and stressed the need 
for all the parties to the dispute to take steps to break the 
current stalemate . Mr . Denktash assured Ambassador Br ill and the 
others that he desired productive negotiations, although he 
beli eved more preparatory work was necessary . Ambassador Brill 
discussed Cyprus with visiting members of Turkey' s Parliamentary 
Foreign Affairs Committee on February 14 . He said it was 
important to move the Cyprus issue toward serious negotiations 
and noted that the current situation worked against security in 
the region . 

On February 15, in Seoul, the UN Secretary-General ' s Special 
Representative for Cyprus, Professor Han Sung- joo, briefed 
visiting Assistant Secretary for International Affairs Lyman on 
his recent visit to the island . Professor Han noted that he had 
tried to promote the two sides ' acceptance of UN proposals for 
tension-reducing measures along the cease-fire lines . Although 
this package had been on the table for months , neither side was 
prepared to approve it . 

Cyprus was among the issues on Secretary Albright ' s agenda in a 
February 16-19 tour of Rome, Bonn, Brussels and London . 
Secretary Albright pointed to the need for enhanced U. S . -EU 
consultations on Cyprus and told her interlocutors that there 
could be progress in Cyprus settlement efforts in 1997 . 
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Ambassador Brill met with Foreign Minister Michaelides on 
February 19 and noted that the United States was considering how 
best to move ahead following the Cyprus gover nment ' s announcement 
of the intended SA-10 missile purchase . At the same time , it was 
important for the parties to look for ways to move beyond the 
status quo . 

On February 20, EU Chef du Cabinet Leigh briefed officials of the 
U. S . Mission in Brussels on EU Commissioner van den Broek ' s 
upcoming trip to Cyprus . Leigh noted that van den Br oek was 
resolved to expla i n to Turkish Cypriots the potential benefits of 
EU accession . The U. S . visitors expressed support for van den 
Broek' s efforts, which were needed if accession prospects were to 
motivate both sides to a settlement . 

In a lunch with Mr . Denktash on February 20, Ambassador Brill 
encouraged him to view the prospects of substantive negotiations 
positively and to act decisively to reduce tensions between the 
two communities . Mr . Denktash offered familiar positions on a 
number of issues , including his views on the international 
community' s legal recognition of the Government of Cyprus . 

Ambassador Brill met with Cypriot President Clerides on February 
24 . Ambassador Brill noted ongoing U. S . consideration of how to 
move forward on Cyprus and his observation that , with few 
e xceptions , the basic issues in dispute between the t wo sides 
were essentially the same as in the 1955- 74 period . Mr . Clerides 
agreed and said he hoped a process of proximity talks could 
enhance the prospects for successful direct negotiations by 
bringing the sides closer to agreement on key issues . Ambassador 
Brill emphasized that Turkish Cypriot interest in EU membership 
could help advance settlement efforts . In this regard, it would 
be very important to consider how to involve Turkish Cypriots in 
the EU accession process . Mr . Clerides explained his position on 
this matter . 

Also on February 24 , officers from the U. S . Embassy in Ankar a 
called on the Turkish MFA Director General for Greece and Cyprus 
to review several Cyprus developments , including van den Broek ' s 
February 27 - 28 trip to the island . They also discussed the 
Amer ican Turkish Council ' s February 20- 21 Conference in 
Washington, D. C. 

DAS Adair also reviewed the results of the American Turkish 
Council Conference with Cyprus Ambassador Nicolaides on February 
26 . He informed Ambassador Nicolaides that U. S . officials had 
used the event as an opportunity to engage visiting Turkish 
repr esentatives on Cyprus . Nicolaides assured Adair of Mr . 
Clerides ' desire for a comprehensive solution . 
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On February 28 , Turkish Forces Commander in Cyprus , General 
Yalcin , provided similar assurances of Turkey' s desire fo r a 
Cyprus solution to Ambassador Brill, but e xpressed concerns about 
the SA- 10 missile purchase . He expressed support for the UN' s 
package of tension- reducing steps along the Green Line . 

In London on March 10 , Messrs Hannay and Cavanaugh e xchanged 
assessments of Cyprus developments since their last meeting . 
Cavanaugh reiterated U. S . concerns that intercommunal 
negotiations be as effective as possible . Hannay noted the 
importance of making the negotiating process sustainable . 
Cavanaugh also discussed Cyprus , among other issues , with German 
officials in Bonn on March 13 , with Belgian foreign 
ministry representatives on March 14 , and with EU Commi ssioner 
van den Broek and his staff in Brussels , also on March 14. 

In a meeting on the UN' s financial situation in New Yor k on March 
12, U. S . Ambassador to the UN Richardson agreed with his EU 
diplomatic colleagues that there was a real opportunity to make 
progress on Cyprus this year . That opportunity could be lost , 
however , if there was insufficient political will for a 
negotiated solution . It would be very important to support the 
UN and its representatives as they worked on the Cyprus issue . 
The EU diplomats noted that imminent EU accession talks provided 
a unique opportunity for political progress . 

DAS Adair shared Cyprus and Turkey anal yses with Swedi sh 
officials in Stockholm on March 14 in preparation for the Swedish 
Foreign Minister ' s visit to Cyprus (later postponed) . Swedi sh 
Cyprus Coordinator , Ambassador Falkrnan, was presen t . Discussion 
centered on how prospective EU accession could be used to further 
efforts to arrive at an intercommunal agreement . 

In Cyprus , the week of March 17, the UN Secretary- General ' s 
Deputy Special Representative for Cyprus , Gustave Feissel , 
commenced a ser ies of proximity talks intended to h e lp prepare 
the conditions for face - to- face negotiations between the two 
Cypriot leaders . In the interest of preventing unhelpf u l press 
statements, Mr . Feissel secured Messrs Clerides and Denktash' s 
agreement to avoid divulging details on the prox imity talks . 

Ambassador Nicolaides raised the UN proximity talks in a meeting 
with Mr . Cavanaugh on March 27 . Cavanaugh stressed U. S . support 
for the UN-led talks and the importance f or both sides to 
demonstrate to the new UN Secretary- General their willi ngness to 
engage constructively . 

On March 28 , Foreign Minister Michaelides b r iefed Ambassador 
Brill on his recent tour of EU capitals . He also solicited 
continued U. S . engagement on Cyprus , which Ambassador Brill 
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assured him would not slacken . Also on March 28 , Ambassador 
Brill expressed full U. S . support for the UN- led proximity talks 
to Mr . Denktash . He reiterated that while the past could not be 
forgotten , it was important to move beyond the history of the 
island to make progress . In 1997, he pointed out, the entire 
international community was behind efforts to work out a durable 
agreement with adequate safeguards . Mr . Denktash confirmed that 
he would meet with UN Secretary General Annan in early April . 

On March 31, officers from the U. S . Embassy in Ankara and the 
U. S . Mission to the EU called on Turkish MFA Under Secretary for 
Cyprus and Greece Batu to discuss how to move forward on Cyprus . 
Ambassador Batu explained the Turkish Government ' s position on 
several core settlement issues. The U. S . officials noted that EU 
Commissioner van den Broek had addressed Turkish Cypriot concerns 
about EU membership in his February trip to the island . 



THE WHIT~ HOUSE 

WASH IM G T ON 

Dear Mr. Speaker: 

In accordance with Public Law 95- 384 (22 U.S.C. 2373(c)), I 
submit to you this report on progress toward a negotiated 
settlement of the Cyprus question . The previous submission 
covered progress through January 31, 1997 . The current 
submission covers the period February 1 , 199~~Malch 31, 1997 . 

The highlight of this reporting period was the ~ r t of U;t-1~ 
sponsored proximity talks on the isl?/t~I- The United States 
strongly supported efforts by the qN. to engage the two Cypriot 
leaders productively in these talks in preparation for direct 
negotiations . We have stated our support for the UN ! s ~p-&-<A-~ 
undertaking on several occasions and have .urged both leaders to 
seize the opportunity to demonstrate their commitment to the 
reconciliation process. f WI kl,;./ ~ 

Although it did not take place d~ng the cu~r t reporting 
period, I am very pleased to con irm my rece appointment of 
Richard Holbrooke as my~ peci al nissary .err Cyprus. I have asked 
Ambassador Holbrooke to use his proven negotiat ing skil ls and 
superb knowledge of the region to support the UN. efforts. He 
assumes his duties at a time when tensions on the island have 
eased due to the overflight morator ium recent ly agreed to by the 
parties as well as their agreemen-c to begin the UN.-sponsored 
direct talks mentioned above in early July. 

The Honorable Newt Gingrich 
Speaker of the 

House of Representatives 
Washington, D.C. 20515 

Sincerely, 

\,/ 

v 
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Report to Congress on Cyprus 

'91 JUN 23 PMl:3~92 

To forward the bimonthly Presidential Report to the Congress on 
Cyprus. 

Background 

The International Security Assistance Act of 1978 requires that 
every 60 days you submit a report on progress made during the 
period toward ~the conclusion of a negotiated solution of the 
Cyprus problem," including any relevant reports prepared by the 
UN Secretary General for the Security Council. The Department of 
State has prepared for your approval a draft Presidential Report 
on Cyprus , which is at Tab B. At Tab A are transmittal letters 
to the Speaker of the House of Representatives and the Chairman 
of the Senate Committee on Foreign Relations. 

The previous report covered progress through January 31, 1997. 
The current report covers the period February 1, 1997 , through 
March 31 , 1997. 

RECOMMENDATION 

That you sign the letters to the Congress at Tab A. 

Attachment 
Tab A Transmittal Letters to Congress 
Tab B Report to Congress 

cc : Vice President 
Chief of Staff 



THE WHITE HOUSE 

WAS H INGT ON 

Dear Mr. Speaker: 

In accordance with Public Law 95-384 (22 U.S.C . 2373(c)), 
I submit to you this report on progress toward a negotiated 
settlement of the Cyprus question. The previous submission 
covered progress through January 31, 1997. The current 
submission covers the period February 1, 1997, through 
March 31, 1997. 

The highlight of this reporting period was the start of U.N . ­
sponsored proximity talks on the island. The United States 
strongly supported efforts by the United Nations to engage the 
two Cypriot leaders productively in these talks in preparation 
for direct negotiations. We have stated our support for the 
U.N.'s undertaking on several occasions and have urged both 
leaders to seize the opportunity to demonstrate their commitment 
to the reconciliation process . r 

. ~<>1 ~~v,\- \.£-l\ c,Jv;lJ,..e 
Although ~· t;,._.Q¾-6l\...:.not:.-ca!C.e._p.J..a..,;e--ei~~~~ 
period, I am very pleased t_.Q~T'ffrf-i:-,-rft-ftl¥-i"'~~rt-"3'1.'.,rn-ml'tt',-~ ~ 

,..o.£ Richard Holbrooke as my Special Presidential Emissary for 
Cyprus. I have ask d Ambassador Holbrooke to use his prov en 
negotiat ng skills nd superb knowledge of the region to 
support t U . N. e forts J He assumes his duties at a time 
when tensio on he island have eased due to the overfligh t / 
moratorium rece ly agreed to by the partie9;as well as their 
agreement to b i the U.N . -sponsored direc~ talks ..;ae n t i e ngd.. 
~ in earl July. ✓ 

The Honorable Newt Gingrich 
Speaker of the 

House of Representatives 
Washington , D.C. 20515 

Sincerely, 



THE WHITE HOUSE 

WASHINGTON 

Dear Mr. Chairman: 

In accordance with Public Law 95-384 (22 U.S.C. 2373(c)), 
I submit to you this report on progress toward a negotiated 
settlement of the Cyprus question. The previous submission 
covered progress through January 31, 1997. The current 
submission covers the period February 1, 1997, through 
March 31, 1997. 

The highlight of this reporting period was the start of U.N.­
sponsored proximity talks on the island . The United States 
strongly supported efforts by the United Nations to engage the 
two Cypriot leaders productively in these talks in preparation 
for direct negotiations. We have stated our support for the 
U.N.'s undertaking on several occasions and have urged both 
leaders to seize the opportunity to demonstrate their commitment 
to the reconciliation process. 

Although it did not take place during the current reporting 
period, I am very pleased to confirm my recent appointment 
of Richard Holbrooke as my Special Presidential Emissary for 
Cyprus. I have asked Ambassador Holbrooke to use his proven 
negotiating skills and superb knowledge of the region to 
support the U.N. efforts. He assumes his duties at a time 
when tensions on the island have eased due to the overflight 
moratorium recently agreed to by the parties as well as their 
agreement to begin the U. N. -sponsored direct talks mentioned 
above in early July. 

The Honorable Jesse Helms 
Chairman 
Committee on Foreign Relations 
United States Senate 
Washington, D.C. 20510 

Sincerely, 



PRESIDENT' S BI-MONTHLY REPORT ON CYPRUS 

On February 3, UK Special Cyprus Representative Sir David Hannay 
exchanged views on Cyprus with State Department Office Director 
for Southern Europe and acting Special Cyprus Coordinator 
Cavanaugh, and on February 5 , with Assistant Secretary (A/S) for 
European Affairs Kornblum. Deputy Assistant Secretary (DAS) for 
European Affairs Adair participated in the meeting with A/S 
Kornblum . In his session with Cavanaugh, Hannay praised U. S . 
efforts to defuse the crisis atmosphere which had developed after 
the Cyprus government ' s January decision to purchase the SA-10 
missile system. He encouraged Washington to broaden its 
discussions now that the crisis h~d dissipated . In the February 
5 meeting, A/S Kornblum highlighted the need to structure a 
negotiations process that enhanced prospects for success and 
thanked Hannay for his input into U. S . deliberati ons. 

Along with UK and UN representatives, U. S . Ambassador to Cyprus 
Brill attended a lunch February 13 with Turkish Cypriot leader 
Denktash. Ambassador Brill and his colleagues reviewed the need 
to move forward on Cyprus in 1997. They described why the status 
quo was unsatisfactory for all concerned and stressed the need 
for all the parties to the dispute to take steps to break the 
current stalemate . Mr. Denktash assured Ambassador Brill and the 
others that he desired productive negotiations , although he 
believed more preparatory work was necessary. Ambassador Brill 
discussed Cyprus with visiting members of Turkey's Parliamentary 
Foreign Affairs Committee on February 14 . He said it was 
important to move the Cyprus i ssue toward serious negotiations 
and noted that the current situation worked against security in 
the region . 

On February 15, i n Seoul , the UN Secretary-General ' s Special 
Representative for Cyprus , Professor Han Sung-joo , briefed 
visiting Assistant Secretary for International Affairs Lyman on 
his recent visit to the island. Professor Han noted that he had 
tried to promote the two sides ' acceptance of UN proposals for 
tension-reducing measures along the cease-fire lines . Although 
this package had been on the table for months, neither side was 
prepared to approve it . 

Cyprus was among the issues on Secretary Albright ' s agenda in a 
February 16-19 tour of Rome, Bonn, Brussels and London. 
Secretary Albright pointed to the need for enhanced U. S .-EU 
consultations on Cyprus and told her interlocutors that there 
could be progress in Cyprus settlement efforts in 1997. 
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Ambassador Brill met with Foreign Minister Michaelides on 
February 19 and noted that the United States was considering how 
best to move ahead following the Cyprus government ' s announcement 
of the intended SA-10 missile purchase . At the same time , it was 
important for the parties to look for ways to move beyond the 
status quo. 

On February 20, EU Chef du Cabinet Leigh briefed officials of the 
U. S . Mission in Brussels on EU Commissioner van d en Broek' s 
upcoming trip to Cyprus . Leigh noted that van den Broek was 
resolved to explain to Turkish Cypriots the potential benefits of 
EU accession . The U.S. visitors expressed support for van den 
Broek's efforts, which were needed if accession prospects were to 
motivate both sides to a settlement. 

In a lunch with Mr . Denktash on February 20, Ambassador Brill 
encouraged him to view the prospects of substantive negotiations 
positively and to act decisively to reduce tensions between the 
two communities . Mr. Denktash offered familiar positions on a 
number of issues, including his views on the international 
community' s legal recognition of the Government of Cyprus . 

Ambassador Brill met with Cypriot President Clerides on February 
24 . Ambassador Brill noted ongoing U. S . consideration of how to 
move forward on Cyprus and his observation that, with few 
exceptions, the basic issues in dispute between the two sides 
were essentially the same as in the 1955-74 period. Mr . Clerides 
agreed and said he hoped a process of proximi ty talks could 
enhance the prospects for successful direct negotiations by 
bringing the sides closer to agreement on key issues . Ambassador 
Brill emphasized that Turkish Cypriot interest in EU membership 
could help advance settlement efforts. In this regard, it would 
be very important to consider . how to involve Turkish Cypriots in 
the EU accession process. Mr . Clerides e xplained his position on 
this matter. · 

Also on February 24, officers from the U.S. Embassy in Ankara 
called on the Turkish MFA Director General for Greece and Cyprus 
to review several Cyprus developments, including van den Broek' s 
February 27-28 trip to the island. They also discussed the 
American Turkish Council's February 20-21 Conference in 
Washington, D.C. 

DAS Adair also reviewed the results of the American Turkish 
Council Conference with Cyprus Ambassador Nicolaides on February 
26. He informed Ambassador Nicolaides that U.S . officials had 
used the event as an opportunity to engage visiting Turkish 
representatives on Cyprus . Nicolaides assured Adair of Mr. 
Clerides ' desire for a comprehensive solution. 



3 

On Februar y 28 , Turkish Forces Commander in Cyprus , General 
Yalcin, provided similar assurances of Turkey' s desire for a 
Cyprus solution to Ambassador Brill , but e xpressed concerns about 
the ·SA- 10 missile purchase . He expressed support for the UN' s 
package of tension-reducing steps along the Green Line . 

In London on March 10, Messrs Hannay and Cavanaugh exchan ged 
assessments of Cyprus developments since their last meeting . 
Cavanaugh reiterated U.S. concerns that i ntercommunal 
negotiations be as effective as possible. Hannay note d t h e 
importance of making the negotiating process sustainable. 
Cavanaugh also discussed Cyprus, among other i ssues , with German 
officials in Bonn on Mar ch 13, with Belgian foreign 
ministry representatives on March 14 , and with EU Commissioner 
van den Broek and his staff in Brussel s , also on Mar c h 1 4 . 

In a meeting on the UN' s financial situation in New York on March 
12, U. S . Ambassador to the UN Richardson agreed with his EU 
diplomatic colleagues that there was a real opportunity to make 
progress on Cyprus this year . That opportunity could b e lost, 
however, if there was insufficient political will for a 
negotiated solution . It would be very important to support the 
UN and its representatives as they worked on the Cyprus issue . 
The EU diplomats noted that imminent EU accession talks provided 
a unique opportunity for political progress . 

DAS Adair shared Cyprus and Turkey analyses with Swedish 
officials in Stockholm on March 14 in preparation for the Swedish 
Foreign Minister' s visit to Cyprus {later postponed) . Swedish 
Cyprus Coordinator , Ambassador Falkman, was present. Discussion 
centered on how prospective EU accession could be used to further 
efforts to arrive at an intercommunal agreement . 

In Cyprus, the week of March 17 , the UN Secretary- Gener a l ' s 
Deputy Special Representative for Cyprus, Gustave Feissel, 
commenced a series of prox imity talks intended to help prepare 
the conditions for face- to-face negotiations between the two 
Cypriot leaders . In the interest of preventing unhelpful press 
statements, Mr . Feissel secured Messrs Clerides and Denktash's 
agreement to avoid divulging details on the proximity talks . 

Ambassador Nicolaides raised the UN proximity talks in a meeting 
with Mr . Cavanaugh on March 27 . Cavanaugh stressed U. S. support 
for the UN-led talks and the importance for both sides to 
demonstrate to the new UN Secretary-General their willingness to 
engage constructively. 

On March 28, Foreign Minister Michaelides briefed Ambassador 
Brill on his recent tour of EU capitals . He also solicited 
continued U. S . engagement on Cyprus, which Ambassador Brill 
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assured him would not slacken . Also on March 28 , Ambassador 
Brill e xpressed full U. S. support for the UN-led prox imity talks 
to Mr . Denktash . He reiterated that while the past could not be 
forgotten, it was important to move beyond the history of the 
island to make progress . In 1997 , he pointed out , the entire 
international commun ity was behind efforts to work out a durable 
agreement with adequate safeguards. Mr. Denktash confir med that 
he would meet with UN Secretary General Annan in early April . 

On March 31 , officers from the U. S. Embassy in Ankara and the 
U. S . Mission to the EU called on Turkish MFA Under Secretary for 
Cyprus and Greece Batu to discuss how to move forward on Cyprus . 
Ambassador Batu explained the Turkish Government ' s position on 
several core settlement issues . The U. S . officials noted that EU 
Commissioner van den Broek had addressed Turkish Cypriot concerns 
about EU membership in his February trip to the island. 




