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Subpart—Withholding of Tax

§ 520.101 Introductory.
(a) The tax convention and protocol

between the United States and Sweden,
referred to in this subpart as the con-
vention, proclaimed by the President of
the United States on December 12, 1939,
and effective January 1, 1940, provides
as follows:

ARTICLE I

The taxes referred to in this Convention
are:

(a) In the case of the United States of
America:

(1) The Federal income taxes, including
surtaxes and excess-profits taxes.

(2) The Federal capital stock tax.
(b) In the case of Sweden:
(1) The National income and property tax,

including surtax.
(2) The National special property tax.
(3) The communal income tax.
It is mutually agreed that the present Con-

vention shall also apply to any other or addi-
tional taxes imposed by either contracting
State, subsequent to the date of signature of
this Convention, upon substantially the
same bases as the taxes enumerated herein.

The benefits of this Convention shall ac-
crue only to citizens and residents of the
United States of America, to citizens and
residents of Sweden and to United States or
Swedish corporations and other entities.

ARTICLE II

An enterprise of one of the contracting
States is not subject to taxation by the other
contracting State in respect of its industrial
and commercial profits except in respect of
such profits allocable to its permanent es-
tablishment in the latter State. The income
thus taxed in the latter State shall be ex-
empt from taxation in the former State.

No account shall be taken, in determining
the tax in one of the contracting States, of
the mere purchase of merchandise effected
therein by an enterprise of the other State.

The competent authorities of the two con-
tracting States may lay down rules by agree-
ment for the apportionment of industrial and
commercial profits.

ARTICLE III

When an enterprise of one of the contract-
ing States, by reason of its participation in
the management or capital of an enterprise
of the other contracting State, makes or im-
poses on the latter in their commercial or fi-
nancial relations conditions different from
those which would be made with an inde-
pendent enterprise, any profits which should
normally have appeared in the balance sheet
of the latter enterprise but which have been
in this manner diverted to the former enter-
prise may, subject to applicable measures of
appeal, be incorporated in the taxable profits
of the latter enterprise. In such case con-
sequent rectifications may be made in the
accounts of the former enterprise.

ARTICLE IV

Income which an enterprise of one of the
contracting States derives from the oper-
ation of ships or aircraft registered in that
State is taxable only in the State in which
registered. Income derived by such an enter-
prise from the operation of ships or aircraft
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not so registered shall be subject to the pro-
visions of Article II.

ARTICLE V

Income of whatever nature derived from
real property, including gains derived from
the sale of such property, but not including
interest from mortgages or bonds secured by
real property, shall be taxable only in the
contracting State in which the real property
is situated.

ARTICLE VI

Royalties from real property or in respect
of the operation of mines, quarries, or other
natural resources shall be taxable only in
the contracting State in which such prop-
erty, mines, quarries, or other natural re-
sources are situated.

Other royalties and amounts derived from
within one of the contracting States by a
resident or by a corporation or other entity
of the other contracting State as consider-
ation for the right to use copyrights, pat-
ents, secret processes and formulas, trade-
marks and other analogous rights, shall be
exempt from taxation in the former State.

ARTICLE VII

1. Dividends shall be taxable only in the
contracting State in which the shareholder
is resident or, if the shareholder is a corpora-
tion or other entity, in the contracting State
in which such corporation or other entity is
created or organized; provided, however, that
each contracting State reserves the right to
collect and retain (subject to applicable pro-
visions of its revenue laws) the taxes which,
under its revenue laws, are deductible at the
source, but not in excess of 10 per centum of
the amount of such dividends. For the pur-
poses of this Article the National income and
property tax imposed by Sweden shall be
deemed to be a tax deducted at the source.

2. Notwithstanding the provisions of Arti-
cle XXII of this Convention, the provisions of
this Article may be terminated by either of
the contracting States at the end of two
years from the date upon which this Conven-
tion enters into force or at any time there-
after, provided at least six months’ prior no-
tice of termination is given, such termi-
nation to become effective on the first day of
January following the expiration of such six-
month period. In the event the provisions of
this Article are terminated, the provisions
of—

(1) Article XIII (2), in so far as they relate
to the special property tax imposed by Swe-
den upon shares in a corporation;

(2) Article XIV(b)(2), relating to the allow-
ance of an additional deduction from taxes
on dividends; and

(3) Article XVI, in so far as they relate to
exchange of information with respect to divi-
dends,

will likewise terminate.

ARTICLE VIII

Interest on bonds, notes, or loans shall be
taxable only in the contracting State in
which the recipient of such interest is a resi-
dent or, in the case of a corporation or other
entity, in the State in which the corporation
or other entity is created or organized; Pro-
vided, however, That each contracting State
reserves the right to collect and retain (sub-
ject to applicable provisions of its revenue
laws) the taxes which, under its revenue
laws, are deductible at the source.

ARTICLE IX

Gains derived in one of the contracting
States from the sale or exchange of capital
assets by a resident or a corporation or other
entity of the other contracting State shall
be exempt from taxation in the former State,
provided such resident or corporation or
other entity has no permanent establish-
ment in the former State.

ARTICLE X

Wages, salaries and similar compensation
and pensions paid by one of the contracting
States or by the political subdivisions or ter-
ritories or possessions thereof to individuals
residing in the other State shall be exempt
from taxation in the latter State.

Private pensions and life annuities derived
from within one of the contracting States
and paid to individuals residing in the other
contracting State shall be exempt from tax-
ation in the former State.

ARTICLE XI

(a) Compensation for labor or personal
services, including the practice of the liberal
professions, shall be taxable only in the con-
tracting State in which such services are
rendered.

(b) The provisions of paragraph (a) are,
however, subject to the following exceptions:

A resident of Sweden shall be exempt from
United States tax upon compensation for
labor or personal services performed within
the United States of America if he fails with-
in either of the following classifications:

1. He is temporarily present within the
United States of America for a period or pe-
riods not exceeding a total of one hundred
eighty days during the taxable year and his
compensation is received for labor or per-
sonal services performed as an employee of,
or under contract with, a resident or cor-
poration or other entity of Sweden; or

2. He is temporarily present in the United
States of America for a period or periods not
exceeding a total of ninety days during the
taxable year and the compensation received
for such services does not exceed $3,000.00 in
the aggregate.
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In such cases Sweden reserves the right to
the taxation of such income.

(c) The provisions of paragraph (b) of this
Article shall apply, mutatis mutandis, to a
resident of the United States of America de-
riving compensation for personal services
performed within Sweden.

(d) The provisions of paragraphs (b) and (c)
of this Article shall have no application to
the professional earnings of such individuals
as actors, artists, musicians and professional
athletes.

(e) The provisions of this Article shall have
no application to the income to which Arti-
cle X relates.

ARTICLE XII

Students or business apprentices from one
contracting State residing in the other con-
tracting State exclusively for purposes of
study or for acquiring business experience
shall not be taxable by the latter State in re-
spect of remittances received by them from
within the former State for the purposes of
their maintenance or studies.

ARTICLE XIII

(1) If the property consists of:
(a) Immovable property and accessories ap-

pertaining thereto;
In the case of taxes on property or incre-

ment of property the following provisions
shall be applicable:

(b) Commercial or industrial enterprises,
including maritime shipping and air trans-
port undertakings;
the tax may be levied only in that contract-
ing State which is entitled under the preced-
ing Articles to tax the income from such
property.

(2) In the case of all other forms of prop-
erty, the tax may be levied only in that con-
tracting State where the taxpayer has his
residence or, in the case of a corporation or
other entity, in the contracting State where
the corporation or other entity has been cre-
ated or organized.

The same principles shall apply to the
United States capital stock tax with respect
to corporations of Sweden having capital or
other property in the United States of Amer-
ica.

ARTICLE XIV

It is agreed that double taxation shall be
avoided in the following manner:

(a) Notwithstanding any other provision of
this Convention, the United States of Amer-
ica in determining the income and excess-
profits taxes, including all surtaxes, of its
citizens or residents or corporations may in-
clude in the basis upon which such taxes are
imposed all items of income taxable under
the revenue laws of the United States of
America as though this Convention had not
come into effect. The United States of Amer-

ica shall, however, deduct the amount of the
taxes specified in Article I (b) (1) and (3) of
this Convention or other like taxes from the
income tax thus computed but not in excess
of that portion of the income tax liability
which the taxpayer’s net income taxable in
Sweden bears to his entire net income.

(b)(1) Notwithstanding any other provision
of this Convention, Sweden, in determining
the graduated tax on income and property of
its residents or corporations or other enti-
ties, may include in the basis upon which
such tax is imposed all items of income and
property subject to such tax under the tax-
ation laws of Sweden. Sweden shall, however,
deduct from the tax so calculated that por-
tion of such tax liability which the tax-
payer’s income and property exempt from
taxation in Sweden under the provisions of
this Convention bears to his entire income
and property.

(2) There shall also be allowed by Sweden
from its National income and property tax a
deduction offsetting the tax deducted at the
source in the United States of America,
amounting to not less than 5 per centum of
the dividends from within the United States
of America and subject to such tax in Swe-
den. It is agreed that the United States of
America shall allow a similar credit against
the United States income tax liability of
citizens of Sweden residing in the United
States of America.

ARTICLE XV

With a view to the more effective imposi-
tion of the taxes to which the present Con-
vention relates, each of the contracting
States undertakes, subject to reciprocity, to
furnish such information in the matter of
taxation, which the authorities of the State
concerned have at their disposal or are in a
position to obtain under their own law, as
may be of use to the authorities of the other
State in the assessment of the taxes in ques-
tion and to lend assistance in the service of
documents in connection therewith. Such in-
formation and correspondence relating to
the subject matter of this Article shall be ex-
changed between the competent authorities
of the contracting States in the ordinary
course or on demand.

ARTICLE XVI

1. In accordance with the preceding Arti-
cle, the competent authorities of the United
States of America shall forward to the com-
petent authorities of Sweden as soon as prac-
ticable after the close of each calendar year
the following information relating to such
calendar year:

(a) The names and addresses of all address-
es within Sweden deriving from sources
within the United States of America divi-
dends, interest, royalties, pensions, annu-
ities, or other fixed or determinable annual
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or periodical income, showing the amount of
such income with respect to each addressee;

(b) Any particulars which the competent
United States authorities may obtain from
banks, savings banks or other similar insti-
tutions concerning assets belonging to indi-
viduals resident in Sweden or to Swedish
corporations or other entities;

(c) Any particulars which the competent
United States authorities may obtain from
inventories in the case of property passing
on death concerning debts contracted with
individuals resident in Sweden or Swedish
corporations or other entities.

2. The competent authorities of Sweden
shall forward to the competent authorities of
the United States of America as soon as
practicable after the close of each calendar
year the following information relating to
such calendar year:

(a) The particulars contained in the forms
delivered to the Swedish authorities in con-
nection with the payment to individuals or
corporations or other entities whose address-
es are within the United States of America
of dividends on shares in a corporation or
participation certificates in cooperative so-
cieties, and interest on bonds or other simi-
lar securities;

(b) The particulars contained in permits
accorded to individuals resident in the
United State of America or to United States
corporations or other entities to enable them
to acquire for business purposes immovable
property situated in Sweden;

(c) Any particulars which the central
Swedish authorities may obtain from banks,
savings banks or other similar institutions
concerning assets belonging to individuals
resident in the United States of America or
to United States corporations or other enti-
ties;

(d) Any particulars which the central
Swedish authorities may obtain from inven-
tories in the case of property passing on
death, concerning debts contracted with in-
dividuals resident of the United States of
America, or United States corporations or
other entities;

(e) A list of the names and addresses of all
United States citizens resident in the United
States of America who have made declara-
tions to the Central Committee in Stock-
holm in charge of the taxation of taxpayers
not resident in Sweden for purposes of the
Swedish tax on income and property;

(f) Particulars concerning annuities and
pensions, public or private, paid to individ-
uals resident in the United States of Amer-
ica.

ARTICLE XVII

Each contracting State undertakes, in the
case of citizens or corporations or other enti-
ties of the other contracting State, to lend
assistance and support in the collection of
the taxes to which the present Convention

relates, together with interest, costs, and ad-
ditions to the taxes and fines not being of a
penal character. The contracting State mak-
ing such collection shall be responsible to
the other contracting State for the sums
thus collected.

In the case of applications for enforcement
of taxes, revenue claims of each of the con-
tracting States which have been finally de-
termined shall be accepted for enforcement
by the other contracting State and collected
in that State in accordance with the laws ap-
plicable to the enforcement and collection of
its own taxes. The State to which applica-
tion is made shall not be required to enforce
executory measures for which there is no
provision in the law of the State making the
application.

The applications shall be accompanied by
such documents as are required by the laws
of the State making the application to estab-
lish that the taxes have been finally deter-
mined.

If the revenue claim has not been finally
determined the State to which application is
made may at the request of the other con-
tracting State, take such measures of con-
servancy as are authorized by the revenue
laws of the former State.

ARTICLE XVIII

The competent authority of each of the
contracting States shall be entitled to ob-
tain, through diplomatic channels, from the
competent authority of the other contract-
ing State, particulars in concrete cases rel-
ative to the application to citizens or to cor-
porations or other entities of the former
State, of the taxes to which the present Con-
vention relates. With respect to particulars
in other cases, the competent authority of
each of the contracting States will give con-
sideration to requests from the competent
authority of the other contracting State.

ARTICLE XIX

In no case shall the provisions of Article
XVII, relating to mutual assistance in the
collection of taxes, or of Article XVIII, relat-
ing to particulars in concrete cases, be con-
strued so as to impose upon either of the
contracting States the obligation.

(1) to carry out administrative measures at
variance with the regulations and practice of
either contracting State, or

(2) to supply particulars which are not pro-
curable under its own legislation or that of
the State making application.

The State to which application is made for
information or assistance shall comply as
soon as possible with the request addressed
to it. Nevertheless, such State may refuse to
comply with the request for reasons of public
policy or if compliance would involve viola-
tion of a business, industrial or trade secret
or practice. In such case it shall inform, as
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soon as possible, the State making the appli-
cation.

ARTICLE XX

Where a taxpayer shows proof that the ac-
tion of the revenue authorities of the con-
tracting States has resulted in double tax-
ation in his case in respect of any of the
taxes to which the present Convention re-
lates, he shall be entitled to lodge a claim
with the State of which he is a citizen or, if
he is not a citizen of either of the contract-
ing States, with the State of which he is a
resident, or, if the taxpayer is a corporation
or other entity, with the State in which it is
created or organized. Should the claim be
upheld, the competent authority of such
State may come to an agreement with the
competent authority of the other State with
a view to equitable avoidance of the double
taxation in question.

ARTICLE XXI

The competent authorities of the two con-
tracting States may prescribe regulations
necessary to interpret and carry out the pro-
visions of this Convention. With respect to
the provisions of this Convention relating to
exchange of information, service of docu-
ments and mutual assistance in the collec-
tion of taxes, such authorities may, by com-
mon agreement, prescribe rules concerning
matters of procedure, forms of application
and replies thereto, conversion of currency,
disposition of amounts collected, minimum
amounts subject to collection and related
matters.

ARTICLE XXII

The present Convention shall be ratified,
in the case of the United States of America,
by the President, by and with the advice and
consent of the Senate, and in the case of
Sweden, by His Majesty the King, with the
consent of the Riksdag. The ratifications
shall be exchanged at Stockholm.

This Convention shall become effective on
the first day of January following the ex-
change of the instruments of ratification and
shall apply to income realized and property
held on or after that date. The Convention
shall remain in force for a period of five
years and indefinitely thereafter but may be
terminated by either contracting State at
the end of the five-year period or at any time
thereafter, provided at least six months’
prior notice of termination has been given,
the termination to become effective on the
first day of January following the expiration
of the six-month period.

In witness whereof the respective Pleni-
potentiaries have signed this Convention and
have affixed their seals hereto.

Done in duplicate, in the English and
Swedish languages, both authentic, at Wash-

ington, this twenty-third day of March, nine-
teen hundred and thirty-nine.

For the President of the United States of
America:

SUMNER WELLES [SEAL]
For His Majesty the King of Sweden:

W. BOSTROM [SEAL]

PROTOCOL

At the moment of signing the Convention
for the avoidance of double taxation, and the
establishment of rules of reciprocal adminis-
trative assistance in the case of income and
other taxes, this day concluded between the
United States of America and Sweden, the
undersigned Plenipotentiaries have agreed
that the following provisions shall form an
integral part of the Convention:

1. As used in this Convention:
(a) The term ‘‘permanent establishment’’

includes branches, mines and oil wells, plan-
tations, factories, workshops, warehouses,
offices, agencies, installations, and other
fixed places of business of an enterprise but
does not include the casual or temporary use
of merely storage facilities. A permanent es-
tablishment of a subsidiary corporation shall
not be deemed to be a permanent establish-
ment of the parent corporation. When an en-
terprise of one of the contracting States car-
ries on business in the other State through
an employee or agent, established there, who
has general authority to contract for his em-
ployer or principal, it shall be deemed to
have a permanent establishment in the lat-
ter State. But the fact that an enterprise of
one of the contracting States has business
dealings in the other State through a bona
fide commission agent, broker or custodian
shall not be held to mean that such enter-
prise has a permanent establishment in the
latter State.

(b) The term ‘‘enterprise’’ includes every
form of undertaking whether carried on by
an individual, partnership, corporation, or
any other entity.

(c) The term ‘‘enterprise of one of the con-
tracting States’’ means, as the case may be,
‘‘United States enterprise’’ or ‘‘Swedish en-
terprise’’.

(d) The term ‘‘United States enterprise’’
means an enterprise carried on in the United
States of America by a resident of the
United States of America or by a United
States corporation or other entity; the term
‘‘United States corporation or other entity’’
means a partnership, corporation or other
entity created or organized in the United
States of America or under the law of the
United States of America or of any State or
Territory of the United States of America.

(e) The term ‘‘Swedish enterprise’’ is de-
fined in the same manner, mutatis mutandis,
as the term ‘‘United States enterprise’’.

2. The term ‘‘corporation’’ includes asso-
ciations, joint-stock companies, and insur-
ance companies.
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3. A citizen of one of the contracting
States not residing in either shall be deemed,
for the purpose of this Convention, to be a
resident of the contracting State of which he
is a citizen.

When doubt arises with respect to resi-
dence or with respect to the taxable status of
corporations or other entities, the com-
petent authorities of the two contracting
States may settle the question by mutual
agreement.

4. The provisions of Swedish law concern-
ing the taxation of the undivided estates of
deceased persons shall not apply where the
beneficiaries are directly liable to taxation
in the United States of America.

5. The term ‘‘life annuities’’ referred to in
Article X of this Convention means a stated
sum payable periodically at stated times
during life, or during a specified number of
years, under an obligation to make the pay-
ments in consideration of a gross sum paid
for such obligation.

6. The Swedish so-called ‘‘fees tax’’
(bevillingsavgift for vissa offentliga
forestallningar) based on gross income in so
far as it affects such individuals as actors,
artists, musicians and professional athletes
shall be deemed to be an income tax for the
purposes of Article XIV (a).

The credit for taxes provided in Article
XIV shall have no application to taxes de-
ducted at the source from dividends and in-
terest except to the extent provided in para-
graph (b)(2) of that Article.

In the application of the provisions of this
Convention the benefits of section 131 of the
United States Revenue Act of 1938, relating
to credits for foreign taxes shall be accorded
but the credit provided for in Article XIV(a)
shall not extend to United States excess-
profits taxes nor to the surtax imposed on
personal holding companies.

7. Citizens of each of the contracting
States residing within the other contracting
State shall not be subjected in the latter
State to other or higher taxes than are im-
posed upon the citizens of such latter State.

8. The provisions of this Convention shall
not be construed to deny or affect in any
manner the right of diplomatic and consular
officers to other or additional exemptions
now enjoyed or which may hereafter be
granted to such officers, nor to deny to ei-
ther of the contracting States the right to
subject to taxation its own diplomatic and
consular officers.

9. The provisions of the present Convention
shall not be construed to restrict in any
manner any exemption, deduction, credit or
other allowance accorded by the laws of one
of the contracting States in the determina-
tion of the tax imposed by such State.

10. In the administration of the provisions
of this Convention relating to exchange of
information, service of documents, and mu-
tual assistance in collection of taxes, fees

and costs incurred in the ordinary course
shall be borne by the State to which applica-
tion is made but extraordinary costs inci-
dent to special forms of procedure shall be
borne by the applying State.

11. Documents and other communications
or information contained therein, transmit-
ted under the provisions of this Convention
by one of the contracting States to the other
contracting State shall not be published, re-
vealed or disclosed to any person except to
the extent permitted under the laws of the
latter State with respect to similar docu-
ments, communications or information.

12. As used with respect to revenue claims
in Article XVII of this Convention the term
‘‘finally determined’’ shall be deemed to
mean:

(a) In the case of Sweden, claims which
have been finally established, even though
still open to revision by exceptional proce-
dure;

(b) In the case of the United States of
America, claims which are no longer appeal-
able, or which have been determined by deci-
sion of a competent tribunal, which decision
has become final.

13. As used in this Convention the term
‘‘competent authority’’ or ‘‘competent au-
thorities’’ means, in the case of the United
States of America, the Secretary of the
Treasury and in the case of Sweden, the Fi-
nance Ministry.

14. The term ‘‘United States of America’’
as used in this Convention in a geographical
sense includes only the States, the Terri-
tories of Alaska and Hawaii, and the District
of Columbia.

15. Should any difficulty or doubt arise as
to the interpretation or application of the
present Convention, or its relationship to
Conventions between one of the contracting
States and any other State, the competent
authorities of the contracting States may
settle the question by mutual agreement.

16. The present Convention and Protocol
shall not be deemed to affect the exchange of
notes between the United States of America
and Sweden providing relief from double in-
come taxation on shipping profits, signed
March 31, 1938.

Done at Washington, this twenty-third day
of March, nineteen hundred and thirty-nine.

SUMNER WELLES [SEAL]
W. BOSTROM [SEAL]

And where the said convention and the
said protocol have been duly ratified on both
parts and the ratifications of the two Gov-
ernments were exchanged at Stockholm on
the fourteenth day of November, one thou-
sand nine hundred and thirty-nine;

And whereas, as is provided in Article
XXII, the said convention shall become effec-
tive on the first day of January following the
exchange of the instruments of ratification;

Now, therefore, be it known that I, Frank-
lin D. Roosevelt, President of the United

VerDate 09<APR>98 00:30 Apr 16, 1998 Jkt 004900 PO 00000 Frm 00121 Fmt 8010 Sfmt 8010 Y:\SGML\179101.TXT 179101-3



126

26 CFR Ch. I (4-1-98 Edition) § 520.102

States of America, have caused the said con-
vention and the said protocol to be made
public to the end that the same and every ar-
ticle, clause and part thereof may be ob-
served and fulfilled with good faith by the
United States of America and the citizens
thereof on and from the first day of January,
one thousand nine hundred and forty.

In testimony whereof, I have hereunder set
my hand and caused the Seal of the United
States of America to be affixed.

Done at the city of Washington this
twelfth day of December, in the year of our
Lord one thousand nine hundred and thirty-
nine, and of the Independence of the United
States of America the one hundred and
sixty-fourth.

[SEAL]
FRANKLIN D ROOSEVELT

By the President:
CORDELL HULL

Secretary of State.

(b) The Internal Revenue Code pro-
vides in part as follows:

SEC. 22. GROSS INCOME.

* * * * *

(b) Exclusions from gross income. The follow-
ing items shall not be included in gross in-
come and shall be exempt from taxation
under this chapter:

* * * * *

(7) Income exempt under treaty. Income of
any kind, to the extent required by any trea-
ty obligation of the United States:

SEC. 62. RULES AND REGULATIONS.
The Commissioner, with the approval of

the Secretary, shall prescribe and publish all
needful rules and regulations for the enforce-
ment of this chapter.

§ 520.102 Scope of this subpart.
(a) The primary purposes of the con-

vention, to be accomplished on a mutu-
ally reciprocal basis, are the avoidance
of double taxation, exchange of fiscal
information complementary to those
provisions of the convention relating
to avoidance of double taxation, and
mutual assistance in the collection of
the taxes to which the convention re-
lates. The regulations in this subject
deal primarily with the effect of the
convention upon the determination of
taxable income from sources within the
United States of nonresident alien indi-
viduals resident in Sweden and of
Swedish corporations and other Swed-
ish entities, and with the information

to be made available to the Finance
Minister of Sweden.

(b) The specific classes of income
from sources within the United States
exempt by reason of the convention
from United States income tax are:

(1) Industrial and commercial profits
of a Swedish enterprise having no per-
manent establishment in the United
States (Article II);

(2) Income derived by a Swedish en-
terprise from the operation of ships or
aircraft registered in Sweden (Article
IV);

(3) Royalties and amounts derived by
a nonresident alien individual resident
in Sweden or by a Swedish corporation
or other entity as consideration for the
right to use copyrights, patents, secret
processes and formulas, trade-marks
and other analogous rights (Article
VI);

(4) Gains derived from the sale or ex-
change of capital assets by a non-
resident alien individual resident in
Sweden, or by a Swedish corporation or
other entity, having no permanent es-
tablishment in the United States (Arti-
cle IX);

(5) Wages, salaries and similar com-
pensation and pension paid by Sweden
or by a political subdivision thereof to
individuals (other than citizens of the
United States) temporarily residing in
the United States (Article X);

(6) Private pensions and life annu-
ities paid to nonresident alien individ-
uals residing in Sweden (Article X),

(7) Compensation for labor or per-
sonal services performed within the
United States by a nonresident alien
individual resident in Sweden, such ex-
emption being, however, subject to the
limitations set forth in Article XI of
the convention and in § 520.113;

(8) Remittances from sources within
Sweden (if and to the extent that they
constitute gross income without regard
to this convention) received in the
United States by a nonresident alien
individual resident of Sweden who is
temporarily resident in the United
States for the purposes of study or for
acquiring business experience, such re-
mittances being for the purposes of
their maintenance or studies (Article
XII).

(c) The convention does not affect
the liability to United States income
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tax of Swedish citizens resident in the
United States except to the extent
such citizens are entitled to the bene-
fits of Article XIV of the convention.
For the purposes of the convention, an
individual resident in neither Sweden
nor the United States and claiming the
benefits of the convention as a citizen
of Sweden shall be deemed to be a resi-
dent of Sweden if it is shown to the
satisfaction of the Commissioner that
he is such citizen. With respect to divi-
dends and interest, see § 520.10.

(d) Except as to those items of in-
come expressly exempted by the con-
vention, the income tax liability of a
nonresident alien individual resident of
Sweden and of a Swedish corporation
or other entity is determined in ac-
cordance with the provisions of the in-
ternal revenue laws of the United
States and the regulations thereunder
applicable generally to the taxation of
nonresident alien individuals and for-
eign corporations.

(e) Except insofar as concerns divi-
dends, the convention makes no ref-
erence to rates of taxation imposed by
the United States.

§ 520.103 Definitions.
(a) Any word or term used in this

subpart which is defined in the conven-
tion shall be given the definition as-
signed to such word or term in such
convention. Any word or term used in
this subpart which is not defined in the
convention but is defined in the Inter-
nal Revenue Code shall be given the
definition contained therein.

(b) As used in this subpart:
(1) The term ‘‘permanent establish-

ment’’ includes branches, mines and oil
wells, plantations, factories, work-
shops, warehouses, offices, agencies, in-
stallations and other fixed places of
business of an enterprise but does not
include the casual or temporary use of
merely storage facilities. A Swedish
parent corporation having a subsidiary
corporation which latter corporation
has a permanent establishment in the
United States will not be deemed, by
reason of such fact, to have itself a per-
manent establishment in the United
States. A Swedish enterprise as defined
in the convention carrying on business
in the United States through an em-
ployee or agent, established in the

United States, who has general author-
ity to contract for his employer or
principal, shall be deemed to have a
permanent establishment in the United
States. However, business dealings in
the United States by a Swedish enter-
prise through a bona fide commission
agent, broker or custodian do not con-
stitute a permanent establishment in
the United States.

(2) The term ‘‘enterprise’’ means any
commercial or industrial undertaking
whether conducted by an individual,
partnership, corporation or any other
entity. It includes such activities as
manufacturing, merchandising, min-
ing, banking and insurance. It does not
include the operation of, or the trading
in, real property located in the United
States. It does not include the ren-
dition of personal services. Hence, a
nonresident alien individual, a resident
of Sweden, rendering personal services
within the United States, is not merely
by reason of such services, engaged in
an enterprise within the meaning of
the convention and his liability to Fed-
eral income tax is unaffected by Arti-
cle II of the convention.

(3) The term ‘‘Swedish enterprise’’
means an enterprise carried on in Swe-
den by a nonresident alien individual
resident in Sweden or by a Swedish
corporation or other entity. The term
‘‘Swedish corporation or other entity’’
means a partnership, corporation or
other entity created or organized in
Sweden or under the laws of Sweden.
For example, an enterprise carried on
wholly without Sweden by a non-
resident alien individual resident in
Sweden is not a Swedish enterprise
within the meaning of the convention.

(4) The term ‘‘industrial and commer-
cial profits’’ means the profits arising
from the industrial, mercantile, manu-
facturing or like undertakings of a
Swedish enterprise as defined in this
section. Such term does not include
dividends, interest, compensation for
labor or personal services, or income
derived from real property or from any
interest in such property, including
rentals and royalties therefrom and
gain from the sale or disposition there-
of. Such latter items of income are not
governed by the provisions of Article II
but are subject to the rules elsewhere
set forth in the convention and in this
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subpart with respect to such specific
items of income. As to gains from the
sale or exchange of capital assets, see
§ 520.111.

§ 520.104 Scope of convention with re-
spect to determination of ‘‘indus-
trial and commercial profits’’ of a
nonresident alien individual resi-
dent of Sweden or of a Swedish cor-
poration or other entity carrying on
a Swedish enterprise in the United
States.

(a) General. Article II of the conven-
tion adopts the principle that an enter-
prise of one of the contracting States
shall not be taxable in the other con-
tracting State in respect of its indus-
trial and commercial profits unless it
has a permanent establishment in the
latter State. Hence, a Swedish enter-
prise is subject to tax upon its indus-
trial and commercial profits from
sources within the United States only
if it has a permanent establishment
within the United States. From the
standpoint of Federal income taxation,
the article has application only to a
Swedish enterprise and to the indus-
trial and commercial income thereof
from sources within the United States.
It has no application, for example, to
compensation for labor or personal
services performed in the United States
nor to income derived from real prop-
erty located in the United States nor
to any interest in such property, in-
cluding rentals and royalties there-
from, nor to gains from the sale or dis-
position thereof nor to dividends and
interest. Such latter items of income
are treated separately elsewhere in the
regulations in this subpart and are sub-
ject to the rules laid down in the sec-
tions having specific reference to the
respective items of income: As to what
is a ‘‘Swedish enterprise’’, a ‘‘perma-
nent establishment’’ and ‘‘industrial
and commercial profits,’’ see § 520.103.

(b) No United States permanent estab-
lishment. A nonresident alien individual
resident in Sweden or a Swedish cor-
poration or other entity, carrying on a
Swedish enterprise but having no per-
manent establishment in the United
States is not subject to United States
income tax upon industrial and com-
mercial profits from sources within the
United States. For example, if such
Swedish corporation sells stock in

trade such as iron ore or wood pulp
through a bona fide commission agent
or broker in the United States, the re-
sulting profit is, under the terms of Ar-
ticle II of the convention, exempt from
United States income tax. Such Swed-
ish corporation, however, remains sub-
ject to tax upon all other items of in-
come from sources within the United
States and not expressly exempted
from such tax under the convention.
However, see §§ 520.109, 520.111, 520.112
and 520.113.

(c) United States permanent establish-
ment. A nonresident alien individual
resident in Sweden or a Swedish cor-
poration or other entity, carrying on a
Swedish enterprise having a permanent
establishment in the United States is
subject to tax upon his or its industrial
and commercial profits from sources
within the United States. In the deter-
mination of the income of such resi-
dent of Sweden or Swedish corporation
or other entity from sources within the
United States, all industrial and com-
mercial profits from sources within the
United States shall be deemed to be al-
locable to the permanent establish-
ment within the United States. The net
income from sources within the United
States, including the industrial and
commercial profits, shall be deter-
mined in accordance with the provi-
sions of section 119, Internal Revenue
Code, and regulations thereunder. In
determining such income, no account
shall be taken of the mere purchase of
merchandise effected in the United
States by such Swedish enterprise.

§ 520.105 Control of a domestic enter-
prise by a Swedish enterprise.

Article III of the convention provides
that if a Swedish enterprise by reason
of its control of a domestic business
imposes conditions different from
those which would result from normal
bargaining between independent enter-
prises, the accounts between the enter-
prises will be adjusted so as to ascer-
tain the true net income of the domes-
tic enterprises. The purpose is to place
the controlled domestic enterprise on a
tax parity with an uncontrolled domes-
tic enterprise by determining, accord-
ing to the standard of an uncontrolled
enterprise, the true net income from
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the property and business of the con-
trolled enterprise. The convention con-
templates that if the accounting
records do not truly reflect the net in-
come from the property and business of
such domestic enterprise the Commis-
sioner shall intervene and, by making
such distributions, apportionments or
allocations as he may deem necessary
of gross income or deductions or of any
item or element affecting net income
as between such domestic enterprise
and the Swedish enterprise by which it
is controlled or directed, determine the
true net income of the domestic enter-
prise. The provisions of Regulations 103
(26 CFR 1938 ed. Supps. 19.45–1), [Regu-
lations 111 (26 CFR 1949 ed. Supps.
29.45–1) and Regulations 118 (§ 39.45–1, 26
CFR, Rev. 1953, Parts 1–79, and Supps.)]
shall, insofar as applicable, be followed
in the determination of the net income
of the domestic business.

§ 520.106 Income from operation of
ships or aircraft.

The income derived by a Swedish en-
terprise from the operation of ships or
aircraft registered in Sweden is exempt
from United States income tax. How-
ever, the profits derived by such enter-
prise from the operation of ships or air-
craft not so registered are treated as
are industrial and commercial profits
generally. See Article II of the conven-
tion and § 520.104.

§ 520.107 Income from real property.

Income of whatever nature derived
by a nonresident alien individual resi-
dent in Sweden or by a Swedish cor-
poration or other entity from real
property situated in the United States,
including gains derived from the sale of
such property, is not exempt from tax-
ation by the convention. The treat-
ment of such income for taxation pur-
poses is governed by those provisions of
the Internal Revenue Code applicable
generally to the taxation of non-
resident aliens and foreign corpora-
tions. Interest derived from mortgages
or bonds secured by real property does
not constitute income from real prop-
erty within the meaning of the conven-
tion but is subject to the provisions ap-
plicable to interest generally. See Arti-
cle VIII of the convention and § 520.110.

§ 520.108 Mineral royalties.
Royalties derived by a nonresident

alien individual resident in Sweden or
by a Swedish corporation or other en-
tity from real property or in respect of
the operation of mines, quarries, tim-
ber or other natural resources situated
in the United States are not exempt
from taxation under the convention.
Such items of income are subject to
taxation under the provisions of the In-
ternal Revenue Code applicable gen-
erally to the taxation of nonresident
aliens and foreign corporations.

§ 520.109 Patent and copyright royal-
ties.

(a) Royalties and amounts derived
from sources within the United States
by a nonresident alien individual resi-
dent in Sweden or by a Swedish cor-
poration or other entity (if such cor-
poration or entity is not a resident of
the United States) as consideration for
the right to use copyrights, patents, se-
cret processes and formulas, trade-
marks and other analogous rights are
exempt from Federal income taxation
under the provisions of Article VI of
the convention. Such items are there-
fore not subject to the withholding pro-
visions of the Internal Revenue Code.
Such exemption does not, however,
apply in the case of a Swedish corpora-
tion engaged in trade or business with-
in the United States or having an office
or place of business therein. Such cor-
poration is a resident Swedish corpora-
tion and hence the provisions of Article
XIV (a) are applicable.

(b) To obviate withholding of the tax
at the source, the alien individual resi-
dent in Sweden or Swedish corporation
or other entity should by letter, notify
the payor of the income that such in-
come is exempt from Federal income is
exempt from Federal income taxation
under the provisions of the convention.
Such letter from such resident of Swe-
den shall contain his address and a
statement that he is a resident of Swe-
den. The letter from such corporation
or other entity shall contain the ad-
dress of its office or place of business
and a statement that it is a corpora-
tion or other entity organized under
the laws of Sweden and shall be signed
by an officer of the corporation or
other entity giving his official title.
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The letter of notification of a copy
thereof should be immediately for-
warded by the recipient to the Commis-
sioner of Internal Revenue, Withhold-
ing Returns Section, Washington 25,
D.C., United States of America.

§ 520.110 Dividends and interest.
(a) In general dividends derived from

sources within the United States by a
nonresident alien individual resident in
Sweden or by a Swedish corporation or
other entity remain subject to taxation
under the provisions of the Internal
Revenue Code applicable generally to
the taxation of nonresident alien indi-
viduals and foreign corporations. See
Article XIV (a) of the convention. How-
ever, for a period of at least 2 years be-
ginning on January 1, 1940, the tax in
the case of such alien individual resi-
dent in Sweden or such Swedish cor-
poration or other entity (nonresident
as to the United States) shall not ex-
ceed 10 percent of the amount of such
dividends. See Article VII of the con-
vention. Hence, the higher rates appli-
cable generally in the case of non-
resident alien individuals subject to
the provisions of section 211 (c), Inter-
nal Revenue Code, are not applicable to
dividends received by nonresident alien
individuals who are residents of Swe-
den.

(b) The taxation of interest derived
from sources within the United States
by a nonresident alien individual resi-
dent in Sweden or by a Swedish cor-
poration or other entity is not affected
by the convention except that in the
case of such individual such interest is
subject only to the rate of tax imposed
by section 211 (a), Internal Revenue
Code. Hence, interest, like dividends, is
excluded for the purposes of section
211(c), from the gross amount of fixed
or determinable annual or periodical
income of nonresident alien individuals
who are residents of Sweden.

§ 520.111 Capital gains.
Under Article IX of the convention,

gain derived from the sale or exchange
of capital assets (other than real prop-
erty) within the United States by a
nonresident alien individual resident in
Sweden or by a Swedish corporation or
other entity is exempt from Federal in-
come tax unless such individual, cor-

poration or other entity has a perma-
nent establishment in the United
States. With respect to real property,
see § 520.107.

§ 520.112 Wages, salaries and similar
compensation, pensions and life an-
nuities.

(a) Under Article X of the conven-
tion, wages, salaries and similar com-
pensation and pensions paid by Sweden
or by a political subdivision thereof to
individuals temporarily residing in the
United States are exempt from Federal
income tax. By reason, however, of the
application of Article XIV(a) of the
convention, such exemption does not
apply to recipients of such income who
are either citizens of the United States
or aliens resident therein. As to who
are resident aliens, see Regulations 103
(26 CFR 1938 ed. Supps. 19.211–2 to
19.211–4), [Regulations 111 (26 CFR 1949
ed. Supps. 29.211–2 to 29.211–4) and Reg-
ulations 118 (§§ 39.211–2 to 39.211–4, 26
CFR, Rev. 1953, Parts 1–79, and
Supps.)]. As to the taxation generally
of the compensation of employees of
foreign governments, see section 116(h)
of the Internal Revenue Code and Reg-
ulations 103 (26 CFR 1938 ed. Supps.
19.116–2), [Regulations 111 (26 CFR 1949
ed. Supps. 29.116–2) and Regulations 118
(§ 39.116–2, 26 CFR Rev. 1953, Parts 1–79,
and Supps.)].

(b) Under the provisions of the same
article of the convention, private pen-
sions and life annuities derived from
sources within the United States by
nonresident alien individuals residing
in Sweden are exempt from the Federal
income tax. Such items of income are,
therefore, not subject to the withhold-
ing provisions of the Internal Revenue
Code. See paragraph 5 of the protocol
to the convention as to what con-
stitutes life annuities. See also § 520.109
with respect to patent and copyright
royalties as to requirements necessary
to avoid withholding of the tax at the
source, which requirements are here
also applicable.

§ 520.113 Compensation for labor or
personal services.

(a) Article XI of the convention
adopts the principle that compensation
for labor or personal services, including
compensation realized in the practice
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of the liberal professions, is subject to
tax only in the contracting State in
which such services are rendered.
Hence, in general such compensation
derived by nonresident alien individ-
uals residing in Sweden for services
rendered in the United States is sub-
ject to Federal income tax. Such gen-
eral rule is, however, subject to the fol-
lowing exceptions under the provisions
of Article XI:

(1) Such nonresident alien individual
is not subject to Federal income tax
upon compensation for labor or per-
sonal services performed within the
United States if the following condi-
tions prescribed by subparagraph (2) (i)
and (ii) of this paragraph are met.

(2) He is temporarily present in the
United States for a period or periods:

(i) Not exceeding 180 days during the
taxable year and his compensation is
received for labor or personal services
performed as an employee of, or under
contract with, a resident of Sweden or
a Swedish corporation or other entity;
or

(ii) Not exceeding 90 days during the
taxable year and the compensation re-
ceived for such services does not exceed
$3,000 in the aggregate for such taxable
year even though such compensation is
paid by a United States resident or by
a domestic corporation or other domes-
tic entity.

(b) If, therefore, such nonresident
alien individual (1) is temporarily
present in the United States for a pe-
riod or periods in excess of 90 days dur-
ing the taxable year, or (2) receives
more than $3,000 in the aggregate dur-
ing the taxable year for labor or per-
sonal services performed within the
United States he is not exempt under
paragraph (a)(2)(ii) of this section, and
his right to exemption under the con-
vention will depend on his meeting
both tests prescribed under paragraph
(a)(2)(i) of this section.

(c) These exceptions, however, do not
extend to the professional earnings of
actors, artists, musicians, professional
athletes and those engaged in like ac-
tivities. The professional earnings of
such individuals resident in Sweden for
services rendered within the United
States are subject to the provisions of
the Internal Revenue Code applicable

generally to the taxation of non-
resident alien individuals.

§ 520.114 Remittances.
Under Article XII nonresident alien

individuals residents of Sweden who
are temporarily residing in the United
States exclusively for the purposes of
study or acquiring business experience
and receiving remittances from Sweden
for the purposes of their maintenance
and studies in the United States are ex-
empt from Federal income tax upon
such amounts if and to the extent that
such amounts constitute gross income.

§ 520.115 Scope of Article XIV.
(a) General. Article XIV (a) has an

important bearing upon other articles
of the convention. While many preced-
ing articles provide in effect that items
of income derived by citizens or resi-
dents of the United States or by domes-
tic corporations from sources in Swe-
den are subject to tax only in Sweden,
Article XIV(a) nevertheless permits the
imposition of Federal income tax upon
such income in the hands of such tax-
payers. For example, Article V pro-
vides that income from real property,
including gains derived from the sale
or exchange of such property, shall be
taxable only in the contracting State
in which such property is situated.
Hence, looking at such article without
reference to Article XIV a United
States citizen realizing such income
from real property situated within
Sweden would not be subject to Federal
income tax upon such income. Article
XIV(a), however, prescribes that, not-
withstanding Article V or any other ar-
ticle of the convention, the Federal in-
come tax may apply to all items of in-
come without regard to other provi-
sions of the convention and hence all
items of income from sources within
Sweden, regardless of their treatment
in the articles dealing respectively
with such items of income, must be in-
cluded in gross income of United States
citizens, residents and corporations for
the purposes of the Federal income tax.

(b) Credit for Swedish income taxes. (1)
Article XIV(a), for the purposes of
avoidance of double taxation, further
provides that a citizen or resident of
the United States or a domestic cor-
poration deriving income from sources
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within Sweden shall be entitled to a
credit against the Federal income tax
liability for the amount of Swedish na-
tional income and property tax, includ-
ing surtax, and for the Swedish com-
munal income tax. Such credit is, how-
ever, subject to the limitations pre-
scribed in section 131, Internal Revenue
Code (relating to the credit for foreign
taxes) in that it cannot exceed the
same proportion of the tax against
which the credit is taken which the
taxpayer’s net income from sources
within Sweden bears to the entire net
income, in the case of a taxpayer other
than a corporation, or to the normal
tax net income, in the case of a cor-
poration, for the same taxable year.

(2) In the application of Article
XIV(a), the provisions of section 131,
Internal Revenue Code, are in general
applicable. See paragraph 6 of the pro-
tocol to the convention.

§ 520.116 Reciprocal administrative as-
sistance.

(a) By Article XV of the convention,
United States and Sweden adopt the
principle of exchange of information
and assistance in the service of docu-
ments incident to the collection of
taxes. It is agreed that such fiscal co-
operation shall be carried out in ac-
cordance with the laws of the respec-
tive countries and hence only such in-
formation as is available to the Com-
missioner under the revenue laws may
be used as a source from which to se-
cure the information required to be
submitted to the Finance Minister of
Sweden.

(b) Pursuant to such principle, with-
holding agents shall, in the preparation
of withholding returns, Form 1042, re-
port on such returns, in addition to the
items of income upon which tax has
been withheld at the source, those
items of income paid to a nonresident
alien individual resident in Sweden or
to a Swedish corporation or other en-
tity upon which tax has not been with-
held at the source. (See § 520.109.) Such
return shall show the same informa-
tion with respect to such items of in-
come upon which tax has not been
withheld at the source as is shown with
respect to items of income upon which
the tax has been withheld at the
source.

(c) All information and correspond-
ence relating to exchange of informa-
tion and to service of documents may
be transmitted by the Secretary di-
rectly to the Finance Minister of Swe-
den.

§ 520.117 Information to be furnished
in the ordinary course.

(a) In accordance with the provisions
of Article XVI (1) (a) and (b) of the con-
vention, the Secretary shall forward to
the Finance Minister of Sweden,
Stockholm, Sweden, as soon as prac-
ticable after the close of the calendar
year 1940 and of each calendar year
thereafter during which the convention
is in effect the following information
relating to such preceding calendar
year:

(1) The name and address of each per-
son whose address as disclosed on
Forms 1012 and 1042 is in Sweden deriv-
ing from sources within the United
States dividends, interest, royalties,
pensions, annuities, or other fixed or
determinable annual or periodical in-
come, showing the amount of such in-
come with respect to such person.

(2) The name and address of each per-
son whose address as disclosed by
Forms 1000, 1087 and 1099 is in Sweden
showing the amount of income set
forth on such form with respect to each
person.

(b) In accordance with the provisions
of Article XVI(1)(c) of the convention,
there shall likewise be forwarded any
particulars which the Commissioner
may obtain incident to the determina-
tion of estate tax liability of any dece-
dent from inventories of assets of es-
tates of decedents concerning debts
contracted with individuals resident in
Sweden or with Swedish corporations
or other entities.

§ 520.118 Information in specific cases.
Under the provisions of Article XVIII

of the convention and upon request of
the Finance Minister of Sweden, made
through diplomatic channels and sub-
ject to the provisions of Article XIX of
the convention, the Secretary will fur-
nish to the Finance Minister of Sweden
particulars in case of any specific tax-
payer who is a citizen of Sweden or a
Swedish corporation or other entity,
relating to the application of Swedish
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national income and property tax and
the Swedish communal income tax. In
the case of other specific taxpayers,
the Secretary will give consideration
to requests of the Finance Minister of
Sweden with a view to furnishing simi-
lar information concerning such tax-
payer.

§ 520.119 Mutual assistance in the col-
lection of taxes.

Under the provisions of Article XXI
of the convention, the Secretary of the
Treasury and the Finance Minister of
Sweden are authorized to prescribe
rules with respect to those provisions
of the convention relating to the ex-
change of information, service of docu-
ments, and mutual assistance in the
collection of the taxes to which the
convention relates. Such rules concern-
ing matters of procedure, forms of ap-
plication and replies thereto, conver-
sion of currency, disposition of
amounts collected and related matters
will be made the subject matter of a
common agreement between the com-
petent authorities of the two contract-
ing States concerned and when con-
summated will be published.
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tances.
521.114 Visiting professors or teachers.
521.115 Credit against United States tax li-

ability for Danish tax.
521.116 Reciprocal administrative assist-

ance.
521.117 Claims in cases of double taxation.

AUTHORITY: 26 U.S.C. 62, 143, 144, 211, and
231.

Subpart—Withholding of Tax

SOURCE: Treasury Decision 5692, 14 FR 1123,
Mar. 12, 1949, unless otherwise noted. Redes-
ignated at 25 FR 14022, Dec. 31, 1960.

EFFECTIVE DATE NOTE: By T.D. 8732, 62 FR
53498, Oct. 14, 1997, Subpart—Withholding of
Tax, consisting of §§ 521.1 through 521.8 was
removed, effective Jan. 1, 1999.

RELEASE OF EXCESS TAX WITHHELD AND
REDUCTION IN RATE OF WITHHOLDING

§ 521.1 Introductory.
(a) The income tax convention be-

tween the United States and the King-
dom of Denmark, signed May 6, 1948,
proclaimed by the President of the
United States on December 8, 1948, and
effective as to taxable years beginning
after December 31, 1947 (referred to in
this subpart as the convention), pro-
vides in part as follows:

ARTICLE I

(1) The taxes referred to in this Convention
are:
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