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OBJECTIVE

.|
Jurisdictional Taxing Rights

Investment Incomes
s Dividend
& Interest

Capital Gains

UN Model Convention

PRINCIPLES OF INTERNATIONAL

TAXATION
e

Jurisdiction Exclusivity
Resident Country Taxation
Source Country Taxation

Domestic law
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DIVIDEND

DIVIDENDS

.|
Meaning of Dividend under Internationg
Tax;

Taxation thereof;

Participatory and Portfolio Dividends;
Dividend and PE;

Beneficial Ownership;




DEFINITION OF DIVIDEND -

DTAA
e

The term Dividendsasusedin thisarticlemeans

incomefrom share

0OJoui smraorcdeod i srightn c e 6
Mining shares,

FoundersSharesor

Otherrights,not beingdebtclaim, participatingn profits,

Income from other corporaterightswhichis subjectedo
the sametaxationtreatmentasincomefrom sharedy the
lawof [ CountryS].

DIVIDENDS 8 MEANING

Distribution of profits or shareholders
funds

Cash or kind

Deemed Dividends / Constructive
Dividends
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TAXATION

Gl
Domestic Tax Laws

5 Gross Dividend / Net Dividend
5 Withholding tax
DTAA
5 Resident State
d Source State

DIVIDENDS 8 ARTICLE 10(1) & 10(2)

e
Right is to the Resident State
. Source State may also Tax
This impliesthatif DomesticLaw of CountryR taxes
foreign dividends derived by its resident share
holders,the DTA betweerCountryR andCountryS
Isnot goingto stopCountryR from doingsa

. OECD Vs. UN model DT AA(
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e

Participation Dividends

Portfolio Dividends

a. 5% of the grossamountof dividendsif the beneficial
owneris a company(otherthana partnership)which
holds directly at least 25% of the capital of the
companypayingdividends

b. 15% of the grossamountof Dividendsin all other
cases

DIVIDENDS AND PERMANENT
ESTABLISHMENTS

- Art.10(4) of the OECD model DTA providesfor specia
treatmentof Dividendreceivedoy a permanentestablishmer
of anonresidentn the sourcestate

It providesthatthe provisionsof paragraphl and 2 shallnot
apply if the 6 b e n ed w rcebfralle Dividends, being a
residentof [Country R], carrieson businessn [Country S]
through a permanentestablishmensituated[in Country S]
andthe holdingin respectof whichthe dividendsare paid is
@ffectivelyc 0 n n ewath seathf@ermanentestablishmentn
suchcasehe provisionf Article 7 shallapply.




DIVIDENDS AND PE 6 CONTD.,
e

o The UN Model DTA extends this provision beyond only
permanentestablishmento the fixed basesin Country S of
taxpayersvho providesindependentpersonalservicesin which
casehe Dividendsthatarisefrom shareholdinghatare effectively
connectedwith such fixed basesare taxedin accordancewith
Art.14(IndependenPersonaServicesdf the UN modelDTA.

o Dividends are taxed as businessprofits of the permanent
establishment(Income of the independent personal service
provider)on anetincomebasiqi.e. afterallowancdor deductible
expenditureincurredin producingthatincome)under Art.7 (or

Art.14of the UN modelDTA whicheversapplicable)

Dividend derived by a PE can give rise to 4 scena
based on the location of the PE, viz.:

SCENARIO-1 e e e
PE receiving dividend from| .. . | 00 '
Company S in Country S is in ST B o : o
CountryR whichis the residence g
ofitsParentCo. too

\1"4

TAXIMPLICATION UNDER DTAA
Art.10(1)&(2) would apply. 10(4) . = | i
would not apply as PE is notin| i
Country S

1/23/2010



SCENARIO-1

_____________

|
i Head !
|
| . |
Country R | Office :
: | Company R
|
! I
|
! PE I
! |
Lo+ ——_ |
Dividend
Country S
Companys

Dividend derived by a PE can give rise to 4
scenarios based on the location of the PE, viz.:

R SCENARIO-2 e e
' PE of CompanyR, PE receiving . = .. ' |...
dividend from Company S in| oo
CountrySislocatedn Country |

TAXIMPLICATIONUNDER DTAA

Art.10(4)would apply as PE is in| ...
CountryS (092 ol
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SCENARIO-2

Country R

Country S

_____________

Dividend

Company S

Dividend derived by a PE can give rise to 4

scenarios based on the location of the PE, viz.:

»CLENARL >CENARIC

SCENARIO-3

PE of
receiving dividend from
Company S in Country S is
locatedn CountryT.

Company R, PE| =

Crany R, P1

oy T (

TAXIMPLICATION UNDER DTAA

isin CountryT. Art. 10(1)&(2) would
apply going by the concept of
beneficial ownership Provided it is
known to Co. S that Co. is the
beneficiabwnerof thePE

Art. 10(4) would not applyasthe PE| "' ...
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