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FOREWORD

This is the sixth edition of the condensed version
of the loose-leaf publication entitled “ MODEL
TAX CONVENTION ON INCOME AND ON
CAPITAL” | first published in loose-leaf format
in 1992 and periodically updated since then.

This condensed version includes the text of the
Model Tax Convention as it read on 15 July 2005
after the adoption of the sixth update by the
Council of the OECD. Historical notes included
in Volume 1 of the loose-leaf version as well as
the detailed list of tax conventions between OECD
Member countries and the background reports
that are included in Volume II have not been

reproduced in this version.
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INTRODUCTION

1. International juridical double taxation can be
generally defined as the imposition of comparable
taxes in two (or more) States on the same tax-
payer in respect of the same subject matter and
for identical periods. Its harmful effects on the
exchange of goods and services and movements
of capital, technology and persons are so well
known that it is scarcely necessary to stress the
importance of removing the obstacles that double
taxation presents to the development of economic

relations between countries.

2. It has long been recognized among the Mem-
ber countries of the Organisation for Economic
Co-operation and Development that it is desirable
to clarify, standardize, and confirm the fiscal
situation of taxpayers who are engaged in com-
mercial, industrial, financial, or any other activi-
ties in other countries through the application by
all countries of common solutions to identical

cases of double taxation.

3. This is the main purpose of the OECD Model

Tax Convention on Income and on Capital,

+ which provides a means of settling on a uniform

basis the most common problems that arise in the
field of international juridical double taxation. As
recommended by the Council of the OECD, !
Member countries, when concluding or revising
bilateral conventions, should conform to this
Model Convention as interpreted by the Com-
mentaries thereon and having regard to the reser-
vations contained therein and their tax authorities

should follow these Commentaries, as modified
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from time to time and subject to their observa-
tions thereon, when applying and interpreting
the provisions of their bilateral tax conventions
that are based on the Model Convention.

[1] Cf. Annex.

A. Historical background

4. Progress had already been made towards the
elimination of double taxation through bilateral
conventions or unilateral measures when the
Council of the Organisation for European Eco-
nomic Co-operation ( OEEC) adopted its first
Recommendation concerning double taxation on
25 February 1955. At that time, 70 bilateral gen-
eral conventions had been signed between coun-
tries that are now Members of the OECD. This
was to a large extent due to the work commenced
in 1921 by the League of Nations. This work led
to the drawing up in 1928 of the first model bilat-
eral convention and, finally, to the Model Con-
ventions of Mexico (1943) and London (1946),
the principles of which were followed with certain
variants in many of the bilateral conventions con-
cluded or revised during the following decade. Nei-
ther of these Model Conventions, however, was
fully and unanimously accepted. Moreover, in
respect of several essential questions, they present-

ed considerable dissimilarities and certain gaps.

5. The increasing economic interdependence and
co-operation of the Member countries of the OEEC
in the post-war period showed increasingly clearly
the importance of measures for preventing interna-
tional double taxation. The need was recognised
for extending the network of bilateral tax conven-
tions to all Member countries of the OEEC, and
subsequently of the OECD, several of which had

so far concluded only very few conventions and
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some none at all. At the same time, harmoniza-
tion of these conventions in accordance with uni-
form principles, definitions, rules, and methods,
and agreement on a common interpretation,

became increasingly desirable.

6. It was against this new background that the Fis-
cal Committee set to work in 1956 to establish a
draft convention that would effectively resolve
the double taxation problems existing between
OECD Member countries and that would be
acceptable to all Member countries. From 1958 to
1961, the Fiscal Committee prepared four inter-
im Reports, before submitting in 1963 its final
Report entitled “Draft Double Taxation Conven-
tion on Income and Capital” .!"! The Council of
the OECD adopted, on 30 July 1963, a Recom-
mendation concerning the avoidance of double
taxation and called upon the Governments of Mem-
ber countries, when concluding or revising bilat-
eral conventions between them, to conform to
that Draft Convention.

[ 1] Draft Double Taxation Convention on Income and
Capital, OECD, Paris, 1963.

7. The Fiscal Committee of the OECD had envis-
aged, when presenting its Report in 1963, that
the Draft Convention might be revised at a later
stage following further study. Such a revision was
also needed to take account of the experience
gained by Member countries in the negotiation
and practical application of bilateral conventions,
of changes in the tax systems of Member coun-
tries

”

of the increase in international fiscal rela-
tions, and of the development of new sectors of
business activity and the emergence of new com-
plex business organisations at the international level.
For all these reasons, the Fiscal Committee and,

after 1971, its successor the Committee on Fiscal

K BEHENE,

6. IERFESRHXMFMERT, R TEIT—6
B A W R 2 SRS R 2 TR R AERL
B, HEEANE R REREZNEER,
MHERET 1956 FEF T, 1958 4%
1961 4R [A], WHIB(Z 5y B 40 7 DO 43 o o 1 4R
&, HTF 1963 FIERIER TN (XFXFA
BEW=UEMLBINERER) ) HRARE,
196347 H30 H, AHABELELT —
O X FERIEMBIE, HIFT R 5 E B
W2 BRG] Wl e i 5 E R
153

(1] (X TFXEB U REEB D EREY, £6H
#, B, 1963 4,

7. FE2% 1963 £ ER, Z2HHAMHZER
SHELHITRIFEETTRREA, 45w Xt
EERBBEIT. FEINWTIFE—LE
X, WEEREFEATEIT. FRABEER
FIRNE Br /AT B R AR BT BUS R 258
A E BRI BRI AR s PR B R R K
J&; FEmLIE S TUR ) K R AR B AR
EFrp AR H B, ERmL, WEE
RERHPREMHESERS (1971 F)7)
*f 1963 FFEMpEER KR ERRET T, ¥
F 1977 AN T AR, U



Affairs, undertook the revision of the 1963 Draft
Convention and of the commentaries thereon.
This resulted in the publication in 1977 of a new

Model Convention and Commentaries. ']

[1] Model Double Taxation Convention on Income and
on Capital, OECD, Paris, 1977.

8. The factors that had led to the revision of the
1963 Draft Convention continued to exert their
influence and, in many ways, the pressure to
update and adapt the Model Convention to chang-
ing economic conditions progressively increased.
New technologies were developed and, at the same
time, there were fundamental changes taking place
in the ways in which cross-borders transactions
were undertaken. Methods of tax avoidance and
evasion became more sophisticated. The globali-
sation and liberalisation of OECD economies also
accelerated rapidly in the 1980s. Consequently,
in the course of its regular work programme, the
Committee on Fiscal Affairs and, in particular,
its Working Party No.1, continued after 1977 to
examine various issues directly or indirectly relat-
ed to the 1977 Model Convention. This work result-
ed in a number of reports, some of which recom-
mended amendments to the Model Convention

and its Commentaries. 1!

[1] A number of these reports were published and appear
in Volume II of the loose-leaf version of the OECD Model

Tax Convention.

9. In 1991, recognizing that the revision of the
Model Convention and the Commentaries had
become an ongoing process, the Committee on Fis-
cal Affairs adopted the concept of an ambulatory
Mode! Convention providing periodic and more
timely updates and amendments without waiting

for a complete revision. It was therefore decided

_6~~
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to publish a revised updated version of the Model
Convention which would take into account the
work done since 1977 by integrating many of the
recommendations made in the above-mentioned

reports.

10. Because the influence of the Model Conven-
tion had extended far beyond the OECD Member
countries, the Committee also decided that the
revision process should be opened up to benefit
from the input of non-Member countries, other
international organizations and other interested
parties. It was felt that such outside contributions
would assist the Committee on Fiscal Affairs in
its continuing task of updating the Model Con-
vention to conform with the evolution of interna-

tional tax rules and principles.

11. This led to the publication in 1992 of the
Model Convention in a loose-leaf format. Unlike
the 1963 Draft Convention and the 1977 Model
Convention, the revised Model was not the cul-
mination of a comprehensive revision,' but rather
the first step of an ongoing revision process in-
tended to produce periodic updates and thereby
ensure that the Model Convention continues to
reflect accurately the views of Member countries

at any point in time.

11.1

in 1997, the positions of a number of non-Mem-

Through one of these updates, produced

ber countries on the Model Convention were
added in a second volume in recognition of the
growing influence of the Model Convention out-
side the OECD countries ( see below) . At the
same time, rteprints of a number of previous
reports of the Committee which had resulted
in changes to the Model Convention were also
added.

10. I FERANEHELTTEL T 246
HLAMAERTEE, Fit, ZRSURE, &
AT SN R R IR E, HihEPRE
SIA R HADBOGBA AT, R BSNREIE
RAEBTZERKIFRIAKMMEILS, BIAYT
ERETEA, N BB I A S Y
K&,

1L AR T 1992 463 TUSUE B e i
MG, 5 1963 M EREREM 1977 FHETR
ARFEKR, BITEHESHERENEGTE
BiTA, MR- MFEEBITIRNE—F,
EBTEERREBEHBITAE, WMBRIE
T2 BE S bt VEE B S 5 1 B R T R AL

1Ll FE 1997 FEH+, —LERAEX
TFHERAHLFPIIASERBE LT,
A R EfE A2 AHAM A EEEZ 4N
my RMEm (WE). AR, ZREZAE
RE—EPRIRE LA MGMAREREF, Ik
RXEREFE T X ERAMET .



B. Influence of the OECD Model Convention

12. Since 1963, the OECD Model Convention has
had wide repercussions on the negotiation, ap-

plication, and interpretation of tax conventions.

13. First, OECD Member countries have largely
conformed to the Model Convention when con-
cluding or revising bilateral conventions. The
progress made towards eliminating double taxa-
tion between Member countries can be measured
by the increasing number of conventions conclud-
ed or revised since 1957 in accordance with the
Recommendations of the Council of the OECD.
But the importance of the Model Convention
should be measured not only by the number of
conventions concluded between Member coun-
tries'!! but also by the fact that, in accordance
with the Recommendations of the Council of the
OECD, these conventions follow the pattern
and, in most cases, the main provisions of the
Mode] Convention. The existence of the Model
Convention has facilitated bilateral negotiations
between OECD Member countries and made pos-
sible a desirable harmonization between their
bilateral conventions for the benefit of both tax-

payers and national administrations.

[1] For the list of these conventions, cf. Appendix I in
Volume II of the loose-leaf version of the OECD Model

Tax Convention.

14. Second, the impact of the Model Convention
has extended far beyond the OECD area. It has
been used as a basic document of reference in
negotiations between Member and non-Member
countries and even between non-Member coun-
tries, as well as in the work of other worldwide or

regional international organisations in the field of

_8_.
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double taxation and related problems. Most
notably, it has been used as the basis for the origi-
nal drafting and the subsequent revision of the
United Nations Model Double Taxation Conven-
tion between Developed and Developing Coun-

tries!"

’

which reproduces a significant part of the
provisions and Commentaries of the OECD Mod-
el Convention. It is in recognition of this growing
influence of the Model Convention in non-mem-
ber countries that it was agreed, in 1997, to
add to the Model Convention the positions of a
number of these countries on its provisions and

Commentaries.

[1] United Nations Model Double Taxation Convention
between Developed and Developing Countries, ' United
Nations Publications, New York, first edition 1980,

second edition 2001.

15. Third, the worldwide recognition of the pro-
visions of the Model Convention and their incor-
poration into a majority of bilateral conventions
have helped make the Commentaries on the pro-
visions of the Model Convention a widely-accept-
ed guide to the interpretation and application of
the provisions of existing bilateral conventions.
This has facilitated the interpretation and the
enforcement of these bilateral conventions along
common lines. As the network of tax conventions
continues to expand, the importance of such a

generally accepted guide becomes all the greater.

C. Presentation of the Model Convention

Title of the Model Convention

16. In both the 1963 Draft Convention and the
1977 Model Convention, the title of the Model
Convention included a reference to the elimina-
tion of double taxation. In recognition of the fact
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