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MINISTRY OF FINANCE

(Department of Revenue)

(Foreign Tax Division)

New Delhi, the 5th December, 1988

INCOME-TAX

NOTIFICATION

CS.R. 1146(EX—Whereas the annexed Agree-
ment between the Government, at the Republc of
India and His Majesty's Government of. Nepal for

the avoidance of double taxation and the prevention
of fiscal evasion with respect to taxes cm income has
come into force on 1st No\ ember, 1988, on the
notification by both the Contracting States
to each other,. under Article 27 of the said Agree-
ment, of- the completion of procedures required
under their respective laws for bringing the Acee-
merit into force;

Now, therefore^ in exercise of the • powers confer*
red by section 90 of the fncome-tax Act, 1961 (43
oC 1961) and section 24A of the Companies (pro-
fits). Surtax Act, 1964 (7 of 1964), the Central
Government hereby directs, that all the provis'ons of,
the said agreement shall be given effect to in the.
Union of' India.

ANNEXURE
AGREEMENT"

BETWEEN
THE GOVERNMENT OF THE REPUBLIC OF

INDIA

AND

HIS MAJESTY'S GOVERNMENT OF NEPAL
FOR THE AVOIDANCE OF DOUBLE

TAXATION AND THE PREVENTION OF
FISCAL EVASION WITH RESPECT TO

TAXES ON INCOME

The> Government of the Republic of India and
His Majesty's Government of Nepal.

Desiring to conclude an agreement for the avoid-
ance- of double- taxation and the prevention of fbcal
evasion with respect to taxes on incore :

Have agreed as follows :

CHAPTER I

SCOPE OF THE AGREEMENT

Article-1

PERSONAL SCOPE
This Agreement shall apply to persons who am

residents of one or both of the Contracting States.

Article 2

TAXES COVERED

1. The taxes to which this Agreement shall apply
are :

(a) in the case- of Iiidla:
(i) the income-tax including any surcharge

thereon imposed under the Income-tax
Atf, 1961 (43 of 1961):

(ii) the surtax imposed under the Companies
(Profits Surtax Act, 1964 (7 of 19«4);

(hereinafter referred to as "Indian tax')1

(b) in the case of Nepal :

(i> income-tax imposed under the Income-Tax
Act, 2031 (hettin-aftcr rtferrcd to a"s "N?pal
tax").
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2. The Agreement ihall also apply to any identical

or substantial similar taxes which ate imposed by
either Contracting State after the date of signature
of the present Agreement in addition to, or in r^ace
of, the taxes referred to in paragraph 1. The compe-
tent authorities of the Contracting States shall
notify each other of any substantial changes which
are made in their respective taxation laws.

CHAPTER II

DEFINITIONS

Article 3

GENERAL DEFINITIONS

-l.-In this Agreement, unless the context ©therms
requires :

(a) the terms "a Contracting State" and "the
other Contracting State" mean India or
Nepal, as the context requires;

fl>) the term "tax" means Indan tax or Nepal
tax, as the context requires, but shall not
include any amount which is payable in
respect of any default or omiMion in rela-
tion to the-taxes to which this Agree rent
applies or which represents a penalty im-
posed relating to those taxes;

(c) the term "person" includes an individual, a
company and any other entity which is
treated as a taxable unit, under the taxa-
tion laws in force in the respective Cont-
racting State*;

(d) the term "company" moans any body cor-
porate or any entity which is treated as a
company or body corporate under tho
taxation Jaws-in force in the respective
Contracting States;

Ce) the terras "enterprise of'a 'Contracting
State" and "enterprise 6f the other Cont-
racting State" mean respectively nn enter-
prise tarried on by a resident of a Cont-
racting State and an enterprise carried on
by a resident of the other Contracting
State;

(f) the term "competent authority" means in
the case of India, the Central Government
in the Ministry of Finance (Department of
Revenue) or their authorised representative;
and m the case of Nepal, His Majesty's

' Government, Ministry of Finance or their
authorised representative;

(g) the term "national" means by any Individual,
possessing the nationality of a Contracting
State and any legal person, partnership or
association' deriving its status from -the laws
in force in the Contracting State;

(h) the tern "international traffic" means »ny
transport by fth aircraft operattd by an
enterprise of a Contracting State, except
when the aircraft is operated solely between
places in the other Contracting State.

2. As TCgards the application 6f the Agreement by
a Contracting State any term not denned therein shall,
unless the context otherwise requites, have the mean-
ing which it has under the law of that State concernine
the taxes to which the Agreement applies.

. ARTICLE 4

RESIDENT

1. For the purposes of this Agreement, the term
"resident of a Contracting State" means any, person
who, under the laws of that State, is' liable to tax
therein by reason of his domicile, residence, place of
management or any other criterion of a similar nature.

2. Where by reason of the provisions of paragraph
I, an individual is a resident of both Contracting S.ates,
then lus status shall be determined as follows:

(a) he-shall be'deemed to be a resident of the
State in which he has • a permanent home
available to him; if he has a permanent home
available to him in both States, he shall h«
deemed to be a resident of the State in
which is economic activities arc concentra-
ted;

(b) if he has not n permanent home available to
him in either State, he shall be deemed to
t e a resident 6f the State in which he has
an habitual abode;

(c) if he has an habitual abode in both States
or in neither of them, he shall be ileemed
to be a-resident of the'State In which his
economic activities are concentrated;

(d)fin case'of dispute, the competent authorities
-of the Contracting States shall settle 4hft

question-by mutual'agreement.

J3. Where by-reason of the provisions of paragraph
I, a person other than an individual Is a resident of
both Contracting States, then it shall be deemed to
be a resident of the State in which its place of effec-
tive managemtht is: situated.

ARTICLE 5

PERMANENT ESTABLISHMENT

1. For the purposes of this Agreement, the term
"permanent establishment" means a fixed place 6f
business through which the business of the enterprise
is wholly or partly carried on.

2. The term "permanent establishment' includes
especially:

(a) a place of management;

-(b) a branch;

(c)ian office;

(d) 'a factory;

it) a-worfwbop;
(f) a mine, an Oil Or gar well/ a quarry or any

other place of extraction of, natural rawurces;
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(g) a building site or construction or assembly
project, but only where- such site, project or
activity continues for a period or periods
aggregating more than 133 days in any
twelve-month period;

(h) the furnishing of services by an enterprise
through employees or other personnel, where
activities continue within the country for a
period or periods aggregating a'orc than 181
days in any twelve-month period.

3. Notwithstanding the preceding provisions of the
Article, the term "permanent establishment" shall be
deemed not to include :

(a) the use of facilities solely for the purpose of
storage cr display of goods or merchandise
belonging to the enterprise; t

(b) the maintenance of a stock of goods or
merchandise belonging to the enterprise solely
for tile purpose ot storage or display;

(c) the maintenance of a stock of goods or
merchandise belonging to the enterprises iOlely
for the purpose of processing by another
enterprise,

(d) the maintenance of a fixed place of business
solely for the purpose of purchasing goods
or merchandise, or of collect ng information,
for the enterprise;

(e) the maintenance of a fixed place ot business
solely for the purpose Of carrying on, loj the
enterprise, any other activity ot a prepara-
tory or auxiliary character.

4. Notwithstanding the provisions of paragraphs 1
and 2, where a person—other than an agent of in-
dependent status to whom paragraph 5 applies is
acting on behalf of an enterprise and has, and habi-
tually exercises, in a Contracting State an authority
to conclude contracts on behalf of the enterprise, that
enterprise shall be deemed to have a permanent es-
tablishment in that State in respect of an activities
which that person undertakes for the enterprise, unless
the activities of such person are limited to the purchase
of goods or̂  merchandise for the enterprise.

5. An enterprise of a Contracting State shall not be
deemed to have a permanent establishment in the
other Contracting State merely because it carries on
business in that other State through a broker, a general
commission agent or any other agent of an indepen-
dent status provided that such persons are acting In
the ordinary course of their business1. However, when
the aitivities of such an agent are devoted wholly or
almost wholly o n behalf of that enterprise, he will not
be considered an agent of an independent status within
the meaning of this paragraph. ^

6. The fact that a company which is a resident of
a Contracting State controls or is controlled by a
company which is a resident of the other Contracting
State, or which carries on business In that otlier Con-
tracting State (whether through a permanent establish-
ment or otherwise), shall not of itself constitute either
company a permanent establishment of the other.

CHAPTER III

TAXATION OF INCOME

ARTICLE 6

INCOME FROM IMMOVABLE PROPERTY

1. Income derived by a resident of a Contracting
State from immovable property (including income
from agriculture or forestry) situated in the olher
Contracting State may be taxed in that other State.

2. The term "immovable property* shall have the
meaning which it has under the law of the Contracting
State in which the property in question is situated.
The term shall in any case Include property accessory
to immovable property, livestock and equipment used
ih agriculture and forestry, rights to which the pro-
visions of general law respecting landed property apply,
usufruct of immovable property and rights to variable
or fixed payments as consideration for the working
of, or the right to work, mineral deposits, sources and
other natural resources. Ships, boats luid aircraft shall
not be regarded as immovable property.

3. The provisions of paragraph 1 shall als6 apply
to income derived from the diraet use, letting, or use
in any other form of immovable property.

4. The provisions of paragraphs 1 and 3 shall also
apply to the income from immovable property of an
enterprise and to income from immovable property
used for the performance of independent personal
services.

ARTICLE 7

BUSINESS PROFITS

1. The profits of an enterprise of a Contracting
State shall be taxable only in that State unless the
enterprise carries on business in the other Contract-
ing1 Slate through a permanent establishment situated
therein. If the enterprise carries on business as afore-
said, the profits of the enterprise may be taxed in the
other State but only so much of them as is attributable
to that permanent establishment.

2. Subject to the provisions of paragraph 3, where
an enterprise of a Contracting State carripi on busi-
ness in the other .Contracting State through a perma-
nent establishment siuated therein, there bhall in each
Contracting State be attributed to that permanent
establishment the profits which it might be expected
to make if it were a distinct and beparate enterprise
engaged in. the same or similar activities under the
same or similar conditions and dealing wholly in-
dependently with the enterprise, of which It is a per-
manent establishment.

3. (a) In the determination of the profits of a per-
manent establishment, there shall be allowed as de-
ductions, expenses of the enterprise which are incur-
red for the purpose of the permanent establishment,
Including only those executive and general administ-
rative expenses incurred, whether in the i^ate in
which the permanent establishment i» situated of
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elsewhere which are allowed under the provisions of
the domestic law of the Contracting State in which
the permanent establishment is situated.

(b) Howe\er, no such deduction shall be allowed
in respect of amounts, if any, paid (otherwise than
towards re-imbursement of actual expenses) by the
permanent establishment to the head office of the en-
terprise or any of its other offices, by way of royalties,
fees or other similar payments, in return for the USJ
of patents or other rights, or by way of commission,
fo specific services performed or for management, or,
except in the case of a banking enterprise, by way of
interest on monies lent to the permanent establish-
ment. Likewise, no account shall be taken in tho de-
termination of the profits of a permanent establishment
of amounts charged (otherwise than towards reimburse-
ment of actual expenses) by the permanent establish-
ment to the head office of the enterprise or any of
its other offices, by way -of royalties, fees, or other
similar payments in return for the use of patents
or other rgbts, or by way of commission for specific
services performed or for management, or, except in
the case of a banking enterprise by way of intercit on
monies lent to the head office of the enterprise or
any of its other offices,

4. In so far as it has been customary in a Con-
tracting State to determine he profits to be attri-
buted to a permanent establishment on the basis of
an apportionment of the total profits of the enter-
prise to its various parts, nothing in paragtaph 2
shall preclude that Contracting State from determin-
ing the profits to be taxed by such an apportionment
as may be customary, the method of apportionment
adopted shall, however, be such that the result shrill
be in accordance with the principles contained in
this Article.

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

6. For the purposes of the preceding paragraphs,
the profits to be attributed to the permanent establish-
ment shall be determined by the same method year
by year unless there is good and sufficient reason to
the contrary.

7. Where profits include items of income which
are dealt with separately in other Ai tides of this
Agreement, then the provisions o[ those Articlet shall
npt be affected by the provisions of this Article.

i

Article 8

AIR TRANSPORT

1. Profits derived by an enterprise of a Contract
ing State from the operation of aircraft In interna-
tional traffic shall be taxable only in that State.

2. The provisions of paragraph 1 shall also apply
to profits from tho participation in a pool a joint
business or an international operating agency.

3. For the purposes of this Article, interest on
funds connected with the operation of drcraft in in-
ternational traffic shall be regarded as income|proBts

derived from the operation of such aircraft, and the
provisions of Article 11 .̂ hall noi apply in relation to
such Interest.

*!. The term "operation of aircraft'* shall mean
business of transportation by air of passengers, mail,
livestock or goods carried on by the owners or lessees
or charterers of aircraft, including the sale of tickets
for such transportation on behalf of other enterprises,
the incidental lease of aircraft and any other activity
directly connected with such transportation.

Article 9

ASSOCIATED ENTERPRISES

Where :

(a) an enterprise of a Contracting State parti-
cipates directly or indirecily in the manage-
ment, control or capital of an enterprise of
the other Contracting Stale, or

fb) the same persons participate directly or in-
direcly in the management, control or
capital of an enterprise of a Contracting
State, and an enterprise of the other Contra-
cting State,

and In either case conditions are made or imposed
between the two enterprises in thek commercial or
financial relations which diifer from those which
would be made between independent enterprises,
then any profits which would, but for -those condi-
tions, ha\e accrued to one of the enterprises, but, by
reason of those conditions, have not so accrued, may
be included in the profits of that enterprise and taxed
accordingly.

Article 10

DIVIDENDS

1. Dividends paid by a company which is resi-
dent cf a Contracting State to a resident of the other
Contracting State may be taxed in that other State

?. ^However, such dividends may also be taxed In
the Contracting State of which the company paying
•T c dividends is a resident and according to the laws
ut that State, but if the recipient is the beneficial
riwiier of the dividends, the tax so charged shall not
exceed :

(a) 10 per cent of the grosa amount of the divi-
dends if the beneficial owner is a company
which owns at least ten per cent of the
shares, of the company paying the divi-
dends;

(b) 15 per cent of the gross amount of the
dividends in all other cases.

This paragraph s:.all not affect the taxation of the
company in respect of the profits out .of which the
dividends urs paid.

" 3. The term "dhidends" as us*d in this' Aritlcle
means hicome from shares or other rights, not be'ng
debt-claims, participating in profits, as well as in-
come from other corf-irate rights which Is subjected
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to thts same taxation treatment as income from shares
by the laws of the State of which :ho company mak-
ing tbi* distribution is a resident.

4. The prov'ions of paragraphs 1 ami 2 shall not
ripply if the beneficial owner of the dividends, being
a resident of a Contracting State, carne* on business
in tiie other Contracting State of which the company
paying the dividends is a resident, through a perma-
nent establishment situated therein or performs in
that oilier State independent personal services from
a ii?Ljd base situated therein, and the holding in res-
pect of which the dividends are paid is effectively
connected with such permanent establishment or fixed
base. In such case, the provisions of Article 7, or
Article 13, as the case may be, shall apply.

5. Where a company which is a resident of a Coa-
tracting State derives profits or Income from the
oth^r Contracting State, that other State may not
impose any tat on the dividends pa'd by the com-
pany < xci>pt in so far as such divldands »re paid to
a rodent of Lhat other State or in so far as the
holding in respect of which t'le dividends are paid is
effectively connected with a permanent establishment
Or a fixed base situated in that other State, not sub-
ject the company's undistributed profits to a tax on
the company's undistributed profits, e\ten if the divi-
dends paid or the undistributed profits consist Wholly
or partly of prints or income arising in such other
Statf.

ARTICLE 11

INTEREST

1. Interest arising in a Contracting State and paid
to a resident of the Contracting State may be tax©4
ia that other State.

2. However, such interest may also be taxed in th«
Contracting State in which it arise* and according to
the laws,of that State, but if the recipient is the
beneficial owner of the interest the tax so charged
shall not exceed 15 per cent of the gross amount of
the interest.

Provided, however, that where the interest Is paid
to a bank carrying on bonafide banking business,
which Is resident of the other Contracting State and
is the beneficial owner of the Interest, the tax charg-
ed hi the Contracting State in which the interest
arises shall not exceed 10 per cent of the gross
amount of interest.

3. Notwithstanding the provisions of paragraph 2,
interest arising in a Contracting State fchall be ex-
empt from tax in that State provided it is derived
and beneficiary owned by :

(i) the Government, a political sub-dlvtsjon or
a local authority of the other Contracting
State; or

(ii) the Central Bank of the other Contracting
State.

4. The term "interest" as used in this Article means
income from debt-claims of every kind, whether or

not secured-by mortgage and Whether or not'Catty-
Ing a right to participate Jn the debtor's profits, and
In particular, income from government' securities and
income from bonds or debentures, including pre-
miums and prizes attaching to such securities, bonds
or debentures. Penalty charges for late payment shall
not be regarded as interest for the purpose of this
Article.

5. The provisions of'paragraph* 1 and 2 shall not
apply if the beneficial owner of the interest, being a
resident of a Contracting State, carries on business
in the other Contracting State in which the interest
arises through a permanent establishment situated
therein, or performs in that other State in-
dependent personal services from a fixed base situat-
ed therein, and the debt-claim in rcupect of which the
interest is paid is effectively connected with such per-
manent establishment of fixed base. In such case, the
provisions of Article 7 or Article 13, as the case may
be, shall apply.

6. Interest shall be deemed to atisc in a Contract-
ing State when the payer is that Contracting State
itself, a political sub-division, a local authority or a
resident of that State. Where, however, the person
paying the interest, whether he is a resident of a
Contracting Stale or not, has In n Contracting State
a permanent establishment or a fixed base in con-
nection with which the indebtedness on which the
interest is paid was incurred, and such interest is
borne by such permanent establishment or fixed
base, then such interest shall be deemed to arise in
the Contracting State in which the permanent est-
ablishment or fixed base Is situated.

7. Where, by reason of a special relationship bet-
ween the payer and the beneficial owner or between
both of them and some other person, the amount of
th« interest, having v regard to the debt-claim for

.which it is paid, exceeds the amount which would
have been agreed upon by the Rayer and the benefi-
cial owner in the absence of such relationship the
provisions of this Article shall apply to the last men-
tioned amount. In such case, the excess part of the
payments shall remain taxable according to the laws
of pach Contracting State, due regard being had to
the other provisions of this Agreement.

ARTICAL 12

ROYALTIES

1. Royalties arising in a Contracting State and
paid to a resident of the other Contracting State may
be taxed in that other State.

2. However, such royalties may also be taxed In
the Contracting State in which they arise and ac-
cording to the laws of that Skite-, but if the recipient
is the beneficial owntr of the royalties, the tax to
charged shall not exceed IS per cent of the gross
amount of the royalties.

3. The term **royalttes"- as w»ed In this-Article
means payments of any kind received as a considera-
tion for the use of, or the- right to use, any copyright
of Uterarv, artistic or scientific work, Including cine-
matograph films, or films or tapes used for the radio
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or television broadcasting any patent, trade mark, de-
sign or model, plan, secret formula or process, or for
the use of, or the right lo use, Industrial, comnierciaJ
or scientific equipment, or for information concern-
ing industrial, commercial or scientific experience.

4. The provisions of paragraphs 1 and 2 shall not
apply if the beneficial owner of the royalties, being
a resident of a Contracting State, carries on business
in the other Contracting Sfate in which the royalties
arise, through a permanent establishment situated
therein, or performs In that other State independent
pciional service1; from a Gted base situated thciein,
and the rij^it or property in respect of which the
royalties are paid is effectively connected with such
permanent establishment or fixed base. In such case,
the provisions of Article 7 or Article 13, as the case
may be, shall apply.

5. Royalties shall be deemed to arise in a Contrac-
ting Stale when the payer h that State itself, a politi-
cal sub-division, a local authority or a resident of that
State. Where, however, the person paying the royal-
ties, whether he is a resident of a Contracting State or
not, has in a Contracting State a permanent establish-
ment or a fixed base in connection with which the
liability to pay the royalties was incurred, and such
royalties are borne by such permanent establishment
of fixed base, then such royalties shall be deemed to
arisr, in the State in which the permanent establish-
ment or fixed base is situated.

6. Wheie, by reason of special relationship between
the payer and the beneficial owner or between both
of them pnd ^orae othd person, the amount of royal-
ties, having regard to the usr, right or information
for which they are paid, exceeds tlic amount wh'ch
would have been agreed upon by the payer and the
beneficial owner in the absence of such relationship,
the provisions of this Article shall apply only to the
last-mentioned amount. In such ca?e, the excess part
of the oavments shall remain taxable according to the
laws of each Contracting State, due reprd being had
to the other provisions of this Agreement.

ARTICLE 13

INDEPENDENT PER^ONAT SERVICES

1: Income derived by a resident of a Contracting
State in respect of professional services or other in-
dependent actHitles of a similar character shall be
taxable only in that State except in the following cir-
cumstauces when such income may also be taxed in
the other Contracting State :

fa) if he has a fixed base reguUily available to
him in the other Contracting State for the
purpose of performing his activities; in that
case, only so much of the income as is attri-
butable to that fixed base may be taxed in
that other Contracting State; or

fl>) if his stay in the other Contracting State is
for a weriod or periods amounting to or
exceeding in the aggregate 183 day; in
the relevant "previous year" or "year of
income", a& the cas* may be; Jn that case,
enly so much of the income as1 h derived

from his activities performed in that other
State may be taxed in that other State.

2. The term "professional service*" Includes in-
dependent scientific, literary, artistic, educational or
toclrng activiti**1?, as well â  th" Independent acti-
vities of physicians, surgeon?, lawyers, engineers,
fichitects, dentists and accountants.

ARTICLE 14

DHPENDENT PERSONAL SERVICES

1. Subject to the provisions of Articles 15, 16, 17,
18, 19 and 20, salaries, wages and other sinrlar re-
inunciatlon derived \>y a resident of a Contracting
State in respect of an employment shall be taxable
onlv in that State unless the employment is exercised
in the other Contracing State. It the employment is
so exercised, such remuneration as is derived, there-
from may be taxed in that other Sta^e.

2. Notwithstanding the provision's of paragraph 1,
remuneration derived by a res'den* of a Contracting
State In respect of an employment exerched in the
other Contracting State shnll be taxable only 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 1S3 days m the relevant "previ-.
ous year" or "year of income'1, as the case
may bo; and

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

(c) the remuneration is not borne by a perma-
nent '•sablishment or a fixed base which the
employer ha1; in the other State.

"V Notwithstanding the preceding provisions of
this Article, remuneration derived in respect of an
employment exercised abroad an aircraft operated
in international traffic by an enterprise of a Contrac-
tiiuz State shall be taxable only in that State.

ARTICLE 15

DIRECTORS' FEES

Directors' fees and similar payments' derived by a
resident of a Contracting State in h;o capacity as a
member of the Board of Directors of a company
which is a resident of the other Contrsctine State may
be taxed in that other State.

ARTICLE 16

INCOME-FARNED BY ENTERTAINERS AND
ATHLETES

1. Notwithstanding the provisions of Articles 13
and 14, income derived by a resident of a Contract-
ing State as an entertainer such as a theatre, motion
picture-, radio or television artists or a musician or as
an athlete, from his personal activities as such exer-
cised in the- other Contracting State may be- taxed in
that other State.
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2. While Income in respect of personal activities
exercised by an entertainer or an athlete in his capa-
city as such accrues not to the entertainer or athlete
himself but to another person, that income may,
notwithstanding the provisions of Arides 7, 13 and
14, be taxed in the Contracting Stale in which the
activities of the entertainer or athlete arc exercised.

3. Notwithstanding the provis"oHi of paragraph 1,
income derived by an entertainer or an athlete who
is a resident of a Contracting State from his personal
activities as such exercised in the other Contracting
State, shall be taxable only in the first-mentioned
Contracting Siate, if the activities in the other Con-
tracting State are supported wholly or substantially
from the publ'c funds of the first-mentioned Contrac-
ting State, including any of its political sub-divisions
or local authorities.

4. Notwithstanding the provisions, of paragraph 2
and Articles 7, 13 and 14, where income in respect
of personal activates exercised by an entertainer or an
athlete in .his capacity as such in a Contracting State
accrues not to the entertainer or athlete himself but
to another person, that income shall be taxable only
in the other Contracting State, if that other person
ii supported wholly or substantially from the public
funds of that other State, including any of its politi-
cal sub-divisions or local authorities.

ARTICLE 17

REMUNERATION AND PENSIONS IN RESPECT
OF GOVERNMENT SERVICE

1. (a) Remuneration, other than a pension, ptrd
by a Contracting State or a political sub-
division or a local authority thereof to an
individual in respect of services rendered
to that State or sub-division or authority
shall be taxable only in that Sta'e.

QJ) However, such remuneration shall be tax-
able only in the other Contracting State if
the services are rendered in that other Sta'e
and the individual is a resident of that State
who .

0) is a national of that State, or

(ii) did not become a resident of that State
solely for the purpose of rendering the
services.

2. (a) Any pension paid by, or out of funds creat-
ed by a Contracting State or a political sub-
division or a local authority thereof to an
individual in respect of rcrvices rendered
to that State oc sub-divlsioji or authority
shall be taxable only in that State.

Co) However, such pension shall be taxable onK
in the other Contracting State if the indivi-
dual is resident of, and a national of that
other State.

3. The provisions o£ Articles 14, 15 and 16 shall
applv to remuneration and pensions in respect of
services rendered in connection with a business car-
ried on by a Contracting State or-a political sub-
division or a local authority thereof.

ARTICLE IS

NON-GOVERNMENT PENSIONS AND
ANNUITIES

1. Any pension, other than a pension referred to
in Article 17, or any annuity derived by a residet of
a Contacting State from sources within the other
Contracting State may be taxed only in the first-
mentioned Contracting State.

2. The term "pension" means a periodic payment
made in consideration of past services or by way of
compensation for injuries received in the course of
pcrfo)ma;ice of services.

3. The term "annuity" means a stated sum payable
periodically at stated times during life or during a
rpe-Hfied or ascer^a-nable period of time, under an
obligation to make the payments in return for ade-
quate and full consideration in money or money's
worth

ARTICLE 19

PAYMENTS RECEIVED BY STUDENTS AND
APPRENTICES

1. A student or business apprentice who is or was
c lesident of one of the Contract;ng States imme-
diately before visiting the other Contracting State
end who is present in that other State solely for the
purpose of his education or training, shall be exempt
from tax in that other State on :

(a) payments made to him by persons residing
outside that othrr Slate for the purposes of
his maintenance, education or Lrainng; and

(]•>) remuneration from employment in that
other State, in an amount not exceeding
Rs. 18,000 (Indian currency), or its equiva-
lent in Nepalesc currency dur'ng any "pre-
vious year" or the "year of income", as the
case may be, provided that such employ-
ment is directiv related to his .snid;es or is
undertaken for the purpose of his main-
tenance.

2. The benefits of this Article shall extend only for
such period of lime as may be reasonable or custo-
nvirily required to complete the education or training
undertaken, but in no event shall any individual have
the benefits of this Article for more than three conse-
cutive years from the date of his first arrival in that
orb"' Contracting State.

ARTICLE 20

PAYMENTS RECEIVED BY "PROFESSORS,
TE*CHFRS AND RESEARCH SCHOLARS

I. A professor or teacher who is or was a resident
of one of the Contracting States immediately before
visiting the other Contracting State for the purpose
of 'faclviE or engaging in research, or both, at a uni-
versity, college, school or other approved insti+utioi
in that o'her Contracting S+atf shall be exeniot from
tax m that other State on any remuneration for such
teaching or research for a period not exceeding two
years from the date of his arrival in that other State.



2. This article shall not apply to income from re-
search if such research is undertaken primarily for
the private benefit of a specific person or persons.

3. For the purposes of this article and article 19,
an individual shall be deemed to be a resident of a
Contracting State if he is resident in that Contracting
State in the "previous year" or the "year of income",
as the case may be, in which he visits the other Con-
tracting State or in the immediately preceding "pre-
vious year" or the "year of income".

4. For the purposes of paragraph 1, "approved
institution" means an institution which has been ap-
proved in this regard by the competent authority of
the concerned Contracting State.

ARTICLE 21

OTHER INCOME

1. Subject to the provisions of paragraph 2, items
of income of a resident of a Contracting State, wher-
ever arising, which are not expressly dealt with in the
foregoing articles of this Agreement, shall be taxable
only in that Contracting State.

2. The provisions of paragraph 1 shall not apply
to income, other than income from immovable pro-
perty as defined in paragraph 2 of article 6, if the
recipient of such income, being a resident of a Con-
tracting State, carries on business in the other Con-
tracting State through a permanent establishment situa-
ted therein, or performs in that other State indepen-
dent personal services from a fixed base situated
therein, and the right or property in respect of which
the income is paid is effectively connected with such
permanent establishment or fixed base. In such case,
the provisions of article 7 or article 13, as the case
may be, shall apply.

CHAPTER IV

METHODS OF ELIMINATION OF DOUBLE
TAXATION

ARTICLE 22 .

ELIMINATION OF DOUBLE TAXATION

1. The laws in force in either of the Contracting
States shall continue to govern the taxation of income
In the respective Contracting States except where
provisions to the contrary are made in this Agree-
ment. Where income is subject to tax in both Con-
tracting States relief from double taxation shall be
given in accordance with this Article.

% Subject to the provisions of the law of Nepal re-
garding the allowance as a credit against Nepal's tax
of tax payable in a territory outside Nepal (which
shall not affect the general principle hereof) Indian
tax payable under the law of India and in accordance
with the provisions of this Agreement whether direc-
tly or by deduction, on income from sources within
India shall be allowed as a credit against any Nepal
tax computed by reference to the same items of in-
come by reference to which the Indian tax is com-
puted.

3. For the purpose of the credit referred to in para-
graph (2), the term, "Indian tax payable" shall be
deemed to include any amount by which tax has been
reduced by the special incentive measures under —

(i) Sections 10(4), 10 (4A), 10 (6) , (viia),
10 (15) (iv), 10 (28), 10A, 32A, 33A,
80HH, 80HHA, 80-I and 80-L of the
Indian Income-tax Act, 1961 (43 of 1961);
and

(ii) any other provision which may subsequently
be enacted granting a reduction of tax
which the competent authorities of the
Contracting States agree to be for the pur-
poses of economic development.

4. Subject to the provisions of the law of India re-
garding the allowance as a credit against Indian tax
of tax payable in a territory outside India (which
shall not affect the general principle hereof) Nepal
tax payable under the law of Nepal and in accordance
with the provisions of this Agreement whether direc-
tly or by deduction, on income from sources within
Nepal shall be allowed as a credit against any Indian
tax computed by reference to the same items of in-
come by reference to which Nepal tax is computed.

Provided that such credit shall not exceed Indian
tax (as computed before allowing any such credit),
which is appropriate to the income derived from sourc-
es within Nepal, so however, that where such resi-
dent is a company by which surtax is payable in
India, the credit aforesaid shall be allowed in the first
instance against income tax payable by the company
in India, and as to the balance, if any, against sur-
tax payable by it in India.

5. For the purpose of paragraph (4) of this Article
the term "Nepal tax payable" shall be deemed to in-
clude any amount which would have been payable as
Nepal tax for any year but for an exemption or re-
duction of tax granted for that year or any part
thereof under :

(a) sub-section (2) of section 42 of the Nepal
Income-tax Act, 2031 (1974), so far as
they were in force on, and have not been
modified since, the date of the signature of
this Agreement, or have been modified only
in minor respects so as not to affect their
general character; or

(b) any other provisions which may subsequent-
ly be made granting an exemption or re-
duction of tax which is agreed by the com-
petent authorities to be of a substantially
similar character, if it has not been modi-
fied thereafter or has been modified only
in minor respects so as not to affect its
general character.

6. Where under this Agreement a resident of a
Contracting State is exempt from tax in that Con-
tracting State in respect of income derived from the
other Contracting State, then the first mentioned Con-
tracting State may in calculating tax on the remain-
ing income of that person apply the rate of tax
which would have been applicable if the income ex-
emoted from tax in accordance with the Agreement
had not been so exempted.

3121 GI/88-.3
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CHAPTER V

SPECIAL PROVISIONS

ARTICLE 23

•NON-DISCRIMINATION

1. The nationals of a Contracting State shall not
be subjected in the other Contracting .State to any
taxation or any requirement connected therewith which
is other or more burdensome than the taxation and
connected requirements to which nationals of that
other State in the same circumstances are or may be
subjected.

2. The taxation on a permanent establishment
•which an enterprise of a Contracting State has in the
other Contracting State shall not be less favourably
levied in that other State than the taxation levied oa
enterprises of that other State carrying on the same
activities in the same circumstances.

4

3. Nothing contained in this article shall be con-
strued as obliging a Contracting State to grant to per-
sons not resident in that State any personal
allowances, reliefs, reductions and deductions
for taxation purposes which are by law available only
to persons who are so resident,

4. "Enterprises of a Contracting State, the capital of
which is wholly or partly owned or controlled, direc-
tly or indirectly, by one or more residents of the
other Contracting State, shall not ba»subjected in the
first-mentioned Contracting State to any taxation or
any requirement connected therewith which is: other
or more burdensome than the taxation and'con-
nected requirements to which other similar enterprises
of that first-mentioned State are or may be subjected
in the same circumstances.

5. In this Article, the term "taxation" means taxes
which are the subject of this Agreement.

ARTICLE 24

MUTUAL AGEEMENr PROCEDURE

1. Where a resident of a Contracting State consi-
ders that the actions of one or both of the Contract-
ing States result or will result for him in taxation not
in accordance with this * Agreement, he may, not-
withstanding the remedies provided by the national
laws of those States, present his case to the compe-
tent authority of the Contracting State of which he
is a resident. This case must be presented within there
vears of the date of receipt of notice of the action
which gives rise to taxation n<^|ui accordance with
the Agreement.

2. The competent authority shall endeavour, if the
objection appears to it to be justified and if it is not
itself able to arrive at an appropriate solution, to
resolve the case by mutual agreement with the com-
petent authority of the other Contracting State, with
a view to the avoidance of taxation jnot in accordance
with the Agreement. Any agreement reached shall
he implemented notwithstanding any time limits in
the national laws of the Contracting States.

„ 3. The competent authorities of the Contracting
States shall endeavour to resolve by mutual agreement
any difficulties or doubts arising as to the interpreta-
tion or application of the Agreement. They may also
consult together for the elimination of double taxa-
tion in cases not provided for in the Agreement.

4. The competent authorities of the Contracting
States may communicate with each other directly for
xhe purpose of reaching an agreement in the sense of
the preceding paragraphs. When it seems advisable in
order to reach agreement to have an oral exchange
of opinions, such exchange may take place through
a Commission consisting of representatives of the
competent authorities of the Contracting States.

ARTICLE 25

EXCHANGE OF INFORMATION

1. The competent authorities of the Contracting
States shall exchange such information (including
documents) as is necessary for carrying out the pro-
visions of the agreement or of the domestic laws of
the Contracting States concerning taxes covered by
the Agreement, in so far as the taxation thereunder
is not contrary to the Agreement, in particular for
the prevention of fraud or evasion of such taxes.
Any information received by a Contracting State shall
be treated as secret in the same manner as informa-
tion obtained^ under the domestic laws of that State.
However, if the information is originally regarded
as secret in the transmitting State, it shall be disclos-
ed only to persons or authorities (including courts
and administrative bodies) involved in the assess-
ment or collection of, the enforcement or prosecution
in respect of, or the determination of appeals in, re-
lation to, the taxes which are the subject of the
Agreement. Such persons or authorities shall u<w the
information only for such purposes but may disclose
the information in public court proceedings or in judi-
cial decisions. The competent authorities shall,
through consultation, develop appropriate conditions,
methods and techniques concerning the matters in
respect of which such exchange of information ghall
be made, including where appropriate, exchange of
information regarding tax avoidance.

2. The exchange of information or documents shall
be either on a routine basis or on request with re-
ference to particular cases or both. The competent
authorities of the Contracting States shall agree from
time to time on the list of the information or docu-
ments which shall be furnished on a routine basis.

3. In no case shall the provisions of paragraph 1
be construed so as to impose on a Contracting State
the obligation :

(a) to carry out administrative* measures at
variance with the laws or administrative
practice of that or of the other Contracting
State;

(b) to supply information or documents wWch
are not obtainable under the laws or ta the
normal course of' the administration oif that
or the other Contracting State;
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(c) to supply information or documents which
would disclose any trade, business, indus-
trial, comercial or professional secret or
trade process or information the disclosure
of which would be contrary to public policy.

ARTICLE 26

DIPLOMATIC AND CONSULAR' ACTIVITIES

Nothing in this Agreement shall affect the fiscal
privileges of diplomatic or consular officials under the
general rules of international law or under the provi-
sions of special agreement.

CHAPTER VI^

FINAL PROVISIONS

ARTICLE 27 .

ENTRY INTO FORCE,

Each of the Contracting States shall notify to the
other, the completion of the procedure required by its
law for the bringing into force of this Agreement.
This Agreement shall enter into force on the date of
the later of these notifications and shall thereupon
have effect :

(a) in India, in respect of income arising in any
previous year beginning on or after the first
day of April next following the calendar
year in which the later of the notifications
is given;

(b) in Nepal, in respect of income arising in any
year of income beginning on or after the
first day of Nepalese fiscal year next follow-
ing the calendar year in which the later of
the notifications is given.

ARTICLE 28

TERMINATION

This Agreement shall remain in force indefinitely
but either of the Contracting States may, on or before

the thirtieh day of June in an/ calendar year begin-
ning after the expiration of a period of five years
from the date of its entry into force, give the other
Contracting State through diplomatic channel, witten
notice of termination and, in suet event, this Agree-
ment shall cease to have effect W

(a) in India, in respect of income arising in any
previous year beginning on or after the 1st
uay of April next following the calendar
year in which the notice.of termination is
given; -

(b) ia Nepal, in respect of income arising in
any year of income beginning on or after
the 1st day of Nepalese fiscal year next fol-
lowing the calendar year ia which the
notice of termination is given.

In witness whereof the undersigned, being duly
authorised thereto, have signed the present Agree-
ment. <

Done in duplicate at Kathmandu on this eighteenth
day of January, ONE THOUSAND NINE HUND-
RED AND EIGHTY-SEVEN A.D. in Hindi, Nepali
an* English languages all the texts being equally
authentic. In case of divergence in interpretation,
the English text shall prevail.

FOR THE GOVERNMENT OF
THE REPUBLIC OF INDIA
(NARRAYAN DATT TIWARI)
MINISTRY OF -EXTERNAL AFFAIRS

GOVERNMENT OF NEPAL
FOR HIS MAJESTY'S

(SHAILENDRA KUMAR -UPADHYAYA)
MINISTER OF FOREIGN AFFAIRS

AND LAND REFORMS
GOVERNMENT OF INDIA

[No. 8198]F. No. 11|4]69-FTD]
P. K. APPACHOO, Jt. Secy.
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