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I. INTRODUCTION

In the first pai:t of this article we consider the relevance of 
source in relation to taxing rights under the OECD Model 
Tax Convention, pai:ticularly in relation to the Model's 
provisions relating to the source of interest which can 
result in a different souice in two different treaties entered 
into by the recipient's state of residence. In the second pai:t 
we consider double taxation relief articles, not based on 
the Model, but in frequent use in practice, which require 
that income has a source in the other state as a condition of 
giving relief. 

II. SOURCE IN RELATION TO TAXING RIGHTS

A state decides on the extent to which under its internal 
law it taxes the income of non-residents .. This may be 
expressed either by specifying that the source1 of certain 
items of income is in the taxing state, or by specifying the 
items of income which are taxable in the hands of a non -
resident. The effect is the same, and both could be, and in 
this article ai:e, described as definitions of source.2 The 
OECD Model uses both methods in granting the source 
state's right to tax. Generally it lists the items of income 
which a source state may tax in the hands of a resident of 
the treaty partner state, such as business income atttib-

utable to a permanent establishment in its state, dividends 
paid by a company resident in its state, and remuneration 
from an employment exercised in its state. In the case of 
interest, which may be taxed by the source state if it arises 
in that state, a source rule, which will be considered below, 
is specifically provided . .3 In addition, there are references 
to source in Articles 4(1) (resident) and 20 (students), 
while Articles 10 (dividends), 11 (interest), 12 (royalties) 
and 21 (other income)4 refer to income ai:ising in a state, 
which in the context has the same meaning .. Often states 

Source in this context means geographical source. The United Kingdom 
uses the expression in internal law in the different sense of the type of income 
Canada uses the expression in its internal law in both senses 
2 See also Robert J. Patrick's General Report Rules for Determining Income 
and Expenses as Domestic or Foreign, Cahiers de droit fiscal international, Vo! 
LXVb (1980): "It is reasonable to suggest that notions of 'domestic' or 'foreign' 
income become convenient labels for designating activities that are or are not to 
be subject to tax and for recognising the right of other countries to primary or 
exclusive taxing jurisdiction " 
3 Art. 11(5), see heading A References herein to the Model and Comment
aries are to the text as updated in September 1995. A source rule similar to that 
of Art. 11(5) is found in relation to royalties in the UN Model, which provides for 
a withholding tax on royalties. The OECD Model exempts royalties arising in a 
Contracting State (without defining when they arise), and paid to a resident of the 
other Contracting State, which is the same wording as used in the interest article 
A source rule is also included in treaties by states when reserving a withholding 
tax on royalties, which is usually the case in treaties made by Australia, Belgium, 
Canada, Japan and Italy, among the countries represented by the authors 
4 Arts. 10(5) (in relation to profits or income arising in a state out of which 
dividends are paid), 11(1),(2),(4),(5), 12(1),(3) and 21(1) 
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