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§ 517.3 Patent and copyright royalties.
(a) Exemption from United States tax—

(1) In general. Any royalty paid as con-
sideration for the use of, or for the
privilege of using, any copyright, pat-
ent, design, secret process or formula,
trademark, or other like property, and
received from sources within the
United States in a taxable year begin-
ning on or after January 1, 1959, by a
nonresident alien individual who is
resident in Pakistan for the purposes of
Pakistan tax, or by a foreign company
whose business is managed and con-
trolled in Pakistan, is exempt from
United States tax under the provisions
of Article VIII of the convention if
such alien or company has not had a
permanent establishment in the United
States at any time during the taxable
year in which the royalty is received.
Notwithstanding the preceding sen-
tence, no exemption from United
States tax shall be granted under Arti-
cle VIII of the convention in respect of
royalties or rentals from motion pic-
ture films.

(2) Exemption applicable to reasonable
consideration only. If any royalty ex-
ceeds a fair and reasonable consider-
ation for the rights in respect of which
it is paid, the exemption under this
paragraph shall apply to only so much
of the royalty as represents the fair
and reasonable consideration.

(3) Personal services. If a nonresident
alien individual who is resident in
Pakistan for the purposes of Pakistan
tax were to perform personal services
within the United States during the
taxable year but not have a permanent
establishment in the United States at
any time during the year, he would be
entitled to the exemption granted by
Article VIII of the convention even
though under the provisions of section
871(c) of the Internal Revenue Code of
1954 he had engaged in trade or busi-
ness within the United States during
that year by reason of his having per-
formed personal services therein.

(b) Exemption from witholding of tax—
(1) Notification by letter. To avoid with-
holding of United States tax on or after
January 1, 1959, from a royalty which is
exempt in accordance with paragraph
(a) of this section, the nonresident
alien individual who is resident in
Pakistan for the purposes of Pakistan

tax, or the foreign company whose
business is managed and controlled in
Pakistan, shall notify the withholding
agent by letter in duplicate that the
royalty is exempt from United States
tax under the provisions of Article VIII
of the convention. The letter of notifi-
cation shall be signed by the owner of
the royalty, or by his trustee or agent,
and shall show the name and address of
the obligor and the name and address
of the owner of the royalty. The letter
shall contain a statement that (i) the
owner is neither a citizen nor a resi-
dent of the United States but is a resi-
dent of Pakistan for the purposes of
Pakistan tax, or, in the case of a cor-
poration, the owner is a foreign com-
pany whose business is managed and
controlled in Pakistan, and (ii) the
owner has at no time during the cur-
rent taxable year had a permanent es-
tablishment in the United States. The
letter shall also indicate the dates on
which the current taxable year of the
taxpayer begins and ends.

(2) Use of letter for release of excess tax.
If the letter is also to be used as au-
thorization for the release, pursuant to
§ 517.7(a)(3), of excess tax withheld from
the royalty, it shall also contain a
statement that (i) at the time when the
royalty was received from which the
excess tax was withheld, the owner was
neither a citizen nor a resident of the
United States but was a resident of
Pakistan for the purposes of Pakistan
tax, or, in the case of a corporation,
the owner was a foreign company
whose business was managed and con-
trolled in Pakistan, and (ii) the owner
at no time during the taxable year in
which the royalty was received had a
permanent establishment in the United
States. The dates of the beginning and
ending of the taxable year of the tax-
payer in which the royalty was re-
ceived shall also be indicated.

(3) Manner of filing letter. The letter
of notification, which shall constitute
authorization for the payment of the
royalty without withholding of United
States tax at source, shall be filed with
the withholding agent for each succes-
sive 3-calendar-year period during
which the royalty is paid. For this pur-
pose, the first of such periods shall
commence with the beginning of the
calendar year in which the royalty is
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first paid on or after January 1, 1959.
Each letter filed with any withholding
agent shall be filed not later than 20
days preceding the date of the first
payment within each successive period,
or, if that is not possible because of
special circumstances, as soon as pos-
sible after such first payment. Once a
letter has been filed in respect of any 3-
calendar-year period, no additional let-
ter need be filed in respect thereto un-
less the Commissioner of Internal Rev-
enue notifies the withholding agent
that an additional letter shall be filed
by the taxpayer. If, after filing a letter
of notification, the taxpayer ceases to
be eligible for the exemption from
United States tax granted by Article
VIII of the convention, he shall
promptly notify the withholding agent
by letter in duplicate. When any
change occurs in the ownership of the
royalty as recorded on the books of the
payer, the exemption from withholding
of United States tax shall no longer
apply unless the new owner of record is
entitled to and does properly file a let-
ter of notification with the with-
holding agent.

(4) Disposition of letter. Each letter of
notification, or the duplicate thereof,
shall be forwarded immediately by the
withholding agent to the Director of
International Operations, Internal Rev-
enue Service, Washington 25, D.C.

(5) Reasonableness of consideration.
For purposes of this paragraph, the
withholding agent may, unless he has
information to the contrary, presume
that the royalty represents a fair and
reasonable consideration for the rights
in respect of which it is paid.

§ 517.4 Private pensions and annuities.
(a) Exemption from United States tax—

(1) Pensions and annuities which are ex-
empt. Except as provided in subpara-
graph (2) of this paragraph, a pension
or annuity which is derived from
sources within the United States and
received in a taxable year beginning on
or after January 1, 1959, by a non-
resident alien individual who is resi-
dent in Pakistan for the purposes of
Pakistan tax shall be exempt from
United States tax under the provisions
of Article X of the convention.

(2) Pensions and annuities which are
not exempt. The following pensions or

annuities are not exempt from United
States tax under the provisions of Arti-
cle X of the convention or under this
section—

(i) A pension or annuity paid by or on
behalf of the Government of the United
States or its political subdivisions, for
services rendered to that Government
in the discharge of governmental func-
tions; and

(ii) A pension or annuity paid by or
on behalf of the Government of Paki-
stan or the Government of a Province
in Pakistan or any local authority
thereof, for services rendered in the
discharge of functions of that Govern-
ment or of local authority, as the case
may be; and

(iii) A pension or annuity payable
from a fund, under an employees’ pen-
sion or annuity plan, contributions to
which are deductible under the tax law
of the United States in determining
taxable income of the employer.

(b) Definition of annuity. As used in
this section, the term ‘‘annuity’’
means a stated sum payable periodi-
cally at stated times during life, or
during a specified or ascertainable pe-
riod of time, under an obligation to
make the payments in return for ade-
quate and full consideration in money
or money’s worth.

(c) Exemption from withholding of tax—
(1) Notification by letter. To avoid with-
holding of United States tax on or after
January 1, 1959, from pensions or annu-
ities which are exempt from tax in ac-
cordance with paragraph (a) of this sec-
tion, the nonresident alien individual
who is resident in Pakistan for the pur-
poses of Pakistan tax shall notify the
withholding agent by letter in dupli-
cate that the pensions or annuities are
exempt from United States tax under
the provisions of Article X of the con-
vention. The letter of notification shall
be signed by the owner of the income,
shall show the name and address of
both the payer and the owner of the in-
come, and shall contain a statement
that the owner, an individual, is nei-
ther a citizen nor a resident of the
United States but is a resident of Paki-
stan for the purposes of Pakistan tax.
The letter shall also indicate the dates
on which the current taxable year of
the taxpayer begins and ends.
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