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States income tax attaches to such 
profits if such enterprise, through its 
sales agents in the United States, se-
cures orders for its products, the sales 
being made in Denmark. 

(c) United States permanent establish-
ment. A nonresident alien (including a 
nonresident alien individual, fiduciary 
and partnership), who is a resident of 
Denmark, or a Danish corporation, 
whether or not carrying on a Danish 
enterprise, having a permanent estab-
lishment in the United States, is sub-
ject to tax upon industrial or commer-
cial profits from sources within the 
United States to the same extent as 
are nonresident aliens and foreign cor-
porations engaged in trade or business 
therein. In the determination of the in-
come taxable to such alien or foreign 
corporation all industrial and commer-
cial profits from sources within the 
United States shall be deemed to be al-
locable to the permanent establish-
ment in the United States. Hence, for 
example, if a Danish enterprise having 
a permanent establishment in the 
United States sells in the United 
States, through a commission agent 
therein goods produced in Denmark, 
the resulting profits derived from 
United States sources from such trans-
actions are allocable to such perma-
nent establishment even though such 
transactions were carried on independ-
ently of such establishment. In deter-
mining industrial and commercial prof-
its no account shall be taken of the 
mere purchase of merchandise within 
the United States by the Danish enter-
prise. The industrial or commercial 
profits of the permanent establishment 
shall be determined as if the establish-
ment were an independent enterprise 
engaged in the same or similar activi-
ties and dealing at arm’s length with 
the enterprise of which it is a perma-
nent establishment. 

§ 521.106 Control of a domestic enter-
prise by a Danish enterprise. 

Article IV of the convention pro-
vides, in effect, that if a Danish cor-
poration by reason of its control of a 
domestic enterprise imposes on such 
later enterprise conditions different 
from those which would result from 
normal business relations between 
independent enterprises, the accounts 

between the enterprises may be ad-
justed so as to ascertain the true net 
income of each enterprise. The purpose 
is to place the controlled domestic en-
terprise on a tax parity with an uncon-
trolled domestic enterprise by deter-
mining, according to the standard of an 
uncontrolled enterprise, the true net 
income from the property and business 
of the controlled enterprise. The basic 
objective of the article is that if the 
accounting records do not truly reflect 
the net income from the property and 
business of such domestic enterprise 
the Commissioner of Internal Revenue 
may intervene and, by making such 
distributions, apportionments, or allo-
cations as he may deem necessary of 
gross income or deductions of any item 
or element affecting net income as be-
tween such domestic enterprise and the 
Danish enterprise by which it is con-
trolled or directed, determine the true 
net income of the domestic enterprise. 
The provisions of § 29.45–1 of Regula-
tions 111 (26 CFR 1949 ed. Supps. 29.45– 
1) [and § 39.45–1 of Regulations 118 (26 
CFR, Rev. 1953, Parts 1–79, and Supps.)] 
shall, insofar as applicable, be followed 
in the determination of the net income 
of the domestic business. 

§ 521.107 Income from operation of 
ships or aircraft. 

The income derived from the oper-
ation of ships or aircraft registered in 
Denmark by a nonresident alien who is 
a resident of Denmark, or by a Danish 
corporation, and carrying on an enter-
prise in Denmark, is, for taxable years 
beginning on or after January 1, 1948, 
exempt from United States income tax 
under the provisions of Article V of the 
convention. 

§ 521.108 Exemption from, or reduc-
tion in rate of, United States tax in 
the case of dividends, interest and 
royalties. 

(a) Dividends—(1) General. The tax im-
posed by the Internal Revenue Code in 
the case of dividends received from 
sources within the United States by (i) 
a nonresident alien (including a non-
resident alien individual, fiduciary and 
partnership) who is a resident of Den-
mark, or (ii) a Danish corporation is, 
for taxable years beginning on and 
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