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UN-ITC Workshop on Administration of Tax Treaties and Addressing Base-Eroding Payments 

(Berlin, Germany, 1-3 December, 2015) 

 

Case Study 

Entitlement to Treaty Benefits 

Extracto Co is a company formed in Mongoria which holds various Mongorian mining licences. It is a 

wholly owned subsidiary of Deep Gorge Co, a company formed in Ruritania and both companies are 

part of the Zinco global mining group. Extracto is financed by Deep Gorge in the form of a mixture of 

debt and share capital. Due to substantial capital expenditure on exploration and development, 

Extracto has historically made losses and only made interest payments to Deep Gorge. Production at 

Extracto’s mines is now in full swing and it recently paid its first dividend to Deep Gorge. 

Extracto concludes a contract with Convey & Co for the refurbishment of a large scale crushing 

machine and conveyer belt used at one of its mines in Mongoria. Convey & Co is a partnership of two 

companies, Beltit Co and Screenit Co, both formed in Ruritania. The refurbishment is to be completed 

within 180 days of the date of the contract and the contract price is $20 million. 

Mongorian tax law provides for the imposition of a 20% withholding tax on dividends, interest and 

service fees that have a source in Mongoria. Dividends and interest have a source in Mongoria when 

they are paid by a resident or, in the case of interest, borne by a permanent establishment in Mongoria. 

Service fees have a source in Mongoria when they are paid for services rendered in Mongoria. 

Mongoria considers companies as resident in Mongoria if they are formed under Mongorian law. 

Partnerships are transparent under Mongorian tax law (they are not tax subjects). 

There is a tax treaty in force between Mongoria and Ruritania that is based on the UN Model. It limits 

withholding tax charged by either Contracting State on dividends, interest and royalties to 10%. 

Mongoria has no other tax treaties. 

You work for the Mongorian Revenue Service and have been asked to consider whether the Mongoria 

/ Ruritiania tax treaty applies to limit Mongoria’s withholding taxes on the interest, dividends and 

service fees paid by Extracto. Provide that advice. 

How would your advice differ if after an audit of Extracto you uncover the following information? 

(a) Extracto has failed to appoint directors and all management decisions of the company have 

been made by Deep Gorge for the past three years. Under its domestic tax law, Ruritania 

considers companies as resident there if they are formed under Ruritanian law or have their 

top level management there. 

(b) On the day Deep Gorge receives interest payments from Extracto it immediately pays an 

equivalent amount to its parent company, Zinco, which is resident in the Yewlands. 

(c) All of Deep Gorge’s management team and board of directors are resident in the Yewlands. 

There is a tax treaty between Ruritania and the Yewlands that is based on the UN Model. 
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(d) Convey & Co is a partnership limited by shares and was formed in Utopia under Utopian law. 

Ruritania considers partnerships limited by shares to be companies for Ruritanian tax 

purposes. 


