CONVENTI ON

BETVEEN

THE REPUBLI C OF | CELAND

AND

THE GRAND DUCHY OF LUXEMBOURG

FOR THE AVAO DANCE OF DOUBLE TAXATI ON

AND THE PREVENTI ON OF FI SCAL EVASI ON

W TH RESPECT TO TAXES ON | NCOVE AND ON

CAPI TAL



THE GOVERNMENT OF THE REPUBLI C OF | CELAND and THE GOVERNMENT OF
THE GRAND DUCHY OF LUXEMBOURG

DESI RING t o conclude a Convention for the avoi dance of double
taxation and the prevention of fiscal evasion with respect to taxes on
i ncone and on capital,

HAVE AGREED as fol |l ows:

Article 1
PERSONS COVERED

Thi s Convention shall apply to persons who are residents of one
or both of the Contracting States.

Article 2
TAXES COVERED

1. This Convention shall apply to taxes on income and on
capital inposed on behalf of a Contracting State or of its politica
subdi visions or local authorities, irrespective of the manner in which
they are | evied.

2. There shall be regarded as taxes on inconme and on capital
all taxes inposed on total incone, on total capital, or on el ements of
i ncome or of capital.

3. The existing taxes to which the Convention shall apply are
in particular:
a) In Icel and:
i) t he national incone tax;
ii) the extraordinary national incone tax;
iii) the national capital tax;
iv) the extraordinary national capital tax;
V) the munici pal inconme tax; and
vi) the tax levied on the income and on the capital of banking
institutions;
(hereinafter referred to as “lcelandic tax”);



b) In Luxenbourg:

i) the income tax on individuals (I inpb6t sur le revenu des
per sonnes physi ques);

ii) the corporation tax (I inpbét sur le revenu des collectivités);

iii) the tax on fees of directors of conpanies (| inmpdt spécial sur
| es tanti énes);

iv) the capital tax (I inpbét sur la fortune); and

V) the comunal trade tax (I inmpbt commrercial conmunal);

(hereinafter referred to as “Luxenbourg tax”).

4. The Convention shall apply also to any identical or
substantially sinilar taxes which are inposed after the date of
signature of the Convention in addition to, or in place of, the existing
taxes. The conpetent authorities of the Contracting States shall notify
each other of any substantial changes which have been made in their
respective taxation | aws.

Article 3
GENERAL DEFI NI TI ONS

1. For the purposes of this Convention, unless the context

ot herwi se requires:

a) the term“lcel and” nmeans the Republic of Iceland and, when used in a
geogr aphi cal sense, neans the territory of the Republic of Iceland,
including its territorial sea, and any area beyond the territorial
sea wthin which Iceland, in accordance with international | aw,
exercises jurisdiction or sovereign rights with respect to the sea
bed, its sub-soil and its superjacent waters, and their natural
resour ces;

b) the term “Luxenbourg” neans the Grand Duchy of Luxembourg and, when
used in a geographical sense, neans the territory of the G and Duchy
of Luxenbourg;

c) the term“person” includes an individual, a conpany and any ot her
body of persons;

d) the term “conpany” neans any body corporate or any entity which is
treated as a body corporate for tax purposes;

e) the terns “enterprise of a Contracting State” and “enterprise of the
other Contracting State” mean respectively an enterprise carried on
by a resident of a Contracting State and an enterprise carried on by
a resident of the other Contracting State;



f) the terms “a Contracting State” and “the other Contracting State”
mean | cel and or Luxenbourg as the context requires;

g) the term*“international traffic” nmeans any transport by a ship or
aircraft operated by an enterprise which has its place of effective
managenent in a Contracting State, except when the ship or aircraft
is operated solely between places in the other Contracting State;

h) the term “conpetent authority” neans:

i) in the case of Iceland, the Mnister of Finance or his
aut hori sed representati ve;

ii) in the case of Luxenbourg, the Mnister of Finance or his
aut hori sed representati ve;

i) the term*“national” neans:

i) any individual possessing the nationality of a Contracting
St at e;

ii) any legal person, partnership or association deriving its status
as such fromthe laws in force in a Contracting State.

2. As regards the application of the Convention at any tinme by
a Contracting State, any termnot defined therein shall, unless the
context otherw se requires, have the nmeaning that it has at that tine
under the law of that State for the purposes of the taxes to which the
Convention applies, any neaning under the applicable tax |aws of that

State prevailing over a nmeaning given to the termunder other |aws of
that State.

Article 4
RESI| DENT

1. For the purposes of this Convention, the term*“resident of a
Contracting State” means any person who, under the |aws of that State,
is liable to tax therein by reason of his domcile, residence, place of
nmanagenent or any other criterion of a simlar nature. But this term
does not include any person who is liable to tax in that State in

respect only of incone fromsources in that State or capital situated
t herein.

2. \Were by reason of the provisions of paragraph 1 an
individual is a resident of both Contracting States, then his status
shal | be deternmi ned as fol |l ows:

a) he shall be deened to be a resident only of the State in which he has
a permanent honme available to him if he has a permanent hone
available to himin both States, he shall be deened to be



a resident of the State with which his personal and econonic
relations are closer (centre of vital interests);

b) if the State in which he has his centre of vital interests cannot be
determned, or if he has not a pernmanent honme available to himin
either State, he shall be deenmed to be a resident only of the State
i n which he has an habitual abode;

c) if he has an habitual abode in both States or in neither of them he
shall be deened to be a resident only of the State of which he is a
nat i onal

d) if heis a national of both States or of neither of them the
conpetent authorities of the Contracting States shall settle the
question by nmutual agreenent.

3. Where by reason of the provisions of paragraph 1 a person
other than an individual is a resident of both Contracting States, then
it shall be deened to be a resident only of the State in which its pl ace
of effective managenent is situated.

Article 5
PERVMANENT ESTABLI SHVENT

1. For the purposes of this Convention, the term *“pernanent
establi shment” means a fixed place of business through which the
busi ness of an enterprise is wholly or partly carried on.

2. The term “pernmanent establishnment” includes especially:
a) a place of nanagenent;
b) a branch;
c) an office;
d) a factory;
e) a workshop; and
f) a mne, an oil or gas well, a quarry or any other place of extraction
of natural resources.

3. Abuilding site or construction or installation project
constitutes a “pernmanent establishnment” only if it lasts nore than
twel ve nont hs.



4. Notw thstanding the preceding provisions of this Article,
the term “pernmanent establishnment” shall be deened not to include:

a) the use of facilities solely for the purpose of storage, display or
delivery of goods or merchandi se belonging to the enterprise;

b) the mai ntenance of a stock of goods or nerchandi se belonging to the
enterprise solely for the purpose of storage, display or delivery;

c) the maintenance of a stock of goods or nerchandi se belonging to the
enterprise solely for the purpose of processing by another
enterprise;

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

e) the mai ntenance of a fixed place of business solely for the purpose
of carrying on, for the enterprise, any other activity of a
preparatory or auxiliary character

f) the maintenance of a fixed place of business solely for any
conbi nation of activities nentioned in subparagraphs a) to e),
provided that the overall activity of the fixed place of business
resulting fromthis conbination is of a preparatory or auxiliary
character.

5. Notwithstandi ng the provisions of paragraphs 1 and 2, where
a person - other than an agent of an independent status to whom
paragraph 6 applies - is acting on behalf of an enterprise and has, and
habitually exercises, in a Contracting State an authority to concl ude
contracts in the name of the enterprise, that enterprise shall be deened
to have a permanent establishment in that State in respect of any
activities which that person undertakes for the enterprise, unless the
activities of such person are limted to those nentioned in paragraph 4
which, if exercised through a fixed place of business, would not make
this fixed place of business a permanent establishnent under the
provi sions of that paragraph.

6. An enterprise shall not be deened to have a permanent
establishment in a Contracting State nerely because it carries on
business in that State through a broker, general comm ssion agent or any
ot her agent of an independent status, provided that such persons are
acting in the ordinary course of their business.



7. The fact that a conpany which is a resident of a Contracting
State controls or is controlled by a conpany which is a resident of the
other Contracting State, or which carries on business in that other
State (whether through a permanent establishnent or otherw se), shal
not of itself constitute either conpany a permanent establishnent of the
ot her.

Article 6
| NCOVE FROM | MMOVABLE PROPERTY

1. Inconme derived by a resident of a Contracting State from
i movabl e property (including incone fromagriculture or forestry)
situated in the other Contracting State may be taxed in that other
St ate.

2. The term “i mmovabl e property” shall have the neani ng which
it has under the |aw of the Contracting State in which the property in
question is situated. The termshall in any case include property
accessory to i mmovabl e property, |ivestock and equi pment used in
agriculture and forestry, rights to which the provisions of general |aw
respecting | anded property apply, usufruct of inmovable property and
rights to variable or fixed paynents as consideration for the working
of, or the right to work, mneral deposits, sources and other natura
resources; ships, boats and aircraft shall not be regarded as i mmovable

property.

3. The provisions of paragraph 1 shall apply to incone derived
fromthe direct use, letting, or use in any other form of imovable

property.

4. The provisions of paragraphs 1 and 3 shall also apply to the
income fromimovable property of an enterprise and to income from
i movabl e property used for the performance of independent persona
servi ces.



Article 7
BUSI NESS PRCFI TS

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 Contracting State through a pernanent establishnment situated
therein. If the enterprise carries on business as aforesaid, the profits
of the enterprise nay be taxed in that other State but only so nuch of
themas is attributable to that permanent establishnent.

2. Subject to the provisions of paragraph 3, where an
enterprise of a Contracting State carries on business in the other
Contracting State through a pernmanent establishnment situated therein,
there shall in each Contracting State be attributed to that permanent
establishnment the profits which it mght be expected to nake if it were
a distinct and separate enterprise engaged in the same or sinilar
activities under the same or simlar conditions and dealing wholly
i ndependently with the enterprise of which it is a permanent
est abl i shrent .

3. In determining the profits of a permanent establishnent,
there shall be allowed as deducti ons expenses which are incurred for the
pur poses of the permanent establishnment, including executive and genera
adm ni strative expenses so incurred, whether in the State in which the
per manent establishnent is situated or el sewhere.

4. Insofar as it has been customary in a Contracting State to
determine the profits to be attributed to a permanent establishment on
the basis of an apportionment of the total profits of the enterprise to
its various parts, nothing in paragraph 2 shall preclude that
Contracting State fromdeternmning the profits to be taxed by such an
apportionnment as may be custonmary; the nmethod of apportionment adopted
shall, however, be such that the result shall be in accordance with the
principles contained in this Article.

5. No profits shall be attributed to a permanent establishnent
by reason of the nere purchase by that permanent establishnment of goods
or merchandi se for the enterprise.



6. For the purposes of the precedi ng paragraphs, the profits to
be attributed to the permanent establishnent shall be determ ned by the
same nethod year by year unless there is good and sufficient reason to
the contrary.

7. Wiere profits include itens of incone which are dealt with
separately in other Articles of this Convention, then the provisions of
those Articles shall not be affected by the provisions of this Article.

Article 8
SHI PPI NG AND Al R TRANSPORT

1. Profits fromthe operation of ships or aircraft in
international traffic shall be taxable only in the Contracting State in
which the place of effective managenent of the enterprise is situated.

2. If the place of effective managenent of a shi pping
enterprise is aboard a ship, then it shall be deened to be situated in
the Contracting State in which the hone harbour of the ship is
situated, or, if there is no such home harbour, in the Contracting State
of which the operator of the ship is a resident.

3. The provisions of paragraph 1 shall also apply to profits
fromthe participation in a pool, a joint business or an international
operating agency.

Article 9
ASSOCI ATED ENTERPRI SES

1. Were
a) an enterprise of a Contracting State participates directly or
indirectly in the managenment, control or capital of an enterprise of
the other Contracting State, or
b) the same persons participate directly or indirectly in the
managenent, control or capital of an enterprise of a Contracting
State and an enterprise of the other Contracting State,



and in either case conditions are made or inposed between the two
enterprises in their comrercial or financial relations which differ from
t hose whi ch woul d be nade between i ndependent enterprises, then any
profits which would, but for those conditions, have 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
accordi ngly.

2. Wiere a Contracting State includes in the profits of an
enterprise of that State - and taxes accordingly - profits on which an
enterprise of the other Contracting State has been charged to tax in
that other State and the profits so included are profits which woul d
have accrued to the enterprise of the first-nmentioned State if the
condi ti ons nmade between the two enterprises had been those which woul d
have been made between i ndependent enterprises, then that other State
shal |l nmake an appropriate adjustnment to the anount of the tax charged
therein on those profits. In determ ning such adjustnent, due regard
shall be had to the other provisions of this Convention and the
conpetent authorities of the Contracting States shall if necessary
consult each other.

Article 10
DI VI DENDS

1. Dividends paid by a conpany which is a resident of a
Contracting State to a resident of the other Contracting State nay be
taxed in that other State.

2. However, such dividends may al so be taxed in the Contracting

State of which the conpany paying the dividends is a resident and
according to the laws of that State, but if the recipient is the
beneficial owner of the dividends the tax so charged shall not exceed:
a) 5 per cent of the gross anmobunt of the dividends if the beneficial

owner is a conpany (other than a partnership) which holds directly

at least 25 per cent of the capital of the conpany paying the

di vi dends;
b) 15 per cent of the gross amount of the dividends in all other cases.



3. Notwithstandi ng the provisions of paragraph 2, subparagraph
a), as long as according to the |laws of Iceland dividends paid by a
conpany which is a resident of Iceland may be deducted fromthe taxable
profits or may be carried forward as an operating | oss of such conpany
for income tax purposes, dividends paid by such conpany to a resident of
Luxenbourg may al so be taxed in Iceland and according to the | aws of
I celand, but if the recipient is the beneficial owner of the dividends,
the tax so charged shall not exceed 15 per cent, on such part of the
di vi dends which is deductible froma conpany’s taxable profits or can be
carried forward as an operating | oss of the conpany.

4. The conpetent authorities of the Contracting States shall by
nmut ual agreenent settle the node of application of the [imtations set
forth in paragraphs 2 and 3.

These paragraphs shall not affect the taxation of the conpany
in respect of the profits out of which the dividends are paid.

5. The term “dividends” as used in this Article neans income
fromshares, certificates or other rights, not being debt-clains,
participating in profits, as well as other inconme derived froma conpany
which is subjected to the sanme taxation treatnent as incone from shares
by the laws of the State of which the conpany making the distribution is
a resident.

6. The provisions of paragraphs 1, 2 and 3 shall not apply if
the beneficial owner of the dividends, being a resident of a Contracting
State, carries on business in the other Contracting State of which the
conmpany paying the dividends is a resident, through a pernanent
establ i shnent situated therein, or perforns in that other State
i ndependent personal services froma fixed base situated therein, and
the holding in respect of which the dividends are paid is effectively
connected with such permanent establishnent or fixed base. In such case
the provisions of Article 7 or Article 14, as the case may be, shal

apply.

7. Where a conpany which is a resident of a Contracting State
derives profits or income fromthe other Contracting State, that other
State nmay not inpose any tax on the dividends paid by the conpany,
except insofar as such dividends are paid to a resident of that other
State or insofar as the holding in respect of which the dividends are



paid is effectively connected with a pernmanent establishnment or a fixed
base situated in that other State, nor subject the conpany’s

undi stributed profits to a tax on the conpany’s undistributed profits,
even if the dividends paid or the undistributed profits consist wholly
or partly of profits or income arising in such other State.

Article 11
| NTEREST

1. Interest arising in a Contracting State and paid to a
resident of the other Contracting State shall be taxable only in that
other State if such resident is the beneficial owner of the interest.

2. The term“interest” as used in this Article means incone
fromdebt-clainms of every kind, whether or not secured by nortgage and
whet her or not carrying a right to participate in the debtor’s profits,
and in particular, inconme fromgovernnment securities and incone from
bonds or debentures, including preniuns and prizes attaching to such
securities, bonds or debentures. Penalty charges for |ate paynent shal
not be regarded as interest for the purpose of this Article.

3. The provisions of paragraph 1 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 pernmanent establishnent situated therein, or
perforns in that other State independent personal services froma fixed
base situated therein, and the debt-claimin respect of which the
interest is paid is effectively connected with such pernanent
establ i shnment or fixed base. In such case the provisions of Article 7 or
Article 14, as the case may be, shall apply.

4. \Where, by reason of a special relationship between the payer
and the beneficial owner or between both of them and sonme ot her person,
the anount of the interest, having regard to the debt-claimfor which it
is paid, exceeds the anmount which woul d 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 |ast-nentioned
anount. In such case, the excess part of the paynents shall remain
taxabl e according to the laws of each Contracting State, due regard
bei ng had to the other provisions of this Conventi on.

Article 12
ROYALTI ES

1. Royalties arising in a Contracting State and paid to a
resident of the other Contracting State shall be taxable only in that
other State if such resident is the beneficial owner of the royalties.

2. The term*“royalties” as used in this Article neans paynents
of any kind received as a consideration for the use of, or the right to
use, any copyright of literary, artistic or scientific work including
ci nemat ograph filnms, any patent, trade mark, design or nodel, plan,
secret formula or process, or for information concerning industrial,
commercial or scientific experience.

3. The provisions of paragraph 1 shall not apply if the
beneficial owner of the royalties, being a resident of a Contracting
State, carries on business in the other Contracting State in which the
royalties arise, through a pernmanent establishnent situated therein, or
perforns in that other State independent personal services froma fixed
base situated therein, and the right or property in respect of which the
royalties are paid is effectively connected with such pernanent
establ i shnent or fixed base. In such case the provisions of Article 7 or
Article 14, as the case nay be, shall apply.

4. \Where, by reason of a special relationship between the payer
and the beneficial owner or between both of them and sonme ot her person,
the anount of the royalties, having regard to the use, right or
information for which they are paid, exceeds the amount which woul d 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-nmentioned anmount. In such case, the excess part of the paynments
shall remain taxable according to the laws of each Contracting State,
due regard being had to the other provisions of this Convention



Article 13
CAPI TAL GAI NS

1. Gains derived by a resident of a Contracting State fromthe
alienation of immovable property referred to in Article 6 and situated
in the other Contracting State may be taxed in that other State.

2. Gains fromthe alienation of novable property formng part
of the business property of a pernanent establishment which an
enterprise of a Contracting State has in the other Contracting State or
of novabl e property pertaining to a fixed base available to a resident
of a Contracting State in the other Contracting State for the purpose of
perform ng i ndependent personal services, including such gains fromthe
al i enation of such a permanent establishnment (alone or with the whole
enterprise) or of such fixed base, may be taxed in that other State.

3. Gains fromthe alienation of ships or aircraft operated in
international traffic, or novable property pertaining to the operation
of such ships or aircraft shall be taxable only in the Contracting State
in which the place of effective nanagenent of the enterprise is
si tuat ed

4. Gins fromthe alienation of any property other than that
referred to in paragraphs 1, 2 and 3, shall be taxable only in the
Contracting State of which the alienator is a resident.

Article 14
| NDEPENDENT PERSONAL SERVI CES

1. Inconme derived by a resident of a Contracting State in
respect of professional services or other activities of an independent
character shall be taxable only in that State unless he has a fixed base
regularly available to himin the other Contracting State for the
pur pose of performng his activities. If he has such a fixed base, the
i ncone may be taxed in the other State but only so nmuch of it as is
attributable to that fixed base.



2. The term “professional services” includes especially
i ndependent scientific, literary, artistic, educational or teaching
activities as well as the independent activities of physicians, |awers,
engi neers, architects, dentists and accountants.

Article 15
DEPENDENT PERSONAL SERVI CES

1. Subject to the provisions of Articles 16, 18 and 19,
sal aries, wages and other similar renuneration derived by a resident of
a Contracting State in respect of an enploynent shall be taxable only in
that State unless the enploynment is exercised in the other Contracting
State. If the enploynment is so exercised, such remuneration as is
derived therefromnay be taxed in that other State.

2. Notwi thstandi ng the provisions of paragraph 1, renuneration
derived by a resident of a Contracting State in respect of an enpl oynent
exercised in the other Contracting State shall be taxable only in the
first-nmentioned State if:

a) the recipient is present in the other State for a period or periods
not exceeding in the aggregate 183 days in any twelve nonth period
comencing or ending in the fiscal year concerned, and

b) the renuneration is paid by, or on behalf of, an enployer who is not
a resident of the other State, and

c) the rermuneration is not borne by a permanent establishnment or a fixed
base which the enployer has in the other State.

3. Notw thstandi ng the precedi ng provisions of this Article,
renmunerati on derived in respect of an enpl oynent exercised aboard a ship
or aircraft operated in international traffic, may be taxed in the
Contracting State in which the place of effective nanagenent of the
enterprise is situated.

Article 16
DI RECTORS FEES

Directors’ fees and other sinilar paynments derived by a
resident of a Contracting State in his capacity as a nenber of the board
of directors of a conpany which is a resident of the other Contracting
State nay be taxed in that other State.



Article 17
ARTI STES AND SPORTSIEN

1. Notwithstanding the provisions of Articles 14 and 15, incone
derived by a resident of a Contracting State as an entertainer, such as
a theatre, notion picture, radio or television artiste, or a nusician,
or as a sportsnman, fromhis personal activities as such exercised in the
other Contracting State, may be taxed in that other State.

2. \Where inconme in respect of personal activities exercised by
an entertainer or a sportsman in his capacity as such accrues not to the
entertai ner or sportsman hinself but to another person, that incone may,
not wi t hst andi ng the provisions of Articles 7, 14 and 15, be taxed in the
Contracting State in which the activities of the entertainer or
sportsman are exercised.

Article 18
PENSI ONS

1. Subject to the provisions of paragraph 2 of Article 19,
pensions and other sinmilar remuneration paid to a resident of a
Contracting State in consideration of past enploynment shall be taxable
only in that State.

2. Notwithstandi ng the provisions of paragraph 1, and the
provi sions of paragraph 2 of Article 19, pensions paid and ot her
benefits, whether periodic or |unp-sum conmpensation, granted under the
social security legislation of a Contracting State shall be taxable only
in that State.

Article 19
GOVERNVENT SERVI CE

1. a) Salaries, wages and other simlar renuneration, other than a
pension, paid by a Contracting State or a political subdivision
or a local authority thereof to an individual in respect of
services rendered to that State or subdivision or authority shal
be taxable only in that State.



b) However, such salaries, wages and other simlar renuneration
shall be taxable only in the other Contracting State if the
services are rendered in that State and the individual is a
resident of that State who:

i) is a national of that State; or
ii) did not becone a resident of that State solely for the
pur pose of rendering the services.

2. a) Any pension paid by, or out of funds created by, a Contracting
State or a political subdivision or a |ocal authority thereof to
an individual in respect of services rendered to that State or
subdi vision or authority shall be taxable only in that State.

b) However, such pension shall be taxable only in the other

Contracting State if the individual is a resident of, and a
national of, that State.

3. The provisions of Articles 15, 16, 17 and 18 shall apply to salaries,
wages and other sinmilar renuneration and to pensions, in respect of
services rendered in connection with a business carried on by a

Contracting State or a political subdivision or a local authority
t her eof .

Article 20
STUDENTS

Paynments which a student or business apprentice who is or was
i medi ately before visiting a Contracting State a resident of the other
Contracting State and who is present in the first-nentioned State solely
for the purpose of his education or training receives for the purpose of
hi s mai nt enance, education or training shall not be taxed in that State,
provi ded that such paynents arise fromsources outside that State.

Article 21
OTHER | NCQVE

1. Itens of inconme of a resident of a Contracting State,
wherever arising, not dealt with in the foregoing Articles of this
Convention shall be taxable only in that State.



2. The provisions of paragraph 1 shall not apply to inconeg,
ot her than inconme fromimovabl e property as defined in paragraph 2 of
Article 6, if the recipient of such incone, being a resident of a
Contracting State, carries on business in the other Contracting State
through a pernmanent establishment situated therein, or perfornms in that
ot her State independent personal services froma fixed base situated
therein, and the right or property in respect of which the inconme is
paid is effectively connected with such permanent establishnent or fixed
base. In such case the provisions of Article 7 or Article 14, as the
case may be, shall apply.

Article 22
CAPI TAL

1. Capital represented by i mmovable property referred to in
Article 6, owned by a resident of a Contracting State and situated in
the other Contracting State, nmay be taxed in that other State.

2. Capital represented by novabl e property form ng part of the
busi ness property of a permanent establishnment which an enterprise of a
Contracting State has in the other Contracting State or by novable
property pertaining to a fixed base available to a resident of a
Contracting State in the other Contracting State for the purpose of
perform ng i ndependent personal services, may be taxed in that other
St ate.

3. Capital represented by ships and aircraft operated in
international traffic and by novabl e property pertaining to the
operation of such ships and aircraft, shall be taxable only in the
Contracting State in which the place of effective nanagenent of the
enterprise is situated.

4. Al other elenents of capital of a resident of a Contracting
State shall be taxable only in that State.



Article 23
ELI M NATI ON OF DOUBLE TAXATI ON

1. In lceland, double taxation shall be elininated as foll ows:

a) Where a resident of Iceland derives incone or owms capital which, in
accordance with the provisions of this Convention, shall be taxable
only or may be taxed in Luxenbourg, I|celand shall, subject to the
provi si ons of subparagraph b), allow as a deduction fromthe incone
tax or capital tax that part of the income tax or capital tax,
respectively, which is applicable, as the case may be, to the incone
derived fromor the capital owned in Luxenbourg.

b) Wiere a resident of Iceland derives itens of income which, in
accordance with the provisions of Article 10, paragraph 3 of Article
15, Articles 16 and 17, may be taxed in Luxenbourg, Iceland shal
allow as a deduction fromthe tax on income of that resident an
anount equal to the tax paid in Luxenmbourg. Such deduction shal
not, however, exceed that part of the tax, as conputed before the
deduction is given, which is attributable to such itens of incone
derived from Luxenbourg.

2. In Luxenbourg, double taxation shall be elimnated as

foll ows:

a) Where a resident of Luxenbourg derives incone or owns capital which,
in accordance with the provisions of this Convention, may be taxed
in lceland, Luxenbourg shall, subject to the provisions of sub-
paragraphs b) and c), exenpt such incone or capital fromtax, but
may, in order to calculate the anmobunt of tax on the remaining income
or capital of the resident, apply the sanme rates of tax as if the
i nconme or capital had not been exenpted.

b) Where a resident of Luxenbourg derives dividends which, in accordance
with the provisions of Article 10, nmay be taxed in Icel and,
Luxenmbourg shall allow as a deduction fromthe tax on the inconme of
that resident an amount equal to the Icelandic tax paid on such
di vi dends. Such deduction shall not, however, exceed that part of
the tax, as conmputed before the deduction is given, which is
attri butable to such dividends derived fromlcel and.



c) Where a conpany which is a resident of Luxenbourg derives dividends
fromlcel andi ¢ sources, Luxenbourg shall exenpt such dividends from
tax, provided that the conpany which is a resident of Luxenbourg
hol ds since the beginning of its accounting year directly at | east
10 per cent of the capital of the conpany paying the dividends. The
above-nmenti oned shares in the Icelandic conpany are, under the sane
condi tions, exenpt fromthe Luxenmbourg capital tax.

Article 24
NON- DI SCRI M NATI ON

1. Nationals of a Contracting State shall not be subjected in
the other Contracting State to any taxation or any requirenent connected
therewith, which is other or nore burdensone than the taxation and
connected requirements to which nationals of that other State in the
sane circumnmstances, in particular with respect to residence, are or may
be subjected. This provision shall, notw thstanding the provisions of

Article 1, also apply to persons who are not residents of one or both of
the Contracting States.

2. Stateless persons who are residents of a Contracting State
shall not be subjected in either Contracting State to any taxation or
any requirenment connected therewith, which is other or nore burdensone
than the taxation and connected requirenents to which nationals of the
State concerned in the sane circunstances are or nmay be subject ed.

3. The taxation on a pernmanent 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 on enterprises of that other State carrying on the same
activities. This provision shall not be construed as obliging a
Contracting State to grant to residents of the other Contracting State
any personal allowances, reliefs and reductions for taxation purposes on

account of civil status or famly responsibilities which it grants to
its own residents.



4. Except where the provisions of paragraph 1 of Article 9,
paragraph 4 of Article 11, or paragraph 4 of Article 12, apply,
interest, royalties and other disbursenents paid by an enterprise of a
Contracting State to a resident of the other Contracting State shall
for the purpose of deternining the taxable profits of such enterprise,
be deducti bl e under the same conditions as if they had been paid to a
resident of the first-nmentioned State. Sinmlarly, any debts of an
enterprise of a Contracting State to a resident of the other Contracting
State shall, for the purpose of determ ning the taxable capital of such
enterprise, be deductible under the same conditions as if they had been
contracted to a resident of the first-nmentioned State.

5. Enterprises of a Contracting State, the capital of which is
whol |y or partly owned or controlled, directly or indirectly, by one or
nore residents of the other Contracting State, shall not be subjected in
the first-nentioned State to any taxation or any requirenment connected
therewith which is other or nore burdensone than the taxation and
connected requirenents to which other simlar enterprises of the first-
nmentioned State are or may be subjected.

6. The provisions of this Article shall, notw thstanding the
provisions of Article 2, apply to taxes of every kind and description.

Article 25
MJUTUAL AGREEMENT PROCEDURE

1. Were a person considers that the actions of one or both of
the Contracting States result or will result for himin taxation not in
accordance with the provisions of this Convention, he may, irrespective
of the renedies provided by the donestic |aw of those States, present
his case to the conpetent authority of the Contracting State of which he
is aresident or, if his case conmes under paragraph 1 of Article 24, to
that of the Contracting State of which he is a national. The case nust
be presented within three years fromthe first notification of the
action resulting in taxation not in accordance with the provisions of
the Conventi on



2. The conpetent authority shall endeavour, if the objection
appears to it to be justified and if it is not itself able to arrive at
a satisfactory solution, to resolve the case by nutual agreement with
the conpetent authority of the other Contracting State, with a viewto
t he avoi dance of taxation which is not in accordance with the
Convention. Any agreenent reached shall be inplenented notw thstandi ng
any tinme limts in the donestic |aw of the Contracting States.

3. The conpetent authorities of the Contracting States shal
endeavour to resolve by nmutual agreenent any difficulties or doubts
arising as to the interpretation or application of the Convention. They
may al so consult together for the elimination of double taxation in
cases not provided for in the Convention

4. The conpetent authorities of the Contracting States may
communi cate with each other directly for the purpose of reaching an
agreenment in the sense of the precedi ng paragraphs. \Wen it seens
advi sable in order to reach agreenent to have an oral exchange of
opi ni ons, such exchange may take place through a Comi ssion consi sting
of representatives of the conpetent authorities of the Contracting
St ates.

Article 26
EXCHANGE OF | NFORMATI ON

1. The conpetent authorities of the Contracting States shal
exchange such information as i s necessary for carrying out the
provi sions of this Convention or of the donestic |Iaws of the Contracting
St ates concerning taxes covered by the Convention insofar as the
taxation thereunder is not contrary to the Convention. The exchange of
information is not restricted by Article 1. Any infornation received by
a Contracting State shall be treated as secret in the sanme nmanner as
i nformati on obtained under the donestic |aws of that State and shall be
di scl osed only to persons or authorities (including courts and
adm ni strative bodies) involved in the assessnent or collection of, the
enforcement or prosecution in respect of, or the determnation of
appeals in relation to, the taxes covered by the Convention. Such
persons or authorities shall use the information only for such purposes.
They may disclose the information in public court proceedings or in
judicial decisions.



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

a) to carry out adnministrative neasures at variance with the | aws and
admi nistrative practice of that or the other Contracting State;

b) to supply information which is not obtainable under the laws or in
the normal course of the adm nistration of that or of the other
Contracting State;

c) to supply information which woul d disclose any trade, business,

i ndustrial, conmmrercial or professional secret or trade process, or
i nformation, the disclosure of which would be contrary to public
policy (ordre public).

Article 27
MEMBERS OF DI PLOVATI C M SSI ONS AND CONSULAR PCSTS

Nothing in this Convention shall affect the fiscal privileges
of nmenbers of diplomatic missions or consul ar posts under the genera
rules of international |aw or under the provisions of special
agr eenent s.

Article 28
EXCLUSI ON OF CERTAI N COVPANI ES

Thi s Convention shall apply neither to hol ding compani es
(soci étés holding) within the nmeaning of special Luxenbourg |aws,
currently the Act (loi) of 31 July 1929 and the Decree (arrété grand-
ducal ) of 17 Decenber 1938 nor to conpanies subject to a sinilar fisca
law i n Luxenbourg. Neither shall it apply to incone derived from such
conmpani es by a resident of Iceland nor to shares or other rights in such
conpani es owned by such a person



Article 29
ENTRY | NTO FORCE

1. The CGovernnments of the Contracting States shall notify each
ot her that the constitutional requirements for the entry into force of
this Convention have been conplied with.

2. The Convention shall enter into force thirty days after the
date of the later of the notifications referred to in paragraph 1 and
its provisions shall have effect in both Contracting States:

a) in respect of taxes withheld at source, on incone derived on or after
1 January in the cal endar year next follow ng the year in which the
Convention enters into force;

b) in respect of other taxes on incone, and taxes on capital, for taxes
chargeabl e for any tax year beginning on or after 1 January in the
cal endar year next followi ng the year in which the Convention enters
into force

3. The Convention between the Republic of Iceland and the G and
Duchy of Luxenmbourg for the avoi dance of double taxation on the incone
and capital of air transport enterprises, signed in Luxenbourg on 29
April 1975, shall term nate and cease to be effective fromthe date upon
which this Convention has effect in respect of the taxes to which this
Convention applies in accordance with the provisions of paragraph 2 of
this Article.

Article 30
TERM NATI ON

This Convention shall remain in force until termnated by a
Contracting State. Either Contracting State nay term nate the
Convention, through diplomatic channels, by giving notice of term nation
in witing at least six nonths before the end of any cal endar year. In
such event, the Convention shall cease to have effect in both
Contracting States:

a) in respect of taxes withheld at source, on inconme derived on or after
1 January in the cal endar year next followi ng the year in which the
notice is given;



b) in respect of other taxes on incone, and taxes on capital, for taxes
chargeabl e for any tax year beginning on or after 1 January in the
cal endar year next followi ng the year in which the notice is given.

I N WTNESS WHEREOF t he undersi gned, duly authorized thereto, have signed
this Conventi on.

Done in duplicate at Luxenburg on this 4th day of Cctober, 1999 in the
I cel andi c, French and English | anguages, all three texts being equally
aut henti c.

For the Covernnment of the For the CGovernnment of the
Republic of Iceland Grand Duchy of Luxenbourg
GQunnar Snorri Gunnarsson Lydi e Pol fer



