
1

Extractive Industries Taxation Issues 
Related to Tax Treaties 

http://www.un.org/esa/ffd/

Capacity Building Unit

Financing for Development Office

Department of Economic and Social Affairs

Friday, 10 November 2017

(Session 2 – Extractive Industries Taxation)

2

Overview

• Application of Art. 6 and 7 in the case of mining 

and oil / gas extraction

• Coverage of exploration activities and activities 

on the continental shelf 

• PE issues related to the exploration and 

extraction of natural resources 
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Application of Art. 6 and 7 UN Model in 

the case of mining and oil/gas extraction

• Art 6(1) covers

– Income from immovable property, and

– Income from agriculture or forestry

• Art. 6(1) only applies to income that a resident of State 

A derives from immovable property in State B; income 

from immovable property in State A or in third States is 

covered by Art. 21
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Meaning of income from immovable 

property − Art. 6(3)

• Important to distinguish between income derived 

“from” immovable property and income derived 

“using” immovable property

The provisions of paragraph 1 shall also apply to income derived 

from the direct use, letting or use in any other form of immovable 

property. 
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Income “from” immovable property

• Income derived “from” immovable property means “the 

income that results directly from the ownership or 

possession of real property” (as indicated in the 

Commentary on the 1943 Mexico and 1946 London 

Model of the League of nations)

• This includes typically

– The imputed rent of an owner-occupied house 

(taxable in some countries): this corresponds to “the 

direct use” of the property 

– The rent that the owner or possessor of the 
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Rights to the extraction of natural 

resources

• In many countries ownership of land does not include 

ownership of underground minerals, oil and gas 

• In order to be able to extract minerals, oil or gas, an 

enterprise must therefore obtain “extraction” rights, 

usually from the State
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Analysis under the R-S treaty

• The mine constitutes a PE in State S; the profits from 

mining are therefore taxable in State S

• Since the resource royalties paid by RCo are paid to the 

government of State S, State S probably does not tax 

them (if these royalties were paid by RCo to a non-

resident taxable person, such royalties would be taxable 

in State S under Art. 6(1))

• Under Art. 7(3) UN Model, the PE cannot claim a 

deduction for a “notional” resource royalty payable by the 
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Example of special treaty provisions
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Article 6 (cont.)

2. The term "real property" shall have the meaning which it has under the law of 

the Contracting State in which the property in question is situated and includes:

a) any natural resources, property accessory to real property, rights to which the 

provisions of general law respecting real property apply, and rights to 

standing timber

b) a lease of land and any other interest in or over land, whether improved or 

not, including a right to explore for natural resources, and a right to exploit 

those resources; and

c) a right to receive variable or fixed payments either as consideration for or in 
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Article 22

Transmedian line oil and gas fields

1.   The provisions of this Article shall apply notwithstanding any other 

provisions of this Convention where the Governments of the two 

Contracting States have entered into an Agreement relating to the joint 

exploitation of a field which extends across the dividing line and that 

Agreement expressly provides for the application of these provisions. 

2.   Irrespective of where the production installations for a field are 

located, a Contracting State may, subject to paragraph 3, tax, in 

accordance with the laws of that State, profits from the exploitation of 

the field which arise to a licensee of that State and shall not tax any 

such profits which arise to a licensee of the other Contracting State. 

Example of special treaty provisions
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Thank you
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