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EXCHANGE OF NOTES CONSTITUTING AN AGREEMENT! BE-
TWEEN THE GOVERNMENT OF HONG KONG AND THE GOV-
ERNMENT OF THE UNITED STATES OF AMERICA CON-
CERNING TAX EXEMPTIONS FROM THE INCOME DERIVED
FROM THE INTERNATIONAL OPERATION OF SHIPS

1

CONSULATE GENERAL OF THE UNITED STATES OF AMERICA
HONG KONG

August 1, 1989

Sir:

On behalf of the Government of the United States of America, I have the honor
to propose that the Government of the United States of America and the Govern-
ment of Hong Kong conclude an agreement to exempt from income tax (which term
for the purposes of the agreement in the case of Hong Kong refers to profits tax), on
a reciprocal basis, income derived by residents of the other from the international
operation of ships (which term for the purposes of the agreement shall not include
aircraft). I further have the honor to inform you that the Government of the United
States of America is prepared to conclude an agreement in the following terms:

1. The Government of the United States of America, in accordance with Sec-
tions 872(b) and 883(a) of the Internal Revenue Code, agrees to exempt from tax
gross income derived from the international operation of ships by individuals who
are residents of Hong Kong (other than U.S. citizens) and corporations which are
incorporated in Hong Kong or controlled or managed in Hong Kong (other than
corporations organized in the United States).

2. In the case of a corporation, the exemption granted by the Government of
the United States of America shall apply only if the corporation meets either of the
following conditions:

(a) The corporation’s stock is primarily and regularly traded on an established
securities market in Hong Kong, another country which grants an equivalent exemp-
tion to U.S. corporations, or the United States; or

(b) More than 50 percent of the value of the corporation’s stock is owned,
directly or indirectly, by individuals who are residents of Hong Kong or of a country
which grants an equivalent exemption to U.S. corporations, or by a corporation
organized in a country which grants an equivalent exemption to U.S. corporations
and whose stock is primarily and regularly traded on an established securities mar-
ket in that country, another country which grants an equivalent exemption to U.S.
corporations, or the United States.

! Came into force on 16 August 1989, the date of the note in reply, with retroactive effect from 1 January 1987, in
accordance with the provisions of the said notes.
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