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CONVENTION 1 BETWEEN CANADA AND THE UNITED STATES 
OF AMERICA WITH RESPECT TO TAXES ON INCOME AND 
ON CAPITAL

Canada and th  United States of America,
Desiring to conclude a Convention for the avoidance of double taxation and 

the prevention of fiscal evasion with respect to taxes on income and on capital,
Have agreed as follows:

Article I. PERSONAL SCOPE
This Convention is generally applicable to persons who are residents of one 

or both of the Contracting States.

Article II. TAXES COVERED
1. This Convention shall apply to taxes on income and on capital imposed 

on behalf of each Contracting State, irrespective of the manner in which they are 
levied.

2. The existing taxes to which the Convention shall apply are:
(a) In the case of Canada, the taxes imposed by the Government of Canada under 

Parts I, XIII and XIV of the Income Tax Act; and
(b) In the case of the United States, the Federal income taxes imposed by the 

Internal Revenue Code.
3. The Convention shall apply also to:

(a) Any identical or substantially similar taxes on income; and
(b) Taxes on capital
which are imposed after the date of signature of the Convention in addition to, or 
in place of, the existing taxes.

4. Notwithstanding the provisions of paragraphs 2 (b) and 3, the Convention 
shall apply to:
(a) The United States accumulated earnings tax and personal holding company 

tax, to the extent, and only to the extent, necessary to implement the 
provisions of paragraphs 5 and 8 of Article X (Dividends);

(b) The United States excise taxes imposed with respect to private foundations, 
to the extent, and only to the extent, necessary to implement the provisions of 
paragraph 4 of Article XXI (Exempt Organizations); and

(c) The United States social security taxes, to the extent, and only to the extent, 
necessary to implement the provisions of paragraph 4 of Article XXIX 
(Miscellaneous Rules).

1 Came into force on 16 August 1984 by the exchange of the instruments of ratification, which took place at 
Ottawa, in accordance with article XXX (2).
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Article III. GENERAL DEFINITIONS
1. For the purposes of this Convention, unless the context otherwise 

requires:
(a) When used in a geographical sense, the term "Canada" means the 

territory of Canada, including any area beyond the territorial seas of Canada 
which, in accordance with international law and the laws of Canada, is an area 
within which Canada may exercise rights with respect to the seabed and subsoil 
and their natural resources;

(b) The term "United States" means:
(i) The United States of America, but does not include Puerto Rico, the Virgin 

Islands, Guam or any other United States possession or territory; and
(ii) When used in a geographical sense, such term also includes any area beyond 

the territorial seas of the United States which, in accordance with inter 
national law and the laws of the United States, is an area within which the 
United States may exercise rights with respect to the seabed and subsoil and 
their natural resources;
(c) The term "Canadian tax" means the Canadian taxes referred to in 

paragraphs 2 (a) and 3 (à) of Article II (Taxes Covered);
(d) The term "United States tax" means the United States taxes referred to 

in paragraphs 2 (b) and 3 (a) of Article II (Taxes Covered);
(e) The term "person" includes an individual, an estate, a trust, a company 

and any other body of persons;
(/) The term "company" means any body corporate or any entity which is 

treated as a body corporate for tax purposes;
(g) The term "competent authority" means:

(i) In the case of Canada, the Minister of National Revenue or his authorized 
representative; and

(ii) In the case of the United States, the Secretary of the Treasury or his delegate;
(h) The term "international traffic" means any voyage of a ship or aircraft to 

transport passengers or property except where the principal purpose of the 
voyage is to transport passengers or property between places within a Contracting 
State;

(/) The term "State" means any national State, whether or not a Contracting 
State; and

(/) The term "the 1942 Convention" means the Convention and Protocol 
between Canada and the United States for the Avoidance of Double Taxation and 
the Prevention of Fiscal Evasion in the case of Income Taxes signed at 
Washington on March 4, 1942,' as amended by the Convention signed at Ottawa 
on June 12, 1950, 2 by the Convention signed at Ottawa on August 8, 19563 and by 
the Supplementary Convention signed at Washington on October 25, 1966. 4

' United Nations, Treaty Series, vol. 124, p. 271. 
2 Ibid.,vo\. 127, p. 67.
3 Ibid., vol. 293, p. 344.
4 Ibid., vol. 696, p. 364.
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2. As regards th  application of the Convention by a Contracting State any 
term not defined therein shall, unless the context otherwise requires and subject 
to the provisions of Article XXVI (Mutual Agreement Procedure), have the 
meaning which it has under the law of that State concerning the taxes to which the 
Convention applies.

Article IV. RESIDENCE
1. For the purposes of this Convention, the term "resident of a Contracting 

State" means any person who, under the laws of that State, is liable to tax therein 
by reason of his domicile, residence, place of management, place of incorporation 
or any other criterion of a similar nature, but in the case of an estate or trust, only 
to the extent that income derived by such estate or trust is liable to tax in that 
State, either in its hands or in the hands of its beneficiaries.

2. Where by reason of the provisions of paragraph 1 an individual is a 
resident of both Contracting States, then his status shall be determined as follows:
(a) He shall be deemed to be a resident of the Contracting State in which he has a 

permanent home available to him; if he has a permanent home available to him 
in both States or in neither State, he shall be deemed to be a resident of the 
Contracting State with which his personal and economic relations are closer 
(centre of vital interests);

(b) If the Contracting State in which he has his centre of vital interests cannot be 
determined, he shall be deemed to be a resident of the Contracting State in 
which he has an habitual abode;

(c) If he has an habitual abode in both States or in neither State, he shall be 
deemed to be a resident of the Contracting State of which he is a citizen; and

(d) If he is a citizen of both States or of neither of them, the competent authorities 
of the Contracting States shall settle the question by mutual agreement.
3. Where by reason of the provisions of paragraph 1 a company is a resident 

of both Contracting States, then if it was created under the laws in force in a 
Contracting State, it shall be deemed to be a resident of that State.

4. Where by reason of the provisions of paragraph 1 an estate, trust or other 
person (other than an individual or a company) is a resident of both Contracting 
States, the competent authorities of the States shall by mutual agreement 
endeavor to settle the question and to determine the mode of application of the 
Convention to such person.

5. Notwithstanding the provisions of the preceding paragraphs, an in 
dividual shall be deemed to be a resident of a Contracting State if:
(a) The individual is an employee of that State or of a political subdivision, local 

authority or instrumentality thereof rendering services in the discharge of 
functions of a governmental nature in the other Contracting State or in a third 
State; and

(b) The individual is subjected in the first-mentioned State to similar obligations 
in respect of taxes on income as are residents of the first-mentioned State.

The spouse and dependent children residing with such an individual and meeting 
the requirements of subparagraph (b) above shall also be deemed to be residents 
of the first-mentioned State.
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Article V. PERMANENT ESTABLISHMENT
1. For the purposes of this Convention, the term "permanent establish 

ment' ' means a fixed place of business through which the business of a resident of 
a Contracting State is wholly or partly carried on.

2. The term "permanent establishment" shall include especially: 
(a) A place of management; 
( ) A branch;
(c) An office;
(d) A factory;
(e) A workshop; and
(/) A mine, an oil or gas well, a quarry or any other place of extraction of natural 

resources.
3. A building site or construction or installation project constitutes a 

permanent establishment if, but only if, it lasts more than 12 months.
4. The use of a drilling rig or ship in a Contracting State to explore for or 

exploit natural resources constitutes a permanent establishment if, but only if, 
such use is for more than 3 months in any twelve-month period.

5. A person acting in a Contracting State on behalf of a resident of the other 
Contracting State   other than an agent of an independent status to whom 
paragraph 7 applies   shall be deemed to be a permanent establishment in the 
first-mentioned State if such person has, and habitually exercises in that State, an 
authority to conclude contracts in the name of the resident.

6. Notwithstanding the provisions of paragraphs 1, 2 and 5, the term 
"permanent establishment" shall be deemed not to include a fixed place of 
business used solely for, or a person referred to in paragraph 5 engaged solely in, 
one or more of the following activities:
(a) The use of facilities for the purpose of storage, display or delivery of goods or 

merchandise belonging to the resident;
(b) The maintenance of a stock of goods or merchandise belonging to the resident 

for the purpose of storage, display or delivery;
(c) The maintenance of a stock of goods or merchandise belonging to the resident 

for the purpose of processing by another person;
(d) The purchase of goods or merchandise, or the collection of information, for 

the resident; and
(e) Advertising, the supply of information, scientific research or similar activities 

which have a preparatory or auxiliary character, for the resident.
7. A resident of a Contracting State shall not be deemed to have a 

permanent establishment in the other Contracting State merely because such 
resident carries on business in that other State through a broker, general 
commission agent or any other agent of an independent status, provided that such 
persons are acting in the ordinary course of their business.

8. The fact that a company which is a resident of a Contracting State 
controls or is controlled by a company which is a resident of the other Contracting 
State, or which carries on business in that other State (whether through a
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permanent establishment or otherwise), shall not constitute either company 
a permanent establishment of the other.

9. For the purposes of the Convention, the provisions of this Article shall be 
applied in determining whether any person has a permanent establishment in any 
State.

Article VL INCOME FROM REAL PROPERTY
1. Income derived by a resident of a Contracting State from real property 

(including income from agriculture or forestry) situated in the other Contracting 
State may be taxed in that other State.

2. For the purposes of this Convention, the term "real property" shall have 
the meaning which it has under the taxation laws of the Contracting State in which 
the property in question is situated and shall include any option or similar right in 
respect thereof. The term shall in any case include usufruct of real property and 
rights to explore for or to exploit mineral deposits, sources and other natural 
resources; ships and aircraft shall not be regarded as real property.

3. The provisions of paragraph 1 shall apply to income derived from the 
direct use, letting or use in any other form of real property and to income from the 
alienation of such property.

Article VII. BUSINESS PROFITS
1. The business profits of a resident of a Contracting State shall be taxable 

only in that State unless the resident carries on business in the other Contracting 
State through a permanent establishment situated therein. If the resident carries 
on, or has carried on, business as aforesaid, the business profits of the resident 
may be taxed in the other State but only so much of them as is attributable to that 
permanent establishment.

2. Subject to the provisions of paragraph 3, where a resident of a Con 
tracting State carries on business in the other Contracting State through a per 
manent establishment situated therein, there shall in each Contracting State be 
attributed to that permanent establishment the business profits which it might be 
expected to make if it were a distinct and separate person engaged in the same or 
similar activities under the same or similar conditions and. dealing wholly 
independently with the resident and with any other person related to the resident 
(within the meaning of paragraph 2 of Article IX (Related Persons)).

3. In determining the business profits of a permanent establishment, there 
shall be allowed as deductions expenses which are incurred for the purposes of the 
permanent establishment, including executive and general administrative expen 
ses so incurred, whether in the State in which the permanent establishment is 
situated or elsewhere. Nothing in this paragraph shall require a Contracting State 
to allow the deduction of any expenditure which, by reason of its nature, is not 
generally allowed as a deduction under the taxation laws of that State.

4. No business profits shall be attributed to a permanent establishment of a 
resident of a Contracting State by reason of the use thereof for either the mere 
purchase of goods or merchandise or the mere provision of executive, managerial 
or administrative facilities or services for such resident.
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5. For the purposes of the preceding paragraphs, the business profits to be 
attributed to a permanent establishment shall be determined by the same method 
year by year unless there is good and sufficient reason to the contrary.

6. Where business profits include items of income 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.

7. For the purposes of the Convention, the business profits attributable to a 
permanent establishment shall include only those profits derived from the assets 
or activities of the permanent establishment.

Article VIII. TRANSPORTATION
1. Notwithstanding the provisions of Articles VII (Business Profits) 

and XIII (Gains), profits derived by a resident of a Contracting State from the 
operation of ships or aircraft in international traffic, and gains derived by a 
resident of a Contracting State from the alienation of ships or aircraft used 
principally in international traffic, shall be exempt from tax in the other Con 
tracting State.

2. For the purposes of this Convention, profits derived by a resident of a 
Contracting State from the operation of ships or aircraft in international traffic 
include profits from:
(a) The rental of ships or aircraft operated in international traffic;
(b) The use, maintenance or rental of containers (including trailers and related 

equipment for the transport of containers) used in international traffic; and
(c) The rental of ships, aircraft or containers (including trailers and related 

equipment for the transport of containers) provided that such profits are 
incidental to profits referred to in paragraph 1, 2 (a) or 2 (b).
3. Notwithstanding the provisions of Article VII (Business Profits), profits 

derived by a resident of a Contracting State from a voyage of a ship where the 
principal purpose of the voyage is to transport passengers or property between 
places in the other Contracting State may be taxed in that other State.

4. Notwithstanding the provisions of Articles VII (Business Profits) and XII 
(Royalties), profits of a resident of a Contracting State engaged in the operation of 
motor vehicles or a railway as a common carrier or a contract carrier derived 
from:
(a) The transportation of passengers or property between a point outside the 

other Contracting State and any other point; or
(b) The rental of motor vehicles (including trailers) or railway rolling stock, or the 

use, maintenance or rental of containers (including trailers and related 
equipment for the transport of containers) used to transport passengers or 
property between a point outside the other Contracting State and any other 
point

shall be exempt from tax in that other Contracting State.
5. The provisions of paragraphs 1, 3 and 4 shall also apply to profits or gains 

referred to in those paragraphs derived by a resident of a Contracting State from 
the participation in a pool, a joint business or an international operating agency.
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6. Notwithstanding the provisions of Article XII (Royalties), profits derived 
by a resident of a Contracting State from the use, maintenance or rental of railway 
rolling stock, motor vehicles, trailers or containers (including trailers and related 
equipment for the transport of containers) used in the other Contracting State for a 
period or periods not expected to exceed in the aggregate 183 days in any twelve 
month period shall be exempt from tax in the other Contracting State except to the 
extent that such profits are attributable to a permanent establishment in the other 
State and liable to tax in the other State by reason of Article VII (Business 
Profits).

Article IX. RELATED PERSONS
1. Where a person in a Contracting State and a person in the other 

Contracting State are related and where the arrangements between them differ 
from those which would be made between unrelated persons, each State may 
adjust the amount of the income, loss or tax payable to reflect the income, 
deductions, credits or allowances which would, but for those arrangements, have 
been taken into account in computing such income, loss or tax.

2. For the purposes of this Article, a person shall be deemed to be related to 
another person if either person participates directly or indirectly in the 
management or control of the other, of if any third person or persons participate 
directly or indirectly in the management or control of both.

3. Where an adjustment is made or to be made by a Contracting State in 
accordance with paragraph 1, the other Contracting State shall (notwithstanding 
any time or procedural limitations in the domestic law of that other State) make a 
corresponding adjustment to the income, loss or tax of the related person in that 
other State if:
(a) It agrees with the first-mentioned adjustment; and
(b) Within six years from the end of the taxable year to which the first-mentioned 

adjustment relates, the competent authority of the other State has been 
notified of the first-mentioned adjustment.
4. In the event that the notification referred to in paragraph 3 is not given 

within the time period referred to therein, and if the person to whom the first- 
mentioned adjustment relates has not received, at least six months prior to the 
expiration of such time period, notification of such adjustment from the 
Contracting State which has made or is to make such adjustment that State shall, 
notwithstanding the provisions of paragraph 1, not make the first-mentioned 
adjustment to the extent that such adjustment would give rise to double taxation.

5. The provisions of paragraphs 3 and 4 shall not apply in the case of fraud, 
willful default or neglect or gross negligence.

Article X. DIVIDENDS
1. Dividends paid by a company which is a resident of a Contracting State to 

a resident of the other Contracting State may be taxed in that other State.
2. However, such dividends may also be taxed in the Contracting State of 

which the company paying the dividends is a resident and according to the laws of 
that State; but if a resident of the other Contracting State is the beneficial owner 
of such dividends, the tax so charged shall not exceed:
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(a) 10 per cent of the gross amount of the dividends if the beneficial owner is a 
company which owns at least 10 per cent of the voting stock of the company 
paying the dividends;

(b) 15 per cent of the gross amount of the dividends in all other cases.

This paragraph shall not affect the taxation of the company in respect of the 
profits out of which the dividends are paid.

3. The term "dividends" as used in this Article means income from shares 
or other rights, not being debt-claims, participating in profits, as well as income 
subjected to the same taxation treatment as income from shares by the taxation 
laws of the State of which the company making the distribution is a resident.

4. The provisions of paragraph 2 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 company paying the dividends is a resident, 
through a permanent establishment situated therein, or performs in that other 
State independent personal services from a fixed base situated therein, and the 
holding in respect of which the dividends are paid is effectively connected with 
such permanent establishment or fixed base. In such case, the provisions of 
Article VII (Business Profits) or Article XIV (Independent Personal Services), as 
the case may be, shall apply.

5. Where a company is a resident-of a Contracting State, the other 
Contracting State may not impose any tax on the dividends paid by the company, 
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 permanent establishment or a fixed base situated in that other 
State, nor subject the company's undistributed profits to a tax, even if the 
dividends paid or the undistributed profits consist wholly or partly of profits or 
income arising in such other State.

6. Nothing in this Convention shall be construed as preventing a Con 
tracting State from imposing a tax on the earnings of a company attributable to 
permanent establishments in that State, in addition to the tax which would be 
chargeable on the earnings of a company which is a resident of that State, 
provided that any additional tax so imposed shall not exceed 10 per cent of the 
amount of such earnings which have not been subjected to such additional tax in 
previous taxation years. For the purposes of this paragraph, the term "earnings" 
means the amount by which the business profit's attributable to permanent 
establishments in a Contracting State (including gains from the alienation of 
property forming part of the business property of such permanent establishments) 
in a year and previous years exceeds the sum of:

(a) Business losses attributable to such permanent establishments (including 
losses from the alienation of property forming part of the business property of 
such permanent establishments) in such year and previous years;

(b) All taxes, other than the additional tax referred to in this paragraph, imposed 
on such profits in that State;

(c) The profits reinvested in that State, provided that where that State is Canada, 
such amount shall be determined in accordance with the existing provisions of 
the law of Canada regarding the computation of the allowance in respect of
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investment in property in Canada, and any subsequent modification of those 
provisions which shall not affect the general principle hereof; and

(d) Five hundred thousand Canadian dollars ($500,000) or its equivalent in United 
States currency, less any amounts deducted by the company, or by an 
associated company with respect to the same or a similar business, under this 
subparagraph (d); for the purposes of this subparagraph (d) a company is 
associated with another company if one company directly or indirectly 
controls the other, or both companies are directly or indirectly controlled by 
the same person or persons, or if the two companies deal with each other not 
at arm's length.
7. Notwithstanding the provisions of paragraph 5, a Contracting State, 

other than a Contracting State that imposes the additional tax on earnings referred 
to in paragraph 6, may tax a dividend paid by a company to the extent that the 
dividend is attributable to profits earned in taxable years beginning after the date 
of signature of the Convention if, for the three-year period ending with the close of 
the company's taxable period preceding the declaration of the dividend (or for 
such part of that three-year period as the company has been in existence, or for 
the first taxable year if the dividend was declared in that taxable year), at least 
50 per cent of such company's gross income from all sources was included in the 
computation of the business profits attributable to a permanent establishment 
which such company had in that State; provided that where a resident of the other 
Contracting State is the beneficial owner of such dividend any tax so imposed on 
the dividend shall be subject to the limitations of paragraph 2 or the rules of 
paragraph 4, as the case may be.

8. Notwithstanding the provisions of paragraph 5, a company which is a 
resident of Canada and which has income subject to tax in the United States 
(without regard to the provisions of the Convention) may be liable to the United 
States accumulated earnings tax and personal holding company tax but only if 
50 per cent or more in value of the oustanding voting shares of the company is 
owned, directly or indirectly, throughout the last half of its taxable year by 
citizens or residents of the United States (other than citizens of Canada who do 
not have immigrant status in the United States or who have not been residents in 
the United States for more than three taxable years) or by residents of a third 
State.

Article XL INTEREST
1. Interest arising in a Contracting State and paid to a resident of the other 

Contracting State may be taxed in that other State.
2. However, such interest may also be taxed in the Contracting State in 

which it arises, and according to the laws of that State; but if a resident of the 
other Contracting State is the beneficial owner of such interest, the tax so charged 
shall not exceed 15 per cent of the gross amount of the interest.

3. Notwithstanding the provisions of paragraph 2, interest arising in a 
Contracting State shall be exempt from tax in that State if:
(d) The interest is beneficially owned by the other Contracting State, a political 

subdivision or local authority thereof or an instrumentality of such other 
State, subdivision or authority, and is not subject to tax by that other State;

Vol. 1469. 1-24903



1987_____United Nations — Treaty Series • Nations Unies — Recueil des Traités______199

(b) The interest is beneficially owned by a resident of the other Contracting State 
and is paid with respect to debt obligations issued at arm's length and 
guaranteed or insured by that other State or a political subdivision thereof or 
an instrumentality of such other State or subdivision which is not subject to 
tax by that other State;

(c) The interest is beneficially owned by a resident of the other Contracting State 
and is paid by the first-mentioned State, a political subdivision or local 
authority thereof or an instrumentality of such first-mentioned State, 
subdivision or authority which is not subject to tax by that first-mentioned 
State;

(d) The interest is beneficially owned by a seller who is a resident of the other 
Contracting State and is paid by a purchaser in connection with the sale on 
credit of any equipment, merchandise or services, except where the sale is 
made between persons dealing with each other not at arm's length; or

(é) The interest is paid by a company created under the laws in force in the other 
Contracting State with respect to an obligation entered into before the date of 
signature of this Convention, provided that such interest would have been 
exempt from tax in the first-mentioned State under Article XII of the 1942 
Convention.

4. The term "interest" as used in this Article means income from debt- 
claims of every kind, whether or not secured by mortgage, and whether or not 
carrying a right to participate in the debtor's profits, and in particular, income 
from government securities and income from bonds or debentures, including 
premiums and prizes attaching to such securities, bonds or debentures, as well as 
income assimilated to income from money lent by the taxation laws of the 
Contracting State in which the income arises. However, the term "interest" does 
not include income dealt with in Article X (Dividends).

5. The provisions of paragraphs 2 and 3 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 permanent 
establishment situated therein, or performs in that other State independent 
personal services from a fixed base situated therein, and the debt-claim in respect 
of which the interest is paid is effectively connected with such permanent 
establishment or fixed base. In such case, the provisions of Article VII (Business 
Profits) or Article XIV (Independent Personal Services), as the case may be, shall 
apply.

6. For the purposes of this Article, interest shall be deemed to arise in a 
Contracting State when the payer is that State itself, or a political subdivision, 
local authority or resident of that State. Where, however, the person paying the 
interest, whether he is a resident of a Contracting State or not, has in a State other 
than that of which he is a resident a permanent establishment or a fixed base in 
connection with which the indebtedness on which the interest is paid was in 
curred, and such interest is borne by such permanent establishment or fixed base, 
then such interest shall be deemed to arise in the State in which the permanent 
establishment or fixed base is situated and not in the State of which the payer is a 
resident.

7. Where, by reason of a special relationship between the payer and the 
beneficial owner or between both of them and some other person, the amount of
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the interest, having regard to the debt-claim for which it is paid, exceeds the 
amount which would 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-mentioned amount. In such case, the excess part of the payments 
shall remain taxable according to the laws of each Contracting State, due regard 
being had to the other provisions of the Convention.

8. Where a resident of a Contracting State pays interest to a person other 
than a resident of the other Contracting State, that other State may not impose any 
tax on such interest except insofar as it arises in that other State or insofar as the 
debt-claim in respect of which the interest is paid is effectively connected with a 
permanent establishment or a fixed base situated in that other State.

Article XII. ROYALTIES
1. Royalties arising in a Contracting State and paid to a resident of the other 

Contracting State may be taxed in that other State.

2. However, such royalties may also be taxed in the Contracting State in 
which they arise, and according to the laws of that State; but if a resident of the 
other Contracting State is the beneficial owner of such royalties, the tax so 
charged shall not exceed 10 per cent of the gross amount of the royalties.

3. Notwithstanding the provisions of paragraph 2, copyright royalties and- 
other like payments in respect of the production or reproduction of any literary, 
dramatic, musical or artistic work (but not including royalties in respect of motion 
picture films and works on film or videotape for use in connection with television) 
arising in a Contracting State and beneficially owned by a resident of the other 
Contracting State shall be taxable only in that other State.

4. The term "royalties" as used in this Article means payments of any kind 
received as a consideration for the 1 use of, or the right to use, any copyright of 
literary, artistic or scientific work (including motion picture films and [works] on 
film or videotape for use in connection with television), any patent, trade mark, 
design or model, plan, secret formula or process, or for the use of, or the right to 
use, tangible personal property or for information concerning industrial, commer 
cial or scientific experience, and, notwithstanding the provisions of Article XIII 
(Gains), includes gains from the alienation of any intangible property or rights 
described in this paragraph to the extent that such gains are contingent on the 
productivity, use or subsequent disposition of such property or rights.

5. The provisions of paragraphs 2 and 3 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 permanent 
establishment situated therein, or performs in that other State independent 
personal services from a fixed base situated therein, and the right or property in 
respect of which the royalties are paid is effectively connected with such 
permanent establishment or fixed base. In such case the provisions of Article VII 
(Business Profits) or Article XIV (Independent Personal Services), as the case 
may be, shall apply.

6. For the purposes of this Article, royalties shall be deemed to arise in a 
Contracting State when the payer is that State itself, or a political subdivision, 
local authority or resident of that State. However:
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•(a) Except as provided in subparagraph (b), where the person paying the 
royalties, whether he is a resident of a Contracting State or not, has in a State 
other than that of which he is a resident a permanent establishment or a fixed 
base in connection with which the obligation to pay the royalties was incurred, 
and such royalties are borne by such permanent establishment or fixed base, 
then such royalties shall be deemed to arise in the State in which the 
permanent establishment or fixed base is situated and not in the State of which 
the payer is a resident; and

(b) Where the royalties are for the use of intangible property or tangible personal 
property in a Contracting State, then such royalties shall be deemed to arise in 
that State and not in the State of which the payer is a resident.
7. Where, by reason of a special relationship between the payer and the 

beneficial owner or between both of them and some other person, the amount of 
the royalties, having regard to the use, right or information for which they are 
paid, exceeds the amount which would 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-mentioned amount. In such case, the excess 
part of the payments shall remain taxable according to the laws of each 
Contracting State, due regard being had to the other provisions of this Con 
vention.

8. Where a resident of a Contracting State pays royalties to a person other 
than a resident of the other Contracting State, that other State may not impose any 
tax on such royalties except insofar as they arise in that other State or insofar as 
the right or property in respect of which the royalties are paid is effectively 
connected with a permanent establishment or a fixed base situated in that other 
State.

Article XIII. GAINS
1. Gains derived by a resident of a Contracting State from the alienation of 

real property situated in the other Contracting State may be taxed in that other 
State.

2. Gains from the alienation of personal property forming part of the 
business property of a permanent establishment which a resident of a Contracting 
State has or had (within the twelve-month period preceding the date of alienation) 
in the other Contracting State or of personal property pertaining to a fixed base 
which is or was available (within the twelve-month period preceding the date pf 
alienation) to a resident of a Contracting State in the other Contracting State for 
the purpose of performing independent personal services, including such gains 
from the alienation of such a permanent establishment or of such a fixed base, 
may be taxed in that other State.

3. Gains derived by a resident of a Contracting State from the alienation of:
(a) Shares forming part of a substantial interest in the capital stock of a company 

which is not a resident of that State the value of which shares is derived 
principally from real property situated in the other Contracting State; or

(b) An interest in a partnership, trust or estate the value of which is derived 
principally from real property situated in the other Contracting State

may be taxed in that other State, provided that the laws in force in the first- 
mentioned State at the time of such alienation would, in comparable circumstan-
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ces, subject to taxation gains derived by a resident of that other State. For the 
purposes of this paragraph,
(c) The term "real property" includes the shares of a company the value of which 

shares is derived principally from real property or an interest in a partnership, 
trust or estate referred to in subparagraph (b), but does not include property 
(other than mines, oil or gas wells, rental property or property used for 
agriculture and forestry) in which the business of the company, partnership, 
trust or estate is carried on; and

(d) A substantial interest exists when the resident and persons related thereto 
own 10 per cent or more of the shares of any class of the capital stock of a 
company.
4. Gains from-the 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.

5. The provisions of paragraph 4 shall not affect the right of a Contracting 
State to levy a tax on gains from the alienation of property derived by an 
individual who is a resident of the other Contracting State if such individual:
(a) Was a resident of the first-mentioned State for 120 months during any period 

of 20 consecutive years; and
(b) Was a resident of the first-mentioned State at any time during the ten years 

immediately preceding the alienation of the property.
6. Where an individual (other than a citizen of the United States) who was a 

resident of Canada became a resident of the United States, in determining his 
liability to United States taxation in respect of any gain from the alienation of a 
principal residence in Canada owned by him at the time he ceased to be a resident 
of Canada, the adjusted basis of such property shall be no less than its fair market 
value at that time.

7. Where at any time an individual is treated for the purposes of taxation by 
a Contracting State as having alienated a property and is taxed in that State by 
reason thereof and the domestic law of the other Contracting State at such time 
defers (but does not forgive) taxation, that individual may elect in his annual 
return of income for the year of such alienation to be liable to tax in the other 
Contracting State in that year as if he had, immediately before that time, sold and 
repurchased such property for an amount equal to its fair market value at that 
time.

8. Where a resident of a Contracting State alienates property in the course 
of a corporate organization, reorganization, amalgamation, division or similar 
transaction and profit, gain or income with respect to such alienation is not 
recognized for the purpose of taxation in that State, if requested to do so by the 
person who acquires the property, the competent authority of the other 
Contracting State may agree, in order to avoid double taxation and subject to 
terms and conditions satisfactory to such competent authority, to defer the 
recognition of the profit, gain or income with respect to such property for the 
purpose of taxation in that other State until such time and in such manner as may 
be stipulated in the agreement.

9. Where a resident of a Contracting State alienates property which may in 
accordance with this Article be taxed in the other Contracting State and which
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was owned by a resident of the first-mentioned State on the date of signature of 
this Convention, the amount of the gain which is liable to tax in that other State in 
accordance with this Article shall be reduced by the proportion of the gain 
attributable (on a monthly basis), or such greater portion of the gain as is shown to 
the satisfaction of the competent authority of the other State to be reasonably 
attributable, to the period ending on December 31 of the year in which the 
Convention enters into force; the provisions of this paragraph shall not apply to 
property which on the date of signature of the Convention formed part of the 
business property of a permanent establishment or pertained to a fixed base in the 
other Contracting State.

Article XIV. INDEPENDENT PERSONAL SERVICES
Income derived by an individual who is a resident of a Contracting State in 

respect of independent personal services may be taxed in that State. Such income 
may also be taxed in the other Contracting State if the individual has or had a fixed 
base regularly available to him in that other State but only to the extent that the 
income is attributable to the fixed base.

Article XV. DEPENDENT PERSONAL SERVICES
1. Subject to the provisions of Articles XVIII (Pensions and Annuities) 

and XIX (Government Services), salaries, wages and other similar remuneration 
derived by a resident of a Contracting State in respect of an employment shall be 
taxable only in that State unless the employment is exercised in the other 
Contracting State. If the employment is so exercised, such remuneration as is 
derived therefrom may be taxed in that other State.

2. Notwithstanding the provisions of paragraph 1, remuneration derived by 
a resident of a Contracting State in respect of an employment exercised in a 
calendar year in the other Contracting State shall be taxable only in the first- 
mentioned State if:
(a) Such remuneration does not exceed ten thousand dollars ($10,000) in the 

currency of that other State; or
(b) The recipient is present in the other Contracting State for a period or periods 

not exceeding in the aggregate 183 days in that year and the remuneration is 
not borne by an employer who is a resident of that other State or by a 
permanent establishment or a fixed base which the employer has in that other 
State.
3. Notwithstanding the provisions of paragraphs 1 and 2, remuneration 

derived by a resident of a Contracting State in respect of an employment regularly 
exercised in more than one State on a ship, aircraft, motor vehicle or train 
operated by a resident of that Contracting State shall be taxable only in that State.

Article XVI. ARTISTES AND ATHLETES
1. Notwithstanding the provisions of Articles XIV (Independent Personal 

Services) and XV (Dependent Personal Services), income derived by a resident of 
a Contracting State as an entertainer, such as a theatre, motion picture, radio or 
television artiste, or a musician, or as an athlete, from his personal activities as 
such exercised in the other Contracting State, may be taxed in that other State, 
except where the amount of the gross receipts derived by such entertainer or 
athlete, including expenses reimbursed to him or borne on his behalf, from such
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activities do not exceed fifteen thousand dollars ($15,000) in the currency of that 
other State for the calendar year concerned.

2. Where income in respect of personal activities exercised by an enter 
tainer or an athlete in his capacity as such accrues not to the entertainer or\athlete 
but to another person, that income may, notwithstanding the provisions of Arti 
cles VII (Business Profits), XIV (Independent Personal Services) and XV (De 
pendent Personal Services), be taxed in the Contracting State in which the 
activities of the entertainer or athlete are exercised. For the purposes of the 
preceding sentence, income of an entertainer or athlete shall be deemed not to 
accrue to another person if it is established that neither the entertainer or athlete, 
nor persons related thereto, participate directly or indirectly in the profits of such 
other person in any manner, including the receipt of deferred remuneration, 
bonuses, fees, dividends, partnership distributions or other distributions.

3. The provisions of this Article shall not apply to the income of an athlete 
in respect of an employment with a team which participates in a league with 
regularly scheduled games in both Contracting States.

Article XVII. WITHHOLDING OF TAXES IN RESPECT 
OF INDEPENDENT PERSONAL SERVICES

1. Deduction and withholding of tax on account of the tax liability for a 
taxable year on remuneration paid to an individual who is a resident of a 
Contracting State (including an entertainer or athlete) in respect of the per 
formance of independent personal services in the other Contracting State may be 
required by that other State, but with respect to the first five thousand dollars 
($5,000) in the currency of that other State, paid as remuneration in that taxable 
year by each payer, such deduction and withholding shall not exceed 10 per cent 
of the payment.

2. Where the competent authority of a Contracting State considers that an 
amount that would otherwise be deducted or withheld from any amount paid or 
credited to an individual who is a resident of the other Contracting State in respect 
of the performance of independent personal services in the first-mentioned State 
is excessive in relation to the estimated tax liability for the taxable year of that 
individual in the first-mentioned State, it may determine that a lesser amount will 
be deducted or withheld.

3. The provisions of this Article shall not affect the liability of a resident of a 
Contracting State referred to in paragraph 1 or 2 for tax imposed by the other 
Contracting State.

Article XVIII. PENSIONS AND ANNUITIES
1. Pensions and annuities arising in a Contracting State and paid to a 

resident of the other Contracting State may be taxed in that other State, but the 
amount of any pension included in income for the purposes of taxation in that 
other State shall not exceed the amount that would be included in the first- 
mentioned State if the recipient were a resident thereof.

2. However:
(a) Pensions may also be taxed in the Contracting State in which they arise and 

according to the laws of that State; but if a resident of the other Contracting 
State is the beneficial owner of a periodic pension payment, the tax so charged 
shall not exceed 15 per cent of the gross amount of such payment; and
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(b) Annuities may also be taxed in the Contracting State in which they arise and 
according to the laws of that State; but if a resident of the other Contracting 
State is the beneficial owner of an annuity payment, the tax so charged shall 
not exceed 15 per cent of the portion of such payment that is liable to tax in the 
first-mentioned State.
3. For the purposes of this Convention, the term "pensions" includes any 

payment under a superannuation, pension or retirement plan, Armed Forces 
retirement pay, war veterans pensions and allowances and amounts paid under a 
sickness, accident or disability plan, but does not include payments under an 
income-averaging annuity contract or any benefit referred to in paragraph 5.

4. For the purposes of the Convention, the term "annuities" means a stated 
sum paid periodically at stated times during life or during a specified number of 
years, under an obligation to make the payments in return for adequate and full 
consideration (other than services rendered), but does not include a payment that 
is not a periodic payment or any annuity the cost of which was deductible for the 
purposes of taxation in the Contracting State in which it was acquired.

5. Benefits under the social security legislation in a Contracting State paid 
to a resident of the other Contracting State or a citizen of the United States shall 
be taxable only in the first-mentioned State.

6. Alimony and other similar amounts (including child support payments) 
arising in a Contracting State and paid to a resident of the other Contracting State 
shall be taxable only in that other State, but the amount included in income for the 
purposes of taxation in that other State shall not exceed the amount that would be 
included in income in the first-mentioned State if the recipient were a resident 
thereof.

Article XIX. GOVERNMENT SERVICE
Remuneration, other than a pension, paid by a Contracting State or a political 

subdivision or local authority thereof to a citizen of that State in respect of 
services rendered in the discharge of functions of a governmental nature shall be 
taxable only in that State. However, the provisions of Article XIV (Independent 
Personal Services), XV (Dependent Personal Services), or XVI (Artistes and 
Athletes), as the case may be, shall apply, and the preceding sentence shall not 
apply, to remuneration paid in respect of services rendered in connection with a 
trade or business carried on by a Contracting State or a political subdivision or 
local authority thereof.

Article XX. STUDENTS
Payments which a student, apprentice or business trainee, who is or was 

immediately before visiting a Contracting State a resident of the other Contracting 
State, and who is present in the first-mentioned State for the purpose of his full- 
time education or training, receives for the purpose of his maintenance, education 
or training shall not be taxed in that State provided that such payments are made 
to him from outside that State.

Article XXI. EXEMPT ORGANIZATIONS
1. Subject to the provisions of paragraph 3, income derived by a religious, 

scientific, literary, educational or charitable organization shall be exempt from tax
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in a Contracting State if it is resident in the other Contracting State but only to the 
extent that such income is exempt from tax in that other State.

2. Subject to the provisions of paragraph 3, income referred to in Articles X 
(Dividends) and XI (Interest) derived by a trust, company or other organization 
constituted and operated exclusively to administer or provide benefits under one 
or more funds or plans established to provide pension, retirement or other 
employee benefits shall be exempt from tax in a Contracting State if it is resident 
in the other Contracting State and its income is generally exempt from tax in that 
other State.

3. The provisions of paragraphs 1 and 2 shall not apply with respect to the 
income of a trust, company or other organization from carrying on a trade or busi 
ness or from a related person other than a person referred to in paragraph 1 or 2.

4. A religious, scientific, literary, educational or charitable organization 
which is resident in Canada and which has received substantially all of its support 
from persons other than citizens or residents of the United States shall be exempt 
in the United States from the United States excise taxes imposed with respect to 
private foundations.

5. For the purposes of United States taxation, contributions by a citizen or 
resident of the United States to an organization which is resident in Canada, 
which is generally exempt from Canadian tax and which could qualify in the 
United States to receive deductible contributions if it were resident in the United 
States shall be treated as charitable contributions; however, such contributions 
(other than such contributions to a college or university at which the citizen or 
resident or a member of his family is or was enrolled) shall not be deductible in 
any taxable year to the extent that they exceed an amount determined by applying 
the percentage limitations of the laws of the United States in respect of the 
deductibility of charitable contributions to the income of such citizen or resident 
arising in Canada. The preceding sentence shall not be interpreted to allow in any 
taxable year deductions for charitable contributions in excess of the amount 
allowed under the percentage limitations of the laws of the United States in 
respect of the deductibility of charitable contributions.

6. For the purposes of Canadian taxation, gifts by a resident of Canada to an 
organization which is resident in the United States, which is generally exempt 
from United States tax and which could qualify in Canada to receive deductible 
gifts if it were created or established and resident in Canada shall be treated as 
gifts to a registered charity; however, such gifts (other than such gifts to a college 
or university at which the resident or a member of his family is or was enrolled) 
shall not be deductible in any taxable year to the extent that they exceed an 
amount determined by applying the percentage limitations of the laws of Canada 
in respect of the deductibility of gifts to registered charities to the income of such 
resident arising in the United States. The preceding sentence shall not be 
interpreted to allow in any taxable year deductions for gifts to registered charities 
in excess of the amount allowed under the percentage limitations of the laws of 
Canada in respect of the deductibility of gifts to registered charities.

Article XXII. OTHER INCOME
1. Items of income of a resident of a Contracting State, wherever arising, 

not dealt with in the foregoing Articles of this Convention shall be taxable only in
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that State, except that if such income arises in the other Contracting State it may 
also be taxed in that other State.

2. To the extent that income distributed by an estate or trust is subject to the 
provisions of paragraph 1, then, notwithstanding such provisions, income 
distributed by an estate or trust which is a resident of a Contracting State to a 
resident of the other Contracting State who is a beneficiary of the estate or trust 
may be taxed in the first-mentioned State and according to the laws of that State, 
but the tax so charged shall not exceed 15 per cent of the gross amount of the 
income; provided, however, that such income shall be exempt from tax in the 
first-mentioned State to the extent of any amount distributed out of income arising 
outside that State.

Article XXIII. CAPITAL
1. Capital represented by real property, owned by a resident of a 

Contracting State and situated in the other Contracting State, may be taxed in that 
other State.

2. Capital represented by personal property forming part of the business 
property of a permanent establishment which a resident of a Contracting State has 
in the other Contracting State, or by personal property pertaining to a fixed base 
available to a resident of a Contracting State in the other Contracting State for the 
purpose of performing independent personal services, may be taxed in that other 
State'.

3. Capital represented by ships and aircraft operated by a resident of a 
Contracting State in international traffic, and by personal property pertaining to 
the operation of such ships and aircraft, shall be taxable only in that State.

4. All other elements of capital of a resident of a Contracting State shall be 
taxable only in that State.

Article XXIV. ELIMINATION OF DOUBLE TAXATION
1. In the case of the United States, subject to the provisions of para 

graphs 4, 5 and 6, double taxation shall be avoided as follows: In accordance with 
the provisions and subject to the limitations of the law of the United States (as it 
may be amended from time to time without changing the general principle hereof), 
the United States shall allow to a citizen or resident of the United States, or to a 
company electing to be treated as a domestic corporation, as a credit against the 
United States tax on income the appropriate amount of income tax paid or 
accrued to Canada; and, in the case of a company which is a resident of the United 
States owning at least 10 per cent of the voting stock of a company which is a 
resident of Canada from which it receives dividends in any taxable year, the 
United States shall allow as a credit against the United States tax on income the 
appropriate amount of income tax paid or accrued to Canada by that company 
with respect to the profits out of which such dividends are paid. Such appropriate 
amount shall be based upon the amount of income tax paid or accrued to Canada, 
but shall not exceed that proportion of the United States tax that taxable income 
arising in Canada bears to the entire taxable income.

2. In the case of Canada, subject to the provisions of paragraphs 4, 5 and 6, 
double taxation shall be avoided as follows:
(a) Subject to the provisions of the law of Canada regarding the deduction from 

tax payable in Canada of tax paid in a territory outside Canada and to any
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subsequent modification of those provisions (which shall not affect the general 
principle hereof and unless a greater deduction or relief is provided under 
the law of Canada, income tax paid or accrued to the United States on profits, 
income or gains arising in the United States shall be deducted from any 
Canadian tax payable in respect of such profits, income or gains; and

(b) Subject to the provisions of the law of Canada regarding the determination of 
the exempt surplus of a foreign affiliate and to any subsequent modification of 
those provisions (which shall not affect the general principle hereof), for the 
purposes of computing Canadian tax, a company which is a resident of 
Canada shall be allowed to deduct in computing its taxable income any 
dividend received by it out of the exempt surplus of a foreign affiliate which is 
a resident of the United States.
3. For the purposes of this Article:

(a) Profits, income or gains (other than gains to which paragraph 5 of Article XIII 
(Gains) applies) of a resident of a Contracting State which may be taxed in the 
other Contracting State in accordance with the Convention (without regard to 
paragraph 2 of Article XXIX (Miscellaneous Rules)) shall be deemed to arise 
in that other State; and

(b) Profits, income or gains of a resident of a Contracting State which may not be 
taxed in the other Contracting State in accordance with the Convention 
(without regard to paragraph 2 of Article XXIX (Miscellaneous Rules)) or to 
which paragraph 5 of Article XIII (Gains) applies shall be deemed to arise in 
the first-mentioned State.
4. Where a United States citizen is a resident of Canada, the following rules 

shall apply:
(a) Canada shall allow a deduction from the Canadian tax in respect of income tax 

paid or accrued to the United States in respect of profits, income or gains 
which arise (within the meaning of paragraph 3) in the United States, except 
that such deduction need not exceed the amount of the tax that would be paid 
to the United States if the resident were not a United States citizen; and

(b) For the purposes of computing the United States tax, the United States shall 
allow as a credit against United States tax the income tax paid or accrued to 
Canada after the deduction referred to in subparagraph (a). The credit so 
allowed shall not reduce that portion of the United States tax that is deductible 
from Canadian tax in accordance with subparagraph (a).
5. Notwithstanding the provisions of paragraph 4, where a United States 

citizen is a resident of Canada, the following rules shall apply in respect of the 
items of income referred to in Article X (Dividends), XI (Interest) or XII 
(Royalties) which arise (within the meaning of paragraph 3) in the United States, 
as long as the law in force in Canada allows a deduction in computing income for 
the portion of any foreign tax paid in respect of such items which exceeds 15 per 
cent of the amount thereof:

(a) The deduction so allowed in Canada shall not be reduced by any credit or 
  deduction for income tax paid or accrued to Canada allowed in computing the 

United States tax on such items;

(b) Canada shall allow a deduction from the Canadian tax in respect of the income 
tax paid or accrued to the United States on such items, except that such
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deduction need not exceed 15 per cent of the gross amount of such items that 
has been included in computing the income of the citizen for Canadian tax 
purposes; and

(c) For the purposes of computing the United States tax on such items, the 
United States shall allow as a credit against United States tax the income tax 
paid or accrued to Canada after the deduction referred to in subparagraph (b). 
The credit so allowed shall reduce only that portion of the United States tax 
on such items which exceeds 15 per cent of the amount thereof included in 
computing United States taxable income.
6. Where a United States citizen is a resident of Canada, items of income 

referred to in paragraph 4 or 5 shall, notwithstanding the provisions of para 
graph 3, be deemed to arise in Canada to the extent necessary to avoid the double 
taxation of such income under paragraph 4 (b) or paragraph 5 (c).

7. For the purposes of this Article, any reference to "income tax paid or 
accrued" to a Contracting State shall include Canadian tax and United States tax, 
as the case may be, and taxes of general application which are paid or accrued to 
a political subdivision or local authority of that State, which are not imposed by 
that political subdivision or local authority in a manner inconsistent with the 
provisions of the Convention and which are substantially similar to the taxes of 
that State referred to in paragraphs 2 and 3 (a) of Article II (Taxes Covered).

8. Where a resident of a Contracting State owns capital which, in 
accordance with the provisions of the Convention, may be taxed in the other 
Contracting State, the first-mentioned State shall allow as a deduction from the 
tax on the capital of that resident an amount equal to the capital tax paid in that 
other State. The deduction shall not, however, exceed that part of the capital tax, 
as computed before the deduction is given, which is attributable to the capital 
which may be taxed in that other State.

Article XXV. NON-DISCRIMINATION
1. Citizens of a Contracting State, who are residents of the other 

Contracting State, shall not be subjected in that other State to any taxation or any 
requirement connected therewith which is other or more burdensome than the 
taxation and connected requirements to which citizens of that other State in the 
same circumstances are or may be subjected.

2. Citizens of a Contracting State, who are not residents of the other 
Contracting State, shall not be subjected in that other State to any taxation or any 
requirement connected therewith which is other or more burdensome than the 
taxation and connected requirements to which citizens of any third State in the 
same circumstances (including State of residence) are or may be subjected.

3. In determining the taxable income of an individual who is a resident of a 
Contracting State there shall be allowed as a deduction in respect of any other 
person who is a resident of the other Contracting State and who is dependent on 
the individual for support the amount that would be so allowed if that other person 
were a resident of the first-mentioned State.

4. Where a married individual who is a resident of Canada and not a citizen 
of the United States has income that is taxable in the United States pursuant to 
Article XV (Dependent Personal Services), the United States tax with respect to 
such income shall not exceed such proportion of the total United States tax that
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would be payable for th  taxable year if both the individual and his spouse were 
United States citizens as the individual's taxable income determined without 
regard to this paragraph bears to the amount that would be the total taxable 
income of the individual and his spouse. For the purposes of this paragraph,
(a) The "total United States tax" shall be determined as if all the income of the 

individual and his spouse arose in the United States; and
(b) A deficit of the spouse shall not be taken into account in determining taxable 

income.
5. Any company which is a resident of a Contracting State, the capital of 

which is wholly or partly owned or controlled, directly or indirectly, by one or 
more residents of the other Contracting State, shall not be subjected in the first- 
mentioned State to any taxation or any requirement connected therewith which is 
other or more burdensome than the taxation and connected requirements to which 
other similar companies of the first-mentioned State, the capital of which is wholly 
or partly owned or controlled, directly or indirectly, by one or more residents of a 
third State, are or may be subjected.

6. Notwithstanding the provisions of Article XXIV (Elimination of Double 
Taxation), the taxation on a permanent establishment which a resident of a 
Contracting State has in the other Contracting State shall not be less favorably 
levied in the other State than the taxation levied on residents of the 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 family responsibilities which it grants to its own residents.

7. Except where the provisions of paragraph 1 of Article IX (Related 
Persons), paragraph 7 of Article XI (Interest) or paragraph 7 of Article XII 
(Royalties) apply, interest, royalties and other disbursements paid by a resident of 
a Contracting State to a resident of the other Contracting State shall, for the 
purposes of determining the taxable profits of the first-mentioned resident, be 
deductible under the same conditions as if they had been paid to a resident of the 
first-mentioned State. Similarly, any debts of a resident of a Contracting State to a 
resident of the other Contracting State shall, for the purposes of determining the 
taxable capital of the first-mentioned resident, be deductible under the same 
conditions as if they had been contracted to a resident of the first-mentioned 
State.

8. The provisions of paragraph 7 shall not affect the operation of any 
provision of the taxation laws of a Contracting State:

(a) Relating to the deductibility of interest and which is in force on the date of 
signature of this Convention (including any subsequent modification of such 
provisions that does not change the general nature thereof); or

(b) Adopted after such date by a Contracting State and which is designed to 
ensure that a person who is not a resident of that State does not enjoy, under 
the laws of that State, a tax treatment that is more favorable than that enjoyed 
by residents of that State.

9. Expenses incurred by a citizen or resident of a Contracting State with 
respect to any convention (including any seminar, meeting, congress or other 
function of a similar nature) held in the other Contracting State shall, for the
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purposes of taxation in the first-mentioned State, be deductible to the same extent 
that such expenses would be deductible if the convention were held in the first- 
mentioned State.

10. Notwithstanding the provisions of Article II (Taxes Covered), this 
Article shall apply:
(a) In the case of Canada, to all taxes imposed under the Income Tax Act; and
(b) In the case of the United States, to all taxes imposed under the Internal 

Revenue Code.

Article XXVI. MUTUAL AGREEMENT PROCEDURE
1. Where a person considers that the actions of one or both of the 

Contracting States result or will result for him in taxation not in accordance with 
the provisions of this Convention, he may, irrespective of the remedies provided 
by the domestic law of those States, present his case in writing to the competent 
authority of the Contracting State of which he is a resident or, if he is a resident of 
neither Contracting State, [to that] of which he is a national.

2. The competent authority of the Contracting State to which the case has 
been presented shall endeavor, 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 mutual 
agreement with the competent authority of the other Contracting State, with a 
view to the avoidance of taxation which is not in accordance with the Convention. 
Except where the provisions of Article IX (Related Persons) apply, any agreement 
reached shall be implemented notwithstanding any time or other procedural 
limitations in the domestic law of the Contracting States, provided that the 
competent authority of the other Contracting State has received notification that 
such a case exists within six years from the end of the taxable year to which the 
case relates.

3. The competent authorities of the Contracting States shall endeavor to 
resolve by mutual agreement any difficulties or doubts arising as to the 
interpretation or application of the Convention. In particular, the competent 
authorities of the Contracting States may agree:
(a). To the same attribution of profits to a resident of a Contracting State and its 

permanent establishment situated in the other Contracting State;
(b) To the same allocation of income, deductions, credits or allowances between 

persons;
(c) To the same determination of the source, and the same characterization, of 

particular items of income;
(d) To a common meaning of any term used in the Convention;
(e) To the elimination of double taxation with respect to income distributed by an 

estate or trust;
(/) To the elimination of double taxation with respect to a partnership; or
(g) To increases in any dollar amounts referred to in the Convention to reflect 

monetary or economic developments.
They may also consult together for the elimination of double taxation in cases not 
provided for in the Convention.
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4. Each of the Contracting States will endeavor to collect on behalf of the 
other Contracting State such amounts as may be necessary to ensure that relief 
granted by the Convention from taxation imposed by that other State does not 
ensure to the benefit of persons not entitled thereto. However, nothing in this 
paragraph shall be construed as imposing on either of the Contracting States the 
obligation to carry out administrative measures of a different nature from those 
used in the collection of its own tax or which would be contrary to its public policy 
(ordre public).

5. The competent authorities of the Contracting States may communicate 
with each other directly for the purpose of reaching an agreement in the sense of 
the preceding paragraphs.

Article XXVII. EXCHANGE OF INFORMATION
1. The competent authorities of the Contracting States shall exchange such 

information as is necessary for carrying out the provisions of this Convention or of 
the domestic laws of the Contracting States 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 I (Personal Scope). Any 
information received by a Contracting State shall be treated as secret in the same 
manner as information obtained under the taxation laws of that State and shall be 
disclosed only to persons or authorities (including courts and administrative 
bodies) involved in the assessment or collection of, the administration and 
enforcement in respect of, or the determination 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. If information is requested by a Contracting State in accordance with this 
Article, the other Contracting State shall endeavor to obain the information to 
which the request relates in the same way as if its own taxation was involved 
notwithstanding the fact that the other State does not, at that time, need such 
information. If specifically requested by the competent authority of a Contracting 
State, the competent authority of the other Contracting State shall endeavor to 
provide information under this Article in the form requested, such as depositions 
of witnesses and copies of unedited original documents (including books, papers, 
statements, records, accounts or writings), to the same extent such depositions 
and documents can be obtained under the laws and administrative practices of 
that other State with respect to its own taxes.

3. In no case shall the provisions of paragraphs 1 and 2 be construed so as to 
impose on a Contracting State the obligation:
(a) To carry out administrative measures at variance with the laws and 

administrative practice of that or of the other Contracting State;
(b) To supply information which is not obtainable under the laws or in the normal 

course of the administration of that or of the other Contracting State; or
(c) To supply information which would disclose any trade, business, industrial, 

commercial or professional secret or trade process, or information the 
disclosure of which would be contrary to public policy (ordre public).
4. Notwithstanding the provisions of Article II (Taxes Covered), for the 

purposes of this Article the Convention shall apply:
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(a) In the case of Canada, to all taxes imposed by the Government of Canada on 
estates and gifts and under the Income Tax Act; and

(b) In the case of the United States, to all taxes imposed under the Internal 
Revenue Code.

Article XXVIII. DIPLOMATIC AGENTS AND CONSULAR OFFICERS
Nothing in this Convention shall affect the fiscal privileges of diplomatic 

agents or consular officers under the general rules of international law or under 
the provisions of special agreements.

Article XXIX. MISCELLANEOUS RULES
1. The provisions of this Convention shall not restrict in any manner any 

exclusion, exemption, deduction, credit or other allowance now or hereafter 
accorded by the laws of a Contracting State in the determination of the tax 
imposed by that State.

2. Except as provided in paragraph 3, nothing in the Convention shall be 
construed as preventing a Contracting State from taxing its residents (as de 
termined under Article IV (Residence)), and, in the case of the United States, its 
citizens (including a former citizen whose loss of citizenship had as one of its 
principal purposes the avoidance of income tax, but only for a period of ten years 
following such loss) and companies electing to be treated as domestic corpora 
tions, as if there were no convention between the United States and Canada with 
respect to taxes on income and on capital.

3. The provisions of paragraph 2 shall not affect the obligations undertaken 
by a Contracting State:
(a) Under paragraphs 3 and 4 of Article IX (Related Persons), paragraphs 6 and 7 

of Article XIII (Gains), paragraph 5 of Article XXIX (Miscellaneous Rules), 
paragraphs 3 and 5 of Article XXX (Entry into Force), and Articles XVIII 
(Pensions and Annuities), XIX (Government Service), XXI (Exempt Organ 
izations), XXIV (Elimination of Double Taxation), XXV (Non-Discrimina 
tion) and XXVI (Mutual Agreement Procedure); and

(b) Under Article XX (Students), toward individuals who are neither citizens of, 
nor have immigrant status in, that State.
4. With respect to taxable years not barred by the statute of limitations 

ending on or before December 31 of the year in which the Convention enters into 
force, income from personal services not subject to tax by the United States under 
the 1942 Convention shall not be considered wages or net earnings from self- 
employment for purposes of social security taxes imposed under the Internal 
Revenue Code.

5. A United States citizen who is a resident of Canada and a beneficiary of a 
Canadian registered retirement savings plan may elect, under rules established by 
the competent authority of the United States, to defer United States taxation with 
respect to any income accrued in the plan but not distributed by the plan, until 
such time as a distribution is made from such plan, or any plan substituted 
therefor.

6. If 25 per cent or more of the capital of a company which is a resident of a 
Contracting State is owned directly or indirectly by individuals who are not 
residents of that State, and if by reason of special measures the tax imposed in that
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State on that company with respect to dividends (other than dividends referred 
to in paragraph 2 (a) of Article X (Dividends)), interest or royalties arising in 
the other Contracting State is substantially less than the tax generally imposed 
by the first-mentioned State on corporate business profits, then, notwithstanding 
the provisions of Article X (Dividends), XI (Interest) or XII (Royalties), that other 
State may tax such dividends, interest or royalties as if there were no convention 
between the United States and Canada with respect to taxes on income and on 
capital.

Article XXX. ENTRY INTO FORCE
1. This Convention shall be subject to ratification in accordance with the 

applicable procedures of each Contracting State and instruments of ratification 
shall be exchanged at Ottawa as soon as possible.

2. The Convention shall enter into force upon the exchange of instruments 
of ratification and, subject to the provisions of paragraph 3, its provisions shall 
have effect:
(a) For tax withheld at the source on income referred to in Articles X (Dividends), 

XI (Interest), XII (Royalties) and XVIII (Pensions and Annuities), with 
respect to amounts paid or credited on or after the first day of the second 
month next following the date on which the Convention enters into force;

(b) For other taxes, with respect to taxable years beginning on or after the first 
day of January next following the date on which the Convention enters into 
force; and

(c) Notwithstanding the provisions of subparagraph (b), for the taxes covered by 
paragraph 4 of Article XXIX (Miscellaneous Rules) with respect to all taxable 
years referred to in that paragraph.
3. For the purposes of applying the United States foreign tax credit in 

relation to taxes paid or accrued to Canada:
(a) Notwithstanding the provisions of paragraph 2 (a) of Article II (Taxes 

Covered), the tax on 1971 undistributed income on hand imposed by Part IX 
of the Income Tax Act of Canada shall be considered to be an income tax for 
distributions made on or after the first day of January 1972 and before the first 
day of January 1979, and shall be considered imposed upon the recipient of a 
distribution, in the proportion that the distribution out of undistributed income 
with respect to which the tax has been paid bears to 85 per cent of such 
undistributed income; and

(b) The principles of paragraph 6 of Article XXIV (Elimination of Double 
Taxation) shall have effect for taxable years beginning on or after the first day 
of January 1976.

Any claim for refund based on the provisions of this paragraph may be filed on or 
before June 30 of the calendar year following that in which the Convention enters 
into force, notwithstanding any rule of domestic law to the contrary.

4. Subject to the provisions of paragraph 5, the 1942 Convention shall cease 
to have effect for taxes for which this Convention has effect in accordance with 
the provisions of paragraph 2.

5. Where any greater relief from tax would have been afforded by any 
provision of the 1942 Convention than under this Convention, any such provision
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shall continue to have effect for the first taxable year with respect to which the 
provisions of this Convention have effect under paragraph 2 (b).

6. The 1942 Convention shall terminate on the last date on which it has 
effect in accordance with the preceding provisions of this Article.

7. The Exchange of Notes between the United States and Canada dated 
August 2 and September 17, 1928,' providing for relief from double income 
taxation on shipping profits, is terminated. Its provisions shall cease to have effect 
with respect to taxable years beginning on or after the first day of January next 
following the date on which this Convention enters into force.

8. The provisions of the Convention between the Government of Canada 
and the Government of the United States of America for the Avoidance of Double 
Taxation and the Prevention of Fiscal Evasion with Respect to Taxes on the 
Estates of Deceased Persons signed at Washington on February 17, 1961, 2 shall 
continue to have effect with respect to estates of persons deceased prior to the 
first day of January next following the date on which this Convention enters into 
force but shall cease to have effect with respect to estates of persons deceased on 
or after that date. Such Convention shall terminate on the last date on which it has 
effect in accordance with the preceding sentence.

Article XXXI. TERMINATION
1. This Convention shall remain in force until terminated by a Contracting 

State.
2. Either Contracting State may terminate the Convention at any time after 

5 years from the date on. which the Convention enters into force provided that at 
least 6 months' prior notice of termination has been given through diplomatic 
channels.

3. Where a Contracting State considers that a significant change introduced 
in the taxation laws of the other Contracting State should be accommodated by a 
modification of the Convention, the Contracting States shall consult together with 
a view to resolving the matter; if the matter cannot be satisfactorily resolved, the 
first-mentioned State may terminate the Convention in accordance with the 
procedures set forth in paragraph 2, but without regard to the 5 year limitation 
provided therein.

4. In the event the Convention is terminated, the Convention shall cease to 
have effect:
(a) For tax withheld at the source on income referred to in Articles X (Divi 

dends), XI (Interest), XII (Royalties), XVIII (Pensions and Annuities) and 
paragraph 2 of Article XXII (Other Income), with respect to amounts paid or 
credited on or after the first day of January next following the expiration of the 
6 month period referred to in paragraph 2; and

(b) For other taxes, with respect to taxable years beginning on or after the first 
day of January next following the expiration of the 6 month period referred to 
in paragraph 2.

1 League of Nations, Treaty Series, vol. XCV, p. 209.
2 United Nations, Treaty Series, vol. 445, p. 143.
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IN WITNESS WHEREOF, the undersigned, being duly authorized thereto by 
their respective Governments, have signed this Convention.

DONE in two copies at Washington this twenty-sixth day of September, 1980, 
in the French and English languages, each text being equally authentic.

For the Government For the Government .
of Canada: of the United States of America:
[Signed] 1 [Signed]

G. WILLIAM MILLER

' Signed by Allan J. MacEachen.
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EXCHANGE OF NOTES — ÉCHANGE DE NOTES

I

Washington, D.C., 
September 26, 1980

Sir,

I have the honour to refer to the Con 
vention between Canada and the United 
States of America with Respect to 
Taxes on Income and on Capital, signed 
today, and to confirm certain under 
standings reached between the two 
Governments with respect to the Con 
vention.

1. In French, the term "société" 
also means a "corporation" within the 
meaning of Canadian law.

2. The competent authorities of 
each of the Contracting States shall re 
view the procedures and requirements 
for an organization of the other Con 
tracting State to establish its status as 
a religious, scientific, literary, educa 
tional or charitable organization entitled 
to exemption under paragraph 1 of Arti 
cle XXI (Exempt Organizations), or as 
an eligible recipient of the charitable 
contributions or gifts referred to in 
paragraphs 5 and 6 of Article XXI, with 
a view to avoiding duplicate application 
by such organizations to the adminis 
tering agencies of both Contracting 
States. If a Contracting State deter 
mines that the other Contracting State 
maintains procedures to determine such 
status and rules for qualification that are 
compatible with such procedures and 
rules of the first-mentioned Contracting 
State, it is contemplated that such first- 
mentioned Contracting State shall ac 
cept the certification of the adminis 
tering agency of the other Contracting 
State as to such status for the purpose

Washington, D.C., 
le 26 septembre 1980

Monsieur le Secrétaire du trésor,

J'ai l'honneur de me référer à la Con 
vention entre le Canada et les Etats- 
Unis d'Amérique en matière d'impôts 
sur le revenu et sur la fortune signée 
aujourd'hui et de confirmer certains ac 
cords auxquels sont parvenus les deux 
Gouvernements à l'égard de la Con 
vention.

1. Le terme « société » désigne 
également une « corporation » au sens 
du droit canadien.

2. Les autorités compétentes de 
chacun des Etats contractants révi 
seront les procédures et exigences re 
latives à la détermination, à l'égard 
d'une organisation de l'autre Etat con 
tractant, de son statut d'organisation re 
ligieuse ou de charité ou d'organisation 
œuvrant dans le domaine des sciences, 
de la littérature ou de l'éducation admis 
sible à l'exonération en vertu du para 
graphe 1 de l'article XXI (Organisations 
exonérées), ou de bénéficiaire admissi 
ble des contributions et dons de charité 
visés aux paragraphes 5 et 6 de l'arti 
cle XXI, dans le but d'éviter que de 
telles organisations présentent une de 
mande à chacune des administrations 
compétentes des deux Etats contrac 
tants. Lorsqu'il est établi par un Etat 
contractant que l'autre Etat contractant 
suit des procédures dans la détermina 
tion d'un tel statut et établit des règles 
d'admissibilité qui sont compatibles 
avec les règles et procédures du premier 
Etat contractant, il est prévu que ce 
premier Etat contractant acceptera l'at-
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of making the necessary determinations 
under paragraphs 1, 5 and 6 of Arti 
cle XXI.

testation de l'administration compé 
tente de l'autre Etat contractant relative 
à un tel statut, aux fins des détermina 
tions requises aux paragraphes 1, 5 et 6 
de l'article XXI.

It is further agreed that the term 
"family", as used in paragraphs 5 
and 6 of Article XXI, means an individ 
ual's brothers and sisters (whether by 
whole or half-blood, or by adoption), 
spouse, ancestors, lineal descendants 
and adopted descendants.

Il est de plus convenu que l'expres 
sion « famille », telle qu'utilisée aux 
paragraphes 5 et 6 de l'article XXI, s'en 
tend des frères et sœurs d'une personne 
physique (incluant les demi-frères et 
demi-sœurs et les frères et sœurs par 
adoption), son conjoint, ses ancêtres, 
ses descendants en ligne directe et ses 
descendants adoptés.

3. It is the position of Canada that 
the so-called "unitary apportionment" 
method used by certain states of the 
United States to allocate income to 
United States offices or subsidiaries of 
Canadian companies results in inequit 
able taxation and imposes excessive ad 
ministrative burdens on Canadian com 
panies doing business in those states. 
Under that method the profit of a Ca 
nadian company on its United States 
business is not determined on the basis 
of arm's-length relations but is derived 
from a formula taking account of the 
income of the Canadian company and its 
worldwide subsidiaries as well as the 
assets, payroll and sales of all such com 
panies. For a Canadian multinational 
company with many subsidiaries in dif 
ferent countries to have to submit its 
books and records for all of these com 
panies to a state of the United States 
imposes a costly burden. It is under 
stood that the Senate of the United 
States has not consented to any limita 
tion on the taxing jurisdiction of the 
states by a treaty and that a provision 
which would have restricted the use of 
unitary apportionment in the case of 
United Kingdom corporations was re 
cently rejected by the Senate. Canada 
continues to be concerned about this 
issue as it affects Canadian multination 
als. If an acceptable provision on this
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3. Le Gouvernement canadien con 
sidère que la méthode dite « de réparti 
tion unitaire » (unitary apportionment), 
qui est utilisée par certains Etats mem 
bres des Etats-Unis pour attribuer des 
revenus aux bureaux et aux filiales 
américaines de sociétés canadiennes, se 
traduit par une imposition inéquitable et 
fait peser des charges administratives 
excessives sur les sociétés canadiennes 
qui exercent leur activité dans lesdits 
Etats. Selon cette méthode, le bénéfice 
réalisé par une société canadienne à 
l'occasion de l'exercice d'une activité 
aux Etats-Unis n'est pas déterminé sur 
la base du principe des relations de 
pleine concurrence mais est calculé à 
partir d'une formule prenant en compte 
non seulement les revenus de la société 
canadienne et des ses filiales situées 
dans le monde entier mais encore les 
biens, les salaires et les ventes de l'en 
semble de ces sociétés. Une société 
multinationale canadienne ayant de 
nombreuses filiales situées dans plu 
sieurs pays subit des dépenses oné 
reuses en raison de l'obligation d'avoir à 
fournir à un Etat américain les livres de 
compte et les registres de l'ensemble de 
ces sociétés. Il est entendu que le Sénat 
des Etats-Unis n'a pas accepté qu'une 
quelconque limitation soit apportée par 
une convention à la compétence fiscale 
des Etats et qu'une disposition qui était
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subject can be devised, the United 
States agrees to reopen discussions with 
Canada on this subject.

4. I have the honour to propose to 
you that the present Note and your reply 
thereto shall constitute an agreement 
between our two Governments on these 
matters.

[5]. Accept, Sir, the assurances of 
my nighest consideration.

[Signed]
ALLAN J. MACEACHEN

Deputy Prime Minister and Minister 
of Finance of Canada

The Honourable G. William Miller 
Secretary of the Treasury 
Washington, B.C.

destinée à limiter l'usage de la méthode 
de répartition unitaire (unitary appor 
tionment) dans le cas des sociétés du 
Royaume-Uni a été récemment rejetée 
par le Sénat. Le Canada continue d'être 
concerné par ce problème dans la me 
sure où il affecte des sociétés multi 
nationales canadiennes. Si une disposi 
tion acceptable sur ce sujet pouvait être 
trouvée, les Etats-Unis accepteraient de 
reprendre les négociations avec le Ca 
nada sur ce sujet.

4. J'ai l'honneur de vous proposer 
que la présente Note, ainsi que votre 
réponse, constituent l'accord de nos 
deux Gouvernements sur ces différents 
points.

5. Veuillez agréer, Monsieur le Se 
crétaire du trésor, l'assurance de ma 
très haute considération.

Premier Ministre suppléant 
et Ministre des Finances du Canada,

[Signé]
ALLAN J. MACEACHEN

L'honorable G. William Miller 
Secrétaire du trésor 
Washington, D.C.

II

[Washington], September 26, 1980'
Sir:

I have the honor to acknowledge re 
ceipt of your note of September 26, 
1980, which reads as follows:

[See note I]

[TRADUCTION — TRANSLATION]

Washington, le 26 septembre 1980
Monsieur,

J'ai l'honneur d'accuser réception de 
votre Note du 26 septembre 1980, dont 
le texte français se lit comme suit :

[Voir note /]
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I confirm these understandings on be 
half of the Government of the United 
States of America. These understand 
ings constitute an agreement between 
our two Governments on this matter, 
which will enter into force on the date of 
entry into force of the Convention be 
tween the Government of the United 
States of America and the Government 
of Canada with Respect to Taxes on In 
come and on Capital which was signed 
today.

Accept, Sir, the renewed assurances 
of my highest consideration.

[Signed]
G. WILLIAM MILLER 

[Secretary of the Treasury]

The Honourable Allan J. MacEachen 
Deputy Prime Minister and Minister of 

Finance of Canada

Je confirme l'agrément du Gouver 
nement des Etats-Unis d'Amérique aux 
présentes ententes à ce sujet, lesquelles 
constituent un Accord entre nos deux 
Gouvernements qui entrera en vigueur 
à la date de l'entrée en vigueur de la 
Convention entre le Gouvernement des 
Etats-Unis d'Amérique et le Gouver 
nement du Canada en matière d'impôt 
sur le revenu et sur la fortune qui a été 
signée aujourd'hui.

Veuillez agréer, etc.

Le Secrétaire du trésor, 
[Signé] 
G. WILLIAM MILLER

L'honorable Allan J. MacEachen 
Premier ministre suppléant et ministre 

des Finances du Canada
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