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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
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 Cana-
dian 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 modifica-
tion 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:


