I
The Minister of Foreign Affairs of Canada
to the Ambassador of the United States of America

Ottawa, September 21, 2007
Note No. JLAB-0111

Excellency,

I have the honor to refer to the Protocol (the “Protocol’””) done today
between Canada and the United States of America amending the Convention
with Respect to Taxes on Income and on Capital done at Washington
on 26 September 1980, as amended by the Protocols done on 14 June 1983,
28 March 1984, 17 March 1995, and 29 July 1997 (the “Convention”), and to
propose on behalf of the Government of Canada the following:

In respect of any case where the competent authorities have endeavored
but are unable to reach a complete agreement under Article XXVI (Mutual
Agreement Procedure) of the Convention regarding the application of one or
more of the following Articles of the Convention: IV (Residence) (but only
insofar as it relates to the residence of a natural person), V (Permanent
Establishment), VII (Business Profits), IX (Related Persons), and XII
(Royalties) (but only (i) insofar as Article XII might apply in transactions
involving related persons to whom Article IX might apply, or (ii) to an
allocation of amounts between royalties that are taxable under paragraph 2
thereof and royalties that are exempt under paragraph 3 thereof), binding
arbitration shall be used to determine such application, unless the competent
authorities agree that the particular case is not suitable for determination by
arbitration. In addition, the competent authorities may, on an ad hoc basis, agree
that binding arbitration shall be used in respect of any other matter to which
Article XX VI applies. If an arbitration proceeding (the “Proceeding”) under
paragraph 6 of Article XXVI commences, the following rules and procedures
shall apply:

1 The Proceeding shall be conducted in the manner prescribed by, and
subject to the requirements of, paragraphs 6 and 7 of Article XXVI and these
rules and procedures, as modified or supplemented by any other rules and
procedures agreed upon by the competent authorities pursuant to paragraph 17
below.

2. The determination reached by an arbitration board in the Proceeding
shall be limited to a determination regarding the amount of income, expense or
tax reportable to the Contracting States.



