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to ineome from nioney lent by the taxation law of the State in whichthe income arises. However, the term "'interest" does not includeincome deait with in Article X.

4. The provisions of paragraph 2 shall not apply if the recipient ofthe interest, being a resident of a Contracting State, carrnes on in theother Contracting State in which the interest arises a trade or busi-ness through a permanent establishment situated therein, or performsin that other State professional services from a fixed base situatedtherein, and the debt-claim in respect of which the interest is paid iseffectively connected with such permanent establishmnent or fixedbase. In such a case, the provisions of Article VII or Article XIV as thecase may be, shail apply.

5. Interest shall be deemed to arise in a Contracting State whenthe payer is that State itself, a political subdivision, a local authorityor a resident of that State. Where, however, the person paying theinterest, whether he is a resident of a Contracting State or flot, has inia Contracting State a permanent establishment or fixed base in con-nection with which the indebtedness on which the interest is paid wasincurred, and that interest is borne by that permanent establishmentor fixed base, then such interest shahl be deemed to arise in theContracting State in which the permanent establishment or fixed baseis situated.

6. Where, owing to a special relationship between the payer andthe recipient or between both of them and some other person, theamount of the interest pa.td, having regard to the debt-claim for whichit is paid, exceeds the amount which would have been agreed upon bythe payer and the recipient in the absence of such relationship, theProvisions of this Article shall apply only to the last-mentionedamnount. In that case, the excess part of the payments shall remaintaxable according to the law of each Contracting State, due regardbeing had to the other provisions of this Convention.
7. Notwithstanding the provisions of paragraph 2,
(a) Interest arising in Israel and paid to a resident of Canadashahl be taxable only in Canada if it is paid in respect of a boanmade by the Export Development Corporation, and
<b) interest arising in Canada and paicd to a resident o! Israel shallbe taxable only ini Israel if it is paid in respect of a loan madeby such lending institution as is specified and agreed in lettersexchanged between the Contracting States.

ARTICLE XII

Royalties

1. Royalties aniulng in a Contractlng State and paid to a resident of:eother Contracting State may be taxed in that other State.


