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subdivision thereof or any agency (including a financial institution) wholly ownedby that Government, or political subdivision shall be exempt from tax in the first-mentioned Contracting State.

4. The term "interest" as used in this Article means income from debt-claimsof every kind, whether or not secured by mortgage, and whether or not carrying aright to participate in the debtor's profits, and in particular, income from govern-ment securities and income from bonds or debentures, including premiums and prizesattaching to such securities, bonds or debentures, as well as income assimilated toincome from money lent by the taxation law of the State in which the income arises.However, the term "interest" does not include income dealt with in Article X suchas income from debt-claims which corresponds to a participation in the debtor'sprofits.

5. The provisions of paragraphs 1 and 2 shall not apply if the recipient of thenterest, being a resident of a Contracting State, has in the other Contracting Statein which the interest arises a permanent establishment with which the debt-claim fromwhich the interest arises is effectively connected. In such a case, the provisions ofArticle VII shall apply.

6. The limitation established in paragraph 2 shall not apply to interest arisingin a Contracting State and paid to a permanent establishment of an enterprise ofthe other Contracting State which is situated in a third State.

7. Interest shall be deemed to arise in a Contracting State when the payer isthat Contracting State itself, a political subdivision, a local authority or a residentof that State. Where, however, the person paying the interest, whether he is a resi-dent of a Contracting State or not, has in a Contracting State a permanent establish-ment in connection with which the indebtedness on which the interest is paid wasincurred and such interest is borne by such permanent establishment, then such in-terest shal be deemed to arise in the Contracting State in which the permanentestablishment is situated.

8. Where, owing to a special relationship between the payer and the recipientor between both of them and some other person, the amount of the interest paid,having regard to the debt-claim for which it is paid, exceed the amount which wouldhave been agreed upon by the payer and the recipient in the absence of such relation-ship, the provisions of this Article shall apply only to the last-mentioned amount.In that case, the excess part of the payments shall remain taxable according to thelaw of each Contracting State, due regard being had to the other provisions of thisConvention.

ARTICLE XII

Royalties

1. Royalties arising in a Contracting State and paid to a resident of the othercontracting State may be taxed in that other State.


