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CO1ýIETON AN» PROTOCOL BETWEEN CANADA ANM THE UNITED
STATES 0F AMERICA FOR TH1E AVOIDANCE 0F DOUBLE

TAXATION AND THE PREVENTION 0F FISCAL
EVASION IN THE CASE 0F INCOME

TAXES*

Signed at Washington, M arch 4, 1942

CO.NVENTION

The Governent of Canada and the Government of tbc United States
O>f Arnerica, beîng desirous of further promoting the flow of commerce between

betoCuntries, of avoiding douýble'taxation and of preventing fiscal evasion
1In the case of income taxes, have desided to conelude a Convention and for
that Purpose have appointed as 1their Plenipotentiaries:

Mr.Leighton M-Carthy, K.C. Euvoy Exrtraordhi<ary and Minister Pleni-
ýPoentaryof anaa a Washing~ton; and

r.I Sumne Welles, Actig Secretary of State of the. United States of1

ýýZbhavlug coinmunicated to one ano4;her theîr full powers found ini go
<nddu forin, have agreed upon the folk*wing Articles:

C ARTICLE 1

Alientrprseof one of the ct»itractiug States is ïnot subWet to taxation by
he other Oontracting State in respect of its industrial and comriprft

XýeP in esp c f such profits allocable i aecordance with theArilso
hl ovntion to its permanent establishment in the latter State.

« 6eut shaI1 b1e taken i deterxnining the tax in one of the coutraetigtae, fthe mere pirehase of mero5handise effected therein lby an enteDprise
f the tlrSae

ARTicLE I
For he urpsesof this Convention, the term "industrial and commercial

rofits'»sal O il>4lu4e icome in the Iorm of rentais and royalties, interest,
ividnds mangemnt hare, or gains derived frein the sale or exchange of

aital se.
Subject to the prvisionsk of thi Convention such items of income stiail be

tiid sehe atel or <> ter ith idustrial and commercial profits i aceordance

ith~~~tae th aw fnhantratgSats

States ,maný
-1-
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2. The competent authority of the taxing State may, when necessary
execution of paragraph 1 of this Article, rectify the accounts produced, nota
to correct errors and omissions or te re-esta4ilish the pricees orfremunerai III
entered in the books at the value which would prevail ibetween independ Si
persons dealing at arm's length.

3. If *(a) an establishment does not produce an accounting showing
own operations, or (b) the accounting: produced does not correspond te
normal usages of the tracte in the.country where the establishment is situa1
or (c) the rectifications provided for in paragraph 2 of this Article carn
be effected the competent authority of the taxing State may determine the'I
industrial and commercial profit by applying such methods or formulaie to t
operations of the establishment as may Ïbe. fair and reasonable.

4. To facilitate the determination. of industrial and commercial prof
allocable to the permanent establishment, the competent authorities of the O
tracting States may consult together with a view to the adoption of unifo
rules of allocation of such profits. îtii

ARTICLE IV jci

1. (a) When a United States enterprise, by reason of its participation
the management or' capital of a Canadian enterprise, makes or imoe A fo
latter, in their commercial or financial relations, conditions different from to
which would beimade with an independent enterprise, any profits which shol
normally have appeared in the balance sheet of the Canadian enterprise
which have been, in this manner, diverted to the United States enterprise, r
be incorporated in the taxable profits of the Canadian enterprise, subjec: oi
applicsible measures of appeal.

(b) In order to effect the inclusion of sucli profits in the taxable profit Si
the Canadian enterprise, the competent authority of Canada may, wbenne ý
sary, rectify the accounts of the Canadian çeterprise, ,iotably to correct r
and omissions or to re-estabhish the prices or remuneration entered inte'b
at the values which would prevail between independent persons dealing
arm's length. To facilitate such rectification the competent authoritiesof I
contracting States may consult together with a view to sucb. determinatinn
profits of the Canadian enterprise as may appear fair and reasonable. rE

2. The saine principle applies, mutatis mzutandis, in the event that prot

are diverted fromi a United States enterprise te a Canadian enterprise.
ARTICLE V

Income whieh an enterprise of eue of the centraeting States derivoes i
the operation of ships or aircraft registered in that State shaîl be exempt ft
taxation in the other contracting State.

The present Convention will net be 4eemed to affect the exchange of n
between the United States of America and Canada, dated August 2 and
tember 17, 1928, providing for relief from double income taxation on ship
profits.*

ARTICLE VI r

Wages, salaries and similar compensation p aid biy the Governmet, o n
agency or instr'umentality thereof, of ene of the contracting States or b
poliia sudiisions or teritories or posssos thereof to citizeins of 8
State residing in the olther State shallb exenpt from txation in telat

Pensions and life annuities derived fromn within one of the conr l
States aind pid to indiidal uidnMi the Qther contractlug State hlo
exempt from taxation ini the forer te.

* For theo exhngf notes -e Canada TIoaty Sertus 1928, No. 9.
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ARTîci VII
1A resident of Canada shall be exempt from United States incoine tax

Ilpo CfPensation for labor or personal services performed within the Unitedst&t08 cf aAmerica if he conforms to either of the following conditions:
(a) Il is temporarily presenit within the United States of America, fer a

Period or periods not exceeding a total of one hundred and eighty-three
daYs during the taxable year and such compensation (A) is received for
labor or personal services perfoTmed as an emnployee of, or under contract
W1ýith, a resident or corporation or other entity of Canada and (B) does not
exeeed $5,OOO in the aggregate during such taxable year; or (b) he is
temnPorarily presýent in the UJnited States of Ameriéa for a period or periods
not exceeding a total of ninety days during the taxaible year and the .coin-
Pensation received for such services does not exceed, $1,5W0 in the aggregate
disring such taxable year.
2. The provisions of paragraph 1 (a) of this Article shall have no applica-thon to the professional earnings of such individuals as actors, artîsts, niusi-

'eIafl and professional athletes.
3. The provisions of para ah 1 and 2 of this Article shail apply, mu4tatisInlutandij8 to a resident of the ?United Sta.tes of Aimwrica deriving comnpensation

for Personal services performed within Canada.

ARTICLE VIII
Gains derived in one of the contracting States from the sale or exehangeOf capital assets by a resident or a corporation or other entity of the other

c"ItrctngState shahl be exempt from taxation in the former State, providedsuch. resident or corporation or other entity has no permanent establishment in
the former State.

ARTICLE IX
8tugent or business apprentices from one of the contracting States resid-

ines in th t contracting State for purposes of study or for aoquiring busi-
nesePree shaîl not be taxable by the latter State in respect of remittanes

reeivee or them from within the former State for the purposes of their main-

ARTICLE X

reli' IIcOm deive foT sources within one of the contraoting States by a
glos, cietifcliterary, educational, or charitable <»rganizatiom of tlhe

thercnratn State shall be exempt from taxation in the State from which
te~ 18Oiei deiveyd if, within the meaning of the laws of both contracting

Stae8 schorganization would have been exempt from incozue tax.

ARTICLE XI
LTerate o ai mome tax imposed by one~ of~ th conrtiig States, ini

respct f inomederive from sources therein, upon individuals resxifing in,
Il ç)rorai,,, oganzedurder the laws of, the other cçrntracting State, andnotenggedin rae or business in the former State and Jiaving no office or

ýlae o 'bsiess therein, shall not exeed 15 percent for each taxable year.
tay'ý 1'0tithtadinLy the nroviqin nf naraeraoh 1 of this Article, icorne
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competent authority in the former State is satisfied that the corporate relai
ship between the two corporations has been arranged or is maintained prii
ily with the intention of taking advantage of this paragraph.

3. Notwithstanding the provisions of Article XXII of this Conven
paragraph 1 or paragraph 2, or both, of this Article, may be terminated wit
notice on or after the termination of the three-year period beginning with
effective date of this Convention by either of the contracting States impc
a rate of income tax in excess of the rate of 15 percent prescribed in p
graph 1 or in excess of the rate of 5 percent prescribed in paragraph 2.

4. The provisions of this Article shall not be construed so as to contra
the Tax Convention between Canada and the United States of America, e
tive January 1, 1936, to April 29, 1941.

ARTICLE XII

Dividends and interest paid on or after the effective date of this Con
tion by a corporation organized under the laws of Canada to individual
dents of Canada, other than citizens of the United States of America, o
corporations organized under the laws of Canada shall be exempt froir
income taxes inposed by the United States of America.

ARTICLE XIII

Corporations organized under the laws of Canada, more than 50 per
of the outstanding voting stock of which is owned directly or indirectly thro
out the last half of the taxable year by individual residents of Canada, c
than citizens of the United States of America, shall be exempt from any t
imposed by the United States of America with respect to accumulated or ur
tributed earnings, profits, income or surplus of such corporations. With res
to corporations organized under the laws of Canada not exempt from such t
under the provisions of this Article the competent authorities of the two
traeting States will consult together.

ARTICLE XIV

1. (a) The United States income tax liability for any taxable year bE
ning prior to January 1, 1936, of any individual resident oi Canada, other
a citizen of the UnitedStates of America, or of any corporation organized u
the laws of Canada, remaining unpaid as of the date of signature of this
vention may be adjusted on a basis satisfactory to the Commissioner:
vided, That the amount to be paid in settlement of such liability shall
exceed the amount of the liability which would have been determined if-

(A) the Revenue Act of 1936 as modified by the Tax Convention bets
Canada and the United States of America, effective January 1, 193E
April 29, 1941 (except in the case of a corporation organized under
laws of Canada more than 50 percent of the outstanding voting stoci
which was owned directly or indirectly throughout the last half of the
able year by citizens or residents of the United States of America) a
(B) Articles XII and XIII of this Convention had been in effect for
year.

ýnu per
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(b) The United States ixicorne tax liabîity remainiing unpaid as of the

Of signature of this Convention for any ta-xable year beginning after
Brüber 31, 1935, and prior to January 1, 1941, in the case of any individual
lent Of Canada, other than a citizen of the United States of America, or
le case of any corporation organized und&r the laws of Canada shall berrnuined as if the provisions of Articles XII and XIII of this Convention
been in effect for sucli year.
2. The provisions of paragraph i of this Art icle shahl not apply-
(a) Uunless the .taxpayer files with the Comunissioner within two, years froni

the date of signature of this Convention a request that, sucli tax liability
be so adjusted together with sucli information, as the Commissioner
rnay require;

(b) In any case in which the Commissioner is satisfied that any deficiency
in~ tax is due to fraud with intent to evade the tax.

ARTICLE XV
Ir, accordance witli the provisions of Section 8 of the Income War Tax Act

1 feton the day of the etyinto force -of this Convention, Canada agrees
Ilow as a deutinfroeg the Dominion ineome andi excess profits taxes on
incoune whc wa eied fronm sources within the UntdStates of America
was there taxed, the appropite anieunt of such t.axes paid to the United
3s of Ameqrica.
In actcurdance with the provisions of Section 131 of the United States Internal
une Code as in effeet ont the day of the entry ino force of titis Conventionj

United States of America agrees to allow as a deduction from the inc<ume
excess profits taxes imposed by the Unitedi States of America the appropriate
l't of such taxes paid to Canada.

ARTICLE XVI

heeataxpayer shows proof that the action of the revenue authorities of
cotatn htte as resulteti in double taxation in lis case in respect of
Oftthe taxes to which the present Convention relates, lie shall be entitled toe Iaxi with thie State of which hie is a citizen or resident or, if the taxpayer
eCPoioi or otiier entity, wîth the State in which it was createti or organ-

Ifthe claim shou,ld be deerned wcrthy of consideration, the competent
'itY of sucli State may consult with the competent autliority of the other

e t detemine whether the double taxation in question may be avoided ini
rdance wvith the ternis of titis Convention.

ARTiCILE XVII
NOtithtadi any other provision of this Convention, the Uinited States

n1rca in determining the incogme and excess profits taxes, luncluding ail
axs0o t citin or residents or corporations, m ay inchide lin the <basis

1 hc uchtaxes aeiposeti ail items of incorne taxable under the revenue
1 OftheUnied8tates of America as thougit titis Convention had itot corne

AnTiCLE XVIII
Theclnpetent authorities of the two contracting States may prescribe regu-

)18 j ary into effeet the prescrit Convention within the respective States

No. 2.
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ARTICLE XIX f

With a view to the prevention of fiscal evasion, each of the'contrac ofStates undertakes to furnish to the other contracting State, as provided insucceeding Articles of thîs Convention, the information which its compet ofauthorities have at their disposal or are in a position to obtain under its reveol dulaws in s0 far as such information may be of use to the authorities of the ot uj,contracting State in the assessment of the taxes to which this Convent. in'
relates.

The information to be furnished under the first paragrapli of this Artiàwhether in the ordinary course or on request, may be exchanged direeobetween the competent authorities of the two contracting States.
to

ARTICLE XX of
1. The competent authorities of the United States of Ainerica'shall forwf.to the competent authorities of Canada as soon as practicable after the close Jseach calendar year the following information relating to such calendar year', fri

The names and addresses of ail persons whose addresses are wi iCanada and who derive froni sources within the United States of Amer til
dividends, interest, rents, royalties, salaries, wages, pensions, annuities,
other fixed or determinable annual or periodical profits and income, sho to
the amount of such profits and income in the case of each addressee. t
2. The competent authorities of Canada shahl forward to the compet

authorities of the United States of America as soon as practicable after tclose of each calendar year the following information relating to such calendyear:
(a) The naines and addresses of ail persons whose -addres8es are wit È

the United States of America and who derive fromn sources witi
Canada dividends, interest, rents, royalties, salaries, wages, pensi
or other fixed or determinable annual or periodical profits and incoshowing the amount of sucli profits and in-come in the case of e
addressee.

(b) The naines and addresses of all persons whose addresses are outsi
of Canada and who derive through a nominee, or agent, or custodiini Canada income from. sources within the United States of Ameri
and who are not entitled to the reduced rate of 15 percentX with res,to sucb income provided in Article XI of Vhis Convention, showing
amouùt of such ineome in the case of each addressee.(c) The naines and addresses, where available, of persons whose addreare outside of Canada and who derive dividends during the calend
year fromn corporations organized under the laws of Canada, more thi50 percent of the gross income of which is derived froni sources witthe United States of America, showing the amount of sucb divide
in ecd case.

the United States of America and who beneficially or of record o,stocks or bonds, debentures or other securities, or evidences of fund:indebtedness, of any company taxed in Canada as a Non-ResideOwned Investinent Corporation. The terin "Non-Resident-Own
Investment Corporation" shall have the samne mean1hg as when us
in the Income War Tax Act of Canada.

5:5AuilIVF Inay, upon
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ish the Minister such information bearing upoll the matter as the Com-
'10fler is entitled to cobtain under the revenue laws of the United States
üneriea.
2. If the Commissioner in the determination of the income tax liability
n"y PersOn under any of the revenue laws of the United States of America
ri8 it flecessary to secure the cooperation of the Minister, the Minister May,
1 request, furnish the Commissioner such information bearing upon the
ter as the Minister is entitled to cobtain under the revenue laws of Canada.

ARTICLE XXII
This Convention andthe accompanying Protocol whioh shal be eonsidered
' anI integral part of the Convention sha11 b ratîfied and the instruments
'Stification shaHl be exchaniged at Washington as soon as possible.
This Convention and Prot>col shall become effective on the first day of

lar7Y 1941. They shali continue effective for a period of three years
1 that date and indefinitely after that period, 'but may be termînated by.r of the -contraýcting States at the end of the three-year period or at any
thereafter provided that, except as otherwise specified in the case of Article

at least six months prior notice of termination has 'been given, the termination
>ecomne effective on the first day of Jauuary following the exiration of
Six-qnonth period.

Dione in duplicate, at Washington, this fourth day of March, 1942.

(Seal) LEIGHTON McCARTHY

(Seal) SUMNER WELLES
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PROTOCOL

At the moment of signing the Convention for the avoidance of doLtaxation, and the establishment of miles of'reciprocal administrative assistfiin the case of incarne taxes, this, day concluded between Canada and the UniStates of America, the undersigned plenipotentiaries have agreed upanfolIowing provisions and definitions:
1. The taxes referred ta in this Convention are: 1(a) for the United States of America: the Federal incarne taxes, iznhiu usurtaxes, and excess-proflts taxes.
(b) for Canada: the Dominion incarne taxes, inicluding surtaxes,excess-profits taxes.

2. ln the event of appreciable changes in the fiscal laws of either of~contracting States, the Govemnments of the two contracting States will coin 1)together.

3. As used in this Conventian: r
(a) the terma "persan ""individual " and " corporation ", shall have rsaine meanings, respectiveIy, as they have under the revenue 1 o&the taxing State or the State furnishing the information, as teMay be; 

i(b) the term " enterprise " includes every formi of undertaking, whilcarried an by an individual, partnership, corporation or any oentity;
(c) the terni " enterprise of ane of the cantracting States " means ascase may be, " United States enterprise " or " Canadian enterpri
(d) the term 1'United States enterprise " means an enterprise carniedIn-in the United States of America by an individual resident in the UniaStates of America, or by a corporation, partnership or ather en SI<created or organized in or under the laws of the United StatesAmerica, or af any of the States or Territories of the United StateAmerica;
(e) the term "Canadian enerrisc " is defined in the same manner mutmutandîs as the termi '<United States enterprise ";()the term "permanent establishment " includes branches, mines ad ewcils, farms, timber lands, plantations, factories, warkshops, cihouses, offices, agencies and other flxed places of business ofCenterprise, but does not include a suhsidiary corporation.

Whcn an enterprise of one of the caùtracting States carriebusiness in the other contracting State through an ernployee or a Cestablislied there, who has general authority ta contract for his eml taor principal or lias a stock of merchandise from which lie regularly-orders which lie receives, sucli enterprise shall be deemed to havpermanent establishment i the latter State.
The fact that an enterprise of anc of the contracting Statesbusiness dealings i the other contracting State through a omsagent, broker or other independent agent or maintains therein anuaed solely for the purchase af merchandise shall not be held ta ithat such enterprise ha. a permanent establishment in the latter S

4. The terni " Minister ", as uaed in this Convention, means the iitpNational Revenue ai Canada or bis duly authorized representative. The,MCommissioner ", as used in this Convention, means the Commissioe



.'terral P-evenue of the United States of America, or his duly authorized repre-
hetive. The terni " competent authority ", as used in this Convention, means

MU?ý'1iIster and the Commissioner and their duly authorized representatives.
>5* The terra "Canada" when used in a geographical sense means therovincesy the Territories and Sable Island. The terni " United States ofýrnerica », when used in a geographical sense includes only the States, the7erritories of Alaska and Hawaii, and the District of Columbia.
Il6, 'The terni " subsidiary corporation " referred to in Article XI of this-'onvention nicans a corporation ail of whose shares (less directors' qualifyinghares) having full voting rights are beneficially owned by another corporation,'r'vide that ordinarily flot more than one-quarter of the gross income of suchUbsýidiary corporation is derived.from iînterest and dividends other than interestrd dividiends received from its subsidiary corporations.

'017. (a) The term " rentaIs and royalties"' referred to in Article II of this'Ofcrt1on shall include rentais or royalties arising from leasing real or'nrnovable, or personal or movable property or froin any interest in suchr9PertY, including rentaIs or. royalties for the use of, or for the privilege ofSi1g Patents, copyrights, secret processes and formulae, good- will, trade marks,lade brands, franchises and other like property;
(b) the terra « interest ", as used in this Convention, shall include incomerisinig from interest-.bearing securities, public obligations, mortgages, hypothecs,IrPorate bonds, boans, deposits and current accounts;
(c) the terni " dividends ", as used in this Convention, shall include ailistributions of the earnings or profits of corporations.
8. The terni " pensions " referred to in Article VI of this. Convention meanseriodic payments made in consideration for services rendered or by way of'nipensation for injuries received.
9. The terra "1if e annuities " referred to in Article VI of this Conventioneasa stated suma payable periodically at stated tixnes, during if e, or duringsPecified nuinber of years, under an obligation to miake the payments in con-.deratîn of a gross suni or suais paid by the recipient or under a contributory4trenent plan.

usi10 7The terras5 "cengaged in trade or business" and- "office or place of'cldess' as U5ed inArticle XI of this Convention shall not be deemed tocldanOffice used solely for the purchase of merchandise.
IL. The Provisions of the present Convention shall not be construed toSict in arY Inanner any exemption, deduction, credit or other allowance,corded by the lawso one of the contracting States in the determination. of theýX lnifnQnl 1--. g-,

one of the contracting States residing within the other
not be subjected to the payment of more burdensomé

C>f such other State.

at Washington, this fourth day of March, 1942.
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