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Was a withholding tax
imposed on dividends

Yes

distributed?

The withholding tax is allowed
as a foreign tax credit to reduce
Canadian taxes, but no credit is
allowed for income taxes paid by

the non-Canadian corporation.

o]

No foreign tax
credits are allowed.
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Does a Deferral
Canadian No Do the foreign NO  |The income of the non-
resident own|————————3 | investment entity | Canadian corporation
10% or ("FIE") rules apply? is not currently taxed to
more of any the Canadian resident.
class of Yes
shares of
the non-
Canadian Apply the FIE rules. Note that there is an election under
corporation? the FIE rules to treat a foreign affiliate (i.e. 10% or
more) that is not a controlled foreign affiliate as being
a controlled foreign affiliate so that the FAPI regime
applies rather than the FIE regime. Presumably, the FIE
Yes rules compare to the U.S. passive foreign investment
company ("PFIC") rules.
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Disclaimer

This flowchart was not created by a
Canadian tax professional. To the
contrary, this flowchart was created
solely from a single article providing
a general overview of Canadian
international tax rules. The author
is not a Canadian tax professional
and cannot attest to whether the
information is accurate.

You should consult a Canadian tax
professional for individual advice
regarding your own situation. This
flowchart is not updated for changes

in the tax laws and should not be relied
upon for any purpose whatsoever.

FAPI

Does the non-Canadian corporation
earn certain types of passive income
(generally, but with exceptions,
interest, dividends, royalties, and
50% of certain capital gains) or
certain "base erosion" income, or has
Canada offered to negotiate a tax
information exchange agreement
("TIEA") with the country in which the
income is earned, but an agreement
has not been reached in 5 years?

\

Credit Method w/ Deferral
(for Taxable Surplus)

Yes

Taxation is deferred until the income is repatriated
to Canadian shareholders and upon repatriation a
foreign tax credit for both withholding taxes
and for income taxes paid by the non-Canadian
corporation is allowed. Upon a sale of shares
of the non-Canadian corporation, Canadian
shareholders can elect to treat the exempt
surplus and taxable surplus as dividends
rather than proceeds on disposition (gain is
reduced by the elected amount).

No

FAPI

Does the non-Canadian corporation
earn certain types of passive income
(generally, but with exceptions,
interest, dividends, royalties, and
50% of certain capital gains) or
certain "base erosion" income, or has
Canada offered to negotiate a tax
information exchange agreement
("TIEA") with the country in which the
income is earned, but an agreement
has not been reached in 5 years?

Yes

Credit Method
& No Deferral

Is the non-Canadian
corporation resident
in a country with
which Canada has a
tax treaty or a tax
information exchage
agreement ("TIEA")?

Yes

—

Full Exemption
(for Exempt Surplus)

No

Is the income
earned
in the treaty/

TIEA country?

Yes

FAPI income is taxed to the Canadian
resident shareholder(s) on an
accrual basis and a foreign tax
credit for both withholding taxes and
for income taxes paid by the non-
Canadian corporation is allowed.

Taxation is deferred until the
income is repatriated to Canadian
shareholders and upon repatriation
Canadian corporate shareholders
are exempt from Canadian tax.
Upon a sale of shares of the non-
Canadian corporation, Canadian
shareholders can elect to treat the
exempt surplus and taxable surplus
as dividends rather than proceeds
on disposition (gain is reduced
by the elected amount).

HUNDREDS of additional charts at www.andrewmitchel.com



www.andrewmitchel.com

