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The UHY Victor Canada US Tax Team (CUTT) is committed to staying abreast of
the latest tax changes and interpretations in both the US and Canada. Our team
diligently works to provide clients with tax-efficient solutions that comply with
these evolving regulations. This guide, created by the CUTT, highlights the latest
developments in tax law affecting businesses, individuals, and estates in the US
and Canada. The information is current as of January 1, 2025.

Comprising 15 experienced tax and accounting professionals, the UHY Victor
CUTT excels in navigating cross-border tax and corporate issues. Our team has
significantly contributed to the creation of this guide and is ready to assist with
any cross-border issues between the US and Canada.

If you require assistance with cross-border issues between the US and Canada,
please contact us.

January 1, 2025
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Some recent key changes are as follows:

CORPORATE
The U.S. federal corporate tax rate remains at 21%.
The Corporate Alternative Minimum Tax (CAMT) remains in effect at 15%.

IRS Notice 2025‑27 introduces an optional simplified test for CAMT:
AFSI thresholds lowered to $800 million (or $80 million for foreign-parented groups)
for optional CAMT applicability.
Penalty relief granted for underpayment of estimated CAMT under IRC § 6655 for
2025.
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INTERNATIONAL
Territorial Tax System: U.S. corporations may deduct 100% of the foreign-source portion of
dividends received from specified 10%-owned foreign corporations, provided a minimum
holding period of 365 days is met. This deduction applies only to qualifying non-hybrid
dividends.
 Global Intangible Low-Taxed Income (GILTI): U.S. shareholders of controlled foreign
corporations must include GILTI in gross income. Through 2025, certain domestic C
corporations are allowed a 50% deduction under IRC §250, resulting in an effective tax rate of
10.5% (13.125% after expense allocations).
Base Erosion and Anti-Abuse Tax (BEAT): BEAT continues to apply to corporations with
average annual gross receipts of at least $500 million and significant deductible payments to
related foreign parties. For 2025, the BEAT rate remains 10%.

PERSONAL
In 2025, key U.S. federal tax thresholds and rates have been adjusted for inflation:

The federal estate tax exemption has increased to $13,990,000 per individual.
The U.S. personal income tax rates remain progressive, ranging from 10% to 37%.
The standard deduction has risen to $15,000 for single filers and $30,000 for married couples
filing jointly.

The Alternative Minimum Tax (AMT) exemption is now:
$88,100 for single filers (phase-out begins at $626,350)
$137,000 for married couples filing jointly (phase-out begins at $1,252,700)

RECENT CHANGES

https://www.irs.gov/pub/irs-drop/n-25-27.pdf
https://tax.thomsonreuters.com/news/irs-offers-simplified-corporate-alternative-minimum-tax-calculation-method/
https://www.irs.gov/pub/irs-pdf/p542.pdf
https://www.irs.gov/pub/irs-pdf/p542.pdf
https://www.irs.gov/newsroom/tax-cuts-and-jobs-act-a-comparison-for-large-businesses-and-international-taxpayers
https://www.irs.gov/pub/fatca/int_practice_units/irc59a-beat-overview.pdf
https://www.irs.gov/pub/fatca/int_practice_units/irc59a-beat-overview.pdf
https://www.irs.gov/pub/fatca/int_practice_units/irc59a-beat-overview.pdf
https://www.irs.gov/newsroom/irs-releases-tax-inflation-adjustments-for-tax-year-2025
https://www.irs.gov/publications/p505#en_US_2025_publink1000194604
https://www.irs.gov/publications/p505#en_US_2025_publink1000194604
https://www.irs.gov/publications/p505#en_US_2025_publink1000194604
https://www.irs.gov/publications/p505#en_US_2025_publink1000194604
https://www.irs.gov/publications/p505#en_US_2025_publink1000194604
https://www.irs.gov/publications/p505#en_US_2025_publink1000194604
https://www.irs.gov/newsroom/irs-releases-tax-inflation-adjustments-for-tax-year-2025
https://www.irs.gov/newsroom/irs-releases-tax-inflation-adjustments-for-tax-year-2025
https://www.irs.gov/newsroom/irs-releases-tax-inflation-adjustments-for-tax-year-2025


Canada - Implications
What’s New for 2025 - Crypto Audit Enforcement
Intensified:
 In 2025, the CRA is formally expanding its audit
activities related to cryptocurrency. This includes:

Enhanced audit selection for crypto-related
activity.
Use of third-party data and blockchain
analysis. (e.g., exchanges, FINTRAC-regulated
entities).
Cross-checking T1135 filings with known
exchange activity.
Increased compliance letters and audit
queries regarding crypto classified incorrectly
as personal use property or omitted entirely.

Cryptocurrency Transactions for 2025
Both Canada and the U.S. have introduced updated guidelines and requirements for the
taxation of cryptocurrency transactions in 2025. These updates reflect actual changes in
law and regulation currently in effect

1. Reporting Requirements
Form T2125: Business income from
cryptocurrency activities must be reported as
business income on Form T2125.
Schedule 3: Capital gains or losses from
crypto transactions must be reported on
Schedule 3.
Form T1135: Taxpayers holding foreign
property—including cryptocurrency—valued
over CAD $100,000 at any time during the
year must file this form.

2. Capital Gains Treatment
Cryptocurrencies as Commodities: Crypto
transactions are considered barter
transactions.
Capital Gains: 50% of the gain is taxable and
must be reported on Schedule 3.
Capital Losses: Can offset capital gains and be
carried forward or backward as permitted.

3. Mining and Staking
Business Income: Crypto earned through
mining or staking is taxed as business income
when there is a reasonable expectation of
profit.
Fair Market Value: Income is valued at the
market price of the coins on the date they are
mined or received.

US - Implications
What’s New for 2025 : 

Wallet-Level Cost Basis Reporting: New IRS
guidance now requires brokers to track and
report cost basis by wallet/account, starting
January 1, 2025.
Form 1099‑DA: Beginning in 2025, digital
asset brokers (centralized exchanges) must
issue Form 1099‑DA to report crypto
transactions to the IRS and users.
1099-K Crypto Reporting Thresholds:
Platforms like PayPal and Venmo must issue
Form 1099-K for crypto payments totaling:

$5,000 or more (2024)
$2,500 or more (2025)

1.  Reporting Requirements
Form 8949: Used to report each sale,
exchange, or disposition of
cryptocurrency.
Schedule D: Summarizes capital gains and
losses, including those from crypto.
Form 1040: Includes crypto income and
the digital asset checkbox.
Form 8300: Required for businesses
receiving over $10,000 in crypto in one or
more related transactions.

2. Capital Gains Treatment
Crypto as Property: Cryptocurrency is
treated as property for tax purposes.
Short-term Gains: Taxed at ordinary rates
(10%–37%) if held ≤ 1 year.
Long-term Gains: Taxed at preferential
rates (0%, 15%, or 20%) if held > 1 year.

3. Mining and Staking
Business Income: Income from mining or
staking is considered self-employment
income and must be reported on Schedule
C if business-related.
Fair Market Value: Income is reported at
the fair market value on the date received.

RECENT CHANGES
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https://www.canada.ca/en/revenue-agency/programs/about-canada-revenue-agency-cra/compliance/cryptocurrency-guide.html
https://www.canada.ca/en/revenue-agency/programs/about-canada-revenue-agency-cra/compliance/cryptocurrency-guide.html
https://fintrac-canafe.canada.ca/intro-eng
https://fintrac-canafe.canada.ca/intro-eng
https://www.canada.ca/en/revenue-agency/corporate/about-canada-revenue-agency-cra/departmental-plan/2025-26-cra-departmental-plan.html
https://www.canada.ca/en/revenue-agency/corporate/about-canada-revenue-agency-cra/departmental-plan/2025-26-cra-departmental-plan.html
http://ww.canada.ca/en/revenue-agency/programs/about-canada-revenue-agency-cra/compliance/cryptocurrency-guide.html
https://www.canada.ca/en/revenue-agency/services/tax/businesses/topics/sole-proprietorships-partnerships/report-business-income-expenses/completing-form-t2125.html
https://www.canada.ca/en/revenue-agency/services/tax/businesses/topics/sole-proprietorships-partnerships/report-business-income-expenses/completing-form-t2125.html
https://www.canada.ca/content/dam/cra-arc/formspubs/pbg/5000-s3/5000-s3-24e.pdf
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.irs.gov/newsroom/taxpayers-need-to-report-crypto-other-digital-asset-transactions-on-their-tax-return
https://www.irs.gov/newsroom/taxpayers-need-to-report-crypto-other-digital-asset-transactions-on-their-tax-return
https://www.irs.gov/instructions/i1099da#en_US_2025_publink1000132240
https://www.irs.gov/businesses/understanding-your-form-1099-k
https://www.irs.gov/instructions/i8949
https://www.irs.gov/instructions/i8949#en_US_2022_publink1000285288
https://www.irs.gov/newsroom/taxpayers-need-to-report-crypto-other-digital-asset-transactions-on-their-tax-return
https://www.irs.gov/newsroom/taxpayers-need-to-report-crypto-other-digital-asset-transactions-on-their-tax-return
https://www.irs.gov/businesses/small-businesses-self-employed/form-8300-and-reporting-cash-payments-of-over-10000
https://www.irs.gov/businesses/small-businesses-self-employed/form-8300-and-reporting-cash-payments-of-over-10000
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Only foreign entities that:
Were formed under the laws of a foreign country, and
Are registered to do business in a U.S. State or Tribal jurisdiction by filing a document with a Secretary
of State (or equivalent office),
must file BOI reports, unless they qualify for one of 23 specific exemptions.

U.S. entities — previously known as “domestic reporting companies” — and their beneficial owners are now
fully exempt from BOI reporting obligations.

Under the Corporate Transparency Act (CTA), the Financial Crimes Enforcement Network (FinCEN) previously
required many U.S. and foreign entities to report Beneficial Ownership Information (BOI). However, effective
March 26, 2025, FinCEN issued an interim final rule significantly narrowing these requirements.

Who Must File in 2025

Key Filing Deadlines for Foreign Entities:
Registered before March 26, 2025 → BOI report due by April 25, 2025.
Registered on or after March 26, 2025 → BOI report due within 30 days of receiving
notice of registration.

U.S.-formed entities are no longer considered “reporting companies.”
U.S. persons no longer need to provide or report BOI.
Any prior requirement for domestic entities to file BOI by January 1, 2025, is no longer
applicable.

What Is No Longer Required:

RECENT CHANGES
continued

US - Implications
Beneficial Ownership Information (BOI) Filing 

Where to File:
All BOI filings must be submitted electronically.

https://www.fincen.gov/boi/small-entity-compliance-guide#:~:text=Small%20Entity%20Compliance%20Guide%20*%20Reporting%20companies,receiving%20notice%20that%20their%20registration%20is%20effective.
https://www.fincen.gov/boi/small-entity-compliance-guide#:~:text=Small%20Entity%20Compliance%20Guide%20*%20Reporting%20companies,receiving%20notice%20that%20their%20registration%20is%20effective.
https://www.fincen.gov/sites/default/files/shared/BOI_Small_Compliance_Guide.v1.1-FINAL.pdf
https://www.fincen.gov/boi
https://www.fincen.gov/boi
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U.S. shareholders who own 10% or more of a CFC must include their share of GILTI on their U.S. tax return
each year.

GILTI Overview 
Global Intangible Low-Taxed Income (GILTI) is a U.S. tax on income earned by Controlled Foreign Corporations
(CFCs). It applies broadly—including to Canadian corporations owned by U.S. persons—and captures most active
income not covered by Subpart F. The regime limits the tax deferral benefits of retaining profits offshore.

How GILTI Works

Key Tax Treatments

GILTI is reported on Form 5471 and included on:
Form 1040 for individuals
Form 1120 for corporations
The calculation is based on the CFC’s net
tested income, adjusted for specific exclusions
and a deemed return on tangible business
assets.

The GILTI amount equals:
Gross tested income,
Minus a 10% deemed return on
tangible assets,
Minus allocable expenses.

U.S. C corporations may deduct 50% of GILTI under IRC §250, resulting in a 10.5% effective tax
rate.

High-Tax Exclusion (HTE)
Income taxed abroad at a rate above 18.9% may be excluded from GILTI.

The exclusion is elective, made annually, and must be reported on Form 5471.
It applies at the tested unit level, not across the CFC as a whole.
Excluded income is also removed from Subpart F under coordination rules.

Corporate Deduction

Section 962 Election
U.S. individuals may elect to be taxed as corporations on GILTI income.

This allows access to the 50% deduction and the 80% foreign tax credit, potentially
reducing U.S. liability.
The election is annual, made with the return, and must include a formal §962 statement.
If foreign tax is low, some residual U.S. tax may still apply.
Future distributions may be taxed again as qualified dividends.

Implications for Shareholders
IGILTI applies even if profits are retained and not distributed. From a Canadian perspective, this
income is typically treated as exempt surplus, and not subject to Canadian tax again.
U.S. taxpayers should carefully evaluate:

Eligibility for high-tax exclusion or §962 election
Use of foreign tax credits
CFC classification and entity structure strategies

RECENT CHANGES
continued

https://www.irs.gov/newsroom/irs-and-treasury-issue-guidance-related-to-global-intangible-low-taxed-income-gilti
https://www.irs.gov/pub/fatca/int_practice_units/FEN9433_01_09R.pdf
https://taxfoundation.org/taxedu/glossary/global-intangible-low-tax-income-gilti/
https://www.irs.gov/pub/irs-pdf/i5471.pdf
https://taxfoundation.org/taxedu/glossary/global-intangible-low-tax-income-gilti/
https://www.irs.gov/pub/irs-pdf/i8993.pdf
https://www.irs.gov/pub/irs-pdf/i8993.pdf
https://answerconnect.cch.com/document/arp12066960e47ce71000968a549f35207ad901176/federal/irc/current/election-by-individuals-to-be-subject-to-tax-at-corporate-rates
https://www.irs.gov/pub/fatca/int_practice_units/ftc-categorization-income.pdf
https://www.irs.gov/pub/fatca/int_practice_units/FEN9433_01_03R.pdf


What’s New for 2025
The BEAT tax rate increases to 12.5% for tax years beginning after December 31, 2025.
A 1% surtax applies to corporate groups that include banks or registered securities dealers.

Who Is Subject to BEAT
Applies to U.S. corporations (excluding S corps, REITs, RICs) with:

 Average annual gross receipts ≥ $500 million (based on prior 3 years), and
 A Base Erosion Percentage ≥ 3% (or 2% for banks/securities dealers).

BEPS and BEAT – 2025

UHY CANADA/U.S. CROSS BORDER TAX ISSUES | 8

What Counts as Base Erosion
Base erosion payments include:

Deductible payments to foreign related parties (e.g., interest, royalties, service fees),
Reinsurance premiums, and
Purchases of depreciable or amortizable property from foreign affiliates.

Certain exceptions apply for cost-based services and qualified derivative payments.
Taxpayers may also elect to waive certain deductions to reduce BEAT liability.

BEPS and BEAT Overview 
The Base Erosion and Profit Shifting (BEPS) initiative, developed by the OECD, targets aggressive
international tax avoidance through coordinated standards and treaty amendments.

Canada implemented the BEPS minimum standards through the Multilateral Instrument (MLI),
effective December 1, 2019, modifying bilateral tax treaties to improve transparency and prevent
treaty abuse. The MLI only applies when both jurisdictions ratify it.

The U.S. adopted key BEPS principles through the Base Erosion and Anti-Abuse Tax (BEAT),
introduced under IRC §59A.

Compliance
Taxpayers subject to BEAT must file Form 8991 annually.
BEAT is calculated as the excess of 12.5% of Modified Taxable Income over regular corporate
tax liability (after limited credits).
BEAT functions as a parallel minimum tax regime and may apply even when no foreign income
is shifted or repatriated.

RECENT CHANGES
continued

https://pro.bloombergtax.com/insights/international-tax/base-erosion-and-anti-abuse-tax-beat/
https://taxfoundation.org/taxedu/glossary/base-erosion-anti-abuse-tax-beat/
https://www.irs.gov/pub/fatca/int_practice_units/irc59a-beat-overview.pdf
https://www.irs.gov/pub/fatca/int_practice_units/irc59a-beat-overview.pdf
https://www.irs.gov/pub/fatca/int_practice_units/irc59a-beat-overview.pdf
https://www.irs.gov/pub/irs-pdf/i8991.pdf


Canada - Implications
Transfer pricing is governed by Section 247 of the
Income Tax Act.

The CRA applies the OECD Transfer Pricing
Guidelines as interpretive guidance.
Canada does not have specific HTVI
regulations but audits HTVI transactions under
general arm’s length standards.

Key Areas of CRA Enforcement:
Royalties and licensing fees
Management and administration charges
Intercompany loans and financial guarantees
Sale of goods and cost allocations

Documentation Requirements:
Must be contemporaneous
Must be provided within 3 months of a CRA
request
Must include:

Functional and risk analysis
Economic support for pricing
Benchmarking using arm’s length
comparable

Mandatory Reporting Forms:
T106 – Related-party cross-border
transactions
T1134 – Foreign affiliate reporting
T1135 – Foreign property > CAD $100,000

OECD Action 13 Compliance:
 Required for multinational groups with global
consolidated revenue ≥ €750 million, including:

Country-by-Country Report (CbCR)
Master File
Local File

Overview
Transfer pricing rules ensure that transactions between related parties are priced at
arm’s length—as if the parties were unrelated and acting in their own economic
interests. These rules apply to intercompany transactions such as the sale of goods,
services, licensing, and financing.

US - Implications
U.S. transfer pricing rules are governed by IRC
§482 and Treasury Regs §§1.482‑1 to 1.482‑9.

U.S. law follows the arm’s length standard
for controlled transactions, including:

Intangibles under §1.482‑4
Cost-sharing arrangements under
§1.482‑7
Services under the SCM method
HTVI rules under §1.482‑4(f)

IRS Audit Priorities Include:
Transfers of intangible property
Cross-border services and cost-sharing
Intercompany financial arrangements

Documentation Rules:
Must be prepared by the time the return is
filed
Must be submitted within 30 days of IRS
request
Proper documentation protects against
penalties under IRC §6662, which range from
20% to 40% depending on the adjustment

Reporting Thresholds:
U.S. multinationals with global consolidated
revenue ≥ $850 million must file Country-by-
Country Reports (CbCR) under IRS rules

The U.S. has not adopted the OECD’s 2025
transfer pricing updates.

TRANSFER PRICING
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https://www.oecd.org/content/dam/oecd/en/topics/policy-sub-issues/transfer-pricing/transfer-pricing-country-profile-canada.pdf
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t106.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t106.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t106.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/foreign-reporting/information-returns-relating-foreign-affiliates.html#h11
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/foreign-reporting/information-returns-relating-foreign-affiliates.html#h11
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.oecd.org/en/topics/sub-issues/country-by-country-reporting-for-tax-purposes.html#:~:text=Under%20BEPS%20Action%2013%2C%20all,jurisdictions%20in%20which%20they%20operate.
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/transfer-pricing.html#IntTransP
https://www.irs.gov/businesses/international-businesses/transfer-pricing#:~:text=The%20regulations%20under%20section%20482,taxpayers%20had%20engaged%20in%20the
https://www.irs.gov/businesses/international-businesses/transfer-pricing#:~:text=The%20regulations%20under%20section%20482,taxpayers%20had%20engaged%20in%20the
https://www.ecfr.gov/current/title-26/chapter-I/subchapter-A/part-1/subject-group-ECFR2ae24c447fd0f0a/section-1.482-1#p-1.482-1(i)(5)
https://www.ecfr.gov/current/title-26/chapter-I/subchapter-A/part-1/subject-group-ECFR2ae24c447fd0f0a/section-1.482-9
https://www.oecd.org/content/dam/oecd/en/topics/policy-sub-issues/transfer-pricing/transfer-pricing-country-profile-united-states.pdf
https://www.ecfr.gov/current/title-26/chapter-I/subchapter-A/part-1/subject-group-ECFR2ae24c447fd0f0a/section-1.482-4
https://www.ecfr.gov/current/title-26/chapter-I/subchapter-A/part-1/subject-group-ECFR2ae24c447fd0f0a/section-1.482-7
https://www.ecfr.gov/current/title-26/chapter-I/subchapter-A/part-1/subject-group-ECFR2ae24c447fd0f0a/section-1.482-7
https://www.ecfr.gov/current/title-26/chapter-I/subchapter-A/part-1/subject-group-ECFR2ae24c447fd0f0a/section-1.482-4
https://www.irs.gov/pub/irs-apa/penalties6662_e.pdf
https://www.irs.gov/pub/irs-pdf/i8975.pdf
https://www.irs.gov/pub/irs-pdf/i8975.pdf
https://www.oecd.org/content/dam/oecd/en/topics/policy-sub-issues/transfer-pricing/transfer-pricing-country-profile-united-states.pdf
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You must file an FBAR for the 2025 tax year if:
You are a U.S. person (individual or entity), and
You had a financial interest in or signature/other authority over at least one foreign financial account, and
The aggregate value of all such accounts exceeded $10,000 USD at any time during the calendar year

FBAR

Filing Criteria (2025)

Bank accounts
Securities and brokerage accounts
Mutual funds and pooled funds
Accounts held through foreign
subsidiaries, trusts, or signatory
authority

Who Is Considered a U.S. Person?

Compliance

U.S. persons with foreign financial accounts may be required to file the Report of Foreign Bank and Financial
Accounts (FBAR) annually. This requirement is part of broader foreign asset reporting rules aimed at preventing
tax evasion through offshore holdings.

U.S. citizens
U.S. residents (including green
card holders)
U.S. domestic corporations,
partnerships, LLCs, trusts, and
estates

What Must Be Reported?

Must be filed electronically through the
FinCEN BSA E-Filing System
Due date: April 15, 2025
Automatic extension: until October 15,
2025 — no action required
Penalties:

Up to $10,000 per violation for non-
willful failure
Greater of $100,000 or 50% of account
value for willful violations
Potential criminal penalties in severe
cases

Filing Requirements Exemptions 
You are not required to file an FBAR if:

The account is a correspondent/Nostro
account
The account is owned by a government
entity or international financial institution
It is maintained on a U.S. military banking
facility
It is held in an IRA or a retirement plan in
which you're a participant
You’re a trust beneficiary and a U.S. person
trustee is already reporting the account

Joint filers may avoid duplicate reporting if:
One spouse files an FBAR for jointly owned
accounts, and
Both complete FinCEN Form 114a
authorizing joint filing

FOREIGN ASSET REPORTING

https://www.fincen.gov/report-foreign-bank-and-financial-accounts
https://www.irs.gov/businesses/small-businesses-self-employed/report-of-foreign-bank-and-financial-accounts-fbar
https://www.fincen.gov/report-foreign-bank-and-financial-accounts
https://www.irs.gov/pub/irs-pdf/p5569.pdf
https://www.irs.gov/pub/irs-pdf/p5569.pdf


FATCA
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The Foreign Account Tax Compliance Act (FATCA) is a U.S. law designed to combat offshore tax
evasion by requiring foreign financial institutions to report information about U.S. account holders.
Canada and the U.S. have implemented FATCA through an Intergovernmental Agreement (IGA)
that has been in effect since 2015.

INTERGOVERNMENTAL AGREEMENT (IGA) 

How It Works
Under the Canada–U.S. FATCA IGA:

Canadian financial institutions must identify and report accounts held by U.S. persons to the
CRA.
The CRA then transmits this information to the IRS.
Similarly, the IRS provides the CRA with data on accounts held by Canadian residents in the
U.S.

This information exchange occurs annually and includes personal details, account balances, and
interest/dividend income.

2025 Compliance Update
As of 2025, Canadian financial institutions continue to report U.S. person account information to the CRA for
onward transmission to the IRS.

The CRA has shared over 900,000 account records per year with the IRS under this program.
Canadian residents who are also U.S. persons (e.g., dual citizens, U.S. green card holders) must comply
with U.S. tax filing and foreign account disclosure requirements (e.g., FBAR, Form 8938).

Exempt Accounts (Canada)
The following Canadian accounts remain exempt from FATCA reporting under the IGA:

Registered Retirement Savings Plans (RRSPs)
Registered Retirement Income Funds (RRIFs)
Registered Disability Savings Plans (RDSPs)
Registered Education Savings Plans (RESPs)
Tax-Free Savings Accounts (TFSAs)
Small local banks and credit unions with less than CAD $175 million in total assets

These exemptions reduce the compliance burden on Canadian residents while preserving FATCA’s
core objectives.

FOREIGN ASSET REPORTING
continued

https://www.canada.ca/content/dam/fin/migration/treaties-conventions/pdf/FATCA-eng.pdf
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/enhanced-financial-account-information-reporting.html


What Qualifies as a Specified Foreign
Financial Asset (SFFA)?

Financial accounts held at foreign financial
institutions
Foreign stocks or securities not held in a U.S.
account
Foreign partnership interests, trusts, or
foreign retirement accounts
Financial instruments or contracts issued by or
with a non-U.S. party

Real estate held through a foreign entity (e.g.,
corporation or trust)

FORM 8938
Form 8938 is required for U.S. taxpayers who hold specified foreign financial assets
(SFFAs) exceeding certain thresholds. It must be filed with your annual Form 1040 to
comply with FATCA (Foreign Account Tax Compliance Act) reporting obligations.

Filing Thresholds for 2025

FOREIGN ASSET REPORTING
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continued

If you live abroad -
Filing Status:

Value at
Year-End

Value at
Any Time in
the Year

Single / Married
Filing Separately

$200,000 $300,000

Married Filing
Jointly

$400,000 $600,000

What Does Not Qualify? (Non-Reportable
Assets)

Personal real estate held directly (not through
a foreign entity)
Artwork, jewelry, collectibles, and precious
metals held directly
Foreign Social Security-type accounts
Gold held in a personal safe deposit box

Statement of Specified Foreign
Financial Assets 

Compliance
Filing Requirements

Must be filed with your annual Form 1040
Applies even if assets are already reported on
other forms (e.g., FBAR)
Foreign assets held in joint accounts must be
reported in full by each filer, unless an exception
applies

If you live in US -
Filing Status:

Value at
Year-End

Value at
Any Time in
the Year

Single / Married
Filing Separately

$50,000 $75,000

Married Filing
Jointly

$100,000 $150,000

Penalties for Non-Compliance
Failure to file Form 8938 when required can result
in:

A $10,000 initial penalty, and
Up to $50,000 for continued noncompliance,
plus
Potential accuracy-related penalties and
interest on unreported income

https://www.irs.gov/pub/irs-pdf/i8938.pdf


UHY CANADA/U.S. CROSS BORDER TAX ISSUES | 13

OVERVIEW
 Form T1135 is required for Canadian residents who, at any point during the year, own specified
foreign property with a total cost amount over CAD $100,000. This form helps the CRA monitor
foreign assets and enforce tax compliance on foreign income and investments.

FOREIGN ASSET REPORTING
continued

Form T1135
Foreign Income Verification Statement 

Who Must File
 You must file Form T1135 if:

You are a Canadian resident (individual, corporation, or trust), and
The total cost of your specified foreign property exceeded CAD $100,000 at any time during the
tax year

Reporting Methods 
Simplified Method Detailed Method
If the cost is between CAD $100,000 and
$250,000, you may check boxes indicating:

The types of foreign property held
The countries involved
General income earned

Detailed property-level information is not
required.

If the cost exceeds CAD $250,000, you must
report:

The country where each asset is located
Maximum cost during the year
Income earneDdAny disposition details

What Counts as Specified Foreign Property
Foreign bank or brokerage accounts
Shares of non-resident corporations,
even if held in a Canadian brokerage
Foreign bonds, debentures, or loans
Interests in foreign trusts or partnerships
Real estate outside Canada (unless held
for personal use)
Other tangible/intangible property
located outside Canada and held for
investment

What Is Not Reportable
Property used exclusively in an active
business
Shares or debt of a foreign affiliate
Personal-use property (e.g., vacation
home used only by you or your family)
Interests in exempt trusts, as defined by
subsection 233.2(1) of the Income Tax
Act

Deadline & Penalties
Due by the same date as your income tax return (T1, T2, or T3)
Must be filed electronically via CRA My Account, Represent a Client, or authorized software
Late filing penalty:

$25/day, minimum $100
Maximum of $2,500 per failure
Higher penalties for gross negligence or false statements

https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/foreign-reporting/foreign-income-verification-statement.html
https://laws-lois.justice.gc.ca/eng/acts/i-3.3/page-197.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/foreign-reporting/table-penalties.html
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Overview 
The IRS Streamlined Filing Compliance Procedures are designed to help U.S. taxpayers who non-willfully failed to
report foreign financial assets and income. The program, active since 2012, remains in effect for the 2025 tax year
and offers a path to compliance without incurring the steep penalties typically associated with offshore reporting
failures.

Streamlined Foreign Offshore Procedures
U.S. citizens or residents living outside the United States may qualify for the Streamlined Foreign Offshore
Procedures, which provide enhanced relief:
To qualify:

You must meet the non-residency test (330+ days outside the U.S. in one of the last three years)
Both spouses must meet this requirement if filing jointly
The failure to report foreign accounts and income must be non-willful

Eligibility Requirements Key Features
To qualify for the streamlined procedures, you
must meet all the following conditions:

Your failure to file was non-willful (due to
negligence, misunderstanding, or
inadvertent error)
You are not currently under IRS civil
examination for any tax year
You have a valid Taxpayer Identification
Number (TIN) or Social Security Number
(SSN)
You agree to file all required returns and
pay any taxes and interest owed

Simplified process for filing delinquent
or amended returns
Failure-to-file and failure-to-pay
penalties are waived for eligible
taxpayers
Returns may still be subject to audit,
but with reduced penalty exposure
Taxpayers must remain compliant in
future tax years

Penalty Relief:
No failure-to-file or FBAR penalties apply under this option — only tax and interest must be paid.

Section 965 Transition Tax
Taxpayers with income from deferred foreign earnings under Section 965 (mandatory repatriation) must make a
separate election outside of the streamlined procedures.

IRS STREAMLINED FILING PROCEDURES 

https://www.irs.gov/individuals/international-taxpayers/streamlined-filing-compliance-procedures
https://www.irs.gov/individuals/international-taxpayers/streamlined-filing-compliance-procedures-and-section-965
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 The procedural steps differ depending on whether the taxpayer resides inside or outside the United
States. Below is a clear breakdown of what is required under the 2025 Streamlined Filing Compliance
Procedures:

IRS STREAMLINED FILING PROCEDURES 
continued

Streamlined Foreign Offshore Procedures
For U.S. taxpayers residing outside the United States
 To qualify, you must meet the non-residency test (330 days outside the U.S. in one of the past three
years) and certify that any reporting failures were non-willful. Note: Full Payment - Remit all tax and
interest due with the amended returns. Required Submissions:

Streamlined Domestic Offshore Procedures
For U.S. residents who do not qualify for the foreign version
 These apply to U.S. taxpayers residing in the United States who failed to report foreign accounts
or income but did so non-willfully. Note: Full Payment- Submit all tax, interest, and penalty
amounts with the amended returns. Required Submissions:

Required Information Returns:

 Submit amended federal income tax
returns (Forms 1040 + related
schedules) for the most recent 3 tax
years due.

Include all relevant foreign information
forms, such as:
 3520, 3520-A, 5471, 5472, 8938, 926,
8621, if applicable.

6 FBARs (FinCEN 114):
Electronically file delinquent FBARs
for the last 6 years where reporting
was required.

Include a signed Certification by
U.S. Person Residing Outside the
U.S. explaining the reason for non-
compliance and affirming non-
willfulness.

3 Amended Returns:

Form 14653:

Pay Title 26 Miscellaneous Offshore Penalty: 

File amended federal returns for the
latest 3 years, including all applicable
foreign information forms.

Pay a penalty equal to 5% of the highest
aggregate balance/value of foreign
financial assets subject to reporting
during the covered return and FBAR
period.

6 FBARs (FinCEN 114):
Electronically file any missing FBARs
for the last 6 reportable years.

Include a signed Certification by
U.S. Person Residing in the U.S.,
explaining non-willful conduct and
penalty computation.

Amended Returns:

Form 14654:

Special Rules: Section 965 Transition Tax
If you own a Specified Foreign Corporation (SFC) such as a CFC and were subject to a Section
965(a) inclusion, you must:

Include the transition tax year (typically 2017 or 2018) in your streamlined submission
Report all subsequent years even if they fall outside the standard 3-year lookback
Make Section 965 elections (installment plans, basis adjustments, etc.) outside the
streamlined process

 Note: All returns and FBARs must be complete, electronically submitted (when required), and
accompanied by payment to be considered valid.

https://www.irs.gov/individuals/international-taxpayers/us-taxpayers-residing-outside-the-united-states
https://www.irs.gov/individuals/international-taxpayers/us-taxpayers-residing-in-the-united-states
https://www.irs.gov/individuals/international-taxpayers/us-taxpayers-residing-in-the-united-states#:~:text=The%20Title%2026%20miscellaneous%20offshore,and%20the%20covered%20FBAR%20period.


Option 1: Non-Resident
Employer Certification
Employers who qualify can apply in advance to be
exempt from Regulation 102 payroll withholding
obligations.

Employer Requirements
Must be resident in a treaty country (e.g. U.S.).
Must apply for and obtain CRA certification
under the Non-Resident Employer Program.
Must maintain proper books and records
showing the employee qualifies for exemption.
No withholding required on wages earned
during qualifying assignments.

Employer Requirements
Must be resident in a treaty country and not
taxable in Canada under the treaty.

Must be physically present in Canada for less
than 90 days in a 12-month period, or work
less than 45 days in Canada in a calendar year.
Not required to file a Canadian tax return if no
tax is payable and CRA has granted certification.

Canadian Withholdings Regulation 102
Regulation 102 requires non-resident employers (including U.S. companies) to withhold and
remit Canadian payroll tax on employees working in Canada—even if the employee is exempt
under a tax treaty. This applies unless a valid CRA waiver or certification has been obtained.
Canada provides two options to avoid the withholding and remittance of Canadian income
taxes from US employees who render employment services in Canada:

WITHHOLDING TAXES
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Option 2: Regulation 102 Waiver
If the employee does not meet the time limits
under the certification program but is still exempt
from Canadian tax under the treaty, a Regulation
102 Waiver can be requested.

Waiver Conditions
Employee remains exempt under the Canada-
U.S. Tax Treaty (e.g., earns less than CAD
$10,000 or meets limited presence tests)
Waiver application must be submitted at least
30 days before work begins in Canada.
Required if services are performed in Québec
(Revenu Québec also requires a waiver
request).

Note
A waiver only removes withholding
requirements; it does not exempt the
employee from filing a Canadian tax return if:

Tax is payable,
CRA requests it,
The employee seeks a refund, or
The employee is considered a deemed
resident.

Additional Clarifications
The $10,000 threshold determines whether
the employer must issue a T4 slip — it does
not affect the employee’s T1 return filing
obligation.
The “days in Canada” test refers to < 45
workdays in the calendar year, or < 90 total
physical days in any rolling 12-month period.
There is no rule stating that employees must
be exempt from filing a T1 return to qualify for
non-resident certification.
A Canadian tax return (T1) is only required if:

Tax is owed,
A refund is requested,
The CRA specifically asks,
Or the individual is deemed a Canadian
resident.

https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/rendering-services-canada/non-resident-employer-certification.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/rendering-services-canada/non-resident-employer-certification.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/film-media-tax-credits/behind-scenes-personnel/waivers-withholding-tax/regulation-102.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/r102-r.html
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Withholding applies to:
Fees and commissions to non-residents
Technical, consulting, or performance services
Individuals, corporations, or partnerships rendering services in Canada

Regulation 105 Withholding

When Regulation 105 Applies

Waiver or Reduction Requests

Regulation 105 of the Income Tax Regulations requires a 15% withholding tax on gross payments made to non-
residents for services performed in Canada. If services are rendered in Québec, an additional 9% provincial
withholding may apply.
This applies regardless of tax treaty exemption, unless a valid waiver or reduction is granted in advance.

Filing Obligations
Non-residents may apply for a waiver or
reduced withholding if:

They qualify for tax treaty exemption, or
Their actual net Canadian income is
expected to be lower than the gross
amount

Timing:
Applications must be submitted at least 30
days before:
The start of services in Canada, or
The first payment, whichever comes first
Separate applications are required for
Québec withholding via Revenu Québec.

Key Notes

YA waiver does not exempt the taxpayer from
filing. A Canadian tax return (T1 or T2) must still
be filed if:

Tax is payable,
CRA requests a return,
A refund is claimed, or
The individual is deemed a Canadian tax
resident

WITHHOLDING TAXES
continued

Default withholding = 15% (CRA) + 9% (Revenu Québec if applicable)
Applies on a gross basis, regardless of final tax owed
Waiver only adjusts withholding, not the filing requirement

https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/rendering-services-canada/guidelines-treaty-based-waivers-involving-regulation-105-withholding.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/r105.html
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OVERVIEW
U.S. entities paying U.S.-source income to non-residents must withhold tax, report payments using
Forms 1042/1042-S, and remit the funds to the IRS. This applies to interest, dividends, rents,
royalties, services, and ECI via partnerships (Forms 8805/8813). Proper documentation and timely
filing are required for compliance.

WITHHOLDING TAXES
continued

US Withholding Requirements

Key Forms & Filing Deadlines 
Form 1042 – Annual summary of all withholding on U.S.-source income paid to foreign persons
Form 1042-S – Individual reporting form for each payee (due March 15, 2025)
Form 8805 – Used by partnerships to report U.S.-source ECI allocated to foreign partners
Form 8813 – Used to remit withholding tax on ECI

Withholding Agent Responsibilities

Treaty & Exemptions

Effectively Connected Income (ECI)

A withholding agent can be any U.S. person or entity (including partnerships, corporations, trusts, or
estates) that makes payments of U.S.-source income to a foreign person. Responsibilities include:

Determining the appropriate withholding rate (default = 30%, unless a treaty applies)
Collecting and validating Form W-8BEN, W-8BEN-E, or Form 8233 as applicable
Filing required forms (1042, 1042-S) and making timely deposits
Retaining records for IRS audit purpose

The Canada–U.S. Tax Treaty and other treaties may reduce or eliminate withholding tax on certain
types of income. To claim benefits:

Individuals submit Form 8233 or Form W-8BEN to the withholding agent
Entities file Form W-8BEN-E
These forms must be valid, signed, and submitted before payment is made

Even with exemption, reporting is still required

Common Exemptions
Certain income types may be exempt from withholding under U.S. law or treaty provisions:

Portfolio interest (if paid to qualified foreign persons)
Capital gains (for most non-resident individuals not present in the U.S. for ≥183 days)
Certain bank deposit interest

U.S.-source income that is effectively connected with a U.S. trade or business is subject to different
withholding rules:

Partnerships must withhold on ECI allocable to foreign partners using Form 8805
Deposits must be made using Form 8813

Income must be reported annually on the non-resident’s U.S. tax return

https://www.irs.gov/pub/irs-pdf/i1042.pdf
https://www.irs.gov/pub/irs-pdf/i1042s.pdf
https://www.irs.gov/pub/irs-pdf/i8804.pdf
https://www.irs.gov/pub/irs-pdf/i8804.pdf
https://www.irs.gov/pub/irs-pdf/i8233.pdf
https://www.irs.gov/pub/irs-pdf/iw8ben.pdf
https://www.irs.gov/pub/irs-pdf/iw8ben.pdf
https://www.irs.gov/pub/irs-pdf/i8804.pdf
https://www.irs.gov/pub/irs-pdf/f8813.pdf
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Non-Residents with Canadian Rental Property 

Canadian Real Estate Investors – U.S. Requirements 

Canadian residents with U.S. real estate must:
File U.S. Tax Returns: Required for individuals,
corporations, partnerships, and trusts with
U.S. rental income or sales.
Comply with FIRPTA: The Foreign Investment
in Real Property Tax Act imposes withholding
on real estate sales by non-residents.
U.S. Estate Tax Considerations: U.S. property is
subject to U.S. estate tax. Proper ownership
structures (e.g. LLCs, partnerships, cross-
border trusts) can mitigate exposure.

Rental Property in the U.S. U.S. Filing Requirements
Annual U.S. Tax Returns: Required for all
Canadian taxpayers earning U.S. rental
income or selling U.S. property.
Electronic Filing Mandate: Under the
Taxpayer First Act, the e-file threshold is 10
or more returns per year (includes FIRPTA-
related forms)

REAL ESTATE

Rental Income 
Who must comply: Non-residents (including U.S.
persons) who earn rental income from Canadian
property.
Withholding Requirements:

25% of gross rental income must be withheld
and remitted to the CRA monthly.
A non-resident tax account is required.

NR6 Application:
To reduce withholding to 25% of net rental
income, file Form NR6 with the CRA before the
first rent payment of the year.

Once approved, the non-resident must file Section
216 Canadian tax returns annually to report actual
net income and reconcile withholdings.

Selling Canadian Real Estate –
Withholding Rules
Non-residents selling Canadian real estate must:

Notify the CRA of the sale and apply for a
Certificate of Compliance using Form T2062
within 10 days of the disposition.
In the absence of this certificate, the buyer
must withhold 25% (or 50% for certain
property types) of the gross sale price, not
just the gain.

Québec Sales: Add 12% provincial withholding if
the property is in Québec.

Selling U.S Real Estate
FIRPTA applies to the gross proceeds from the sale of U.S. real property by non-U.S. persons: by
foreign investors:

Exemption for Residence Use:
If the buyer acquires the US property for use as a residence and the sale price does not
exceed $300,000, the transaction is exempt from the withholding tax.

Reduced Withholding Rate:
If the sale price exceeds $300,000 but is below $1,000,000, and the property will be used
by the buyer as a residence, the withholding rate is 10% of the total amount realized.

Standard Withholding Rate:
If the amount realized exceeds $1,000,000, the withholding rate is 15% on the entire
amount, regardless of the use by the buyer.

The 15% withholding applies to the ownership of US real property held directly by individuals,
indirectly through partnerships, and the ownership of stock in a US real property holding
corporation.

https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/rental-income-non-resident-tax.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/rental-income-non-resident-tax.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/nr6.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/competent-authority-agreements-notices/important-reminder-nr6.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t2062.html
https://www.irs.gov/individuals/international-taxpayers/definitions-of-terms-and-procedures-unique-to-firpta#foreign
https://www.irs.gov/individuals/international-taxpayers/definitions-of-terms-and-procedures-unique-to-firpta#foreign
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ESTATES AND TRUSTS

U.S. Estate, Gift, and Generation-Skipping Taxes
U.S. estate and gift tax rules have cross-border implications for Canadians with U.S. assets or ties. For 2025, the
key exemptions and thresholds remain in effect, with important planning opportunities and compliance
considerations.

GIFT TAX  Rules
U.S. estate and gift taxes may apply to:

U.S. citizens — regardless of where they reside
Canadians living in the U.S. (e.g., green card holders or permanent residents)
Canadians owning U.S. real estate or tangible personal property

Canadian shareholders of U.S. corporations, including U.S. publicly traded stock

Federal Estate & Gift Tax Exemption
(Unified Credit):

  $13.61 million USD per individual
  $27.22 million USD for married couples

Annual Gift Tax Exclusion:
  Up to $18,000 USD per recipient
  $36,000 USD for married couples electing
to split gifts

2025 Key Thresholds and Rates
Tax Rate:

40% on taxable estates and gifts above the
exemption

Generation-Skipping Transfer (GST) Tax:
Same lifetime exemption as estate/gift
 40% GST tax rate applies to transfers skipping
one or more generations

U.S. Estate Tax for Canadian
For non-resident aliens, the U.S. estate tax
applies to:

U.S.-situs property, including:
U.S. real estate
Tangible personal property in the
U.S.
U.S. securities (e.g., stocks)

Canada–U.S. Tax Treaty Relief:
Treaty may allow pro-rated access to
the U.S. unified credit based on a ratio
of U.S. situs assets to worldwide assets
May exempt Canadian residents with
smaller U.S. asset holdings from estate
tax altogether

U.S. Trust Reporting Obligations
Canadian residents who are:

trustees,
settlors (contributors), or
beneficiaries
 of U.S. trusts may have filing obligations with
the IRS, including:
Form 3520 (Annual Return to Report
Transactions with Foreign Trusts),
Form 3520-A (Information Return of Foreign
Trust).

Penalties for late or missing forms are severe.

Deemed Canadian Resident Trusts
Under Canadian rules, a non-resident trust can be
deemed a Canadian resident (and taxed
accordingly) if:

A Canadian resident contributed assets directly
or indirectly, or
A Canadian resident is a beneficiary, and a
“connected contributor” funded the trust.

These trusts may be subject to Canadian income
tax on worldwide income, and must file a Canadian
T3 return.



What is considered Sourcing:

Sourcing of Income
When conducting e-commerce transactions, the tax treatment often depends on the source
of income, location of the buyer, and whether a Permanent Establishment (PE) exists in the
jurisdiction.

E-COMMERCE
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Provincial Digital Sales Tax
 (PST/QST)

Servers or Fulfillment Warehouses located in
another country may create a PE, leading to
corporate tax obligations in that country.
ISP, ASP, SaaS models: Taxable presence may
be determined based on location of
infrastructure (e.g. servers, routers) and
economic activity.
The OECD continues to develop BEPS 2.0 rules
for digital PEs, but as of 2025, Canada and the
U.S. still apply traditional PE thresholds (i.e.,
physical presence, agents, service duration).

Sales of Inventory: Generally sourced where
title transfers.
Sales of Intangibles: Typically sourced to the
seller’s country of residence. The CRA may also
consider the location of primary use.
Licensing of Intangibles: Sourced based on the
jurisdiction of use.
Services Income: Sourced where the services
are performed, including where employees are
located or capital is deployed.

Other Sourcing Notes
Advertising Income: Sourced where revenue-
generating activity occurs.
Streaming & Digital Media: If buyer location is
unknown, sourcing may default to domain
location or billing address.

Online Services & Sales Tax
(Canada)
GST/HST Digital Economy Rules (in effect since July
1, 2021) continue to apply in 2025:

Non-resident vendors selling digital products
and services to Canadian consumers must:

Register for simplified GST/HST
Collect and remit tax on taxable B2C
sales
Threshold: CAD $30,000 in sales over
12 months

Platform Operators are required to collect and
remit GST/HST if they facilitate sales by non-
registered suppliers.
Input Tax Credit (ITC) restrictions apply under
the simplified system—non-resident registrants
cannot claim ITCs.
GST/HST registration is not required for B2B
transactions if the Canadian customer provides
their registration number.

Digital Permanent Establishment
(PE) Considerations

British Columbia (BC): PST registration is
required if B.C. revenues exceed CAD $10,000,
including digital goods, software, or telecom
services.
Québec (QST): Non-residents supplying digital
services to individuals in Québec must register
under the Specified Registration System.
Saskatchewan & Manitoba: Similar PST rules
apply for certain digital services



UHY CANADA/U.S. CROSS BORDER TAX ISSUES | 22

Fixed place of business: Office, branch, factory, workshop, or warehouse.
Dependent agent: A person who regularly concludes contracts on behalf of the foreign enterprise.
Server/automated digital presence: A fully automated server owned and operated by the enterprise
may create a PE if used to generate business income (OECD guidance).
Construction projects: Sites or installations lasting more than 12 months generally constitute a PE.

PERMANENT ESTABLISHMENT

PE Triggers

Income Attribution

A Permanent Establishment (PE) is a fixed place of business through which a non-resident enterprise carries out
commercial activity in another country. PEs trigger tax obligations in that jurisdiction and are defined by
domestic law and tax treaties (e.g., Canada–U.S. Treaty, OECD guidance).

Profits attributable to a PE must be calculated as if the PE were a separate enterprise (Authorized OECD
Approach), considering functions performed, risks assumed, and assets used

E-COMMERCE
continued

Digital Operations
Maintaining a foreign server may create a PE if it performs core business functions.
Income from ASP, SaaS, or automated platforms is attributed based on the location of the value-
generating activities.
Internet Service Providers (ISPs): PE status depends on both personnel and equipment presence.

U.S. Sales Tax and Digital Nexus

Following the 2018 South Dakota v. Wayfair decision, U.S. states may require out-of-state businesses to
collect and remit sales tax—even without physical presence—if economic nexus thresholds are met (e.g.,
$100,000 in annual sales).
Tax Sourcing Rules

Service income is sourced to where the service is performed.
Automated services (e.g., SaaS) are generally sourced where the income-generating activity occurs.

Businesses must track cross-border activities carefully to ensure proper income attribution and avoid
noncompliance penalties.

https://www.supremecourt.gov/opinions/17pdf/17-494_j4el.pdf
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OVERVIEW
.U.S. citizens who renounce their citizenship and long-term green card holders who surrender their
permanent residency may be subject to the Exit Tax under IRC §877A. These rules are designed to
prevent individuals from avoiding U.S. tax by expatriating.

U.S. EXPATRIATION

U.S. EXPATRIATION RULES 

On the day before expatriation, a covered expatriate is treated as having sold all worldwide assets at fair market
value.

Capital gains tax applies to the unrealized gains.
2025 Exclusion Amount: The first $890,000 of gain is excluded from tax.

Exit Tax – Deemed Sale Rule

Reporting Requirements
All expatriates must file:

Final U.S. Tax Return (including the exit year)
Form 8854 to determine covered expatriate status and calculate deemed sale gains

Deferreal of Tax
Tax attributable to the deemed sale of property can be deferred until the due date of the return for the
taxable year in which the property is disposed of, provided an election to defer the tax is made. This
election is irrevocable, and adequate security, such as a bond or letter of credit, must be provided.
Interest will be charged on any tax deferral.
However, certain properties do not qualify for this election, including:

Eligible deferred compensation items.
Ineligible deferred compensation items.
Specified tax deferred accounts.
Interests in non-grantor trusts.

Special rules apply to US withholding on deferred compensation payments.

An individual is a covered expatriate if they meet any of the following at the time of expatriation:
Net Income Tax Liability Test: Average annual U.S. income tax liability exceeds $206,000 (2025
threshold) over the 5 years prior to expatriation.
Net Worth Test: Net worth is $2 million or more on the expatriation date.
Certification Test: Failure to certify compliance with all U.S. tax obligations for the prior 5 years
on Form 8854.

Who Is a Covered Expatriate?

https://www.irs.gov/instructions/i8854#en_US_2024_publink100046230
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U.S. EXPATRIATION

U.S. EXPATRIATION RULES 

An individual is a covered expatriate if they meet any of the following at the time of expatriation:
Net Income Tax Threshold: Average annual net income tax liability exceeds $201,000 (adjusted
for inflation) over the five years before expatriation.
Net Worth: Net worth is $2 million or more at the time of expatriation.
Certification Failure: Failure to certify compliance with U.S. tax obligations for the five years prior
to expatriation (Form 8854 required).

Exceptions to the Exit Tax

continued

The Reed Amendment
Though rarely enforced, the Reed Amendment allows the U.S. to bar reentry to individuals who
expatriate to avoid U.S. tax. While enforcement mechanisms remain unclear, the law is still in effect.

TERMINATION OF RESIDENT STATUS
Long term residents of the US terminate their resident status by:

File Form I-407 with USCIS, or
claim non-residency via treaty tie-breaker rules and notify the IRS using Form 8833 and Form 8854

Long-term resident subject to the same exit rules if:
You held a green card in at least 8 of the last 15 years, even if only for a single day in each year.

https://www.irs.gov/instructions/i8854#en_US_2024_publink100046230
https://www.irs.gov/instructions/i8854#en_US_2024_publink10001539
https://www.uscis.gov/sites/default/files/document/forms/i407instr.pdf
https://www.irs.gov/pub/irs-pdf/f8833.pdf
https://www.irs.gov/pub/irs-pdf/i8854.pdf
https://www.irs.gov/pub/irs-pdf/i8854.pdf
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A PE is triggered when:
A U.S. individual is physically present in
Canada for 183 days or more in any 12-
month period, and
More than 50% of the enterprise’s gross
active revenues are derived from services
performed by that individual in Canada.

Individual Service Provider Test Enterprise Test 

MISCELLANEOUS

Planning Opportunities for Canadian Entrepreneurs

As of 2025, the Lifetime Capital Gains Exemption (LCGE) in Canada:
Has increased to CAD $1.25 million for Qualified Small Business Corporation (QSBC) shares
Applies to dispositions on or after June 25, 2024
Indexed again starting in 2026

PE FOR SERVICE PROVIDERS TO CANADA
Under Article V of the Canada–U.S. Tax Treaty, a U.S. enterprise providing services in Canada may be deemed to
have a Permanent Establishment (PE) in Canada—even without a fixed place of business—if either of the
following tests is met:

The U.S. enterprise provides services in Canada
for 183 days or more in any 12-month period, and
The services are related to the same or a
connected project for:
Clients who are residents of Canada, or
Clients who maintain a PE in Canada.

Passive Foreign Investment Companies (PFIC) – U.S. Tax Rules
U.S. persons who own shares in Passive Foreign Investment Companies (PFICs) are subject to detailed annual
reporting—regardless of whether income was distributed.

Form 8621 – Annual PFIC Reporting:
Required for each PFIC, even if no distributions occurred
Must include income, gains, and elections (e.g., QEF or mark-to-market)
Form 8621 is generally required, though simplified reporting may apply for low-value PFIC holdings

2025 De Minimis Filing Thresholds:
$25,000 aggregate value of all directly owned PFIC stock, or
$5,000 value for indirect ownership through another entity.

These thresholds do not eliminate the Form 8621 filing obligation but may reduce the information required under
specific IRS regulations.

Ownership Rules & Anti-Duplication
Complex attribution rules apply to indirect ownership (e.g., PFICs held via a partnership, trust, or controlled
foreign corporation).
The IRS prohibits duplicate reporting for the same PFIC interest owned through multiple layers

Lifetime Capital Gains Exemption (LCGE):

Canadian Entrepreneurs’ Incentive (CEI):
Effective Jan 1, 2025e  Canadian Entrepreneurs’ Incentive (CEI): 

Reduces the capital gains inclusion rate to 33.33%
Applies to up to $2 million in lifetime eligible gains
Available in addition to the LCGE for qualifying business founders

https://www.canada.ca/en/revenue-agency/services/forms-publications/publications/t4037/capital-gains.html
https://www.canada.ca/en/revenue-agency/services/tax/businesses/topics/corporations/provincial-territorial-corporation-tax/permanent-establishment.html
https://www.irs.gov/pub/irs-pdf/i8621.pdf
https://www.canada.ca/en/department-finance/news/2025/01/government-of-canada-announces-deferral-in-implementation-of-change-to-capital-gains-inclusion-rate.html
https://www.canada.ca/en/department-finance/news/2025/01/government-of-canada-announces-deferral-in-implementation-of-change-to-capital-gains-inclusion-rate.html
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MISCELLANEOUS

Province/Territory GST PST HST Total

Alberta 5% - - 5%

British Columbia 5% 7% - 12%

Manitoba 5% 7% - 12%

New Brunswick - - 15% 15%

Newfoundland&
Labrador

- - 15% 15%

Northwest Territories 5% - - 5%

Nova Scotia 5% - 9% 14%

Nunavut 5% - - 5%

Ontario - - 13% 13%

Québec 5% 9.975% - 14.975%

Prince Edward Island - - 15% 15%

Saskatchewan 5% 6% - 11%

Yukon 5% - - 5%

continued

US entities are required to register for and charge Canadian sales taxes if they meet the definition of “carrying on
business” in Canada.

Sales Taxes in Canada 
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MISCELLANEOUS

SECTION 385 US INTERCOMPANY DEBT–EQUITY RULES – 2025 UPDATE
 The IRS continues to enforce final regulations under Section 385, which reclassify certain intercompany debt
instruments as equity for U.S. tax purposes. These rules aim to curb earnings stripping and apply to related-party
transactions that lack economic substance.

ANTI-INVERSION GUIDANCE

continued

Key Exemptions:
 The first $50 million in related-party debt issued for short-term purposes or to fund new investments in a
controlled subsidiary remains exempt from reclassification.

Conditions for Reclassification as Equity:
Distribution to Shareholders: Debt issued in connection with a distribution may be recharacterized as
equity.
Exchange for Affiliate Stock: Debt used to acquire affiliate stock is treated as equity.
Certain Asset Reorganizations: Debt issued during specific internal reorganizations may be reclassified.

The IRS continues to apply anti-inversion rules under IRC §§ 7874 and 367 to discourage U.S. corporations from
shifting their legal domicile abroad to reduce tax liabilities. These rules remain unchanged for the 2025 tax year.
A corporate inversion generally occurs when a U.S. company reorganizes under a foreign parent. The tax
consequences depend on the level of post-transaction ownership retained by the former U.S. shareholders.

Ownership Thresholds and Tax Consequences:
60% to <80% Ownership:

 The foreign corporation remains foreign, but tax attributes such as NOLs are limited, and an excise tax
may apply under IRC §4985.

80% or Greater Ownership:
 The foreign corporation is treated as a U.S. entity for tax purposes, eliminating the intended tax benefit
of the inversion.

These rules are designed to limit tax avoidance by imposing consequences based on continuity of ownership.
Additional guidance from Notice 2015-79, including stricter residency tests and post-inversion gain rules, remains
in effect for 2025. Corporations considering cross-border reorganizations should continue to assess their
structure in light of these restrictions.

https://answerconnect.cch.com/topic/aee403687cb11000b29090b11c18cbab034/corporate-debt-equity-considerations-and-section-385-regulations
https://www.irs.gov/newsroom/irs-ramps-up-new-initiatives-using-inflation-reduction-act-funding-to-ensure-complex-partnerships-large-corporations-pay-taxes-owed-continues-to-close-millionaire-tax-debt-cases
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MISCELLANEOUS

LEVERAGED PARTNERSHIPS 
 In recent years, the IRS has tightened regulations to limit the use of leveraged partnerships as a tax-free
means to extract cash from a business. Previously, partners could receive tax-free cash distributions financed
by partnership debt. However, new regulations have been implemented to reclassify partnership liabilities as
nonrecourse liabilities in certain situations.

OTHER US REPORTING ISSUES

FORM 5471:  Foreign Corporations
For who: U.S. persons with interests in certain foreign corporations (e.g., officers, directors, ≥10%
shareholders)
Penalties:

$10,000 per annual accounting period for failure to file
Additional $10,000 per 30-day lapse after 90 days (up to $50,000 max)
Possible loss of foreign tax credits and extended audit period under §6501(c)(8)

FORM 5472: Foreign-Owned U.S. Corporations
For who: U.S. corporations that are 25%-foreign owned or foreign corporations engaged in U.S. trade or
business
Penalties:

Minimum $25,000 per filing
Additional $25,000 penalty for each 30-day failure post-IRS notice (no cap)

FBAR (FinCEN Form 114): 
For who: U.S. persons with total foreign financial accounts > $10,000 at any point in the year
Penalties

Non-willful: up to $10,000 per violation
Willful: greater of $100,000 or 50% of the account balance

WITHHOLDING (Forms 1042 and 1042-S)
For who: U.S. payors of U.S.-source income to foreign persons (e.g., dividends, interest, royalties).
Penalties: 5% of unpaid tax per month, up to 25% total (per IRS Form 1042 instructions). Confirmed via
Form 1120-F instructions referencing analogous penalties 

FORM 1120-F: 
For who: Foreign corporations engaged in U.S. business or with U.S. effectively connected income.
Penalties:

Late filing: 5% of unpaid tax per month, up to 25%; minimum penalty after 60 days is $510 
Consequences include denial of deductions, causing taxation on gross income

continued

https://www.irs.gov/newsroom/irs-ramps-up-new-initiatives-using-inflation-reduction-act-funding-to-ensure-complex-partnerships-large-corporations-pay-taxes-owed-continues-to-close-millionaire-tax-debt-cases
https://www.irs.gov/pub/irs-pdf/i5471.pdf
https://www.irs.gov/pub/irs-pdf/i5471.pdf
https://www.irs.gov/pub/irs-pdf/i5472.pdf
https://www.irs.gov/businesses/small-businesses-self-employed/report-of-foreign-bank-and-financial-accounts-fbar
https://www.irs.gov/businesses/small-businesses-self-employed/report-of-foreign-bank-and-financial-accounts-fbar
https://www.irs.gov/pub/irs-pdf/i1042.pdf
https://www.irs.gov/pub/irs-pdf/f1042s.pdf
https://www.irs.gov/pub/irs-pdf/i1120f.pdf?utm_source=chatgpt.com
https://www.irs.gov/pub/irs-pdf/i1120f.pdf
https://www.irs.gov/pub/irs-pdf/i1120f.pdf
https://www.irs.gov/pub/irs-pdf/i1120f.pdf
https://www.irs.gov/pub/irs-pdf/i1120f.pdf
https://www.irs.gov/pub/irs-pdf/i1120f.pdf
https://www.irs.gov/pub/irs-pdf/i1120f.pdf
https://www.hco.com/insights/u.s.-income-tax-return-of-a-foreign-corporation-form-1120-f?utm_source=chatgpt.com
https://www.irs.gov/pub/irs-pdf/i1120f.pdf
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T1135 – Foreign Property Reporting: 
For who: Canadian taxpayers holding specified foreign property with a total cost > $100,000 at any point
during the year
Deadline: Same as annual tax return (e.g., April 30 for individuals).
Reporting options:

Part A: Simplified method if property never exceeds $250,000
Part B: Detailed reporting if cost exceeds $250,000.

Penalties:
Default: CAD $25/day, min $100, max $2,500
Gross negligence: CAD $500/month up to $12,000 + 5% of cost if over 24 months

T1134 – Foreign Affiliate Reporting: 
For who: Taxpayers  foreign affiliates and controlled foreign affiliates. (≥ 10% owned, taxpayer holds ≥ 1%)
Deadline: Within 10 months of fiscal year-end
Penalty relief: CRA may waive penalties if taxpayer shows due diligence

T106 – Reporting Non-Arm’s Length Transactions with Non-Residents: 
For who: Taxpayer must report transactions with non-arm's length non-residents if the total annual
amount exceeds $1,000,000. 
De minimis: No detailed Part III reporting if under $100,000 per non-resident
Deadline: With annual tax return (e.g., June 30 for corporations) 
Penalties:

Late T106 slip: CAD $25/day, max $2,500
Gross negligence: up to CAD $12,000 per failure; after CRA demand, up to CAD $24,000; false or
omitted: up to $24,000

T4A-NR – Payments to Non-Residents for Services Performed in Canada: 
For who: Taxpayers who make payments to non-residents for services performed in Canada must file a
T4A-NR information return with the CRA. 
Deadline: End-February of the following year.
Penalties: Range from $1,000 to $7,500+, depending on number of slips 

NR4 – Payments to Non-Residents Report: 
For who: Canadian residents or businesses who pay non-residents interest, dividends, rent, royalties, etc.
Deadline: 90 days after calendar year-end.
Penalties: $1,000–$7,500+, depending on number of slips (not detailed in CRA results but supported by
industry guidance).

NR6 – Undertaking to Withhold on a Net Basis from Rental Income Paid to Non-Residents: 
For who: Non-residents earning rental income in Canada wanting to pay on net income rather than gross.
Form NR6 due before first rental payment and must be approved by CRA. Withholding then applies only
on net income.
Consequences: If approved, payor withholds tax on net instead of gross; failure to file leads to default 25%
gross withholding.

OTHER CANADIAN REPORTING ISSUES

continued

https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t1135.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/foreign-reporting/information-returns-relating-foreign-affiliates.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/foreign-reporting/information-returns-relating-foreign-affiliates.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t106.html
https://www.pwc.com/ca/en/services/tax/publications/tax-insights/2025-annual-tax-filing-remittance-deadlines-corporations.html?utm_source=chatgpt.com
https://www.canada.ca/en/revenue-agency/services/forms-publications/publications/rc4445/t4a-payments-non-residents-services-provided-canada.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/publications/t4061/nr4-non-resident-tax-withholding-remitting-reporting.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/rental-income-non-resident-tax/filing-reporting-requirements.html
https://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/information-been-moved/rental-income-non-resident-tax/filing-reporting-requirements.html


UHY CANADA/U.S. CROSS BORDER TAX ISSUES | 30

MISCELLANEOUS

NR301 - Declaration for Benefits under a Tax Treaty for Individuals, Corporations, or Trusts: 
Non-residents receiving Canadian-source income—such as dividends, interest, management fees, rents, or
royalties—must complete Form NR301 to claim a reduced withholding tax rate under an applicable tax treaty.
This form confirms the recipient’s residency, beneficial ownership, and treaty entitlement.

NR302 - Declaration for Benefits under a Tax Treaty for a Partnership: Similar to NR301, this form is for
partnerships benefiting from treaty-reduced withholding rates on payments to non-residents.

NR303 - Declaration for Benefits under a Tax Treaty for a Hybrid Entity: Hybrid entities benefiting from treaty-
reduced withholding rates on dividends, interest, management fees, rents, and royalties paid to non-residents
must complete Form NR303. This form helps hybrid entities accurately claim reduced tax rates in compliance
with relevant tax treaties​

T2 SCHEDULE 91 & 97 – Treaty-Exempt Income Tax Return for Non-Resident Corporations: Non-resident
corporations conducting business in Canada without a permanent establishment, as defined under a tax treaty,
must file a T2 corporate income tax return annually to report Canadian-source income and claim treaty
exemptions.

Schedule 91 reports treaty-exempt income.
Schedule 97 identifies the types of Canadian income earned.
The T2 return is due six months after the fiscal year-end. 
Late filing may result in penalties of up to $2,500 per return.

T5018 – Construction Industry Subcontractor Payment Reporting:  Businesses primarily engaged in construction
must file a T5018 Information Return to report payments made to subcontractors. Reporting may be based on
the calendar year or fiscal year. Penalties for late filing range from $1,000 to $2,500 or more, depending on the
number of slips not filed on time.

continued

BACK-TO-BACK RULES 
Canada’s back-to-back rules, originally introduced in 2014, remain in effect for 2025 and continue to prevent the
use of intermediary entities to avoid withholding taxes or circumvent thin capitalization rules. The rules have
since been expanded to address a broader range of cross-border financing and payment structures.

Key Applications:
Expanded Scope of Payments:

The rules apply to interest, as well as royalties, rents, and similar recurring payments, to prevent the
improper reduction of withholding tax through conduit arrangements.

Multiple Intermediary Structures:
 Structures involving multiple tiers of intermediaries are captured, closing gaps where layered financing
was used to avoid Canadian tax obligations.

Character Substitution Rules:
 Payments structured to mimic interest or royalty income under different labels are recharacterized to
reflect their true economic substance.

Outbound and Shareholder Loans:
 The rules extend to outbound loans made by Canadian entities to non-resident shareholders or affiliates
through intermediaries. This ensures indirect shareholder lending is properly taxed.

These enhancements ensure a comprehensive approach to preventing tax avoidance through intermediary
structures and maintaining the integrity of the tax system.

OTHER CANADIAN REPORTING ISSUES

https://www.canada.ca/en/revenue-agency/services/forms-publications/information-on-forms-nr301-nr302-nr303.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/nr302.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/nr303.html
https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t2.html
https://www.canada.ca/en/revenue-agency/services/tax/businesses/topics/payroll/completing-filing-information-returns/t5018-slip-statement-contract-payments.html
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EXPANSION OF SUBSECTION 55(2) ANTI-AVOIDANCE RULE
OVERVIEW:
Intercorporate dividends are generally tax-free in Canada. However, Subsection 55(2) of the Income Tax Act includes
anti-avoidance provisions that recharacterize certain dividends as capital gains when used to reduce capital gains tax
or manipulate share value or cost base.
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continued

Expanded Triggers:
 Subsection 55(2) now applies if a dividend is received and:

Reduces or avoids a capital gain on the shares of the dividend-paying corporation;
Significantly reduces the fair market value (FMV) of any share; or
Increases the adjusted cost base (ACB) of property held by the dividend recipient.

Key Rules and Exceptions:
Results Test: If a dividend paid as part of a redemption under subsection 84(3) significantly reduces a capital
gain that would otherwise be realized, it may be fully recharacterized as a taxable capital gain.
Safe Income Exception: Dividends paid from properly calculated “safe income” (after-tax retained earnings)
remain exempt. CRA scrutiny of safe income allocations has increased, and proper documentation is critical.
Related-Party Exception: This exception applies only to specific transactions, such as bona fide corporate
reorganizations. It no longer offers broad protection for related-party structures.
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