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U.S. citizens who own shares of Canadian corporations may have new U.S. tax liabilities 
for 2018. If you are a U.S. citizen or resident individual who owns shares of a Controlled 
Foreign Corporation (CFC), including a Canadian corporation (i.e., a Canco), you may be 
personally subject to U.S. federal income tax on a portion of the income earned by the 
corporation starting in 2018. The new Global Intangible Low-Taxed Income (GILTI) tax 
regime was introduced as part of the recent U.S. tax reform changes and it applies for the 
first time in 2018. These rules require U.S. citizens or residents who own 10% or more of 
the votes or value of a CFC, such as a Canco, to include as income on their individual U.S. 
income tax return each year amounts earned by the CFC that exceed a certain rate of 
return threshold. These new obligations are in addition to the U.S. repatriation tax that 
applied for 2017. 

If you are in this situation, you may want to consider changes to your shareholdings, your 
business structure and investment strategies to mitigate the effects of these new U.S. tax 
rules. In addition, you may be able to benefit from making a special election to pay a lower 
U.S. corporate tax rate on the income inclusion. You should also consider paying dividends 
in 2018 to match the timing of Canadian and U.S. tax in order to make use of foreign tax 
credits. 

Background 
Among other changes, the recent U.S. tax reform included measures affecting the 
taxation of income derived from certain foreign corporations (i.e., non-U.S. 
corporations). Specifically, the United States introduced GILTI as a new class of income 
for certain U.S. taxpayers who hold shares in a CFC, such as a Canco. To be 
considered a CFC, more than 50% of the votes or value of a foreign corporation must be 
owned by U.S. shareholders, each of whom own 10% or more of the corporation’s votes 
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or value. Prior to 2018, the definition of U.S. shareholder included only those owning 
voting shares, but the U.S. tax reform changed the definition to include shareholders 
who also own at least 10% of the value of a foreign corporation. As a result, some 
Canadian corporations that were not previously CFCs may now be considered CFCs, 
and some shareholders who previously were not U.S. shareholders may now be 
considered as such. 

Despite its name, GILTI is not limited to income derived from intangible property or low-
taxed income. These new rules generally subject the CFC’s corporate income in excess 
of 10% of the depreciated cost base of its depreciable assets to immediate U.S. taxation 
in the hands of the U.S. shareholders, even if it is not distributed. The rules apply if you 
own shares directly in a CFC, and also if you own them indirectly. Previously, taxpayers 
could defer U.S. tax on corporate active business earnings until the earnings were 
distributed as a dividend, and they also may have been eligible for the reduced qualified 
dividend rate of 20% on distributions. The GILTI income is taxed at graduated U.S. 
personal tax rates as ordinary income in the year it is earned by the CFC. 

U.S. individual shareholders of a CFC, such as a Canco, were also subject to a one-
time repatriation tax for the 2017 tax year. For details, see TaxNewsFlash-Canada 
2017-66, “U.S. Shareholders —Take Action by December 31”.  

For more on other personal changes introduced as part of U.S. tax reform, see 
TaxNewsFlash-Canada 2017-63, “Highlights of New U.S. Personal Tax Changes”. For 
details of new U.S. corporate measures, see TaxNewsFlash-Canada 2017-65, 
“Canadian Multinationals — Prepare for U.S. Tax Changes”. 

 
U.S. citizens living in Canada are liable for GILTI tax 

Essentially, corporate income that exceeds a 10% return on depreciable tangible assets 
owned by a CFC, such as a Canco, is considered GILTI. Thus, U.S. individual 
shareholders of many Canadian corporations that do not heavily invest in depreciable fixed 
assets (e.g. professional corporations) will be subject to these new rules. Without planning, 
double tax may result, as the GILTI inclusion and the related U.S. tax is payable in the year 
that the income is earned by the corporation, whereas the Canadian tax is payable when a 
dividend is paid. 

Under the new rules, U.S. shareholders must include this income on their U.S. tax returns, 
where it will be taxed at regular U.S. federal income tax rates of up to 37%. U.S. individual 
shareholders who are subject to a GILTI inclusion are not eligible to claim certain 
deductions that are available for U.S. corporate shareholders. A U.S. individual 
shareholder is also not eligible to claim indirect foreign tax credits for taxes paid by the 
CFC that relate to the GILTI inclusion (unlike U.S. corporate shareholders).  As a result, a 
U.S. individual shareholder of a CFC is more likely to face much higher taxes as a result of 
these new rules. 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-us-shareholders-take-action-by-december-31.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-highlights-of-new-us-personal-tax-changes.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-canadian-multinationals-us-tax-changesv2.pdf
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The GILTI rules are effective for a corporation’s first tax year beginning after December 31, 
2017. Therefore, an individual U.S. shareholder of a CFC, such as a Canco, with a 
December 31 year-end may have a GILTI inclusion for their 2018 tax year. In the case of a 
U.S. shareholder with an off-calendar year (say, November 30) he or she will be subject to 
the GILTI rules beginning with the individual’s 2019 tax year. Most CFCs are required to 
report on a calendar year basis for U.S. tax purposes. 

Action needed  

If you are a U.S. shareholder who faces a high U.S. tax rate on your GILTI inclusion, you 
may want to consider alternatives to help mitigate the effects of this new tax regime, 
including adjusting business structures or making an annual election to have your GILTI 
inclusion taxed at the U.S. corporate rate. If you make this election (under Section 962 of 
the U.S. Internal Revenue Code), you may be able to claim foreign tax credits for up to 
80% of the Canadian taxes paid or accrued by the Canadian corporation, as well as a 
potential 50% deduction available to U.S. corporations that have GILTI income. 

To make this special election for 2018, you must file a statement with your U.S. tax return 
for that year. Since this is an annual election, it must be made separately each year and 
does not have to be made consistently. 

There are other alternatives to consider as well, including renouncing U.S. citizenship, 
converting Canadian corporations to Unlimited Liability Companies, gifting or selling shares 
to non-U.S. persons, paying dividends annually, or winding up the Canadian corporation. 
Since these alternatives all have important tax implications they should only be pursued 
with appropriate Canadian and U.S. tax advice. 

We can help 

Your KPMG adviser can help you assess the effect of the new U.S. tax legislation, 
including your GILTI obligations, on your personal tax situation. In addition, we can advise 
you about the costs and benefits of alternatives available to minimize the impact of the 
GILTI rules. For more details, contact your KPMG adviser. 

 
 

  
kpmg.ca 

 

 

 

 

 

 

 

 

 
 

 
 

  

  
Contact Us | KPMG in Canada Privacy Policy | KPMG On-Line Privacy Policy | Legal 
 
 
Information is current to July 12, 2018. The information contained in this TaxNewsFlash-Canada is of a general nature 
and is not intended to address the circumstances of any particular individual or entity. Although we endeavour to provide 
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received 
or that it will continue to be accurate in the future. No one should act upon such information without appropriate 
professional advice after a thorough examination of the particular situation. 

© 2018 KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of independent 
member firms affiliated with KPMG International Cooperative ("KPMG International"), a Swiss entity. All rights reserved. 
The KPMG name and logo are registered trademarks or trademarks of KPMG International. 
  

  

https://home.kpmg.com/ca/en/home.html
https://home.kpmg.com/ca/en/home/misc/contact-kpmg.html
https://home.kpmg.com/ca/en/home/misc/privacy.html
https://home.kpmg.com/ca/en/home/misc/privacy.html
https://home.kpmg.com/ca/en/home/misc/legal.html
https://www.linkedin.com/company/kpmg-canada
https://twitter.com/KPMG_Canada
https://www.youtube.com/KPMGCanada
https://plus.google.com/+KpmgCa
https://www.linkedin.com/company/kpmg-canada
https://twitter.com/KPMG_Canada
https://www.youtube.com/KPMGCanada
https://plus.google.com/+KpmgCa
https://www.linkedin.com/company/kpmg-canada
https://twitter.com/KPMG_Canada
https://www.youtube.com/KPMGCanada
https://plus.google.com/+KpmgCa
https://www.linkedin.com/company/kpmg-canada
https://twitter.com/KPMG_Canada
https://www.youtube.com/KPMGCanada
https://plus.google.com/+KpmgCa

	Canadian Residents May be Caught by New U.S. GILTI Tax 



