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  U.S. Repatriation Tax — Pay 
First Instalment by April 17 
April 12, 2018 
No. 2018-22 

Certain U.S. individual shareholders residing in Canada may elect to pay repatriation tax in 
instalments. The new U.S. mandatory repatriation rules introduced as part of the recent 
U.S. tax reform requires U.S. shareholders of a U.S.-controlled foreign corporation with an 
income inclusion for the 2017 tax year to pay a one-time repatriation tax. Affected 
shareholders may be able to elect to defer some of this tax and pay in annual pre-set 
instalments over eight years rather than all at once. Although taxpayers can make this 
election on their 2017 tax return’s due date, even if it has been extended until later in 2018, 
the first instalment payment for individuals, which represents 8% of the tax liability, must be 
paid by April 17, 2018. However, specified individual taxpayers residing out of the U.S. are 
eligible for an automatic extension of time to June 15 to pay the first instalment payment.  

To make this election, a shareholder must attach a statement to their 2017 return. 
Individuals must also have sufficient information to estimate the net tax liability and make 
the required payment.   

Background 
Among other changes, the recent U.S. tax reform changes the taxation of a U.S. 
corporation’s foreign earnings from a “worldwide” system to a hybrid “territorial” system. 
These rules may affect certain U.S. individual shareholders of Canadian or other non-
U.S. corporations with accumulated unrepatriated earnings. This change affects U.S. 
individual shareholders holding a 10% voting interest in a specified foreign corporation 
(e.g., a Canadian corporation) that is a controlled foreign corporation (i.e., controlled by 
U.S. persons with each U.S. person in the controlling group owning at least 10% of the 
corporation’s voting stock). Where the corporation is not controlled by U.S. 
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shareholders, the deemed repatriation will still apply if at least one of the U.S. 
shareholders is a U.S. domestic corporation. 

The new rules require a U.S. individual shareholder to include in their income, for U.S. 
tax purposes, for the controlled foreign corporation’s last tax year beginning before 
2018, the shareholder's pro-rata share of the controlled foreign corporation’s 
accumulated post-1986 historical Earnings & Profits (E&P). This income must be 
included to the extent that the E&P have not been previously subject to U.S. tax, 
determined as of the E&P on November 2, 2017, or December 31, 2017 (whichever is 
higher). The portion of E&P attributable to cash, or cash equivalents, would be taxed at 
a 15.5% rate, while the remainder would be taxed at an 8% rate (i.e., E&P that were 
reinvested in the foreign subsidiary's business, such as property, plant, fixtures and 
equipment). This lower tax rate is intended to recognize that these assets are in 
productive use and/or essentially illiquid.  

The repatriation taxes will apply even though a Canadian corporation paid corporate tax 
in Canada on its “deferred income” (i.e., income not yet repatriated to the U.S. individual 
shareholder). For details, see TaxNewsFlash-Canada 2017-66, “U.S. Shareholders —
Take Action by December 31”. 

For details of these changes, see TaxNewsFlash-Canada 2017-63, “Highlights of New 
U.S. Personal Tax Changes”. For details of the corporate measures in the U.S. tax bill, 
see TaxNewsFlash-Canada 2017-65, “Canadian Multinationals — Prepare for U.S. Tax 
Changes”. 

 
Action needed — Make first instalment payment by original tax filing due date 

U.S. individual shareholders, including those living in Canada, should consider whether it 
makes sense to make this election, which extends the period for paying the tax and 
gradually increases the percentage paid of the net tax liability over eight years, as follows: 

• Years 1-5 — 8% of the tax 

• Year 6 — 15% of the tax 

• Year 7 — 20% of the tax 

• Year 8 — 25% of the tax 

The rules provide that taxpayers must pay the first instalment by their original tax filing due 
date of April 17, 2018. However, the IRS and the U.S. Treasury Department issued Notice 
2018-26 on April 2, 2018 providing that they intend to issue regulations to confirm that an 
individual shareholder who has an extension to file its tax return to June 15, 2018 as a 
result of having their tax home outside the U.S., will also have an extension to June 15, 

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-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-highlights-of-new-us-personal-tax-changes.pdf
http://image.kpmgemail.com/lib/fe691570716d047c7016/m/4/ca-highlights-of-new-us-personal-tax-changes.pdf
http://image.kpmgemail.com/lib/fe691570716d047c7016/m/4/ca-highlights-of-new-us-personal-tax-changes.pdf
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2018 to pay the first instalment payment.  Failure to pay the first instalment by the 
applicable due date will result in the taxpayer being liable for the entire amount of the 
repatriation tax in 2018.  

Net investment income tax may also be immediately payable (with no ability to pay over 
eight years) on the mandatory repatriation inclusion if the income is considered to be 
derived from a “passive activity” to the shareholder, or an election has been made 
(previously or in the current tax year) to treat subpart F income as net investment income. 

In addition, an individual’s state income tax liability may be impacted by the mandatory 
repatriation inclusion.  

We can help 

Your KPMG adviser can help you assess the effect of the U.S. tax legislation on your 
business and personal tax situations. For more details on U.S. tax reforms and their 
possible impact, contact your KPMG adviser. 
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