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p to two million Americans reside
or work in Canada. If you have
some clients in this category, you
know they have the onerous task
of filing tax returns in two differ-
ent tax jurisdictions annually.
Further complicating matters is
the fact that the rules in both

Canada and the United States are different. 
One example relates to the taxation of Canadian

investments such as mutual funds and ETFs. For U.S.
tax purposes, these products are treated as Passive
Foreign Investment Corporations (PFICs) when owned
by an American. As such, they must be reported annu-
ally by filing IRS Form 8621. While many Canadian
investment companies are trying to ease this reporting
burden by providing the necessary U.S. tax reporting,
the form itself can be intimidating and complex.
By definition, a PFIC will meet either one of the fol-

lowing two tests:
• Income test: 75 per cent or more of the corporation’s
gross income for its taxable year is passive income (i.e.,
investment income and not income from an active busi-
ness)
• Asset test:  At least 50 per cent of the average percentage
of assets held by the foreign corporation during the tax-
able year are assets that produce passive income or are
held for the production of passive income.
PFIC income and capital gains will be classified as
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When Americans move north, tax filing becomes 
complicated for foreign investments. Curtis Davis
walks us through the tricky Form 8621
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either excess distributions or non-excess distributions.
An excess distribution is greater than 125 per cent of
the three-year average distributions (or shorter if the
holding period is less than three years). A non-excess
distribution is below this threshold. In the first year, no
part of the distribution will be treated as an excess dis-
tribution. The capital gain that results when a PFIC is
sold is treated as an excess distribution. Both excess and
non-excess distributions are taxed as ordinary income,
but excess distributions are taxed at top tax rates for the
year earned or allocated. Non-excess distributions are
taxed at the taxpayer’s tax rate. Top tax rates in the U.S.
from 1987–2016 are:

As you can see, the tax treatment, including dispositions
of PFICs, is complex and harsh. The reporting of a PFIC
on Form 8621 (without elections) can be equally as com-

TAX YEAR(S)                              HIGHEST RATE OF TAX IN EFFECT

2013–2016                                          39.6%

2003–2012                                          35.0%

2002                                                   38.6%

2001                                                   39.1%

1993–2000                                         39.6%

1991–1992                                          31.0%

1988–1990                                          28.0%

1987                                                   38.5%

SOURCE: IRS: INSTRUCTIONS FOR FORM 8621
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plex as the allocation and tax calculations related to excess distri-
butions, and must be done manually on a separate document that
is attached to the 8621. There are alternatives to the tax treatment
described above that can be less punitive and simpler to report on
the 8621. To have access to such alternatives, individuals must elect
to have PFICs treated differently for U.S. tax purposes.
Alternatively, if a PFIC holding meets certain criteria, it can be
exempt from reporting altogether.

Exceptions to PFIC Reporting
There are exceptions to the PFIC reporting rules. If the criteria
for the exceptions are met, Form 8621 does not need to be com-
pleted. However, if the U.S. person wants to make an election to
have the PFIC treated differently for U.S. tax purposes, the 8621
will need to be filed annually.

Completing Form 8621 is not required if:
• the PFIC had no distributions and no dispositions took place,
and
• the year-end value of all PFICs held by the individual does not
exceed $25,000.

Any PFICs held in Canadian retirement accounts such as RRSPs,
RRIFs, and RPPs are also exempt from reporting. However, PFICs
held in other Canadian registered accounts such as Tax-Free
Savings Accounts, Registered Education Savings Plans and
Registered Disability Savings Plans are not exempt. The benefit
of the tax elections available to reduce the tax burden of a PFIC
may outweigh the exemption from reporting. As such, an indi-
vidual may still elect to complete Form 8621 even if they meet the
criteria above. 

Available Tax Elections
On Form 8621 there are currently eight options under the elec-
tions section. For Canadian investors, two will be of particular
interest:
Mark-to-Market Election (MTM) – Allows the individual to rec-
ognize an annual year-end deemed disposition. This deemed dis-
position and all other income (interest, dividends, and capital
gains) is reported as ordinary income and taxed at the individual’s
tax rate. The MTM election cannot be made retroactively. For
years of ownership prior to the election, the investment is taxed
under the excess distribution method. Going forward, the invest-
ment will be taxed based on the MTM election.

Qualified Electing Fund (QEF) – Allows the individual to include
their pro-rata share of the investment’s income on the U.S. tax
return. Investment income such as interest and dividends is taxed
as ordinary income (at the taxpayer’s marginal tax rate) and net
capital gains are reported and taxed as long-term capital gains.
This can only be provided to the individual through an Annual
Information Statement (AIS). The QEF election allows the U.S.
tax treatment to most closely align with the Canadian tax treat-
ment, as the preferred tax treatment of capital gains is recognized.

Also, the QEF avoids the penalties, interest charges, and taxation
at top U.S. tax rates. As a result, the QEF is the preferred election
for most Canadian resident tax filers.
Unfortunately, Canadian tax reporting found on a T3 or T5 is

not sufficient to assist U.S. persons with the completion of Form
8621. While an AIS is required for the QEF election, it is not required
for the MTM election, or simply reporting the PFIC.

First Year of Holding a PFIC
Let’s first approach Form 8621 assuming this is year one of our
holding period. The form itself has six parts, plus the personal
information section at the beginning. At first blush, it looks daunt-
ing and complex. Ironically, reporting your investment as a PFIC
not only brings with it the most punitive tax treatment, it also
results in the most work calculating the excess distributions, tax-
ation, and interest penalties, which is all done in Part V.
The personal information section is required to be completed.

Part I also needs to be completed, with one exception (mark-to-
market election under a different section in the tax code not listed
on the form). If an election is desired (QEF or MTM) this is done
in Part II. If no election is chosen, the default PFIC tax treatment
will apply, requiring Part V to be completed. When an election is
chosen, Part II will provide instructions for which sections (Parts
III–VI) need to be completed.
Since we are assuming this is year one of our holding period,

it would be ideal to make an election. If an AIS has been obtained
from the investment company, a QEF election can be made and
Part III can be completed. The AIS and account statements should
provide all the information needed to complete the 8621 for this
holding. If there is no AIS, the MTM election can be made instead,
and will require the completion of Part IV. Part V will not be
required, since an appropriate election was made in a timely fash-
ion at the beginning of the PFIC’s holding period.

COVER STORY
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Retroactive Elections
What if you have owned a PFIC for more than one year and you
want to make either a MTM or QEF election? You can do so, but
the election is not retroactive. The MTM election will take effect
the following tax year, using the fair market value of the investment
at the current tax year’s calendar year end. For the current year,
Part V will have to be completed to have all income treated under
the excess distribution method. Going forward, Part IV will be
completed as the fund will now be taxed under the MTM rules.
Alternatively, with an AIS in hand, one can make a QEF election

instead of an MTM election. In a situation where a QEF election
is chosen for a PFIC that has been owned in previous years, Part
II will require two selections: Election to treat the PFIC as a QEF,
and the Deemed Sale Election. The latter is required to have the
excess distribution PFIC rules apply to the years the PFIC was held,
ending at the beginning of the current tax year. For the current
tax year and beyond, the QEF tax treatment can apply. This will
require the completion of Part III (for the current tax year QEF
treatment) and Part V (for the treatment for all previous tax years).

reporting. They can also appreciate on a tax-deferred basis. This
provides a near ideal tax scenario in both Canada and the U.S.

2. Hold stand-alone mutual funds and reduce exposure
to fund-of-fund holdings.When a fund-of-fund product is
owned by a U.S. person, not only is the portfolio itself a PFIC, but
so too are all of the underlying funds. This means a Form 8621
must be filed for the portfolio and each individual fund. Building
a diversified portfolio with a single individual fund or a few indi-
vidual funds in combination may still meet the U.S. person’s
investment objectives and keep their U.S. tax reporting as simple
as possible.

3. Invest directly in stocks and bonds where appropriate.
For individuals with larger investment assets, investing directly in
stocks and bonds would eliminate PFIC reporting altogether. U.S.
persons will need to consider the trade-off between a properly
diversified portfolio and simplifying their U.S. tax reporting. An
individual’s investor profile should be the driving force behind
portfolio construction, with taxation being a secondary consid-
eration.

4. Keep transactions to a minimum. The less frequently an
individual buys and sells PFICs, the simpler the reporting will be
on Form 8621. This is especially true with the MTM election
(Parts IV and V respectively). With the MTM election, for example,
each individual disposition must be reported separately when
completing Part IV.

5. File 8621 and make elections starting in year one of
holding a PFIC.As seen earlier, trying to purge a PFIC and make
an appropriate election after year one is complicated and costly.
The excess distribution method applies until the appropriate elec-
tion is made. Once this happens, the taxation of the investment
for U.S. purposes will be based on that election. Making the appro-
priate election in the first year a PFIC is acquired goes a long way
to simplifying the U.S. reporting and reducing the tax burden.

6. Use MTM election when AIS is not available. Many
Canadian investment companies do provide an AIS, but when
it is not available the MTM election can still be made. The taxation
and reporting are more favourable than the excess distribution
method.

As you can see, the reporting is complex and the taxation puni-
tive. However, obligations can be reduced if Americans make the
appropriate elections at the beginning of one’s holding period. As
more Canadian investment companies provide AISs, options
improve for U.S. persons to further simplify reporting and reduce
the tax pain. For those needing to make changes partway through
a holding period, there will be short-term pain. The PFIC rules will
apply first, before the MTM or QEF tax treatment can take effect. 
Either way, this short-term pain can result in some long-term

gains, including some lessons learned. For Americans, PFICs aren’t
to be feared, rather the tax rules need to be understood to make
U.S. taxation as pain free as possible. �

CURTIS DAVIS, FMA, CIM, RRC, CFP, is director, tax and estate planning at
Mackenzie Investments. He can be reached at cdavis@mackenzieinvestments.com.

Americans can take some steps to reduce their U.S. tax burden,
simplify their reporting, and reduce some of the costs associated
with filing U.S. tax returns.

1. Hold PFICs in RRSPs, RRIFs, and RPPs. PFICs held in
these Canadian retirement accounts are fully exempt from U.S.

Comparison of PFIC, MTM, and QEF

PFIC

Tax
Treatment

Non-excess 
distributions taxed
as ordinary income
at taxpayer’s 
tax rate.
Excess distributions
taxed as ordinary
income at top tax
rates allocated over
the holding period
with interest 
penalties (except 
for current year)

All income 
taxed as 
ordinary income,
including 
capital gains
resulting from
annual year-
end deemed 
disposition at 
taxpayer’s 
tax rate

Income such 
as interest and 
dividends is 
taxed as
ordinary income
at taxpayer’s 
tax rate. Net 
capital gains 
are reported 
and taxed as 
long-term 
capital gains

Elect
Retroactively

N/A No, election
applies to years
after election 
is made

No, election
applies to the
year it is made
and future years

Exceptions
to Filing
8621

Aggregate value 
is $25,000 or less
and there are no
distributions or 
PFICs held in
RRSPs, RRIFs, and
RPPs are exempt
from reporting

No, if you want
to make the
MTM election

No, if you want 
to make the
QEF election

AIS Required
for Reporting

No No Yes

MTM QEF


