LEGALQUOTIENT

USA - INDIA - CANADA - UAE

FREE GUIDE - CA rental

Renting From Abroad

Why the default withholding on Canadian rent is almost always the wrong answer, and how
to get onto the net-income route instead.
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Non-resident landlords: Canadian rent and the better route

Rent paid to a non-resident of Canadais subject to withholding on the gross amount, before a single expense. Electing
to file a Canadian return on the net income instead almost always produces alower tax bill, and sometimes no tax at all.

Who thisisfor

e Non-residents who own a Canadian rental property, including Canadians who emigrated and kept a condo.
e Agents and property managers who remit withholding on an owner's behalf and want the mechanism straight.
* Anyone who has been withholding on gross rent for years and suspects there was a better route.

The default: withholding on grossrent

When a non-resident receives Canadian rent, the payer — the tenant, or more usually the agent — must withhold a percentage of the
gross rent and remit it, then report the amounts paid on an annual information slip. Because the withholding is applied to gross rent,
mortgage interest, property taxes, insurance, condo fees, repairs and management fees are all ignored. A property that breaks even in
cash terms can still generate real tax.

Thisisnot a penalty; it is a collection mechanism. Canada has no ability to assess a person who is not there, so it collects at source
and then offers the non-resident a way to reconcile. The reconciliation is the return, and it is optional — which is exactly why so
many owners never takeit.

The better route: elect to file on the net

A non-resident may elect to file a Canadian return reporting the rental operation on a net basis, claiming the ordinary deductions a
resident landlord would claim, and paying tax on the profit at graduated rates rather than aflat rate on gross receipts. For aleveraged
property the difference is usually the whole tax bill.

Thereis a second, more valuable step available where the numbers support it. Where an agent resident in Canada undertakes to file
the return on the owner's behal f, withholding can be reduced to arate applied to the estimated NET rent rather than the gross, month
by month. That fixes the cash-flow problem as well as the tax problem, instead of parking money with the CRA for ayear and
reclaiming it.

Both routes have hard deadlines and both depend on the undertaking being in place before the year runs, not afterwards. TheNR6
undertakingpage sets out the sequence and the timing, and thenon-resident rental returnpage covers the filing itself.

Capital cost allowanceisa decision, not a default

Depreciation on the building is available and it reduces current tax, but it is recaptured when the property is sold, and a non-resident
sale already carries withholding and a clearance certificate process. Claiming it also cannot create arental loss. Whether to claim it
depends on how long you intend to hold, what your marginal position is now versus on sale, and whether the other country gives you
credit for the Canadian tax in the year you pay it.

Thisisthe most common place where atechnically correct return produces aworse overall answer than a considered one, because
the deduction is taken by default in software and the recapture arrives years later in areturn prepared by somebody else.

When you sell

A non-resident selling Canadian real property notifies the CRA, the purchaser withholds a percentage of the gross proceeds until a
clearance certificate issues, and the actual gain isthen settled on areturn. Recaptured depreciation, the original cost, and the cost of
improvements all come into that computation, which is why the records from the rental years matter at the point of sale.

The processis not fast, and it does not start at closing. Beginning the notification before the closing date is what keeps the sale
proceeds moving and prevents a lawyer's trust account holding alarge slice of the price for months.

Therental year, in order

The first two steps happen before the year begins. That is the whole trick.

1. Appoint a Canadian agent A resident agent who will remit withholding and, if you use the reduced-withholding route, give
the undertaking to file. This can be a property manager or a professional firm.

2. Filetheundertaking beforetheyear starts The undertaking that reduces withholding to arate on estimated net rent has to be
in place for the year it appliesto, with an estimate of income and expenses behind it.

3. Remit monthly and keep the evidence Withholding is remitted on amonthly cycle. Keep the remittance confirmations —
they become the credits on the return.

4. Keep booksasaresident landlord would Every expense category, with invoices. The net routeis only as good as the
deductions you can support.

5. Filetheannual information slip and thereturn The agent reports the amounts paid and withheld; you file the elected return
on the net income within its own deadline, which is not the ordinary filing deadline.

6. Review beforeany sale Depreciation claimed, improvements capitalised, and the clearance certificate process started before
closing rather than after.

Papersto gather
What the return is built from:
e Thelease or tenancy agreements and arent roll for the year.
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¢ Mortgage statements showing interest separately from principal .

e Property tax hills, insurance policies, condominium statements and utility accounts.

e Invoicesfor repairs, with a note of anything that was an improvement rather than arepair.
e Agent and management invoices, and the withholding remittance confirmations.

e The purchase documents and closing statement, for cost base.

e A record of any capital cost allowance claimed in earlier years.

*Your country of residence and the treaty position, if any, that applies to the income.

Whereit goeswrong

e Accepting gross withholding for years It isthe default, not the answer. Owners who have never elected are usually owed
money, and there are limits on how far back the election can reach — which iswhy the review is worth doing now rather than
|ater.

e Missing the undertaking deadline and paying for it in cash flow Without the undertaking in place for the year, withholding
runs on gross rent all year and the excess only comes back on assessment. The tax outcome can still be fixed; the year of lost cash
cannot.

e Claiming depreciation without deciding to It reduces tax now and is recaptured on sale, in ayear when anon-resident sale
aready carries withholding on gross proceeds. It should be a decision with areason behind it.

Questions thisraises

Isfiling a Canadian rental return optional for a non-resident?

The elected net-income return is optional, and the withholding on gross rent is not. In practice the election is what most owners
want, because tax on gross rent ignores every expense — so the optional filing is usually the cheaper one.

Can | reduce the withholding during the year instead of waiting for arefund?

Yes, where a Canadian resident agent undertakes to file the return for you. Withholding is then based on estimated net rent rather
than gross rent. The undertaking has to be in place for the year in question, so thisis a decision made before the year starts.
What happensto the depreciation | claimed when | sell?

It isrecaptured in the year of sale and added back to income, alongside the ordinary gain calculation. Because a non-resident sale
also carries withholding on the gross price and a clearance certificate step, that year needs planning well before closing.

My tenant pays medirectly. Who isresponsible for withholding?

The payer isresponsible, which in that arrangement is the tenant. That is an uncomfortable position for both of you, and appointing a
Canadian agent to receive rent and remit withholding removes it.

What to do next

Thefirst useful step isatwo-year look-back: what was withheld, what the net position actually was, and whether areturn can still be
filed for those years. It is common for the answer to be arefund.

We act as the Canadian agent, give the undertaking, remit the withholding and file the annual return as one fixed-fee engagement,
agreed in writing before the work starts. Therental return fee pageshows the scope.

L egal Quotient Consultants
Cross-border and international tax. Fixed fees agreed in writing before work starts, quoted from your own documents.

United States: 5243 Strathmore Ave, Kensington MD 20895
Canada: 381 Front St W, Toronto ON M5V 3R8
India: A-1/2, Shakti Nagar Extension, Ashok Vihar, Delhi DL 110052
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This guide explains how the rules work in general terms. It is not advice on your own facts, and figures change from year to year — check the current
year’s numbers, or ask us, before acting on anything init.
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