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FATCA and CRS compliance for client name accounts
Canad i an  f i nanci a l  i nst i tu t i ons (FFIs) a re  sub j ect  to  Canada ’s i m p l em enta t i on  o f  the  Fore i gn  Accoun t  Tax Com p l i ance  Act  (FAT CA) and  the  Com m on
Report i ng  Standard  (CRS) com p l i ance  reg i m es.  On  Ju l y 10 ,  2020 ,  the  Canada  Revenue  Agency (CRA) re l eased  new ve rsi ons o f  the  FAT CA Gu i dance
and  CRS Gu i dance (co l l ect i ve l y,  the  Gu i dance).

T he  changes i n  the  Gu i dance  wi l l  si gn i f i can t l y a ffect  fund  m anagers and  dea l e rs i n  the  con text  o f  cl i en t  nam e accoun ts (i .e . ,  i nvestm en t fund  un i ts
so l d  th rough  dea l e rs i ssued  i n  the  nam e o f  the  bene f i ci a l  owner).  T he  re l evan t  changes re l a te  to  reportab l e  accoun ts wi th  m i ssi ng  fo re i gn  taxpayer
i den t i f i ca t i on  num bers (T INs),  and  how the  CRA i m poses the  resu l t i ng  pena l t i es aga i nst  fund  m anagers and  dea l e rs.

T h i s bu l l e t i n  addresses the  un i que  cha l l enges o f  non-com p l i ance  pena l t i es i n  the  con text  o f  cl i en t  nam e accoun ts.  I t  a l so  p rovi des possi b l e  so l u t i ons
fo r bo th  fund  m anagers and  dea l e rs.  

What You Need to Know

For cl i en t  nam e accoun ts,  the  de fau l t  a l l oca t i on  o f  responsi b i l i t i es fo r FAT CA and  CRS com p l i ance  i s as fo l l ows:  (i ) dea l e rs a re  responsi b l e  fo r
conduct i ng  due  d i l i gence  and  accoun t  cl assi f i ca t i on ;  and  (i i ) fund  m anagers a re  responsi b l e  fo r f i l i ng  the  i n fo rm at i on  re tu rn .   

E ffect i ve  2021 ,  the  CRA wi l l  beg i n  assessi ng  pena l t i es fo r non-com p l i ance .  T h i s i ncl udes a  pena l ty o f  up  to  $5 ,000  pe r accoun t  fo r no t  ob ta i n i ng  a
va l i d  se l f -ce rt i f i ca t i on  when  requ i red  and  a  pena l ty o f  $100  fo r each  fa i l u re  to  p rovi de  a  T IN on  an  i n fo rm at i on  re tu rn .

I f  the re  a re  m i ssi ng  T INs on  an  i n fo rm at i on  re tu rn ,  the  CRA wi l l  con tact  the  f i l e r o f  the  re tu rn  to  reso l ve  the  i ssue  and  po ten t i a l l y assess the  non-
com p l i ance  pena l t i es aga i nst  the  f i l e r as we l l .  T h i s m eans the  fund  m anager i s po ten t i a l l y l i ab l e  fo r non-com p l i ance  pena l t i es tha t  resu l t  f rom  the
dea l e r’s fa i l u re  to  co l l ect  the  T INs.  

Fund manager and dealer responsibili ties

In  the  con text  o f  cl i en t  nam e accoun ts,  fund  m anagers and  dea l e rs have  d i ffe ren t  responsi b i l i t i es fo r FAT CA and  CRS com p l i ance .

T he  CRA i nd i ca tes the  de fau l t  a l l oca t i on  o f  responsi b i l i t i es i s as fo l l ows:

Dea l e rs a re  responsi b l e  fo r conduct i ng  due  d i l i gence  (i .e . ,  ob ta i n i ng  a  va l i d  se l f -ce rt i f i ca t i on  f rom  the  accoun t  ho l de r wi th  the  accoun t  ho l de r’s T IN)
and  cl assi fyi ng  the  appropri a te  accoun ts as reportab l e ;  and

Fund  m anagers a re  responsi b l e  fo r f i l i ng  the  i n fo rm at i on  re tu rn  by M ay 1 .

However,  an  ag reem ent be tween  the  dea l e r and  the  fund  m anager can  ove rri de  the  de fau l t  a l l oca t i on  o f  responsi b i l i t i es.  Fo r exam p l e ,  the  dea l e r m ay
choose  to  pe rfo rm  bo th  the  due  d i l i gence  and  i n fo rm at i on  report i ng  ob l i ga t i ons i n  respect  o f  the  accoun ts.   

Penalties for non-compliance

FFIs m ay be  l i ab l e  fo r non-com p l i ance  pena l t i es under bo th  FAT CA and  CRS. T he  pena l t i es i ncl ude :

Up  to  $5 ,000  pe r accoun t  fo r no t  ob ta i n i ng  a  va l i d  se l f -ce rt i f i ca t i on  when  requ i red  (i .e . ,  a  pena l ty o f  up  to  $2 ,500  fo r FAT CA and  a  pena l ty o f  up  to
$2 ,500  fo r CRS) pu rsuan t  to  subsect i on  162(7 ) o f  the  Income Tax Act  (ITA);  and

$100  fo r each  fa i l u re  to  p rovi de  a  T IN on  an  i n fo rm at i on  re tu rn  pu rsuan t  to  subsect i on  162(5 ) o f  the  ITA (un l ess the  FFI  m akes reasonab l e  e ffo rts to
ob ta i n  the  i n fo rm at i on  f rom  the  accoun t  ho l de r).

T he  pena l t i es fo r non-com p l i ance  have  a l ways exi sted  i n  the  ITA, bu t  the  CRA has chosen  no t  to  app l y them . However,  the  Gu i dance  sta tes tha t  the
CRA wi l l  beg i n  assessi ng  these  pena l t i es i n  2021 .  As a  resu l t ,  FFIs m ay soon  face  l a rge  pena l t i es i f  they a re  non-com p l i an t  across m u l t i p l e  accoun ts.

T here  a re  a l so  add i t i ona l  pena l t i es fo r si gn i f i can t  non-com p l i ance  under FAT CA. Exam p l es o f  si gn i f i can t  non-com p l i ance  i ncl ude  repea ted  fa i l u res to
f i l e  the  Part  XVII I  In fo rm at i on  Re tu rn  and  om i t t i ng  requ i red  i n fo rm at i on  (such  as T INs) f rom  the  re tu rn .  In  these  cases,  the  FFI  wi l l  be  t rea ted  as a
nonpart i ci pa t i ng  f i nanci a l  i nst i tu t i on  –  th i s m eans the  In te rna l  Revenue  Servi ce  (IRS) m ay revoke  the  FFI ’s g l oba l  i n te rm ed i a ry i den t i f i ca t i on  num ber
(GIIN),  wh i ch  wou l d  be  de tri m en ta l  to  the  fund ’s o r dea l e r’s ab i l i ty to  ho l d  o r o ffe r i nvestm en ts i n  U.S.  securi t i es.

The unique problem with client name accounts

Afte r the  FFI  f i l es i ts annua l  i n fo rm at i on  re tu rn ,  the  CRA shares the  i n fo rm at i on  wi th  fo re i gn  tax au tho ri t i es.  Upon  rece i vi ng  any accoun t  i n fo rm at i on
wi th  m i ssi ng  T INs,  the  fo re i gn  tax au tho ri ty wi l l  l i ke l y request  the  m i ssi ng  T INs f rom  the  CRA. T he  CRA wi l l  then  fo rward  th i s request  to  the  FFI  tha t  f i l ed
the  i n fo rm at i on  re tu rn ,  a t  wh i ch  po i n t  the  FFI  i s ob l i ga ted  to  con tact  the  accoun t  ho l de rs to  reso l ve  the  m i ssi ng  T INs.
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ttps://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/enhanced-financial-account-information-reporting/reporting-sharing-financial-account-information-united-states/guidance-on-canada-s-enhanced-tax-information-exchange-agreement.htm
ttps://www.canada.ca/en/revenue-agency/services/tax/international-non-residents/enhanced-financial-account-information-reporting/reporting-sharing-financial-account-information-other-jurisdictions/guidance-on-common-reporting-standard-part-income-tax-act.htm


T he  i ssue  wi th  non-com p l i ance  fo r cl i en t  nam e accoun ts re l a tes to  the  d i vi si on  o f  responsi b i l i t i es be tween  fund  m anagers and  dea l e rs.  T he  CRA
connects the  accoun t  wi th  the  m i ssi ng  T IN to  the  FFI  tha t  com p l e ted  the  i n fo rm at i on  report i ng .  Based  on  the  d i vi si on  o f  responsi b i l i t i es,  the  CRA wi l l
con tact  the  fund  m anager fo r the  m i ssi ng  T IN and  wi l l  po ten t i a l l y assess the  fund  m anager fo r any non-com p l i ance  pena l t i es.

T h i s i s p rob l em at i c,  because  dea l e rs a re  responsi b l e  fo r conduct i ng  due  d i l i gence  and  ob ta i n i ng  the  T INs.  T heore t i ca l l y,  the  dea l e r shou l d  be  he l d
accoun tab l e  fo r reso l vi ng  the  m i ssi ng  T INs.  T he  dea l e r shou l d  a l so  be  l i ab l e  fo r the  non-com p l i ance  pena l t i es si nce  i t  i s responsi b l e  fo r co l l ect i ng  the
T INs i n  the  f i rst  p l ace .  However,  th i s m ay no t  be  possi b l e .  T he  CRA has no  m echan i sm  to  connect  the  accoun t  wi th  the  m i ssi ng  T IN to  the  dea l e r tha t
conducted  the  due  d i l i gence ,  si nce  the  i n fo rm at i on  re tu rn  does no t  ask the  f i l e r to  i den t i fy the  pe rson  tha t  conducted  the  due  d i l i gence .

As a  resu l t ,  fund  m anagers wi l l  l i ke l y be  responsi b l e  fo r reso l vi ng  any m i ssi ng  T INs.  Fund  m anagers cou l d  a l so  be  l i ab l e  fo r non-com p l i ance  pena l t i es
re l a t i ng  to  the  dea l e r’s due  d i l i gence  ob l i ga t i ons.  A t  the  sam e t i m e , i f  the  IRS be l i eves tha t  the re  i s si gn i f i can t  non-com p l i ance  due  to  a  l a rge  num ber
o f  m i ssi ng  U.S.  T INs,  and  the  FFI  i s unab l e  to  reso l ve  the  non-com p l i ance  i ssues wi th i n  the  appropri a te  t i m e  f ram e, the  fund ’s FFI  sta tus wi l l  be  revoked
and  i ts GI IN rem oved  f rom  the  IRS l i st .  No t  on l y wi l l  a  revoca t i on  o f  FFI  sta tus resu l t  i n  the  fund  becom i ng  sub j ect  to  the  30  pe r cen t  U.S.  wi thho l d i ng
tax on  paym ents o f  ce rta i n  U.S.  sou rce  i ncom e (e .g . ,  d i vi dends,  i n te rest ,  e tc. ),  bu t  i t  m ay a l so  p rove  p rob l em at i c fo r i ts fu tu re  dea l i ngs wi th  o the r
FFIs.    

Possible solutions for your organization

Based  on  how the  CRA i s expected  to  hand l e  m i ssi ng  T INs and  the  resu l t i ng  pena l t i es,  fund  m anagers m ay be  l i ab l e  because  o f  the  dea l e r’s fa i l u re  to
co l l ect  the  T INs.  I t  i s i m pera t i ve  tha t  fund  m anagers and  dea l e rs have  so l u t i ons to  th i s p rob l em , as fund  m anagers shou l d  no t  be  l i ab l e  fo r de f i ci enci es
i n  the  dea l e r’s due  d i l i gence  ob l i ga t i ons.

BLG i s com m i t ted  to  he l p i ng  bo th  fund  m anagers and  dea l e rs reso l ve  th i s i ssue .  Fo r assi stance  i n  m anag i ng  your o rgan i za t i on ’s ri sks re l a t i ng  to  cl i en t
nam e accoun ts,  p l ease  con tact  any o f  the  m em bers o f  BLG’s Investm en t M anagem ent g roup l i sted  be l ow.

 Fo r i n fo rm at i on  re tu rns re l a t i ng  to  the  2019  taxa t i on  year,  the  f i l i ng  dead l i ne  has been  extended  to  Sep tem ber 1 ,  2020  as a  resu l t  o f  COVID-19 .
P l ease  see  ou r p revi ous bu l l e t i n fo r m ore  i n fo rm at i on .
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