
The impact of withholding taxes  
on Canadian ETF investors

Exchange-traded funds (ETFs) are flexible and low-cost investment tools with the 
potential to provide broadly diversified exposure to both Canadian markets and 
markets outside Canada. 

One aspect of ETF investing that is often misunderstood is the impact of withholding taxes on ETFs 
that invest in international markets and how this contributes to the total cost of ETF ownership.

Most countries impose withholding tax

Investors should be aware that most countries impose some type of withholding tax on dividends paid 
to foreign investors, whether the investor is an individual or a fund. The most important factors to 
consider when quantifying the costs of foreign withholding tax are the underlying holdings and structure 
of the ETF, as well as the type of investment account in which the ETF is held. 

Depending on ETF structure and underlying holdings, investors can be subject to two levels of 
withholding tax. ETFs listed on Canadian stock exchanges will incur withholding taxes when dividends 
are paid from the underlying securities to the fund, based on negotiated treaties between the country 
of origin of the company paying the dividend and Canada.

This first level of withholding taxes is also applicable to U.S.-listed ETFs providing Canadian investors 
exposure to U.S. equities. Taxes will be withheld when the U.S.-listed ETF pays out a dividend to a 
Canadian investor. 

When stocks are held indirectly through a Canada-listed ETF that invests in a U.S.-listed ETF, 15% of 
the dividend is withheld by the U.S.-listed ETF. The Canada-listed ETF will receive the dividend net of the 
withholding tax amount.

Withholding tax is one of many aspects that investors must consider when deciding if an ETF is 
appropriate for their portfolios. The following illustration provides an explanation of the first and second 
levels of withholding taxes.
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Note: This guide applies to investors that are classified as Canadian for tax purposes.



Two levels of tax consideration

When a Canada-listed ETF wraps a U.S.-listed ETF, there are two levels of tax consideration, which are 
outlined below.

1

First level

Tax assessed on dividends, interest or capital gains 
that are distributed from the underlying securities  
(including shares of other funds or ETFs) to the 
U.S.-listed (underlying) fund

2

Second level

Tax assessed on dividends, interest or capital gains 
that are distributed from the U.S.-listed fund to 
the Canada-listed fund

Additionally, foreign withholding taxes will be applied differently based on the type of investment account 
that holds the ETF, including Registered Retirement Savings Plan (RRSP), Tax-Free Savings Account (TFSA), 
Registered Education Savings Plan (RESP) and taxable accounts. In taxable accounts, investors may be able 
to recover some of their incurred withholding taxes by using tax credits allotted to them. In RRSP accounts, 
the use of a U.S.-listed ETF may be beneficial as RRSPs are exempt from certain withholding taxes if the 
underlying securities are held directly. 

The following tables reflect the current tax environment, are for illustrative purposes only and are subject 
to change. Please consult with a tax advisor for more information. 

What fixed income investors should know

In general, U.S. bonds do not levy withholding taxes for non-U.S. shareholders. However, 
bonds issued in countries other than the U.S. may have withholding taxes on interest (and 
possibly gains)—however, the rates will vary by the bond issuer’s country of origin. This 
would mirror the first level of withholding taxes seen in equity funds.

Application of withholding taxes by type of investment account:

U.S. equities

Product structure
RRSP TFSA/RESP Taxable

L1 L2 L1 L2 L1 L2

U.S.-listed ETF (direct) × × √ × ± ×

Canada-listed ETF (direct) √ × √ × ± ×

Canada-listed ETF via U.S.-listed ETF √ × √ × ± ×
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√ Withholding taxes will apply
× Withholding taxes will not apply

± Withholding taxes will apply but can  
be creditable 

L1 First level of withholding 
L2 Second level of withholding



© 2023 Vanguard Investments Canada Inc. 
All rights reserved.

INAEE_CA 072023

3

Connect with Vanguard® > vanguard.ca

For advisor use only. Not for public distribution.

International equities

Product structure
RRSP TFSA/RESP Taxable

L1 L2 L1 L2 L1 L2

U.S.-listed ETF (direct) √ × √ √ √ ±

Canada-listed ETF (direct) √ × √ × ± ×

Canada-listed ETF via U.S.-listed ETF √ √ √ √ √ ±

√ Withholding taxes will apply
× Withholding taxes will not apply

± Withholding taxes will apply but can  
be creditable 

L1 First level of withholding 
L2 Second level of withholding

Commissions, management fees, and expenses all may be associated with investment funds. Investment objectives, risks, fees, expenses, and other 
important information are contained in the prospectus; please read it before investing. Investment funds are not guaranteed, their values change 
frequently, and past performance may not be repeated. Vanguard funds are managed by Vanguard Investments Canada Inc. and are available across 
Canada through registered dealers.

This material is for informational purposes only. This material is not intended to be relied upon as research, investment, or tax advice and is not an implied 
or express recommendation, offer or solicitation to buy or sell any security or to adopt any particular investment or portfolio strategy. Any views and 
opinions expressed do not take into account the particular investment objectives, needs, restrictions and circumstances of a specific investor and, thus, 
should not be used as the basis of any specific investment recommendation. Investors should consult a financial and/or tax advisor for financial and/or tax 
information applicable to their specific situation.

All investment funds, including those that seek to track an index are subject to risk, including the possible loss of principal. Diversification does not ensure a 
profit or protect against a loss in a declining market. While the Vanguard ETFs are designed to be as diversified as the original indices they seek to track and 
can provide greater diversification than an individual investor may achieve independently, any given ETF may not be a diversified investment.

All monetary figures are expressed in Canadian dollars unless otherwise noted.

The information contained in this material may be subject to change without notice and may not represent the views and/or opinions of Vanguard 
Investments Canada Inc.

Certain statements contained in this material may be considered "forward-looking information" which may be material, involve risks, uncertainties or other 
assumptions and there is no guarantee that actual results will not differ significantly from those expressed in or implied by these statements. Factors 
include, but are not limited to, general global financial market conditions, interest and foreign exchange rates, economic and political factors, competition, 
legal or regulatory changes and catastrophic events. Any predictions, projections, estimates or forecasts should be construed as general investment or 
market information and no representation is being made that any investor will, or is likely to, achieve returns similar to those mentioned herein.

While the information contained in this material has been compiled from proprietary and non-proprietary sources believed to be reliable, no representation 
or warranty, express or implied, is made by The Vanguard Group, Inc., its subsidiaries or affiliates, or any other person (collectively, "The Vanguard Group") 
as to its accuracy, completeness, timeliness or reliability. The Vanguard Group takes no responsibility for any errors and omissions contained herein and 
accepts no liability whatsoever for any loss arising from any use of, or reliance on, this material.

This material is not a recommendation, offer or solicitation to buy or sell any security, including 
any security of any investment fund or any other financial instrument. The information contained 
in this material is not investment advice and is not tailored to the needs or circumstances of any investor, nor does the information constitute business, 
financial, tax, legal, regulatory, accounting 
or any other advice.

The information contained in this material may not be specific to the context of the Canadian capital markets and may contain data and analysis specific to 
non-Canadian markets and products.

The information contained in this material is for informational purposes only and should not be used as the basis of any investment recommendation. 
Investors should consult a financial, tax and/or other professional advisor for information applicable to their specific situation.

In this material, references to "Vanguard" are provided for convenience only and may refer to, where applicable, only The Vanguard Group, Inc., and/or may 
include its subsidiaries or affiliates, including Vanguard Investments Canada Inc.
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