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Although Canadian athletes may incur Canadian income taxes as high 
as 54%, proper tax planning for athletes who retire outside Canada (i.e. 
players from Finland, Russia, Sweden, US and even Canadians who leave 
Canada) playing on a Canadian National Hockey League (NHL) team 
may considerably reduce their overall tax rate. For example, an American 
hockey player may reduce his taxes by moving to Canada and playing for a 
Canadian team rather than a US team.

Retirement Compensation 
Arrangements (RCAs) for 
players of Canadian NHL teams 
who retire outside of Canada
Planning that may substantially reduce your overall tax rate 
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The top marginal Canadian income 
tax rate for a resident of a province 
with an NHL team ranges from a 
low of 47.7% for a resident of British 
Columbia to a high of 53.53% for 
a resident of Ontario. Although 
these rates initially appear quite 
high, establishing a retirement 
compensation arrangement (“RCA”) 
for a foreign player or a Canadian 
player intending to retire outside of 
Canada may substantially reduce the 
overall tax rate.

This article outlines strategies, not all 
of which may apply to your particular 
circumstances. The information 
in this article is not intended to 
provide legal or tax advice. To ensure 
that your own circumstances have 
been properly considered and that 

action is taken based on the latest 
information available, you should 
obtain professional advice from a 
qualified cross-border tax and/or legal 
advisor before acting on any of the 
information in this article.

An RCA may be established for 
an athlete to set aside part of the 
compensation package for retirement 
or loss of employment. The RCA 
provides significant tax benefits for 
players who become non-residents 
of Canada after leaving the Canadian 
NHL team, especially if the player 
becomes resident in a country that 
does not tax the RCA distributions or 
taxes them at a very low rate. If the RCA 
is structured correctly, withdrawals 
from the RCA as a non-resident of 
Canada may potentially be taxed at 
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A NHL player on a US 
team is subject to US 
Social Security and 
Medicare taxes, while 
an American playing 
for a Canadian team 
is exempt from these 
taxes and only pays 
a lesser amount for 
Canada Pension Plan, 
Employment Insurance 
and provincial health 
premium taxes. 

only 15-25%. A player should consult 
with a tax adviser of the country 
where he expects to be resident when 
he receives the distributions, to fully 
understand the tax implications in that 
resident location.

An RCA is generally defined as a 
plan or arrangement under which 
contributions are made by an 
employer to a custodian in connection 
with benefits that are to be received 
by an employee after any substantial 
change in services, the retirement or 
loss of office of the employee. 

The RCA is established through the 
creation of a trust. Contributions to 
the RCA trust are not included in the 
player’s taxable income in Canada. 
However, 50% must be remitted to a 
Refundable Tax Account (RTA) with 
the Canada Revenue Agency (CRA). 
This 50% refundable tax results in a 
prepayment of tax that is eventually 
refunded when distributions from 
the RCA trust are made. This results 
in only 50% of the remaining funds 
in the RCA trust actually being 
invested to earn income. The 50% 
refundable tax paid into the RTA 
does not earn income. 

All distributions out of an RCA trust 
made to a beneficiary are fully taxable 
in Canada. If the player is a resident of 
Canada when he receives payments 
from an RCA trust, he will report the 
income as “other income” and the 
payments are taxable at his marginal 
tax rate. If the player is a non-resident 
of Canada when distributions are 
made, he will be subject to Canadian 
non-resident withholding tax on 
the payments received. The plan 
administrator will withhold 25% when 
making payments to a non-resident 
beneficiary. The withholding tax rate 
may be reduced if the beneficiary is 
a resident of a country that has a tax 
treaty with Canada and the payments 
meet the definition of pension 
payments pursuant to that treaty. 

Although the incentive may be to 
put all of a player’s compensation 

in excess of living expenses into 
an RCA, the contribution should 
not exceed a reasonable amount 
to fund retirement. Funding an 
RCA for a NHL player in excess of a 
reasonable amount may result in the 
contribution being considered an 
employee benefit plan. Distributions 
from an employee benefit plan are 
taxed at marginal income tax rates 
when distributed, even if the player 
is not a resident of Canada, thus; 
negating the benefit of the RCA 
contribution. Consequently, it is 
important to get an actuarial report 
certifying that contributions to the 
RCA are reasonable based on the 
player’s salary, age, years of service 
and expected years in retirement.

A US citizen who joins a Canadian 
NHL team may be able to reduce his 
overall tax rate to a rate that is lower 
than the rate he would incur playing 
for a US team if the team contributes 
to an RCA for his benefit. The tax 
consequences for an American are 
more complex than for players of 
another nationality, since US citizens 
are subject to US income tax even if 
they live in a foreign country, such 
as Canada. The US tax liability may 
be reduced by a foreign tax credit for 
taxes paid on income earned abroad. 
This substantially reduces the US 
federal income tax liability. In the case 
of an American living and working in 
Canada, the US income tax liability 
may be reduced to zero. However, he 
may still obtain the following benefits 
if he moves to Canada:

Social Security and Medicare 
Taxes: A NHL player on a US team 
is subject to US Social Security and 
Medicare taxes, while an American 
playing for a Canadian team is 
exempt from these taxes and only 
pays a lesser amount for Canada 

1)  [(US$118,500 x 6.2%) US social security] + [(US$4 
million x 1.45%) + ((US$4 million - US$200,000) 
x 0.9%) Medicare], rounded to the nearest 
hundred

2)  [C$3500 CPP/QPP/EI] + [C$1,000 estimated 
health premium tax] = C$4,500 @ .77, rounded to 
the nearest hundred
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A US citizen resident 
in Canada will only pay 
state income taxes 
on games played in a 
particular state, but 
these taxes will be fully 
creditable against his 
Canadian income tax 
liability. 

Pension Plan, Québec Pension 
Plan, Employment Insurance 
and provincial health premium 
taxes. Therefore, if a player earns 
US$4 million a year, the US 
Social Security and Medicare 
Tax bill would be approximately 
US$99,5001 compared to US$3, 
5002 in CPP/QPP/EI and health 
care premium taxes for a NHL 
player on a Canadian team. The 
annual savings are approximately 
US$96,000.

State Income Taxes: A resident of 
a state is subject to the individual 
income taxes of that state on his 
total income, regardless of where 
he derives the income. State 
income taxes range from a high of 
13.3% for residents of California 
to a low of 0% for residents of 
Florida or Texas. Even a resident 
of Florida or Texas will be subject 
to income tax in a state where he 
plays games. Similarly, a US citizen 
resident in Canada will only pay 
state income taxes on games 
played in a particular state, but 
these taxes will be fully creditable 
against his Canadian income tax 
liability. This credit eliminates the 
additional cost of state income 

taxes to residents of Canada. 
Therefore, an American in Canada 
may not incur any additional tax 
expense by playing in a state that 
taxes his income.

The savings of establishing an RCA 
are illustrated in the following two 
examples: 

Example 1:

 ● Player has an annual salary of US$6 
million

 ● Player is single with no other 
income or deductions

Example 2:

 ● Player has an annual salary of US$4 
million and in addition the team 
contributes US$2 million each year 
to an RCA

 ● Player is single with no other 
income or deductions

The following table illustrates 
the tax cost to a player resident 
in a particular province for both 
examples. The table also illustrates 
the tax savings to the player with an 
RCA who receives distributions after 
retirement, when the player is a non-
resident of Canada.3

 3)   All figures are in US dollars and were rounded to 
the nearest thousand. Assumes exchange rate of 
C$1=US$.77 for Canadian tax calculations.

4)  Assumes Canadian 25% withholding tax rate 
on RCA distributions is paid and there is no tax 
liability arising in the country of residence when 
the RCA payment is received. 

5)  The example does not consider income earned 
in the RCA or taxes related to such income. It 
also does not consider any fees associated with 
the RCA.

Player 
resident 
of:

 Example 1: 
Tax liability for 

a player with an 
annual salary of 

US$6 million

Example 2: 
Tax liability for a player 
with an annual salary of 

US$4 million and  
US$2 million/year to a 

RCA paid after retirement 
to non-resident4

Annual RCA 
savings5

Alberta  US$2,855,000 US$2,395,000 US$460,000 

British 
Columbia

US$2,840,000 US$2,386,000 US$454,000 

Manitoba  US$3,004,000 US$2,496,000 US$508,000 

Ontario US$ 3,184,000 US$2,613,000 US$571,000 

Quebec US$ 3,178,000 US$2,612,000 US$566,000 



4   |  RBC Wealth Management

This document has been prepared for use by the RBC Wealth Management member companies, RBC Dominion Securities Inc. (RBC DS)*, RBC Phillips, Hager & North Investment Counsel Inc. 
(RBC PH&N IC), RBC Global Asset Management Inc. (RBC GAM), Royal Trust Corporation of Canada and The Royal Trust Company (collectively, the “Companies”) and their affiliates, RBC Direct 
Investing Inc. (RBC DI) *, RBC Wealth Management Financial Services Inc. (RBC WMFS) and Royal Mutual Funds Inc. (RMFI). *Member–Canadian Investor Protection Fund. Each of the Companies, 
their affiliates and the Royal Bank of Canada are separate corporate entities which are affiliated. “RBC advisor” refers to Private Bankers who are employees of Royal Bank of Canada and mutual 
fund representatives of RMFI, Investment Counsellors who are employees of RBC PH&N IC, Senior Trust Advisors and Trust Officers who are employees of The Royal Trust Company or Royal Trust 
Corporation of Canada, or Investment Advisors who are employees of RBC DS. In Quebec, financial planning services are provided by RMFI or RBC WMFS and each is licensed as a financial 
services firm in that province. In the rest of Canada, financial planning services are available through RMFI, Royal Trust Corporation of Canada, The Royal Trust Company, or RBC DS. Estate & 
Trust Services are provided by Royal Trust Corporation of Canada and The Royal Trust Company. If specific products or services are not offered by one of the Companies or RMFI, clients may 
request a referral to another RBC partner. Insurance products are offered through RBC Wealth Management Financial Services Inc., a subsidiary of RBC Dominion Securities Inc. When providing 
life insurance products in all provinces except Quebec, Investment Advisors are acting as Insurance Representatives of RBC Wealth Management Financial Services Inc. In Quebec, Investment 
Advisors are acting as Financial Security Advisors of RBC Wealth Management Financial Services Inc. RBC Wealth Management Financial Services Inc. is licensed as a financial services firm in 
the province of Quebec. The strategies, advice and technical content in this publication are provided for the general guidance and benefit of our clients, based on information believed to be 
accurate and complete, but we cannot guarantee its accuracy or completeness. This publication is not intended as nor does it constitute tax or legal advice. Readers should consult a qualified 
legal, tax or other professional advisor when planning to implement a strategy. This will ensure that their individual circumstances have been considered properly and that action is taken on the 
latest available information. Interest rates, market conditions, tax rules, and other investment factors are subject to change. This information is not investment advice and should only be used 
in conjunction with a discussion with your RBC advisor. None of the Companies, RMFI, RBC WMFS, RBC DI, Royal Bank of Canada or any of its affiliates or any other person accepts any liability 
whatsoever for any direct or consequential loss arising from any use of this report or the information contained herein. ® Registered trademarks of Royal Bank of Canada. Used under license. 
© 2016 Royal Bank of Canada. All rights reserved. NAV0186 (06/16) 

Please contact us 
for more information 
about the topics 
discussed in this 
article.

Although the tax liability without the 
RCA may be very high, the tax liability 
with the RCA is lower than if the player 
were resident in most states playing 
for a US team. The annual combined 
US federal, California, Social Security 
and Medicare tax liability for a 
player resident in California with 
compensation of US$6 million would 
be approximately US$2,947,000. This 
liability is significantly higher than 
if the player was a resident in any of 
the Canadian provinces as illustrated 
in example 2. Even if the player is a 
resident of Florida or Texas, the tax 
liability would be approximately 
US$2,620,000.6 This liability is greater 
than that of all of the provinces with 
an NHL team.

A US citizen living in Canada and 
playing for a Canadian team may 
reduce his total tax liability to the 
amounts illustrated in Example 2, 
since the Canadian income tax may 
fully offset the US income tax liability 
by claiming a foreign tax credit. 
However, a US citizen playing for a 
Canadian team has to be careful not 
to have the team over-fund the RCA. 
The amount the team contributes 
to an RCA plus any earnings in the 
RCA for the benefit of a US citizen 
player will be considered taxable 

compensation to him, assuming 
there is no substantial risk of the RCA 
amount being forfeited. 

Canadian taxes paid on annual 
compensation may be claimed as 
a foreign tax credit to offset the US 
tax liability arising from the annual 
compensation, the contribution to 
the RCA and the earnings in the RCA 
trust. In addition, some tax advisors 
feel there is a tax position whereby a 
US citizen player may be eligible to 
claim a foreign tax credit for an accrual 
of the 25% Canadian withholding tax 
that will ultimately be paid. However, 
careful planning with a cross border 
tax advisor is critical to ensure all 
Canadian taxes paid are fully creditable 
in the US. Nevertheless, the US citizen 
may be able reduce his overall tax 
liability by moving to Canada and 
playing for a Canadian team.

An NHL player who plans to 
retire outside Canada has many 
opportunities with Canadian teams. 
Proper tax planning may optimize the 
financial opportunities.

6)  This assumes a 2.35% state tax rate for games 
played in taxing states.


