Riley v. Commissioner, 74 T. C. 414 (1980)

A U. S. citizen can claim foreign residency for tax exclusion purposes despite
claiming a tax treaty exemption from the foreign country, provided no statement of
non-residency is made to foreign authorities.

Summary

Paul V. Riley, a U. S. citizen, moved to Canada to teach at a university, intending to
stay indefinitely. After his teaching contract ended, he returned to the U. S. within
two years and claimed a Canadian tax exemption under the U. S. -Canada Income
Tax Convention. The IRS argued that by claiming this exemption, Riley implicitly
stated he was not a Canadian resident, which would preclude him from claiming U.
S. tax exclusion under Section 911(a)(1). The Tax Court held that Riley’s claim for
the exemption did not constitute a statement of non-residency in Canada, allowing
him to exclude his Canadian earnings from U. S. taxes as a bona fide resident of
Canada.

Facts

Paul V. Riley, Jr., a U. S. citizen, moved to Canada in April 1973 to teach at
Memorial University in Newfoundland. He intended to remain indefinitely but
returned to the U. S. in April 1975 after his teaching contract was terminated and he
could not find other employment. While in Canada, Riley paid Canadian income
taxes but later applied for and received a refund under Article VIII A of the U. S. -
Canada Income Tax Convention, which exempts visiting professors from Canadian
taxes if they leave within two years of entry.

Procedural History

The IRS determined deficiencies in Riley’s U. S. federal income taxes for 1973 and
1974, arguing that Riley’s claim for a Canadian tax exemption precluded him from
claiming foreign residency for U. S. tax exclusion purposes. Riley petitioned the U.
S. Tax Court, which ruled in his favor, allowing him to exclude his Canadian
earnings from U. S. taxes.

Issue(s)

1. Whether Riley’s claim for exemption from Canadian income tax under Article VIII
A of the U. S. -Canada Income Tax Convention constituted a statement to Canadian
authorities that he was not a resident of Canada, thus precluding him from claiming
the benefits of Section 911(a)(1) as a bona fide resident of Canada.

Holding

1. No, because Riley did not make a statement to Canadian authorities, either
explicitly or implicitly, that he was not a resident of Canada during 1973 and 1974.
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Therefore, he was not precluded by Section 911(c)(6) from claiming the benefits of
Section 911(a)(1) as a bona fide resident of Canada during those years.

Court’s Reasoning

The Tax Court examined the language of Section 911(c)(6) and the legislative
history, which clarified that a taxpayer is not barred from a Section 911(a)(1)
exclusion merely because their foreign earnings are exempt from foreign tax under a
treaty. The critical factor was whether Riley made a statement inconsistent with
claiming Canadian residency. The court found no explicit statement of non-residency
by Riley. Furthermore, the court analyzed Canadian case law and administrative
practices, particularly the Stickel case, which interpreted “resident” under Article
VIII A to mean residence in the U. S. at the time of entry into Canada, not during the
stay. Thus, claiming the exemption did not imply non-residency in Canada. The court
concluded that Riley’s actions in claiming the exemption did not amount to a
statement of non-residency in Canada under Section 911(c)(6).

Practical Implications

This decision clarifies that U. S. citizens can claim foreign residency for U. S. tax
exclusion purposes even if they claim a tax treaty exemption from the foreign
country, as long as no statement of non-residency is made to foreign authorities. It
impacts how similar cases involving tax treaties and residency status should be
analyzed, emphasizing the importance of statements made to foreign tax authorities.
Legal practitioners must carefully consider the specific language and requirements
of tax treaties and the implications of any statements made regarding residency. The
ruling may affect how U. S. citizens working abroad structure their tax planning to
maximize benefits under both U. S. and foreign tax laws. Subsequent cases have
referenced Riley in distinguishing between treaty exemptions and residency
statements, reinforcing its significance in international tax law.
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