Professional Services Group

AUTUMN 2008

1 US Vacation Property -
Look Before You Leap!

3 Federal Government
Moves To Tighten
Mortgage Lending
Practices

| he

Abacus

ALSTRENGTH + P

AL SERVICE « |

US Vacation Property

. SOLUTIONS

Look Before You Leap!

CANADIANS ARE LOOKING SOUTH of the border for winter vacation properties. The sunbelt
beckons with sunny skies and balmy temperatures. The combination of our relatively stronger
domestic economy, high Canadian dollar and a soft US real estate market makes acquiring and
halding US vacation property a reality for many Canadians. But, before you sign on that dotted
line, there are US federal and state taxes that must be considered and planned for in conjunction

with Canadian tax laws.

A Canadian who owns a US vacation property
will be subject to US income taxes on sale

and US estate taxes on death. However, with
proper planning these taxes can be minimized,
structured to maximize Canadian foreign tax
credits, or even possibly eliminated. US income
tax is payable on sale of a US vacation property
held personally at generally 15% federally
and, depending on which State the property is
in, at approximately 5-8%.

A Canadian resident is liable for Canadian
taxes on the sale, at generally 20-22%
{depending on province or territory of
residence). Generally, no double taxation
should result as Canada allows a foreign tax
credit for US taxes paid or payable equal to
the Canadian tax otherwise owing.

US Estate Tax

US federal law and many of the individual
states impose an estate tax on death. The

amount subject to tax is calculated on the fair
market value of a decedent’s gross estate. For
non-US persons, the amount of gross estate
subject to US estate tax includes US real property,
stocks of US companies, any debt obligations
of US persons and an interest in a US trust.
Under the US system the rate of tax applied to
the taxable estate is on a graduated scale from
18% to a top rate of 45%.

A credit, called the unified US estate tax
credit, is allowable to exempt estates with
assets of less than US$2M from the imposition
of estate tax. Canadian residents are able to
claim this credit but it is prorated by the formula
of US assets to worldwide assets. The estate
of a Canadian decedent whose US assets pass
to their spouse is alse able to claim a marital
credit equal to the unified credit available.
Accordingly, proper planning will include the
minimization of US estate tax. Such plans may
include the use of debt, donations, life insurance,
trusts and/or spousal ownership.
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