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Money
matters

WHAT NEW TAX
BRACKETS MEAN FOR
YOU

The 2016 federal budget included a “middle-class tax cut”, whereby the federal income tax
rate was lowered from 22% to 20.5% on income between $45,282 and $90,563. This tax cut
will be financed by increasing the federal tax rate from 29% to 33% on income higher than
$200,000.
If your income is between $45,282 and $200,000, you could have a tax savings of up to $680.
If you earn between $200,000 and $217,000, you will also see minor tax savings, since the
higher taxes that you will have to pay on income in that range will be offset by the
“middle-class tax cut”. However, if your income is over $217,000 you will not benefit at all
from the “middle-class tax cut”.
In Ontario, the top marginal rate has increased to 53.3% on salary and other income higher
than $220,000. As painful as paying 53.3% tax on your income may be, Ontarians still fair
better than residents of New Brunswick, which now levies the highest marginal tax rate in
Canada at 58.75%.
All these changes make proper tax and financial planning even more important in helping
grow and preserve your wealth.

IS YOUR POWER OF ATTORNEY HELD BY A U.S. RESIDENT?
You may have an updated Power of Attorney (POA) for property and feel confident in the abilities
of the person you have named as your attorney, but if this person is a non-resident, and especially
a U.S. resident, you should revisit your planning.
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“New Brunswick now levies the highest marginal tax rate in Canada at 58.75%.”

First of all if you have investment accounts held at a Canadian dealer, this
can cause problems as many Canadian investment dealers are not
registered in the U.S. Therefore, if an attorney who is a resident of the
U.S. were to provide your advisor with securities trade instructions, this
could cause a problem if your Canadian dealer is not registered in the
state where your attorney is resident. In these kind of situations, the law
will not permit your dealer to accept trading instructions from a U.S.
resident on behalf of the Canadian resident account holder.
Let’s take the example of a Canadian resident with two adult sons living
in the U.S., who have been named his attorneys in his Power of Attorney
for property. One child is a permanent resident of the U.S. and lives and
works in Florida and the other child is attending university in California.
In this case, the investment dealer cannot take instructions from the child
who is a permanent resident and lives in Florida but can take instructions
from the child that is going to university in California as that child is still
technically a Canadian resident and is not considered a resident of the
U.S. If the child who goes to university in California decides to live and
work in the U.S. after graduation, then his residency status would change
and the same issues that apply to the child living in Florida would apply
to him.
There are also onerous tax filing requirements for U.S. residents who
hold a power of attorney or have trading authorization or signing
authority over a Canadian resident’s bank and investment accounts. If
the aggregate value of those accounts exceeds $10,000, IRS requires the
attorneys to file the FinCEN Report 114 on an annual basis. This report
provides the details of the Canadian bank and/or investment accounts to
U.S. tax authorities, is quite tedious to complete and mistakes can lead to
penalties.
If an attorney who is considered a U.S. person, misses reporting an
account, he/she could be liable for potential penalties which are
calculated as a percentage of the highest value of the missed account
during the year.
Most U.S. person attorneys are not aware of this filing risk and once they
find out they may very well shy away from accepting the responsibility of
acting as an attorney for their Canadian relative or friend.
For Canadians who want to appoint a U.S. resident as their attorney, the
fact that they will lose their privacy and will have to reveal the detail of
their financial holdings to U.S. tax authorities can be a deal breaker too.
Therefore, if you have already appointed a U.S. resident as your attorney
in your Power of Attorney for property, or are contemplating doing so, you
should think twice and make sure that both you and your attorney are
comfortable with the legal and tax filing complications of doing so. If you
cannot find a suitable Canadian resident to act as your attorney and can
only trust a U.S. resident to act as your attorney, then you should consult
your legal and tax advisors in this regard and inform your prospective or
existing attorneys about the implications of their role. By doing so you
can ensure that they will adhere to their tax filing responsibilities and can
help avoid nasty surprises down the road.

MULTIPLY YOUR CHARITABLE GIVING BY USING A
GIFT OF LIFE INSURANCE

If like millions of Canadians you wish to support your favourite charities
but feel that you cannot afford to make meaningful gifts due to your
budgetary constraints, you can use a gift of life insurance to leave a
meaningful bequest to your favourite causes that can result in significant
tax savings to your estate.
You can give a gift of life insurance in various ways. You can purchase a
life insurance policy on yourself and name the charity as the beneficiary.
Alternatively you can name your estate as the beneficiary and provide
instructions in your will to gift the proceeds of the life insurance policy to
the charity.
In both cases, the charity will issue a charitable donation receipt when it
receives the funds upon your death. If the charity is named as the
beneficiary of the life insurance policy, the proceeds will fall outside of
your estate and will therefore not be subject to probate/estate
administration tax. However, if you name your estate as the beneficiary of
your life insurance policy and leave instructions in your will to donate the
funds to one or more charities, then the proceeds will pass through your
estate and will be subject to probate/estate administration tax. In Ontario
this can amount to 1.5% of the value of the estate over and above the first
$50,000 (which will be subject to a 0.05% tax).
You can also purchase a life insurance policy on your life and name the
charity as the owner and beneficiary of the policy and you can pay the
premiums on behalf of the charity. In this case, the charity will issue a
charitable donation receipt each year equivalent to the amount of your
premium payment. However, no charitable donation receipt will be issued
upon receipt of the death benefit by the charity.
No matter who the owner or the beneficiary of the policy is, as long as the
charity receives benefits upon your death, significant tax savings can
result either during your lifetime or for your estate.
Here is an example that can help illustrate the point. Ms. Smith has been
a supporter of her community hospital for years and makes regular
annual donations. However, she would like to leave a $150,000 bequest
upon her death and establish a named fund to honour the memory of her
late husband. She is 70, does not smoke, is in good health and is in a 46%
marginal tax bracket. She would have to pay $465 per month to fund a
$150,000 universal life policy*. If we assume that she has a life expectancy
of 87 and she would save the $465 per month in a taxable account and
earn 4% average annual rate of return, then by age 87 she would have
accumulated $114,700 that she could then donate to charity. Therefore by
purchasing the life insurance policy, assuming that she lives to 87, she
can increase her donation from $114,700 to $150,000, which represents an
increase of 30.77%.
The following chart summarizes the different ways you can donate a life
insurance policy to charity and the tax consequences of each one:
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*Manulife Innovision with level death benefit and YRT to age 100.

There are currently over 85,000 registered charities in Canada and they
are all vying for the dwindling funding from the federal and provincial
governments.

“There are onerous tax filing requirements for U.S. residents who hold a power of attorney or have trading authorization or signing authority over a
Canadian resident’s bank and investment accounts.”

IS YOUR EXECUTOR UP TO THE TASK?
Being the executor of a will is not an easy task and is a heavy
responsibility. So you have to think hard and fast regarding who you want
to appoint as the executor of your estate.
Here are some questions you should ask about your executor that will
help you make the right choice.

Is Your Executor Competent?
Most people think the most important quality an executor should have is
trustworthiness. While it is true that your executor needs to be
trustworthy, it is equally important that he/she be competent. An
executor needs to have the financial savvy to deal with lawyers,
accountants, financial planners and tax authorities and ask tough
questions. He/she also needs to have enough tact and diplomacy to be
able to deal with tricky family situations.

Does Your Executor Have Time?
The more complicated an estate, the bigger the time commitment
needed to navigate through the estate settlement process. Your executor
may be trustworthy, financially savvy and competent to handle your
estate, but if he/she is a super busy professional with a young family that
demands lots of time and attention, will he/she have enough time and
attention to pay to your estate and carry out his/her executor duties
without suffering burnout or a nervous breakdown?

Is Your Executor Too Old for the Job?

This is also why some estate litigation lawyers who deal with estate
disputes on a regular basis will tell you that it is not a good idea to
appoint your children as executors of a will in which they are
beneficiaries. If the family dynamics are not right (even though on the
surface they may seem fine to you), you risk putting your children
against each other and creating stalemates that can unnecessarily delay
the settlement of your estate.

Have You Considered a Corporate Executor?
If you have a family situation that is riddled with conflicts, no family
members who are willing or capable to act as your executor or have a
complex estate that would be too time consuming and complicated for
anyone you know to handle, then you should consider a corporate
executor.
Corporate executors can bring an objective point of view to emotionally
charged family situations and usually have a team of professionals who
can handle all aspects of estate settlement from estate tax returns and
accounting to arranging moving and storage services. Their fees range
between 3% and 5% of the value of the estate which is the same range of
fees that an individual executor is entitled to claim from an estate.
Of course, if you have a capable executor who is not going to charge any
fees for his/her services or an estate that is worth less than $500,000, this
might not be a good option for you.
Your choice of executor can not only have a big impact on how smoothly
and efficiently your estate is settled but also on preserving family
harmony and peace after your death, so give it as much thought and
consideration as you can.

Many people name a friend or relative who is the same age as themselves
as their executor. The problem with this approach is that when the time
comes for that executor to act, they may not have the capacity to serve as
an executor due to declining health. That is why it is so important to
always name an alternate executor who can step in and act if your first
choice is unable to.

Does Your Executor Live Outside Your Province of
Residence?
Naming a U.S. person or non-resident as your executor could not only
cause negative tax consequences in some instances, but could also
cause compliance headaches for your financial advisor. Regulations may
prohibit your financial advisor from taking instructions from executors
who live outside the province in which your advisor is licensed to
practice. In addition, having an executor who lives in a different
geographic location always makes the task more challenging.

Have You Considered Family Dynamics and the Emotional
Factors?
These factors come into play when a spouse or child is named as an
executor. Will their emotions come in the way and can you expect them to
act logically, rationally and with a cool head in the aftermath of the death
of a relative.
Unfortunately many emotional issues that may have been simmering for
years, tend to surface and come to a boil when a close relative dies and
this can hamper the job of your executor.

“…as long as the charity receives benefits upon your death, significant tax savings can result either during your lifetime or for your estate.”

WINDOWS TO HISTORY - ART NIGHT ON SEPTEMBER 22, 2016
On September 22, 2016, we held our fourth Art Night event at our branch in
Richmond Hill. This event featured the works of the contemporary Iranian
artist, Mostafa Choobtarash. Mostafa’s works have been widely exhibited in
Iran since 2004. Mixing elements of graffiti art with acerbic criticism and
aesthetics of destruction, his paintings are noted for the way in which they
humorously tackle notable figures in Iranian history. Over 60 guests attended
this event. You can view the works and see pictures of the event at
http://www.art.maison/windows-on-history/
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“Your choice of executor can not only have a big impact on how smoothly and efficiently your estate is settled but also on preserving
family harmony and peace after your death.”

