CASE IN POINT

Sales Tax Estate Planning Underwriting & Product Newsletter

Foreign Property and
Canadian Tax Reporting

A couple calls you about some tax reporting forms dealing with some of their

investments. They are confused about what information they need to share
with the Canadian tax department (CRA). They send you a copy of a T1135,
Foreign Income Verification Statement. What information can you provide?
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Thoughts and Considerations

Canadian residents must file form T1135 when the cost amount of their
foreign property exceeds $100,000 at any time during the year. Canadian
resident taxpayers must report and include in their income all the income
they earn from foreign property for Canadian tax purposes, regardless

of the cost amount of the foreign property. The $100,000 threshold
means that many Canadians do not need to comply with the reporting
requirements of form T1135. This does not exempt them from paying

tax on any income earned on such property. They must generally report
gross income.

Specified foreign property held in a Registered Retirement Savings Plan
(RRSP) or Tax Free Savings Account (TFSA) is excluded from form T1135
reporting requirements.

Specified foreign property does not include personal-use property, like
US situated vacation property and furnishings. Personal-use property
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is generally defined as property owned by a taxpayer
that (s)he or a related party uses primarily for personal
and enjoyment purposes. The CRA takes the view that
“primarily” means more than 50%.

Let's say the couple rents out a condo for part of the
year and there is no reasonable expectation of profit;

for example, they are merely recovering part of the
condominium expenses, then the CRA will consider

it a personal-use property. That real property is not a
specified foreign property and is excluded from the
reporting requirements. Whether a particular property is
primarily for personal use and enjoyment is a question of
fact that is determined on a case-by-case basis.

A Canadian mutual fund trust (as defined in the Income
Tax Act (Canada)) is excluded from the definition of
“specified Canadian entity,” so it does not have to file
form T1135. Also, Canadian residents do not have to
report their investment in a Canadian mutual fund trust
because it is not a “specified foreign property.” The same
applies to Canadian mutual fund corporations (as defined
in the Income Tax Act (Canada)).The same should hold
true for segregated funds.

Where Canadian residents have received a T3 or T5 from
a Canadian issuer for a specified foreign property for a tax
year, that property is excluded from T1135 reporting for
that year. The property is still included in the calculation
of the total cost amount of all specified foreign property
they held at any time in the year to see if it exceeds the
$100,000 threshold.

This information is for general information purposes only and is not to be construed as providing legal, tax, financial or professional advice. Empire Life
Investments Inc. and its affiliates assume no responsibility for any reliance on or misuse or omissions of the information contained herein. Information
obtained from and based on third party sources are believed to be reliable, but accuracy cannot be guaranteed. Please seek professional advice before
making any decisions.

Empire Life Investments Inc., a wholly owned-subsidiary of The Empire Life Insurance Company, is the Manager of Empire Life Mutual Funds and the
Portfolio Manager of Empire Life Segregated Funds. Commissions, trailing commissions, management fees and expenses all may be associated with mutual
fund and segregated fund investments. Any amount that is allocated to a Segregated Fund is invested at the risk of the contract owner and may
increase or decrease in value. A description of the key features of the individual variable insurance contract is contained in the Information Folder for the
product being considered. Segregated Fund policies are issued by The Empire Life Insurance Company.

® Registered trademark of The Empire Life Insurance Company. Empire Life Investments Inc. is a licensed user of this trademark.
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