
Taxation issues faced by Albertans Owning Residential Property in Arizona 

Many Albertans have either purchased or are looking to purchase residential property in the US, and in 

particular Arizona.  This paper will outline some of the Canadian and US tax issues that will need to be 

addressed at some point in the ownership cycle using a case study of Tom and Annette, two Albertans 

looking to buy an Arizona vacation home.  The following items will be addressed: 

1. Tax considerations related to structuring the purchase of the property 

2. Income tax reporting of any rental income earned while owning the property 

3. Income tax reporting on disposition 

a. On sale, and 

b. On death. 

 

Case Study details: 

 Tom and Annette are Alberta residents and are not US citizens or US green-card holders.  

 They are legally married, mid-fifties, and have two adult children.  

 Their worldwide estate is valued at $4 million ($2 million each).  They currently have no US 

assets.  

 Their wills provide that if one predeceases the other all of the decedent's assets are left to the 

surviving spouse outright.  

 Their price range for the property is maximum $250,000.  

 The property will be for their family‟s personal use.  However, it may be rented out from time to 

time.  

 They have not yet decided whether they will sell the property in the future or pass it on to their 

children.  



Overview of US income taxes 

The US and Arizona can tax any US-source income earned by Tom or Annette including any rental 

income received on the property and any future capital gains triggered as a result of the sale of the 

property. 

US federal personal income tax brackets for 2010 are as follows: 

From To % 

0 8,375 10% 

8,376 34,000 15% 

34,001 82,400 25% 

82,401 171,850 28% 

171,851 373,650 33% 

373,651  35% 

 

The 10% tax bracket is schedule to disappear in 2011 and become part of the 15% bracket.  The other tax 

rates are scheduled to increase by approximately 3% for each bracket. 

US long-term capital gain rates for 2010 are 15% for gains over $50,000.  These rates are scheduled to 

increase to 10% for gains up to $50,000 and 20% on gains over that amount in 2011. 

Arizona state individual income tax rates range from 2.59% on income up to $10,000 to 4.54% for 

income over $150,000. 

Corporations pay the same rate of tax on income and capital gains.  The US federal corporate income tax 

rates for 2010 and 2011 range from 15% to 35%.  The Arizona corporate income tax rate for 2010 and 

2011 is 6.9%.  

 

Overview of US estate taxes 

There is no US federal estate tax in 2010.  The tax is scheduled to return for 2011 with a threshold for US 

citizens of US$1,000,000 unless legislation is passed to change this amount.  Proposals have been made 

to keep the threshold at its 2009 level of US$3,500,000.   Other proposals have been made to increase the 

threshold to US$5,000,000.   

A Canadian who dies is subject to US estate tax on the fair market value of US-situs property.  US-situs 

property includes US real estate (and related equipment and furnishings) and shares of US corporations.  

Jointly-owned assets can be partially excluded from your estate if your estate can prove that your 

surviving spouse contributed to the purchase of these assets.   



The estate tax is applicable on value over a set threshold which allows a credit, the unified credit, against 

tax up to that threshold.  For non-residents this threshold is US$60,000.  Pursuant to Article XXIX B(2) 

of the Canada-US Income Tax Convention, Canadians can increase this amount to an amount equal to a 

pro-rated portion of the threshold allowed to US citizens.  The proration factor is equal to the value of the 

Canadian‟s US-situs property divided by the gross value of the Canadian‟s estate (including the US-situs 

property).    

Estate state tax rates start at 18%.  The top rate for Estate Tax for 2011 may be as high as 55% if 

scheduled pre-Bush rates return.  The top rate for 2009 was 45%.  Proposals have been made to reduce 

this rate to 35%. 

There is an election available where one can choose to use values six months after the date of death.  This 

may be a beneficial election to make if US real estate values are falling.  However, if this election is 

made, the value of the total estate for purposes of the unified credit must also be the value six months 

later. 

In some cases the cost (“basis”) of assets left directly to beneficiaries can be adjusted up to the fair market 

value so that a future sale of the property will not attract US income tax on that portion of the reportable 

gain.  The maximum increase for a non-resident is limited by IRC 1022(b)(3)(A) to US$60,000.  

Arizona does not currently have a state estate tax.  

 

Overview of US Gift Tax 

The US also has a gift tax which can apply to Canadians if they gift interests in US real property to, for 

example, a relative (Treas Reg 25.2511-3(b)(1)).  There is an annual gift exclusion amount of US$13,000 

per recipient for 2010.  The annual exclusion amount for a gift to a non-citizen spouse is US$133,000 for 

2010.  These annual exclusion thresholds are applied such that if the value amount is exceeded, only the 

amount of the gift in excess of the threshold is subject to the gift tax. 

US Gift taxes apply on the value of the gift at basically the same rates as the Estate tax. 

There is no step-up in the basis (US Cost) for US income taxes of a gifted property. 

 

Overview of US withholdings taxes 

US withholding taxes are applied on gross rental income earned by non-residents.  The withholding rate is 

30%.  This withholding can be reduced by electing for the income to be treated as effectively-connected 

income (basically business income).  If this election is made, the property owners are required to file a US 

income tax return annually reporting the net rental income.  

US withholding taxes are also applied on the sale of US real property by a non-resident.  The withholding 

tax is equal to 10% of the gross proceeds.  Some exceptions to this rule include: 


