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Buying Real Estate in the US: A Guide for Canadians
by Dale Walters, CEO

In the next several editions of the E-Update we will feature excerpts
from chapter two of Dale Walters’ soon to be released book
for Canadians looking to purchase real estate in the US.

Ways of Owning Real Estate

When buying real estate in the US there are two general ways in which
title can be taken; directly by the individual(s), or indirectly through an entity
such as a corporation, partnership or trust. I further divide the indirect own-
ership into Canadian entities and US entities.

It is important that you know and understand your options and remember
that there are no one size fits all solutions. It is uncommon to find a solution
that has all positive and no negative attributes. You need to talk to a knowl-
edgeable advisor to review your goals and your options to determine which
solution works best for your situation. In this chapter I will be discussing the
most common ways to own as well as the pros and cons of each. (Continued
on Page 2)

Audits: Good News and Bad News
By Brad Flecke, Senior Planner

Last fall IRS announced a new program (Global High Wealth Industry
group) devoted to ferreting out taxable income in complex trust, partnership,
and corporate structures, both domestic and offshore. This was just the latest
of a series of measures taken by the IRS to enhance revenue collection from
taxpayers in the upper tax brackets.

Audit Process: Some understanding of the IRS audit process may help
higher income taxpayers sleep more soundly. The primary vehicle for audit
selection is the Discriminate Function system (DIF). IRS computers review
each tax return using a range of criteria and then score each return. Those
with higher scores are more likely to have a discrepancy between taxable in-
come and income reported. Returns with high scores are more likely to be
reviewed by a human examiner who may initiate an audit. Though the IRS
has at its disposal a number of programs and techniques to target returns,
DIF is the most widely used. (Continued on Page 4)

Changes to the Canada

Pension Plan (CPP)

By Sally Taylor,
Director of Financial Planning

If you are planning to begin
collecting CPP benefits soon or
have decided to delay your bene-
fits until age 65, there are some
upcoming changes to the CPP that
may cause you to take another
look at your options. Based on
Bill C-51 that was signed into law
last December, anyone who wants
to retire early will be hard hit by a
reduction in CPP benefits.

Under the current CPP, when
CPP benefits are taken before
"normal retirement age" of 65, the
benefit reduces by 0.5% per
month for each month that the
pension is taken before the 65th
birthday. The pension is reduced
by 30% (5 years x 12 months x
0.5%) for a person who starts col-
lecting it at age 60. Similarly, the
pension is increased by 0.5% per
month for someone who delays
the pension after age 65, and in-
creases by 30% for a person who
waits until age 70 to begin col-
lecting benefits.

There is an actuarial advantage
for those who apply at age 60 in-
stead of waiting until 65. That
advantage is being taken away.
(Continued on Page 3)
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Buying Real Estate in the US

(Continued from Page 1)

Direct ownership through individual(s)

The simplest way to buy a piece of real estate is to
title the property directly in your name or you and
your spouseds name.
not limited to two people or to a husband and wife,
there can be many individuals named on the title.
While it is possible to name any number of individuals
on the title, I would typically recommend establishing
some sort of entity if you name anyone other than a
spouse.

There are two main reasons for using an entity
when someone other than your spouse will be an
owner. The first reason would be to protect your as-
sets from lawsuits or the claims of the creditors of
your co-owners. For example, if your co-owner gets a
divorce, the spouse could get one-half of their share of
the property. Other problems would be bankruptcy
and various judgments and lawsuits against the co-
owner that could cause you to become an owner of the
property with a complete stranger or it might cause a
forced sale at an inopportune time.

If you are considering naming a child as a co-owner
to avoid probate, seven states allow for the property to
be transferred on death directly to a beneficiary with-
out probate. This is also known as a beneficiary deed.
Those seven states are Arizona, Colorado, Kansas,
Missouri, Nevada, New Mexico and Ohio. A benefi-
ciary deed is similar to any other beneficiary designa-
tion you use such as with your registered accounts or
with life insurance. The beneficiary can be changed at
any time before death. If the property is held jointly,
(Continued )
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the beneficiary receives the property after the second
death. A beneficiary deed can be done through the
title company or with an attorney.
The type of ownership depends on the state
Not all states allow all possible ways to own a prop-
erty. In general, there are two ty%is of laws in which to
0

states and common law states. Community property
states are: Arizona, California, Idaho, Louisiana, Ne-
vada, New Mexico, Texas, Washington, and Wiscon-
sin. There are two different ways you can purchase an

asset using community
propertyo and Acommunit
vivorship.o Definition

Community Property T In community property states
only married couples can take ownership as community
property. In this case, they will each own a half inter-
est in the property. Unlike joint tenants, the owners can
pass their interest (half) by will or trust upon their death
and will not avoid probate.

Community property with rights of survivorship 1
Certain community property states allow married cou-
ples to own property as community property with rights
of survivorship. Like community property, the couple
will each own a half interest in the property; however
when one of them dies the survivor automatically owns
the entire property and avoids probate.

More excerpts from Dal ebs
will be in our next several editions of the E-Update.
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KCA Client Ambassador Program

KCA clients that provide a goodwill referral will have
$500 donated in their name/s to their favorite charity as a
thank you from us once the referral signs on with KCA.
Please call to learn more about this rewarding program.é

Green Tip$
KCA Phoenix Office Goes Solar By Virginia Dhondt, Staff Planner

Commercial and residential solar systems work essen-
tially the same way. Solar panels (referred to as mod-
ules) are installed, typically on the roof. These mod-
ules convert sunlight to DC power. Then an inverter
converts the DC power to AC power, which is what is
found in the electrical power utility grid. This power is
distributed to the facility or house for use, or, if there
is excess power generated, the power is distributed to
the utility grid. Some solar systems may be "off-grid"
but that is not typical.

Electricity is generated in a solar system through
light, not heat. While the sunbelt is seeing a surge in

popularity for these systems, some colder areas may
generate more power since electronics operate more
efficiently in the cold.

These systems have a net metering agreement, so
that excess power generated by the system is distrib-
uted to the utility grid and credited to the solar system
owner. These agreements may provide for different
rates for peak and off-peak hours.

State and local rebates and federal tax credits make
grid-connected solar systems much more cost friendly
to both businesses and homeowners.

Due to these tax credits as well as accelerated de-
(Continued on Page 3)




Changes to the Canada Pension Plan (CPP)
(Continued from Page 1)

Beginning next year, the percentage amounts
used to reduce or increase the early or late benefits
will be gradually increased. The early pension will
be increased to 0.6% per month for each month that
the pension is taken before age 65, which will result
in a total reduction of 36% of the benefit if a person
begins collecting it at age 60. The late payment will
be gradually increased to 0.7% per month after age
65 and will result in the pension being increased by
42% for a person who begins collecting it at age 70.
The early pension changes will be phased in over 5
years starting in 2012, and the late pension augmen-
tation will be phased in over 3 years starting in 2011.

The current requirement that Canadians must stop
working or significantly reduce their earnings to re-
ceive CPP retirement benefits will be removed.
There will be no reduction in earnings required in
order to collect the benefits before age 65. There is,
however, a requirement to continue to contribute to
the CPP to at least age 65 for those who continue to
work, and additional contributions for those working
beyond age 65 are optional. These changes will be-
come effective in 2012.

The pension amount is based on the number of
years a person has worked and contributed to the
plan, as well as the salary or wages he or she earned.
Current "drop-out provisions" allow individuals to
drop 15% of the years where earnings are low or nil
for whatever reason. The new drop-out provisions
will be increased to 17%.

Despite these changes, the contribution rates to
the CPP will remain at 9.9%. None of these changes
will affect anyone who is currently collecting CPP
retirement, disability or survivor benefits. It will
also not affect anyone who starts to collect a pension
before 2012. If you turn 60 before the new rules
come into effect or if you have delayed your bene-
fits, you should seriously consider taking the actuar-

ial advantage while you still have the chance. G

KCA Phoenix Goes Solar

(Continued from Page 2)

preciation available to businesses, the solar system
can "break even" and even see a return on invest-
ment. Typical systems have a payback period of
four to ten years, but estimates can range to twenty
years, varying due to electrical usage and rates, as
well as the cost of the system. If utility rates in-
crease (as generally expected), the return on the sys-
tem will increase.

Solar (Continued)

Potential economic benefits of a solar system include
lower or no electric bills, as it eliminates or reduces the
amount of electricity purchased from utility providers.
The system may increase the property value without
higher property taxes (in solar friendly states). The solar
system is a capital improvement for a business and is
believed to increase the resale value of both commercial
and residential properties. The modules have no moving
parts, so the system has little maintenance required, and
may actually pro-long the live expectancy of the roof.

Because of the long-term nature of the investment,
environmental benefits are also considered. Solar helps
conserve natural resources (fossil fuels), reduces pollu-
tion (production of carbon dioxide), and reduces waste
as a by-product of energy (coal) production. The sys-
tems produce zero emissions and no noise. Solar energy
is clean and renewable.

The Keat s, Connel ly
had a system installed on March 10, 2010. The system
is currently generating power from about 5:30 a.m. to
about 7 p.m. The environmental benefits are tracked
online. In two months, 15344 kWh have been produced.
This could power 46,496 light bulbs, 15,344 computers,
or 468 homes. The carbon offset is calculated at 26,310
pounds, the equivalent of planting 309 trees, not con-
suming 1,355 gallons of gas, or not driving 798 cars for
1 day.

For residential solar systems, the investment is best
for homeowners who have a higher electric bill and a
sunny roof (especially south facing), are going to live in
their house for about ten years, maybe even more, or
want to make the investment for the environmental rea-
sons rather than financial.G

Interested in Investment, Retirement
or Recreational Property across the Border?
Attend one of these informational seminars:

T 9/15/10 Shea Homes / Calgary

T 9/16/10 Shea Homes / Edmonton

I 9/25/10 Edmonton Journal Expo / Edmonton
T 9/28/10 Bank of Montreal / Edmonton

** KCA President and author of The Border Guide,
Bob Keats, will speak at seminars on 9/25 and 9/28;
KCA Financial Planner, Bryant Andrus,
will speak at all four seminars **

More details to be made available at:
www.keatsconnelly.com

and
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Audits: Good and Bad News

(Continued from Page 1)

Though tax professionals outside the IRS are not privy
to all of the DIF criteria, experience teaches us that cer-
tain activities are more likely to triggers audits. These
include:

1 Home business expense deduction
1 Business deduction that seems unreasonable
1 Shareholder of a corporation that has been audited

| Large cash distributions from a business

I High Risk T Schedule C (sole proprietorship), Partner-
ship, iSo Corporation,
knows that control of financial data creates opportuni-
ties for abused activity in these areas raises the risk of
an audit.

—_

Out of the ordinary figure with no written explanation

—_

Prior history of tax audits

—

Itemized deductions and charitable contributions in
excess of what IRS typically sees at that income level

—_

Claiming the earned income tax credit

—_

Inconsistent information provided by spouses filing
separately

—

An income mismatch between figures reported on a
tax return from those received from third parties (from
1099 slips, for example)

-

Tax Preparer on the Watch List. If a tax preparer has
a history of violating IRS rules, he/she may be on an
IRS watch list. Any returns prepared by him/her stand
out.

TAn 6l nformantd contacts
may not have been reported. IRS takes these seriously
but does some research to determine the veracity of
the source before contacting the taxpayer.

Failure to meet filing and payment deadlines can
also trigger an audit but it is easy to misinterpret this
one. Specifically, failure to file means a) failure to
submit a return by April 15 (June 15 if living
abroad) or b) failure to file an automatic extension
and then file the return by October 15. No one gets
fextra credito for act
and no one suffers heightened IRS scrutiny for filing
an automatic extension on April 15 and waiting as
long as six months to file the return.

Notice that many audit triggers do not involve
poor judgment, a mistake, or wrong doing by the
taxpayer. It is possible that a taxpayer is audited for
no reason at all. Being audited is nothing to be em-
barrassed about, nor does it signal a mistake.

ua

Interest and Penalties: As a result of an audit,
the IRS may impose an interest charge. For fraud,
negligence, failure to file on time, or failure to pay
tax on time, interest accrues from the date the return
is due until the date the tax is paid. For other infrac-
tions, there is no interest charge if penalties (penalties
under $100,000) are paid within 21 days.

The IRS also may impose penalties. The most
common penalty is a 20% surcharge on the underpay-
ment amount. Typically, IRS imposes this penalty

Gathen phe tindetpaymentsof tgx dsmsdociatdd with. the
overvaluation or undervaluation of property, negli-
gence, disregard of IRS rules or regulations, and the
substantial understatement of tax liability. Think of
this as the fAshould ha

Of cour se, there s
when the IRS is able to prove that the taxpayer inten-
tionally defrauded or attempted to defraud the IRS.
The penalty jumps from 20% to 75%. This penalty
may be imposed in addition to penalties associated
with criminal prosecution: fines, forfeiture of prop-
erty, and even prison.

Depending on the circumstances of the specific
case, the interest, penalties, and the underpayment
amount may be challenged during the audit, through
an IRS administrative appeals process, or in the
courts.

Audit Risk in 2010: The increase in audits of
Ahi gh i ncomed taxpayer
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Letbdébs use the high i
In 2004, there were 9,576 audits. In 2009, there were
28,349. That is almost a three fold increase in the
number of audits.

At the same time there was a rise in filings from
$1 million income taxpayers. About 5.03% of high
income filers were audited in 2004 and about 6.24%
were audited in 2009. Despite the near tripling of
audits, there was only a 1.21% increase in the chance
of, biini audited zi%n}]ericansawithr awlfwar(% income
Situatiohs might be Cothfortad by hose stabistics,
Taxpayers with an annual income over $200,000, the
risk rises to about 3 in 100.

WHAT TO DO IF YOU GET AN AUDIT NOTICE:

1. Do not panic. Do not contact the IRS.
2. Call us. We will take it from there.
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KCA in the News

At KCA, we work to provide our clients with every
tool possible to realize their dreams of a cross-border
lifestyle. We also work with several industry, univer-
sity and community organizations to promote educa-
tion, progress and change to benefit everyone on both
sides of the border T and beyond. As such, we are of-
ten called upon as industry experts on several financial,
economical and general business topics in both Canada
and the United States.
work, we also have the great honor of being recognized
by organizations and associations as leaders in our in-
dustry and in the community.

Here is a snapshot of
“Lsome of our most recent
Youtreach and recognition:
First and foremost, KCA

was honored to be profiled
by the Arizona Business
2010“%%@@&T Gazette, Arizona Republic
— _— 1(;""’1;15 and Scottsdale Republic for

our move to using solar
power and beyond in the
office. You can read for
yourself by clicking here.

KCA was recently profiled by Completely Canadian
for its success over the past 20 years. To view the en-
tire article, please click here. KCA was recently cele-
brated as an alumnus of the Greater Phoenix Chamber
of Commerce Impact Awards and listed as a top inde-
pendent investment advisor by the Phoenix Business
Journnal On the nation
by Wealth Manager Magazine as one of the largest
wealth management firms in the nation. It is our 10™
year in a row being listed. Check it out here. KCA
was also awarded the Alfred P. Sloan Award for Excel-
lence in Workplace Flexibility for the 3rd year in a
row.

KCA president, Bob Keats, was recently inter-
viewed by the Wa | | St r e Eikancidl ddwisom
on how Canadians can purchase property in the United
States. To view the entire article, please click here.
Keats was also profiled in a recent edition of the Scotts-
dale Republic focusing on the 10™ Edition of The Bor-
der Guide. And, as a grand finale, Keats did a web
workshop of sorts and a series of stories with the Globe
& Mail in Toronto T one of which focused on President
Obamaés recent wupdate
US healthcare when on this side of the border. Great
information!

23rd Annual
IMPACT Awards
e

Please click here to take a look.

KCA staff planner Virginia Dhondt was named
president of the Financial Planning Association of Ari-
zona. To view her announcement, please click here.
KCA CEO Dale Walters was recently interviewed by
the Phoenix Business Journal on how a local grocery
St or edutsmayhnfiicyt the local economy. Walters
was also interviewed by Impact Magazine for a story

on Ah@l éqnomyl pase prdseat and tuture. K(@Aastafd s

planner John Rice was named to the CFA Society of
South Floridaos Board
nouncement, please click here.

Jacques Raymond and Ken Brown joined KCA as
Business Development Director and Manager, respec-
tively, in the Florida and Arizona offices. They are re-
sponsible for developing new business opportunities,
expanding recognition of the firm in the different mar-
ket segments and acting as a communication link be-
tween the firm and prospective clients. KCA also wel-
comed Jodi-Ann Pinnok, a recent graduate of the Uni-
versity of Florida, as an Associate Planner in its Florida
office. And, congratulations to Santina Michel from the
Florida office, for receiving her MBA in Financial
Planning and being promoted to a Staff Planner!
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KCA Social Media Sites

In addition to visiting us at www.keatsconnelly.com,

and Thé¢ Boaoler Guide Rorend welssitesa ylouscan ndw

twitter and tweet us at:
www.twitter.com/KeatsConnelly,

www.twitter.com/BorderGuide,

or our tax division Cross Border Tax & Accounting at:
www.twitter.com/CBTA

IfI yqu are in the Facebook crowd, please try our site at:

http://www.facebook.com/pages/The-Border-

Guide/79966261305?ref=ts G
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Please write or call if you have questions or comments
t o h o Wout@@ Nedsttierd®dn s Cc an
Phone: 800-678-5007 extension 128 or E-Mail:

barbaram@keatsconnelly.com
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