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Navigating Cross-Border Taxes Made
Simple

Owning a U.S. rental property as a Canadian can be a
smart move—strong tenant demand, diversified
currency exposure, and long-term appreciation. The
challenge is that two tax systems want a report, and
each has its own rules, forms, deadlines, and traps.
That's where this guide helps.

What you'll get here:

e Clear explanations of how Canada and the U.S.
tax your rental income and sales

e Step-by-step filing guidance for both countries

e Practical checklists, examples, and tips to reduce
taxes and avoid penalties

e Insight into estate tax exposure and how to plan
before rules change in 2026

o Advanced strategies that experienced investors
use to legally minimize tax

By understanding the rules and applying the right
elections, deductions, and credits, you can avoid
double taxation, keep more of your rent, and make
better decisions—without needing to become a tax
expert.







Why Both Countries Want a
Slice of Your Rental Income
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Key idea: Canada taxes your worldwide income. The U.S. taxes income
connected to U.S. property. You'll file in both, then use treaty relief so you don't
pay tax twice on the same income.

1.1 Worldwide income and you

o Canada requires residents to report global income, including rent from U.S.
properties.

e You report your U.S. rental income on your Canadian return and convert
amounts to CAD.

e You can claim a foreign tax credit in Canada for U.S. taxes paid on the same
income to reduce or eliminate double taxation.

1.2 U.S. tax on U.S. property

e The U.S. taxes rental income sourced in the U.S. even when earned by
nonresidents.

e You'll file a U.S. nonresident return (Form 1040NR) if you choose to be taxed
on net income (mMost investors do).

1.3 The Canada-U.S. Tax Treaty and foreign tax credits

e The treaty coordinates which country taxes what and prevents double tax
through foreign tax credits.

e In practice: pay U.S. tax on your net rental income when you elect
“effectively connected income” (ECI). Then, claim a foreign tax credit on
your Canadian return using Form T22009.



1.4 What's taxable? A quick snapshot

e Gross rent is taxable; you can deduct eligible
expenses.

e Deductible categories often include mortgage
interest, property taxes, insurance, repairs,
management fees, utilities (if paid by you),
advertising, professional fees, and travel (limited).

o Depreciation/CCA: Allowed differently in each
country (details in Chapter 4).

Example

e You earn USD 30,000 rent, incur USD 18,000
expenses (including mortgage interest but
excluding principal), net USD 12,000.

e You elect net taxation in the U.S,, pay U.S. tax on
USD 12,000.

e In Canada, you report the net income (converted
to CAD) and claim foreign tax credits for U.S. tax
paid.
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Your Two Reporting
Options with the IRS
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Key idea: You can be taxed on gross rent with withholding or on net income by
filing a return and claiming deductions. Most investors save by choosing net income
taxation.

2.1 Option A: Gross rental withholding 2.2 Option B: Net income taxation

(default if you do nothing) (recommended for most)

o Withholding agents (e.g., property e Elect to treat your rental income as
managers or tenants) must withhold effectively connected income (ECI)
30% of gross rent for nonresident and be taxed on net profit after
landlords. deductions.

e No deductions allowed. Cash-flow e To use this approach:

heavy and often over-withholds.
e Provide Form W-8ECI to the

e Avoid this by submitting the right withholding agent so they don't
paperwork and filing properly. withhold 30% on gross.
2.3 Required IDs: ITIN or EIN e File Form 1040NR annually and
include Schedule E-equivalent
Identification Number for non-U.S. income/expenses.

individuals without SSNs.
o Depreciate the building over 27.5

« EIN: Employer Identification years (residential) for U.S. purposes.
Number often used for entities (and
sometimes individuals for
withholding purposes).

o Apply early; returns can be delayed
without IDs.



2.4 Making the net election

e Attach a statement to your 1040NR electing to treat rental income as
ECI under IRC Section 871(d).

e Provide W-8ECI to your manager to reduce/stop gross withholding.

2.5 Common supporting forms

Form 1040NR: Nonresident U.S. tax return.

Schedule NEC vs. ECI statements: Ensure your rental is treated as ECI. \

State returns: Required in many states (see Chapter 7).

If selling: FIRPTA forms and withholding certificates (Chapter 6).

2.6 Deadlines and penalties

e 1040NR due date: Generally June 15 for nonresident individuals with no
wage income subject to withholding; April 15 if you have wages.
Extensions available (Form 4868).

e Penalties: Late filing and late payment penalties plus interest. Failure to

file can forfeit deductions in some cases—meaning tax on gross
income.

Quick tip

e If a manager is still withholding 30%, submit W-8ECI ASAP and file
1040NR to claim a refund.
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Reporting Foreign
Rental Income to the
CRA
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Key idea: You must report rental income and claim expenses in CAD, and you
can claim foreign tax credits for U.S. taxes paid.

3.1 Where to report

e T1General + Form T776 (Statement of Real Estate Rentals) to report gross
rent, expenses, and net income.

e If you hold through a Canadian corporation, reporting differs—consult an
advisor.

3.2 Currency conversion
e Convert income and expenses using Bank of Canada rates.
o Consistency matters: use the annual average rate for recurring
income/expenses, and the daily rate for large one-time items where

appropriate.

o Keep records of the rates used.

3.3 Key forms
e T776: Report rental income and expenses.
e T2209: Federal Foreign Tax Credits for U.S. taxes paid on the same income.
e T20306 (if applicable): Pro-rating expenses among co-owners.
e T1135: Foreign Income Verification Statement if your total foreign property
cost exceeds CAD 100,000 at any time in the year (includes U.S. real estate
held directly or interests in foreign entities; special rules apply for personal-

use property).

e Provincial foreign tax credit forms may also apply.



3.4 Deadlines and penalties

e Individual filing due date: April 30
(June 15 if you or your spouse have self-
employment income, but any balance
is due April 30).

o Late filing penalties: 5% of balance
owing plus 1% per month (up to 12
months), higher if repeated late filings.

e TN35 penalties: $25 per day late,
mMinimum $100, up to $2,500; higher for
gross negligence.

Example

e You paid USD 2,400 in U.S. tax on rental
income. Converted to CAD using the
average annual rate, you claim a
foreign tax credit on T2209 to reduce
your Canadian tax owing on that same
income.
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What Every Canadian
Property Owner Should
Know About Write-Offs
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Key idea: Deductions drive savings. Know what's deductible in each country
and track it well.

4.1 Deductible expenses (both 4.2 Depreciation vs. CCA
countries commonly allow)
e U.S. depreciation: Residential

e Mortgage interest (not principal) buildings depreciated over 27.5 years
(straight-line). Land not depreciable.
e Property taxes Claiming is generally beneficial and
often required to avoid “allowed or
e Insurance allowable” recapture on sale.
e Repairs and maintenance (e.g., e Canada CCA (Capital Cost Allowance):
plumbing fix, repainting) Class 1 (4% declining balance) for most
buildings; land not depreciable. You
e Property management fees and can choose not to claim CCA to avoid
commissions or reduce recapture later. For long-
term holders, many skip CCA to keep
e Advertising and tenant screening ACB higher for Canadian purposes.
costs

o Utilities paid by you
e |egal and accounting fees

» Travel to inspect/manage (reasonable
and properly documented)

e HOA/condo fees (as applicable)



4.3 Differences to note

e Canada often allows small office
expenses, bank fees, and certain home
office costs related to managing
rentals. The U.S. may allow similar items
but rules and thresholds can differ.

e U.S. may allow immediate expensing
for certain small tools and supplies;
bigger improvements are capitalized
and depreciated.

e Repairs vs. improvements: Both
countries require capitalization of
improvements (e.g., new roof) but allow
current deduction for ordinary repairs
(e.g., patching shingles).

4.4 Real-life savings examples

e Example 1. Net taxation vs. gross
withholding

e Gross rent USD 24,000. Expenses USD
16,800. Net income USD 7,200.

e At 30% gross withholding, USD 7,200
withheld—equal to your entire profit.

e Elect ECI net taxation: tax is calculated
on USD 7,200, not 24,000—often
cutting tax by more than half.

e Example 2: Depreciation

e Building value USD 275,000; annual
depreciation = USD 10,000.

e If your net income before depreciation
is USD 12,000, depreciation could
reduce U.S. taxable income to about
USD 2,000, saving federal and state tax
now (note recapture on sale).

4.5 Tracking tips

Use a dedicated bank account and
card for each property.

Keep digital copies of invoices; tag
them by category.

Record mileage, flight receipts,
and inspection notes for travel
claims.

Maintain a capital improvements
log (date, cost, description,
vendor).

Reconcile monthly; export
summaries for your preparer.

Year-round habits prevent
missed deductions more than
any “tax hack.”
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What Happens to Your
U.S. Property When

You're Gone?
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Key idea: U.S. estate tax can apply to nonresidents who own U.S.-situs assets.
Planning early can reduce or eliminate exposure.

5.1 The basics

e Nonresident aliens have a small U.S. estate tax exemption (often cited as
USD 60,000 of U.S.-situs assets).

e However, the Canada-U.S. treaty can provide a pro rata unified credit based
on the ratio of U.S. assets to worldwide assets, often reducing or eliminating
estate tax for smaller estates.

5.2 Why 2026 matters

e The U.S. federal estate tax exemption is scheduled to drop in 2026,
increasing the number of estates potentially exposed.

o Canadians with significant worldwide assets and U.S. property should revisit
their plan well before that date.

5.3 Planning strategies

e Ownership structure: Consider Canadian partnerships or corporations;
understand trade-offs (FIRPTA, double tax risks, financing, compliance).

e Life insurance: Can provide liquidity to pay potential estate tax.
e Cross-purchase or buy-sell agreements for co-owners.

e Trusts: Certain trust structures may help with probate and privacy; estate
tax mitigation is complex—get specialized advice.

o Gifting strategies: Weigh Canadian and U.S. consequences before
transferring interests.



5.4 Practical steps

e Keep an up-to-date inventory of
worldwide assets and ownership forms.

e Confirm beneficiary designations for
accounts connected to the property.

e Ensure wills and powers of attorney
address cross-border assets.

e Model scenarios with a cross-border
estate specialist.
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Capital Gains, FIRPTA,
and Cross-Border
Strategies

\‘A

T~— -

Key idea: When you sell, both countries tax the gain. The U.S. also withholds
under FIRPTA. You can often reduce overall tax with planning.

6.1 Calculating capital gains

e Gain basics: Sale price minus selling costs, minus adjusted cost base
(burchase price + capital improvements — depreciation/CCA claimed where
applicable).

e Currency: Track in the currency required by each country. In Canada,
exchange movements affect gains because proceeds and ACB are in CAD;
in the U.S., amounts remain in USD.

6.2 FIRPTA withholding

e Standard withholding: 15% of gross sales price from a foreign seller.

e This is not the final tax—just a prepayment.

o To reduce withholding closer to expected tax, apply for a withholding
certificate (Form 8288-B) before closing; funds can be escrowed pending
IRS approval.

e |f too much was withheld, file a 1040NR (or entity return) to get a refund.

6.3 Reporting the sale

e U.S.: Report on T040NR with appropriate schedules; pay tax on gain and
depreciation recapture.

e Canada: Report the disposition on your T1; apply capital gains inclusion rate
rules and claim foreign tax credits for U.S. tax paid.

e State returns: Many states require a return and have their own withholding
on sales.



6.4 Strategies to reduce tax

e Time improvements and sales:
Complete value-adding
improvements earlier to increase ACB
for both countries.

e Hold period: Long-term capital gains
rates apply in the U.S. for assets held
>1 year.

e Installment sales: Complex for
nonresidents; consider only with
advice.

e 1031 exchanges: Generally not
available to Canadian individuals for
Canadian tax deferral; can still defer
U.S. tax but may cause Canadian
mismatch—proceed only with
coordinated planning.

e Principal residence exemption:
Typically not available for cross-border
rentals; do not rely on this unless you
meet strict criteria and have advice.

Example

e Sold for USD 500,000, ACB USD
350,000, improvements USD 30,000,
depreciation taken USD 40,000.

e Adjusted basis = 350,000 + 30,000 -
40,000 = 340,000.

e Gain =500,000 - selling costs —
340,000. Part of the gain (USD 40,000)
taxed as recapture at ordinary U.S.
rates; balance at capital gains rates.
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How Location Affects Tax

Obligations
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Key idea: Federal rules are only part of the picture. States and localities add
taxes and paperwork—especially for short-term rentals.

7.1 State income taxes on rentals

» No state income tax on wages does not always mean no tax on rental
income. Examples:

o Florida: No state income tax, but local tourist development taxes may apply
to short-term rentals.

e Texas: No state income tax; franchise and local hotel occupancy taxes may
apply to STRs.

o California: State income tax applies to net rental income; aggressive
enforcement; city business taxes may also apply.

7.2 Short-term rental (STR) rules

Many jurisdictions require:

Registration or permits

Collection and remittance of transient occupancy/lodging taxes

Compliance with zoning, safety, and platform reporting rules

Platforms (Airbnb/VRBO) sometimes collect certain taxes, but you may still
have other filings.

7.3 Practical compliance tips
e Confirm whether a state return is needed each year (even at a loss).

» Register for local lodging taxes if doing STRs; verify which taxes the platform
collects.

o Keep a calendar of state and local due dates; they often differ from federal
dates.

e Save closing statements and escrow records for FIRPTA and state
withholding on sale.
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Lessons from Cross-

Border Tax Audits
\_/—\

~— —

Key idea: Most problems come from missing forms, wrong elections, and weak
records. They're preventable.

8.1 Common mistakes
e Not filing 1040NR and losing the ability to claim deductions (taxed on gross).
e Failing to submit W-8ECI to stop 30% withholding on rent.
e Missing T1135 in Canada when foreign property cost exceeds CAD 100,000.
e Using wrong exchange rates or being inconsistent.
e Treating improvements as repairs.

e Forgetting to depreciate in the U.S,, then facing recapture anyway on sale.

8.2 Consequences
e Penalties and interest in both countries.
e Frozen refunds due to missing ITINs or mismatched forms.

e Higher audit risk—especially with STR platforms now sharing data with tax
authorities.

8.3 Avoidance playbook

e File U.S. and Canadian returns on time (use extensions wisely).

Provide W-8ECI to managers; keep a copy on file.

Reconcile rents and expenses monthly; attach statements to returns.

Keep a depreciation/CCA schedule from day one.

Engage a cross-border tax preparer when you buy, not after you get a notice.



e —
e —
e =
2
-
R
Ay S— — p— —

CHAPTER 9

~— —




Maximize Savings with

Expert Planning
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Key idea: Structure, timing, and credit optimization can materially lower

lifetime taxes.

9.1 Make the ECI election and optimize depreciation
e Elect net taxation and claim U.S. depreciation annually.

e Model the impact of depreciation recapture on sale versus cash flow
savings now.

9.2 Use foreign tax credits fully

e Track U.S. federal and state taxes separately; both can be creditable in
Canada.

o Don't overpay in the U.S. at the state level if credits may be limited—
optimize where possible.

e Maintain source documents showing taxes paid to support T22009.

9.3 Ownership structures

e Canadian partnership: Transparent for tax; may simplify allocations
among Co-Owners.

e US. LLC owned by a Canadian: Can create mismatches; default
classification as a disregarded entity for U.S. may not match Canadian
treatment. Get advice before using an LLC.

e Canadian corporation: Potential liability protection and estate planning
benefits, but double-tax risks if not structured correctly.



9.4 Timing tactics

o Align major repairs or upgrades with
high-income years.

e Consider transaction timing around
year-end to defer tax.

o For sellers: apply for FIRPTA
withholding certificates early to keep
cash working for you.

9.5 Risk management and insurance

e Liability coverage and umbrella
policies protect assets.

e Documented processes for tenant
screening, inspections, and
maintenance reduce unexpected
costs that aren’t deductible if they
never should have occurred.

9.6 Long-term planning tools

e Life insurance to cover potential
estate tax or liquidity needs.

e Trusts for probate efficiency; cross-
border advice essential.

e Coordinated wills in both jurisdictions
to manage situs-specific issues.
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When You Need an Expert
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Key idea: Knowing when to call a specialist can save you more than the fee.

10.1 Signs it’s time

e You own multiple U.S. properties or operate STRs in several states.

You're selling or doing a major refinance or cost segregation study.

You're considering an LLC, partnership, or corporate structure.

Your worldwide estate may be high enough to trigger U.S. estate tax
exposure post-2025.

You missed filings (T1135, 1040NR, state returns) and need remediation.

10.2 Finding the right advisor

Look for designations and documented cross-border experience.

Ask about both Canadian and U.S. software and e-filing capabilities.

Request examples of similar client scenarios.

Confirm they handle state returns and local lodging taxes if you do STRs.
10.3 lllustrative case studies

o Case A: Net election + depreciation

o Couple with USD 36,000 rent, USD 22,000 expenses, USD 8,000
depreciation.

e U.S. taxable income drops to USD 6,000; Canadian tax offset with FTC. Net
annual savings vs. gross withholding exceed USD 4,000.

e Case B: FIRPTA withholding certificate

e Seller expects USD 25,000 total U.S. tax on a USD 600,000 sale.
Withholding would have been USD 90,000. Certificate approved; escrow
releases funds, improving cash flow for next purchase.



Confidently Navigating U.S. Rentals as
a Canadian

Cross-border tax doesn't need to be
complicated. File in both countries,
choose net taxation in the U.S,, claim
every legitimate deduction, and use
foreign tax credits in Canada. Track your
numbers, keep strong records, and plan
early for sales and estate matters. With a
repeatable process and the right help
when needed, you can protect returns,
reduce risk, and focus on building long-
term wealth.

Next steps

e Build your annual checklist using the
Appendices.

» Set quarterly reminders to reconcile
income, expenses, and exchange
rates.

e If your situation is complex, schedule
a session with a cross-border tax
professional.




Appendices: Your Go-To Reference Materials
A. Key forms and quick instructions

United States

e Form 1040NR: Annual nonresident return to
report rental income and claim deductions.

e Form W-8ECI: Provide to withholding agent
to avoid 30% gross withholding on rent.

e Form 8288/8288-A: FIRPTA withholding on
sale (buyer/withholding agent files).

e Form 8288-B: Apply for reduced FIRPTA
withholding certificate before closing.

e Form 4868: Extension to file 1040NR (does
not extend time to pay).

Canada

e Form T776: Report rental income and
expenses.

e Form T2209: Claim foreign tax credits for U.S.
taxes paid.

e Form T135: Report specified foreign property
if cost > CAD 100,000.

e Provincial FTC forms: As applicable in your
province.

B. Glossary

o ECI (Effectively Connected Income): U.S. term
for income connected to a U.S. trade or
business, allowing net taxation with
deductions.

e FIRPTA: U.S. withholding regime on sales of
U.S. real property interests by foreign persons.

e ITIN: Identification number for individuals
who aren't eligible for a U.S. SSN.

e EIN: Identification number for entities;
sometimes used for withholding and filings.

e CCA: Canadian depreciation for tax purposes.

e Foreign Tax Credit (FTC): Credit to reduce
Canadian tax by taxes paid to a foreign
country on the same income.

e T1135: Canadian form to disclose specified
foreign property above a threshold.




C. Tools, apps, and worksheets

o Expense tracking: Property
Mmanagement software or accounting
apps with receipt capture.

e Currency: Bank of Canada rate lookup;
maintain a simple spreadsheet for
conversions.

o Depreciation/CCA worksheets: Keep a
per-property schedule to track cost,
land vs. building allocation, additions,
and dispositions.

e Interactive elements you can use:

* Annual rental expense tracker
template

o Capital improvements log template
¢ Pre-sale FIRPTA readiness checklist

e Year-end tax filing checklist for U.S.
and Canada
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(855) 274-5829

www.brij.tax

Disclaimer: The views expressed in this
article are those of the author and should
not be relied on to make decisions.
Consider discussing your specific
circumstances with an appropriate
specialist.




