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An often misunderstood issue is what tax must be paid and who pays it
when someone passes away. A full discussion on the matter would be
beyond the scope of this column. However, we can clear up a few
misconceptions.
A common question is what tax do beneficiaries pay? The answer is
none. There is no inheritance tax in Canada. Any money you receive as
beneficiary of an estate is after tax money. It does not need to be
included in your income. This is not the case in the US, there are some
states, for example Kentucky, that have an inheritance tax. The amount
of the inheritance tax depends on the relationship of the beneficiary to
the deceased as well as the value of the property. Perhaps the fact that
some states have an inheritance tax is the source of the misconception,
however in Canada the estate pays the tax not the beneficiary. Any
inheritance a beneficiary receives has already had the tax paid.
Another misconception is estate tax. Does the estate have to pay a tax
based on its assets? The answer is not as straight forward as with
inheritance tax. However technically speaking the answer is no. In
Canada there is no estate tax. There is an estate tax in the US, however
the exemption was recently increased and the estate tax in the US now
only applies to estates with a value over $11 million.
In Canada the Canada Revenue Agency (CRA) does not tax the assets of
an estate, they tax the income. CRA requires that all the tax owing on
income, up to the date of death, be paid. After your passing a final tax
return must be filed that will include any income received up to the date
of death, that includes income from pension, investments or
employment. As well when you pass you are deemed to have disposed
of all your assets. That deemed disposition can create additional income
that must be included in the final return. An example of how the deemed
disposition can create income is rental property. If you own a rental
property and you pass away you are deemed to dispose of the property
the day you die. It is as if you sold the property and any accrued capital
gains will be triggered and included in your final tax return.
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Another example is a RRSP. If you have any money left in your RRSP when you pass away, unless the
beneficiary is your spouse, you are deemed to dispose of the RRSP the day you die. It is as if you withdrew
all the money from your RRSP the day you die, it is all included as income, and taxed, in your final tax
return.
Unlike the US there is no estate tax in Canada, as explained above CRA does not tax the assets of an estate.
However, the provinces do impose probate fees. Probate fees are distinct and sperate from income tax.
Probate fees vary by province and typically increase with the value of the estate. In Manitoba probate
fees are 0.7% of the value of the estate, that works out to $700 per $100,000. As a comparison a $250,000
estate in Manitoba would incur $1,750 in probate fees, that same estate in Albert would pay $300 in
probate fees and in Nova Scotia probate fees would be $3,094.
Estate and tax planning can be complicated. It is worthwhile seeking professional help from a financial
planner, accountant or lawyer to ensure your estate is correctly set up.
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