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Financial planning and
tax checklist for the sport
professional

Young athletes who join professional sports teams face a variety of unique
tax and financial planning issues. This article provides a checklist (not
exhaustive) of potential strategies that sports professionals, their families
and/or agents should consider to help preserve the player’s financial success
and ensure that it continues in the future.

Please contact us The information provided in this article is based on the tax law (current
for more information or proposed) in effect as of the date of this article. The information is
. not intended to provide legal or tax advice. To ensure that your own
about the topics circumstances have been properly considered and that action is taken based
discussed in this on the latest information available, you should obtain professional advice
article. from a qualified cross-border tax and/or legal advisor before acting on any of
the information in this article.
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The country where a
sports professional
resides for income tax
purposes can have a
dramatic impact on the
overall taxes they will
pay on income earned
(including signing
bonus and employment
income).

Tax residency

The country where a sports
professional resides for income tax
purposes can have a dramatic impact
on the overall taxes they will pay on
income earned (including signing
bonus and employment income).
Normally, a sports professional who
plays for a U.S. or Canadian team will
be resident, for tax purposes, in the
U.S. state or Canadian province in
which their team plays home games.

Alternatively, a player may be resident
in a U.S. state or Canadian province
different to the one in which their
team plays home games if they have
greater residential ties (home, family,
days present, etc.) to that state or
province. In some cases, players
coming from a country outside North
America that has a tax treaty with
Canada or the U.S. could potentially
remain a resident of that foreign
country if the player has substantial
ties there. Such a scenario could result
in significant tax savings, depending
on the circumstances.

Due to the differences in top marginal
tax rates between some provinces,

a player who is resident in Canada
should consider provincial tax
residency as carefully as Canadian
tax residency. For example, a player
may be able to take steps to achieve
residency for tax purposes in a
lower-tax province, such as Alberta.
Similarly, if a player living in the U.S.
isa U.S. citizen, green-card holder
or U.S. resident (i.e. “U.S. person”)
the player may be able to achieve
residency for tax purposes in a U.S.
state that has either low or no state
income tax.

Athletes may also be subject to
income tax in more than one country.

For example, when a game is played
in a country other than the player’s
country of residence, the player may
be subject to tax in their country of
residence and in the country where
they earned employment income
relating to those games. Also, a player
who is a U.S. person and establishes
residency in another country for

tax purposes is generally required

to file a U.S. income tax return to
report their global income. It is
generally possible to avoid double
taxation when income is taxed by
more than one country due to the
ability to claim foreign tax credits.
Also, for U.S. income tax purposes,
the taxable income of a player who
isa U.S. person resident in a foreign
country can be reduced by the foreign
earned income exclusion (income
relating to games played) in that
foreign country, subject to limitations.

The player’s professional tax advisor
can run a comparative analysis to
determine which residency status is
preferential from a tax standpoint. If
a particular residency status is shown
to be beneficial for this purpose,

and the player is willing to make

the necessary lifestyle changes, the
player may have to take certain steps
to remain or become a resident of

a particular jurisdiction. This may
involve purchasing a home, moving
to or having their spouse/children
remain in a specific location or
spending a significant number of days
in a location. However, tax residency
is based on facts and circumstances.
In many cases, when the player
establishes significant ties to the U.S.
state or Canadian province where
their home team is located, it may
not be possible to choose the location
where the player will be resident for
tax purposes.
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It may be possible to
significantly reduce

a player’s overall tax
on receiving a signing
bonus.

Signing bonus planning

When an athlete enters into a contract
to play on a professional sports team,
in many cases, a signing bonus is
included as part of the contract. When
the player receives the signing bonus,
if the contract is structured properly,
it will be subject to tax in the country
(including the state or province)
where the player is resident for tax
purposes. If the signing bonus is paid
by a professional sports team located
in a different country, that country
may also impose tax on the payment
of the bonus. If proper planning

is done, it may be possible to
significantly reduce a player’s overall
tax on receiving a signing bonus.

Under the Canada-U.S. tax treaty, a
signing bonus is subject to a maximum
U.S. tax rate of 15% if the bonus is paid
by a U.S. team to a Canadian resident
(other than a U.S. citizen). Similarly,

a signing bonus is subject to a
maximum Canadian tax rate of 15% if
the bonus is paid by a Canadian team
to a U.S. resident. This rule represents
a significant tax planning opportunity,
particularly if a U.S. team pays a
signing bonus to a Canadian resident
and then, after receiving the bonus,
the player becomes a U.S. resident for
the remainder of the year. In this case,
the U.S. tax rate on the signing bonus
is limited to 15% and it is possible to
reduce or eliminate the Canadian tax
on the signing bonus with foreign tax
credits.

If the professional sports team agrees,
it may be worthwhile to structure a
contract to include a signing bonus
to take advantage of this preferential
tax treatment. If you would like more
information on the tax benefits that
may be achieved by planning the

receipt of a signing bonus, ask your
RBC advisor for a copy of the article
titled “Signing Bonus Planning for
Sports Professionals.”

Retirement Compensation
Arrangements (RCAs)

If a Canadian-resident sports
professional is playing for a
Canadian-based team, they may

wish to consider asking the team

to contribute to a Retirement
Compensation Arrangement (RCA)
on their behalf. This is suitable for
sports professionals where there is

a distinct possibility that they may
become a non-resident of Canada in
the future when their playing days are
over. If the RCA is structured correctly,
withdrawals from the RCA as a non-
resident of Canada can potentially be
taxed at only 15-25%.

The following are some other issues to
keep in mind relating to the RCA:

o For the RCA to be worthwhile, it is
important to determine how the
RCA withdrawals will be taxed in
the country where the recipient
will be resident when they receive a
distribution.

¢ An RCA may be an effective strategy
for a U.S. citizen playing in Canada
who is expected to retire back in
the U.S.

e There may be some tax savings with
an RCA for a player who plays in
Canada, outside Alberta, but who
expects to retire in Alberta.

e Itisimportant to get an actuarial
report certifying that contributions
to the RCA are reasonable based on
the player’s salary, age and expected
years in retirement.
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It is a good idea for
sports professionals
to have their Wills and

Powers of Attorney
(POA) updated in the
jurisdiction where they
are resident.

RBC has considerable experience
in RCA planning and RCA investing.
Ask your RBC advisor for more
information.

Endorsement income planning

A Canadian-resident sports
professional who is receiving
endorsement revenue should
consider speaking to their tax advisor
to determine if there is a benefit to
setting up a Canadian corporation

to receive the endorsement revenue
rather having it paid to them directly.
The endorsement revenue could

be considered “active business
income” and taxed at lower Canadian
corporate tax rates. If a sports
professional is married, they could
also potentially income split with
their spouse by paying dividends from
the corporation to the spouse.

This kind of strategy may not be as
effective for U.S. tax purposes, so it is
important to consult with a qualified
U.S. tax advisor to discuss this
possibility.

Charitable foundation

In the past, some sports professionals
have set up charitable foundations
in their own name to raise funds,
donate to charitable causes and
reduce their income taxes. A sports
professional has the option to set up
either a private foundation, which
may provide more control, or a
public foundation, which may mean
less administration. RBC can assist
such individuals in setting up a
Canadian public foundation through
the RBC Charitable Gift Program.
Ask your RBC advisor for more
information.

Will and Power of Attorney
planning

It is a good idea for sports
professionals to have their Wills and
Powers of Attorney (POA) updated

in the jurisdiction where they are
resident. Furthermore, if the player
owns real estate or other assets in
another country (e.g. Canadian-
resident player with U.S. real estate or
vice versa) they may wish to consider
having another Will and Power of
Attorney in the U.S. state or Canadian
province where their real estate or
other assets are located.

If you require a referral to a qualified
cross border lawyer to draft a Will
and/or a POA, ask your RBC advisor
for assistance.

Life and disability insurance
planning

Although no one likes to think about
death or disability, it is important that
players and their families consider
their life and disability insurance
requirements. Some forms of life
insurance can also provide tax-free
investment growth that the player
may want to consider as a potential
vehicle for any surplus savings.

Due to the cross-border nature of
professional athletes’ careers, it may
be prudent to consider both the
Canadian and U.S. tax treatment of
certain life insurance policies when
initially structuring the policy.

Although it may be difficult for the
player to get disability insurance,
there are some insurance companies
that specialize in providing disability
insurance to professional sports
players. The player should also
consult their players’ association.
They may be able to provide a list

of companies that are able to offer
disability insurance to athletes.
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The player may want
to consider certain
probate minimization
strategies for certain
assets.

Family income splitting strategies

If an athlete is married and has a
lower-income spouse and/or lower-
income children, there are various
family income splitting tax strategies
they could consider that may reduce
tax on investment income. Since
everyone in Canada files separate
tax returns, family income splitting
is more relevant for Canadian tax
purposes than it is for U.S. tax
purposes. Spousal loans and family
trusts are common family income
splitting strategies that may be
effective in Canada to reduce the
family tax burden resulting from
investment income.

Please speak with your RBC advisor if
you require information about setting
up a spousal loan or a family trust
and contact a qualified tax advisor
for advice. If you are a U.S. person
who lives in Canada, it is important
to speak to a qualified cross-border
tax advisor to consider the potential
U.S. tax implications.

U.S. estate tax

U.S. citizens, U.S. green-card holders
and domiciled U.S. residents

(“U.S. persons”) are subject to

U.S. estate tax on the fair market

value of their worldwide assets upon
death. U.S. estate tax is levied based on
graduated tax rates with a maximum
tax rate of 40%. Individuals who are
not U.S. persons are potentially subject
to U.S. estate tax only on their U.S.
situs assets (generally U.S. real estate,
U.S. stocks, U.S. retirement plans and
deferred compensation from a U.S.
company) at death regardless of where
they lived in the world.

U.S. estate tax is only applicable if
the value of the worldwide assets of

a U.S. citizen or Canadian resident at
death is greater than the U.S. estate
tax exemption threshold applicable in
the year of death. For deaths in 2016,
the U.S. estate tax threshold is US
$5.45 million. In some cases the U.S.
estate tax exemption can be as low

as US$60,000. For example, this low
exemption amount would occur if a
Canadian player is resident in the U.S,,
but is not domiciled in the U.S.

There are a number of strategies that
may be considered to minimize or
defer U.S. estate tax. Ask your RBC
advisor for information and speak to a
qualified cross-border tax advisor.

If you or your spouse is a U.S. person
then it is important to have your
Will reviewed by a qualified cross-
border lawyer, as there are specific
Will planning strategies to minimize
U.S. estate tax.

Probate tax planning

Provinces such as British Columbia
and Ontario levy a flat probate tax

(i.e. estate administration fee) on

the value of the estate assets upon
death. The probate fees in Alberta and
Quebec are much lower than that of
the other provinces.

Real estate assets may also be subject
to probate tax even if the player is
not resident in the jurisdiction where
the real estate is located. Probate

tax is charged in addition to any

U.S. estate tax or Canadian income
taxes at death. Obtaining probate in
relation to assets located in the U.S.
may involve burdensome legal and
administrative challenges. To avoid
these potential complications, the
player may want to consider certain
probate minimization strategies for
certain assets. These could include
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Given the limited
number of earning years
for sports professionals,
they should have a plan
to save and preserve
some of their earnings
in a prudently managed
investment portfolio.

holding assets in joint tenancy or
through living trusts. Revocable living
trusts are common vehicles to hold

U.S. real estate assets to minimize U.S.

state probate tax.

In some cases, strategies to minimize
probate tax may jeopardize other
more beneficial tax and estate
planning strategies. For this reason it
is important to work with a qualified
cross-border tax and estate advisor to
resolve any potential issues.

Tax deductibility of mortgage
interest

In our experience there is some
confusion regarding the tax
deductibility of mortgage interest.
For Canadian tax purposes, interest
paid on a mortgage to purchase a
Canadian or U.S. personal residence
is not tax-deductible. The mortgage
interest may only be tax-deductible
for Canadian tax purposes if the
property is used for investment
purposes. In addition, interest

may be deducted for Canadian tax
purposes on loans used to purchase
investments that have the potential
to pay income (i.e. stocks, bonds,
mutual funds, etc.).

For U.S. tax purposes, a U.S. person
can deduct interest paid on a
mortgage secured on a principal
residence or on a second home; but
there are limits. The loan may be a
mortgage to buy a home, a second
mortgage, a line of credit secured by
the property, or a home equity loan.

The following are some limits on tax
deductibility of mortgage interest for
U.S. tax purposes:

o Ifthe mortgage was taken out to
buy, build or improve a home, then
interest on up to US$1,000,000 of the
mortgage is tax deductible for U.S.
tax purposes

¢ Ifthe mortgage was taken out for
reasons other than to buy, build or
improve a home, then interest on up
to an additional US$100,000 of the
mortgage is tax-deductible for U.S.
tax purposes

e In addition to the above limits,
high-income taxpayers must scale
back all their itemized deductions,
including mortgage interest
expenses. U.S. persons should
consult with their tax advisor to
determine whether the scale-
back will reduce the benefit of the
mortgage interest deduction.

Family law

Although it may be a difficult subject to
discuss, a player may want to consider
signing a marriage contract to ensure
that their assets are protected from
division should a marriage breakdown
occur in the future.

Players who are getting married or

are married should consult a legal
professional who specializes in family
law in the applicable jurisdiction

for additional information. Note

that players living in common-law
relationships may also be impacted
financially by a breakdown in their
common-law relationship and should
also seek legal advice before entering
into common-law relationships.
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It is important to have
a qualified cross-
border tax advisor who
is familiar with both
Canadian and U.S. tax
issues.

Asset preservation planning

High-income and high-net-worth
individuals are generally more

likely to be the subject of lawsuits.
Therefore, over time, as sports
professionals increase their net worth,
they should consider strategies to
protect their wealth from creditors.
Assuming there are no existing

or foreseeable claims, a common
solution is to transfer some part of
the net worth into a domestic or
foreign trust (potentially subject to
U.S. gift tax and/or Canadian deemed
disposition tax), thereby changing
the legal owner of the assets, and
reducing the value of the assets that
will be available to satisfy legal claims
made by creditors.

Retirement and investment
planning

A sports professional has the potential
to earn a significant amount of money
at ayoung age in a short period of
time. As a result, there will likely be
some expensive purchases (homes,
cars, vacations, etc.) made at a young
age and the temptation for additional
big-ticket purchases. There could

also be many financial requests from
friends, acquaintances and family
members for loans, gifts and business
investments. However, given the
limited number of earning years for
sports professionals, they should

have a plan to save and preserve
some of their earnings in a prudently

managed investment portfolio. That
is, after their playing career ends
(generally late 20s to late 30s), players
may require income from the pool of
savings to support their lifestyles for
an unusually long period of time (40-
60 years).

As aresult, sports professionals
should consider speaking to their RBC
advisor about preparing a financial
plan to determine a savings and
spending strategy during the high-
earning years to ensure that they are
on track and financially stable after
their career ends.

Qualified cross-border tax advisor

Due to the complex cross-border

tax issues and multiple tax filing
requirements that can affect
professional athletes, it is important
to have a qualified cross-border tax
advisor who is familiar with both
Canadian and U.S. tax issues. If you
require a referral to a qualified cross-
border tax advisor, speak to your RBC
advisor.

Credit planning

Credit is a very important tool

for managing and leveraging a

sports professional’s wealth and

can enhance overall tax planning
strategies — in all stages of the player’s
career. However, it is essential that
players constantly manage their credit
and ensure it is paid off on a regular
basis.
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Planning in advance is crucial

The tax and financial planning
requirements of sports professionals
require careful consideration at
various stages in the player’s career,
particularly before the signing
of the player’s first professional
contract. Planning in advance is
also important before a transfer to
If you have any another professional sports team
and in anticipation of retirement.
Speak to an RBC advisor about the
. : . tax and financial planning strategies
the issues discussed in highlighted in this article to ensure

thls.document, do not planning is tailored to individual
hesitate to contact your CIrCUMSIANCeS.

RBC advisor or discuss
them with your own tax
advisor.

questions or require
clarification of any of
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