CASE IN POINT

Sales Tax Estate Planning Underwriting & Product Newsletter

Lake property as new
principal residence

So you've decided to retire to the cottage. What are the long-term tax
implications of making this move?

Meet Darwin and Elisha. They decided to sell their home in town and
move to the lake. They rent a small condo in town to be close to friends,
entertainment and as a safeguard against bad weather when they go back
to the city. Besides, Elisha has decided to do some consulting work, so

a place in town works for business too. How will capital gains on their
lakefront home be calculated now?

Principal residence exemption on capital gain = a X b/c
a = capital gain
b = 1+ number of years property was a principal residence

Cc = number of taxation years ending after Dec. 31, 1971 or when the
property was acquired during which the property was owned by
the family unit
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Case in Point

Darwin and Elisha bought the lake house in 1995 (after the personal capital
gains exemption was gone). They sell their home in 2016; then designate
the cottage as their principal residence after adding an addition to the
lakefront property costing $250,000. Darwin and Elisha pass away in 2036
when the value of the property has gone up by $750,000.

What is the capital gains reduction? The purchase price of the property
is not included and forms part of the cost base. Remember that the cost
of improvements can factor into the adjusted cost of the property. Keep
those receipts. The adjusted cost base of the property has gone up by
$250,000. The total capital gain is now only $500,000.

So what portion of the gain is now considered to be attributed to the
principal residence exemption?

$500,000 x (1 + 21) [years 2016-2036]
= $261,904.76

42 [years 1995-2036]

The reduced capital gain is $500,000 - $261,904.76 = $238,095.24
Remember that 50% of the capital gain is taxable.
The taxable capital gain is $119,047.62

The actual tax owed will vary somewhere between 40-54% depending on
the province where the couple was living.
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