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No vacation from the tax man

BRITISH COLUMBIA: You can get hit both buying and s  elling in British Columbia’s recreational
market
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This April, the British Columbia government lifted a tax cloud over the resort industry by amending how
assessments are levied on fractional ownership and other resort rentals. The change, which comes into
effect next year, will require that assessments be decided on individual units, rather than having an entire
complex levied as commercial rather than residential.

Fears of having to pay business taxes, which are about six times higher than residential, threatened to
cause investors to flee a sector that accounts for about 18, 000 resort rentals across the province.

“Our approach is based on use and taxpayer fairness -- and it was important to find a solution,” said Rick
Thorpe , minister of small business and revenue. “Today, a majority of new tourism and resort properties
are stratas, and providing certainty on how they are assessed will support growth in our all-season resort
capacity and our goal to double tourism by 2015.”

Currently, many strata hotels, for example, are used for both residential and business purposes, but
classified and taxed entirely at the higher, business rate.

Under the amendment, if a resort condo is classified as residential, it will remain there.

“While this decision has taken time, the government has consulted established principles and [has]
chosen the fairest option for existing strata owners,” said Brian Cocks , managing director and owner of
Tigh-Na-Mara Seaside Spa Resort in Parksville. “This provides new stability that will encourage further
strata hotel unit development.

Added Darcy Alexander , vice-president and general manager, Sun Peaks Resort at Kamloops, “we
were increasingly concerned about the potential for units to be pulled out of rental pools to avoid
commercial taxation.”

The ruling is expected to throw a lifeline to some developers. The Current at Otter Bay on Pender Island,
for instance, now in receivership, expects tax certainty to draw buyers back to its quarter-share resort.
The new Painted Boat resort on the Sunshine Coast also expects the ruling to entice quarter-share
buyers.

Seller beware

There are other tax implications that kick in when an owner sells vacation property.

Cashing in on rising demand and booming prices for a recreational property could also produce a major
tax headache. Unlike your home, a cottage faces capital gains taxes if it's sold for a profit. Federal tax
changes in recent years have reduced the amount to 50 per cent of the gain, but you're still talking tens of
thousands of dollars in potential new taxes.

Still, there are ways to minimize the tax hit, but you have to be organized.

A capital gain is the difference between what you get from the sale of your property and what you paid for

it. Capital gains don’t apply to your principal residence, but kick in for cottages or other second
properties.



So, if you sell the cottage that cost $50, 000 about 15 years ago for $250, 000 today, you would face a
$200, 000 capital gain. That translates into a $100, 000 increase in taxable income you would have to
report on your income taxes next spring.

That could mean a tax bill of $25, 000 or more.

And even if you transfer ownership of the cottage to your son or daughter to avoid the hassles of a sale,
it's called a deemed disposition, with capital gains tax implications as well.

But there are deductions you can make to reduce your capital gains exposure. This so-called adjusted
cost base allows you to deduct what you paid to add value to the property — everything from a new roof to
or extra bedroom to a new septic tank and even landscaping.

If, over a decade, you spent $50, 000 in materials and professional labour to improve the cottage — and
have receipts to prove it — you can deduct those costs from your capital gain and cut the tax hit by
thousands of dollars.

The problem is that you have to have receipts, cancelled cheques and bills of sale to show the Canada
Revenue Agency if they carry out an audit.

Recent reports from major real-estate brokerages suggest that prices of recreational properties will soar
this year. Western Canada has seen the biggest increases, with starting prices topping $500, 000 in
nearly a third of markets surveyed by Re/Max. With that level of potential equity, it is best to have a tax
consultant handy at sale time.
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