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Introduction

There is a tremendous need in parts of Canada for more 
rental housing units, specifically ones that are close to or 
even below the average market rent, which CMHC uses as the 
benchmark to define affordability. 

In Toronto, for example, a recent report indicates that the housing vacancy rate is 1.6%. 
Most other big markets have twice that rate of vacancy. The Canadian Home Builders’ 
Association and The Greater Toronto Area Housing Action Lab recently asked Focus 
Consulting to prepare a report that examines four proposed changes to tax policies that 
might support the creation and retention of more purpose-built rental housing, the term 
for housing that has been built specifically for the purpose of renting to tenants. The 
report is entitled “Encouraging Construction and Retention of Purpose-Built Rental Housing 
in Canada:  Analysis of Federal Tax Policy Options.” What follows is an explanation of the 
four proposed changes, a summary of the report’s findings  and its overall conclusion.

Proposed Change #1 
Zero-Rating Purpose-Built Rental Housing  
for Purposes of GST/HST

The GST/HST system is based on the idea that the tax should be paid by consumers, not 
the businesses that produce the product being consumed. Thus, commercial developers 
pay GST/HST on the costs they incur while building and operating their buildings but they 
get it back when they collect GST/HST from their tenants. 

With purpose-built rental housing, however, the situation is very different. This is because 
GST/HST is not collected on residential rents. So, while residential developers still have 
to pay GST/HST on the goods and services they purchase in order to develop and operate 
their properties, they have no way of getting that money back.  This results in higher 
costs for developers, which is bad news overall for renters. Specifically, developers are less 
interested in building rental housing, as it is too expensive, and when they do decide to 
build it, they pass on those higher costs in the form of higher rents.

One potential solution is “zero-rating.” Under this system, rental housing developers 
would be able to claim tax credits to offset all their GST/HST costs. The report concludes 
that zero-rating of new rental housing projects would almost certainly result in more 
purpose-built rental housing because it would cost developers less to build. In addition, 
given the lower costs to builders, zero-rating has the potential to support lower rents. 

https://www1.toronto.ca/City Of Toronto/Affordable Housing Office/Shared Content/pdf/FINAL HOT Consultation Guide_Nov 2015.pdf


Proposed Change #2 
Deferring Capital Gains Tax and Recaptured CCA on the  
Sale of Rental Housing if Reinvesting in Rental Housing

When owners of rental properties decide to sell their buildings, they face two significant 
tax liabilities: The first, well known and understood, is on capital gains – owners get 
taxed on any profit they make from the sale. The second is on what is called Capital Cost 
Allowance, or CCA. This is a tax deduction that owners can claim every year to account 
for the deterioration of their buildings. The “catch” in this system is that when they 
eventually sell the buildings, the owners must pay taxes on all of the CCA accumulated 
over the years. 
 
Between them, the taxes on capital gains and recaptured CCA can be very large for rental 
properties that have been owned for a long time. This can discourage owners from ever 
selling their buildings and reinvesting the proceeds elsewhere. One of the changes being 
considered is to allow rental housing investors to defer those taxes if they sell a rental 
building by transferring the liability to a newly-acquired building, on condition that the 
new building be a purpose-built rental project. 

The report concludes that being allowed to defer their capital gains and CCA tax liability 
would encourage some current owners to sell and reinvest in new projects, resulting in a 
badly-needed increase in the supply of new purpose-built rental housing.

Proposed Change #3 
Introducing a Rental Retention Vendor Tax Credit

More than two-thirds of purpose built rental housing buildings in Canada are owned by 
small investors – many the kind of “mom and pop” owners who own just one building.  
These small owners face the same large tax liabilities on resale discussed in #2 above, 
but they may not have the expertise or desire to undertake new rental development. 
Consequently, the deferral option may not result in new rental development if owners do 
not or simply cannot take advantage of the opportunity.  In addition, as new owners take 
over existing buildings they may update and raise rents, causing erosion of the relatively 
more affordable existing stock. 

One solution being considered is to encourage the transfer of ownership from individuals 
to the not-for-profit sector. Canada has a long history of community based non-profit 
housing organizations that provide affordable housing. The method under consideration 
would involve a vendor tax credit, which would be issued to owners who sell their 
buildings to a non-profit organization. 

From a public policy perspective, it is extremely important to preserve existing affordable 
rental housing. Ways must be found to encourage owners of purpose-built rental housing 
who are determined to sell their buildings to sell them to people who will keep rents 
affordable. The report concludes that in cases where deferral won’t accomplish this, a 
vendor tax credit is well worth exploring.



Proposed Change #4 
Rationalizing Self-Supply Rules for New Rental Developments

When developers build rental-housing for themselves, rather than to sell, they have to pay 
GST/HST on the fair market value of the rental project.  Under what is called the “self-
supply rule”, the CRA currently uses several different methods to determine what that 
fair market value is. This has led to some confusion and, according to some developers, 
unfairly high rates of taxation.

Of the various methods used by CRA for determining value, there are two that seem 
practical and fair. The first is Lending Value, in which an independent third party 
determines what amount a lending institution would be prepared to offer in terms of a 
mortgage on the property. The second is based on Cost – the value of the land, plus all of 
the goods and services involved in developing the project. 



Conclusion

Overall, the report’s conclusion is that all four potential 
changes examined show real promise in encouraging both 
the construction and retention of purpose-built rental 
housing in Canada. 

The question of how affordable that housing would be, of course, partly depends on  
local market conditions. The report emphasizes that for those households in serious  
need, the simple availability of rental housing would almost certainly not be enough. 
There would likely be a need for government to provide additional rent supplements or 
housing benefits.


