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Rental Properties — Tax
Implications & Considerations

A step-by-step guide to help you determine your housing units, whether rental use is ancillary, and
what happens when a change of use occurs — so you can navigate the Principal Residence
Exemption with confidence.

Determining Number of Ancillary vs Change of Use and
Housing Units Non-Ancillary Use Filing Options
Work out whether your property Rental Suite Understand deemed
is one housing unit or two. Determine whether your rental dispositions and your election
income is considered ancillary and filing options.
to the home.
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DETERMINING NUMBER OF HOUSING UNITS

PACIFIC CPA

CHARTERED PROFESSIONAL ACCOUNTANTS FLOW CHART

Purpose: This chart is intended to be a general guide in determining whether a home purchased with a suite may be considered as one
or two housing units — which may have implications on tax treatment and exposure to capital gains tax. The descriptions and titles are
general references. The specific legislation should be reviewed for a complete and detailed understanding of each concept.

Purchased House

NO One housing unit — eligible for the
Principal Residence Exemption (PRE)
in qualifying years.

Did you purchase a house with a
suite? >

YES

Was the suite used as part of the YES
house for your exclusive personal >
enjoyment, as an integrated space?

One housing unit — eligible for the
PRE in qualifying years.

NO
NO Please speak with your advisor to
Do you rent the suite? > establish the treatment of your
property.
YES

Potentially two housing units, and a change of use
may have occurred. See the “Ancillary vs
Non-Ancillary Use Rental Suite” & “Change of Use
and Filing Options” flow charts.

*WARNING: This information is for illustrative purposes only and should not be construed as tax advice. As it is impossible to include
every situation, circumstance, or expectation in a summary flow chart such as this, a further review should be undertaken by a
qualified, engaged professional. Pacific CPA LLP, its partners, and its employees do not accept any contractual, tortious, or other

form of liability for its contents or for any consequences arising from its use. Copyright © Pacific CPA LLP, 2026. PACIFIC CPA LLP

**This chart is not to be used for the analysis of "personal use property,” which is not eligible for the principal residence exemption. 1-6135 Metral Drive, Nanaimo, BC VIT 2L7
In the case of personal use property or multiple properties, please discuss further with your advisor. P:250-758-2724 | pacificcpa.ca



ANCILLARY VS NON-ANCILLARY USE RENTAL SUITE

PACIFIC CPA

CHARTERED PROFESSIONAL ACCOUNTANTS FLOW CHART

Purpose: This chart is intended to be a general guide in determining whether rental income is ancillary to the use of the home — which
may have implications on tax treatment and exposure to capital gains tax. The descriptions and titles are general references. The
specific legislation should be reviewed for a complete and detailed understanding of each concept.

Rental of Home

Was your rental limited to a small Rent is likely considered “ancillary.” Likely
space (e.g. a room) where the rest of YES > one housing unit — eligible for the
the house (e.g. kitchen) was shared Principal Residence Exemption (PRE) in
with the renter? qualifying years.
NO

© = ~
Is the space livable independently
from the rest of the house? NO Rent is likely considered “ancillary.” Likely

E.g. outdoor entrance, kitchen, bathroom, » one ho.using ulls = eligele er L FRE I
separate utility billing, inability to access qualifying years.
from rest of home
YES
Did you renovate so that it meets the YES Likely considered two housing units
prior criteria? > (unless a use exception applies).
NO
Was the space rented only for a small . . . " . ”
tion of the vear. and used bv vou YES Rent is potentially considered “ancillary.
por year, Yy > Potentially one housing unit — eligible for

while not rented for the maijority of the

the PRE in qualifying years.
year?

NO

Likely considered two housing units. PRE qualification
should be reviewed with your advisor.

*WARNING: This information is for illustrative purposes only and should not be construed as tax advice. As it is impossible to include
every situation, circumstance, or expectation in a summary flow chart such as this, a further review should be undertaken by a
qualified, engaged professional. Pacific CPA LLP, its partners, and its employees do not accept any contractual, tortious, or other

form of liability for its contents or for any consequences arising from its use. Copyright © Pacific CPA LLP, 2026. PACIFIC CPA LLP

**This chart is not to be used for the analysis of "personal use property,” which is not eligible for the principal residence exemption. 1-6135 Metral Drive, Nanaimo, BC V9T 2L7
In the case of personal use property or multiple properties, please discuss further with your advisor. P:250-758-2724 | pacificcpa.ca



CHANGE OF USE AND FILING OPTIONS

PACIFIC CPA

CHARTERED PROFESSIONAL ACCOUNTANTS

FLOW CHART

Purpose: This chart is intended to be a general guide in determining whether a change of use has occurred — which may have implications on
tax treatment and exposure to capital gains tax. The descriptions and titles are general references. The specific legislation should be reviewed
for a complete and detailed understanding of each concept.

Purchased Property

Principal Residence

Did you start renting the property (including Did you start living in the property (including
partially)? partially)?
YES YES

{ {

This is a change of use, resulting in a
deemed sale (unless an ancillary
exception applies).

This is a change of use, resulting in a
deemed sale.

If a previous election has been filed, please

If a previous election has been filed, please discuss with your advisor.

discuss with your advisor.

{ {

Switched to Rental Switched to Principal Residence

« No disposition / no tax ) -,
« No disposition / no tax

« Property may qualify as - e Gl G
File Election principal residence for 4 File Election principal residence for 4

s.45(2) additional years 5.45(3) additional years

» Maintains original cost base . .
5 » Maintains original cost base
» No future loss benefit

« Capital gain/loss on deemed
sale

+ Cost base becomes equal to
fair market value

« Potential carry-forward loss
benefit (if loss)

« Property disposed

- Capital gain sheltered for
File T2091 qualifying years

(Report) - Cost base becomes equal to
fair market value

« Potential future capital loss

*WARNING: This information is for illustrative purposes only and should not be construed as tax advice. As it is impossible to include
every situation, circumstance, or expectation in a summary flow chart such as this, a further review should be undertaken by a
qualified, engaged professional. Pacific CPA LLP, its partners, and its employees do not accept any contractual, tortious, or other

form of liability for its contents or for any consequences arising from its use. Copyright © Pacific CPA LLP, 2026. PACIFIC CPA LLP

**This chart is not to be used for the analysis of "personal use property,” which is not eligible for the principal residence exemption. 1-6135 Metral Drive, Nanaimo, BC VOT 2L7
In the case of personal use property or multiple properties, please discuss further with your advisor. P:250-758-2724 | pacificcpa.ca



