Key Considerations When Turning Your Home into a Rental Property
Note: If you are only renting part of your home (e.g., renting a room or a section of your home) without changing the structure and do not claim CCA, the rules below do not apply. Your home will still be considered your principal residence, and you do not need to file any election or report a deemed disposition.

When You Move Out and Start Renting
If you move out of your home and start renting the property, there are two main options you must consider:
1. File an election under Subsection 45(2)
· A sample letter is available on our website. 
· You fill it out and mail it to your tax center.
2. Report a deemed disposition using Form T2091 (included in your T1 tax return)
· You will need an appraisal to determine the Fair Market Value (FMV) at the time of conversion.
· This FMV becomes your new Adjusted Cost Base (ACB) to calculate future capital gains.
The choice you make will directly affect how capital gains are calculated when you sell the property.

Option 1: Filing Section 45(2) Election
· No disposition occurs at conversion.
· You continue treating the property as one continuous principal residence.
· Principal Residence Exemption (PRE) can be applied for up to 4 rental years (if you do not acquire another home).
Capital gain calculation at sale:

Where:
· PR Years = number of years the property was your principal residence
· Years Owned = total number of years you owned the property
Pros: ✅ Defers gain until sale and allows inclusion of rental years in PRE.
Cons: ❌ Cannot revert to the FMV method later — the choice is made at conversion.

Option 2: Filing T2091 at Conversion (No 45(2) Election)
· You report a deemed disposition at Fair Market Value (FMV).
· FMV at conversion becomes your new ACB.
· Future taxable gain for the rental period is:

Pros: ✅ Resets ACB to FMV, which may reduce future taxable gains if property appreciation is low.
Cons: ❌ You cannot include rental years in PRE.

When Section 45(2) Election is Most Effective
· You move out of your old home and rent it temporarily without buying a new home immediately.
· You want to preserve PRE while waiting to sell.
· High expected property appreciation during rental years.
· You have not claimed CCA (claiming CCA disqualifies the election).
The higher the expected gain during the rental period, the more tax you save by deferring with 45(2).

When the Election is Less Beneficial
· Property is not expected to appreciate much after renting.
· You need to claim CCA, which disqualifies the election.
In these situations, allowing the deemed disposition may actually reduce future taxable gain.

Key Takeaway
· The 45(2) election is a deferred-gain strategy.
· High expected appreciation: File the election.
· Low expected appreciation or immediate new home purchase: Let the deemed disposition occur.
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Important Note: Renting part of your home without structural changes and no CCA?
No action needed.
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Capital Gain Calculation

Capital Gain = Sale Price - Original Cost Taxable Gain = Sale Price- FMV
- Exempt Gain at Conversion

Exempt Gain = Gain x (1 + PR Years) -+ Years Owned
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Key Takeaway:

@ 45(2) Election = High Future Gain Expected

@ T2091 = Low Appreciation or Immediate New Home




