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By Jason Heath
TFSAs have been a welcome addition to the tax shelter landscape in Canada, but they leave
something to be desired for those with substantial assets and maxed out RRSP and TFSA room.
Film limited partnerships have disappeared, charitable donation tax shelters were flawed from the
start and the investment tax credit for flow-through shares may or may not be extended in the next
budget.
Real estate is often overlooked in the quest for tax reduction and deferral, let alone income
generation and inflation protection. If real estate is all of these things, why doesn’t everyone own a
rental property? The answer is simple – money.
It’s not that investors don’t have the money to get into the rental property market, because this can
be easily accomplished with leverage and minimal monthly carrying costs. The problem is there is
simply no money to be made by financial professionals when it comes to rental real estate. The
result is that rental real estate is a secret tax shelter that few people ever consider.
Investment advisors sell stocks, bonds and mutual funds. Insurance agents sell insurance
policies. Accountants sell tax preparation services. Real estate agents sell real estate, but they
tend to sell real estate from a vendor to a purchaser to be used solely as a principle residence.
So rental real estate ends up being a golden goose, elusive, yet attractive.
According to Harvard professor Niall Ferguson in The Ascent of Money, “The original property
game we know today as Monopoly was actually invented back in 1903 to expose the unfairness of
a social system where a small minority of landlords [took advantage of] the majority of tenants.
“What the game of Monopoly tells us, contrary to its inventor’s intentions, is that it’s smart to own
property.”
First, a lesson in rental real estate taxation. Rental income is taxable and rental expenses,
including mortgage or line of credit interest, are tax-deductible. In many cases, if a property is
financed, it will run at a loss for tax purposes creating a tax deduction against all other sources of
income and therefore, a tax refund. In the meantime, real estate values grow tax-deferred until an
eventual sale. Even if a property runs at positive cash flow for tax purposes, depreciation can be
claimed to wipe out some or all of the taxable income inclusion.
Rental real estate has been described by some as the equivalent of a super-charged RRSP. What
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Rental real estate has been described by some as the equivalent of a super charged RRSP. What
is a traditional RRSP? It’s a tax-deferred savings vehicle; contributions are tax-deductible; it
provides a future income stream; and it’s an investment asset. Rental real estate incorporates all
of these features, plus there’s no pre-determined maximum tax deduction limit like with RRSPs;
withdrawals aren’t forced at age 71 like with RRIFs; contributions can be financed and the interest
can be deducted, unlike RRSP loans; and the taxes paid on selling a rental property are at the
50% capital gains tax rate, unlike RRSP withdrawals which are fully taxable.
The Harvard and Yale endowment funds have more than 50% of their assets invested in
non-traditional asset classes, like real estate. The Ontario Teacher’s Pension Plan, the largest
single-profession pension plan in Canada, has 18% of their pension assets invested in real estate.
Maybe Harvard, Yale and the OTTP know something the mainstream investment community
doesn’t know.
Jason Heath is a fee-only Certified Financial Planner (CFP) for E.E.S. Financial Services Ltd. in
Markham, Ontario.
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