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B.C. Releases Draft Legislation 
for Speculation Tax 
October 23, 2018 
No. 2018-40 

A wide range of residential property owners may benefit from new relief available in the 
draft legislation released by the province as Bill 45 on October 16, 2018 to enact the 
speculation tax that it first proposed in the 2018 provincial budget. These measures contain 
much-needed clarifications on the tax credit mechanism and the application of this new tax 
where residential properties are held through corporations, partnerships, or trusts. In 
addition, British Columbia has introduced robust administrative and enforcement provisions, 
including administrative penalties and an anti-avoidance rule. Once the province enacts the 
new rules for the “Speculation and Vacancy Tax”, as it is now called, this tax will be 
effective in 2018 and taxpayers must make their first payment by July 2, 2019. 

Individuals and businesses affected by these rules should carefully assess whether any 
new exemptions included in the legislation may apply in their particular circumstances and, 
if not, whether they may be eligible for a credit to help manage the tax burden. 

Background 
British Columbia introduced a new speculation tax in its 2018 provincial budget that 
applies to residential property in British Columbia. This tax is intended to target foreign 
and domestic home owners who do not pay income tax in British Columbia. The budget 
announced that the speculation tax would apply at a rate of 0.5% of assessed value, 
starting in 2018 and then increase to 2% of assessed value in 2019 for properties in 
certain areas. The budget also introduced a non-refundable income tax credit to offset 
the new property tax to provide relief to persons who may not otherwise qualify for an 
up-front exemption, but otherwise pay income taxes in British Columbia. 
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In further announcements this past spring, British Columbia provided relief from some of 
these measures. Specifically, the province announced that certain geographic regions 
and types of properties would be exempt from the proposed tax, including British 
Columbian’s primary residences and qualifying long-term rentals. British Columbia also 
announced that the speculation tax rate will remain at 0.5% of the property’s assessed 
value for the 2018 taxation year and, starting in 2019, will increase only for foreign 
investors and satellite families (to 2%) and for Canadian citizens and permanent 
residents who do not live in British Columbia (to 1%).  

For details including the specified areas in British Columbia where the tax applies, see 
TaxNewsFlash-Canada 2018-06, “Highlights of the 2018 British Columbia Budget”, 
TaxNewsFlash-Canada 2018-08, “New B.C. Real Estate Rules” and TaxNewsFlash-
Canada 2018-24, “B.C. Narrows New Real Estate Taxes”.  

 
Speculation and Vacancy Tax — General rules 

The draft legislation to implement British Columbia’s new speculation and vacancy tax 
provides that taxpayers must determine their tax payable as follows:  

Tax payable = Tax rate x (Owner’s Interest x Assessed Value) 

Note that the legislation has not yet been amended to reflect a recent government 
agreement to allow Canadian citizens and permanent resident to be eligible for the reduced 
0.5% rate (rather than the previous 1% tax rate). The agreement may also allow affected 
municipalities to opt out of the tax in future years where it can be demonstrated that the tax 
could have a negative impact on investment and development in the particular municipality. 

Once the legislation is modified to reflect the agreement, the following tax rates are 
expected to apply: 

For 2018: 

• 0.5% of the property’s assessed value for all properties subject to the tax. 

For 2019 and subsequent years: 

• 0.5% for residents of British Columbia, Canadian citizens and permanent residents 
other than certain individuals whose unreported worldwide income earned (along with 
the individual’s spouse’s unreported worldwide income earned) exceeds the reported 
income subject to taxation in Canada, and 

• 2% for all other property owners that are not eligible for the lower tax rates above.  

https://home.kpmg.com/ca/en/home/insights/2018/02/highlights-of-the-2018-british-columbia-budget.html
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-new-bc-real-estate-rules.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-bc-narrows-new-real-estate-taxes.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-bc-narrows-new-real-estate-taxes.pdf
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Where the ownership structure involves a corporation, a partnership or a trust, the 
legislation provides strict rules on how to qualify for the preferential tax rate of 0.5%. If 
those rules are not met, the 2% “default” tax rate will apply.   

The speculation and vacancy tax will be levied on owners who own the property 
on December 31 of each taxation year. The legislation stipulates that, if there are two or 
more owners to a residential property, their interest for purposes of this tax is their interest 
specified on title. If no interest is specified, then they are considered to own equal interests 
in the property. The rules also consider joint tenants to own equal interests in the property.  

The assessed value of residential properties is determined on July 1 of each calendar year. 

KPMG observations  
A corporation that does not have any shareholder that owns 25% or more of votes or 
value or that does not have any controlling shareholders are not eligible for the 
preferential tax rate 0.5%. If a corporation has more than one shareholder that holds 
25% or more of votes or value or that otherwise controls the corporation, then all of 
those shareholders must be B.C. residents, Canadian citizens or permanent residents in 
order to be eligible for the preferential 0.5% tax rate. Similar rules also apply to 
residential property held through a partnership or a trust. In addition, if the residential 
property is held through a stacked partnership structure, the 2% tax rate applies even if 
all of the ultimate members of the top-tier partnership are B.C. residents, Canadian 
citizens or permanent residents. 

The legislation specifies that an individual who, along with his/her spouse, has 
unreported worldwide income earned which exceeds the amount of reported income 
that is subject to tax in Canada is not eligible for the preferential tax rate of 0.5%. 
Although the legislation refers to these individuals as “untaxed worldwide earners”, 
B.C.’s announcements have referred to them as “satellite families”. 

 
Exemptions available 

Individuals and businesses may be eligible for one of the many exemptions to the new 
speculation and vacancy tax. Specifically, the legislation includes exemptions for principal 
residences, certain rented properties and development property, among other types of 
property. 

Principal residence exemption  

The principal residence exemption is available for the “principal residence” of an individual 
whether the legal owner is a corporation, partnership or trust, provided that certain 
conditions are met.  
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Tenanted residential property exemption  

Residential property that is rented to a tenant may also qualify for an exemption from the 
rules. This exemption is generally available to certain publicly held entities, B.C. residents, 
Canadian citizens, permanent residents and certain foreign owners that meet certain strict 
conditions. To meet the exception for 2018, the property must be rented to a tenant for at 
least three months in the calendar year. For 2019 and subsequent years, the property must 
be rented for at least six months in the calendar year. The tenant must be an individual, but 
may have an arm’s length or non-arm’s length relationship with the owner, provided specific 
conditions are met. 

Exemptions for residential property under construction or renovation  

The legislation also includes exemptions for development property at various stages of the 
development cycle, from the permitting phase through to completion. These exemptions are 
available even if the property is vacant, including vacant heritage property and new 
inventory property. For phased developments, all phases must be owned by the same 
person or a related person within the meaning of the Income Tax Act. 

KPMG observations  
While these exemptions may appear straightforward, taxpayers will have to meet certain 
strict conditions before they apply. As a result, each situation should be carefully 
reviewed on its own merits. 

For the purposes of the principal residence exemption, “principal residence” means the 
place in which an individual resides for a longer period in a calendar year than any other 
place. This definition is substantially different than the definition of “principal residence” 
for the purposes of City of Vancouver’s Vacancy Tax and for income tax purposes.   

British Columbia introduced the exemption for development property in an attempt to 
address concerns raised by the real estate development community over potential cost 
increases and the negative impact on housing affordability. This exemption appears to 
be quite broad, since it applies at various stages of the development cycle, including: 

• Financing;  

• Permitting; 

• Entering into certain contracts relating to the project; and 

• Construction.  

In contrast, Vancouver’s Vacancy Tax By-Laws allow for a similar exemption, but with 
more defined milestones (such as issuance of development permits or submission to the 
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City of a letter of enquiry or application and that such letter or application is under 
review).  

The policy reason to have the same person or a related person own all phases of a 
phased development project is not clear. This condition may be hard meet if the each of 
the phases are done in separate limited partnerships for liability reasons, as there is no 
mechanism for partnerships to be a “related person” in the Income Tax Act. 

 
Tax credits available 

B.C. residents are eligible for an umbrella tax credit of up to $2,000 to the extent that the 
speculation and vacancy tax was paid, as provided under the legislation. This credit 
exempts an owner on an otherwise taxable home assessed at up to $400,000, or provides 
a $2,000 reduction in tax payable on a home assessed above $400,000 (for example, a 
$500,000 property would only be taxed on $100,000). The credit is limited to $2,000 per 
owner and $2,000 per property (in the case of multiple owners) per year. The tax 
credit cannot be carried forward or transferred to a spouse. 

Canadian citizens or permanent residents that are not resident in British Columbia may be 
eligible for a tax credit to the extent that they pay B.C. taxes. The tax credit cannot reduce 
the tax rate below the tax rate for an equivalent B.C. resident (zero on a principal residence 
or 0.5% on other properties). Unused tax credits may be carried forward for up to two years 
or transferred to a spouse. The tax credits are pro-rated in 2018, when the tax rate is 0.5% 
for all owners. Although Canadian citizens and permanent residents that are not B.C. 
residents will, under the recent government agreement, be merged into the same category 
to which 0.5% tax rate, it is not clear when these amendments will be made. 

Foreign owners and other taxpayers that were subject to 2% tax rate can claim a tax credit 
equal to 20% of their B.C. income to reduce the 2% speculation and vacancy tax owing. 
The tax credit cannot reduce the tax rate below the rate for an equivalent B.C. resident 
(zero on a principal residence or 0.5% on other properties). Unused B.C. income may be 
carried forward for up to two years or transferred to a spouse. The tax credits are pro-rated 
in 2018, when the tax rate is 0.5% for all owners. 

Administration and enforcement 

The legislation also contains robust administration and enforcement provisions, including 
an anti-avoidance rule. 

Under these provisions, co-owners of a residential property that is subject to the tax may be 
jointly and severally liable for the tax and interest in respect thereof. Further, the legislation 
states that misrepresentation by third parties may be subject to the same penalties as those 
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provided in the Income Tax Act, and gross negligence penalties can attract a penalty up to 
100% of the tax payable. 

In the case of an offence such as tax evasion, the legislation stipulates that additional 
penalties can apply, including a potential penalty of up to $100,000 per offence committed 
by an individual (and imprisonment for a period not exceeding two years) and $200,000 for 
an offence committed by a corporation. 

We can help 

Your KPMG adviser can help you assess the effect of the speculation and vacancy tax and 
point out any benefits or ease its impact. We can also keep you abreast of the progress of 
these proposals as they make their way into law. 
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