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CCA Rates on Rental Housing August 2009

Canada’s rental housing providers object to the current capital cost allowances allowed to rental
housing.

Until the late 1970’s the rate on wood-frame construction was 10%, as compared with 5% for
concrete construction. In 1988 the CCA rate was reduced from 5% to 4% for all buildings acquired
after 1988. Especially in Vancouver, wood-frame buildings are reaching the end of their useful life
and being torn down while they still have a substantial undepreciated capital cost (UCC).

The rental housing industry would like to see a higher CCA rate generally, and in particular for
wood-frame construction. Wood-frame is the construction method of choice for the more
affordable new construction, consisting of row houses or stacked townhouses in the suburbs.

Here is a comparison between the CCA allowed under the current Canadian system, the
American system and the 1989 German system. Besides the lower CCA rates allowed, the
Canadian allowances are reduced by the half-year rule and the declining balance method, which
are not used in the US CCA system or the German CCA system. For the U.S. | have assumed a
purchase early in the calendar year. You can see that the Canadian system is much stingier than
either the U.S. or the 1989 German system (which was designed to stimulate rental construction).
That would argue to raise the general rate of CCA on all rental buildings from 4% to 5%.

Proportion of a building which has been "written off"
Years from Current Current U.S 1989
construction | Canadian CCA - German

CCA system
or purchase system system
5 17% 18% 33%
10 32% 36% 58%
15 45% 55% 64%
20 55% 73% 70%
25 63% 91% 77%
30 70% 100% 85%

The attached spreadsheet shows the year by year detail, as well as the amounts which can be
claimed at different CCA rates, namely 4%, 5%, 6% and 10%.

In 2005 Fisher, Smith, Stern and Webb found that, with a 2% inflation rate, the depreciation rate
on residential rental property required to equal the average actual depreciation is 5.25%: “Analyis
of Economic Depreciation for Multi-Family Property”, JRER Vol. 27, No. 4. At less than 5.25% the
CCA rate does not reflect the landlord’s costs. A higher rate would be needed to provide stimulus
for rental housing construction.

CFAA's request is for the general CCA rate on residential rental properties to be raised to 5%,
and for the rate for wood-frame construction to be raised to 6%.


http://www.cfaa-fcapi.org/

1989 Current Cdn CCA Rate: Past or possible CCA rates:
German Current U.S

system  system 4.0% 4.0% 5.0% 6.0% 10.0%
Sample property : $1,000,000
Year % claimed % claimed U.C.C. %claimed %claimed % claimed Year

1 7.0% 3.64% 2.0% $980,000 2.5% 3.0% 5.0% 1

2 14.0% 7.28% 5.9% $940,800 7.4% 8.8% 14.5% 2

3 21.0% 10.92% 9.7% $903,168 12.0% 14.3% 23.1% 3

4 28.0% 14.56% 13.3% $867,041 16.4% 19.4% 30.7% 4

5 33.0% 18.20% 16.8% $832,360 20.6% 24.3% 37.7% 5

6 38.0% 21.84% 20.1% $799,065 24.6% 28.8% 43.9% 6

7 43.0% 25.48% 23.3% $767,103 28.3% 33.1% 49.5% 7

8 48.0% 29.12% 26.4% $736,419 31.9% 37.1% 54.6% 8

9 53.0% 32.76% 29.3% $706,962 35.3% 40.9% 59.1% 9

10 58.0% 36.40% 32.1% $678,683 38.6% 44.4% 63.2% 10
11 59.3% 40.04% 34.8% $651,536 41.6% 47.8% 66.9% 11
12 60.5% 43.68% 37.5% $625,475 44.5% 50.9% 70.2% 12
13 61.8% 47.32% 40.0% $600,456 47.3% 53.8% 73.2% 13
14 63.0% 50.96% 42.4% $576,437 49.9% 56.6% 75.9% 14
15 64.3% 54.60% 44.7% $553,380 52.5% 59.2% 78.3% 15
16 65.5% 58.24% 46.9% $531,245 54.8% 61.7% 80.4% 16
17 66.8% 61.88% 49.0% $509,995 57.1% 64.0% 82.4% 17
18 68.0% 65.52% 51.0% $489,595 59.2% 66.1% 84.2% 18
19 69.3% 69.16% 53.0% $470,011 61.3% 68.2% 85.7% 19
20 70.5% 72.80% 54.9% $451,211 63.2% 70.1% 87.2% 20
21 71.8% 76.44% 56.7% $433,162 65.0% 71.9% 88.5% 21
22 73.0% 80.08% 58.4% $415,836 66.8% 73.5% 89.6% 22
23 74.2% 83.72% 60.1% $399,202 68.5% 75.1% 90.6% 23
24 75.5% 87.36% 61.7% $383,234 70.0% 76.6% 91.6% 24
25 76.7% 91.00% 63.2% $367,905 71.5% 78.0% 92.4% 25
26 78.0% 94.64% 64.7% $353,189 73.0% 79.3% 93.2% 26
27 79.2% 98.28% 66.1% $339,061 74.3% 80.6% 93.9% 27
28 80.5% 100.00% 67.5% $325,499 75.6% 81.8% 94.5% 28
29 81.7% 68.8% $312,479 76.8% 82.8% 95.0% 29
30 83.0% 70.0% $299,980 78.0% 83.9% 95.5% 30
31 84.2% 71.2% $287,980 79.1% 84.8% 96.0% 31
32 85.5% 72.4% $276,461 80.1% 85.8% 96.4% 32
33 86.7% 73.5% $265,403 81.1% 86.6% 96.7% 33
34 88.0% 74.5% $254,787 82.1% 87.4% 97.1% 34
35 89.2% 75.5% $244,595 83.0% 88.2% 97.4% 35
36 90.5% 76.5% $234,811 83.8% 88.9% 97.6% 36
37 91.7% 77.5% $225,419 84.6% 89.5% 97.9% 37
38 93.0% 78.4% $216,402 85.4% 90.2% 98.1% 38
39 94.2% 79.2% $207,746 86.1% 90.8% 98.3% 39
40 95.5% 80.1% $199,436 86.8% 91.3% 98.4% 40
41 96.7% 80.9% $191,459 87.5% 91.8% 98.6% 41
42 98.0% 81.6% $183,800 88.1% 92.3% 98.7% 42
43 99.2% 82.4% $176,448 88.7% 92.8% 98.9% 43
44 1.0% 83.1% $169,391 89.3% 93.2% 99.0% 44

45 83.7% $162,615 89.8% 93.6% 99.1% 45



