Welcome to FOCA'’s “Ask the Expert” series — “Passing the
FOCA cooionziones Torch.” Each month, estate lawyer Peter Lillico will answer
a member question about cottage succession.

October 2025 — QUESTION from Craig W:

Cottage Succession Planning Is there capital gains at the time when one person within a
With estate lawyer Sprinkling Cottage Trust sells their share to another person
Beter lillico in the Sprinkling Cottage Trust?

“PASSING THE TORCH"

Peter says... Here is the answer to Craig’s question:

The Sprinkling Cottage Trust (SCT) holds the cottage in trust for various beneficiaries,
typically children and grandchildren. Until the cottage is distributed from the SCT to the
trustees’ choice of beneficiaries, none of the beneficiaries “own” a share of the
cottage. This lack of personal ownership is integral to the asset protection of the SCT
and why creditors and spouses can’t attack the cottage while it is in the SCT.

Since no family member “owns” a share of the cottage while held in trust, then no
beneficiary has a right to “sell” what they do not yet own. Other families have come to
private arrangements whereby one of the family members who would be considered to
inherit makes it clear he or she is not and will not be interested in inheriting. Sometimes
the person no longer interested simply informs the others and does not expect any
payment, just not to become a shared owner. Others do request some payment in
return for they and their family being removed from the list of potential beneficiaries. If
such a payment is made by the others, | don’t think it would be a taxable capital gain
since no property was “disposed of”’, and the cottage remains in the SCT for the benefit
of the remaining beneficiaries. HOWEVER, this is a very specific tax reporting question
and so do not rely upon my answer. If and when this occurs, | refer the family to an
accountant to advise them as to any tax ramifications.

| hope this helps,

Peter

To learn more about cottage succession, register to attend an upcoming FOCA event
with Peter Lillico, or purchase access to a recording of one of his past talks or the NEW
US & Canadian Cottage Succession Tax Planning VIDEO: https://foca.on.ca/cottage-
succession
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