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There are several requirements for your home to 
qualify as a principal residence: 

♦ you must have owned the property.  

♦ the property must be or have a housing unit on it 
− includes houses, duplexes, condos, cottages, 

mobile homes, trailers, houseboats, some 
narrowly-defined leasehold interests, and 
shares in a co-op housing corporation that 
entitle the holder to inhabit a housing unit 
owned by the corporation 

♦ you, your spouse or common-law partner, former 
spouse or common-law partner, or child must 
have ordinarily inhabited the property 

− the definitions of spouse and common-law 
partner have changed several times since 
1993; for details, see ¶ 6 of the CRA publica-
tion Principal Residence   

♦ you can only have one principal residence for a 
particular taxation year. 

− there are special rules to deal with a year in 
which you sell your home and buy a new 
one 

♦ the property should not exceed ½ hectare (1.236 
acres). A property larger that ½ hectare can 
qualify as a principal residence if it can be shown 
that the excess is necessary for the use and en-
joyment of the housing unit as a residence; for 
example, an acreage larger than ½ hectare may 
qualify if the property cannot be subdivided. 

♦ there can only be one principal residence per 
family unit. 

− in other words, you cannot double up the 
principal residence exemption within a family 
by designating a house in the city as the 
principal residence of the husband and a 
different property, such as a cottage, a rec-
reational condo or a farm, as the principal 
residence of the wife. 

What is a principal residence?  
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Example 
You bought an investment property two years 
ago for $100,000. You added $25,000 in capi-
tal improvements to the property, so your ACB 
is $125,000. 
On the day you die, the fair market value of 
the property is $150,000. You have an accrued 
capital gain of $25,000. Because of the 
deemed disposition, your accrued capital gain 
becomes a realized capital gain, and your Per-
sonal Representative has to declare ½ of the 
gain, or $12,500, as income in your terminal 
tax return.  

What is a capital property? 
A capital property is an investment or other asset 
that produces income, or an asset that, if sold, 
would produce a capital gain or loss. 

What is a capital gain?  
A capital gain is the increase in value of a capital 
property. 

You calculate the capital gain using the formula: 

CG = FMV – ACB  

CG means capital gain 
FMV means fair market value 
ACB means adjusted cost base. 

Your ACB for a property is the amount you paid for 
it, plus the cost of any capital improvements you 
have added to it, less what you have received for 
any capital dispositions you have made from the 
property. 

An accrued capital gain is a gain that can be calcu-
lated using the current fair market value of  the 
property, even though you haven't disposed of the 
property. You do not have to pay tax on accrued 
capital gains.  

A realized capital gain is the actual capital gain that 
crystallizes when you dispose of a capital prop-
erty. 

How are capital gains taxed? 
Whenever you realize a capital gain, you must 
to declare ½ of the gain as income on your tax 
return. The rate of the tax on the capital gain 
depends on the amount of the gain, your in-
come from other sources and the other deduc-
tions and adjustments you claim. 

 

How is a principal residence  
different? 
A principal residence is a capital property, but a 
disposition of a principal residence is exempt from 
capital gains tax. In other words, you don’t have to 
pay any capital gains tax on the increase in the 
value of a property that qualifies as your principal 
residence. 

This is a very valuable exemption.  

 

 

What happens when you die?  
The Income Tax Act pretends that you sell all your 
capital properties at fair market value just before 
your death. This is known as the deemed disposi-
tion of capital property on death. The effect of this 
is to trigger a realization of all your accrued capital 
gains and losses. Even though your capital proper-
ties have not been actually sold, your Personal Rep-

resentative must declare ½ 
of your capital gains as in-
come on your terminal tax 
return (the tax return for the 
year in which you die).  

Your estate is responsible for 
paying the tax.  

Example 
You bought an investment property two years 
ago for $100,000. You haven't added any capi-
tal improvements or disposed of part of it, so 
your ACB is $100,000. It is now worth 
$150,000. You have an accrued capital gain of 
$50,000 that has resulted from an increase in 
market value. You don’t pay tax on the ac-
crued gain. 
Now you sell the property  for $150,000. You 
realize a capital gain of $50,000. You have to 
declare ½ of the gain, or $25,000, as income 
on your tax return.  

A (very) short course on capital gains in Canada 

“A disposition of a  
principal residence is exempt 

from capital gains tax.” 
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More questions (and answers) 

Turning Point Law  
can provide the documentation you need   

to ensure you don’t  lose  
your principal residence exemption. 

What about recreational  
properties? 
If you died owning a both a house and a cot-
tage, recreational condo or recreational farm 
that you did not use to earn income, your Per-
sonal Representative can chose which property 
to designate as your principal residence, even 
if you only occupied the recreational property 
during your vacations. Though you can only 
have one principal residence for a particular 
tax year, your Personal Representative can 
chose between your house and the recreational 
property on a year-by-year basis. The calcula-
tion of the consequences of this kind of plan-
ning usually requires an accountant. 

What if I move into a lodge  
or a nursing home? 
When you move permanently to a lodge or a 
nursing home, you no longer ordinarily inhabit 
your residence. However, it continues to qual-
ify as your principal residence if your spouse, 
common-law partner or one of your children 
lives in it. 

If you rent your residence out, it ceases to be 
your principal residence and becomes an in-
come-producing property. However, you are 
allowed to elect to continue to designate it 
your principal residence for up to 4 more years, 
as long as you don’t claim capital cost allow-
ance against the rental income. When the 4 
years is up, you lose the principal residence 
exemption for subsequent years. 

If you don’t use the property to produce an 
income —for example, if you leave it empty, or 
if you rent part of it out and leave the rest 
empty, or if you allow it to be occupied rent-
free by a friend or a relative other than your 
spouse, common-law partner or child, you may 
lose the principal residence exemption for the 
period after you move out. 

What if I own a farm? 
There are special rules for farms; see ¶ 20-24 
of the CRA publication Principal Residence. 

Should I put my child on title as a joint 
owners? 
If not done carefully, this common practice can result 
in your estate inadvertently losing part of the principal 
residence exemption, producing an unnecessary tax 
bill. 
The key to maintaining the principal residence exemp-
tion is to document the transaction so it is clear that 
the change of title is purely to facilitate estate admini-
stration and that the beneficial ownership of the prop-
erty does not pass to the child(ren) until the parent(s) 
die. See the Turning Point Law article called The Risks 
of Joint Tenancy for more information.  
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This article contains general legal information  
and may not be applicable to your situation.  

Get legal advice from  

Turning Point Law  
before making any decisions. 

What happens to my principal  
residence after I die?  
When you die, the home ceases to be a principal 
residence and becomes an asset of your Estate. 
 
If the property is left to a specific beneficiary: 
♦ if that person moves in within a reasonable 

time after your death, it becomes the benefici-
ary's principal residence and no capital gains 
tax is payable 

♦ if that person sells the property, they will  
realize a capital gain equal to the increase in 
value after your death  

 

 
If the property remains va-
cant or is rented out for a 
period of time, and is later 
sold by your Estate, any 
increase in the value after 
the date of your death is a 
capital gain of your Estate, 
and your Estate must pay 
capital gains tax when the property is sold . 


