
 

 

If you are fortunate enough to own more than one 
property, selling one or both is a difficult decision 
-both emotionally and financially. Only one principal 
residence per year can be exempt from capital gain 
tax, so which property should it be? 

For tax purposes a principal residence is a property 
owned and “ordinarily inhabited” by the owner, 
meaning that the property isn’t used to generate 
income. The property is designated as a principal 
residence on the tax return for the year it is sold. The 
Principal Residence Exemption (PRE) can exempt up 
to 100% of the capital gain on the sale using the 
following formula” 

PRE = capital gain X (1 + number of tax years the home was a principal residence) 
total number of tax years the home was owned 

The capital gain is the property’s value at disposition minus its Adjusted Cost Base (ACB), and 
with the real estate market on fire (due to record low interest rates), it is critical to determine 
which of the properties has the larger gain before deciding to sell. Half of all gains above the 
ACB are subject to tax at the assigned progressive marginal tax rate. In practice though, 
generally it’s half of the gain at 50%. For example: 

ABC of property =$300k 
Value at disposition =$1M 
Capital Gain +$700k  
Approximate tax owing = (50% X $700k)/2 =$175k 

This of course is an approximation, and your accountant should be consulted prior to sale, to 
advise on the specific tax ramifications. Again, this tax is payable only on properties not deemed 
to be your principal residence.  



One strategy for minimizing tax on the sale of property is to accumulate RRSP contribution room 
and then elect to use it in the year of disposition. Remember though, RRSP contributions can 
only be made prior to age 71. So in the event a cottage is sold to a family member, some tax 
planning in advance is advisable.  

In summary, when selling one or more eligible properties, allocating the PRE can be challenging. 
Crunch the number to understand where the PRE will provide the greatest tax savings, and how 
your overall tax picture will be affected by a sale. This includes claw-backs on Old Age Security 
(OAS) and other tax credits that are income tested. I use the turn of phrase know your money, and 
this example best makes the case for that. For more on this click <here> 

Be safe, be well! 

Martin  
519-546-5088

https://static.twentyoverten.com/5bab86d4e7e32f6280dc7ede/G4Y1moIfQ6K/here.pdf

