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Principal Residence Exemption  
 

The housing market on Vancouver Island is booming in 2016. The average price of a family home is at a 10 year high in the 

Vancouver Island Real Estate Board area, which includes all of Vancouver Island except Greater Victoria. With inventory at a 

historic low not seen since 2005, we are experiencing a 

sellerõs market condition and multiple offer scenarios 

close to home in the Comox Valley and Campbell River 

area.  I see people taking advantage of the market 

conditions to sell their second properties, or perhaps 

downsize to something smaller.  Selling a home or 

property is considered a significant event from a 

financial planning perspective, one that warrants a 

review of the tax implications.   

In Canada selling real estate triggers a capital gain (or 

loss), 50% of which is included in your taxable income 

in the year of sale.  However, we also have the 

advantage of a principle residence exemption intended 

to eliminate the capital gain when a family sells their 

home. The exemption is claimed at the time of sale by 

designating a property as a principle residence. Each family has one principal residence exemption to allocate per year. If a 

property is claimed as a principal residence for every year it was owned the capital gains are entirely eliminated. In this case, 

the sale does not even need to be reported on your tax return. Tax planning comes into play for families with more than 

one property. The criteria for a òprinciple residenceó is flexible, allowing them to choose which property to allocate their 

exemption to in any given year. This results in a partial elimination of capital gains on some properties and potentially 

significant tax savings.  

Understanding the basics of the principle residence exemption allow you to claim it to your best advantage.  A property will 

qualify as a principle residence if at some point during the year  it was lived in by the taxpayer, the taxpayerõs 

spouse or any of the taxpayerõs children.  The property does not need to be located in Canada, in some situations it is 

possible to designate a foreign property as your principle residence.  

Currently there is one principle residence exemption per family, per year. Prior to 1982 each individual taxpayer could 

designate a principle residence, allowing a family to claim the exemption on two properties for the same year. The pre 1982 

rules were grandfathered in for existing properties purchased before the change.  For example, in 2016, a family who have 

owned both their home and cabin since the 1970õs sells both properties. The principle residence exemption is available for 

both properties in the years prior to 1982.  

There are a few types of property that do not qualify for the exemption. Land attached to your principle residence doesnõt 

always qualify. The general rule is that property over ½ hectare or 1.25 acres is not considered part of the principle 

residence.  This means for larger properties there may be a taxable capital gain on the land, even if the principle residence 

exemption is applied.  In general, rental and business properties do not qualify as principle residences.   
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To get the most out of your principle residence exemption you want to claim it on the property with the largest capital gain. 

Depending on changing market values over time it may be more advantageous to claim the exemption on a second property 

rather than your home. One thing to keep in mind is that you are looking for the largest capital gains in dollars, not in 

percentage change. Take for example a family who purchased the two properties below 20 years ago when they moved to 

the coast and are now selling both properties.   

 

 

 

 

 

 

 

The value of the cabin has grown much quicker than their home. If we were considering the return on investment, the cabin 

has earned a significantly higher return. However, in dollar terms the capital gain on the home is larger. Assuming a 28.7% 

marginal tax rate the principle residence exemption saves this family $28,700 ($200,000/2 * 28.7%) in tax payable on the sale 

of their home. On the cabin it saves them $21,525.  In this case they should claim the example on their home.  A simple way 

to determine which property to shelter with this exemption is by calculating the capital gain per year. The property with the 

higher gain per year is the one you want to claim as a principle residence. 

 

 

 

 

The formula to calculate the principle residence exemption includes an additional year. When moving from one home to 

another the extra year allows both homes to be treated as principle residence in the year of the move. This simplifies the 

calculation so that single property families never have to worry about paying taxable gains on their home. The added extra 

year is advantageous to families with multiple properties as it allows tax savings when splitting the exemption between 

multiple properties.  

The principle residence exemption is calculated as follows: 

 

 

 

In conclusion, the principal residence exemption is a significant planning tool for Canadians owning property. A qualified 

professional such as a Certified Financial Planner or accountant can help you plan to make the most out of your exemption.  

 

 

Emily Hofmann, CFP 

Associate Portfolio Manager, Alitis Investment Counsel  

 

 

 
Sources:  Vancouver Island Real Estate Board: Home sales a bit cooler in July but significantly higher than last year. (2016, August 25).  

Retrieved from http://creastats.crea.ca/vani/. 

Vancouver Island Real Estate Board: Monthly Statistics Package ð July 2016 (2016, August 25).  Retrieved from http://www.vireb.com/

assets/uploads/07july_16_vireb_stats_package_64049.pdf.  
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 Purchase Price  

(20 Years Ago)  

Sale 

Price  

Capital  

Gain 

Gain 

Per Year  

Cabin  $25,000 $175,000 $150,000 $7,500 

Home  $250,000 $450,000 $200,000 $10,000 

http://creastats.crea.ca/vani/
http://www.vireb.com/assets/uploads/07july_16_vireb_stats_package_64049.pdf
http://www.vireb.com/assets/uploads/07july_16_vireb_stats_package_64049.pdf


 

 

Disclaimers and Disclosures  

This report is provided, for informational purposes only, to customers of Alitis Investment Counsel Inc. (òAlitisó) and does not 

constitute an offer or solicitation to buy or sell any securities discussed herein to anyone in any jurisdiction where such offer or 

solicitation would be prohibited. Opinions expressed in this report should not be relied upon as investment advice.   This report does 

not take into account the investment objectives, risk tolerance, financial situation or specific needs of any particular customer of Alitis. 

Each individualõs investment objectives, risk tolerance, financial situation and specific needs should be evaluated before making any 

investment decision. 

 

The information contained in this report has been drawn from sources believed to be reliable, but is not guaranteed to be accurate or 

complete. This report may contain economic analysis and opinions, including about future economic and financial markets performance. 

These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may 

be materially different. All opinions expressed herein constitute judgements as of the date of this report and are subject to change 

without notice. Alitis assumes no duty to update any information or opinion contained in this report. This report may contain links to 

third-party websites. Alitis is not responsible for the content of any third-party website or any linked content contained in a third-party 

website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into this report. 

Unless otherwise noted, the indicated rates of return are the historical annual compounded returns for the period indicated, including 

changes in security value and the reinvestment of all distributions and do not take into account income taxes payable by any security 

holder that would have reduced returns. The investments are not guaranteed; their values change frequently and past performance may 

not be repeated. 

 

Neither Alitis nor any director, officer or employee of Alitis accepts any liability whatsoever for any errors or omissions in the 

information, analysis or opinions contained in this report, nor for any direct, indirect or consequential damages or losses arising from any 

use of this report or its contents. 
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