
CAPITAL GAINS AND LOSSES
CONTENTS

Page No.

GENERAL PRINCIPLES ............................................................. 3505
Personal-Use Property.................................................................. 3507
Carry-Over of Listed-Personal-Property Losses .................................. 3508
How Capital Gains are Taxed........................................................ 3508
Tax Avoidance........................................................................... 3509

DETERMINATION OF CAPITAL GAINS AND LOSSES ............. 3510
General Rule ............................................................................. 3510

Illustration ........................................................................... 3511
Adjusted Cost Base..................................................................... 3510

Capital Property .................................................................... 3519
Disposition Expense .................................................................... 3519
Reserve Allowed ........................................................................ 3520
“Disposition” Definition ............................................................... 3522
Proceeds of Disposition................................................................ 3527

SPECIAL RULES........................................................................ 3534
Bonds, Debentures ...................................................................... 3534
Canada Savings Bonds ................................................................ 3534
Canadian Securities—Election ....................................................... 3534
Change in Use of Property............................................................ 3535

Election on Change in Use ...................................................... 3535
Dual Use of Property.............................................................. 3536

Convertible Properties.................................................................. 3538
Conversion of Debt Obligation ...................................................... 3540
Loss on Certain Properties ............................................................ 3540
Cultural Property ........................................................................ 3540
Donation of Securities ................................................................. 3540
Debts and Losses........................................................................ 3542
Disposition of Debt of Related Party ............................................... 3544
Settlement of Commercial Obligation .............................................. 3545
Surrender of Property by a Debtor .................................................. 3545
Seizure of Property by a Creditor ................................................... 3547
Settled or Forgiven Debts ............................................................. 3548

General Debt Forgiveness Rules................................................ 3548
Additional References......................................................... 3551

Forgiven Amount .................................................................. 3552
Designation in respect of Forgiven Amount ................................. 3553
Transfer of Forgiven Amount ................................................... 3553
Settlement of a Debt or Obligation upon a Winding-up or
Amalgamation ...................................................................... 3554
Purchase of Bonds by Issuer .................................................... 3555
Debt Parking ........................................................................ 3556
Debt Forgiveness Income Inclusion Limitation or Reserve............... 3558

Farms ..................................................................................... 3559
Property Passing on Death ............................................................ 3560
Identical Properties ..................................................................... 3564
Inadequate Consideration.............................................................. 3564

June 2026
CTM 2026-6

Contents 3501



Involuntary Dispositions and Exchanges of Property ........................... 3565
Overview............................................................................. 3565

Additional References......................................................... 3567
Former Business Property........................................................ 3567
Replacement Property (Involuntary Dispositions) .......................... 3569

Additional References......................................................... 3574
Rollover Rules ...................................................................... 3574

Insurance Policies ....................................................................... 3576
Life Estate in Real Property .......................................................... 3576
Loss Deferral Rules..................................................................... 3576
Lottery Prizes ............................................................................ 3578
Negative Adjusted Cost Base ........................................................ 3578
Options .................................................................................... 3579
Partial Dispositions ..................................................................... 3580
Partnerships............................................................................... 3582
Qualified Small Business Corporation Shares .................................... 3582
Resource Properties..................................................................... 3582
Shares of Capital Stock................................................................ 3582

Income versus Capital............................................................. 3582
Adjusted Cost Base of Shares................................................... 3584
Deemed Disposition of Shares .................................................. 3584
Dividend Deduction Stop-Loss Rules ......................................... 3585
Anti-Avoidance Rules............................................................. 3585

Small Business Share Rollover ...................................................... 3586
Stock Splits and Consolidations ..................................................... 3587
Superficial Losses....................................................................... 3587
Hedging Gains and Losses............................................................ 3588

Additional References............................................................. 3591
Synthetic Disposition Arrangements ................................................ 3591

Additional References............................................................. 3595
Warranty .................................................................................. 3595

PERSONAL-USE PROPERTY ..................................................... 3596
Listed Personal Property............................................................... 3596
Excluded Property ...................................................................... 3597
Personal-use Property of a Corporation, etc....................................... 3597
Bad Debts................................................................................. 3597
CRA Publications ....................................................................... 3598

BUSINESS INVESTMENT LOSS ................................................ 3599
Overview.................................................................................. 3599

Additional References......................................................... 3601
Bad Debts............................................................................ 3602

Additional References......................................................... 3603
Small Business Corporation Definition ....................................... 3603

Additional References......................................................... 3605
Assets used Principally in an Active Business .............................. 3605

Additional References......................................................... 3608
Guarantees of Debt ................................................................ 3608

Additional References......................................................... 3611

ENTERING OR LEAVING CANADA.......................................... 3612
Entering Canada......................................................................... 3612
Leaving Canada ......................................................................... 3614

3502 Canada Tax Manual June 2026
CTM 2026-6



Additional References......................................................... 3614
Election to Defer Tax ............................................................. 3615
CRA Publications .................................................................. 3615

Disposition of Taxable Canadian Property by Non-resident .................. 3615
CRA Publications .................................................................. 3615

Additional References......................................................... 3615

PRINCIPAL RESIDENCE EXEMPTION ...................................... 3617
Overview.................................................................................. 3617
Computation of Exemption ........................................................... 3617
Eligible Type of Property ............................................................. 3620
Subjacent Land .......................................................................... 3621
Ownership of the Residence.......................................................... 3623
Ownership Deeming Rules............................................................ 3623
Actual Use of the Residence ......................................................... 3624
Exceptions to Actual Use Rules ..................................................... 3624

Additional References......................................................... 3626
Property Held by a Personal Trust .................................................. 3626

Overview............................................................................. 3626
Restrictions Regarding Residency of Beneficiary and Status
of Personal Trust — Applicable to Taxation Years after 2016.......... 3628
Eligible Beneficiary Requirement .............................................. 3629
Eligible Trust Requirement ...................................................... 3629
Trust not Disqualified ............................................................. 3631
Distribution of Residence by Trust ............................................ 3631
Transitional Rules.................................................................. 3632

Designation Limited to One Family Unit.......................................... 3633
Designation Requirement.............................................................. 3634
Additional References.................................................................. 3635

CAPITAL GAINS EXEMPTION .................................................. 3636
General Comments...................................................................... 3636

CRA Publications .................................................................. 3636
Computation of Available CGE ..................................................... 3637

General Comments................................................................. 3637
Annual Gains Limit ............................................................... 3639
Cumulative Gains Limit .......................................................... 3640

CNIL, Investment Expense and Investment Income ............................ 3641
General Comments................................................................. 3641
Investment Expense ............................................................... 3641
Investment Income................................................................. 3642
Summary ............................................................................. 3643

Non-Residents ........................................................................... 3644
Failure to Report Capital Gain ....................................................... 3645
Spousal Trusts ........................................................................... 3646
Qualified Farm or Fishing Property................................................. 3647

Property Used in a Farming or Fishing
Business by an Eligible Person ................................................. 3648
Gross Revenue Test and Actively Engaged and Principal
Use Test (ITA 110.6(1.3)(a)(ii)(A))............................................ 3649
Asset Use Test (ITA 110.6(1.3)(a)(ii)(B)) .................................... 3650

Interest in a Family Farm or Fishing Partnership ................................ 3651
Qualified Small Business Corporation Share (QSBCS) ........................ 3652

General Comments................................................................. 3652

June 2026
CTM 2026-6

Contents 3503



Determination Time Test ......................................................... 3652
“Small Business Corporation”................................................... 3653
Connected Corporations .......................................................... 3653
Share Sale Agreements (ITA 110.6(14)(b)) .................................. 3654
Death of a Shareholder (ITA 110.6(14)(g)) .................................. 3654

Holding Period Test .................................................................... 3654
General Comments................................................................. 3654
Dispositions of Identical Shares — Ordering Rule
(ITA 110.6(14)(a)) ................................................................. 3655
Shares Held by a Personal Trust / Allocation of Qualifying
Gains to Beneficiaries (ITA 110.6(14)(c)).................................... 3655
Transfer of a Partnership Business (ITA 110.6(14)(d)).................... 3656
Interposition of a Holdco (ITA 110.6(14)(e))................................ 3657
Deeming Rule in Respect of Newly Issued Shares
(ITA 110.6(14)(f)) ................................................................. 3657

Asset Use Test........................................................................... 3658
General Comments................................................................. 3658
“Active Business”.................................................................. 3659
Assets “Used” Principally in an Active Business........................... 3659

Modified Asset Use Test (ITA 110.6(1)“QSBCS”(d)).......................... 3663
General Comments................................................................. 3663
Situations in which Modified Asset Use Test Applies .................... 3663
Special Reading Rule ............................................................. 3664
Meaning of “Connected” for the Purposes of the
Modified Asset Use Test ......................................................... 3664

Purification Transactions .............................................................. 3666
Crystallizing the CGE.................................................................. 3669
Capital Gains Deduction Computation ............................................. 3672

CGE for Qualified Farm or Fishing Property (ITA 110.6(2))............ 3672
CGE for QSBCSs (ITA 110.6(2.1)) ........................................... 3673
Maximum CGE (ITA 110.6(4))................................................. 3673
Capital Gains Reserve CGE Limit (ITA 110.6(31))........................ 3673

Anti-Avoidance Rules.................................................................. 3673
General Comments................................................................. 3673
Conversion of Corporate Taxable Capital Gains (ITA 110.6(7))........ 3674
Disproportionate Capital Gains (ITA 110.6(11))............................ 3675

Inadequate Dividends (ITA 110.6(8) and (9)) .................................... 3676
General Comments................................................................. 3676
Prescribed Shares .................................................................. 3676
Estate Freeze Shares............................................................... 3677
Interpretive Rules .................................................................. 3678

Shares other than Prescribed Shares ................................................ 3680

3504 Canada Tax Manual June 2026
CTM 2026-6




