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Principal Residence Exemption 
In last months newsletter, we discussed how new rules that were introduced in 2016, may make it possible for certain trusts to claim the PRE 
(Principal Residence Exemption) provided that a corporation is not a bene�ciary and the trust designates a bene�ciary (or their spouse, 
common-law partner or child) of the trust who ordinarily inhabits the property.  This month we will continue with the PRE discussion by examining 
ownership by a trust.  Once again we will turn to Samantha Prasad is a tax partner with the Toronto-based law �rm Minden Gross LLP.  for her 
detailed explanation of ownership through a trust.

“As of 2017,  Only the following types of trusts are able to designate a principal residence (where the trust has Canadian-resident bene�ciaries and 
a “speci�ed bene�ciary”):

• An alter ego trust, a spousal or common-law partner trust, a joint spousal or common-law partner trust (or a similar trust for the exclusive bene�t 
of the settlor of the trust during his/her lifetime).
• A testamentary trust created under a will that is a qualifying disability trust; or
• A trust for the bene�t of a minor child of deceased parents.
If you have a trust that owns a principal residence and don’t meet the above conditions, you can take advantage of 
transitional rules that will allow the trust to crystallize the PRE in respect of any accrued capital gain relating to the 
property up to Dec. 31, 2016.
Essentially, the trust will be deemed to have disposed of the property on Dec. 31, 2016 (and the trust can shelter the 
gain under the PRE up until that date) and to have reacquired the property at a cost equal to the fair market value on 
Jan. 1, 2017.

However, it would appear that as long as the trust distributes the property to a speci�ed bene�ciary prior to an 
eventual sale, and the speci�ed bene�ciary in turn sells the property, the PRE would be available for those years after 
2017 as well. That is because the trust would not be claiming the PRE; rather, the speci�ed bene�ciary does. So if you 
have purchased a cottage, and you happen to have children that are over the age of 18 (who don’t own their own 
home), it is still possible to make use of a discretionary trust to hold the cottage property for some time (with your 
adult children as bene�ciaries) and then eventually distribute the property to your children. When the children 
eventually sell, they may choose to designate the cottage property as their principal residence for those years that 
they did not own another home. This results in tax savings, since if you held the cottage personally, you would have to 
pay capital gains tax on either the cottage or your home.
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If your entire gain is covered by the PRE, you are now required to report the sale of your principal residence 
and make the designation (this was not the case prior to 2016). If you fail to do so, the CRA will accept a late 
principal residence exception in certain circumstances, but you could be subject to a penalty of up to $8,000.

Moreover, the CRA has the ability to reassess you beyond the normal reassessment period (three years from 
the date of the notice of assessment) if you do not report the disposition of your principal residence.”

I hope this helps you understand a little more about the rules surrounding PRE.  If you are considering buying 
or selling a second home my team would be honoured to help.  But, before you get started make sure you 
consult with an expert such as Samantha Prasad to help evaluate if might be able to bene�t from the PRE rules.


