
Can you Avoid Capital Gains on Cottages 

In Ontario, while it's difficult to completely avoid capital gains tax when transferring a cottage, there 
are strategies to minimize or defer it. The main exemption is the Principal Residence Exemption 
(PRE), but it usually applies to your primary home, not a cottage, unless it's designated as your main 
home for some time. Other options include using a trust, transferring to a spouse, or carefully 
managing the Adjusted Cost Base (ACB).  

Here's a breakdown of the options and considerations: 

1. Principal Residence Exemption (PRE): 

• What it is: 

The PRE allows you to avoid capital gains tax on the sale or transfer of your primary residence. 

• Cottage Application: 

A cottage can be designated as your principal residence, but only if it has been your primary 
residence for at least one full tax year. 

• Limitations: 

If you own multiple properties, only one can be designated as your principal residence.  

2. Transferring to a Spouse or Common-Law Partner: 

• Tax-Free Transfer: You generally don't pay capital gains tax when transferring property to 
your spouse or common-law partner. 

• Spousal or Common-Law Partner Trusts: Similar tax advantages apply when transferring 
to these types of trusts.  

3. Using a Trust: 

• Inter-vivos Trust: 

You can establish a trust (like a joint partner or alter ego trust) during your lifetime to hold the 
cottage. This can help manage the transfer process and potentially defer capital gains tax until the 
cottage is eventually sold by the trust. 

• Potential Tax Implications: 

You may incur capital gains tax when the cottage is initially transferred into the trust.  

4. Managing the Adjusted Cost Base (ACB): 

• What it is: 

The ACB is the cost of the property, used to calculate capital gains. It includes the original purchase 
price plus the cost of any capital improvements.  

• Reducing Capital Gains: 

By carefully tracking and documenting capital improvements, you can increase the ACB, reducing 
the taxable capital gain when the cottage is eventually sold or transferred.  

 



5. Other Considerations: 

• Capital Gains Reserve: 

You may be able to defer paying capital gains tax by using a capital gains reserve, but this has 
limitations.  

• Life Insurance: 

Consider life insurance to cover the potential capital gains tax liability, especially if the cottage is to 
be transferred after your death.  

• Transfer Before Death: 

Gifting the cottage while you are alive can shift the tax burden to the recipient, potentially saving 
you taxes on future appreciation.  

Important Notes: 

• Professional Advice: 

It's crucial to consult with a financial advisor and tax professional to determine the best strategy for 
your specific situation.  

• Tax Laws: 

Tax laws can change, so it's essential to stay informed about the latest regulations.  

• Complexities: 

Transferring a cottage can involve various legal and financial complexities, including land transfer 
tax and legal fees.  

 

Additional Information 

https://www.moneysense.ca/save/taxes/how-cottage-renos-can-reduce-your-capital-gains/ 

https://cottagelife.com/general/gifting-the-cottage-capital-gains-land-transfer-tax/ 

https://www.rbcfinancialplanning.com/passing-along-family-cottage.html 

https://swpp.ca/how-to-avoid-capital-gains-on-a-cottage/ 

https://www.edwardjones.ca/ca-en/market-news-insights/guidance-perspectives/keep-cottage-
family 

https://www.scpllp.com/capital-gains-and-cottage-ownership-what-you-need-to-know/ 

https://buttonwood.ca/gifting-a-house-to-a-child/ 

https://www.fillmoreriley.com/publication/cottage-transfers-advice-before-action 
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