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Tax treatment of in-kind
asset transfers

Will the transfer trigger a capital gain or loss?

On occasion, you may want to transfer an asset in-kind, as
opposed to first selling the asset for cash and then transferring
the cash. The term in-kind means moving an asset, such as an
investment, exactly as is. Sometimes you are able to transfer an
asset in-kind at its adjusted cost base (ACB), depending on who
you’re transferring the asset to. Transfers made at ACB would
not trigger any immediate tax implications. Other times, you’ll
have to transfer an asset at its fair market value (FMV), which
may mean you’ll realize a taxable capital gain or loss.

This article explores the tax treatment of transferring assets
in-kind, whether you’re transferring assets between your own
accounts, or to another individual. The article also explores
transfers between shareholders and their corporations, as well
as transfers involving estates and trusts.

This article assumes the assets you’re transferring are securities
held on account of capital and not property such as real estate
or farm property or any other type of asset that may be subject
to specific tax rules. It also assumes that the transferee does not
own an identical security, otherwise weighted average cost rules

may apply.

Any reference to a spouse in this article includes a common-law
partner.

Transfers between your own not a disposition for tax purposes,

accounts so there are no immediate tax
. consequences.

Between non-registered q

accounts

When you transfer an asset such as a
security between your non-registered
accounts, the transfer is generally

From a non-registered account
to a registered account

In some cases, you may want to
transfer a security in-kind from



2| RBC Wealth Management

your non-registered account to a registered account of
which you are a beneficiary. Registered accounts include
aregistered retirement savings plan (RRSP), tax-free
savings account (TFSA), and registered disability savings
plan (RDSP).

Assets in a gain position

If you transfer a security with an unrealized gain from
your non-registered account to a registered account, you
will realize a capital gain on the transfer. You will need to
report the capital gain on your personal income tax return
in the year of transfer.

Assets in a loss position

There may be adverse tax consequences if you transfer a
security with an unrealized loss from your non-registered
account to a registered account. The capital loss is
generally denied and you cannot use the loss to offset
any other capital gains you may have realized on other
transactions.

From a registered account to a non-registered
account

It may be possible to make a withdrawal in-kind from a
registered account by transferring a security from your
registered account directly into your non-registered
account. You should check with the financial institution
where you hold your account to determine whether in-kind
withdrawals are possible.

In some cases, the withdrawals you make from a
registered account may be subject to withholding tax. For
example, an RRSP withdrawal or a payment from a RRIF
that exceeds the minimum payment amount is subject to
withholding tax. Part of your in-kind withdrawal may need
to be liquidated to satisfy the withholding tax requirement.
Keep this in mind when you’re determining the amount to
withdraw and the securities you choose to withdraw.

The amount of your withdrawal from your registered
account will equal the FMV of the security at the time of
the withdrawal. The FMV of the security at the time of the
transfer will also become the new ACB of the transferred
security. The new ACB will be used for determining the
capital gain or loss when you dispose of the security in
the future.

Transfers made to another individual

In some cases, you may want to transfer a security in-
kind to another individual, including your spouse, child or
even someone who is not related to you, such as a friend.
What’s important to know is there are special tax rules
that apply to transfers you make to someone who is not
dealing at arm’s length with you.

You can generally transfer capital
property to your spouse with no
immediate tax consequences.

Although the Income Tax Act (ITA) does not contain @
precise definition of the term arm’s length, it deems
some individuals to not be dealing at arm’s length with
each other. For example, related persons are deemed
not to deal with each other at arm’s length. Related
persons are those connected to you by blood, marriage
or common-law partnership or adoption, which includes
your grandparents, parents, brothers, sisters, children
and grandchildren. Your aunts, uncles, nieces, nephews
or cousins are not considered to be connected to you

by blood for tax purposes, however, they might be
considered non-arm’s length individuals, depending on
the circumstances. Two unrelated individuals are generally
considered to be dealing at arm’s length with each other
if they are independent, and one does not have undue
influence over the other.

The next few sections explore the tax implications of
transfers you might make to another individual, both arm’s
length and non-arm’s length.

To your spouse

At the time of the transfer

You can generally transfer capital property to your
spouse with no immediate tax consequences. This is
because the default tax treatment for transfers between
spouses is a rollover, which is also known as a spousal
rollover. Essentially, the ACB of your security will roll over
to your spouse so that your spouse inherits the same
ACB of the security. For the rollover to apply, both you
and your spouse must be resident in Canada at the time
of the transfer.

You are able to elect out of the rollover. If you elect out of
the rollover, your proceeds of disposition would be the
FMV of the security you transfer. Your spouse’s ACB would
also then be the FMV of the security on the date of the
transfer. The election to have the transfer occur at FMV
can be made on a property-by-property basis, meaning
that if you transferred 50 shares to your spouse, you
could elect to transfer a portion of those shares at FMV
— for example, 30 of the shares. There is no specific form
required for the election, but the election must be made
in your personal income tax return by the return’s due
date. To make this election, you can attach a letter signed
by you and your spouse to your tax return indicating that
you don’t want the rollover to apply.
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If you elect out of the rollover and transfer a security
that is in a gain position, you would realize a capital gain
on the transfer. One common reason to elect out of the
rollover is to use any capital losses or capital loss carry-
forwards you may have. This strategy can also be useful
to make use of otherwise unused credits such as the
charitable donation tax credit.

If you elect out of the rollover and transfer a security that
is in a loss position, you should be aware of the superficial
loss rules. Where you transfer a security in a loss position
to your spouse, and your spouse continues to hold the
security on the 30th day after the transfer, the superficial
loss rules will prohibit you from claiming the capital

loss. The loss will be denied and added to your spouse’s
ACB of the security. Although this outcome is generally
undesirable, it may present a planning opportunity if your
spouse holds other securities in a gain position. For more
information on this planning opportunity, please ask your
RBC advisor for the article on transferring capital losses to
your spouse.

After the transfer

After a transfer to your spouse, whether or not you've
elected out of the spousal rollover, any future income, loss,
capital gain or capital loss from the transferred property
will generally be attributed back to you. This attribution
occurs because there are income attribution rules
designed to prevent income splitting with your spouse in
certain circumstances.

Although the attribution rules apply to income earned

on the security transferred, it does not apply to income
earned on that income, also known as second generation
income. As such, if your spouse reinvests the income
earned on the transferred security, the second generation
income is not attributed back you and can be taxed in your
spouse’s hands.

There are exceptions to the attribution rules. For example,
if you sell the security to your spouse (instead of gifting
it) and your spouse pays you FMV consideration using
their own funds, the attribution rules won’t apply. For
more information regarding the attribution rules, ask your
RBC advisor for the article on income splitting and the
attribution rules.

To a non-arm’s length minor

Anon-arm’s length minor is someone who is under age 18
throughout the year, and may include your child or grandchild.
The following rules also apply to a niece or nephew.

At the time of the transfer

If you gift a security in-kind to a non-arm’s length minor,
you're deemed to have disposed of the security at FMV.

When you dispose of a security to a non-
arm’s length individual, you are generally
deemed to dispose of the security for
proceeds equal to the FMV on the date of
the transfer.

Accordingly, you will realize a capital gain or loss in respect
of the transfer. The ACB of the security for the minor will
be the FMV of the security on the date of transfer.

After the transfer

After you transfer a security to a non-arm’s length minor,
any income or loss generated from the transferred
security will generally be attributed back to you. This
attribution rule does not apply if the minor reaches

age 18 before the end of the year. For example, if you
transferred shares to your minor child, any interest or
dividends paid in respect of the shares now owned by your
child will be attributed back to you, unless your child turns
age 18 during the year.

The attribution rules, as they apply to minors, only apply
to interest and dividend income and do not apply to
capital gains and losses. As such, capital gains or losses
derived from a subsequent disposition of the security are
not generally attributed back to you.

Itis generally not possible for a minor to hold an
investment account. As such, you may be considering an
in-trust account to facilitate the transfer. The rules relating
to the taxation of in-trust accounts are very complex;
please ask your RBC advisor for the article on taxation of
in-trust accounts for more details.

To a non-arm’s length adult

At the time of the transfer

When you dispose of a security to a non-arm’s length
individual, you are generally deemed to dispose of the
security for proceeds equal to the FMV on the date of the
transfer. This rule applies in many cases, for example,
when you gift a security or sell a security to a non-arm’s
length adult for less than FMV consideration. However,

if you receive consideration in excess of the FMV of the
property, you're considered to have disposed of the
security for proceeds equal to the actual consideration
you received. You will need to use the proceeds you
received or were deemed to have received to calculate the
capital gain or loss on the transfer, which you will need to
report on your personal income tax return.

The ACB of the security for the recipient is deemed to be
FMV on the date of transfer, if the security was acquired as
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a gift or if excess consideration was paid. Where there was
inadequate consideration paid, the ACB is equal to the
actual amount of consideration paid.

Due to these adjustments, the tax consequences may be
punitive where you sell a security to a non-arm’s length
individual for more or less than FMV consideration. For
example, assume you bought shares of a corporation for
$2,500 which are now worth $10,000. You transferred the
shares in-kind to your adult son but only asked him to pay
you $6,000 for the shares. The result is that you will have
deemed proceeds equal to FMV ($10,000), resulting in a
capital gain of $7,500 ($10,000 - $2,500). Your adult child
must use the actual amount he paid (i.e., $6,000) as his ACB,
so when he disposes of the security in the future, there may
be double taxation on a portion of the capital gain.

After the transfer

If you gift a security to a non-arm’s length adult, there

is no attribution on any type of income. However, if you
loan property at low-interest or no-interest to a non-arm’s
length adult and one of the main reasons for the loan is
to reduce your taxable income, any income or loss earned
on that property may be attributed back to you. Any
capital gain or capital loss realized on that property will
not attribute back to you. A loan is considered low-interest
where the interest charged on the loan is less than the
CRA’s prescribed rate.

To an arm’s length individual

At the time of the transfer

An arm’s length individual generally includes someone
who is not related to you and who acts independently from
you. When you dispose of a security to an arm’s length
individual, you generally dispose of it for proceeds equal
to the FMV on the date of transfer. You will need to report
the capital gain or loss on your personal income tax return.
The ACB of the transferred security is the FMV on the date
of transfer.

After the transfer

Income attribution does not apply to arm’s length
transactions. The recipient of the security will pay taxes
on all of the future income earned and capital gains
realized on the transferred security.

Transfers between shareholders and
corporations

From your personal account to a corporate
account

Assets in a gain position

When you transfer a security to a corporation where you
are a shareholder, the transfer is generally considered

When you transfer a security to a
corporation where you are a shareholder,
the transfer is generally considered a
taxable transaction.

a taxable transaction. You will need to report the capital
gain on your personal income tax return. The ACB of the
security for the corporation will be the FMV on the date of
the transfer.

If you do not want to realize a capital gain on the transfer,
you may be able to transfer the security on a tax-
deferred basis by filing a joint income tax election with
the corporation. This election allows you to transfer the
security to your corporation at an elected amount that’s
between the security’s ACB and FMV (subject to certain
conditions). By choosing an elected amount that’s equal
to the ACB of the security, you will not realize a capital
gain on the transfer. The corporation will be considered to
have acquired the security at the elected amount as well.
Note that this joint tax election is generally not available
for assets in aloss position.

Assets in a loss position

There are superficial loss rules that prohibit you from
claiming a capital loss when you transfer a security to a
corporation that’s controlled by you or someone affiliated
with you, such as your spouse. If the superficial loss rules
apply, your capital loss is denied.

The ACB of the security for the corporation is the FMV

of the security on the date of transfer plus the denied
loss. As such, when the corporation eventually disposes
of the security to a non-affiliated person, it will realize

a smaller capital gain or larger capital loss due to the
increased ACB. This may present a planning opportunity if
your corporation has capital gains. For more information,
please ask your RBC advisor for an article on transferring
securities in a loss position to and from your corporation.

From a corporate account to your personal
account

Assets in a gain position

When a corporation transfers securities to you, the
corporation will realize a disposition at FMV and will need
to report the capital gain on its corporate income tax
return. The ACB of the securities you receive will be the
FMV of the securities on the date of the transfer.

Assets in a loss position

If you're a controlling shareholder, there are stop-loss
rules that apply when the corporation transfers a security
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in a loss position to you or someone affiliated with you,
such as your spouse, and you or the affiliated person
continues to hold that security on the 30th calendar

day after the transfer. In general, these rules defer the
recognition of a realized loss. If the stop-loss rules

apply, the loss is suspended (unavailable for use) in the
corporation until the time you or the affiliated person
disposes of the security to a non-affiliated party. The ACB
of the security you receive will be the FMV of the security
on the date of the transfer. For more information on the
stop-loss rules, please ask your RBC advisor for an article
on transferring securities in a loss position to and from
your corporation.

From a corporate account to another corporate
account

In some cases, you may want to transfer a security in-kind
from one corporation controlled by you (Corporation A) to
another corporation controlled by you (Corporation B).

Assets in a gain position

If the security is in a gain position, the transfer is generally
a taxable transaction. Corporation A will need to report
the capital gain on its corporate income tax return. The
ACB of the security for Corporation B will be the FMV of the
security on the date of the transfer.

If Corporation A doesn’t want to realize the capital

gain on the transfer, it may be able to transfer the

security on a tax-deferred basis by filing a joint income

tax election with Corporation B. This election allows
Corporation A to transfer the security to Corporation B

at an elected amount that’s between the security’s ACB
and FMV (subject to certain conditions). By choosing an
elected amount that’s equal to the ACB of the security,
Corporation A will not realize a capital gain on the transfer.

One aspect to note is that by making this election,
Corporation A will need to take back at least one share

of Corporation B, which may change the organizational
structure of your holdings and may not be what you intended.

Assets in a loss position

The stop-loss rules may apply if Corporation A transfers

a security in a loss position to Corporation B and
Corporation B holds the security on the 30th calendar

day after the transfer. In general, these rules defer the
recognition of a realized loss. If the stop-loss rules apply,
the loss is suspended (unavailable for use) in Corporation
A until the time Corporation B disposes of the security to a
non-affiliated party. At that time, Corporation A will realize
the loss. The ACB of the security for Corporation B will be
the FMV of the security on the date of the transfer.

An inter-vivos trust, also known as a living
trust, is a trust created during a person’s
lifetime. When you, the settlor of an inter-
vivos trust, contribute a security to a
trust during your lifetime, the transfer is
generally a taxable transaction.

Transfers involving estates or trusts

Contribution by the settlor to an inter-vivos trust
An inter-vivos trust, also known as a living trust, is a trust
created during a person’s lifetime. When you, the settlor
of an inter-vivos trust, contribute a security to a trust
during your lifetime, the transfer is generally a taxable
transaction. You may need to report a capital gain or
loss on your personal income tax return. The ACB of the
security for the trust is equal to the FMV on the date of
the transfer.

1f you are the settlor and you and/or your spouse are a
majority interest beneficiary of the trust and the assets
you're contributing are in a loss position, the superficial
loss rules may apply. If the superficial loss rules apply,
your capital loss is denied. The ACB of the security for the
trust in this case is the FMV of the security on the date

of transfer plus the denied loss. As such, when the trust
eventually disposes of the security, it will realize a smaller
capital gain or larger capital loss due to the increased ACB.
For more information, please ask your RBC advisor for an
article on the superficial loss rules.

There are exceptions to these rules when you're
contributing a security to certain types of trusts, including

a spousal trust, alter ego trust or joint spousal trust. You
can generally choose to transfer a security to these types of
trusts at your ACB so you don’t trigger a capital gain or loss.

From the deceased to an estate account or
testamentary trust

In general, on death, you are deemed to be dispose of your
securities at FMV. The executor/liquidator of your estate
will need to report the capital gain or loss realized on

your final personal income tax return. When a security is
transferred to your estate account or to a testamentary
trust, the transfer occurs at the date-of-death value of

the securities. This value also becomes the ACB of the
securities for the estate or trust.

There is an exception to this general rule where you
transfer a security to your surviving spouse or to @
qualified testamentary spousal trust. In this case, the
security can be transferred to the surviving spouse or
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testamentary spousal trust at your ACB so that a capital
gain or loss is deferred until the security is disposed of.

Distribution from a trust to a beneficiary

When capital is distributed from a trust in-kind to a
Canadian resident beneficiary, the distribution can be
received by the beneficiary tax-free. Generally, the trust
does not realize a capital gain or loss on the distribution
and the beneficiary assumes the ACB of the assets from
the trust.

This is the case unless the super attribution rules applied
to the trust at any time. The super attribution rules
generally apply when the settlor or contributor to a trust
can take back the assets they’ve contributed to the trust
or can control the distribution of the assets from the
trust. If the super attribution rules apply, the capital will
generally need to be distributed to a beneficiary at FMV,
unless the beneficiary is the contributor to the trust or

the assets out of the trust to the beneficiary at FMV. The
beneficiary’s ACB of the assets will then be equal to the
FMV of the assets on the date of the transfer, and the trust
will report the disposition on its trust tax return. It may
make sense to trigger capital gains in the trust where the
trust has unused capital losses.

Conclusion

Understanding the tax implications of transferring assets
in-kind may help you plan for any potential capital gains
tax or help you avoid transactions that could trigger the
superficial loss rules. There may also be tax consequences
following a transfer, such as attribution, so it’s important
to speak with a qualified tax advisor to understand the

tax implications of the specific transfer you're planning to
make.

This article may contain strategies, not all of which will
apply to your particular financial circumstances. The

the contributor’s spouse, or if the contributor has passed
away. Capital distributions to a non-resident beneficiary
must also be done at FMV, triggering a taxable disposition
in the trust.

information in this article is not intended to provide

legal, tax or insurance advice. To ensure that your own
circumstances have been properly considered and that
action is taken based on the latest information available,
you should obtain professional advice from a qualified tax,
legal and/or insurance advisor before acting on any of the
information in this article.

In cases where the tax-deferred rollover is available, the
trust and the beneficiary can choose to instead transfer
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