
Tax Loss Harvesting
Utilizing losses on securities is an effective strategy for investors 
that have experienced capital gains in their investment portfolio. 
This paper will discuss how the tax loss harvesting strategy can  
be implemented without changing the long-term financial goals  
of the investor. These strategies apply to non-registered accounts 
and not RRSP/RRIF or TFSA accounts.

Capital Losses
An individual will experience a capital loss when the adjusted  
cost base (purchase price) of a capital property (investments, land, 
buildings, etc.) exceeds the fair market value of the property at  
the time the sale occurs (selling price). For example, if John bought 
shares of a stock on January 1st for a total of $10 and sold the 
shares on March 1st for $8, John will experience a capital loss of 
$2. This capital loss can be used to reduce any capital gains that 
John realized in that year. If the capital losses exceed capital gains 
in that year, the capital loss can be carried back against capital 
gains for three preceding years or can be carried forward indefinitely. 

Utilizing Losses
Tax loss harvesting is a method in which the investor incurs losses 
by choosing to sell securities that currently have a fair market 
value that is lower than its cost base. These losses will then allow 
the investor to offset capital gains realized on other investments in 
the portfolio, ultimately lowering the tax payable in the year. If the 
full amount of capital losses cannot be applied against capital gains 
in the current year, the remaining value of the loss can be carried 
back for three years and forward indefinitely against capital gains 
incurred in future years.

Superficial Losses
The superficial loss rules, also referred to as the stop loss rules,  
can apply in certain instances when the tax loss harvesting 
strategy is used. When an investment is sold by the investor or 
their spouse at a loss, and an identical investment is purchased 
either 30 days before or after the loss was realized, Canadian tax 
laws will deny the loss. This loss denial can prevent the investor 
from harvesting their tax losses, resulting in a higher tax bill. 

To ensure that the superficial loss rules don’t affect the long-term 
financial goals of the investor, the individual has the option to  
add a similar but not identical investment in their portfolio. For 
example, an ETF can be purchased with the same industry exposure 
as a mutual fund or other security that was sold to utilize its  
losses. Care should be taken when an individual sells an ETF and 
consequently acquires an ETF that follows an identical index from 
another ETF provider within 30 days. This is because the CRA 
deems both the investments to be the same. 

 

EXCHANGE-TRADED FUNDS: 
TAX STRATEGIES FOR INVESTORS

Commissions, management fees, brokerage fees and expenses all may be associated with Exchange Traded Funds. Please read the prospectus before investing. 
Exchange Traded Funds are not guaranteed, their values change frequently and past performance may not be repeated. 

Index performance does not include the impact of fees, commissions, and expenses that would be payable by investors in the investment products that seek to track 
an index.

The content of this presentation (including facts, views, opinions, recommendations, descriptions of or references to, products or securities) is not to be used or 
construed as investment advice, as an offer to sell or the solicitation of an offer to buy, or an endorsement, recommendation or sponsorship of any entity or security cited. 
Although we endeavour to ensure its accuracy and completeness, we assume no responsibility for any reliance upon it. This should not be construed to be legal or tax 
advice, as each client’s situation is different. Please consult your own legal and tax advisor. 26
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