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One of the most popular questions many business owners have is whether they should sell 
their assets or their shares. Most sellers would prefer to sell shares, and most buyers would 
prefer to buy assets so how do people get around this dilemma?  

A business owner should sell their shares if they have not already used their capital gains 
exemption, and the most important question for the buyer to ask themselves “does this business 
still fit my criteria for return on investment in spite of whether the seller gets paid for their shares 
or assets?”  

Considerations:  
• If the buyer buys shares they are taking over the business and are not only receiving all 

the assets but all the liabilities as well. It is critical that the seller discloses all liabilities 
prior to the sale closing and it is likely that the buyer will draft up a legal document 
indemnifying the buyer against any undisclosed liabilities. 

• It is important for the seller and the buyer to discuss tax implications with an accountant. 
When a buyer buys the shares, they must list the assets based on their current book 
value as opposed to buying the assets where the full value of the purchase would be 
depreciated based on the total purchase price and over so many years. 

For example, if the buyer paid $500,000 for the business and the purchase price was for 
intangible assets this purchase does not allow them to have a high depreciation expense on 
their income statement to save taxes. Whereas, if the buyer paid $500,000 for the assets of the 
company and allocated as much as possible to tangible assets, they would be able to depreciate 
these assets at a higher rate enabling them to save in taxes.  

Before you even consider a share sale, always have an accountant review the deal.  

You may find that there is no big tax loss in selling the assets which is always the first choice for 
buyers.  
 

Canadian Capital Gains Exemption  
The capital gains exemption has been available to Canadians since 1985, and was increased 
to $750,000 in 2007. The concept is simple, if you sell shares of a qualifying corporation for a 
profit, the first $750,000 of your gain on a lifetime basis can be received on a tax-free basis.  

The rules surrounding the capital gains exemption are complicated and it is quite possible that 
your shares may not qualify so it is important to meet with an accountant to strategize your sale 
to ensure you meet the criteria.  
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Five quick facts about capital gains exemption in Canada:  

1. Share sales qualify for the exemption if they are of a Small Business Corporation, which 
is defined in the Tax Act as being a Canadian –Controlled Private Corporation with 
generally 90% of its assets involved actively in the business. 

2. The shares must have been owned by you or a relative for a 24 month period prior to 
the sale, and for that same period at least 50% of the assets must have been used in 
active business in Canada. 

3. Steps should be taken to “purify” the corporation to take advantage of the exemption. 
This means removing investments held by the corporation. Ask your accountant for more 
details. 

4. Unincorporated businesses – sole proprietorships or partnerships are not eligible for the 
exemption, which is a prime benefit to incorporation. 

5. You can “crystallize” the exemption if the corporation qualifies, which involves 
transferring the shares to a holding corporation and electing to recognize a gain. 

 


