Notice of Ways and Means Motion to amend the Income Tax Act, the
Income Tax Application Rules and certain Acts related to the
Income Tax Act



SUMMARY

These amendments implement a variety of draft income tax measures
that have previously been announced. The measures of greater
significance are summarized below.

(1) Taxpayer Migration: enhances Canada’'s ability to tax the
gains accrued by emigrants while they were resident in Canada.

(2) Trusts: addresses the tax treatment of property distributed
from a Canadian trust to a non-resident beneficiary and introduces
new measures dealing with the tax treatment of bare, protective and
similar trusts as well as health and welfare trusts and trusts
governed by registered retirement savings plans and registered
retirement income funds.

(3) Advertising Expenses: implements the income tax aspects of
the June 1999 agreement between Canada and the United States
concerning periodicals.

4) Simultaneous Control: confiirms that in a chain of
corporations, a corporation is controlled by its immediate parent
even where the parent is itself controlled by a third corporation.

(5) Foreign Affiliates Held by Partnerships: ensures that
Canadian corporations that are members of a partnership that holds
shares of non-resident corporations are provided relief from double
taxation on the income derived from those shares and receive the
same tax treatment in respect of the disposition of those shares as
if they held the shares directly.

(6) Foreign Affiliate Losses: provides that foreign accrual
property losses of a foreign affiliate may be carried back three
years and forward seven years for the purpose of determining the
affiliate’s foreign accrual property income for a particular
taxation year.

(7) Capital Tax: extends for two years the additional capital tax
on life insurance corporations.

(8) Foreign Share-for-Share Exchange: provides a tax-deferred
rollover on the exchange of shares of one foreign corporation for
shares of another foreign corporation.

(9) Resource Expenditures: clarifies the tax treatment of
resource expenditures.

(10) Amount Owing by Non-Resident: removes certain loans and
transfers of property from the scope of the "back-to-back loans”
rule in section 17 of the Income Tax Act .

(11) Canadian-Controlled Private Corporations: ensures that a

subsidiary of a Canadian resident corporation that has shares



-2 -

listed on a foreign prescribed stock exchange does not qualify as
a Canadian-controlled private corporation.

(12) Stop-Loss Rule: extends the rule that suspends recognition
of a loss when a -corporation, trust or partnership transfers
depreciable property to transferees who are affiliated persons to
include transfers by natural persons.

(13) Types of Property: amends the corporate butterfly rules to
no longer require that each transferee corporation receive its pro-
rata share of each type of property in the case of certain public
corporation butterflies.

(14) Investment Tax Credit: amends the definition "investment tax
credit" in subsection 127(9) of the Income Tax Act to ensure that
a taxpayer that is exempt from tax, and becomes taxable, cannot
claim investment tax credits in respect of expenditures incurred
while the taxpayer was exempt from tax.

(15) Ecological Lands: clarifies rules for calculating a gain or
loss upon the gift of an easement, covenant or servitude in respect
of ecologically sensitive land.

(16) Replacement Property Rules: provides that the replacement
property rules do not apply to shares of the capital stock of
corporations.

(17) Limited Liability Partnerships: ensures that a member of a
“limited liability partnership” (under provincial law) is not
automatically a "limited partner" for the purposes of the Income

Tax Act .



Notice of Ways and Means Motion to amend the Income Tax Act, the
Income Tax Application Rules and certain Acts related to the
Income Tax Act

That it is expedient to amend the Income Tax Act, the Income Tax
Application Rules and certain Acts related to the Income Tax Act
as follows:

PART 1
R.S., c. 1 (5th
Supp.)
INCOME TAX ACT
1. (1) Paragraph 7(1.4)( a) of the Income Tax Act is replaced by

the following:

(a) a taxpayer disposes of rights under an agreement referred to
in subsection (1) or (1.1) to acquire securities of a particular
qualifying person that made the agreement or of a qualifying
person with which it does not deal at arm’s length (which rights
and securities are referred to in this subsection as the
"exchanged option" and the "old securities", respectively),

(2) Section 7 of the Act is amended by adding the following after
subsection (1.5):

Emigrant

(1.6) For the purposes of this section and paragraph 110(1)( d.1),
a taxpayer is deemed not to have disposed of a share solely because
of subsection 128.1(4).

(3) Subsection (1) applies to the 1998 and subsequent taxation
years.

(4) Subsection (2) applies after 1992.
2. (1) Paragraph 8(1)( a) of the Act is repealed.
(2) Subsection 8(10) of the Act is replaced by the following:

Certificate of
employer

(10) An amount otherwise deductible for a taxation year under
paragraph (1)( ), ( h) or ( h.1) or subparagraph (1)( )(ii) or (iii)
by a taxpayer shall not be deducted unless a prescribed form signed
by the taxpayer's employer certifying that the conditions set out
in that paragraph or subparagraph, as the case may be, were met in
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the year in respect of the taxpayer is filed with the taxpayer’s
return of income for the year.

(3) Subsections (1) and (2) apply to the 1998 and subsequent
taxation years.

3. (1) Section 10 of the Act is amended by adding the following
after subsection (11):

Removing
property from
inventory

(12) If at any time a non-resident taxpayer ceases to wuse, in
connection  with a business or part of a business carried on by the
taxpayer in Canada immediately before that time, a property that
was immediately  before that time described in the inventory of the
business or the part of the business, as the case may be, (other
than a property that was disposed of by the taxpayer at that time),
the taxpayer is deemed

(a) to have disposed of the property immediately before that time
for proceeds of disposition equal to its fair market value at
that time; and

(b) to have received those proceeds immediately before that time
in the course of carrying on the business or the part of the
business, as the case may be.

Adding property
to inventory

(13) If at any time a property becomes included in the inventory
of a business or part of a business that a non-resident taxpayer
carries on in Canada after that time (other than a property that
was, otherwise than because of this subsection, acquired by the
taxpayer at that time), the taxpayer is deemed to have acquired the
property at that time at a cost equal to its fair market value at
that time.

Work in
progress

(14) For the purposes of subsections (12) and (13), property that
is included in the inventory of a business includes property that
would be so included if paragraph 34(a) did not apply.

(2) Subsection (1) applies after December 23, 1998.

4. (1) Paragraph 12(1)( c) of the Act is replaced by the
following:



Interest

(¢) subject to subsections (3) and ( 4.1 ), any amount received or
receivable by the taxpayer in the year (depending on the method
regularly followed by the taxpayer in computing the taxpayer’s

income) as, on account of, in lieu of payment of or in
satisfaction of, interest to the extent that the interest was not

included in computing the taxpayer's income for a preceding
taxation year;

(2) Subsection (1) applies to taxation years that end after
September 1997.

5. (1) The definition "disposition of property” in subsection
13(21) of the Act is repealed.

(2) Paragraph 13(21.2)( a) of the Act is replaced by the
following:

(a) a person or partnership (in this subsection referred to as

the "transferor”) disposes at a particular time (otherwise than

in a disposition described in any of paragraphs ( c) to ( g) of the
definition "superficial loss" in section 54) of a depreciable

property of a particular prescribed class of the transferor,

(3) Subparagraph 13(21.2)( e)(ii) of the Act is replaced by the
following:

(i) where two or more properties of a prescribed class of the

transferor are disposed of at the same time, subparagraph (i)

applies as if each property so disposed of had been separately

disposed of in the order designated by the transferor or, if
the transferor does not designate an order, in the order
designated by the Minister,

(4) Subsection (1) applies to transactions and events that occur
after December 23, 1998.

(5) Subsections (2) and (3) apply after November 1999 except
that, if an individual (other than a trust) so elects in writing
and files the election with the Minister of National Revenue on or
before the individual's filing-due date for the taxation year in
which this Act receives royal assent, subsection (2) does not apply
in respect of the disposition of a property by the individual
before July 2000

(a) to a person who was obliged on November 30, 1999 to acquire
the property pursuant to the terms of an agreement in writing
made on or before that day; or
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( b) in a transaction, or as part of a series of transactions, the
arrangements for which, evidenced in writing, were substantially
advanced before December 1999, other than a transaction or series
of transactions a main purpose of which can reasonably be
considered to have been to enable an unrelated person to obtain
the benefit of

(i) any deduction in computing income, taxable income, taxable
income earned in Canada or tax payable under the Act, or

(i) any balance of undeducted outlays, expenses or other
amounts.

6. (1) Section 17 of the Act is amended by adding the following
after subsection (11):

Determination
of whether
persons related

(11.1) For the purpose of this section, in determining whether
persons are related to each other at any time, any rights referred
to in subparagraph 251(5)( b)(i) that exist at that time are deemed
not to exist at that time to the extent that the exercise of those
rights is prohibited at that time wunder a law, of the country under
the law of which the corporation was formed or last continued and
is governed, that restricts the foreign  ownership or control of the
corporation.

Back-to-back

loans

(11.2) For the purposes of paragraph (3)( b), where a non-resident
person, or a partnership each member of which is non-resident, (in
this  subsection referred to as the "intermediate lender") makes a
loan to a non-resident person, or a partnership each member of
which is non-resident, (in  this  subsection referred to as the
"intended borrower") because the intermediate lender received a
loan from another non-resident person, or a partnership each member
of which is non-resident, (in  this  subsection referred to as the
“initial lender"), the loan that was made by the intermediate
lender to the intended borrower is deemed to have been made by the
initial lender (and not by the intermediate lender) to the intended
borrower (to the extent of the lesser of the amount of the loan
made by the initial lender to the intermediate lender and the
amount of the loan made by the intermediate lender to the intended
borrower) under the same terms and conditions and at the same time
as it was made by the intermediate lender.

(2) The definition "exempt loan or transfer" in subsection 17(15)
of the Act is replaced by the following:



"exempt loan or
transfer"”

« prét ou
transfert de
biens exclu »

"exempt loan or transfer" means

(a) a loan or transfer of property made by a corporation to a
person or partnership where

(i) at the time of the loan or transfer, the corporation was
not related to the person or to any member of the
partnership, as the case may be,

(i ) the loan or transfer of property was not part of a
series of transactions or events at the end of which the
corporation was related to the person or to any member of the
partnership, as the case may be, and

(it ) the terms and conditions of the loan or transfer
(determined without reference to any other loan or transfer

of property to either a person related to the corporation or

to a partnership any member of which was related to the
corporation) are such that persons dealing at arm’s length
would have been willing to enter into them at the time that
they were entered into;

(b) a dividend paid by a corporation resident in Canada on
shares of a class of its capital stock; and

(c¢) a payment made by a corporation resident in Canada on a
reduction of the paid-up capital in respect of shares of a

class of its capital stock (not exceeding the total amount of
the reduction).

(3) Subsections (1) and (2) apply to taxation years that begin
after February 23, 1998.

7. (1) Subparagraph 18(9)( a)(ii) of the Act is replaced by the
following:

(i) as, on account of, in lieu of payment of or in
satisfaction of, interest, taxes (other than taxes imposed on

an insurer in  respect of insurance premiums of a non-
cancellable or guaranteed renewable  accident and sickness

insurance  policy, or a life insurance policy other than a group
term life  insurance policy that provides coverage for a period
of 12 months or less) , rent or royalties in respect of a period

that is after the end of the year, or
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(2) Section 18 of the Act is amended by adding the following
after subsection (9.01):

Application of
subsection (9)

to insurers

(9.02) For the purpose of subsection (9), an outlay or expense
made or incurred by an insurer on account of the acquisition of an
insurance policy (other than a non-cancellable or guaranteed
renewable accident and sickness insurance policy or a life

insurance  policy other than a group term life insurance policy that
provides coverage for a period of 12 months or less) is deemed to
be an expense incurred as consideration for services rendered
consistently throughout  the period of coverage of the policy.

(3) Subsections (1) and (2) apply to taxation years that begin
after 1999 except that, where a taxpayer so elects in writing and
files the election with the Minister of National Revenue on or
before the taxpayer’s filing-due date for the taxpayer’'s taxation
year in which this Act receives royal assent, they apply to
taxation years that end after 1997.

8. (1) Subsection 18.1(15) of the Act is replaced by the
following:

Non-
applicability
of section 18.1

(15) Subject to subsections (1) and (14), this section does not
apply to a taxpayer's matchable expenditure in respect of a right
to receive production if

(@) no portion of the expenditure can reasonably be considered to
have been paid to another taxpayer, or to a person with whom the
other taxpayer does not deal at arm’s length, to acquire the
right from the other taxpayer and

() the taxpayer's expenditure cannot reasonably be considered

to relate to a tax shelter or tax shelter investment (as
defined in section 143.2) and none of the main purposes for
making the expenditure is that the taxpayer, or a person with
whom the taxpayer does not deal at arm’s length, obtain a tax
benefit, or

(i) before the end of the taxation year in which the
expenditure is made, the total of all amounts each of which is
included in computing the taxpayer’s income for the year (other
than any portion of such an amount that is the subject of a
reserve claimed by the taxpayer for the year under this Act) in



respect of the right to receive production to which the
matchable expenditure relates exceeds 80% of the expenditure;
or

(b) the expenditure is in respect of commissions or other
expenses related to the issuance of an insurance policy for which
all  or a portion of a risk has been ceded to the taxpayer (in
this  paragraph  referred to as the 'reinsurer") and both the
reinsurer and the person to whon the expenditure is made or is to
be made are insurers subject to the supervision of

(i) the Superintendent of Financial Institutions, in the case
of an insurer that is required by law to report to the
Superintendent of Financial Institutions, or

(i) in any other case, the Superintendent of Insurance or

other similar officer or authority of the province under whose
laws the insurer is incorporated.

(2) Subsection (1) applies to expenditures made after November
17, 1996.

9. (1) The portion of subsection 19(1) of the Act before
subparagraph ( b)(i) is replaced by the following:

Limitation re
advertising
expense —
newspapers

19. (1) In computing income, no deduction shall be made in
respect of an otherwise deductible outlay or expense of a taxpayer
for advertising space in an issue of a newspaper for an
advertisement directed primarily to a market in Canada unless

(a) the issue is a Canadian issue of a Canadian newspaper; or

( b) the issue is an issue of a newspaper that would be a Canadian
issue of a Canadian newspaper except that

(2) The definition "substantially the same" in subsection 19(5)
of the Act is repealed.

(3) The definition "Canadian issue" in subsection 19(5) of the
Act is replaced by the following:



"Canadian
issue"

« édition
canadienne »

"Canadian issue" of a newspaper means an issue, including a special
issue

(a) the type of which, other than the type for advertisements
or features, is set in Canada,

(b) all of which, exclusive of any comics supplement, is
printed in Canada,

(c) that is edited in Canada by individuals resident in Canada,
and

(d) that is published in Canada;

(4) The portion of the definition "Canadian newspaper or
periodical” in subsection 19(5) of the Act before paragraph ( a) is
replaced by the following:

"Canadian
newspaper"
« journal
canadien »

"Canadian newspaper® means a newspaper the exclusive right to
produce and publish issues of which is held by one or more of the
following:

(5) Section 19 of the Act is amended by adding the following
after subsection (5):

Interpretation
(5.1) In this section, each of the following is deemed to be a
Canadian citizen:
(a) a trust or corporation described in paragraph 149(1)( o) or
(0.1) formed in connection with a pension plan that exists for
the benefit of individuals a majority of whon are Canadian
citizens;

(b) a trust described in  paragraph 149(1)( r) or (x), the
annuitant in respect of which is a Canadian citizen;

(¢) a mutual fund trust, within the meaning assigned by
subsection  132(6), other than a mutual fund trust the majority  of
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the wunits of which are held by citizens or subjects of a country
other than Canada;

(d) a trust, each beneficiary of which is a person, partnership,
association or society described in any of paragraphs (a) to (e)
of the definition "Canadian newspaper" in subsection (5); and

(e) a person, association or society described in paragraph (¢)
or (d) of the definition "Canadian newspaper" in subsection  (5).

(6) Subsections 19(6) to (8) of the Act are replaced by the
following:

Trust property

(6) Where the right that is held by any person, partnership,
association or society described in the definition "Canadian
newspaper" in subsection (5) to produce and publish issues of a
newspaper is held as property of a trust or estate, the newspaper
is not a Canadian newspaper unless each beneficiary under the trust
or estate is a person, partnership, association or society
described in that definition.

Grace period

(7) A Canadian newspaper that would, but for this subsection

cease to be a Canadian newspaper, is deemed to continue to be a
Canadian newspaper until the end of the 12th month that follows the
month in which it would, but for this subsection, have ceased to be

a Canadian newspaper.

Non-Canadian
newspaper

(8) Where at any time one or more persons or partnerships that
are not described in any of paragraphs ( a) to ( e) of the definition
"Canadian newspaper" in subsection (5) have any direct or indirect
influence that, if exercised, would result in control in fact of a
person or partnership that holds a right to produce or publish
issues of a newspaper, the newspaper is deemed not to be a Canadian
newspaper at that time.

(7) Subsections (1) to (4) and (6) apply in respect of
advertisements placed in an issue dated after May 2000.

(8) Subsection (5) applies in respect of advertisements placed in
an issue dated after June 1996 except that, in applying subsection
19(5.1) of the Act, as enacted by subsection (5), to advertisements
placed in an issue dated after June 1996 and before June 2000, the
references in that subsection 19(5.1) to "Canadian newspaper" shall
be read as references to "Canadian newspaper or periodical”.
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10. (1) The Act is amended by adding the following after section
19:

Definitions

19.01 (1) The definitions in  this  subsection apply in this
section.

"advertisement
directed at the
Canadian
market"

« annonce

destin ée au
march é
canadien »

"advertisement directed at the Canadian market" has the same
meaning as the expression "directed at the Canadian market" in
section 2 of the Foreign Publishers  Advertising Services Act and
includes a reference to that expression made by or under that
Act.

"original
editorial
content"

« contenu

r édactionnel
original »

"original editorial ~ content” in respect of an issue of a periodical
means non-advertising content

(a) the author of which is a Canadian and, for this purpose,
"author" includes  a writer, a journalist, an illustrator and a
photographer; or

(b) that is created for the Canadian market and has not been
published in any other edition of that issue of the periodical
published outside Canada.

"periodical”
« périodique  »

"periodical” has the meaning assigned by section 2 of the Foreign
Publishers Advertising Services  Act.
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Limitation re
advertising
expenses --
periodicals

(2) Subject to subsections (3 and (4), in computing income, no
deduction shall be made by a taxpayer in respect of an otherwise
deductible outlay or expense for advertising space in an issue of
a periodical for an advertisement directed at the Canadian market.
100% deduction

(3) A taxpayer may deduct in computing income an outlay or

expense of the taxpayer for advertising space in an issue of a

periodical for an advertisement directed at the Canadian market if
(a) the original editorial content in the issue is 80% or more of
the total non-advertising content in the issue; and

(b) the outlay or expense would, but for subsection (2), be
deductible in computing the taxpayer’s income.

50% deduction

(4) A taxpayer may deduct in computing income 50% of an outlay or

expense of the taxpayer for advertising space in an issue of a
periodical for an advertisement directed at the Canadian market if
(a) the original editorial content in the issue is less than 80%
of the total non-advertising content in the issue; and

(b) the outlay or expense would, but for subsection (2), be
deductible in computing the taxpayer’s income.

Application

(5) For the purposes of subsections (3) and (4),

(a) the percentage that original editorial content is of total
non-advertising content is the percentage that the total space
occupied by original editorial content in the issue is of the
total space occupied by non-advertising content in the issue; and

(b) the Minister may obtain the advice of the Department of
Canadian Heritage for the purpose of

(i) determining the result obtained under paragraph (a), and

(i) interpreting any expression defined in this section that
is defined in the Foreign Publishers  Advertising Services Act .
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Editions of
issues

(6) For the purposes of this section,

(a) where an issue of a periodical is  published in several
versions, each version is an edition of that issue; and
(b) where an issue of a periodical is  published in only one

version, that version is an edition of that issue.

(2) Subsection (1) applies in respect of advertisements placed in
an issue dated after May 2000.

11. (1) The portion of paragraph 20(1)( e) of the Act before
subparagraph (i) is replaced by the following:

Expenses re
financing

(€e) such part of an amount (other than an excluded amount) that
is not otherwise deductible in computing the income of the

taxpayer and that is an expense incurred in the year or a
preceding taxation year

(2) The portion of paragraph 20(1)( e) of the Act after
subparagraph (ii.2) and before subparagraph (iii) is replaced by
the following:

(including a commission, fee, or other amount paid or payable for
or on account of services rendered by a person as a salesperson,
agent or dealer in securities in the course of the issuance, sale

or borrowing) that is the lesser of

(3) Paragraph 20(1)( e) of the Act is amended by adding the
following before subparagraph (v):

(iv.1) "excluded amount” means
(A) an amount paid or payable as or on account of the
principal amount of a debt obligation or interest in respect
of a debt obligation,

(B) an amount that is contingent or dependent on the use of,

or production from, property, or

(C) an amount that is computed by reference to revenue,
profit, cash flow, commodity price or any other similar
criterion or by reference to dividends paid or payable to

shareholders of any class of shares of the capital stock of
a corporation,
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(4) Subsections (1) to (3) apply to expenses incurred by a
taxpayer after November 1999, other than expenses incurred pursuant
to a written agreement made by the taxpayer before December 1999.

12. (1) Subsection 27(2) of the Act is replaced by the following:
Presumption

(2) Notwithstanding any other provision of this Act, a prescribed
federal Crown corporation and any corporation controlled by such a
corporation are each deemed not to be a private corporation and
paragraphs 149(1)( d) to (d.4) do not apply to those corporations

(2) Subsection (1) applies to taxation years and fiscal periods
that begin after 1998.

13. (1) Paragraphs 28(4)( a) and ( b) of the Act are replaced by

the following:
(a) for the year, if the taxpayer was non-resident throughout  the
year ; and

(b) for the part of the year throughout which the taxpayer was
resident in Canada, if the taxpayer was resident in Canada at any
time in the year.

(2) Subsection 28(4.1) of the Act is repealed.

(3) Subsection (1) applies to the 1998 and subsequent taxation
years.

(4) Subsection (2) applies after December 23, 1998.

14. (1) Clause 40(2)( 9)(iv)(A) of the Act is replaced by the
following:

(A) a trust governed by a deferred  profit sharing plan, an
employees  profit sharing plan or a registered retirement
income fund under which the taxpayer is a beneficiary or
immediately after the disposition becomes a beneficiary, or

(2) Paragraph 40(3.14)( a) of the Act is replaced by the
following:

(a) by operation of any law governing the partnership
arrangement, the liability of the member as a member of the

partnership is limited (except by operation of a provision of a
statute of Canada or a province that limits the member’s
liability only for debts, obligations and liabilities of the
partnership, or any member of the partnership, arising from

negligent acts or omissions or misconduct that another member of



- 14 -

the partnership or an employee, agent or representative of the
partnership commits in the course of the partnership business
while the partnership is a limited liability partnership);

(3) Section 40 of the Act is amended by adding the following
after subsection (3.6):

Losses of
non-resident
(3.7) If an individual disposes of a property at any time after
having ceased to be resident in Canada, for the purposes of
applying  subsections 100(4), 107(1) and 112(3) to (3.32) and (7) Iin
computing the individual's loss from the disposition,
(a) the individual is deemed to be a corporation in respect of
dividends received by the individual, or deemed under Part XIll
to have been paid to the individual, at a particular time that is
after the time at which the individual last acquired the property
and at which the individual was non-resident; and

(b) an amount on account of

) each taxable dividend received by the individual at a
particular time described in paragraph (a), and

(i) each amount deemed under Part XIlI to have been paid to
the individual at a particular time described in paragraph ( a),
as a dividend from a corporation resident in Canada, to the
extent that the amount can reasonably be considered to relate
to the property,

is deemed to be a taxable dividend that was received by the

individual and that was deductible under section 112 in computing
the individual's taxable income or taxable income earned in
Canada for the taxation year that includes that particular time.

(4) The portion of subsection 40(9) of the Act before the formula
is replaced by the following:

Additions to
taxable
Canadian

property

(9) If a non-resident person disposes of a taxable Canadian
property

(a) that the person last acquired before April 27, 1995,
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(b) that would not be a taxable Canadian property immediately
before the disposition if section 115 were read as it applied to

dispositions that occurred on April 26, 1995, and

(c¢) that would be a taxable Canadian property immediately before
the disposition if  section 115 were read as it applied to
dispositions that occurred on January 1, 1996,

the person’s gain or loss from the disposition is deemed to be the
amount determined by the formula

(5) Subsection (1) applies to the 1998 and subsequent taxation
years.

(6) Subsection (2) applies after 1997.

(7) Subsection (3) applies to dispositions after December 23,
1998 by individuals who cease to be resident in Canada after
October 1, 1996.

(8) Subsection (4) applies to dispositions that occur after April
26, 1995.

15. (1) Section 43 of the Act is replaced by the following:

General rule
for part
dispositions

43. (1) For the purpose of computing a taxpayer's gain or loss
for a taxation year from the disposition of part of a property, the
adjusted cost base to the taxpayer, immediately before the

disposition, of that part is the portion of the adjusted cost base

to the taxpayer at that time of the whole property that can
reasonably be regarded as attributable to that part.

Ecological

gifts

(2) For the purposes of subsection (1) and section 53, where at
any time a taxpayer disposes of a servitude, covenant or easement
to which land is subject in circumstances where subsection  110.1(5)
or 118.1(12) applies,

(a) the portion of the adjusted cost base to the taxpayer of the
land immediately before the disposition that can reasonably be
regarded as attributable to the servitude, covenant or easement,
as the <case may be, is deemed to be equal to the amount
determined by the formula
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A x B/C
where

A is the adjusted cost base to the taxpayer of the land
immediately before the disposition,

B is the amount determined under subsection 110.1(5) or

118.1(12) in respect of the disposition, and
C is the fair market value of the land immediately before the
disposition; and
(b) for greater certainty, the cost to the taxpayer of the Iland
shall be reduced at the time of the disposition by the amount

determined under paragraph ( a).

Payments out of
trust  income,

etc.

(3) Notwithstanding subsection (1), where part of a capital
interest of a taxpayer in a trust would, but for paragraph (h) or
(7)) of the definition "disposition” in  subsection 248(1), be
disposed of solely because of the satisfaction of a right to

enforce payment of an amount by the trust, no part of the adjusted
cost base to the taxpayer of the taxpayer’'s capital interest in the
trust shall be allocated to that part of the capital interest.

(2) Subsection 43(1) of the Act, as enacted by subsection (1),
applies after February 27, 1995.

(3) Subsection 43(2) of the Act, as enacted by subsection (1),
applies in respect of gifts made after February 27, 1995.

(4) Subsection 43(3) of the Act, as enacted by subsection (1),
applies to satisfactions of rights that occur after 1999.

16. (1) The portion of subsection 44(1) of the Act before
paragraph ( a) is replaced by the following:

Exchanges of
property

44. (1) Where at any time in a taxation year (in this subsection
referred to as the "initial year") an amount has become receivable
by a taxpayer as proceeds of disposition of a capital property that
is not a share of the capital stock of a corporation (which capital
property is in this section referred to as the taxpayer's "former
property") that is either
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(2) Subsection (1) applies to shares disposed of after April 15,
1999, other than shares disposed of after that date as a
consequence of a public takeover bid or offer filed with a public
authority before April 16, 1999.

17. (1) Subsection 45(1) of the Act is amended by striking out
the word "and" at the end of paragraph ( b), by adding the word
"and" at the end of paragraph ( ¢) and by adding the following after
paragraph ( c):

(d) in applying this  subsection in respect of a non-resident
taxpayer, a reference  to "gaining or producing income" shall be
read as a reference to "gaining or producing income from a source
in Canada".

(2) Subsection (1) applies after October 1, 1996.

18. (1) Subparagraph 48.1(1)( a)(ii) of the Act is replaced by the
following:

(i) immediately after that time, ceases to be a small business
corporation because a class of its or another corporation’s shares
is listed on a prescribed stock exchange, and

(2) Subsection (1) applies to corporations that cease to be small
business corporations after 1999.

(3) Where a corporation ceases to be a Canadian-controlled
private corporation in a taxation year solely because of the
application of subsection 71(1) of this Act, an election under
subsection 48.1(1) of the Act, as amended by subsection (1), that
is made by an individual in respect of the 2000 taxation year is
deemed to have been made on time if the election is made on or
before the individual's filing-due date for the taxation year in
which this Act receives royal assent.

19. (1) Paragraph 49(5)( b) of the Act is replaced by the
following:

( b) for the purposes of subsections (2) to (4) and subparagraph

( b)(iv) of the definition "disposition” in subsection  248(1) , the
original option and each extension or renewal of it is deemed to
be the same option; and

(2) Subsection (1) applies to options granted after December 23,
1998.

20. (1) Subsections 52(1) and (1.1) of the Act are replaced by
the following:
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Cost of certain
property the
value of which
included in
income

52. (1) Where

(a) a taxpayer acquired property after 1971 (other than an

annuity contract, a right as a beneficiary under a trust to
enforce  payment of an amount by the trust to the taxpayer |,
property acquired in circumstances to which subsection (2) or (3)
applies or property acquired from a trust in satisfaction of all
or part of the taxpayer’s capital interest in the trust ), and
(b) an amount in respect of its value was

(1) included, otherwise than under section 7, in computing

(A) the taxpayer’s taxable income or taxable income earned in
Canada, as the case may be, for a taxation year during which
the taxpayer was non-resident, or

(B) the taxpayer’s income for a taxation year throughout
which the taxpayer was resident in Canada, or

(i) for the purpose of computing the tax payable under Part
Xlll by the taxpayer, included in an amount that was paid or
credited to the taxpayer,

for the purposes of this subdivision, the amount so included shall

be added in computing the cost to the taxpayer of the property,
except to the extent that the amount was otherwise added to the
cost or included in computing the adjusted cost base to the
taxpayer of the property.

(2) Subsection 52(6) of the Act is repealed.

(3) Subsection (1) applies after 1999 except that, in respect of
property acquired before 2000 and disposed of before March 2000,
paragraph 52(1)(  a) of the Act, as enacted by that subsection, shall
be read as follows:

"( @) a taxpayer acquired property after 1971 (other than an
annuity contract or property acquired as described in subsection
(2), (3) or (6)), and"

(4) Subsection (2) applies after 1999, but not to rights that
were acquired before 2000 and disposed of before March 2000.
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21. (1) The portion of paragraph 53(2)( h) of the Act before
subparagraph (i) is replaced by the following:

( h) where the property is a capital interest of the taxpayer in

a trust (other than an interest in a personal trust that has
never been acquired for consideration or an interest of a
taxpayer in a trust described in any of paragraphs ( a) to ( el)

of the definition "trust" in subsection 108(1)),

(2) The portion of paragraph 53(2)( i) of the Act before
subparagraph (i) is replaced by the following:

(/) where the property is a capital interest in a trust (other

than a unit trust) not resident in Canada that was purchased

after 1971 and before that time by the taxpayer from a
non-resident person at a time ( in this paragraph referred to as
the "purchase time ") when the property was not taxable Canadian
property and the fair market value of such of the trust property

as was

(3) The portion of paragraph 53(2)( i) of the Act after
subparagraph (v) is replaced by the following:

was not less than 50% of the fair market value of all the trust
property, that proportion of the amount, if any, by which

(vi ) the fair market value at the purchase time of such of the
trust properties as were properties described in any of
subparagraphs (i) to (v)

exceeds
(vii ) the total of the cost amounts to the trust at the
purchase time of such of the trust properties as were
properties described in any of subparagraphs (i) to (v),

that the fair market value at the purchase time of the interest

is of the fair market value at the purchase time of all capital

interests in the trust;

(4) The portion of paragraph 53(2)( Jj) of the Act before
subparagraph (i) is replaced by the following:

(/) where the property is a unit of a unit trust not resident in

Canada that was purchased after 1971 and before that time by the
taxpayer from a non-resident person at a time (in this paragraph
referred to as the "purchase time") when the property was not
taxable  Canadian property and the fair market value of such of

the trust property as was
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(5) The portion of paragraph 53(2)( j) of the Act after
subparagraph (v) is replaced by the following:

was not less than 50% of the fair market value of all the trust
property, that proportion of the amount, if any, by which

(vi ) the fair market value at the purchase time of such of the
trust properties as were properties described in any of
subparagraphs (i) to (v)

exceeds
(vii ) the total of the cost amounts to the trust at the
purchase time of such of the trust properties as were
properties described in any of subparagraphs (i) to (v),

that the fair market value at the purchase time of the unit is of

the fair market value at the purchase time of all the issued

units of the trust;
(6) Subsection 53(3) of the Act is repealed.

(7) The portion of subsection 53(4) of the Act before paragraph
(a) is replaced by the following:

Recomputation
of adjusted
cost base on
transfers and
deemed
dispositions

(4) Where at any time in a taxation year a person or partnership
(in this subsection referred to as the "vendor") disposes of a
specified property and the proceeds of disposition of the property

are determined under paragraph 48.1(1)( c), section 70 or 73,
subsection 85(1), paragraph 87(4)( a) or ( c)or88(1)( a), subsection
97(2) or 98(2), paragraph 98(3)( f) or (5)( f), subsection 104(4),

paragraph 107(2)( a, 21)( a), @ d or B) a), 107.43)( a) or
111(4)( e) or section 128.1,

(8) Subsection (1) applies to amounts that become payable after
1999.

(9) Subsections (2) to (5) apply for the purpose of computing the
adjusted cost base of property after April 26, 1995.

(10) Subsection (6) applies after October 1, 1996.

(11) Subsection (7) applies to the 1998 and subsequent taxation
years.
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22. (1) The definition "disposition” in section 54 of the Act is
repealed.

(2) Paragraph ( c¢) of the definition "principal residence" in
section 54 of the Act is replaced by the following:

(c¢) where the taxpayer is an individual other than a personal
trust, unless the particular property was designated by the
taxpayer in prescribed form and manner to be the taxpayer’s
principal residence for the year and no other property has been
designated for the purposes of this definition for the year

() where the year is before 1982, by the taxpayer, or
(i) where the year is after 1981,
(A) by the taxpayer |,

(B) by a person who was throughout the year the taxpayer's
spouse or common-law partner (other than a spouse or
common-law partner who was throughout the year living apart
from, and was separated under a judicial separation or
written separation agreement from, the taxpayer),

(C) by a person who was the taxpayer’s child (other than a
child who was at any time in the year a married person, a
person who is in a common-law partnership or 18 years of
age or older), or

(D) where the taxpayer was not at any time in the year a
married person, a person who is in a common-law partnership
or 18 years of age or older, by a person who was the
taxpayer’s

(1) mother or father, or

(1) brother or sister, where that brother or sister was

not at any time in the year a married person, a person
who is in a common-law partnership or 18 years of age or
older,

(3) Subsection (1) applies to transactions and events that occur
after December 23, 1998.

(4) Subsection (2) applies to dispositions that occur after 1990
except that clauses ( c)(ii)(B) to (D) of the definition "principal
residence" in section 54 of the Act, as enacted by subsection (2),
shall be read without reference to "or common-law partner" and "a
person who is in a common-law partnership” in their application to
dispositions made by a taxpayer that occur in a taxation year that
is before 2001 and
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(a) before 1998; or

( b) after 1997, unless a valid election is made by the taxpayer

under section 144 of the Modernization of Benefits and
Obligations Act , Chapter .... of the Statutes of Canada, 2000,

that that Act apply to the taxpayer in respect of one or more
taxation years that include the year.

23. (1) Subsection 55(1) of the Act is amended by adding the
following in alphabetical order:

"specified

corporation”

« société

déterminée  »

"specified corporation” in  relation to a distribution means a

distributing corporation

(a) that is a public corporation or a specified wholly-owned
corporation of a public corporation,
(b) shares of the -capital stock of which are exchanged for
shares of the capital stock of another corporation (referred to
in this definition and subsection (3.02) as an "acquiror") in
an exchange to which the definition "permitted exchange" in
this subsection would apply if that definition were read

without reference to paragraph (&) and subparagraph  ( b)(ii) of
that definition,

(c¢) that does not make a distribution, to a corporation that is
not an acquiror, after 1998 and before the day that is three
years after the day on which the shares of the -capital stock of
the distributing corporation are exchanged in a transaction
described in paragraph (b), and

(d) no acquiror in relation to which makes a distribution after
1998 and before the day that is three vyears after the day on
which the shares of the capital stock of the distributing
corporation are exchanged in a transaction described in

paragraph  ( b),
and, for the purposes of paragraphs (c) and (d),

(e) a corporation that is formed by an amalgamation of two or
more other corporations is deemed to be the same corporation
as, and a continuation of, each of the other corporations, and

(f) where there has been a winding-up of a corporation to which
subsection 88(1) applies, the parent is deemed to be the same
corporation as, and a continuation of, the subsidiary;
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"specified
wholly-owned
corporation”

« filiale a
cent pour cent
détermin ée »

"specified wholly-owned  corporation” of a public corporation means
a corporation all of the outstanding shares of the capital stock
of which (other than directors’ qualifying shares and shares of

a specified class) are held by
(a) the public corporation,

(b) a specified wholly-owned corporation of the public
corporation, or

(c¢) any combination  of corporations described in paragraph (a)
or (b).

(2) Section 55 of the Act is amended by adding the following
after subsection (3.01):

Distribution by
a specified
corporation

(3.02) For the purposes of the definition "distribution” in
subsection (1), where the transfer referred to in that definition
is by a specified corporation to an acquiror described in the
definition "specified corporation” in  subsection (2), the
references in the definition "distribution” to

(a) "each type of property" shall be read as "property"; and

( b) "property of that type" shall be read as "property".

(3) The portion of paragraph 55(5)( e) of the French version of
the Act before subparagraph (i) is replaced by the following:

€) pour déterminer si des personnes sont liées entre elles, si
une personne est un actionnaire déterminé d'une société et si le
contréle d’'une société a été acquis par une personne ou un groupe
de personnes, les regles suivantes s’appliquent :

(4) Subparagraph 55(5)( e)(iv) of the Act is replaced by the
following:

(iv) this Act shall be read without reference to subsection
251(3) and paragraph 251(5)( b); and
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(5) Subsections (1) and (2) apply to transfers that occur after
1998.

(6) Subsections (3) and (4) apply to dividends that are received
after November 1999, other than dividends received as part of a
transaction or event, or a series of transactions or events, that
was required before December 1, 1999 to be carried out pursuant to
a written agreement made before that day.

24. (1) Subsection 59(5) of the Act is replaced by the following:

Definition of
"proceeds of
disposition”

(5) In this section, "proceeds of disposition” has the meaning
assigned by section 54.

(2) Subsection (1) applies to transactions and events that occur
after December 23, 1998.

25. (1) Paragraph ( b) of the definition "earned income" in
subsection 63(3) of the Act is replaced by the following:

(b) all amounts that are included, or that would, but for
paragraph 81(1)( a) or subsection 81(4) , be included, because of
section 6 or 7 or paragraph 56(1)( n), ( o) or ( r), in computing
the taxpayer's income,

(2) Subsection (1) applies to the 1998 and subsequent taxation
years.

26. (1) Subparagraph 66(4)( a)(i) of the Act is replaced by the
following:

(i) the total of the foreign exploration and development
expenses incurred by the taxpayer before the end of the year
and at a time at which the taxpayer was resident in Canada

(2) The portion of paragraph 66(4)( b) of the Act before
subparagraph (ii) is replaced by the following:
(b) of that total, the greatest  of,
(i) such amount as the taxpayer claims not exceeding 10% of the
amount determined under paragraph ( a) in respect of the

taxpayer for the vyear,

(i.1) if the taxpayer ceased to be resident in  Canada
immediately after the end of the year, such amount as the
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taxpayer claims not exceeding the amount determined under
paragraph (&) in respect of the taxpayer for the year, and

(3) Subsection (1) applies to the 1999 and subsequent taxation
years.

(4) Subsection (2) applies to the 1995 and subsequent taxation
years.

27. (1) Subparagraph ( d)(i) of the definition "Canadian
exploration expense" in subsection 66.1(6) of the Act is replaced
by the following:

(i) the drilling or completing of the well resulted in the
discovery that a natural underground reservoir contains
petroleum or natural gas, where
(A) before the time of the discovery, no person or
partnership had discovered that the reservoir contained

either  petroleum or natural gas, and

(B) the discovery occurred at any time before six months
after the end of the year,

(2) The definition "Canadian exploration expense" in subsection
66.1(6) of the Act is amended by adding the following after
paragraph ( K):

(k.1) an expense that is the cost, or any part of the cost, to
the taxpayer of any depreciable property of a prescribed class
that was acquired after 1987,

(3) Paragraph 66.1(9)( a) of the Act is replaced by the following:

(a) the drilling or completing of an oil or gas well resulted in

the discovery that a natural underground reservoir contains
petroleum or natural gas and, before the time of the discovery,
no person or partnership had discovered that the reservoir

contained either  petroleum or natural gas,

(4) Subsections (1) and (3) apply to expenses incurred after
March 1987.

(5) Subsection (2) applies to the 1988 and subsequent taxation
years.

28. (1) The definition "Canadian development expense” in
subsection 66.2(5) of the Act is amended by adding the following
after paragraph ( i):
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(7.1) an expense that is the cost, or any part of the cost, to
the taxpayer of any depreciable property of a prescribed class
that was acquired after 1987,

(2) Subsection (1) applies to the 1988 and subsequent taxation
years.

29. (1) The definitions "disposition® and "proceeds of
disposition” in subsection 66.4(5) of the Act are replaced by the
following:

"proceeds of

disposition”

« produit de

disposition »

"proceeds of disposition” has the meaning assigned by section 54.

(2) Subsection (1) applies to transactions and events that occur
after December 23, 1998.

30. (1) Subparagraph 66.7(2)( a)(i) of the Act is replaced by the
following:

(i) the foreign exploration and development expenses incurred

by the original owner before the original owner disposed of the

particular property to the extent that those expenses were

incurred  when the original owner was resident in Canada, were
not otherwise deducted in computing the successor’'s income for

the year, were not deducted in computing the successor’s income

for a preceding taxation year and were not deductible by the

original owner, nor deducted by any predecessor owner of the
particular property, in computing income for any taxation year

(2) Subsection 66.7(10) of the Act is amended by adding the
following after paragraph ( e):

(f) the original owner is deemed to have been resident in Canada
before that time while the corporation was resident in Canada,

(3) Subsections (1) and (2) apply to the 1999 and subsequent
taxation years.

31. (1) Paragraph 69(1)( b) of the Act is amended by striking out
the word "or" at the end of subparagraph (i), by adding the word
"or" at the end of subparagraph (i) and by adding the following
after subparagraph (ii):

(i) to a trust because of a disposition of a property that
does not result in a change in the beneficial ownership of the

property,
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(2) Paragraph 69(1)( c) of the Act is replaced by the following:

(¢) where a taxpayer acquires a property by way of gift, bequest

or inheritance or because of a disposition that does not result
in a change in the beneficial ownership  of the property , the
taxpayer is deemed to acquire the property at its fair market

value.

(3) Paragraph 69(5)( c) of the Act is replaced by the following:

(c¢) subsections 52(1) and (2) do not apply for the purposes of
determining the cost to the shareholder of the property; and

(4) Subsection (1) applies to dispositions that occur after
December 23, 1998.

(5) Subsection (2) applies to acquisitions that occur after
December 23, 1998.

(6) Subsection (3) applies to dispositions that occur after 1999.

32. (1) Subsection 70(5.3) of the Act is replaced by the
following:

Fair market
value

(5.3) For the purposes of subsections (5) and 104(4) and section
128.1 , the fair market value at any time of any property deemed to
have been disposed of at that time as a consequence of a particular
individual's death or as a consequence of the particular individual
becoming or ceasing to be resident in Canada shall be determined as
though the fair market value at that time of any life insurance
policy, under which the particular individual (or any other
individual not dealing at arm’s length with  the particular
individual at that time or at the time the policy was issued) was
a person whose life was insured, were the cash surrender value ( as
defined in subsection 148(9)) of the policy immediately before the
particular individual died or became or ceased to be resident in

Canada, as the case may be.

(2) The portion of subsection 70(9.1) of the Act before paragraph
(a) is replaced by the following:

Transfer of
farm property
from trust to
settlor’s
children



- 28 -

(9.1) Where any property in Canada of a taxpayer that is land or
depreciable property of a prescribed class has been transferred or
distributed to a trust described in subsection (6) or 73(1) (as
that subsection applied to transfers before 2000) or a trust to
which  subparagraph 73(1.010)( o)) applies and the property or a
replacement property for that property in respect of which the
trust has made an election under subsection 13(4) or 44(1) was,
immediately before the death of the taxpayer's spouse or common-law
partner who was a beneficiary under the trust, used in the business
of farming and has, on the death of the spouse or common-law

partner and as a consequence of the death , been transferred or
distributed to and vested indefeasibly in an individual who was a
child of the taxpayer and who was resident in Canada immediately

before the death of the spouse or common-law partner, the following
rules apply:

(3) The portion of subsection 70(9.3) of the Act before paragraph
(a) is replaced by the following:

Transfer of
family farm
corporation or
partnership
from trust to
children of
settlor

(9.3) Where property of a taxpayer has been transferred or
distributed to a trust described in subsection (6) or 73(1) (as
that subsection applied to transfers before 2000) or a trust to
which subparagraph  73(1.01)( c¢)(i) applies and the property was,

(4) Subsection (1) applies to dispositions that occur after
October 1, 1996.

(5) Subsections (2) and (3) apply to transfers and distributions
from trusts that occur after 1999.

(6) Where a particular transfer or distribution to a trust
referred to in subsection 70(9.1) or (9.3) of the Act, as amended
by subsections (2) and (3), respectively, occurred before 2001, in
applying that subsection 70(9.1) or (9.3) to a transfer or
distribution from the trust that occurs after 1997, that subsection
shall be read without reference to the words "or common-law
partner" and to the Modernization of Benefits and Obligations Act ,
chapter ..... of the Statutes of Canada, 2000, unless

(a) the particular transfer or distribution occurred after 1997;

( b) the death referred to in that subsection occurs after 1997;
and
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(c) either
(i) at the time of the particular transfer or distribution
referred to in paragraph ( a), the taxpayer was a spouse of the
individual whose death is referred to in paragraph ( b), or
(i) because of an election under section 144 of the
Modernization of Benefits and Obligations Act , sections 130 to
142 of that Act applied, at the time of the particular transfer
or distribution referred to in paragraph ( a), to the taxpayer
and the individual whose death is referred to in paragraph ( b).

33. (1) Subsections 73(1) and (1.1) of the Act are replaced by
the following:

Inter vivos
transfers by
individuals

73. (1) For the purposes of this Part, where at any time any

particular capital property of an individual (other than a trust)
has been transferred in  circumstances to which subsection (2.01)
applies and both the individual and the transferee are resident in
Canada at that time, unless the individual elects in the
individual's return of income under this Part for the taxation year
in which the property was transferred that the provisions of this
subsection not apply, the particular property is deemed

(a) to have been disposed of at that time by the individual for

proceeds equal to,

(1) where the particular property is depreciable property of a
prescribed class, that proportion of the undepreciated capital

cost to the individual immediately before that time of all
property of that class that the fair market value immediately
before that time of the particular property is of the fair
market value immediately before that time of all of that
property of that class, and

(i ) in any other case, the adjusted cost base to the
individual of the particular property immediately before that
time; and

(b) to have been acquired at that time by the transferee for an
amount equal to those proceeds.
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Qualifying

transfers

(1.01) Subject to subsection (1.02), property is transferred by

an individual in circumstances to which this subsection applies
where it is transferred to

(a) the individual's spouse or common-law partner;

(b) a former spouse or common-law partner of the individual in

settlement of rights arising out of their marriage or common-law
partnership; or

(c) a trust created by the individual under which

(i) the individual's spouse or common-law partner is entitled
to receive all of the income of the trust that arises before
the spouse’s or common-law partner’s death and no person except
the spouse or common-law partner may, before the spouse’s or
common-law partner’s death, receive or otherwise obtain the use
of any of the income or capital of the trust,

(i)  the individual is entitled to receive all of the income of
the trust that arises before the individual's death and no
person except the individual may, before the individual's

death, receive or otherwise obtain the use of any of the income
or capital of the trust, or

(iii) either
(A) the individual or the individual's spouse s, in
combination with the other, entitled to receive all  of the
income of the trust that arises before the later of the death
of the individual and the death of the spouse and no other

person may, before the later of those deaths, receive or
otherwise  obtain the wuse of any of the income or capital of
the trust, or

(B) the individual or the individual’s common-law partner is,
in combination  with the other, entitled to receive all of the
income of the trust that arises before the later of the death
of the individual and the death of the common-law partner and
no other person may, before the Ilater of those deaths,
receive  or otherwise obtain the use of any of the income or
capital of the trust.
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Exception  for
transfers

(1.02) Subsection (1.01) applies to a transfer of property by an
individual to a trust the terms of which satisfy the conditions in
subparagraph  (1.01)( c)(ii) or (iii) only where

(a) the trust was created after 1999;

( b) either

(i) the individual had attained 65 years of age at the time the
trust was created, or

(i) no person (other than the individual) or partnership has
any absolute or contingent right as a beneficiary under the
trust (determined  with reference to subsection 104(1.1));
(¢) unless subparagraph ( b)(ii) applies in  respect of the
transfer, the transfer is not part of a series of transactions or
events
() that includes a transfer of property to the individual (or
the spouse or common-law partner or former spouse or common-law
partner, as the case may be, of the individual) from a trust
(other than a testamentary trust) in circumstances to which

subsection 107(2) applied, and

(i) one of the main purposes of which can reasonably be

considered to be to avoid the application of subsection 104(4)
or (5) on a day determined under paragraph 104(4)( b) or (c);
and

(d) in the case of a trust the terms of which satisfy the
conditions in subparagraph  (1.01)( c)(ii), the trust does not make
an election under subparagraph  104(4)( a)(ii.1).

Interpretation

(1.1) For greater certainty, a property is, for the purposes of
subsections (1) and (1.01), deemed to be property of the individual
referred to in subsection (1) that has been transferred to a
particular transferee where,

(a) under the laws of a province or because of a decree, order or
judgment of a competent tribunal made in accordance with those
laws, the property

(i) is acquired or is deemed to have been acquired by the
particular transferee
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(1i ) is deemed or declared to be property of, or is awarded to,
the particular transferee , or
(iii ) has vested in the particular transferee ; and
(b) the property was or would, but for those laws , have been a
capital property of the individual referred to in subsection (1).

(2) Subsection (1) applies to transfers that occur after 1999
except that, in respect of transfers that occur in 2000,

(a) for the purpose of subsection 73(1) of the Act, as enacted by
subsection (1), the residence of a transferee trust shall be
determined without reference to section 94 of the Act, as it read
before 2001;

( b) subject to paragraph ( ),

(i) subsections 73(1.01) and (1.02) of the Act, as enacted by
subsection (1), shall be read without reference to the words
"or common-law partner”, "or common-law partner's” and "or
common-law partnership”, and

(i) subparagraph 73(1.01)( c)(iii) of the Act, as enacted by
subsection (1), shall be read as follows:

"(ii) the individual or the individual's spouse s, in
combination with the other, entitled to receive all of the
income of the trust that arises before the later of the death

of the individual and the death of the spouse and no other
person may, before the later of those deaths, receive or
otherwise obtain the use of any of the income or capital of the
trust."

(c) paragraph ( b) does not apply to a transfer at any time by an
individual to or for the benefit of another individual where,

because of an election under section 144 of the Modernization of
Benefits and Obligations Act , Chapter ..... of the Statutes of
Canada, 2000, sections 130 to 142 of that Act applied at that

time to those individuals.

34. (1) Section 74.2 of the Act is amended by adding the
following after subsection (2):

Election for

subsection (1)

to apply

(3) Subsection (1) does not apply to a disposition at any
particular time (in this subsection referred to as the "emigration

disposition™) under paragraph 128.1(4)( b), by a taxpayer who is a
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recipient referred to in subsection (1), unless the recipient and

the individual referred to in that subsection, in their returns  of
income for the taxation year that includes the first time, after
the particular time, at which the recipient disposes of the

property, jointly elect that subsection (1) apply to the emigration
disposition.

Application of
subsection 3)

(4) For the purpose of applying subsection (3) and
notwithstanding subsections 152(4) to (5), any assessment of tax
payable under this Act by the recipient or the individual referred

to in subsection (1) shall be made that is necessary to take an
election under subsection (3) into account except that no such
assessment shall affect the computation  of

(a) interest payable under this Act to or by a taxpayer in
respect of any period that is before the taxpayer's filing-due
date for the taxation year that includes the first time, after

the particular time referred to in subsection (3), at which the
recipient disposes of the property referred to in that
subsection; or

(b) any penalty payable wunder this Act.
(2) Subsection (1) applies after October 1, 1996.

35. (1) The portion of subsection 75(2) of the Act after
paragraph ( a) is replaced by the following:

( b) that, during the existence  of the person, the property shall
not be disposed of except with the person’s consent or in
accordance with the person’s direction,

any income or loss from the property or from property substituted

for the property , and any taxable capital gain or allowable capital

loss from the disposition of the property or of property

substituted for the property , shall, during the existence of the
person while the person is resident in Canada, be deemed to be

income or a loss, as the case may be, or a taxable capital gain or

allowable capital loss, as the case may be, of the person.

(2) Paragraphs 75(3)( a) and ( b) of the Act are replaced by the
following:

(a) by a trust governed by a deferred profit sharing plan, an
employee benefit plan, an employees profit sharing plan, a
registered education savings plan, a registered pension plan, a
registered retirement income fund, a registered retirement
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savings plan, a registered supplementary unemployment benefit
plan or a retirement compensation  arrangement;

( b) by an employee trust, a related segregated fund trust (within

the meaning assigned by paragraph 138.1(1)( a)), a trust described
in  paragraph (a.l) of the definition "trust” in  subsection
108(1) , or a trust described in paragraph 149(1)( ¥);

(3) Subsection (1) applies to taxation years that begin after
2000.

(4) Paragraph 75(3)( a) of the Act, as enacted by subsection (2),
applies to taxation years that end after October 8, 1986 and,
notwithstanding subsections 152(4) to (5) of the Act, the Minister
of National Revenue shall make any assessments, reassessments and
additional assessments of tax, interest and penalties that are
necessary to give effect to the words "retirement compensation
arrangement” in that paragraph.

(5) Paragraph 75(3)( b) of the Act, as enacted by subsection (2),
applies to the 1999 and subsequent taxation years.

36. (1) Subsection 81(3.1) of the Act is replaced by the
following:

Travel expenses

(3.1) There shall not be included in computing an individual's
income for a taxation year an amount ( not in excess of a reasonable
amount ) received by the individual from an employer with whom the
individual was dealing at arm’'s length as an allowance for, or
reimbursement of, travel expenses incurred by the individual in the
year in respect of the individual's part-time employment in the
year with the employer (other than expenses incurred in the
performance of the duties of the individual's part-time employment)
if

(a) throughout the period in which the expenses were incurred,

(1) the individual had other employment or was carrying on a
business, or

(i)  where the employer is a designated educational institution

(as defined in  subsection 118.6(1)), the  duties of the
individual's part-time employment were the provision in Canada
of a service to the employer in the individual's capacity as a

professor  or teacher; and

(b) the duties of the individual's part-time employment were
performed at a location not less than 80 kilometres from,
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(i) where subparagraph (a)(i) applies, both the individual's

ordinary place of residence and the place of the other
employment or business referred to in that subparagraph, and
(i) where subparagraph (‘a)(ii) applies, the individual's

ordinary  place of residence.

Payments for

volunteer

services
(4) Where
(a) an individual was employed or otherwise engaged in a taxation
year by a government, municipality or public authority (in this

subsection referred to as "the employer”) and received in the
year from the employer one or more amounts for the performance,
as a volunteer, of the individual's duties as

() an ambulance technician,

(i) a firefighter, or

(i) a person who assists in the search or rescue of
individuals or in other emergency situations, and

(b) if the Minister so demands, the employer has -certified in
writing that

) the individual was in the vyear a person described in
paragraph (&), and

(i) the individual was at no time in the year employed or
otherwise engaged by the employer, otherwise than as a
volunteer, in  connection with the performance of any of the

duties referred to in paragraph (&) or of similar duties,

there shall not be included in computing the individual's income
derived from the performance of those duties the lesser of $1,000
and the total of those amounts.

(2) Subsection 81(3.1) of the Act, as enacted by subsection (1),
applies to the 1995 and subsequent taxation years and,
notwithstanding subsections 152(4) to (5) of the Act, any
assessment of an individual's tax payable under the Act for any
taxation year that ends before 2000 shall be made that is necessary
to take into account the application of that subsection 81(3.1).

(3) Subsection 81(4) of the Act, as enacted by subsection (1),
applies to the 1998 and subsequent taxation years.
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37. (1) Subsection 85.1(2) of the Act is amended by striking out
the word "or" at the end of paragraph ( c), by adding the word "or"
at the end of paragraph ( d) and by adding the following after

paragraph ( d):
(e) the vendor

(i) is a foreign affiliate of a taxpayer resident in Canada at
the end of the taxation year of the vendor in which the
exchange occurred, and

(i) has included any portion of the gain or loss, otherwise
determined, from the disposition of the exchanged shares in
computing its foreign  accrual property income for the taxation
year of the vendor in which the exchange occurred.

(2) Section 85.1 of the Act is amended by adding the following
after subsection (4):

Foreign share
for foreign
share exchange

(5) Subject to subsections (3 and (6) and 95(2), where a
corporation resident in a country other than Canada (in this
section  referred to as the "foreign purchaser") issues shares of
its  capital stock (in this  section referred to as the "issued
foreign  shares”) to a vendor in exchange for shares of the capital
stock of another corporation resident in a country other than
Canada (in this  section referred to as the "exchanged foreign
shares”) that were immediately before the exchange capital property
of the vendor, except where the vendor has, in the vendor's return
of income for the taxation year in which the exchange occurred,
included in computing the vendor's income for that year any portion
of the gain or loss, otherwise determined, from the disposition of
the exchanged foreign shares, the vendor is deemed

(a) to have disposed of the exchanged foreign shares for proceeds
of disposition equal to the adjusted cost base to the vendor of
those shares immediately before the exchange, and

(b) to have acquired the issued foreign shares at a cost to the
vendor equal to the adjusted cost base to the vendor of the
exchanged foreign  shares immediately before the exchange,

and where the exchanged foreign shares were taxable Canadian
property of the vendor, the issued foreign shares so acquired by
the vendor are deemed to be taxable Canadian  property of the
vendor.
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Where
subsection (5)
does not apply

(6) Subsection (5) does not apply where

(a) the vendor and foreign purchaser were, immediately before the
exchange, not dealing with each other at arm’s length (otherwise
than because of a right referred to in paragraph 251(5)( b) that
is a right of the foreign purchaser to acquire the exchanged
foreign  shares);

( b) immediately after the exchange the vendor, persons with whom
the vendor did not deal at arm’s length or the vendor together
with  persons with whon the vendor did not deal at arm’'s length,

(i) controlled the foreign  purchaser, or

(i) beneficially owned shares of the capital stock of the
foreign  purchaser having a fair market value of more than 50%
of the fair market value of all of the outstanding shares of
the capital stock of the foreign  purchaser;

(¢) consideration other than issued foreign shares was received
by the vendor for the exchanged foreign  shares, notwithstanding
that the vendor may have disposed of shares of the capital stock

of the other corporation referred to in subsection (5) (other
than the exchanged foreign shares) to the foreign purchaser  for
consideration other than shares of the capital stock of the

foreign  purchaser;
(d) the vendor

(i) is a foreign affiliate of a taxpayer resident in Canada at
the end of the taxation year of the vendor in which the
exchange occurred, and

(i) has included any portion of the gain or loss, otherwise
determined, from the disposition of the exchanged foreign
shares in computing its foreign accrual property income for the
taxation  year of the vendor in which the exchange occurred; or

(e) the vendor is a foreign  affiliate of a taxpayer resident in
Canada at the end of the taxation year of the vendor in which the
exchange occurred and the exchanged foreign shares are excluded
property  (within  the meaning assigned by subsection 95(1)) of the
vendor.

(3) Subsections (1) and (2) apply to exchanges that occur after
1995.
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38. (1) Subparagraph 87(2)( u)(ii) of the Act is replaced by the
following:
(i) for the purposes of subsections 93(2) to (2.3) , any exempt

dividend received by the predecessor corporation on any such
share is deemed to be an exempt dividend received by the new
corporation on the share;

(2) The portion of subsection 87(8) of the Act before paragraph
(a) is replaced by the following:

Foreign merger

(8) Subject to subsection 95(2) , where there has been a foreign
merger in which a taxpayer’'s shares or options to acquire shares of
the capital stock of a corporation that was a predecessor foreign
corporation immediately before the merger were exchanged for or
became shares or options to acquire shares of the capital stock of
the new foreign corporation or the foreign parent corporation,
unless the taxpayer elects in the taxpayer’'s return of income for
the taxation year in which the foreign merger took place not to
have this subsection apply, subsections (4) and (5) apply to the
taxpayer as if the references in those subsections to

(3) Subsection 87(8.1) of the Act is replaced by the following:

Definition of
"foreign
merger"

(8.1) For the purposes of this section, "foreign merger" means a
merger or combination of two or more corporations each of which
was, immediately before the merger or combination, resident in a
country other than Canada (each of which is in this section
referred to as a "predecessor foreign corporation”) to form one
corporate entity resident in a country other than Canada (in this
section referred to as the "new foreign corporation”) in such a
manner that, and otherwise than as a result of the distribution of
property to one corporation on the winding-up of another
corporation,

(a) all or substantially all the property (except amounts

receivable from any predecessor foreign corporation or shares of

the capital stock of any predecessor foreign corporation) of the

predecessor foreign corporations immediately before the merger or

combination becomes property of the new foreign corporation as
consequence of the merger or combination;

(b) all or substantially all the liabilities (except amounts
payable to any predecessor foreign corporation) of the
predecessor foreign corporations immediately before the merger or
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combination become liabilities of the new foreign corporation as
a consequence of the merger or combination; and

(c) all or substantially all of the shares of the capital stock

of the predecessor foreign corporations (except any shares or
options owned by any predecessor foreign corporation) are
exchanged for or become, because of the merger or combination,

(i) shares of the capital stock of the new foreign corporation,
or

@i) if, immediately after the merger, the new foreign
corporation was controlled by another corporation (in this

section referred to as the "foreign parent corporation”) that

was resident in a country other than Canada, shares of the
capital stock of the foreign parent corporation.

(4) The portion of subsection 87(10) of the Act after paragraph
(f) is replaced by the following:

the new share is deemed, for the purposes of subsection 116(6), the

definitions "qualified investment" in subsections 146(1), 146.1(1),

and 146.3(1) and in section 204, and the definition "taxable
Canadian  property" in  subsection 248(1) , to be listed on the
exchange until the earliest time at which it is so redeemed,

acquired or cancelled.

(5) Subsection (1) applies after November 1999.

(6) Subsections (2) and (3) apply to mergers and combinations
that occur after 1995 and, where a taxpayer notifies the Minister
of National Revenue in writing before the taxpayer's filing-due
date for the taxation year in which this Act receives royal assent
that the taxpayer makes the election referred to in subsection
87(8) of the Act, as amended by subsection (2), in respect of a
merger or combination that occurred before 1999, the election is
deemed to have been validly made in respect of the merger or
combination.

(7) Subsection (4) applies after October 1, 1996.

39. (1) The portion of subclause 88(1)( c)(vi)(B)(ll) of the Act
before sub-subclause 1 is replaced by the following:
(1) a corporation (other than a specified person or the
subsidiary )

(2) Clause 88(1)( c. 2)(iii)(A) of the Act is replaced by the
following:
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(A) the reference in the definition "specified shareholder”

in subsection 248(1) to "the issued shares of any class
the capital stock of the corporation or of any other
corporation that is related to the corporation” shall be read

as "the issued shares of any class (other than a specified

class) of the capital stock of the corporation or of any

other corporation that is related to the corporation and that
has a significant direct or indirect interest in any issued
shares of the capital stock of the corporation”, and

(3) Subsection 88(1) of the Act is amended by adding the

following after paragraph ( c.7):
(c.8) for the purpose of clause (c.2)(iii)(A), a specified class
of the capital stock of a corporation is a class of shares of the

capital stock of the corporation where

(i) the paid-up capital in respect of the class was not, at any

time, less than the fair market value of the consideration
which the shares of that class then outstanding were issued,

(i) the shares are non-voting in respect of the election

the Board of Directors of the corporation, except in the event

of a failure or default under the terms or conditions of
shares,

(i) under neither the terms and conditions of the shares

any agreement in  respect of the shares are the shares
convertible into or exchangeable for shares other than shares

of a specified class of the capital stock of the corporation,
and

(iv)  under neither the terms and conditions of the shares
any agreement in respect of the shares is any holder of
shares entitled to receive on the redemption, cancellation

acquisition of the shares by the corporation or by any person

with  whon the corporation does not deal at arm’s length
amount (excluding any premium for early redemption) greater
than the total of the fair market value of the consideration

for which the shares were issued and the amount of any unpaid

dividends on the shares;

(4) The portion of subsection 88(4) of the Act before paragraph
(a) is replaced by the following:

Amalgamation
deemed not to
be acquisition
of control
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(4) For the purposes of paragraphs (1)( c), ( ¢c2) ( d and (d.2
and, for greater certainty, paragraphs (c¢.3) to (c¢.8) and (d.3) ,

(5) Subsections (1) to (4) apply to windings-up that begin after
November 1994.

40. (1) Clause (  a)())(A) of the definition "capital dividend
account” in subsection 89(1) of the English version of the Act is
replaced by the following:

(A) the amount of the corporation’s capital gain from a
disposition (other than a disposition that is the making of

a gift after December 8, 1997 that is not a gift described

in subsection 110.1(1) ) of a property in the period
beginning at the beginning of its first taxation year (that

began after the corporation last became a private
corporation and that ended after 1971) and ending
immediately before the particular time

(2) Subsection (1) applies to dispositions made after December 8,
1997, other than a disposition made under a written agreement made
before December 9, 1997.

41. (1) Section 91 of the Act is amended by adding the following
after subsection (6):

Shares acquired
from a
partnership

(7) For the purpose of subsection (5), where a taxpayer resident
in Canada acquires a share of the capital stock of a corporation

that is immediately after the acquisition a foreign affiliate of
the taxpayer from a partnership of which the taxpayer, or a
corporation resident in Canada with which the taxpayer was not

dealing at arm’s length at the time the share was acquired, was a
member (each such person referred to in this subsection as the
"member") at any time during any fiscal period of the partnership
that began before the acquisition,

(a) that portion of any amount required by subsection 92(1) to be
added to the adjusted cost base to the partnership of the share
of the capital stock of the foreign affiliate equal to the amount
included in the income of the member because of subsection 96(1)
in respect of the amount that was included in the income of the
partnership because of subsection (1) or (3 Iin respect of the
foreign  affiliate and added to that adjusted cost base, and

(b) that portion of any amount required by subsection 92(1) to be
deducted from the adjusted cost base to the partnership of the
share of the capital stock of the foreign affiliate equal to the
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amount by which the income of the member from the partnership
under subsection 96(1) was reduced because of the amount deducted
in computing the income of the partnership under subsection (2),
(4) or (5 and deducted from that adjusted cost base

is deemed to be an amount required by subsection 92(1) to be added
or deducted, as the case may be, in computing the adjusted cost
base to the taxpayer of the share.

(2) Subsection (1) applies to shares acquired after November
1999.

42. (1) Section 92 of the Act is amended by adding the following
after subsection (3):

Disposition of
a partnership
interest

(4) Where a corporation resident in Canada or a foreign affiliate
of a corporation resident in Canada has at any time disposed of all

or a portion of an interest in a partnership of which it was a
member, there shall be added, in computing the proceeds  of
disposition of that interest, the amount determined by the formula

(A - B) x (C/D)
where
A is the amount, if any, by which

(a) the total of all amounts each of which is an amount that
was deductible under paragraph 113(1)( d) by the member from its
income in computing its taxable income for any taxation year of
the member that began before that time in respect of any
portion of a dividend received by the partnership, or would
have been so deductible if the member were a corporation
resident in Canada,

exceeds

(b) the total of all amounts each of which is the portion of
any income or profits tax paid by the partnership or the member
of the partnership to a government of a country other than
Canada that can reasonably be considered as having been paid in
respect of the members share of the dividend described in
paragraph ( a);
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B is the total of

(a) the total of all amounts each of which was an amount added
under this subsection in computing the member's proceeds of a
disposition before that time of another interest in the
partnership, and

(b) the total of all amounts each of which was an amount deemed
by subsection (5) to be a gain of the member from a disposition
before that time of a share by the partnership;

C is the adjusted cost base, immediately before that time, of the
portion of the member's interest in the partnership disposed of
by the member at that time; and

C is the adjusted cost base, immediately before that time, of the
member’'s interest in the partnership immediately before that
time.

Deemec gain

from the
disposition of
a share

(5) Where a partnership has, at any time in a fiscal period of
the partnership at the end of which a corporation resident in
Canada or a foreign  affiliate of a corporation resident in Canada
was a member, disposed of a share of the -capital stock of a
corporation, the amount determined under subsection (6) in respect
of such a member is deemed to be a gain of the member from the
disposition of the share Dby the partnership for the members

taxation year in which the fiscal period of the partnership ends.
Formula

(6) The amount determined for the purposes of subsection (5) is
the amount determined by the formula

A- B
where
A is the amount, if any, by which

(a) the total of all amounts each of which is an amount that
was deductible under paragraph 113(1)( d) by the member from its
income in computing its taxable income for a taxation year in
respect of any portion of a dividend received by the
partnership on the share in a fiscal period of the partnership

that began before the time referred to in subsection (5) and
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ends in the members taxation year, or would have been so
deductible if the member were a corporation resident in Canada,

exceeds

(b) the total of all amounts each of which is the portion of
any income or profits tax paid by the partnership or the member
to a government of a country other than Canada that can
reasonably  be considered as having been paid in respect of the
member's share of the dividend described in paragraph (a); and

B is the total of all amounts each of which is an amount that
was added under subsection (4) in computing the members
proceeds of a disposition before  the time referred to in
subsection (5) of an interest in the partnership.

(2) Subsection (1) applies to dispositions that occur after
November 1999.

43. (1) Subparagraph 93(1)( b)(ii)) of the Act is replaced by the
following:

(ii) for the purposes of determining the exempt surplus, exempt

deficit, taxable surplus, taxable deficit and underlying

foreign tax of the affiliate in respect of the corporation

resident in Canada (within the meanings assigned by Part LIX of
the Income Tax Regulations ), the affiliate is deemed to have
redeemed at the time of disposition shares of a class of its

capital stock.

(2) Section 93 of the Act is amended by adding the following
after subsection (1.1):

Disposition of
a share of a

foreign
affiliate held
by a
partnership

(.2) Where a particular corporation resident in Canada or a
foreign  affiliate of the particular corporation (each of which is
referred to in this subsection as the "disposing corporation™)
would, but for this subsection, have a taxable capital gain from a
disposition by a partnership, at any time, of a share of the
capital stock of a foreign affiliate of the particular corporation
and the particular corporation so elects in prescribed manner in

respect of the disposition,
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(a) 4/3 of
() the amount designated by the particular corporation (which
amount  shall not exceed the amount of the disposing
corporations’s taxable capital gain from the disposition of the
share), or

(i) where subsection (1.3) applies, the amount prescribed for
the purpose of that subsection

in  respect of the share is deemed to have been a dividend
received on the share by the disposing corporation from the
affiliate immediately before that time;

(b) notwithstanding section 96, the disposing corporation’s
taxable capital gain from the disposition of the share is deemed
to be the amount, if any, by which the disposing corporation’s
taxable capital gain from the disposition of the share otherwise
determined exceeds the amount designated by the particular
corporation in respect of the share;

(c¢) for the purpose of any regulation made under this subsection,
the disposing  corporation is deemed to have disposed of the share
at that time and to have had a capital gain from the disposition
of the share equal to 4/3 of the disposing corporation’s taxable
capital gain from the disposition of the share;

(d) for the purpose of section 113 in respect of the dividend
referred to in paragraph (a), the disposing corporation is deemed
to have owned the share on which that dividend was received,; and

(e) where the disposing corporation has a taxable capital gain
from the partnership because of the application of subsection
40(3) to the partnership in  respect of the share, for the
purposes of this subsection, the share is deemed to have been
disposed of by the partnership.

Deemec election

(1.3) Where a foreign affiliate of a particular corporation
resident in Canada has a gain from the disposition by a partnership
at any time of shares of the capital stock of a foreign affiliate
of the particular corporation that are excluded property, the
particular corporation is deemed to have made an election under

subsection (1.2) in respect of each such share disposed of by the
partnership and to have designated in the election an amount equal
to a prescribed amount.

(3) Subsection 93(2) of the Act is replaced by the following:
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Loss limitation
on disposition

of share
(2) Where
(a) a corporation resident in Canada has a loss from the
disposition by it at any time of a share of the capital stock of
a foreign affiliate of the corporation (in this subsection

referred to as the "affiliate share"), or

(b) a foreign affiliate of a corporation resident in Canada has

a loss from the disposition by it at any time of a share of the
capital stock of another foreign affiliate of the corporation

resident in Canada that is not excluded property (in  this
subsection referred to as the "affiliate share"),

the amount of the loss is deemed to be the amount determined by the

formula

A- B - O

where

A is the amount of the loss determined without reference to this
subsection,

B is the total of all amounts each of which is an amount received
before that time, in respect of an exempt dividend on the
affiliate share or on a share for which the affiliate share was
substituted, by
(a) the corporation resident in Canada,

(b) a corporation related to the corporation resident in
Canada,

(c) a foreign affiliate of the corporation resident in Canada,
or

(d) a foreign affiliate of a corporation related to the
corporation resident in Canada, and

C is the total of

(a) the total of all amounts each of which is the amount by
which a loss (determined without  reference to this section),

from  another disposition at or before that time by a
corporation or foreign  affiliate described in the description
of B of the affiliate share or a share for which the affiliate

share was substituted, was reduced under this subsection in
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respect of the exempt dividends referred to in the description

of B,

(b) the total of all amounts each of which is 4/3 of the amount
by which an allowable capital loss (determined without
reference to this section), of a corporation or foreign
affiliate described in the description of B from a previous
disposition by a partnership of the affiliate share or a share
for which the affiliate share was substituted, was reduced
under subsection (2.1) in  respect of the exempt dividends
referred to in the description of B,

(c¢) the total of all amounts each of which is the amount by
which a loss (determined without  reference to this section),
from a disposition at or before that time by a corporation or
foreign affiliate described in the description of B of an
interest in a partnership, was reduced under subsection (2.2)
in  respect of the exempt dividends referred to in the
description of B, and

(d) the total of all amounts each of which is 4/3 of the amount
by which an allowable capital loss (determined without
reference to this section), of a corporation or foreign
affiliate described in the description of B from a disposition

at or before that time by a partnership of an interest in
another  partnership, was reduced under subsection (2.3) in
respect of the exempt dividends referred to in the description
of B.

Loss limitation
— disposition
of share by
partnership

(2.1) Where

(a) a corporation resident in Canada has an allowable capital
loss from a disposition at any time by a partnership of a share
of the capital stock of a foreign affiliate of the corporation
(in this subsection referred to as the "affiliate share"), or

(b) a foreign affiliate of a corporation resident in Canada has
an allowable capital loss from a disposition at any time by a
partnership of a share of the capital stock of another foreign
affiliate of the corporation resident in Canada that would not be
excluded property of the affiliate if the affiliate owned the
share immediately before it was disposed of (in this subsection
referred to as the “affiliate share"),

the amount of the allowable capital loss is deemed to be the amount
determined by the formula
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A- B - O

where

A is the amount of the allowable capital loss determined  without
reference  to this subsection,

B is 3/4 of the total of all amounts each of which was received
before that time, in respect of an exempt dividend on the
affiliate share or on a share for which the affiliate share was
substituted, by
(a) the corporation resident in Canada,

(b) a corporation related to the corporation resident in
Canada,

(c) a foreign  affiliate of the corporation resident in Canada,
or

(d) a foreign affiliate of a corporation related to the
corporation resident in Canada, and

C is the total of

(a) the total of all amounts each of which is the amount by

which an allowable capital loss (determined without  reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that time by a partnership of the affiliate share or a
share for which the affiliate share was substituted, was
reduced under this subsection in  respect of the exempt
dividends  referred to in the description of B,

(b) the total of all amounts each of which is 3/4 of the amount
by which a loss (determined  without reference to this section),

of a corporation or foreign affiliate described in the
description of B from another disposition at or before that
time of the affiliate share or a share for which the affiliate

share was substituted, was reduced under subsection (2) in

respect of the exempt dividends referred to in the description
of B,

(c¢) the total of all amounts each of which is 3/4 of the amount
by which a loss (determined  without reference to this section),
from a disposition at or before that time by a corporation or
foreign affiliate described in the description of B of an
interest in a partnership, was reduced under subsection (2.2)
in  respect of the exempt dividends referred to in the
description of B, and
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(d) the total of all amounts each of which is the amount by

which an allowable capital loss (determined without  reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that time by a partnership of an interest in another
partnership, was reduced under subsection (2.3) in respect of
exempt dividends  referred to in the description of B.

Loss limitation

— disposition

of partnership

interest
(2.2) Where
(a) a corporation resident in Canada has a loss from the
disposition by it at any time of an interest in a partnership (in
this subsection referred to as the "partnership interest”), which
has a direct or indirect interest in shares of the capital stock
of a foreign affiliate of the corporation resident in Canada (in
this  subsection referred to as "affiliate shares"), or
(b) a foreign affiliate of a corporation resident in Canada has
a loss from the disposition by it at any time of an interest in
a partnership (in this subsection referred to as the "partnership
interest"), which has a direct or indirect interest in shares of
the capital stock of another foreign affiliate of the corporation
resident in Canada that would not be excluded property if the
shares were owned by the affiliate (in this subsection referred
to as "affiliate shares")

the amount of the loss is deemed to be the amount determined by the

formula

A- B - O
where
A is the amount of the loss determined without reference to this

subsection,

is the total of all amounts each of which was received before
that time, in respect of an exempt dividend on affiliate shares
or on shares for which affiliate shares were substituted, by

(a) the corporation resident in Canada,

(b) a corporation related to the corporation resident in
Canada,
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(c) a foreign  affiliate of the corporation resident in Canada,
or
(d) a foreign affiliate of a corporation related to the

corporation resident in Canada, and
C is the total of

(a) the total of all amounts each of which is the amount by
which a loss (determined without  reference to this section),

from  another disposition at or before that time by a
corporation or foreign  affiliate described in the description

of B of affiliate shares or shares for which affiliate shares
were substituted, was reduced under subsection (2) in respect
of the exempt dividends referred to in the description of B,

(b) the total of all amounts each of which is 4/3 of the amount
by which an allowable capital loss (determined without
reference to this section), of a corporation or foreign
affiliate described in the description of B from another
disposition at or before that time by a partnership of
affiliate shares or shares for which affiliate shares were
substituted, was reduced under subsection (2.1) in respect of
the exempt dividends referred to in the description of B,

(c¢) the total of all amounts each of which is the amount by
which a loss (determined without  reference to this section),

from a disposition at or before that time by a corporation or
foreign affiliate described in the description of B of an
interest in a partnership, was reduced under this subsection in
respect of the exempt dividends referred to in the description
of B, and
(d) the total of all amounts each of which is 4/3 of the amount
by which an allowable capital loss (determined without
reference to this section), of a corporation or foreign
affiliate described in the description of B from a disposition
at or before that time by a partnership of an interest in
another  partnership, was reduced under subsection (2.3) in
respect of the exempt dividends referred to in the description
of B.

Loss limitation

— disposition

of partnership

interest

(2.3) Where

(a) corporation resident in Canada has an allowable capital loss
from a partnership from a disposition at any time of an interest
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in another partnership that has a direct or indirect interest in
shares of the -capital stock of a foreign affiliate of the
corporation resident in Canada (in this subsection referred to as
"affiliate shares"), or

(b) a foreign affiliate of a corporation resident in Canada has
an allowable capital loss from a partnership from a disposition

at any time by a partnership of an interest in  another
partnership which has a direct or indirect interest in shares of
the capital stock of a foreign affiliate of the corporation
resident in Canada that would not be excluded property of the
affiliate if the affiliate owned the shares immediately before
the disposition (in  this  subsection referred to as "affiliate
shares"),

the amount of the allowable capital loss is deemed to be the amount
determined by the formula

A- B - O

where

A is the amount of the allowable capital loss determined  without
reference  to this subsection,

B is 3/4 of the total of all amounts each of which was received
before that time, in respect of an exempt dividend on affiliate
shares or on shares for which affiliate shares were
substituted, by
(a) the corporation resident in Canada,

(b) a corporation related to the corporation resident in
Canada,

(c) a foreign  affiliate of the corporation resident in Canada,
or

(d) a foreign affiliate of a corporation related to the
corporation resident in Canada, and

C is the total of

(a) the total of all amounts each of which is 3/4 of the amount
by which a loss (determined  without reference to this section),

of a corporation or foreign affiliate described in the
description of B from another disposition at or before that
time of affiliate shares or shares for which affiliate shares
were substituted, was reduced under subsection (2) in respect

of the exempt dividends referred to in the description of B,
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(b) the total of all amounts each of which is the amount by

which an allowable capital loss (determined without  reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that time by a partnership of affiliate shares or shares
for which affiliate shares were substituted, was reduced under
subsection  (2.1) in respect of the exempt dividends referred to
in the description of B,

(c¢) the total of all amounts each of which is 3/4 of the amount
by which a loss (determined  without reference to this section),

from a disposition at or before that time by a corporation or
foreign affiliate described in the description of B of an
interest in a partnership, was reduced under subsection (2.2)
in  respect of the exempt dividends referred to in the
description of B, and

(d) the total of all amounts each of which is the amount by
which an allowable capital loss (determined without  reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that time by a partnership of an interest in another
partnership, was reduced under this subsection in respect of
the exempt dividends referred to in the description of B.

(4) Subsection 93(3) of the Act is replaced by the following:

Exempt
dividends

(3) For the purposes of subsections (2) to (2.3) ,

(a) a dividend received by a corporation resident in Canada is an
exempt dividend to the extent of the amount in respect of the
dividend that is deductible from the income of the corporation

for the purpose of computing the taxable income of the
corporation because of paragraph 113(1)( a), ( b) or ( ¢); and

(b) a dividend received by a particular foreign affiliate of a
corporation resident in Canada from another foreign affiliate of

the corporation is an exempt dividend to the extent of the
amount, if any, by which the portion of the dividend that was not
prescribed to have been paid out of the pre-acquisition surplus

of the other affiliate exceeds the total of such portion of the
income or profits tax that can reasonably be considered to have
been paid in respect of that portion of the dividend by the
particular affiliate or by a partnership in which the particular

affiliate had, at the time of the payment of the income or
profits tax, a partnership interest, either directly or

indirectly.
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(5) Subsections (1) to (4) apply to dispositions that occur after
November 1999.

44. (1) The Act is amended by adding the following after
section 93:

Shares held by
a partnership

93.1 (1) For the purpose of determining whether a non-resident

corporation is a foreign affiliate of a corporation resident in
Canada for the purposes of subsections (2) and 20(12), sections 93
and 113 (and any regulations made for the purposes of those
sections), section 95 (to the extent that that section is applied

for the purposes of those provisions) and section 126, where at any
time shares of a class of the capital stock of a corporation are
owned by a partnership or are deemed under this subsection to be
owned by a partnership, each member of the partnership is deemed to

own at that time that number of those shares that is equal to the
proportion of all those shares that

(a) the fair market value of the members interest in the
partnership at that time

is of

(b) the fair market value of all members’ interests in the

partnership at that time.
Where dividends
received by a
partnership

(2) Where at any time shares of a class of the capital stock of

a foreign affiliate of a corporation resident in Canada (in this
subsection referred to as Taffiliate shares") are owned by a
partnership and at that time the affiliate pays a dividend on
affiliate shares to the partnership (in this subsection referred to

as the "partnership dividend"),

(a) for the purposes of sections 93 and 113 and any regulations
made for the purposes of those sections, each member of the
partnership is deemed to have received the proportion of the
partnership dividend that

(i) the fair market value of the members interest in the
partnership at that time
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is of

(i) the fair market value of all members interests’ in the
partnership at that time;

(b) for the purposes of sections 93 and 113 and any regulations

made for the purposes of those sections, the proportion of the
partnership dividend deemed by paragraph (a) to have been
received by a member of the partnership at that time Iis deemed to
have been received by the member in equal proportions on each
affiliate share that is property of the partnership at that time;

(c¢) for the purpose of applying section 113, in respect of the
dividend referred to in paragraph (a), each affiliate share
referred to in paragraph (b) is deemed to be owned by each member
of the partnership; and

(d) notwithstanding paragraphs (a) to (c),

(i) where the corporation resident in Canada is a member of the
partnership, the amount deductible by it wunder section 113 in
respect of the dividend referred to in paragraph (a) shall not
exceed the portion of the amount of the dividend included in
its income pursuant to subsection 96(1), and

(i) where another foreign affiliate of the corporation
resident in Canada is a member of the partnership, the amount
included in that other affiliate’s income in respect of the
dividend referred to in paragraph (a) shall not exceed the
amount that would be included in its income  pursuant to
subsection 96(1) in  respect of the partnership dividend
received by the partnership if the wvalue for H in the
definition "foreign accrual property income" in  subsection
95(1) were nil and this Act were read without reference to this
subsection.

(2) Subsection 93.1(1) of the Act, as enacted by subsection (1),
applies in determining whether a non-resident corporation is, at
any time after November 1999, a foreign affiliate of a taxpayer
and, where a taxpayer so elects and notifies the Minister of
National Revenue in writing before 2002 of its election, that
subsection also applies in determining (other than for the purposes
of subsection 20(12) and section 126 of the Act) whether a non-
resident corporation is, at any time after 1972 and before December
1999, a foreign affiliate of the taxpayer.

(3) Subsection 93.1(2) of the Act, as enacted by subsection (1),
applies in respect of dividends received after November 1999.

45. (1) Subparagraphs 94(1)( c)(i) and (ii) of the Act are
replaced by the following:
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(i) the trust is deemed for the purposes of this Part and
sections 233.3 and 233.4 to be a person resident in Canada no
part of whose taxable income is exempt because of section 149
from tax under this Part and whose taxable income for the year
is the amount, if any, by which the total of

(A) the amount, if any, that would but for this subparagraph
be its taxable income earned in Canada for the year,

(B) the amount that would be its foreign accrual property
income for the vyear if

() except for the purpose of applying subsections 104(4)
to (5.2) to days after 1998 that are determined under

subsection 104(4), the trust were a non-resident

corporation all the shares of which were owned by a person

who was resident in Canada,

(1 the  description of A in the definition "foreign
accrual property income" in  subsection 95(1) were,

in

respect of dividends received after 1998, read without

reference  to paragraph (b) of that description,

(1) the descriptions of B and E in that definition were,
in respect of dispositions that occur after 1998, read
without  reference  to "other than dispositions of excluded
property to which none of paragraphs (2)( ¢), (d) and (e)
apply”,

(IV) the value of C in that definition were nil, and

(V) for the purposes of computing the trust's foreign
accrual property income, the consequences of the
application of subsections 104(4) to (5.2) applied in

respect of days after 1998 that are determined under

subsection 104(4),

(C) the amount, if any, by which the total of all amounts
each of which is an amount required by subsection 91(1) or
(3) to be included in computing its income for the year

exceeds the total of all amounts each of which is an amount
deducted by it for that year under subsection 91(2), (4) or

(5), and

(D) the amount, if any, required by section 941 to be

included in computing its income for the vyear,

exceeds

(E) the amount, if any, by which the total of all amounts

each of which is an amount deducted by it under subsection



- 56 -

91(2), (4 or (5 in computing its income for the

exceeds the total of all amounts each of which is an amount

included in computing its income for the year because
subsection 91(1) or (3), and

(i) for the purposes of section 126,

(A) the amount that would be determined under subparagraph

0] in  respect of the trust for the vyear, if
subparagraph  were read without reference to clause (i)(A),
deemed to be income of the trust for the year from sources in

the country other than Canada in which the trust would, but

for subparagraph (i), be resident, and

(B) any income or profits tax paid by the trust for the year
(other than any tax paid because of this section), to
extent that it can reasonably be regarded as having been paid
in respect of that income, is deemed to be non-business
income tax paid by the trust to the government of that
country, and

(2) Subsection (1) applies to the 1999 and subsequent taxation
years.

46. (1) The formula in the definition "foreign accrual property
income” in subsection 95(1) of the Act is replaced by the
following:

(A+A.1+A.2+B+C) - (D+E+F+G +H)

(2) The description of F in the definition "foreign accrual
property income" in subsection 95(1) of the Act is replaced by the
following:

F is the amount prescribed to be the deductible loss of the
affiliate for the year, and

(3) The definition “foreign accrual property income" in
subsection 95(1) of the Act is amended by striking out the word
"and" at the end of the description of F, by adding the word "and"
at the end of the description of G and by adding the following
after the description of G:

H is

(a) where the affiliate was a member of a partnership

end of the fiscal period of the partnership that ended in the
year and the partnership received a dividend at a particular

time in that fiscal period from a corporation that was,
the purposes of sections 93 and 113, a foreign  affiliate
the taxpayer at that particular time, the portion of
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amount of that dividend that is included in the value of A in
respect of the affiliate for the year and that is deemed by
paragraph  93.1(2)( a) to have been received by the affiliate

for the purposes of sections 93 and 113, and

(b) in any other case, nil;
(4) Paragraph 95(2)( g) of the Act is replaced by the following:

(g) where, because of a fluctuation in the value of the currency
of a country other than Canada relative to the value of Canadian

currency, a particular foreign affiliate of a taxpayer in respect
of which the taxpayer has a qualifying interest throughout a
taxation year of the particular affiliate has earned income or

incurred a loss or realized a capital gain or a capital loss in
the year, on

) the settlement of a debt obligation (other than a
"specified debt obligation” as defined in subsection 142.2(1)),
that was owing to
(A) another foreign affiliate of the taxpayer in respect of
which the taxpayer has a qualifying interest throughout  the
year or any other non-resident corporation to which the
particular affiliate and the taxpayer are related throughout
the vyear (referred to in this paragraph as a "qualified
foreign  corporation"), or
(B) the  particular affiliate by a qualified foreign
corporation,
(i) the redemption, cancellation or acquisition of a share of
the capital stock of, or the reduction of the capital of, the
particular affiliate or another  foreign affiliate of the
taxpayer in respect of which the taxpayer has a qualifying
interest throughout the vyear (other than a "mark-to-market
property" as defined in subsection 142.2(1)), or
(i) the disposition to a qualified foreign  corporation of a
share of the capital stock of another foreign  affiliate of the
taxpayer in respect of which the taxpayer has a qualifying
interest throughout the vyear (other than a "mark-to-market
property" as defined in subsection 142.2(1))
that income, gain or loss, as the case may be, is deemed to be
nil;

(5) Paragraph 95(2)( h) of the Act is repealed.

(6) The portion of subsection 95(2.2) of the Act before paragraph
(a) is replaced by:
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Rule for
subsection (2)
(2.2) For the purpose of subsection (2),
(7) The portion of paragraph 95(6)( a) of the Act before

subparagraph (i) is replaced by the following:

(a) where any person or partnership has a right under a contract,

in equity or otherwise, either immediately or in the future and

either absolutely or contingently, to, or to acquire, shares of

the capital stock of a corporation or interests in a partnership
and

(8) Subparagraph 95(6)( a)(i) of the Act is replaced by the
following:

(i) it can reasonably be considered that the principal purpose

for the existence of the right is to permit any person to

avoid, reduce or defer the payment of tax or any other amount

that would otherwise be payable under this Act, those shares or
partnership interests, as the case may be, are deemed to be
owned by that person or partnership; and

(9) Paragraph 95(6)( b) of the Act is replaced by the following:

( b) where a person or partnership acquires or disposes of shares

of the capital stock of a corporation or interests in a
partnership  , either directly or indirectly, and it can reasonably

be considered that the principal purpose for the acquisition or

disposition is to permit a person to avoid, reduce or defer the

payment of tax or any other amount that would otherwise be

payable under this Act, that acquisition or disposition is deemed
not to have taken place , and where the shares or partnership
interests were unissued by the corporation or partnership
immediately before the acquisition, those shares or partnership
interests, as the case may be, are deemed not to have been
issued.

(10) Subsections (1), (3) and (7) to (9) apply after November
1999.

(11) Subsection (2) applies to taxation years, of foreign
affiliates, that begin after November 1999.

(12) Subsections (4) to (6) apply to taxation years of a foreign
affiliate of a taxpayer that begin after November 1999 except that,
where the taxpayer so elects in writing and files the election with
the Minister of National Revenue before 2002, those subsections
apply to taxation years, of all of its foreign affiliates, that
began after 1994 and, notwithstanding subsections 152(4) to (5) of
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the Act, any assessment of a taxpayer's tax payable under the Act
for any of those taxation years shall be made that is necessary to
take into account the application of subsections (4) to (6).

47. (1) Paragraph 96(2.4)( a) of the Act is replaced by the
following:

(a) by operation of any law governing the partnership
arrangement, the liability of the member as a member of the

partnership is limited (except by operation of a provision of a
statute of Canada or a province that limits the member’s
liability only for debts, obligations and liabilities of the
partnership, or any member of the partnership, arising from
negligent acts or omissions or misconduct that another member of
the partnership or an employee, agent or representative of the
partnership commits in the course of the partnership business
while the partnership is a limited liability partnership);

(2) Subsection (1) applies after 1997.

48. (1) Subsection 104(1) of the Act is replaced by the
following:

Reference to
trust or estate

104. (1) In this Act, a reference to a trust or estate (in this

subdivision referred to as a "trust”) shall, unless the context
otherwise  requires , be read to include a reference to the trustee,
executor, administrator, liquidator of the succession , heir or
other legal representative having ownership or control of the trust

property, but, except for the purposes of this subsection,
subsection (1.1) and paragraph (k) of the definition "disposition”

in  subsection 248(1), a trust is deemed to not include an
arrangement under which the trust can reasonably be considered to
act as agent for all the beneficiaries under the trust with respect

to all dealings with all of the trusts property  unless the trust
is described in any of paragraphs (a) to (e.l) of the definition
“trust” in subsection 108(1).

Restricted
meaning of
"beneficiary"

(1.1 For the purposes of  subsection (1), subparagraph
73(1.02)(  b)(ii) and paragraph 107.4(1)( e), a person or partnership
is deemed not to be a beneficiary under a trust at a particular
time where the person or partnership is beneficially interested in

the trust at the particular time solely because of
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(a) a right that may arise as a consequence of the terms of the
will  or other testamentary instrument of an individual who, at
the particular time, is a beneficiary under the trust;

(b) a right that may arise as a consequence of the law governing
the intestacy of an individual;

(c¢) a right as a shareholder under the terms of the shares of the

capital stock of a corporation that, at the particular time, is
a beneficiary under the trust;

(d) a right as a member of a partnership under the terms of the
partnership agreement, where, at the particular time, the
partnership is a beneficiary under the trust; or

(e) any combination of rights described in paragraphs (a) to (d).

(2) The portion of subsection 104(4) of the Act before paragraph
(a) is replaced by the following:

Deemed
disposition by
trust
(4) Every trust is , at the end of each of the following days,
deemed to have disposed of each property of the trust (other  than

exempt property) that was capital property (other than excluded

property or depreciable property) or land included in the inventory

of a business of the trust for proceeds equal to its fair market

value (determined  with reference to subsection  70(5.3)) at the end
of that day and to have reacquired the property immediately after
for an amount equal to that fair market value, and for the purposes

of this Act those days are

(3) Paragraph 104(4)( a) of the Act is amended by striking out the
word "or" at the end of subparagraph (i.1), by adding the word "or"
at the end of subparagraph (i) and by replacing the portion after
subparagraph (ii) with the following:

(ii.1) is a trust (other than a trust the terms of which are
described in clause (iv)(A) that elects in its return of income
under this Part for its first taxation year that this
subparagraph not apply) that was created after 1999 by a
taxpayer during the taxpayer’s lifetime that, at any time after
1999, was a trust

under which
(i) the taxpayer’s spouse or common-law partner was entitled

to receive all of the income of the trust that arose before the
spouse’s or common-law partner’s death and no person except the
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spouse or common-law partner could, before the spouse’s or
common-law partner’s death, receive or otherwise obtain the use
of any of the income or capital of the trust, or

(iv) in the case of a trust described in subparagraph (ii.1)
created by a taxpayer who had attained 65 years of age at the
time the trust was created,

(A) the taxpayer was entitled to receive all of the income of
the trust that arose before the taxpayer’s death and no
person except the taxpayer could, before the taxpayer’s
death, receive or otherwise obtain the use of any of the
income or capital of the trust,

(B) the taxpayer or the taxpayer’s spouse was, in combination

with the spouse or the taxpayer, as the case may be, entitled

to receive all of the income of the trust that arose before
the later of the death of the taxpayer and the death of the
spouse and no other person could, before the later of those
deaths, receive or otherwise obtain the use of any of the
income or capital of the trust, or

(C) the taxpayer or the taxpayer’'s common-law partner was, in
combination with the common-law partner or the taxpayer, as
the case may be, entitled to receive all of the income of the
trust that arose Dbefore the later of the death of the
taxpayer and the death of the common-law partner and no other
person could, before the later of those deaths, receive or
otherwise  obtain the wuse of any of the income or capital of
the trust,

the day on which the death or the later death, as the case may
be, occurs ;

(4) Subsection 104(4) of the Act is amended by adding the

following after paragraph ( a.l):

(a.2) where the trust makes a distribution to a beneficiary in
respect of the beneficiary’s capital interest in the trust, it is
reasonable to conclude that the distribution was financed by a
liability of the trust and one of the purposes of incurring the
liability was to avoid taxes otherwise payable wunder this Part as
a consequence of the death of any individual, the day on which
the distribution is made (determined as if a day ends for the
trust immediately after the time at which each distribution is
made by the trust to a beneficiary in  respect of the
beneficiary’s capital interest in the trust);

(a.3) where property (other  than property described in any of
subparagraphs  128.1(4)( b)(i)) to (i) has been transferred by a
taxpayer after December 17, 1999 to the trust in circumstances to
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which subsection  73(1) applies, it is reasonable to conclude that
the property was so transferred in anticipation that the taxpayer
would subsequently cease to reside in Canada and the taxpayer
subsequently  ceases to reside in Canada, the first day after that
transfer during which the taxpayer ceases to reside in Canada
(determined as if a day ends for the trust immediately after each
time at which the taxpayer ceases to be resident in Canada);

(5) Paragraph 104(4)( c) of the Act is replaced by the following:

(c) the day that is 21 years after any day (other than a day
determined under paragraph ( a), ( al1), (a2 or (a3) ) that is,
because of this subsection, a day on which the trust is deemed to

have disposed of each such property.

(6) The portion of subsection 104(5) of the Act before paragraph
(a) is replaced by the following:

Depreciable
property
(5) Every trust is, at the end of each day determined under
subsection (4) in respect of the trust, deemed to have disposed of
each property of the trust (other than exempt property) that was a

depreciable property of a prescribed class of the trust for

proceeds equal to its fair market value at the end of that day and

to have reacquired the property immediately after that day at a
capital cost (in this subsection referred to as the "deemed capital

cost") equal to that fair market value, except that

(7) The portion of subsection 104(5.2) of the Act before
paragraph ( b) is replaced by the following:

Resource
property

(5.2) Where at the end of a day determined under subsection (4)
in respect of a trust the trust owns a Canadian resource property
(other than an exempt property) or a foreign resource property
(other than an exempt property) ,

(a) for the purpose of determining the amounts under subsection
59(1), paragraph 59(3.2)( c), subsections 66(4) and 66.2(1), the
definition  "cumulative  Canadian development expense” in
subsection 66.2(5), subsection 66.4(1) and the definition
"cumulative Canadian oil and gas property expense" in subsection
66.4(5), the trust is deemed

(i) to have a taxation year (in this subsection referred to as
the "old taxation year") that ended at the end of that day and
a new taxation year that begins immediately after that day, and
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(i) to have disposed, immediately before the end of the old
taxation year, of each of those properties for proceeds that
became receivable at that time equal to its fair market value

at that time and to have reacquired, at the beginning of the

new taxation year, each such property for an amount equal to
that fair market value; and

(8) Subsection 104(5.3) of the Act is amended by adding the word
"and" at the end of paragraph ( b.1) and by replacing the portion of
paragraph ( c¢) before subparagraph (i) with the following:

(c¢) subsection 107.4(3) does not apply to a disposition by the
trust during the period

(9) Subsection 104(5.3) of the Act is amended by striking out the
word "and" at the end of paragraph ( c) and by repealing paragraph

(d).

(10) The portion of subsection 104(5.8) of the Act before
paragraph ( a) is replaced by the following:

Trust transfers

(5.8) Where capital property (other than excluded property), land
included in inventory, Canadian resource property or foreign
resource property is transferred at a particular time by a trust
(in this subsection referred to as the "transferor trust”) to
another trust (in this subsection referred to as the "transferee

trust”) in circumstances in which subsection 107(2) or 107.4(3) or
paragraph (f) of the definition "disposition” in subsection  248(1)
applies,
(11) The portion of subparagraph 104(5.8)( a)(i) of the Act before

clause (A) is replaced by the following:

(i) subject to paragraphs (b) to (b.2) , the first day (in this

subsection referred to as the "disposition day") that ends at

or after the particular time that would, if this section were

read without reference to paragraphs (4)( a.2) and (a.3) , be
determined in respect of the transferee trust is deemed to be
the earliest of

(12) Clause 104(5.8)( a)(i)(C) of the Act is replaced by the
following:

(C) the first day that ends at or after the particular time,
where

() the transferor trust is a joint  partner trust, a post-
1971 partner trust or a trust described in the definition
"pre-1972  spousal trust” in subsection 108(1), and



- 64 -

(1 the spouse or common-law partner referred to in
paragraph  (4)( a) or in the definition "pre-1972 spousal
trust” in  subsection 108(1) is alive at the particular

time,

(C.1) the first day that ends at or after the particular
time, where

() the transferor trust is an alter ego trust or a joint
partner  trust, and

(I the taxpayer referred to in paragraph (4)( a) is alive
at the particular time, and

(13) Paragraph 104(5.8)( b) of the Act is replaced by the
following:

( b) paragraph ( a) does not apply in respect of the transfer where
(i) the transferor trust is a post-1971  partner trust or a
trust described in the definition "pre-1972  spousal trust" in
subsection 108(1) |,

(i) the spouse or common-law partner referred to in paragraph

(4)( a or in the definition "pre-1972 spousal trust” in
subsection 108(1) is alive at the particular time, and

(i) the transferee trust is a post-1971  partner trust or a
trust described in the definition "pre-1972  spousal trust" in

subsection 108(1);

(b.1) paragraph (&) does not apply in respect of the transfer
where

(i) the transferor trust is an alter ego trust,

(i) the taxpayer referred to in paragraph (4)( a) is alive at
the particular time, and

(iir) the transferee trust is an alter ego trust;

(b.2) paragraph (&) does not apply in respect of the transfer
where

(i) the transferor trust is a joint  partner  trust,

(i) either the taxpayer referred to in paragraph (4)( a), or
the spouse or common-law partner referred to in that paragraph,
is alive at the particular time, and

(iir) the transferee trust is a joint  partner  trust; and
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(14) Subsection 104(6) of the Act is amended by striking out the
word "and" at the end of paragraph ( a.2) and by adding the
following after that paragraph:

(a.3) in the case of an inter vivos trust deemed by subsection

143(1) to exist in  respect of a congregation that is a
constituent part of a religious organization, such part of its
income for the vyear as became payable in the year to a
beneficiary; and

(15) Clauses 104(6)( b)(ii)(A) and (B) of the Act are replaced by
the following:

(A) is a post-1971  partner  trust that was created after
December 20, 1991, or

(B) would be a post-1971 partner trust if the reference in
paragraph (4)( a) to "at the time it was created" were read as
"on December 20, 1991",

(16) Paragraph 104(6)( b) of the Act is amended by striking out
the word "and" at the end of subparagraph (i) and by replacing
subparagraph (iii) with the following:

(i.1) where the trust is an alter ego trust or a joint partner
trust and the death or later death, as the case may be,
referred to in subparagraph (4)( a)(iv) has not occurred before
the end of the year, such part of the amount that, but for this
subsection and subsections (12), 12(10.2) and 107(4), would be

its income as became payable in the year to a beneficiary

(other than a taxpayer , spouse or common-law partner referred
to in clause (4)( a)(iv)(A), (B) or (C) or was included under
subsection 105(2) in computing the income of a beneficiary
(other than such a taxpayer, spouse or common-law partner), and

(i) where the trust is an alter ego trust, a joint partner
trust or a post-1971 partner trust and the death or the later
death, as the case may be, referred to in paragraph (4)( a) in
respect of the trust occurred on a day in the year, the amount,
if any, by which

(A) the maximum amount that would be deductible under this

subsection in computing the trust's income for the vyear if
this subsection were read  without reference to this
subparagraph

exceeds the total of

(B) the amount that, but for this subsection and subsections
(12), 12(10.2) and 107(4), would be its income as became
payable in the vyear to the taxpayer, spouse or common-law
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partner referred to in subparagraph @) a)(ii) or clause
@ a@v)(A), (B) or (C), as the case may be, and
(C) the amount that would be the trust's income for the year

if that income were computed without reference to this
subsection and subsection (12) and as if the year began
immediately after the end of the day,

(17) Subsection 104(13) of the Act is replaced by the following:

Income of
beneficiary

(13) There shall be included in computing the income for a
particular taxation year of a beneficiary under a trust such of the
following amounts as are applicable:

(a) in the case of a trust (other than a trust referred to in

paragraph ( a) of the definition "trust" in subsection 108(1)),

such part of the amount that, but for subsections (6) and (12),

would be the trust’'s income for the trust's taxation year that
ended in the particular year as became payable in the trust's
year to the beneficiary; and

(b) in the case of a trust governed by an employee benefit plan
to which the beneficiary has contributed as an employer, such
part of the amount that, but for subsections (6) and (12), would

be the trust's income for the trust’s taxation year that ended in
the particular year as was paid in the trust’s year to the
beneficiary.

(18) Paragraphs 104(15)( a) and ( b) of the Act are replaced by the
following:

(a) where the trust is an alter ego trust, a joint  partner trust,
a post-1971 partner trust or a trust described in the definition
"pre-1972 spousal trust” in subsection 108(1) at the end of the

year and a beneficiary, referred to in paragraph (4)( a) or in
that definition, is alive at the end of the year, an amount equal

to

@) if the preferred beneficiary is a beneficiary so referred
to , the trust's accumulating income for the year, and

(i) in any other case, nil;

(b) where paragraph ( a) does not apply and the preferred
beneficiary’s interest in the trust is not solely contingent on

the death of another beneficiary who has a capital interest in

the trust and who does not have an income interest in the trust,

the trust's accumulating income for the year; and
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(19) The portion of subsection 104(19) of the Act after paragraph
( b) is replaced by the following:

if so designated by the trust in respect of the beneficiary in
its return of income for the vyear, is deemed, for the purposes of
paragraphs 82(1)( b) and 107(1)( c¢) and (d) and section 112, not to
have been received by the trust, and for the purposes of this Act
(other than Part XIlll), to be a taxable dividend on the share
received by the beneficiary in the particular year from the
corporation.

(20) The portion of subsection 104(21.2) of the Act before
paragraph ( a) is replaced by the following:

Beneficiaries’
taxable capital
gain

(21.2) Where, for the purposes of subsection (21), a personal
trust or a trust referred to in subsection 7(2) designates an
amount in respect of a beneficiary in respect of its net taxable
capital gains for a taxation year (in this subsection referred to
as the "designation year"),

(21) Subsection (1) applies to the 1998 and subsequent taxation
years except that, in connection with transfers of property that
occur before December 24, 1998, subsection 104(1) of the Act, as
enacted by subsection (1), shall be read as follows:

"104. (1) In this Act, a reference to a trust or estate (in this
subdivision referred to as a "trust") shall, unless the context
otherwise requires, be read to include a reference to the trustee,
executor, administrator, liquidator of the succession, heir or
other legal representative having ownership or control of the trust

property."
(22) Subsection (2) applies

(a) to days after December 23, 1998 that are determined in
respect of a trust under subsection 104(4) of the Act, as amended
by this section; and

(b) for the purpose of determining the cost amount to a trust
after December 23, 1998 of property, to days after 1992 that are
determined in respect of the trust under subsection 104(4) of the
Act, as amended by this section.

(23) Subsections (3) and (5) and (15) to (17) apply to the 2000
and subsequent taxation years except that, with regard to a trust
created by a taxpayer at a particular time in 2000 for the benefit
of another individual, subparagraphs 104(4)( a)(iii) and (iv) of the
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Act, as enacted by subsection (3), shall be read without reference

to the words "or common-law partner" and "or common-law partner’s"

and to clause 104(4)( a)(iv)(C) of the Act, as enacted by subsection

(3), unless, because of an election under section 144 of the
Modernization of Benefits and Obligations Act, chapter ..... of the
Statutes of Canada, 2000, sections 130 to 142 of that Act applied

at the particular time to the taxpayer and the other individual.

(24) Subsection (4) applies to days after December 17, 1999 that
are determined under subsection 104(4) of the Act, as amended by
this section.

(25) Subsections (6) and (7) apply to days after December 23,
1998 that are determined under subsection 104(4) of the Act, as
amended by this section.

(26) Subsections (8) and (9) apply to transfers made after
December 23, 1998.

(27) Subsection (10) applies to transfers made after February 11,
1991 except that, for transfers made before December 24, 1998, the
portion of subsection 104(5.8) of the Act before paragraph ( a), as
enacted by subsection (10), shall be read as follows:

"(5.8) Where capital property (other than excluded property),
land included in inventory, Canadian resource property or foreign
resource property is transferred at a particular time by a trust
(in this subsection referred to as the "transferor trust”) to
another trust (in this subsection referred to as the "transferee

trust”) in circumstances in which paragraph ( e) of the definition
"disposition” in section 54 or subsection 107(2) applies and the
transferee trust is not described in paragraph ( g) of the

definition "trust" in subsection 108(1),"

(28) Subsection (11) applies to transfers made after December 17,
1999.

(29) Subsections (12) and (13) apply to transfers made after
1999.

(30) Subsection (14) applies to the 1998 and subsequent taxation
years.

(31) Subsection (18) applies to the 2000 and subsequent taxation
years.

(32) Subsection (19) applies to taxation years that end after
2000.

(33) Subsection (20) applies to taxation years, of trusts, that
begin after February 22, 1994.
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49. (1) Subsection 106(1.1) of the Act is replaced by the
following:

Cost of income

interest in a
trust

(1.1) The cost to a taxpayer of an income interest of the
taxpayer in a trust is deemed to be nil unless

(a) any part of the interest was acquired by the taxpayer from a
person who was the beneficiary in respect of the interest
immediately before that acquisition; or

(b) the cost of any part of the interest would otherwise be
determined not to be nil under paragraph 128.1(1)( «c¢) or (4)( o).

(2) Paragraph 106(2)( a) of the Act is replaced by the following:

(a) except where subsection (3) applies to the disposition , there
shall be included in computing the taxpayer’s income for the year

the amount, if any, by which

(1) the proceeds of disposition

exceed
(i)  where that interest includes a right to enforce payment of
an amount by the trust, the amount in respect of that right
that has been included in computing the taxpayer’s income for

a taxation year because of subsection 104(13);

(3) Subsections (1) and (2) apply to the 2000 and subsequent
taxation years.

50. (1) The portion of paragraph 107(1)( a) of the Act before
subparagraph (i) is replaced by the following:

(a) where the trust is a personal trust or a prescribed trust,
for the purpose of computing the taxpayer’s capital gain, if any,

from the disposition, the adjusted cost base to the taxpayer of
the interest or the part of the interest, as the case may be,

immediately before the disposition is, unless any part of the
interest has ever been acquired for consideration and, at the
time of the disposition, the trust is non-resident , deemed to be

the greater of
(2) Paragraph 107(1)( b) of the Act is repealed.

(3) The portion of subsection 107(1) of the Act after paragraph
(d) is repealed.
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(4) Subsection 107(1.1) of the Act is replaced by the following:

Cost of capital
interest in a
trust

(1.1) The cost to a taxpayer of a capital interest of the
taxpayer in a personal trust or a prescribed @ trust is deemed to be,

(a) where the taxpayer elected under subsection 110.6(19) in
respect of the interest and the trust does not elect under that
subsection in respect of any property of the trust, the
taxpayer's cost of the interest determined under paragraph
110.6(19)( a); and

(b) in any other case, nil, unless
(i) any part of the interest was acquired by the taxpayer from
a person who was the beneficiary in respect of the interest
immediately before that acquisition, or

(i) the cost of any part of the interest would otherwise  be
determined not to be nil under section 48 as it read in its
application before 1993 or under paragraph 111(4)( e) or
128.1(1)( ¢) or (4)( o).

(5) The portion of subsection 107(2) of the Act before paragraph
(a) is replaced by the following:

Distribution by
personal trust

(2) Subject to subsection (2.001) , where at any time a property
of a personal trust or a prescribed trust is distributed by the
trust to a taxpayer who was a beneficiary under the trust in
satisfaction of all or any part of the taxpayer's capital interest
in the trust,

(6) The portion of subsection 107(2) of the Act before paragraph
(a), as enacted by subsection (5), is replaced by the following:

Distribution by
personal trust

(2) Subject to subsections (2.001), (2.002) and (4) to (5) , where
at any time a property of a personal trust or a prescribed trust is
distributed by the trust to a taxpayer who was a beneficiary under
the trust and there is a resulting disposition of all or any part
of the taxpayer's capital interest in the trust,
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(7) Paragraphs 107(2)( b) and ( c) of the Act are replaced by the
following:

( b) subject to subsection (2.2), the taxpayer is deemed to have

acquired the property at a cost equal to the total of its cost

amount to the trust immediately before that time and the
specified percentage  of the amount, if any, by which

(i) the adjusted cost base to the taxpayer of the capital

interest or part of it , as the case may be, immediately before

that time (determined without reference to paragraph (1)( a))
exceeds

(i) the cost amount to the taxpayer of the capital interest or
part of it , as the case may be, immediately before that time;

(b.1) for the purpose of paragraph (b), the specified percentage
is,

) where the property is capital property (other than
depreciable property), 100%,

(i)  where the property is eligible capital property in respect

of a business of the trust, 100%, and
(i) in any other case, 75%
(c) the taxpayer is deemed to have disposed of all or part, as

the case may be, of the capital interest for proceeds equal to
the amount, if any, by which

(1) the cost at which the taxpayer would be deemed by paragraph
(b) to have acquired the property if the specified percentage
referred to in that paragraph were 100%

exceeds
(i) the total of all amounts each of which is an eligible
offset at that time of the taxpayer in respect of the capital
interest or the part of it
(8) Subsection 107(2) of the Act is amended by striking out the
word "and" at the end of paragraph ( d) and by adding the following
after that paragraph:

(d.1) the property is deemed to be taxable Canadian property of
the taxpayer where

() the taxpayer is non-resident at that time,
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(i) that time is before October 2, 1996, and

(i) the property was deemed by paragraph 51(1)( f), 85(1)( /)
or 85.1(1)( a), subsection 87(4) or (5) or paragraph 97(2)( c) to
be taxable Canadian property of the trust; and

(9) Section 107 of the Act is amended by adding the following
after subsection (2):

No r_oIIover on
election by a

trust

(2.001) Where a trust makes a distribution of a property to a
beneficiary of the trust in full or partial satisfaction of the
beneficiary’s capital interest in the trust and so elects in
prescribed form filed with the Minister  with the trust’s return  of
income for its taxation year in which the distribution occurred,
subsection (2) does not apply to the distribution if

(a) the trust is  resident in Canada at the time of the
distribution;

(b) the property is taxable Canadian property; or

(c¢) the property is capital property used in, eligible capital
property in respect of, or property described in the inventory
of, a business carried on by the trust through a permanent
establishment (as defined by regulation) in Canada immediately
before the time of the distribution.

No r_oIIover on
election by a

beneficiary

(2.002) Where a non-resident trust makes a distribution of a
property  (other than a property described in paragraph (2.001)( b)
or (c)) to a beneficiary of the trust in  full or partial
satisfaction of the beneficiary’s capital interest in the trust and
the  beneficiary makes an election under this subsection in
prescribed form filed with  the Minister with  the beneficiary’s
return  of income for the beneficiary’s taxation year in which the
distribution occurred,

(a) subsection (2) does not apply to the distribution; and

(b) for the purpose of subparagraph (1)( a)(ii), the cost amount

of the interest to the beneficiary is deemed to be nil.

(10) The portion of subsection 107(2.01) of the Act before
paragraph ( a) is replaced by the following:
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Distribution of
principal
residence

(2.01) Where property that would, if a personal trust had
designated the property under paragraph ( c.1) of the definition
"principal residence" in section 54, be a principal residence
(within the meaning of that definition) of the trust for a taxation
year, is at any time (in this subsection referred to as "that
time") distributed by the trust to a taxpayer in circumstances to
which subsection (2) applies and the trust so elects in its return
of income for the taxation year that includes that time,

(11) Subsection 107(2.1) of the Act is replaced by the following:

Other
distributions

(2.1) Where at any time a property of a trust is distributed by

the trust to a beneficiary under the trust, there would, if this
Act were read without reference to paragraphs (h) and (/) of the
definition "disposition” in  subsection 248(1), be a resulting
disposition of all or any part of the beneficiary’s capital
interest in the trust (which interest or part, as the case may be,
is in this subsection referred to as the "former interest”) and the
rules in subsection (2) and section 132.2 do not apply in respect
of the distribution,
(a) the trust is deemed to have disposed of the property for
proceeds equal to its fair market value at that time;
( b) the beneficiary is deemed to have acquired the property at a
cost equal to the proceeds determined under paragraph (a);
(c) the Dbeneficiary’s proceeds of disposition of the portion  of
the former interest disposed of by the beneficiary on the
distribution are deemed to be equal to the amount, if any, by
which
() the proceeds determined under paragraph (a) (other than the
portion, if any, of the proceeds that is a payment to which
paragraph (h) or (i) of the definition "disposition” in

subsection  248(1) applies)
exceed the total of

(i) where the property is not a Canadian resource property or
foreign  resource  property, the amount, if any, by which

(A) the fair market value of the property at that time
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exceeds the total of

(B) the cost amount to the trust of the property immediately
before that time, and

(C) the portion, if any, of the excess that would be
determined under this subparagraph if this subparagraph were
read without reference to this clause that represents a
payment to which paragraph (h) or (i) of the definition
"disposition” in  subsection 248(1) applies, and

(i) all amounts each of which is an eligible offset at that
time of the taxpayer in respect of the former interest; and

(d) notwithstanding paragraphs (a) to (c¢), where the trust is
non-resident at that time, the property is not described in
paragraph  (2.001)( b) or (c) and, if this Act were read without
reference to this paragraph, there would be no income, loss,
taxable capital gain or allowable capital loss of a taxpayer in
respect of the property because of the application of subsection
75(2) to the disposition at that time of the property,

(i) the trust is deemed to have disposed of the property for
proceeds equal to the cost amount of the property,

(i) the beneficiary is deemed to have acquired the property at
a cost equal to the fair market value of the property, and
(i) the beneficiary’s proceeds of disposition of the portion
of the former interest disposed of by the beneficiary on the
distribution are deemed to be equal to the amount, if any, by
which

(A) the fair market value of the property

exceeds the total of

(B) the portion, if any, of the amount of the distribution
that is a payment to which paragraph (h) or (/) of the
definition "disposition” in subsection 248(1) applies, and
(C) all amounts each of which is an eligible offset at that
time of the taxpayer in respect of the former interest.

Gains not

distributed to

beneficiaries

(2.11) Where a trust makes one or more distributions of property
in a taxation year in circumstances to which subsection (2.1)

applies (or, in the case of property distributed after  October 1,
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1996 and before 2000, in circumstances to which subsection 5)
applied)

(a) where the trust is resident in Canada at the time of each of

those distributions and has so elected in prescribed form filed

with  the trust’'s return for the year or a preceding taxation

year, the income of the trust for the year (determined without

reference to subsection 104(6)) shall, for the purposes of
subsections 104(6) and (13), be computed without regard to all of
those distributions to  non-resident persons (including a
partnership other than a Canadian partnership); and

(b) where the trust is resident in Canada at the time of each of
those distributions and has so elected in prescribed form filed

with  the trust’'s return for the year or a preceding taxation

year, the income of the trust for the year (determined without

reference to subsection 104(6)) shall, for the purposes of

subsections 104(6) and (13), be computed without regard to all of
those distributions.

(12) Subsection 107(3) of the Act is repealed.

(13) Subsection 107(4) of the Act is replaced by the following:
Trusts in
favour of
spouse, common-

law partner or
self

(4) Subsection (2.1) applies at any time to property distributed
to a beneficiary by a trust described in paragraph 104(4)( a) where

(a) the beneficiary is not

() in the case of a post-1971 partner trust, the partner or
common-law partner  referred to in paragraph 104(4)( a),

(i) in the case of an alter ego trust, the taxpayer referred
to in paragraph 104(4)( a), and

(i) in the case of a joint partner trust, the taxpayer,
spouse or common-law  partner referred to in  paragraph
104(4)( a); and
(b) a taxpayer, spouse or common-law partner referred to in
subparagraph  ( a)(i), (in), or (iii), as the case may be, is alive

on the day of the distribution.

(14) The portion of subsection 107(4.1) of the Act after
paragraph ( c¢) is replaced by the following:
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subsection (2.1) applies in respect of the distribution.
(15) Subsection 107(5) of the Act is replaced by the following:

Distribution to
non-resident

(5) Subsection (2.1) applies in respect of a distribution of a
property (other than a share of the capital stock of a
non-resident-owned investment  corporation or property described in

any of subparagraphs  128.1(4)( b)(i) to (iii)) by a trust resident
in Canada to a non-resident taxpayer (including a partnership other

than a Canadian partnership) in satisfaction of all or part of the
taxpayer’'s capital interest in the trust.
Instalment
interest

(5.1) Where, solely because of the application of subsection (5),
paragraphs (2( a to (c) do not apply to a distribution in a
taxation year of taxable Canadian property by a trust, in applying
sections 155, 156 and 156.1 and subsections 161(2), (4) and (4.01)
and any regulations made for the purpose of those provisions, the

trust’'s total taxes payable under this Part and Part 1.1 for the
year are deemed to be the lesser of

(a) the trust's total taxes payable under this Part and Part I.1
for the year, determined before taking into consideration the
specified future  tax consequences for the year, and

(b) the amount that would be determined under paragraph (a) Iif

subsection (5) did not apply to each distribution in the vyear of
taxable Canadian property to which the rules in subsection (2) do
not apply solely because of the application of subsection (5).

(16) Subsections (1) to (4) apply to the 2000 and subsequent
taxation years except that, in respect of transfers in 2000, for
the purposes of subsection 107(1) of the Act, as amended by
subsection (1), the residence of a transferee trust shall be
determined without reference to section 94 of the Act, as it read
before 2001.

(17) Subsection (5) applies to distributions made after October
1, 1996.

(18) Subsections (6) and (7), subsection 107(2.002) of the Act,
as enacted by subsection (9), and subsections (10) and (12) to (14)
apply to distributions made after 1999 except that, for
distributions made to a beneficiary before the particular day on
which this Act receives royal assent, an election under subsection
107(2.002) of the Act, as enacted by subsection (9), is deemed to
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have been made in a timely manner if it is made on or before the
beneficiary’s filing-due date for the taxation year that includes
the particular day.

(19) Subsection (8) applies in determining after October 1, 1996
whether property is taxable Canadian property.

(20) Subsection 107(2.001) of the Act, as enacted by subsection
(9), applies to distributions made after October 1, 1996 except
that, for distributions made from a trust before the particular day
on which this Act receives royal assent, an election under that
subsection 107(2.001) is deemed to have been made in a timely
manner if it is made on or before the trust's filing-due date for
the taxation year that includes the particular day.

(21) Subsection 107(2.1) of the Act, as enacted by subsection
(11), applies to distributions made after 1999 (other than
distributions made before March 2000 in satisfaction of rights
described in subsection 52(6) of the Act that were acquired before
2000).

(22) Subsection 107(2.11) of the Act, as enacted by subsection
(11), applies to distributions made after October 1, 1996 except
that, for distributions made from a trust before the particular day
on which this Act receives royal assent, an election under that
subsection 107(2.11) is deemed to have been made in a timely manner
if it is made on or before the trust's filing-due date for the
taxation year that includes the particular day.

(23) Subsection (15) applies to distributions made after October
1, 1996 except that, for distributions made after October 1, 1996
and before 2000, subsection 107(5) of the Act, as enacted by
subsection (15), shall be read as follows:

"(5) Where subsection (2) applies to a distribution at any time
by a trust resident in Canada of a property (other than a share of
the capital stock of a non-resident-owned investment corporation or
property described in any of subparagraphs 128.1(4)( b)(i) to (iii))
to a non-resident taxpayer (including a partnership other than a
Canadian partnership) who is a beneficiary under the trust in
satisfaction of the taxpayer's capital interest in the trust,
notwithstanding paragraphs (2)( a) to ( o),

(a) the trust is deemed to have disposed of the property for
proceeds equal to its fair market value at that time;

(b) the taxpayer is deemed to have acquired the property at a
cost equal to that fair market value; and

(c¢) the taxpayer is deemed to have disposed of all or part, as
the case may be, of the taxpayer’s capital interest in the trust,
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for proceeds of disposition equal to the adjusted cost base to
the taxpayer of that interest or part of the interest, as the
case may be, immediately before that time."

51. (1) The portion of section 107.1 of the Act before paragraph
(a) is replaced by the following:

Distribution by
employee trust,

employee
benefit plan or
similar trust
107.1 Where at any time any property of an employee trust, a
trust governed by an employee benefit plan or a trust described in
paragraph (a.l) of the definition "trust” in subsection  108(1) has

been distributed by the trust to a taxpayer who was a beneficiary
under the trust in satisfaction of all or any part of the
taxpayer’'s interest in the trust, the following rules apply:

(2) The portion of paragraph 107.1( a) of the Act before
subparagraph (i) is replaced by the following:

(a) in the case of an employee trust or a trust described in

paragraph (a.1) of the definition "trust” in  subsection 108(2),

(3) Subsections (1) and (2) apply to the 1999 and subsequent
taxation years.

52. (1) The Act is amended by adding the following after section
107.3:

Qualifying
disposition

1074 (1) For the purpose of this section, a "qualifying
disposition” of a property means a disposition of the property by
a person or partnership (in  this  subsection referred to as the
"contributor") as a result of a transfer of the property to a
particular trust  where

(a) the disposition does not result in a change in the beneficial

ownership of the property;

(b) the proceeds of disposition would, if this Act were read
without reference to this section and sections 69 and 73, not be
determined  under any provision of this Act;

(c) if the particular trust is non-resident, the disposition is
not
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(i) by a person resident in Canada or by a partnership (other

than a partnership each member of which is non-resident), or
(i) a transfer of taxable Canadian property from a
non-resident person who was resident in Canada in any of the
ten calendar years preceding the transfer;
(d) the contributor is not a partnership, if the disposition is
part of a series of transactions or events that begin after
December 17, 1999 that includes the cessation of the
partnership’s existence and a subsequent distribution from a
personal trust to a former member of the partnership in
circumstances to which subsection 107(2) applies;
(e) unless the contributor is a trust, there is immediately after
the disposition no absolute or contingent right of a person or
partnership (other than the contributor or, where the property
was co-owned, each of the joint  contributors) as a beneficiary
(determined with  reference to subsection 104(1.1)) under the
particular trust;
(f) the contributor is not an individual (other than a trust
described in any of paragraphs (a) to (e.l) of the definition
"trust” in  subsection 108(1)), if the particular trust is

described in any of paragraphs (a) to (e.l) of the definition
"trust"” in  subsection 108(2);

(g) the disposition IS not part of a series of transactions or

events
() that begins after December 17, 1999 and that includes the
subsequent  acquisition, for consideration given to a personal
trust, of a capital interest or an income interest in the
trust,
(i) that begins after December 17, 1999 and that includes the
disposition of all or part of a capital interest or an income
interest in a personal trust, other than a disposition solely
as a consequence of a distribution from a trust to a person or
partnership in satisfaction of all or part of that interest, or
(i) that begins after ANNOUNCEME DATE and that includes the
transfer to the particular trust of particular property as
consideration for the acquisition of a capital interest in the
particular trust, if the particular property can reasonably be
considered to have been received by the particular trust in
order to fund a distribution (other than a distribution that is
proceeds of disposition of a capital interest in the particular
trust);

(h) the disposition is not, and is not part of, a transaction
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() that occurs after December 17, 1999, and

(i) that includes the giving to the contributor, for the
disposition, of any consideration (other  than consideration
that is an interest of the contributor as a beneficiary under
the particular trust or that is the assumption by the
particular trust of debt for which the property can, at the
time of the disposition, reasonably be considered to be
security);
(/) subsection 73(1) does not apply to the disposition and would
not apply to the disposition if
() no election had been made under that subsection, and

(i) section 73 were read without reference to subsection
73(1.02); and

(j) if the contributor is an amateur athlete trust, a cemetery
care trust, an employee trust, an inter  vivos trust deemed by
subsection 143(1) to exist in respect of a congregation that s
a constituent part of a religious organization, a related

segregated fund trust (as defined by section 138.1), a ftrust
described in paragraph  149(1)( 0.4) or a trust governed by an

eligible funeral  arrangement, an employees profit sharing  plan,
a registered education savings plan or a registered supplementary
unemployment benefit plan, the particular trust is the same type
of trust.
Application of
paragraph
1) a)
(2) For the purpose of paragraph (1)( a),
(a) where a trust (in this paragraph referred to as the
"transferor trust"), in a period that does not exceed one day,
disposes of one or more properties in the period to one or more
other trusts, there is deemed to be no resulting change in the
beneficial ownership of those properties if
(i) the transferor trust receives no consideration for the
disposition, and
(i) as a consequence of the disposition, the beneficial
ownership at the beginning of the period of each beneficiary
under the transferor trust in each particular property  of the
transferor trust is the same as the beneficiary’s beneficial
ownership at the end of the period in the particular property
that relates to the beneficiary’s combined interest in the

transferor trust and in the other trust or trusts; and
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(b) where a trust (in  this paragraph referred to as the
"transferor") governed by a registered retirement savings plan or
by a registered retirement income fund transfers a property to a
trust (in  this paragraph referred to as the Ttransferee")
governed by a registered retirement savings plan or by a
registered retirement income fund, the transfer is deemed to not
result in a change in the beneficial ownership of the property if
the annuitant of the plan or fund that governs the transferor IS
also the annuitant of the plan or fund that governs the
transferee.
Tax
consequences  of
qualifying
dispositions
(3) Where at a particular time there is a qualifying disposition
of a property by a person or partnership (in  this  subsection
referred to as the "transferor") to a trust (in this subsection
referred to as the "transferee trust”),
(a) the transferor's proceeds of disposition of the property are
deemed to be
(i) where the transferor so elects in writing and files the
election with  the  Minister on or before the transferor's
filing-due date for its taxation year that includes the
particular time, or at any later time that Iis acceptable to the
Minister, the amount specified in the election that is not less
than the <cost amount to the transferor of the property
immediately before the particular time and not more than the
fair market value of the property at the particular time, and
(i) in any other case, the cost amount to the transferor of
the property immediately before the particular time;

(b) except as otherwise provided under  paragraph (c), the
transferee trust’s cost of the property is deemed to be the
amount, if any, by which

(i) the proceeds determined under paragraph (a) in respect of
the qualifying disposition

exceed

(i) the amount by which the transferor’s loss  otherwise
determined  from the qualifying disposition would be reduced
because of subsection 100(4), paragraph 107(1)( c¢) or (d) or any
of subsections 112(3) to (4.2), if the proceeds determined
under paragraph (&) were equal to the fair market value of the
property at the particular time;



- 82 -

(¢) notwithstanding subsection 206(4), for the purposes of Part
Xl and regulations made for the purposes of that Part, the
transferee trust’s cost of the property is deemed to be
(i) the cost amount to the transferor immediately before the
particular time where

(A) the particular time is before 2000,

(B) the transferor is a trust governed by a registered
retirement savings plan or a registered retirement income
fund,
(C) the transferee trust is governed by a registered
retirement savings plan or a registered retirement income
fund,

(D) the transferee trust  files a written election with  the
Minister on or before the later of March 1, 2001 and its
filing due-date  for its taxation year that includes the
particular time (or at such later date as is acceptable to
the Minister) that this subparagraph apply, and

(E) it can reasonably be considered that the election was not
made for the purpose of avoiding tax under Part XIl,

(i) the fair market value of the property at the particular
time where

(A) subparagraph (i) does not apply,

(B) the transferee trust  files a written election with  the
Minister on or before the later of March 1, 2001 and its
filing due-date  for its  taxation year that includes the
particular time (or at such later date as is acceptable to
the Minister) that this subparagraph apply, and

(C) it can reasonably be considered that the election was not
made for the purpose of avoiding tax wunder Part XIl,

(i) the fair market value of the property at the particular
time where

(A) subparagraph ) does not apply to the qualifying
disposition,

(B) the particular time is before 2000,
(C) the transferor is a trust governed by a registered

retirement savings plan or a registered retirement income
fund, and
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(D) the transferee trust is governed by a registered
retirement savings plan or a registered retirement income
fund, and
(iv) the cost amount to the transferor of the property
immediately before the particular time, in any other case;
(d) if the property was depreciable property of a prescribed
class of the transferor and its capital cost to the transferor
exceeds the cost at which the transferee trust is deemed by this
subsection to have acquired the property, for the purposes of
sections 13 and 20 and any regulations made for the purpose of

paragraph  20(1)( a),

(i) the -capital cost of the property to the transferee trust is

deemed to be the amount that was the capital cost of the
property to the transferor, and
(i) the excess is deemed to have been allowed to the

transferee trust in respect of the property under regulations
made for the purpose of paragraph 20(1)( a) in computing income

for taxation years that ended before the particular time;
(e) if the property was eligible capital property of the
transferor in respect of a business of the transferor,

() where the eligible capital expenditure of the transferor in

respect of the property exceeds the cost at which the
transferee trust is deemed by this subsection to have acquired
the property, for the purposes of sections 14, 20 and 24,

(A) the eligible capital expenditure of the transferee trust
in respect of the property is deemed to be the amount that
was the eligible capital expenditure of the transferor in
respect of the property, and

(B) 3/4 of the excess is deemed to have been allowed under
paragraph  20(1)( b) to the transferee trust in respect of the
property in computing income for taxation years that ended

() before the particular time, and

(1 after the adjustment time of the transferee trust in
respect of the business, and

(i) for the purpose of determining after the particular time
the amount to be included under subparagraph 14(0)( a)(v) or
paragraph  14(1)( b) in computing the transferee trust’s income
in respect of any subsequent disposition of the property of the
business, there shall be added to the \value otherwise
determined for € in the definition "cumulative eligible
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capital” in  subsection 14(5) the amount determined by the
formula

A x B/C
where

A is the amount, if any, determined for C in that

definition in respect of the business of the transferor
immediately before the particular time,

B is the farr market value of the property immediately
before the particular time, and

C is the fair market  value  immediately before the
particular time of all eligible capital  property of the
transferor in respect of the business;

(f) if the property was deemed to be taxable Canadian property of
the transferor by this paragraph or paragraph 51(1)( f), 85(1)( /)
or 85.1(1)( a), subsection 87(4) or (5 or paragraph 97(2)( c¢) or
107(2)( d.1), the property is deemed to be taxable Canadian
property of the transferee trust;

(g) where the transferor is a related segregated fund trust (in
this paragraph having the meaning assigned by section 138.1),

) paragraph 138.1(1)( /) does not apply in respect of a

disposition of an interest in the transferor that occurs in
connection  with the qualifying disposition, and
(i) in  computing the amount determined under  paragraph
138.1(1)( /) in respect of a subsequent  disposition of an
interest in the transferee trust where the interest is deemed
to exist in connection with a particular life  insurance policy,
the acquisition fee (as defined by subsection 138.1(6)) in
respect of the particular policy shall be determined as if each
amount determined under any of paragraphs 138.1(6)( a) to (d) in
respect of the policyholder’s interest in the transferor trust
had been determined in respect of the policyholder’s interest
in the transferee trust;

(h) if the transferor is a trust to which property had been

transferred by an individual (other than a trust),
() where subsection 73(1) applied in respect of the property
so transferred and it is reasonable to consider that the
property was so transferred in anticipation of the individual
ceasing to be resident in Canada, for the purposes of paragraph
104(4)( a.3) and the application of this paragraph to a

disposition by the transferee trust after the particular time,
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the transferee trust is deemed after the particular time to be
a trust to which the individual had transferred property in
anticipation of the individual ceasing to reside in Canada and

in circumstances to which subsection 73(1) applied, and

(i) for the purposes of paragraph (j) of the definition

"excluded right or interest” in  subsection 128.1(10) and the
application of this paragraph to a disposition by the
transferee trust after the particular time, where the property
so transferred was transferred in circumstances to which this

subsection would apply if subsection (1) were read without

reference  to paragraphs (1)( h) and (/), the transferee trust is
deemed after the particular time to be a trust an interest in
which was acquired by the individual as a consequence of a
qualifying disposition;

(/) if the transferor is a trust (other than a personal trust or
a trust  prescribed for the purposes of subsection 107(2)), the
transferee trust is deemed to be neither a personal trust nor a
trust  prescribed for the purposes of subsection 107(2);

(j) if the transferor is a trust and a taxpayer disposes of all
or part of a capital interest in the transferor because of the
qualifying disposition and, as a consequence, acquires a capital
interest or part of it in the transferee trust
(i) the taxpayer is deemed to dispose of the capital interest
or part of it in the transferor for proceeds equal to the cost
amount to the taxpayer of that interest or part of it
immediately before the particular time, and
(i) the taxpayer is deemed to acquire the capital interest or
part of it in the transferee trust at a cost equal to the

amount, if any, by which

(A) that cost amount

exceeds
(B) the amount by which the taxpayer's loss  otherwise
determined  from the disposition referred to in subparagraph

(i) would be reduced because of paragraph 107(1)( c¢) or (d) if
the proceeds under that subparagraph  were equal to the fair

market value of the capital interest or part of it in the
transferor immediately before the particular time;
(k) where the transferor is a trust, a taxpayer's beneficial
ownership in the property ceases to be derived from the
taxpayer’'s capital interest in the transferor because of the
qualifying disposition and no part of the taxpayer’s capital

interest in the transferor was disposed of because of the
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qualifying disposition, there shall, immediately after the
particular time, be added to the cost otherwise determined of the
taxpayer’s capital interest in the transferee trust, the amount

determined by the formula

AXx[B - C/B] -D

where

A is the cost amount to the taxpayer of the taxpayer's
capital interest in the transferor immediately  before the
particular time,

B is the fair market value immediately before the particular
time of the taxpayer's capital interest in the transferor,

C is the fair market value at the particular time of the
taxpayer’s capital interest in the transferor (determined
as if the only property disposed of at the particular time
were the particular property), and

C is the lesser of

(i) the amount, if any, by which the cost amount to the
taxpayer of the taxpayer’s capital interest in the transferor

immediately before  the particular time exceeds the fair
market value of the taxpayer capital interest in the
transferor immediately before the particular time, and
(i) the maximum amount by which the taxpayer’s loss from a
disposition of a capital interest otherwise  determined  could
have been reduced because of paragraph 107(1)( c¢) or (d) Iif
the taxpayer’s capital interest in the transferor had been
disposed of immediately before the particular time;
(/) where paragraph (k) applies to the qualifying disposition in
respect of a taxpayer, the amount that would be determined under
that paragraph in respect of the qualifying disposition if the
amount determined for D in that paragraph were nil shall,
immediately after the particular time, be deducted Iin computing
the cost otherwise determined of the taxpayer’s capital interest

in the transferor;

(m where paragraphs (j) and (k) do not apply in respect of the

qualifying disposition, the transferor is deemed to acquire the
capital interest or part of it in the transferee trust that s
acquired as a consequence of the qualifying disposition

(i) where the transferee trust is a personal trust, at a cost
equal to nil, and
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(i) in any other case, at a cost equal to the excess
determined  under paragraph (b) in respect of the qualifying
disposition; and

(n) if the transferor is a trust and a taxpayer disposes of all
or part of an income interest in the transferor because of the
qualifying disposition and, as a conseguence, acquires an income
interest or a part of an income interest in the transferee trust,
for the purpose of subsection 106(2), the taxpayer is deemed not
to dispose of any part of the income interest in the transferor
at the particular time.

Fair market
value of vested

interest in

trust
(4) Where
(a) a particular capital interest in a trust is held by a
beneficiary at any time,
(b) the particular interest is vested indefeasibly at that time,
(c) the trust is not described in any of paragraphs (a) to (e.l)
of the definition "trust"” in  subsection 108(1), and
(d) interests under the trust are not ordinarily disposed of for
consideration that reflects the fair market value of the net

assets of the trust,

the fair market value of the particular interest at that time is
deemed to be not less than the amount determined by the formula

(A - B) x (C/D)

where

A is the total fair market value at that time of all properties
of the trust,

B is the total of all amounts each of which is the amount of