
Capital 
Gains 



Is this’guide for you? office or ta centre. You cari find the addresses and 

This guide is for you if you had a capital gain or a capital 
loss in 1995. You generally bave a capital gain or a capital 

telephone numbers under “Revenue Canada” in the 
Government of Canada section of your telephone book. 

loss whenever you ~11, or are considered to bave sold, 
capital propertv. Capital ~ro~ertv is defined on page 9. Use Forms and publications 
S&d& 3: C&al &ins îor ~OS&~ in 1995, to r&oÏd your 
capital gain or capital 10s~. This schedule cornes with your 
General income ta): package. 

In the middle of this guide, you Will find two copies of 
some of the fomx you may bave to complete. Throughout 
the mide, we also refer to other forms and publications. If 

This guide uses plain language to explain the most common you-need any forms or publications, you c& order them 

income tax situations. If you need help after reading this from your tax services office or tax centre by mail, by 

guide, please contact your Revenue Canada tax services telephone, or in person. 

W e bave outlined the major changes to this guide 
below. For more details on these and other 

changes for 1995, sec the areas highlighted in blue 
throughout the guide. 

Changes 
Form Tl A, Requ& for 10s~ Cany-Bock - If you would 
like to carry a 1995 net capital loss back to 1992,1993, or 
1994 and use it to reduce your taxable capital gains in 
those years, or if you would like to carry a 1995 listed 
persona1 property loss back to 1992,1993, or 1994 and 
use it to reduce taxable capital gains from listed persona1 
property in those years, you need to complete 
Form TIA. This form is no longer induded with this 
guide. However, you cari get a copy from us. 

$75,000 capital Ualns deduction - The $75,000 capital 
gains deduction ($lqO,OOO x 3/4) is no longer available 
for dispositions of capital property or eligible capital 

property after February 22,1994. However, if you owned 
this type of properiy at the end of February 22,1994, and 
bave not used a11 of your $75,000 capital gains 
deductlon, you may still be able to benefit from thls 
deduction. If this is your situation, read the section 
called “Did you own capital property or eligible capital 
property at the end of February 22,1994?” on page 4. 

There are certain situations where you cari still claim the 
$75,000 capital gains deduction for 1995. For more 
information on capital gains eligible for the $75,000 
capital gains deduction for 1995, sec the chart on 
page 37. 

Proposed changes 
This guide includes income tax changes that bave be& 
announced, but were not law at the time of printing. 
However, we are getting ready to apply these changes. 

Blind or visually impaired persons cari get this publication in 
braille and large print, and on audio cassette and computer 
diskette. TO order, please cal1 l-800-267-1267 weekdays between 
8:15 a.m. and 5:00 p.m. (Eastern Time). 

La version française de cette publication est intitulée Gains en capital. 
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T’ .‘~~ hs sechon bas general information you need to know 
before you start to calculate your capital gain or capital 

1OSS. 

Throughout this guide, we use the terms sell, sold, buy, 
and bought. These words describe most capital 
!mnsactions. However, the information in this guide also 
applies to other dispositions or acquisitions, such as when 
you give or receive a gift. When reading this guide, you cari 
substitute the terms disposed of or acquired for sold or 
bought, if they more accurately describe your situation. 

Did you own capifal properfy or 
eligible capital properfy af fhe end of 
February 22,1994? 
The $75,000 capital gains deduction is no longer available 
for dispositions of capital property or eligible capital 
property after February 22,1994. However, if you owned 
«Us type of property at the end of February 22,1994, and 
you bave net used a11 of your $75,000 capital gains 
deduction, there is a special election that may be available 
to you. 

This election allows you to report an accrued capital gain 
on your income tax return and to daim a capital gains 
deduction, even though you did net actually sel1 your 
property. TO make this election, you bave to complete and 
file Form T664; Elution to Report II Capital Gain on Property 
Owned at the End of Februmy 22,1994. 

In most cases, this election was available only for the 1994 
taxation year and you had to file it by April30,1995. If you 
did net file an election by April30,1995, and you would 
like to take advantage of it for the 1994 taxation year, we 
will accept a late election up to Apri130,1997, if you 
estimate and pay a penalty at the time you achrally file it. 

If you sold property after February 22,1994, and realiied a 
capital gain, you cari file this election to report the capital 
gain accrued up to February 22,1994, and you cari daim a 
capital gains deduction, on your 1994 return. 

TO find out more about the election and how to calculate 
the penalty, sec the Capital Gains Election Package. The 
package includes Form T664. If you want to make a late 
election; do net submit an amended 1994 income tax rehxn. 
Instead, complete and submit Form T664, together with 
payment of the estimated penalty, to the Enquiries and 
Adjushnents Section at your tax centre. 

Election available for the 1995 taxation 
year 
The election described above is available for the 1995 
taxation year if you owned eligible capital property at 
the end of February 22,1994, and your business’ fiscal 
year that includes Pebmaty ‘X2,1994, ends in 1995. Note 
that a member of a partnership carmot make an election 
in respect of the eligible capital property owned by the 
partnership. 

Generally, you bave to file the election by June 15,1996. 
In this case, you should attach Form T664 to your 1995 
income tax retum. For more information about how the 
election works for eligible capital property of a business, 
read the chapter calld “Eligible Capital Expendihues” 
in one of the following guides that applies to your type 
of business: 

n Business and ProfessionaI Income; 

n Farming Income; and 

n Fishing Income. 

Did you sel1 personal-use properfy or 
your home? 
Most people are net affected by fhe capital gains rules 
because the property they own is for their persona1 use or 
enjoyment. When you sell personal-use property such as 
cars and boa&, usually you do net end up with a capital 
gain. This is because this type of property usually does net 
increase in value over the years. As a result, you may end 
up with a 10s~. Although you bave ta report a gain on the 
sale of personal-use property, generally you are net 
allowed to claim a 10~s. We explain the rules for 
personal-use property on page 20. 

If you sel1 your home for more than what it cost you, you 
usually do net bave to report the sale on your tax retum or 
pay tax on any gain as long as: 

. your home is your principal residence; and 

. you did net designate any other house as your principal 
residence while you owned your home. For more 
information, see Chapter 8. 

Do you have a capital transaction or 
an income transaction? 
You bave to know the answer to this question before you 
cm continue in this guide. If you sell a property and end 
up with a gain or a loss, it may be taxed in one of hvo ways: 

. as a capital gain or loss (capital transaction); or 

n as an income gain or loss (iicome transaction). 

If you dispose of a property, you need to determine if the 
transaction is a capital transaction or an income transaction. 
The facts surrounding the transaction determine the nahue 
of the gain or 10s~. 

For more information on the difference between capital and 
income transactions, see the following Interpretation 
Bulletins: 

n IT-459 - Adventure or Concem in the Nature of Trnde 

. IT-218 -Profit, Capital Gains nnd L+çsesfmn fhe Sale of 
Real Es&te, Including Fmnland ami Inherited Land 
and Conversion of Real Estatefrom Capital Property 
to lnventory and Vice Versa 

n IT-479 -Transactions in Securities, and its Special Release 
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The information in the rat of this guide de& only with 
capital transactions. Therefore, if you bave income 
transactions only, sec the income tax guide called Business 
and Professiona Income. 

When do you have a capital gain or a 
capital loss? 
Usually, you bave a capital gain or capital loss when you 
sel1 ‘or are considered to bave sold a capital property. The 
following are examples of cases where you are considered 
to bave sold capital propwty: 

. you exchange one property for another; 

. you give property (other than cash) as a gift; 

. you convert shares or other securities in your name; 

. you settle or cancel a debt owed to you; 

n you transfer certain property to a trust; 

n your property is exproptiated; 

. your property is stolen; 

. your property is destroyed; 

. an option that you hold to buy or sel1 property expires; or 

. a corporation redeems or cancels shares or other 
securities that you hold.* 

* If a corporation redeems shares that you hold, you Will 
usually bave a deetned dividend. The amount of the 
dividend Will be shown on a T5 slip. 

There are other situations when you are considered to bave 
sold a capital property, even though there is no change in 
the propwty’s ownership. This cari happa if: 

. you change a11 or part of the property’s use (sec 
Chapter 8); 

. you leave Canada (sec the pamphlet called Emigrants); 

. the owner dies (sec the income tax guide called Preporing 
Returns for Deceased Pmsons); or 

n you file Form T664 or T664(Seniors), Election to Report a 
Capital Gain on Property Owned at the End of 
Februmy 22,1994. 

When do you repo,ti a capital gain or 
a capital loss? 
When you sell, or are considered to bave sold, a capital 
property, you bave to report the sale in the calendar year 
that it takes place. 

You may net bave to pay tax for 1995. However, you still 
bave to file a rehun: 

. when you sell, or are considered to bave sold, any capital 
property in 1995 (whether or net the sale results in a 
capital gain or capital las); or 

l to report the taxable part of any capital gains reserve you 
deducted in 1994 (sec Chapter 6). 

Do you own a business? 
If you own a business that has a fiscal year-end other than 
December 31, you still report the sale of a capital property 
in the calendar year the sale takes place. 

,,), ,,,,, 

Example 
Colleen OWIIS an accounting firm. The fiscal year-end for 
her business is June 30,1995. In November 1995, she sold a 
capital property that she used in her business. As a result of 
the sale, she had a capital gain. Colleen bas to report the 
capital gain on her income tax rehun for 1995. She does this 
even though the sale took place after her business’ fiscal 
year-end date of June 30. 
,., :,,; ,_, :, ,._~, ,: ,,: ,,,,, ,,_ ; ;, ,Y,‘, ,, 

Are you a member of a parfnership? 
If you are a member of a partnership, it is possible that your 
partnership has a fiscal year-end other than December 31. If 
the partnership sells capital property during its fiscal year, 
report your share of any capital gain or capital loss in the 
calendar year in which that fiscal year ends. 

How do you calculate a capital gain 
or a capital loss? 
You need to know the following three amounts to calculate 
any capital gain or capital loss: 

n the proceeds of disposition; 

. the adjusted cost base (ACB); and 

. the outlays and expenses you incurred when selling your 
property. 

You Will find the definition of proceeds of disposition, 
adjusted cost base, and outlays and expenses in Chapter 2. 

TO calculate your capital gain or capital loss, subtract 
the ACB of your property from the proceeds of disposition. 
From this new amount, subtract any outlays and expenses 
you incurred when selling your property. 

How do you report a capital gain or a 
capital loss? 
Use Schedule 3, Capital Gains (or Losses) in 1995, to calculate 
and report a11 your taxable capital gains or allowable capital 
losses for 1995. You cari find Schedule 3 in your General 
income tax package. Do not include any capital gains or 
capital losses in your business or property income, even if 
you used the property for your business. Sec Chapters 3 
and 4 for information on how to complete Schedule 3. 

You may bave deducted a reserve in an earlier year, or you 
may be deducting a reserve in 1995. If either one of these 
situations appiy to you, complete Form T.2017, Summaty of 
Resoves on Dispositions of Capital Properfy. This form is 
included with this guide and Will help you report a 
prier-year reserve or deduct a new reserve in 1995. For 
more information on reserves, sec Chapter 6. 
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How do you report your share of a 
capital gain or a capital loss from a 
partnership? 
If you are a member of a partnership that bas to file 
Form T5013 Summary, Partnership Information Return, for 
1995, you should bave received two copies of 
Form T5013 Supplementary, Stotement of Partnership 
Income, indicating your share of the capital gain or 
capital loss from the partnership. If this is your case, sec 
the section called “Information slips” on page 11 to find 
out how to report these amotints. 

On the other hand, if you are a member of a partnership 
that does net bave to file Form T5013 Summary for 1995, 
see the section called “Partnerships” on page 24 to find 
out how to report a capital gain or capital loss from the 
partnership. 

Did ~OU sell capital property in 1995 
that you owned before 1972? 
If you did, you bave to apply a special set of rules when 
calculating your capital gain or capital 10s~. You bave to use 
these special rules because capital gains were net taxed 
before 1972. Therefore, you do net bave to pay tax on 
capital gains accrued before 1972. These rules are not 
explained in this guide. TO help you calculate your gain or 
loss from selling property you owned before 1972, use 
Form T1105, Supplementary Schedulefor Dispositions of Capital 
Property Acquired Before 1972. 

For more information, see the following Interpretation 
Bulletins: 

. IT-78 - Capital .Property Owned on December 31,1971- 
Identical Properties 

. IT-84 - Capital Property Owned on December 31,1971- 
Medinn RuIe (Tax-Free Zone) 

n IT-139 - Capital Property Owned on December 31,1971- 
Fuir Market Value 

n IT-217 - Capital Property Owned on December 32,1971- 
Depreciable Property, and its Special R&ase 

What records do you have to keep? 
You will need the information from your records or 
vouchers to calculate your capital gains or capital losses for 
the year. You do net need ta include these documents with 
your rehrrn as proof of any sale or purchase of capital 
property. However, it is important that you keep these 
documenls in case we ask to see them later. 

If you bave investment income or expenses, you should 
keep a record of thèse amounts. You may need them to 
calculate your cumulative net investment loss (CNIL) when 
you calculate your capital gains deduction. We explain 
the CNIL in Chapte:r 7. 

In addition, it is a good idea to keep a record of the fair 
mark& value of the property on the date you: 

. inherit it: 

4 receive it as a gift; or 

n change its use. 

For more detailed information on keeping records, see 
Information Circular 78-10, Ba&s and Records 
RetentionlDestruction. 

Adjusted cost base - This is usually the cost of your 
property plus any expenses you incurred to acquire it. 
These expenses may include commissions and legal fees. 
The cost of a capital property is its actnal or deemed cost 
depending on the type of property and how you acquired it. 

You bave to adjust the cost of your property to include 
capital expenditires such as the cost of additions and 
improvements to the property. You cannot add carrent 
expenses, such as maintenance and repair costs, to the cost 
base of a property. For more information on the difference 
between capital expenditures and current expenses, sec 
Interpretalion Bulletin IT-128, Capital Cost Allownnce - 
Deprecioble Property. For more information on additions to, 
and deductions from, the cost of a property, see 
Interpretation Bulletin m-456, Capital Property - Some 
Adjustments to Cost Base, and its Special Release. 

In some cases, special rules may apply SO that the cost of a 
property is considered to be an amount other than its actial 
cost. For example, if you inherit or receive property as a 
gift, you are generally considered to bave acquired the 
property at its fair market value on the date you acquired it. 
Similarly, if you win property as a prize from a lottery 
scheme, you are considered to bave acquired the prize at its 
fair market value at that time. For more information, see 
Interpretation Bulletin IT-213, Prizes from Lottey Schemes, 
Pool System Betting nnd Giveaway Contests. 

Special rules also apply when determining the adjusted cost 
base of a property for which you filed Form T664 or 
T664(SeniorsJ, Election to Report a Capital Gain on Property 
Choned at the End ofFebruary 22,1994. If you did not file this 
election for your property, the rest of this definition does 
net apply to you. 

In most cases, if you filed Form T664 or T664(Seniors), you 
are considered to bave sold your capital property at the end 
of February 22,1994, and to bave immediately reacquired it 
on February 23,1994. The adjusted cost base of your 
property on February 23,1994, depends on the type of 
property for which you filed an election. For example, if 
you filed an election for your interest in, or your shares of, a 
flow-through entity, in most cases the adjusted cost base of 
your interest or shares does net change as a result of the 
election. If you filed an election for capital property, other 
than a flow-through entity, your adjusted c& base is 
usually the amount you designated as proceeds of 
disposition on Form T664 or T664(Seniors). If the property 
is a cottage, rental property, or other non-qualifying real 
property, your adjusted cost base is your designated 
proceeds of disposition minus the reduction for 
non-qualifying real property. 
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In addition, if your designated proceeds of disposition were Febnmy 23,1994, may be reduced. If this is your case, 
more than the fair market value of the property at the end complete the applicable chart below to calculate your 
of Febmary 22,1994, your adjusted cost base on adjusted cost base on February 23,1994. 

Chart 1 - Flow-through entity 

Complete this ch& to calculate the adJusted cost base of your interest In. or your shares of. the flow-through entity only If  
the proceeds of dispositlon you designated on Form T664 for the property were more than its falr market value ot the end c 
February 22, 1994. If  the flow-through entify is a trust (other thon a mutual fund trust). such as a related segregated fund VU! 
or a trust governed by an employees protltsharing plan, do not complete this chart as you do net bave to reduce your 
adjusted cost base. 

Deslgnated proceeds of disposition (column 2, Chart A of Form T664) ..~...~...~..~...~...~...........~..~~..~..~.....~.....~..... S 1 

Fair market value at the end of February 22, 1994 (Step 1 of Form T664) .,...,...,..,...,...,,....,. S 2 

Amo”nt from line 2 x 1.1 <..<,...,...,...<,.........,,...,...,....,...,...,...,........... : ..~...~...~1...11.<1...,....~...~.....~.....~....... s 3 

Line 1 minus Ilne 3 (if negatlve, enter zero) . . . . . . . . . . . . ..I.........................,,,,,,,,,,,......,...,......,....,.......~.. ..~.........,..,..,...... S 4 

If the amount on Ilne 4 1s zero. do not complete the rest of this chart as you do not 
bave to reduce your adjusted cost base. 

Fair market value at the end of Februory 22, 1994 (line 2) ..~........~. S 5 

Adjusted cost base at the end of February ‘22,1W4 (column 1, Chart A of Form T664) S 6 

Line 5 minus Ilne 6 . . . . . . ..I..I....................,,,...,......,............,..,,..........,...,...,.......,....,......~......~....,........ S 7 

If the property is non-qualifylng real property, complete the followlng calculatlon to 
determlne the non-eliglble portlon of llne 7. Otherwlse. enter the amount from Ilne 7 
on Ilne 10 of thls chart. 

Non-ellgible portion Of Ilne 7: 

The amount from column 4. Chart A of Form T664 divided by the 
amount from column 3, Chart A of Form T664 ..,....,,,..,,......,...,..,........ = 8 

Non-eliglble portion of Ilne 7 (line 7 multiplied by line 8) ~...~~..~~..,...,...,......,,...~...~~...~..~...~...~... S 9 

10 

11 

Chart 2 - Capital property other than a ttow-through entlty 

Complete this chart to calculate the adjusted cost base of the property only if the proceeds of disposltion you deslgnated 
on Form Tt64 or T&%l(Senlors) for the properfy were more than lb falr market value at the end of February 22. 1994. 

Fair market value of the property ot the end of February 22,1W4 
(from Step 1 of Form T664 or T&l(Seniors)) ,...,......,,,,,,. t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..~..............................~......~.~....... S 1 

Deslgnated proceeds of dlsposition (wlumn 2, Chort B of Form T&l, or column 2. 
Step 2 of Form ToMGenlors)) ..~...........................~..........~.......................~......~...~.......~ S 2 

Amount from line 1 x1.1 ,..<...,.,,,.,,,,,,,,,,,,,,,,............,.....,,,,,,,,,,,,...........,..........,.... $ 3 

Line 2 mlnus line 3 (if negative, enterzero) ..,.......,...,...........~...,,.,................,..........~~.~...~...~...~... S * s 4 

Line 1 mlnus llne 4 (if negative, enter zero) ..,,I,,,,,,,,,,,,,,,,,,....,...,..,,.,.,.,.,,,,,,,,,,.....,......,..,....,..,...,..,......~..~............~..~. S 5 

If the property is non-qualtfying real property. enter the reduction for non-quallfylng reol propem/ 
(column 4, Chart B of Form T664, or column 4. Step 2 of Form T664(Senlors)). Otherwise, enter zero........ S 6 

Adjusted cost base on February 23, 1994 (line 5 mlnus line 6; If  negative, enter zero) ..,..,,..~.....~.....,......,...... S 7 
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Allowoble capital las.5 - This is the amount of your capital 
loss you are entitled to deduct from your taxable capital 
gains. For 1987 and previous taxation years, the allowable 
portion was one-half of your capital 10~s. For 1988 and 
1989, the allowable portion was two-thirds. For 1990 and 
following years, the allowable portion is three-quatiers. 

Arm’s length transaction -This is an expression used to 
describe a transaction between unrelated parties. Fath 
party acts in his or her own self-inter&. Related persans 
are net considered to deal with each other at arm’s length. 
Related persans intlude individu& connected by blood 
relationship, marriirge, or adoption. Also, a corporation and 
a shareholder who controls the corporation are related. 

Unrelated parties may not be dealing with each other at 
arm’s length if, for instance, one is under the influence or 
control of ihe other. For more information, see 
Interpretation Bulletin IT-419, Meaning of Arm’s Length, and 
its Special R&ase. 

Business Investment loss-This is a capital loss ihat resulh 
from fhe actoal or deemed disposition of certain capital 
properties. It cari happen when you dispose of one of the 
following to a person you deal with at arm’s length: 

n a share of a small business corporation; or 

. a debt owed to you by a small business corporation. 

For business investment loss pur~oses, a small business 
corporation includes a corporation that was a small 
business corporation at any time durlng the 12 months 
before the disposition. 

you may also incur such a loss if you are deemed io bave 
disposed of, for ni1 proceeds of disposition, a debt or a 
share of a small business corporation under any of the 
following circumstances: 

N A small busines!; corporation owes you a debt (other than 
a debt from the sale of personal-use property) that is 
considered to be a bad debt at the end of the year. 

n At the end of the year, you own a share (other than a 
share you received as consideration from the sale of 
personal-use property) of a small business corporation 
that: 

- bas gone bankcupt in the year; 

,- is insolvent and a winding-up order bas been made in 
the year under the Winding-up Act; or 

- is insolvent at the end of the year and neither the 
corporation, nor a corporation it controls, carr+s on 
business. Also, at that time, the share in the 
corporation h;ls a fair market value of nil, and it is 
reasonable to expect that the corporation Will be 
dissolved or wound-up and will not commence to 
carry on business. * 

* You or a person that you do net deal with at arm’s 
length Will be deemed to bave realized an offsetting 
capital gain if the corporation, or a corporation it 
controls, carries on business within 24 mon& 
following fhe end of the year in which the disposition 
occurred. You or the person Will bave to report the 

capital gain in the taxation year the corporation 
commences to carry on business. The above applies if 
you or the person owned the share in the corporation 
at the time the business commenced. 

You cari elect to be deemed to bave sold the debt or the 
share of the small business corporation at the end of the 
year for ni1 proceeds of disposition, and to bave 
immediately reacquired the debt or the share after the 
end of the year at a cost equal to nil. TO do this, you bave 
to file an election wifh your income tax return. You make 
this election by attaching a letter signed by you to your 
return stating that you want subsection 50(l) of the 
Incorne Tu Act to apply. 

For more information about business investment losses, sec 
page 27. You cari also get Interpretation Bulletin IT-484, 
Business Investment Lasses, and its Special R&ase. 

Canadlan-controlled private corporation-This is a 
private Canadian corporation that is net controlled directly 
or indirectly in any way by: 

l one or more non-resident persans; 

. one or more public corporations (other than a prescribed 
venture capital corporation); or 

. any combination of the above. 

For more information, see Interpretation Bulletin IT-458, 
Camdim-Controlled Private Corporation. 

Canadlan security - A Canadian security is: 

. a share of a corporation that is resident in Canada; or 

. a unit of a mutoal fund hust or a bond, debenture, bill, 
note, mortgage, or similar obligation issued by a person 
resident in Canada. 

Prescribed securities are net considered to be Canadian 
securities. 

Capital cost allowance - In the year you buy a 
depreciable property, such as a building, you cannot deduct 
the full cost. However, since this type of property wears out 
or becomes obsolete over time, you cari deduct its cost over 
a period of several years. The deduction for this is called 
“capital cost allowance.” 

Capital gain -You bave a capital gain when you sell, or 
are considered to bave sold, a capital property for more 
than its adjusted cost base (ACB) plus the outlays or 
expenses incurred to sel1 the property. TO calculate your 
capital gain, subtract the ACB of your property from the 
proceeds of disposition. From this amount, subtract any 
outlays and expenses you incurred when selling your 
P’oPerty. 

Capital loss-You bave a capital loss when you sell, or are 
considered to bave sold, a capital property for less than its 
adjusted cost base (ACB) plus the outlays or expenses 
incurred to sel1 the property. TO calculate your capital loss, 
subtract the ACB of your property from the proceeds of 
disposition. From this amount, subtract any outlays and 
expenses you incurred when selling your property. 



Capital properly -This includes deprecisble property, 
and any property which, if sold, would result in a capital 
gain or a capital 10s~. You usually buy it for investment 
purposes or to esrn incom& Some comme” types of capital 
property include: 

. cottages; 

, secwities, such as stocks and bonds; and 

. land, buildings, and equipment you “se in a business or a 
rental operation. 

Capital property does net include the trading assets of a 
business, such as inventory. 

Special rules apply when you disp&e of certain types of 
property. These types of property include: 

. insurance policies; 

. certified cultoral properties you give or sel1 to designsted 
institutions (sec page 26); 

l eligible capital properties (sec page 22); 

F depreciable properties sold at a loss (sec page 19); 

n Cansdian resource properties; 

m fore@ resource properties; 

. timber resource properties; and 

. a benefic@y’s interest in a mining reclamation trust. 

For more information on resource properties, sec 
Interpretstio” Bulletins IT-125, Dispositions of Resource 
Properties, and IT-481, Timber Resource Property and Timber 
Limits. 

Deemed acqulstlon -This expression iS used when you 
are considered to hsve acquired property, eve” though you 
did net actually buy it. 

Deemed dlsposltion - This expression is used when you 
are considered to hsve disposed of property, eve” though 
you did net actually sel1 it. 

Deemed proceeds of dlspositlon - This expression is 
used when you are considered to hsve received a” amount 
for property, eve” though you did net achzally receivti thst 
amount. 

Depreclable properly -This is usually capital property 
used to esr” income from a business or property. The cosI 
ca” be written off as capital cost allowance over a number 
of years. We define capital cost allowance in this chspter. 

Dlsposttlon (dispose 00 - This is usually a” event or 
transaction where yo” give up possession, control, and all 
other aspects of property ownership. 

Eligible capital properly -This is property that does not 
physically exist but gives you a lasting economic benefit. 
Examples of this kind of property are goodwill, customer 
lits, trademsrks, and milk quotas. 

Employees’ stock option - This is a” option that a 
corporation grants to an employee. By using this option, the 
employee ca” buy the corporation’s shsres, or the shares of 
a corporation with which it does flot des1 at arm<s length, 
for a price that may be less than the fair market value. 

Falr market value-This is usually the highest dollar 
value you cari get for your property in an open and 
unrestricted market, between a willing buyer and a willing 
seller, who are acting independently of each other. 

Flow-through entlty -A flow-through entity is: 

. a” inves!ment corporation; 

. a mortgage invesknent corporation; 

. a mutual fund corporation; 

. a mutual fund trust; 

. a partnership; 

. a related segregated fund trust; 

. a trust governed by a” employees profit-shsring plan; 

. a trust created to hold shsres of the capital stock of a 
corporation for the benefit of its employees; 

. a trust estsblished for the benefit of creditors in order to 
secure certain debt obligations; or 

. a,tist estsblished to hold shsres of the capital stock of a 
corporation in order to exercise the voting rights attached 
to such shxes. 

Med persona1 propedy -This refers to the following 
personsl-use properties thst usually increase in value: 

n prints, etchings, drawings, paintings, sculptort+s, or other 
similar works of art; 

. jewellery; 

. rare folios, rare manuscripts, or rare books; 

. stamps; and 

n coins. 

You cari determine the value of msny of these items by 
consulting with art, coin, jewellery, and stamp dealers. You 
ca” also refer to catalogues for fhe value of these properties. 
Al1 or any part of such property, any interest in it, or any 
right to it, is considered to be listed persona1 property. 

Net capital lors-Generally, if your allowable capital 
losses are more than your taxable capital gains, the 
difference behveen fhe two is your net capital loss for the 
year. We explain how to apply a net capital 10s~ in 
Chapter 5. 

Non-arm’s length transaction-This is a transaction 
between persans who were net dealing with each other at 
a”n’s length at the time of the transaction. Please sec the 
definition of arm’s length transaction earlier in this 
chspter. 

Non-qualilylng real property - Generally, non-qualifying 
real property is real property fhat you or your partnership 
diiposed of after February 1992. It also includes the 
following property you or your part”ership disposed of 
after February 1992, if its fair market value is derived 
principally (more than 50%) from real property: 

. a shsre of a capital stock of a corporation; 

. a” interest in a partnership; 

. a” interest in a trust; or 

9 



. an interest or an option in respect of any of the property 
described above. 

The following are net included in the definition of 
non-qualifying real, property: 

n qualified farm property; 

n qualified small business corporation shares; and 

. real property that was owned by you or your spouse and, 
while you or your spouse owned it: 

- it was used principally in an active business’ at a11 
times in the 24-month period before you disposed of it 
(or if you or your spouse owned it for less than 
24 months, that shorter period); or 

- it was used principally in an active business’ 
throughout a11 or substantially a11 (90% or more) of the 
time before y”” disposed of it. This accommodates the 
sale of real pïoperty that may bave been used for many 
years in an active business but that laid idle for a 
period of time before you sold it. 

In addition, the active business must bave been carried 
on for the abovtxpecified time period by: 

- y”“, your spouse, your Child, or your parent; 

- a preferred beneficiary of a persona1 trust; 

- the spouse, Child, or parent of the preferred beneficiary 
of a persona1 trust; “1 

- a corporation, partnership, or persona1 trust where a11 
or substantially a11 (90% or more) of the fair market 
value of their shares or interests were owned by “ne or 
more persans described in this list. 

* For the purposes of this definition, an active business is: 

m a business that does not derive its income principally 
from property; 

n any business fhat employs more than five individuals 
on a ftdl-time basis; 

. any business fhat has managerial, administrative, 
financial, maintenance, or other similar services 
provided toit that would be equivalent to employing 
more than five individu& on a full-time bais; 

n any business that leases property that is not real 
property; or 

. any business carried on by a credit union. 

Outlays and expenses-These are amounts that you 
incurred to sel1 a capital property. You cari deduct outlays 
and expenses from your proceeds of disposition when 
calculating your capital gain or capital 10s~. These types of 
expenses include: 

. fixing-up expenses 

m finders’ fees 

n commissions 

. brokers’ fees 

. survey0rs’ fees 

. legal fees 

. transfer taxes 

. advertising costs 

You cannot reduce your other income by claiming a 
deduction for these outlays and expenses. Instead, use them 
to reduce your capital gain OI increase your capital 109s. 

Persona~-use property -This refers to items that you own 
primarily for the persona1 use or enjoyment of your family 
and yourself. It includes~all persona1 and household items 
such as furniture, automobiles, boats, and other similar 
properties. 

Prescrlbed securify -This is not considered to be a 
Canadian security. A prescribed security generally 
includes: 

. a share of a corporation (other than a public corporation) 
the value of which, at the time you dispose of it, cornes 
mainly from real estate, resource properties, or both; 

n a bond, debenture, bill, note, mortgage, or similar 
obligation of a corporation (other than a public 
corporation) that you do not deal with at ann’s length at 
any time before you dispose of the security; and 

n a share, bond, debenhue, bill, note, mortgage, or similar 
obligation you acquire from a person with whom you do 
not deal at arm’s length. 

Proceeds of disposition - This is usually the amount you 
received or Will receive for your property. In most cases, it 
refus to the sale price of the property. This could include 
compensation you received for property that bas been 
destroyed, expropriated, or stolen. 

Public corporation-This is a corporation that is resident 
in Canada and: 

. bas a class of shares listed on a prescribed Canadian 
stock exchange; or 

n bas elected, OI bas been designated by the Minister of 
National Revenue, to be a public corporation. Also, at the 
time of the election or designation, it complied with the 
prescribed conditions relating to the number of its 
shareholders, the dispersa1 of ownership of ih shares, the 
public trading of its shares, and the size of the 
corporation. 

For more information, sec Interpretation Bulletin IT-391, 
Status of Corporations. 

Quolified smoll business corporation shares-See the 
definition of Small business corporation later in this 
chapter. 

Real propeffy - This is property that cannot be moved, 
such as land or buildings. We conimoniy refer to such 
poperty as real estate. 

Small business corporation-This is a 
Canadian-controlled private corporation in tihich a11 OI‘ 
most (90% or more) of the fair market value of its assets are: 

n used mainly in an active business carried on primarily in 
Canada by the corporation or by a related corporation; 

. shares or debts of connected corporations that were small 
business corporations; or 
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n a combination of these two types of assets. 

A share of a corporation is considered to be a qualified 
small business corporation share if: 

. at the time of sale, it was a share of the capital stock of a 
small business corporation, and it vas owned by you, 
your spouse, or a partnership of which you were a 
member; 

. throughout the 24 months immediately before the share 
was disposed of, no one other than you, a partnership of 
which you were a member, or a person related to you 
owned the share”; and 

. throughout that part of the 24 months immediately 
before the share was disposed of, while the sl+we was 
owned by you, a parhwship of which you were a 
member, or a person related to you, it was a share of a 
Canadian-controlled private corporation and more than 
50% of the fair market value of the assets of the 
corporation were: 

- used mainly in an active business carried on primarily 
in Canada by the Canadian-controlled private 
corporation, or by a related corporation; 

- certain shares or debts of connected corporations; or 

- a combination of these two types of assets. 

* As a general rule, when a corporation issues shares after 
June 13,1988, to a person or a partnersbip related to that 
person, a special situation exists. We consider the shares 
to bave been owned, immediately before they were 
issued, by a person who was not related to the individual 
or the parhwship. As a result, to meet the 
holding-period requirement, the individual or a person 
or partnership related to the individual cannot dispose of 
the shares for 24 months after they were issued. 
Howev~r, this rule does net apply to shares issue& 

. as payment for other shares; or 

. in connection with a property that the person or the 
partnership disposed of to a corporation. The property 
disposed of bas to consist of either: 

- dl or most (90% or more) of the assets used in an 
active business operated by that person or by the 
members of that partnership; or 

- an interest in a partnership where a11 or most 
(90% or more) of the partnership’s assets were used 
in an active business operated by the members of the 
parhlership. 

Spouse - The term spouse used throughout this guide 
applies to a legally married spouse and a common-law 
spouse. A common-law spouse is a person of the opposite 
sex who, at that particular time, lived with you in a 
common-law relationship, and: 

n had been living with you in such a relationsbip for at 
least 12 continuous months, or had previously lived with 
you in such a relationship for at least 12 continuous 
months (when yOu calculate the 12 continuous months, 
include any period of separation of less than 90 days); or 

n is the natural or adoptive parent (legal or in fact) of your 
Child. 

Once either of these two situations applies, we consider you 
to bave a common-law spouse, except for any period that 
you are separated for 90 days or more because of a 
breakdown in the relationship. In this guide, when we refer 
to marriage or married, it includes a common-law 
relationship between two people of the opposite sex when 
the conditions above are met. 

Taxable capital gain - This is the amount of your capital 
gain that you bave to report as income on your return. 
For 1987 and previous taxation years, the taxable part of a 
capital gain was one-half. For 1988 and 1989, the taxable 
part was hvo-thirds. For 1990 and following years, the 
taxable partis three-quarters. 

Terminal loss - This type of loss occurs when you bave an 
undepreciated balance in a class of depreciable property at 
the end of the taxation year or fiscal year-end, and you no 
longer own any property in that class. You cari deduct the 
terminal loss when you calculate your income for the year. 

Undepreclated capttal cost WCC) - Generally, UCC is 
equal to the total capital cost of a11 the properties of the 
class minus the capital cost allowance you claime~ in prier 
years. If you sell depreciable property in a year, you also 
bave to subtract tiom the UCC the lesser of the following 
two amounts: 

n the proceeds of disposition of the property, minus the 
related outlays and expenses; and 

. the capital cost of the property. 

T’ hé cbapter gives you information about some of the 
most common capital transactions. It also provides 

information about where you should report the sale of a 
capital property on Schedule 3, Capital Gains (or Losses) 
in 1995. You cari find this schedule in your General income 
ta package. 

Information slips 
You Will notice that there are two lines on Schedule 3 called 
“Infomntion slips -Capital gains (or losses)” to report 
certain amounts indicated on information slips. Use line 032 
in Part 1 of Schedule 3 to report non-eligible capital gains 
(or losses) and line 533 in Part 2 of Schedule 3 to report 
eligible capital gains (or losses). The term non-eligible 
capital gains means net eligible for the capital gains 
‘deduction. The term eligible capital gains means eligible 
for the capital gains deduction. You cari find information 
about the capital gains deduction in Chapter 7. If you 
report a non-eligible capital gain on line 032 and you filed 
Form T664, Election to Report a Capital Gain on Property 
Owned ut the End of Februay 22,1994, for the 1994 taxation 
year, you may be able to reduce all or part of the 
non-eligible capital gain. For more information on this 
subject, see the section called “Flow-through entity” on 
page 16. In the section below, you will find information on 
how to report capital gains and losses from information 
slips. 
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T3 slip 
Box 30 -Capital gains eligible for deduction - If there is 
no asterisk (“1 in this box, enter the amount from this box 
on line 533 in Part 2 of Schedule 3. 

If there is an asterisk in this box, you should bave received 
instructions with yow slip. The footnotes aree of your slip 
Will indicate that a11 or part of yonr gain is from qualified 
smell business corporation shares or qnalified farm 
property. Enter tbat amount on either line 513 or line 516 in 
Part 2 of Schedule 3, as these types of property are eligible 
for the $375,000 capital gains deduction. Enter on line 533 in 
Part 2 of Schedule 3, any amount from box 30 that you did 
net report on lines 513 or 516. 

Box 21 -Capital gains-This amount is your total capital 
gain from a trust. Enter the difference between the amount 
in this box and the amount in box 30, if any, on line 032 in 
Part 1 of Schedule 3. The amount you report on line 032 is 
the non-eligible portion of your capital gain. 

Example 
Tony received a T3 slip with $300 in box 30 and $500 in 
box 21. Since there was no asterisk in box 30, he entered 
the $300 on line 533 in Part 2 of Schedule 3 and $200, the 
difference behveen the two amounts ($500 - $3001, on 
line 032 in Part 1 of Schedule 3. 

If there is an asterisk in box 21, you should bave received 
instructions with your slip. The footnotes area of you’ slip 
will indicate that ail or part of the amount in box 21 is 
fore@ capital gains. In addition to entering the amount 
from box 21 on Schedule 3 as mentioned above, enter the 
amount identified in the footnotes area as fore@ capital 
gains on lie 508 of Schedule 1, and use it to calculate your 
fore@ tax credit. 

Box 26 - Other inoome - If there is en asterisk in this 
box, you should bave received instructions with your slip. 
The footnotes area of your slip may indicate thet a11 or part 
of the amount in box 26 is fanning income eligible for the 
capital gains deduction or a deemed taxable capital gain 
from the disposition of eligible capital property. Report any 
farming income eligible for the capital gains deduction on 
line 529 of Schedule 3. Report a taxable capital gain on 
eligible capital property that is qnalified farm property on 
line 543 in Part 2 of Schedule 3. Report a taxable capital 
gain on a11 other types of eligible capital property on 
line 544 in l’art 2 of Schedule 3. 

Box 37 - Insuranco segregated fund capital losses - 
Enter this amount on line 032 in Part 1 of Schedule 3. If this 
is your only entry on line 032, put brackets around the 
amount. If it is not your only entry, subtract the amount in 
this box from the total of a11 other amounts you have to 
enter on line 032. 

T4PS slip 
Box 34 -Capital gains for losses) - This amount is your 
total capital gain (or 10s~) from an employees profit-sharing 
plan. Enter this amount on line 032 in Part 1 of Schedule 3. 
If this amount bas brackets around it, it is a capital 10s~. If 
the arnount is a capital loss and it is yonr only enb’y on 
line 032, put brackets around it. If it is net yonr o”ly enhJ’, 

subtract the amount in this box from the total of a11 other 
amounts you bave to enter on line 032. 

Box 30 - Foreign capital gains (or losses) - Do net 
include this amount on Schedule 3. It is already included in 
box 34 of your T4l’S slip. Enter this amount on line 508 of 
Schedule 1, and use it to calculate your fore@ tax credit. 

T5 slip 
Box lB-Capital gains dlvidends-This amount is your 
total capital gains dividends from a corporation. Enter this 
amount on liie 032 in Part 1 of Schedule 3. 

T5013 slip 
Box 18 - Canadian and foreign net business income 
(loss-The footnotes area of your slip may indicate that 
box 18 includes business income from the disposition of 
eligible capital property (other than the recaptwe of annual 
allowances deducted in previous years). If you fiied 
Fonn T664, Election to Report a Capital Gain on Property 
Owned ut the End of Februaty 221994, for the 1994 taxation 
year with respect to your interest in the partnership, you 
may be able to reduce a11 or part of this business income by 
claiming a business income reduction. For more 
information, see the section called “Flow-tluough entity” 
on page 16. 

The footnotes area of your slip may also Indic&e that 
box 18 includes fanning income eligible for the capital 
gains deduction. Enter thls amount on line 529 of 
Schedule 3, if you want to take advantage of the capital 
gains deductlon. However, the amount that you report on 
line 529 bas to be reduced by any business income 
reduction desaibed above that you claimed for 1995, in 
respect of the partnership. Use Fonn T657, Calculation of 
Capital Gains Deduction for 1995 on AI1 Capital Properh~, to 
caladate yonr capital gains deduction. You cari get this 
form from ns. 

Box 27 -Capital gains (losses) -The footnotes area of 
your slip may indicate that all or part of your gain is for 
qualified small business corporation shares or qualified 
fann property. If this is the case, enter that amonnt on 
line 513 cri line 516 in l’art 2 of Schedule 3, as these types of 
property are eligible for the $375,000 capital gains 
deduction. 

The footnotes area of your slip may ako identify non-eligible 
capital gains included in box 27. If this is the case, enter the 
non-eligible amount on line 032 in l’art 1 of Schedule 3. 

The fontnotes area of your slip may also identify your share 
of reserves allocated in the previous year. If you claimed a 
reserve from the partnership in 1994, you bave to include 
that reserve in your capital gains for 1995. Enter the amount 
of any reserve you claimed from the partnership in 1994 in 
the appropriate area on Fonn T2017, Summary of Resems on 
Dispositions of Capital Property. You Will fiid two copies of 
this form in the middle of this guide. 

Enter on line 533 in l’art 2 of Schedule 3, the capital gains 
eligible for the $75,000 capital gains deduction. TO calculate 
this amount, snbtract from the amount shown in box 27 the 
amount identified as the previous year’s neserve, if any, end 
the amounts from this box that you reported on lines 513, 
516, and 032. 
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The footnotes area of your slip may also indicate that a11 or 
part of the amount in box 27 is fore@ capital gains. In 
addition to entering the amant from box 27 on Schedule 3 
as mentioned above, enter the amont identified in the 
foohwtes area as fore@ capital gains on line 508 of 
Schedule 1, and use it to calculate your fore@ tax credit. 

Box 28 - Capital gains ~t?sewe - This amount is your 
1995 capital gains reserve from the parhership. The 
footnotes area of your slip should identify to what type of 
property the reserve applies. Enter the amount of the 
reserve in the appropriate area on Form T2017, Summay of 
@sentes on Dispositions of Capital Property. You will find two 
copies of this form in the middle of this guide. 

The foohwtes area of your slip may also indicate that a11 or 
part of the reserve in box 28 is from the disposition of 
capital property, other than qualified small business 
corporation shares or qualified farm property, after 1984 
and before Febrwy 23,1994, by a partnership that bas a 
fiscal period tbat includes Febmary 22,1994, and ends in 
1995. If this is the case, you bave to calculate the portion, if 
any, that is eligible for the $75,000 capital gains deduction. 
Enter the eligible amount on lie 391 of Part 2 of 
Form T2017. We explain how to determine the eligible 
portion of this type of reserw in the section called “Are you 
reporting or claiming a reserve from the disposition of 
property by a parhwrship that bas a fiscal year that 
includes February 22,1994, and ends in 1995?” on page 36. 

80x 29-Business investment Ix-Enter this amount on 
lire 228 of your income tax return. This amount is your 
business investment 10~s. TO find out how to calculate your 
allowable business investment loss, sec page 27. 

Canadian securities and prescribed 
securities 
You report a disposition of Canadian securities or 
prescribed securities on Schedule 3 on: 

. Lines 512 and 513 - “Qualified small business 
corporation shares” 

n Lines 515 and 516 - “Qualified farm property” 

n Lines 020 and 021- “Shares” 

n Lines 026 and 027 -“Bonds, debentures, promissory 
notes, and other properties” 

Chapter 2 contains the definitions of Canadian security, 
prescribed securlty, and qualified small business 
corporation shares. You will find a definition of qualified 
farm property in the income tax guide called Fnrming 
Income. 

If you dispose of Canadian securities, you may bave an 
income gain or 10s~. However, there is a special election 
available to you in the year that you dispose of Canadian 
securities. You cari elect to report your gain or loss as a 
capital gain or 10s~. However, if you make the election for a 
taxation year, we Will consider every Canadian security you 
owned in that year and later years to be capital properties. 
This election is net available to traders or dealers in 
securities, or to anyone who was a non-resident of Canada 
when the security was sold. 

If you are a member of a parhwship, and the parhwrship 
owns Canadian securities, each parhw is treated as owning 
the security. When the partnership disposes of the security, 
each parhw cari elect to treat the security as capital 
property. An election by onq partner Will net result in each 
member of the partnership being treated as having made 
the election. 

TO make this election, complete Form T123, Election on 
Disposition of Canadien Securities, and attach it to your 1995 
rehun. Please remember, once you make this election, you 
cannot reverse your decision. 

For more information, sec Interpretation Bulletin IT-479, 
Transactions in Securities, and its Special R&ase. 

Shares 
Use tbis section to report a capital gain or loss when you 
sel1 shares or securities that are net described in any other 
section of Schedule 3. These include: 

. publicly traded shares; 

. shares that qualify as Canadian securities or prescribed 
securities (sec the previous section), if they are not 
qualified small business corporation shares or qualified 
family farm corporation shares; 

. shares issued by foreign corporations; and 

. units in a mutual fund trust. 

If you sold any of the above items in 1995, you Will receive 
either a T5008, Statement of Securities Transactions, or an 
account statement. Report the sale in the section called 
“Shares” in Part 1 of Schedule 3. 

Note 
If you report a capital gain from the disposition of shares 
and securities of a flow-through entity for which you 
fikd Form T664, Election to Report a Capital Gain on 
Property f-km-d at the End of Februa y 22,1994, for the 
1994 taxation year, you may be able to reduce a11 or part 
of the gain. For more information, sec the section called 
“Flow-through entity” later in this chapter. 
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The following two examples share some common 
information. They show you two different situations 

(a capital gain and a capital 10s~) and how you would 
complete part of Schedule 3 for each situation. 

Example 1 

In 1995, Jack sold 100 shares of XYZ Public Corporation of Canada for $8,500. He recelved the full proceeds at the tlme of 
the sale. He pald brokerage fees of $500. When he bought the shares in 1986 for S3,BCG. Jack paid brokerage fees of $200. 

Total proceeds~ 8,5001 00 Gain (or loss) m 4.0001 00 

If Jack bas no other capital gains or capital losses in the year. he reports S3.ooO 0/4 x S4,CCG) as bis total taxable capital 
gains amount. He i?nters this amount on Ilnes 041,042, and 044 of Schedule 3, and agaln on line 127 of bis return. 

Example 2 

Uslng the same situation In Example 1, assume that Jack had sold hls shares for only $3.700. As you cari see below, Jack 
ends up with a capital loss of $800 ($3,7W - $4,500). He could use the loss to offset any capital gains he had in 1995. If  hls 
capital losses were more than bis capital gains in that year, hls net capital loss for 1995 would be three-quarte% of the 
dlfference between the two amour% For more Information about capital losses, see the section called ” 1995 Capital 
losses” on page 26. 
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Bonds, debentures, promissory notes, 
and other properties 
If you sold any of these types of properties in 1995, you Will 
receive either a T5008, Statement of Securities Transactions, or 
an account statement. Report the sale of these types of 
properties in the section called “Bonds, debentures, 
promissory notes, and other properties” in Part 1 of 
Schedule 3. 

You also report capital gains and capital losses from 
options and discounts, premiums, and bonuses on debt 
obligations in this section. For information on disposing of 
options to sel1 or buy shares, see Interpretation 
Bulletins IT-96, Options Granted by Corporations to Ac@re 
Shres, Bonds or Debentures, and IT-479, Transactions in 
Securities, and its Special R&ase. 

Treasury bills (T-Bills) 
You Will receive a T5008, Statement of Securities Transactions, 
or an account statement for transactions that took place 
in 1995. When a T-Bill is issued at a discount and you keep 
it until it matures, the interest deemed to accrue to you is 
the difference behveen the issue price and the amount you 
cash it in for. However, you may sel1 the T-Bill before it 
matures. In this case, in addition to the interest accrwd at 
that time, you may bave a capital gain or capital 10~s. 

,;,~ ,,: ,, ,, 

Example 
Robbie purchased a T-Bill on December 1,1994, for $49,000. 
The maturity date was Mach 1,1995. However, he sold it 
on February 5,1995, for $49,500. The effective yield rate 
was 5.36%. 

Robbie calculates interest on the T-Bill, as follows: 

Effective Numberofdays P”l&WS Interest 
yield x T-Bill held x price = to be 
rate Numberofdays included 

in the year sold in income 

5.36% x A!? x $49,000 = $475 
365 

Robbie calculates his capital gain as follows: 

l’roceeds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $49,500 
Minus: Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $475 
Net proceeds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $49,025 
Minus: Adjusted cost base . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $44 
Capital gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $25 

Identical properties 
Properties of a group are considered to be identical if each 
property in the group is the same as a11 the others. The most 
common example of this OCC~IS when you bave shares of 
the same class of the capital stock of a corporation. 

Average cost calculation 
You may buy and sel1 several identical properties at 
different prices over a period of time. If you do this, you 
bave to calculate the average cost of each property in the 
group at the time of each purchase. This allows you to 
determine your adjusted cost base (ACB). You need to 
know this amount before you cari calculate any capital gain 
or 10~s. The following two examples show you how to 
calculate the average cost. 

Example 1 

,~,. ,,~, ,. .,: ,.,, 

Paddy owns 250 common shares of a corporation. She 
bought lOO.of these shares in 1991 fer 515 each and another 
150 shares in 1992 for $20 each. In 1995, she sold 200 of 
these shares for 524 each. 

Calculation of average cost 
Shares purchased in 1991 100x515 = 51,500 
Shares purchased in 1992 -0x520 = 5&Q.@ 
Total shares: 2s Total COS~: 5&U 
Average cost of each share $4,500 i 250 = 5 18 

Calculation of capital gain 
Selling price 200x524 = $4,800 
Minus: ACB of shares sold 200 x 518 = 53.600 
Capital gain 5l‘zQJl 
Taxable capital gain $1,200 x 3/4 = 5-2!JQ 

You bave to calculate the average cost each time you buy 
another identical property. 

Example 2 
After selling 200 shares in the corporation, I’addy 
had 50 left (250 - 200). She then bought 350 more shares 
(which were identical properties) at 521 each. She bas to 
recalculate the average cost of the shares as follows: 

Cost of previously 
purchased shares 50X518 = $ 900 

Cost of newly 
purchased shares =x521 = 57.350 

Total shares: 4QQ Total COS~: 5835p 
Average cost of each share 
(recalculated amount) $8,250 + 400 = $20.63 

You should also use this method to calculate the.average 
cost for identical bonds or debentures you bought 
after 1971. However, the average cost is based on the 
principal amount for each identical property. 

A bond, debenture, or similar debt obligation that a debtor 
issues is considered to be identical to another if: 

n they are both issued by the same debtor; and 

. a11 the attached iights are the same. 

You cannot take the principal amount of individual debt 
obligations into account, when you are determining if these 
properties are identical. 
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Flow-through entity 
You Will find a definition of flow-through entity on 
page 9. It is possible that you may bave filed Form T664, 
Election to Report a Capital Gain on Property Owned at the End 
of Februnry 22,2994, for the 1994 taxation year with respect 
to your interest in, or your shares of, a flow-through entity. 
If this is fhe case, the adjusted cost base of your interest or 
shares does not usually change as a result of the election. 
Instead, your elected capital gain creates an exempt capital 
gains balance for tbat flow-through entity. You cari use the 
exempt capital gains balance to reduce: 

. capital gains flowed out to you by the flow-through 
entity after February 22,1994; and 

n capital gains realized by you on the disposition of your 
interest in, or your shares of, the flow-through entity 
after February 22,1994. 

You cari reduce the above-mentioned capital gains by 
claiming a capital gains reduction on line 039 in Part 1 of 
Schedule 3. We explain how to calcul& your capital gains 
reduction in the chat called “Calculating your exempt 
capital gains balance and your capital gains and business 
income reductions for 1995,” later in this chapter. 

If the flow-through entity is a partnershtp, you cari also use 
the exempt capital gains balance to reduce your share of the 
business income of the partnership from the disposition of 
eligible capital property (other than the recapture of annual 
allowances deducted in previous years). 

You cari reduce your share of the business income of a 
partnership by clairning a business income reduction in 
the chart called “Other amounts deductible from your share 
of net partnership income &A” on Forms T2032, Statement 
of Professional Activities, T2124, Statement of Business 
Activities, T2042, Stlrtement of Farmiq Activities, or 

T2121, Statement ofFishing Activities. You cari find these 
forms in the related income tax guides called Business and 
Professiona Income, Farming Income, and Fishing Income. Note 
that you carmot use a business income reduction to create 
or increase a business 10s~. 

If you are a member of a partnership that does net bave to 
file Form T5013 Summary, &wtnership Information Retum, 
you Will find information on how to calculate your share of 
the business income of the partnersbip from the disposition 
of eligible capital property (other than the recapture of 
annual allowances deducted in previous years), in the 
chapter cakd “Eligible Capital Expenditures” in the 
income tax guide that applies to your type of business. 
However, if you are a member of a partnership that bas to 
file Form T5013 Summary, this income is shown in the 
details area of box 18 of Form T5013 Supplementary, 
Statement of Parlnership Income. 

We explain how to calcul& your business income 
reduction in the chat called “Calculating your exempt 
capital gains balance and your capital gains and business 
income reductions for 1995,” later in this chapter. 

The total amount of capital gains and business income from 
a flow-through entity that you cari reduce is lhnited to the 
extent of your exempt capital gains balance for that 
flow-through entity. Your exempt capital gains balance 
expires after the end of the 2004 taxation year. If you did 
net use a11 of your exempt capital gains balance by the end 
of 2004, the unused balance may be added to the adjusted 
cost base of your interest in, or your shares of, the 
flow-through entity. 

Note 
Claiming a capital gains reduction or a business income 
reduction is net mandatory. You cari claii any amount 
you want to in a year, from zero to the maximum. 
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Calculating yaur exempt capital gains balance and 
yaur capital gains and business income reductions for 1995 

This chori will help you calculate Your exempt capital gains balance and Your capital gains and business InCOme 
reductions for 1995. In most cases, Your exempt capital gains balance for a flow-through entity avallable for 1995 1s the 
elected capital gain for the flow-through entity mlnus any capital gains or business lncome reductlons claimed for the 
flow-through entity in 1994. See the example on the next page. 

You hove to calculate Your exempt capital gains balance ond Your capital gains and business Income reducttons for each 
flow-through entity separately. 

Exempt capital gains balance as a result of the capital gains electlon (enter the elected capital gain 
from column 5, Chort A of Form T664)’ ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,........,.....,,,,,,,,,,,.........,.......,...,...................... S 

1994 capital gains reduction clalmed for the flow-through entlty (the portlon of the 
amount from line 039 in Part 3 of Schedule 3 for 1994 that applles to the 
ftow-through entkY) . . . . . . . . . . ..I.,,,,,,,,,,,,.,,.,..,.......,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,............,..........,........~... S 2 

1994 business Income reduction for the ftow-through entity (from the chart colled 
“Other amounts deductible from Your share of net partnership lncome (loss)” on 
Form T2032. T2042. T2121, or T2124 for 1994. whichever applles) S x4/3= s 3 

Total copltol gains and business income reductions for 1994 (Ilne 2 plus llne 3)................ S * s 

Exempt capital gains balance avallable for 1995 (line 1 minus line 4) . . . . ..~..........................~ ..,...,..,..,................ S 

Capital gains Rowed out to You by the flow-through entity in 1995 ,.....,...,...,..,,........~...~..~~. S 6 

Capital gains from the disposition of all or part of your interest in, or your shows of. 
the flow-through entitY in 1995 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..~...~...~~..~~.......~... S 7 

Total capital gains in 1995 (line 6 plus line 7) I.,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,.,,.,...,...............,............~... S 8 

1995 capital gains reductlon. The maximum amount You cari enter on Ilne 9 1s the 
lesser of the amounts on line 5 and Ilne 0. However, You mwfenter an amount that 
Is less than the maximum ..,..........,.............,..,...............,.,,,........,...................~...~.......................~......~..~..~.......... s 

Enter the amount from line 9 on Ilne 039 in Part 1 of Schedule 3. 

Exempt capital gains balance, before the business income reduction (llne 5 mlnus line 9) ..~...~. S 

If the flow-through entity is a partnership, complete lines 11 to 15 Inclusive. Otherwlse. 
enter zero on line 14 and complete line 15. 

Amount from line 10 S x3/4= ..<<...<...<...<.............,.......,,.,............,...........~................ s 11 

Your share of the business income of the partnershlp from the disposltton of ellgible 
capital property (other thon the recapture of annual allowances deducted In 
previous years)” . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..~...........~................. S 12 

1995 business Income reductlon. The maximum amount that You cari enter on Ilne 13 
Is the lesser of the amounts on llne 11 and llne 12. However, You may enter an 
amount that ls less than the maximum. Remember, You cannot use CI business 
income reductlon to create or lncreose a business loss ,,,,,,,.,I...................,,................... $ 13 

Enter the amount from line 13 in the chart colled “Other amounts deductlble frOm 
Your share of net partnership income (loss)” on Form T2032. T2042. T2121. or T2124. 
whlchever applies. 

Amount from llne 13 S x4/3= ,<,,<,,,,<,,<,,,,<.,..,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,.,.,.,.......................... s 

Exempt capital gains balance avallable to carry forward (Ilne 10 minus llne 14). If. 
however, You disposed of Your entlre interest In. or all Your shares of, the flow-through 
entity In 1995. enter zero at line 15. ,,,,,,,,,,,,,,I,,,I,,,.,..............,...,...,..................,,...,..,.....................~.~......~........~.... S 

1 

4 

5 

9 

10 

14 

15 

* If the amount You deslgnated as proceeds of dlsposition on Form T6&l for Your interest In. or Your shares of. the 
flow-through entity 1s more than the fair market value of Your interest In, or your shares of, the flow-through entlty at the 
end of February 22, 1994. cal1 Your tax services office before you complete thls chart crs Your exempt CCIpital gUlnS 
balance Oine 1 above) may be reduced. 

** Thls lncludes your share of the farming Income from the disposition of ellgible copltal propem/ by the partnershlp (other 
thon the recopture of annual allowonces deducted In prevlous years). 
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Marlo filed Form T664. Election to Report a Capital Gain on Properfy Owned ot the End of February 22, f  994, for the 1994 
taxation yeor with respect to bis 500 unlts In CI mutual fund trust. He deslgnated the,fair market value of the unlts at the 
end of February 22, 1994. as hls proceeds of disposition for the purpose of thls election. Mario reported a capital gain 
of $2.500 In column 5. Chort A of Form T664. He also clalmed a capital gains reductlon of S 1,900 at line 039 in Part 3 of 
Schedule 3 for 1994 in respect of bis unit% In 1995. Marlo received a non-ellgible copltal gain of $200 from the mutual 
fund trust. TO calculate hls capital gains reductlon for 1995 and his exempt capital gains balance Ovailable for 
carryforward, he completes the chart CI~ follows: 

Exempt copjtal gains balance as a result of the capital gains election (enter the elected capital galn 
from column 5, Chart A of Form T&54)’ . . . . . . ..~...~..~...~...........................,..,...,..,~..~~.~...~...~..~..,...,...,...,.....,..,...,....,..., S 

1994 capital gains reduction claimed for the flow-through entlty (the portion of the 
omount from Ilne 039 In Part 3 of Schedule 3 for 1994 that applies to the 
flow-through entity) .<..<...~..~..<...,......,..,......,...,...~......~..~~......~..~...,........,.......,..,.........,.......,..,,,,,, $ 1.9OQ 2 

1994 business Incorne reductlon for the flow-through entity (from the chart called 
“Other amounts deductlble from Your shore of net partnershlp lncome (10s.~)’ on 
Form T2032,T2042,T2121. orT2124 for 1994. whichever opplies) ., S 0 x4/3=$ Q3 

Total capital gains and business Income reductions for 1994 (Ilne 2 plus llne 3)................ S 1.900 * $ 

Exempt capital gains balance available for 1995 (Ilne 1 minus line 4) .,..,... .,..,.....,; 1,1,,1,,,,,,1,,,, $ 

Capital gains flowed out to Yo” by the flow-through entity In 1995 .<...,......<,..<..<,...,...,..... 1.. $ 200 6 

Capital gains from the dlsposltion of all or part of Your Interest in. or Your shares of, 
the flow-through entiiy In 1995 .~1.111.11...1..1...,..~...~...~.~~..~~...~...~.......~.....,...,...,....,..,,..,...,..,......,. $ 0 7 

Total capital gains in 1995 (Ilne 6 plus llne 7) .~..~...~..............,,..,......,....,,..,...~..~~..~...~.............,..,, S 2M) 8 

1995 caplfal gains reduction. The maximum amount You cari enter on line 9 ls the 
lesser of the amounts on line 5 and line 8. However. You may enter on amount that 
ls less than the maximum . . . . . . . . . . ..~..~..~~..~...~..~..~~..~......................................,..~~..~..~....~............,..,......,..,...,.....,.,.. $ 

Enter the amount from line 9 on line 039 In Part 1 of Schedule 3. 

2,500 1 

1.m 4 

600 5 

200 9 

Exempt capital gains balance, before the business Incorne reduction (Ilne 5 minus line 9) ..,...,........,,,,,..,.,, $400 10 

If the flow-through entliy Is a partnershlp, complete lines 11 to 15 inclusive. Otherwlse, 
enter zero on Ilne 14 ond complete line 15. 

Amount from line 10 S x3/4= ,.<,...,..<,.<,..<,..,,..,...,......,....~...,...,...,...,..,.........,,..,..,.,,, $ 

Your share of the business income of the partnership from the dlsposltion of eliglble 
capital propem/ (other than the recapture of annual allowances deducted In 
previous years)*’ . . . . . . . ..~..~.............~...~................~......~...~..~~..~...........................,.....,.......,.....,.,,,,, $ 

1995 business incorne reduclion. The maximum amount that You cari enter on Ilne 13 
is the lesser of the amounts on line 11 and line 12. However. You may enter an 
amount that Is less than the maximum. Remember, you cannot use a business 
Income reduction to create or lncrease CI business 10s~. ,...,...,....,...,...,......,..,,,..,,.,,,,,,,,,,, $ 

Enter the amount from line 13 in the chat called ‘Other amounts deductlble from 
Your share of net partnershlp income (10%)” on Form T2032. T2042. T2121, or T2124, 
whichever applies. 

11 

12 

13 

** Thls includes your share of the farrnlng income from the disposition of eliglble capital properly by the partnership (other 
than the recapture of annual allowances deducted in prevlousyears). I 

If the amount You deslgnated as proceeds of disposition on Form T664 for your Interest in, or your shares of, the 
flow-through entity is more than the fair market value of Your Inter& in, or Your shares of, the flow-through entity at the 
end of February 22, 1994, coll your tax services office before You complete this chari cis your exempt capital gains 
balance (llne 1 obove) may be reduced. 
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Real estate and depreciable propetfy Depreciable property 
If you sold real est& or depreciable property in 1995, you 
bave to report your capital gain or loss in the section called 
“Real est& and depreciable propert in Part 1 of 
Schedule 3. 

Real estate 
A real estate transaction includes the sale of: 

. vacant land; 

When you dispose of depreciable property, you may bave a 
capital gain or a 10s~. Usually, you Will bave a capital gain 
on depreciable property if you sel1 it for more than its 
adjusted cost base plus the outlays or expenses you 
incurred to sel1 the urooertv. A loss from the sale of 
depreciable prop&y is’&considered to be a capital 10s~. 
However, you may be able to claim a terminal loss under 
the capital cost allowance (CCA) rules. See page 8 for a 
definition of CCA. 

. rata1 properties, including both land and buildings; 

. farm property, including both land and buildings (other 
than qualified farm property -sec page 24); and 

n commercial and industrial land and buildings. 

TO calculate CCA, you first bave to group depreciable 
properties into classes. For example, certain portable tools 
and some automobiles are grouped together in Class 10. 
Your CCA claim is based on a rate assigned to each class of 
property. If you want to know what class your property is 
in. cal1 us. 

Do net use the section called “Real Mate and depreciable 
property” to report the sale of personal-use property (e.g., a 
cottage), or the sale of mortgages and other similar debt 
obligations on real property. Report this information in 
Part 1 of Schedule 3 under the sections called “Persona1-use 
property” and “Bonds, debenhwes, promissory notes, and 
other properties.” 

If you sold mal property in 1995 that indudes land and a 
building, you: 

. first calculate how much of the selling prie is for the 
land, and how much is for the building; then 

. report the sale of your land and building separately on 
Schedule 3. 

TO help you understand how to report a disposition of real 
property that includes land and a building, sec the example 
on page 49. 

If you dispose of a building and end up with a las, special 
rules may apply. Under these rules, you may bave to 
consider your proceeds from selling the building as an 
amount other than the actual proceeds. For more 
information, se the section called “Selling a building 
in 1995” on page 20. 

Generally, the undepreciated capital cost (UCC) of a class is 
the total capital cost of al! the properties of the class minus 
the CCA you claimed in prior years. If you sel1 depreciable 
property in a year, you also bave to subtract from the UCC 
the lesser of the following two amounts: 

n the proceeds of disposition of the property, minus the 
related outlays and expenses; and 

. the capital cost of the property. 

When you sel1 a depreciable property for Iess than its 
original capital cost, but for more than the UCC in its class, 
you do not bave a capital gain. However, if the UCC of a 
class has a negative balance at the end of the year, the 
negative balance is considered to be a recaptme of CCA. 
You bave to include this recapture in income for that year. 

If the UCC of a class has a positive balance at the end of the 
year, and you do not bave any properties left in that class, 
the positive balance is a terminal 10s~. Unlike a capital loss, 
you cari deduct the full amount of the terminal loss from 
income in that year. 

If the balance for the UCC of a class is zero at the end of the 
year, then you do not bave a recapture of CCA and you do 
not bave a terminal 10s~. 

Note 
Special rules apply if you dispose of, or are considered to The rules for recapture and terminal loss do net apply to 

bave disposed of, a property for which you or your passenger vehicles that you included in Class 10.1. 

spouse bave filed Form T664 or T664(Seniors), Election to 
Report a Capital Gain on Property Owned nt the End of Example 
Februay 22,1994, for the 1994 taxation year and the In 1989, Ian bought a piece of machinery for $10,000 for bis 
property was your principal residence for 1994. If this is business. It is the only property in its class at the beginning 
your situation, sec the section called “Selling a property of 1995. The class bas a UCC of $6,000. He sold the piece of 
for which you or your spouse filed Form T664 or machinery in 1995 and purchased no other property in that 
T664&ùors), Election to Report a Capital Gain on Property 
Owned at the End of Februay 22,1994” on page 46. 

class. The following chart gives you three different selling 
pries to show you how Ian would handle a variety of 
situations. 
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Calculation of capital gain 

A B C 

Proceeds of disposition $ 4,000 $ 8,000 512,000 
Minus: Capital cost 10.000 10.000 10.000 
Capital gain 4 4 5-uQk 

Calculation of terminal ioss and recapture of CCA 

Cost of properties acquired $10,000 $10,000 $10,000 
Minus: CCA 1989-1994 4.ooo 4,000 4,000 
UCC at beginning of 1995 $ 6,000 $ 6,000 $ 6,000 

Minus the baser of: 
- Cost L $10,000; and 
- proceeds of: 

(A) 5 4,000 
(8) 5 8,000 
CC) $12,000 4.ooo 8,000 10,000 

52Lo!JQ 5a‘Q!al 5kla.QQl 

In example A, Ian does net bave a capital gain. However, 
he does bave a terminal loss of 52,000 that he cari deduct 
from his income. Remember, you cannot bave a capital 10~s 
on the sale of depreciable property. 

In example B, Ian does not bave a capital gain. However, 
he does bave a recapture of CCA of 52,000 that he bas to 
include in his income. 

In example C, Ian bas a capital gain of 52,000 (the selling 
price of the property of $12,~00 minus the cost of 510,000). 
He also has a recapture of CCA of 54,000 that he has to 
include in his income. 

For more information about the recapture of CCA and 
terminal losses, see :Interpretation Bulletin IT-478, Capital 
Cost Allmuance - Recapture and Terminal LOS. You cm also 
see the income tax guides called Business and Professional 
Income or Rental Incorne. 

Selling a building in 1995 
If you sold a building in 1995, special rules may apply that 
make the selling price an amount other than the actual 
selling price. This happas when you meet bath of the 
following conditions: 

. you, or a person with whom you do not deal at arm’s 
length, own the land on which the building is located, or 
the land adjoining the building if you need the land SO 
that the building cari be used; and 

. you sold the building for an amount that is less than both 
its cost amount a:nd its capital cost to you. 

YOU calculate the cost amount as follows: 

. If the building was the only property in the class, the cost 

amount is the UC:C of the class before the sale. 

n If there is more than one property in the same dass, you 
bave to calculate the cost amount of each building as 
follows: 

Capital cost ucc Cost 
of the building x of = amount 

Capital cost of a11 properties the of the 
in the class that bave not Cl.% building 

been previously disposed of 

If you sold a building under these conditions, the terminal 
loss on the building may be reskicted and the capital gain 
on the land may be reduced. For more information, see the 
chapter called “Capital Cost Allowance” in the income tax 
guide called Rental Income, or Interpretation Bulletin IT-220, 
Capital Cos! Alhance - Proceeds of Disposition of Depreciable 
Property, and its Special R&ase. 

Selling pari of a properfy 
When you sel1 only part of a property, you bave to divide 
the adjusted cost base (ACB) of the property behveen the 
part you sel1 and the part you keep. 

Example 

,, 

Maria owns 100 hectares of vacant land. The land is a11 of 
equal quality. She decides to sel1 25 hectares of this land. 
Since 25 is one-quarter of 100, Maria calculates one-quarter 
of the total ACB as follows: 

The total ACB . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $100,000 
Minus: The ACB of the part she sold 
(5100,000 x 1/4) $25,ooo 

The ACB of the part she kept $m 

Maria then calculates any capital gain or loss using an ACB 
of 525,000 for the 25 hectares she sold. 

For more information on selling part of a property, see 
Interpretation Bulletin IT-264, Part Dispositions, and its 
Special R&ase. 

Personal-use property 
You Will find a definition of personal-use property on 
page 10. When you dispose of personal-use property, you 
may bave a capital gain or 10s~. TO calculate your capital 
gain or loss, follow these rules: 

n if the adjusted cost base (ACB) of the property is less 
than $1,000, its ACB is considered to be 51,000; 

. if the proceeds of disposition are less than $1,000, the 
proceeds of disposition are considered to be 51,000; and 

n if both the ACB and the proceeds of disposition 
are $1,000 or less, you do not bave a capital gain or 
capital 10~s. Do not report the sale on Schedule 3 when 
you file your return. 

When you dispose of personal-use property that has 
an ACB or proceeds of disposition more than $1,000, you 
may end up with a capital gain or a capital 10~s. You bave 
to report any capital gain in the section called “Persona1-use 
property” in Part 1 of Schedule 3. However, if yoa end up 
with a capital las, you usually cannot deduct that loss 
when you calcul& your income for the year. In addition, 
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you canot use the loss to decrease capital gains on other 
personal-use property. The reason for this is that if a 
property depreciates through persona1 use, the resulting 
loss on its disposition is a persona1 expense. 

These loss restrictions do not apply: 

. if you disposed of personal-use property that is lisied 
persona1 property (LPP) - LPP is discussed in the next 
section; or 

n to a bad debt owed to you by a person with whom you 
deal at arm’s length for the sale of personal-use property 
-for more information, see the section called “Bad 
debts” on page 23. 

You were asking...? 
Q. In 1995,I sold an old china cabinet for $900. The cabinet 

didn’t cost me anything because my grandmother gave 
it to me 10 years ago. She had a dealer appraise it at the 
time, and the cabinet was valued at $500. Do 1 bave to 
report the gain on my income tax retum? 

A. No. Since the china cabinet is personal-use property, 
the ACB and the proceeds of disposition are bath 
considered to be $1,000. Therefore, for income ta 
purposes, there is no gain or loss on the sale of the 
china cabinet. 

Example 1 

Johnny sold bis motorcyck? in 1995 for $1,2M). He bought it In 1984 for $850. The only expense he had in Sdli”Q the 
motorcycle was $15 for advertislng. Since the ACB of the motorcycle 1s less than $1,000 ($850). it is consldered to 
be $1 .ooO. Although Johnny actually had a gain of $335 (S 1,200 - $850 - $15). the capital gain that he reports Is 
o”lyS185($1,200-$l.OM)-$15). 

Persanal-use property (full description) 

Motorcycle I 1984 I 1,200l 00 I 1,0001 00 1 151 001 
Gain only~+ 

Example 2 

In 1995. Betty sold her lakefront property and cottage to a developer for $lOO.CKKr She bought the properly In 1982 
for $49,C%U, and built a cottage on it for S30,rXQ in 1991. Betty incurred expenses of Sl.CKrO in connectton with the sale of 
the land and cottage. During the perlod she owned the property, Betty paid a total of SP.CHJO in property taxes and in 
interest on the money borrowed to buy the properly and bulld the cottage, 

When calculating her capital gain on the property and cottage, Betty cari deduct the S 1,000 selling expenses. However, 
the $9.000 In property taxes and interest is considered to be a persona1 expense. since she was not using the property or 
cottage to earn income. As a reSult. Betty cannot deduct the $9,000 from her Income for any taxation year. She also 
cannot use it to reduce her capital gain In 1995. In addition, when she calculates the ACB of the property, she connot 
odd the $9,000 to her original cost of $49,OM) for the land. 

Betty has to show the sale of the property in Part 1 of Schedule 3 in the section called ‘Personal-use property.” She uses 
this schedule to report her capital gai” of $2O.o00 ($lOO.oM) - S49,ooO - S30,CCO - S 1 .ooO = S20,wO). 

If  Betty had deslgnated her cottage as her principal resldence, all or part of the capital galn may bave been exempted 
from tax. For more informatlon on deSiQ”atl”g a properly as your principal resldence, see Chapter 8. 

P~~onal-use Property (full descrtption) 

Lot 119 - 120, Plan 2750, City, Province, Country 1 1982 1 100.0001 00 1 79,oool 00 I 1.0001 001 20.0001 00 
Gain onlym+ 20,000) 00 

For information on selling part of a personal-use property 
or sets of personal-use property, see Interpretation 
Bulletin IT-332, Personnl-Use Properfy. 

Med persona1 propefty (LPP) 
LPP (defined on page 9) is a type of personal-use property. 
Therefore, the $1,000 minimum proceeds of disposition and 
adjusted cost base rules apply. For more information about 
these rules, see the previous section called “Persona1-use 
property.” 

You cari only apply LPP losses against LPP gains. Report 
the gain from the sale of LPP on line 030 in Part 1 of 
Schedule 3. If you bave a loss from LPP in 1995, or LPP 
losses from a previous year to apply against your 1995 LPP 
gains, see page 28 to see how to apply them. 

Employees’ stock options 
When your employer grants you’a stock option, it does net 
immediately affect your tax situation. A stock option is an 
opporhmity to buy stock at a certain price. It only affects 
your tax situation if you sel1 the option or exercise that 
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option and actually ‘buy stocks. If you decide to buy stocks 
and you buy them at las-than-market value, you Will bave 
a taxable benefit. The taxable benefit is the difference 
between what you paid for the stocks, and the fair market 
value at the time you exercised your option. This difference 
is a taxable benefit received through employment. 

You bave to include this taxable benefit in your income in 
the year you acquin: the stocks. Please note, however, that 
you cari reduce the amount of the benefit by any amount 
you paid to acquire the stock option. Your employer 
‘includes this taxable benefit in boxes 14 and 38 on your 
T4 slip. 

However, if you buy stocks through an employee stock 
option granted to you by a Canadian-controlled private 
corporation with which you deal at arm’s length, the 
situation is different. You do not include the taxable benefit 
in your income in the year you acquire the stocks. You wait 
until the year you sel1 the stocks. 

If you meet certain conditions, you may be able to claim a 
special deduction. This deduction is equal to one-quarter of 
the taxable employee stock option benefit included in your 
employment income. The amount of the benefit that 
qualifies for this deduction is shown in the footnotes area of 
your T4 slip. See line 7.49, “Stock option and shares 
deductions,” in the General Incorne Tax Guide. 

TO calculate the adjusted cost base of your stocks, add the 
following two amounts: 

. any amount included in your income as an employee 
stock option benefit; and 

. the actual purchase price. 

You bave to do this even if you claimed a stock option 
deduction for these stocks. 

The taxable benefit included in your income as an 
employee stock option benefit is not eligible for the capital 
gains deduction. 

In the year you exchange or sel1 the shares that you bought 
through an employee stock option agreement, report the 
capital gain or loss on Schedule 3. Report the transaction in 
the section called “Qualified small business corporation 
shares” in Part 2 if i:he shares were qualified small business 
corporation shares. Sec page 10 for a definition of qualified 
small business corporation shares. Taxable capital gains 
from qualified small business corporation shares may be 
eligible for the $375,000 capital gains deduction. 

If the shares you exchanged or sold were not qualified 
small business corporation shares, report the transaction in 
the section called “!jhares” in Part 1 of Schedule 3. 

Example 
In 1991, Anna, an employee of Widget Corporation, 
received an oution to buv 20 shares at $25 each. Widget was 
net a Canadian-controlléd private corporation. In 1993, 
Anna exercised the option and bought the shares. The 
market value at that time was 530. In 1995, she sold her 
20 shares for $40 each. The tax implications for Anna are as 
follows: 

In 1991, when Anna received the option, there were no tax 
implications. 

In 1993, when Anna purchased the shares: 
Market value (20 x $30) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $600 
Minus: Amount paid (20 x $25) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $500 
Taxable benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $MQ 

The $100 was included as a taxable benefit on Anna’s 1993 
T4 slip. An amount of $25 was shown in the footnotes area 
of her T4 slip as a stock option deduction. She claimed 
the $25 deduction on line 249 of her General income tax 
rehlrn. 

In 1995, when Anna sold the shares: 
Proceeds of disposition (20 x $40) . . . . . . . . . . . . . . . . . . . . . . . . . . $800 
Minus: Amount paid (20 x $25) . . . . . . . . . . . . . . . . . . 5500 

Taxable benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $100 $600 
Capital gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $Z!.X 

She reports a capital gain of 5200 in the section called 
“Shares” in Part 1 of Schedule 3, since these shares are net 
qualified small business corporation shares. 

For more information, see Interpretation Bulletin IT-113, 
Benefits fo Employees - Stock Options. 

W e explain some of the less common capital 
transactions in this chapter. We also explain the 

special rules for calculating your capital gain or capital loss 
and where to report the result on Schedule 3. 

Eligible capital property 
If you bave any of the types of properties described in the 
definition of eligible capital property on page 9, under 
certain conditions, you may be able to claim a capital gains 
deduction when you dispose of them. For example, if you 
disposed of eligible capital property that is qualified farm 
property, you may be eligible to daim the $375,000 capital 
gains deduction. You Will find details on what amount Will 
be considered eligible for the capital gains deduction in the 
income tax guides called: 

n Business and Professional Income; 

n Farming lncome; and 

n Fishing Income. 

Read the chapter called “Eligible Capital Expenditures” in 
the guide that applies to your type of business. You may 
also want to read Interpretation Bulletin IT-123, Transactions 
Inuolving Eligible Capital Property. 

Note 
The $75,000 capital gains deduction is no longer 
available for dispositions of eligible capital property 
after February 22,1994. However, if you owned eligible 
capital property at the end of February 22,1994, and 
your business’ fiscal year that includes 
February X,1994, ends in 1995, there is a special 
election that may be available to you for the 1995 
taxation year. If you bave not used a11 of your 
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$75,000 capital gains deduction, this election Will allow 
you to report the capital gain accrued before 
February 23,1994, on your 1995 income tax reh~rn and to 
claim a capital gains deduction, even though you did not 
actually sel1 your eliglble capital property. Note that a 
member of a partnership cannot make an election in 
respect of the eligible capital property owned by the 
partnership. For mer@ information about how the 
election works for eligible capital property of a business, 
read the chapter called “Eligible Capital Expenditures” 
in one of the above-mentioned guides that applies to 
your type of business. Generally, you bave to file the 
election by June 15,1996. TO niake this election, complete 
Form T664, Election to Report a Capital Gain on Property 
Owned at the End ofkbruary 22,2994, and attach it to 
your 1995 rehun. For more information about the 
election, sec the Capital Gains Election Package. The 
package includes two copies of Form T664. 

Mortgages 
The person who holds a mortgage on a property is the 
mortgagee. The person who owes the money is the 
mortgagor. 

If you are the mortgagee, you may repossess a property 
when the mortgagor does not pay you the money owed 
under the terms of the mortgage. If this happens, you are 
considered to bave purchased the property. At the time of 
repossession, you do net bave a capital gain or a capital 
10s~. Any gain or loss will be postponed until you sel1 the 
ProPew 

If you are the mortgagor, your property may be 
repossessed if you do not pay the money owed under the 
terms of the mortgage. If this happent, you are considered 
to bave sold the property. Depending on the amount you 
owed at the time of repossession, you may bave a capital 
gain, a capital loss, or, in the case of depreciable property, a 
terminal 10s~. However, if the property is personal-use 
property, you cannot deduct the 10s~. 

The above-mentioned rules also apply when property is 
repossessed under a conditional sales agreement. 

If you incur a capital gain as a result of a mortgage 
foreclosure or a conditional sales repossession, the capital 
gain Will be excluded from net income for the purpose of 
calculating any social benefits repayment. 

Under proposed legislation, if you incur a capital gain as 
a result of a mortgage foreclosure or a conditional sales 
repossession, the capital gain Will be excluded from net 
income for the purpose of calculating your claim for the 
goods and services tax credit, the Child Tax Benefit, and 
the age amount. 

Report any capital gain or capital loss in Part 1 of 
Schedule 3 in the section called “Mortgage foreclosures and 
conditional sales repossessions.” For more information, see 
Interpretation Bulletin IT-505, Mortgage Foreclosures and 
Conditional Sales Repossessions. 

Bad debts 
If a debt is owed to you (other than a debt under a 
mortgage or a debt resulting from a conditional sales 

agreement), and it remains unpaid after you bave 
exhausted a11 means to collect it, it becomes a bad debt. The 
debt Will be a capital loss if you acquired it: 

n to earn income from a business or property; or 

. as consideration or payment for the sale of capital 
property in an arm’s length situation.’ 

The capital loss is equal to the adjusted cost base of the 
debt. 

* If tbe debt is from the sale of personal-use property to a 
person with whom you deal at arm’s length, the situation 
is different. You cari daim the capital loss in the year that 
the debt becomes a bad debt. However, the capital loss 
cannot be more than the capital gain you previously 
reported on the sale of the property. 

In order to claim a capital loss on a bad debt, you bave to 
file an election with your income tax return. You make 
this election by attaching a letter signed by you to your 
return stating that you want subsection 500) of the 
Income Tax Act to apply to the bad debt. Report any 
capital loss in Part 1 of Schedule 3 in the section called 
“Bonds, debentures, promissory notes, and other 
properties.” 

There are times when a bad debt involves a small business 
corporation. We explain what to do in this situation under 
“Allowable business investment loss (ABILY’ on page 27. 

For more information about bad d+ts, sec Interpretation 
Bulletins IT-159, Capital Debts Establisked to be Bad Debts, 
and IT-239, Deductibility of Capital Lossesfrom Guaranteeing 
Loansfor Inadequate Consideration andfrom Loaning Funds at 
less thon o Reasonabfe Rate of Interest in Non-Arm’s Length 
Circumstances. 

Foreign exchange gains and losses 
Fore@ exchange gains or losses from capital transactions 
in foreign currencies are considered to be capital gains or 
losses. However, you only bave to report the amount of 
your net gain or loss for the year that is more than $200. If 
the net amount is $200 or less: 

n there is no capital gain or 10s~; and 

. you do not bave to report it on your tax return. 

If you bave a capital gain or 10% report it on line 027 in 
Part 1 of Schedule 3. 

For more information, see Interpretation Bulletin IT-95, 
Foreign E%change Gains and Losses. 

Qualified small business corporation 
shares 
We define qualified small business corporation shares on 
page 10. Report the sale of these types of shares in Part 2 of 
Schedule 3 in the section called “Qualified small business 
corpora,tion shares.” 

Do not report the following transactions in this section: 

. the sale of other shares, such as publicly traded shares or 
shares of a foreign corporation; and 
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. losses you bave when you sel1 any shares of small 
business corporations to a person with whom you deal at 
arm’s length.* 

* For more information on losses you may bave when 
selling these types of shares, see the section called 
“Allowable business investment loss (ABIL)” on 
page 27. 

If you bave a capital gain when you sell qualified small 
business corporation shares, you may be eligible for 
the 5375,000 capital gains deduction. TO calculate tbis 
deduction, use Form T657, Calculation of Capital Gains 
Deductionfor 2995 on AIl Capital Property. You cari get this 
form from us. 

Qualified farrn property 
Generally, when you dispose of qualified farm property, 
you report any capital gain or loss in Part 2 of Schedule 3 in 
the section called “Qualified farm property.” TO find out 
what is considered to be qualified farm property, see the 
income tax guide called Farming Incorne. 

If you bave a capital gain when you sel1 qualified farm 
property, you may be eligible for the $375,000 capital gains 
deduction. TO calculate thls deduction, use Form T657, 
Calculation of Capital Gains Deduction for 1995 on AI1 Capital 
ProperhJ. You ca* get this form from us. 

If you dispose of farm property, other thon qualified farm 
property, report any capital gain or 105s in Part 1 of 
Schedule 3 in the section called “Real est& and 
depreciable property.” You Will find more details about this 
section of Schedule 3 on page 19. 

If you dispose of eligible capital property that is qualified 
farm property, you :may be eligible to daim the $375,000 
capital gains deduction. For more information, see the 
chapter called “Eligible Capital Expenditures” in the 
income tax guide called Farming Incorne. 

Partnerships 
If you are a member of a partnership that has to file 
Form T5013 Summwy, Partnership Information Return, for 
1995, you should receive two copies of Form T5013 
Supplementary, Statement of Partnership Income, indicating 
your share of the capital gain or loss from the partnership. 
If this is your case, do net read this section. Instead, see the 
section called “Information slips” on page 11 to find out 
how to report a capital gain or capital loss reported on 
Form T5013 Supplementary. 

However, if you are a member of a partnership that does 
not bave to file Forrn T5013 Summary for 1995, read this 
section to find out how to report your share of a capital 
gain or capital loss i+om the partnership. 

Report your share of any capital gain or loss from a 
partnership on Schedule 3. If the capital gain or loss is from 
the disposition of qualified small business corporation 
shares or qualified farm property, enter the amount on 
either line 513 or line 516 in Part 2 of Schedule 3, as these 
types of property are eligible for the $375,000 capital gains 
deduction. 

If the capital gain or loss is from the sale of capital property, 
other than qualified sou11 business corporation shares or 
qualified farm property, enter the amount in the section 
called “l’artoerships -Capital gains (or losses).” You Will 
notice that there are two lines on Schedule 3 called 
“Partnerships - Capital gains (or losses).” Use line 033 in 
Part 1 of Schedule 3 to report non-eligible capital gains (or 
losses) and line 532 in Part 2 of Schedule 3 to report eligible 
capital gains (or losses). The term non-eligible capital 
gains means not eligible for the capital gains deduction. 
The term eligible capital gains means eligible for the 
capital gains deduction. You cari find information about the 
capital gains deduction in Chapter 7. If you report a 
non-eligible capital gain on line 033 and you filed 
Form T664, Election to Report a Capital Gain on Property 
Owned ut the End of Februa y 22,1994, for the 1994 taxation 
year with respect to your interest in the partnership, you 
may be able to reduce a11 or part of the non-eligible capital 
gain. For more information on this subject, see the section 
called “Flow-through entity” on page 16. 

An eligible capital gain (or 10s~) from a partnership 
includes your share of a capital gain (or 10s~) from the 
disposition of property before February 23,1994, by a 
partnersbip that bas a fiscal year that includes 
Febnwy 22,1994, and ends in 1995. If the capital gain (or 
10s~) is from the disposition of non-qualifying real property 
that was acquired after February 1992, the total capital gain 
is not eligible for the capital gains deduction. If the capital 
gain for 10s~) is from the disposition of non-qualifying real 
property that was acquired before Mach 1992, you bave to 
calcul& the eligible and non-eligible portion of the capital 
gain (or 10s~). We explain this in the section called 
“Disposition of non-qualifying real property by a 
partnership before February 23,1994” on page 38. Report 
the non-eligible portion of the capital gain (or 10s~) on 
line 033 in Part 1 of Schedule 3 and the eligible portion of 
the capital gain (or 10s~) on line 532 in Part 2 of Schedule 3. 

A non-eliglble capital gain (or 10s~) from a partnership also 
includes your share of a capital gain (or 10s~) from the 
disposition of property by a partnership after 
February 22,1994. 

You may bave farming income eligible for the $375,000 
capital gains deduction as a result of the disposition of 
eligible capital property that is qualified farm property. 
The chapter called “Eligible Capital Expenditures” in the 
income ta guide called Farming Income, explains how to 
calculate and how to report this amount. 

Inheriting property 
If you inherit property and later sel1 it, you may bave a 
capital gain or loss in the year of the sale. Generally, when 
you inherit property from a person, the property’s cost to 
you is an amount equal to the deemed proceeds of 
disposition for the deceased. Usually, this amount is the fair 
market value of the property right before the person’s 
death. However, there are exceptions to this rule. For 
example, property that you inherit because your spouse 
died, or farm property transferred on death to a Child, may 
be treated differently. See the chapter called “Deemed 
Disposition of Property” in the income tax guide called 
Preparing Retumsfor Deceased Persans to find out what r&s 
apply to your situation. 



Common transfers of property 
When reading this section, remember that the meaning of 
the terms spouse, married, and marriage bave changed 
since 1993. Refer to the definition of spouse on page 11. 

TO persans other than your spouse 
If you give capital property as a gift, you are considered to 
have sold it at its fair market value (FMV) at the time you 
give the gift. Include any taxable capital gain or allowable 
capital loss in your income for the year that you give the 
gift. 

If you receive capital property as a gift, you are considered 
to bave purchased it at its FMV at the time you received it. 
If you sel1 the property later, this same purchase price Will 
be your cost when you calculate any capital gain or capital 
loss for the year. 

TO your spouse or a trust for your spouse 
If you give capital property to your spouse, or to a trust for 
your spouse, you generally do net bave a capital gain or 
capital loss at that time. At the time you give the gift, 
depending on the type of property you give, you are 
considered to receive an amont equal to: 

n the undepreciated capital cost for depreciable 
property; or 

. the adjusted cost base for other types of capital property. 

Your spouse, or the trust for your spouse, is considered to 
have bought the capital property for the same amount that 
you are considered to bave sold it for. 

You may bave transferred property to your spouse, a 
person who bas since become your spouse, or a trust for 
your spouse. If this is the case, and your spouse or the trust 
sells the property during your lifetime, you usually bave to 
report any capital gain or capital loss from the sale. 

You usually bave to report the capital gain or capital loss 
when your spouse, a person who has since become your 
q~y or the trust sells the property if, at the time of the 

. you are a resident of Canada; and 

n you and your spouse are married (if you are living in a 
common-law situation, you may be considered to be 
married - see the definition of spouse on page 11). 

If you are living apart beaux of a marriage breakdown, 
you may not bave to report the capital gain or capital loss 
when your spouse sells the property. TO do this, you bave 
to file an election with your tax return. 

For transfers of property made after May 22,1985, yo” cari 
file this election with your income tax rehxn for any 
taxation year ending after the time you separated. 
However, for the election to be valid, you bave to file it no 
later than the year your spouse disposes of the property. TO 
make this election, attacha letter signed by you and your 
spouse to your rehun stating that you do not want 
section 74.2 of the Income Tax Act to apply. 

For transfers of property made before May 23,1985, you 
bave to file the election with your income tax reh~rn for the 
taxation year in which the separation occurred. TO make 
this election, attach a letter signed by you and your spouse 
to your return stating that you do net want subsection 74(2) 
of the Incarne Tax Act to apply. 

If you sold the property to your spouse or trust, and you 
were paid an amount equal to the fair market value (FMV) 
of the property, there is another way to report the sale. You 
cari list the sale at the property’s FMV, and report any 
capital gain or capital loss for the year that you sold the 
property. TO do this, you bave to file an election with your 
income tax return. You make this election by attacbing a 
letter signed by you to your rehnn stating that you are 
reporting the property as being sold to your spouse at its 
FMV and that you do not want subsection 73(l) of the 
Income Tax Act to apply. 

If your spouse or the trust later sells the property, your 
spouse or trust has to report any capital gain or loss from 
the sale. 

A special situation exists if a11 of the following apply to 
you: 

. you owned capital property (other than depreciable 
property or a partnership interest) on June 18,1971; 

. you gave it to your spouse after 1971; and 

. your spouse later sold the property. 

For more information, see Interpretation Bulletin IT-209, 
Inter-Vives Gifts of Capital Property to Individu& Directly or 
Through Trusts. 

If you need more information about transferring property 
to your spouse, see Interpretation Bulletins IT-511, 
Interspousal Transfers and Loans of Property made after 
May 22,1985, and IT-258, Transfer of Property to a S~OUS~, 
and its Special R&ase. 

Other transfers 
If you sel1 property to someone with whom you do not deal 
at arm’s length, and the selling price is les.8 than its FMV, 
your selling price is considered to be the FMV. 

Similarly, if you buy property from someone with whom 
you do net deal at arm’s length, and the purchase price is 
more than the FMV, your purchase price is considered to be 
the FMV. 

For more information, sec Interpretation Bulletin IT-405, 
Inadequate Considerations -Acquisitions and Dispositions. 

There are special rules that allow you to transfer property 
at an amount other than the property’s FMV. If these rules 
apply to your situation, you may be able to postpone 
paying ta on any capital gains that you realize from the 
transfer. Some of the more common transfers are noted 
below. 
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Farm property 
When you sel1 or transfer farm property, you may bave a 
capital gain. There are many special rules for these types of 
capital gains. For example, if you transfer farm property to 
a spouse or Child, these rules may apply. For more 
information about these types of transfers and other rules 
that apply to farm property, sec the income tax guide called 
Farming Income. 

1 ” n ths chapter, we explain what you do if you disposed of 
any capital property in 1995 or a prior year, and ended up 

with a capital 10~s. 

When do you have a capital loss? 

Elections 
It is possible to postpone reporting a capital gain when you 
transfer property: 

. from a” individual to a Canadian corporation (use 
Form T2057, Election on Disposition ojProperty by n 
Taxpayer to a Taxable Canadian Corporation); 

You generally bave a capital loss when you sell, or are 
considered to bave sold, a capital property for less than its 
adjusted cost base plus the outlays or expenses you 
incurred to sel1 the property. However, special rules apply 
when you dispose of: 

. depreciable property (sec page 19); or 

. personal-use property (sec page 20). 

. from a partnership to a Canadian corporation (use 
Form T2058, Election on Disposition ofProperty by a 
Partnership to a Taxable Canadian Corporation); or 

If you sold listed persona1 property and ended up with a 
loss, sec the section called “Applying listed persona1 
property (LPI’) losses” on page 28. 

. from a” individual to a Canadian partnership (use 
Form T2059, Election on Disposition of Property by a 
Taxpayer to a Canadian Partnership). 

1995 Capital losses 

For information on making a transfer to a Canadian 
corporation, sec Information Circular 76-19, Transfer of 
Property to a Corporation under Section 85, and Interpretation 
Bulletin IT-291, Transfer of Property ta a Corporation under 
Subsection 85(l). 

For information on a transfer to a Canadian partnership, sec 
Interpretation Bulletin IT-413, Election By Members oja 
Partnership under Subsection 97(2). 

Selling or dornating certified Canadian 
cultural proptzrty 

You cari only apply a capital 10% against a capital gain. This 
means that, if you had a capital gain in 1995, you ca” use 
your capital loss to reduce the amount of the gain. 

The amount of your capital loss is further reduced to what 
we cal1 your allowable capital 10s~. An allowable capital 
loss is three-quarters of your capital 10~s. 

When your allowable capital losses in 1995 are more than 
your taxable capital gains, the difference between the two is 
your net capital loss for 1995. Report your loss on 
Schedule 3 and file it with your 1995 return. This Will 
ensure your lasses are on OUI records, in case you want to 
apply the losses to other years. 

You do not bave to report a capital gain when you sel1 or 
donate certified Canadian cultural property (national 
treasures) to an instilution or public authority designated 
by the Minister of Canadian Heritage. The Canadian 
Cultural l’roperty Export Review Board, which operates 
under the Department of Canadian Heritage, certifies this 
property as cultural properiy and provides certificates for 
tax purposes. Cultural property ca” include paintings, 
sculptures, books, manuscripts, or other abjects. 

If you sel1 or don& certified cultural property to a 
designated institutio,n, you may bave a capital 10s~. The 
treatment of the loss Will depend on what type of property 
you sold or donated. For example, the certified cultural 
property may be listed persona1 property (LPP). If this is 
the case, the rules for LPP losses Will apply. See Chapter 5 
for details on how to apply a capital 10s~. 

You cari carry your 1995 net capital loss back three years 
(1994,1993, and 1992) and apply it against your taxable 
capital gains in any of those years. For details, sec the 
section called “How do you apply a 1995 net capital loss to 
previous years?” on page 33. 

You cari also apply your net capital loss against a taxable 
capital gain in any future year. If you are going to do this, 
make sure you keep a record of the amount you bave 
available to carry forward. We explain how to apply these 
losses in the section called “How do you apply net capital 
losses of other years to 1995?” on page 30. 

Example 
In 1995, Carmela sold some securities. As a result, she had a 
capital loss of $800 and a capital gain of $600. 

For more information, sec Interpretation Bulletin IT-407, 
Disposition nfter 1987 ojCanadian Culturaf Property, and its 
Special R&ase, or sec our pamphlet called Gifts and lncome 
TLY. 

Allowable capital loss ($800 x 3/4) $(600) 
Taxable capital gain ($600 x 3/4) . . . . . . . . . . . . . . . . . . $450 
Net capital loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $m 

The difference between her allowable capital loss of $600 
and her taxable capital gain of $450 is Carmela’s net capital 
loss for 1995. She ca” apply her net capital loss of $150 
against her taxable capital gains in any of the three 
previous years, or in any future year. 
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You were asking...? 

Q. 

A. 

1 owned so& shares in a Canadian public corporation 
and sold them in 1995 ai a 10~s. 1 had no capital gains 
in 1995. How do 1 show my capital loss on my tax 
*dU*ll? 

Report this loss on Schedule 3. Enter the proceeds of 
disposition on line 020 and your capital loss on line 021 
in Part 1 of Schedule 3. Tluee-quartes of your capital 
loss is your allowable capital loss for 1995. Since you 
bave no taxable capital gains in 1995, your allowable 
capital loss becomes a net capital loss for 1995. You 
cannot deduct the net capital loss in 1995 because you 
did net bave any taxable capital gains. You cari, 
however, carry the loss back three years, or forward to 
any future year, and apply it against taxable capital 
gains. Make sure you attach Schedule 3 to your income 
ta rehun for 1995, SO we bave a record of your 10s~. 

Allowable business investment loss 
(ABIL) 
If you had a business investment loss (defined on page 8) 
in 1995, you cari deduct three-quarters of the loss from 
income. We cal1 this amount your ABIL. 

You bave to reduce your business investment loss if you 
claimed a capital gains deduction in a previous year. We 
explain this in the chart called “Reduction in business 
investment loss u on page 28. 

You cari deduct your ABIL from your other sources of 
income for the year. If your ABIL is more than your other 
sources of income for the yen, include the difference as 
part of your non-capital loss for 1995. You ca* carry a 
non-capital loss back three years and forward seven years. 

TO carry a non-capital loss back to 1992,1993, or 1994, 
complete Form TIA, Request for Loss Carry-B& and file it 
with your tax return for 1995. You cari get this form from 
us. Do not file an amended tax return for the year you want 
the loss applied ta For more information on non-capital 
losses, sec Interpretation Bulletin IT-232, Non-Capital Losses, 
Net Capital Losses, Restricted Faim Losses, Farm Losses and 
Limited Partnerskip Losses - Tkeir Composition and 
Deductibility in Computing Taxable Income. 

If you are notable to deduct your ABIL as a non-capital loss 
within the allowed time frame, the unapplied part becomes 
a net capital loss, which you an use to reduce your taxable 
capital gains in the eighth year or any year after. 

For example, let’s say you had an ABIL in 1987 that became 
a non-capital loss and you were net able to deduct it in the 
tbree years before 1987 or the seven years after 1987. You 
cari now use the loss to reduce your taxable capital gains 
in 1995 or any year after. 

Claim your ABIL by entering: 

. on line 228 of your tax rehun, your business investment 
loss before reducing this loss (sec the chat on page 28); 

n on line 034 in Part 1 of Schedule 3, any reduction in your 
business investment loss (sec the chart on page 28); and 

n on line 217 of your tax return, your allowable business 
investment loss. 

You also bave to attacha note that states the: 

. name of the small business corporation; 

. number and class of shares, or the type of debt you 
dispose-d of; 

n insolvency, bankruptcy, or wind-up date; 

. date you bought the shares, or the date you acquired the 
debt; 

. amount of the proceeds of disposition; 

. adjusted cost base of the shares or debt; 

. outlays or expenses on the disposition; and 

n amount of the loss (enter this amount on line 228 of your 
return). 

Any ABIL that you claim for 1995 Will reduce the capital 
gains deduction you cari claim in 1995 and in fuhxe years. 
See Chapter 7 for more information. 
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I f  you claimed CI capital gains deduction in a previous year. you bave to reduce your business investment lxs in 1995. 

The following chat will help you calculate the reduction. If  you had more thon ont? business lnvestment loss in 1995. make 
sure you calculate eoch reduction separately. 

Looking ut the ch&. you Will notice that we adjust the omount of the capital gains deductions you claimed in prevlous 
years. We do this because capital gains were included in Income at Mi?rent rates in those years. 

Total capital gains deductions claimed in 1985, 1986. and 1987 (from line 254 of 
your returns for these years) <,,<,,,.,..................,...,,....,,.,,..,,.,.,.,..................,...,,.,,..,,.................. S x2= s 1 

Total capital gains deductions claimed in 1988 and 1989, excluding amounts claimed 
for taxable capital gains from eligible capital property (line 254 of your 1988 and 
1989 returns, minus any amounts reported on lines 543 and 544 on Schedule 3 for 
1988 and 1989--if negative, enter zero) ..,,,...,...........................,.,.,,..,....................,.,.,,.,..... $ (a>x3/2= S 2 

Total capltol gains deductions claimed in 1988 and 1989 for eligible capital propem/ 
(total of amounts on line 254 of your 1988 and 1989 returns. minus the amount on 
llne (a) above -- not to exceed lines 543 and 544 on Schedule 3 for 1988 
ond 1989) <,,<,,.,,.,...................,,,,,,,,,,,,..,..........................,.,,.,,..,........................,..,.,.,.................., $ x4/3= s 3 

Total capital gains deductionsclaimed in 1990. 1991. 1992. 1993. and 1994 
(from line 254 of your returns for these years) .,,.,...........................,,.,,,.,,..................,,.,,.,..,.. S x4/3= s 4 

Line 1 pluslines2.3.and4 ................... S 5 

Total reductioncs) In business investment losses for 1986 to 1994 (from line 535 of 
Schedule 3 of your returns for these years plus line 034 in Part 3 of Schedule 3 
Of your 1994 return) <,,.<............<,,,,,,,,,..,,...............................,.,,.,,....,.......................,,...,............. s 6 

Total amount already used to reduce any other business investment losses in lW5........ S 7 

Line 6 plus line 7 ..~~~...........................~.~..~........................ S 8 

Line 5 minus line 8 ,,............,,,,,,,,,,,,,,,,.,...........,.,,,.,,,,,,,,,,,.,......................,.,,,,,,,,,....................,,,,,,,,,,...................,,,.,.,,,, S 9 

Business investment lxs for 1995 (before reducing this loss) ,,.,,,.,,..,.....................,,.,.,......................,,.,..,,..,......... S 10 

Reduction in business investment 10% for 1995: 
Line 9 or line 10, whichever amount 1s less S 11 

Business investment 10% for 1995: 

The amount from line 11 becomes CI capital 10% for 1995. Enter this amount on line 034 in Pari 1 of Schedule 3. 

Applying listed persona1 
property (LPP) losses 
If you dispose of LPl’in 1995, you need to read this section 
sine applying an LPP loss is different from applying other 
capital losses. This is because: 

n you cari only deduct LPP losses from any gains you had 
from selling other LPP; 

n the total amount of LPP losses you deduct in the year 
cannot be more than the total LPP gains for that 
year; and 

. you cannot use tbis loss to reduce any capital gains you 
had from selling other types of property. 

LPP gains do net include gains from selling or donating 
certified Canadian cultural property to a designated 
institution (sec the section called “Selling or donating 
certified Canadian cultural property” on page 26). 

TO determine how much of an LPP 10% you cari deduct, 
you bave to calcul& each LPP disposition separately. Sine 
LPP is a type of personal-use property, the 51,000 minimum 
proceeds of disposition and adjusted cost base rules apply. 
For more information about these rules, sec the section 
called “Persona1-use property” in Chapter 3. 

If your 1995 LPP lasses are more than your LPP gains 
in 1995, you cari use the difference to reduce LPP gains of 
other years. You cari reduce a gain you had in any of the 
three years before 1995 or the seven years after. If you 
would like to carry back your 1995 LPP losses to reduce 
your LPP net gains from 1992,1993, and 1994, complete 
Form TlA, Request for LO~S CarryBack. You cm get this form 
from us. File one copy with your 1995 tax return. Do net file 
an amended return for the year you would like the loss 
applied to. 
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If your 1995 LPP gains are more than your LPP losses 
in 1995, you cari use unapplied LPP losses from 1988 and 
later years to reduce the balance of your 1995 LPP gains. Do 
not enter these losses on line 253 of y~ur rehwn. Instead, 
reduce your 1995 LPP gains by the amount of the unapplied 
LPP losses from other years. 

You should only complete the “Listed persona1 property” 
area in Part 1 of Schedule 3 if you bave a net LPP gain 
in 1995. If you do not have a net LPP gain, keep a record of 
your LPP losses that bave not expired so you cari apply 
these losses against future LPP gains. An unapplied LPP 
loss expires when you do not use it by the end of the 
seventh year after you incurred it. 

Example 
Marino bought some jewellery in 1985 for $5,800. In 1995, 
he sold it for $6,000. He ended up with a gain of $200. He 
also sold a coin collection for $2,000 in 1995. Marino had 
originally bought this collection in 1988 for $1,700. He 
ended up with a gain of 5300 when he sold the coin 
collection. In addition, he sold a painting in 1995 for $8,000. 
However, Marino bought the painting in 1989 for $12,000. 
Therefore, he had a loss of $4,000. He had no outlays or 
expenses for these three transactions. 

Marino’s loss from selling Ll’l’ in 1995 was more than his 
gain: his loss was $4,000; hi5 total gain was $500 ($200 + 
$300). As a result, hi.s net loss was $3,500 ($4,000 - $500). 
Marino cannot use the difference to offset his capital gain 
on the sale of a property other than on LIV’ in the year. In 
addition, he cannot offset any income he had from 0th~ 
sources. However, he cari apply his Ll’l’ losses against his 
LPP gains in any of the three previous years, or the seven 
years following 1995. 

Marino should not complete Schedule 3 for 1995. However, 
he should keep a record of his LIV loss in case he wants to 
apply the loss against LPP gains in another year. 

Superficial losses 
A superficial loss cari occur when you dispose of capital 
property for a loss and, during the period starting 30 days 
before the sale and ending 30 days after the sale: 

. you, your spouse, or a corporation you control directly or 
indirectly, buys the same or identical property (called 
“substituted property”); and 

. you, your spouse, or a corporation you control directly or 
indirectly, still owns the substituted property 30 days 
after the sale. 

Under proposed legislation, for dispositions that occor 
after April26,1995 (other than dispositions that occor 
befoie 1996 according to a written agreement entered 
into on or before ApeI 26,1995), a superficial Ioss cari 
occur when you dispose of capital property for a loss 
and, during the period starting 30 days before the sale 
and ending 30 days after the sale: 

. you, or a person affiliated with you, buys, or bas a 
right to buy, the same or identical property (called 
“substihxted property”); and 

n you, or a person affiliated with you, still owns, or bas 
a right to buy, the substituted property 30 days after 
the sale. 

Some examples of affiliated persans are: 

. you ;nd your spouse; 

n you and a corporation that is controlled by you or 
your spouse; and 

n a partnership and a majority-interest partner of the 
partnership. 

If you have a superficial loss in 1995, you carmot deduct it 
when you calculate your income for the year. However, if 
you are the person who acquires the substituted property, 
you cari usually add the amount of the superficial loss to 
the adjusted cost base of the substitoted property. This Will 
either decrease your capital gain or increase your capital 
loss when you sel1 the substituted property. 

There are situations where this type of loss is not 
considered a superficial 10~s. Some of the more common 
situations are when: 

n you are considered to bave sold the capital property 
because you became or ceased to be a resident of Canada; 

. the property is considered to bave been sold because the 
owner died; 

. the disposition results from the expiry of an option; or 

n you are considered to bave sold the property because 
you changed its use. 

Under proposed legislation, this type of loss is also not 
considered a superficial loss if you disposed of the 
property after April26,1995, and within 30~days after 
the disposition, you became or ceased to be exempt from 
income tax. 

Restricted farm losses 
If you run your farm as a business and bave a reasonable 
expectation of making a profit, you may be able to deduct a 
farm loss in the year. However, if farming is not your chief 
source of income, you cari only deduct a portion of your 
farm 10% for the year. The portion of the loss that you 
cannot deduct becomes a restricted farm loss (RFL). You 
cari carry an RFL back 3 years and forward up to 10 years. 
However, the amount you cari deduct in any year cannot be 
more than your net farming income for that year. For more 
information on chlef source of income and how to calculate 
a restricted farm loss, see the income tax guide called 
Farming Income. 

You may bave restricted farm losses (RFLs) that you 
incurred in your farming operation that you could not 
deduct when you calculated your incorne for previous 
years. You cari apply part of these RFLs against any capital 
gain you may bave when you sel1 your farmland. The 
amount of RFLs that you cari apply cannot be more than the 
property taxes and the interest on money you btirrowed to 
buy the farmland that were included in the calculation of 
the RFLs for each year. Reduce your capital gain by adding 
these amounts to the adjusted cost base (ACB) of your 
farmland. Also, you bave to reduce your RFL balance by 
these amounts. 



You tan only use RFLs to reduce any capital gain from 
selling your farmhmd to zero. You cannot use this type of 
loss to create or increase a capital loss from selling 
farmland. 

Example 
Desmond sold his farmland in 1995 for $200,000. The ACB 
of the property was $160,000. Desmond bas an 
unapplied RFL of !$ZO,OOO from 1993. This amount 
includes $5,000 for property taxes, $5,000 for interest, 
and $10,000 for other expenses. 

Desmond wants to reduce his capital gain from selling his 
farmland by applying his RFL against the capital gain. He 
calculates his capilal gain as follows: 

Proceeds of disposition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $200,000 
ACB . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $160,000 
Plus: Property taxes . . . . . . . . . . . . . . . . . . . . . . . . $ 5,000 

Interest . ..I.................................. $5,ooo $170.000 
Capital gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Taxable capital gain ($30,000 x 3/4) . . . . . . . . . . . . . E% 

Desmond cari only apply the portion of his RFL that relates 
to property taxes and interest on the money he borrowed to 
buy the farmland. 

For more information, see Interpretation Bulletin IT-232, 
Non-Capital Losses, Net Capital Losses, Restricfed Farm Losses, 
Farm Losses and Li&ed Partnership Losses - Their 
Composition and Deductibilify in Computing Taxable Income. 

Net capital Ilosses of other years - 
line 253 of your General income tax 
retum 
Usually, when your allowable capital losses are more than 
your taxable capital gains for a year, the difference is your 
net capital 10s~. You cari carry your net capital loss back 
three years and ap;ply it against your net taxable capital 
gains for those years. You cari also carry it forward 
indefinitely to a future year and apply it against your net 
taxable capital gains. 

The taxable part of a capital gain and the allowable part of a 
capital 10s.~ are net the same for every year. We cal1 these 
amounts inclusion, rates. The inclusion rates are as follows: 

. one-half for 1987 and years before that; 

n two-thirds for 1!%38 and 1989; and 

. three-quarters for 1990 and years after that. 

Since there are different inclusion rates for certain years, 
you bave to adjust your net capital loss when you apply it 
against a taxable capital gain in a year that has a different 
inclusion rate. 

How do you apply net capital losses 
of other years to 1995? 
TO apply net capital losses of other years to 1995, you bave 
to sepamte the losses into groups, depending on when you 
incurred the losses. You do this because there are different 
inclusion rates for certain years. Also, the way you apply 
these losses may differ. You break down your losses as 
follows: 

. losses you incwred before May 23,1985; 

. losses you incurred after May 22,1985, and before 1988; 

. losses you incurwd in 1988 and 1989; and 

. losses you incurred after 1989 and before 1995. 

Losses that you incurred before May 23,1985, are subject to 
special rules. If you bave unapplied net capital losses from 
before May 23,1985, sec the next section. 

You bave to apply net capital losses of earlier years before 
you apply net capital losses of later years. For instance, if 
you bave a net capital loss in 1987 and in 1991, and you 
would like to apply these losses against your taxable capital 
gains in 1995, you bave to follow a certain order. First, 
apply your 1987 net capital loss against your taxable capital 
gain. Then you apply your 1991 net capital loss against it. 

Net capital losses incurred before 
May 23,1985 
This also includes losses you incurred after May 22,1985, if 
you disposed of capital property according to an agreement 
of sale you entered into before May 23,1985. 

Usually, you cari onIy apply net capital losses of other years 
against taxable capital gains. However, if you incurred the 
losses before May 23,1985, you may use them to offset 
other income. Once you bave applied your net capital 
losses of other years against taxable capital gains, you cari 
use any excess to offset other income. The amount you cari 
use is limited to the least of the excess amount, $2,000, or 
your pre-1986 capital loss balance available for 1995. 

Your pre-1986 capital loss balance available for 1995 is: 

n the balance of your total unapplied net capital losses that 
you had at any time before May 23,1985; minus 

. the total adjusted amount of capital gains deductions that 
you claimed before 1995. 

If you had a net capital loss during the period 
January 1,1985, to May 22,1985, and you had taxable 
capital gains later in 1985, your taxable capital gains Will 
reduce your pre-1986 capital loss balance. For more 
information, see Interpretation Bulletin IT-232, Non-Capital 
Losses, Net Capital Losses, Restricted Farm Losses, Fam Losses 
and Limited Partnership Losses - Their Composition and 
Deductibility in Computing Taxable Income. 
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Applying net copltcl fesses of cttw yems tc 1995 

Use the fcllcwing chart to opply your net capital losses of other years to 1995. ond to calculate your lcss balance that is avalloble for yo” to 
cm) fcward to a future year. See the example on the next page. 

Step 1 -Pro-1986 ccpltcf fou balance avcllable for 1995 
Complete this Step Cnly if yo” bave CI balance of unopplled net capital losses ho”, befcre May 23. 1985. 
Othewise. enter zero on Il”e 3 and start at Step 2. 

Balance of unopplled net capltol losses you had before May 23, 1985 ,,,<,<<,<,<,<,<,,,,.,,......,..........,....,.......,.,.,.,.....,.,,.,,,,,,,,,,,,,,,,, $ 1 

Capital gains deductlons yo” clalmed: 

Sefore 1988 ..<..<.<..<.,..,<..........,,.,.,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,...,,..,,,,.,,,,,,,,,,,,,,,,,,..,,,,.,..,..,,..,,,,....,.,...., $ 

In 1988 and 19’39 .,<.,<.,<.<<,<.<..<....,....,,,. S x 3/4 = .<.,<.<.,<.,.,.,..<.............,....,.,.........,..,.,..,....,..,., s 

In 1990.1991.1992.1993.a”d ,994 S x 2/3 = .<<,<.<.,<.<.<.,.....................,....,....,.,..,....,..,.,..,.. s 

Total capital golns deductlons after ad,ustment <,,,,<,<,,,,<,<,<,,<,,,,..,.,.....................,.,....,............,..,.. I ,<.,.,..<.<..<.,..<...............,.......,,..,. S 2 

F’re-1956 capital Icss balance avaflable for 1995 (Ilne 1 ~~RUS [Une 2) <.,<.<.,<,<.,.<.,.,<.,........................,.,....,....,..,..,..,..,..,........,..,.., S 3 

Step 2 - Applylng net capital loues of cther yecn tc 1995 
Complete the fcllcwing table tc apply your net capital losses of other Ve~r$ to 1995 

Line A - Enter the amount of your “napplied net capital loues of other years for each pedod Indlcated. 
Line S - Adjustment fqctor. 
Une C - Multlply the amount on line A by the amount on Ilne S for Bach period, and enter the reiult on llne C 

aefcre Atter May 22,1985, In 1988 ond After 1989 
Mcy 23, 1953 cnd bafcre 1988 1989 and befcre 1995 

A 

a 312 312 918 1 

lota, unopplled ad,“sted “et capital losses of other years (total cf amounts In C obcve) ..<.............................................. $ 4 

laxable capital golns reported on line 127 of your ,995 return ..<......<..............,.....,...........................,.............,..........,..,..,.., $ 5 

Une 4 or Il”e 5, whlchever is less ,<,,<,,<,<,,<,<,,<,<,,,,,,,,,,,,,,,,,.,,,,.,,.,.,,,,........,.,....................,.,..............................................................,..,.. $ 6 

Vou ca” apply 011, or part of. the amount on llne 6 agolnst you taxable capital gains in lW5. Enter on line 7 the 
amount of losses you want to clcllm ..~....~..................... S 7 

If you dld not complete Step 1, enter the amount from line 7 on llne 253 of your 1995 Income tax return. Thls Is your 
deductlon In 1995 for net capital losses of other years. Enter this same amount on line 16 In Step 3. DO net complete 
lInes a to 15 lncluslve. 

If you completed Step 1, complete llnes 8 to 16 inclusive. 

a 

12 

Deductlon In 1995 for net copltcl lcsses of cther years (Ilne 7 plus llne 12) <,<.<.<<,<.<.<.<.,.,....,..,..,..,....,..,.,....,.......,..,..,..,..,....,..,..,.. $ 13 
Report the amount from Ilne 13 on Ilne 253 of your 1995 return. 

Step 3- CalcutatRg ycw balance of “ncpptted net capltcl louer of other yean avaflcble tc ca”y fcmard 
Vcu may stlll bave CI balance of unapplled net capltql losses of other yean after Vo” bave applled these losses tc 1995. If thls 1s the axe, 
iomplete this step tc calculate your balance. 

4mount from llne 7 ,..,.....,...........,.....,.,,.,,,,.,,.,,,,.,,,,,,,,,,,,,,,,,,,,,,,,,,,,,..,.,..,.,..,.,..,.,..,....,.,.........,.,..,.,..,..,....,..,.,..,....,..,.,..,..,.....,....,..,..,.., S 14 

4nlc”“t frcm INne 12 s x3/2= ..<..................,,,,,,,,,,,,,,,,,,,,,.,,.,.,,.,,,,.,..,.,,,,,,,,,,,,,,,,,,,,.,.,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, $ 15 

lota, od,“sted “et copltql losses of other years applied In ,995 (Il”e 14 plus Il”e 15) <,<.,<,<.,<,<.,.,<.,.,..,.,..,.....,..,.,..,.,..,.....,..,....., S 16 

Ihe fcllowlng table wlll help yo” calculate any “et copltal losses of other years that are avallable tc carry fcrward. 

J”e D - Enter the amount of you, ““applled ad,usted “et copltql losses for Bach perlod qt the beglnnlng Of 1995 (ho”, Il”e C, Step 2). 
Jne E - Enter the total ad,“sted net copltal losses of other years applled In 1995. The total on line E has to equal the omount of losses 

Jne F 
on Ilne 16 obove. Remember. you hwe to apply the oldest losses flrst. 

- Subtract the omount on llne E from the amount on llne D for each perlod, and enter the dlfference on Ilne F. 
Jne G - Ad,“st”,ent facto,. 
:lne H - Multiply the amount on line F by the amount on Ilne G for eoch perlod, and enter the result on llne H. The amounts on Ilne H 

are yo”r net capital losses of cther yecus that are avalloble to carcy fcnvclrd tc CI future yeor. 

AfIer Mcy 22, 1985, I In 1988 cnd I Atter 1989 Sefore 

Mcy a1985 cnd befcre ,988 1989 C”d befcre 1995 
n I I I I 

F I I I I 
G 213 213 ai9 1 
Y I I I I 
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I Example 

I Claudio ha unapplied “et capital losses of $4,ooO he lncurred before May 23, 1985. He cloimed a capital gains deduction of SK”I in 1986. 
nnd S’,On in ,989 C,<,,,d,o &o hos on u”cIoD,,ed “et caDita, loss of SlW.wO from 19%. He reoorted CI taxable CODltaI aah Of $3O,oW 0” 
Une 127 of bis 199.5 retw”. He completes the followlng steps to calculate the maximum dedu&on he ca” cIaIr” for hls ünapplled “et caplta 
loses of other years R ,995, and to determlne the loss balance that 1s a”aIIable for hlm to carry forward to a future yeor. Secause Of space 
Ilmltations. we hwe no+ reproduced the entlre chat. 

Step 1 -F’re-,986 capftaf foss balance ovallable for 1995 
Complete this step onty if you hwe CI balance of unapplled net capital loses from before May 23. 1985. 
Otherwise. enter zen, on Il”e 3 and stat at Step 2. 

Wcl”ce of unapplied net capital losses you had before Moy 23. 1985 $ 4.MM 1 

Capital gains deduatlons yo” dalmed: 

and beiore’1958 1989 and before 1995 

I I l C1MWl-l 

II I aetore I After MW 22.1985. l In 1988 and 1 After 1989 I 

EE 
Mciy 23, 19.55 and beiore 1988 1989 ond befom 1995 

D %.cm S1oO.ooO 

E $b.KQ S 27,0X 

F 0 s 73.m 

G 213 213 819 1 

H 0 s 73KQ 

CIaudIo ha to appl bis older fosses first. Since the total amount of adjusted loses that Claudlo used h 1995 wos $33.@X (fiom line 16 
above). he applltrs J 6.CK of hls adlusted pre-1986 losses flrst. He the” “ses $27,oûo (S33.W - S6,D.X) of hls 19% losses. Claudio ha 
““opplied “et capital loses of $73,Mx) thot he ca” carry forword to 0 future year. 
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W-W do vnu apply a 1995 net capital ..-.. -- ,- 
loss to prek rious years? 

0°C _^L ^^.zL.11^^^ You cari carry a li7J IICL uqmri, LU>> YaI ‘--?k three years 
to 1992,1993, and 1994 and use it to red uce your taxable 

from us. It Will help you determine the amount you bave 
left to carry forward to future years. 

TO help you keep accurate records, make sure you keep 
separate balances of unapplied net capital losses for each 
,,~lr 

capital gains in these years. When you carry back your net ‘Y”” ,~ 
capital loss, you cm choose to which year you want to Tax Tip 
apply the 10~s. Since the inclusion rate is the same for a11 If you apply a 1995 net capital loss to’a pr@xiS +w,. 
these years, you do not bave to adjust your 1995 loss when any capital gains deduction that you claimed in that ,: 
you carry it back. yëar, or a following year, may be re&ic$i~, For ,yb~e;~ ,’ ‘, 

information, set? the note on page 421, ‘, 
TO apply a 1995 net capital loss to 1992,1993, or 1994, 
complete “Area III-Net capital loss for carry-back” on 
Form TlA, Request for LO~S Cary-Bock. You cari get this form 

The followlng chart summartzes some of the information we hove discussed in this chapter. 

Type of loss 

Allowable business lnvestment 
osses (sec page 27) 

Appltcatton of IOWS 

Any unopplied portlon becomes a 
non-capital 10% in the year of the 10s~: 

- carry back three years 

- carry forward seven years 

Restrtctions 

No restrictions 

Unapplied portlon becomes a net capital loss Ltmlted to taxable capital gains in 
which ca” be used to reduce taxable capital the year 
gains in the eighth year or any year after. 

Net capital losses (sec this page 
ond page 30) 

- carry back three years 

- carry forward indefinitely 

Limited to taxable capital gains In 
the year’ 

Farm losses (sec the income tax 
guide called Farming Incorne) 

Llsted persona property (LPP) 
loses (sec page 25) 

- carry bock three years 

- carry forward ten years 

- carry back three years 

- carry forward seven years 

No restrictions 

Limited to net gains from LPP in 
the year 

Losses from personal-use 
property (sec page 20) 

- no 10% allowed” Not applicable 

Restricted farm loss (sec 
page 29) 

- carry back three years 

- carry forward ten years 

Part of any unapplied loss may be used to 
reduce your capital gains on the sale of the 
farmland that was used in a farmtng business. 

Llmlted to net farmtng tncome in 
the year 

Cannet be more than the 
properly taxes and the Interest on 
money you borrowed to buy the 
farmland that were included in 
the calculatlon of the restrlcted 
farm loues for each year 

Can”ot be used to create or 
tncrease a capital loss 

Superficial losses (sec page 29) - no 10% ollowed: however. the amount of Not applicable 
the loss cari generally be added to the 
adlusted cost base of the substituted 
PweW 

* For net capital losses tncurred before May 23, 1955, an addttional amount (up to $2,000) may be deducted hOm other 
income. See the section called “Net capital losses Incurred before May 23, 1955” on page 30. 

** For exceptions tothis rule, sec the section called “Personal-use prOperh/” on page 20. 
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1 n thx? chapter, we explain the capital gains rules that 
apply when you sel1 property and only receive part of the 

selling price at the time of the sale. 

What is a reserve? 
When you sel1 a capital property, you usually receive full 
payment at that time. Som&mes, however, you receive the 
amount over a number of years. For instance, you may sel1 
a capital property for $50,000 and receive $10,000 at the 
time of the sale. You receive the remaining $40,000 over a 
period of four years. In this type of situation, you cari daim 
a reserve. Usually, a reserve allows you to defer reporting a 
portion of the capital gain to the year in which you receive 
the proceed$. 

If you decide to claim a reserve, you still need to calculate 
your capital gain for the year in the regular way (the 
proceeds of disposition minus the adjusted cost base and 
the selling expenses). From this amount, you deduct the 
amount of your reserve for the year. The figure that you 
end up with is the part of the capital gain that you bave to 
report in the year of sale. 

If you daimed a reserve in tbe previous year, include that 
reserve when you calculate your capital gains for the 
current~year. For instance, if you claimed a reserve in 1994, 
you, bave to include it in your capital gains for 1995. If you 
still bave an amount that is payable to you after 1995, you 
cari calculate and deduct a new reserve, which you include 
in your capital gains for the following year - 1996. Keep 
doing this until yon bave received full payment for the 
property. However, there is a limit to the number of years 
that you cari do this. It depends on when you sold the 
property and the type of property that you sold. 

TO deduct a r+rve in any year, you bave to complete 
Form T2017, Summny of Resemes on Dispositions of Capital 
Property. Use this form if you are an individu1 (other than 
a trust) who is: 

. reporting a reserve you claimed on your 1994 return; or 

. claiming a reserve in 1995. 

You cari find two copies of this form in the middle of this 
guide. Attach one copy to your return. 

Does a capital gain from a reserve 
qualify for the capital gains 
deduction? 
A capital gain from a reserve qualifies for the capital gains 
deduction only if it is an eligible capital gain. 

An eligible capital gain includes: 

. a reserve brought into income from the disposition of 
qualified farm property after 1984 or qualified small 
business corporation shares after June 17,1987; and 

w a reserve brought into income from the disposition of 
property after 1984 and before February 23,1994, by a 
persona1 trust or a partnership that bas a fiscal year that 
includes FebruaKy 251994, and ends in 1995.* 
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* If the reserve is from the disposition of non-qualifying 
real property, the portion of your share of the capital 
gain that applies to the period after February 1992 is 
not eligible for the capital gains deduction (sec the 
section called “Are you reporting a reserve from the 
disposition of property by a partnership that bas a 
fiscal year that includes February 22,1994, and ends 
in 1995?” on page 36). 

You Will find a definition of qualified small business 
corporation shares on page 10. TO find out what is 
considered qualified farm property, see the income tax 
guide called Farming Income. A capital gain from a reserve 
brought into income from the disposition of these types of 
properties qualifies for the $375,000 capital gains deduction. 
TO calculate this deduction, use Form T657, CaIcuIation of 
Capital Gains Deductionfor 1995 on AU Capital Property. You 
cari get this form from us. For more information about the 
capital gains deduction, see Chapter 7. 

Who cari claim a reserve? 
Most people cari claim a reserve when they sel1 a capital 
property. However, you cannot claim a reserve if you: 

. were net a resident in Canada at the end of the taxation 
year, or at any time in the following year; 

n were exempt from paying tax at the end of the taxation 
year, or at any time in the following year; or 

. sold the capital property to a corporation that you control 
in any way. 

How do you calculate a reserve? 
The amount of a reserve you cari claim in a taxation year is 
limited. TO calculate your maximum reserve for 1995, you 
use one of three calculations. The one you use depends on 
when ywsold the property, and the type of property you 
sold. 

Note 
You do not bave to claim the maximum reserve in the 
taxation year. You cari claim any amount up to the 
maximum. However, the amount you claim in a later 
year for the disposition of a particular property cannot 
be more than the amount you claimed for that property 
in the immediately preceding year. 

Properfy sold before November 13, 198 1 
If you sold property before November 13,1981, use the 
following formula to calculate your reserve: 

Amount payable after 
Capital gain x the end of the year 

Proceeds of disposition 

You also use this formula for property that you sold, or are 
considered to bave sold, after November 12,1981, if the 
disposition took place: 

. under the terms of an offer or an agreement in writing 
made or entered into before November 13,198l; or 

n as a result of the property having been stolen, destroyed, 
or expropriated before November 13,1981. 



Property sold after November 12, 1981 
If you sold property after November 12,1981, the formula’ 
you use to calculate your maximum reserve depends on the 
type of property you sold. There are two formulas: one 
formula to use when you sel1 property other than family 
farm property and small business corporation shares sold 
to your Child, and one formula to use when you sel1 family 
farm property or small business corporation shares to your 
Child. 

Your Child includes: 

. your natural Child, your adopted Child, or your spouse’s 
Child; 

. your grandchild or great-grandchild; 

. a person who, while under 19, was in your custody and 
control and was wholly dependent on you for support; or 

. the spouse of any of,the above. 

A - Properfy other than family farm property and 
small business corporation shares sold fo your Child 
For a11 property, other than family farm property and small 
business corporation shares sold to your Child, that you sel1 
after November 12,1981, you cari claim a reserve up to a 
maximum of 4 years. Your reserve in each year cannot be 
more than the laser of the following: 

Amount payable after 
(a) Capital gain x the end of the vear 

Proceeds of disposition 

and 

(b) Capitalgain x -* 

*lst year : 80% (year of sale) 
2nd year: 60% 
3rd year : 40% 
4th year : 20% 
5th year : zero 

,,, 

Example 
Caitlin bought a sailboat in 1985. She sold it in 1995 
for 575.000. The adiusted cost base of the boat was $50,000, 
and the selling expenses were $5,000. She ended up wkh 2 
capital gain of $20,000. Caitlin received a down payment 
of 530,000 at the time of the sale. She Will receive $5,000 a 
year for the following nine years. 

Since Caitlin did net receive full payment for the sale in the 
year she sold the boat, she cari claim a reserve. However, 
even though she Will not receive the total selling price for 
nine years, she cannot spread the capital gain that she has 
to report over more than five years. Caitlin’s maximum 
reserve for 1995 is the lesser of (a) and (b): 

(a) $20,000 x y& = 512,000 

(b) 520,000 x 80%’ = 516,000 

* Since this is the year of the sale, Caitlin uses 80% to 
calculate the amount of her reserve. 

Caitlin enters the 512,000 reserve on lines 388 and 399 of 
Form T2017, Summary of Reserves on Dispositions of Ca@?l 
Property. As Caitlin had no other capital transactions 
in 1995, she completes Schedule 3, Capital Gains ht. LossesJ 
in 1995, as follows: 

Line 029 - Personal-use property . . . . . . . . . . . . . . . . . . . . . . 5 20,000 
Line 036 - Total gains (or losses) before 

reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 20,000 
Line 037 - Reserves fivm line 399 of 

Form T2017 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5(12,000) 
Line 040- Total capital gains (or losses) 5 8,000 
Line 041- Total taxable capital gains 

(or losses) of Part 1 (58,000 x 3/4) . . 5 6,000 
Line 042- Total taxable capital gains 

(or losses) of Part 1 . . . . . . . . . . . . . . . . . . . . . . . . . 5 6,000 
Line 044- Total taxable capital gains 

(or net capital losses) . . . . . . . . . . . . . . . . . . . . . . . . 5 6,000 

Caitlin enters the taxable capital gain of $6,000 on line 127 
of her 1995 return. 

In 1996, Caitlin has to report her 1995 reserve of $12,000 as a 
capital gain. She Will enter this amount on line 386 of 
Form T2017 for 1996. Since there Will still be an amount 
payable to her after 1996, she cari calculate a new reserve, 
and deduct it from the $l2,OOO. She shows the ww reserve 
on lime 388 of Form T2017 in 1996. 

.‘, 

ft - Family farm property or small business corporation 
shares sold to your Child 
If you sel1 one of these two types of property after 
November 12,1981, to your Child (who lived in Canada at 
the time of the sale), you cari claim a reserve up to a 
maximum of 9 years. Your reserve in each year cannot be 
more than the laser of the following: 

Amount payable after 
(a) Capital gain x the end of the vear 

Proceeds of disposition 

and 

(b) Capitalgain x -* 

*1st year : 90% (year of sale) 
2nd year: 80% 
3rd year : 70% 
4th year : 60% 
5th year : 50% 

Family farm property includes: 

. shares of a family farm corporation; 

6thyear : 40% 
7thyear : 30% 
8th year : 20% 
9thyear : 10% 

1Othyear : zero 

n an interest in a family farm partnersbip; or 

n land or depreciable property in Canada that you, your 
spouse, or any of your children used in a farming 
business. We define Child on this page. 

For more information on how to calculate a capital gains 
reserve and details of what is considered to be a family 
farm property, see Interpretation Bulletin IT-236, 
Reserves - Disposition of Capital Property. 
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Are you reporting or claiming a 
reserve from the disposition of 
property by a partnership that has a 
fiscal year that includes 
February 22,, 1994, and ends in 1995? 
This section Will help you determine the eligible and 
non-eligible porticms of your share of reserves from the 
disposition of capital property, other than qualified small 
business corporation shares or qualified farm property, by a 
partnership that bas a fiscal year that includes 
February 22,1994, and ends in 1995. Read this section only 
if a11 the following conditions apply to your situation: 

. you are a meniber of a partnership; 

. the partnership has a fiscal year that includes 
February 22,1994, and ends in 1995; and 

. you are reporting or claiming a reserve from the 
disposition of property, other than qualified farm 
property or qualified small business corporation 
shares, after 1984 and before February 23,1994, by the 
partnership. 

If the reserve was from the disposition of property after 
1984 and before February 23,1994, by a partnership that has 
a fiscal year that indudes February 22,1994, and ends in 
1995, you bave to complete the appropriate area in Part 2 of 
Form T2017. Al1 or part of the reserve may be eligible for 
the 575,000 capital gains deduction. 

If the reserve is from the disposition of capital property, 
other than non-qualifying real property, all of the reserve is 
eligible for the $75,000 capital gains deduction. If this is 
your case, in addition to reporting the reserve in the 
appropriate area in Part 2 of Form TZ.017, you bave to enter 
the amount of the reserve that is eligible for the capital 
gains deduction on line 391 in Part 2 of Form T2017. TO 
calcul& this amocmt, subtract the current year’s reserve 
from the prior year’s reserve for the particular property, 
and enter the difference on line 391. If the result is a 
negative amount, show it in brackets. 

If the reserve is fro:m the disposition of non-qualifying real 
property that the partnership acquired before Mach 1992, 
the portion of the reserve that applies to the period after 
February 1992 is not eligible for the capital gains deduction. 
If this is your case, sec the next section to determine the 
eligible and non-eligible portions of the reserve. We define 
non-qualifying real property on page 9. 

Calculating the eligible and non-eligible 
portion of a reserve from the disposition of 
non-qualifyingl real property by a partnership 
that bas a fiscal year that includes 
February 22, 1’994, and ends in 1995 
TO calculate the non-eligible portion of your reserve, use 
the following formula: 

AxB/C 

In this formula: 

A = the reserve from the disposition of non-qualifying 
real property after 1984 and before 
February 23,1994.’ 

B = the number,of mon& the partnership owned the 
property after February 1992 and before 
Mach 1994 (start counting with March 1992 
and include the month the partnership disposed of 
the property). 

C = the number of months the partnership owned the 
property before March 1994 (if the partnership 
owned the property before January 1972, start 
counting with January 1972. Otherwise, start 
counting with the month the partnership purchased 
the property and include the month the partnership 
disposed of the property). 

* If you are reporting a reserve that you claimed in the 
prior year for that property, the amount to use in A is the 
reserve from the prior year minus the reserve, if any, that 
you are claiming for the current year. If you are net 
reporting a reserve from the pria year, the amount to use 
in A is the reserve you are claiming for the current year. 

In addition to entering the reserve in the appropriate area 
in Part 2 of Form T2017, you bave to enter the amount of 
the reserve that is eligible for the $75,000 capital gains 
deduction. In this case, the eligible portion of the reserve is 
the difference between the amount determined for A in the 
above formula and the amount you calculated as the 
non-eligible portion of the reserve. Enter the eligible 
portion on line 391 in Part 2 of Form T2017. 

T’ h~s chapter deals with the capital gains deduction as it 
apphes to capital property and eligible capital property, 

other than qualified small business corporation shares and 
qualified farm property. It also shows you how to complete 
Form T936, Calculation of Cumulative Net Investment 
Loss (CNIL) to December 31,1995, and Form T657A, 
Calculation ofCapital Gains Deduction for 1995 on 0th 
Capital Property. You Will find two copies of these forms in 
the middle of this guide. 

If you disposed of qualified small business corporation 
shares or qualified farm property in 1995 or a prier year, 
use Form T657, Calculation of Capital Gains Deduction 
for 2995 on Alf Capital Property. If you disposed of a 
combination of properties that includes these types of 
properties, you should also use Form T657. This form 
includes information that Will help you calculate the 
deduction for these types of capital gains. You an get this 
form from us. You Will find the definition of qualified 
small business corporation shares on page 10. TO 
determine what is considered qualified farm property, sec 
the income tax guide called Farming Income. 

36 



If, for the 1995 taxation year, you file Form T664, Election to 
Report a Capital Gain on Properfy Owned at the End of 
Febrmy 22,2994, for eligible capital property that is 
qualified farm property, and you did net dispose of 
qualified farm property or qualified small business 
corporation shares in 1995 or a prier year, you should use 
Form T657A and not Form T657. 

You Will notice throughout this chapter that capital gains 
are often referred to as being eligible or non-eligible. The 
term eligible capital gains means eligible for the capital 
gains deduction and the term non-eligible capital gains 
means net eligible for the capital gains deduction. 

What is a capital gains deduction? 
It is a deduction that you cari claim against eligible taxable 
capital gains you realized from the disposition of capital 
property. By claiming ibis deduction, you cari reduce your 
taxable income. An eligible taxable capital gain is fhree- 
quarkrs of an eligible capital gain. 

What are the capital gains deduction 
limits? 
There is a limit to the total amount of capital gains 
deductions you cari claim. Thls limit depends on the type of 
capital property you disposed of. If you disposed of: 

n qualified farm property or qualified small business 
corporation shares, you may be eligible for 
the $500,000 capital gains exemption. Sine you only 
include three-quarters of a capital gain in your taxable 
income, your cumulative capital gains deduction 
is $375,000 (three-quarters of $500,000); or 

. any other capital properties, you rnay be eligible for 
the $100,000 capital gains exemption. Your cumulative 
capital gains deduction is 575,000 (three-quarters 
of 5100,000). 

The $75,000 capital gains deductlon is no longer available 
for dispositions of capital property or eliglble capital 
property after February 22,1994. However, there are certain 
situations where you cari still daim the $75,000 capital gains 
deduction for 1995. The chart called “Capital gains eligible 
for the $75,000 capital gains deduckon for 1995,” on this 
page, lists ihese situations. 

The total of your capital gains deductions from 1985 to 1995 
for a11 types of capital properties cannot be more fhan your 
cumulative deduction of $375,000. 

When cari you claim the capital gains 
deduction? 
You cari daim the capital gains deduction in a year that you 
bave an eligible capital gain. Your daim cannot be more 
than your eligible taxable capital gains. Claiming a capital 
gains deduction is net mandatory. In other words, you cari 
claim any amount you want to in a year, from zero up to 

Remember, the $75,000 capiial gains deduction is no longer 
available for dispositions of capital property or eligible 
capital property after February 22,1994. However, if you 
owned this type of property at the end of February 22,1994, 
and you bave not used a11 of your 575,000 capital gains 
deduction, there is a special election that may be available 
to you. For more information, read the section called “Did 
you own capital property or eligible capital property at the 
end of February 22,1994” on page 4. 

Capital gains eligible for the $75,000 capital gains 
deduction for 1995 

Capital gains eligible for the $7.5.o00 copltal gains 
cleductlon for 199.5 include: 

. a capital gain from an electlve disposition of eligible 
capital property of a business that has a fiscal year that 
Includes February 22, 1994, and ends In 1995. and for 
which you Rled Form T&M. Election fo Report a Cap/fa/ 
Gain on Properiy Owned at the End of February 22. 7994. 
for the 1995 taxation year: 

n a capital gain reported in box 30 of a T3 slip; 

n 413 of a taxable capital gain reported in box 26 of a 
T3 slip: 

. your share of a capital gain from the disposition of 
property before February 23, 1994. by a partnership that 
has a fiscal yeor thai lncludes February 22, 1994, and 
ends In 1995’: 

n your share of a capital gain from a reserve brought Into 
Income from the disposition of property after 1984 and 
before February 23, 1994. by a partnership that has a 
Rscal yeor that Includes February 22, 1994, and ends In 
1995’; and 

n a capital gain from the disposltlon of ellglble capital 
properly of a business you dlsposed of before 
February 23,1W4. that 1s being reported on your 1995 
Income tax retum because of an electlon under 
subsection 25(l) of the Income Tax Actto extend the 
fiscal year-end of the business to 1995. 

* If  your share of the capital gain is from the disposition of 
non-qualifylng real property, the portion of your share of 
the capital gain that applies to the period after 
February 1992 is not an eliglble capital gain. For more 
information. sec the section called “Disposition of 
non-qualifylng real property by a partnershlp before 
February 23,1W4” on page 38, or the section called *Are 
you reportlng or claiming a reserve from the disposition of 
properly by a partnership that bas a fiscal year that 
lncludes February 22,1W4, and ends in 19957’ on 
page 36, whichever applles. 
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Who is eligible to daim the capital 
gains deduction? 
You bave to be a resident of Canada throughout 1995 to be 
eligible to claim the capital gains deduction. For the 
purposes of this deduction, we Will also consider you to be 
a resident throughout 1995 if: 

. you were a resid,ent of Canada for at least part 
of 1995; and 

n you were a resid,ent of Canada throughout 1994 or 1996. 

Residents of Canada include factual and deemed residents. 
For more information on factual and deemed residents, sec 
the section called “Before you St&” in the General Incarne 
Tax Guide, or get Interpretation Bulletin IT-221, 
Determination of an lndividual’s Residence Status, and its 
Special Release. 

Disposition of non-qualifying real 
property by a partnership before 
February 23, 1994 
R+i this section only if a11 of the following apply: 

. you are a member of a partnership that does net bave to 
file Form T5013 Summary, Partnerskip Information Return, 
for 1995;* 

. the partnership bas a fiscal year that includes 
February 22,1994, and ends in 1995; and 

. the partnership bas disposed of non-qualifying real 
property before February 23,1994, in the 
above-mentioned fiscal year. 

If this is your case, the portion of the capital gain or capital 
loss from the disposition of the non-qualifying real 
property that applies to the period after February 1992 is 
considered a non-eligible capital gain or capital 10s~. We 
define non-qualifying real property on page 9. 

Qualified farm pmperty and qualified small business 
corporation sharesare not included in the description of 
non-qualifying real propert and are still eligible for 
the $375,000 capital gains deduction. In addition, the 
principal residence exemption remains the same and does 
not fa11 under these rules. 

* If you are a member of a partnership that bas to file 
Form T5013 Summary for 1995, you should receive two 
copies of Form T5013 Supplementary, Statement of 
Partnerskip Incorne, indicating your share of the capital 
gain or capital loss from the partnership. If this is your 
case, do not read. this section. Instead, sec the section 
called “Information slips” on page 11 to find out how to 
report a capital gain or capital loss reported on 
Form T5013 Sup,plementary. 

Calculating the non-eligible portion of your 
share of a capital gain or capital loss from 
the disposition of non-qualifying real 
propetty by a partnership before 
February 23, 1994 
This section Will help you determine the eligible and 
non-eligible portions of your share of a capital gain or 
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capital loss from the disposition of non-qualifying real 
property before Febnwy 23,1994, by a partnership that has 
a fiscal year that includes Febmary 221994, and ends in 
1995. It also provides instructions on how to complete 
Schedule 3. 

If you are reporting or claiming a reserve from the 
disposition of non-qualifying real property by the 
partnership, sec the section called “Are you report@ or 
claiming a reserve from the disposition of property by a 
partnership that has a fiscal year that includes 
February 22,1994, and ends in 1995?” on page 36 to 
determine the eligible and non-eligible portions of your 
share of the reserve. 

You bave to determine the non-eligible portion of your 
share of the capital gain or capital loss for the following 
IV~SXW 

. the non-eligible portion of your share of the capital gain 
does not qualify for the capital gains deduction; and 

n the non-eligible portion of your share of the capital loss 
should first be applied against any non-eligible capital 
gains that you may be reporting in the year. 

TO calculate the non-eligible portion of your share of the 
capital gain or capital loss, use the following formula: 

AxB/C 

In this formula: 

A = your share of the capital gain or capital loss from 
the disposition of non-qualifying real property 
before February 23,1994. 

B = the number of months the partnership owned the 
property after February 1992 and before 
Mach 1994 (start counting with March 1992 
and include the month the partnership disposed of 
the property). 

C = the number of months the partnership owned the 
property before March 1994 (if the partnership 
owned the property before January 1972, start 
counting with January 1972. Otherwise, start 
counting with the month the partnership purchased 
the property and include the month the partnership 
disposed of the property.). 

You enter the non-eligible portion of your share of the 
capital gain or capital loss on line 033 in Part 1 of 
Schedule 3. Then enter the eligible portion of your share of 
the capital gain or capital loss on line 532 in l’art 2 of 
Schedule 3. The eligible portion of your share of the capital 
gain or capital loss is the difference between the amount 
determined for A in the above formula and the amount you 
calculated as the non-eligible portion of the gain. 

Example 
XYZ l’roperties is a partnership with two partners, Deirdre 
and Alex. Each uartner bas a 50% interest in the 
partnership. Thé partnership’s fiscal period is from 
February 1,1994, to January 31,1995. The partnership sold 
land on February 12,1994 and realized a capital gain of 
$80,400. The partnersbip purchased the land in 
February 1979, and it was never used in the partnership’s 
business activities. The land is considered non-qualifying 



real property. Since the partnership sold the land before 
February 23,1994, Deirdre and Alex each bave to calcul& 
the eligible and non-eligible portion of their share of the 
capital gain. They do this as follows: 

A = $40,000 ($80,000 x 50%) 

B = 24 (March 1992 to February 1994) 

C = 181 (February 1979 to February 1994) 

$40,000 x 24/181= $5,303.86 

Deirdre and Alex each complete a Schedule 3 for 1995. They 
enter 55,303.86, the non-eligible portion of their share of the 
capital gain, on line 033 in Part 1. They then enter 
$34,696.14 ($40,000 - $5,303.86), the eligible portion of their 
share of the capital gain, on line 532 in Part 2. Deirdre and 
Alex will use $26,022.10 @34,696.14 x 3/4) when they 
calcul& their capital gains deduction. 
,~, ,,, .~‘:,:y ,,,, ,: ,,~,,, ,,, 

How do you calculate your capital 
gains deduction? 
TO calculate your capital gains deduction for 1995, you 
need to know the following amounts: 

. your cumulative net investment loss (CNIL) to 
December 31,1995; 

n your annual gains limit for 1995; 

. your cumulative gains limit for 1995; 

. your eligible capital gains in 1995; and 

. the total of a11 capital gains deductions you claimed in 
previous years. 

There are five steps you bave to complete to calculate your 
capital gains deduction for 1995. The following sections Will 
help you complete each step. 

Note 
If you need help completing the following steps or if you 
need information on prior year amounts, cal1 us. 

Step 1- Calculating your cumulative net 
invektment loss (CNIL) to December 31, 1995 
The first step in calculating your capital gains deduction is 
to determine your CNIL to December 31,1995. If you bave 
a CNIL in 1995, it Will reduce the amount of your capital 
gains deduction. 

Your CNIL is the total of: 

n your investment expenses for each year afier 1987; minus 

. your inveshnent income for each year after 1987. 

For 1992 and following years, the amount of net capital 
losses of other years (line 253 on your return) that you use 
to reduce any non-eligible taxable capital gains becomes an 
inveshnent expense. You Will use this amount when you 
calculate your CNIL. 

For 1992 and following years, a non-eligible taxable capital 
gain may become investment income. You Will also use this 
amount when you calculate your CNIL. 

TO calcul& your CNIL for 1995, complete Form T936, 
Calculation of Cumulative Net lnvestment LOS~ (CNIL) to 
December 31,1995. Keep a copy of Forrn T936 for your 
records, and file one copy with your return. This wiI1 
ensure that our records agree with yours. 

The following example shows you how to calcul& a CNIL 
to December 31,1995. 
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Example 

) had a $1,500 capital gain from selling shows In 1995. He also received a T5013 Supplementary. StotementofPorfrwsh/~ 
xxv-ne, for 1995 showing a capital gain of S5.OW. The non-ellglble portion of thls gain was $2.000. Al completes Schedule 
s follows: 

ne 021: Shares ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,.,,.,..,...,..,...,..,...,,..,,.,...,.......,...,...,...,...~..............~..............................~..~.........~..~..~....~~.......~.. $1.50 
ne 032: InformatIon slips - non-eliglble capital gains (or losses) .,.,.................,.........,....,....,......,......,..,..,,.,..,........,........... s2.co 
ne 042: Total taxable capital gains (or losses) of Part l(S3.500 x 3/4) ,.......,...,............,..,,..,..,...,..,,..,..,...,.,,..,....,...,....,..,.., $2.62 
ne 533: Information slips - eliglble capital gains (or losses) ($5.000 - $2,KlO) ,.,,..,,..,..,,..,..,...,..,...,.,..,...,..,..,.....,....,.....,. s3.w 
ne 547: Total taxable capital gains (or losses) of Part 2 ($3,000 x 314) $2.25 
ne 044: Total taxable capital gains (or net capital losses) ($2,625 + $2,250) .,,..,...,..,...,..,..,,.....,,........,.............~...........~.. $4.07 

,I did not file Forrn T664, Election to Report a Copikt Gain on Properfy Owned ut fhe End of February 22. 7594, for the 1 W 
xatlon year with respect to bis interest in the partnershlp. If  ht? had Rled Form T6&l wlth respect to bis interest in the 
,artnershlp, he may bave been able to reduce ail or pari of the non-ellgible capital gain from the partnership. For more 
Iformation on thls subject. see the section called ‘Flow-through entiiy” on page 16. 

1 prlor years, Al reported Investment income of $603 and claimed investment expenses of $2.600. For 1995. Al reported th 
)Ilowlng types of income and expenses on hls income tax return. 

Chari A -Net non-eliglble taxable capltal gains 

Ent*rth*amount~n~mlin*044inPa~3ofSchedul*3(ilneg*tiv*.showitinbr*ck*t*) .,,_,,,_,,,.._.....__,.._..__,, 
Entertheamountfn~mline529olSchedule3 _,..,.,,.,,.,,.,...,,,,,,,,..._....__,._.,._.__..,...,,.._.__,_ 
Line (a) plus llne (b) (il negalive. enter zero) Gx/ 

If  line (c) is zero, you do net bave any additional investment inwme for 1995. In this case. do net complete the rest of this chart 
and enter zero on line (m) in Ch& 6 below. 
Enter the amount rmm line 942 in Pan 3 or Schedule 3 (il negative, enter zero) 
11 line (d) 1s zero, you do net bave any additional investment incorne for 1995. In this case. enter zem on line (m) in Chati B below. 
Total net nowellglble tBx(tble c~pltBI galno (line (c) or line (d). whichever is les@ 

2,624 00 ( 

2.62d 00 , 

Chat B -Addltl~onal investment income 

l II llne (e) In Chart A lncludes an amount kom 8 T3 slip. romplete all steps in Ibis ch&. 
. athemise, enter the amount from Une (e) in Chmt A, on line (m) In Ibis ch&. 

Entertheamountfr~~mbox21olall1995T3slips . . . . . . . . . . . . 
Entertheamou”trrombox30orall1995T3slips .<.<<.<.,,__,<_,...,,.___....__..... 
Line(g) minus line (h) 

Enter the portion. if any, of the amount rrom line 039 in Part 1 or Schedule 3. used to reduce 
thegainonline(i)above _.........._......,..,__._._..__.._..____....__....... 

Llne(i)minusline(i) . . . . . . . . . . . . . .._....._.__.__.._..____............. 
Enter3/4olline(k) 
Addltlonal Investment Income (lins (1) minus line (1). I f  nwative. enterzero.) 



\I now completes the rat of Form T936. 

Part 1 -Investment expenses claimed on your 1995 retum 
Carrying charges and interest expenses (lrom line 221) 

Net rental fosses (from line 126 or related schedules or statements) 

Limited or non-active padnenhip losses (fr.om line 122) 
other than allowable capital Iosses 

Limlted pmtnership Iosses of other years atW 1965 (from line 251). 

60% of exploration and development expenses (lrom line 224) 
Any other investment expenses clalmed in 1995 ,o eam property incorne * 

Additional investment expenses: Il you dld no, complete Chats Aand 6 on the 
other slde of this form, enter zero. Othemise. enter the lesser 01 llne fm) in 
ChartS,oriheamOuntyauclaimedonline253ofyourretum. . . . . . . . . . . . . . . . . . . . . . . . . 

Total investment expenses claimed in 1995 (add lines 1 to 7 inclusive) . uod oo (Al 

* Reterto the lis, called “Other investment expenses” below. 

Part 2 - Investment income reported on your 1995 retum 
,nvestment ,no,me(,rom lines t20and 121) . . . . 

Net rental Incorne, induding recap,ured capM cost allowance (from llne 126). 

Net incane fmm limited or nonatIve partnershlp (lrom line 122) 
other than taxable capital gains ,............................._................. 

Any other propedy lncome reported in 1995”. Includlng annulty payments taxable 
under paragraph 56(l)(d) or 5WKd.l) minus the capital potiion deducted under 
paragraph 60(a) ~. m 

59% OI income from the recovery of exploration and developfien, expenses 
(,roml,ne 130) . . . . Fa 

Additiona! investment income: If you did no, complete Charts A and 6 on the other side of this 
lors. enter ma Othemise. enter the amount from line (m) in Chart B. 

Total investment incorne reported in 1995 (add lines 8 to 13 inclusive). . 
(01 

** Refer to the llsi csllsd “Cher property incorne” below. 

Part 3 - Cumulative net investment 106s @NIL) 

Total fnvestment expenses cfalmsd In 1995 (fmm fine (A) In Pari 1) . . . . 2,200( 00 (14) 

Total lnvestment expenses claimed in pdor years (alter 1967): Enter the amount lrom line 20 
in Part 4 OI Form T936 ter 1994. Il you did net wmplete Part 4 OI Fart J936 for t994, 
report the total expense amounts as descrlbed R lines 1 to 6 in Pati 1, as claimed on your 
1966 tot994 retums inclusive, and any additionaI lnvestmen, expenses described on line 7 
inPa,,1,hatyo,,hadin1992,1993,and1994 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . zeod oo ($5, 

Cumulative lnvestmen, expenses (add llnes 14 and 15) . .t.aod oo b ood oo (II 

Total investment inwme repwted In 1995 (from llne (0) in PaIt2) . _ . . . . 3.375( QCL (17) 

Total Investment Inmme reported in prtor years (#ter 1967): Enter the amount frOm line 23 in 
Psri 4 or Form T936 ter 1994. II you did net comptete Part 4 of Form T936 for 1994, report the 
total Incorne amou”,s described In Il”es 6 to 12 in Part 2, as repated on your 1966 to 1994 
returns inclusive. and any additlonal investment lnmme described on line 13 in Part 2 thal you 
had,“,992,,993,,a”d,994. . . . . . . . . . . . . . . . . . . . . . .._............................ 

Cumulative investment incorne (add lines 17 and 16) 
3.974 00 (11 

Cumulative ne, Investmenl loss &NIL) to December 31, l995 
(Une 16 minus Ilne 19. Il negative. enterzero.) _. ,324 00 (C 

,t you are clalming a capital gains deduction on your 1995 retum. enter the amount tmm line (C)on line 17 of FO~I T657A Or Ilne 21 Of FO~I T657. 
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Step 2 - Calculating your annual gains limit 4 net capital losses you incurred before May 23,1985, that 

The second step in calculating your capital gains deduction you used to reduce other income in 1995 (maximum 

is to determine your annual gains limit. of $2,000). 

Your annual gains Iimit for 1995 is the total of: 

n your net eligible taxable capital gains for 1995, minus: 

. the total of any allowable business investment losses 
for 1995; 

Net capital losses of other years applied against 
non-eligible taxable capital gains Will net reduce your 
annual gains lit in 1995. For this purpose, net capital 
losses of other years are first applied against non-eligible 
taxable capital gains, and then against eligible taxable 
capital gains. 

. net capital losses of other years you used to reduce your 
eligible taxable capital gains that you reported 
in 1995: and 

TO calculate your annual gains limit, complete Part 1 of 
Form T657A. 

Example 

41 completes Port 1 of Form 1657A IX follows: 

- Part 1 - Calcnlating your annual gains limlt for 1995 
Total taxable capital gains (OI losses) from line 547 in Part 2 of Schedule 3 (if the amount is a 
loss,enterzero) . . . . . . ..__.__.........<_....._..__,__.<<.<,.,,<...,,<...,._., z25d oo 11, 

Total taxable capital gains (or net capital losses) from line 044 in Part 3 of Schedule 3 (if the 
BmOUntiSBI<ISS,enterlero) . . . . ..___................................__...__ 4,87d 00 (2, 

1995 eligible t.wx.bl~~ capital gains (enter the lesser of the amounts on lines 1 and 2. II line 3 
is zero, you cannot daim a capital gains déduction for 1995.) 2.2501 00 b 2.2sd 00 (3) 

Net capital losses 01 other years (to calculate this amount. complete Chat? 1 on the other side 
olthisfon)................................................................. I (41 

Allowable business investment losses (from line 217 01 your 1995 return) (6) I 

Total of above losses (Ilne’4 plus lin; 5) I t 01 (61 

Annual gains Ilmlt !for 1995 (line 3 minus line 6. If  negative, enter zen.) z25d oo (7) 
If  line 7 is zem, you canot claim a capital gains deduction for 1995. 

Step 3 - Calculating your cumulative gains 
limit 
The third step in calculating your capital gains deduction is 
to determine your cumulative gains limit. 

Your cumulative gains limit for 1995 is the total of your net 
eligible taxable capital gains from 1985 to 1995, minus the 
total of the followi:ng: 

. any allowable C:apital loss you deducted from other 
income in 1985 (to a maximum of $2,000); 

. a11 allowable business investment losses you claimed 
from 1985 to 1995; 

. a11 net capital losses of other years that you used to 
reduce eligible taxable capital gains in 1985 to 1995; 

. a11 net capital losses you incurred before May 23,1985, 
that you used ta reduce other income in 1985 to 1995; 

. your CNIL to December 31,1995; and 

. a11 capital gains deductions you claimed from 1985 
to 1994. 

Note 
When you calculate your cumulative gains limit, you 
bave to consider the meaning of “a11 net capital losses of 
other vears.” This auulies to net cadtal losses that vou 
carried forward, as*%11 as to any net capital losses’that 
you carried back to a given year. For example, if you 
carried a 1995 net capital loss back to 1992, that loss Will 
reduce your cumulative gains limit for 1992 and a11 
following years. However, your cumulative gains limit 
Will net be reduced by any net capital lasses of Ether 
years applied against non-eligibledble capital gains. 

TO calculate your cumulative gains limit, complete Part 2 of 
Form T657A. 
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Example 

\I had o $700 taxable capital gain In 1987 but he dld not clalm a capital gains deduction. He completes Part 2 of 
‘orm T657A as follow: 

- Part 2 - Calculating your cumulative gains Ilmit for 1995 
Total taxable capitel gains reported after 1934 and before 1992 (fmm fine 127 of your retums 
for these yeam. Do no1 indude reselyes reported an prope* disposed of before fQ35.) md oo (81 

1992 and 1993 taxable capital gains eligible for the capital geins deduction (fmm line 3 in 
PartlofFonT657Aforl992and1993) . .._.....__.__........___.<.<........... (QI 1 

1994 eligible taxable gains (from line 5 in Part 1 of Form T657A for 1994) l (10) 

1995 eligible taxable capital gains (fmm fine 3 in Part 1 ebwe) (11) z.zsd oo 

Cumulative eligible taxable capital gains (add fines 8 to 11 inclusive) 
2.gsda b 295oLpew 

Allowable cepital fosses claimed in 1935 (fmm fine 127 on your 1935 retum; maximum of 
$2,000) - (13) 

Allowable business investmenf Iosses claimed afier 1984 and before 1995 (from line 217 on 
your,Q~5,o1994,et”“s) ..,..............._,_.........,...................... - WI 

Net capital Iosses of 0th~~ yearsclaimed after 1984 and before 1995 (ta calculate this 
amount. complete Ch&2 on the other side of this form) - (151 

Total losses used 10 calculate your annual gains limil for 1995 (from line 6 of Part 1 abwe) 2 (16) 

Cumulative net investment loss to December 31,1995 (from line (C) in Part 3 of For” T936 
f011995). . . . . . . . . . . . . . . . . . . . . . . .._......................................... 825100 (17) 

Total capital gains deductions claimed after 1984 and before 1995 (from fine 254 on your 
1985to1994retumsl . . . . .._................................................... A (181 

Subtotal (add lines 13 to 13 inclusive) 024 00 b 82d 00 (191 

CumuIaUve gains ltmlt for 1995 (fine 12 minus fine 19. If negative. enter zero.) 
Ifline20iszero.youcannotclaimacapitalgainsdeductionf~or1995 . ..___.................... , . . . . . . . . . . . (201 zJzda2. 



step 4 - Calculating your capital gains 
deduction available for 1995 
The fourth step in calculating your capital gains deduction 
is to determine the balance of your capital gains deduction 
limit. 

TO do this, complete Part 3 of Form T657A. 

\I completes Pari 3 of Form T657A as follows: 

Example 

- Part 3 - Calculating your capital gains deductlon on other capital property 

Maximumcapitalgainsdeductionfor1995................................................................. $75000 1 (2% 

Total capital gains dtductions claimed alter 1984 and before 1W8 (from line 254 On your 
1985to1987ret”rns) . . . . ..__._..<_.._.<<....._.<............<<<.............. - (22) 

Adjusbnent of pre-1988 capital gains deductions (II2 of amount at line 22) 2 (23) 

Capital gains deductions daimed in 1988 and 1989 excluding “eligible capital property 
(0th~)” (from ha 254 of yaur 1988 and 1989 retums minus my amounts repoded on line 544 
onSchedule3fort988and1969.1fnegative.enterzero.) . . . . . . . . . . 2 w 

Adjusbnent of 1988 and 1969 capital gains deductions (1/* of amount at line 24) 2 (25) 

Capital gains dedudions claimed in 1988 and 1989 for ‘Wigible capital property (othsr)” (tram 
Ilne 254 Of your 1986 and ,989 returns rni”“S the’amount on line 24 above; no, VJ exceed 
line544onSchedul~3for1988and1989)......................................... - (20) 
Total capital gains deductions clalmed in 1990. 1991, 1992. 1993, and 1994 (from line 254 of 
yourreturnsforthoseyears).................................................... I WI 

SubIotaI (add Unes:!2 10 27 inclusive) ’ ’ 0)(28J 

Capital gains dedutilon wailable for tS’% (Me 21 minus line 28. If  negativs, enter rero.) xood oo (2s) 

Step 5 - Calculating your maximum claim n Line 29 of Form T657A - your capital gains deduction 

The final step is simple. The maximum amount you cari limit available for 1995. 

claim is equal to the lowest of the following amonts: Remember, you do net bave to claim the maximum 

. Line 7 of Form ‘T657A - your annual gains limit for 1995; amount. You cari claim any amont, from zero to the 
maximum. Enter the amont you want to claim on line 30 

n Line 20 of Porm T657A - your cumulative gains limit of Form T657A. Then, enter the same amont on line 254 of 
for 1995; or pur return 

Example 

Al wants to claim the maximum capital gains deduction. He enters $2.125 on llne 30 of Form T657A ond the some amount 
on line 254 of hls 1995 return. 

- Part 4 - Determlning your 1995 capital gaine deduction on other capital property 

2.12L4 00 (30) 
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T ‘. hs chapter explains the meaning of a principal 
resldence, how to designate it, and what happens when 

yo” sel1 it. It also explains what to do in other special tax 
situations. 

What is your principal residence? 
It is the housing unit yo” normally live in. Your principal 
residence may be: 

. a house; 

. a cottage; 

. a condominium; 

. an aparhnent in an aparhnent building; 

. an apartment in a duplex; or 

. a trailer, mobile home, or houseboat. 

A property qualifies as your principal residence, for any 
year, if it meets the following four conditions: 

. it is a housing unit, a leasehold interest in a housing unit, 
or a share of the capital stock of a co-operative housing 
corporation, if the share is acquired for the sole purpose 
of obtaining the right to inhabit a housing unit owned by 
that corporation; 

. yo” own the property alone or jointly with another 
person; 

n you, your spouse, your former spouse, or any of your 
children lived in it at some time during the year; and 

. yo” designate the property as your principal residence. 

The land on which your home is located cari be part of your 
principal residence. Usually, the amount of land that y”” 
cari consider as part of your principal residence is limited to 
one-half hectare (about one acre). However, if yo” cari 
show that yo” need more land to “se and enjoy your home, 
yo” cari consider more than this amount as part of your 
principal residence. For example, this may happe” if the 
minimum lot size imposed by a municipality at the time 
yo” bought the property is larger than one-half hectare. For 
more information on this subject, s$e Interpretation Bulletin 
IT-120, Principal Residence. 

Designating a principal residence 
For each year that yo” own your home and “se it as your 
principal residence, yo” cari designate it as your principal 
residence. However, yo” do not bave to designate ii each 
year. Yo” only bave to doit in the year that yo” sel1 or are 
corisidered to bave sold a11 or part of your principal 
residence. For more information, see the section called 
“Form T2091(IND), Designation ofu Property as a Principal 
Residence &y an Indiuidual (Other than a Personal Trust),” later 
in this chapter. 

Can you have more than one 
principal residence? 
For years before 1982, yo” cari designate more than one 
home per family as a principal residence. As a result, it is 
possible for a husband and wife to designate different 
principal residences for these years. However, a special rule 
applies if members of a family designate more than one 
home as a principal residence for years before 1982. For 
more information, see Interpretation Bulletin IT-120, 
Principal Residence. 

For 1982 and any years after, yo” cari designate on3y one 
home as your family’s principal residence for each year. 

For 1982 and any years after, during which yo” were 
married or were 18 or older, a family includes: 

. you; 

n a person who throughout the year was your spouse 
(“nless yo” were separated for the entire year “rider the 
terms of a court order or a written agreement); and 

n your Child (other than a Child who was married during 
the year or who was 18 or older). 

For 1982 and any years after, during which yo” were not 
married or 18 or older, a family indudes: 

. you; 

. your mother or father; and 

. your brother or sister (who was net married or 18 or 
older during the year). 

For 1993 and following years, a common-law spouse, as 
defined in the definition of spouse on page 11, is 
considered to be a married person. Therefore, such 
common-law spouses are considered to be a famlly and 
may no longer designate different homes as their principal 
residences for taxation years after 1992. 

Selling all or part of your principal 
residence 
When yo” sel1 your home or when y”” are considered to 
bave sold your home, “sually yo” do net bave to report the 
sale on your tax return and y”” do not bave to pay tax on 
any gain from the sale. This is the case if it was yo”r 
principal residence for every year yo” owned it. 

It is possible that the property was not your principal 
residence for every year that yo” owned it. If this is the 
case, yo” bave to report the part of the capital gain on the 
property tbat relates to the years for which yo” did net 
designate the property as your principal residence. For 
more information, see the next section called 
“Form T2091UNDL Designation ofa Property as II Principal 
Residence by an l@ividual (Other than a Personnl Trustj.” 
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When you actually sel1 the property, it is possible that part 
of the property does not qualify as your principal residence. 
In that cas&, you bave to split the seliing price between the 
part you used for your principal residence and the part you 
used for rental or business purposes. You cari do this by 
using square metres or the number of rooms, as long as the 
split is reasonable. Report only the gain on the part you 
used for rental or business purposes. TO better understand 
how to report the sale of a property you use partly as your 
principal residence and partly for rental or business 
purpose$ see the example at the end of this chapter. 

Form T2091 (IND), Designafion of a 
Properfy as a Principal Residence by 
an Indivicfml (Other than a Persona/ 
Trust) 
Use Fonn T2091(IND) to designate a property as a principal 
residence. This form will help y& calculate the number of 
years that you cari designate your home as your principal 
residence, as well as the part of the capital gain, if any, that 
you have to report. Complete Form T2091(IND), if you: 

. sold, or were considered to bave sold, your principal 
residence, or any part of it; or 

n granted someone an option to buy your principal 
residence, OI any part of it. 

You only have to include Form T2091(IND) with your tax 
return if you have to report a capital gain. 

Selling a property for which you or 
your spouse filed Form T664 or 
T664(Seniors), Election fo Report a 
Capital Gcrin on Properfy Owned ut 
fhe End of February 22, 1994 
When,you sel], or are considered to bave sold, a 
property for which you or your spouse filed 
Form T664 or T664(Seniors), and 

n the property vras your principal residence for 1994; or 

n you are designating it in 1995 as your principal 
residence for any taxation year, 

you bave to use ,Form T2091(IND) to calculate the capital 
gain and Form T2091(IND)-WS, Principal Residence 
Worksheet for 1995, to calculate a reduction as a result of 
the capital gains election. If this is the case, and the 
property was designated as a principal residence for the 
purpose of the capital gains election, you bave to include 
those previously designated taxation years as part of 
your principal rwidence designation in 1995. 

If the property was net your principal residence for 1994 
and you are net designating it in 1995 as your principal 
residence for any taxation year, do net US$ 
Form T2091(IND) and Form T2091(IND)-WS to calculate 
your capital gain. Instead, calculate your capital gain, if 
any, in the regular way (the proceeds of disposition 
minus the adjusted cost base and the selling expenses). 

For more information on how to calculate your adjusted 

cost base as a result of the capital gains election, see the 
definition of adjusted cost base on page 6. 

Note 
If, at the time of the election, the property was 
designated as a principal residence for any taxation year 
other than 1994, you cari choose whether or net to 
designate it again as your principal residence when you 
sel1 it, or are considered to have sold it. Remember, if 
you choose to designate it again, you bave to include 
those previously designated taxation years as part of 
your principal residence designation in 1995. 

Special situations 
You cari be considered to bave sold a11 or part of your 
property even though you did not actually sel1 it. The 
following examples are situations where you cari be 
considered to bave sold a11 or part of your property: 

. you change a11 or part of your principal residence to a 
rental or business operation; or 

n you change your rental or business operation to a 
principal residence. 

The rest of this chapter de& with more common situations 
where you Will be considered to bave sold a11 or part of 
your property. For more information on some of these 
special situations, see Interpretation Bulletins IT-120, 
Principal Residence, and IT-366, Principal Residence - Tramfer 
to Spouse, Spouse Trust OY Certain Other Individu&, and its 
Special Release, or contact us. 

Changing ail of your principal residence to a 
rental or business operation 
You may be living in a home that you bave designated as 
your principal residence. However, you may decide that 
you would like to change the use of your home. You might 
want to rent it, or use it to operate a business. If you do this, 
we would consider that you are no longer using your home 
for your own persona1 use or enjoyment. You would be 
using it to earn or produce income. 

At the time you change the use of your property, two 
things happen. You are considered: 

n to bave sold the property at its fair market 
value (FMV); and 

. to bave immediately reacquired the property for the 
same FMV. 

By knowing the FMV, you Will be able to tel1 if you bave 
any capital gain on the property. However, if your home 
was your principal residence for every year you owned it 
before you changed its use, you do not bave to pay tax on 
any gain when you changed its use. 

If you later sel1 the property, you may bave a capital gain. 
The capital gain would be the increase in the FMV from the 
time that you changed the property’s use to the day you 
sel1 it. 

If, at some point, you stop using the property to earn 
income but you do not actually sel1 it, you are considered to 
have sold it again. In this case, your capital gain would be 
the increase in the FMV during the time you used the 
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property to earn income. You bave to report any capital 
gain that you make from the property on line 024 in Part 1 
of Schedule 3. You usually bave to do this in the calendar 
year that you changed the property’s use. 

Election when you change the use of your 
principal residence 
When you change your principal residence to a rental or 
business property, you cari make a special election. With 
this election, you cari choose not to be considered as having 
started to use your principal residence as a rata1 or 
business property. This means you do not bave to report 
any capital gain when you change its use. If you make this 
election: 

n you bave to report the net rente.1 or business income you 
earn; and 

w you cannot daim capital cost allowance (CCA) on the 
property. 

You make this election by enclosing a letter signed by you 
with your tax return that describes the property and states 
that you are making your election under subsection 45(Z) of 
the Incorne Taw Act. 

You cari designate the property as your principal residence 
for up to four years while your election is in effect, even if 
you do net use your propecty as your principal residence. 
However, you cari only do this if you do not designate any 
other property as your principal residence for this time. 

You cari extend the four-year limit indefinitely if the 
following conditions are met: 

n you live away from your principal residence because 
your employer, or your spouse’s employer, wants you to 
relocate; 

. you and your spouse are not related to the employer; 

n you return to your original home while you or your 
spouse are still with the same employer, or before the 
end of the year following the year in which this 
employment ends; and 

. your original home is at Ieast 40 kilometres farther than 
your temporary residence from your, or your spouse’s, 
new place of employment. 

If you decide to make this election, there is no immediate 
effect on your income tax sihmtion when you move back 
into your residence. However, you might change the use of 
the property again. If you do not make this election again, 
any gain you bave from selling the property may be subject 
to tax. See “Selling a11 or part of your principal residence” 
on page 45 to calcul& the taxable part of your gain. 

If you started to use your principal residence as a rata1 or 
business property in the year, you may want information 
on how to report business or property income. If SO, get the 
income tax guide called Business and Professiona Income, or 
the income tax guide called R&at Incorne. 

Changing part of your principal residence to 
a rental or business operation 
You are usually considered to bave changed the use of part 
of your principal residence when you start to use that part 

for rental or business purposes. You are also considered to 
bave sold that part at its FMV at that time and to bave 
immediately reacquired that part for the sanw FMV. If, 
before you changed its use, the property was your principal 
residence for every year since you owned it, there is no 
capital gain at the time you changed its use. 

You are not considered to bave changed its use if: 

w the part you use for rata1 or business purposes is small 
in relation to the whole property; 

. you do not make any structural changes to the property 
to make it more suitable for rata1 or business 
purposes; and 

. you do not deduct any CCA on the part you are using for 
rata1 or business purposes. 

If you meet a11 of the above conditions, the whole property 
may qualify as your principal residence, even though you 
are using part of it for rata1 or business purposes. 

However, if a11 of the above conditions are not met, when 
you actially sel1 the property: 

n you bave to split the selling price between the part you 
used for your principal resid&nce and the part you used 
for rental or business purposes. You cari do this by using 
either square metres or the number of roorns, as long as 
the split is reasonable; and 

. you report any capital gain on the part you used for 
rat+1 or business purposes on line 024 in Part 1 of 
Schedule 3. You do not bave to report any capital gain for 
the part you used for your principal residence. 

Note 
You cannot file an election under subsection 45(2) of the 
Incorne Tax Act, as discussed in the previous section, if 
there is only a partial change in use of a property. 

Changing all of your r6ntal or business 
operation to a principal residence 
If you buy a property to use as a rental or business 
property, and later begin to use ii as your principal 
residence, you are considered to bave sold the property at 
its FMV at the time you change its use. You may bave a 
taxable capital gain at this time. 

Election when you change the use of your 
rental or business property 
You cari elect to postpone reporting the disposition of your 
property until you actually sel1 the property. However, you 
cannot make this election if you, your spouse, or a trust 
under which you or your spouse is a beneficiary, bas 
deducted CCA on the property for any taxation year 
after 1984, and on or before the day you change its use. 

TO make this election, you bave to’submit a letter signed by 
you that describes the property and states that you are 
making your election under subsection 45(3) of the 
Incorne Tax Act. 

You bave to make this &tion by the earlier of the 
following dates: 

n 90 days after the date we ask you to make the election; or 
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. 

If 

the date you arc required to file your tax retum for the 
year in which you actually sel1 the property. 

Farm property 

y& principal res:idence for up to four years before you 
actually occupy it as your principal residence. 

you make this &ction, you cari designate the property as 
If you are a farmer and you sel1 farmland in 1995 that 
includes vour mincival residence. YOU cari choose one of 
hvo me&ds t’o cal&ate your ca&1 gain. We explain 
these two methods in the income tax guide called Faming 

This election only applies to a capital gain. If you rncome. 

claimed CCA on the property before 1985, you bave to 
include any recapture of CCA in your business or rental 
income. Include the income in the year you changed the use 
of the property. If you need more detailed information on 
the recapture of CCA, get the income tax guide called 
Business and Professiona Income, or the income tax guide 
called Rental Incorne. 



Example 

In thls example. we Illustrate some of the toplcs thot we discuss In this guide. We show you how to: 

. treat the sale Of property that wos used partly os o princlpol residence and patily for eornlng income: 

. report CI capital gain on the dlsposltlon of propeiiy thot Includes land and o bulldlng (see Chapter 3); and 

. COlCulOte o recapture or terminal 105s on the dispositlo” of depreclable properly (sec Chapter 3). 

In November 1988. Sean bought o duplex for S125,wO. Accordlng to CI municipal assessment completed just before the purchose. 
the entire property wos valued ot $loO&X The land wos value0 at $25,wO and the building wos valued ot S75,ooO. Çrom the dote 
he purchased the duplex, Sean Ilved in the lower half and rented out the upper half. Bosed on the total number of square metres o 
the property. he determlned that the portion he used to eom rental income wos 40%. 

In 1995, Seq” sold the property for S175,Mx). He incurred expenses of SlO.50l to make the sale. Accordlng to o recent mu”lcipal 
osSeSSr”e”t, the entire property vas “ow volued ot $15o,ooO. The land wos worth S30,CCO and the bulldlng wos worth $1201xX). 

Any gal” on the part of the properh/ thot Sean “sed os bis principal residence will not be taxed. since he used thot port of the 
property os hk principal residence for all the yeors he owned it. Becouse Sean does not hove to report the gain, he does not bave 
to Complete Forr” T2G91 (IND), Designotfon of 0 Properfyos a Principal Resldence by on Individvol (Other than a Personol Trust). 

Sean has to calculate the capital gain on the portion of the property that he rented out. He also bas to determine if he has CI 
wxpture of copltol cost allowance (CCA) or a terminal 10% on the building. For this reoso”, he will break down the rental portion o 
the purchose prlce. the selllng price. and the reloted expenses between the land and the bulldlng. Keeping in mind thot 40% of thf 
property hod been used for rental purposes. Sean completes the followlng calculations: 

1) He divldes the rental portion of the purchase price behveen the land and the building, based on the municipal 
assessment at the ttme of the purchose: 
a) Building: 40% x x $125,000 = $37.509 

b) La”d:4L% x S125,ooO = $12,500 

Because the breakdown between the land ond the building wos not show? on hls purchase agreement. Sean uses the 
munlcipul assessment In effect ot the tlme of the purchase. Seon would bave completed thls calculatlon ot the time he 
purchased the property to detenlne the amount of CCA he could clalm on the portion of the building he rented out. 

2) He divtdes the rental portlon of the selllng price between the land and the bulldlng,,bared on the munlclpol cssessment 
al the llme of the sale: 
a) Buildl”g:PO% x s175.LYx = s56.coo 

b) Land:40% x w x s175,rx.a = s14.wo 

The breakdcwn beiween the land and bulldlng was “ot show” on Seon’s sole agreement. Slnce there were no renovotions to 
the building since the kxt municipal assessment, Sean ca” use the municipal ossessment that wos in effect at the tlme of the 
Sole. 

3) He divldes the rental portlon of the expenses relattng to the sale between the land and the bulldlng, based on the 
munlclpat assessment at the time of the sale: 
a) Building: 40% x .$QQL@x $10.500 = s 3,360 

S150,OXl 
b) Lo”d:400/. x $JQ& x s105cQ = s a40 

jean Ca” “ow determIne if he hos o recopture of capital cost allowonce (CCA) or o terminal 10% on the rented port of the b”lldl”Q 
Ihe undeprecioted capital cost (UCC) of the portion of the building used for rental purposes at the beginning of 1995 wos $34.728. 
‘rom the UCC. Seo” Subtracts the Iesser of the following: 

I the selllng prlce of the rental pari of the building minus the related outloys ond expenses - $52.640 ($56.000 minus $3.30: and 

I the purchase prlce of the rental port of the building - $37.500. 

JCC ot the beglnning of 1995 ,<,,,<<<<<,,,,,,,,,,,,,,,,,,,....,,,..,,,,,,,,,,,,,,,,,,......,,.,,,,,,,,,,,,,,,,,..........,,,.,,,,,,,,,,,..............,....,..,....,........................., $34.726 
Minus: Purchose price <<<<<<<<<,,.<,,,<..............,,,,,,,,,,,,.......,,...,,,,,,,,,,,,,,,....,.....,,.,.,,,,,,,,,,,....,,.,........,.....,,,.............,.,,..................................... QZ,$.@ 
&Capture of CCA . . . . . . ..<<............,........,......,.,,,,,,,,,.............,,,,,,,,,,,,,,,........,...,,,,,,,,,,,,,,,,.........,,,,..,.,,,,.........,,,...........,............................... s(2zz2: 

10 help him complete the obove cakulatlons, Sean uses the CCA schedule on the back of Form T776. Slotement of Reol Esstate 
?entals. He ca” get CI copy of Form T776 in the income tax guide called Rentallncomeor from us. 

jean ca” “ow calculate hk capital galn. TO do this, he completes the section called ‘Real estate and deprecloble property” on 
ichedule 3. CapMol Golns (or Losses) In 1995. He reports the sole of the rentol properly os follows: 

Real est& and depreclable pmperty 
fdo net include losses on depreciable property) 
Address of legaI description 

Street, City. Province (Building) 1966 1 
Street, City. Province (Land) 1 1988 1 

Total prcceeds~ 

Gai” (or loss) 
56,OOcj 00 I 37,500( 00 1 3.3601 00 r5,14Ojoo 
14.00~ 00 1 12.50~ 00 1 6401 00 66ojOO 
70,ooLj oo] Gain (or loss) m + 15,6OdOO 

1. 

I 
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Real estate ................................................................................. 19 
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Your opinion counfs! 
We review our income tax guides and pamphlets each year. If you have any 
comments or suggestions to help us improve our publications, we’d like to 
hear from you! 

Please send your comments to: 

Client Services Directorate 
400 Cumberland Street 
Ottawa ON KlA OLS 
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Think rqcling! 




