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Before You Start

Is this guide for you?

Use this guide to get information on capital gains or capital
losses in 1996. You generally have a capital gain or a capital
loss whenever you sell, or are considered to have sold,
capital property. Capital property is defined on page 4. Use
Schedule 3, Capital Gains (or Losses) in 1996, to calculate and
report your taxable capital gains or allowable capital losses.
This schedule comes with your General income tax
package.

This guide uses plain language to explain the most common
income tax situations. If you need help after reading this
guide, please contact your Revenue Canada tax services
office or tax centre. You can find the telephone numbers
under “Revenue Canada” in the Government of Canada
section of your telephone book.

Forms and publications

In the middle of this guide, you will find two copies of
Form T2017, Summary of Reserves on Dispositions of Capital
Property, you may have to complete. Throughout the guide,
we also refer to other forms and publications. If you need
any forms or publications, you can order them from your
tax services office or tax centre by mail, by telephone, or in
person.

Internet

Many of our publications are available on the Internet. Our
Internet address is:

http:/fwww.rc.ge.cal

What's New for 19962

Changes to the guide

We have made the foliowing changes because of the
elimination of the $75,000 capital gains deduction:

m Form T657A, Calculation of Capital Gains Deduction on
Other Capital Property, has been cancelied for 1996. You
can get copies of forms for previous years from us.

m We removed Form T936, Calculation of Cumulative Net
Investment Loss (CNIL) to December 31, 1996, from the
guide.

n The information regarding the $375,000 capital gains
deduction has been condensed and moved to
Chapter 1.

We have also made a number of other changes to the
guide to make it easier to use and read.

® You will now find the instructions on how to calculate a
reserve on the back of Form T2017, Summary of Reserves
on Dispositions of Capital Property. As a result, we have

condensed the information provided in the guide and
moved it to Chapter 1.

= We have presented most of the information and
calculations about flow-through entities in Chapter 4.

= We have moved most references to interpretation
bulletins and information circulars to the index on
page 37.

® You will find a list of the forms, information circulars
and interpretation bulletins mentioned in this guide on
page 38.

Proposed changes

This guide includes income tax changes that have been
announced, but were not law at the time of printing.
However, we are getting ready to apply these changes.
These changes are boxed in red throughout the guide.

Blind or visually impaired persons can get this publication in
braille and large print, and on audio cassette and computer
diskette. To order, please call 1-800-267-1267 weekdays between
8:15 a.m. and 5:00 p.m. (Eastern Time).

La version francaise de cette publication est intitulée Gains en capital.
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This glossary describes, in a general way, technical terms
that we use in this guide. Whenever practical, we define
technical terms in detail in the applicable chapters.

Acronyms - The following is a list of acronyms that we use
in this guide:

ABIL - Allowable business investment loss
ACB - Adjusted cost base

CCA - Capital cost allowance

CNIL - Cumulative net investment loss
FMV - Fair market value

LPP - Listed personal property

UCC - Undepreciated capital cost

Adjusted cost base (ACB) - This is usually the cost of your
property plus any expenses you incurred to acquire it such
as commissions and legal fees.

The cost of a capital property is its actual or deemed cost
depending on the type of property and how you acquired it.
[t also includes capital expenditures such as the cost of
additions and improvements to the property. You cannot
add current expenses, such as maintenance and repair
costs, to the cost base of a property.

Allowable capital loss — This is the amount of your capital
loss you can deduct from your taxable capital gains.

For 1990 and following years, the allowable portion is
three-quarters of your capital loss. For 1988 and 1989, the
allowable portion was two-thirds. For 1987 and previous
taxation years, the allowable portion was one-half.

Arm’s length transaction ~ This is an expression used to
describe a transaction between unrelated parties. Each
party acts in his or her own self-interest. Related persons
are not considered to deal with each other at arm’s length.
Related persons include individuals connected by blood
relationship, marriage, or adoption. Also, a corporation and
a shareholder who controls the corporation are refated.

Unrelated parties may not be dealing with each other at
arm’s length if, for instance, one is under the influence or
control of the other.

Business investment loss — See the section called
“ Allowable business investment loss (ABIL),” on page 30.

Canadian-controlled private corporation - Under
proposed changes, for 1996 and later taxation years, a
Canadian-controlled private corporation is a private
Canadian corporation other than a corporation that:

m is controlled directly or indirectly in any way by one
or more non-resident persons, by one or more public
corporations {other than a prescribed venture capital
corporation), or by any combination of the above;

» would, if all the shares of the corporation that are
owned by a non-resident person or a public
corporation (other than a prescribed venture capital
corporation) were owned by a particular person, be
controlled by the particular person; or

m has a class of its shares listed on a prescribed stock
exchange.

Canadian security - A Canadian security is:
n ashare of a corporation that is resident in Canada; or

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

Prescribed securities are not considered to be Canadian
securities. :

Capital cost allowance (CCA) - 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 can deduct its cost over
a period of several years. The deduction for this is called
“capital cost allowance.”

Capital gain - You have a capital gain when you sell, or are
considered to have sold, a capital property for more than
the total of its adjusted cost base and the outlays or
expenses incurred to sell the property.

Capital loss - You have a capital loss when you sell, or are
considered to have sold, a capital property for less than the
total of its adjusted cost base and the outlays ox expenses
incurred to sell the property.

Capital property ~ This includes depreciable property, and
any property which, if sold, would result in a capital gain
or a capital loss. You usually buy it for investment purposes
or to earn income. Capital property does not include the
trading assets of a business, such as inventory. Some
common types of capital property include:

N cottages;
n securities, such as stocks and bonds; and

s land, buildings, and equipment you use in a business or a
rental operation,

Deemed acquisition - This expression is used when you
are considered to have acquired property, even though you
did not actually buy it.

Deemed disposition — This expression is used when you
are considered to have disposed of property, even'though
you did not actually sell it.

Deemed proceeds of disposition - This expression is used
when you are considered to have received an amount for
property, even though you did not actually receive that
amount.

Depreciable property ~ This is usually capital property
used to earn income from a business or property, The cost
can be written off as capital cost allowance over a number
of years.

Dispaosition (dispose of) — This is usually an event or
transaction where you give up possession, control, and all
other aspecis of property ownership.

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



Employees’ stock option — This is an option that a
corporation grants to an employee. By using this option, the
employee can buy the corporation’s shares, or the shares of
a corporation with which it does not deal at arm’s length,
for a price that may be less than the fair market value.

Fair market value (FMV) - This is usually the highest
dollar value you can 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 entity - We explain this term in Chapter 4,
which starts on page 21.

Listed personal property (LPP) - See the section called
“Listed personal property, line 030,” on page 15.

Net capital loss — Generally, if your allowable capital losses
are more than your taxable capital gains, the difference
between the two is your net capital loss for the year.

Non-arm’s length transaction — This is a transaction’
between persons who were not dealing with each other at
arm’s length at the time of the transaction.

Outlays and expenses — These are amounts that you
incurred to sell a capital property. You can deduct outlays
and expenses from your proceeds of disposition when
calculating your capital gain or capital loss. You cannot
reduce your other income by claiming a deduction for these
outlays and expenses. These types of expenses include
fixing-up expenses, finders’ fees, commissions, brokers’
fees, surveyors’ fees, legal fees, transfer taxes, and
advertising costs.

Personal-use property — This refers to items that you own
primarily for the personal use or enjoyment of your family
and yourself, It includes all personal and household items

such as furniture, automobiles, boats, a cottage, and other

similar properties.

Prescribed security - A prescribed security generally
includes:

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

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

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

A prescribed security is not considered to be a Canadian
security. ’

Proceeds of disposition — This is usually the amount you
received or will receive for your property. In most cases, it
refers to the sale price of the property. This could also
include compensation you received for property that has
been destroyed, expropriated, or stolen,

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

® has a class of shares listed on a prescribed Canadian
stock exchange; or

» has elected, or has been designated by the Minister of
National Revenue, to be a public corporation. Also, at the
time of the election or designation, the corporation
complied with prescribed conditions on the number of its
shareholders, the dispersal of ownership of its shares, the
public trading of its shares, and its size.

Qualified small business corporation shares — See the
section called “Qualified small business corporation shares,
lines 512 and 513,” on page 10.

Real property — This is property that cannot be moved,
such as land or buildings. We commonly refer to such
property as real estate.

Small business corporation - This is a Canadian-controlied
private corporation in which all or most (30% or more) of
the fair market value of its assets are:

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

m shares or debis of connected corporations that were small
business corporations; or

® a combination of these two types of assets.

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 youina
common-law relationship, and:

w had been living with you in such a relationship 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

® is the natural or adoptive parent (legal or in fact) of your
child.

Once either of these two situations applies, we consider you
to have 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 have to report as income on your return.
For 1990 and following years, the taxable part is
three-quarters. For 1988 and 1989, the taxable part was
two-thirds, For 1987 and previous taxation years, the
taxable part of a capital gain was one-half.

Terminal loss — This type of loss occurs when you have 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 can deduct the
terminal loss when you calculate your income for the year.

Undepreciated capital cost (UCC) - Generally, UCC is
equal to the total capital cost of all the properties of the
class minus the capital cost allowance you claimed in
previous years. If you sell depreciable property in a year,
you also have to subtract from the UCC one of the
following two amounts, whichever is less:



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

m the capital cost of the property.

Chapter 1 - General Information

This chapter provides the genera] information you need
to know to report a capital gain or capital loss.

Generally, when you sell a property and end up with a gain
or a loss, it may be taxed in one of two ways:

® as a capital gain or loss {capital transaction); or
® as an income gain or loss (income transaction).

When 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 nature of the gain or loss.

For more information on the difference between capital and
income transactions, see Interpretation Bulletin [T-218,
Profit, Capital Gains and Losses from the Sale of Real Estate,
Including Farmiland and Inherited Land and Conversion of Real
Estate from Capital Property to Inventory and Vice Versa,
IT-459, Adventure or Concern in the Nature of Trade, and
IT-479, Transactions in Securities, and its Special Release,

If you have income transactjons only, see the income tax
guide called Business and Professional Income, for information
on how to report your income gain or loss.

Note

Throughout this guide, we use the terms sell, sold, buy,
and bought to describe most capital transactions.
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 can
substitute the terms disposed of or acquired for sold or
bought, if they more accurately describe your situation.

When do you have a capital gain or a
capital loss?

Usually, you have a capital gain or capital loss when you
sell or are considered to have sold a capital property. The
following are examples of cases where you are considered
to have sold capital property:

m you exchange one property for another;

® you pive property (other than cash) as a gift;

® you convert shares or other securities in your name;
m you settle or cancel a debt owed to you;

m you transfer cextain property to a trust;

® your property is expropriated;

B your property is stoler;

m your property is destroyed;

» an option that you hold to buy or sell property expires;

® a corporation redeems or cancels shares or other
securities that you hold {you will usually be considered
to have received a dividend, the amount of which will be
shown on a T5 slip); '

= you change all or part of the property’s use (see the
section called “Changes in use,” on page 34);

® you leave Canada (see the pamphlet called Emigrants and
Income Tax); or

m the owner dies (see the income tax guide called Preparing
Returns for Deceased Persons),

Elections

There are situations when you can choose to report a capital
gain or loss. This happens when:

m you file (applicable to the 1994 and 1995 taxation years)
Form Té64 or T664(Seniors), Election to Report a Capital
Guain on Property Owned at the End of February 22, 1994; or

® you elect to report the gain or loss from the disposition of
Canadian securities as a capital transaction.

Capital property or eligible capital property owned at the
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 this type of property at the end of
February 22, 1994, and you have not used all of

your $75,000 capital gains deduction, you may elect to
report an accrued capital gain on your income tax return
and to claim a capital gains deduction, even though you
did not actually sell your property. To make this election,
you have to complete and file Form T664, Election to Report
a Capital Gain on Property Owned at the End of

February 22, 1994,

In most cases, this election was available only for the 1994
taxation year and you had to file it by April 30, 1995.
However, if you operated a business with a fiscal year that
includes February 22, 1994, and ended in 1995, the election
was also available for the 1995 taxation year for any eligible
capital property you owned at the end of February 22, 1994.
In this case, you generally had to file the election by

June 15, 1996.

If you did not file an election, and you would like to take
advantage of it, we will accept a late election up to 2 years
from the filing due dates stated above, if you estimate and
pay a penalty at the time you actually file it.

If you sold property after February 22, 1994, and realized a
capital gain, you can file this election to report the capital
gain accrued up to February 22, 1994, and you can claim a
capital gains deduction on your 1994 or 1995 return
depending on your situation.

To find out more about the election and how to calculate
the penalty, see the Capital Gains Election Package. The
package includes Form T664. If you want to make a late
election, do not submit an amended income tax return,
Instead, complete and submit Form T664, together with
payment of the estimated penalty, to the Enquiries and
Adjustments Section at your tax centre.

Disposition of Canadian securities — If you dispose of
Canadian securities, you may have an income gain or loss.



However, in the year you dispose of Canadian securities,
you can elect fo report your gain or loss as a capital gain or
loss, If you make this 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 not
avajlable to traders or dealers in securities, or to anyone
who was a non-resident of Canada when the security was
sold,

If a partnership owns Canadian securities, each partner is
treated as owning the security. When the partnership
disposes of the security, each partner can elect to treat the
security as capital property. An election by one partner will
not result in each partner being treated as having made the
election.

To make this election, complete Form T123, Election on
Disposition of Canadian Securities, and attach it to your 1996
return. Once you make this election, you cannot reverse
your decision,

Disposing of personal-use property or your
home

Most people are not affected by the'capital gains rules
because the property they own is for their personal use or
enjoyment, '

Personal-use property ~ When you sell persenal-use
property such as cars and boats, usually you do not end up
with a capital gain. This is because this type of property
usually does not increase in value over the years. Asa
result, you may end up with a loss. Although you have to
report a gain on the sale of personal-use property, generally
you are not allowed to claim a loss. For more information,
see the section called “Personal-use property, line 029,” on
page 14.

Principal residence — If you sell your home for more than
what it cost you, you usually do ntot have to report the sale
on your tax refurn or pay tax on any gain as long as:

m your home is your principal residence; and

= you or a member of your family did not designate any
other house has a principal residence while you owned
your home. For more information, see Chapter 6 which
starts'on page 33.

When do you report a capital gain or
a capital toss?

You have to report the disposition of capital property in the
calendar year you sell, or are considered to have sold, the
property.
Note
Regardiess of whether or not the sale of a capital
property results in a capital gain or capital loss, you have
to file a tax return to report the transaction (even if you -
don't have to pay tax). This rule also applies when you
report the taxable part of any capital gains reserve you
deducted in 1995.

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

Jessica owns a small business. The fiscal year end for her
business is June 30, 1996. In August 1996, she sold a capital
property that she used in her business. As a result of the
sale, she realized a capital gain. Jessica has to report the
capital gain on her income tax return for 1996. She does this
even though the sale took place after her business’ fiscal
year end date of June 30.

Are you a member of a partnership? — 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, you generally
report your share of any capital gain or capital loss in the
calendar year in which that fiscal year ends.

Calculating your capital gain or
capital loss

You need to know the following three amounts to calculate
any capital gain or capital loss:

= the proceeds of disposition;
m the adjusted cost base (ACB); and

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

To calculate your capital gain or capital loss, subtract the

total of your property’s ACB and any outlays and expenses

you incurred when selling your property from the proceeds

of disposition.

You have a capital gain when you sell, or are considered to
have sold, a capital property for more than its ACB plus the
outlays or expenses incurred to sell the property. You have
to report three-quarters of your capital gains as income on
your return.,

When you sell, or are considered to have sold, a capital
property for less than its ACB plus the outlays or expenses
incurred to sell the property, you have a capital loss. You
can deduct three-quarters of your capital losses from your
taxable capital gains.

Note

Before 1972, capital gains were not taxed. Therefore, if
you sold capital property in 1996 that you owned before
1972, you have to apply special rules when calculating
your capital gain or capital loss to remove any capital
gains accrued before 1972. We do not explain these rules
in this guide. To help you calculate your gain or loss
from selling property you owned before 1972, use

Form T1105, Supplementary Schedule for Dispositions of
Capital Property Acquired Before 1972,

Use Schedule 3, Capital Gains (or Losses) in 1996, to calculate
and report all your capital gains and capital losses. Do not
include any capital gains or capital losses in your business
or property income, even if you used the property for your
business. For more information on how to complete
Schedule 3, see Chapter 2 which starts on page 9.



Example

In 1996, Jack sold 400 shares of XYZ Public Corpaoration of
Canada for $6,500. He received the full proceeds at the time
of the sale and paid a commission of $60. The adjusted cost
base of the shares is $4,000 (including a commission at the
time of purchase). Jack calculates his capital gain as follows:

Proceeds of disposition $6,500 1
Adjusted cost base $4,000 2

Outlays and expenses

incurred at time of

disposition + 60 3

Line 2 plus line 3 = $4060w - _4060 4
Capital gain, line 1 minus line 4 = $2,440 5

Since only 3/4 of the capital gain is taxable, Jack would
report $1,830 as his taxable capital gdin on his income tax
return.

What happens if you have a capital
gain?

If you have a capital gain, you may be able to:

m defer part of the capital gain by claiming a reserve;

m reduce or offset all or a part of the gain by claiming a
capital gains deduction; or

» reduce or offset all or a part of the gain by claiming a
capital gains reduction {applicable to flow-through
entities). For more information on this subject, see
Chapter 4 which starts on page 21.

Claiming a reserve

When you sell a capital property, you usually receive full
payment at that time. Sometimes, however, you receive the
amount over a number of years, For instance, you may sell
a capital property for $50,000 and receive $10,000 at the
time of sale and the remaining $40,000 over a period of four
years. When this situation occurs, you can claim a reserve.
Usually, a reserve allows you to defer reporting a portion of
the capital gain to the year in which you receive the
proceeds of disposition.

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 have to
report in the year of sale.

If you claimed a reserve in the previous year, include that
reserve when you calculate your capital gains for the
current year. For instance, if you claimed a reserve in 1995,
you have to include it in your capital gains for 1996. If you
still have an amount that is payable to you after 1996, you
may be able to calculate and deduct a new reserve, which
you include in your capital gains for 1997.

Who can claim a reserve? — Most people can claim a
reserve when they sell a capital property. However, you
cannot claim a reserve if you:

W were not a resident in Canada at the end of the taxation
year, or at any time in the following year;

m 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 and report a reserve? — The amount
of a reserve you can claim in a taxation year and the
number of years you can claim a reserve are limited. We
provide all necessary information and calculations on

Form T2017, Summary of Reserves on Dispositions of Capital
Property. You will find two copies of this form in the middle
of this guide. Attach one copy to your return.

Note

You do not have to claim the maximum reserve in the
taxation year. You can 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.

A capital gain from a reserve brought into income qualifies
for the capital gains deduction only if it is an eligible capital
gain. For information about eligible capital gains, see the
following section.

Claiming a capital gains deduction

If you realize a capital gain on the sale of certain properties,
you may be able to claim a capital gains deduction.

What is a capital gains deduction? - It is a deduction that
you can claim against faxable capital gains you realized
from the disposition of certain capital properties. By
claiming this deduction, you can reduce your taxable
income.

Which capital gains are eligible for the capital gains
deduction? — You may be able to claim the capital gains
deduction on taxable capital gains you realize in 1996 from:

m dispositions of qualified farm property after 1984; and

. dispositions of qualified small business corporation
shares after June 17, 1987.

Note

Any capital gains realized from the disposition of these
properties while you were a non-resident of Canada are
not eligible for the capital gains deduction.

You will find the definition of qualified small business
corporation shares on page 5. To determine what is
considered qualified farm property, see the income tax
guide called Farming Income.

Who is eligible to claim the capital gains deduction? -
You have to be a resident of Canada throughout 1996 to be
eligible to claim the capital gains deduction. For the
purposes of this deduction, we will alse consider you to be
a resident throughout 1996 if:



® you were a resident of Canada for at least part
of 1996; and

® you were a resident of Canada throughout 1995 or 1997.

Residents of Canada include factual and deemed residents.
For more information on factual and deemed residents, see
the section called “Before you start” in the General Income
Tax Guide, or get Interpretation Bulletin 1T-221,
Determination of an Individual’s Residence Status, and its
Special Release,

What is the capital gains deduction limit? ~ There is a
limit to the total amount of capital gains deductions you
can claim. For 1996, if you disposed of qualified farm
property or qualified small business corporation shares,
you may be eligible for the $500,000 capital gains
exemption. Since 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).

The total of your capital gains deductions from 1985 to 1996
for all types of capital properties cannot be more than your
cumulative deduction of $375,000.

How do you claim the capital gains deduction? — Use
Form T657, Calculation of Capital Gains Deduction for 1996 on
All Capital Property, to calculate the capital gains deduction,
If you have investment income or investment expenses in
any years from 1988 to 1996, you will also have to complete
Form T936, Calculation of Cumulative Net Investment

Loss (CNIL) to December 31, 1996. You can get these forms
from us.

Tax tip ' B

Claiming a capital gains. deductlon is. not mandatory In. -
- other words, you can claim any amiount you Want toina _1

year, from zero up to the maximum. S

Note

The $100,000 capital gains exemption is no longer
available for dispositions of capital property or eligible
capital property after February 22, 1994. However, you
may still be able to claim this deduction on your 1994 or
1995 return. For more information, see the section cailed
“Elections,” on page 6.

What happens if you have a capital
loss?

If you have a capital loss in 1996, you can use it to reduce
any capital gains you had in the year. If your capital losses
are more than your capital gains, three-quarters of the
difference between the two amounts is your net capital loss
for the year. You can apply your net capital losses to other
years. For more information on capital losses see Chapter 5
which starts on page 25.

What records do you have to keep?

You will need information from your records or vouchers
to calculate your capital gains or capital losses for the year.
You do not need to include these documents with your
return as proof of any sale or purchase of capital property.
However, it is important that you keep these documents in
case we ask to see them later.

If you own qualified farm property or qualified small
business corporation shares, you should also keep a record
of your investment incorme and expenses just in case you
decide to claim a capital gains deduction in the year of sale.
You will need these amounts to calculate the cumulative
net investment loss (CNIL) component of the capital gains
deduction. Form T936, Calculation of Cumulative Net
Investment Loss (CNIL) to December 31, 1996, can be used for
this purpose.

In addition, you should keep a record of the fair market
value of the property on the date you:

m inherit it;
® receive it as a gift; or

® change its use.

Chapter 2 - Completing

Schedule 3

his chapter gives you information about how and where

you should report some of the more common capital
transactions on Schedule 3, Capital Gains (or Losses} in 1996.
Schedule 3 is included in the General income tax package.

You will notice that Schedule 3 has five columns and is
divided into several sections for reporting the disposition of
different types of properties. Report each disposition in the
appropriate section of Schedule 3. Ensure you provide the
information requested in all columns. Complete the bottom
portion of the schedule to determine your taxable capital
gain or your net capital loss. If you have a taxable capital
gain, transfer the amount onto line 127 of your income tax
return. If you have a net capital loss, see Chapter 5 which
starts on page 25 for information on how you can apply the
loss.

Note

You may need to refer to the glossary, which starts on
page 4, for the definition of certain terms used in this
chapter.



Example
The following is a continuation of the example on page 8. Jack would report the sale of his shares on Schedule 3 In the
section called “Shares.” If he had no other capital gains or capital losses in the year, he would report the disposttion as
shown below. We have only réproduced the areas of Schedule 3 that Jack would have to complete,

Note: Do not use this schedule to claim an allowable e @ ) @ (5
business investment loss from FilSpOsmg of . Yearof |Proceeds of disposition| Adjusted cost bose | Outlays and expenses Gain (or foss) *
shares or debts of a small business corporation ) o {column 2 minus
(see line 217 in the guide). acquisition {rom cispostions) | ¢oiurns 3 and 4)

Shares
No. of shares |Name of corporation and class of shares
400 X¥Z Public Corporation of Canada 1994 l 6.500)|00 4.000|00 60|00 244000
Totﬁ 6.500]00 Gain (orlos) B+ 2.440[{00
Total of all gains (or losses) in column § before reserves 036 = 2.440|OD
Caplial gains {or losses) 038 = 2.440{00
Tolal capital gains (or lossas) 040 = 2,440[00

Total taxable capltal gains (or net capital lossas)

Calkculate 75% of the amount on line 040. Enter the total taxable capital gains on ine 127 of your retumn.

044 1.830(00

If you have a net copital loss, see ling 127 In the guide.

Note

It Jack had sold his shares for only $3,700 he would have ended up with a capital loss of $360 [($3,700 - $4,000) - $60]. He
would have indicated (8340) on lines 021, 036, 038, 040, and ($270) [($360) x 3/4] on line 044. For more information about

capital losses, see Chapter 5 which starts on page 25,
N

Qualified smaill business corporation
shares, lines 512 and 513

A share of a corporation will be 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 was owned by you,
your spouse, or a partnership of which you were a
member;

m 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

m throughout that part of the 24 months immediately
before the share was disposed of, while the share was
owned by you, a partnership 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
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~ a combination of these two types of assets.

As a general rule, when a corporation issues shares after
June 13, 1988, to you or a partnership related to you, a
special situation exists. We consider the shares to have
been owned, immediately before they were issued, by a
person who was not related to you or the partnership. As
a result, to meet the holding-period requirement, you or
a person or partnership related to you cannot dispose of
the shares for 24 months after they were issued.
However, this rule does not apply to shares issued:

& as payment for other shares;

m Junder proposed changes, for dispositions of shares
after June 17, 1987, as payment of a stock dividend; or

® in connection with a property that you or the
partnership disposed of to a corporation. The property
disposed of has to consist of either:

— all or most {(90% or more) of the assets used in an
active business operated by you or by the members
of that partnership; or

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



Note
Do not report the following transactions in this section:

u the sale of other shares, such as publicly traded shares
or shares of a foreign corporation; and

m losses you have when you sell any shares of small
business corporations to a person with whom you deal
at arm'’s length. For more information on losses you
may have when selling these types of shares, see the
section called “Allowable business investment loss
(ABIL),” on page 30.

Capital gains deduction - If you have a capital gain when
you sell qualified small business corporation shares, you
may be eligible for the $375,000 capital gains deduction. For
more information, see the section called “Claiming a capital
gains deduction,” on page 8.

Quallified farm property, lines 515
ond 516

Generally, when you dispose of qualified farm property,
report any capital gain or loss in this section of Schedule 3.
To find out what is considered to be qualified farm
property, see the income tax guide called Farming Income.

If the capital gain or loss is from a mortgage foreclosure or
conditional sales repossession, report the capital gain or
loss at line 019. For more information, see the section called
“Other mortgage foreclosures and conditional sales
repossessions, lines 025 and 028” on page 14.

If you dispose of farm property, other than qualified farm
property, report any capital gain or loss on line 024. For
more information, see the section called “Real estate and
depreciable property, lines 023 and 024,” on page 12.

There are special reporting instructions regarding the
disposition of eligible capital property that is qualified farm
property. For more information, see the chapter called
“Eligible Capital Expenditures” in the Farming Income
guide.

Capital gains deduction - If you have a capital gain when
you sell qualified farm property, you may be eligible for
the $375,000 capital gains deduction. For more information,
see the section called “Claiming a capital gains deduction,”
on page 8.

Shares, lines 020 and 021

Use this section to report a capital gain or loss when you
sell shares or securities that are not described in any other
section of Schedule 3. These include:

® units in a mutual fund trust;
m publicly traded shares;

m shares that qualify as Canadian securities or prescribed
securities, if they are not qualified small business
corporation shares or qualified family farm corporation
shares; and

w shares issued by foreign corporations:

If you sold any of the items listed above in 1996, you will
receive either a TS008 Supplementary, Statement of Securities
Transactions, or an account statement.

You may buy and sell the same type of property (e.g., units
of a mutual fund trust or publicly traded shares) over a
period of time. If so, there is a special rule that, if
applicable, may affect your capital gain (or loss) calculation.
For more information, see the section called “Identical
properties,” on page 17.

If you report a capital gain from the disposition of property
for which you filed Form T664, Election to Report a Capital
Gain on Property Owned at the End of February 22, 1994, you
may be able to reduce all or part of the gain. For more
information, see Chapter 4 which starts on page 21.

Note
If you own shares or units of a mutual fund, you may
have to report the following capital gains (or losses):

® capital gains (or losses) you realize when you sell your
shares or units of the mutual fund (report these
amounts in the “Shares” area of Schedule 3); and

= capital gains realized by the fund from its investment
portfolio which are then flowed out to you. For
information on how to report these amounts, see the
section cailed “Capital gains (or losses) reported on

~ information slips,” on page 15.

Employees’ stock options

When your employer grants you a stock option, it does not
immediately affect your tax situation. A stock option is an
opportunity to buy stock at a certain price. It only affects
your tax situation if you sell the option or exercise it and
actually buy stocks.

Taxable benefit received through employment - If you
decide to exercise your option and buy stocks at
less-than-market value, you will have a taxable benefit
received through employment. 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,
You have to include this taxable benefit in your income in
the year you acquire the stocks. However, you can reduce
the amount of the benefit by any amount you paid to
acquire the stock option. Your employer should include this
taxable benefit in boxes 14 and 38 on your T4 slip.

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, you do
not include the taxable benefit in your income in the year
you acquire the stocks. You wait until the year you sell the
stocks.

Note

The taxable benefit included in your income as an
employee stock option benefit is not eligible for the
capital gains deduction.
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Stock option and shares deduction - If you meet certain
conditions, you may be able to claim a deduction 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.

Adjusted cost base of shares — The adjusted cost base of
the shares you purchased through an employee stock
option agreement is not the actual price you paid for them.
To calculate the adjusted cost base of your shares, add the
following two amounts:

m the actual purchase price; and

® any amount included in your income as an employee
stock option benefit for the shares {even if you claimed a
stock option deduction for them).

Disposition of shares - Report the capital gain (or loss) in
the year you exchange or sell the shares purchased through
an employee stock option. If the shares are qualified small
business corporation shares (see page 10), report the
transaction in the area called “Qualified small business
corporation shares.” In all other cases, report the
transaction in the area called “Shares.”

Example :

In 1991, Anna, an employee of Widget Corporation,
received an option to buy 20 shares at $25 each. Widget
Corporation is not a Canadian-controlled private
corporation. In 1993, Anna exercised her option and bought
the shares, The fair market value of the shares at that time
was $30 each. In 1996, she sold her shares for $40 each. The
tax implications for Anna are as follows:

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

In 1993, when she purchased the shares:

Fair market value (20 % $30) covrvrvrrevcricirmreveeinvenenee. 5600
Minus: Amount paid (20 % $25).....ccevrevecmivnirinne. $500
Taxable benefit. ... $100

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 income tax return,

In 1996, when she sold the shares:

Proceeds of disposition (20 x $40)......ccourmreevciivinirens $800

Minus: Amount paid (20 X $25)...c.ccrrveermriresnens $500
Taxable benefit.......ocvincinicinsnereee. $100 $600

Capital gain....oiviiniestissieses s sisessnennss S200

Anna reports a capital gain of $200 in the section called
“Shares” of Schedule 3, since these shares are not qualified
small business corporation shares.

Real estate and depreciable property,
lines 023 and 024

If you sold real estate or depreciable property in 1996, you
have to report your capital gain or loss in this section.

Do not use this section to report the sale of personal-use
propetty (e.g., a cottage), or the sale of mortgages and other
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similar debt obligations on real property. Report these
transactions under the sections called “Personal-use
property” and “Bonds, debentures, promissory notes, and
other properties” respectively.

Real estate
Real estate includes the following:

N vacant land;
u rental property (both land and buildings);

m farm property, including both land and buildings (other
than qualified farm property - see page 11); and

» commercial and industrial land and buildings.

For each real property you seld in 1996 that includes land
and a building, you must:

w determine how much of the selling price relates to the
land, and how much is for the building; and

m 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, see the example
on page 36.

If you dispose of a building and end up with a loss, special
rules may apply. Under these rules, you may have to
consider your proceeds of disposition as an amount other
than the actual proceeds. For more information, see the
section called “Selling a building in 1996,” on page 19.

Special rules may also apply if you dispose of, or are
considered to have disposed of, a property that was your
principal residence for 1994 for which you or your spouse
have filed Form T664 or T664(Seniors), Election to Report a
Capital Gain on Property Owned at the End of

February 22, 1994, for the 1994 taxation year, If this is your
situation, see the section called “Disposition of your
principal residence,” on page 33.

Depreciable property

When you dispose of depreciable property, you may have a
capital gain or a loss. In addition, certain capital cost
allowance (CCA) rules may require that you add a
recapture of CCA to your income or allow you to claim a
terminal loss.

Capital gain — Usually, you will have a capital gain on
depreciable property if you sell it for more than its adjusted
cost base plus the outlays or expenses you incurred to sell
the property.

Note

A loss from the sale of depreciable property is not

considered to be a capital loss. However, you may be
able to claim a terminal loss.

Recapture of CCA and terminal losses — The information
in this section is meant to provide you with a general look
at the recapture and terminal loss rules. For more
information about CCA (including the recapture of CCA
and terminal losses), see the chapter called “Capital Cost
Allowance (CCA)” in one of the following pubhcahons that
applies to your situation:



W Business and Professional Income;
® Farming Income; or
w Rental Income.

When you sell a depreciable property for less than its
original capital cost, but for more than the undepreciated
capital cost (UCC} in its class, you do not have a capital
gain.

Generally, the UCC of a class is the total capital cost of all
the properties of the class minus the CCA you claimed in
previous years. If you sell depreciable property in a year,
you also have to subtract from the UCC one of the
following amounts, whichever is less:

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

= the capital cost of the property.

If the UCC of a class has a negative balance at the end of
the year, this amount is considered to be a recapture

of CCA. You have 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 have any properties left in that class,
this amount is a terminal loss. Unlike a capital loss, you can
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 have a recapture of CCA or a
terminal loss.

Note ‘

The recapture of CCA and terminal loss rules do not
apply to passenger vehicles that you include in

Class 10.1.

Example

In 1990, Ian bought a piece of machinery for $10,000 for his
business. It is the only property in its class at the beginning
of 1996. The class has a UCC of $6,000. He sold the piece of
machinery in 1996 and purchased no other property in that
class. The chart below gives you three different selling
prices to show how lan would handle a variety of
situations.

A B C

Calculation of capital gain
Proceeds of disposition $ 4000 $ 8000 $12,000
Minus: Capital cost 10,800 10,000 10,000
Capital gain $ g 8 0 $.2.000
Calculation of terminal loss

or recapture of CCA
Capital cost $10,000 $10,000 $10,000
Minus: CCA 1990-1995 4,000 4,000 4,000
UCC at beginning of 1996 6,000 6,000 6,000
Minus the lesser of:
The cost of $10,000 and
the proceeds of disposition _4,000 8,000 10,000

Terminal loss or (recapture) $_2,000 ($.2.000) ($_4.000)

In example A, Ian does not have a capital gain. However,
he does have a terminal loss of $2,000 which he can deduct
from his business income.

In example B, lan does not have a capital gain. However,
he does have a recapture of CCA of $2,000 that he has to
include in his business income.

In example C, lan has a capital gain of $2,000. He also has a
recapture of CCA of $4,000 that he has to include in his
business income.

Bonds, debentures, promissory notes,
and other properties, lines 026 and
027

Use this section to report capital gains or capital losses from
the disposition of bonds, debentures, promissory notes, and
other properties (including bad debts; foreign exchange
gains; options; and discounts, premiums, and bonuses on
debt obligations).

If you sold any of these types of properties in 1996, you
should receive either a T5008 Supplementary, Statement of
Securities Transactions, or an account statement.

In somne cases, special rules may apply so that the cost of
the property is considered to be an amount cther than its
actual cost. For more information, see the section called
“Identical properties,” on page 17.

Treasury bills (T-Bills)

When a T-Bill is issued at a discount and you keep it until it
matures, the difference between the issue price and the
amount you cash it in for is considered to be interest that
accrued to you. However, if you sell the T-Bill before it
matures, in addition to the interest accrued at that time,
you may have a capital gain or capital loss.

Before calculating your capital gain or capital loss, you
have to determine the amount of interest accrued to the
date of disposition. Subtract the interest from the proceeds
of disposition and calculate the capital gain or capital loss

“in the usual manner.

Example

Tom purchased a T-Bill on May 1, 1996, for $49,000. The
T-Bill's term is 91 days and its maturity value on

August 1, 1996, is $50,000. However, he sold it on

June 13, 1996, for $49,500. The effective yield rate is 8.19%.

Tom calculates interest on the T-Bill as follows:

Purchase Effective Number of days Interest
price % yield x T-Bill held = to be
rate Number of days included
in the year sold in income
$9000  x  819%  x a4 = $48245

366

Tom calculates his capital gain as follows:
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Proceeds of diSPosition......essmrsrerierisssenan $49,500.00
MiInus: INEETest ....ocuvevvev e recrrersinierisssersessessesessons $_ 48245
Net proceeds of disposition ... $49,017.55
Minus: Adjusted cost base.....-vumerirrecsenerenrenenns $49,000.00
Capital AN s $___17.55
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 have
exhausted all means to collect it, it becomes a bad debt. The
debt will be a capital loss if you acquired it:

m to earn income from a business or property; or

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

In most cases, the capital loss is equal to the adjusted cost
base of the debt.

In order to claim a capital loss on a bad debt, you have 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 50(1) of the Income Tax Act
to apply to the bad debt.

If the debt is from the sale of personal-use property to a
person with whom you deal at arm’s length, the situation is
different. In this case, you can claim the capital loss in the
year that the debt becomes a bad debt. In addition, the
capital loss cannot be more than the capital gain you
previously reported on the sale of the property that created
the debt.

The recovery of any bad debt claimed as a capital loss will
be treated as a capital gain in the year of recovery.

Note

If the bad debt involves a small business corporation,
read the section called “Allowable business investment
loss {ABIL),” on page 30.

Foreign exchange gains and losses

Foreign exchange gains or losses from capital transactions
in foreign currencies are considered to be capital gains or
losses. However, you only have 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:

m there is no capital gain or loss; and

® you do not have to report it on your tax return.

Other mortgage foreclosures and
conditional sales repossessions, lines
025 and 028

When you hold a mortgage on a property but have to
repossess the property later because you were not paid all
or a part of the amount owed under the terms of the
mortgage, you may have to report a capital gain or capital
loss.

The following rules also apply when property is
repossessed under a conditional sales agreement.
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If, as a mortgagee (person who holds a mortgage on a
property), you repossess a property because the mortgagor
failed to pay you the money owed under the terms of the
mortgage, you are considered to have purchased the
property. At the time of repossession, you do not have a
capital gain or a capital loss. Any gain or loss will be
postponed until you sell the property.

If you are the mortgagor (person who owes money under a
mortgage) and your property is repossessed because you
do not pay the money owed under the terms of the
mortgage, you are considered to have sold the property.
Depending on the amount you owed at the time of
repossession, you may have a capital gain, a capital loss, or,
in the case of depreciable property, a terminal loss.
However, if the property is personal-use property, you
cannot deduct the loss.

Other tax implications — Capital gains from a mortgage
foreclosure or a conditional sales repossession will be
excluded from net income when calculating your claim for
the goods and services tax credit, the Child Tax Benefit and
the age amount. This income should also be excluded when
calculating your social benefits repayment.

Note

If the capital gain or loss is from property that is
considered qualified farm property, report the capital
gain or loss on line 019 in the section called “Qualified
farm property” of Schedule 3.

Personal-use property, line 029

When you dispose of personal-use property, you may have
a capital gain or loss. To calculate your capital gain or loss,
follow these rules:

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

m if the proceeds of disposition are less than $1,000, the |
proceeds of disposition are considered to be §1,000; and

= if both the ACB and the proceeds of disposition
are $1,000 or less, you do not have a capital gain or
capital loss. 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 loss. You have
to report any capital gain from the disposition of
personal-use property. However, if you end up with a
capital loss, you usuaily cannot deduct that loss when you
calculate your income for the year. In addition, you cannot
use the loss to decrease capital gains on other personal-use
property. The reason for this is that if a property
depreciates through personal use, the resulting loss on its
disposition is a personal expense. :

These loss restrictions do not apply:

m if you disposed of personal-use property that is listed

personal property (we discuss listed personal property in
the next section); or



® 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 14.

Example
You sold the following personal-use properties in 1996.

Proceeds of Adjusted Outlays and

Property sold disposition costbase expenses
China cabinet $ 900 $ 500 0
Boat $ 1,200 $ 850 $ 50
Personal computer $ 1,500 $ 3,200 $ 30

Based on the information stated above, you would caleulate
the capital gain or loss for each transaction as follows:

Calculation of capital China Boat  Personal
gain (or loss) cabinet computer
Proceeds of disposition

(greater of selling price

and $1,000) $1,000 $1,200 $1,500
Minus:

Adjusted cost base

{greater of cost and

$1,600) plus outlays and

expenses 1,000 -_1,050 - 3230
Capital gain (loss) =% 0 =% 150 =($1.730)

China cabinet — Both the ACB and the proceeds of
disposition are considered to be $1,000 because they are less
than $1,000. As a result, there is no capital gain or capital
loss for this transaction and you do not have to report it on
Scheduie 3.

Boat - Since the boat’s ACB is less than $1,000, the ACB is
considered to be $1,000. You would report $150 as a capital
gain. ‘

Personal computer — The capital loss from this transaction
is'not deductible. In addition, you cannot use the loss to
decrease any other capital gains realized in the year.

Listed personal property, line 030

Listed personal property (LPP) is a type of personal-use
property. The principal difference between LPP and other
personal-use properties is that LPP usually increases in
value over time. LPP includes all or any part of, any interest
in, or any right to the following properties:

® prints, etchings, drawings, paintings, sculptures, or other
similar works of art;

= jewellery;

m rare folios, rare manuscripts, or rare books;
m stamps; and

® coins.

You can determine the value of many of these items by
consulting with art, coin, jewellery, and stamp dealers. You
can also refer to catalogues for the value of these properties.

Note

LPP gains do not include gains from selling or donating
certified Canadian cultural property to a designated
institution. For more information, see the section called
“Selling or donating certified Canadian cultural
property,” on page 21.

Because LPP is personal-use property, the $1,000 minimum
proceeds of disposition and adjusted cost base rules apply.
For more information about these rules, see the previous
section called “Personal-use property, line 029.”

You can only apply LFP losses against LPP gains. If you
have a loss from LPP in 1996, or LPP losses from a previous
year to apply against your 1996 LPP gains, see page 28 for
information on how to apply them.

Capital gains (or losses) reported on
information slips

The more common capital gains and capital losses reported
on Schedule 3 come from amounts indicated on information
slips.

Although you would report most of these amounts on

line 032 of Schedule 3, there are exceptions. For example,
because capital gains from qualified smail business
corporation shares and qualified farm property are eligible
for the $375,000 capital gains deduction, you have to report
these gains on line 513 or line 516, whichever applies.

The chart on the next page provides instructions on how to
report capital gains (or losses) and other related amounts
indicated on certain information slips.

Note

It is also important that you read the instructions on the
back of the slip to ensure that you claim all deductions
and credits that you may be entitled to.

)
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Reporting capital gains (or losses) and other refafed amounts from certain information siips
Type Description of amount and additional instructions Line on Other
of slip Schedule 3 information
T3 Box 21, Capital gains - This amount is your fotal capital gain from a trust, Report the
dlfference befween this amount ond the amount in box 30. Line 032 Seenote 1
Box 30 qullal gains eligible for deducﬁon If there Is an amount in this box, the
footnotes area will indicate that all or part of your gain is from the disposition of;
i m qualified small business corporation shares; or Line 513 See note 2
i m qualified farm property, Line 516 see note 2
i Box 26, Other income - If there is an asterisk in this box. the footnotes area may
indicate that alt or part of the amount in box 26 fs farming income efigible for fhe
! capital gains deducticon. Report the footnoted amount, Line 529 See note 3
Box 37, insurance segregated fund capital losses Ling 032 See no’re 4
T4PS Box 34, Capital gains {or losses) Line 032 Seencte b
5 Box 18, Capltal gains dividends Line 032 See note 1
5013 Box 18, Canadian and foreign net business inceme (loss} ~ This amouni is your fotal
business income (loss) from the partnership. The foctnotes area may indicate that
box 18 includes:
» business income from the disposition of eligibie capital property (other than the
recapture of annuail allowances deducted in previous years); or N/A Seenote 6
{m farming income eligitle for the copn‘cﬂ gcuns deduction. Ling 529 See note 3
Box 27, Capital gains {(losses) - This amount is your total capital goln from The
partnership. The fooinotes area may indicate that all or part of your gain is from;
w the disposition of gudlified small business corporation shares; Line 513 Seenote 2
i m the disposition of quatified farm property; o7 Line 516 See note 2
» greserve allocated fo you from the partnership in 1995. N/A Seencfe 7
¢ Other capital gains (or losses) - To calculate this amount, subtract from the
{ amount shown in box 27 the amount identified as the previous year's reserve, it
any, and the amounts from this box that you reported on fines 513 and 516. Line 032 See note 1
The footnotes area may dlse indicate that all or part of the amount inbox 27 is
foreign capital gains. Repart the footnoted amaount on line 508 of Schedule 1, and
use nt fo cclcuto’re your foreugn fcx credn i
Box 28 Capital galns reserve -~ Thns cmount is your 1996 cop;’ral goms reserve f;om
the partnership. N/A Sae note 7

Notes

1. You may be able to reduce all or part of any capital gains. For more information, see Chapter 4 which starts on page 21i.

2. These.amounts are eligible for the $375,000 capital gains deduction. For information, see the section called “Claiming a
capital gains deduction,” on page 8.

3. Complete line 529 if you want 1o iake advantage of the capital gains deduction, If the amount is reporfed on a T5013 slip, you
nave fo reduce the amount that you enter on line 529 by any business income reduction that you claim for the partnership
income (see note 6). Use Form 1657, Calculation of Capital Gains Deduction for 1996 on All Capifal Property, to calculate your
capital gains deduction.

4, if this is your only entry on ling 032, put brackets around the amount. If it is not your only entry, subTrc:ct the amount in this box
from the fotal of dli other amounts you have to enter on fine G32.

8. If the amount Is in brackets, it is o capital loss, If the amount is a capital loss and it is your only entry on line 032, put brackets
around it. If it is not your only entry, subtract the amount from the total of all other amounts you have to enter on line 032,

6. You may be able to reduce all or part of your share of the partnership’s business income. For more information, see Chapter 4
which starts on page 21,

7. Entfer the amount of the reserve in the appropriate area on Form T2017, Summary of Reserves on Dispositions of Capital
Property. The foctnotes area should identify to what type of property the reserve applies.



Chapter 3 - Special Rules and
Other Transactions |

This chapter explains some of the special rules that may
affect the calculation of your capital gain or capital loss.
In addition, we also explain some of the less common
capital transactions and how to report them.

Adjusted cost base (ACB)

In some cases, special rules may apply so that the cost of a
property is considered to be an amount other than its actual
cost. This section explains these rules.

Identical properties
Properties of a group are considered to be identical if each

property in the group is the same as all the others. The most-

common example of this occurs when you have shares of
the same class of the capital stock of a corporation or units
of a mutual fund trust.

You may buy and sell several identical properties at
different prices over a period of time. If you do this, you
have to calculate the average cost of each property in the
group at the time of each purchase to determine your ACB
(dispositions of identical properties do not affect the ACB).
The average cost is determined by dividing the total cost of
identical properties purchased (this is usually the cost of
the property plus any expenses incurred to acquire it) by
the total number of identical properties owned.

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:

® they are both issued by the same debtor; and
m all the attached rights are the same,

You cannot take the principal amount of individual debt
obligations into account when you are determining if these
properties are identical.

Example 1

Over the years Debbie has purchased and sold common
shares of a particular corporation. The following chart
shows how, after each purchase, the adjusted base cost base
of her shares was affected.

A I B i AB
Transaction Costof | Number | Adjusted
i shares :ofsharesi costbase
Shares purchased in 1991} 5
at $16.00 per share $1.500 {100 $15.00
Shares purchased in 1992
at $20.00 per share +3000 i +150
New average costi  $4,500 250 $18.00
Shares sold in 1996 -3.600 | -200
Average cost:  § 900 50 $18.00
Shares purchased in 19%'
ot $21.00 per share +7.380 + 350

$8,250 $20.63

New average cost!

Example 2

In 1994, Carl bought units of a mutual fund trust. At the
time of purchase, Carl chose to have his annual income
distributions reinvested in more units. The following chart
shows how the adjusted cost base of his units changed after
each purchase.

A i B i AsB
Transaction Costof | Number of | Adjusted
unifs _{ units :costbose
Units purchased in 1994
at$18.00 perunit  : $1500000 ;| 833.3333 i $18.00
Reinvested distributions i 5
in 1994 af $19.55 per :
unit + 1,170.00 i+ 598466 i
New average cost: $16,170.00 | 8931799 | $18.10
Reinvested distrioutions
in 1995 at $20.63 per :
unit f+ 1455.30 i+ 705429
New average costi §17,625.30 | 963.7228 ;: $18.29
Units sold in 1996 — 7,316.00 - 400.0000
Average costi $10,309.30 | 563.7228 | $18.29
Reinvested distributions
in 1996 at $19.89 per
unit i+ 72165 i+ 36.280
New average costi §11,030.95 i 600.0049 $18.38
- _

Property for which you filed Form Té64 or
T664(Seniors)

Special rules also apply when determining the adjusted cost
base of a property for which you filed Form Té64 or

T664(Seniors), Election to Report a Capital Gain on Property
Owned at the End of February 22, 1994.
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In most cases, if you filed Form T664 or Té64(Seniors), you disposition on Form Té64 or T664(Seniors). If the property
are considered to have sold your capital property at theend  is a cottage, rental property, or other non-qualifying real
of February 22, 1994, and to have immediately reacquired it property, your adjusted cost base is your designated

on February 23, 1994. The adjusted cost base of your proceeds of disposition minus the reduction for

property on February 23, 1994, depends on the type of non-qualifying real property.

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 not change as a result of the
election. If you filed an election for capital property, other
than a flow-through entity, your adjusted cost base is
usually the amount you designated as proceeds of

In addition, if your designated proceeds of disposition were
more than the fair market value of the property at the end
of February 22, 1994, your adjusted cost base on

February 23, 1994, may be reduced. If this is your case,
complete the applicable chart below to determine your
adjusted cost base on February 23, 1994.

Chart 1 - Flow-through entity

Complete this chart to calculate the adjusted cost base of your shares of, or inferest in, the flow-through entity only if the
proceeds of disposition you designated on Form Té6é4 for the properfy were more than its fair market value ot the end of
February 22, 1994, If the flow-through entity is a trust (other than a mutual fund trust), such as a related segregated fund frust
or a trust governed by an employees profit-sharing plan, do not complete this chart since you do not have to reduce the
adjusted cost base of your interest.

Designated proceeds of disposition {column 2, Chart A of FOrm TE04) ..o,
Fair market value af the end of Febrruary 22, 1994 (Step 1 of Form Té44) s
Amount from ling 2 S PSP PO POR TP URTPPRRTIR
Line 1 minus line 3 (if negative, enter “0)

if the amount on line 4 is zero, do not complete the rest of this chart since you do not have to reduce
the adjusted cost base of your shares or interest.

AMOUNT FIOM NG 2 oottt cabs s e e ea et a st ee sttt eareetmes s sns e s et neeasartasans $
Adjusted cost base at the end of February 22, 1994 {column 1, Chart A of

FOIM TOOAY 1ovivriiesesevie et et e sbe i bibe a8 e e bbb s iR em s eae s eeb et en R e em s eee e b e nLE b er e s e eee e eeds e bR e s $
LINE S ININUS NG 6 1o et et s b s e ne - §

If you indicated an amount in column 4, Chart A of Form T664, complete lines 8
and 9. Otherwise, enter the amount from line 7 on line 10 of this chart.

Amount from column 4, Chart A of Form 1664 divided by the

amount from column 3, Chart A of Form T664 i, 8
Non-gligible portion of line 7 (line 7 multiplied by IN€ 8) ..., $
LINE 7 IMMUS @ Duveoiviicviiite i1 b et b bR a et r e n e et $

RecUCHON (INE 4 MIMUS NS T} 1iriiiiiiieiiirieiiiresissse s oasastie e s 1e e s bt 08 a1 g8 <5 £ o1 e 10 a1 eaEeer e e ebeeh b usaire st e senson

if the amount on line 11 is negative, do not complefe the rest of this chart smce you do not have to
reduce the adjusted cost base of your shares or interest.

Adjusted cost base at the end of February 22, 1994 (NS 6} ..o s s
REAUGTION (NG T1) 1itiiiiiiiiie ittt b e e LI AR OB bt e s b e bet ne e oe 0S80 S b ek et e e e et 42500 b e v b e rerasardames
Adjusted cost base on February 23, 1994 (line 12 minus line 13; if negative, enter "0") ...

Use the amount on ling 14 to calculote the capital gain or capital loss when you sell your shares of,
orinterest, in the flow-through entity.

Chart 2 - Capital property other than o flow-through entity

Complete this chart to calculate the adjusted cost base of the property only if the proceeds of disposition you designated
on Form T664 or T664(Seniors) for the property were more than ifs fair market vaiue af the end of February 22, 1994,

Fair market value of the property at the end of February 22, 1994[from Step 1 of
FOITI TEOA OF TOOAUSEIUOISY o tirrieererriuriettisersrrenescerireresmtrensss esesassssssenessssaiesssns s aasseesisestsiasesrniensesensinesesssssesenssnsonsns

Designated proceeds of disposition (column 2, Chart B of Form T664, or calumn 2,
Step 2 Of FOrm TEAA(SENIONS)] ..o

Amount from line 1 S I U PSR
Line 2 minus line 3 (f negative, enter “0")
Line 1 minus line 4 (if negative, enter *0")

if the property is non-gudlifying real property, enter the reduction for non- qucllfyung real property
[column 4, Chart B of Form Té664, or column 4, Step 2 of Form 1664(Seniors)]. Otherwise, enfer “0” .........

Adjusfed cosf base on February 23, 1994 (ine & minus line ¢6; if negative, enter "0") ...,

Use the amount on line 7 to colculate the capital gain or capital loss when you sell the property,
L—% I

18



Property you receive as a gift or inherit

If you receive property as a gift, you are generally
considered to have 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 have acquired the prize at its fair market
value at that time.

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 Returns for Deceased Persons to find out what
rules apply to your situation.

Selling a building in 1996

If you sold a building in 1996, special rules may apply that
make the selling price an amount other than the actual
selling price. This happens when you meet both of the
following conditions:

m 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 can be used; and

m you sold the building for an amount that is less than both
its cost amount and its capital cost to you.

You calculate the cost amount as follows:

m [f the building was the only property in the class, the cost
amount is the UCC of the class before the sale.

» If there is more than one property in the same class, you
have to calculate the cost amount of each building as
follows:

. Capital cost ucc Cost
of the building X of = amount
Capital cost of all properties the of the
in the class that have not class building

been previously disposed of

Note
You may have to recalculate the capital cost of a
property to determine its cost amount if:

a you acquired a property directly or indirectly froma
person or partnership with whom you did not deal at
arm’s length; or

®m you acquired the property for some other purpose and
later began to use it (or increased its use) to earn rental
or business income.

For more information, contact your tax services office,

If you sold a building under these conditions, this may
restrict the terminal loss on the building and reduce the
capital gain on the land. For more inforimation, see the
chapter called “Capital Cost Allowance” in the income tax
guide called Rental Income, or Interpretation Bulletin IT-220,

Capital Cost Allowance — Proceeds of Disposition of Depreciable
Property, and its Special Release,

Selling part of a property

When you sell only part of a property, you have to divide
the adjusted cost base (ACB) of the property between the
part you sell and the part you keep.

Example

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

TOtAL ACB e reesssessesessssesessssssnees $100,000
Minus: The ACB of the part she sold

($100,000 X 1/4)..vcrvcircrirsccccrreseiseonns 25,000
The ACB of the part she kept.......cc.ovvvimieeicenncn, $_75,000

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

For more information on selling part of a property, see
Interpretation Bulletin [T-264, Part Dispositions, and its
Special Release.

Other transactions

The remaining sections in this chapter give information on
less common transactions,

Eligible capital property

If you disposed of eligible capital property (see definition in
the glossary on page 4) that is qualified farm property, you
may be eligible to claim the $375,000 capital gains
deduction.

You will find details on how to report the disposition of
this type of property and what amount will be considered
eligible for the capital gains deduction, in the income tax
guide called Farming Income, Read the chapter called
“Eligible Capital Expenditures.”

Partnerships

A partnership does not pay tax on its capital gains or losses
and it does not report them on an income tax return.
Instead, each member of the partnership reports his or her
share of the partnership’s capital gains or losses on his or
her income tax return,

Certain partnerships may have to file a T5013 Summary,
Partnership Information Return, and T5013 Supplementary,
Statement of Partnership Income, to report amounts flowed
out fo its members.

If you receive a T5013 Supplementary slip indicating your
share of the capital gain or loss from the partnership, see
the chart on page 16 to find out how to report the capital
gains or capital losses.

However, if you are a member of a partnership that does
not have to file Form T5013 Summary for 1996, you have to
report your share of any capital gain or loss from each
disposition of capital property separately on Schedule 3.
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Use the appropriate area of Schedule 3 to report your share
of any capital gains or losses. For example, if the capital
gain is from the disposition of depreciable property, you
would report the gain in the area called “Real estate and
depreciable property.”

If the partnership disposed of eligible capital property that
is qualified farm property, a portion of the business income
from this transaction may be considered a taxable capital
gain, This amount qualifies for the $375,000 capital gains
deduction. The chapter called “Eligible Capital
Expenditures” in the income tax guide called Farming
Income, explains how to calculate and report this amount.

Capital gains reduction (flow-through entity) - Because a
partnership is considered a flow-through entity, you may
be able to reduce all or part of the partnership income you
have to report. For more information, see Chapter 4 which
starts on page 21.

Capital gains deduction - You may be eligible for the
$375,000 capital gains deduction, if you are reporting any of
the following amounts:

m a capital gain from the disposition of small business
corporation shares;

® a capital gain from the disposition of qualified farm
property; and

® farming income from the disposition of eligible capital
property that is qualified farm property .

For more information, see the section called “Claiming a
capital gains deduction,” on page 8.

Transfers of property to your spouse orto a
trust for your spouse

Since 1993, the meaning of spouse has changed to include
common-law spouses. Before reading this section, you may
want to read the definition of spouse on page 5.

If you give capital property to your spouse, or to a trust for
your spouse, you generally do not have 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 amount equal to:

& 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 have sold it for.

If you have transferred property to your spouse, a person
who has since become your spouse, or a trust for your
spouse and your spouse or the trust sells the property
during your lifetime, you usually have to report any capital
gain or capital loss from the sale. You usually have to do
this if, at the time of the sale:

® you are a resident of Canada; and
® you and your spouse are married.

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

For transfers of property made after May 22, 1985, you can
file this election with your income tax return for any
taxation year ending after the time you separated.
However, for the election to be valid, you have to file it no
later than the year your spouse disposes of the property. To
make this election, attach a letter signed by you and your
spouse to your return 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
have to file the election with your income tax return 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 not want subsection 74(2)
of the Income 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
can 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 have 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 are
reporting the property as being sold to your spouse at its
FMV, and that you do not want subsection 73(1} 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 all of the following apply to
you:

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

® you gave the property to your spouse after 1971; and
8 your spouse later sold the property.

For more information, see Interpretation Bulletin IT-209,
Inter-Vivos Gifts of Capital Property to Individuals Directly or
Through Trusts. :

Other transfers of property

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 sell property to someone with whom you do not deal -
at arm’s length, and the selling price is less than its FMV,
your selling price is considered to be the FMV. Similarly, if
you buy property from someone with whom you do not
deal at arm’s length, and the purchase price is more than
the FMV, your purchase price is considered to be the FMV.

There are special rules that allow you to iransfer property
at an amount other than the property’s FMV. If these rules
apply to your situation, you may be able to postpone
paying tax on any capital gains that you realize from the
transfer. Some of the more common transfers are noted
below.



Farm property — When you sell or transfer farm property,
you may have 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, see the income tax
guide called Farming Income.

Elections It is possible to pbstpone reporting a cépital
gain when you transfer property:

m from an individual to a Canadian corporation (use
Form T2057, Election on Disposition of Property by a
Taxpayer to a Taxable Canadian Corporation);

= from a partnership to a Canadian corporation (use
Form T2058, Election on Disposition of Property by a
Parinership to a Taxable Canadian Corporation); or

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

Selling or donating certified Canadian
cultural property

You do not have to report a capital gain when you sell or
donate certified Canadian cultural property (national
treasures) to an institution or public authority designated
by the Minister of Canadian Heritage. The Canadian
Cultural Property Export Review Board, which operates
under the Department of Canadian Heritage, certifies this
property as cultural property and provides certificates for
tax purposes. Cultural property can include paintings,
sculptures, books, manuscripts, or other objects.

If you sell or donate certified cultural property toa
designated institution, you may have a capital loss. 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 personal property (LPP). If this is
the case, the rules for LPP losses will apply. For information
on how to apply capital losses, see Chapter 5 which: starts
on page 25.

For more information, see Interpretation Bulletin IT-407,
Disposition after 1987 of Canadian Cultural Property, and its
Special Release, or see our pamphlet called Gifts and Income
Tax.

Chapter 4 - Flow-Through

Entities

This chapter provides information on the deductions you
may be able to claim for the income flowed out to you
from certain trusts and corporations, and from a
partnership.

What is a flow-through entity?

You are a member of, or investor in a flow-through entity if
you own shares, units of, or an interest in one of the
following:

an investment corporation;

a mortgage investment corporation;
a mutual fund corporation;

a mutual fund trust;

a partnership;

a related segregated fund trust;

a trust governed by an employees profit-sharing plan;

e A L R o o

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

9. atrust established for the benefit of creditors in order to
secure certain debt obligations; or

10. a trust established to hold shares of the capital stock of
a corpoeration in order to exercise the voting rights
attached to such shares.

Did you file Form Té664 for your shares
of, or interest in a flow-through entity?

If you owned shares of, or an interest in a flow-through
entity on February 22, 1994, you may have filed Form Té64,
Election to Report a Capital Gain on Property Owned at the End
of February 22, 1994, for the 1994 taxation year to claim the
unused portion of your $75,000 capital gains deduction.

If you filed Form T664 for a flow-through entity
invesiment, the elected capital gain you indicated on the
form created an exempt capital gains balance for that entity.
You can use your exempt capital gains balance to reduce
capital gains and certain business income flowed out to you
by the entity. '

Your exempt capital gains balance expires after the

year 2004. If you did not use all of your exempt capital
gains balance by the end of 2004, the unused balance may
be added to the adjusted cost base of your shares of, or
interest in the flow-through entity.

Capital gains reduction - You can use your exempt capital
gains balance to claim a capital gains reduction on line 039
of Schedule 3, and reduce the following capital gains:

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

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

Note

Under proposed changes, for the years 1994 to 2004, do
not claim a capital gains reduction if you dispose of ali
your shares of, or interests in a flow-through entity
described at items 1 to 6 in the section “Whatis a
flow-through entity?,” and you have an exempt capital
gains balance available for the entity at the time of the
disposition. For more inforrnation, see the section
“Selling your shares of, or interest in a flow-through

entity,” on page 22,

We explain how to calculate your capital gains reduction in
Step 2 of Chart 1 on page 23.
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Business income reduction - If the flow-through entity is a
partnership, you can also use the exempt capital gains
balance to reduce your share of the partnership’s business
income from the disposition of eligibie capital property
(other than the recapture of annual allowances deducted in
previous years).

You can reduce your share of the partnership’s business
income by claiming a business income reduction. Claim the
reduction by completing the chart called “Other amounts
deductible from your share of net partnership income
(loss)” on Forms T2032, Statement of Professional Activities,
T2124, Statement of Business Activities, T2042, Statement of
Farming Activities, or T2121, Statement of Fishing Activities.
You can find these forms in the related income tax guides
called Business and Professional Income, Farming Income, and
Fishing Income.

If you are a member of a partnership that has to file a T5013
Summary, Parinership Information Return, this income is
shown in the details area of box 18 of the T5013
Supplementary, Statement of Partnership Income. However, if
you are a member of a partnership that does not have to file
a T5013 Summiary, you will find information on how to
calculate 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), in the chapter called “Eligible Capital
Expenditures” in the income tax guide that applies to your
type of business.

We explain how to calculate your business income
reduction in Step 3 of Chart 1 on page 23.

Note
You cannot use a business income reduction to create or
increase a business loss.

- Tax tip o _ o
Claiming a capital gains reduction or a business income
reduction is not mandatory. You can claim any amount .
you want to in a yeat, from zero to the maximum.
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Selling your shares of, or interest in a
flow-through entity

When you sell your shares of, or interest in a flow-through
entity, calculate the capital gain or capital loss in the same
manner as any other disposition of capital property (i.e.,
proceeds of disposition minus the adjusted cost base and
selling expenses).

Report the sale of shares of, or interest in a flow-through
entity on Schedule 3, as follows:

u for shares of a flow-through entity, use the section called
“Shares” (see page 11); or

n for an interest in flow-through entity, use the section
called “Bonds, debentures, promissory notes, and other
properties” (see page 13).

If you filed Form T664 for your shares of, or interest in a
flow-through entity, and the proceeds of disposition you
indicated on the form for your investment were more than
its fair market value, the adjusted cost base (ACB) of your
investment may be affected. For information see the section
called “Property for which you filed Form Té64 or
T664(Seniors)” on page 17.

Under proposed changes, for the years 1994 to 2004, if
you sell all of your shares or interests in a flow-through-
entity described at items 1 to 6 in the section “What is a
flow-through entity?,” for which you filed Form T664,
use the exempt capital gains balance available for the
entity immediately before the disposition to increase the
ACB of the shares or interests. Do this instead of
claiming a capital gains reduction at line 039.

The ACB adjustment will either reduce your capital gain
or, create or increase your capital loss on the disposition

of the shares or interest in the flow-through entity.




Chart 1

Use this chart to calculate your exermpt capltal gains balance and your capitdl gains and business income reductions for
1996. Do a separate calculation for each flow-through entity.

Step 1 - Exempt capital gains balance available for 1996

To determine what amount should be entered on line 1, follow the instructions that apply to your situation:

= If you claimed a capital gains or business income reduction for the flow-through entity in 1994 or 1995, enter the exempt
capital gains balance available to carry forward you calculated for the last year you claimed a capital gains or business
income reduction.

» [f you have never claimed a capital gains or business income reduction for this entity before, de the following:

— If the flow-through entity is a trust (other than a mutual fund trust), such as a related segregated fund trust or g frust
governed by an employee profit-sharing plan, entfer the elected capltal gain you reported in column 5, Chart A of
Form T664.

~ For all other flow-through entities, enter the elected capital gain you calculated for the flow-through enfity (column 5,
Chart A of Form T664) if the proceeds of disposition you destgnaied on Form T664 are not more than the foir market
value of your investment at the end of February 22, 1994. Otherwise, complete Chart 2 on page 24 to determine the
amount you should enter on line 1,

Exempt cOpital QQins COIMY FOMWEAND ......ovi e et es s anes bt et s e ae a bbb bbb a0t s b s st e aas et es $ 1
If the entity is a trust {(other than a related segregated fund trust or mutual fund trust), see the "Note”

below Step 4 for information on the amount to enter at this lING ... -5 2
Exempt capital gains balance avdilable for 1996 (iNe 1 MINUS NG 20 oo e snn cenenes = 3

Step 2 - Capital gains recluction for 1996

Complete this step if, in 1996, the flow-through entity flowed any capital gaing out to you or, you sold
shares of, or your interest in the flow-through entity. Otherwise, go to Step 3.

Capital gains flowed out to you by the flow-through entity IN 1996....ceeveieenicneas § 4
Capital gains from the disposition of shares of, or interest In, the fliow-through

NIV M DD et e b e b s +§ 5
Total capital gains I 1996 (INe 4 PIUS INE 5)....ciiveiiiiveiieien e e rsess s e, =5 .. &

Capital gains reduction for 1996 - The maxirmum capital gains reduction you can
claim is the lesser of the amounts on line 3 and line 6, However, you may enter an

amount that is (255 TN The MICIXIMILIT .o s s e s n e et asaas e e ees - 7
Enter the amount from line 7 on line 032 of Schedule 3.

Exempt capltal gains balance, before the business income reduction (ine 3 minus ine 73 ..o =5 8

Step 3 - Business income reduction for 1996
Complete all the lines in this step if the flow-through entity is a partnership that has disposed of eligible

capital property. Otherwise. enter *0” on line 12.
Amount from line 8, $ KB =i $ 9
Your.share of the partnership’s business Income (including your share of any farming

income) from the disposition of eligible capital properTy (o’rher than the recapture

of annual allowances deducted In previous years).... vee” § 10
Business income reduction for 1996 - The maximum you can claim is The Iesser of

the amounts on line ¢ and line 10. However, you may enter an amount that is less

than the maximum. You cannot use a business income reduction to

Create orincredse A busingss 108S. ... isisiieesreesias e et e e e e re e rh b te e renn S i1
Claim the amount from line 11 as a deduction in the chart called "Other amounts

deductible from your share of net partnership income (Joss)” on Form T2032, 12042,

T2121, or 12124, whichever applies.

Amount from line 11, § X A i bR e ettt bt et be st b bt ensbens $ 12

Step 4 - Exempt capital gains balance available to carry forward
Line 8 minus line 12, If you disposed of all your shares of, or your entire interest in, the
flow-through enfify I TEGE, BNTET "0 .. s s bbbt 1e S 13

Note

Under proposed changes. for 1994 and later taxation years, if the flow-through entity is a trust (other than a related
segregated fund trust or mutual fund trust), and you receive property from the trust in satfisfaction of all or a part of your
inferest in the trust, you can elect fo use the exempt capifal gains balance for the entity to increase the cost of property
you recedive. If this is your situation, you have to adjust the exempt capital gains balance carry forward for the entity before
cdalculating your capital gains and business income reduction. For more information, contact your tax services office.
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Chart 2
Use this chart to determine your exempt capital gains balance available for 1996, if:
u you have never claimed a capital gains or business income reduction before; and

» the proceeds of disposition you designated on Form Té64 for your Interest in, ¢or shares of the flow-through entity are. more
than the fair market value of your investment on February 22, 1994,

Designated proceeds of disposition (column 2, Chart A of FOrm TO64) v 5 1
Fair market value at the end of February 22, 1994 (Step 1 of FOrM TO04) ...ovivi it $ 2
Line 2 MUIPHOA DY 1.1 it s e s b ss bbbt -8 3
Line 1 minus line 3 (if negative, enter "0 v s e =5 4
Adiusted cost base (column T, Chart A Of FOIM TEOA) ... s +$ 5
LINE 4 PIUS TN 5.ttt ittt b s 480 = .= -5 6

Exernpt capital gains balance, before the reduction for non-qualifying real propery
(ine 2 minus iiNe 6. If NEQANIVE, BIVTEE "0 i b bbb =§ 7

if you enfered an amount in colurnn 4, Chart A of Form Té664, complete lines 8 and 9. Otherwise, enter
the amount from fine 7 on line 10

The amount from column 4, Chart A of Form Té64 divided by the amount from

COUMN 3, Chart A OF FOIM TOOA ..ot st s e ssmss s s sesesssssesssessones $ 8
Non-eligible portion of ling 7 {line 7 muliplied Dy N 8) ..o ~§ 4
Exempt capital gains balance for 1994 (Ine 7 minus ine 9 ... e e =5__ 10

Enter the amount from line 10 on line 1 of Chart 1 on page 23.

Example
Paul filed Form Té64, Election fo Report a Capital Gain on Properfy Owned at the End of February 22, 1994, for the 1994
taxation year for his 500 units in a mutuat fund frust. He designated the fair market value of the units at the end of
February 22, 1994, as his proceeds of disposition. Paul claimed capifal gains recuctions of $500 In 1994 and $600 in 1995, His
1995 exempt capital gains balance available fo carry forward was $1,400. in 1996, he received a capifal gain of $800 fram
the mufual fund trust, Paul calculates his capital gains reduction for 1996 and his exempt capifal gains balance avallable to
carry forward, as follows (because of space limitations we have not reproduced Chart 1 in its entirety):

Step 1 - Exempt capital gains balance available for 1996

Exempt COpItal QQINS COIMY FOIWAIT .....iiiii i et e b b et e 1 $___1,400.00 1
If the entity is a frust (other than a related segregated fund trust or musual fund frust), see the "Note”

beiow Step 4 for information on the amount 10 enter At TS NG i e e -5 g 2
Exermpt capltal gains balance available for 1996 {line 1 MINUS N 2) ..ot et =$__ 140000 3
Step 2 - Capital gains reduction for 1996
Capital gains flowed out to you by the flow-through entity in 1996 $ 800.00 4
Capital gains from the disposition of all or part of your shares of, or interest in, the

FOW-THrOUGH BNTIY IN 199G 1 i e e e s sar s +$ 05
Total capital gains in 1996 (IR 4 PIUS NG B)..cviicciriieneessn s =§ 80000 6

Capital gains reduction for 1996 - The maximum capital gains reduction you can
claim the lesser of the amounts on line 3 and ling 6. However, you may enter an

Aamount that is 1855 THAN Hhe MIGIMIUMT oo st s st et es st st ems e sese bt e re e s e st b e re st e reatsbaraban et srenes -8 80000 7
Enter the amount from ling 7 on line 039 of Schedule 3,
Exempt capital gains balance, before the business income reduction (ine 3 minus line 7)......... e =$____ 60000 8

Step 3 -- Business income reduction for 19946
(Because the flow-through entity is not a partnership, Paul enters zero on ling 12.)
Amount from line 11, $ O X 3 =i e e s et bR ettt aat ettt s e $ g12

Step 4 ~ Exempt capital gains balance available to carry forward

Line 8 minus line 12, However, if you disposed of all your shares of, or your entire intergst in, the
flow-through enfity in 1996, enter 0"
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Chapter 5 - Capital Losses

ou have a capital loss when you sell, or are considered

to have sold, a capital property for less than the total of
its adjusted cost base plus the outlays or expenses you
incurred to sell the property. This chapter explains how to:

m report your 1996 capital losses;
s apply your 1996 capital losses to other years; and

m apply your capital losses of other years against your 1996
taxable capital gains.

It also explains the special rules that apply to listed
personal property losses, superficial losses, restricted farm
losses, and allowable business investment losses.

You will find a summary of the loss application rules
discussed in this chapter on page 32

If you had a capital loss in a year, you have to apply it
against your capital gain for that year. If you still havea
loss after doing this, three-quarters of the difference
represents your net capital loss. You can use your net
capital loss to reduce your taxable capital gain in any of the
three preceding years or in any future year.

You have to apply net capital losses of earlier years before
you apply net capital losses of later years. For instance, if
you have a net capital loss in 1987 and another in 1991, and
you would like to apply these losses against your taxable
capital gains in 1996, you have to follow a certain order.
First, you apply your 1987 net capital loss against your
taxable capital gain. Then you apply your 1991 net capital
loss against it. To help you keep track of your capital losses,
malke sure you keep separate balances of unapplied net
capital losses for each year.

Note
When determining your capital loss, special rules apply
if you disposed of:

® depreciable property (for more information, see the
section called “Depreciable property,” on page 12); or

~ ® personal-use property. For more information, see the
section cailled “Personal-use property, line 029,” on
page 14.

Example

In 1996, Linda sold two different securities. As a result, she
had a capital loss of $800 and a capital gain of $600. After
applying her capital loss against her capital gain, Linda still
has a capital loss of $200 ($800 — $600}. Her net capital loss
for the year is $150 ($200 x 3/4). She can apply this amount
against her taxable capital gains in any of the three
previous years, or in any future year.

She reports her loss on Schedule 3 and attaches it to her
1996 income tax return.

How do you apply your 1996 net
capital loss to previous years?

You can carry your 1996 net capital loss back three years
£0 1993, 1994, and 1995 and use it to reduce your taxable
capital gains in any of these years. When you carry back
your net capital loss, you can choose to which year you
want to apply the loss,

To apply a 1996 net capital loss to 1993, 1994, or 1995,
complete “Area III - Net capital loss for carry-back™ on
Form T1A, Request for Loss Carry-Back. You can get this form
from us. It will also help you determine the amount you
have left to carry forward to future years.

Note

If you apply a 1996 net capital loss to a previous year,
any capital gains deduction that you claimed in that
year, or a following year, may be reduced.

How do you apply your net capital
losses of other years to 1996?

Yeou can apply your net capital losses of other years to your
taxable capital gains in 1996, You do this by claiming a
deduction on line 253 of your income tax return. However,
the amount you can claim will depend en when you
incurred the loss. This is because the rate used to determine
the taxable part of a capital gain and the allowable part of a
capital loss has changed over the years. We call these
amounts inclusion rates.

Net capital losses incurred in 1990 to 1995 - You can
directly apply net capital losses incurred in 1990 to 1995
against 1996 taxable capital gains. You can do this because
the inclusion rate for these years was the same.

Example

In 1996, John realized a taxable capital gain of $15,000. At
the end of 1995, he had $25,000 of unapplied net capital
losses ($5,000 for 1994 and $20,000 for 1995). He has never
claimed a capital gains deduction.

John claims a $15,000 deduction on line 253 of his income
tax return to offset his taxable capital gain. John would
record the application of his losses as follows:

1994 1995
Net capital  Net capital
losses losses

Unapplied balance on

December 31, 1995 $5,000 $20,000
Minus:
Portion applied against .

1996 taxable capital gains $5,000 $10,000
Unapplied balance on

Decemnber 31, 1996 .0 $10.000

Net capital losses incurred before 1990 — If you want to

apply net capital losses of other years to 1996, and some of
your net capital losses were incurred before 1990, you have
to separate the losses into groups, depending on when you
incurred the losses. You do this because certain years have
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a different inclusion rate. Also, the way you apply these
losses may differ if you incurred them before May 23, 1985.

Period net capital loss incurred Inclusion rate
Before May 23,1985 1/2
After May 22, 1985, and before 1988 1/2
In 1988 and 1989 2/3
In 1990 to 1996 3/4

Special rules apply to losses you 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 can only 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 have applied your net capital
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losses of other years against taxable capital gains, you can
use any excess to offset other income. The amount you can
use is limited to the least of the excess amount, $2,000, or
your pre-1986 capital loss balance available for 1996.

Your pre-1986 capital loss balance available for 1996 is:

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

m the total adjusted amount of capital gains deductions that
you claimed before 1996.

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.

Use the chart on the next page to determine the amount of
your net capital losses of other years you can apply to 1996,
and to determine your unapplied balance that you can
carry forward to future years.



Applying net capital losses of other years to 1996

Use this chart fo apply your net capltal losses of other years to 1994, gnd to calculafe your balance of unapplied losses that
is availabie for you to carry forward 1O a future year,

Step 1 - Pre-1986 capital loss balance available for 1996

Complete this step only if you have d balance of unapplied net capifal losses from before May 23, 1985, Otherwise,
enfer “0” on line 3 and go 1o Step 2.

Balance of unapplied net copital losses you had before May 23, T985 ..o $ 1
Capital gains deductions you claimed:

BEIOIE 1088 11ttt e e s bbb bbb e e S,

I 1988 aNA 1889 ... i $ X34 = e +$§

In 1990, 1991, 1992, 1993, 1994, and 1995 § X213 = e +5
Total capital gaing deductions dffer AdiUSTMENT ... =8 . . =™ § 2
Pre-1986 capital loss balance available for 1996 (N 1 MINUS lINE 2) ..o s 5 3

Step 2 - Applying net capital losses of other years to 1996
Complete lines A to C of the table in Step 3 before proceeding.

Total unapplied adjusted net capital losses of other years (fotal of amounts from line C below)...oeve, $ 4
Taxable capital gains reported on line 127 of your 1996 return ., § 5
Enter the amount from ling 4 or line 5, WhIChever IS O55............iv s s L -
You ¢an apply all, or part of, the amount on line 6 against your taxable capital gains in 1996, Enter

on ling 7 the amount of 10838 YOU WANT 1O CIQIM....iiieie s s s sb e s $ 7

if you did not complete Step 1, enter the amount from line 7 on line 253 of your 1996 income fax refurn.
This is your deduction in 1994 for net capifal losses of other years. Enter this same amount on dine 16
in Step 3. Do not complete lines 8 to 15 inclusive.

i you completed Step 1, complete ines 8 o 16 inclusive.
Balance of unapplied adjusted net capital losses of other years not used o reduce taxable capital

OOINS (BN 4 MUINUS KNG 7)ottt ettt et st 10 1411 et 1AL 1ES b sne T8 s L bbb eme e p RS A E b et S 8
Amount from line 8, 3 K203 =i b b et $ 9
AMOUNT FIOM INE 3.t ettt s e r s bbb en b e b e b $ 10
Pre-1986 dedUCHDIe QIMOUNT ... e ns st b e $ 2,000 11
LINE 2, 10, 08 11, WhICROVET 15 FOSS ..o sriss et e st it bbb e s e s b 405 s asnaens st esem s $ 12
Deduction in 1996 for net capital losses of other years (ine 7 plus ine T2). ..o, G 13

Enter the amount from line 13 on line 253 of your 1996 return.

Step 3 - Calculaling your balance of unapplied net capital losses of other years available to carry forward

You may still have a balance of unapplied net capital losses of other years after you have applied these
losses to 1996. If this is the case, complete this step to calculate your balance.

ANNOUNT TTOMITINE 7.vierieire it eet i et e st eba s e b8 b e b et TaE b sma bbb bbb S H T LS e bbb S b b emr e $ 14
Amount from line 12, § 5 15
Total adjusted net capital losses of other years applied In 1996 (ine 14 plus line 15) S 16
Before After May 22, 1985, | In 1988 and Aftor 1989
May 23, 1985 and betore 1988 1989 and before 19946

A Amount of your unapplied net capital losses
B Adjustment factor 3/2 3/2 9/8 1
C (Line A x line B)

D Total adjusted net capital losses you applied in 1996
(the total must equal the amount on line 16}

E (Line C -line D)
F Adjustiment factor 2/3 2/3 8/9 1

G (Line E x line F) - This amount Is your net capital
losses avgilable to carry forward to future years
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Example
Claudio has unapplied net capital losses of $4,000 he incurred before May 23, 1985. He claimed a capital gains deduction
of $500 in 1986, and $300 in 1989, Claudio also has an unapplied net capital loss of $100,000 from 1990. He reported a
taxable capital gain of $30,000 on line 127 of his 1996 retumn. He completes the following steps to calculate the maximum
deduction he can claim for his unapplied net capital losses of other yedrs in 1996, and to determing the loss balance that is
available for him to carry forward to a future year. Because of space limitations, we have not reproduced the entire chart,

Step 1 - Pre-1986 capital loss balance available for 1996

Balance of unapplied net capital losses you had before May 23, 1985 .. $ 4600
Capital gains deductions you claimed:

BEIOTE 1OBB 1iviviiie v eeanisiesiasn e ssssiess bbb e et eaa bbb aanee e e et et $ 500

IN 1988 and 1989 v S 300 x3/d =, +§ 225

In 1990, 1991, 1992, 1993, 1994, and 1995 § X2/3 = e, +$
Total capital gains deductions after AJUSIMENT ... =§_ .. 725w § 728
Pre-1986 capital loss balance availabla for 1996 (ine 1 mMiNUSINE 2) .o S W4 £

Step 2 - Applying net capital losses of other years to 1996
Complete lings A to C of the table in Step 3 before proceeding.

Total unopplied adjusted net capital losses of other years (fofal of amounts from line C below)................ s 106,000
Taxable capital gains reporfed on line 127 of your 1996 UM i $ 30,000
Enter the amount from line 4 orline 5, WhiChevear I8 1858 ...........ooe o s e $_.._.30,000
You can apply dll, or part of, the amount on line 6 against your taxable capital gains in 1996, Enter

on line 7 the amount of (08568 YOU WANT O CIOIML. e e S 30,000
Balance of unapplied adjusted net capital losses of other years not used 1o reduce taxable capital

OCINS (NG 4 MINUS INE 7Y 11iuiirrierir i s et b eyt e s bbb o a1 b et E 4 E et e ettt b e e e et $_ . 76000
Amount from iine 8, § 7H000 X 2/3 = it s § 50666 9
AMOUNT FIOMININE Buiiiiiiiir it e bbb 1S s et en e b e $ 327510
Pre-1986 dedUCTDIE GMOUNT i sas s sessse s res s sesasnes $ 2,000 1
LINE D, 10, OF 17, WHICROVOI IS 1055 .....ociiviiiiin ettt a0 b e 1101 E bbb e st b e e s arsbrar et ens S 2,000 12
Deduction in 1996 for net capital losses of other years (ine 7 PIUS INe 12) ..o $._ 3200013

Enter the amount from fine 13 on line 253 of your 19946 return.

Step 3 - Calculaling your balance of unapplied net capital losses of other years available to carry forward
AMOUNT FTOM NG 7.1venrtittiieieies vt s s e et st bbbt b s asa s b1 s48 80488 bbb b 101 R84 E 6 b s e b e b4 R R B0t n s b § 30,000 14
Amount from line 12, $ 2000 X 3/2 = vt b bbb e et st S 3,000 15

Total adjusted net capital losses of other years applied in 1996 (ine 14 plus INe 15} ....ceeeeceiininnninnn. $ 33,000 16
Before After May 22, 1985, | In 1988 and After 1989
May 23, 1985 and before 1988 1989 and before 1996
A Amount of your unapplied net capilal losses $4,000 $100,000
B Adjustment factor 372 3/2 2/8 1
C (Line A x line B) $6,000 $100,000
D Total adjusted net capital losses you applied in 1996
(the total must equal the amount on line 16) $6.000 $27,000*
E (Line C-line D) 0 $73.000
F Adjustmeni factor 2/3 2/3 8/9 1
G (Line E x line P) - This amount is your net capital
losses available to cany forward to future years 0 $73,000

* Claudio has to apply his older losses first. Since the tofal amount of adjusted losses that he used in 1996 was $33,000 (from
line 16 above), he applies $6.000 of his adjusted pre-1986 losses first, He then uses $27.,000 ($33.000 - $6,000) of
his 1690 losses. Claudio has unappiied net capital losses of $73.000 that he can carry forward fo a future vear.

Appl‘/lng listed personal ® you can only deduct LPP losses from any gains you had
11i .
property (LPP) losses from selling other LPP;

If you dispose of LPP in 1996, you need to read this section
since applying an LPP loss is different from applying other
capital losses. This is because:

® the total amount of LPP losses you deduct in the year
cannot be more than the total LPP gains for that
year; and
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® you cannot use this loss to reduce any capital gains you
had from selling other types of property.

LPP gains do not include gains from selling or donating
certified Canadian cultural property to a designated
institution (see the section called “Selling or donating
certified Canadian cultural property” on page 21).

To determine how much of an LPP loss you can deduct,
you have to calculate each LPP disposition separately. For
more information about these rules, see the section called
“Personal-use property, line 029,” on page 14.

If your 1996 LPP losses are more than your LPP gains
in 1996, you can use the difference to reduce LPP gains of
other years. You can reduce a gain you had in any of the
three years before 1996 or the seven years after. If you
would like to carry back your 1996 LPP losses to reduce
your LPP net gains from 1993, 1994, and 1995, complete

Form T1A, Request for Loss Carry-Back. You can get this form,

from us, File one copy with your 1996 tax return. Do not file
an amended return for the year you would like the loss
applied to.

If your 1996 LPP gains.are more than your LPP losses

in 1996, you can use unapplied LPP losses from 1989 and
later years to reduce the balance of your 1996 LPP gains. Do
not enter these losses on line 253 of your return. Instead,
reduce your 1996 LPP gains by the amount of the unapplied
LPP losses from other years.

You should only complete the ”Llsted personal property”
area of Schedule 3 if you have a net LPP gain in 1996. If you
do not have a net LPP gain, keep a record of your LPP
losses that have not expired so you can 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 1996
he sold it for $6,000. He ended up with a gain of $200. He
also sold a coin collection for $2,000 in 1996. Marino had
originally bought this collection in 1988 for $1,700. He
ended up with a gain of $300 when he sold the coin
collection. In addition, he sold a painting in 1996 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 LPP in 1996 was more than his
gain: his loss was $4,000; his total gain was $500

($200 + $300). As a result, his 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 LPP
in the year. In addition, he cannot offset any income he had
from other sources. However, he can apply his LPP losses
against his LPP gains in any of the three previous years, or
the seven years following 1996.

Marino should not complete Schedule 3 for 1996. However,
he should keep a record of his LPP loss in case he wanis to
apply the loss against LPP gains in another year.

Superficial losses

Under proposed changes, for dispositions that occur
after April 26, 1995 (other than dispositions that occur
before 1996 according to a written agreement entered
into on or before April 26, 1995), a superficial loss can
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, orhas a
right to buy, the same or identical property {called
“substituted property”); and

= you, or a person affiliated with you, still owns, or has
a right to buy, the substituted property 30 days after
the sale,

Some examples of affiliated persons are:
® you and your spouse;

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

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

If you have a superficial loss in 1996, you cannot deduct it
when you calculate your income for the year, However, if
you are the person who acquires the substjtuted property,
you can usually add the amount of the superficial loss to
the adjusted cost base of the substituted property. This will
either decrease your capital gain or increase your capital
loss when you sell the substituted property.

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

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

» the property is considered to have been sold because the
owner died;

m the disposition results from the expiry of an option;

® you are considered to have sold the property because
you changed its use; or

wJunder proposed changes, for dispositions that occur
after April 26, 1995, you disposed of the property, 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 have 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 can only deduct a portion of your
farm loss for the year. The portion of the loss that you
cannot deduct becomes a restricted farm loss (RFL). You
can carry an RFL back 3 years and forward up to 10 years.
However, the amount you can deduct in any year cannot be
more than your net farming income for that year. For more
information on chief source of income and how to calculate
a restricted farm loss, see the income tax guide called
Farming Income.
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You may have restricted farm losses (RFLs) that you
incurred in your farming operation that you could not
deduct when you calculated your income for previous
years. You can apply part of these RFLs against any capital
gain you may have when you sell your farmland. The
amount of RFLs that you can apply cannot be more than the
property taxes and the interest on money you borrowed 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 have to reduce your RFL balance by
these amounts.

You can only use RFLs to reduce any capital gain from
selling your farmland 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 1996 for $260,000. The ACB
of the property was $160,000. Desmond has an

unapplied RFL of $20,000 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 capital gain as follows:

Proceeds of disposition.......cmisrsiisisniissnns $200,000

ACB.ircenrernsenssvrrsssrsssssearmtesserseresses 1os $160,000

Plus: Property taxes.....ouveoine, 5,000
INEErest....ccoimireimnennissisaniens 5000 $170,000

Capital ZaIN ..o, $_30.000

Taxable capital gain ($30,000 x 3/4) ..c.c.cesivernunn. $.22.500

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

Allowable business investment loss
(ABIL)

If you had a business investment loss in 1996, you can
deduct three-quarters of the loss from income, We call this
amount your allowable business investment loss (ABIL).

What is a business investment loss? — A business
investment loss results from the actual or deemed
disposition of certain capital properties. It can happen
when you dispose of one of the following to a person you
deal with at arm’s length:

® a share of a small business corporation; or
m a debt owed to you by a small business corporation.

For business investment loss purposes, a small business
corporation includes a corporation that was a small
business corporation at any time during the 12 months
before the disposition.

You may also incur such a loss if you are deemed to have
disposed of, for nil proceeds of disposition, a debt or a
share of a small business corporation under any of the
following circumstances:
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= A small business 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.

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

— has gone bankrupt in the year;

- is insolvent and a winding-up order has 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, carries on
business. Also, at that time, the share in the
corporation has a fair market value of nil, and it is
reasonable to expect that the corporation will be
dissolved or wound up and will not start to carry on
business. *

* You or a person that you do not deal with at arm’s
length will be deemed to have realized an offsetting
capital gain if the corporation, or a corporation it
controls, carries on business within 24 months
following the end of the year in which the disposition
occurred. You or the person will have to report the
capital gain in the taxation year the corporation starts
to carry on business. The above applies if you or the
person owned the share in the corporation at the time
the business started.

You can elect to be deemed to have disposed of the debt or
the share of the small business corporation at the end of the
year for nil proceeds of disposition, and to have
immediately reacquired the debt or the share after the end
of the year at a cost equal to nil. To do this, you have 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 50(1) of the Income Tax Act
to apply.

What happens when you incur an ABIL? - You can 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 year, include the difference as part of your non-capital
loss for 1996. You can carry a non-capital loss back three
years and forward seven years.

To carry a non-capital loss back to 1993, 1994, or 1995,
complete Form T1A, Request for Loss Carry-Back, and file it
with your tax return for 1996. You can get this form from
us. Do not file an amended tax return for the year you want
the loss applied to.

If you are not able to deduct your ABIL as a non-capital loss
within the allowed time frame, the unapplied part becomes

a net capital loss, which you can 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 1988 that became
a non-capital loss and you were not able to deduct it in the
three years before 1988 or the seven years after 1988, You
can now use the loss to reduce your taxable capital gains

in 1996 or any year after.



Note

Any ABIL that you claim for 1996 will reduce the capital
gains deduction you can claim in 1996 and in future
years.

How do you claim an ABIL? -~ To claim an ABIL follow the
steps listed below:

Step 1 - Enter your business investment loss on line 228 of
your tax return. ‘

Step 2 - If you claimed a capital gains deductionina
previous year, you have to reduce your business
investment loss. The amount of the reduction becomes a
capital loss for the year. We explain how to calculate the
reduction in the chart below. Enter any reduction in your
business investment loss on line 034 of Schedule 3.

Step 3 - Enter your allowable business investment loss on
line 217 of your tax return.

Step 4 -~ Attach a note that states the following:
u name of the small business corporation;

m number and class of shares, or the type of debt you
disposed of;

® insolvency, bankruptcy, or wind-up date;

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

a amount of the proceeds of disposition;
» adjusted cost base of the shares or debt;
m outlays or expenses on the disposition; and

s amount of the Joss (enter this amount on line 228 of your
return).

you calculate each reduction separately.

Reduction in business investment loss
m Use the followlng chart to calculate the reduction. If you had more than one business investment [oss In 1996, make sure

s Looking af the chart, you will notice that we adjust the amount of the capital gdins deduciions you claimed in previous
years. We do this because capltal gains were included in income at different rates In those years.

Enter the amount from line 13 on ling 217 of your fax return,

Total caplital gains deductions claimed In 1985, 1986, and 1987 (from line 254 of
your returns for these years} ... SO

Total capital gains deductions clcimed ln 1988 c:nd 1989 excluding amounts
claimed for taxable capital gains from eligible capital property (line 254 of
your 1988 and 1989 retums, minus any amounts reported on lines 543 and 544
on Schedule 3 for 1988 and 1989; if negative, enter "0

Total capltal gains deductions claimed in 1988 and 1989 for eligible capital
property (fotal of amounts on line 254 of your 1988 and 1989 returns, minus
the amount on line (a) above: not to exceed lines 543 and 544 on Schedule 3

) 8 x3/2=§ 2

FOT TOBB QNG TPBDY ottt et eas e era bbb er e et sb e erabsesssra bt ek rra s 5 x4/3=35§ 3
Total capital galns deductions clalmed in 1990 to 1995 (Ilne 254 of your returns

for these years).... e frr e et aras bbbt x4f3=§ 4
Total of ines 1 to 4... 5 5
Total reductions in buslness invesTment losses for 1986 To 1995 (from Ilne 535 of

Schedule 3 of your 1986 to 1994 returns plus line 034 of Schedule 3 of your

1994 and 1995 returns) ... v, 9 6
Total afmount clready used to reduce cmy other business Investmen'r Iosses ln 1996... +5§ 7
LINE G PIIS INE 7 eovvieisiieeie e in s sarse e ian e e sas et saa et sasten tmesaobe e e o s sbnataneranstanssentnrssmnessnes =5 __ = § 8
Line 5 minus line 8.... 5 9
Business investment Ioss for 19% before reducnng fhls loss (from Ilne 228 of your re'rurn) ................................ $ 10
Reduction in business investment loss for 1996:

Line 9 orline 10, whichever is less (enter this amount on line G34 of Schedule 3) .o S 11
Business investment loss for 1995:

Line 10 minus line 11.. v 3 12
Allowable business lnvesfmeni Ioss for 1996 (Ilne 12 mulﬂplled by 3/4) $ 13
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Summary of loss application rules

Type of loss

Application of losses

Limit to annual deduction

Allowable business investment
losses (see page 30)

Any unapplied portion hecomes a
non-capital loss in the year of the loss:
- carry back three years

- carry forward seven years

Unapplied portion becomes a net capital loss
which can be used 0 reduce taxable capital
gains in the eighth year or any year after.

No limnit

Limited to faxable capital galns in
the year

Net capital losses (see page 25)

- carry back three years
- carny forward indefinitely

Limited to taxable capital gains in
the year*

Farrn fosses (see the income tax
guide called Farming income)

- carry back three years
- cdrry forward fen years

No limif

Listed personal property (LPP)
losses (see page 28)

- carry back three years
- carnry forward seven years

Limited to net gains from LPP in
the vear

Losses from personal-use
property (see page 14)

- noloss allowed **.

Not applicable

Restricted farm losgs
(see page 29)

- cary back three years
- carry forward ten years
You can use part of any unapplied 10ss to

reduce yeur capital gains on the sale of the
farmland that was used in a farming business.

Limited o net farming income In
the year

Cannot be more than the
property taxes and the inferest on
rmoney you borrowed 1o buy the
farmiand that you included in the
calculation of the restricted farm
losses for each year

Cannot be used to create or
increase o capital 10ss

Superficial losses (see page 29)

- no loss dllowed; however, you can usually
add the amount of the loss to the adjusied
cost base of the substituted property

Not applicable

*
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For net capital losses incurred before May 23, 1985, an additional amount (up to $§2.000) may be deducted from other
income. See the section called "How do you apply your net capital losses of other years to 19967 on page 25.

** For exceptions to this rule, see the section called *Persconal-use property, line 029,” on page 14.




Chapter 6 - Principal Residence

hen you sell your home you may realize a capital

gain. If the property was your principal residence for
every year you owned it, you don’t have to report the sale
on your income tax return. However, if at any time during
the period you owned the property it was not your
principal residence, you may have to report all or a portien
.of the capital gain.

This chapter explains the meaning of a principal residence,
how you designate a property as such, and what happens
when you sell it. It also explains what to do in other special
tax situations.

If after reading this chapter you still need more
information, read Interpretation Bulletin IT-120, Principal
Residence.

What is your principal residence?

Your principal residence is the housing unit you usually
live in. A housing unit includes:

m a house;

m 2 cottage;

® a condominium;

m an apartment in an apartment building;
m 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 2 housing unit owned by
that corporation;

® you own the property alone or jointly with another
person;

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

® you designate the property as your principal residence.

The land on which your home is located can be part of your
principal residence. Usually, the amount of land that you
can consider as part of your principal residence is limited to
one-half hectare {about one acre). However, if you can
show that you need more land to use and enjoy your home,
you can consider more than this amount as part of your
principal residence. For example, this may happen if the
minimum lof size imposed by a municipality at the time
you bought the property is larger than one-half hectare,

Can you have more than one principal
residence?

For 1982 and any years after, you can designate only one
home as your family’s principal residence for each year.

If you were married or were 18 or older, a family includes:

u you;

w a person who throughout the year was your spouse
(unless you were separated for the entire year under the
terms of a court order or a written agreement); and

u your child (other than a child who was married during
the year or who was 18 or older).

If you were not married or 18 or older, a family also
includes:

m your mother or father; and

w your brother or sister (who was not married or 18 or
older during the year).

For 1993 and following years, a common-law spouse, as
explained in the definition of spouse on page 5, is
considered to be a married person. Therefore, common-law
spouses are considered to be a family and can no longer
designate different homes as their principal residences.

Note

For years before 1982, you can designate more than one
housing unit per family as a principal residence.
Therefore, a husband and wife can designate different
principal resiclences for these years. However, a special
rule applies if members of a family designate more than
one home as a principal residence. For more information,
see Interpretation Bulletin ¥T-120, Principal Residence.

Disposition of your principal residence

When you sell your home or when you are considered to
have sold your home, usually you do not have to report the
sale on your tax return and you do not have to pay tax on
any gain from the sale. This is the case if it was your
principal residence for every year you owned it.

1f your home was not your principal residence for every
year that you owned it, you have to report the part of the
capital gain on the property that relates to the years for
which you did not designate the property as your principal
residence.

If only a part of your home qualifies as your principal
residence, you have to split the selling price between the
part you used for your principal residence and the part you
used for other purposes (e.g., rental or business). You can
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 this requirement, see the example at the end of
this chapter.

Designating a principal residence

You designate your home as your principal residence when
you sell or are considered to have sold all or part of it. You
can designate your home as your principal residence for
each year that you own and use it as your principal
residence. However, you do not have to designate it each
year.

Use Form T2091(IND), Designation of a Property as a Principal
Residence by an Individual (Other than a Personal Trust), to
designate a property as a principal residence. This form will
help you calculate the number of years that you can
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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:

m sold, or were considered to have sold, your principal
residence, or any part of it; or '

m granted someone an option to buy your principal
residence, or any part of it.

You only have to include Form T2091(IND) with your tax
return if you have to report a capital gain.

Did you or your spouse file Form T664 or

T664(Seniors)? - If you sell, or are considered to have sold,
a property for which you or your spouse filed Form Té64 or
T664(Seniors), Election to Report a Capital Gain on Property
Ouwned at the End of February 22, 1994, and

m the property was your principal residence for 1994; or

= you are designating it in 1996 as your principal residence
for any taxation year, '

you have to use Form T2091(IND) to calculate the capital
gain and Form T2091(IND)-WS, Principal Residence
Worksheet for 1996, 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 have to include those
previously designated taxation years as part of your
principal residence designation in 1996,

Note

If, at the time of the election, the property was
designated as a principal residence for any taxation year
other than 1994, you can choose whether or not to
designate it again as your principal residence when you
sell it, or are considered to have sold it. Remember, if
you choose to designate it again, you have to include
those previously designated taxation years as part of
your principal residence designation in 1996.

If the property was not your principal residence for 1994
and you are not designating it in 1996 as your principal
residence for any taxation year, do not use

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 calcuilate your adjusted cost base as
a result of the capital gains election, see the section called
“Property for which you filed Form T664 or
Té664(Seniors),” on page 17.

Changes in use

You can be considered to have sold all or part of your
property even though you did not actuaily sell it. The
following examples are situations where you can be
considered to have sold all or part of your property:

m you change all or part of your principal residence to a
rental or business operation; or

m you change your rental or business operationtoa
principal residence.

The rest of this chapter deals with more common situations
where you are considered to have sold all or part of your

property.

Changing your principal residence to a
rental or business operation

You may be living in a home that you have 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 personal 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:

= to have sold the property at its fair market
value (FMV); and

® to have immediately reacquired the property for the
sarne FMV.

By knowing the FMV, you will be able to tell if you have
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 have to pay tax on
any gain when you changed its use.

If you later sell the property, you may have 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

-sell it,

If, at some point, you stop using the property to earn
income but you do not actually sell it, you are considered to
have sold it again. In this case, your capital gain would be
the increase in the EMV during the time you used the
property to earn income. You have to report any capital
gain that you make from the property on line 024 of
Schedule 3. You usually have to do this in the calendar year
that you changed the property’s use.

Election - When you change your principal residence to a
rental or business property, you can make a special
election. With this election, you can choose not to be
considered as having started to use your principal
residence as a rental or business property. This means you
do not have to report any capital gain when you change its
use. If you make this election:

m you have to report the net rental or business income you
earn; and

® you cannot claim 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(2) of
the Income Tax Act.

You can designate the property as your principal residence
for up to four years while your election is in effect, even if
you do not use your property as your principal residence.
However, you can only do this if you do not designate any
other property as your principal residence for this time.



You can extend the four-year limit indefinitely if ali of the
following conditions are met:

= 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;

® you return to your original home while you or your
spouse are still with the same employet, or before the
end of the year following the year in which this
employment ends; and

s your original home is at least 40 kilometres (by the
shortest public route) 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 situation 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 have from selling the property may be subject
to tax. See the section called “Disposition of your principal
residence,” on page 33 to calculate the taxable part of your
gain.

If you started to use your principal residence as a rental 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 Professional Income, or
the income tax guide called Rental Income.

Changing part of your principal residence to
a rental or business operation

You are usually considered to have 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
have sold that part at its FMV at that time and to have
immediately reacquired that part for the same 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 have changed its use if:

m the part you use for rental or business purposes is small
in relation to the whole property;

a you do not make any structural changes to the property
to make it more suitable for rental or business
purposes; and

= you do not deduct any CCA on the part you are using for
rental or business purposes.

If you meet all of the above conditions, the whole property
may qualify as your principal residence, even though you
are using part of it for rental or business purposes.

However, if you do not meet all of the above conditions,
when you actually sell the property, you have to:

n split the selling price between the part you used for your .

principal residence and the part you used for rental or
business purposes, by using either square metres or the
number of rooms, as long as the split is reasonable; and

w report any capital gain on the part you used for rental or
business purposes on line 024 of Schedule 3. You do not
have 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
Income Tax Act, as discussed in the previous section, if
there is only a partial change in use of a property.

Changing your rental 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 it as your principal
residence, you are considered to have sold the property at
its FMV at the time you change its use. You may havea
taxable capital gain at this time.

Election - You can elect to postpone reporting the
disposition of your property until you actually sell the
property. However, you cannot make this election if you,
your spouse, or a trust under which you or your spouse is a
beneficiary, has 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 have 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

Income Tax Act.

You have to make this election by the earlier of the
following dates:

m 90 days after the date we ask you to make the election; or

m the date you are required to file your tax return for the
year in which you actually sell the property.

If you make this election, you can designate the property as
your principal residence for up to four years before you
actually occupy it as your principal residence.

This election only applies to a capital gain. If you

claimed CCA on the property before 1985, you have 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 Professional Income, or the income tax guide
called Rental Income.

Farm property

If you are a farmer and you sell farmland in 1996 that
includes your principal residence, you can choose one of
two methods fo calculate your capitai gain. We explain
these two methods in the income tax guide called Farming
Income.
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Example
In this example, we lllustrate some of the topics that we discuss in this guide. We show you how to:

= treatf the sale of property that was used partly as a principal residence and partly for earning income;
s repori a capital gain on the disposition of property that includes land and a building (see Chapter 2 on page 9); and

» calculate a recapture of capital cost allowance (CCA) gr terminal loss on the disposition of depreciable property
(see Chapter 2 on page 9.

In Novemnber 1988, Sean bought a duplex for $125,000. According to a municipal assessment completed just before the purchase,
the entire property was valued at $100,000. The land was valued at $25,000 and the bullding was valued at $75,000. From the date
he purchased the duplex, Sean lived in the lower half and rented out the upper half, Based on the property’s total numier of
square mefers, he determined that the pertion he used to earn rental income was 40%,

In 1996, Sean sold the property for §175,000. He Incured expenses of $10,500 to make the sale. According 1o a recent municipal
assessment, the entire property was now valued at $150,000. The fond was worth $30,000 and the building was wortt $120.000.

Any gain on the part of the property that Sean used as his principal residence will not be taxed, since he used that part of the
property as his principal residence for all the years he owned it. Because Sean does not have to report the gain, he does not have
to complete Form T2091(ND), Designation of a Properfy as a Principal Residence by an individual (Other than a Personal Trust),

Sean has to calcuiate the capital gain on the portion of the property that he rented out. He also has to determine if he has a
recapture of CCA or @ terminal foss on the rented portion of the building. For this reason, he will bredak down the rentdl portion of the
purchase price, the selling price, and the related expenses between the land and the building. Keeping in mind that 40% of the
property had been used for rental purposes. Sean completes the following calculations:

1) He divides the rental portion of the purchase price between the land and the building, based on the municipal
assessment at the time of the purchase:

o) Building: 40% P $_75,000 x . §125,000
$100.,000

D) Land: 40% b § 25000 X $125.,000
$100.000

Because the breakdown between the land and the building was not shown on his purchase agreement. Sean uses the
muriicipal assessment in effect at the time of the purchase. Sean would have completed this calculation at the time he
purchased the property to determine the amount of CCA he could claim on the porfion of the building he rented out.

2y He divides the rental portion of the selling price between the land and the building, based on the municipal assessment
at the time of the sale:

a) Building: 40% . x $120,600 x $175,000
$150,000

b) tond: 40% b $ 30,000 X $175,000
$150,000

The breakdown between the land and building was not shown on Sean’s sale agreement. Since there were no renovations to
the building since the last municipal assessment, Sean can use the municipal assessment that was in effect af the time of the
sale,

3) He divides the rentdl portion of the expenses relating lo the sale between the land and the building, based on the
municipal assessment at the time of the sale:

a) Building: 40% x $120.000 x $10.560
$150.000

by Land: 40% X $ 30,000 X $10.500
$150.000

Sean can now determine if he has a recapture of CCA or a terminal loss on the rented part of the building. The undepreciated

capital cost (UCC) of the portion of the building used for rental purposes at the beginning of 1996 was $34,728, From the UCC, Sean
subtracts one of the following amounts, whichever is less:

$37.500

1

$12,500

$66,000

$14,000

§ 3,360

1

§ 840

» the selling price of the rental part of the building minus the related outlays and expenses: $52,640 ($56,000 - $3,360); or
w the purchase price of the rental part of the building: $37,500.

UCC at the beginning of 1996
Minus: PUrChase PriCe ...
(BT o] (01 o L O - NPT OO TP USUPP

To help him complete the above calculations, Sean uses the CCA schedule on the back of Form 1776, Statement of Readl Estate
Rentails, He can get a copy of Form T776 in the income tax guide calied Rental income or from us.

Sean can now calculate his capital gain. To o this. he compietes he section called "Real estate and depreciable properTy on
Schedule 3. Capital Gains (or Losses) in 1996, He reports the sale of the rental property as follows:

Real gstate and depreciable property (o not include losses on depreciable property)

Address or legal description Galn {or loss)

Street, City, Province (building) 1988 | 56,000 00 37,5001 00 ; 3.360‘00 15,140 | 00

Street, City, Province (land) 1988 14,000 | Q0 12,600 [ 00 840 (00 640100
Tordfd 70,000 60 - Gdin (or loss) + 5,800 (G0
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In addition to listing topics, this index provides references
to interpretation bulletins (IT) and information circulars
(IC) related to the topic mentioned. If after reading the
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Adjusted cost base (ACB) (IT-128, IT-213, IT-456) .......... 4,17
Allowable business investment loss (ABIL) (IT-232,

IT-484) oo e s e s e 30
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Arm’s length transaction (IT-419) .......cooiccmvisiinicvererersssnn, 4
Bad debts (IT-159, IT-239)..ccumneinivinnnennecenicsreresssssssnssessnersens 14
BONAS 1 13
Business income reducton ..o s esesersenens 22
Canadian-controlled private corporation (IT-458) ...........cc... 4
Canadian securities {IT-479) .ooreoiecnreiniesensserssrenessnns 4,6
Capital cost aliowance (CCA) .o, 4,12
Capital gain...civvrimin s 4,6,8
Capital gains deduction ... 8
Capital gains reduCtion ... 21
Capital 10SSES ..\cc it rrrersnsssssn e essesrsasres 4,6,9,25
Capital property (IT-125, IT-481) ......cccoevrmrirniriecicerirsisassinens 4

Owned before 1972 (IT-78, IT-84, IT-139, IT-217) ..cccvvene. 7
Capital transaction (IT-218, IT-459, IT-479) ........ccremervrrsecseinns 6
Cultural property (IT-207).....ccemrmrvscmnmrmiscsisnenimissssaens 21
DIEDENLULES «...oorersicrmerecsenansenrres et rnesecsonessassessesssssstasssons 13
Debt obligations: discounts, premiums, and bonuses......... 13
Deemed acquisition ... seensisenens -
Deemed disposition w........ e sl
Deemed proceeds of dlsposmon .............................................. 4
Depreciable property (IT-478} ....coooovmviiecincrvvconsinsiosarennne 4,12
Disposition (dispose of).......ccurmuen. e st 4
Eligible capital property (IT-123)....c.ccoeecerrmmrirerserceerannn 4,19
Employees’ stock options (IT-113) . 5,11
Exempt capital gains balance..........cccvuuveciecrsrrienienisrenns 21,23
Fair market value (FIMV) ......ccocimmmmescsmmimsrssssrersssesissens 5
Flow-through entity ... 21
Foreign exchange (JT-95) ..o 14
G ereeicrmrrrsseicsnerrse s cssssecssseseragsessesessesssrassesssssnas 19,21
Identical Properties......roerirrossssissismesssisssrassses 17
Income transaction ... s 6
Information sHps ... e 15
Inheriting Property c..o e s 19
Listed personal property LOSSES .........uimmmmecsmeressosrmssserens 28
Listed personal property (LPP) ...ivminiiiicrnecninnnns 5,15,28
LOSSES — SUIMIMNATY 1.evveersnineenirsnenseninssare st ssssisssiees 32

explanations provided in this guide, you still need more
information, get a copy of these publications. We provide a
complete list of refererces on page 38.
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The following publications are available from your tax
services office or tax centre.
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