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REFERENCE:  Paragraph 39(1)(c)  (a lso subsect ions 39(9) ,  (10) ,  and 
(12) ,  50(1) ,  84(9) ,  and 164(6) ;  paragraphs 3(b)  and (d) ,  
38(c) ,  and 111(1)(a)  and (b) ;  and the def in i t ions "capi ta l  
d iv idend account"  in  subsect ion 89(1) ,  "net  capi ta l  loss"  
and "non-capi ta l  loss"  in  subsect ion 111(8) ,  "Canadian-
contro l led pr ivate corporat ion"  in  subsect ion 125(7) ,  
"aggregate investment  income" in  subsect ion 129(4) ,   
and "smal l  business corporat ion"  in  subsect ion 248(1))  

Notice to the reader: 
• Bullet ins do not have the force of  law. 

• This is  an HTML vers ion of  the pr in ted publ icat ion.  I t  is  a lso 
avai lab le in  other formats,  inc luding PDF (which is  an exact  
rendi t ion of  the pr in ted publ icat ion) .  
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Application 
This bul le t in  cancels and replaces Interpretat ion Bul le t in  IT-484R 
dated May 5,  1989,  and the Specia l  Release to IT-484R dated 
August  26,  1994.  

Summary 
A business investment  loss is  basical ly  a capi ta l  loss f rom 
a d isposi t ion to which subsect ion 50(1)  appl ies,  or  to  an arm's length 
person,  of  shares or  debt  of  a smal l  business corporat ion.  Three-
quarters of  th is  loss is  an a l lowable business investment  loss.  

Unl ike ord inary a l lowable capi ta l  losses,  an a l lowable business 
investment  loss for  a taxat ion year  may be deducted f rom al l  sources 
of  income for  that  year .  General ly ,  an a l lowable business investment  
loss that  cannot  be deducted in  the year  i t  ar ises is  t reated as a non-
capi ta l  loss which may be carr ied back three years and forward seven 
years to be deducted in  calculat ing taxable income of  such other  
years.  Any such loss that  is  not  deducted by the end of  the seven-
year carry- forward per iod is  then t reated as a net  capi ta l  loss so that  
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i t  can be carr ied forward indef in i te ly  to  be deducted against  taxable 
capi ta l  gains.  

Ordinary a l lowable capi ta l  losses for  a taxat ion year  may be deducted 
only  f rom taxable capi ta l  gains real ized in  the year .  I f  the a l lowable 
capi ta l  losses exceed the taxable capi ta l  gains,  the d i f ference is  a net  
capi ta l  loss which may be carr ied back three years and forward 
indef in i te ly  to  be deducted only  against  taxable capi ta l  gains.  

The purpose of  the ru les re lat ing to the business investment  loss is  to  
encourage investment  in  smal l  business corporat ions by g iv ing such 
losses more generous tax t reatment  than that  avai lable for  ord inary 
capi ta l  losses.  

This bul le t in  d iscusses the var ious prov is ions of  the Act  re levant   
to  determin ing what  const i tu tes a taxpayer 's  a l lowable business 
investment  loss for  a taxat ion year  and the deduct ib i l i ty  of  such a 
loss.  
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Discussion and Interpretation 
General 
¶ 1.  An "a l lowable business investment  loss"  is  def ined in  
paragraph 38(c)  as 3/4 of  a "business investment  loss"  def ined in  
paragraph 39(1)(c) .  To qual i fy  as a business investment  loss,  an 
amount  must  f i rs t  be a capi ta l  loss.  Thus when a t ransact ion does not  
g ive r ise to a capi ta l  loss,  or  when a capi ta l  loss is  deemed to be n i l  
(e .g. ,  under paragraph 40(2)(g)) ,  no business investment  loss can 
resul t .  

A l though a business investment  loss for  a year  must  f i rs t  qual i fy  as a 
capi ta l  loss,  a taxpayer does not  have the opt ion of  t reat ing i t  as a 
capi ta l  loss for  the year  rather  than a business investment  loss.  

The por t ion of  a business investment  loss inc luded in calculat ing a 
taxpayer 's  a l lowable business investment  loss has increased over  the 
years.  For  example,  in  the case of  an indiv idual  or  a par tnership,  the 
above reference to "3/4"  should be read as a reference to "2/3"  i f  the 
taxat ion year  or  f iscal  per iod in  which the business investment  loss 
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arose ended af ter  1987 and before 1990,  and "1/2"  i f  the taxat ion year  
or  f iscal  per iod ended before 1988.  

¶ 2.  In  ca lculat ing income pursuant  to  sect ion 3,  an a l lowable 
business investment  loss is  not  deducted f rom taxable capi ta l  gains 
under paragraph 3(b)  but  is  deducted f rom income f rom al l  sources 
under paragraph 3(d) .  

General ly ,  any a l lowable business investment  loss that  cannot  be 
deducted in  the year  i t  ar ises is  t reated as a "non-capi ta l  loss"  as 
def ined in  subsect ion 111(8) .  Such a loss may,  under paragraph 
111(1)(a) ,  be carr ied back three years and forward seven years and 
deducted in  calculat ing taxable income of  such other  years.  

The amount  of  the a l lowable business investment  loss that  is  inc luded 
as a non-capi ta l  loss is  determined in the taxat ion year  in  which the 
business investment  loss ar ises.  No adjustment  to the amount  of  the 
a l lowable business investment  loss is  requi red i f  the loss is  carr ied 
forward or  back to a taxat ion year  in  which the a l lowable por t ion of  
the business investment  loss would be d i f ferent  had the loss occurred 
in  that  year .  For  example,  a business investment  loss ar is ing in  a 
taxat ion year  in  which the a l lowable por t ion of  the business 
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investment  loss is  2/3 wi l l  not  be increased should that  a l lowable 
business investment  loss be deducted in  a taxat ion year  in  which  
the a l lowable por t ion of  business investment  losses is  3/4.  

General ly ,  an a l lowable business investment  loss that  is  not  deducted 
as a non-capi ta l  loss by the end of  the seventh year  of  i ts  carry-
forward per iod becomes a "net  capi ta l  loss,"  as def ined in  
subsect ion 111(8) ,  in  that  seventh year .  This t reatment  a l lows the loss 
to be carr ied forward indef in i te ly  to  be deducted against  taxable 
capi ta l  gains beginning in  the e ighth year .  For  example,  i f  an 
indiv idual  incurred an a l lowable business investment  loss in  1989,  and 
the indiv idual  was unable to use the loss by the end of  1996,  the loss 
wi l l  become a net  capi ta l  loss in  1996.  The indiv idual  can then carry 
the loss forward indef in i te ly  and deduct  i t  against  taxable capi ta l  
gains real ized in  1997 and subsequent  years.  

Non-capi ta l  losses and net  capi ta l  losses are d iscussed in the current  
vers ion of  IT-232,  NON-CAPITAL  LOSSES,  NET CAPITAL  LOSSES,  
RESTRICTED FARM LOSSES,  FARM LOSSES AND L IMITED PARTNERSHIP  
LOSSES – THEIR  COMPOSIT ION AND DEDUCTIB IL ITY  IN  COMPUTING 
TAXABLE INCOME. 
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¶ 3.  A taxpayer 's  business investment  loss may ar ise f rom the 
d isposi t ion of :  

(a)  a share of  a corporat ion that  is  a smal l  business corporat ion,  or  

(b)  a debt  owing to the taxpayer (except  as d iscussed in ¶ 5 below) 
by a Canadian-contro l led pr ivate corporat ion.  

For  a loss on the d isposi t ion of  such property  to qual i fy  as a business 
investment  loss,  the d isposi t ion must  be to an arm's length person or  
be deemed to have occurred under subsect ion 50(1)  (see ¶ 6 below).  
For  the meaning of  "smal l  business corporat ion"  and more in format ion 
regarding "Canadian-contro l led pr ivate corporat ion"  see ¶ 4 below.  

¶ 4.  The term "smal l  business corporat ion"  is  def ined in  
subsect ion 248(1) .  In  general ,  a  smal l  business corporat ion is  a 
Canadian-contro l led pr ivate corporat ion a l l  or  substant ia l ly  a l l  o f  the 
fa i r  market  va lue of  the assets of  which is  at t r ibutable to assets used 
pr inc ipal ly  in  an act ive business carr ied on pr imar i ly  in  Canada or  
shares or  debts of  connected smal l  business corporat ions or  a 
combinat ion of  the two.  For  the purposes of  determin ing a business 
investment  loss,  a corporat ion that  was a smal l  business corporat ion 
at  any t ime in the 12 months before the d isposi t ion of  the share or  
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debt ,  as the case may be,  wi l l  be considered to be a smal l  business 
corporat ion.  

The Canadian-contro l led pr ivate corporat ion referred to in  ¶ 3(b)  
above and ¶ 6 below has to be:  

• a smal l  business corporat ion;   

• a bankrupt  (as def ined by the BANKRUPTCY AND INSOLVENCY ACT)  
that  was a smal l  business corporat ion when i t  last  became a 
bankrupt ;  or   

• a corporat ion referred to in  sect ion 6 of  the WINDING-UP ACT that  
was insolvent  (wi th in the meaning of  that  Act)  and was a smal l  
business corporat ion at  the t ime a winding-up order  under that  Act  
was made for  that  corporat ion.   

The meaning of  "Canadian-contro l led pr ivate corporat ion"  as def ined 
in  subsect ion 125(7)  is  d iscussed in the current  vers ion of  IT-458,  
CANADIAN-CONTROLLED PRIVATE CORPORATION.  

¶ 5.  A debt  owed to a corporat ion by a non-arm's length corporat ion 
is  exc luded f rom debts referred to in  ¶ 3(b)  above and therefore any 
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capi ta l  loss resul t ing f rom a d isposi t ion thereof  wi l l  never  qual i fy  as a 
business investment  loss.  

¶ 6.  Subsect ion 50(1)  deems a taxpayer to have d isposed of  a debt  
or  a share of  a corporat ion at  the end of  a taxat ion year  for  n i l  
proceeds and to have reacquired i t  immediate ly  thereaf ter  at  a cost  of  
n i l  i f :  

• in  the case of  a debt  (other  than a debt  f rom the sale of  personal  
use property) ,  the debt  is  owing to the taxpayer at  the end of  the 
taxat ion year  and i t  is  establ ished by the taxpayer to have become 
a bad debt  in  the year ;  and  

• in  the case of  a share (other  than a share received as considerat ion 
f rom the sale of  personal  use property) ,  the taxpayer owns the 
share of  the corporat ion at  the end of  the taxat ion year  and the 
corporat ion:   

–  has become a bankrupt  (as def ined by the BANKRUPTCY AND 
INSOLVENCY ACT)  in  the year ;   
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–  is  a corporat ion referred to in  sect ion 6 of  the WINDING-UP ACT 
that  was insolvent  (wi th in the meaning of  that  Act)  and for  which 
a winding-up order  under that  Act  was made in the year ;  or   

–  at  the end of  the year ,  is  insolvent ,  and nei ther  the corporat ion,  
nor  a corporat ion i t  contro ls ,  carr ies on business.  Also,  at  that  
t ime,  the share has a fa i r  market  va lue of  n i l  and i t  is  reasonable 
to expect  that  the corporat ion wi l l  be d issolved or  wound-up and 
wi l l  not  commence to carry on business.   

For  taxat ion years ending af ter  February 21,  1994,  a taxpayer must  
e lect  to  have subsect ion 50(1)  apply in  respect  of  a debt  or  a share.  
For  taxat ion years ending before February 22,  1994,  an e lect ion was 
not  requi red in  order  to have subsect ion 50(1)  apply in  respect  of  a 
debt .  

I f  subsect ion 50(1)  appl ies,  the taxpayer is  deemed to have d isposed 
of  the property  for  n i l  proceeds and a capi ta l  loss wi l l  ar ise.  I f  the 
debt  is  owed (except  as d iscussed in ¶ 5 above)  by a Canadian-
contro l led pr ivate corporat ion (see ¶ 4 above)  or  the share is  a share 
of  a smal l  business corporat ion,  the loss wi l l  be considered a 
business investment  loss.  Subsect ion 50(1) ,  as i t  appl ies in  respect   
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of  a capi ta l  debt ,  is  d iscussed in the current  vers ion of  IT-159,  
CAPITAL  DEBTS ESTABLISHED TO BE BAD DEBTS.  

¶ 7.  The business investment  loss f rom a d isposi t ion descr ibed in  ¶ 3 
above is  the amount  by which the taxpayer 's  capi ta l  loss f rom the 
d isposi t ion exceeds the amount  of  any appl icable reduct ion d iscussed 
in ¶s 8 to 11 below. The por t ion of  the capi ta l  loss that  does not  
qual i fy  as a business investment  loss (because of  any reduct ion 
d iscussed in ¶s 8 to 11 below) remains a capi ta l  loss.  

¶ 8.  In  determin ing a taxpayer 's  business investment  loss,  the capi ta l  
loss resul t ing f rom the d isposi t ion of  a share of  a smal l  business 
corporat ion in  the c i rcumstances descr ibed in  ¶ 3 above is  reduced:  

(a)  under subparagraph 39(1)(c)(v) ,  by the amount  of  any increase 
af ter  1977,  f rom the appl icat ion of  subsect ion 85(4) ,  in  the 
adjusted cost  base to the taxpayer of  e i ther  that  share or  any 
" replaced share"  (see ¶ 12 below);  

(b)  under subparagraph 39(1)(c)(v i ) ,  by the amount  of  the taxable 
d iv idends received af ter  1971 and before or  upon the d isposi t ion 
of  the share (as wel l  as such d iv idends receivable upon the 
d isposi t ion)  by 

–  1 2  –  



( i )  the taxpayer,  

( i i )  the taxpayer 's  spouse,  or  

( i i i )  a  t rust  of  which the taxpayer or  the taxpayer 's  spouse was a 
benef ic iary 

i f  the share was issued before 1972 or  was a "subst i tu ted share"  
(see ¶ 12 below),  other  than a share or  a subst i tu ted share that  was 
acquired af ter  1971 f rom a person wi th whom the taxpayer was 
deal ing at  arm's length;  and 

(c)  under subparagraph 39(1)(c)(v i i ) ,  i f  the taxpayer is  a spouse t rust  
referred to in  paragraph 104(4)(a) ,  by the amount  of  a l l  taxable 
d iv idends received af ter  1971 or  receivable at  the t ime of  the 
d isposi t ion by the set t lor  (as def ined in  subsect ion 108(1))  or  by 
the set t lor 's  spouse on the share i f  the share was issued before 
1972 or  was a subst i tu ted share,  other  than a share or  a 
subst i tu ted share that  was acquired af ter  1971 f rom a person wi th 
whom the spouse t rust  was deal ing at  arm's length.  

Note:  The Not ice of  Ways and Means Mot ion of  June 20,  1996,  
proposes to repeal  subsect ion 85(4) .  In  general  terms,  
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subsect ion 85(4)  appl ies to deny a loss on a taxpayer 's  t ransfer  of  
proper ty  to a corporat ion that  is  contro l led by the taxpayer,  the 
taxpayer 's  spouse or  a person or  group of  persons by whom the 
taxpayer is  contro l led.  Instead,  the amount  of  the loss is  added to the 
adjusted cost  base of  shares of  the corporat ion owned by the taxpayer 
r ight  af ter  the t ransfer .  As ment ioned in ¶ 8(a)  above,  in  determin ing a 
taxpayer 's  business investment  loss,  the capi ta l  loss resul t ing f rom 
the d isposi t ion of  a share of  a smal l  business corporat ion is  reduced 
under subparagraph 39(1)(c)(v)  by the amount  of  any increase af ter  
1977,  f rom the appl icat ion of  subsect ion 85(4) ,  in  the adjusted cost  
base to the taxpayer of  e i ther  that  share or  any " replaced share."  I f  
enacted as proposed,  subsect ion 85(4)  wi l l  not  apply to d isposi t ions 
of  proper ty  occurr ing af ter  Apr i l  26,  1995,  subject  to  cer ta in 
except ions.  General ly ,  the except ions exclude t ransact ions in  
progress before Apr i l  27,  1995.  

¶ 9.  In  determin ing the business investment  loss of  an indiv idual  or  a 
t rust  f rom a d isposi t ion of  a share or  debt  descr ibed in ¶ 3 above,  the 
capi ta l  loss resul t ing f rom such d isposi t ion is  reduced under 
subparagraph 39(1)(c)(v i i i )  by the amount  determined in ¶ 10 below in 
the case of  an indiv idual  or  ¶ 11 below in the case of  a t rust .  
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¶ 10.  An indiv idual  (other  than a t rust )  is  requi red under 
subsect ion 39(9)  to  reduce the amount  of  a business investment  loss 
for  a taxat ion year  otherwise determined by the tota l  o f  amounts each 
of  which is  4/3 (except  as noted below) of  the amount ,  i f  any,  
deducted under sect ion 110.6 as a capi ta l  gains deduct ion in  a pr ior  
taxat ion year ,  to  the extent  that  such an amount  has not  prev iously  
been appl ied in  th is  manner in  respect  of  other  d isposi t ions.  

The above reference to "4/3 of  the amount"  should be read as a 
reference to:  

• "3/2 of  the amount"  i f  the pr ior  year  ends af ter  1987 and before 
1990 (except  i f  the capi ta l  gains deduct ion was in  respect  of  a 
deemed taxable capi ta l  gain inc luded in income under 
subparagraph 14(1)(a)(v) ,  in  which case the reference to "4/3 of   
the amount"  is  appl icable) ;  and  

• " twice the amount"  i f  the pr ior  year  ends before 1988.   

¶  11.  A t rust  is  requi red under subsect ion 39(10)  to reduce the 
amount  of  a business investment  loss for  a taxat ion year  otherwise 
determined by the tota l  o f  amounts each of  which is  4/3 (except  as 
noted below) of  the amount ,  i f  any,  designated under subsect ion 
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104(21.2)  in  respect  of  a benef ic iary for  a pr ior  taxat ion year  for  the 
purpose of  the capi ta l  gains deduct ion under sect ion 110.6,  to  the 
extent  that  such an amount  has not  prev iously  been appl ied in  th is  
manner in  respect  of  other  d isposi t ions.  

The above reference to "4/3 of  the amount"  should be read as a 
reference to:  

• "3/2 of  the amount"  i f  the pr ior  year  ends af ter  1987 and before 
1990 (except  i f  the amount  designated was in respect  of  a deemed 
taxable capi ta l  gain inc luded in the t rust 's  income under 
subparagraph 14(1)(a)(v) ,  in  which case the reference to "4/3 of   
the amount"  is  appl icable) ;  and  

• " twice the amount"  i f  the pr ior  year  ends before 1988.   

¶  12.  The term "replaced share"  in  ¶ 8(a)  above refers to any share,  
in  a l ine of  exchanges or  subst i tu t ions,  that  was replaced by another  
share.  For  purposes of  ¶  8(a)  above,  only  go back as far  as any 
replaced share that  ex is ted on January 1,  1978.  A "subst i tu ted share"  
for  the purpose of  ¶  8(b)  above,  refers to any share acquired in  a l ine 
of  exchanges or  subst i tu t ions which commences wi th a share issued 
before 1972 and ends wi th the share which is  the subject  of  the 
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disposi t ion.  Replaced and subst i tu ted shares are those that  are 
d isposed of  or  acquired,  as the case may be,  as a resul t  o f  corporate 
reorganizat ions and ro l lovers and would inc lude those share 
exchanges or  subst i tu t ions to which sect ions 51,  85,  85.1,  86,  and 87 
are appl icable.  

¶ 13.  I f  a  shareholder  is  deal ing at  arm's length wi th a smal l  
business corporat ion,  a business investment  loss may ar ise when the 
shares of  that  corporat ion are redeemed or  purchased for  
cancel la t ion.  Subsect ion 84(9)  prov ides that  shares are d isposed of  
by the shareholder  to the corporat ion at  the t ime they are redeemed,  
acqui red or  cancel led by the corporat ion.  Any deemed div idend on a 
redempt ion,  acquis i t ion or  cancel la t ion of  a share may reduce the 
business investment  loss as indicated in  ¶ 8(b)  above.  

¶ 14.  In  the case of  a payment  made by a taxpayer under a 
guarantee in  respect  of  a corporat ion 's  l iab i l i t ies,  a debt  does not  
ar ise between the corporat ion and the taxpayer unt i l  the payment  is  
made.  In some cases,  th is  payment  may be made subsequent  to the 
t ime the corporat ion was a smal l  business corporat ion and th is  may 
otherwise prec lude any resul t ing capi ta l  loss f rom being a business 
investment  loss.  Under subsect ion 39(12) ,  a payment  made by a 
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taxpayer under a guarantee of  the debts of  a corporat ion is  deemed to 
be a debt  owing to the taxpayer by a smal l  business corporat ion i f :  

• the payment  was made to an arm's length person;  and  

• the corporat ion was a smal l  business corporat ion both at  the t ime 
the corporat ion 's  debt  in  respect  of  which the payment  was made 
was incurred and at  any t ime in the 12 months before the t ime any 
amount  f i rs t  became payable under the guarantee.   

When these condi t ions are met ,  the taxpayer may be e l ig ib le to c la im 
a business investment  loss on any amounts owing to the taxpayer for  
payments made under the guarantee even i f  the corporat ion has 
ceased to carry on an act ive business.  

A taxpayer may a lso be ent i t led to c la im a capi ta l  loss i f  the taxpayer 
suf fers a loss as a resul t  o f  honour ing a guarantee of  the debts of  
cer ta in corporat ions or  f rom loaning money in the c i rcumstances 
out l ined in  paragraph 6 of  IT-239R2, DEDUCTIB IL ITY  OF CAPITAL  LOSSES 
FROM GUARANTEEING LOANS FOR INADEQUATE CONSIDERATION AND FROM 
LOANING FUNDS AT  LESS THAN A  REASONABLE RATE OF INTEREST IN  NON-
ARM'S  LENGTH CIRCUMSTANCES.  In such a case,  i f  paragraph 50(1)(a)  
appl ies to the debt  or  the loan,  and the other  requi rements out l ined  
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in  ¶  3 above are met ,  the capi ta l  loss wi l l  be considered a business 
investment  loss.  

¶ 15.  When calculat ing a corporat ion 's  "capi ta l  d iv idend account , "   
as def ined in  subsect ion 89(1) ,  a  business investment  loss remains  
a capi ta l  loss to be inc luded in the tota l  referred to in  
subparagraph (a)( i i )  o f  that  def in i t ion.  Simi lar ly ,  when calculat ing a 
corporat ion 's  aggregate investment  income under subsect ion 129(4) ,  
any a l lowable business investment  loss for  the year  must  be 
considered in  i ts  or ig inal  c lass i f icat ion as an a l lowable capi ta l  loss 
under paragraph (a)  in  the def in i t ion of  "aggregate investment  
income."  The def in i t ion of  "aggregate investment  income" replaced the 
def in i t ion for  "Canadian investment  income" in  subsect ion 129(4)  for  
taxat ion years that  end af ter  June 1995.  When calculat ing a 
corporat ion 's  Canadian investment  income for  taxat ion years that  
ended before July  1995,  any a l lowable business investment  loss for  
the year  must  be considered in  i ts  or ig inal  c lass i f icat ion as an 
a l lowable capi ta l  loss in  determin ing the amount  for  A in  the def in i t ion 
of  "Canadian investment  income."  
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Deceased Taxpayers 
¶ 16.  I f  the estate of  a deceased taxpayer real izes in  i ts  f i rs t  taxat ion 
year  a capi ta l  loss that  qual i f ies as a business investment  loss,  an 
e lect ion under paragraph 164(6)(c)  may be ut i l ized to have a l l  or  par t  
of  such loss ef fect ive ly  t reated as a business investment  loss of  the 
deceased in the year  of  death in  the appl icat ion of  subsect ion 164(6) .  
This  t reatment  is  ef fect ive only for  the amount  of  the business 
investment  loss less the excess of  any capi ta l  gains over  capi ta l  
losses other  than business investment  losses in  the estate.  To the 
extent  that  a business investment  loss is  subject  to  such an e lect ion,  
i t  is  not  deduct ib le f rom other  income under paragraph 3(d)  in  
calculat ing the income of  the estate.  In  addi t ion,  no par t  of  such a 
loss may be deducted for  a taxat ion year  preceding the year  in  which 
the taxpayer d ied.  The subsect ion 164(6)  e lect ion is  d iscussed in the 
current  vers ion of  IT-140,  BUY-SELL  AGREEMENTS.  
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Explanation of Changes 
Introduction 
The purpose of  the EXPLANATION OF CHANGES is  to  g ive the reasons for  
the rev is ions to an in terpretat ion bul le t in .  I t  out l ines rev is ions that  we 
have made as a resul t  o f  changes to the law,  as wel l  as changes 
ref lect ing new or  rev ised departmenta l  in terpretat ions.  

Reasons for the Revision 
The rev is ion to Interpretat ion Bul le t in  IT-484R was undertaken to 
ref lect  amendments to the Income Tax Act  enacted by the 5th 
Supplement  to the Revised Statutes of  Canada,  1985;  S.C.  1994,  c .7,  
Schedule V (1992 c.27 – former ly  Bi l l  C-22) ;  S.C.  1994,  c .21 ( former ly  
Bi l l  C-27) ;  S.C.  1995,  c .21 ( former ly  Bi l l  C-70) ;  and S.C.  1996,  c .21 
( former ly  Bi l l  C-36) .  The rev is ion a lso conta ins a note regarding a 
proposed amendment to the INCOME TAX ACT inc luded in  the NOTICE OF 
WAYS AND MEANS MOTION of  June 20,  1996.  The comments in  th is  
bul le t in  are not  af fected by any other  draf t  leg is lat ion re leased before 
September 23,  1996.  
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Legislative and Other Changes 
The Summary has been rev ised to prov ide the purpose,  and a br ie f  
descr ipt ion,  of  the ru les re lat ing to business investment  losses.  

¶ 2  has been expanded to expla in what  happens to an a l lowable 
business investment  loss that  is  not  deducted as a non-capi ta l  loss by 
the end of  i ts  carry- forward per iod.  An example has been added to 
i l lust rate the explanat ion.  

New ¶ 4  conta ins in format ion prev iously  conta ined in ¶ 3.  The 
in format ion has been rev ised to inc lude a general  def in i t ion of  "smal l  
business corporat ion."  In  addi t ion,  the reference to "BANKRUPTCY ACT" 
has been replaced wi th "BANKRUPTCY AND INSOLVENCY ACT,"  ef fect ive 
November 30,  1992.  

New ¶ 5  conta ins in format ion prev iously  conta ined in  ¶ 3.  

New ¶ 6  has been added to expla in when a d isposi t ion is  deemed to 
have occurred under subsect ion 50(1) .  

New ¶ 7  conta ins in format ion prev iously  conta ined in  ¶ 3.  
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¶ 8  ( former ¶ 4)  was expanded to prov ide a note regarding the 
proposed amendment to repeal  subsect ion 85(4) ,  appl icable to 
d isposi t ions of  proper ty  occurr ing af ter  Apr i l  26,  1995,  subject  to  
cer ta in except ions.  General ly ,  the except ions exclude t ransact ions in  
progress before Apr i l  27,  1995.  

¶s 10  and 11  ( former ¶s 6 and 7)  were expanded to ref lect  
amendments made to subsect ions 39(9)  and (10) .  When determin ing a 
business investment  loss (BIL) ,  a  taxpayer is  requi red to reduce the 
BIL by the lesser  of  the amount  of  the BIL and the taxpayer 's  net  
capi ta l  gains for  which a deduct ion was c la imed under sect ion 110.6,  
to  the extent  that  such gains have not  been used to reduce other  
BILs.  In  calculat ing the net  capi ta l  gains for  which a deduct ion was 
c la imed under sect ion 110.6,  deduct ions taken for  taxable capi ta l  
gains are grossed up by the appl icable inc lus ion rate.  
Subsect ions 39(9)  and (10)  were amended,  for  the 1988 
and subsequent  years,  to  adjust  the inc lus ion rate to 4/3 for  deemed 
capi ta l  gains inc luded in income under subparagraph 14(1)(a)(v)  for  a 
taxat ion year  that  ended af ter  1987 and before 1990.  

¶ 15  ( former ¶ 11)  is  expanded to ref lect  amendments to 
subsect ion 129(4) .  For  taxat ion years that  end af ter  June 1995,  the 

–  2 3  –  

http://www.cra-arc.gc.ca/E/pub/tp/it484r2/#P141_12449
http://www.cra-arc.gc.ca/E/pub/tp/it484r2/#P153_15363
http://www.cra-arc.gc.ca/E/pub/tp/it484r2/#P158_16230
http://www.cra-arc.gc.ca/E/pub/tp/it484r2/#P173_20162


def in i t ion of  "Canadian investment  income" in  subsect ion 129(4)  is  
replaced by the new def in i t ion for  "aggregate investment  income."  

Former ¶ 12 has been deleted s ince the in format ion i t  conta ined is  not  
re levant  for  purposes of  current  taxat ion years.  A general  s tatement  
on th is  issue has been added to ¶ 1.  

We have made a number of  other  changes to improve the overal l  
c lar i ty  and readabi l i ty  of  the bul le t in .  
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