Notice of Ways and Means Motion to amend the Inconme Tax Act, the
I ncome Tax Application Rules, certain Acts related to the
| nconme Tax Act, the Canada Pension Plan, the Custons Act, the
Exci se Tax Act, the Mdernization of Benefits and Ooligations
Act and another Act related to the Excise Tax Act

SUMMARY

These anmendnents inplenment inconme tax measures announced in the
February 2000 budget and the Cctober 2000 Econom c Statenent and
Budget Update, as well as a variety of anendnents to the I nconme Tax
Act and rel ated statutes nost of which were originally included in
Bill G43 (first reading in Septenber 2000) or ot herw se previously
announced. The neasures of greater significance are sumarized
bel ow.

(1) Governnent’'s Five-Year Tax Reduction Plan: provides $100

billionintax relief by 2004-2005, reducing the federal incone tax
pai d by individuals resident in Canada by 21%on average. Famlies
with children will receive an even |larger tax cut —about 27% on

average. Measures included wll
(a) reduce tax rates at all incone |evels;
(b) elimnate the 5% deficit reduction surtax;

(c) increase support for famlies with children through the
Canada Child Tax Benefit;

(d) reduce the capital gains inclusion rate;

(e) provide a tax-deferred capital gains rollover for investnents
in shares of certain small- and nediumsized active business
cor por ati ons;

(f) provide a tax-deferred rollover for shares received on
certain foreign spin-offs;

(g) reduce the 28% general corporate tax rate to 21% and

(h) defer the taxation of certain stock option benefits, increase
t he stock option deduction and all ow an addi ti onal deduction for
certain stock option shares donated to charity.

(2) Child Care Expense Deduction: increases the maxi num annua
amount deductible for child care expenses for each eligible child
in respect of whom the disability tax credit nay be clainmed to
$10, 000 from $7, 000.



(3) Disability Tax Credit: extends the disability tax credit to
i ndi vi dual s who, but for extensive therapy, would be markedly
restricted in their activities of daily living; provides a
suppl enent for di sabl ed children under the age of 18 years; extends
the transferability of the credit to nost relatives of a disabled
person; and, starting in 2001, increases the anmpbunts on which the
credit and the new suppl enent are calculated to $6, 000 and $3, 500
from $4, 293 and $2, 941, respectively.

(4) Caregiver and Infirm Dependant Tax Credits: increases the
amount on whi ch each of these credits is calculated to $3,500 from
$2, 446.

(5) Medical Expense Tax Credit: includes reasonabl e increnental
costs relating to the construction of the principal place of
resi dence of an individual who | acks normal physical devel opnent or
has a severe and prolonged ability inpairnment to enable the
individual to gain access to, or to be nobile wthin, the
resi dence.

(6) Donations of Ecological Gfts: halves the normal capita
gains inclusion for an ecological gift the value of which has been
certified by the Mnister of the Environment; and clarifies rules
for calculating any capital gain or loss realized as a result of
such a gift.

(7) Schol arshi ps, Fellowshi ps and Bursaries: increases by $2, 500
t he exenption for schol arshi ps, fell owshi ps and bursaries received
by a taxpayer in connection with the taxpayer’'s enrolnment in a
program in respect of which the taxpayer may claimthe education
tax credit.

(8) Education Tax Credit: doubles the nmonthly anounts on which
the credit allowed to full-tinme and part-tine students is based to
$400 and $120, respectively.

(9) dergy Residence Deduction: provides clearer rules for
determining the anount deductible in respect of a clergy’'s
resi dence.

(10) CPP/ QPP Contributions on Sel f-Enpl oyed Earni ngs: introduces
a deduction from business income for one-half of CPP/ QPP
contributions on sel f-enpl oyed earnings, with the other half of the
contributions remaining eligible for the CPP/ QPP tax credit.

(11) Thin Capitalization: amends the provisions to have the debt -
to-equity ratio calculated on an averaged basis, reduces the
acceptabl e debt-to-equity ratio to 2:1 from 3:1 and repeals the
exenption for manufacturers of aircraft and aircraft conponents.



(12) Non- Resi dent - Omned | nvest ment Cor porati ons: phases out, over
a three-year period, the special income tax reginme for this type of
cor porati on.

(13) Weak Currency Debt: limts the deductibility of interest
expenses and adjusts foreign exchange gains and | osses in respect
of weak currency debts and associ ated hedgi ng transacti ons.

(14) CGovernnent Assistance —SR & ED:. categorizes as gover nment
assi stance provincial deductions for SR&ED that exceed the anpunt
of the SR&ED expenditures.

(15) Foreign Tax Credits — GOl and Gas Production Sharing
Agreenents: clarifies the eligibility for a business foreign tax
credit of certain paynents nade by Canadi an resident taxpayers to
forei gn governnents on account of |evies inposed in connectionwth
production sharing agreenents.

(16) Foreign Exploration and Devel opnent Expenses (FEDE): anends
the rules to require that the FEDE of a claimant nust relate to
either foreign resource property acquired by the claimnt or be
made for the purpose of enhancing the value of foreign resource
property owned, or to be owned, by the claimant; ensures
appropriate treatnment of FEDE i n conputing foreign tax credits, and
inposes a 30% restriction for the annual deduction of new FEDE
bal ances.

(17) Flow Through Share Investnent Tax Credit: introduces a
tenmporary 15% investnment tax credit for certain "grass roots"
m neral exploration.

(18) Foreign Branch Banking: provides anendnents to the |Incone
Tax Act to accommopdate branches of foreign banks operating in
Canada.

(19) Capital Dividend Account: permts amounts distributed to a
corporation froma trust in respect of capital gains or capita
di vidends realized or received by the trust to be included in the
corporation’s capital dividend account.

(20) Taxpayer M gration: enhances Canada’s ability to tax the
gains accrued by em grants while they were resident in Canada.

(21) Trusts: addresses the tax treatnment of property distributed
froma Canadian trust to a non-resident beneficiary and i ntroduces
new neasures dealing with the tax treatnment of bare, protective and
simlar trusts as well as nutual fund trusts, health and welfare
trusts and trusts governed by registered retirenent savings plans
and registered retirenent incone funds.



(22) Advertising Expenses: inplenents the incone tax aspects of
the June 1999 agreenent between Canada and the United States
concerni ng peri odi cal s.

(23) Sinmultaneous Control: confirns that, in a chain of
corporations, a corporation is controlled by its i medi ate parent
even where the parent is itself controlled by a third corporation.

(24) Foreign Affiliates Held by Partnerships: ensures that
Canadi an corporations that are nenbers of a partnership that hol ds
shares of non-resident corporations are provided relief fromdouble
taxation on the incone derived from those shares and receive the
sanme tax treatnent in respect of the disposition of those shares as
if they held the shares directly.

(25) Foreign Affiliate Losses: provides that foreign accrual
property losses of a foreign affiliate may be carried back three
years and forward seven years for the purpose of determning the
affiliate’s foreign accrual property inconme for a particular
t axation year

(26) Capital Tax: extends to the end of 2000 the additiona
capital tax on life insurance corporations.

(27) Stop-Loss Rule: extends the rule that suspends recognition
of a loss when a corporation, trust or partnership transfers
depreciable property to transferors who are affiliated persons
(i ncl udi ng individual s).

(28) Types of Property: anends the corporate divisive
reorgani zation rules to no longer require that each transferee
corporation receive its pro-rata share of each type of property in
the case of certain public corporate divisive reorganizations.

(29) Replacenent Property Rules: provides that the replacenent
property rules do not apply to shares of the capital stock of
cor porati ons.

(30) Limted Liability Partnerships: ensures that a nenber of a
“limted liability partnership” (under provincial law) is not
automatically a "limted partner” for the purposes of the Incone
Tax Act.

(31) Non-Resident Film and Video Actors: applies a new 23%
wi t hhol di ng tax on paynents to non-resident filmand video actors
and their corporations, with an option to have the actor and
corporation pay regular Part | tax on the net earnings instead.



Notice of Ways and Means Motion to amend the Inconme Tax Act, the
I ncome Tax Application Rules, certain Acts related to the
| nconme Tax Act, the Canada Pension Plan, the Custons Act, the
Exci se Tax Act, the Mdernization of Benefits and Ooligations
Act and another Act related to the Excise Tax Act

That it is expedient to anend the I ncone Tax Act, the Incone Tax
Application Rules, certain Acts related to the I ncone Tax Act, the
Canada Pension Plan, the Custons Act, the Excise Tax Act, the
Moder ni zati on of Benefits and Obligations Act and another Act
related to the Excise Tax Act as follows:

SHORT TITLE
Short title
1. This Act may be cited as the I ncone Tax Amendnents Act, 2000.

PART 1

RS., c. 1 (5th
Supp.)

| NCOVE TAX ACT

2. (1) The portion of subsection 7(1) of the Inconme Tax Act
bef ore paragraph (a) is replaced by the follow ng:

Agreenent to
i ssue
securities to
enpl oyees

7. (1) Subject to subsections (1.1) and (8), where a particul ar
qual i fying person has agreed to sell or issue securities of the
particul ar qualifying person (or of a qualifying person with which
it does not deal at armis length) to an enpl oyee of the particul ar
qualifying person (or of a qualifying person with which the
particul ar qualifying person does not deal at armis |ength),

(2) Subsection 7(1.3) of the Act is replaced by the follow ng:
Order of
di sposition of
securities

(1.3) For the purposes of this subsection, subsections (1.1) and
(8), subdi vision c, paragraph  110(1)(d.01), subpar agr aph



110(1)(d.1)(ii) and subsections 110(2.1) and 147(10.4), and subj ect
to subsection (1.31) and paragraph (14)(c), a taxpayer is deened to
di spose of securities that are identical properties in the order in
whi ch the taxpayer acquired themand, for this purpose,

(a) where a taxpayer acquires a particular security (other than
under circunmstances to whi ch subsection (1.1) or (8) or 147(10.1)
applies) at a tine when the taxpayer also acquires or holds one
or nore other securities that are identical to the particular
security and are, or were, acquired under circunstances to which
any of subsections (1.1), (8) or 147(10.1) applied, the taxpayer
is deened to have acquired the particular security at the tine
i mredi ately preceding the earliest of the tines at which the
t axpayer acquired those other securities; and

(b) where a taxpayer acquires, at the sane tine, two or nore
identical securities under circunstances to which either
subsection (1.1) or (8) applied, the taxpayer is deened to have
acquired the securities in the order in which the agreenents
under which the taxpayer acquired the rights to acquire the
securities were nmade.

Di sposition of
new y-acquired
security

(1.31) Wiere a taxpayer acquires, at a particular tinme, a
particul ar security under an agreenent referred to in subsection
(1) and, on a day that is no later than 30 days after the day that
i ncludes the particular tinme, the taxpayer disposes of a security
that is identical to the particular security, the particular
security is deened to be the security that is so disposed of if

(a) no other securities that are identical to the particul ar
security are acquired, or disposed of, by the taxpayer after the
particular time and before the disposition;

(b) the taxpayer identifies the particular security as the
security so disposed of in the taxpayer’s return of incone under
this Part for the year in which the disposition occurs; and

(c) the taxpayer has not so identified the particular security,
in accordance with this subsection, in connection with the
di sposition of any other security.

(3) Paragraph 7(1.4)(a) of the Act is replaced by the foll ow ng:
(a) a taxpayer disposes of rights under an agreenent referred to

in subsection (1) to acquire securities of a particular
qual i fying person that nmade the agreenment or of a qualifying



person with which it does not deal at armis |length (which rights
and securities are referred to in this subsection as the
"exchanged option" and the "old securities”, respectively),

(4) Paragraph 7(1.4)(d) of the Act is replaced by the foll ow ng:

(d) the taxpayer is deened (other than for the purposes of
subpar agraph (9)(d)(ii)) not to have disposed of the exchanged
option and not to have acquired the new option,

(5) Subsection 7(1.5) of the Act is replaced by the follow ng:

Rul es where
securities
exchanged

(1.5) For the purposes of this section and paragraphs 110(1)(d)
to (d.1), where

(a) a taxpayer disposes of or exchanges securities of a
particul ar qualifying person that were acquired by the taxpayer
under circunstances to which either subsection (1.1) or (8)
applied (in this subsection referred to as the "exchanged
securities"),

(b) the taxpayer receives no consideration for the di sposition or
exchange of the exchanged securities other than securities (in
this subsection referred to as the "new securities") of

(i) the particular qualifying person

(ii) a qualifying person with which the particular qualifying
person does not deal at armis length inmmediately after the
di sposition or exchange,

(1i1) a corporation fornmed on the amal gamati on or nerger of the
particular qualifying person and one or nore other
cor porati ons,

(iv) a nmutual fund trust to which the particular qualify
person has transferred property in circunstances to wh
subsection 132.2(1) applied, or

in
iC

(v) a qualifying person with which the corporation referred to
i n subparagraph (iii) does not deal at armis |ength i mediately
after the disposition or exchange, and

(c) the total value of the new securities imrediately after the
di sposition or exchange does not exceed the total value of the
old securities imedi ately before the disposition or exchange,



the follow ng rules apply:

(d) the taxpayer is deened not to have di sposed of or exchanged
t he exchanged securities and not to have acquired the new
securities,

(e) the new securities are deened to be the sanme securities as,
and a continuation of, the exchanged securities, except for the

pur pose of determning if the new securities are identical to any
ot her securities,

(f) the qualifying person that issued the new securities is
deened to be the same person as, and a continuation of, the
qual i fyi ng person that issued the exchanged securities, and

(g) where the exchanged securities were issued under an

agreenment, the new securities are deened to have been issued
under that agreenent.

Em gr ant

(1.6) For the purposes of this section and paragraph 110(1)(d.1),
a taxpayer i s deened not to have di sposed of a share acquired under
ci rcunst ances to which subsection (1.1) applied solely because of
subsection 128.1(4).

Ri ghts ceasi ng
to be
exerci sabl e

(1.7) For the purposes of paragraphs (1)(b) and 110(1)(d), where
a taxpayer receives at a particular tine one or nore particul ar
anounts in respect of rights of the taxpayer to acquire securities
under an agreenment referred to in subsection (1) ceasing to be
exerci sable in accordance with the terns of the agreenent, and the
cessation would not, if this Act were read without reference to
this subsection, constitute a transfer or disposition of those
rights by the taxpayer

(a) the taxpayer is deened to have di sposed of those rights at
the particular time to a person with whomr the taxpayer was
dealing at armis length and to have received the particular
anounts as consideration for the disposition; and

(b) for the purpose of determining the anmount, if any, of the
benefit that the taxpayer is deened by paragraph (1)(b) to have
received as a consequence of the disposition referred to in
par agraph (a), the taxpayer is deened to have paid an amount to
acquire those rights equal to the amount, if any, by which



(1) the amount paid by the taxpayer to acquire those rights
(determ ned without reference to this subsection)

exceeds

(1i) the total of all amunts each of which is an anount
recei ved by the taxpayer before the particular tine in respect
of the cessation.

(6) The portion of subsection 7(2) of the Act before paragraph
(a) is replaced by the foll ow ng:

Securities held
by trustee

(2) If a security is held by a trustee in trust or otherw se,
whet her absol utely, conditionally or contingently, for an enpl oyee,
the enployee is deened, for the purposes of this section and
par agraphs 110(1)(d) to (d.1),

(7) The portion of paragraph 7(6)(a) of the Act before
subparagraph (i) is replaced by the foll ow ng:

(a) for the purposes of this section (other than subsection (2))
and paragraphs 110(1)(d) to (d.1),

(8) The portion of subsection 7(7) of the Act before the
definition "qualifying person” is replaced by the follow ng:

Definitions

his section and

(7) The definitions in this subsection apply int
110(1)(d) and (d.01) and

i n subsection 47(3), paragraphs 53(1)(j), 0
subsections 110(1.5), (1.6) and (2.1).

(9) Section 7 of the Act is anmended by adding the follow ng after
subsection (7):

Deferral in
respect of
non- CCPC
enpl oyee
options

(8 Wiere a particular qualifying person (other than a
Canadi an-controll ed private corporation) has agreed to sell or
issue securities of the particular qualifying person (or of a
qual i fying person with which it does not deal at armis length) to
a taxpayer who is an enpl oyee of the particular qualifying person
(or of a qualifying person with which the particular qualifying



per son does not deal at armis length), in applying paragraph (1)(a)
in respect of the taxpayer’s acquisition of a security under the
agreenent, the reference in that paragraph to "the taxation year in
whi ch the enployee acquired the securities" shall be read as a
reference to "the taxation year in which the enpl oyee di sposed of
or exchanged the securities" if

(a) the acquisition is a qualifying acquisition; and

(b) the taxpayer elects, in accordance with subsection (10), to
have this subsection apply in respect of the acquisition.

Meani ng of
"qualifying
acqui sition"

(9) For the purpose of subsection (8), a taxpayer’s acquisition
of a security under an agreenent made by a particular qualifying
person is a qualifying acquisition if

(a) the acquisition occurs after February 27, 2000;

(b) the taxpayer would, if this Act were read w thout reference
to subsection (8), be entitled to deduct an anobunt under
paragraph 110(1)(d) in respect of the acquisition in conputing
income for the taxation year in which the security is acquired;

(c) where the particular qualifying personis a corporation, the
t axpayer was not, at the tine imedi ately after the agreenment was
made, a person who would, if the references in the portion of the
definition "specified shareholder” in subsection 248(1) before
paragraph (a) to "in a taxation year" and "at any tine in the
year" were read as references to "at any tine" and "at that
time", respectively, be a specified sharehol der of any of

(i) the particular qualifying person,

(1i) any qualifying person that, at that tinme, was an enpl oyer
of the taxpayer and was not dealing at armis length with the
particul ar qualifying person, and

(ti1) the qualifying person of which the taxpayer had, under
the agreenent, a right to acquire a security; and

(d) where the security is a share,
(1) it is of a class of shares that, at the tinme the

acqui sition occurs, is |listed on a prescribed stock exchange,
and



(1i) where rights under the agreenent were acquired by the
taxpayer as a result of one or nore dispositions to which
subsection (1.4) applied, none of the rights that were the
subj ect of any of the dispositions included a right to acquire
a share of a class of shares that, at the tinme the rights were
di sposed of, was not |isted on any prescribed stock exchange.

El ection for
t he purpose of
subsection (8)

(10) For the purpose of subsection (8), a taxpayer’s election to
have t hat subsection apply in respect of the taxpayer’s acqui sition
of a particular security under an agreenment referred to in
subsection (1) is in accordance with this subsection if

(a) the election is filed, in the prescribed form and manner at
a particular time that is before January 16 of the year foll ow ng
t he year in which the acquisition occurs, with a person who woul d
be required to file an information return in respect of the
acquisition if subsection (8) were read wthout reference to
paragraph (8)(b);

(b) the taxpayer is resident in Canada at the tinme the
acqui sition occurs; and

(c) the specified value of the particular security does not
exceed the anmount by which

(i) $100, 000
exceeds

(1i) the total of all anmpbunts each of which is the specified
val ue of anot her security acquired by the taxpayer at or before
the particular tinme wunder an agreenent referred to in
subsection (1), where

(A) the taxpayer’s right to acquire that other security first
becane exercisable in the year that the taxpayer’s right to
acquire the particul ar security first becane exerci sable, and

(B) at or before the particular tinme, the taxpayer has
el ected in accordance with this subsection to have subsecti on
(8) apply in respect of the acquisition of that other

security.
Meani ng of
"specified

val ue"



(11) For the purpose of paragraph (10)(c), the specified val ue of
a particular security acquired by a taxpayer under an agreenent
referred to in subsection (1) is the amunt determ ned by the
formul a

AN B
wher e

A is the fair market value, determ ned at the time the agreenent
was nmade, of a security that was the subject of the agreenent
at the time the agreenent was made; and

B IS
(a) except where paragraph (b) applies, 1, and

(b) where the nunber or type of securities that are the subject
of the agreenent has been nodified in any way after the tinme
t he agreenent was nade, the nunber of securities (including any
fraction of a security) that it is reasonable to consider the
taxpayer would, at the tine the particular security was
acquired, have a right to acquire under the agreenent in lieu
of one of the securities that was the subject of the agreenent
at the time the agreenent was made.

Identica
options — order
of exercise

(12) Unless the context otherw se requires, a taxpayer is deened
to exercise identical rights to acquire securities under agreenents
referred to in subsection (1)

(a) where the taxpayer has designated an order, in the order so
desi gnat ed; and

(b) in any other case, in the order in which those rights first
becane exercisable and, in the case of identical rights that
first becane exercisable at the sane tinme, in the order in which
t he agreenents under which those rights were acquired were nade.

Revoked
el ection

(13) For the purposes of +this section (other than this
subsection), an election filed by a taxpayer to have subsection (8)
apply to the taxpayer’s acquisition of a security is deened never
to have been filed if, before January 16 of the year follow ng the
year in which the acquisition occurs, the taxpayer files with the



person wi th whonm the el ection was filed a witten revocation of the
el ecti on.

Deferral deened
valid

(14) For the purposes of this section and paragraph 110(1)(d),
where a taxpayer files an election to have subsection (8) apply in
respect of the taxpayer’s acquisition of a particular security and
subsection (8) would not apply to the acquisition if this section
were read wit hout reference to this subsection, the follow ng rul es
apply if the Mnister so notifies the taxpayer in witing:

(a) the acquisition is deened, for the purpose of subsection (8),
to be a qualifying acquisition;

(b) the taxpayer is deened to have el ected, in accordance with
subsection (10), at the time of the acquisition, to have
subsection (8) apply in respect of the acquisition; and

(c) if, at the time the Mnister sends the notice, the taxpayer
has not disposed of the security, the taxpayer is deenmed (other
t han for the purpose of subsection (1.5)) to have di sposed of the
security at that tinme and to have acquired the security
i mredi ately after that tinme other than under an agreenent
referred to in subsection (1).

W t hhol di ng

(15) Where, because of subsection (8), a taxpayer is deened by
paragraph (1)(a) to have received a benefit from enploynent in a
taxation year, the benefit is deened to be nil for the purpose of
subsection 153(1).

Prescri bed form
for deferra

(16) Where, at any tine in a taxation year, a taxpayer holds a
security that was acqui red under circunstances to which subsection
(8) applied, the taxpayer shall file with the Mnister, with the
taxpayer’s return of income for the year, a prescribed form
containing prescribed information relating to the taxpayer’s
acqui sition and di sposition of securities under agreenents referred
to in subsection (1).

(10) Subsections (1), (4), (6), (7) and (9) apply to the 2000 and
subsequent taxation years except that

(a) a share acquired in 2000 under an agreenent referred to in
subsection 7(1) of the Act, as enacted by subsection (1), is



deened to conply with the requirenments of paragraph 7(9)(d) of
the Act, as enacted by subsection (9), if, at all tinmes during
the period beginning at the tine the agreenment was nade
(determ ned wi t hout reference to subsection 7(1.4) of the Act, as
enacted by subsections (3) and (4)) and ending at the tine the
share was acquired, the class of shares to which the share
bel ongs was listed on a prescribed stock exchange;

(b) an election under subsection 7(1) of the Act, as enacted by
subsection (9), to have subsection 7(8) of the Act, as enacted by
subsection (9), apply in respect of a security acquired in 2000
is deened to have been filed in atinmely manner if it is filed on
or before the day that is 60 days after the day on which this Act
recei ves royal assent; and

(c) a witten request under subsection 7(13) of the Act, as
enacted by subsection (9), to revoke an election in respect of a
security acquired in 2000 is deened to have been filed in a
tinmely manner if it is filed on or before the day that is 60 days
after the day on which this Act receives royal assent.

(11) Subsection (2) applies to securities acquired, but not
di sposed of, before February 28, 2000 and to securities acquired
after February 27, 2000.

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

(13) Subsection 7(1.5) of the Act, as enacted by subsection (5),
applies to dispositions and exchanges of securities by a taxpayer
that occur after February 27, 2000.

(14) Subsection 7(1.6) of the Act, as enacted by subsection (5),
applies after 1992.

(15) Subsection 7(1.7) of the Act, as enacted by subsection (5),
applies to anmounts received on or after ANNOUNCEMENT DATE, ot her
t han anounts received on or after that day

(a) pursuant to an agreenment in witing nade before that day in
settlenment of clains arising as a result of a cessation occurring
before that day; or

(b) pursuant to an order or judgnent issued before that day in
respect of clainms arising as a result of a cessation occurring
before that day.

(16) Subsection (8) applies after 1997, except that



(a) it does not apply to a right under an agreenent to which
subsection 7(7) of the Act, as enacted by subsection 3(7) of
chapter 22 of the Statutes of Canada, 1999, does not (except for
t he purpose of applying paragraph 7(3)(b) of the Act) apply; and

(b) before 2000, the portion of subsection 7(7) of the Act, as
enacted by subsection (8), before the definition "qualifying
person” shall be read as foll ows:

(7) The definitions in this subsection apply in this section and
in paragraph 110(1)(d) and subsections 110(1.5) and (1.6).

3. (1) Paragraph 8(1)(a) of the Act is repealed.
(2) Paragraph 8(1)(c) of the Act is replaced by the follow ng:

d ergy
resi dence

(c) where, in the year, the taxpayer

(1) is a nmenber of the clergy or of a religious order or a
regular mnister of a religious denom nation, and

(ii) is
(A) in charge of a diocese, parish or congregati on,
(B) mnistering to a diocese, parish or congregation, or

(© engaged exclusively in full-tinme adm nistrative service
by appoi nt nent of a religious order or religious
denom nati on,

t he anount, not exceeding the taxpayer’s renuneration for the
year from the office or enploynment, equal to

(tii) the total of all anpunts including amunts in respect of
utilities, included in conmputing the taxpayer’s incone for the
year under section 6 in respect of the residence or other
1 ving accommodati on occupi ed by the taxpayer in the course of,
or because of, the taxpayer’s office or enploynent as such a
menber or mnister soin charge of or mnistering to a di ocese,
pari sh or congregation, or so engaged in such adm nistrative
service, or

(tv) rent and utilities paid by the taxpayer for the taxpayer’s
princi pal place of residence (or other principal [living
accommodation) , ordinarily occupied during the year by the
taxpayer, or the fair rental value of such a residence (or



ot her living accomodation), including utilities, owed by the
t axpayer or the taxpayer’s spouse or comon-|law partner, not
exceedi ng the | esser of

(A) the greater of

(1) $1,000 mul tiplied by the nunber of nonths (to a maxi mum
of ten) in the year, during which the taxpayer is a person
descri bed in subparagraphs (i) and (ii), and

(I'l') one-third of the taxpayer’s renmuneration for the year
fromthe office or enploynment, and

(B) the anpunt, if any, by which

(I') the rent paid or the fair rental val ue of the residence
or living accommodation, including utilities

exceeds

(I'1) the total of all anmobunts each of which is an anount
deducted, in connection with the sane acconmodation or
resi dence, in conmputing an individual’s incone for the year
from an of fice or enpl oynent or from a busi ness (ot her than
an anmount deducted under this paragraph by the taxpayer),
to the extent that the anpbunt can reasonably be consi dered
to relate to the period, or a portion of the period, in
respect of which an anount is clained by the taxpayer under
t hi s paragraph;

(3) Subsection 8(10) of the Act is replaced by the foll ow ng:

Certificate of
enpl oyer

(10) An anount otherw se deductible for a taxation year under
paragraph (1)(c), (f), (h) or (h.1) or subparagraph (1)(i)(ii) or
(1i1) by a taxpayer shall not be deducted unless a prescribed form
signed by the taxpayer’s enployer certifying that the conditions
set out in the applicable provision were nmet in the year in respect
of the taxpayer, is filed wth the taxpayer’s return of incone for
t he year.

(4) Subsections (1) and (3) apply to the 1998 and subsequent
taxation years except that in its application to the 1998 to 2000
taxation years the reference to "paragraph (1)(c), (f)" in
subsection 8(10), as enacted by subsection (3), shall be read as a
reference to "paragraph (1)(f)".



(5) Subsection (2) applies to the 2001 and subsequent taxation
years.

4. (1) Section 10 of the Act is anmended by adding the follow ng
after subsection (11):

Renovi ng
property from
i nventory

(12) If at any tinme a non-resident taxpayer ceases to use, in
connection with a business or part of a business carried on by the
taxpayer in Canada imedi ately before that tine, a property that
was i mredi ately before that tinme described in the inventory of the
busi ness or the part of the business, as the case nay be, (other
than a property that was di sposed of by the taxpayer at that tine),
t he taxpayer is deened

(a) to have di sposed of the property i Mmedi ately before that tine
for proceeds of disposition equal to its fair market value at
that tinme; and

(b) to have received those proceeds i medi ately before that tine
in the course of carrying on the business or the part of the
busi ness, as the case may be.

Addi ng property
to inventory

(13) If at any tine a property becones included in the inventory
of a business or part of a business that a non-resident taxpayer
carries on in Canada after that time (other than a property that
was, otherw se than because of this subsection, acquired by the
taxpayer at that tine), the taxpayer is deened to have acquired the
property at that tinme at a cost equal to its fair market val ue at
that tine.

Wrk in
progress

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

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

5. (1) Paragraph 12(1)(c) of the Act is replaced by the
f ol | owi ng:

| nt er est



(c) subject to subsections (3) and (4.1), any anount received or
recei vabl e by the taxpayer in the year (depending on the nmethod
regularly followed by the taxpayer in conputing the taxpayer’s
inconme) as, on account of, in lieu of paynment of or in
satisfaction of, interest to the extent that the i nterest was not
included in computing the taxpayer’s incone for a preceding
taxation year

(2) Paragraph 12(1)(i.1) of the Act is replaced by the foll ow ng:

Bad debts
recover ed

(i.1) where an anmobunt is received in the year on account of a
debt in respect of which a deduction for bad debts was nmade under
subsection 20(4.2) in conputing the taxpayer’s incone for a
precedi ng taxation year, the anmount determ ned by the formul a

A x B/IC
wher e
A is 1/2 of the anpbunt so received,
B is the amount that was deduct ed under subsection 20(4.2) in

respect of the debt; and

C is the total of the ambunt that was so deducted under
subsection 20(4.2) and the anount that was deened by that
subsecti on or subsection 20(4.3) to be an al |l owabl e capi tal
| oss in respect of the debt;

(3) Subsection 12(1) of the Act is anended by adding the
followi ng after paragraph (0):

Foreign oil and
gas production
t axes

(0.1) the total of all amounts, each of which is the taxpayer’s
production tax anount for a foreign oil and gas business of the
t axpayer for the year, within the neani ng assi gned by subsection
126(7);

(4) Subsection (1) applies to taxation years that end after
Sept enber 1997.

(5) Subsection (2) applies in respect of taxation years that end
after February 27, 2000 except that, for taxation years that ended
after February 27, 2000 and before Cctober 18, 2000, the reference



to the fraction "1/2" in the description of A in paragraph
12(1)(i.1) of the Act, as enacted by subsection (2), shall be read
as a reference to the fraction "2/3".

(6) Subsection (3) applies to taxation years of a taxpayer that
begin after the earlier of

(a) Decenber 31, 1999; and

(b) where, for the purposes of subsection 117(26), a date is
designated in witing by the taxpayer and the designation is
filed with the Mnister of National Revenue on or before the
taxpayer’s filing-due date for the taxpayer’s taxation year that
includes the day on which this Act receives royal assent, the
| at er of

(i) the date so designated, and
(1i1) Decenber 31, 1994.

6. (1) Cause 13(7)(b)(ii)(B) of the Act is anmended by repl acing
the reference to the fraction "3/4" with a reference to the
fraction "1/2" and by replacing the reference to the expression
"4/ 3 of" with a reference to the word "tw ce"

(2) dause 13(7)(d)(i)(B) of the Act is anended by repl acing the
reference to the fraction "3/4" with a reference to the fraction
"1/2" and by replacing the reference to the expression "4/3 of"
with a reference to the word "tw ce”

(3) Paragraph 13(7)(e) of the Act is anended by replacing the
references to the fraction "3/4" with references to the fraction
"1/2" and by replacing the reference to the expression "4/3 of"
with a reference to the word "tw ce”

(4) Subparagraph 13(7)(f)(ii) of the Act is anmended by repl aci ng
the reference to the fraction "3/4" with a reference to the
fraction "1/2".

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

(6) Subparagraph 13(21.1)(b)(ii) of the Act is anended by
replacing the reference to the fraction "1/4" with a reference to
the fraction "1/2".

(7) Paragraph 13(21.2)(a) of the Act is replaced by the
f ol | owi ng:



(a) a person or partnership (in this subsection referred to as
the "transferor”) disposes at a particular tine (otherw se than
in a disposition described in any of paragraphs (c) to (g) of the
definition "superficial loss" in section 54) of a depreciable
property of a particular prescribed class of the transferor,

(8) Subparagraph 13(21.2)(e)(ii) of the Act is replaced by the
f ol | owi ng:

(ii) where two or nore properties of a prescribed class of the
transferor are di sposed of at the sane tinme, subparagraph (i)
applies as if each property so di sposed of had been separately
di sposed of in the order designated by the transferor or, if
the transferor does not designate an order, in the order
desi gnated by the Mnister,

(9) Section 13 of the Act is anmended by adding the follow ng
after subsection (33):

Deducti bl e
expenses

(34) Notwi t hstandi ng paragraph 1102(1) (a) of the Regul ations, for
taxation years that end after 1987 and before Decenber 6, 1996, the
cl asses of property prescribed for the purpose of paragraph
20(1)(a) are deened to include property of a taxpayer that, if the
Act were read without reference to sections 66 to 66.4, would be
i ncluded in one of the cl asses.

(10) Subsections (1) and (2) apply to changes in use of property
that occur in taxation years that end after February 27, 2000
except that, for changes in use of property that occur in a
t axpayer’s taxation year that includes either February 28, 2000 or
Cct ober 17, 2000, or began after February 28, 2000 and ended before
Oct ober 17, 2000, the references in clauses 13(7)(b)(ii)(B) and
13(7)(d)(i)(B) of the Act, as enacted by subsections (1) and (2),
respectively, to the fraction "1/2" shall be read as references to
the fraction in paragraph 38(a) of the Act, as enacted by
subsection 22(1), that applies to the taxpayer for the year and t he
references to the word "twi ce" shall be read as references to the
expression "the fraction that is the reciprocal of the fraction in
par agraph 38(a), as enacted by subsection 22(1) of the Inconme Tax
Amendnents Act, 2000, that applies to the taxpayer for the year,
mul tiplied by".

(11) Subsection (3) applies to acquisitions of property that
occur in taxation years that end after February 27, 2000 except
that, for acquisitions of property in a taxation year that includes
either February 28, 2000 or OCctober 17, 2000 or began after
February 28, 2000 and ended before Cctober 17, 2000 of a person or



partnership fromwhomthe property was acquired, the references in
par agraph 13(7)(e) of the Act, as enacted by subsection (3), to the
fraction "1/2" shall be read as references to the fraction in
par agraph 38(a) of the Act, as enacted by subsection 22(1), that
applies to the person or partnership from whom the taxpayer
acquired the property for the year in which the person or
partnership disposed of the property, and the references to the
word "twi ce" shall be read as references to the expression "the
fraction that is the reciprocal of the fraction in paragraph 38(a),
as enacted by subsection 22(1) of the Incone Tax Amendnents Act,
2000, that applies to the person or partnership from whom the
t axpayer acquired the property for the year in which the person or
partnership di sposed of the property, nultiplied by".

(12) Subsection (4) applies to acquisitions of property that
occur in taxation years that end after February 27, 2000 except
that, for acquisitions of property that occur in a taxpayer’s
taxation year that includes either February 28, 2000 or Cctober 17,
2000 or began after February 28, 2000 and ended before Cctober 17,
2000, the reference in subparagraph 13(7)(f)(ii) of the Act, as
enacted by subsection (4), to the fraction "1/2" shall be read as
a reference to the fraction in paragraph 38(a) of the Act, as
enacted by subsection 22(1), that applies to the taxpayer for the
year .

(13) Subsection (5) applies to transactions and events that occur
after Decenber 23, 1998.

(14) Subsection (6) applies to taxation years that end after
February 27, 2000 except that, for a taxpayer’s taxation year that
i ncludes either February 28, 2000 or October 17, 2000 or began
after February 28, 2000 and ended before October 17, 2000, the
reference i n subparagraph 13(21.1)(b)(ii) of the Act, as enacted by
subsection (6), to the fraction "1/2" shall be read as a reference
to the fraction determ ned when the fraction in paragraph 38(a) of
the Act, as enacted by subsection 22(1), that applies to the
t axpayer for the year is subtracted from 1.

(15) Subsections (7) and (8) apply after Novenber 1999 except
that, if an individual (other than a trust) so elects in witing
and files the election with the Mnister of National Revenue on or
before the individual’s filing-due date for the taxation year in
whi ch this Act receives royal assent, subsection (7) does not apply
in respect of the disposition of a property by the individua
before July 2000

(a) to a person who was obliged on Novenber 30, 1999 to acquire
the property pursuant to the ternms of an agreenent in witing
made on or before that day; or



(b) in atransaction, or as part of a series of transactions, the
arrangenments for which, evidenced in witing, were substantially
advanced bef ore Decenber 1999, other than a transaction or series
of transactions a main purpose of which can reasonably be
consi dered to have been to enable an unrel ated person to obtain
t he benefit of

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

(ii1) any balance of undeducted outlays, expenses or other
anmount s.

7. (1) Subsection 14(1) of the Act is replaced by the foll ow ng:

Eligible
capita
property —
inclusion in
i ncone from
busi ness

14. (1) Wiere, at the end of a taxation year, the total of all
anounts each of which is an anobunt determned, in respect of a
business of a taxpayer, for E in the definition "cumulative
eligible capital” in subsection (5) (inthis sectionreferredto as
an "eligible capital ambunt”) or for F in that definition exceeds
the total of all amounts determined for Ato Din that definition
in respect of the business (which excess is in this subsection
referred to as "the excess"), there shall be included in conputing
t he taxpayer’s inconme fromthe business for the year the total of

(a) the anpunt, if any, that is the | esser of
(i) the excess, and
(ii1) the anount determned for Fin the definition "cunul ative
eligible capital™ in subsection (5) at the end of the year in
respect of the business, and
(b) the anpbunt, if any, determ ned by the formula
213 x (A- B- C- D
wher e

A is the excess,



B is the amunt determned for F in the definition
"cunul ative eligible capital™ in subsection (5) at the end
of the year in respect of the business,

C is 1/2 of the anpbunt determned for Q in the definition
"cunul ative eligible capital™ in subsection (5) at the end

of the year in respect of the business, and

D is the anobunt clainmed by the taxpayer, not exceeding the
t axpayer’s exenpt gains bal ance for the year in respect of
t he busi ness.

El ection re
capital gain

(1.01) Were, at any tine in a taxation year, a taxpayer di sposes
of an eligible capital property (other than goodwiIl) in respect of
a business, the cost of the property to the taxpayer can be
determ ned, the proceeds of the disposition (in this subsection
referred to as the "actual proceeds") exceed that cost, the
t axpayer’s exenpt gains bal ance in respect of the business for the
year is nil and the taxpayer so el ects under this subsection in the
taxpayer’s return of income for the year,

(a) for the purposes of subsection (5), the proceeds of
di sposition of the property are deened to be equal to that cost;

(b) the taxpayer is deened to have disposed at that tinme of a
capital property that had at that tinme an adjusted cost base to
the taxpayer equal to that cost, for proceeds of disposition
equal to the actual proceeds; and

(c) where the eligible capital property is at that tinme a
qualified farm property (wthin the nmeaning assigned by
subsection 110.6(1)) of the taxpayer, the capital property deened
by paragraph (b) to have been disposed of by the taxpayer is
deened to have been at that tinme a qualified farm property of the
t axpayer

(2) The portion of subsection 14(1.1) of the Act before the
description of B in paragraph (b) is replaced by the foll ow ng:

Deened t axabl e
capital gain

(1.1) For the purposes of section 110.6 and paragraph 3(b) as it
applies for the purposes of that section, an anmount included under
paragraph (1) (b) in conputing a taxpayer’s inconme for a particul ar
taxation year from a business is deened to be a taxable capita



gain of the taxpayer for the year fromthe disposition in the year
of qualified farmproperty to the extent of the |esser of

(a)

t he amount included under paragraph (1)(b) in conputing the

t axpayer’s inconme for the particular year fromthe business, and

(b) the anpbunt determi ned by the formula
A- B
wher e
A is the anmount by which the total of

(i) 3/4 of the total of all anpbunts each of which is the
taxpayer’s proceeds from a disposition in a preceding
taxation year that began after 1987 and ended bef ore February
28, 2000 of eligible capital property in respect of the
business that, at the tine of the disposition, was a
qualified farm property (within the mneaning assigned by
subsection 110.6(1)) of the taxpayer,

(1i) 2/3 of the total of all amounts each of which is the
t axpayer’s proceeds froma dispositioninthe particul ar year
or a preceding taxation year that ended after February 27,
2000 and before Cctober 18, 2000 of eligible capital property
in respect of the business that, at the tine of the
di sposition, was a qualified farm property (within the
meani ng assi gned by subsection 110.6(1)) of the taxpayer, and

(tii) 1/2 of the total of all anpbunts each of which is the
t axpayer’s proceeds froma dispositioninthe particul ar year
or a preceding taxation year that ended after October 17,
2000 of eligible capital property in respect of the business
that, at the tinme of the disposition, was a qualified farm
property (w thin the nmeani ng assi gned by subsection 110.6(1))
of the taxpayer

exceeds the total of

(tv) 3/4 of the total of all anmounts each of which is

(A) an eligible capital expenditure of the taxpayer i
respect of the business that was nade or incurred i
respect of a qualified farm property disposed of by th
t axpayer in a preceding taxation year that began after 198
and ended before February 28, 2000, or

n
n
7

(B) an outlay or expense of the taxpayer that was not
deductible in conputing the taxpayer’s incone and t hat was



made or incurred for the purpose of making a disposition
referred to in clause (A,

(v) 2/3 of the total of all ampunts each of which is

(A) an eligible capital expenditure of the taxpayer in
respect of the business that was made or incurred in
respect of a qualified farm property disposed of by the
taxpayer in the particular year or a preceding taxation
year that ended after February 27, 2000 and before Cctober
18, 2000, or

(B) an outlay or expense of the taxpayer that was not
deductible in conmputing the taxpayer’s incone and that was
made or incurred for the purpose of making a disposition
referred to in clause (A, and

(vi) 1/2 of the total of all anpbunts each of which is

(A) an eligible capital expenditure of the taxpayer in
respect of the business that was made or incurred in
respect of a qualified farm property disposed of by the
taxpayer in the particular year or a preceding taxation
year that ended after Cctober 17, 2000, or

(B) an outlay or expense of the taxpayer that was not
deductible in conmputing the taxpayer’s incone and that was
made or incurred for the purpose of making a disposition
referred to in clause (A, and

(3) The portion of subsection 14(3) of the Act before paragraph
(c) is replaced by the foll ow ng:

Acqui sition of
eligible
capita
property

(3) Notwi thstandi ng any ot her provision of this Act, where at any
particular tinme a person or partnership (in this subsection
referred to as the "taxpayer") has, directly or indirectly, in any
manner whatever, acquired an eligible capital property in respect
of a business froma person or partnership with which the taxpayer
did not deal at armis length (in this subsection r referred to as the
"transferor") and the property was an eligible capital property of
the transferor (other than property acquired by the taxpayer as a
consequence of the death of the transferor), the eligible capital
expenditure of the taxpayer in respect of the business is, in
respect of that acquisition, deened to be equal to 4/3 of the
amount, if any, by which



(a) the anobunt determned for E in the definition "cunul ative
eligible capital” in subsection (5) in respect of the disposition
of the property by the transferor

exceeds the total of

(b) the total of all ambunts that can reasonably be considered to
have been cl ai med as deducti ons under section 110.6 for taxation
years that ended before February 28, 2000 by any person wi th whom
the taxpayer was not dealing at armis length in respect of the
di sposition of the property by the transferor, or any other
di sposition of the property before the particular tine,

(b.1) 9/8 of the total of all anmpbunts that can reasonably be
consi dered t o have been cl ai ned as deducti ons under section 110.6
for taxation years that ended after February 27, 2000 and before
Cct ober 18, 2000 by any person with whon the taxpayer was not
dealing at arnmis length in respect of the disposition of the
property by the transferor, or any other disposition of the
property before the particular tine, and

(b.2) 3/2 of the total of all anmounts that can reasonably be
consi dered to have been cl ai ned as deducti ons under section 110.6
for taxation years that end after Cctober 17, 2000 by any person
w t h whon t he taxpayer was not dealing at armis | ength in respect
of the disposition of the property by the transferor, or any
ot her disposition of the property before the particular tineg,

except that, where the taxpayer disposes of the property after the
particular time, the amount of the eligible capital expenditure
deened by this subsection to be made by the taxpayer in respect of
the property shall be determ ned at any tine after the disposition
as if the total of the amounts determ ned under paragraphs (b),
(b.1) and (b.2) in respect of the disposition were the | esser of

(4) The description of Bin the definition "cumul ative eligible
capital™ in subsection 14(5) of the Act is replaced by the
f ol | owi ng:

B is the total of

(a) 3/2 of all amounts included under paragraph (1)(b) in
conputing the taxpayer’s incone from the business for
taxation years that ended before that tine and after Cctober
17, 2000,

(b) 9/8 of all amobunts included under paragraph (1)(b) in
conputing the taxpayer’s incone fronm the business for
taxation years that ended



(i) before that tine, and
(ii) after February 27, 2000 and before October 18, 2000,

(c) all amounts included under paragraph (1)(b) in conputing
the taxpayer’s incone from the business for taxation years
t hat ended

(i) before the earlier of that tinme and February 28, 2000,
and

(1i1) after the taxpayer’s adjustnent tine,

(d) all ampunts each of which is the amount that woul d have
been included wunder subparagraph (1)(a)(v) (as that
subpar agraph applied for taxation years that ended before
February 28, 2000) in conputing the taxpayer’s incone from

the business, if the anount determned for D in that
subpar agraph for the year were nil, for taxation years that
ended

(1) before the earlier of that time and February 28, 2000,
and

(ii) after February 22, 1994, and

(e) all taxable capital gains included, because of the
application of subparagraph (1)(a)(v) (as that subparagraph
applied for taxation years that ended before February 28,
2000) to the taxpayer in respect of the business, in
conputing the taxpayer’s inconme for taxation years that began
bef ore February 23, 1994,

(5) The description of Rin the definition "cumul ative eligible
capital™ in subsection 14(5) of the Act is replaced by the
f ol | owi ng:

R is the total of all anounts included, in conputing the
t axpayer’s incone fromthe business for taxation years
that ended before that tinme and after the taxpayer’s
adjustnment tinme, under subparagraph (1)(a)(iv) in
respect of taxation years that ended before February
28, 2000 and under paragraph (1)(a) in respect of
taxation years that end after February 27, 2000;

(6) The description of Bin the definition "exenpt gai ns bal ance”
in subsection 14(5) of the Act is replaced by the follow ng:

B is the total of all anmounts each of which is the anount
determned for D in subparagraph (1)(a)(v) in respect of



the business for a preceding taxation year that ended
before February 28, 2000 or the anmobunt determined for Din
paragraph (1)(b) for a preceding taxation year that ended
after February 27, 2000.

(7) Section 14 of the Act is anended by adding the follow ng
after subsection (13):

Ceasing to use
property in
Canadi an

busi ness

(14) If at a particular tinme a non-resident taxpayer ceases to
use, in connection with a business or part of a business carried on
by the taxpayer in Canada i medi ately before the particular tine,
a property that was i medi ately before the particular tine eligible
capital property of the taxpayer (other than a property that was
di sposed of by the taxpayer at the particular tinme), the taxpayer
is deened to have di sposed of the property i medi ately before the
particular tinme for proceeds of disposition equal to the anount
determ ned by the fornul a

A- B
wher e

A isthe fair market val ue of the property i medi ately before the
particular time, and

B is

(a) where at a previous tinme before the particular time the
t axpayer ceased to use the property in connection with a
business or part of a business carried on by the taxpayer
outside Canada and began to use it in connection with a
busi ness or part of a business carried on by the taxpayer in
Canada, the anopunt, if any, by which the fair narket val ue of
the property at the previous tinme exceeded its cost to the
t axpayer at the previous tinme, and

(b) in any other case, nil.

Beginning to
use property in
Canadi an

busi ness

(15) If at a particular tinme a non-resident taxpayer ceases to
use, in connection with a business or part of a business carried on



by the taxpayer outside Canada i medi ately before the particular
time, and begins to use, in connection with a business or part of
a business carried on by the taxpayer in Canada, a property that is
an eligible capital property of the taxpayer, the taxpayer is
deenmed to have disposed of the property imedi ately before the
particular tinme and to have reacquired the property at the
particular time for consideration equal to the | esser of the cost
to the taxpayer of the property i mediately before the particul ar
time and its fair market value imedi ately before the particul ar
tine.

(8) Subsections (1) to (6) apply to taxation years that end after
February 27, 2000 except that, for taxation years that ended after
February 27, 2000 and before COctober 18, 2000, the reference to the
fraction "2/3" in the fornula in paragraph 14(1)(b) of the Act, as
enacted by subsection (1), shall be read as a reference to the
fraction "8/9".

(9) Subsection (7) applies after June 27, 1999 in respect of an
authorized foreign bank, and after August 8, 2000 in any other
case.

8. (1) Section 17 of the Act is anmended by adding the follow ng
after subsection (11):

Det erm nati on
of whet her
persons rel at ed

(11.1) For the purposes of this section, in determ ning whether
persons are related to each other at any tine, any rights referred
to i n subparagraph 251(5)(b) (i) that exist at that tinme are deened
not to exist at that tinme to the extent that the exercise of those
rights is prohibited at that tinme under a |law of the country under
the I aw of which the corporation was fornmed or |ast continued and
i s governed, that restricts the foreign ownership or control of the
cor porati on.

Back-t o- back
| oans

(11.2) For the purposes of subsection (2) and paragraph (3)(b),
where a non-resident person, or a partnership each nmenber of which
is non-resident, (in this subsection referred to as the
"internedi ate | ender”) makes a |l oan to a non-resi dent person, or a
partnership each nenber of which is non-resident, (in this
subsection referred to as the "intended borrower"”) because the
internediate |ender received a |oan from another non-resident
person, or a partnership each nenber of which is non-resident, (in
this subsection referred to as the "initial |Iender"), the | oan that



was nmade by the internediate |lender to the intended borrower is
deened to have been nade by the initial |ender (and not by the
internmedi ate |l ender) to the i ntended borrower (to the extent of the
| esser of the anmpbunt of the | oan nmade by the initial |ender to the
intermediate lender and the amount of the |oan nade by the
intermedi ate | ender to the i ntended borrower) under the sane terns
and conditions and at the sane tinme as it was nade by the
i nternedi ate | ender

Det erm nati on
of whet her
persons rel at ed

(11.3) For the purpose of applying paragraph (3)(b) in respect of
a corporation resident in Canada described in paragraph (2)(b), in
det er m ni ng whet her persons descri bed i n subpar agraph (3)(b) (i) are

related to each other at any tine, any rights referred to in
par agr aph 251(5)(b) that otherw se exist at that tine are deened
not to exist at that tinme where, if the rights were exercised
i mredi ately before that tine,

(a) all of those persons would at that tine be controlled foreign
affiliates of the corporation resident in Canada; and

(b) because of subsection (8), subsection (1) would not apply to
the corporation resident in Canada in respect of the anpunt that
woul d, but for this subsection, have been deened to have been
owng at that tine to the corporation resident in Canada by the
non-resi dent person described in subparagraph (3)(b)(i).

(2) The definition "exenpt |oan or transfer” in subsection 17(15)
of the Act is replaced by the foll ow ng:

"exenpt | oan or
transfer™

« prét ou
transfert de

bi ens exclu »

"exenpt |oan or transfer” neans

(a) a loan made by a corporation resident in Canada where the
interest rate charged on the loan is not | ess than the interest
rate that a | ender and a borrower would have been willing to
agree to if they were dealing at arms length with each ot her
at the time the | oan was nade;

(b) a transfer of property (other than a transfer of property
made for the purpose of acquiring shares of the capital stock
of a foreign affiliate of a corporation or a foreign affiliate



of a person resident in Canada with whomr the corporation was
not dealing at armis | ength) or paynment of an anmount ow ng by
a corporation resident in Canada pursuant to an agreenent made
on terns and conditions that persons who were dealing at arnis
length at the tine the agreenment was entered into woul d have
been willing to agree to;

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

(d) a paynment nade by a corporation resident in Canada on a
reduction of the paid-up capital in respect of shares of a
class of its capital stock (not exceeding the total anmount of
t he reduction).

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

9. (1) Subsection 18(1) of the Act is anended by striking out the
word "and" at the end of paragraph (t), by adding the word "and" at
the end of paragraph (u) and by adding the following after
par agraph (u):

| nterest —
aut hori zed
forei gn bank

(v) where the taxpayer is an authorized foreign bank, an anount
in respect of interest that would otherwi se be deductible in
conputing the taxpayer’s incone from a business carried on in
Canada, except as provided in section 20. 2.

(2) Paragraph 18(3.1)(b) of the Act is replaced by the foll ow ng:

(b) the anpunt of such an outlay or expense shall, to the extent
that it woul d ot herwi se be deductible in conputing the taxpayer’s
i ncome for the year, be included in conputing the cost or capital
cost, as the case may be, of the building to the taxpayer, to the
person with whomthe taxpayer does not deal at armis length, to
the corporation of which the taxpayer is a specified sharehol der
or to the partnership of which the taxpayer’s share of any i ncone
or loss is 10% or nore, as the case may be.

(3) Paragraph 18(4)(a) of the Act is replaced by the foll ow ng:
(a) the anmpunt, if any, by which

(1) the average of all anmounts each of which is, in respect of
a calendar nonth that ends in the year, the greatest total



ampunt at any tinme in the nonth of the corporation's
out standi ng debts to specified non-residents,

exceeds
(ii) two tines the total of

(A) the retai ned earnings of the corporation at the begi nning
of the year, except to the extent that those earnings include
retai ned earnings of any other corporation,

(B) the average of all amunts each of which is the
corporation’s contributed surplus at the beginning of a
cal endar nonth that ends in the year, to the extent that it
was contributed by a specified non-resident sharehol der of
t he corporation, and

(C the average of all amunts each of which is the
corporation’s paid-up capital at the beginning of a cal endar
nonth that ends in the year, excluding the paid-up capital in
respect of shares of any class of the capital stock of the
corporation owned by a person other than a specified
non-resi dent sharehol der of the corporation,

(4) Paragraph (b) of the definition "outstanding debts to
speci fied non-residents” in subsection 18(5) of the Act is repl aced
by the foll ow ng:

(b) an anobunt outstanding at the particular tinme as or on
account of a debt or other obligation to pay an anmount to

(i) a non-resident insurance corporation to the extent that
the obligation was, for the non-resident insurance
corporation’s taxation year that included the particular
time, designated insurance property in respect of an
i nsurance business carried on in Canada through a pernmanent
establi shment as defined by regul ation, or

(1i) an authorized foreign bank, if the bank uses or holds
the obligation at the particular tinme inits Canadi an banki ng
busi ness;

(5) Subsection 18(8) of the Act is repeal ed.

(6) Subparagraph 18(9)(a)(ii) of the Act is replaced by the
f ol | owi ng:

(i) as, on account of, in lieu of paynent of or in
satisfaction of, interest, taxes (other than taxes inposed on
an insurer in respect of insurance premuns of a non-



cancel l able or guaranteed renewable accident and sickness
i nsurance policy, or alife insurance policy other than a group
term life insurance policy that provides coverage for a period
of 12 nonths or less), rent or royalties in respect of a period
that is after the end of the year, or

(7) Section 18 of the Act is anended by adding the follow ng
after subsection (9.01):

Appl i cation of
subsection (9)
to insurers

(9.02) For the purpose of subsection (9), an outlay or expense
made or incurred by an insurer on account of the acquisition of an
insurance policy (other than a non-cancellable or guaranteed
renewabl e accident and sickness insurance policy or a life
i nsurance policy other than a group term life insurance policy that
provi des coverage for a period of 12 nonths or less) is deened to
be an expense incurred as consideration for services rendered
consi stently throughout the period of coverage of the policy.

(8) Subsections (1) and (4) apply after June 27, 1999.

(9) Subsection (2) applies to outlays and expenses nade or
incurred after Decenber 21, 2000.

(10) Subsections (3) and (5) apply to taxation years that begin
after 2000.

(11) Subsections (6) and (7) apply to taxation years that begin
after 1999 except that, where a taxpayer so elects in witing and
files the election with the Mnister of National Revenue on or
before the taxpayer’s filing-due date for the taxpayer’s taxation
year in which this Act receives royal assent, they apply to
taxation years that end after 1997

10. (1) Subsection 18.1(15) of the Act is replaced by the
f ol | owi ng:

Non-
applicability
of section 18.1

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

(a) no portion of the expenditure can reasonably be considered to
have been paid to another taxpayer, or to a person with whomthe



ot her taxpayer does not deal at armis length, to acquire the
right fromthe other taxpayer and

(1) the taxpayer’s expenditure cannot reasonably be consi dered
to relate to a tax shelter or tax shelter investnent (wthin
t he neani ng assi gned by subsection 143.2(1)) and none of the
mai n pur poses for making the expenditure is that the taxpayer,
or a person with whom the taxpayer does not deal at arnis
| ength, obtain a tax benefit, or

(ii) before the end of the taxation year in which the
expenditure is made, the total of all amounts each of which is
i ncluded in conputing the taxpayer’s incone for the year (other
than any portion of such an anmount that is the subject of a
reserve cl ai med by the taxpayer for the year under this Act) in
respect of the right to receive production to which the
mat chabl e expenditure rel ates exceeds 80% of the expenditure;
or

(b) the expenditure is in respect of comm ssions or other
expenses related to the i ssuance of an i nsurance policy for which
all or a portion of a risk has been ceded to the taxpayer (in
this paragraph referred to as the "reinsurer”) and both the
rei nsurer and the person to whomr the expenditure is made or is to
be made are insurers subject to the supervision of

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

(i) in any other case, the Superintendent of I|nsurance or
other simlar officer or authority of the province under whose
| aws the insurer is incorporated.

(2) Subsection (1) applies to expenditures nmade after Novenber
17, 1996.

11. (1) The portion of subsection 19(1) of the Act before
subparagraph (b)(i) is replaced by the follow ng:

Limtation re
adverti si ng
expense —
newspapers

19. (1) In conputing inconme, no deduction shall be nade in
respect of an otherw se deducti bl e outlay or expense of a taxpayer
for advertising space in an issue of a newspaper for an
advertisenment directed primarily to a market in Canada unl ess



(a) the issue is a Canadi an issue of a Canadi an newspaper; or

(b) the issue is an issue of a newspaper that woul d be a Canadi an
i ssue of a Canadi an newspaper except that

(2) The definition "substantially the sanme” in subsection 19(5)
of the Act is repeal ed.

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

"Canadi an

i ssue"

« édition
canadi enne »

"Canadi an i ssue" of a newspaper neans an issue, including a special
i ssue,

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

(b) all of which, exclusive of any comcs supplenent, is
printed in Canada,

(c) that is edited in Canada by i ndividual s resident in Canada,
and

(d) that is published in Canada;

(4) The portion of the definition "Canadian newspaper or
periodical" in subsection 19(5) of the Act before paragraph (a) is
repl aced by the follow ng:

" Canadi an
newspaper"
« journal
canadi en »

"Canadi an newspaper"” means a newspaper the exclusive right to
produce and publish i ssues of which is held by one or nore of the
f ol | owi ng:

(5) Section 19 of the Act is anmended by adding the follow ng
after subsection (5):

Interpretation

(5.1) In this section, each of the following is deened to be a
Canadi an citizen:



(a) a trust or corporation described in paragraph 149(1) (o) or
(0.1) fornmed in connection with a pension plan that exists for
the benefit of individuals a majority of whonr are Canadian
citizens;

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

(c) a nutual fund trust, wthin the neaning assigned by
subsection 132(6), other than a nutual fund trust the majority of
the units of which are held by citizens or subjects of a country
ot her than Canada;

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

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

(6) Subsections 19(6) to (8) of the Act are replaced by the
f ol | owi ng:

Trust property

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

Grace period

(7) A Canadi an newspaper that would, but for this subsection,
cease to be a Canadi an newspaper, is deened to continue to be a
Canadi an newspaper until the end of the 12th nonth that foll ows the
nonth in which it would, but for this subsection, have ceased to be
a Canadi an newspaper.

Non- Canadi an
newspaper

(8) Were at any tine one or nore persons or partnerships that
are not described in any of paragraphs (a) to (e) of the definition
"Canadi an newspaper" in subsection (5) have any direct or indirect
influence that, if exercised, would result in control in fact of a
person or partnership that holds a right to produce or publish



i ssues of a newspaper, the newspaper is deened not to be a Canadi an
newspaper at that tine.

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

(8) Subsection (5) applies in respect of adverti senments placed in
an i ssue dated after June 1996 except that, in applying subsection
19(5.1) of the Act, as enacted by subsection (5), to advertisenents
pl aced in an i ssue dated after June 1996 and before June 2000, the
references in that subsection 19(5.1) to "Canadi an newspaper" shal
be read as references to "Canadi an newspaper or periodical"”

12. (1) The Act is anended by adding the follow ng after section
19:

Definitions

19.01 (1) The definitions in this subsection apply in this
secti on.

"adverti senent
directed at the
Canadi an

mar ket "

« annonce

desti née au

mar ché canadi en
»

"advertisenent directed at the Canadian market" has the sane
meani ng as the expression "directed at the Canadi an market" in
section 2 of the Foreign Publishers Advertising Services Act and
includes a reference to that expression nade by or under that
Act .

"ori gi nal
editorial
content™

« contenu

r édacti onnel
original »

"original editorial content"” in respect of an issue of a periodical
nmeans non-adverti sing content

(a) the author of which is a Canadian citizen or a pernanent
resident of Canada wthin the nmeaning assigned by the
Imm gration Act and, for this purpose, "author" includes a
witer, a journalist, an illustrator and a phot ographer; or



(b) that is created for the Canadi an narket and has not been
publ i shed in any other edition of that issue of the periodical
publ i shed out si de Canada.

"peripdipal"
« périodi que »

"periodical" has the meaning assigned by section 2 of the Foreign
Publ i shers Advertising Services Act.

Limtation re
adverti si ng
expenses —
peri odi cal s

(2) Subject to subsections (3) and (4), in conputing inconme, no
deduction shall be nade by a taxpayer in respect of an otherw se
deducti bl e outlay or expense for advertising space in an issue of
a periodical for an advertisenent directed at the Canadi an market .
100% deducti on

(3) A taxpayer mmy deduct in conputing inconme an outlay or
expense of the taxpayer for advertising space in an issue of a
periodi cal for an advertisenent directed at the Canadi an market if

(a) the original editorial content in the issue is 80% or nore of
the total non-advertising content in the issue; and

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

50% deducti on

(4) A taxpayer may deduct in conputing i ncone 50% of an outlay or
expense of the taxpayer for advertising space in an issue of a
peri odi cal for an advertisenent directed at the Canadi an market if

(a) the original editorial content in the issue is |less than 80%
of the total non-advertising content in the issue; and

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

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

(a) the percentage that original editorial content is of total
non- advertising content is the percentage that the total space



occupied by original editorial content in the issue is of the
total space occupi ed by non-advertising content in the issue; and

(b) the Mnister may obtain the advice of the Departnent of
Canadi an Heritage for the purpose of

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

(1i) interpreting any expression defined in this section that
is defined in the Foreign Publishers Advertising Services Act.

Edi ti ons of
i ssues

(6) For the purposes of this section,

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

(b) where an issue of a periodical is published in only one
version, that version is an edition of that issue.

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

13. (1) Paragraph 20(1)(b) of the Act is replaced by the
f ol | owi ng:

Cunul ati ve
eligible
capi tal anmount

(b) such anmount as the taxpayer clains in respect of a business,
not exceedi ng 7%of the taxpayer’s cunul ative eligible capital in
respect of the business at the end of the year except that, where
the year is less than 12 nonths, the amount allowed as a
deducti on under this paragraph shall not exceed that proportion
of the maxi mum anount ot herw se al |l owabl e t hat the nunber of days
in the taxation year is of 365;

(2) The portion of paragraph 20(1)(e) of the Act before
subparagraph (i) is replaced by the foll ow ng:

Expenses re
financing

(e) such part of an amount (other than an excluded anount) that
is not otherwi se deductible in conmputing the income of the
taxpayer and that is an expense incurred in the year or a
precedi ng taxation year



(3) The portion of paragraph 20(1)(e) of +the Act after
subparagraph (ii.2) and before subparagraph (iii) is replaced by
the foll ow ng:

(i ncluding a comm ssion, fee, or other anbunt paid or payable for
or on account of services rendered by a person as a sal esperson,
agent or dealer in securities in the course of the i ssuance, sale
or borrowing) that is the | esser of

(4) Paragraph 20(1)(e) of the Act is anended by adding the
foll owi ng before subparagraph (v):

(iv.1) "excluded anmpbunt” neans

(A) an anount paid or payable as or on account of the
princi pal anmount of a debt obligation or interest in respect
of a debt obligation,

(B) an anmount that is contingent or dependent on the use of,
or production from property, or

(© an amount that is conputed by reference to revenue,
profit, cash flow, commobdity price or any other simlar
criterion or by reference to dividends paid or payable to
shar ehol ders of any class of shares of the capital stock of
a corporation,

(5) Subparagraph 20(1)(f)(ii) of the Act is anmended by repl aci ng
the reference to the fraction "3/4" with a reference to the
fraction "1/2".

(6) Paragraph 20(1)(z.1) of the Act is anended by replacing the
reference to the fraction "3/4" with a reference to the fraction
"1/ 2".

(7) Subparagraph 20(1)(hh)(ii) of the Act is replaced by the
f ol | owi ng:

(i) that is, by reason of subparagraph 12(1)(x)(vi) or
subsection 12(2.2), not included under paragraph 12(1)(x) in
conputing the taxpayer’s incone for the year or a preceding
taxation year, where the particular anount relates to an outl ay
or expense (other than an outlay or expense that is in respect
of the cost of property of the taxpayer or that is or woul d be,

if amounts deductible by the taxpayer were not |limted by
reason of paragraph 66(4)(b), subsection 66.1(2), subparagraph
66.2(2)(a)(ii), t he wor ds " 30% of " in cl ause

66.21(4)(a)(ii)(B), clause 66.21(4)(a)(ii)(© or (D or
subpar agraph 66.4(2)(a)(ii), deductibl e under section 66, 66.1,
66.2, 66.21 or 66.4) that would, if the particular amount had



not been received, have been deductible in conputing the
t axpayer’s incone for the year or a preceding taxation year;

(8) Subsection 20(4.2) of the Act is replaced by the foll ow ng:

Bad debts re
eligible
capita
property

(4.2) Where, in respect of one or nore dispositions of eligible
capital property by a taxpayer, an anount that is described in
par agraph (a) of the description of Ein the definition "cunulative
eligible capital” in subsection 14(5) in respect of the taxpayer is
establ i shed by the taxpayer to have becone a bad debt in a taxation
year, there shall be deducted in conmputing the taxpayer’s incone
for the year the anmount determ ned by the fornul a

(A+B) - (C+D+E+F+C+H)
wher e
A is the |l esser of
(a) 1/2 of the total of all ampbunts each of which is such an
anount that was so established to have becone a bad debt in the
year or a preceding taxation year, and
(b) the anpbunt that is
(1) where the year ended after February 27, 2000, the anount,
if any, that would be the total of all anounts determ ned by
the formula in paragraph 14(1)(b) (if that fornula were read
w t hout reference to the description of D) for the year, or
for a preceding taxation year that ended after February 27,
2000, and
(1i) where the year ended before February 28, 2000, nil;
B is the amount, if any, by which
(a) 3/4 of the total of all anmpunts each of which is such an
anount that was so established to be a bad debt in the year or
a precedi ng taxation year
exceeds the total of
(b) 3/2 of the anpbunt by which

(i) the value of A



exceeds

(i1i) the amount included in the value of A because of
subparagraph (b)(i) of the description of A in respect of
taxation years that ended after February 27, 2000 and before
Cct ober 18, 2000, and

(c) 9/8 of the amount included in the value of A because of
subparagraph (b)(i) of the description of A in respect of
taxation years that ended after February 27, 2000 and before
Cct ober 18, 2000;

is the total of all anmounts each of which is an anount
determ ned under subsection 14(1) or (1.1) for the year, or a
precedi ng taxation year, that ends after Cctober 17, 2000 and
in respect of which a deduction can reasonably be considered to
have been cl ai ned under section 110.6 by the taxpayer;

is the total of all amunts each of which is an anount
determ ned under subsection 14(1) or (1.1) for the year, or a
precedi ng taxati on year, that ended after February 27, 2000 and
bef ore COct ober 18, 2000 and i n respect of which a deduction can
reasonably be considered to have been clainmed under section
110. 6 by the taxpayer;

is the total of all anmounts each of which is an anount
determ ned under subsection 14(1) or (1.1) for a preceding
taxation year that ended before February 28, 2000 and in
respect of which a deduction can reasonably be considered to
have been cl ai nred under section 110.6 by the taxpayer;

is the total of

(a) 2/3 of the total of all anpbunts each of which is the val ue
determ ned in respect of the taxpayer for Din the formula in
par agraph 14(1)(b) for the year, or a preceding taxation year,
that ends after October 17, 2000, and

(b) 8/9 of the total of all anpbunts each of which is the val ue
determ ned in respect of the taxpayer for Din the formula in
paragraph 14(1)(b) for the year, or a precedi ng taxation year,
t hat ended after February 27, 2000 and before Oct ober 18, 2000;

is the total of all amunts each of which is the value
determ ned in respect of the taxpayer for Din the formula in
subparagraph 14(1)(a)(v) (as that subparagraph applied for
taxation years that ended before February 28, 2000) for a
precedi ng taxation year; and



H is the total of all amounts deducted by the taxpayer under this
subsection for preceding taxation years.

Deened

al | onabl e

capital |oss

(4.3) Where, in respect of one or nore dispositions of eligible
capital property by a taxpayer, an anmount that is described in
paragraph (a) of the description of Einthe definition "cumulative
eligible capital”™ in subsection 14(5) in respect of the taxpayer is
est abl i shed by the taxpayer to have beconme a bad debt in a taxation
year, the taxpayer is deened to have an all owabl e capital |oss from
a disposition of capital property in the year equal to the |esser
of

(a) the total of the value determned for A and 2/3 of the val ue
determned for Bin the fornmula in subsection (4.2) in respect of
t he taxpayer for the year; and

(b) the total of all anmpbunts each of which is

(i) the value determined for C or paragraph (a) of the
description of Fin the fornmula in subsection (4.2) in respect
of the taxpayer for the year,

(i1) 3/4 of the value determ ned for D or paragraph (b) of the
description of Fin the fornmula in subsection (4.2) in respect
of the taxpayer for the year, or

(iii) 2/3 of the value determned for Eor Cin the fornmula in
subsection (4.2) in respect of the taxpayer for the year

(9) Subsection (1) applies to taxation years that begin after
Decenber 21, 2000.

(10) Subsections (2) to (4) apply to expenses incurred by a
t axpayer after Novenber 1999, ot her than expenses i ncurred pursuant
to a witten agreenent nade by the taxpayer before Decenber 1999.

(11) Subsections (5) and (6) apply in respect of amounts that
becone payable after February 27, 2000 except that, for amounts
t hat becane payabl e after February 27, 2000 and before Cctober 18,
2000, the reference to the fraction "1/2" in subparagraph
20(1)(f)(ii) of the Act, as enacted by subsection (5), and in
paragraph 20(1)(z.1) of the Act, as enacted by subsection (6),
shall be read as a reference to the fraction "2/3".

(12) Subsection (7) applies to taxation years that begin after
2000.



(13) Subsection (8) applies to taxation years that end after
February 27, 2000 except that, for taxation years that ended after
February 27, 2000 and before Cctober 18, 2000,

(a) the reference to the fraction "1/2" in paragraph (a) of the
description of Ain subsection 20(4.2) of the Act, as enacted by
subsection (8), shall be read as a reference to the fraction
n 2/ 3";

(b) the reference to the fraction "3/2" in paragraph (b) of the
description of B in subsection 20(4.2) of the Act, as enacted by
subsection (8), shall be read as a reference to the fraction
n 9/ 8";

(c) the reference to the fraction "2/3" in paragraph 20(4.3)(a)
and subparagraph 20(4.3)(b)(iii) of the Act, as enacted by
subsection (8), shall be read as a reference to the fraction
"8/9"; and

(d) subparagraph 20(4.3)(b)(ii) of the Act, as enacted by
subsection (8), shall be read wi thout reference to the expression
"3/4 of".

14. (1) The Act is anmended by adding the follow ng after section
20. 1:

| nterest —
aut hori zed
foreign bank —
interpretation

20.2 (1) The following definitions apply in this section.

"branch
advance"
« avance de
succursale »

"branch advance" of an authorized foreign bank nmeans an anount
al l ocated or provided by, or on behalf of, the bank to, or for
the benefit of, its Canadi an banki ng busi ness under terns that
wer e docunented, before the anmobunt was so all ocated or provided,
to the sane extent as, and in a form simlar to the form in
whi ch, the bank would ordinarily docunent a loan by it to a
person with whorm it deals at armis | ength.

"branch
fi nanci al
st at ement s"



« ét at S
financi ers de
succursale »

"branch financial statenents"” of an authorized foreign bank for a
taxati on year neans the unconsolidated statenents of assets and
liabilities and of inconme and expenses for the year, in respect
of its Canadi an banki ng busi ness,

(a) that form part of the bank’s annual report for the year
filed with the Superintendent of Financial Institutions as
requi red under section 601 of the Bank Act, and accepted by the
Superi nt endent, and

(b) if nofilingis sorequired for the taxation year, that are
prepared in a manner consistent with the statenments in the
annual report or reports so filed and accepted for the period
or periods in which the taxation year falls,

except if the Mnister denonstrates that the statenents are not
prepared in accordance wth generally-accepted accounting
principles in Canada as nodified by any specifications applicable
to the bank nade by the Superintendent of Financial Institutions
under subsection 308(4) of the Bank Act (in this definition
referred to as "nodified GAAP'), in which case it nmeans the
statenents subject to such nodifications as are required to nake
themr conply with nodified GAAP.

"cal cul ati on

peri od"
« période de
cal cul »

“cal cul ation period" of an authorized foreign bank for a taxation
year neans any one of a series of regular periods into which the
year is divided in a designation by the bank in its return of
income for the year or, in the absence of such a designation, by
the M nister,

(a) none of which is |longer than 31 days;

(b) the first of which comences at the beginning of the year
and the last of which ends at the end of the year; and

(c) that are, unless the Mnister otherwi se agrees in witing,
consistent with the calculation periods designated for the
bank’ s precedi ng taxation year.

For mul a
el enent s



fo

(2) The follow ng descriptions apply for the purposes of the
rmul ae i n subsection (3) for any cal culation period in a taxation

year of an authorized foreign bank:

A is the anmount of the bank’s assets at the end of the period,

BA is the amount of the bank’s branch advances at the end of the
peri od;

IBA is the total of all amounts each of which is a reasonable
anount on account of notional interest for the period, in
respect of a branch advance, that would be deductible in
conputing the bank’s incone for the year if it were interest
payabl e by, and t he advance wer e i ndebt edness of, the bank to
anot her person and if this Act were read without reference to
par agraph 18(1)(v) and this section;

| L is the total of all anmbunts each of which is an anobunt on
account of interest for the period in respect of aliability
of the bank to another person or partnership that would be
deductible in conputing the bank’s incone for the year if
this Act were read without reference to paragraph 18(1)(v)
and this section; and

L is the anobunt of the bank’s liabilities to other persons and

partnerships at the end of the period.

| nt er est

deducti on

(3) In conmputing the income of an authorized foreign bank from

its Canadi an banking business for a taxation year, there may be

de
ba

ducted on account of interest for each cal cul ati on period of the
nk for the year

(a) where the total amount at the end of the period of its
liabilities to other persons and partnershi ps and branch advances
is 95% or nore of the anpbunt of its assets at that tine, an
amount not exceedi ng

(1) if the amunt of liabilities to other persons and
partnerships at that tinme is |l ess than 95% of the anmount of its
assets at that tinme, the anount determ ned by the fornul a

IL + IBA x (0.95 x A - L)/BA

and



(ti) if the amount of those liabilities at that tine is greater
than or equal to 95% of the anmount of its assets at that tineg,
t he amount determ ned by the fornul a
IL x (0.95 x A)/L
and
(b) in any other case, the total of
(i) the anpbunt determ ned by the formul a
IL + | BA
and
(1i) the product of
(A) the anpunt clainmed by the bank, in its return of incone
for the year, not exceeding the anount determi ned by the
formul a
(0.95 x A - (L + BA
and

(B) the average, based on daily observations, of the Bank of
Canada bank rate for the period.

Br anch anpunts

(4) Only amounts that are in respect of an authorized foreign
bank’ s Canadi an banki ng business, and that are recorded in the
books of account of the business in a manner consistent with the
manner in which they are required to be treated for the purposes of
the branch financial statenents, shall be used to determ ne

(a) the anmpunts in subsection (2); and

(b) the amounts in subsection (3) of an authorized foreign bank’s
assets, liabilities to other persons and partnerships, and branch
advances.

Not i onal
i nt er est

(5) For the purposes of the description of IBA in subsection (2),
a reasonable anmobunt on account of notional interest for a
calculation period in respect of a branch advance is the anpunt
that woul d be payable on account of interest for the period by a



noti onal borrower, having regard to the duration of the advance,
the currency i n which repaynent is required and all other terns, as
adj usted by paragraph (c), of the advance, if

(a) the borrower were a person that dealt at arnis length with
the bank, that carried on the bank’s Canadi an banki ng busi ness
and t hat had t he sane credit-worthi ness and borrowi ng capacity as
t he bank;

(b) the advance were a | oan by the bank to the borrower; and

(c) any of the ternms of the advance (excluding the rate of
i nterest, but including the structure of the interest
cal cul ation, such as whether the rate is fixed or floating and
the choice of any reference rate referred to) that are not terns
that woul d be nmade between the bank as | ender and the borrower,
having regard to all the circunstances, including the nature of
t he Canadi an banki ng busi ness, the use of the advanced funds in
t he busi ness and normal ri sk managenment practices for banks, were
instead ternms that would be agreed to by the bank and the
borr ower .

Weak currency
debt —
interpretation

20.3 (1) The definitions in this subsection apply in this
secti on.

"exchange date"
« date de
| échange »

"exchange date" in respect of a weak currency debt of a taxpayer
means, if the debt is incurred or assuned by the taxpayer

(a) in respect of borrowed noney that is denonmnated in the
final currency, the day that the debt is incurred or assuned by
t he taxpayer; and

(b) in respect of borrowed noney that is not denom nated in the
final currency, or in respect of the acquisition of property,
the day on which the taxpayer uses the borrowed nobney or the
acquired property, directly or indirectly, to acquire funds
that are, or to settle an obligation that is, denomnated in
the final currency.

" hedgell -
« opération de
couverture »



"hedge" in respect of a weak currency debt owing by a taxpayer
means any agreenent nmade by the taxpayer

(a) that can reasonably be regarded as havi ng been nade by the
taxpayer primarily to reduce the taxpayer’s risk, with respect
to paynments of principal or interest in respect of the debt, of
fluctuations in the value of the weak currency; and

(b) that is identified by the taxpayer as a hedge in respect of
the debt in a designation in prescribed form filed with the
M nister on or before the 30th day after the day the taxpayer
enters into the agreenent.

"weak currency
debt "

« dette en

devi se faible »

"weak currency debt" of a taxpayer neans a particular debt in a
foreign currency (in this section referred to as the "weak
currency"), incurred or assuned by the taxpayer at a particular
time after February 27, 2000, in respect of a borrow ng of noney
or an acquisition of property,

(a) where

(i) the borrowed noney is denonminated in a currency (in this
section referred to as the "final currency") other than the
weak currency, is used for the purpose of earning incone from
a business or property and is not used to acquire funds in a
currency other than the final currency,

(i1) the borrowed noney or the acquired property is used,
directly or indirectly, to acquire funds that are denomn nat ed
in a currency (in this section referred to as the "fina
currency") other than the weak currency, that are used for
t he purpose of earning i ncone from a busi ness or property and
that are not used to acquire funds in a currency other than
the final currency,

(iii) the borrowed noney or the acquired property is used,
directly or indirectly, to settle an obligation that is
denom nated in a currency (inthis sectionreferred to as the
"final currency") other than the weak currency, that is
i ncurred or assumed for the purpose of earning i ncone from a
busi ness or property and that is not incurred or assuned to
acquire funds in a currency other than the final currency, or

(iv) the borrowed noney or the acquired property is used,
directly or indirectly, to settle another weak currency debt



inrespect of which the final currency (which is deened to be
the final currency in respect of the particular debt) is a
currency other than the currency of the particul ar debt;

(b) where the anmobunt of the particular debt (together with any
ot her debt that would, but for this paragraph, be a weak
currency debt, and that can reasonably be regarded as having
been i ncurred or assuned by the taxpayer as part of a series of
transactions that includes the incurring or assunption of the
particul ar debt) exceeds $500, 000; and

(c) where the rate at which interest is payable in the weak
currency in respect of the particul ar debt exceeds by nore t han
two percentage points the rate at which interest would have
been payable in the final currency if at the particular tinme
the taxpayer had instead incurred or assuned an equival ent
anount of debt in the final currency on the sanme terns (other
than the rate of interest), with such nodifications as the
difference in currency requires.

| nt erest and
gai n

(2) Notwithstanding any other provision of this Act, the
following rules apply in respect of a weak currency debt of a
t axpayer (other than a corporation described in one or nore of
par agraphs (a), (b), (c) and (e) of the definition "specified
financial institution" in subsection 248(1)):

(a) no deduction on account of interest that accrues on the debt
after the day that is the later of June 30, 2000 and t he exchange
date shall exceed the amobunt of interest that would, if at the
time of incurring or assum ng the debt the taxpayer had instead
i ncurred or assuned an equi val ent anmount of debt, the principal
and interest in respect of which were denomnated in the final
currency, on the sane terns (other than the rate of interest and
with such other nodifications as the difference in currency
requires), have accrued on the equival ent debt after that day;

(b) the amount, if any, of the taxpayer’s gain or loss (in this
section referred to as a "foreign exchange gain or loss") for a
taxation year on the settlement or extinguishment of the debt
that arises because of the fluctuation in the value of any
currency shall be included or deducted, as the case may be, in
conputing the taxpayer’s incone for the year from t he busi ness or
the property to which the debt rel ates; and

(c) the ampbunt of any interest on the debt that was, because of
this subsection, not deductible is deened, for the purpose of
conputing the taxpayer’s foreign exchange gain or |loss on the



settl enent or extingui shment of the debt, to be an anpbunt paid by
t he taxpayer to settle or extinguish the debt.

Hedges

(3) I'n applying subsection (2) in circunstances where a taxpayer
has entered into a hedge in respect of a weak currency debt, the
anount paid or payable in the weak currency for a taxation year on
account of interest on the debt, or paid in the weak currency in
t he year on account of the debt’s principal, shall be decreased by
t he anbunt of any forei gn exchange gain, or increased by the anmount
of any foreign exchange | oss, on the hedge in respect of the anpount
so paid or payabl e.

Repaynent of
princi pal

(4) If the anobunt (expressed in the weak currency) outstandi ng on
account of principal in respect of a weak currency debt is reduced
before maturity (whether by repaynent or otherw se), the anount
(expressed in the weak currency) of the reduction is deened, except
for the purposes of determning the rate of interest that would
have been charged on an equivalent loan in the final currency and
appl yi ng paragraph (b) of the definition "weak currency debt" in
subsection (1), to have been a separate debt from the tine the debt
was incurred or assunmed by the taxpayer.

(2) Section 20.2, as enacted by subsection (1), applies after
June 27, 1999 except that in its application to anmounts all ocated
or provided before the day that is 14 days after August 8, 2000,
the definition "branch advance" in subsection 20.2(1), as enacted
by subsection (1), shall be read as foll ows:

"branch advance" of an authorized foreign bank at a particular tine
means an anount allocated or provided by, or on behalf of, the
bank to, or for the benefit of, its Canadi an banking business
under terns that were docunented, on or before Decenber 31, 2000,
to the sane extent as, and in a formsimlar to the formin
whi ch, the bank would ordinarily docunent a loan by it to a
person with whomit deals at armis |ength.

(3) Section 20.3 of the Act, as enacted by subsection (1),
applies to taxation years that end after February 27, 2000.

(4) A designation described in paragraph (b) of the definition
"hedge" in subsection 20.3(1) of the Act, as enacted by subsection
(1), is deened to have been filed in atinmely manner if it is filed
on or before the later of July 31, 2000 and the 30th day after the
day the taxpayer agrees to the hedge.



15. (1) Subsection 21(2) of the Act is replaced by the foll ow ng:

Bor r owed noney
used for

expl oration or
devel opnent

(2) Where in a taxation year a taxpayer has used borrowed noney
for the purpose of exploration, devel opnent or the acquisition of
property and the expenses incurred by the taxpayer in respect of
those activities are Canadi an expl orati on and devel opnent expenses,
Canadi an exploration expenses, Canadian devel opnent expenses,
Canadi an oil and gas property expenses, foreign resource expenses
in respect of a country, or foreign exploration and devel opnent
expenses, as the case may be, if the taxpayer so el ects under this
subsection in the taxpayer’s return of incone for the year,

(a) in conputing the taxpayer’s incone for the year and for such
of the three i mmedi ately precedi ng taxation years as the taxpayer
had, paragraphs 20(1)(c), (d), (e) and (e.1) do not apply to the
amount or to the part of the anobunt specified in the taxpayer’s
el ection that, but for that election, would be deductible in
conputing the taxpayer’s income (other than exenpt inconme or
inconme that is exenpt from tax under this Part) for any such year
in respect of the borrowed noney used for the exploration,
devel opment or acquisition of property, as the case may be; and

(b) the anmpbunt or the part of the anmount, as the case may be,
described in paragraph (a) is deened to be Canadi an expl oration
and devel opnent expenses, Canadi an expl orati on expenses, Canadi an
devel opnment expenses, Canadian oil and gas property expenses,
foreign resource expenses in respect of a country, or foreign
exploration and devel opnment expenses, as the case may be,
incurred by the taxpayer in the year.

(2) Subsection 21(4) of the Act is anended by striking out the
word "and" at the end of paragraph (a) and by replacing the portion
after paragraph (a) with the foll ow ng:

<?[ip2n,2n]>(b) in each taxation year, if any, after that
precedi ng taxation year and before the particular year, nade an
el ection under this subsection covering the total anmount that, but
for that election, would have been deductible in conputing the
taxpayer’s inconme (other than exenpt inconme or incone that is
exenpt from tax under this Part) for each such year in respect of
the borrowed noney used for the exploration, developnment or
acqui sition of property, as the case may be, and

(c) so elects in the taxpayer’s return of incone for the
particul ar year



the follow ng rul es apply:

(d) paragraphs 20(1)(c), (d), (e) and (e.1) do not apply to the
anount or to the part of the anpbunt specified in the election
that, but for the el ection, would be deductible in conputing the
t axpayer’s inconme (other than exenpt income or inconme that is
exenpt from tax under this Part) for the particular year in
respect of the borrowed noney used for the exploration,
devel opnent or acquisition of property, and

(e) the anmpbunt or part of the anmobunt, as the case nmay be, is
deened to be Canadian exploration and devel opnment expenses,
Canadi an expl oration expenses, Canadian devel opnent expenses,
Canadi an oi | and gas property expenses, foreign resource expenses
in respect of a country, or foreign exploration and devel opnment
expenses, as the case may be, incurred by the taxpayer in the
particul ar year

(3) Subsections (1) and (2) apply to taxation years that begin
after 2000.

16. (1) Paragraph 24(2)(d) of the Act is replaced by the
f ol | owi ng:

(d) for the purpose of determining after that tine the anount
requi red to be i ncl uded under paragraph 14(1)(b) in conmputing the
i ncome of the spouse, the common-|law partner or the corporation
in respect of any subsequent disposition of property of the
busi ness, there shall be added to t he anpbunt ot herw se determ ned
for Q in the definition "cunulative eligible capital” in
subsection 14(5) the amount, if any, determned for Q in that
definition in respect of the business of the individual
i nmedi ately before the individual ceased to carry on business.

(2) Subsection (1) applies to taxation years that end after
February 27, 2000.

17. (1) Subsection 27(2) of the Act is replaced by the follow ng:
Presunpti on

(2) Notw thstandi ng any ot her provision of this Act, a prescribed
federal Crown corporation and any corporation controlled by such a
corporation are each deenmed not to be a private corporation and
par agr aphs 149(1)(d) to (d.4) do not apply to those corporations.

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



18. (1) Paragraphs 28(4)(a) and (b) of the Act are replaced by
t he foll ow ng:

(a) for the year, if the taxpayer was non-resi dent throughout the
year; and

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

(2) Subsection 28(4.1) of the Act is repeal ed.

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

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

19. (1) The definition "foreign bank" in subsection 33.1(1) of
the Act is replaced by the foll ow ng:

"foreign bank"
« banque
étrangére »

"foreign bank" has the nmeani ng assigned by the definition "foreign
bank” in section 2 of the Bank Act (read wi thout reference to
paragraph (g)), except that an authorized foreign bank is not
considered to be a foreign bank in respect of its Canadian
banki ng busi ness;

(2) Subsection (1) applies after June 27, 1999.

20. (1) The definition "mning property" in subsection 35(2) of
the Act is replaced by the foll ow ng:

"m ni ng

property"
« bien mnier »

"m ning property" neans

(a) aright, licence or privilege to prospect, explore, drill
or mne for mnerals in a mneral resource in Canada, or

(b) real property in Canada (other than depreciabl e property)
the principal value of which depends on its mneral resource
cont ent;

(2) Subsection (1) applies to shares received after Decenber 21,
2000.



21. (1) Subsection 37(1) of the Act is anmended by adding the
followi ng after paragraph (d):

(d.1) the total of all amunts each of which is the super-
al l onance benefit amount (within the nmeaning assigned by
subsection 127(9)) for the year or for a preceding taxation year
in respect of the taxpayer in respect of a province,

(2) Subsection (1) applies to taxation years that begin after
February 2000 except that, if a taxpayer’s first taxation year that
begi ns after February 2000 ends before 2001, subsection (1) applies
to the taxpayer’s taxation years that begin after 2000.

22. (1) Paragraph 38(a) of the Act is replaced by the foll ow ng:

(a) subject to paragraphs (a.l1l) and (a.2), a taxpayer’'s taxable
capital gain for a taxation year from the disposition of any
property is 1/2 of the taxpayer’'s capital gain for the year from
t he disposition of the property;

(2) Paragraph 38(a.1l) of the Act is anmended by replacing the
reference to the fraction "3/8" with a reference to the fraction
"1/ 4".

(3) Section 38 of the Act is amended by adding the follow ng
after paragraph (a.1):

(a.2) a taxpayer’s taxable capital gain for a taxation year from
the disposition of a property is 1/4 of the taxpayer’s capital
gain for the year from the disposition of the property where

(1) the disposition is the making of a gift to a qualified
donee (other than a private foundation) of a property
described, in respect of the taxpayer, in paragraph 110.1(1)(d)
or in the definition "total ecological gifts" in subsection
118.1(1), or

(1i) the disposition is deened by section 70 to have occurred
and the taxpayer is deened by subsection 118.1(5) to have nade
a gift described in subparagraph (i) of the property;

(4) Paragraphs 38(b) and (c) of the Act are anmended by repl aci ng
the references to the fraction "3/4" with references to the
fraction "1/2".

(5) Subsections (1) and (4) apply to the 2000 and subsequent
taxation years except that

(a) for a taxation year of a taxpayer that ended before February
28, 2000, the references to the fraction "1/2" in paragraph 38(a)



of the Act, as enacted by subsection (1), and i n paragraphs 38(b)
and (c) of the Act, as enacted by subsection (4), shall be read
as references to the fraction "3/4",

(b) for a taxpayer’s taxation year that began after February 28,
2000 and ended before Cctober 17, 2000, the references to the
fraction "1/2" in paragraph 38(a) of the Act as enacted by
subsection (1) and in paragraphs 38(b) and (c) of the Act, as
enacted by subsection (4), shall be read as references to the
fraction "2/ 3",

(c) for a taxation year of a taxpayer that includes February 28,
2000 but does not include Cctober 18, 2000, the references to the
fraction "1/2" in paragraph 38(a) of the Act, as enacted by
subsection (1), and in paragraphs 38(b) and (c) of the Act, as
enacted by subsection (4), shall be read as references to the
fraction that applies to the taxpayer for that year, and for this
pur pose,

(1) where the amobunt of the taxpayer’s net capital gains from
di spositions of property in the period that began at the
begi nni ng of the year and ended at the end of February 27, 2000
(in this paragraph referred to as the "first period") exceeds
the amount of the taxpayer’s net capital |osses from
di spositions of property in the period that begins at the
begi nni ng of February 28, 2000 and ends at the end of the year
(in this paragraph referred to as the "second period"), the
fraction that applies to the taxpayer for the year is 3/4,

(1i1) where the anpbunt of the taxpayer’s net capital |osses from
di spositions of property inthe first period exceeds the anmount
of the taxpayer’s net capital gains from dispositions of
property in the second period, the fraction that applies to the
t axpayer for the year is 3/4,

(1i1) where the anount of the taxpayer’s net capital gains from
di spositions of property in the first period is |less than the
anount of the taxpayer’s net capital |osses from di spositions
of property in the second period, the fraction that applies to
t he taxpayer for the year is 2/3,

(1v) where the anpbunt of the taxpayer’s net capital |osses from
di spositions of property in the first period is |less than the
anount of the taxpayer’s net capital gains fromdi spositions of
property in the second period, the fraction that applies to the
t axpayer for the year is 2/3,

(v) where the taxpayer has only net capital gains, or only net
capital | osses, from dispositions of property in each of the



first and second periods, the fraction that applies to the
t axpayer for the year is the fraction determ ned by the formul a

(3/4 x A+ 2/3 x B)/(A+ B

wher e
A is the net capital gains or the net capital | osses, as
the case may be, of the taxpayer from di spositions of
property in the first period, and
B is the net capital gains or the net capital | osses, as

the case may be, of the taxpayer from di spositions of
property in the second period, and

(vi) where the net capital gains and net capital |osses of the
t axpayer for the year are nil, the fraction that applies to the
t axpayer for the year is 2/3,

(d) for a taxation year of a taxpayer that began after February
27, 2000 and includes Cctober 18, 2000, the references to the
fraction "1/2" in paragraph 38(a) of the Act, as enacted by
subsection (1), and in paragraphs 38(b) and (c) of the Act, as
enacted by subsection (4), shall be read as references to the
fraction that applies to the taxpayer for that year, and for this
pur pose,

(1) where the amobunt of the taxpayer’s net capital gains from
di spositions of property in the period that began at the
begi nning of the year and ended at the end of October 17, 2000
(in this paragraph referred to as the "first period") exceeds
the amount of the taxpayer’s net capital |osses from
di spositions of property in the period that begins at the
begi nni ng of Cctober 18, 2000 and ends at the end of the year
(in this paragraph referred to as the "second period"), the
fraction that applies to the taxpayer for the year is 2/3,

(1i) where the anpbunt of the taxpayer’s net capital |osses from
di spositions of property inthe first period exceeds the anmount
of the taxpayer’s net capital gains from dispositions of
property in the second period, the fraction that applies to the
t axpayer for the year is 2/3,

(1i1) where the anount of the taxpayer’s net capital gains from
di spositions of property in the first period is less than the
anount of the taxpayer’s net capital |osses from di spositions
of property in the second period, the fraction that applies to
t he taxpayer for the year is 1/2,



(1v) where the anbunt of the taxpayer’s net capital |osses from
di spositions of property in the first period is |less than the
anount of the taxpayer’s net capital gains fromdi spositions of
property in the second period, the fraction that applies to the
t axpayer for the year is 1/2,

(v) where the taxpayer has only net capital gains, or only net
capital |osses, from dispositions of property in each of the
first and second periods, the fraction that applies to the
t axpayer for the year is the fraction determ ned by the formul a

(2/3 x A+ 1/2 x B)/(A + B)

wher e
A is the net capital gains or the net capital | osses, as
the case may be, of the taxpayer from di spositions of
property in the first period, and
B is the net capital gains or the net capital | osses, as

the case may be, of the taxpayer from di spositions of
property in the second period, and

(vi) where the net capital gains and net capital |osses of the
t axpayer for the year are nil, the fraction that applies to the
t axpayer for the year is 1/2,

(e) for a taxation year of a taxpayer that includes February 27,
2000 and COctober 18, 2000, the references to the fraction "1/2"
i n paragraph 38(a) of the Act, as enacted by subsection (1), and
i n paragraphs 38(b) and (c) of the Act, as enacted by subsection
(4), shall be read as references to the fraction that applies to
t he taxpayer for that year, and for this purpose,

(1) the fraction that applies to the taxpayer for the year is
3/4, where

(A) the anmpbunt by which the anmpbunt of the taxpayer’s net
capital gains from dispositions of property in the period
t hat began at the begi nning of the year and ended at the end
of February 27, 2000 (in this paragraph referred to as the
"first period") exceeds the amount of the taxpayer’'s net
capital losses from dispositions of property in the period
t hat began at the begi nning of February 28, 2000 and ended at
t he end of Cctober 17, 2000 (in this paragraph referred to as
the "second period")

exceeds



(B) the amount of the taxpayer’'s net capital |osses from
di spositions of property in the period that begins at the
begi nni ng of Cct ober 18, 2000 and ends at the end of the year
(in this paragraph referred to as the "third period"),

(1i) the fraction that applies to the taxpayer for the year is
3/4, where

(A) the anmpbunt by which the anmpbunt of the taxpayer’s net
capital | osses from dispositions of property in the first
peri od exceeds the amount of the taxpayer’s net capital gains
from di spositions of property in the second period

exceeds

(B) the anobunt of the taxpayer’s net capital gains from
di spositions of property in the third period,

(tii) the fraction that applies to the taxpayer for the year is
2/ 3, where

(A) the anpbunt by which the ampbunt of the taxpayer’s net
capital gains from dispositions of property in the second
period exceeds the anount of the taxpayer’s net capital
| osses fromdispositions of property in the first period

exceeds

(B) the amount of the taxpayer’s net capital |osses from
di spositions of property in the third period,

(tv) the fraction that applies to the taxpayer for the year is
2/ 3, where

(A) the anmpbunt by which the anmpbunt of the taxpayer’s net
capital losses from dispositions of property in the second
peri od exceeds the amount of the taxpayer’s net capital gains
fromdi spositions of property in the first period

exceeds

(B) the anobunt of the taxpayer’s net capital gains from
di spositions of property in the third period,

(v) where the taxpayer has net capital gains in each of the
first and second periods and the total anmount of those net
capital gains in those periods exceeds the anount of the
taxpayer’s net capital losses inthe third period, the fraction
that applies to the taxpayer for the year is the fraction that
is determned by the formula



(3/4 x A+ 2/3 x B)/(A+ B

wher e
A is the net capital gains of the taxpayer from
di spositions of property in the first period, and
B 1is the net capital gains of the taxpayer from

di spositions of property in the second peri od,

(vi) where the taxpayer has net capital |osses in each of the
first and second periods and the total anmount of those net
capital losses in those periods exceeds the amount of the
taxpayer’s net capital gains in the third period, the fraction
that applies to the taxpayer for the year is the fraction that
is determned by the formul a

(3/4 x A+ 2/3 x B)/(A+ B

wher e
A is the net <capital I|osses of the taxpayer from
di spositions of property in the first period, and
B is the net capital |osses of +the taxpayer from

di spositions of property in the second peri od,

(vii) where the taxpayer has only net capital gains, or only
net capital |osses, from dispositions of property in each of
the first, second and third periods, the fraction that applies
to the taxpayer for the year is the fraction that is determ ned
by the formul a

(34 x A+2/3xB+1/2x OQ/(A+ B+ C

wher e
A is the taxpayer’'s net capital gains or net capita
| osses, as the case may be, from dispositions of
property in the first period,
B is the taxpayer’s net capital gains or net capita

| osses, as the case may be, from dispositions of
property in the second period, and

C is the taxpayer’'s net capital gains or net capita
| osses, as the case may be, from dispositions of
property in the third period,



(viii) where the anmount of the taxpayer’s net capital gains
from di spositions of property in the first period exceeds the
anount of the taxpayer’s net capital |osses from di spositions
of property in the second period and the taxpayer has net
capital gains from dispositions of property in the third
period, the fraction that applies to the taxpayer for the year
is the fraction that is determined by the formul a

(3/4 x A+ 1/2 x B)/(A + B)

wher e
A is the anmount by which the taxpayer’s net capital gains
from dispositions of property in the first period
exceeds t he anobunt of the taxpayer’s net capital | osses
fromdi spositions of property in the second period, and
B is the taxpayer’s net capital gains fromdispositions

of property in the third period,

(1 x) where the anpbunt of the taxpayer’s net capital |osses from
di spositions of property inthe first period exceeds the anmount
of the taxpayer’s net capital gains from dispositions of
property in the second period and the taxpayer has net capital
| osses fromdispositions of property in the third period, the
fraction that applies to the taxpayer for the year is the
fraction that is determned by the formula

(3/4 x A+ 1/2 x B)/(A + B)
wher e

A is the anount by which the taxpayer’s net capital
| osses from dispositions of property in the first
peri od exceeds t he anount of the taxpayer’s net capital
gains from dispositions of property in the second
period, and

B is the taxpayer’'s net capital |osses fromdispositions
of property in the third period,

(x) where the amobunt of the taxpayer’s net capital gains from
di spositions of property in the second period exceeds the
anount of the taxpayer’s net capital |osses from di spositions
of property in the first period and the taxpayer has net
capital gains from dispositions of property in the third
period, the fraction that applies to the taxpayer for the year
is the fraction that is determined by the formul a

(2/3 x A+ 1/2 x B)/(A + B)



wher e
A is the amount by which the taxpayer’s net capital gains
from dispositions of property in the second period
exceeds t he anobunt of the taxpayer’s net capital | osses
fromdi spositions of property in the first period, and
B is the taxpayer’s net capital gains fromdispositions

of property in the third period,

(xi) where the anpbunt of the taxpayer’s net capital |osses from
di spositions of property in the second period exceeds the
anount of the taxpayer’s net capital gains fromdi spositions of
property in the first period and the taxpayer has net capital
| osses fromdispositions of property in the third period, the
fraction that applies to the taxpayer for the year is the
fraction that is determ ned by the formula

(2/3 x A+ 1/2 x B)/(A + B)

wher e
A is the anobunt by which the taxpayer’s net capital
| osses from dispositions of property in the second
peri od exceeds t he anount of the taxpayer’s net capital
gains from dispositions of property in the first
period, and
B is the taxpayer’'s net capital |osses fromdispositions

of property in the third period, and

(xii) in any other case, the fraction that applies to the
t axpayer for the year is 1/2, and

in determining the fraction that applies to a taxpayer under
par agraphs (a) to (e) for the year, the follow ng rules apply:

(f) the net capital gains of the taxpayer from dispositions of
property in a period is the anmount, if any, by which the
taxpayer’s capital gains from dispositions of property in the
peri od exceed the taxpayer’s capital | osses fromdi spositions of
property in the period,

(g) the net capital |osses of the taxpayer from di spositions of
property in a period is the anmount, if any, by which the
taxpayer’s capital |osses from dispositions of property in the
period exceed the taxpayer’s capital gains fromdispositions of
property in the period,



(h) the net anount included as a capital gain of the taxpayer for
a taxation year froma disposition to which paragraph 38(a.2) of
the Act, as enacted by subsection (3), applies or from a
di sposition to which paragraph 38(a.1) of the Act, as enacted by
subsection (2), applies, is deened to be equal to one half of the
capi tal gain,

(1) the net anount included as a capital gain of the taxpayer for
a taxation year from a disposition of property before the year
because of subparagraphs 40(1)(a)(ii) and (iii) of the Act is
deened to be a capital gain of the taxpayer froma di sposition of
property on the first day of the year,

(j) each capital loss that is a business investnent | oss shall be
determ ned w t hout reference to subsections 39(9) and (10) of the
Act ,

(k) where an anount is included in conputing the inconme of the
t axpayer for the year because of subsection 80(13) of the Act in
respect of a commercial obligation that is settled, the anount
t hat woul d be determ ned under that subsection in respect of the
obligation, if the value of Ein the fornmula in that subsection
were 1, is deened to be a capital gain of the taxpayer from a
di sposition of property on the day on which the settlenent
occurs,

(1) the taxpayer’s capital gains and | osses fromdi spositions of
property (other than taxable Canadian property) while the
taxpayer is a non-resident are deened to be nil,

where an election is nmade by a taxpayer under paragraph
104(21.4)(d) of the Act, as enacted by subsection 78(23),
subsection 104(21.5) of the Act, as enacted by subsecti on 78(23),
subsection 130.1(4.4) or (4.5) of the Act, as enacted by
subsection 127(4), or subsection 131(1.7) or (1.9) of the Act, as
enacted by subsection 128(2), for a year, the portion of the
t axpayer’s net capital gains for the year that are to be treated
as being in respect of capital gains realized on dispositions of
property that occurred in a particular period in the year is that
proportion of those net capital gains that the nunber of days in
the particular period is of the nunber of days in the year,

(n) where the el ection nade under paragraph 104(21.4)(d) of the
Act, as enacted by subsection 78(23), or subsection 104(21.5) of
the Act, as enacted by subsection 78(23), for the year was nmade
by a personal trust, the portion of the taxpayer’s net capital
gains for the year that are to be treated as being in respect of
capital gains realized on dispositions of property that occurred
in a particular period in the year is that proportion of those
net capital gains that the nunmber of days in the particular



period is of the nunber of days that are in all periods in the
year in which a net gain was realized,

(0) where an anount is designated under subsection 104(21) of the
Act in respect of a beneficiary by a trust in respect of the net
taxabl e capital gains of the trust for a taxation year of the
trust and the trust does not el ect under paragraph 104(21.4)(d)
of the Act, as enacted by subsection 78(23), for the year, the
deened gains of the beneficiary referred to in subsection
104(21.4) of the Act, as enacted by subsection 78(23), are deened
to have been realized in each period in the year in a proportion
that is equal to the sane proportion that the net capital gains
of the trust realized by the trust in that period is of all the
net capital gains realized by the trust in the year,

(p) where in the course of adm nistering the estate of a deceased
t axpayer, a capital loss froma disposition of property by the
| egal representative of a deceased taxpayer is deened under
par agraph 164(6)(c) of the Act to be a capital loss of the
deceased taxpayer from the disposition of property by the
taxpayer in the taxpayer’'s last taxation year and not to be a
capital loss of the estate, the capital loss is deenmed to be from
t he disposition of a property by the taxpayer i medi ately before
t he taxpayer’s death

(q) each capital gain referred to in paragraph 104(21.4)(a) of
the Act, as enacted by subsection 78(23), in respect of a
beneficiary, shall be determined as if that paragraph were read
wi thout reference to subparagraph 104(21.4)(a)(ii) of the Act,

(r) where no capital gains or |losses are realized in a period,
the ampbunt of net capital gains or losses for that period is
deened to be nil

(s) where a net amount is included as a capital gain of a
t axpayer for a taxation year because of the granting of an option
under subsection 49(1) of the Act, the net anmount is deened to be
a capital gain of the taxpayer froma disposition of property on
the day on which the option was granted,

(t) where a net amount is included as a capital gain of a
corporation for its taxation year under subsection 49(2) of the
Act because of the expiration of an option that was granted by
t he corporation, the net amount is deenmed to be a capital gain of
the corporation from a disposition of property on the day on
whi ch the option expired,

(u) where a net amount is included as a capital gain of a trust
for its taxation year under subsection 49(2.1) of the Act because
of the expiration of an option that was granted by the trust, the



net anount is deenmed to be a capital gain of the trust from a
di sposition of property on the day on which the option expired,
and

(v) where a net ampunt is included as a capital gain of a
t axpayer for a taxation year because of subsection 49(3), (3.01)
or (3.1) of the Act, the net anount is deened to be a capita
gain of the taxpayer froma disposition of property on the day on
whi ch the option was exercised.

(6) Subsection (2) applies to the 2000 and subsequent taxation
years except that

(a) for a taxation year of a taxpayer that includes either
February 28, 2000 or Cctober 17, 2000, the reference to the
fraction "1/4" in paragraph 38(a.1l) of the Act, as enacted by
subsection (2), shall be read as a reference to 1/2 of the
fraction in paragraph 38(a) of the Act, as enacted by subsection
(1), that applies to the taxpayer for the year; and

(b) for a taxation year that ended before February 28, 2000, the
reference to the fraction "1/4" in paragraph 38(a.1l) of the Act,
as enacted by subsection (2), shall be read as a reference to the
fraction "3/8".

(7) Subsection (3) applies to gifts made by a taxpayer after
February 27, 2000 except that

(a) if the taxpayer’s taxation year began after February 28, 2000
and ended before Cctober 17, 2000, the reference to the fraction
"1/ 4" in paragraph 38(a.2) of the Act, as enacted by subsection
(3), shall be read as a reference to the fraction "1/3"; and

(b) if the taxpayer’s taxation year includes either February 28,
2000 or Cctober 17, 2000, the reference to the fraction "1/4" in
par agr aph 38(a.2) of the Act, as enacted by subsection (3), shal
be read as a reference to 1/2 of the fraction in paragraph 38(a)
of the Act, as enacted by subsection (1), that applies to the
t axpayer for the year.

23. (1) Subparagraphs 39(9)(b)(i) to (i.2) of the Act are
repl aced by the follow ng:

(i) the total of all anmpbunts each of which is tw ce the anount

deducted by the taxpayer under section 110.6 in conputing the

t axpayer’s taxable incone for a preceding taxation year that
(A) ended before 1988, or

(B) begins after October 17, 2000,



(i.1) the total of all amounts each of which is

(A) 3/2 of the anmount deducted under section 110.6 in
conputing the taxpayer’s taxable income for a preceding
taxation year that

(1) ended after 1987 and before 1990, or

(I'l) began after February 27, 2000 and ended bef ore COct ober
18, 2000, or

(B) the anpbunt determned by nultiplying the reciprocal of
the fraction in paragraph 38(a) that applies to the taxpayer
for each of the taxpayer’s taxation years that includes
ei ther February 28, 2000 or Cctober 18, 2000 by the anount
deducted under section 110.6 in conputing the taxpayer’s
taxabl e i ncone for that year, and

(i.2) the total of all amounts each of which is 4/3 of the
amount deduct ed under section 110.6 in conmputing the taxpayer’s
taxabl e incone for a preceding taxation year that ended after
1989 and before February 28, 2000

(2) Subparagraphs 39(10)(b)(i) to (i.2) of the Act are repl aced
by the foll ow ng:

(i) the total of all anmpbunts each of which is tw ce the anount
designated by the trust under subsection 104(21.2) in respect
of a beneficiary in its return of inconme for a preceding
taxation year that

(A) ended before 1988, or
(B) begins after October 17, 2000,
(i.1) the total of all amounts each of which is
(A 3/2 of the anpbunt designated by the trust under
subsection 104(21.2) in respect of a beneficiary in its
return of incone for a preceding taxation year that
(1) ended after 1987 and before 1990, or

(I'l) began after February 27, 2000 and ended bef ore Oct ober
18, 2000, or

(B) the anpbunt determined by nmultiplying the reciprocal of
the fraction in paragraph 38(a) that applies to the trust for
each of the trust’s taxation years that includes either
February 28, 2000 or Cctober 18, 2000 by the anount



desi gnat ed by the trust under subsection 104(21.2) in respect
of a beneficiary inits return of incone for that year, and

(i.2) the total of all amounts each of which is 4/3 of the
amount designated by the trust under subsection 104(21.2) in
respect of a beneficiary in its return of incone for a
preceding taxation year that ended after 1989 and before
February 28, 2000

(3) Subsection 39(11) of the Act is replaced by the follow ng:

Recovery of bad
debt

(11) Where an anmount is received in a taxation year on account of
a debt (in this subsection referred to as the "recovered anount")
in respect of which a deduction for bad debts had been nade under
subsection 20(4.2) in conputing a taxpayer’s incone for a preceding
taxation year, the amount, if any, by which 1/2 of the recovered
anmount exceeds the anmount determ ned under paragraph 12(1)(i.1) in
respect of the recovered amount is deened to be a taxable capital
gain of the taxpayer froma disposition of capital property in the
year.

(4) Subsections (1) to (3) apply to taxation years that end after
February 27, 2000 except that, for taxation years that ended after
February 27, 2000 and before COctober 18, 2000, the reference to the
fraction "1/2" in subsection 39(11) of the Act, as enacted by
subsection (3), shall be read as areference to the fraction "2/3".

24. (1) Paragraphs (a) and (b) of the description of C in the
definition "exenpt capital gains bal ance" in subsection 39.1(1) of
the Act are replaced by the foll ow ng:

(a) if the entity is a trust described in any of paragraphs (d)
and (h) to (j) of the definition "flowthrough entity” in this
subsection, the total of

(i) 3/2 of the total of all anmounts each of which is the anpunt
by which the individual’'s taxable capital gain (determ ned
w thout reference to this section), for a preceding taxation
year that began after February 27, 2000 and ended before
Cctober 18, 2000 that resulted from a designation made under
subsection 104(21) by the trust, was reduced under subsection

(3),

(ii1) 4/3 of the total of all anpbunts each of which is the
amount by which the individual’s taxable capital gain
(determ ned without reference to this section), for a precedi ng
taxation year that ended before February 28, 2000 and that



resulted from a designati on made under subsection 104(21) by
the trust, was reduced under subsection (3),

(tii1) the amount cl ainmed by the individual under subparagraph
104(21.4)(a)(ii) for a preceding taxation year, and

(tv) twice the total of all anmounts each of which is the anount
by which the individual’s taxable capital gain (determ ned
w thout reference to this section) for a preceding taxation
year that began after October 17, 2000 and that resulted from
a designati on nade under subsection 104(21) by the trust, was
reduced under subsection (3),

(b) if the entity is a partnership, the total of
(i) 3/2 of the total of

(A) the total of all anmounts each of which is the anount by
which the individual’s share of the partnership s taxable
capital gains (determ ned wi thout reference to this section),
for its fiscal period that began after February 27, 2000 and
ended before Cctober 18, 2000, was reduced under subsection
(4), and

(B) the total of all anmounts each of which is the anount by
whi ch the individual’s share of the partnership’ s inconme from
a business (determ ned without reference to this section),
for its fiscal period that began after February 27, 2000 and
ended before Cctober 18, 2000, was reduced under subsection

(5),
ii) 4/3 of the total of

)

(A) the total of all amounts each of which is the anpunt by
which the individual’s share of the partnership s taxable
capital gains (determ ned without reference to this section),
for its fiscal period that ended before February 28, 2000 and
in a preceding taxation year was reduced under subsection
(4), and

(B) the total of all amounts each of which is the anount by
whi ch the i ndividual’s share of the partnership’ s inconme from
a business (determ ned wi thout reference to this section),
for its fiscal period that ended before February 28, 2000 and
in a preceding taxation year, was reduced under subsection

(5),

(1i1) the product obtained when the reciprocal of the fraction
in paragraph 38(a) that applies to the partnership for its



fiscal period that includes either February 28, 2000 or Cct ober
17, 2000 is nmultiplied by the total of

(A) the total of all anpbunts each of which is the anmount by
which the individual’s share of the partnership s taxable
capital gains (determ ned without reference tothis section),
for its fiscal period that includes either February 28, 2000
or Cctober 17, 2000 and ended in a preceding taxation year,
was reduced under subsection (4), and

(B) the total of all anpbunts each of which is the anmount by
whi ch the i ndividual’s share of the partnership’ s inconme from
a business (determ ned wi thout reference to this section),
for its fiscal period that includes either February 28, 2000
or October 17, 2000 and ended in a preceding taxation year
was reduced under subsection (5), and

(

v) twice the total of

(A) the total of all amounts each of which is the anount by
which the individual’s share of the partnership s taxable
capital gains (determ ned without reference to this section),
for its fiscal period that began after Cctober 17, 2000 and
ended in a preceding taxation year, was reduced under
subsection (4), and

(B) the total of all amounts each of which is the anpbunt by
whi ch the i ndividual’s share of the partnership’s inconme from
a business (determ ned without reference to this section),
for its fiscal period that began after Cctober 17, 2000 and
ended in a preceding taxation year, was reduced under
subsection (5), and

(2) Paragraphs (a) and (b) of the description of B in subsection
39.1(2) of the Act are anended by replacing the reference to the
expression "4/3 of" with a reference to the word "tw ce".

(3) Subsection 39.1(3) of the Act is anended by replacing the
reference to the fraction "3/4" with a reference to the fraction
"1/ 2".

(4) The description of A in subsection 39.1(4) of the Act is
anmended by replacing the reference to the fraction "3/4" with a
reference to the fraction "1/2".

(5) Subsection 39.1(5) of the Act is replaced by the foll ow ng:
Reduction in

share of
partnership’ s



incpne froma
busi ness

(5) An individual’s share otherwi se determned for a taxation
year of the income of a partnership from a business for the
partnership’s fiscal period that ends in the year and the
i ndividual’s share of the partnership s taxable capital gain, if
any, arising under paragraph 14(1)(b) shall be reduced by such
amount as the individual clains, not exceeding the | esser of

(a) the anpbunt, if any, by which 1/2 of the individual’ s exenpt
capi tal gains bal ance for the year in respect of the partnership
exceeds the total of

(1) the amount, if any, clained under subsection (4) by the
i ndi vidual for the year in respect of the partnership, and

(ii) all amounts, if any, clainmed under this subsection by the
i ndividual for the year in respect of other businesses of the
partnership, and

(b) the anpbunt determi ned by the formula
A x (B O
wher e

A is the anount included under paragraph 14(1)(b) in
conputing the income of the partnership from the
busi ness for the fiscal period,

B is the anpbunt that woul d ot herwi se be the individual’s
share of the partnership’ s incone fromthe busi ness for
the fiscal period, and

C is the partnership’s incone fromthe business for the
fiscal period.

(6) Subsection (1) applies to taxation years that end after
February 27, 2000.

(7) Subsections (2) to (5) apply to taxation years that end after
February 27, 2000 except that, where the taxation year of an entity
that ends in the taxpayer’s taxation year includes either February
28, 2000 or Cctober 17, 2000 or began after February 28, 2000 and
ended before Cctober 17, 2000,

(a) the reference to the word "twi ce" in paragraphs (a) and (b)
of the description of B in subsection 39.1(2) of the Act, as
enacted by subsection (2), shall be read as a reference to the



expression "the fraction that is the reciprocal of the fraction
i n paragraph 38(a), as enacted by subsection 22(1) of the Incone
Tax Amendnents Act, 2000, that applies to the entity for its
taxation year that ends in the taxpayer’s taxation year,
mul tiplied by";

(b) the reference to the fraction "1/2" in subsection 39.1(3) of
the Act, as enacted by subsection (3), shall be read as a
reference to the fraction in paragraph 38(a) of the Act, as
enacted by subsection 22(1), that applies to the entity for its
taxation year that ends in the taxpayer’s taxation year

(c) the reference to the fraction "1/2" in the description of A
in subsection 39.1(4) of the Act, as enacted by subsection (4),
shall be read as reference to the fraction in paragraph 38(a) of
the Act, as enacted by subsection 22(1), that applies to the
entity for its taxation year that ends in the taxpayer’s taxation
year ;

(d) the reference to the fraction "1/2" in subsection 39.1(5) of
the Act, as enacted by subsection (5), shall be read as reference
to the fraction in paragraph 14(1)(b) of the Act, as enacted by
subsection 7(1), that applies tothe entity for its taxation year
that ends in the taxpayer’s taxation year; and

(e) subparagraph 39.1(5)(a)(i) of the Act, as enacted by
subsection (5), shall be read as foll ows:

(1) the amount, if any, clainmed under subsection (4) by the
individual for the vyear in respect of the partnership
multiplied by the fraction obtained when the fraction in
par agraph 14(1)(b) applicable to the entity for its taxation
year that ends in the taxpayer’s taxation year is divided by
the fraction in paragraph 38(a) that applies to the entity for
t hat taxation year

25. (1) Cdause 40(2)(g)(iv)(A) of the Act is replaced by the
f ol | owi ng:

(A) a trust governed by a deferred profit sharing plan, an
enpl oyees profit sharing plan or a registered retirenent
i ncone fund under which the taxpayer is a beneficiary or
i mredi ately after the disposition becones a beneficiary, or

(2) Paragraph 40(3.14)(a) of the Act is replaced by the
f ol | owi ng:

(a) by operation of any law governing the partnership
arrangement, the liability of the nmenber as a nenber of the
partnership is limted (except by operation of a provision of a



statute of Canada or a province that limts the nenber’s
ltability only for debts, obligations and liabilities of the
partnership, or any nenber of the partnership, arising from
negligent acts or om ssions or m sconduct that another nenber of
the partnership or an enpl oyee, agent or representative of the
partnership commts in the course of the partnership business
while the partnership is alimted liability partnership);

(3) Section 40 of the Act is anmended by adding the follow ng
after subsection (3.6):

Losses pf
non-r esi dent

(3.7) If an individual disposes of a property at any tine after
having ceased to be resident in Canada, for the purposes of
appl yi ng subsections 100(4), 107(1) and 112(3) to (3.32) and (7) in
conputing the individual’s | oss from the disposition,

(a) the individual is deened to be a corporation in respect of
di vi dends received by the individual, or deened under Part XlI
to have been paid to the individual, at a particular tinme that is
after the time at which the individual |ast acquired the property
and at which the individual was non-resident; and

(b) an anmount on account of

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

(1i) each amount deened under Part Xl Il to have been paid to
the i ndividual at a particular tine described in paragraph (a),
as a dividend from a corporation resident in Canada, to the
extent that the anmount can reasonably be considered to relate
to the property,

is deened to be a taxable dividend that was received by the
i ndi vi dual and that was deducti bl e under section 112 i n conputi ng
the individual’s taxable income or taxable incone earned in
Canada for the taxation year that includes that particular tine.

(4) The portion of subsection 40(9) of the Act before the formnul a
is replaced by the follow ng:

Additions to
t axabl e
Canadi an

property



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

(a) that the person |ast acquired before April 27, 1995,

(b) that would not be a taxable Canadian property inmediately
before the disposition if section 115 were read as it applied to
di spositions that occurred on April 26, 1995, and

(c) that woul d be a taxabl e Canadi an property i medi ately before
the disposition if section 115 were read as it applied to
di spositions that occurred on January 1, 1996,

the person’s gain or loss fromthe disposition is deened to be the
amount determ ned by the formnul a

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

(6) Subsection (2) applies after 1997.

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

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

26. (1) Subsection 41(1) of the Act is anmended by repl acing the
reference to the fraction "3/4" with a reference to the fraction
"1/ 2".

(2) Subsection (1) applies to taxation years that end after
February 27, 2000 except that, for taxation years that include
either February 28, 2000 or OCctober 17, 2000 or began after
February 28, 2000 and ended before Cctober 17, 2000, the reference
tothe fraction "1/2" in subsection 41(1) of the Act, as enacted by
subsection (1), shall be read as a reference to the fraction in
par agraph 38(a) of the Act, as enacted by subsection 22(1), that
applies to the taxpayer for the year.

27. (1) Section 43 of the Act is replaced by the foll ow ng:

General rule
for part
di sposi tions

43. (1) For the purpose of conputing a taxpayer’s gain or |oss
for a taxation year fromthe disposition of part of a property, the
adjusted cost base to the taxpayer, immediately before the



di sposition, of that part is the portion of the adjusted cost base
to the taxpayer at that time of the whole property that can
reasonably be regarded as attributable to that part.

Ecol ogi cal
gifts

(2) For the purposes of subsection (1) and section 53, where at
any tinme a taxpayer di sposes of a servitude, covenant or easenent
to which land i s subject in circunstances where subsection 110. 1(5)
or 118.1(12) applies,

(a) the portion of the adjusted cost base to the taxpayer of the
land i nmmedi ately before the disposition that can reasonably be
regarded as attributable to the servitude, covenant or easenent,
as the case may be, is deened to be equal to the anpunt
determ ned by the fornul a

A x B/ C
wher e

A is the adjusted cost base to the taxpayer of the |and
i edi ately before the disposition,

B is the anount determ ned under subsection 110.1(5) or
118.1(12) in respect of the disposition, and

C isthe fair market value of the | and i mredi ately before the
di sposition; and

(b) for greater certainty, the cost to the taxpayer of the |and
shall be reduced at the tinme of the disposition by the anpbunt
det erm ned under paragraph (a).

Paynents out of
trust incone,
et c.

(3) Notw thstandi ng subsection (1), where part of a capital
interest of a taxpayer in a trust would, but for paragraph (h) or
(i) of the definition "disposition" in subsection 248(1), be
di sposed of solely because of the satisfaction of a right to
enforce paynent of an amount by the trust, no part of the adjusted
cost base to the taxpayer of the taxpayer’s capital interest in the
trust shall be allocated to that part of the capital interest.

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



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

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

28. (1) The portion of subsection 44(1) of the Act before
paragraph (a) is replaced by the foll ow ng:

Exchanges of
property

44. (1) Were at any tinme in a taxation year (in this subsection
referred to as the "initial year") an anount has becone receivable
by a taxpayer as proceeds of disposition of a capital property that
is not a share of the capital stock of a corporation (which capital
property is in this section referred to as the taxpayer’s "forner
property”) that is either

(2) Subsection (1) applies to shares di sposed of after April 15,
1999, other than shares disposed of after that date as a
consequence of a public takeover bid or offer filed with a public
authority before April 16, 1999.

29. (1) The Act is anmended by adding the follow ng after section
44.

Definitions

44.1 (1) The definitions in this subsection apply in this
secti on.

"ACB reduction"
« réduction du
pri x de base
rajusté »

"ACB reduction” of an individual in respect of a replacenent share
of the individual in respect of a qualifying disposition of the
i ndi vi dual nmeans the anmpunt determ ned by the fornula
Dx (EF
wher e

D is the permtted deferral of the individual in respect of
t he qualifying disposition;

E isthe qualifying cost to the individual of the replacenent
share; and



F is the qualifying cost to the individual of all the
repl acenent shares of the individual in respect of the
qual i fyi ng di sposition.

"active

busi ness

cor poration”

« Soci ét é
expl oi t ant

acti venent une
entreprise »

"active business corporation® at any tinme nmeans, subject to
subsection (10), a corporation that is, at that tine, a taxable
Canadi an corporation all or substantially all of the fair market
value of the assets of which at that tinme is attributable to
assets of the corporation that are

(a) assets used principally in an active business carried on by
the corporation or by an active business corporation that is
related to the corporation;

(b) shares issued by or debt ow ng by other active business
corporations that are related to the corporation; or

(c) a conbination of assets described in paragraphs (a) and
(b).

"carrying

val ue"

« val eur
conptable »

"carrying value" of the assets of a corporation at any tinme nmeans
t he anbunt at which the assets of the corporati on woul d be val ued
for the purpose of the corporation’ s balance sheet as of that
tinme if that balance sheet were prepared in accordance wth
general |y accepted accounting principles used in Canada at that
time, except that an asset of a corporation that is a share or
debt issued by a rel ated corporation is deened to have a carrying
val ue of nil.

" common shar e"
« action
ordinaire »

"common share" neans a share prescribed for the purpose of
par agraph 110(1)(d).



"eligible
pool i ng
arrangenent "

« arrangenent
adm ssi bl e de
m se en commun
»

"eligible pooling arrangenent™ in respect of an individual neans an
agreenent in witing nmade between the individual and another
person or partnership (which other person or partnership is
referred to in this definition and subsection (3) as the
"invest ment manager") where the agreenent provides for

(a) the transfer of funds or other property by the individual
to the i nvest ment manager for the purpose of maki ng i nvest nents
on behal f of the individual;

(b) the purchase of eligible snall business corporation shares
with those funds, or the proceeds of a disposition of the other
property, within 60 days after receipt of those funds or the
ot her property by the investnent manager; and

(c) the provision of a statenent of account to the individual
by the investnent nanager at the end of each nonth that ends
after the transfer disclosing the details of the investnent
portfolio held by the investnent nanager on behalf of the
i ndividual at the end of that nonth and the details of the
transacti ons made by the investnent manager on behalf of the
i ndi vi dual during the nonth.

"eligible smal
busi ness

cor poration”

« soci été

adm ssi bl e
expl oi tant une
petite
entreprise »

"eligible small business corporation” at any tine nmeans, subject to
subsection (10), a corporation that, at that tine, is a Canadi an-
controlled private corporation all or substantially all of the
fair market value of the assets of which at that tine is
attributable to assets of the corporation that are

(a) assets used principally in an active business carried on
primarily in Canada by the corporation or by an eligible snal
busi ness corporation that is related to the corporation;



(b) shares issued by or debt owing by other eligible snal
busi ness corporations that are related to the corporation; or

c) a conbination of assets described in paragraphs (a) and

(
(b).

"eligible smal
busi ness
corporation
share”

« action

dét erm née de
petite
entreprise »

"eligible small business corporation share" of an individual neans
a common share issued by a corporation to the individual if

(a) at the tine the share was issued, the corporation was an
eligible small business corporation; and

(b) imrediately before and after the share was issued, the
total carrying value of the assets of the corporation and
corporations related to it did not exceed $50, 000, 000.

"permtted
deferral "

« nontant de
report autoriseé
»

"permtted deferral” of an individual in respect of a qualifying
di sposition of the individual neans the anmount determ ned by the
formul a

(GH x I
wher e

C is the |esser of the amobunt included in the description of
H and the total of all amunts each of which is the
qual i fying cost to the individual of a replacenent share in
respect of the qualifying disposition;

H is the qualifying portion of the individual’ s proceeds of
di sposition from the qualifying disposition; and

is the qualifying portion of the individual’ s capital gain
from the qualifying disposition



"qualifying
cost"

« colt

adm ssible »

"qualifying cost” to an individual of particular repl acenent shares

of the individual in respect of a qualifying disposition of the
i ndi vidual that are shares of the capital stock of a particul ar
eligible small business corporation neans the | esser of

(a) the total of all anpbunts each of which is the cost to the
i ndi vi dual of such a replacenent share; and

(b) the anmount by which $2,000,000 exceeds the total of all
anounts each of which is the cost to the individual of a share
that was a share of the capital stock of the particular
el i gible small business corporation or of a corporation rel ated
to it at the time the particular replacenent shares were
acquired and that was a replacenent share of the individual in
respect of another qualifying disposition.

"qual i fying
di sposition”
« di sposition
adm ssi ble »

"qualifying disposition” of an individual (other than a trust)

means, subject to subsection (9), a disposition of shares of the
capital stock of a corporation where each such share di sposed of
was

(a) an eligible small business corporation share of the
i ndi vi dual ;

(b) throughout the period during which the individual owned t he
share, a common share of an active business corporation; and

(c) throughout the 185-day period that ended i medi ately before
t he disposition of the share, owned by the individual.

"qualifying
portion of a
capital gain"

« partie

adm ssi ble d un
gain en capita

»



"qualifying portion of a capital gain" of an individual from a
particular qualifying disposition of the individual neans the
anount determ ned by the formul a

Jx (1 - (KL))
wher e

J is the individual’s capital gain from the particular
qual i fying disposition, determned w thout reference to
this section

K is the amount, if any, by which the total of

(a) the total of all anpbunts each of which is the adjusted
cost base to the individual of a share of a particular
corporation that was the subject of the particul ar qualifying
di sposition (which adjusted cost base shall be determ ned
i medi ately before the share was disposed of and w thout
reference to this section), and

(b) the total of all amounts each of which is the adjusted
cost base to the individual of a share of the particul ar
corporation or a corporationrelated toit at the tine of the
particular qualifying disposition that was the subject of
another qualifying disposition (in respect of which a
permtted deferral was deducted under this section by the
i ndividual) that occurred at or before the tinme of the
particul ar qualifying disposition (which adjusted cost base
shal | be determ ned i nmedi ately before the share was di sposed
of and without reference to this section)

exceeds
(c) $2,000,000; and

L is the total of all ampbunts each of which is the adjusted
cost base to the individual of a share of the particul ar
corporation that was the subject of the particular
qual i fying disposition (which adjusted cost base shall be
determ ned i mredi ately before the share was di sposed of and
wi thout reference to this section).

"qualifying
portion of the
proceeds of

di sposition”

« partie

adm ssi bl e du



produit de
di sposition »

"qualifying portion of the proceeds of disposition” of an
individual from a qualifying disposition mneans the anount
determ ned by the fornul a

M x (NO
wher e

M is the individual’s proceeds of disposition from the
qual i fyi ng di sposition;

N is the individual’s qualifying portion of the capital gain
from the qualifying disposition; and

C is the individual’s capital gain from the qualifying
di sposition, determ ned without reference to this section.

"repl acenent
shar e"

« action de
renpl acenent »

"repl acenent share" of an individual in respect of a qualifying
di sposition of the individual in a taxation year neans an
eligible smal|l business corporation share of the individual that
is

(a) acquired by the individual in the year or within 60 days
after the end of the year, but not |ater than 120 days after
the qualifying disposition occurred; and

(b) designated by the individual in the individual’s return of
i ncone for the year to be a repl acenent share in respect of the
qual i fyi ng di sposition.

Capital gain
deferra

(2) Wiere an individual has made a qualifying disposition in a
taxation year

(a) the individual’s capital gain for the year fronm the
qualifying disposition is deened to be the anmount by which the
individual’s capital gain for the year from the qualifying
di sposition, determned wthout reference to this section,
exceeds the individual’s permtted deferral in respect of the
qual i fyi ng di sposition;



(b) in computing the adjusted cost base to the individual of a
repl acenent share of the individual in respect of the qualifying
disposition at any tine after its acquisition, there shall be
deducted the amount of the ACB reduction of the individual in
respect of the replacenent share; and

(c) where the qualifying disposition was a di sposition of a share
that was a taxable Canadian property of the individual, the
repl acenent share of the individual in respect of the qualifying
di sposition is deemed to be taxable Canadian property of the
i ndi vi dual .

Special rule —
re eligible
pool i ng
arrangenent s

(3) Except for the purpose of the definition "eligible pooling
arrangenent” in subsection (1), any transaction entered into by an
i nvest nent manager under an eli gi bl e pooling arrangenent on behal f
of an individual is deened to be a transaction of the individual
and not a transaction of the investnment manager.

Special rule —
re acquisitions
on death

(4) For the purpose of this section, a share of the capital stock
of a corporation, acquired by an individual as a consequence of the
death of a person who is the individual’s spouse, comon-|aw
partner or parent, is deened to be a share that was acquired by the
individual at the tine it was acquired by that person and owned by
the individual throughout the period that it was owned by that
person, if

(a) where the person was the spouse or common-| aw partner of the
i ndi vidual, the share was an eligible small business share of the
per son and subsection 70(6) applied to the individual in respect
of the share; or

(b) where the person was the individual’'s parent, the share was
an eligible small business share of the parent and subsection
70(9.2) applied to the individual in respect of the share.

Special rule —
re breakdown of
rel ati onshi ps

(5) For the purpose of this section, a share of the capital stock
of a corporation, acquired by an individual from a person who was



the individual’s former spouse or conmon-law partner as a
consequence of the settlenment of rights arising out of their
marriage or conmon-law partnership, is deemed to be a share that
was acquired by the individual at the tine it was acquired by that
person and owned by the individual throughout the period that it
was owned by that person if the share was an eligible small
busi ness share of the person and subsection 73(1) applied to the
i ndi vidual in respect of the share.

Special rule —
re eligible
smal | busi ness
corporation
shar e exchanges

(6) For the purpose of this section, where an individual receives
shares of the capital stock of a corporation that are eligible
smal | business corporation shares of the individual (in this
subsection referred to as the "new shares”") as the sole
consideration for the disposition of shares issued by another
corporation that were eligible snall business corporation shares of
the individual (in this subsection referred to as the "exchanged
shares”), the new shares are deened to have been owned by the
i ndi vi dual throughout the period that the exchanged shares were
owned by the individual if

(a) paragraph 85(1)(h) or subsection 85.1(3) or 87(4) applied to
the individual in respect of the new shares; and

(b) the individual’s total proceeds of disposition of the
exchanged shares was equal to the total of all anpbunts each of
whi ch was the individual’s adjusted cost base of an exchanged
share i medi ately before the disposition.

Special rule —
re active

busi ness
corporation
shar e exchanges

(7) For the purpose of this section, where an individual receives
common shares of the capital stock of a corporation (in this
subsection referred to as the "new shares”") as the sole
consideration for the disposition of commobn shares of another
corporation (in this subsection referred to as the "exchanged
shares"), the new shares are deened to be eligible small business
corporation shares of the individual and shares of the capita
stock of an active business corporation that were owned by the
i ndi vi dual throughout the period that the exchanged shares were
owned by the individual, if



(a) paragraph 85(1)(h) or subsection 85.1(3) or 87(4) applied to
the individual in respect of the new shares;

(b) the total of the individual’s proceeds of disposition in
respect of the disposition of the exchanged shares was equal to
the total of the individual’s adjusted cost bases inmmediately
before the disposition of such shares; and

(c) the disposition of the exchanged shares was a qualifying
di sposition of the individual.

Special rule —
re carrying on
an active

busi ness

(8) For the purpose of the definitions in subsection (1), a
property held at any particular tine by a corporation that woul d,
if this Act were read without reference to this subsection, be
considered to carry on an active business at that tine, is deened
to be used or held by the corporation in the course of carrying on
that active business if the property (or other property for which
the property 1is substituted property) was acquired by the
corporation, at any tinme in the 36-nonth period ending at the
particular time, because the corporation

(a) issued a debt or a share of a class of its capital stock in
order to acquire noney for the purpose of acquiring property to
be used in or held in the course of, or making expenditures for
t he purpose of, earning i ncome from an active business carried on
by it;

(b) disposed of property used or held by it in the course of
carrying on an active business in order to acquire noney for the
pur pose of acquiring property to be used in or held in the course
of , or making expenditures for the purpose of, earning incone
from an active business carried on by it; or

(c) accunul ated i nconme derived from an active business carried on
by it in order to acquire property to be used in or held in the
course of, or to make expenditures for the purpose of, earning
incone from an active business carried on by it.

Special rule —
re qualifying
di sposition

(9) A disposition of a conmmon share of an active business
corporation (inthis subsectionreferred to as the "subject share")
by an individual that, but for this subsection, would be a



qualifying disposition of the individual is deened not to be a
qual i fyi ng di sposition of the individual unless the active busi ness
of the corporation referred to in paragraph (a) of the definition
"active business corporation" in subsection (1) was carried on
primarily in Canada

(a) at all times in the period that began at the tine the
i ndi vidual |ast acquired the subject share and ended at the tine
of disposition, if that period is |less than 730 days; or

(b) in any other case, for at least 730 days in the period
referred to in paragraph (a).

Special rule —
re exceptions

(10) For the purpose of this section, an eligible small business
corporation and an active business corporation at any tine do not
include a corporation that is at that tine,

(a) a professional corporation;
(b) a specified financial institution;

(c) a corporation the principal business of which is the | easing,
rental, developnent or sale, or any conbination of those
activities, of real property owned by it; or

(d) a corporation nore than 50 per cent of the fair nmarket val ue
of the property of which (net of debts incurred to acquire the
property) is attributable to real property.

Det er m nati on
rul e

(11) In determ ni ng whet her a share owned by an individual is an
eligible small business corporation share of the individual, this
Act shall be read without reference to section 48.1

Anti - avoi dance
rul e

(12) The permtted deferral of an individual in respect of a
qual i fying disposition of shares issued by a corporation (in this
subsection referred to as "new shares") is deened to be nil where

(a) the new shares (or shares for which the new shares are
substituted property) were issued to the individual or a person
related to the individual as part of a series of transactions or
events in which



(i) shares of the capital stock of a corporation (in this
subsection referred to as the "ol d shares”) were di sposed of by
the individual or a person related to the individual, or

(1i) the paid-up capital of old shares or the adjusted cost
base to the individual or to a person related to the individual
of the old shares was reduced;

(b) the new shares (or shares for which the new shares are
substituted property) were i ssued by the corporation that issued
the old shares or were issued by a corporation that, at or
i medi ately after the tinme of issue of those shares, was a
corporation that was not dealing at armis length with the
corporation that issued the old shares; and

(c) it is reasonabl e to concl ude that one of the main reasons for
the series of transactions or events or a transaction in the
series was to permt the individual, persons related to the
individual, or the individual and persons related to the
individual to becone eligible to deduct under subsection (2)
permtted deferrals in respect of qualifying dispositions of new
shares (or shares substituted for the new shares) the total of
whi ch woul d exceed the total that those persons woul d have been
eligible to deduct under subsection (2) in respect of permtted
deferrals in respect of qualifying dispositions of old shares.

(2) Subsection (1) applies to dispositions that occur after
February 27, 2000 except that, for dispositions that occurred after
February 27, 2000 and before Cctober 18, 2000,

(a) the definition "active business corporation” in subsection
44.1(1) of the Act, as enacted by subsection (1), shall be read
wi thout reference to the words "subject to subsection (10)" and
as if the reference to the words "carried on" in paragraph (a) of
that definition were read as a reference to "carried on primarily
i n Canada";

(b) the definition "eligible small business corporation” in
subsection 44.1(1) of the Act, as enacted by subsection (1),
shall be read wthout reference to the words "subject to
subsection (10)";

(c) the definition "eligible small business corporation share"” in
subsection 44.1(1) of the Act, as enacted by subsection (1),
shall be read as foll ows:

"eligible small business corporation share" of an individual neans
a common share issued by a corporation to the individual if



(a) at the tine the share was issued, the corporation was an
eligible small business corporation;

(b) imedi ately before the share was i ssued, the total carrying
val ue of the assets of the corporation and corporations rel ated
toit did not exceed $2, 500, 000; and

(c) imedi ately after the share was i ssued, the total carrying
val ue of the assets of the corporation and corporations rel ated
toit did not exceed $10, 000, 000. ;

(d) the definition "qualifying cost” in subsection 44.1(1) of the
Act, as enacted by subsection (1), shall be read as if the
reference to "$2,000,000" in paragraph (b) of that definition
were read as a reference to "$500, 000";

(e) the definition "qualifying disposition” in subsection 44.1(1)
of the Act, as enacted by subsection (1), shall be read w thout
reference to the words "subject to subsection (9)";

(f) the definition "qualifying portion of a capital gain" in
subsection 44.1(1) of the Act, as enacted by subsection (1),
shall be read as if the reference to "$2,000, 000" in paragraph
(c) of the description of Kin that definition were read as a
reference to "$500, 000"; and

(g) section 44.1 of the Act, as enacted by subsection (1), shal
be read without reference to subsections 44.1(9) and (10) of the
Act, as enacted by subsection (1).

30. (1) Subsection 45(1) of the Act is anended by striking out
the word "and" at the end of paragraph (b), by adding the word
"and" at the end of paragraph (c) and by adding the foll ow ng after
par agraph (c):

(d) in applying this subsection in respect of a non-resident
t axpayer, a reference to "gaining or producing incone" shall be
read as a reference to "gai ning or producing i ncone from a source
i n Canada".

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

31. (1) The portion of subsection 46(1) of the Act before
paragraph (a) is replaced by the foll ow ng:

Per sonal - use
property

46. (1) Where a taxpayer has di sposed of a personal -use property
(other than an excluded property disposed of in circunstances to



whi ch subsection 110.1(1), or the definition "total charitable
gifts", "total cultural gifts" or "total ecological gifts" in
subsection 118.1(1), applies) of the taxpayer, for the purposes of
t hi s subdi vi si on

(2) The portion of subsection 46(2) of the Act before paragraph
(a) is replaced by the foll ow ng:

Were part only
of property
di sposed of

(2) Were a taxpayer has disposed of part of a personal-use
property (other than a part of an excluded property di sposed of in
circunstances to which subsection 110.1(1), or the definition
"total charitable gifts", "total cultural gifts" or "total
ecol ogical gifts" in subsection 118.1(1), applies) owned by the
t axpayer and has retained another part of the property, for the
pur poses of this subdivision

(3) Section 46 of the Act is amended by adding the follow ng
after subsection (4):

Excl uded
property

(5) For the purpose of this section, "excluded property" of a
t axpayer neans property acquired by the taxpayer, or by a person
with whonr the taxpayer does not deal at arnmis length, in
circunstances in which it is reasonable to conclude that the
acquisition of the property relates to an arrangenent, plan or
schene that is pronoted by anot her person or partnership and under

which it is reasonable to conclude that the property will be the
subject of a gift to which subsection 110.1(1), or the definition
"total charitable gifts", "total cultural gifts" or "total

ecol ogical gifts" in subsection 118.1(1), applies.

(4) Subsections (1) to (3) apply to property acquired after
February 27, 2000.

32. (1) Section 47 of the Act is anmended by adding the follow ng
after subsection (2):

Securities
acquired by
enpl oyee

(3) For the purpose of subsection (1), a security (within the
meani ng assi gned by subsection 7(7)) acquired by a taxpayer after



February 27, 2000 is deened not to be identical to any other
security acquired by the taxpayer if

(a) the security is acquired in circunstances to which any of
subsections 7(1.1), (1.5) or (8) or 147(10.1) applies; or

(b) the security is a security to which subsection 7(1.31)
appl i es.

(2) Subsection (1) applies after 1999.

33. (1) Subparagraph 48.1(1)(a)(ii) of the Act is replaced by the
f ol | owi ng:

<?[ip4n,4n]>(ii) imediately after that tinme, ceases to be a
smal | business corporation because a class of its or another
corporation’s shares is listed on a prescribed stock exchange, and

(2) Subsection (1) applies to corporations that cease to be snal
busi ness corporations after 1999.

(3) Wiere a corporation ceases to be a Canadian-controlled
private corporation in a taxation year solely because of the
application of subsection 113(2) of this Act, an election under
subsection 48.1(1) of the Act, as enacted by subsection (1), that
is made by an individual in respect of the 1999 or 2000 taxation
year is deened to have been made on tine if the election is nmade on
or before the individual’ s filing-due date for the taxation year in
whi ch this Act receives royal assent.

34. (1) Paragraph 49(5)(b) of the Act is replaced by the
f ol | owi ng:

(b) for the purposes of subsections (2) to (4) and subparagraph
(b)(iv) of the definition "disposition” in subsection 248(1), the
original option and each extension or renewal of it is deemed to
be the sanme option; and

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

35. (1) Subsections 52(1) and (1.1) of the Act are replaced by
the foll ow ng:

Cost of certain
property the
val ue of which
i ncl uded in

i ncone



52. (1) Where

(a) a taxpayer acquired property after 1971 (other than an
annuity contract, a right as a beneficiary under a trust to
enforce paynment of an anount by the trust to the taxpayer,
property acquired in circunstances to which subsection (2) or (3)
applies or property acquired from a trust in satisfaction of al
or part of the taxpayer’s capital interest in the trust), and

(b) an anmount in respect of its value was
(1) included, otherw se than under section 7, in conputing

(A) the taxpayer’s taxabl e i ncone or taxabl e i nconme earned in
Canada, as the case may be, for a taxation year during which
t he taxpayer was non-resident, or

(B) the taxpayer’s incone for a taxation year throughout
whi ch the taxpayer was resident in Canada, or

(1i) for the purpose of conputing the tax payabl e under Part
XI'll by the taxpayer, included in an anmount that was paid or
credited to the taxpayer,

for the purposes of this subdivision, the amount so included shal
be added in computing the cost to the taxpayer of the property,
except to the extent that the anmount was otherw se added to the
cost or included in conputing the adjusted cost base to the
t axpayer of the property.

(2) Subsection 52(6) of the Act is repeal ed.

(3) Subsection (1) applies after 1999 except that, in respect of
property acquired before 2000 and di sposed of before March 2000,
par agr aph 52(1)(a) of the Act, as enacted by that subsection, shal
be read as foll ows:

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

(4) Subsection (2) applies after 1999, but not to rights that
were acquired before 2000 and di sposed of before March 2000.

36. (1) Causes 53(1)(e)(i)(A and (A. 1) of the Act are repl aced
by the foll ow ng:

(A) the fractions set out in subsection 14(5), paragraphs
38(a) to (a.2), subsection 41(1) and in the fornula in
par agraph 14(1) (b),



(A. 1) paragraph 18(1)(l.1),

(A.2) the description of C in the fornmula in paragraph
14(1)(b), and

(2) Paragraph 53(1)(j) of the Act is replaced by the foll ow ng:

Share or fund
unit taxed as
stock option
benefit

(j) if the property is a security (within the neani ng assi gned by
subsection 7(7)) and, in respect of its acquisition by the
t axpayer, a benefit was deenmed by section 7 to have been received
in any taxation year that ends after 1971 and begi ns before that
time by the taxpayer or by a person that did not deal at arms
length with the taxpayer or, if the security was acquired after
February 27, 2000, would have been so deened if section 7 were
read without reference to subsections 7(1.1) and (8), the anount
of the benefit that was, or would have been, so deened to have
been received;

(3) Subparagraph (ii) of the description of A in paragraph
53(1)(r) of the Act is anmended by replacing the reference to the
expression "4/3 of" with a reference to the word "tw ce".

(4) Paragraph 53(2)(a) of the Act is anended by striking out the
word "and" at the end of subparagraph (iii), by adding the word
"and" at the end of subparagraph (iv) and by adding the follow ng
after subparagraph (iv):

(v) any anount required by paragraph 44.1(2)(b) to be deducted
in conputing the adjusted cost base to the taxpayer of the
shar e;

(5) dauses 53(2)(c)(i)(A and (A 1) of the Act are replaced by
the foll ow ng:

(A) the fractions set out in subsection 14(5), paragraph
38(b) and in the fornula in paragraph 14(1)(b),

(A. 1) paragraph 18(1)(I.1),

(A.2) the description of C in the formula in paragraph
14(1) (b),

(6) Cdause 53(2)(c)(ii)(B) of the Act is replaced by the
f ol | owi ng:



(B) the Canadi an exploration and devel opnent expenses and
foreign resource pool expenses, if any, incurred by the
partnership in the fiscal period,

(7) The portion of paragraph 53(2)(h) of the Act before
subparagraph (i) is replaced by the foll ow ng:

(h) where the property is a capital interest of the taxpayer in
a trust (other than an interest in a personal trust that has
never been acquired for consideration or an interest of a
taxpayer in a trust described in any of paragraphs (a) to (e.1)
of the definition "trust" in subsection 108(1)),

(8) Subclause 53(2)(h)(i.1)(B)(l1) of the Act is anended by
striking out the reference to the expression "1/3 of".

(9) The portion of paragraph 53(2)(i) of the Act before
subparagraph (i) is replaced by the foll ow ng:

(i) where the property is a capital interest in a trust (other
than a unit trust) not resident in Canada that was purchased
after 1971 and before that tine by the taxpayer from a
non-resident person at a tinme (in this paragraph referred to as
the "purchase tinme") when the property was not taxable Canadi an
property and the fair market value of such of the trust property
as was

(10) The portion of paragraph 53(2)(i) of the Act after
subpar agraph (v) is replaced by the foll ow ng:

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

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

exceeds

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

that the fair narket value at the purchase tinme of the interest
is of the fair market value at the purchase tinme of all capital
interests in the trust;

(11) The portion of paragraph 53(2
I

(j) of the Act before
subparagraph (i) is replaced by the fol n

) (]
oW ng:



(Jj) where the property is a unit of a unit trust not resident in
Canada that was purchased after 1971 and before that tine by the
t axpayer froma non-resident person at atinme (in this paragraph
referred to as the "purchase tinme") when the property was not
t axabl e Canadi an property and the fair market val ue of such of
the trust property as was

(12) The portion of paragraph 53(2)(j) of the Act after
subpar agraph (v) is replaced by the foll ow ng:

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

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

exceeds

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

that the fair nmarket value at the purchase tine of the unit is of
the fair market value at the purchase tine of all the issued
units of the trust;

(13) Subsection 53(3) of the Act is repeal ed.

(14) The portion of subsection 53(4) of the Act before paragraph
(a) is replaced by the foll ow ng:

Reconput ati on
of adjusted
cost base on
transfers and
deened

di sposi tions

(4) Were at any tinme in a taxation year a person or partnership
(in this subsection referred to as the "vendor") disposes of a
speci fied property and the proceeds of disposition of the property
are determ ned under paragraph 48.1(1)(c), section 70 or 73,
subsection 85(1), paragraph 87(4)(a) or (c) or 88(1)(a), subsection
97(2) or 98(2), paragraph 98(3)(f) or (5)(f), subsection 104(4),
paragraph 107(2)(a), (2.1)(a), (4)(d) or (5)(a), 107.4(3)(a) or
111(4)(e) or section 128.1

(15) Subsections (1) and (5) apply in respect of fiscal periods
t hat end after February 27, 2000 and, for fiscal periods that ended



after February 18, 1997 and before February 28, 2000, clause
53(1)(e)(i)(A) of the Act, as enacted by subsection (1), shall be
read as foll ows:

(A) the fractions set out in subsection 14(5), paragraphs
38(a) and (a.1) and subsection 41(1),

(16) Subsection (2) applies after 1999.

(17) Subsection (3) applies to taxation years that end after
February 27, 2000 except that, in applying paragraph 53(1)(r) of
the Act, as enacted by subsection (3), for those years in respect
of a taxpayer’s interest in an entity, where a taxation year of the
entity that includes either February 28, 2000 or October 17, 2000
or began after February 28, 2000 and ended before October 17, 2000,
ends in the taxpayer’s taxation year, the reference to the word
"tw ce" in subparagraph (ii) of the description of A in that
paragraph shall be read as a reference to the expression "the
fraction that is the reciprocal of the fraction in paragraph 38(a),
as enacted by subsection 22(1) of the Incone Tax Amendnents Act,
2000, that applies in respect of the entity for its taxation year,
mul tiplied by".

(18) Subsection (4) applies to dispositions that occur after
February 27, 2000.

(19) Subsection (6) applies to taxation years that begin after
2000.

(20) Subsection (7) applies to anpbunts that becone payabl e after
1999.

(21) Subsection (8) applies to taxation years that end after
February 27, 2000 except t hat, in applying subclause
53(2)(h)(i.1)(B)(l) of the Act, as enacted by subsection (8), for
those years in respect of a taxpayer’s interest in a trust, where
a taxation year of the trust that includes either February 28, 2000
or Cctober 17, 2000 or began after February 28, 2000 and ended
before Cctober 17, 2000 ends in the taxpayer’s taxation year, the
reference to the expression "that is equal to the" in that
subcl ause shall be read as a reference to the expression "that is
equal to the fraction obtained when 1 is subtracted from the
reciprocal of the fraction in paragraph 38(a), as enacted by
subsection 22(1) of the Income Tax Amendnents Act, 2000, that
applies to the trust for its taxation year, nultiplied by".

(22) Subsections (9) to (12) apply for the purpose of conputing
the adjusted cost base of property after April 26, 1995.

(23) Subsection (13) applies after QOctober 1, 1996.



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

37. (1) The definition "disposition” in section 54 of the Act is
repeal ed.

(2) Paragraph (c) of the definition "principal residence"” in
section 54 of the Act is replaced by the follow ng:

(c) where the taxpayer is an individual other than a personal
trust, unless the particular property was designated by the
t axpayer in prescribed form and manner to be the taxpayer’s
princi pal residence for the year and no ot her property has been
designated for the purposes of this definition for the year

(i) where the year is before 1982, by the taxpayer, or
(i1) where the year is after 1981,
(A) by the taxpayer

(B) by a person who was throughout the year the taxpayer’s
spouse or common-|law partner (other than a spouse or
conmon- | aw part ner who was t hr oughout the year |iving apart
from and was separated under a judicial separation or
witten separation agreenent from the taxpayer),

(© by a person who was the taxpayer’s child (other than a
child who was at any tine in the year a married person, a
person who is in a common-|law partnership or 18 years of
age or ol der), or

(D) where the taxpayer was not at any tinme in the year a
marri ed person, a person who is in a comon-|aw partnership
or 18 years of age or older, by a person who was the
t axpayer’s

(1) nother or father, or

(I'l') brother or sister, where that brother or sister was
not at any tinme in the year a married person, a person
who is in a common-| aw partnership or 18 years of age or
ol der,

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

(4) Subsection (2) appl
except that clauses (c)(i
resi dence" in section 54

es to dispositions that occur after 1990
)(B) to (D) of the definition "principal
f

[
[
of the Act, as enacted by subsection (2),



shall be read without reference to "or common-|law partner” and "a
person who is in a common-|aw partnership” in their application to
di spositions nade by a taxpayer that occur in a taxation year that
is before 2001 and

(a) before 1998; or

(b) after 1997, unless a valid election is made by the taxpayer
under section 144 of the Modernization of Benefits and
ol igations Act, that that Act apply to the taxpayer in respect
of one or nore taxation years that include the year.

<?[cn] >

38. (1) Subsection 55(1) of the Act is anmended by adding the
follow ng in al phabetical order:

"specified
cor poration”
« soci été
dét er mi née »

"specified corporation” in relation to a distribution neans a
di stributing corporation

(a) that is a public corporation or a specified wholly-owned
corporation of a public corporation,

(b) shares of the capital stock of which are exchanged for
shares of the capital stock of another corporation (referred to
inthis definition and subsection (3.02) as an "acquiror") in
an exchange to which the definition "permtted exchange" in
this subsection would apply if that definition were read
wi t hout reference to paragraph (a) and subparagraph (b)(ii) of
that definition

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

(d) no acquiror inrelation to which makes a distribution after
1998 and before the day that is three years after the day on
which the shares of the capital stock of the distributing
corporation are exchanged in a transaction described in
par agr aph (b),

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



(e) a corporation that is formed by an anmal gamati on of two or
nore other corporations is deenmed to be the sanme corporation
as, and a continuation of, each of the other corporations, and

(f) where there has been a wi ndi ng-up of a corporation to which
subsection 88(1) applies, the parent is deened to be the sane
corporation as, and a continuation of, the subsidiary;

"specified
whol | y- owned
cor poration”

« filiale a
cent pour cent
dét er mi née »

"speci fied whol |l y-owned corporation” of a public corporation neans
a corporation all of the outstanding shares of the capital stock
of which (other than directors’ qualifying shares and shares of
a specified class) are held by

(a) the public corporation,

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

(c) any conbi nati on of corporations described i n paragraph (a)
or (b).

(2) Section 55 of the Act is anended by adding the follow ng
after subsection (3.01):

Di stribution by
a specified
corporation

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

(a) "each type of property"” shall be read as "property"; and
(b) "property of that type" shall be read as "property".
(3) Paragraph 55(5)(b) of the Act is anended by striking out the

word "and" at the end of subparagraph (ii) and by replacing
subparagraph (iii) with the follow ng:



(tii) the total of all amunts each of which is an anount
required to have been included under this subparagraph as it
read in its application to a taxation year that ended before
February 28, 2000,

(tv) the amount, if any, by which

(A) 1/2 of the total of all amunts each of which is an
anount required by paragraph 14(1)(b) to be included in
conputing the corporation’s incone in respect of a business
carried on by the corporation for a taxation year that is
i ncluded in the period and that ended after February 27, 2000
and before COctober 18, 2000,

exceeds

(B) where the corporation has deducted an anmount under
subsection 20(4.2) in respect of a debt established by it to
have becone a bad debt in a taxation year that is included in
the period and that ended after February 27, 2000 and before
Cct ober 18, 2000, or has an allowable capital |oss for such
a year because of the application of subsection 20(4.3), the
anount determ ned by the formul a

V + W
wher e
V is 1/2 of the value determned for A under
subsection 20(4.2) in respect of the corporation
for the | ast such taxation year that ended in the
period, and
W is 1/3 of the value determned for B under
subsection 20(4.2) in respect of the corporation
for the | ast such taxation year that ended in the
period, and
(© in any other case, nil, and

(v) the anount, if any, by which

(A) the total of all anpbunts each of which is an anount
requi red by paragraph 14(1)(b) to be included in conputing
the corporation’s incone in respect of a business carried on
by the corporation for a taxation year that is included in
the period and that ends after Cctober 17, 2000,

exceeds



(B) where the corporation has deducted an anmount under
subsection 20(4.2) in respect of a debt established by it to
have becone a bad debt in a taxation year that is included in
the period and that ends after October 17, 2000, or has an
al lowable capital loss for such a year because of the
application of subsection 20(4.3), the anount determ ned by
the formul a

X+Y
wher e
X is the value determ ned for A under subsection
20(4.2) in respect of the corporation for the | ast
such taxation year that ended in the period, and
Y is 1/3 of the value determined for B under

subsection 20(4.2) in respect of the corporation
for the | ast such taxation year that ended in the
period, and

(© in any other case, nil;

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

e) pour déterm ner si des personnes sont |liées entre elles, si
une personne est un actionnaire détermnminé d’ une société et si le
contrdl e d une soci été a été acqui s par une personne ou un groupe
de personnes, |es regles suivantes s’ appliquent

(5) Subparagraph 55(5)(e)(iv) of the Act is replaced by the
f ol | owi ng:

(tv) this Act shall be read without reference to subsection
251(3) and paragraph 251(5)(b); and

(6) Subsections (1) and (2) apply to transfers that occur after
1998.

(7) Subsection (3) applies in respect of taxation years that end
after February 27, 2000.

(8) Subsections (4) and (5) apply to dividends that are received
after Novenber 1999, other than dividends received as part of a
transaction or event, or a series of transactions or events, that
was required before Decenber 1, 1999 to be carried out pursuant to
a witten agreenent made before that day.
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39. (1) The portion of paragraph 56(1)(n) of the Act after
subparagraph (i) is replaced by the foll ow ng:

exceeds

(11) the taxpayer’s schol arshi p exenption for the year conput ed
under subsection (3);

(2) Section 56 of the Act is anended by adding the follow ng
after subsection (2):

Exenption for
schol ar shi ps,
fell owshi ps,
bursari es and
prizes

(3) For the purpose of subparagraph (1)(n)(ii), a taxpayer’s
schol arship exenption for a taxation year is the greatest of

(a) $500,
(b) the | esser of
(i) $3,000 and

(1i) the total of all amounts each of which is the anount
i ncluded wunder subparagraph (1)(n)(i) in conputing the
taxpayer’s incone for the year in respect of a schol arship,
fellowship or bursary received in connection wth the
taxpayer’s enrolnent in an educational program in respect of
whi ch an anount may be deducted under subsection 118.6(2) in
conputing the taxpayer’s tax payable under this Part for the
year, and

(c) the total of all anmpbunts each of which is the | esser of

(i) the anmount included under subparagraph (1)(n)(i) in
conputing the taxpayer’s incone for the year in respect of a
schol arship, fellowship, bursary or prize that is to be used by
t he taxpayer in the production of aliterary, dramatic, nusical
or artistic work, and

(ii1) the total of all anpbunts each of which is an expense
incurred by the taxpayer in the year for the purpose of
fulfilling the conditions under which the anmount described in
subpar agraph (i) was received, other than

(A) personal or living expenses of the taxpayer (except
expenses in respect of travel, neals and | odging i ncurred by
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t he taxpayer in the course of fulfilling those conditions and
whi | e absent from the taxpayer’s usual place of residence for
the period to which the scholarship, fellowship, bursary or
prize, as the case may be, rel ates),

(B) expenses for which the taxpayer is entitled to be
rei nbursed, and

(C) expenses that are otherw se deductible in conmputing the
t axpayer’ s i ncone.

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

40. (1) Subsection 59(1) of the Act is replaced by the foll ow ng:

Consi der ati on
for foreign
resource

property

59. (1) Where a taxpayer has disposed of a foreign resource
property, there shall be included in conputing the taxpayer’s
income for a taxation year the amount, if any, by which

(a) the portion of the taxpayer’s proceeds of disposition from
the disposition of the property that beconmes receivable in the
year

exceeds
(b) the total of

(i) all anmpbunts each of which is an outlay or expense nmade or
incurred by the taxpayer for the purpose of nmaking the
di sposition that was not ot herw se deductible for the purposes
of this Part, and

(i1) where the property is a foreign resource property in
respect of a country, the anount designated wunder this
subparagraph in prescribed fornm filed with the taxpayer’s
return of incone for the year in respect of the disposition.

Par t ner shi ps

(1.1) Where a taxpayer is a nenber of a partnership in a fisca
period of the partnership, the taxpayer’s share of the anount that
woul d be included under subsection (1) in respect of a disposition
of a foreign resource property in conputing the partnership’ s
income for a taxation year if the partnership were a person, the



- 102 -

fiscal period were a taxation year, subsection (1) were read
w t hout reference to subparagraph (1)(b)(ii) and section 96 were
read without reference to paragraph 96(1)(d) is deened to be
proceeds of disposition that becone receivable by the taxpayer at
the end of the fiscal period in respect of a disposition of the
property by the taxpayer.

(2) Subsection 59(3.2) of the Act is anended by adding the
followi ng after paragraph (c):

(c.1) any anpunt referred to in subsection 66.21(3);
(3) Subsection 59(5) of the Act is replaced by the foll ow ng:

Definition of
"proceeds of
di sposition”

(5) In this section, "proceeds of disposition” has the neaning
assi gned by section 54.

(4) Subsection 59(1) of the Act, as enacted by subsection (1),
and subsection (2) apply to taxation years that begin after 2000.

(5) Subsection 59(1.1) of the Act, as enacted by subsection (1),
applies to fiscal periods that begin after 2000.

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

41. (1) Section 60 of the Act is anmended by adding the foll ow ng
after paragraph (d):

CPP/ QPP
contributions
on self-
enpl oyed
ear ni ngs

(e) 1/2 of the | esser of

(1) the total of all amobunts each of which is an anount payabl e
by the taxpayer in respect of self-enployed earnings for the
year as a contribution under the Canada Pension Plan or under
a provincial pension plan within the neaning assigned by
section 3 of that Act, and

(1i1) the maxi mum anount of such contributions payable by the
t axpayer for the year under the plan;
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(2) Subsection (1) applies to the 2001 and subsequent taxation
years.

42. (1) Paragraph 63(1)(a) of the Act is replaced by the
f ol | owi ng:

(a) by the taxpayer, where the taxpayer is described in
subsection (2) and the supporting person of the child for the
year i s a person described in clause (i)(D) of the description of
Cinthe fornmula in that subsection, or

(2) Subparagraph 63(1)(e)(ii) of the Act is replaced by the
f ol | owi ng:

(i1) the total of all anpbunts each of which is the annual child
care expense anount in respect of an eligible child of the
t axpayer for the year

(3) The formula in paragraph 63(2)(b) of the Act is replaced by
the foll ow ng:

Ax C

(4) The descriptions of A and B in paragraph 63(2)(b) of the Act
are replaced by the foll ow ng:

A is the total of all anmounts each of which is the periodic
child care expense anobunt in respect of an eligible child
of the taxpayer for the year, and

(5) The formula in paragraph 63(2.3)(c) of the Act is replaced by
the foll ow ng:

Ax C

(6) The descriptions of A and B in paragraph 63(2.3)(c) of the
Act are replaced by the foll ow ng:

A is the total of all anmounts each of which is the periodic
child care expense anobunt in respect of an eligible child
of the taxpayer for the year, and

(7) Paragraph (c) of the definition "child care expense” in
subsection 63(3) of the Act is replaced by the foll ow ng:

(c) any such expenses paidin the year for a child s attendance
at a boarding school or canp to the extent that the total of
t hose expenses exceeds the product obtained when the periodic
child care expense anmount in respect of the child for the year
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is multiplied by the nunber of weeks in the year during which
the child attended the school or canp, and

(8) Paragraph (b) of the definition "earned i ncone"” in subsection
63(3) of the Act is replaced by the foll ow ng:

(b) all amounts that are included, or that would, but for
par agr aph 81(1) (a) or subsection 81(4), be included, because of
section 6 or 7 or paragraph 56(1)(n), (o) or (r), in conmputing
t he taxpayer’s incone,

(9) Subsection 63(3) of the Act is anended by adding the
following in al phabetical order:

"annual child
care expense
anount "

« nmont ant

annuel de frais
de garde

d enfants »

"annual child care expense anmount”, in respect of an eligible child
of a taxpayer for a taxation year, means

(a) $10,000, where the child is a person in respect of whonm an
amount may be deducted under section 118.3 in conputing a
t axpayer’s tax payable under this Part for the year, and

(b) where the child is not a person referred to in paragraph

(a),

(i) $7,000, where the child is under 7 years of age at the
end of the year, and

(ii) $4,000, in any other case;

"periodic child
care expense
amount "

« nont ant

péri odi que de
frais de garde
d enfants »

"periodic child care expense amount”, in respect of an eligible
child of a taxpayer for a taxation year, neans 1/40 of the annual
child care expense amobunt in respect of the child for the year;
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(10) Subsections (1) and (8) apply to the 1998 and subsequent
t axation years.

(11) Subsections (2) to (7) and (9) apply to the 2000 and
subsequent taxation years.

43. (1) Subparagraph (i) of the description of A in paragraph
64(a) of the Act is anmended by striking out the word "or" at the
end of clause (B) and by adding the followi ng after clause (B)

(C attend a designated educational institution or a
secondary school at which the taxpayer is enrolled in an
educati onal program or

(2) Paragraph 64(b) of the Act is replaced by the follow ng:
(b) 2/3 of the total of
(i) the total of all amounts each of which is

(A) an anmount included under section 5, 6 or 7 or paragraph
56(1)(n), (o) or (r) in conputing the taxpayer’s incone for
the year, or

(B) the taxpayer’'s inconme for the year from a business
carried on either alone or as a partner actively engaged in
t he business, and

(1i) where the taxpayer is in attendance at a designated
educational institution or a secondary school at which the
t axpayer is enrolled in an educational program the |east of

(A) $15, 000,

(B) $375 tinmes the number of weeks in the year during which
the taxpayer is in attendance at the institution or school,
and

(© the amount, if any, by which the anmount that would, if
this Act were read without reference to this section, be the
taxpayer’s incone for the year exceeds the total determ ned
under subparagraph (i) in respect of the taxpayer for the
year.

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

44. (1) Subparagraph 66(4)(a)(i) of the Act is replaced by the
f ol | owi ng:
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(1) the total of the foreign exploration and devel opnent
expenses incurred by the taxpayer

(A) before the end of the year,

(B) at a tinme at which the taxpayer was resident in Canada,
and

(© where the taxpayer becane resident in Canada before the
end of the year, after the last tine (before the end of the
year) that the taxpayer becane resident in Canada,

(2) The portion of paragraph 66(4)(b) of the Act before
subparagraph (ii) is replaced by the follow ng:

(b) of that total, the greater of

(1) the anpbunt, if any, clainmed by the taxpayer not exceeding
10% of the anount determ ned under paragraph (a) in respect of
t he taxpayer for the year, and

(3) Subparagraph 66(4)(b)(ii) of the Act is replaced by the
f ol | owi ng:

(ii) the total of

(A) the part of the taxpayer’s incone for the vyear,
determined wthout reference to this subsection and
subsection 66.21(4), that can reasonably be regarded as
attributable to

(I') the production of petrol eumor natural gas fromnatural
accunul ati ons outside Canada or from oil or gas wells
out si de Canada, or

(I'l') the production of mnerals fromm nes outside Canada,

(B) the taxpayer’s inconme for the year from royalties in
respect of a natural accunul ati on of petrol eumor natural gas
out si de Canada, an oil or gas well outside Canada or a mne
outside Canada, determned wthout reference to this
subsection and subsection 66.21(4), and

(© all anpbunts each of which is an anount, in respect of a
foreign resource property that has been disposed of by the
t axpayer, equal to the amount, if any, by which

(1) the amount included in conputing the taxpayer’s incone
for the year by reason of subsection 59(1) in respect of
t he disposition
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exceeds

(I') the total of all anmpbunts each of which is that portion
of an anount deduct ed under subsection 66.7(2) in conputing
t he taxpayer’s incone for the year that

1. can reasonably be considered to be in respect of the
foreign resource property, and

2. cannot reasonably be considered to have reduced the
amount ot herw se determ ned under clause (A) or (B) in
respect of the taxpayer for the year.

(4) Section 66 of the Act is amended by adding the follow ng
after subsection (4):

Count ry- by-
country FEDE
al | ocati ons

(4.1) For greater certainty, the portion of an anpbunt deducted
under subsection (4) in conputing a taxpayer’s incone for a
taxati on year that can reasonably be considered to be in respect of
specified foreign exploration and devel opnent expenses of the
t axpayer in respect of a country is considered to apply to a source
in that country.

Met hod of
al l ocati on

(4.2) For the purpose of subsection (4.1), where a taxpayer has
i ncurred specified foreign exploration and devel opnent expenses in
respect of two or nore countries, an allocation to each of those
countries for a taxation year shall be determ ned in a manner that
is
(a) reasonabl e having regard to all the circunstances, including
the I evel and timng of

(1) the taxpayer’'s specified foreign exploration and
devel opnment expenses in respect of the country, and

(ii) the profits or gains to which those expenses relate; and

(b) not inconsistent with the allocation rmade under subsection
(4.1) for the preceding taxation year.

FEDE deducti ons
wher e change of
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individual’s
resi dence

(4.3) Were at any tinme in a taxation year an individual becones
or ceases to be resident in Canada,

(a) subsection (4) applies to the individual as if the year were
the period or periods in the year throughout which the individual
was resident in Canada; and

(b) for the purpose of applying subsection (4), subsection (13.1)
does not apply to the individual for the year.

(5) Subsection 66(5) of the Act is replaced by the foll ow ng:
Deal ers

(5) Subsections (3) and (4) and sections 59, 64, 66.1, 66.2
66.21, 66.4 and 66.7 do not apply in conmputing the inconme for a
taxation year of a taxpayer (other than a principal-business
cor poration) whose business includes trading or dealing in rights,
licences or privileges to explore for, drill for or take m nerals,
petrol eum natural gas or other related hydrocarbons.

(6) The portion of subsection 66(11.4) of the Act after paragraph
(c) is replaced by the follow ng:

<?[i pOn, On] >f or the purposes of subsection (4) and secti ons 66. 2,
66. 21 and 66.4, except as those provisions apply for the purposes
of section 66.7, the property is deened not to have been acquired
by the corporation or partnership before that tine and is deened to
have been acquired by it at that tine, except that, where the
property has been disposed of by it before that tine and not
reacquired by it before that tinme, the property is deened to have
been acquired by the corporation or partnership i nmedi ately before
it disposed of the property.

(7) The portion of subsection 66(12.4) of the Act before
paragraph (a) is replaced by the foll ow ng:

Lim tati on of
FEDE

(12.4) Where, as a result of a transaction that occurs after My
6, 1974, an anount becones receivabl e by a taxpayer at a particul ar
time in a taxation year and the consi deration given by the taxpayer
for the anobunt receivable is property (other than a foreign
resource property) or services, the original cost of which to the
t axpayer can reasonably be regarded as having been primarily
foreign exploration and devel opnent expenses of the taxpayer (or



- 109 -

woul d have been so regarded if they had been incurred by the
taxpayer after 1971 and the definition "foreign exploration and
devel opnent expenses” in subsection (15) were read wthout
reference to paragraph (k) of that definition), the follow ng rul es

appl y:

(8) Paragraph 66(12.4)(b) of the Act is replaced by the
f ol | owi ng:

(b) where the amount receivable exceeds the total of the
t axpayer’s foreign exploration and devel opnent expenses i ncurred
before that tine to the extent that those expenses were not
deducted or deductible, as the case may be, in conputing the
t axpayer’s incone for a preceding taxation year, there shall be
included in the amount referred to in paragraph 59(3.2)(a) the
anount, if any, by which the anount receivabl e exceeds the total
of

(i) the taxpayer’s foreign exploration and devel opnment expenses
incurred before that tine to the extent that those expenses
were not deducted or deductible, as the case may be, in
conputing the taxpayer’s incone for a preceding taxation year,
and

(i1) the anmount, designated by the taxpayer in prescribed form
filed with the taxpayer’s return of inconme for the year, not
exceedi ng the portion of the anpunt receivable for which the
consi deration given by the taxpayer was property (other than a
foreign resource property) or services, the original cost of
whi ch to the taxpayer can reasonably be regarded as havi ng been
primarily

(A) specifiedforeign exploration and devel opnent expenses in
respect of a country, or

(B) foreign resource expenses in respect of a country; and

(9) Section 66 of the Act is anmended by adding the follow ng
after subsection (12.4):

Limtations of
foreign
resource
expenses

(12.41) Were a particul ar amount described in subsection (12.4)
becones receivabl e by a taxpayer at a particular tine, there shal
at that time be included in the value determined for C in the
definition "cunulative foreign resource expense"” in subsection
66.21(1) in respect of the taxpayer and a country the anount
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desi gnat ed under subparagraph (12.4)(b)(ii) by the taxpayer in
respect of the particular anount and the country.

Par t ner shi ps

(12.42) For the purposes of subsections (12.4) and (12.41), where
a person or partnership is a nenber of a particul ar partnership and
a particular anount described in subsection (12.4) becones
recei vable by the particular partnership in a fiscal period of the
particul ar partnership,

(a) the nmenber’s share of the particular amount is deened to be
an anount that becane receivable by the nenber at the end of the
fiscal period; and

(b) the anpbunt deened by paragraph (a) to be an anobunt receivabl e
by the nenber is deened to be an anount

(1) that is described in subsection (12.4) in respect of the
menber, and

(1i) that has the sane attributes for the nenber as it did for
t he particul ar partnership.

(10) Subsection 66(13.1) of the Act is replaced by the foll ow ng:

Short taxation
year

(13.1) Where a taxpayer has a taxation year that is | ess than 51
weeks, the amount determ ned in respect of the year under each of
subpar agraph (4)(b) (i), paragraph 66.2(2)(c), subparagraph (b)(i)
of the definition "global foreign resource limt" in subsection
66.21(1), subparagraph 66.21(4)(a)(i), clause 66.21(4)(a)(ii)(B)
and par agraphs 66.4(2)(b) and 66.7(2.3)(a), (4)(a) and (5)(a) shall
not exceed that proportion of the anount otherw se determ ned that
t he nunber of days in the year is of 365.

(11) The definitions "original ower"” and "predecessor owner" in
subsection 66(15) of the Act are replaced by the foll ow ng:

"original
owner"

« propriétaire
obligé »

"original owner" of a Canadian resource property or a foreign
resource property means a person
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(a) who owned the property and di sposed of it to a corporation
that acquired it in circunstances in which subsection 29(25) of
the Inconme Tax Application Rules or subsection 66.7(1), (2),
(2.3), (3), (4 or (5 applies, or wuld apply if the
corporation had continued to own the property, to the
corporation in respect of the property, and

(b) who would, but for subsection 66.7(12), (13), (13.1) or
(17), as the case my be, be entitled in conputing that
person’s incone for a taxation year that ends after that person
di sposed of the property to a deducti on under section 29 of the
| ncone Tax Application Rules or subsection (2), (3) or (4),
66.1(2) or (3), 66.2(2), 66.21(4) or 66.4(2) of this Act in
respect of expenses described in subparagraph 29(25)(c)(i) or
(iit) of that Act, Canadian exploration and devel opnment
expenses, foreign resource pool expenses, Canadi an exploration
expenses, Canadi an devel opnment expenses or Canadi an oi|l and gas
property expenses incurred by the person before the person
di sposed of the property;

"predecessor
owner"

« propriétaire
ant éri eur »

"predecessor owner" of a Canadian resource property or a foreign
resource property means a corporation

(a) that acquired the property in circunstances in which
subsection 29(25) of the Incone Tax Application Rules or
subsection 66.7(1), (2), (2.3), (3), (4) or (5) applies, or
would apply if the corporation had continued to own the
property, to the corporation in respect of the property,

(b) that disposed of the property to another corporation that
acquired it in circunstances in which subsection 29(25) of the
| ncome Tax Application Rul es or subsection 66.7(1), (2), (2.3),
(3), (4) or (5 applies, or wuld apply if the other
corporation had continued to own the property, to the other
corporation in respect of the property, and

(c) that would, but for subsection 66.7(14), (15), (15.1) or
(17), as the case may be, be entitled in conputing its incone
for a taxation year ending after it di sposed of the property to
a deduction under subsection 29(25) of the Incone Tax
Application Rules or subsection 66.7(1), (2), (2.3), (3), (4)
or (5) in respect of expenses incurred by an original owner of
t he property;
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(12) Paragraph (c) of the definition "Canadi an resource property”
in subsection 66(15) of the Act is replaced by the foll ow ng:

(c) any oil or gas well in Canada or any real property in
Canada t he principal val ue of which depends on its petrol eumor
natural gas content (but not including any depreciable
property),

(13) Paragraph (f) of the definition "Canadi an resource property”
in subsection 66(15) of the Act is replaced by the foll ow ng:

(f) any real property in Canada the principal value of which
depends on its mneral resource content (but not including any
depreci abl e property), or

(14) Paragraph (b) of the definition "foreign exploration and
devel opnment expenses” in subsection 66(15) of the Act is repl aced
by the foll ow ng:

(b) any expense incurred by the taxpayer for the purpose of
determ ning the existence, location, extent or quality of a
m ner al resource outside Canada, includi ng any expense i ncurred
in the course of

(1) prospecting,

(1i) carrying out geological, geophysical or geochem cal

surveys,
(iii) drilling by rotary, dianond, percussion or other
nmet hod, or

(iv) trenching, digging test pits and prelimnary sanpling,

(15) The definition "foreign exploration and devel opnment
expenses” in subsection 66(15) of the Act is anmended by striking
out the word "or" at the end of paragraph (h) and by adding the
followi ng after paragraph (i):

(Jj) an expenditure that is the cost, or any part of the cost,
to the taxpayer of any depreciable property of a prescribed
class that was acquired after Decenber 21, 2000,

(k) foreign resource expenses in respect of a country, or

(1) an expenditure made after February 27, 2000 by t he t axpayer
unl ess the expendi ture was nmade

(1) pursuant to an agreenent in witing nade by the taxpayer
bef ore February 28, 2000,
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(1i) for the acquisition of foreign resource property by the
t axpayer, or

(iii) for the purpose of

(A) enhancing the value of foreign resource property that
t he taxpayer owned at the tine the expenditure was i ncurred
or that the taxpayer had a reasonabl e expectati on of owni ng
after that tinme, or

(B) assisting in evaluating whether a foreign resource
property is to be acquired by the taxpayer;

(16) Subsection 66(15) of the Act is anended by adding the
following in al phabetical order:

"specified
foreign

expl oration and
devel opnent
expense"

« frais

d’ expl oration
et

d’ aménagenent a
| " étranger
déterm nés »

"specified foreign exploration and devel opment expense” of a
taxpayer in respect of a country (other than Canada) neans an
amount that is included in the taxpayer’s foreign exploration and
devel opment expenses and that is

(a) a drilling or exploration expense, including any general
geol ogi cal or geophysical expense, incurred by the taxpayer on
or in respect of exploring or drilling for petrol eur or natural

gas in that country,

(a.1l) an expense incurred by the taxpayer after Decenber 21
2000 (ot herwi se than pursuant to an agreenent in witing nmade
bef ore Decenber 22, 2000) for the purpose of determ ning the
exi stence, location, extent or quality of a m neral resource in
that country, including any expense incurred in the course of

(1) prospecting,

(1i) carrying out geological, geophysical or geochem cal
surveys,
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(iii) drilling by rotary, dianond, percussion or other
nmet hods, or

(iv) trenching, digging test pits and prelimnary sanpling,

(b) a prospecting, exploration or devel opnent expense incurred
by t he t axpayer before Decenber 22, 2000 (or after Decenber 21,
2000 pursuant to an agreenent in witing nade before Decenber
22, 2000) in searching for mnerals in that country,

(c) the cost to the taxpayer of the taxpayer’s foreign resource
property in respect of that country,

(d) an annual paynment nade by the taxpayer in a taxation year
of the taxpayer for the preservation of a foreign resource
property in respect of that country,

(e) an anmount deened by subsection 21(2) or (4) to be a foreign
expl oration and devel opnent expense incurred by the taxpayer,
to the extent that it can reasonably be considered to relate to
an anmount that, wthout reference to this paragraph and
paragraph (f), would be a specified foreign exploration and
devel opnment expense in respect of that country, or

(f) subject to section 66.8, the taxpayer’s share of the
speci fied foreign exploration and devel opnent expenses of a
partnership incurred in respect of that country in a fisca
period of the partnership if, at the end of that period, the
t axpayer was a nenber of the partnership.

(17) Subsection 66(15.1) of the Act is replaced by the foll ow ng:

O her
definitions

(15.1) The definitions in subsections 66.1(6), 66.2(5), 66.21(1),
66.4(5) and 66.5(2) apply in this section.

(18) Subsection 66(18) of the Act is replaced by the foll ow ng:

Menmber s of
part ner shi ps

(18) For the purposes of this section, subsection 21(2), sections
59.1 and 66.1 to 66.7, paragraph (d) of the definition "investnent
expense" in subsection 110.6(1) and the descriptions of Cand Din
subsection 211.91(1), where a person’'s share of an outlay or
expense made or incurred by a partnership in a fiscal period of the
partnership is included in respect of the person under paragraph
(d) of the definition "foreign exploration and devel opnent
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expenses" in subsection (15), paragraph (h) of the definition
"Canadi an expl orati on expense" in subsection 66.1(6), paragraph (f)
of the definition "Canadi an devel opnent expense” in subsection
66. 2(5), paragraph (e) of the definition "foreign resource expense"
i n subsection 66.21(1) or paragraph (b) of the definition "Canadi an
oi | and gas property expense" in subsection 66.4(5), the portion of
the outlay or expense so included is deened, except for the
pur poses of applying the definitions "foreign exploration and
devel opnment expenses”, "Canadi an exploration expense", "Canadi an
devel opnent expense", "foreign resource expense” and "Canadi an oi
and gas property expense" in respect of the person, to be nade or
incurred by the person at the end of that fiscal period.

(19) Subsection (1) applies to the 1999 and subsequent taxation
years except that in its application to the 1999 taxation year
subpar agr aph 66(4)(a) (i) of the Act, as enacted by subsection (1),
shall be read as foll ows:

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

(20) Subsection (2) applies to the 1995 and subsequent taxation
years, except that the portion of paragraph 66(4)(b) of the Act
bef ore subparagraph (ii), as enacted by subsection (2), shall be
read as follows in respect of cessations of residence that occurred
bef ore February 28, 2000:

(b) of that total, the greatest of

(1) the anpbunt, if any, clainmed by the taxpayer not exceeding
10% of the anount determ ned under paragraph (a) in respect of
t he taxpayer for the year,

(i.1) if the taxpayer ceased to be resident in Canada
i medi ately after the end of the year, the anount, if any,
clainmed by the taxpayer not exceeding the anpunt determ ned
under paragraph (a) in respect of the taxpayer for the year,
and

(21) Subsections (3) and (5) to (8), subsection 66(12.41) of the
Act, as enacted by subsection (9), subsections (10) to (13) and
paragraph (k) of the definition "foreign exploration and
devel opment expenses” in subsection 66(15) of the Act, as enacted
by subsection (15), apply to taxation years that begin after 2000.

(22) Subsections 66(4.1) and (4.2) of the Act, as enacted by
subsection (4), apply to taxation years of a taxpayer that begin
after the earlier of
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(a) Decenber 31, 1999; and

(b) where, for the purposes of subsection 117(26), a date is
designated in witing by the taxpayer and the designation is
filed with the Mnister of National Revenue on or before the
taxpayer’s filing-due date for the taxpayer’s taxation year that
includes the day on which this Act receives royal assent, the
| at er of

(i) the date so designated, and
(11) Decenber 31, 1994.

(23) Subsection 66(4.3) of the Act, as enacted by subsection (4),
applies to the 1998 and subsequent taxation years.

(24) Subsection 66(12.42) of the Act, as enacted by subsection
(9), and subsection (18) apply to fiscal periods that begin after
2000.

(25) Subsection (14) applies to expenses incurred after Decenber
21, 2000, other than expenses incurred pursuant to an agreenent in
witing made before Decenber 22, 2000.

(26) Paragraph (j) of the definition "foreign exploration and
devel opnment expenses” in subsection 66(15) of the Act, as enacted
by subsection (15), and subsection (17) apply after 2000.

(27) Paragraph (I) of the definition "foreign exploration and
devel opment expenses” in subsection 66(15) of the Act, as enacted
by subsection (15), applies after February 27, 2000.

(28) Subsection (16) applies after 1994.

45. (1) Subparagraph (d)(i) of the definition "Canadian
expl oration expense" in subsection 66.1(6) of the Act is repl aced
by the foll ow ng:

(i) the drilling or conpleting of the well resulted in the
di scovery that a natural wunderground reservoir contains
petrol eum or natural gas, where

(A) before the tinme of the discovery, no person or
partnership had discovered that the reservoir contained
ei ther petrol eur or natural gas, and

(B) the discovery occurred at any tinme before six nonths
after the end of the year,
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(2) The definition "Canadi an expl oration expense" in subsection
66.1(6) of the Act is amended by adding the following after
par agr aph (Kk):

(k.1) an expense that is the cost, or any part of the cost, to
t he taxpayer of any depreci able property of a prescribed cl ass
that was acquired after 1987,

(3) The description of L in the definition "cumul ative Canadi an
expl oration expense" in subsection 66.1(6) of the Act is replaced
by the foll ow ng:

L is that portion of the total of all anpbunts each of which
was deduct ed by t he taxpayer under subsection 127(5) or (6)
for a taxation year that ended before that tinme and that
can reasonably be attributed to a qualified Canadian
exploration expenditure or a flowthrough mning
expenditure (within the meaning assigned by subsection
127(9)) made in a preceding taxation year, and

(4) Paragraph 66.1(9)(a) of the Act is replaced by the foll ow ng:

(a) the drilling or conpleting of an oil or gas well resulted in
the discovery that a natural underground reservoir contains
petrol eur or natural gas and, before the tine of the discovery,
no person or partnership had discovered that the reservoir
cont ai ned either petroleumor natural gas,

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

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

(7) Subsection (3) applies after COctober 17, 2000.

46. (1) The definition "Canadian devel opnent expense"” in
subsection 66.2(5) of the Act is anended by adding the follow ng
after paragraph (i):

(1.1) an expense that is the cost, or any part of the cost, to
t he taxpayer of any depreci able property of a prescribed cl ass
that was acquired after 1987,

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

47. (1) The Act is anmended by adding the follow ng after section
66. 2:
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Definitions

66.21 (1) The definitions in this subsection apply in this
secti on.

"adj ust ed
cunmul ati ve
foreign
resource
expense"

« frais
cunul atifs
raj ust és
relatifs

a des
ressour ces
a |’ étranger »

"adjusted cumul ative foreign resource expense" of a taxpayer, in
respect of a country, at the end of a taxation year neans the
total of

(a) the cunul ative foreign resource expense of the taxpayer, in
respect of that country, at the end of the year; and

(b) the anmpunt, if any, by which

(1) the total determ ned under paragraph 66.7(13.2)(a) in
respect of that country and the taxpayer for the year

exceeds

(i1) the amount that would, but for paragraph (3)(c), be
determ ned under subsection (3) in respect of that country
and the taxpayer for the year.

"cumul ati ve
foreign
resource
expense"

« frais

curmul atifs
relatifs a des
ressources a

| " étranger »

"curnul ative foreign resource expense" of a taxpayer, in respect of
a country other than Canada at a particular time, neans the
anount determ ned by the formul a
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(A+B+C+D - (E+F+C+H+1 +1J)
wher e

A is the total of all foreign resource expenses, in respect
of that country, made or incurred by the taxpayer

(a) before the particular tinme, and

(b) at atinme (in this definition referred to as a "resident
time")

(i) at which the taxpayer was resident in Canada, and

(11) where the taxpayer becane resident in Canada before the
particular time, that is after the last time (before the
particular tine) that the taxpayer becane resident i n Canada;

B is the total of all ampunts required to be included in
conputing the anount referred to i n paragraph 59(3.2)(c.1),
in respect of that country, for taxation years that ended
before the particular tinme and at a resident tine;

C isthetotal of all amunts referred to in the description
of F or C that are established by the taxpayer to have
become a bad debt before the particular time and at a
resident tine;

C is the total of all specified anpbunts determ ned under
subsection 66.7(13.2), in respect of the taxpayer and that
country, for taxation years that ended before the
particular time and at a resident tine;

E is the total of all amounts deducted, in conputing the
t axpayer’s inconme for a taxation year that ended before the
particular time and at a resident tine, in respect of the
taxpayer’s cumnul ative foreign resource expense in respect
of that country;

F is the total of all ampbunts each of which is an anobunt in
respect of a foreign resource property, in respect of that
country, (in this description referred to as the
"particul ar property") disposed of by the taxpayer equal to
t he amount, if any, by which

(a) the anmbunt desi gnated under subparagraph 59(1)(b)(ii) by
the taxpayer in respect of the portion of the proceeds of
t hat di sposition that becane receivabl e before the particul ar
time and at a resident tine
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exceeds
(b) the anmpunt, if any, by which

(1) the total of all anmounts that woul d be determ ned under
paragraph 66.7(2.3)(a), imediately before the tine (in
this paragraph referred to as the "relevant tine") when
such proceeds of disposition becane receivable, in respect
of the taxpayer, that country and an origi nal owner of the
particul ar property (or of any other property acquired by
t he taxpayer with the particular property in circunstances
to which subsection 66.7(2.3) applied and in respect of
whi ch the proceeds of disposition becane receivable by the
taxpayer at the relevant tinme) if

(A) anobunts that becane receivable at or after the
rel evant tinme were not taken into account,

(B) paragraph 66.7(2.3)(a) were read without reference to
"30% of ", and

(© no reduction under subsection 80(8) at or after the
relevant time were taken into account

exceeds the total of

(1i) all amounts that woul d be determ ned under paragraph
66.7(2.3)(a) at the relevant tine in respect of the
taxpayer, that country and an original owner of the
particul ar property (or of that other property) if

(A) anmobunts that becanme receivable after the rel evant
time were not taken into account,

(B) paragraph 66.7(2.3)(a) were read without reference to
"30% of ", and

(© no reduction under subsection 80(8) at or after the
relevant time were taken into account, and

(tii1) the portion of the anmobunt ot herw se determ ned under
this paragraph that was otherwi se applied to reduce the
amount ot herw se determ ned under this description;

C is the total of all amounts, in respect of that country,
each of which is an anount included in the anount
determ ned under this description by reason of subsection
66(12.41) that becane recei vabl e by the taxpayer before the
particular time and at a resident tine;
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H is the total of all amounts each of which is an anount
recei ved before the particular tinme and at a resident tine
on account of any anount referred to in the description of
G

is the total of all ampbunts each of which is an anount by
which the cunulative foreign resource expense of the
taxpayer, in respect of that country, is required, by
reason of subsection 80(8), to be reduced at or before the
particular time and at a resident tinme; and

J is the total of all ambunts each of which is an anount t hat
is required to be deducted, before the particular tinme and
at a resident tinme, under paragraph 66.7(13.1)(a) in
conputing the taxpayer’s cunulative foreign resource
expense.

"foreign
resource
expense"

« frais
relatifs a

des ressources
a |’ étranger »

"foreign resource expense" of a taxpayer, in respect of a country
ot her than Canada, neans

(a) any drilling or exploration expense, including any general
geol ogi cal or geophysi cal expense, incurred by the taxpayer on
or in respect of exploring or drilling for petrol eur or natural

gas in that country,
(b) any expense incurred by the taxpayer for the purpose of
determ ning the existence, location, extent or quality of a
mneral resource in that country, including any expense
incurred in the course of

(1) prospecting,

(1i) carrying out geological, geophysical or geochem cal
surveys,

(iii) drilling by rotary, dianond, percussion or other
nmet hods, or

(iv) trenching, digging test pits and prelimnary sanpling,

(c) the cost to the taxpayer of any of the taxpayer’'s foreign
resource property in respect of that country,
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(d) any annual paynent nade by the taxpayer for the
preservation of a foreign resource property in respect of that
country, and

(e) subject to section 66.8, the taxpayer’s share of an
expense, cost or paynment referred to in any of paragraphs (a)
to (d) that is nade or incurred by a partnership in a fisca
period of the partnership that begins after 2000 if, at the end
of that period, the taxpayer was a nenber of the partnership

but does not i ncl ude

(f) an expenditure that is the cost, or any part of the cost,
to the taxpayer of any depreciable property of a prescribed
cl ass,

(g) an expenditure incurred at any tine after the conmmencenent
of production from a foreign resource property of the taxpayer
inorder to evaluate the feasibility of a nmethod of recovery of
petrol eum natural gas or rel ated hydrocarbons fromthe portion
of a natural reservoir to which the foreign resource property
rel ates,

(h) an expenditure (other than a drilling expense) incurred at
any tinme after the commencenent of production from a foreign
resource property of the taxpayer in order to assist in the
recovery of petrol eum natural gas or rel at ed hydrocar bons from
the portion of a natural reservoir to which the foreign
resource property rel ates,

(1) an expenditure, incurred at any tine, that relates to the
injection of any substance to assist in the recovery of
petrol eum natural gas or related hydrocarbons from a natural
reservoir,

(j) an expenditure incurred by the taxpayer, unless the
expendi ture was made

(1) for the acquisition of foreign resource property by the
t axpayer, or

(1i) for the purpose of

(A) enhancing the value of foreign resource property that
t he taxpayer owned at the tine the expenditure was i ncurred
or that the taxpayer had a reasonabl e expectati on of owni ng
after that tinme, or

(B) assisting in evaluating whether a foreign resource
property is to be acquired by the taxpayer, or
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(k) the taxpayer’s share of any cost or expenditure referred to
in any of paragraphs (f) to (j) that is incurred by a
part ner shi p.

"foreign
resource

i ncone"

« revenu
provenant de
ressources a
" étranger »

"foreign resource incone"” of a taxpayer for a taxation year, in
respect of a country other than Canada, neans the total of

(a) that part of the taxpayer’s incone for the year, determ ned
wi thout reference to subsections (4) and 66(4), that is
reasonably attributable to

(1) the production of petroleumr or natural gas from natural
accunul ati ons of petrol eur or natural gas in that country or
from oil or gas wells in that country, or

(ii) the production of mnerals from mnes in that country;

(b) the taxpayer’s income for the year from royalties in
respect of a natural accunul ation of petrol eur or natural gas
in that country, an oil or gas well in that country or a m ne
in that country, determined without reference to subsections
(4) and 66(4); and

(c) all amounts each of which is an anobunt, in respect of a
foreign resource property in respect of that country that has
been di sposed of by the taxpayer, equal to the anount, if any,
by whi ch

(i) the anobunt included in conputing the taxpayer’s incone
for the year by reason of subsection 59(1) in respect of that
di sposition,

exceeds
(1i) the total of all anpbunts each of which is that portion
of an ampunt deducted under subsection 66.7(2) in conputing
t he taxpayer’s incone for the year that

(A) can reasonably be considered to be in respect of the
foreign resource property, and
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(B) cannot reasonably be considered to have reduced the
amount ot herw se determ ned under paragraph (a) or (b) in
respect of the taxpayer for the year.

"foreign
resource | oss"
« perte

résul tant de
ressources a
" étranger »

"foreign resource loss" of a taxpayer for a taxation year in
respect of a country other than Canada neans the taxpayer’s | oss
for the year in respect of the country determ ned in accordance
with the definition "foreign resource incone” wth such
nodi fications as the circunstances require.

"gl obal foreign
resource limt"
« limte

gl obal e

des frais rel a-
tifs a des
ressour ces

a |’ étranger »

"global foreign resource |imt" of a taxpayer for a taxation year
means the anount that is the | esser of

(a) the anmpunt, if any, by which

(i) the anount determ ned under subparagraph 66(4)(b)(ii) in
respect of the taxpayer for the year

exceeds the total of

(i1) the total of all amounts each of which is the naxi mum
anount that the taxpayer would be permtted to deduct, in
respect of a country, under subsection (4) in conmputing the
t axpayer’s incone for the year if, inits application to the
year, subsection (4) were read wi thout reference to paragraph
(4)(b), and

(1i1) the amobunt deducted for the year under subsection 66(4)
in conputing the taxpayer’s incone for the year; and

(b) the anmpunt, if any, by which
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(1) 30% of the total of all amobunts each of which is, at the
end of the year, the taxpayer’s adjusted cunul ative foreign
resource expense in respect of a country,
exceeds
(1i) the total described in subparagraph (a)(ii).
Appl i cati on of
subsection
66(15)

(2) The definitions in subsection 66(15) apply in this section.

Anmpunt to be
i ncl uded in
i ncone

(3) For the purpose of paragraph 59(3.2)(c.1l), the anount
referred to in this subsection in respect of a taxpayer for a
taxation year is the anount, if any, by which

(a) the total of all anpbunts referred to in the descriptions of
EtoJinthe definition "cumul ative foreign resource expense” in
subsection (1) that are deducted in conputing the taxpayer’s
cunmul ative foreign resource expense at the end of the year in
respect of a country

exceeds the total of

(b) the total of all anobunts referred to in the descriptions of
AtoDinthe definition "cumul ative forei gn resource expense” in
subsection (1) that are included in conputing the taxpayer’s
cunmul ati ve foreign resource expense at the end of the year in
respect of the country, and

(c) the total determ ned under paragraph 66.7(13.2)(a) for the
year in respect of the taxpayer and the country.

Deduction for
curmul ati ve
foreign
resour ce
expense

(4) In conmputing a taxpayer’s incone for a taxation year
t hroughout which the taxpayer is resident in Canada, the taxpayer
may deduct the ampunt clainmed by the taxpayer, in respect of a
country ot her than Canada, not exceeding the total of
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(a) the greater of

(i) 10% of a particul ar anount equal to the taxpayer’s adjusted
cunmul ati ve foreign resource expense in respect of the country
at the end of the year, and

(ii) the | east of

(A if the taxpayer ceased to be resident in Canada
i mredi ately after the end of the year, the particul ar anount,

(B) if clause (A) does not apply, 30% of the particular
anmount ,

(C© the anmpbunt, if any, by which the taxpayer’s foreign
resource incone for the year in respect of the country
exceeds the portion of the anbunt, deducted under subsection
66(4) in conmputing the taxpayer’s incone for the year, that
applies to a source in the country, and

(D) the anpunt, if any, by which

(I') the total of all amunts each of which is the
t axpayer’s foreign resource i ncone for the year in respect
of a country

exceeds the total of

(r1) all anmpbunts each of which is the taxpayer’'s foreign
resource loss for the year in respect of a country, and

(I'1r1) the anmpount deducted wunder subsection 66(4) in
conputing the taxpayer’s inconme for the year, and

(b) the |l esser of

(1) the anmbunt, if any, by which the particul ar anount exceeds
the anmount determned for the year under paragraph (a) in
respect of the taxpayer, and

(i1) that portion of the taxpayer’s global foreign resource
limt for the year that is designated for the year by the
t axpayer, in respect of that country and no other country, in
prescribed form filed with the Mnister with the taxpayer’s
return of incone for the year

| ndi vi dual
changi ng
resi dence
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(5) Where at any tine in a taxation year an indivi dual becones or
ceases to be resident in Canada,

(a) subsection (4) applies to the individual as if the year were
the period or periods in the year throughout which the individual
was resident in Canada; and

(b) for the purpose of applying this section, subsection 66(13.1)
does not apply to the individual for the year.

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

48. (1) The definitions "disposition" and "proceeds of
di sposition” in subsection 66.4(5) of the Act are replaced by the
f ol | owi ng:

"proceeds of
di sposition”
« produit de
di sposition »

"proceeds of disposition" has the neani ng assigned by section 54.

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

49. (1) Subparagraph 66.7(2)(a)(i) of the Act is replaced by the
f ol | owi ng:

(i) the foreign exploration and devel opnent expenses incurred
by the origi nal owner before the original ower di sposed of the
particular property to the extent that those expenses were
i ncurred when the original owner was resident in Canada, were
not ot herw se deducted in conputing the successor’s incone for
t he year, were not deducted in conputing the successor’s i ncone
for a preceding taxation year and were not deductible by the
original owner, nor deducted by any predecessor owner of the
particul ar property, in conputing inconme for any taxation year

(2) Section 66.7 of the Act is anended by adding the follow ng
after subsection (2):

Count ry- by-
country
successor FEDE
al |l ocati ons

(2.1) For greater certainty, the portion of an anmpunt deducted
under subsection (2) in conputing a taxpayer’s incone for a
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taxati on year that can reasonably be considered to be in respect of
specified foreign exploration and devel opnent expenses of the
t axpayer in respect of a country is considered to apply to a source
in that country.

Met hod of
al l ocati on

(2.2) For the purpose of subsection (2.1), where a taxpayer has
i ncurred specified foreign exploration and devel opnent expenses in
respect of two or nore countries, an allocation to each of those
countries for a taxation year shall be determ ned in a manner that
is
(a) reasonabl e having regard to all the circunstances, including
the I evel and timng of

(1) the taxpayer’'s specified foreign exploration and
devel opnent expenses in respect of the country, and

(ii) the profits or gains to which those expenses rel ate; and

(b) not inconsistent with the allocation made under subsection
(2.1) for the preceding taxation year.

Successor of
foreign
resource
expenses

(2.3) Subject to subsections (6) and (8), where a corporation (in
this subsection referred to as the "successor") acquired a
particular foreign resource property in respect of a country
(whet her by way of a purchase, anml gamati on, nerger, w ndi nhg-up or
ot herwi se), there may be deducted by t he successor in conputing its
i ncone for a taxation year an anount not exceeding the total of al
anounts each of which is an anobunt determned in respect of an
original owner of the particular property that is the | esser of

(a) 30% of the anmpunt, if any, by which

(i) the curul ative foreign resource expense, in respect of the
country, of the original owner determ ned i nmedi ately after the
di sposition of the particular property by the original owner to
the extent that it has not been

(A) deducted by the original owner or any predecessor owner
of the particular property in conmputing inconme for any
taxation year
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(B) otherwi se deducted in conputing the inconme of the
successor for the year, or

(C deducted by the successor in conputing its inconme for any
precedi ng taxation year

exceeds the total of

(1i) all anpbunts each of which is an anmount (other than any
portion of the amount that can reasonably be considered to
result in a reduction of the anobunt ot herw se determ ned under
this paragraph in respect of another original owner of a
rel evant resource property who i s not a predecessor owner of a
rel evant resource property or who becane a predecessor owner of
a rel evant resource property before the original owner becane
a predecessor owner of a relevant resource property) that
becane receivable by a predecessor owner of the particular
property, or by the successor in the year or a preceding
taxation year, and that

(A) was included by the predecessor owner or the successor in
conputing an amount determ ned under paragraph (a) of the
description of F in the definition "cunulative foreign
resource expense" in subsection 66.21(1) at the end of the
year, and

(B) can reasonably be regarded as attributable to the
di sposition of a property (in this subparagraph referred to
as a "relevant resource property") that is

(I') the particul ar property, or

(I'l) another foreign resource property in respect of the
country that was acquired from the original owner with the
particul ar property by the successor or a predecessor owner
of the particular property, and

(rii) all anmpunts each of which is an anmount by which the
anount described in this paragraph is required by reason of
subsection 80(8) to be reduced at or before the end of the
year, and

(b) the anpunt, if any, by which the total of

(i) the part of the successor’s incone for the year that can
reasonably be regarded as attributable to production from the
particul ar property, conputed as i f no deduction were permtted
under section 29 of the Inconme Tax Application Rules, this
section or any of sections 65 to 66.5, except that, where the
successor acquired the particular property from the original
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owner at any time in the year (otherwise than by way of an
amal gamati on or nerger or solely by reason of the application
of paragraph (10)(c)) and did not deal with the origi nal owner
at arnmis length at that tinme, the anount determ ned under this
subpar agraph is deened to be nil, and

(11) unless the anobunt determ ned under subparagraph (i) is nil
by reason of the exception provided under that subparagraph,
the | esser of

(A) the total of all anpbunts each of which is the anount
desi gnated by the successor for the year in respect of a
Canadi an resource property owned by the original owner
i medi ately before being acquired with the particular
property by the successor or a predecessor owner of the
particul ar property, not exceedi ng t he anount included in the
successor’s i nconme for the year, conputed as if no deduction
were perm tted under section 29 of the I ncome Tax Application
Rul es, this section or any of sections 65 to 66.5, that can
reasonably be regarded as being attributable to the
production from the Canadi an resource property, and

(B) the anount, if any, by which 10% of the anount descri bed
in paragraph (a) for the year, in respect of the origina
owner, exceeds the total of all amounts each of which woul d,
but for this subparagraph, clause (2)(b)(iii)(B) and
subpar agraph (10)(h)(vi), be determ ned under this paragraph
for the year in respect of the particular property or other
foreign resource property, in respect of the country, owned
by the original owner i medi ately before being acquired with
the particul ar property by the successor or by a predecessor
owner of the particular property

exceeds the total of

(tii) all other anpbunts each of which is an anount deducted for
the year wunder this subsection or subsection (2) that can
reasonably be regarded as attributable to

(A) the part of its income for the year described in
subparagraph (i) in respect of the particular property, or

(B) a part of its incone for the year described in clause
(11)(A) in respect of which an anount is designated by the
successor under clause (ii)(A), and

(tv) all anpbunts added by reason of subsection 80(13) in
conputing the anpbunt determ ned under subparagraph (i),
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and i nconme i n respect of which an anount i s desi gnated under cl ause
(b)(ii)(A is, for the purposes of clause 29(25)(d)(i)(B) of the
I ncome Tax Application Rules, clauses (1)(b)(i)(O, (3)(b)(i)(0O,
(4)(b)(i)(B) and (5)(b) (i) (B) and subparagraph (10)(g)(iii), deened
not to be attributable to production from a Canadian resource
property.

(3) The portion of subsection 66.7(8) of the Act before paragraph
(a) is replaced by the foll ow ng:

Appl i cation of
subsections (2)
and (2.3)

(8) Subsections (2) and (2.3) apply only to a corporation that
has acquired a particular foreign resource property

(4) The portion of subsection 66.7(10) of the Act after paragraph
(b) and before paragraph (c) is replaced by the foll ow ng:

<?[1 pOn, On] >f or the purposes of the provisions of the Income Tax
Application Rules and this Act (other than subsections 66(12.6),
(12.601), (12.602), (12.62) and (12.71)) relating to deductions in
respect of drilling and exploration expenses, prospecting,
exploration and devel opnent expenses, Canadian exploration and
devel opnment expenses, foreign resource pool expenses, Canadian
expl orati on expenses, Canadi an devel opnent expenses and Canadi an
oil and gas property expenses (in this subsection referred to as
"resource expenses") incurred by the corporation before that tine,
the follow ng rules apply:

(5) Subsection 66.7(10) of the Act is anended by adding the
followi ng after paragraph (e):

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

(6) Subparagraphs 66.7(10)(h)(v) and (vi) of the Act are repl aced
by the foll ow ng:

(v) for the purposes of determning the anmounts under
paragraphs (2)(b) and (2.3)(b), to be inconme fromthe sources
descri bed i n subparagraph (iii) or (iv), as the case may be, of
the transferee for its taxation year in which that taxation
year of the transferor ends, and

(vi) for the purposes of determning the anmpbunts under
par agraphs (2)(b) and (2.3)(b), not to be incone from the
sources described in subparagraph (iii) or (iv), as the case
may be, of the transferor for that year,
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(7) The portion of subparagraph 66.7(10)(j)(ii) of the Act before
clause (A) is replaced by the foll ow ng:

(1i1) for the purposes of clause 29(25)(d)(i)(B) of the Incone
Tax Application Rules, clauses (1)(b)(i)(C and (2)(b)(i)(B),
subpar agraph (2. 3)(b) (i) and clauses (3)(b)(i)(O, (4)(b)(1)(B
and (5)(b)(i)(B) for a taxation year ending after that tinme,

the | esser of

(8) Section 66.7 of the Act is anended by adding the follow ng
after subsection (13):

Reducti on of
foreign
resource
expenses

(13.1) Were in a taxation year an original owner of foreign
resource properties in respect of a country disposes of all or
substantially all of the original owner’s foreign resource
properties in circunstances to which subsection (2.3) applies,

(a) in determ ning the cunul ati ve forei gn resource expense of the
original owner in respect of the country at any tine after the
tinme referred to in subparagraph (2.3)(a)(i), there shall be
deducted the amount of that cunul ative foreign resource expense
determ ned i nmedi ately after the disposition; and

(b) for the purpose of paragraph (2.3)(a), the cunul ati ve foreign
resource expense of the original ower in respect of the country
determ ned imedi ately after the disposition that was deducted
under subsection 66.21(4) in conputing the original owner’s
inconme for the year is deened to be equal to the | esser of

(1) the anpbunt deducted under paragraph (a) in respect of the
di sposition, and

(1i) the amount, if any, by which

(A) the specified anobunt determ ned under subsection (13.2)
inrespect of the original ower and the country for the year

exceeds

(B) the total of all ampunts determ ned under this paragraph
in respect of another disposition of foreign resource
property in respect of the country nmade by the origi nal owner
before the disposition and in the year.
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Speci fied
anount —
foreign
resour ce
expenses

(13.2) Were in a taxation year an original owner of foreign
resource properties in respect of a country disposes of all or
substantially all of the original owner’s foreign resource
properties in circunstances to which subsection (2.3) applies, the
speci fied amount in respect of the country and the original owner
for the year for the purposes of clause (13.1)(b)(ii)(A) and of
determning the value of D in the definition "cunulative foreign
resource expense" in subsection 66.21(1) is the |esser of

(a) the total of all ampbunts each of which is the anount, if any,
by whi ch

(i) an anpunt deducted under paragraph (13.1)(a) in respect of
a disposition in the year by the original owner of foreign
resource property in respect of the country

exceeds

(i1) the amount, if any, designated by the original owner in
the prescribed form filed with the Mnister within six nonths
after the end of the year in respect of an anobunt descri bed
under subparagraph (i); and

(b) the total of

(i) the amount clained under subsection 66.21(4) by the
original owner in respect of the country for the year, and

(i1) the anobunt that would, but for paragraph 66.21(3)(c), be
det erm ned under subsection 66.21(3) in respect of the country
and the original owner for the year.

(9) Section 66.7 of the Act is anended by adding the follow ng
after subsection (15):

Di sposal of
foreign
resource
properties —
subsection
(2.3)
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(15.1) Where in a taxation year a predecessor owner of foreign
resource properties disposes of foreign resource properties to a
corporation in circunstances to which subsection (2.3) applies,

(a) for the purpose of applying that subsection to the
predecessor owner in respect of its acquisition of any foreign
resource properties owned by it imediately before the
di sposition, it is deemed, after the disposition, never to have
acqui red any such properties except for the purposes of

(i) where the predecessor owner and the corporation dealt with
each other at arnmis length at the time of the disposition or
the disposition was by way of an analgamation or nmerger,
det erm ni ng an anount deducti bl e under subsection (2.3) for the
year, and

(1i) determining the value of F in the definition "cunulative
forei gn resource expense" in subsection 66.21(1); and

(b) where the corporation or another corporation acquires any of
the properties on or after the disposition in circunstances to
whi ch subsection (2.3) applies, anounts that becone recei vabl e by
t he predecessor owner after the disposition in respect of foreign
resource properties retained by it at the tinme of the disposition
are, for the purposes of applying subsection (2.3) to the
corporation or the other <corporation in respect of the
acquisition, deened not to have becone receivable by the
predecessor owner.

(10) Subsection 66.7(18) of the Act is replaced by the foll ow ng:

Appl i cation of
interpretation
provi si ons

(18) The definitions in subsection 66(15) and sections 66.1 to
66.4 apply in this section.

(11) Subsections (1) and (5) apply to the 1999 and subsequent
taxation years.

(12) Subsections 66.7(2.1) and (2.2) of the Act, as enacted by
subsection (2), apply to taxation years of a taxpayer that begin
after the earlier of

(a) Decenber 31, 1999; and
(b) where, for the purposes of subsection 117(26), a date is

designated in witing by the taxpayer and the designation is
filed with the Mnister of National Revenue on or before the
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taxpayer’s filing-due date for the taxpayer’s taxation year that
includes the day on which this Act receives royal assent, the
| ater of

(i) the date so designated, and
(1i1) Decenber 31, 1994.

(13) Subsection 66.7(2.3) of the Act, as enacted by subsection
(2), and subsections (3), (4) and (6) to (10) apply to taxation
years that begin after 2000.

50. (1) Subparagraph 66.8(1)(a)(i) of the Act is anended by
striking out the word "or"™ at the end of clause (C and by
repl acing clause (D) with the foll ow ng:

(D) the foreign resource expenses in respect of a country (in
this subsection referred to as "country-specific foreign
expenses"), or

(E) the foreign exploration and devel opnent expenses (inthis
subsection referred to as "gl obal foreign expenses"),

(2) Paragraph 66.8(1)(b) of the Act is anended by striking out
the word "and" at the end of subparagraph (iii) and by replacing
subparagraph (iv) with the follow ng:

(tv) if any remains unapplied, then to reduce (in the order
specified by the taxpayer in witing filed with the M nister on
or before the taxpayer’s filing-due date for the taxpayer’s
taxation year in which the fiscal period ends or, where no such
specification is nade, in the order determ ned by the M ni ster)
t he taxpayer’s share of country-specific foreign expenses, and

(v) if any remains unapplied, then to reduce the taxpayer’s
share of gl obal foreign expenses; and

(3) Subsections (1) and (2) apply to fiscal periods that begin
after 2000.

51. (1) Paragraph 69(1)(b) of the Act is anmended by striking out
the word "or" at the end of subparagraph (i), by adding the word
"or" at the end of subparagraph (ii) and by adding the follow ng
after subparagraph (ii):

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

(2) Paragraph 69(1)(c) of the Act is replaced by the foll ow ng:
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(c) where a taxpayer acquires a property by way of gift, bequest
or inheritance or because of a disposition that does not result
in a change in the beneficial ownership of the property, the
taxpayer is deenmed to acquire the property at its fair market
val ue.

(3) Paragraph 69(5)(c) of the Act is replaced by the foll ow ng:

(c) subsections 52(1) and (2) do not apply for the purposes of
determ ning the cost to the sharehol der of the property; and

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

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

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

52. (1) The portion of paragraph 70(5.1)(d) of the Act before the
formula is replaced by the foll ow ng:

(d) for the purpose of determning, after that tinme, the anount
requi red by paragraph 14(1)(b) to be included in conputing the
income of the beneficiary in respect of any subsequent
di sposition of the property of the business, there shall be added
to the anmount determined for Q in the definition "cumulative
eligible capital” in subsection 14(5) the anount determ ned by
the formul a

(2) Paragraph 70(5.2)(a) of the Act is replaced by the foll ow ng:

(a) the taxpayer is deenmed to have, imediately before the
t axpayer’ s death, di sposed of each Canadi an resource property and
foreign resource property of the taxpayer and received proceeds
of disposition for that property equal to its fair market val ue
i mredi ately before the death

(a. 1) subject to subparagraph (b)(ii), any particul ar person who
as a consequence of the taxpayer’'s death acquires any property
that is deened by paragraph (a) to have been di sposed of by the
taxpayer is deenmed to have acquired the property at the tinme of
the death at a cost equal to the fair narket value of the
property i medi ately before the death;

(3) Subparagraph 70(5.2)(b)(ii) of the Act is replaced by the
f ol | owi ng:

(ii) the spouse, common-|law partner or trust, as the case may
be, is deened to have acquired the property at the tinme of the
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death at a cost equal to the ampunt determned in respect of
t he di sposition under subparagraph (i);

(4) Paragraph 70(5.2)(c) of the Act is replaced by the foll ow ng:

(c) the taxpayer is deenmed to have, imediately before the
t axpayer’s death, disposed of each property that was |and
included in the inventory of a business of the taxpayer and
recei ved proceeds of disposition for that property equal to its
fair market value inmediately before the death

(c.1) subject to subparagraph (d)(ii), any particul ar person who
as a consequence of the taxpayer’'s death acquires any property
that is deened by paragraph (c) to have been di sposed of by the
taxpayer is deenmed to have acquired the property at the tinme of
the death at a cost equal to the fair narket value of the
property i medi ately before the death; and

(5) Subsection 70(5.3) of the Act is replaced by the foll ow ng:

Fair mar ket
val ue

(5.3) For the purposes of subsections (5) and 104(4) and section
128.1, the fair market value at any tine of any property deened to
have been di sposed of at that tine as a consequence of a particul ar
i ndi vi dual’ s death or as a consequence of the particul ar indi vi dual
becom ng or ceasing to be resident in Canada shall be determ ned as
t hough the fair market value at that tine of any life insurance
policy, wunder which the particular individual (or any other
individual not dealing at arms length with the particular
i ndividual at that tinme or at the tine the policy was issued) was
a person whose life was insured, were the cash surrender val ue (as
defined in subsection 148(9)) of the policy i medi ately before the
particul ar individual died or becanme or ceased to be resident in
Canada, as the case may be.

(6) The portion of subsection 70(9.1) of the Act before paragraph
(a) is replaced by the foll ow ng:

Transf er of
farm property
fromtrust to
settlor’s
children

(9.1) Where any property in Canada of a taxpayer that is |and or
depreci abl e property of a prescribed class has been transferred or
distributed to a trust described in subsection (6) or 73(1) (as
that subsection applied to transfers before 2000) or a trust to
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whi ch subparagraph 73(1.01)(c)(i) applies and the property or a
repl acenent property for that property in respect of which the
trust has made an el ection under subsection 13(4) or 44(1) was,
i mredi ately before the death of the taxpayer’s spouse or common-| aw
partner who was a beneficiary under the trust, used in the business
of farmng and has, on the death of the spouse or comon-|aw
partner and as a consequence of the death, been transferred or
distributed to and vested indefeasibly in an individual who was a
child of the taxpayer and who was resident in Canada inmrediately
before the death of the spouse or common-| aw partner, the foll ow ng
rul es apply:

(7) The portion of subsection 70(9.3) of the Act before paragraph
(a) is replaced by the foll ow ng:

Transfer of
famly farm
corporation or
part nership
fromtrust to
chil dren of
settlor

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

(8) Subsection (1) applies in respect of taxation years that end
after February 27, 2000.

(9) Paragraphs 70(5.2)(a) and (c) of the Act, as enacted by
subsections (2) and (4), respectively, and subsection (3) apply to
taxation years that begin after 2000.

(10) Paragraphs 70(5.2)(a.1) and (c.1) of the Act, as enacted by
subsections (2) and (4), respectively, apply to acquisitions that
occur after 1992.

(11) Subsection (5) applies to dispositions that occur after
Oct ober 1, 1996.

(12) Subsections (6) and (7) apply to transfers and di stributions
fromtrusts that occur after 1999.

(13) Were a particular transfer or distribution to a trust
referred to in subsection 70(9.1) or (9.3) of the Act, as enacted
by subsections (6) and (7), respectively, occurred before 2001, in
applying that subsection 70(9.1) or (9.3) to a transfer or
di stribution fromthe trust that occurs after 1997, that subsection
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shall be read without reference to the words "or common-I|aw
partner" and to the Mderni zati on of Benefits and Obligations Act,
unl ess

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

(b) the death referred to in that subsection occurs after 1997;
and

(c) either

(i) at the tinme of the particular transfer or distribution
referred to in paragraph (a), the taxpayer was a spouse of the
i ndi vi dual whose death is referred to in paragraph (b), or

(ii) because of an election wunder section 144 of the
Moder ni zati on of Benefits and Obligations Act, sections 130 to
142 of that Act applied, at the time of the particular transfer
or distribution referred to in paragraph (a), to the taxpayer
and t he indivi dual whose death is referred to i n paragraph (b).

53. (1) Subsections 73(1) and (1.1) of the Act are replaced by
the foll ow ng:

| nter vivos
transfers by
i ndi vi dual s

73. (1) For the purposes of this Part, where at any tine any
particul ar capital property of an individual (other than a trust)
has been transferred in circunstances to which subsection (1.01)
applies and both the individual and the transferee are resident in
Canada at that tinme, wunless the individual elects in the
i ndi vidual’s return of incone under this Part for the taxation year
in which the property was transferred that the provisions of this
subsection not apply, the particular property is deened

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

(1) where the particular property is depreciable property of a
prescribed cl ass, that proportion of the undepreciated capital
cost to the individual inmmediately before that time of all
property of that class that the fair market value i mediately
before that tine of the particular property is of the fair
mar ket value immediately before that tinme of all of that
property of that class, and
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(
i
t

it) in any other case, the adjusted cost base to the
ndi vi dual of the particular property imediately before that
ime; and

(b) to have been acquired at that tinme by the transferee for an
anount equal to those proceeds.

Qual i fying
transfers

(1.01) Subject to subsection (1.02), property is transferred by
an individual in circunstances to which this subsection applies
where it is transferred to

(a) the individual’s spouse or conmon-| aw partner;

(b) a former spouse or common-law partner of the individual in
settl enent of rights arising out of their marriage or common-| aw
part nership; or

(c) a trust created by the individual under which

(1) the individual’s spouse or common-|law partner is entitled
to receive all of the incone of the trust that arises before
t he spouse’s or common-1| aw partner’s death and no person except
t he spouse or common-|aw partner may, before the spouse’s or
common-| aw partner’s death, receive or otherw se obtain the use
of any of the incone or capital of the trust,

(1i) theindividual is entitled to receive all of the i ncone of
the trust that arises before the individual’s death and no
person except the individual nmay, before the individual’s
deat h, receive or otherw se obtain the use of any of the i ncone
or capital of the trust, or

(iii) either

(A) the individual or the individual’s spouse is, in
conbination with the other, entitled to receive all of the
i ncone of the trust that arises before the later of the death
of the individual and the death of the spouse and no ot her
person nmay, before the later of those deaths, receive or
ot herwi se obtain the use of any of the inconme or capital of
the trust, or

(B) the individual or the individual’ s comon-I|aw partner is,
in conbination with the other, entitled to receive all of the
i ncone of the trust that arises before the later of the death
of the individual and the death of the common-I|aw partner and
no other person may, before the later of those deaths,
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receive or otherwi se obtain the use of any of the inconme or
capital of the trust.

Exception for
transfers

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

(a) the trust was created after 1999;
(b) either

(1) the individual had attai ned 65 years of age at the tine the
trust was created, or

(1i) the transfer does not result in a change in beneficial
ownership of the property and there is imediately after the
transfer no absolute or contingent right of a person (other
than the individual) or partnership as a beneficiary
(determned with reference to subsection 104(1.1)) under the
trust; and

(c) in the case of a trust the terms of which satisfy the
condi tions in subparagraph (1.01)(c)(ii), the trust does not make
an el ection under subparagraph 104(4)(a)(ii.1).

Interpretation

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

(a) under the | aws of a province or because of a decree, order or
j udgment of a conpetent tribunal made in accordance with those
| aws, the property

(1) i1s acquired or is deened to have been acquired by the
particul ar transferee,

(1i) is deened or declared to be property of, or is awarded to,
the particular transferee, or

(iii) has vested in the particular transferee; and

(b) the property was or would, but for those |aws, have been a
capital property of the individual referred to in subsection (1).
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(2) Subsection (1) applies to transfers that occur after 1999
except that,

(a) in respect of transfers that occur in 2000 or 2001, for the
pur pose of subsection 73(1) of the Act, as enacted by subsection
(1), the residence of a transferee trust shall be determ ned
wi thout reference to section 94 of the Act, as it reads before
2002;

(b) in respect of transfers that occur in 2000 and subject to
par agraph (c),

(1) subsection 73(1.01) of the Act, as enacted by subsection
(1), shall be read without reference to the words "or conmon-
law partner”, "or conmon-law partner’s" and "or conmmon-|aw
part nership", and

(ii1) subparagraph 73(1.01)(c)(iii) of the Act, as enacted by
subsection (1), shall be read as foll ows:

(tit) the individual or the individual’s spouse is, in
conbination with the other, entitled to receive all of the
income of the trust that arises before the later of the death
of the individual and the death of the spouse and no other
person may, before the later of those deaths, receive or
ot herwi se obtain the use of any of the inconme or capital of the
trust.

(c) paragraph (b) does not apply to a transfer at any tinme by an
individual to or for the benefit of another individual where,
because of an el ection under section 144 of the Mdderni zation of
Benefits and Obligations Act, sections 130 to 142 of that Act
applied at that time to those individuals; and

(d) in respect of transfers that occur before ANNOUNCEMENT DATE
subpar agraph 73(1.02)(b)(ii) of the Act, as enacted by subsection
(1), shall be read as foll ows:

(ii) no person (other than the individual) or partnership has
any absolute or contingent right as a beneficiary under the
trust (determined with reference to subsection 104(1.1)); and

54. (1) Section 74.2 of the Act is anmended by adding the
followi ng after subsection (2):

El ection for
subsection (1)

to apply
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(3) Subsection (1) does not apply to a disposition at any
particular time (in this subsection referred to as the "em gration
di sposition") under paragraph 128.1(4)(b), by a taxpayer who is a
recipient referred to in subsection (1), unless the recipient and
the individual referred to in that subsection, in their returns of
incone for the taxation year that includes the first tine, after
the particular tine, at which the recipient disposes of the
property, jointly elect that subsection (1) apply to the em gration
di sposition.

Appl i cati on of
subsection (3)

(4) For the purpose of applying subsection (3) and
notw t hst andi ng subsections 152(4) to (5), any assessnment of tax
payabl e under this Act by the recipient or the individual referred
to in subsection (1) shall be nmade that is necessary to take an
el ection under subsection (3) into account except that no such
assessnment shall affect the conputation of

(a) interest payable under this Act to or by a taxpayer in
respect of any period that is before the taxpayer’s filing-due
date for the taxation year that includes the first tine, after
the particular tinme referred to in subsection (3), at which the
reci pient disposes of +the property referred to in that
subsection; or

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

55. (1) The portion of subsection 75(2) of the Act after
paragraph (a) is replaced by the foll ow ng:

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

any inconme or |loss fromthe property or fromproperty substituted
for the property, and any taxabl e capital gain or all owabl e capital
loss from the disposition of the property or of property
substituted for the property, shall, during the existence of the
person while the person is resident in Canada, be deened to be
income or a loss, as the case may be, or a taxable capital gain or
al l omabl e capital |oss, as the case nmay be, of the person.

(2) Paragraphs 75(3)(a) and (b) of the Act are replaced by the
f ol | owi ng:
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(a) by a trust governed by a deferred profit sharing plan, an
enpl oyee benefit plan, an enployees profit sharing plan, a
regi stered education savings plan, a registered pension plan, a
registered retirenment incone fund, a registered retirenent
savings plan, a registered supplenmentary unenploynent benefit
plan or a retirenent conpensation arrangenent;

(b) by an enpl oyee trust, a related segregated fund trust (within
t he nmeani ng assi gned by paragraph 138.1(1)(a)), a trust descri bed
in paragraph (a.l1) of the definition "trust" in subsection
108(1), or a trust described in paragraph 149(1)(y);

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

(4) Paragraph 75(3)(a) of the Act, as enacted by subsection (2),
applies to taxation years that end after OCctober 8, 1986 and
not wi t hst andi ng subsections 152(4) to (5) of the Act, the Mnister
of National Revenue shall make any assessnents, reassessnents and
addi tional assessnents of tax, interest and penalties that are
necessary to give effect to the words "retirenent conpensation
arrangenment” in that paragraph

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

56. (1) The Act is amended by adding the follow ng after section
76:

Non-r esi dent
novi ng debt
from Canadi an
busi ness

76.1 (1) If at any tinme a debt obligation of a non-resident
taxpayer that is denomnated in a foreign currency ceases to be an
obligation of the taxpayer in respect of a business or part of a
busi ness carried on by the taxpayer in Canada i mredi ately before
that time (other than an obligation in respect of which the
t axpayer ceased to be indebted at that tinme), for the purpose of
determ ni ng the anount of any i nconme, | oss, capital gain or capital
| oss due to the fluctuation in the value of the foreign currency
relative to Canadian currency, the taxpayer is deened to have
settled the debt obligation inmediately before that tine at the
anount out standing on account of its principal anmount.

Non-r esi dent
assum ng debt
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(2) If at any tine a debt obligation of a non-resident taxpayer
that is denom nated in a foreign currency beconmes an obligation of
the taxpayer in respect of a business or part of a business that
the taxpayer carries on in Canada after that tine (other than an
obligation in respect of which the taxpayer becane i ndebted at that
tine), the anmount of any incone, |oss, capital gain or capital |oss
in respect of the obligation due to the fluctuation in the val ue of
the foreign currency relative to Canadian currency shall be
determ ned based on the amount of the obligation in Canadian
currency at that tine.

(2) Subsection (1) applies after June 27, 1999 in respect of an
authorized foreign bank, and after August 8, 2000 in any other
case.

57. (1) Subsection 79.1(2) of the Act is replaced by the
f ol | owi ng:

Sei zur e of
property

(2) Subject to subsection (2.1) and for the purpose of this
section, a property is seized at any tinme by a person in respect of
a debt where

(a) the beneficial ownership of the property is acquired or
reacquired at that tinme by the person; and

(b) the acquisition or reacquisition of the property is i
consequence of another person’s failure to pay to the person al
or part of the specified anmount of the debt.

n
I

Exception

(2.1) For the purpose of this section, foreign resource property
is deened not to be seized at any tinme from

(a) an individual or a corporation, if the individual or
corporation is non-resident at that tinme; or

(b) a partnership (other than a partnershi p each nenber of which
is resident in Canada at that tine).

(2) Subsection (1) applies in respect of property acquired or
reacqui red after February 27, 2000.

58. (1) The portion of the definition "successor pool"™ in
subsection 80(1) of the Act before paragraph (f) is replaced by the
f ol | owi ng:
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"successor
pool "

« conpte de
soci ét é

renmpl acante »

"successor pool" at any tinme for a comrercial obligation and in
respect of an anount determned in relation to a debtor neans the
portion of that amount that woul d be deducti bl e under subsection
66.7(2), (2.3), (3), (4) or (5), as the case may be, in conputing
the debtor’s income for the taxation year that includes that
time, if

(a) the debtor had sufficient incones fromall sources,

(b) subsection (8) did not apply to reduce the anmount so
determ ned at that tine,

(c) the year ended immediately after that tine, and

(d) paragraphs 66.7(2.3)(a), (4)(a) and (5)(a) were read
wi thout reference to the expressions "30% of", "30% of" and
"10% of ", respectively,

except that the successor pool at that time for the obligationis
deened to be nil unless

(e) the obligation was issued by the debtor before, and not in
contenpl ation of, the event described in paragraph (8)(a) that
gives rise to the deductibility under subsection 66.7(2),
(2.3), (3), (4) or (5, as the case may be, of all or part of
that anount in conputing the debtor’s incone, or

(2) Paragraph 80(2)(d) of the Act is replaced by the foll ow ng:

(d) the applicable fraction of the wunapplied portion of a
forgiven anount at any tinme in respect of an obligation issued by
the debtor is in respect of a |loss for any other taxation year,
the fraction required to be used under section 38 for that year;

(3) Paragraph 80(8)(a) of the Act is replaced by the foll ow ng:

(a) where the debtor is a corporation resident in Canada
t hroughout that vyear, each particular anmount that would be
determ ned in respect of the debtor under paragraph 66.7(2)(a),
(2.3)(a), (3)(a), (4)(a) or (5)(a) if paragraphs 66.7(2.3)(a),
(4)(a) and (5)(a) were read without reference to the expressions
"30% of ", "30%of" and "10% of ", respectively, as a conseqguence
of the acquisition of control of the debtor by a person or group
of persons, the debtor ceasing to be exenpt fromtax under this
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Part on its taxable income or the acquisition of properties by
t he debtor by way of an amal gamati on or nerger, where the anpunt
so applied does not exceed the successor pool imediately after
that tinme for the obligation and in respect of the particular
anmount ;

(4) Subsection 80(8) of the Act is anended by striking out the
word "and" at the end of paragraph (d), by adding the word "and" at
the end of paragraph (e) and by adding the following after
par agraph (e):

(f) the cunul ative foreign resource expense (w thin the nmeaning
assigned by subsection 66.21(1)) of the debtor in respect of a
country.

(5) Cdause 80(12)(a)(ii)(B) of the Act is anmended by replacing
the reference to the expression "4/3 of" with a reference to the
word "tw ce".

(6) Subparagraph (a)(ii) of the description of D in subsection
80(13) of the Act is anmended by replacing the reference to the
expression "4/3 of" with a reference to the word "tw ce".

(7) Paragraph (b) of the description of Ein subsection 80(13) of
the Act is anmended by replacing the reference to the nunber "0.75"
with a reference to the fraction "1/2".

(8) Subsections (1), (3) and (4) apply to taxation years that
begin after 2000.

(9) Subsections (2) and (5) to (7) apply to taxation years that
end after February 27, 2000 except that, for a taxation year of a
debtor that includes either February 28, 2000 or QOctober 17, 2000
or began after February 28, 2000 and ended before October 17, 2000,

(a) the reference to the word "tw ce" in clause 80(12)(a)(ii)(B)
of the Act, as enacted by subsection (5), and in subparagraph
(a)(ii) of the description of Din subsection 80(13) of the Act,
as enacted by subsection (6), shall be read as a reference to the
expression "the fraction that is the reciprocal of the fraction
i n paragraph 38(a), as enacted by subsection 22(1) of the Incone
Tax Amendnents Act, 2000, that applies to the debtor for the
year, nmultiplied by"; and

(b) the reference to the fraction "1/2" in paragraph (b) of the
description of E in subsection 80(13) of the Act, as enacted by
subsection (7), shall be read as a reference to the fraction in
par agr aph 38(a) of the Act, as enacted by subsection 22(1), that
applies to the debtor for the year.
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59. (1) Subsection 80.01(10) of the Act is anmended by replacing
the reference to the nunber "0.75" in the formula with a reference
to the number "O0.5".

(2) Subsection (1) applies to taxation years that end after
February 27, 2000 except that, for a taxation year of a debtor that
i ncludes either February 28, 2000 or OCctober 17, 2000 or began
after February 28, 2000 and ended before October 17, 2000, the
reference to the fraction "1/2" in subsection 80.01(10) of the Act,
as enacted by subsection (1), shall be read as a reference to the
fraction in paragraph 38(a) of the Act, as enacted by subsection
22(1), that applies to the debtor for the year.

60. (1) Subsection 81(1) of the Act is amended by adding the
followi ng after paragraph (g.3):

Rel i ef for
i ncreased
heati ng
expenses

(g.4) an anount received pursuant to the Order Authorizing Ex
Gratia Paynents for |Increased Heating Expenses;

(2) Subsection 81(3.1) of the Act is replaced by the foll ow ng:
Travel expenses

(3.1) There shall not be included in conputing an individual’s
incone for a taxation year an anount (not in excess of a reasonable
amount) received by the individual froman enployer with whomthe
i ndividual was dealing at armis length as an allowance for, or
rei mbursenent of, travel expenses incurred by the individual in the
year in respect of the individual’'s part-tinme enploynent in the
year with the enployer (other than expenses incurred in the
per formance of the duties of the individual’ s part-tinme enpl oynent)
i

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

(1) the individual had other enploynent or was carrying on a
busi ness, or

(11) where the enpl oyer is a desi gnated educational institution
(wthin the neaning assigned by subsection 118.6(1)), the
duties of the individual’s part-tine enploynent were the
provision in Canada of a service to the enployer in the
i ndi vidual’s capacity as a professor or teacher; and
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(b) the duties of the individual’s part-tine enploynment were
performed at a | ocation not |less than 80 kilonetres from

(i) where subparagraph (a)(i) applies, both the individual’s
ordinary place of residence and the place of the other
enpl oynment or business referred to in that subparagraph, and

(1i) where subparagraph (a)(ii) applies, the individual’s
ordi nary place of residence.

Paynments for
volunteer
services

(4) Were

(a) an individual was enpl oyed or otherw se engaged in a taxation
year by a governnment, nmunicipality or public authority (in this
subsection referred to as "the enployer") and received in the
year from the enpl oyer one or nore anmounts for the perfornmance,
as a volunteer, of the individual’s duties as

(i) an anbul ance technici an,
(ii) a firefighter, or

(tii) a person who assists in the search or rescue of
i ndi viduals or in other energency situations, and

(b) if the Mnister so demands, the enployer has certified in
witing that

(1) the individual was in the year a person described in
par agraph (a), and

(i1) the individual was at no tinme in the year enployed or
ot herwi se engaged by the enployer, otherwise than as a
volunteer, in connection with the perfornance of any of the
duties referred to in paragraph (a) or of simlar duties,

there shall not be included in conputing the individual’s income
derived from the performance of those duties the | esser of $1, 000
and the total of those anounts.

(3) Subsection (1) applies to anobunts received after 2000.

(4) Subsection 81(3.1) of the Act, as enacted by subsection (2),
applies to the 1995 and subsequent taxation years and
notw t hstandi ng subsections 152(4) to (5) of +the Act, any
assessnent of an individual’s tax payable under the Act for any
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taxation year that ends before 2000 shall be nmade that i s necessary
to take into account the application of that subsection 81(3.1).

(5) Subsection 81(4) of the Act, as enacted by subsection (2),
applies to the 1998 and subsequent taxation years.

61. (1) Subsection 84.1(2.1) of the Act is anended by repl acing
the references to the expression "4/3 of" with references to the
word "twi ce" and by replacing the reference to the fraction "3/4"
with a reference to the fraction "1/2".

(2) Subsection (1) applies to taxation years that end after
February 27, 2000 except that, for a taxation year of a taxpayer
t hat i ncludes either February 28, 2000 or October 17, 2000 or began
after February 28, 2000 and ended before Cctober 17, 2000, the
references to the word "tw ce" in subsection 84.1(2.1) of the Act,
as enacted by subsection (1), shall be read as references to the
expression "the fraction that is the reciprocal of the fraction in
par agraph 38(a), as enacted by subsection 22(1) of the Inconme Tax
Amendnents Act, 2000, that applies to the taxpayer for the year
mul tiplied by" and the reference to the fraction "1/2" shall be
read as a reference to the fraction in paragraph 38(a) of the Act,
as enacted by subsection 22(1), that applies to the taxpayer for
t he year.

62. (1) The descriptions of D and E in paragraph 85(1)(d.1) of
the Act are replaced by the foll ow ng:

D is the amount, if any, that would be included under
subsection 14(1) in conputing the taxpayer’s incone as a
result of the disposition if the values determned for C
and D in paragraph 14(1)(b) were zero, and

E is the amount, if any, that would be included under
subsection 14(1) in conputing the taxpayer’s incone as a
result of the disposition if the value determned for Din
par agraph 14(1) (b) were zero;

(2) Section 85 of the Act is anended by adding the follow ng
after subsection (1.1):

Exception

(1.11) Notwithstanding subsection (1.1), a foreign resource
property, or an interest in a partnership that derives all or part
of its value from one or nore foreign resource properties, IS not
an eligible property of a taxpayer in respect of a disposition by
t he taxpayer to a corporation where
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(a) the taxpayer and the corporation do not deal with each other
at arms length; and

(b) it is reasonable to conclude that one of the purposes of the
di sposition, or a series of transactions or events of which the
di sposition is a part, is to increase the extent to which any
person may claimnm a deduction under section 126.

(3) Subsection (1) applies in respect of taxation years that end
after February 27, 2000.

(4) Subsection (2) applies to dispositions that occur after
Decenber 21, 2000 other than a disposition by a taxpayer that
occurs pursuant to an agreenent in witing made by the taxpayer on
or before that date.

63. (1) Subsection 85.1(2) of the Act is amended by striking out
the word "or" at the end of paragraph (c), by adding the word "or"
at the end of paragraph (d) and by adding the follow ng after
par agraph (d):

(e) the vendor

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

(1i1) has included any portion of the gain or |oss, otherw se
determ ned, from the disposition of the exchanged shares in
conputing its foreign accrual property incone for the taxation
year of the vendor in which the exchange occurred.

(2) Section 85.1 of the Act is anended by adding the follow ng
after subsection (4):

Forei gn share
for foreign
share exchange

(5) Subject to subsections (3) and (6) and 95(2), where a
corporation resident in a country other than Canada (in this
section referred to as the "foreign purchaser") issues shares of
its capital stock (in this section referred to as the "issued
foreign shares") to a vendor in exchange for shares of the capital
stock of another corporation resident in a country other than
Canada (in this section referred to as the "exchanged foreign
shares”) that were i medi atel y before t he exchange capital property
of the vendor, except where the vendor has, in the vendor’s return
of inconme for the taxation year in which the exchange occurred,
i ncluded i n conputing the vendor’s incone for that year any portion
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of the gain or |oss, otherwi se determ ned, from the di sposition of
t he exchanged foreign shares, the vendor is deened

(a) to have di sposed of the exchanged forei gn shares for proceeds
of disposition equal to the adjusted cost base to the vendor of
t hose shares imedi ately before the exchange, and

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

and where the exchanged foreign shares were taxable Canadian
property of the vendor, the issued foreign shares so acquired by
the vendor are deened to be taxable Canadian property of the
vendor .

Wer e
subsection (5)
does not apply

(6) Subsection (5) does not apply where

(a) the vendor and foreign purchaser were, imedi ately before the
exchange, not dealing with each other at arm s | ength (ot herw se
t han because of a right referred to in paragraph 251(5)(b) that
is a right of the foreign purchaser to acquire the exchanged
foreign shares);

(b) imredi ately after the exchange the vendor, persons with whom
the vendor did not deal at armis length or the vendor together
with persons with whom the vendor did not deal at armis |ength,

(i) controlled the foreign purchaser, or

(1i) beneficially owned shares of the capital stock of the
forei gn purchaser having a fair market value of nore than 50%
of the fair market value of all of the outstandi ng shares of
the capital stock of the foreign purchaser;

(c) consideration other than issued foreign shares was received
by the vendor for the exchanged foreign shares, notw thstandi ng
that the vendor may have di sposed of shares of the capital stock
of the other corporation referred to in subsection (5) (other
t han t he exchanged foreign shares) to the foreign purchaser for
consideration other than shares of the capital stock of the
forei gn purchaser

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

(1i1) has included any portion of the gain or |oss, otherw se
determ ned, from the disposition of the exchanged foreign
shares in conputing its foreign accrual property i ncone for the
taxation year of the vendor in which the exchange occurred; or

(e) the vendor is a foreign affiliate of a taxpayer resident in
Canada at the end of the taxation year of the vendor in which the
exchange occurred and the exchanged foreign shares are excl uded
property (within the nmeani ng assi gned by subsection 95(1)) of the
vendor .

(3) Subsections (1) and (2) apply to exchanges that occur after
1995.

64. (1) The Act is anended by adding the follow ng after section
86:

Foreign Spin-offs

Eligible

di stribution
not included in
i ncone

86.1 (1) Notw thstandi ng any other provision of this Part,

(a) the anmount of an eligible distribution received by a taxpayer
shall not be included in conmputing the inconme of the taxpayer;
and

(b) subsection 52(2) does not apply to the eligible distribution
recei ved by the taxpayer.

Eligible
di stribution

(2) For the purposes of this section and Part XI, a distribution
by a particular corporation that is received by a taxpayer is an
eligible distribution if

(a) the distribution is with respect to all of the taxpayer’s
common shares of the capital stock of the particul ar corporation
(in this section referred to as the "original shares");

(b) the distribution consists solely of comon shares of the
capital stock of another corporation that were owned by the
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particul ar corporation imediately before their distribution to
the taxpayer (in this section referred to as the "spin-off
shares");

(c) in the case of a distribution that is not prescribed,

(1) at the tinme of the distribution, both corporations are
resident in the United States and were never resident in
Canada,

(1i) at the tinme of the distribution, the shares of the class
that includes the original shares are widely held and actively
traded on a prescribed stock exchange in the United States, and

(ti1) under the United States Internal Revenue Code applicabl e
to the distribution, the shareholders of the particular
corporation who are resident in the United States are not
taxable in respect of the distribution;

(d) in the case of a distribution that is prescribed,

(1) at the tinme of the distribution, both corporations are
resident in the same country, other than the United States,
wi th which Canada has a tax treaty (inthis sectionreferredto
as the "foreign country") and were never resident in Canada,

(1i) at the tine of the distribution, the shares of the class
that includes the original shares are widely held and actively
traded on a prescribed stock exchange,

(tii) under the law of the foreign country, those sharehol ders
of the particular corporation who are resident in that country
are not taxable in respect of the distribution, and

(tv) the distribution is prescribed subject to such terns and
conditions as are considered appropriate in the circunstances;

(e) before the end of the sixth nonth foll ow ng the day on which
the particular corporation first distributes a spin-off share in
respect of the distribution, the particul ar corporation provides
to the Mnister information satisfactory to the Mnister
est abl i shi ng

(1) that, at the tine of the distribution, the shares of the
class that includes the original shares are widely held and
actively traded on a prescribed stock exchange,

(11) that the particular corporation and the other corporation
referred to in paragraph (b) were never resident in Canada,
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(iii) the date of the distribution,

(tv) the type and fair market value of each property
distributed to residents of Canada,

(v) the name and address of each resident of Canada that
received property with respect to the distribution,

(vi) inthe case of a distribution that is not prescribed, that
the distribution is not taxable under the United States
I nternal Revenue Code applicable to the distribution,

(vii) in the case of a distribution that is prescribed, that
the distribution is not taxable under the law of the foreign
country, and

(viii) such other matters that are required, in prescribed
form and

(f) except where Part Xl applies in respect of the taxpayer, the
taxpayer elects in witing filed with the taxpayer’s return of
income for the taxation year in which the distribution occurs
(or, in the case of a distribution received before Cctober 18,
2000, filed with the Mnister before July 2001) that this section
apply to the distribution and provides information satisfactory
to the Mnister

(i) of the nunmber, cost anmount (determ ned without reference to
this section) and fair market value of the taxpayer’s original
shares imedi ately before the distribution,

(1i) of the nunber, and fair market value, of the taxpayer’s
original shares and the spin-off shares imredi ately after the
di stribution of the spin-off shares to the taxpayer,

(1ii) except where the election is filed with the taxpayer’s
return of income for the year in which the distribution occurs,
concerni ng the amount of the distribution, the manner in which
the distribution was reported by the taxpayer and the details
of any subsequent disposition of original shares or spin-off
shares for the purpose of determ ning any gains or |osses from
t hose di spositions, and

(tv) of such other matters that are required, in prescribed
form

Cost
adj ust nent s
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(3) Where a spin-off share is distributed by a corporation to a
t axpayer pursuant to an eligible distribution with respect to an
original share of the taxpayer

(a) there shall be deducted for the purpose of conputing the cost
anount to the taxpayer of the original share at any tinme the
anount determ ned by the formul a

A x (B/IO
wher e

A is the cost anmount, determ ned without reference to this
section, to the taxpayer of the original share at the tine
that is immediately before the distribution or, if the
original share is disposed of by the taxpayer, before the
distribution, at the tinme that is imediately before its
di sposition,

B is the fair market value of the spin-off share i medi ately
after its distribution to the taxpayer, and

C is the total of

(1) the fair market value of the original share inediately
after the distribution of the spin-off share to the taxpayer,
and

(1i) the fair market value of the spin-off share i nmediately
after its distribution to the taxpayer; and

(b) the cost to the taxpayer of the spin-off share is the anpunt
by which the cost anpbunt of the taxpayer’s original share was
reduced as a result of paragraph (a).

| nventory

(4) For the purpose of calculating the value of the property
described in an inventory of a taxpayer’s business,

(a) an eligible distribution to the taxpayer of a spin-off share
that is included in the inventory is deened not to be an
acqui sition of property in the fiscal period of the business in
whi ch the distribution occurs; and

(b) for greater certainty, the value of the spin-off share is to
be included in conputing the value of the inventory at the end of
that fiscal period.

Reassessnent s
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(5) Notwi t hstandi ng subsections 152(4) to (5), the Mnister may
make at any time such assessnents, reassessnents, determ nations
and redetermnations that are necessary where information is
obtained that the conditions in subparagraph (2)(c)(iii) or
(d)(iii) are not, or are no |longer, satisfied.

(2) Subsection (1) applies to distributions received after 1997,
except that

(a) information referred to in paragraph 86.1(2)(e) of the Act,
as enacted by subsection (1), is deened to be provided to the
M ni ster of National Revenue on a tinely basis if it is provided
to that Mnister before the day that is 90 days after the day on
whi ch this Act receives royal assent; and

(b) the election referred to in paragraph 86.1(2)(f) of the Act,
as enacted by subsection (1), is deened to be filed on a tinely
basis if it isfiledwith the Mnister of National Revenue before
the day that is 90 days after the day on which this Act receives
royal assent.

65. (1) Subsection 87(1.2) of the Act is replaced by the
f ol | owi ng:

New cor poration
continuation of
a predecessor

(1.2) \Where there has been an anal gamation of corporations
descri bed i n paragraph (1.1)(a) or of two or nore corporations each
of which is a subsidiary wholly-owned corporation of the sane
person, the new corporation is, for the purposes of section 29 of
t he I ncone Tax Application Rules, subsection 59(3.3) and sections
66, 66.1, 66.2, 66.21, 66.4 and 66.7, deenmed to be the sane
corporation as, and a continuation of, each predecessor
corporation, except that this subsection does not affect the
determ nation of any predecessor corporation’s fiscal period,
t axabl e i ncone or tax payabl e.

(2) Subparagraph 87(2)(u)(ii) of the Act is replaced by the
f ol | owi ng:

(1i) for the purposes of subsections 93(2) to (2.3), any exenpt
di vidend received by the predecessor corporation on any such
share is deened to be an exenpt dividend received by the new
corporation on the share;

(3) The portion of subsection 87(8) of the Act before paragraph
(a) is replaced by the foll ow ng:
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Forei gn merger

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

(4) Subsection 87(8.1) of the Act is replaced by the foll ow ng:

Definition of
"foreign
nmer ger"

(8.1) For the purposes of this section, "foreign nerger" neans a
merger or conbination of two or nore corporations each of which
was, imrediately before the nerger or conbination, resident in a
country other than Canada (each of which is in this section
referred to as a "predecessor foreign corporation”) to form one
corporate entity resident in a country other than Canada (in this
section referred to as the "new foreign corporation”) in such a
manner that, and otherwi se than as a result of the distribution of
property to one corporation on the wnding-up of another
cor porati on,

(a) all or substantially all the property (except anmounts
recei vabl e fromany predecessor foreign corporation or shares of
t he capital stock of any predecessor foreign corporation) of the
predecessor foreign corporations i nmedi ately before the nmerger or
conbi nati on beconmes property of the new foreign corporation as a
consequence of the nerger or conbi nation;

(b) all or substantially all the liabilities (except amounts
payable to any predecessor foreign corporation) of the
predecessor foreign corporations i nmedi ately before the nmerger or
conbi nati on beconme |liabilities of the new foreign corporation as
a consequence of the nerger or conbination; and

(c) all or substantially all of the shares of the capital stock
of the predecessor foreign corporations (except any shares or
options owned by any predecessor foreign corporation) are
exchanged for or becone, because of the merger or conbination,

(i) shares of the capital stock of the newforeign corporation,
or
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(ri) if, inmediately after the nerger, the new foreign
corporation was controlled by another corporation (in this
section referred to as the "foreign parent corporation") that
was resident in a country other than Canada, shares of the
capital stock of the foreign parent corporation.

(5) The portion of subsection 87(10) of the Act after paragraph
(f) is replaced by the foll ow ng:

the new share i s deened, for the purposes of subsection 116(6), the
definitions "qualifiedinvestnent” in subsections 146(1), 146.1(1),
and 146.3(1) and in section 204, and the definition "taxable
Canadi an property” in subsection 248(1), to be listed on the
exchange until the earliest tine at which it is so redeened,
acqui red or cancell ed.

(6) Subsection (1) applies to amal gamations that occur after
2000.

(7) Subsection (2) applies after Novenber 1999.

(8) Subsections (3) and (4) apply to nergers and conbi nations
t hat occur after 1995 and, where a taxpayer notifies the Mnister
of National Revenue in witing before the taxpayer’'s filing-due
date for the taxation year in which this Act receives royal assent
that the taxpayer nakes the election referred to in subsection
87(8) of the Act, as enacted by subsection (3), in respect of a
merger or conbination that occurred before 1999, the election is
deened to have been validly nmade in respect of the nerger or
conmbi nati on

(9) Subsection (5) applies after October 1, 1996.

66. (1) The portion of subclause 88(1)(c)(vi)(B)(Ill) of the Act
bef ore sub-subclause 1 is replaced by the follow ng:

(I'1'l) a corporation (other than a specified person or the
subsi di ary)

(2) Cause 88(1)(c.2)(iii)(A) of the Act is replaced by the
f ol | owi ng:

(A) the reference in the definition "specified sharehol der”
in subsection 248(1) to "the issued shares of any class of
the capital stock of the corporation or of any other
corporationthat is related to the corporation"” shall be read
as "the issued shares of any class (other than a specified
class) of the capital stock of the corporation or of any
ot her corporationthat is related to the corporation and that
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has a significant direct or indirect interest in any issued
shares of the capital stock of the corporation", and

(3) Subsection 88(1) of the Act is anended by adding the
followi ng after paragraph (c.7):

(c.8) for the purpose of clause (c.2)(iii)(A), a specified class
of the capital stock of a corporationis a class of shares of the
capital stock of the corporation where

(1) the paid-up capital in respect of the class was not, at any
time, less than the fair market val ue of the consideration for
whi ch the shares of that class then outstanding were issued,

(1i) the shares are non-voting in respect of the election of
the board of directors of the corporation, except in the event
of a failure or default under the ternms or conditions of the
shar es,

(ti1) under neither the ternms and conditions of the shares nor
any agreenent in respect of the shares are the shares
convertible into or exchangeabl e for shares other than shares
of a specified class of the capital stock of the corporation,
and

(1v) under neither the terns and conditions of the shares nor
any agreenent in respect of the shares is any holder of the
shares entitled to receive on the redenption, cancellation or
acqui sition of the shares by the corporation or by any person
wi th whonr the corporation does not deal at armis length an
anount (excluding any premun for early redenption) greater
than the total of the fair market value of the consideration
for which the shares were issued and the anount of any unpaid
di vi dends on the shares;

(4) Subsection 88(1.5) of the Act is replaced by the foll ow ng:

Par ent
conti nuati on of
subsi di ary

(1.5) For the purposes of section 29 of the Inconme Tax
Application Rules, subsection 59(3.3) and sections 66, 66.1, 66. 2,
66.21, 66.4 and 66.7, where the rules in subsection (1) applied to
t he wi ndi ng-up of a subsidiary, its parent is deened to be the sane
corporation as, and a continuation of, the subsidiary.

(5) The portion of subsection 88(4) of the Act before paragraph
(a) is replaced by the foll ow ng:
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Amal gamati on
deened not to
be acquisition
of contro

(4) For the purposes of paragraphs (1)(c), (c.2), (d) and (d.?2)
and, for greater certainty, paragraphs (c.3) to (c.8) and (d.3),

(6) Subsections (1) to (3) and (5) apply to w ndings-up that
begin after Novenber 1994.

(7) Subsection (4) applies to wi ndings-up that occur after 2000.

67. (1) Cause (a)(i)(A) of the definition "capital dividend
account”™ in subsection 89(1) of the Act is replaced by the
f ol | owi ng:

(A) the anobunt of the corporation’s capital gain from a
di sposition (other than a disposition that is the nmaking of
a gift after Decenber 8, 1997 that is not a gift described
in subsection 110.1(1)) of a property in the period
begi nni ng at the beginning of its first taxation year (that
began after the corporation last becane a private
corporation and that ended after 1971) and ending
i mredi ately before the particular tine (in this definition
referred to as "the period")

(2) Paragraph (c) of the definition "capital dividend account” in
subsection 89(1) of the Act is replaced by the foll ow ng:

(c) the total of all anmpunts each of which is an anmount required
to have been included under this paragraph as it read in its
application to a taxation year that ended before February 28,
2000,

(c.1) the anmpunt, if any, by which

(1) 1/2 of the total of all anmounts each of which is an anount
requi red by paragraph 14(1)(b) to be included in conputing the
corporation’ s incone in respect of a business carried on by the
corporation for a taxation year that is included in the period
and that ended after February 27, 2000 and before Cctober 18,
2000,

exceeds

(i) where the corporation has deducted an anount under
subsection 20(4.2) in respect of a debt established by it to
have becone a bad debt in a taxation year that is included in
the period and that ended after February 27, 2000 and before
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Cct ober 18, 2000, or has an allowable capital |oss for such a
year because of the application of subsection 20(4.3), the
anount determ ned by the fornmula:

vV + W
wher e
V is 1/2 of the value determ ned for A under subsection
20(4.2) in respect of the corporation for the | ast such
taxation year that ended in the period, and
W is 1/3 of the value determ ned for B under subsection

20(4.2) inrespect of the corporation for the | ast such
taxation year that ended in the period, and

(tii) in any other case, nil,
(c.2) the anmobunt, if any, by which

(1) the total of all anpbunts each of which is an anount
requi red by paragraph 14(1)(b) to be included in conputing the
corporation’ s incone in respect of a business carried on by the
corporation for a taxation year that is included in the period
and that ends after QOctober 17, 2000,

exceeds

(i) where the corporation has deducted an anount under
subsection 20(4.2) in respect of a debt established by it to
have becone a bad debt in a taxation year that is included in
the period and that ends after October 17, 2000, or has an
allowable capital loss for such a year because of the
application of subsection 20(4.3), the anount determ ned by the
formul a

X +Y
wher e
X is the value determ ned for A under subsection 20(4. 2)
in respect of the corporation for the last such
taxation year that ended in the period, and
Y is 1/3 of the value determ ned for B under subsection

20(4.2) in respect of the corporation for the | ast such
taxation year that ended in the period, and

(iiti) in any other case, nil,
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(3) The definition "capital dividend account” in subsection 89(1)
of the Act is anended by striking out the word "and" at the end of
par agraph (d) and by adding the follow ng after paragraph (e):

(f) all amounts each of which is an anmpunt in respect of a
distribution made in the period by a trust to the corporation in
respect of capital gains of the trust equal to the | esser of
(1) the anount, if any, by which
(A) the anpbunt of the distribution,
exceeds
(B) the amount designated under subsection 104(21) by the
trust (other than a designation to which subsection 104(21. 4)
applies) in respect of the net taxable capital gains of the
trust attributable to those capital gains, and

(ii) the amount determ ned by the fornul a

A X B
wher e
A is the fraction or whol e nunber determned when 1 is
subtracted from the reciprocal of the fraction under
par agraph 38(a) applicable to the trust for the year,
and
B is the anount referred to in clause (i) (B), and

(g) all anmpbunts each of which is an anount in respect of a
distribution made by a trust to the corporation in the period in
respect of a dividend (other than a taxable dividend) paid on a
share of the capital stock of another corporation resident in
Canada to the trust during a taxation year of the trust
t hr oughout which the trust was resident in Canada equal to the
| esser of

(i) the anmpbunt of the distribution, and

(i1) the anobunt designated under subsection 104(20) by the
trust in respect of the corporation in respect of that
di vi dend,

(4) Subsection (1) applies to dispositions nade after Decenber 8,
1997, other than a disposition made under a witten agreenent nade
bef ore Decenber 9, 1997
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(5) Subsection (2) applies in respect of taxation years that end
after February 27, 2000.

(6) Subsection (3) applies to elections in respect of capita
di vi dends that becone payable after 1997.

68. (1) Section 91 of the Act is anmended by adding the follow ng
after subsection (6):

Shares acquired
froma
part nership

(7) For the purpose of subsection (5), where a taxpayer resident
in Canada acquires a share of the capital stock of a corporation
that is immediately after the acquisition a foreign affiliate of
the taxpayer from a partnership of which the taxpayer, or a
corporation resident in Canada with which the taxpayer was not
dealing at arnis length at the tinme the share was acquired, was a
menber (each such person referred to in this subsection as the
"menber") at any tinme during any fiscal period of the partnership
t hat began before the acquisition,

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

(b) that portion of any anount required by subsection 92(1) to be
deducted fronm the adjusted cost base to the partnership of the
share of the capital stock of the foreign affiliate equal to the
anount by which the inconme of the nenber from the partnership
under subsection 96(1) was reduced because of the anount deduct ed
in conputing the i ncome of the partnership under subsection (2),
(4) or (5) and deducted from that adjusted cost base

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

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

69. (1) Section 92 of the Act is amended by adding the follow ng
after subsection (3):
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Di sposition of
a partnership
i nterest

(4) Where a corporation resident in Canada or a foreign affiliate
of a corporation resident in Canada has at any tine di sposed of al
or a portion of an interest in a partnership of which it was a
menber, there shall be added, in conputing the proceeds of
di sposition of that interest, the anount determ ned by the formul a

(A - B) x (CD
wher e
A is the amount, if any, by which

(a) the total of all anmpbunts each of which is an anount that
was deducti bl e under paragraph 113(1)(d) by the nmenber fromits
income in conputing its taxabl e i nconme for any taxation year of
the nenber that began before that tine in respect of any
portion of a dividend received by the partnership, or would
have been so deductible if the nenber were a corporation
resi dent in Canada,

exceeds

(b) the total of all anmpbunts each of which is the portion of
any i ncome or profits tax paid by the partnership or the nenber
of the partnership to a governnment of a country other than
Canada t hat can reasonably be consi dered as havi ng been paid in
respect of the nenber’s share of the dividend described in
par agr aph (a);

<?[ipOn,0On]>B is the total of

(a) the total of all amobunts each of which was an anpbunt added
under this subsection in conputing the nenber’s proceeds of a
di sposition before that time of another interest in the
part nership, and

(b) the total of all ampbunts each of which was an anount deened
by subsection (5) to be a gain of the nmenber from a disposition
before that tine of a share by the partnership;

C is the adjusted cost base, imedi ately before that tine, of the
portion of the menber’s interest in the partnership di sposed of
by the nenber at that tinme; and
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C is the adjusted cost base, imedi ately before that tine, of the
menber’s interest in the partnership imedi ately before that
tinme.

Deened gain
from the

di sposi tion of
a share

(5) Where a partnership has, at any tinme in a fiscal period of
the partnership at the end of which a corporation resident in
Canada or a foreign affiliate of a corporation resident in Canada
was a nmenber, disposed of a share of the capital stock of a
corporation, the anount determ ned under subsection (6) in respect
of such a nmenber is deened to be a gain of the nenber fron the
disposition of the share by the partnership for the nenber’s
taxation year in which the fiscal period of the partnership ends.

For mul a

(6) The anount determ ned for the purposes of subsection (5) is
t he amount determ ned by the fornul a

A- B
wher e
A is the amount, if any, by which

(a) the total of all anmpbunts each of which is an anount that
was deducti bl e under paragraph 113(1)(d) by the nenber fromits
incone in conputing its taxable incone for a taxation year in
respect of any portion of a dividend received by the
partnership on the share in a fiscal period of the partnership
that began before the tinme referred to in subsection (5) and
ends in the nenber’s taxation year, or would have been so
deductible if the nenber were a corporation resident in Canada,

exceeds

(b) the total of all anpbunts each of which is the portion of
any i ncome or profits tax paid by the partnership or the nenber
to a governnent of a country other than Canada that can
reasonably be consi dered as having been paid in respect of the
menber’ s share of the dividend described in paragraph (a); and

B isthetotal of all anmounts each of which is an amobunt that was
added under subsection (4) in conputing the nenber’ s proceeds
of a disposition before the tinme referred to in subsection (5)
of an interest in the partnership.
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(2) Subsection (1) applies to dispositions that occur after
Novenber 1999.

70. (1) Subparagraph 93(1)(b)(ii) of the Act is replaced by the
f ol | owi ng:

(ii1) for the purposes of determ ning the exenpt surplus, exenpt
deficit, taxable surplus, taxable deficit and underlying
foreign tax of the affiliate in respect of the corporation
resident in Canada (w thin the neani ngs assi gned by Part LI X of
the I nconme Tax Regul ations), the affiliate is deened to have
redeened at the tine of the disposition shares of a class of
its capital stock.

(2) Section 93 of the Act is anended by adding the follow ng
after subsection (1.1):

Di sposition of
shares of a
foreign
affiliate

hel d by a part-
nership

(1.2) Where a particular corporation resident in Canada or a
foreign affiliate of the particular corporation (each of which is
referred to in this subsection as the "disposing corporation”)
woul d, but for this subsection, have a taxable capital gain from a
di sposition by a partnership, at any tine, of shares of a class of
the capital stock of a foreign affiliate of the particular
corporation and the particular corporation so elects in prescribed
manner in respect of the disposition,

(a) 4/3 of

(i) the anmobunt designated by the particul ar corporation (which
anount shall not exceed the anobunt that is equal to the
proportion of the taxable capital gain of the partnership that
t he nunber of shares of that class of the capital stock of the
foreign affiliate, determ ned as the anount, if any, by which
t he nunber of those shares that were deened to have been owned
by the disposing corporation for the purposes of subsection
93.1(1) immedi ately before the disposition exceeds the nunber
of those shares that were deened to have been owned for those
purposes by the disposing corporation inmmrediately after the
di sposition, is of the nunber of those shares of the foreign
affiliate that were owned by the partnership i nmedi ately before
t he disposition), or



- 168 -

(11) where subsection (1.3) applies, the anmobunt prescribed for
t he purpose of that subsection

in respect of those shares is deened to have been a dividend
received imediately before that tinme on the nunber of those
shares of the foreign affiliate which shall be determ ned as the
anount, if any, by which the nunber of those shares that the
di sposing corporation was deenmed to own for the purpose of
subsection 93.1(1) i medi ately before the di sposition exceeds the
number of those shares of the foreign affiliate that the
di sposing corporation was deened to own for the purposes of
subsection 93.1 (1) inmediately after the disposition;

(b) notw thstanding section 96, the disposing corporation’s
taxable capital gain from the disposition of those shares is
deened to be the anmount, iif any, by which the disposing
corporation’s taxable capital gain from the disposition of the
shares ot herwi se determ ned exceeds the anobunt desi gnated by the
particul ar corporation in respect of the shares;

(c) for the purpose of any regul ati on nmade under this subsecti on,
the disposing corporation is deened to have disposed of the
nunmber of those shares of the foreign affiliate which shall be
determ ned as the anount, if any, by which the nunber of those
shares that the disposing corporation was deemed to own for the
pur poses of subsection 93.1(1) i nmedi ately before the di sposition
exceeds t he nunber of those shares that the di sposing corporation
was deenmed to own for those purposes inmediately after the
di sposition;

(d) for the purposes of section 113 in respect of the dividend
referred to in paragraph (a), the di sposing corporation is deened
to have owned t he shares on which that dividend was received; and

(e) where the disposing corporation has a taxable capital gain
from the partnership because of the application of subsection
40(3) to the partnership in respect of those shares, for the
pur poses of this subsection, the shares are deened to have been
di sposed of by the partnership.

Deened
el ection

(1.3) Wiere a foreign affiliate of a particular corporation
resident in Canada has a gain from the di sposition by a partnership
at any time of shares of a class of the capital stock of a foreign
affiliate of the particular corporation that are excl uded property,
the particular corporation is deened to have nmade an el ecti on under
subsection (1.2) in respect of the nunber of shares of the foreign
affiliate which shall be determ ned as the anount, if any, by which
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the nunber of those shares that the disposing corporation was
deened to own for the purposes of subsection 93.1(1) imedi ately
before the di sposition exceeds the nunber of those shares that the
di sposing corporation was deened to own for those purposes
i medi ately after the disposition.

(3) Subsection 93(2) of the Act is replaced by the foll ow ng:

Loss limtation
on di sposition
of share

(2) Were

(a) a corporation resident in Canada has a loss from the
di sposition by it at any tine of a share of the capital stock of
a foreign affiliate of the corporation (in this subsection
referred to as the "affiliate share"), or

(b) a foreign affiliate of a corporation resident in Canada has
a loss from the disposition by it at any tinme of a share of the
capital stock of another foreign affiliate of the corporation
resident in Canada that is not excluded property (in this
subsection referred to as the "affiliate share"),

t he amount of the |l oss is deenmed to be the anount determ ned by the
formul a

A- (B- O
wher e
A is the anbunt of the | oss determ ned without reference to this
subsecti on,
B isthe total of all anmbunts each of which is an anount received

before that tine, in respect of an exenpt dividend on the
affiliate share or on a share for which the affiliate share was
substituted, by

(a) the corporation resident in Canada,

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

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

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

(a) the total of all anmounts each of which is the anmount by
which a loss (determ ned without reference to this section),
fromr another disposition at or before that tine by a
corporation or foreign affiliate described in the description
of Bof the affiliate share or a share for which the affiliate
share was substituted, was reduced under this subsection in
respect of the exenpt dividends referred to in the description
of B,

(b) the total of all anpbunts each of which is 4/3 of the anmpunt
by which an allowable capital loss (determ ned wthout
reference to this section), of a corporation or foreign
affiliate described in the description of B from a previous
di sposition by a partnership of the affiliate share or a share
for which the affiliate share was substituted, was reduced
under subsection (2.1) in respect of the exenpt dividends
referred to in the description of B,

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

(d) the total of all anpbunts each of which is 4/3 of the anmpunt
by which an allowable capital loss (determ ned wthout
reference to this section), of a corporation or foreign
affiliate described in the description of B from a di sposition
at or before that time by a partnership of an interest in
anot her partnership, was reduced under subsection (2.3) in
respect of the exenpt dividends referred to in the description
of B.

Loss limtation
— di sposition
of share by
part nership

(2.1) Where

(a) a corporation resident in Canada has an allowable capita
| oss from a disposition at any tinme by a partnership of a share
of the capital stock of a foreign affiliate of the corporation
(in this subsection referred to as the "affiliate share"), or
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(b) a foreign affiliate of a corporation resident in Canada has
an allowable capital loss from a disposition at any tinme by a
partnership of a share of the capital stock of another foreign
affiliate of the corporation resident in Canada that woul d not be
excluded property of the affiliate if the affiliate owned the
share i Mmedi ately before it was di sposed of (in this subsection
referred to as the "affiliate share"),

t he amobunt of the all owable capital loss is deemed to be the anount
determ ned by the fornul a

A- (B- 0O

wher e

A is the anount of the allowable capital | oss determ ned w thout
reference to this subsection,

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

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

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

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

C is the total of

(a) the total of all anmounts each of which is the anount by
whi ch an all owabl e capital |oss (determ ned wi thout reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that time by a partnership of the affiliate share or a
share for which the affiliate share was substituted, was
reduced under this subsection in respect of the exenpt
di vidends referred to in the description of B,

(b) the total of all anmpbunts each of which is 3/4 of the anmpunt
by which a | oss (determ ned wi thout reference to this section),
of a corporation or foreign affiliate described in the
description of B from another disposition at or before that
tine of the affiliate share or a share for which the affiliate
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share was substituted, was reduced under subsection (2) in
respect of the exenpt dividends referred to in the description
of B,

(c) the total of all anpbunts each of which is 3/4 of the anmpunt
by which a | oss (determ ned without reference to this section),
from a disposition at or before that time by a corporation or
foreign affiliate described in the description of B of an
interest in a partnership, was reduced under subsection (2.2)
in respect of the exenpt dividends referred to in the
description of B, and

(d) the total of all amounts each of which is the anount by
whi ch an all owabl e capital |oss (determ ned w thout reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that tinme by a partnership of an interest in another
partnership, was reduced under subsection (2.3) in respect of
exenpt dividends referred to in the description of B.

Loss limtation
— di sposition
of partnership
i nt er est

(2.2) \Were

(a) a corporation resident in Canada has a loss from the
di sposition by it at any tinme of an interest in a partnership (in
this subsectionreferredto as the "partnershipinterest”), which
has a direct or indirect interest in shares of the capital stock
of a foreign affiliate of the corporation resident in Canada (in
this subsection referred to as "affiliate shares"), or

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

t he amount of the | oss is deened to be the anount determ ned by the
formul a

A- (B- O
wher e
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is the amount of the | oss deternm ned without reference to this
subsecti on,

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

(a) the corporation resident in Canada,

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

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

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

is the total of

(a) the total of all anmounts each of which is the anount by
which a loss (determned without reference to this section),
from another disposition at or before that tine by a
corporation or foreign affiliate described in the description
of B of affiliate shares or shares for which affiliate shares
were substituted, was reduced under subsection (2) in respect
of the exenpt dividends referred to in the description of B,

(b) the total of all anpbunts each of which is 4/3 of the anmpunt
by which an allowable capital loss (determ ned wthout
reference to this section), of a corporation or foreign
affiliate described in the description of B from another
di sposition at or before that tinme by a partnership of
affiliate shares or shares for which affiliate shares were
substituted, was reduced under subsection (2.1) in respect of
t he exenpt dividends referred to in the description of B,

(c) the total of all anmounts each of which is the anmount by
which a loss (determned without reference to this section),
from a disposition at or before that time by a corporation or
foreign affiliate described in the description of B of an
interest in a partnership, was reduced under this subsectionin
respect of the exenpt dividends referred to in the description
of B, and

(d) the total of all anpbunts each of which is 4/3 of the anmpunt
by which an allowable capital loss (determ ned wthout
reference to this section), of a corporation or foreign
affiliate described in the description of B fronm a disposition
at or before that tinme by a partnership of an interest in
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anot her partnership, was reduced under subsection (2.3) in
respect of the exenpt dividends referred to in the description
of B.

Loss limtation

di sposition

of partnership
i nterest

(2.3) Where

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

(b) a foreign affiliate of a corporation resident in Canada has
an all owabl e capital loss from a partnership from a di sposition
at any tinme by a partnership of an interest in another
partnership that has a direct or indirect interest in shares of
the capital stock of a foreign affiliate of the corporation
resident in Canada that would not be excluded property of the
affiliate if the affiliate owned the shares imedi ately before
the disposition (in this subsection referred to as "affiliate
shares"),

t he anmobunt of the all owable capital loss is deenmed to be the anount
determ ned by the fornul a

A- (B- 0

wher e

A

is the anount of the all owabl e capital |oss determ ned w thout
reference to this subsection,

is 3/4 of the total of all anmpbunts each of which was received
before that tine, in respect of an exenpt dividend on affiliate
shares or on shares for which affiliate shares were
substituted, by

(a) the corporation resident in Canada,

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

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

C is the total of

(a) the total of all anpbunts each of which is 3/4 of the anmpunt
by which a | oss (determ ned without reference to this section),
of a corporation or foreign affiliate described in the
description of B from another disposition at or before that
tinme of affiliate shares or shares for which affiliate shares
were substituted, was reduced under subsection (2) in respect
of the exenpt dividends referred to in the description of B,

(b) the total of all anmounts each of which is the anmount by
whi ch an all owabl e capital |oss (determ ned w thout reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that tine by a partnership of affiliate shares or shares
for which affiliate shares were substituted, was reduced under
subsection (2.1) in respect of the exenpt dividends referred to
in the description of B,

(c) the total of all anmpbunts each of which is 3/4 of the anmpunt
by which a | oss (determ ned without reference to this section),
from a disposition at or before that time by a corporation or
foreign affiliate described in the description of B of an
interest in a partnership, was reduced under subsection (2.2)
in respect of the exenpt dividends referred to in the
description of B, and

(d) the total of all anmounts each of which is the anmount by
whi ch an all owabl e capital |oss (determ ned w thout reference
to this section), of a corporation or foreign affiliate
described in the description of B from a disposition at or
before that tinme by a partnership of an interest in another
partnership, was reduced under this subsection in respect of
t he exenpt dividends referred to in the description of B.

(4) Subsection 93(1.2) of the Act, as enacted by subsection (2),
is anended by replacing the reference to the expression "4/3 of"
with a reference to the word "tw ce”

(5) Subsection 93(2) of the Act, as enacted by subsection (3), is
amended by repl acing the references to the expression "4/3 of" with
references to the word "tw ce".

(6) Subsection 93(2.1) of the Act, as enacted by subsection (3),
is amended by replacing the references to the fraction "3/4" with
references to the fraction "1/2".
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(7) Subsection 93(2.2) of the Act, as enacted by subsection (3),
is amended by replacing the references to the expression "4/3 of"
with references to the word "tw ce".

(8) Subsection 93(2.3) of the Act, as enacted by subsection (3),
is amended by replacing the references to the fraction "3/4" with
references to the fraction "1/2".

(9) Subsection 93(3) of the Act is replaced by the foll ow ng:

Exenpt
di vi dends

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

(a) a dividend received by a corporation resident in Canada i s an
exenpt dividend to the extent of the ampbunt in respect of the
di vidend that is deductible fromthe inconme of the corporation
for the purpose of conputing the taxable incone of the
corporation because of paragraph 113(1)(a), (b) or (c); and

(b) a dividend received by a particular foreign affiliate of a
corporation resident in Canada fromanother foreign affiliate of
the corporation is an exenpt dividend to the extent of the
anount, if any, by which the portion of the dividend that was not
prescri bed to have been paid out of the pre-acquisition surplus
of the other affiliate exceeds the total of such portion of the
inconme or profits tax that can reasonably be considered to have
been paid in respect of that portion of the dividend by the
particular affiliate or by a partnership in which the particul ar
affiliate had, at the tinme of the paynent of the incone or
profits tax, a partnership interest, either directly or
indirectly.

(10) Subsections (1) to (3) and (9) apply to dispositions that
occur after Novenber 1999.

(11) Subsections (4), (5) and (7) apply to taxation years that
end after February 27, 2000 except that, for a taxation year of a
t axpayer that includes either February 28, 2000 or October 17, 2000
or began after February 28, 2000 and ended before October 17, 2000,
the references to the word "tw ce" in subsection 93(2) of the Act,
as enacted by subsection (5), and in subsection 93(2.2) of the Act,
as enacted by subsection (7), shall be read as references to the
expression "the fraction that is the reciprocal of the fraction in
par agraph 38(a), as enacted by subsection 22(1) of the Incone Tax
Amendnents Act, 2000, that applies to the taxpayer for the year,
mul tiplied by".
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(12) Subsections (6) and (8) apply to taxation years that end
after February 27, 2000 except that, for a taxation year of a
t axpayer that includes either February 28, 2000 or October 17, 2000
or began after February 28, 2000 and ended before October 17, 2000,
the references to the fraction "1/2" in subsection 93(2.1) of the
Act, as enacted by subsection (6), and in subsection 93(2.3) of the
Act, as enacted by subsection (8), shall be read as references to
the fraction in paragraph 38(a) of the Act, as enacted by
subsection 22(1), that applies to the taxpayer for the year.

71. (1) The Act is anended by adding the follow ng after section
93:

Shares hel d by
a partnership

93.1 (1) For the purpose of determ ning whether a non-resident
corporation is a foreign affiliate of a corporation resident in
Canada for the purposes of subsections (2) and 20(12), sections 93
and 113, paragraph 128(1)(d), (and any regul ations made for the
pur poses of those provisions), section 95 (to the extent that that
section is applied for the purposes of those provisions) and
section 126, where based on the assunptions contai ned i n paragraph
96(1)(c), at any tinme shares of a class of the capital stock of a
corporation are owed by a partnership or are deened under this
subsection to be owned by a partnership, each nenber of the
partnership is deened to own at that tine that nunber of those
shares that is equal to the proportion of all those shares that

(a) the fair nmarket value of the nenber’s interest in the
partnership at that tine

i s of

(b) the fair market value of all nenbers’ interests in the
partnership at that tine.

Wher e di vi dends
recei ved by a
part nership

(2) Were, based on the assunptions contained in paragraph
96(1)(c), at any tinme shares of a class of the capital stock of a
foreign affiliate of a corporation resident in Canada (in this
subsection referred to as "affiliate shares") are owned by a
partnership and at that tinme the affiliate pays a dividend on
affiliate shares to the partnership (in this subsectionreferred to
as the "partnership dividend"),
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(a) for the purposes of sections 93 and 113 and any regul ations
made for the purposes of those sections, each nenber of the
partnership is deenmed to have received the proportion of the
partnership dividend that

(1) the fair market value of the nenber’s interest in the
partnership at that tine

i s of

(1i) the fair market value of all nenbers’ interests in the
partnership at that tine;

(b) for the purposes of sections 93 and 113 and any regul ations
made for the purposes of those sections, the proportion of the
partnership dividend deened by paragraph (a) to have been
recei ved by a nenber of the partnership at that time is deened to
have been received by the nenber in equal proportions on each
affiliate share that is property of the partnership at that tine;

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

(d) notw t hstandi ng paragraphs (a) to (c),

(1) where the corporation resident in Canada is a nenber of the
part nership, the anmount deductible by it under section 113 in
respect of the dividend referred to in paragraph (a) shall not
exceed the portion of the anmpbunt of the dividend included in
its income pursuant to subsection 96(1), and

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

(2) Subsection 93.1(1) of the Act, as enacted by subsection (1),
applies in determ ning whether a non-resident corporation is, at
any tinme after Novenber 1999, a foreign affiliate of a taxpayer
and, where a taxpayer so elects and notifies the Mnister of
Nati onal Revenue in witing before 2002 of its election, that
subsection al so applies in determ ning (other than for the purposes
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of subsection 20(12) and section 126 of the Act) whether a non-
resident corporation was, at any tine after 1972 and before
Decenber 1999, a foreign affiliate of the taxpayer.

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

72. (1) Subparagraphs 94(1)(c)(i) and (ii) of the Act are
repl aced by the follow ng:

(i) the trust is deened for the purposes of this Part and
sections 233.3 and 233.4 to be a person resident in Canada no
part of whose taxable inconme is exenpt because of section 149
fromtax under this Part and whose taxable inconme for the year
is the amount, if any, by which the total of

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

(B) the anpbunt that would be its foreign accrual property
incone for the year if

(I') except for the purpose of applying subsections 104(4)
to (5.2) to days after 1998 that are determ ned under
subsection 104(4), the trust were a non-resident
corporation all the shares of which were owned by a person
who was resident in Canada,

(I'1) the description of A in the definition "foreign
accrual property incone" in subsection 95(1) were, in
respect of dividends received after 1998, read w thout
reference to paragraph (b) of that description,

(I'11) the descriptions of Band Ein that definition were,
in respect of dispositions that occur after 1998, read
w t hout reference to "other than dispositions of excluded
property to which none of paragraphs (2)(c), (d) and (e)
appl y",

(I'V) the value of Cin that definition were nil, and

(V) for the purposes of conputing the trust’s foreign
accrual property incone, the consequences of the
application of subsections 104(4) to (5.2) applied in
respect of days after 1998 that are determ ned under
subsection 104(4),

(C© the amount, if any, by which the total of all anobunts
each of which is an anmount required by subsection 91(1) or
(3) to be included in conmputing its income for the year
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exceeds the total of all ampunts each of which is an anobunt
deducted by it for that year under subsection 91(2), (4) or
(5), and

(D) the anount, if any, required by section 94.1 to be
included in conputing its inconme for the year,

exceeds

(E) the amount, if any, by which the total of all anounts
each of which is an anobunt deducted by it under subsection
91(2), (4) or (5) in conputing its incone for the year
exceeds the total of all amobunts each of which is an anount
included in conputing its income for the year because of
subsection 91(1) or (3), and

~

i1) for the purposes of section 126,

(A) the anobunt that would be determ ned under subparagraph
(1) in respect of the trust for the year, if that
subpar agr aph were read wi thout reference to clause (i)(A), is
deened to be inconme of the trust for the year fromsources in
the country other than Canada in which the trust woul d, but
for subparagraph (i), be resident, and

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

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

73. (1) The formula in the definition "foreign accrual property
income” in subsection 95(1) of the Act is replaced by the
f ol | owi ng:

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

(2) The description of A1 in the definition "foreign accrua
property income" in subsection 95(1) of the Act is anmended by
replacing the reference to the expression "4/3 of" with a reference
to the word "tw ce"

(3) The description of F in the definition "foreign accrual
property inconme" in subsection 95(1) of the Act is replaced by the
f ol | owi ng:
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F is the anmount prescribed to be the deductible | oss of the
affiliate for the year, and

(4) The definition "foreign accrual property income" in
subsection 95(1) of the Act is anended by striking out the word
"and" at the end of the description of F, by adding the word "and"
at the end of the description of G and by adding the follow ng
after the description of G

H is

(a) where the affiliate was a nmenber of a partnership at the
end of the fiscal period of the partnership that ended in the
year and the partnership received a dividend at a particul ar
time in that fiscal period from a corporation that was, for
t he purposes of sections 93 and 113, a foreign affiliate of
the taxpayer at that particular tinme, the portion of the
anount of that dividend that is included in the value of Ain
respect of the affiliate for the year and that is deenmed by
par agraph 93.1(2)(a) to have been received by the affiliate
for the purposes of sections 93 and 113, and

(b) in any other case, nil;

(5) The portion of paragraph 95(2)(a.3) of the Act before
subparagraph (iii) is replaced by the foll ow ng:

(a.3) in computing the income from a business other than an
active business for a taxation year of a foreign affiliate of a
t axpayer there shall be included the incone of the affiliate for
the year derived directly or indirectly from indebtedness and
| ease obligations (which, for the purposes of this paragraph

includes the incone of the affiliate for the year from the
purchase and sal e of indebtedness and | ease obligations on its
own account, but does not include excluded incone)

(i) of persons resident in Canada, or
(i1) in respect of businesses carried on in Canada

unless nmore than 90% of the gross revenue of the affiliate
derived directly or indirectly from indebtedness and |ease
obl i gati ons (ot her than excluded revenue) was derived directly or
indirectly from indebtedness and |ease obligations of non-
resi dent persons with whomthe affiliate deals at armis length
and, where this paragraph applies to include inconme of the
affiliate for the year in the inconme of the affiliate from a
busi ness ot her than an active busi ness,

(6) Paragraph 95(2)(g) of the Act is replaced by the foll ow ng:
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(g) where, because of a fluctuation in the value of the currency
of a country other than Canada rel ative to the val ue of Canadi an
currency, a particular foreign affiliate of a taxpayer in respect
of which the taxpayer has a qualifying interest throughout a
taxation year of the particular affiliate has earned incone or
incurred a loss or realized a capital gain or a capital loss in
the year, in reference to

(i) a debt obligation that was owing to

(A) another foreign affiliate of the taxpayer in respect of
whi ch the taxpayer has a qualifying interest throughout the
year or any other non-resident corporation to which the
particular affiliate and the taxpayer are rel ated t hr oughout
the year (referred to in this paragraph as a "qualified
foreign corporation"), or

(B) the particular affiliate by a qualified foreign
cor porati on,

(1i) the redenption, cancellation or acquisition of a share of
the capital stock of, or the reduction of the capital of, the
particular affiliate or another foreign affiliate of the
t axpayer in respect of which the taxpayer has a qualifying
i nterest throughout the year, or

(tii) the disposition to a qualified foreign corporation of a
share of the capital stock of another foreign affiliate of the
t axpayer in respect of which the taxpayer has a qualifying
i nterest throughout the year,

that incone, gain or loss, as the case may be, is deened to be
nil;

(7) Subsection 95(2) of the Act is anended by adding the
follow ng after paragraph (g.1):

(g.2) for the purpose of conputing the foreign accrual property
incone of a foreign affiliate of any taxpayer resident in Canada
for a taxation year of the affiliate, an el ection nmade pursuant
to paragraph 86.1(2)(f) in respect of a distribution received by
the affiliate in a particular taxation year of the affiliate is
deened to have been filed under that paragraph by the affiliate
i f

(i) where there is only one taxpayer resident in Canada in
respect of whonm the affiliate is a controlled foreign
affiliate, the election is filed by the taxpayer with the
taxpayer’s return of incone for the taxpayer’s taxation year in
which the particular year of the affiliate ends, and
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(1i) where there is nore than one taxpayer resident in Canada
in respect of whom the affiliate is a controlled foreign
affiliate, all of those taxpayers jointly elect in witing and
each of thenm files the joint election with the Mnister with
their return of incone for their taxation year in which the
particul ar year of the affiliate ends;

(8) Paragraph 95(2)(h) of the Act is repeal ed.

(9) The portion of subsection 95(2.2) of the Act before paragraph
(a) is replaced by the foll ow ng:

Rul e for
subsection (2)

(2.2) For the purpose of subsection (2),

(10) Subsection 95(2.5) of the Act is anended by adding the
followi ng in al phabetical order:

"excl uded

i ncone" and
"excl uded
revenue"

« revenu exclu
»

"excluded income" and "excluded revenue" for a taxation year in
respect of a foreign affiliate of a taxpayer nean, respectively,
i ncome or revenue, that is

(a) derived directly or indirectly from a specified deposit
with a prescribed financial institution,

(b) derived directly or indirectly from a | ease obligation of
a person (other than the taxpayer or a person that does not
deal at armis length with the taxpayer) relating to the use of
property outside Canada, or

(c) included in conputing the affiliate’s incone for the year
from carrying on a business through a pernmanent establishnment
i n Canada;

(11) The portion of paragraph 95(6)(a) of the Act before
subparagraph (i) is replaced by the foll ow ng:

(a) where any person or partnership has a right under a contract,
in equity or otherwise, either immediately or in the future and
ei ther absolutely or contingently, to, or to acquire, shares of
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the capital stock of a corporation or interests in a partnership
and

(12) Subparagraph 95(6)(a)(ii) of the Act is replaced by the
f ol | owi ng:

(1i) it can reasonably be considered that the principal purpose
for the existence of the right is to permt any person to
avoi d, reduce or defer the paynent of tax or any other anount
t hat woul d ot herwi se be payabl e under this Act, those shares or
partnership interests, as the case nmay be, are deened to be
owned by that person or partnership; and

(13) Paragraph 95(6)(b) of the Act is replaced by the foll ow ng:

(b) where a person or partnership acquires or di sposes of shares
of the capital stock of a corporation or interests in a
partnership, either directly or indirectly, and it can reasonably
be considered that the principal purpose for the acquisition or
di sposition is to permt a person to avoid, reduce or defer the
paynent of tax or any other anmount that would otherw se be
payabl e under this Act, that acquisition or dispositionis deened
not to have taken place, and where the shares or partnership
interests were unissued by the corporation or partnership
i medi ately before the acquisition, those shares or partnership
interests, as the case may be, are deened not to have been
I ssued.

(14) Subsections (1), (4) and (11) to (13) apply after Novenber
1999.

(15) Subsection (2) applies to taxation years that end after
February 27, 2000 except that, where a taxation year of a foreign
affiliate of a taxpayer includes either February 28, 2000 or
Cct ober 17, 2000 or began after February 28, 2000 and ended before
Oct ober 17, 2000, the reference to the word "twice" in the
description of A1l in the definition "foreign accrual property
i ncome” in subsection 95(1) of the Act, as enacted by subsection
(2), shall be read as a reference to the expression "the fraction
that is the reciprocal of the fraction in paragraph 38(a), as
enact ed by subsection 22(1) of the I ncone Tax Anmendnents Act, 2000,
that applies tothe foreign affiliate for the year, multiplied by".

(16) Subsection (3) applies to taxation years of foreign
affiliates that begin after Novenber 1999.

(17) Subsections (5) and (10) apply to taxation years of foreign
affiliates that begin after 1999 except that, where a taxpayer so
elects in witing and files the election with the Mnister of
Nat i onal Revenue on or before the taxpayer’s filing-due date for
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t he taxation year that includes the day on which this Act receives
royal assent, paragraph 95(2)(a.3) of the Act, as enacted by
subsection (5), and subsection 95(2.5) of the Act, as enacted by
subsection (10), apply to taxation years, of all of the taxpayer’s
foreign affiliates, that begin after 1994 except that, where there
has been a change in the taxation year of a particular foreign
affiliate of a taxpayer in 1994 and after February 22, 1994, the
enacted provisions apply to taxation years of the particular
foreign affiliate of the taxpayer that end after 1994, unless

(a) the particular foreign affiliate had requested that change in
the taxation year in witing before February 22, 1994 fromthe
i ncone taxation authority of the country in which it was resident
and subject to inconme taxation; or

(b) the first taxation year of the particular foreign affiliate
that began after 1994 began at a tinme in 1995 that is earlier
than the tinme that it would have begun if there had not been that
change in the taxation year of the particular foreign affiliate,

and, notw thstandi ng subsections 152(4) to (5) of the Act, any
assessnment of a taxpayer’'s tax payable under the Act for any of
t hose taxation years shall be nmade that is necessary to take into
account the application of subsections (5) and (10).

(18) Subsections (6), (8) and (9) apply to taxation years of a
foreign affiliate of a taxpayer that begin after Novenber 1999
except that, where the taxpayer so elects in witing and files the
el ection with the Mnister of National Revenue on or before the day
of the taxpayer’s filing-due date for the taxation year that
includes the day on which this Act receives royal assent, those
subsections apply to taxation years, of all of its foreign
affiliates, that began after 1994 and, notw t hstandi ng subsecti ons
152(4) to (5) of the Act, any assessnent of a taxpayer’'s tax
payabl e under the Act for any of those taxation years shall be nmade
that is necessary to take into account the application of
subsections (6), (8) and (9).

(19) Subsection (7) applies to distributions received after 1997
except that the election referred to in paragraph 95(2)(g.2) of the
Act, as enacted by subsection (7), is deened to be filed on a
tinmely basis if it is filed with the Mnister of National Revenue
before the day that is 90 days after the day on which this Act
recei ves royal assent.

74. (1) Paragraph 96(1)(d) of the Act is replaced by the
f ol | owi ng:

(d) each income or loss of the partnership for a taxation year
were conputed as if
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(1) this Act were read wthout reference to paragraphs
12(1)(z.5) and 20(1)(v.1l), section 34.1, subsection 59(1),
par agraph 59(3.2)(c.1) and subsections 66.1(1), 66.2(1) and
66.4(1), and

(i1) no deduction were permtted under any of section 29 of the
| ncome Tax Application Rul es, subsections 34.2(4) and 65(1) and
sections 66, 66.1, 66.2, 66.21 and 66. 4;

(2) The portion of subsection 96(1.7) of the Act before the
formula is replaced by the foll ow ng:

Gai ns and
| osses

(1.7) Notw thstanding subsection (1) or section 38, where in a
particul ar taxation year of a taxpayer, the taxpayer is a nenber of
a partnership with a fiscal period that ends in the particular
year, the amount of a taxable capital gain (other than that part of
the anount that can reasonably be attributed to an anount deened
under subsection 14(1.1) to be a taxable capital gain of the
partnership), allowable capital Ioss or allowable business
i nvestnment | oss of the taxpayer for the particul ar year determ ned
in respect of the partnership is the amunt determ ned by the
formul a

(3) The description of A in subsection 96(1.7) of the Act is
repl aced by the follow ng:

A is the amobunt of the taxpayer’s taxable capital gain (other
than that part of the anobunt that can be attributed to an
anount deened under subsection 14(1.1) to be a taxabl e capital
gain of the partnership), allowable capital |oss or allowable
busi ness investnment loss, as the case my be, for the
particular year otherwi se determned under this section in
respect of the partnership;

(4) Section 96 of the Act is anmended by adding the follow ng
after subsection (1.7):

Appl i cation

(1.71) Where the fraction referred to in the description of Cin
subsection (1.7) cannot be determ ned by a taxpayer in respect of
a fiscal period of a partnership that ended before February 28,
2000 or includes either February 28, 2000 or Cctober 17, 2000, for
t he purposes of subsection (1.7), the fraction is deened to be

(a) where the fiscal period ended before or began before February
28, 2000, 3/4;



- 187 -

(b) where the fiscal period began after February 27, 2000 and
bef ore Cctober 18, 2000, 2/3; and

(c) in any other case, 1/2.

(5) Cdause 96(2.1)(b)(iv)(A of the Act is replaced by the
f ol | owi ng:

(A) the foreign resource pool expenses, if any, incurred by
the partnership in the fiscal period,

(6) Paragraph 96(2.4)(a) of the Act is replaced by the foll ow ng:

(a) by operation of any law governing the partnership
arrangement, the liability of the nmenber as a nenber of the
partnership is limted (except by operation of a provision of a
statute of Canada or a province that limts the nenber’s
ltability only for debts, obligations and liabilities of the
partnership, or any nenber of the partnership, arising from
negl i gent acts or om ssions or m sconduct that another nenber of
the partnership or an enpl oyee, agent or representative of the
partnership commts in the course of the partnership business
while the partnership is alimted liability partnership);

(7) The portion of subsection 96(3) of the Act before paragraph
(a) is replaced by the follow ng:

Agr eenent or
el ection of

part nership
menber s

(3) Where a taxpayer who was a nenber of a partnership at any
time in a fiscal period has, for any purpose relevant to the
conputati on of the taxpayer’s incone fromthe partnership for the
fiscal period, nade or executed an agreenent, designation or
election wunder or in respect of the application of any of
subsections 13(4) and (16) and 14(6), section 15.2, subsections
20(9) and 21(1) to (4), section 22, subsection 29(1), section 34,
clause 37(8)(a)(ii)(B), subsections 44(1) and (6), 50(1) and 80(5),
(9), (10) and (11), section 80.04, subsections 86.1(2), 97(2),
139.1(16) and (17) and 249.1(4) and (6) that, but for this
subsection, would be a valid agreenent, designation or election,

(8) Subsections (1), (3), (4) and (5) apply to fiscal periods
t hat begin after 2000.

(9) Subsection (2) applies to taxation years that end after
February 27, 2000.
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(10) Subsection (6) applies after 1997.
(11) Subsection (7) applies after 1999.

75. (1) Subparagraph 98(3)(g)(iii) of the Act is replaced by the
f ol | owi ng:

(ti1) for the purpose of determning after the particular tinme
t he anount required by paragraph 14(1)(b) to be included in
conputing the person’s income in respect of any subsequent
di sposition of property of the business, the val ue determ ned
for Q in the definition "cumulative eligible capital™ in
subsection 14(5) is deened to be the anmount, if any, of that
person’s percentage of the value determned for C in that
definition inrespect of the partnership’ s business i nmedi ately
before the particular tine.

(2) Subparagraph 98(5)(h)(ii) of the Act is replaced by the

f ol | owi ng:
(1i) for the purpose of determining after the particular tinme
the anmount required by paragraph 14(1)(b) to be included in
conputing the proprietor’s incone in respect of any subsequent
di sposition of property of the business, the val ue determ ned
for Q in the definition "cunulative eligible capital”™ in
subsection 14(5) is deened to be the value, if any, determ ned
for Q in that definition in respect of the partnership’s
busi ness i medi ately before the particular tine.

(3) Subsections (1) and (2) apply in respect of taxation years
that end after February 27, 2000.

76. (1) Paragraph 100(1)(a) of the Act is anended by replacing
the reference to the fraction "3/4" with a reference to the
fraction "1/2".

(2) Subsection (1) applies to taxation years that end after
February 27, 2000 except that, where a taxation year of a taxpayer
i ncludes either February 28, 2000 or OCctober 17, 2000 or began
after February 28, 2000 and ended before October 17, 2000, the
reference to the fraction "1/2" in paragraph 100(1)(a) of the Act,
as enacted by subsection (1), shall be read as a reference to the
fraction in paragraph 38(a) of the Act, as enacted by subsection
22(1), that applies to the taxpayer for the year.

77. (1) Section 101 of the Act is anended by replacing the
reference to the fraction "3/4" with a reference to the fraction
"1/2" and by replacing the reference to the expression "4/3 of"
wth a reference to the word "tw ce"
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(2) Subsection (1) applies to taxation years that end after
February 27, 2000 except that, in applying section 101 of the Act,
as enacted by subsection (1), to a taxpayer’s taxation year that
i ncludes either February 28, 2000 or OCctober 17, 2000 or began
after February 28, 2000 and ended before Cctober 17, 2000,

(a) the reference to the fraction "1/2" in section 101 of the
Act, as enacted by subsection (1), shall be read as a reference
to the fraction in paragraph 38(a) of the Act, as enacted by
subsection 22(1), that applies to the taxpayer for the year; and

(b) the reference to the word "twice" in section 101 of the Act,
as enacted by subsection (1), shall be read as a reference to the
expression "the fraction that is the reciprocal of the fraction
i n paragraph 38(a), as enacted by subsection 22(1) of the Incone
Tax Anmendnents Act, 2000, that applies to the taxpayer for the
year, nultiplied by".

78. (1) Subsection 104(1) of the Act is replaced by the
f ol | owi ng:

Reference to
trust or estate

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

subdivision referred to as a "trust") shall, unless the context
otherwi se requires, be read to include a reference to the trustee,
executor, adm nistrator, |iquidator of a succession, heir or other

| egal representative having ownership or control of the trust
property, but, except for the purposes of this subsection,
subsection (1.1), subparagraph (b) (v) of the definition
"disposition” in subsection 248(1) and paragraph (k) of that
definition, a trust is deened not to include an arrangenent under
whi ch the trust can reasonably be considered to act as agent for
all the beneficiaries under the trust with respect to all dealings
with all of the trust’s property unless the trust is described in
any of paragraphs (a) to (e.l1l) of the definition "trust" in
subsection 108(1).

Restricted
meani ng of
"beneficiary"

(1.1) Notw thstandi ng subsection 248(25.1) and for the purposes
of subsection (1), paragraph (4)(a.4), subparagraph 73(1.02)(b)(ii)
and par agraph 107.4(1)(e), a person or partnership is deened not to
be a beneficiary under a trust at a particular time where the
person or partnership is beneficially interested in the trust at
the particular tine solely because of
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(a) aright that may ari se as a consequence of the terns of the
wll or other testanentary instrunent of an individual who, at
the particular tine, is a beneficiary under the trust;

(b) aright that may ari se as a consequence of the | aw governi ng
the intestacy of an individual who, at that tinme, is a
beneficiary under the trust;

(c) aright as a sharehol der under the terns of the shares of the
capital stock of a corporation that, at the particular time, is
a beneficiary under the trust;

(d) aright as a nmenber of a partnership under the terns of the
partnership agreenent, where, at the particular tine, the
partnership is a beneficiary under the trust; or

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

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

Deened
di sposition by
trust

(4) Every trust is, at the end of each of the follow ng days,
deened to have di sposed of each property of the trust (other than
exenpt property) that was capital property (other than excluded
property or depreciable property) or |and included in the inventory
of a business of the trust for proceeds equal to its fair market
val ue (determned with reference to subsection 70(5.3)) at the end
of that day and to have reacquired the property inmediately after
that day for an anount equal to that fair market value, and for the
pur poses of this Act those days are

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

(1i.1) is a trust (other than a trust the terns of which are
described in clause (iv)(A) that electsinits return of inconme
under this Part for its first taxation year that this
subparagraph not apply) that was created after 1999 by a
t axpayer during the taxpayer’s lifetine and that, at any tine
after 1999, was a trust

under which
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(1i1) the taxpayer’s spouse or conmon-| aw partner was entitled
to receive all of the income of the trust that arose before the
spouse’ s or common-| aw partner’s death and no person except the
spouse or common-|law partner could, before the spouse’ s or
comon- | aw partner’ s death, receive or otherw se obtain the use
of any of the incone or capital of the trust, or

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

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

(B) the taxpayer or the taxpayer’s spouse was, in conbination
Wi th the spouse or the taxpayer, as the case nay be, entitled
to receive all of the incone of the trust that arose before
the later of the death of the taxpayer and the death of the
spouse and no ot her person could, before the |ater of those
deat hs, receive or otherw se obtain the use of any of the
i nconme or capital of the trust, or

(© the taxpayer or the taxpayer’s conmon-|law partner was, in
conbi nation with the common-|aw partner or the taxpayer, as
the case may be, entitled to receive all of the incone of the
trust that arose before the later of the death of the
t axpayer and the deat h of the conmon-| aw partner and no ot her
person could, before the |later of those deaths, receive or
ot herwi se obtain the use of any of the inconme or capital of
t he trust,

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

(4) Subsection 104(4) of the Act is anended by adding the
follow ng after paragraph (a.1l):

(a.2) where the trust makes a distribution to a beneficiary in
respect of the beneficiary s capital interest inthe trust, it is
reasonable to conclude that the distribution was financed by a
ltability of the trust and one of the purposes of incurring the
liability was to avoid taxes ot herw se payabl e under this Part as
a consequence of the death of any individual, the day on which
the distribution is made (determned as if a day ends for the
trust inmmediately after the time at which each distribution is
made by the trust to a beneficiary in respect of the
beneficiary's capital interest in the trust);
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(a.3) where property (other than property described in any of
subpar agraphs 128.1(4)(b) (i) to (iii)) has been transferred by a
t axpayer after Decenber 17, 1999 to the trust in circunstances to
whi ch subsection 73(1) applied, it is reasonable to concl ude t hat
the property was so transferred in anticipation that the taxpayer
woul d subsequently cease to reside in Canada and the taxpayer
subsequently ceases to reside in Canada, the first day after that
transfer during which the taxpayer ceases to reside in Canada
(determned as if a day ends for the trust i medi ately after each
time at which the taxpayer ceases to be resident in Canada);

(a.4) where the trust is a trust to which property was
transferred by a taxpayer who is an individual (other than a
trust) in circunmstances in which section 73 or subsection
107.4(3) applied, the transfer did not result in a change in
beneficial ownership of that property and no person (other than
t he taxpayer) or partnershi p has any absol ute or contingent ri ght
as a beneficiary under the trust (determined with reference to
subsection (1.1)), the day on which the death of the taxpayer
occurs;

(5) Subparagraph 104(4)(b)(iii) of the Act is replaced by the
f ol | owi ng:

(1i1) where applicable, the time determ ned under paragraph (a),
(a.1) or (a.4) as those paragraphs applied fromtine to tine
after 1971; and

(6) Paragraph 104(4)(c) of the Act is replaced by the foll ow ng:

(c) the day that is 21 years after any day (other than a day
det ermi ned under any of paragraphs (a) to (a.4)) that is, because
of this subsection, a day on which the trust is deened to have
di sposed of each such property.

(7) The portion of subsection 104(5) of the Act before paragraph
(a) is replaced by the follow ng:

Depr eci abl e
property

(5) Every trust is, at the end of each day determ ned under
subsection (4) in respect of the trust, deened to have di sposed of
each property of the trust (other than exenpt property) that was a
depreciable property of a prescribed class of the trust for
proceeds equal to its fair market value at the end of that day and
to have reacquired the property imediately after that day at a
capital cost (in this subsectionreferred to as the "deened capital
cost") equal to that fair market val ue, except that
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(8 The portion of subsection 104(5.2) of the Act before
par agraph (b) is replaced by the foll ow ng:

Resour ce
property

(5.2) Where at the end of a day determ ned under subsection (4)
in respect of atrust, the trust owms a Canadi an resource property
(other than an exenpt property) or a foreign resource property
(ot her than an exenpt property),

(a) for the purposes of determ ning the anounts under subsection
59(1), paragraphs 59(3.2)(c) and (c.1), subsections 66(4) and
66.2(1), the definition "cunul ati ve Canadi an devel opnent expense"
in subsection 66.2(5), the definition "cumulative foreign
resource expense" in subsection 66.21(1), subsection 66.4(1) and
the definition "cumul ati ve Canadi an oil and gas property expense"
in subsection 66.4(5), the trust is deened

e "old taxation year") that ended at the end of that day and

) to have a taxation year (in this subsection referred to as
new t axati on year that begins i mediately after that day, and

(
th
a

(1i) to have disposed, imediately before the end of the old
taxation year, of each of those properties for proceeds that
becane receivable at that tinme equal to its fair market val ue
at that tinme and to have reacquired, at the beginning of the
new taxation year, each such property for an anmount equal to
that fair market val ue; and

(9) Paragraph 104(5.2)(b) of the Act is anended by striking out
the word "and" at the end of subparagraph (i) and by adding the
followi ng after subparagraph (i):

(1.1) include in conputing its incone for the particular
taxation year the amount, if any, determ ned under paragraph
59(3.2)(c.1) inrespect of the old taxation year and t he anount
so included is, for the purpose of determ ning the value of B
in the definition "cunulative foreign resource expense" in
subsection 66.21(1), deenmed to have been included i n conputing
its inconme for a preceding taxation year, and

(10) Subsection 104(5.3) of the Act is anmended by addi ng the word
"and" at the end of paragraph (b.1) and by repl acing the portion of
par agraph (c) before subparagraph (i) with the foll ow ng:

(c) subsection 107.4(3) does not apply to a disposition by the
trust during the period
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(11) Subsection 104(5.3) of the Act is anmended by striking out
the word "and" at the end of paragraph (c) and by repealing
par agraph (d).

(12) The portion of subsection 104(5.8) of the Act before
paragraph (a) is replaced by the foll ow ng:

Trust transfers

(5.8) Were capital property (other than excl uded property), |and
included in inventory, Canadian resource property or foreign
resource property is transferred at a particular tinme by a trust
(in this subsection referred to as the "transferor trust") to
another trust (in this subsection referred to as the "transferee
trust™) in circunstances in which subsection 107(2) or 107.4(3) or
par agraph (f) of the definition "disposition" in subsection 248(1)
appl i es,

(13) The portion of subparagraph 104(5.8)(a)(i) of the Act before
clause (A) is replaced by the foll ow ng:

(1) subject to paragraphs (b) to (b.3), the first day (in this
subsection referred to as the "disposition day") that ends at
or after the particular tinme that would, if this section were
read without reference to paragraphs (4)(a.2) and (a.3), be
determned in respect of the transferee trust is deened to be
the earliest of

(14) dause 104(5.8)(a)(i)(C of the Act is replaced by the
f ol | owi ng:

(C the first day that ends at or after the particular tine,
wher e

(I') the transferor trust is a joint spousal or conmon-I|aw
partner trust, a post-1971 spousal or common-law partner
trust or a trust described in the definition "pre-1972
spousal trust” in subsection 108(1), and

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

(C. 1) the first day that ends at or after the particular tine,
wher e

(I') the transferor trust is an alter ego trust, a trust to
whi ch paragraph (4)(a.4) applies or a joint spousal or
common- | aw partner trust, and
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(I'l) the taxpayer referred to in paragraph (4)(a) or (a.4),
as the case may be, is alive at the particular tine, and

(15) Paragraph 104(5.8)(b) of the Act is replaced by the
f ol | owi ng:

(b) paragraph (a) does not apply in respect of the transfer where

(1) the transferor trust is a post-1971 spousal or conmon-| aw
partner trust or a trust described in the definition "pre-1972
spousal trust" in subsection 108(1),

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

(tii) the transferee trust is a post-1971 spousal or conmon-| aw
partner trust or a trust described in the definition "pre-1972
spousal trust” in subsection 108(1);

(b.1) paragraph (a) does not apply in respect of the transfer
wher e

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

(1i) the taxpayer referred to in paragraph (4)(a) is alive at
the particular tinme, and

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

(b.2) paragraph (a) does not apply in respect of the transfer
wher e

(1) the transferor trust is a joint spousal or conmon-I|aw
partner trust,

(i1) either the taxpayer referred to in paragraph (4)(a), or
t he spouse or conmon-I| aw partner referred to in that paragraph,
is alive at the particular tine, and

(tii) the transferee trust is a joint spousal or conmon-|aw
partner trust;

(b.3) paragraph (a) does not apply in respect of the transfer
wher e

(1) the transferor trust is a trust to which paragraph (4)(a.4)
appl i es,
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(11) the taxpayer referred to in paragraph (4)(a.4) is alive at
the particular tinme, and

(iii) the transferee trust is a trust to which paragraph
(4)(a.4) applies; and

(16) Subsection 104(6) of the Act is anended by striking out the
word "and" at the end of paragraph (a.2) and by adding the
followi ng after paragraph (a.2):

(a.3) in the case of an inter vivos trust deened by subsection
143(1) to exist in respect of a congregation that is a
constituent part of a religious organization, such part of its
income for the year as becane payable in the year to a
beneficiary; and

(17) C auses 104(6)(b)(ii)(A) and (B) of the Act are repl aced by
the foll ow ng:

(A) is a post-1971 spousal or common-|aw partner trust that
was created after Decenber 20, 1991, or

(B) woul d be a post-1971 spousal or common-|aw partner trust
if the reference in paragraph (4)(a) to "at the tinme it was
created” were read as "on Decenber 20, 1991",

(18) Paragraph 104(6)(b) of the Act is anended by striking out
the word "and" at the end of subparagraph (ii) and by replacing
subparagraph (iii) with the foll ow ng:

(i1.1) where the trust is an alter ego trust or a joint spousal
or common-|law partner trust and the death or |ater death, as
the case may be, referred to i n subparagraph (4)(a)(iv) has not
occurred before the end of the year, such part of the amount
that, but for this subsection and subsections (12), 12(10.2)
and 107(4), would be its income as becane payable in the year
to a beneficiary (other than a taxpayer, spouse or common-|aw
partner referred to in cl ause (4)(a)(|v)(ﬁ0 (B) or (©) or was
i ncl uded under subsection 105(2) in conmputing the incone of a
beneficiary (other than such a taxpayer, spouse or conmon-|aw
partner), and

(i11) where the trust is an alter ego trust, a joint spousal or
common- | aw partner trust, a trust to which paragraph (4)(a.4)
applies or a post-1971 spousal or common-|law partner trust and
the death or the |ater death, as the case may be, referred to
in paragraph (4)(a) or (a.4) in respect of the trust occurred
on a day in the year, the anount, if any, by which
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(A) the maxi mun anount that would be deductible under this
subsection in conputing the trust’s incone for the year if
this subsection were read wthout reference to this
subpar agr aph

exceeds the total of

(B) the anmobunt that, but for this subsection and subsections
(12), 12(10.2) and 107(4), would be its inconme that becane
payable in the year to the taxpayer, spouse or conmon-|aw
partner referred to in subparagraph (4)(a)(iii), clause
(4)(a)(|v)(ﬁo (B) or (C) or paragraph (4)(a.4), as the case
may be, and

(© the anpunt that would be the trust’s inconme for the year
if that income were conputed without reference to this
subsection and subsection (12) and as if the year began
i medi ately after the end of the day.

(19) Subsection 104(13) of the Act is replaced by the foll ow ng:

| ncone of
beneficiary

(13) There shall be included in computing the inconme for a
particul ar taxation year of a beneficiary under a trust such of the
foll ow ng amounts as are applicabl e:

(a) in the case of a trust (other than a trust referred to in
paragraph (a) of the definition "trust" in subsection 108(1)),
such part of the amount that, but for subsections (6) and (12),
woul d be the trust’s incone for the trust’s taxation year that
ended in the particular year as becane payable in the trust’s
year to the beneficiary; and

(b) in the case of a trust governed by an enpl oyee benefit plan
to which the beneficiary has contributed as an enpl oyer, such
part of the anmount that, but for subsections (6) and (12), would
be the trust’s incone for the trust’s taxation year that ended in
the particular year as was paid in the trust’s year to the
beneficiary.

(20) Paragraphs 104(15)(a) and (b) of the Act are repl aced by the
f ol | owi ng:

(a) where the trust is an alter ego trust, a joint spousal or
common-|law partner trust, a post-1971 spousal or comon-I|aw
partner trust or a trust described in the definition "pre-1972
spousal trust"” in subsection 108(1) at the end of the year and a
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beneficiary, referred to in paragraph (4)(a) or in that
definition, is alive at the end of the year, an anount equal to

(1) if the preferred beneficiary is a beneficiary so referred
to, the trust’'s accunul ating incone for the year, and

(i1) in any other case, nil;

(b) where paragraph (a) does not apply and the preferred
beneficiary’s interest in the trust is not solely contingent on
t he death of another beneficiary who has a capital interest in
t he trust and who does not have an incone interest in the trust,
the trust’s accumul ating income for the year; and

(21) The portion of subsection 104(19) of the Act after paragraph
(b) is replaced by the foll ow ng:

<?[1pOn,0On]>is, if so designated by the trust in respect of the
beneficiary in its return of inconme for the year, deened, for the
pur poses of paragraphs 82(1)(b) and 107(1)(c) and (d) and section
112, not to have been received by the trust, and for the purposes
of this Act (other than Part XlI1), to be a taxabl e dividend on the
share received by the beneficiary in the particular year fromthe
cor porati on.

(22) The portion of subsection 104(21.2) of the Act before
paragraph (a) is replaced by the foll ow ng:

Beneficiaries’
t axabl e capita
gai n

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

(23) Section 104 of the Act is anended by adding the follow ng
after subsection (21.3):

Deened gai ns

(21.4) Where an anmount is designated in respect of a beneficiary
by a trust for a particular taxation year of the trust that
i ncludes either February 28, 2000 or Cctober 17, 2000 and that
anount is, because of subsection (21), deened to be a taxable
capital gain of the beneficiary from the disposition of capita
property for the taxation year of the beneficiary in which the
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particular taxation year of the trust ends (in this subsection
referred to as the "allocated gain"),

(a) the beneficiary is deened to have realized capital gains (in
this subsection referred to as the "deemed gains") from the
di sposition of capital property in the beneficiary’ s taxation
year in which the particular taxation year ends equal to the
amount, if any, by which

(i) the armount determ ned when t he anount of the all ocated gain
is divided by the fraction in paragraph 38(a) that applies to
the trust for the particul ar taxation year

exceeds

(i1) the anmount clainmed by the beneficiary not exceeding the
beneficiary’'s exenpt capital gains balance for the year in
respect of the trust;

(b) notw t hstandi ng subsection (21) and except as a conseguence
of the application of paragraph (a), the anount of the all ocated
gain shall not be included in conmputing the beneficiary’s incone
for the beneficiary’'s taxation year in which the particular
taxati on year ends;

(c) the trust shall disclose to the beneficiary in prescribed
form the portion of the deened gains that are in respect of
capital gains realized on dispositions of property that occurred
before February 28, 2000, after February 27, 2000 and before
Cct ober 18, 2000, and after Cctober 17, 2000 and, if it does not
do so, the deened gains are deened to be in respect of capita
gains realized on dispositions of property that occurred before
February 28, 2000; and

(d) where a trust so el ects under this paragraph inits return of
i ncome for the year

(i) the portion of the deened gains that are in respect of
capital gains from dispositions of property that occurred
bef ore February 28, 2000 is deened to be that proportion of the
deened gai ns that the nunber of days that are in the particul ar
year and before February 28, 2000 is of the nunber of days that
are in the particular year

(i1) the portion of the deenmed gains that are in respect of
capital gains from dispositions of property that occurred in
the year and in the period that began at the beginning of
February 28, 2000 and ended at the end of QOctober 17, 2000, is
deened to be that proportion of the deened gains that the
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nunmber of days that are in the year and in that period is of
t he nunber of days that are in the particul ar year, and

(tii) the portion of the deenmed gains that are in respect of
capital gains from dispositions of property that occurred in
the year and in the period that begins at the beginning of
Cct ober 18, 2000 and ends at the end of the particular year, is
deened to be that proportion of the deened gains that the
nunmber of days that are in the year and in that period is of
t he nunber of days that are in the particular year; and

(e) no anmobunt may be cl ai med by the beneficiary under subsection
39.1(3) in respect of the allocated gain.

Deened gai ns

(21.5) Where no anount is designated by a trust under subsection
(21) in respect of its net taxable capital gains for a taxation
year that includes either February 28, 2000 or Cctober 17, 2000,
the trust has net capital gains or net capital |osses fronm the
di sposition of property in the year, and the trust so el ects under
this subsection in its return of income for the year

(a) the portion of the net capital gains or net capital |osses
that are in respect of capital gains and | osses from di spositions
of property that occurred before February 28, 2000 is deened to
be that proportion of the net capital gains or net capital
| osses, as the case may be, that the nunber of days that are in
the year and before February 28, 2000 is of the nunmber of days
that are in the year

(b) the portion of the net capital gains or net capital |osses
that are in respect of capital gains and | osses from di spositions
of property that occurred in the year and in the period that
began at the begi nning of February 28, 2000 and ended at the end
of Cctober 17, 2000, is deened to be that proportion of the net
capital gains or net capital | osses, as the case nay be, that the
nunber of days that are in the year and in that period is of the
nunber of days that are in the year, and

(c) the portion of the net capital gains or net capital |osses
that are in respect of capital gains and | osses from di spositions
of property that occurred in the year and in the period that
began at the begi nning of October 18, 2000 and ended at the end
of the year, is deened to be that proportion of the net capital
gains or net capital |osses, as the case may be, that the nunber
of days that are in the year and in that period is of the nunber
of days that are in the year

and, for the purpose of this subsection,
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(d) the net capital gains of a trust fronm dispositions of
property in a year is the amount, if any, by which the trust’s
capital gains from dispositions of property in the year exceeds
the trust’s capital |osses from dispositions of property in the
year, and

(e) the net capital losses of a trust from dispositions of
property in a year is the amount, if any, by which the trust’s
capital | osses fronm dispositions of property in the year exceeds
the trust’'s capital gains from dispositions of property in the
year.

Deened gai ns

(21.6) Were a taxation year of a taxpayer begins after Cctober
17, 2000 and the taxpayer is deened by subsection (21.4) to have
realized capital gains from the disposition of capital property in
the year in respect of dispositions of property by a trust of which
t he taxpayer is a beneficiary,

(a) where the deened gains are in respect of capital gains of the
trust from di spositions of property before February 28, 2000, 3/2
of those deened gains are deened to be capital gains of the
t axpayer from the di sposition by the taxpayer of capital property
in the year

(b) where the deened gains are in respect of capital gains of the
trust from dispositions of property after February 27, 2000 and
bef ore Cctober 18, 2000, 4/3 of those deened gains are deened to
be capital gains of the taxpayer from the disposition of capita
property by the taxpayer in the year; and

(c) in any other case, the deened gains are deened to be capital
gai ns of the taxpayer from the disposition of capital property by
t he taxpayer in the year.

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

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

subdivision referred to as a "trust") shall, unless the context
otherwi se requires, be read to include a reference to the trustee,
executor, admnistrator, liquidator of the succession, heir or

ot her | egal representative havi ng ownership or control of the trust
property.

(25) Subsection (2) applies
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(a) to days after Decenmber 23, 1998 that are determned in
respect of a trust under subsection 104(4) of the Act, as enacted
by this section; and

(b) for the purpose of determning the cost amobunt to a trust
after Decenber 23, 1998 of property, to days after 1992 that are
determ ned in respect of the trust under subsection 104(4) of the
Act, as enacted by this section.

(26) Subsections (3), (6) and (17) to (19) apply to the 2000 and
subsequent taxation years except that, with regard to a trust
created by a taxpayer at a particular time in 2000 for the benefit
of anot her i ndividual,

(a) subparagraph 104(4)(a)(iii) of the Act, as enacted by
subsection (3), shall be read wi thout reference to the words "or
common- | aw partner” and "or common-law partner’s"; and

(b) subparagraph 104(4)(a)(iv) of the Act, as enacted by
subsection (3), shall be read without reference to clause (C),

unl ess, because of an election made under section 144 of the
Moder ni zati on of Benefits and Cbligations Act, sections 130 to 142
of that Act applied at the particular time to the taxpayer and the
ot her individual .

(27) Paragraphs 104(4)(a.2) and (a.3) of the Act, as enacted by
subsection (4), apply to days after Decenber 17, 1999 that are
determ ned in respect of the trust under subsection 104(4) of the
Act, as enacted by this section.

(28) Paragraph 104(4)(a.4) of the Act, as enacted by subsection
(4), and subsection (5) apply to the 2000 and subsequent taxation
years, and, where a trust elects in witing and files the election
with the Mnister of National Revenue on or before March 31, 2001
(or at any later time that is acceptable to the Mnister), both of
t hose provisions apply after Decenber 23, 1998.

(29) Subsections (7) and (8) apply to days after Decenber 23,
1998 that are determ ned under subsection 104(4) of the Act, as
enacted by this section, except that in applying paragraph
104(5.2)(a) of the Act, as enacted by subsection (8), to days that
are in taxation years that begin before 2001 and that are
det erm ned under subsection 104(4) of the Act, that paragraph shal
be read wi thout the references to paragraph 59(3.2)(c.1) of the Act
and the definition "cunulative foreign resource expense" in
subsection 66.21(1) of the Act.

(30) Subsection (9) applies to taxation years that begin after
2000.
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(31) Subsections (10) and (11) apply to transfers nade after
Decenber 23, 1998.

(32) Subsection (12) applies to transfers made after February 11
1991 except that, for transfers nade before Decenber 24, 1998, the
portion of subsection 104(5.8) of the Act before paragraph (a), as
enacted by subsection (12), shall be read as foll ows:

(5.8) Were capital property (other than excl uded property), |and
included in inventory, Canadian resource property or foreign
resource property is transferred at a particular tinme by a trust
(in this subsection referred to as the "transferor trust") to
another trust (in this subsection referred to as the "transferee
trust”) in circunstances in which paragraph (e) of the definition
"di sposition” in section 54 or subsection 107(2) applies and the
transferee trust is not described in paragraph (g) of the
definition "trust" in subsection 108(1),

(33) Subsection (13) applies to transfers nmade after Decenber 17,
1999.

(34) Subsections (14) and (15) apply to transfers nade after
1999.

(35) Subsection (16) applies to the 1998 and subsequent taxation
years.

(36) Subsection (20) applies to the 2000 and subsequent taxation
years.

(37) Subsection (21) applies to taxation years that end after
2000.

(38) Subsection (22) applies to taxation years, of trusts, that
begin after February 22, 1994.

(39) Subsection (23) applies to taxation years that end after
February 27, 2000.

79. (1) Subsection 106(1.1) of the Act is replaced by the
f ol | owi ng:

Cost of incone
interest in a
trust

(1.1) The cost to a taxpayer of an incone interest of the
taxpayer in a trust is deened to be nil unless
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(a) any part of the interest was acquired by the taxpayer froma
person who was the beneficiary in respect of the interest
i mredi ately before that acquisition; or

(b) the cost of any part of the interest would otherw se be
determ ned not to be nil under paragraph 128.1(1)(c) or (4)(c).

(2) Paragraph 106(2)(a) of the Act is replaced by the foll ow ng:

(a) except where subsection (3) applies to the di sposition, there
shal | be included in conputing the taxpayer’s incone for the year
t he amount, if any, by which

(i) the proceeds of disposition
exceed

(i1) where that interest includes aright to enforce paynent of
an anmount by the trust, the amount in respect of that right
that has been included in conputing the taxpayer’s incone for
a taxation year because of subsection 104(13);

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

80. (1) The portion of paragraph 107(1)(a) of the Act before
subparagraph (i) is replaced by the foll ow ng:

(a) where the trust is a personal trust or a prescribed trust,
for the purpose of conputing the taxpayer’'s capital gain, if any,
fromthe disposition, the adjusted cost base to the taxpayer of
the interest or the part of the interest, as the case nmay be,
i mredi ately before the disposition is, unless any part of the
interest has ever been acquired for consideration and, at the
time of the disposition, the trust is non-resident, deened to be
the greater of

(2) Paragraph 107(1)(b) of the Act is repeal ed.

(3) The portion of subsection 107(1) of the Act after paragraph
(d) is repeal ed.

(4) Subsection 107(1.1) of the Act is replaced by the foll ow ng:
Cost of capital
interest in a
trust

(1.1) The cost to a taxpayer of a capital interest of the
t axpayer in a personal trust or a prescribed trust is deened to be,



- 205 -

(a) where the taxpayer elected under subsection 110.6(19) in
respect of the interest and the trust does not el ect under that
subsection in respect of any property of the trust, the
taxpayer’s cost of the interest determ ned under paragraph
110.6(19)(a); and

(b) in any other case, nil, unless

(i) any part of the interest was acquired by the taxpayer from
a person who was the beneficiary in respect of the interest
i medi ately before that acquisition, or

(ii) the cost of any part of the interest would otherw se be
determ ned not to be nil under section 48 as it read in its
application before 1993 or under paragraph 111(4)(e) or
128.1(1)(c) or (4)(c).

(5) The portion of subsection 107(2) of the Act before paragraph
(a) is replaced by the foll ow ng:

Di stribution by
personal trust

(2) Subject to subsection (2.001), where at any tinme a property
of a personal trust or a prescribed trust is distributed by the
trust to a taxpayer who was a beneficiary under the trust in
satisfaction of all or any part of the taxpayer’s capital interest
in the trust,

(6) The portion of subsection 107(2) of the Act before paragraph
(a), as enacted by subsection (5), is replaced by the follow ng:

Di stribution by
personal trust

(2) Subject to subsections (2.001), (2.002) and (4) to (5), where
at any time a property of a personal trust or a prescribed trust is
distributed by the trust to a taxpayer who was a beneficiary under
the trust and there is a resulting disposition of all or any part
of the taxpayer’s capital interest in the trust,

(7) Paragraphs 107(2)(b) and (c) of the Act are replaced by the
f ol | owi ng:

(b) subject to subsection (2.2), the taxpayer is deened to have
acquired the property at a cost equal to the total of its cost
anount to the trust imediately before that tine and the
speci fied percentage of the amount, if any, by which
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(1) the adjusted cost base to the taxpayer of the capital
interest or part of it, as the case may be, i medi ately before
that tinme (determ ned without reference to paragraph (1)(a))

exceeds

(1i1) the cost anpbunt to the taxpayer of the capital interest or
part of it, as the case may be, inmmediately before that tine;

(b.1) for the purpose of paragraph (b), the specified percentage
is,
(1) where the property is capital property (other than
depreci abl e property), 100%

(1i) where the property is eligible capital property in respect
of a business of the trust, 100% and

(tii) in any other case, 75%

(c) the taxpayer is deened to have disposed of all or part, as
the case may be, of the capital interest for proceeds equal to
t he amount, if any, by which

(1) the cost at which the taxpayer woul d be deened by paragraph
(b) to have acquired the property if the specified percentage
referred to in that paragraph were 100%

exceeds
(ii) the total of all anmpbunts each of which is an eligible
offset at that tinme of the taxpayer in respect of the capital
interest or the part of it;
(8) Subsection 107(2) of the Act is anmended by striking out the
word "and" at the end of paragraph (d) and by adding the foll ow ng
after paragraph (d):

(d.1) the property is deened to be taxabl e Canadi an property of
t he taxpayer where

(i) the taxpayer is non-resident at that tine,
(ii) that time is before Cctober 2, 1996, and
(iii) the property was deenmed by paragraph 51(1)(f), 85(1)(i)

or 85.1(1)(a), subsection 87(4) or (5) or paragraph 97(2)(c) to
be taxabl e Canadi an property of the trust; and
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(9) The portion of subparagraph 107(2)(f)(ii) of the Act before
the fornmula is replaced by the foll ow ng:

(1i) for the purpose of determ ning after that tinme the anount
required by paragraph 14(1)(b) to be included in conputing the
taxpayer’s incone in respect of any subsequent disposition of
property of the business, there shall be added to the value
otherwi se determned for Q in the definition "cumulative
eligible capital™ in subsection 14(5) the anount determ ned by
the formul a

(10) Section 107 of the Act is anended by adding the follow ng
after subsection (2):

No rollover on
el ection by a
t rust

(2.001) Were a trust nakes a distribution of a property to a
beneficiary of the trust in full or partial satisfaction of the
beneficiary's capital interest in the trust and so elects in
prescribed formfiled with the Mnister with the trust’s return of
income for its taxation year in which the distribution occurred,
subsection (2) does not apply to the distribution if

(a) the trust is resident in Canada at the tinme of the
di stribution;

(b) the property is taxable Canadi an property; or

(c) the property is capital property used in, eligible capital
property in respect of, or property described in the inventory
of, a business carried on by the trust through a permanent
establishment (as defined by regulation) in Canada i medi ately
before the time of the distribution.

No roll over on
el ection by a
beneficiary

(2.002) Where a non-resident trust nmakes a distribution of a
property (other than a property described in paragraph (2.001)(b)
or (c)) to a beneficiary of the trust in full or partial
satisfaction of the beneficiary’ s capital interest inthe trust and
the beneficiary nakes an election wunder this subsection in
prescribed form filed with the Mnister with the beneficiary’'s
return of inconme for the beneficiary s taxation year in which the
di stribution occurred,

(a) subsection (2) does not apply to the distribution; and
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(b) for the purpose of subparagraph (1)(a)(ii), the cost anopunt
of the interest to the beneficiary is deened to be nil.

(11) The portion of subsection 107(2.01) of the Act before
paragraph (a) is replaced by the foll ow ng:

Di stri bution of
princi pal
resi dence

(2.01) Where property that would, if a personal trust had
designated the property under paragraph (c.1l) of the definition
"principal residence" in section 54, be a principal residence
(wthin the neaning of that definition) of the trust for a taxation
year, is at any tinme (in this subsection referred to as "that
time") distributed by the trust to a taxpayer in circunstances in
whi ch subsection (2) applies and the trust so elects inits return
of income for the taxation year that includes that tine,

(12) Subsection 107(2.1) of the Act is replaced by the foll ow ng:

O her
di stri butions

(2.1) Where at any tinme a property of a trust is distributed by
the trust to a beneficiary under the trust, there would, if this
Act were read without reference to paragraphs (h) and (i) of the
definition "disposition" in subsection 248(1), be a resulting
disposition of all or any part of the beneficiary' s capital
interest in the trust (which interest or part, as the case may be,
isinthis subsectionreferred to as the "fornmer interest”) and the
rules in subsection (2) and section 132.2 do not apply in respect
of the distribution,

(a) the trust is deened to have disposed of the property for
proceeds equal to its fair market value at that tine;

(b) the beneficiary is deened to have acquired the property at a
cost equal to the proceeds determ ned under paragraph (a);

(c) subject to paragraph (e), the beneficiary' s proceeds of
di sposition of the portion of the fornmer interest disposed of by
t he beneficiary on the distribution are deened to be equal to the
amount, if any, by which

(i) the proceeds determ ned under paragraph (a) (other than the
portion, if any, of the proceeds that is a paynent to which
paragraph (h) or (i) of the definition "disposition" in
subsection 248(1) applies)
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exceed the total of

(1i) where the property is not a Canadi an resource property or
foreign resource property, the anount, if any, by which

(A) the fair market value of the property at that tine
exceeds the total of

(B) the cost anpbunt to the trust of the property i nmediately
before that tinme, and

(© the portion, if any, of the excess that would be
det erm ned under this subparagraph if this subparagraph were
read without reference to this clause that represents a
paynment to which paragraph (h) or (i) of the definition
"di sposition” in subsection 248(1) applies, and

(tii) all amounts each of which is an eligible offset at that
time of the taxpayer in respect of the former interest;

(d) notw thstandi ng paragraphs (a) to (c), where the trust is
non-resident at that tinme, the property is not described in
par agraph (2.001)(b) or (c) and, if this Act were read w thout
reference to this paragraph, there would be no incone, |oss,
taxabl e capital gain or allowable capital |oss of a taxpayer in
respect of the property because of the application of subsection
75(2) to the disposition at that tinme of the property,

(1) the trust is deened to have disposed of the property for
proceeds equal to the cost anount of the property,

(i1) the beneficiary is deened to have acquired the property at
a cost equal to the fair market value of the property, and

(1i1) the beneficiary's proceeds of disposition of the portion
of the former interest disposed of by the beneficiary on the
di stribution are deened to be equal to the amount, if any, by
whi ch

(A) the fair market value of the property

exceeds the total of
(B) the portion, if any, of the anpbunt of the distribution
that is a paynent to which paragraph (h) or (i) of the
definition "disposition"” in subsection 248(1) applies, and

(© all ampbunts each of which is an eligible offset at that
time of the taxpayer in respect of the fornmer interest; and
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(e) where the trust is a nutual fund trust, the distribution
occurs in a taxation year of the trust before its 2003 taxation
year, the trust has el ected under subsection 107(2.11) in respect
of the year and the trust so elects in respect of the
distribution in prescribed formfiled with the trust’s return of
i ncome for the year

(1) this subsection shall be read wthout reference to
par agraph (c), and

(1i1) the beneficiary's proceeds of disposition of the portion
of the former interest disposed of by the beneficiary on the
distribution are deened to be equal to the anpbunt determ ned
under paragraph (a).

Gai ns not
distributed to
benefici ari es

(2.11) Where a trust makes one or nore distributions of property
in a taxation year in circunstances in which subsection (2.1)
applies (or, in the case of property distributed after October 1,
1996 and before 2000, in circunstances in which subsection (5)
appl i ed)

(a) where the trust is resident in Canada at the tinme of each of
t hose distributions and has so elected in prescribed form filed
wth the trust’s return for the year or a preceding taxation
year, the income of the trust for the year (determ ned w thout
reference to subsection 104(6)) shall, for the purposes of
subsections 104(6) and (13), be conmputed without regard to all of
those distributions to non-resident persons (including a
partnership other than a Canadi an partnership); and

(b) where the trust is resident in Canada at the tine of each of
those distributions and has so elected in prescribed form filed
wth the trust’s return for the year or a preceding taxation
year, the income of the trust for the year (determ ned w t hout
reference to subsection 104(6)) shall, for the purposes of
subsections 104(6) and (13), be conmputed without regard to all of
t hose distributions.

(13) Subparagraph 107(2.2)(a)(ii) of the Act is anmended by
replacing the reference to the expression "4/3 of" with a reference
to the word "tw ce"

(14) Subsection 107(3) of the Act is repeal ed.

(15) Subsection 107(4) of the Act is replaced by the foll ow ng:
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Trusts in
favour of
spouse, comon-
| aw partner or
sel f

(4) Subsection (2.1) applies (and subsection (2) does not apply)
at any tinme to property distributed to a beneficiary by a trust
descri bed in paragraph 104(4)(a) where

(a) the beneficiary is not

(i) in the case of a post-1971 spousal or comon-|aw part ner
trust, the spouse or common-law partner referred to in
par agr aph 104(4)(a),

(1i) in the case of an alter ego trust, the taxpayer referred
to in paragraph 104(4)(a), and

(tii) in the case of a joint spousal or common-law partner
trust, the taxpayer, spouse or comon-|law partner referred to
i n paragraph 104(4)(a); and

(b) a taxpayer, spouse or common-law partner referred to in
subpar agraph (a)(i), (ii) or (iii), as the case may be, is alive
on the day of the distribution.

(16) The portion of subsection 107(4.1) of the Act after
par agraph (c) is replaced by the foll ow ng:

<?[i pOn, On] >subsection (2.1) applies (and subsection (2) does not
apply) in respect of the distribution.

(17) Subsection 107(4.1) of the Act, as enacted by subsection
(16), is replaced by the foll ow ng:

Wher e
subsecti on
75(2)
applicable to
trust

(4.1) Subsection (2.1) applies (and subsection (2) does not
apply) in respect of a distribution of any property of a particul ar
personal trust or prescribed trust by the particular trust to a
t axpayer who was a beneficiary under the particular trust where

(a) the distribution was in satisfaction of all or any part of
the taxpayer’'s capital interest in the particular trust;
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(b) subsection 75(2) was applicable at a particular tine in
respect of any property of

(i) the particular trust, or

(1i) a trust the property of which included a property that,
t hrough one or nore dispositions to which subsection 107.4(3)
applied, became a property of the particular trust, and the
property was not, at any tine after the particular tinme and
before the distribution, the subject of a disposition for
proceeds of disposition equal to the fair market val ue of the
property at the tine of the disposition;

(c) the taxpayer was neither

(1) the person (other than a trust described in subparagraph
(b)(ii)) from whonm the particular trust directly or indirectly
received the property, or property for which the property was
substituted, nor

(1i1) an individual in respect of whonm subsection 73(1) woul d be
applicable on the transfer of capital property from the person
descri bed in subparagraph (i); and

(d) the person described in subparagraph (c)(i) was in existence
at the time the property was distributed.

(18) Subsection 107(5) of the Act is replaced by the foll ow ng:

Distribution to
non-resi dent

(5) Subsection (2.1) applies (and subsection (2) does not apply)
in respect of a distribution of a property (other than a share of
the capital stock of a non-resident-owned i nvest nent cor poration or
property described in any of subparagraphs 128.1(4)(b)(i) to (iii))
by a trust resident in Canada to a non-resident taxpayer (including
a partnershi p other than a Canadi an partnership) in satisfaction of
all or part of the taxpayer’'s capital interest in the trust.

| nst al ment
i nt er est

(5.1) Were, solely because of the application of subsection (5),
paragraphs (2)(a) to (c) do not apply to a distribution in a
taxati on year of taxable Canadi an property by a trust, in applying
sections 155, 156 and 156.1 and subsections 161(2), (4) and (4.01)
and any regul ati ons nade for the purpose of those provisions, the
trust’s total taxes payable under this Part and Part 1.1 for the
year are deened to be the | esser of
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(a) the trust’s total taxes payable under this Part and Part 1.1
for the year, determ ned before taking into consideration the
speci fied future tax consequences for the year, and

(b) the anmount that would be determ ned under paragraph (a) if
subsection (5) did not apply to each distribution in the year of
t axabl e Canadi an property to which the rules in subsection (2) do
not apply solely because of the application of subsection (5).

(19) Subsections (1) to (4) apply to the 2000 and subsequent
taxation years except that, in respect of transfers in 2000 or
2001, for the purposes of subsection 107(1) of the Act, as enacted
by this section, the residence of a transferee trust shall be
determ ned without reference to section 94 of the Act, as it read
bef ore 2002.

(20) Subsection (5) applies to distributions made after Cctober
1, 1996.

(21) Subsections (6) and (7), subsection 107(2.002) of the Act,
as enacted by subsection (10), and subsections (11) and (14) to
(16) apply to distributions nmade after 1999 except that, for
distributions made to a beneficiary before the particular day on
whi ch this Act receives royal assent, an el ection under subsection
107(2.002) of the Act, as enacted by subsection (10), is deened to
have been made in a tinely manner if it is nmade on or before the
beneficiary’s filing-due date for the taxation year that includes
t he particul ar day.

(22) Subsection (8) applies in determ ning after October 1, 1996
whet her property is taxable Canadi an property.

(23) Subsections (9) and (13) apply to taxation years that end
after February 27, 2000 except that, for a beneficiary’ s taxation
year that includes either February 28, 2000 or Cctober 17, 2000 or
began after February 28, 2000 and ended before COctober 17, 2000,
the reference to the word "tw ce" in subparagraph 107(2.2)(a)(ii)
of the Act, as enacted by subsection (13), shall be read as a
reference to the expression "the fraction that is the reciprocal of
the fraction in paragraph 38(a), as enacted by subsection 22(1) of
the Inconme Tax Anendnents Act, 2000, that applies to the
beneficiary for the year, nultiplied by".

(24) Subsection 107(2.001) of the Act, as enacted by subsection
(10), applies to distributions made after COctober 1, 1996 except
that, for distributions nmade froma trust before the particul ar day
on which this Act receives royal assent, an election under that
subsection 107(2.001) is deened to have been made in a tinely
manner if it is nmade on or before the trust’s filing-due date for
the taxation year that includes the particul ar day.
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(25) Subsection 107(2.1) of the Act, as enacted by subsection
(12), applies to distributions nmade after 1999 (other than
di stributions made before March 2000 in satisfaction of rights
described in subsection 52(6) of the Act that were acquired before
2000).

(26) Subsection 107(2.11) of the Act, as enacted by subsection
(12), applies to distributions made after COctober 1, 1996 except
that, for distributions nmade froma trust before the particul ar day
on which this Act receives royal assent, an election under that
subsection 107(2.11) is deened to have been nade in a tinely manner
if it is nade on or before the trust’s filing-due date for the
taxation year that includes the particul ar day.

(27) Subsection (17) applies to distributions made on or after
ANNOUNCEMENT DATE.

(28) Subsection (18) applies to distributions nade after Cctober
1, 1996 except that, for distributions made after October 1, 1996
and before 2000, subsection 107(5) of the Act, as enacted by
subsection (18), shall be read as foll ows:

(5) Where subsection (2) applies to a distribution at any tine by
a trust resident in Canada of a property (other than a share of the
capital stock of a non-resident-owned investnment corporation or
property described in any of subparagraphs 128.1(4)(b)(i) to (iii))
to a non-resident taxpayer (including a partnership other than a
Canadi an partnership) who is a beneficiary under the trust in
satisfaction of the taxpayer’s capital interest in the trust,
not wi t hst andi ng paragraphs (2)(a) to (c),

(a) the trust is deened to have disposed of the property for
proceeds equal to its fair market value at that tine;

(b) the taxpayer is deenmed to have acquired the property at a
cost equal to that fair market val ue; and

(c) the taxpayer is deened to have disposed of all or part, as
the case may be, of the taxpayer’s capital interest in the trust,
for proceeds of disposition equal to the adjusted cost base to
t he taxpayer of that interest or part of the interest, as the
case may be, immediately before that tine.

81. (1) The portion of section 107.1 of the Act before
subparagraph (a)(i) is replaced by the foll ow ng:

Di stribution by
enpl oyee trust,

enpl oyee
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benefit plan or
simlar trust

107.1 Where at any tinme any property of an enployee trust, a
trust governed by an enpl oyee benefit plan or a trust described in
par agraph (a. 1) of the definition "trust" in subsection 108(1) has
been distributed by the trust to a taxpayer who was a beneficiary
under the trust in satisfaction of all or any part of the
taxpayer’s interest in the trust, the follow ng rules apply:

(a) in the case of an enployee trust or a trust described in
par agraph (a.1l) of the definition "trust” in subsection 108(1),

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

82. (1) The Act is anended by adding the follow ng after section
107. 3:

Qual i fying
di sposition

107.4 (1) For the purpose of this section, a "qualifying
di sposition" of a property nmeans a disposition of the property by
a person or partnership (in this subsection referred to as the
"contributor”) as a result of a transfer of the property to a
particul ar trust where

(a) the disposition does not result in a change in the benefici al
ownership of the property;

(b) the proceeds of disposition would, if this Act were read
w t hout reference to this section and sections 69 and 73, not be
determ ned under any provision of this Act;

(c) if the particular trust is non-resident, the disposition is
not

(1) by a person resident in Canada or by a partnership (other
than a partnership each nenber of which is non-resident), or

(ii1) a transfer of taxable Canadian property from a
non-resi dent person who was resident in Canada in any of the
ten cal endar years preceding the transfer;

(d) the contributor is not a partnership, if the dispositionis
part of a series of transactions or events that begin after
Decenber 17, 1999 that includes the cessation of the
partnership’s existence and a subsequent distribution from a
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personal trust to a fornmer nmenber of the partnership in
ci rcunst ances to which subsection 107(2) applies;

(e) unless the contributor is atrust, thereis immedi ately after
the disposition no absolute or contingent right of a person or
partnership (other than the contributor or, where the property
was co-owned, each of the joint contributors) as a beneficiary
(determined with reference to subsection 104(1.1)) under the
particul ar trust;

(f) the contributor is not an individual (other than a trust
described in any of paragraphs (a) to (e.l1l) of the definition
"trust" in subsection 108(1)), if the particular trust 1is
described in any of paragraphs (a) to (e.l) of the definition
"trust" in subsection 108(1);

(g) the disposition is not part of a series of transactions or
event s

(i) that begins after Decenber 17, 1999 and that includes the
subsequent acquisition, for consideration given to a personal
trust, of a capital interest or an income interest in the
trust,

(1i1) that begins after Decenber 17, 1999 and that includes the
di sposition of all or part of a capital interest or an incone
interest in a personal trust, other than a disposition solely
as a consequence of a distribution from a trust to a person or
partnership in satisfaction of all or part of that interest, or

(ti1) that begins after June 5, 2000 and that includes the
transfer to the particular trust of particular property as
consideration for the acquisition of a capital interest in the
particular trust, if the particular property can reasonably be
considered to have been received by the particular trust in
order to fund a distribution (other than a distribution that is
proceeds of disposition of a capital interest in the particul ar
trust);

(h) the disposition is not, and is not part of, a transaction
(i) that occurs after Decenber 17, 1999, and

(1i) that includes the giving to the contributor, for the
di sposition, of any consideration (other than consideration
that is an interest of the contributor as a beneficiary under
the particular trust or that is the assunption by the
particular trust of debt for which the property can, at the
time of the disposition, reasonably be considered to be
security);
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(1) subsection 73(1) does not apply to the disposition and woul d
not apply to the disposition if

(i) no election had been made under that subsection, and

(1i) section 73 were read without reference to subsection
73(1.02); and

(j) if the contributor is an amateur athlete trust, a cenetery
care trust, an enployee trust, an inter vivos trust deened by
subsection 143(1) to exist in respect of a congregation that is
a constituent part of a religious organization, a related
segregated fund trust (as defined by section 138.1), a trust
described in paragraph 149(1)(o0.4) or a trust governed by an
eligible funeral arrangenent, an enployees profit sharing plan,
a regi stered education savings plan or a registered suppl enentary
unenpl oynent benefit plan, the particular trust is the sane type
of trust.

Appl i cati on of
par agr aph
(1)(a)

(2) For the purpose of paragraph (1)(a),

(a) except where paragraph (b) applies, where a trust (in this
paragraph and subsection (2.1) referred to as the "transferor
trust”), in a period that does not exceed one day, disposes of
one or nore properties in the period to one or nore other trusts,
there is deened to be no resulting change in the beneficial
ownership of those properties if

(1) the transferor trust receives no consideration for the
di sposition, and

(1i1) as a consequence of the disposition, the value of each
beneficiary’'s beneficial ownership at the beginning of the
peri od under the transferor trust in each particul ar property
of the transferor trust (or group of two or nore properties of
the transferor trust that are identical to each other) is the
sane as the value of the beneficiary’s beneficial ownership at
the end of the period under the transferor trust and the ot her
trust or trusts in each particular property (or in property
that was imediately before the disposition included in the
group of identical properties referred to above); and

(b) where a trust (in this paragraph referred to as the
"transferor”) governed by a regi stered retirenent savings plan or
by a registered retirenment inconme fund transfers a property to a
trust (in this paragraph referred to as the "transferee")
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governed by a registered retirenment savings plan or by a
regi stered retirenent incone fund, the transfer is deened not to
result in a change in the beneficial ownership of the property if
t he annuitant of the plan or fund that governs the transferor is
also the annuitant of the plan or fund that governs the
transferee.

Fractional
i nterests

(2.1) For the purpose of applying paragraph (2)(a) in respect of
a transfer by a transferor trust of property that includes a share
and noney, the other trust or trusts referred to in that paragraph
may receive, in lieu of a transfer of a fractional interest in a
share that woul d otherw se be required, a disproportionate anmount
of noney or interest in the share (the value of which does not
exceed the lesser of $200 and the fair market value of the
fractional interest).

Tax
consequences of
qual i fyi ng

di sposi tions

(3) Wiere at a particular tinme there is a qualifying disposition
of a property by a person or partnership (in this subsection
referred to as the "transferor"”) to a trust (in this subsection
referred to as the "transferee trust"),

(a) the transferor’s proceeds of disposition of the property are
deenmed to be

(1) where the transferor so elects in witing and files the
election with the Mnister on or before the transferor’s
filing-due date for its taxation year that includes the
particular tinme, or at any later tinme that is acceptable to the
M ni ster, the anmount specified in the election that is not |ess
than the cost ampbunt to the transferor of the property
i medi ately before the particular tinme and not nore than the
fair market value of the property at the particular tine, and

(i) in any other case, the cost anobunt to the transferor of
the property imedi ately before the particular tineg;

(b) except as otherwi se provided under paragraph (c), the
transferee trust’s cost of the property is deened to be the
amount, if any, by which

(1) the proceeds determ ned under paragraph (a) in respect of
t he qualifying disposition
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exceed

(i) the amunt by which the transferor’s |oss otherw se
determ ned from the qualifying disposition would be reduced
because of subsection 100(4), paragraph 107(1)(c) or (d) or any
of subsections 112(3) to (4.2), if the proceeds determ ned
under paragraph (a) were equal to the fair market val ue of the
property at the particular tine;

(c) notw t hstandi ng subsection 206(4), for the purposes of Part

and reqgulations nmade for the purposes of that Part, the

transferee trust’s cost of the property is deened to be

(1) the cost anpbunt to the transferor imediately before the
particular time where

(A) the particular time is before 2000,

(B) the transferor is a trust governed by a registered
retirement savings plan or a registered retirenent incone
fund,

(C the transferee trust is governed by a registered
retirement savings plan or a registered retirenent incone
fund,

(D) the transferee trust files a witten election with the
M nister on or before the later of March 31, 2001 and its
filing-due date for its taxation year that includes the
particular time (or at such later date that is acceptable to
the Mnister) that this subparagraph apply, and

(E) it can reasonably be considered that the el ecti on was not
made for the purpose of avoiding tax under Part X,

~—

i1) the fair market value of the property at the particular
i me where

—+

(A) subparagraph (iii) does not apply,

(B) the transferee trust files a witten election with the
M nister on or before the later of March 31, 2001 and its
filing-due date for its taxation year that includes the
particular time (or at such later date that is acceptable to
the Mnister) that this subparagraph apply, and

(O it can reasonably be considered that the el ecti on was not
made for the purpose of avoiding tax under Part Xl,
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(ti1) the fair market value of the property at the particul ar
time where

(A) subparagraph (i) does not apply to the qualifying
di sposition,

(B) the particular time is before 2000,

(C the transferor is a trust governed by a registered
retirement savings plan or a registered retirenent incone
fund, and

(D) the transferee trust is governed by a registered
retirement savings plan or a registered retirenent incone
fund, and

(tv) the cost amunt to the transferor of the property
i mredi ately before the particular tine, in any other case;

(d) if the property was depreciable property of a prescribed
class of the transferor and its capital cost to the transferor
exceeds the cost at which the transferee trust is deened by this
subsection to have acquired the property, for the purposes of
sections 13 and 20 and any regul ati ons nmade for the purpose of
par agraph 20(1) (a),

(1) the capital cost of the property to the transferee trust is
deened to be the anmpunt that was the capital cost of the
property to the transferor, and

(1i) the excess is deened to have been allowed to the
transferee trust in respect of the property under regul ations
made for the purpose of paragraph 20(1)(a) in conputing i ncome
for taxation years that ended before the particular tine;

(e) if the property was eligible capital property of the
transferor in respect of a business of the transferor,

(i) where the eligible capital expenditure of the transferor in
respect of the property exceeds the cost at which the
transferee trust is deened by this subsection to have acquired
the property, for the purposes of sections 14, 20 and 24,

(A) the eligible capital expenditure of the transferee trust
in respect of the property is deened to be the anmount that
was the eligible capital expenditure of the transferor in
respect of the property, and
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(B) 3/4 of the excess is deened to have been all owed under
par agraph 20(1)(b) to the transferee trust in respect of the
property in conputing income for taxation years that ended

(1) before the particular tine, and

(I'1) after the adjustnent tine of the transferee trust in
respect of the business, and

(1i) for the purpose of determining after the particular tine
the amount required by paragraph 14(1)(b) to be included in
conputing the transferee trust’s inconme in respect of any
subsequent di sposition of the property of the business, there
shall be added to the value otherw se determned for Cin the
definition "cunulative eligible capital”™ in subsection 14(5)
t he amount determ ned by the fornul a

A x (B/O
wher e

A is the amount, if any, determned for C in that
definition in respect of the business of the transferor
i medi ately before the particular tine,

B is the fair market value of the property imredi ately
before the particular time, and

C is the fair market value imediately before the

particular tinme of all eligible capital property of the
transferor in respect of the business;

(f) if the property was deened to be taxabl e Canadi an property of
the transferor by this paragraph or paragraph 51(1)(f), 85(1) (i)
or 85.1(1)(a), subsection 87(4) or (5) or paragraph 97(2)(c) or
107(2)(d.1), the property is deened to be taxable Canadian
property of the transferee trust;

(g) where the transferor is a related segregated fund trust (in
t hi s paragraph having the neani ng assigned by section 138.1),

(1) paragraph 138.1(1)(i) does not apply in respect of a
di sposition of an interest in the transferor that occurs in
connection with the qualifying disposition, and

(i) in conputing the anpunt determ ned under paragraph
138.1(1) (i) in respect of a subsequent disposition of an
interest in the transferee trust where the interest is deened
to exist inconnectionwith a particular life insurance policy,
the acquisition fee (as defined by subsection 138.1(6)) in



