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REFERENCE:  Subsect ion 111(1)  and paragraph 3(d)  (a lso sect ions 3,  
31,  41,  80,  110.5,  111.1 and 120.1,  the def in i t ions of  
"personal-use property"  and " l is ted personal  property"  in  
sect ion 54,  subsect ions 46(1) ,  96(2.1) ,  96(2.2) ,  96(2.4) ,  
110.4(2) ,  111(1.1) ,  111(2) ,  111(3) ,  111(8) ,  111(10)  
and 152(6) ,  paragraphs 3(b) ,  12(1)(x.1) ,  186(1)(c)  
and 186(1)(d) ,  and subparagraph 40(2)(g)( i i i ) )  

At  the Canada Customs and Revenue Agency (CCRA),  we issue 
income tax in terpretat ion bul le t ins ( ITs)  in  order  to prov ide technical  
in terpretat ions and posi t ions regarding cer ta in prov is ions conta ined in  
income tax law.  Due to thei r  technical  nature,  ITs are used pr imar i ly  
by our  s taf f ,  tax specia l is ts ,  and other  ind iv iduals who have an 
in terest  in  tax mat ters.  For  those readers who prefer  a less technical  
explanat ion of  the law,  we of fer  other  publ icat ions,  such as tax guides 
and pamphlets.  

Whi le the comments in  a par t icu lar  paragraph in an IT may re late  
to  prov is ions of  the law in force at  the t ime they were made,  such 
comments are not  a subst i tu te for  the law.  The reader should,  
therefore,  consider  such comments in  l ight  of  the re levant  prov is ions 
of  the law in force for  the par t icu lar  taxat ion year  being considered,  
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tak ing in to account  the ef fect  of  any re levant  amendments to those 
prov is ions or  re levant  cour t  decis ions occurr ing af ter  the date on 
which the comments were made.  

Subject  to  the above,  an in terpretat ion or  posi t ion conta ined in an IT 
general ly  appl ies as of  the date on which i t  was publ ished,  unless 
otherwise speci f ied.  I f  there is  a subsequent  change in that  
in terpretat ion or  posi t ion and the change is  benef ic ia l  to  taxpayers,  i t  
is  usual ly  ef fect ive for  fu ture assessments and reassessments.  I f ,  on 
the other  hand,  the change is  not  favourable to taxpayers,  i t  wi l l  
normal ly  be ef fect ive for  the current  and subsequent  taxat ion years  
or  for  t ransact ions entered in to af ter  the date on which the change is  
publ ished.  

I f  you have any comments regarding mat ters d iscussed in an IT,  
p lease send them to:  

Manager,  Technical  Publ icat ions and Projects Sect ion 
Income Tax Rul ings Directorate 
Pol icy and Legis lat ion Branch 
Canada Customs and Revenue Agency 
Ottawa ON  K1A 0L5 
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Most of  our  publ icat ions are avai lable on our  Web s i te  at :  
www.ccra.gc.ca  
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Application 
This bul le t in  cancels and replaces IT-232R2 dated December 30,  
1987.  

Summary 
The INCOME TAX ACT conta ins a system of  ru les the purpose of  which 
is  to  determine how and when a taxpayer 's  losses are to be appl ied 
against  income. 

This bul le t in  f i rs t  d iscusses the ru les that  determine the extent  to  
which each of  the fo l lowing types of  losses can be used in the 
taxat ion year  in  which the loss is  incurred ( the " loss year") :  

• a loss f rom an of f ice,  employment ,  business or  property ,  inc luding 

–  a l imi ted par tner 's  share of  a loss of  a l imi ted par tnership;  and 

–  a loss f rom a farming business.  

• a capi ta l  loss ( i .e . ,  the a l lowable por t ion for  tax purposes) ,  
inc luding 
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–  a business investment  loss;  

–  a capi ta l  loss f rom the d isposi t ion of  personal-use property ;  

–  a capi ta l  loss f rom the d isposi t ion of  l is ted personal  proper ty ;  
and 

–  a capi ta l  loss f rom the d isposi t ion of  other  capi ta l  proper ty .  

To the extent  that  a loss (or  the a l lowable por t ion of  a capi ta l  loss)  
cannot  be used in the loss year ,  i t  becomes a carr ied-over  loss that  
can be used in calculat ing the taxable income of  another  year  or  
years,  subject  to  cer ta in l imi tat ions.  A carr ied-over  loss fa l ls  in to one 
of  the fo l lowing categor ies:  

• a  l imited partnership loss;  

• a restr icted farm loss;  

• a farm loss;  

• a non-capital  loss;  

• a net capital  loss;  or  

• a  l isted-personal-property loss.  
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For each type of  carr ied-over  loss,  th is  bul le t in  d iscusses 

• the amounts that  are inc luded in that  loss;  

• the carry forward and carry back ru les that  apply to i t ;  and 

• any restr ic t ions on the type of  income against  which i t  can be used.  

The bul le t in  a lso d iscusses the " inc lus ion rate adjustment"  ru le that  
can apply when using a net capital  loss.  

F inal ly ,  the bul le t in  br ie f ly  d iscusses other  re lated topics,  inc luding 
the specia l  loss ru les that  apply as a resul t  o f  the death of  an 
indiv idual .  

This  bul le t in  is  pr imar i ly  wr i t ten for  fu l l -year  res idents of  Canada.  
Loss appl icat ion ru les that  per ta in to non-res idents and par t -year  
res idents of  Canada are d iscussed in the current  vers ion of  IT-262,  
LOSSES OF NON-RESIDENTS AND PART-YEAR RESIDENTS.  

Other  bul le t ins deal ing wi th the deduct ib i l i ty  of  losses in  speci f ic  
c i rcumstances,  are the current  vers ions of  the fo l lowing:  

–  9  –  



IT-239 Deduct ib i l i ty  of  Capi ta l  Losses From Guaranteeing Loans for  
Inadequate Considerat ion and From Loaning Funds at  Less 
Than a Reasonable Rate of  In terest  in  Non-Arm's Length 
Circumstances.  

IT-302 Losses of  a Corporat ion – The Ef fect  That  Acquis i t ions of  
Contro l ,  Amalgamat ions,  and Windings-Up Have on Their  
Deduct ib i l i ty  – Af ter  January 15,  1987.  

Discussion and Interpretation 
Losses From an Office, Employment, Business or Property, 
and ABILs – Amount Used in the Loss Year 
¶ 1.  When calculat ing income for  a par t icu lar  taxat ion year  in  
accordance wi th sect ion 3 of  the INCOME TAX ACT,  a taxpayer can 
deduct  (subject  to  cer ta in l imi tat ions as descr ibed in ¶s 2 to 5 below) 

• losses f rom an of f ice,  employment ,  business or  property ,  and 

• al lowable business investment  losses 

incurred in  the year ,  against  a l l  types of  income for  the year .  An 
a l lowable business investment  loss (ABIL)  is  the a l lowable por t ion  
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( for  tax purposes)  of  a specia l  type of  capi ta l  loss.  For  a deta i led 
explanat ion of  the nature and calculat ion of  an ABIL,  see the current  
vers ion of  IT-484,  BUSINESS INVESTMENT LOSSES.  

Any reference in th is  bul le t in  to the " loss year"  means the taxat ion 
year  in  which the par t icu lar  loss was incurred.  

Losses from a partnership 

¶ 2.  A taxpayer 's  loss f rom business or  property  can be a share of   
a  loss of  a par tnership of  which the taxpayer is  a member.  I f  the 
taxpayer is  a " l imi ted par tner"  as def ined in  subsect ion 96(2.4) ,  the 
ru les in  subsect ion 96(2.1)  can prevent  the taxpayer 's  share of  the 
loss f rom being fu l ly  deduct ib le in  the loss year .  By v i r tue of  
subsect ion 96(2.1) ,  the por t ion of  a l imi ted par tner 's  share of  
par tnership losses f rom business (other  than a farming business)  or  
proper ty  that  can be deducted in  the loss year  is  based on the l imi ted 
par tner 's  "at - r isk amount"  (which is  determined under 
subsect ion 96(2.2))  at  the end of  the f iscal  per iod of  the par tnership 
that  ends in  the year  less cer ta in amounts speci f ied in  
subsect ion 96(2.1) .  
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See ¶ 8 below regarding the por t ion of  a l imi ted par tner 's  share of  
par tnership losses that  cannot  be deducted in  the loss year  because 
of  the operat ion of  subsect ion 96(2.1) .  

Losses from farming 

¶ 3.  I f  a  taxpayer incurs a loss f rom carry ing on a farming business 
or  businesses,  sect ion 31 of  the Act  may l imi t  the amount  of  the loss 
that  can be deducted in  the loss year .  The sect ion 31 l imi tat ion ru le 
appl ies i f  the taxpayer 's  ch ief  source of  income for  the loss year  is  
nei ther  farming nor  a combinat ion of  farming and some other  source 
of  income. The current  vers ion of  IT-322,  FARM LOSSES,  ment ions 
factors that  should be considered for  purposes of  determin ing whether  
sect ion 31 would apply in  a par t icu lar  case.  

¶ 4.  I f  sect ion 31 does apply,  the taxpayer calculates the por t ion of  
the loss f rom farming that  can be deducted in  comput ing income for  
the loss year  by fo l lowing these steps:  

Step 1:  Determine the amount  of  the loss incurred in  the year  f rom 
carry ing on the farming business.  For  th is  purpose,  ca lculate 
the loss before making any deduct ion for  sc ient i f ic  research 
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and exper imenta l  development  (SR&ED) under sect ion 37 
or  37.1.  

Notes: 
1.  I f  the taxpayer carr ies on more than one farming business,  the 
income earned or  loss incurred for  the year  f rom each farming 
business is  ca lculated.  Again,  each calculat ion is  made before 
making any deduct ion for  SR&ED under sect ion 37 or  37.1.  I f  the 
incomes are greater  than the losses,  the losses (as wel l  as the 
SR&ED deduct ions,  i f  any,  under sect ion 37 or  37.1)  are fu l ly  
deduct ib le in  the loss year  and the taxpayer does not  need to 
proceed wi th s teps 2 to 5.  I f ,  on the other  hand,  the losses are 
greater  than the incomes (wi thout  deduct ing any amounts for  
SR&ED),  the taxpayer subtracts the incomes f rom the losses and  
the resul t ing net  loss incurred in  the year  f rom al l  the farming 
businesses becomes the loss determined under s tep 1.  

2.  In  Bi l l  C-69,  i t  is  proposed that  sect ion 37.1 be repealed for  the 
1995 and subsequent  taxat ion years.  
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Step 2:  Subtract  $2,500 f rom the loss determined under s tep 1 and 
d iv ide the answer by 2.  In  other  words,  ca lculate the amount  
determined by the formula:  1/2 of  (s tep 1 loss – $2,500).  

Step 3:  Take $6,250 or  the amount  determined in s tep 2,  whichever  
is  less,  and then add $2,500.  

Step 4:  Take the loss determined in s tep 1 or  the amount  determined 
in s tep 3,  whichever  is  less.  

Step 5:  Take the amount  determined in s tep 4 and add the amount  of  
any deduct ions for  SR&ED under sect ion 37 or  37.1 that  
were excluded f rom the calculat ions in  s tep 1.  The resul t  is  
the por t ion of  the loss incurred in  the loss year  f rom carry ing 
on the business of  farming that  can be deducted in  the loss 
year .  

Example:  
Barry repor ts  income of  $50,000 f rom carry ing on a reta i l  s tore 
business.  He a lso incurs a loss of  $10,000 f rom carry ing on a 
farming business,  and sect ion 31 appl ies.  The loss inc ludes a 
sect ion 37 SR&ED deduct ion of  $2,000.  Under the ru les in  
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sect ion 31,  Barry calculates the por t ion of  the loss f rom the farming 
business that  he can deduct  in  the loss year  as fo l lows:  

Step 1:  Loss before c la iming the $2,000 SR&ED deduct ion 
= $8,000.  

Step 2:  1/2 of  ($8,000 – $2,500) = $2,750.  

Step 3:  Lesser  of  $6,250 and $2,750,  p lus $2,500 =  
$2,750 + $2,500 = $5,250.  

Step 4:  Lesser  of  $8,000 and $5,250 = $5,250.  

Step 5:  Por t ion of  loss Barry can deduct  in  the loss year  =  
$5,250 + $2,000 = $7,250.  

See ¶ 9 below regarding the por t ion of  a loss f rom a farming business 
that  cannot  be deducted in  the loss year  because of  the operat ion of  
sect ion 31.  

¶ 5.  The tota l  amount  of  a taxpayer 's  

• losses f rom an of f ice or  employment ,  
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• losses f rom business or  property  ( i .e . ,  the por t ion of  such losses 
that  are otherwise deduct ib le in  the loss year  af ter  fo l lowing,  i f  
appl icable,  the ru les d iscussed in ¶ 2 above for  a l imi ted par tner  
and the sect ion 31 ru les d iscussed in ¶s 3 and 4 above for  a loss 
f rom a farming business) ,  and 

• ABILs,  

are deduct ib le when calculat ing the amount  ( i f  any)  of  sect ion 3 
income for  the loss year .  That  is ,  the above-ment ioned losses are 
deducted f rom the amount  ( i f  any)  of  paragraph 3(c)  income for  the 
loss year .  (Paragraph 3(c)  income for  a par t icu lar  year  is  the amount  
of  the income, inc luding the net  taxable por t ion of  capi ta l  gains as 
d iscussed in ¶s 6 and 7 below, for  the year  af ter  subdiv is ion e 
deduct ions but  before deduct ing losses for  the year . )  

Losses cannot be used  to  reduce section 3 income below ni l .  
However,  to the extent  that  the above-ment ioned losses can be used  
in  the loss year  ( i .e . ,  wi thout  reducing sect ion 3 income below ni l ) ,  
they must be used in the loss year or forfei ted.  
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See ¶ 10 (and a lso ¶ 11)  below regarding the por t ion of  the 
above-ment ioned losses that  cannot  be used in the loss year .  

Capital Losses 
¶ 6.  Capi ta l  losses (other  than ABILs)  enter  in to the calculat ion of  
the net  taxable por t ion of  capi ta l  gains,  which in  turn becomes par t  of  
paragraph 3(c)  income (as ment ioned in ¶ 5 above) .  The calculat ion 
which takes in to account  capi ta l  losses f rom the d isposi t ion of  most  
types of  capi ta l  proper ty  is  d iscussed in ¶ 7 below. There are specia l  
ru les,  however,  for  losses f rom the d isposi t ion of  personal-use 
property  and l is ted personal  proper ty .  

Subparagraph 40(2)(g)( i i i )  general ly  prov ides that  a taxpayer 's  loss 
f rom the d isposi t ion of  a "personal-use property"  (which is  def ined in  
sect ion 54)  is  deemed to be nil .  

Subparagraph 40(2)(g)( i i i )  does not  apply,  however,  to  losses f rom the 
d isposi t ion of  personal-use property  that  is  a lso l isted personal  
property  (works of  ar t ,  jewel lery,  s tamps,  coins or  rare manuscr ipts ,  
fo l ios or  books – for  fur ther  par t icu lars,  see the def in i t ion of  " l is ted 
personal  proper ty"  in  sect ion 54) .  For  purposes of  ca lculat ing any gain 
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or loss f rom a d isposi t ion of  a l is ted personal  proper ty ,  a ru le in  
subsect ion 46(1)  ( referred to in  th is  bul le t in  as the "$1,000 threshold 
ru le")  appl ies.  General ly ,  under that  ru le,  i f  the adjusted cost  base of  
a personal-use property  at  the t ime of  i ts  d isposi t ion is  less 
than $1,000,  i t  is  deemed to be $1,000.  Simi lar ly ,  i f  the proceeds of  
d isposi t ion of  a personal-use property  are less than $1,000,  they are 
deemed to be $1,000.  Thus,  a repor table gain f rom the d isposi t ion of  
a l is ted personal  proper ty  (or  any other  personal-use property)  can 
occur  only  i f  the proceeds of  d isposi t ion are more than $1,000.  A 
repor table loss f rom the d isposi t ion of  a l is ted personal  proper ty  can 
occur  only  i f  the adjusted cost  base at  the t ime of  the d isposi t ion is  
more than $1,000 (as ment ioned above,  a loss f rom the d isposi t ion of  
any other  personal-use property  is ,  in  any event ,  general ly  deemed to 
be n i l ) .  

Under subsect ion 41(2) ,  losses f rom the d isposi t ion of  l is ted personal  
proper ty  for  a par t icu lar  taxat ion year  can general ly  be deducted f rom 
gains for  the year  f rom such d isposi t ions.  I f  the gains exceed the 
losses,  the taxpayer has a net gain  for  the year  f rom disposi t ions of  
l is ted personal  property .  More precisely ,  the taxpayer s tar ts  out  wi th 
such a net  gain because i t  could be reduced or  e l iminated by the use 
of  other  years '  " l is ted-personal-property  losses"  (see below).  I f  the 
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taxpayer ends up wi th a net  gain for  the year  f rom disposi t ions of  
l is ted personal  property  (af ter  the deduct ion,  i f  any,  of  other  years '  
" l is ted-personal-proper ty  losses"  – see below),  such net  gain is  
mul t ip l ied by the inc lus ion rate of  3/4 to determine the amount  of  the 
taxable net  gain  for  the year  f rom disposi t ions of  l is ted personal  
property  (see subsect ion 41(1)) .  Such taxable net  gain enters in to the 
overal l  ca lcu lat ion of  the taxable por t ion of  capi ta l  gains – see ¶ 7(b)  
below. I f ,  on the other  hand,  the losses for  the year  f rom disposi t ions 
of  l is ted personal  property  exceed the gains for  the year  f rom such 
d isposi t ions,  the ru les in  sect ion 3 of  the Act  do not  a l low the 
resul t ing net  amount  of  loss f rom the d isposi t ion of  l is ted personal  
property  to be deducted in  the loss year  against  income for  the year  
(not  even against  taxable capi ta l  gains for  the year  f rom the 
d isposi t ion of  other  types of  proper ty) .  However,  such net  amount  of  
loss f rom the d isposi t ion of  l is ted personal  proper ty  general ly  
becomes a " l isted-personal-property loss"  for  the year  (see 
subsect ion 41(3)) .  A l is ted-personal-proper ty  loss is  a type of  
carr ied-over  loss,  i .e . ,  i t  can be used only in  other  years.  
Fur thermore,  a l is ted-personal-proper ty  loss can be used only to 
reduce other  years '  net gains  f rom disposi t ions of  l is ted personal  
proper ty ,  in  accordance wi th the fo l lowing ru les in  subsect ion 41(2) :  
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(a)  A l is ted-personal-proper ty  loss can be carr ied back three years 
and forward seven years.  (Note that  subsect ion 41(2)  does not  
requi re that  a l is ted-personal-proper ty  loss be used in the ear l iest  
year  possib le wi th in th is  carry-back/carry- forward per iod.  I f ,  for  
example,  a taxpayer had a l is ted-personal-proper ty  loss of  $100 
for  1994 and net  gains f rom disposi t ions of  l is ted personal  
property  of  $200 for  1995 and $500 for  1996,  the taxpayer might  
decide to use the 1994 loss to reduce the net  gain for  1996 
f rom $500 to $400 rather  than to reduce the net  gain for  1995 
f rom $200 to $100.)  

(b)  A l is ted-personal-proper ty  loss cannot  reduce another  year 's  net  
gain f rom disposi t ions of  l is ted personal  property  to an amount  
below ni l .  

(c)  An amount  of  l is ted-personal-property  loss cannot  be deducted 
more than once.  

(d)  No amount  of  l is ted-personal-proper ty  loss for  a par t icu lar  loss 
year  is  deduct ib le unt i l  the deduct ib le l is ted-personal-proper ty  
losses for  prev ious years have been deducted.  I f ,  for  example,   
a  taxpayer  had l is ted-personal-proper ty  losses for  1994 and 1995,  
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the 1995 loss could not  be used in other  years unt i l  the 1994 loss 
had been fu l ly  used in other  years.  

Fur ther  in format ion about  the ru les per ta in ing to l is ted personal  
proper ty  and other  personal-use property  can be found in the current  
vers ion of  IT-332R, PERSONAL-USE PROPERTY.  

Example 
Ann sold the fo l lowing i tems of  her  personal-use proper ty  (a l l  were 
a lso l is ted personal  proper ty) :  

In  1995,  she sold a bracelet  for  $900.  Because of  the $1,000 
threshold ru le,  her  deemed proceeds of  d isposi t ion were $1,000.  Her 
adjusted cost  base of  the bracelet  was $1,300.  She therefore had a 
loss on the sale of  the bracelet  of  $1,300 – $1,000 = $300.  

Ann a lso sold a paint ing in  1995 for  $1,200.  Al though i t  had cost  her  
only  $700,  her  deemed adjusted cost  base under the $1,000 
threshold ru le was $1,000.  She therefore had a gain on the sale of  
the paint ing of  $1,200 – $1,000 = $200.  

F inal ly  in  1995,  Ann sold another  paint ing for  $500.  I t  had cost  
her  $300.  Since the $1,000 threshold ru le deemed both her  
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proceeds of  d isposi t ion and her  adjusted cost  base to be $1,000,  
she had nei ther  a gain nor  a loss f rom th is  sa le.  

Combin ing the resul ts  of  the 1995 t ransact ions,  Ann had a net  
amount  of  loss f rom the d isposi t ion of  l is ted personal  property  for  
1995 equal  to  the excess of  the $300 loss over  the $200 gain = 
$100.  Because of  the ru les in  sect ion 3,  Ann could not  deduct  th is  
$100 against  her  income for  1995.  The $100 d id become, however,  a 
l isted-personal-property loss  for  1995,  which she had avai lable to 
carry over  to other  years (subject  to  the ru les d iscussed above).  

In  1996,  Ann sold a r ing for  $1,400.  Her adjusted cost  base was 
$1,100 and her  gain was therefore $1,400 – $1,100 = $300.  

On her  1996 return,  Ann decided to deduct  her  1995 
l is ted-personal-proper ty  loss of  $100 against  her  $300 gain f rom the 
sale of  the r ing.  This  gave her  a net gain  f rom the d isposi t ion of  
l is ted personal  proper ty  of  $200 and a taxable net  gain  f rom the 
d isposi t ion of  l is ted personal  proper ty  equal  to  3/4 of  $200 = $150.  
(This  amount  went  in to the overal l  ca lcu lat ion of  Ann's  taxable 
por t ion of  capi ta l  gains for  1996 – see ¶ 7(b)  below).  
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¶ 7.  Any a l lowable capi ta l  losses of  a taxpayer ( i .e . ,  capi ta l  losses 
mul t ip l ied by the inc lus ion rate of  3/4) ,  exc luding ABILs,  for  a 
par t icu lar  taxat ion year  f rom disposi t ions of  proper ty  other  than l is ted 
personal  property  are deducted f rom the tota l  o f  

(a)  any taxable capi ta l  gains ( i .e . ,  capi ta l  gains mul t ip l ied by the 
inc lus ion rate of  3/4)  for  the year  f rom disposi t ions of  proper ty  
other  than l is ted personal  proper ty  (note that  th is  amount  inc ludes 
any taxable capi ta l  gains f rom disposi t ions of  personal-use 
property  that  are not  l is ted personal  property  and a lso note that ,  
for  purposes of  ca lculat ing a capi ta l  gain f rom such a d isposi t ion,  
the $1,000 threshold ru le descr ibed in  ¶ 6 above appl ies) ;  and 

(b)  the taxable net  gain ( i f  any)  for  the year  f rom disposi t ions of  
l is ted personal  proper ty  (see ¶ 6 above) .  

I f  the net  resul t  o f  the above calculat ion is  a posi t ive amount ,  i t  
represents the net taxable port ion of  capital  gains,  which becomes 
par t  of  the taxpayer 's  paragraph 3(c)  income (against  which any 
losses as descr ibed in  ¶ 5 above for  the year  are deducted) .  

The net  taxable por t ion of  capi ta l  gains cannot be less than ni l .  In  
other  words,  no amount  of  the above-ment ioned a l lowable capi ta l  
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losses can be deducted f rom any income for  the year  other  than the 
amounts descr ibed in  (a)  and (b)  above.  However,  to the extent  that  
the al lowable capital  losses  ment ioned above can be used  in  the 
loss year  against  the amounts descr ibed in  (a)  and (b)  above,  they 
must be so used in the loss year or forfei ted.  

See ¶ 12 below regarding the por t ion of  the above-ment ioned 
a l lowable capi ta l  losses that  cannot  be used in the loss year  because 
of  these ru les.  

Limited Partnership Losses 
¶ 8.  The por t ion of  a l imi ted par tner 's  share of  a loss f rom a l imi ted 
par tnership that  cannot  be deducted in  the loss year  because of  the 
operat ion of  subsect ion 96(2.1)  (see ¶ 2 above) is  deemed by that  
subsect ion to be the l imi ted par tner 's  " l imi ted par tnership loss"  for  the 
year .  The taxpayer 's  l imi ted par tnership loss for  the loss year  can be 
carr ied over  to and used in other  years to of fset  the taxpayer 's  income 
f rom the l imi ted par tnership for  those years in  accordance wi th the 
ru les d iscussed in ¶s 18(e) ,  19 and 23 below. 
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Restricted Farm Losses 
¶ 9.  A rest r ic ted farm loss occurs when sect ion 31 prevents a 
taxpayer 's  loss f rom a farming business f rom being fu l ly  deduct ib le in  
the loss year .  I f  the loss amount  determined in s tep 1 in  ¶ 4 above is  
greater  than the amount  determined in s tep 3,  sect ion 31 prov ides 
that  the d i f ference between these two amounts becomes the 
taxpayer 's  " rest r ic ted farm loss"  for  the year  (which could be reduced,  
i f  appl icable,  by the adjustment  descr ibed in  ¶ 17 below).  The 
taxpayer 's  rest r ic ted farm loss for  the loss year  can be carr ied over  to 
and used in other  years to of fset  income f rom farming businesses for  
those years in  accordance wi th the ru les d iscussed in ¶s 18(c) ,  19 
and 23 below.  

Example:  
Going back to the example in  ¶ 4 above,  Barry 's  rest r ic ted farm loss 
for  the loss year  is  equal  to  the $8,000 amount  f rom step 1 less 
the $5,250 amount  per  s tep 3 = $2,750 (assuming there is  no 
adjustment  as referred to in  ¶ 17 below).  

Summary of  the ent i re example:  Of  Barry 's  $10,000 loss f rom the 
farming business,  Barry can deduct  $7,250 in the loss year  (against  
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the $50,000 income f rom the store) ,  and the remain ing $2,750 is  h is  
rest r ic ted farm loss for  the loss year  that  he can apply against  
income f rom farming businesses for  other  years in  accordance wi th 
the ru les d iscussed in ¶s 18(c) ,  19 and 23 below. 

Non-Capital Losses 
¶ 10.  By v i r tue of  i ts  def in i t ion in  subsect ion 111(8) ,  a taxpayer 's  
"non-capi ta l  loss"  for  a par t icu lar  loss year  inc ludes the fo l lowing 
unused losses ( i .e . ,  losses to the extent  that  they cannot  be used in 
the loss year  – see ¶ 5 above):  

• unused losses f rom an of f ice,  employment ,  business or  property ,  
and 

• unused ABILs.  

Note that  the taxpayer 's  non-capi ta l  loss for  the year  can inc lude the 
unused por t ion of  the taxpayer 's  share of  

• partnership losses f rom business or  property ,  or  

• partnership ABILs.  
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The taxpayer 's  non-capi ta l  loss cannot ,  however,  inc lude a " l imi ted 
par tnership loss"  or  a " rest r ic ted farm loss"  ( these carr ied-over  losses 
are d iscussed in ¶s 8 and 9 above,  respect ive ly) .  The amount  of  the 
taxpayer 's  non-capi ta l  loss may be subject  to  cer ta in adjustments – 
see the d iscussion of  the " farm loss"  in  ¶ 11 below, as wel l  as the 
d iscussion of  adjustments in  ¶s 14,  15,  16,  17,  25,  and 26 below. The 
taxpayer 's  non-capi ta l  loss for  the loss year  can be carr ied over  to 
and used in other  years to of fset  income for  those years in  
accordance wi th the ru les in  ¶s 18(a) ,  19,  22 and 23 below. 

Farm Losses 
¶ 11.  A taxpayer 's  unused losses f rom farming and f ish ing 
businesses are in i t ia l ly  inc luded wi th unused losses f rom other  types 
of  businesses in  the calculat ion of  the taxpayer 's  non-capi ta l  loss for  
the loss year ,  in  accordance wi th the ru les descr ibed in  ¶ 10 above.  
However,  the taxpayer 's  " farm loss"  for  the year ,  which is  def ined in  
subsect ion 111(8) ,  inc ludes the lesser  of  two amounts:  

(a)  the amount  ( i f  any)  of  the taxpayer 's  net  losses ( i .e . ,  losses net  of  
incomes) for  the loss year  f rom al l  farming and f ish ing 
businesses;  and 
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(b)  the amount  of  the taxpayer 's  non-capi ta l  loss for  the year  as 
in i t ia l ly  ca lculated ( i .e . ,  inc luding the unused losses f rom farming 
and f ish ing businesses) .  

For  purposes of  ca lculat ing a farm loss,  see a lso the d iscussion of  
adjustments in  ¶s 17 and 26 below. Once the amount  of  the farm loss 
for  the year  is  determined,  the non-capital  loss  for  the year  (as 
in i t ia l ly  ca lculated)  is  then reduced by the farm loss.  When sect ion 31 
is  appl icable to a loss f rom a farming business,  note that  both (a)  and 
(b)  above take in to account  only  the por t ion of  the loss f rom the 
farming business that  is  avai lable for  deduct ion in  the loss year  as 
determined under the ru les in  sect ion 31 (see ¶ 4 above) .  Nei ther  (a)  
nor  (b)  above takes in to account  a rest r ic ted farm loss amount .  The 
taxpayer 's  farm loss for  the loss year  can be carr ied over  to and used 
in other  years to of fset  income for  those years in  accordance wi th the 
ru les d iscussed in ¶s 18(d) ,  19,  22 and 23 below. 

Example:  
Blanche incurs a loss of  $8,000 f rom her  farming business.  
Sect ion 31 appl ies to the loss because her  chief  source of  income 
for  the loss year  is  nei ther  farming nor  a combinat ion of  farming and 
some other  source of  income, but  rather  is  her  c loth ing business.  
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According to the ru les in  sect ion 31 (see ¶ 4 above),  $5,250 of  the 
loss f rom the farming business is  avai lab le for  deduct ion in  the loss 
year .  The remain ing $2,750 is  her  rest r ic ted farm loss for  the loss 
year ,  which she can carry over  to other  years (assume in th is  
example that  there is  no adjustment  to the rest r ic ted farm loss as 
referred to in  ¶ 17 below).  For  the year  in  which she incurs the loss 
f rom the farming business,  Blanche repor ts  income f rom the c loth ing 
business of  $40,000 and she a lso has an ABIL of  $42,000.  Her 
subdiv is ion e deduct ions which she can c la im for  purposes of  
ca lculat ing her  sect ion 3 income for  the year  amount  to $3,000.  
Blanche's  losses that  are avai lable for  deduct ion in  the loss year  
come to a tota l  o f  $47,250,  ca lculated as fo l lows:  

Por t ion of  loss f rom the farming business avai lable for  
deduct ion in  the loss year  under ru les in  sect ion 31 $ 5,250

Plus:  ABIL 42,000

Tota l  losses avai lab le for  deduct ion in  the loss year  $ 47,250

However,  her  paragraph 3(c)  income for  the year  (see ¶ 5 above)  is  
only  $37,000:  
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Cloth ing business income $ 40,000

Deduct :  Subdiv is ion e deduct ions 3,000

Paragraph 3(c)  income $ 37,000

Therefore,  she can use only $37,000 of  her  losses in  the loss year  
because she can only  reduce her  sect ion 3 income for  the year  to n i l  
(see ¶ 5 above).  

Blanche's  in i t ia l  ca lcu lat ion of  her  non-capi ta l  loss for  the loss year  
is  as fo l lows:  

Tota l  losses avai lab le for  deduct ion in  the loss year  $ 47,250

Less:  Paragraph 3(c)  income = por t ion of  losses that  she 
can use in  the loss year  37,000

In i t ia l  ca lcu lat ion of  the non-capi ta l  loss $ 10,250

Blanche's  farm loss for  the year  is  equal  to  the lesser  of  

• $5,250,  which is  the por t ion of  her  loss f rom the farming business 
that  is  avai lable for  deduct ion in  the loss year  under the ru les in  
sect ion 31;  and 
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• $10,250,  which is  her  non-capi ta l  loss for  the year  as in i t ia l ly  
ca lculated.  

Thus,  her  farm loss for  the year  is  $5,250 and her  non-capi ta l  loss 
for  the year  becomes $10,250 – $5,250 = $5,000.  

To summarize,  the losses for  the loss year  that  Blanche can carry 
over  to and use in  other  years ( in  accordance wi th the ru les 
d iscussed in ¶s 18,  19,  22 and 23 below) are character ized as 
fo l lows:  

Restr icted farm loss  for  the year  $ 2,750

Farm loss  for  the year  5,250

Non-capital  loss  for  the year  5,000

Tota l  losses for  the loss year  that  can be carr ied over  to 
other  years $ 13,000

The reason why an unused loss f rom a farming or  f ish ing business 
( i .e . ,  o ther  than a rest r ic ted farm loss)  is  taken out  of  the loss year 's  
"non-capi ta l  loss"  and instead inc luded in a " farm loss"  for  the year  is  
to  enhance the abi l i ty  of  those engaged in the business of  farming or  
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f ish ing to carry forward losses.  The longer carry forward per iod for  a 
" farm loss"  (compare ¶ 18(d)  wi th ¶ 18(a)  below and a lso compare the 
carry- forward t reatment  for  a " farm loss"  and a "non-capi ta l  loss"  in  
¶ 22 below) is  of  par t icu lar  benef i t  to  those star t ing up a farming or  
f ish ing business.  Such star t -ups have a longer per iod of  t ime to 
become prof i tab le wi thout  los ing the abi l i ty  to  deduct  losses incurred 
in  the in i t ia l  years of  operat ion.  

Net Capital Losses 
¶ 12.  To the extent  ( i f  any)  that  the amount  of  the a l lowable capi ta l  
losses ment ioned at  the beginning of  ¶  7 above cannot  be used in the 
loss year  ( i .e . ,  in  accordance wi th the ru les d iscussed in ¶ 7 above) ,  
the unused amount  is  inc luded in the taxpayer 's  "net  capi ta l  loss"  for  
the loss year ,  as def ined in  subsect ion 111(8) .  For  purposes of  
ca lculat ing a net  capi ta l  loss,  see a lso the d iscussion of  adjustments 
in  ¶s 17 and 27 below. The taxpayer 's  net  capi ta l  loss for  the loss 
year  can be carr ied over  to and used in other  years to of fset  the 
taxable por t ion of  capi ta l  gains (and in some cases to of fset  other  
income) for  those years in  accordance wi th the ru les d iscussed in 
¶s 18(b) ,  19,  20,  21 and 23 below. 
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Adjustments to Carried-Over Loss Amounts 
¶ 13.  The d iscussions above indicate the types of  losses that ,  to  the 
extent  that  they cannot  be used in the loss year ,  are inc luded in the 
taxpayer 's  losses for  the loss year  that  can be carr ied over  to another  
year  or  years ( the year  or  years "of  loss appl icat ion")  in  accordance 
wi th the ru les d iscussed in ¶s 18 to 23 below. The def in i t ion of  each 
of  these carr ied-over  losses is  conta ined in  a par t icu lar  prov is ion of  
the INCOME TAX ACT,  as fo l lows:  

• a " l imi ted par tnership loss"  – see subsect ion 96(2.1) ;  

• a "rest r ic ted farm loss"  – see sect ion 31;  

• a "non-capi ta l  loss"  – see subsect ion 111(8) ;  

• a " farm loss"  – see subsect ion 111(8) ;  and 

• a "net  capi ta l  loss"  – see subsect ion 111(8) .  

Some of  these def in i t ions requi re that  cer ta in adjustments be made 
for  purposes of  ca lculat ing the carr ied-over  loss amounts.  These 
adjustments are d iscussed in ¶s 14 to 17 and 25 to 27 below. (The 
adjustments referred to in  ¶s 25 to 27 take in to account  d i f ferences in  
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the loss appl icat ion ru les for  cer ta in types of  carr ied-over  losses,  as 
descr ibed in  ¶s 18 to 23 below.)  

Note:  A " l is ted-personal-property  loss"  is  a lso a type of  carr ied-over  
loss.  The calculat ion of  a l is ted-personal-property  loss and the specia l  
carry- forward and carry-back ru les which apply to i t  are d iscussed in 
¶ 6 above.  

Addit ion to non-capital  loss for capital  gains deduction and 
certain deductible amounts 

¶ 14.  As indicated in  ¶ 10 above,  a taxpayer 's  non-capital  loss  for  a 
par t icu lar  loss year  inc ludes the fo l lowing unused losses:  

• unused losses f rom an of f ice,  employment ,  business or  property ,  
and 

• unused ABILs.  

The inc lus ion of  only  the unused  por t ion of  the above-ment ioned 
losses in  the taxpayer 's  non-capi ta l  loss occurs by means of  a 
formula,  "E – F" ,  that  is  par t  of  i ts  ca lculat ion.  The resul t  o f  th is  
formula cannot  be less than n i l .  Var iable E in  the formula inc ludes the 
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to ta l  o f  a l l  the taxpayer 's  losses incurred in  the year  f rom an of f ice,  
employment ,  business or  property ,  as wel l  as ABILs,  incurred in  the 
year .  Var iable F represents paragraph 3(c)  income ( i .e . ,  sect ion 3 
income as calculated af ter  the deduct ion of  subdiv is ion e deduct ions 
but  before deduct ing the above-ment ioned losses) .  I f  there were no 
other  amounts inc luded in var iable E,  the resul t  obta ined f rom E – F 
would s imply represent  losses that  cannot  be used in the loss year .  
However,  var iable E a lso inc ludes the fo l lowing amounts:  

• the amount  ( i f  any)  of  a taxpayer 's  sect ion 110.6 capi ta l  gains 
deduct ion for  the year ,  and 

• the amounts ( i f  any)  that  are deduct ib le by the taxpayer in  the year  
under paragraph 110(1)(d) ,  (d.1) ,  (d.2) ,  (d.3) ,  ( f ) ,  ( j )  or  (k) ,  
sect ion 112 or  subsect ion 113(1)  or  138(6) .  

A l l  o f  the above provis ions permi t  a deduct ion,  for  purposes of  
ca lculat ing taxable income, that  has the ef fect  of  e l iminat ing a l l  or  a 
por t ion of  the tax on a speci f ic  amount  inc luded in income for  the year  
or  otherwise subject  to  tax.  The inc lus ion of  a sect ion 110.6 capi ta l  
gains deduct ion or  an above-ment ioned deduct ib le amount  in  
var iable E is  needed because when the income amount  to  which i t  
per ta ins is  inc luded in sect ion 3 income, such income amount  is  

–  3 5  –  



inc luded in var iable F of  the E – F formula ( i .e . ,  the income amount  
reduces the amount  of  the non-capi ta l  loss) .  Fur thermore,  the 
inc lus ion of  a sect ion 110.6 capi ta l  gains deduct ion or  an 
above-ment ioned deduct ib le amount  in  var iable E means that  the 
por t ion ( i f  any)  of  that  deduct ion or  deduct ib le amount  that  is  over  and 
above the por t ion thereof  that  was needed to br ing taxable income to 
n i l  wi l l  be inc luded in the taxpayer 's  non-capi ta l  loss for  the year ,  
which can be carr ied over  to and used in other  years in  accordance 
wi th the ru les in  ¶s 18(a) ,  19,  22 and 23 below. 

Example 1:  
On his tax return for  the year ,  Wi l l ie  repor ts  h is  salary of  $30,000 
f rom employment ,  a s tock opt ion benef i t  o f  $20,000 that  is  inc luded 
in h is  income under subsect ion 7(1)  of  the Act ,  and a loss of  
$45,000 f rom his  business.  His subdiv is ion e deduct ions which he 
can c la im for  purposes of  ca lculat ing h is  sect ion 3 income for  the 
year  amount  to $3,000.  For  purposes of  ca lculat ing h is  taxable 
income for  the year ,  the only  deduct ib le amount  is  a paragraph 
110(1)(d)  deduct ion of  $5,000.  This  deduct ion is  ca lculated by 
mul t ip ly ing the subsect ion 7(1)  s tock opt ion benef i t  by 1/4.  Thus,  
the net  ef fect  of  subsect ion 7(1)  and paragraph 110(1)(d)  is  that  
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only 3/4 of  Wi l l ie 's  s tock opt ion benef i t  should be inc luded in h is  
taxable income. However,  as indicated by the fo l lowing calculat ion,  
Wi l l ie  cannot  use the fu l l  amount  of  the $5,000 paragraph 110(1)(d)  
deduct ib le amount ,  i .e . ,  he does not  need the fu l l  $5,000 to br ing h is  
taxable income for  the year  to n i l :  

Salary $ 30,000

Add:  Stock opt ion benef i t  20,000

 50,000

Deduct :  Subdiv is ion e deduct ions 3,000

Paragraph 3(c)  income 47,000

Deduct :  Business loss (see ru les in  ¶ 5 above)  45,000

Sect ion 3 income 2,000

Deduct :  Paragraph 110(1)(d)  deduct ion 5,000

Taxable Income for  the year  $ ni l
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The above calculat ion shows that ,  in  arr iv ing at  a taxable income of  
n i l ,  Wi l l ie  in  fact  only  uses $2,000 of  the $5,000 amount  that  is  
deduct ib le under paragraph 110(1)(d) .  

I f  the paragraph 110(1)(d)  deduct ion were not  avai lable to h im at  a l l ,  
Wi l l ie  would not  have a non-capi ta l  loss for  the year :  

Business loss = var iable E $ 45,000

Less:  Var iable F = paragraph 3(c)  income (see above)  47,000

Non-capi ta l  loss for  the year  = E – F  
(cannot  be less than n i l )  $ n i l

However,  the inc lus ion of  h is  $5,000 paragraph 110(1)(d)  deduct ib le 
amount  in  var iable E of  the E – F formula means that  Wi l l ie  ends up 
wi th a non-capi ta l  loss for  the year :  

Business loss $ 45,000 

Add:  Deduct ib le amount  under paragraph 110(1)(d)  5,000 

Tota l  = var iable E 50,000 

Less:  Var iable F = paragraph 3(c)  income 47,000 
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Non-capi ta l  loss for  the year  = E – F $ 3,000 

Thus,  in  th is  example,  the $3,000 por t ion of  the paragraph 110(1)(d)  
deduct ib le amount  that  Wi l l ie  cannot  use in  the year  becomes h is  
non-capi ta l  loss for  the year ,  which he can carry over  to and use in  
other  years in  accordance wi th the ru les in  ¶s 18(a) ,  19,  22 and 23 
below. 

Example 2:  
Joe has a $50,000 taxable capi ta l  gain,  no subdiv is ion e deduct ions 
and a $50,000 business loss.  According to the ru les in  sect ion 3,  the 
business loss must  be fu l ly  used against  the taxable capi ta l  gain to 
br ing income to n i l  (see ¶ 5 above).  At  th is  point ,  the of fset t ing of  
these two amounts a lso resul ts  in  a non-capi ta l  loss of  n i l .  However,  
assume also that  Joe has avai lable to h im and in fact  c la ims 
a $50,000 capi ta l  gains deduct ion wi th respect  to  the $50,000 
taxable capi ta l  gain.  The capi ta l  gains deduct ion was not  needed 
because taxable income was a l ready n i l  (nor  does th is  deduct ion 
reduce taxable income to an amount  below ni l ) .  The capi ta l  gains 
deduct ion c la imed by Joe is ,  however,  added into the calculat ion of  
( i .e . ,  creates)  a non-capi ta l  loss of  $50,000.  In  other  words,  Joe 
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cla ims the capi ta l  gains deduct ion in  order  to re instate the business 
loss as a non-capi ta l  loss.  

Another  adjust ing i tem that  is  prov ided for  in  var iable E of  the 
calculat ion of  a "non-capi ta l  loss"  is  d iscussed in ¶ 25 below. 

Addit ion to non-capital  loss because of  addit ion to taxable 
income to avoid foreign tax credit  wastage 

¶ 15.  For  the sole purpose of  increasing i ts  fore ign tax credi t  under 
subsect ion 126(1)  or  (2) ,  a  corporat ion is  a l lowed by sect ion 110.5 to 
add an amount  to i ts  taxable income otherwise determined.  Because 
of  the way in  which a fore ign tax credi t  is  ca lculated,  a decrease in 
income for  a par t icu lar  taxat ion year  caused by a loss incurred in  the 
year  can resul t  in  a fore ign tax credi t  that  is  less than the fu l l  amount  
of  appl icable fore ign taxes paid for  the year .  However,  an addi t ion of  
an amount  to taxable income otherwise determined,  as a l lowed under 
sect ion 110.5,  can prevent  th is  " fore ign tax credi t  wastage."  For  
fur ther  par t icu lars,  see the current  vers ion of  IT-270,  FOREIGN TAX 
CREDIT.  I f  an amount  is  added to a corporat ion 's  taxable income 
otherwise determined for  a par t icu lar  year  under sect ion 110.5,  that  
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amount  is  a lso added in the calculat ion of  the corporat ion 's  non- 
capital  loss  for  the year .  

Reduction to non-capital  loss for fuel  tax rebate 

¶ 16.  The subsect ion 111(8)  def in i t ion of  a "non-capi ta l  loss,"  in  
conjunct ion wi th subsect ion 111(10) ,  prov ides for  a reduct ion to the 
amount  of  a taxpayer 's  unused non-capital  loss or losses  for  one or  
more of  the seven taxat ion years preceding the taxat ion year  ( the 
rebate year)  in  which the taxpayer has received a fuel  tax rebate as 
speci f ied in  subsect ion 111(10) .  The reduct ion amount  ca lculated 
under subsect ion 111(10)  is  equal  to  10 t imes the tota l  o f  such fuel  
tax rebates received in  the rebate year  (net  of  repayments) .  Any such 
reduct ions to unused non-capi ta l  losses under subsect ion 111(10)  are 
made to the extent  decided upon by the taxpayer.  (Any por t ion of  the 
reduct ion amount  not  used by the taxpayer to reduce non-capi ta l  
losses is  inc ludable in  the taxpayer 's  income for  the rebate year  under 
paragraph 12(1)(x.1)  of  the INCOME TAX ACT.)  
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Reduction to carr ied-over losses for debt forgiveness 

¶ 17.  A taxpayer 's  restr icted farm loss,  farm loss,  net  capital  loss  
and non-capital  loss  are reduced as requi red by sect ion 80.  
General ly ,  such a requi rement  can occur  when there is  a " forg iven 
amount"  in  connect ion wi th the set t lement  of  a "commercia l  obl igat ion"  
issued by the taxpayer.  

Loss Application Rules for the Use of Non-Capital Losses, 
Net Capital Losses, Restricted Farm Losses, Farm Losses 
and Limited Partnership Losses in Other Years 
¶ 18.  When calculat ing the taxable income for  a par t icu lar  taxat ion 
year  ( the "year  of  loss appl icat ion") ,  sect ion 111 provides for  the 
deduct ion of  carr ied-over  losses of  other  years,  as fo l lows:  

(a)  A non-capital  loss  can be carr ied back three years and forward 
seven years under paragraph 111(1)(a) ,  and i t  can be deducted 
against  any type of  income for  the year  of  loss appl icat ion.  

(b)  A  net  capital  loss  can be carr ied back three years and forward 
indef in i te ly  under paragraph 111(1)(b) .  When determin ing the 
amount  of  the loss year 's  net  capi ta l  loss that  can be deducted in  
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the year  of  loss appl icat ion,  see the ru les d iscussed in ¶s 20 
and 21 below.  

(c)  A  restr icted farm loss  can be carr ied back 3 years and 
forward 10 years under paragraph 111(1)(c) .  However,  by v i r tue 
of  that  paragraph,  no amount  in  respect  of  rest r ic ted farm losses 
is  deduct ib le in  the year  of  loss appl icat ion except  to the extent  of  
the taxpayer 's  incomes for  that  year  f rom al l  farming businesses 
carr ied on by the taxpayer.  

(d)  A farm loss  can be carr ied back 3 years and forward 10 years 
under paragraph 111(1)(d) ,  and i t  can be deducted against  any 
type of  income for  the year  of  loss appl icat ion.  

(e)  A l imited partnership loss  cannot  be carr ied back,  but  i t  can be 
carr ied forward indef in i te ly  under paragraph 111(1)(e) .  However,  
by v i r tue of  that  paragraph,  no amount  is  deduct ib le in  the year  of  
loss appl icat ion in  respect  of  a l imi ted par tnership loss except  to  
the extent  of  the taxpayer 's  "at - r isk amount"  in  respect  of  the 
par tnership (as determined under subsect ion 96(2.2))  as at  the 
end of  the last  f iscal  per iod of  the par tnership that  ends in  the 
year  of  loss appl icat ion,  less cer ta in amounts speci f ied in  
subparagraph 111(1)(e)( i i ) .  
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Ordering rule for individuals 

¶ 19.  Sect ion 111.1 requi res a taxpayer  who is  an indiv idual  to  apply 
the fo l lowing prov is ions,  when comput ing taxable income, in  th is  
order :  

(a)  subsection 110.4(2)  –  th is  subsect ion prov ides for  an addi t ion to 
taxable income for  the year  under the forward averaging ru les (as 
d iscussed in ¶ 26 below);  

(b)  section 110  –  th is  sect ion prov ides for  a number of  speci f ic  
deduct ions for  purposes of  ca lculat ing taxable income; 

(c)  section 111  –  the appl icat ion of  carr ied-over  losses f rom other  
years,  in  accordance wi th the ru les d iscussed in th is  bul le t in ;  

(d)  section 110.6  –  the capi ta l  gains deduct ion;  and 

(e)  section 110.7  –  the nor thern res idents deduct ion.  

The order ing ru les in  sect ion 111.1 ensure the fo l lowing:  

• The indiv idual  can apply the deduct ions descr ibed in  (b)  to  (e)  
above not  only  against  income as determined under sect ion 3 of  the 
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Act  but  a lso against  any amount  added to taxable income under the 
forward averaging ru les as referred to in  (a)  above.  

• The indiv idual  reduces taxable income by the sect ion 110 
deduct ions for  the year  to which the indiv idual  is  ent i t led,  before 
apply ing carr ied-over  losses of  other  years.  

Use of  net  capital  loss: inclusion rate adjustment and l imitat ion 
on amount used 

¶ 20.  I f  a  taxpayer decides to use a l l  or  a por t ion of  a net  capi ta l  loss 
in  a par t icu lar  year  of  loss appl icat ion,  the amount  that  can actual ly  
be deducted under paragraph 111(1)(b)  in  the year  of  loss appl icat ion 
is  subject  to  the ru les in  subsect ion 111(1.1) .  

Subparagraph 111(1.1)(a)( i i )  prov ides for  an adjustment  which is  
referred to in  th is  bul le t in  as the " inclusion rate adjustment " .  The 
inc lus ion rate is  s imply the rate that  is  used to determine the por t ion 
of  a capi ta l  gain or  loss that  is  taxable or  deduct ib le for  income tax 
purposes.  For  example,  a taxable capi ta l  gain is  equal  to  the capi ta l  
gain mul t ip l ied by the inc lus ion rate.  The inc lus ion rate has changed 
over  the years f rom 1/2 to 2/3 to 3/4.  The inc lus ion rate adjustment  in  
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subparagraph 111(1.1)(a)( i i )  appl ies when the inc lus ion rate for  the 
loss year  and the inc lus ion rate for  the year  of  loss appl icat ion are 
d i f ferent .  The inc lus ion rate adjustment  is  ca lculated by the fo l lowing 
formula:  

A ×  B 

  C 

The var iables in  the formula are as fo l lows:  

A is  the amount  of  the net  capi ta l  loss for  the loss year  that  is  
"c la imed" ( i .e . ,  used)  in  the year  of  loss appl icat ion;  

B is  the inc lus ion rate in  ef fect  for  the year  of  loss appl icat ion;  and 

C is  the inc lus ion rate in  ef fect  for  the loss year .  

Example:  
Sarah has an unused 1987 net  capi ta l  loss of  $6,000.  She wishes  
to  use a l l  o f  that  net  capi ta l  loss when calculat ing her  1996 taxable 
income. Since the 1987 inc lus ion rate was 1/2 and the 1996 
inc lus ion rate was 3/4,  the inc lus ion rate adjustment  resul ts  in  the 
fo l lowing amount :  
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 3 /4    

 
$  6,000 ×  

1 /2    

3  2 
= $ 6,000 ×  

4  
×  

1  

1  
= $ 6,000 ×  [  1

2 
]

 

= $ 9,000      

Thus,  when using her  1987 net  capi ta l  loss of  $6,000 in the 1996 
year ,  Sarah actual ly  gets to deduct  1 1/2 t imes $6,000 = $9,000.  
(This is  because the inc lus ion rate of  3/4 for  1996 is  in  fact  
1 1/2 t imes greater  than the inc lus ion rate of  1/2 for  1987.)  

However,  the amount  determined in subparagraph 111(1.1)(a)( i i ) ,  
i .e . ,  the amount  resul t ing f rom the inc lus ion rate adjustment ,  is  
subject  to  a l imitat ion rule  conta ined in  subparagraph 111(1.1)(a)( i ) .  
The l imi tat ion under that  subparagraph is  ca lculated as fo l lows:  
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Any taxable capi ta l  gains,  for  the year  of  loss appl icat ion,  f rom 
disposi t ions of  capi ta l  proper ty  other  than l is ted personal  proper ty  

Plus 

The taxable net  gain ( i f  any) ,  for  the year  of  loss appl icat ion,  f rom 
disposi t ions of  l is ted personal  proper ty  (see ¶ 6 above)  

Minus 

Any a l lowable capi ta l  losses (other  than ABILs) ,  for  the year  of  loss 
appl icat ion,  f rom disposi t ions of  capi ta l  proper ty  other  than l is ted 
personal  property .  

The subparagraph 111(1.1)(a)( i )  l imi tat ion ensures that  the loss year 's  
net  capi ta l  loss,  as adjusted by the subparagraph 111(1.1)(a)( i i )  
inc lus ion rate adjustment ,  cannot  be deducted against  income that  is  
not  the net  taxable por t ion of  capi ta l  gains for  the year  of  loss 
appl icat ion (subject  to  the except ion descr ibed in  ¶ 21 below).  The 
loss year 's  net  capi ta l  loss cannot  be used,  for  instance,  against  
employment  or  business income repor ted in  the year  of  loss 
appl icat ion.  
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Example:  
Cont inuing on wi th the above example,  assume that  Sarah's  1996 
income inc ludes a taxable capi ta l  gain of  $10,000 and an a l lowable 
capi ta l  loss of  $5,500.  Her subparagraph 111(1.1)(a)( i )  l imi tat ion for  
1996 is  equal  to  $10,000 – $5,500 = $4,500.  As a resul t ,  Sarah 
actual ly  can deduct  only  $4,500,  rather  than the $9,000 calculated 
in  the f i rs t  par t  o f  th is  example,  in  respect  of  her  1987 net  capi ta l  
loss when calculat ing her  1996 taxable income. Note a lso that  she 
actual ly  has to use only  $3,000 of  the $6,000 1987 net  capi ta l  loss 
in  order  to come up wi th the $4,500 amount  she deducts in  1996 
( i .e . ,  because the inc lus ion rate adjustment  mul t ip l ies the $3,000 
by 1 1/2 to come up wi th the $4,500 amount  she deducts) .  Thus,   
she st i l l  has $3,000 of  the 1987 net  capi ta l  loss ( i .e . ,  $6,000 less 
the $3,000 used in 1996) that  she can use in  other  years.  

Use of  pre-1986 capital  loss balance included in net  capital  loss 

¶ 21.  There is  an except ion to the ru le s tated above that  a net  capi ta l  
loss cannot  be used against  income that  is  not  the net  taxable por t ion 
of  capi ta l  gains for  the year  of  loss appl icat ion.  This  except ion is  
conta ined in  paragraph 111(1.1)(b)  and i t  is  re levant  only  i f  the 
taxpayer  is  an indiv idual  wi th a pre-1986 capital  loss balance.  A 
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"pre-1986 capi ta l  loss balance" is  ca lculated under subsect ion 111(8)  
and,  general ly ,  i t  represents the indiv idual 's  unused net  capi ta l  losses 
f rom disposi t ions made before May 23,  1985 (subject  to  a 
grandfather ing ru le)  minus the tota l  o f  the fo l lowing amounts 
per ta in ing to taxat ion years preceding the par t icu lar  year  of  loss 
appl icat ion for  which the pre-1986 capi ta l  loss balance is  being 
calculated:  

(a)  the tota l  o f  a l l  sect ion 110.6 capi ta l  gains deduct ions for  taxat ion 
years before 1988;  

(b)  3/4 of  the tota l  o f  a l l  sect ion 110.6 capi ta l  gains deduct ions for  
taxat ion years ending af ter  1987 and before 1990;  and 

(c)  2/3 of  the tota l  o f  a l l  sect ion 110.6 capi ta l  gains deduct ions for  
taxat ion years ending af ter  1989.  

The ef fect  of  the except ion ru le in  paragraph 111(1.1)(b)  is  that  the 
por t ion of  the indiv idual 's  unused net  capi ta l  losses 

• that  consis ts  of  the indiv idual 's  pre-1986 capi ta l  loss balance (as 
calculated for  the year  of  loss appl icat ion) ,  and 
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• that  is  not  a l ready being used against  the indiv idual 's  net  taxable 
por t ion of  capi ta l  gains for  the year  of  loss appl icat ion 

can be deducted under paragraph 111(1)(b) ,  up to a maximum amount  
of  $2,000 per  year ,  against  the indiv idual 's  income for  the year  of  loss 
appl icat ion that  does not  represent  the net  taxable por t ion of  capi ta l  
gains for  that  year .  Note that  the inc lus ion rate adjustment  that  is  
descr ibed in  ¶ 20 above does not  apply to any por t ion of  the pre-1986 
capi ta l  loss balance that  is  deducted by v i r tue of  the except ion ru le in  
paragraph 111(1.1)(b) .  

Example:  
Once again cont inuing on wi th the above example,  assume that  
Sarah's  $6,000 net  capi ta l  loss resul ted f rom a d isposi t ion of  
proper ty  in  1984 rather  than in  1987.  Assume also that  she had a 
taxable capi ta l  gain of  $2,000 for  the 1986 taxat ion year  but  that ,  
when calculat ing her  1986 taxable income, she c la imed a 
sect ion 110.6 capi ta l  gains deduct ion of  $2,000 instead of  us ing 
up $2,000 of  her  1984 net  capi ta l  loss.  When calculat ing her  taxable 
income for  1996,  she uses $3,000 of  her  $6,000 1984 net  capi ta l  
loss in  order  to of fset  the $4,500 net  taxable por t ion of  her  capi ta l  
gains for  1996 (based on the inc lus ion rate adjustment  ca lculat ion 
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given ear l ier  in  the example,  she only needs to use $3,000 of  
the 1984 net  capi ta l  loss in  order  to deduct  $4,500 in 1996 because 
the inc lus ion rate for  1984,  l ike 1987,  was 1/2 and the inc lus ion rate 
for  1996 was 3/4) .  Assume that  Sarah a lso repor ts  $40,000 income 
f rom carry ing on a business in  the 1996 taxat ion year .  When 
calculat ing her  1996 taxable income, the except ion ru le in  
paragraph 111(1.1)(b)  permi ts  her  to deduct ,  against  th is  $40,000 
income, the least  of  three amounts:  

• $2,000;  

• her pre-1986 capi ta l  loss balance for  1996 = her  $6,000 1984 net  
capi ta l  loss minus the $2,000 sect ion 110.6 capi ta l  gains 
deduct ion she c la imed in 1986 = $4,000;  and 

• her $6,000 1984 net  capi ta l  loss minus the por t ion thereof  that  
she has a l ready used in 1996 to of fset  the $4,500 net  taxable 
por t ion of  her  capi ta l  gains for  1996 = $6,000 – $3,000 = $3,000.  

She therefore c la ims $2,000 under the except ion ru le in  
paragraph 111(1.1)(b) .  Note that  th is  $2,000 is  not  subject  to  an 
inc lus ion rate adjustment .  To summarize,  Sarah ends up 
us ing $5,000 of  her  $6,000 1984 net  capi ta l  loss in  1996:  
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 Amount 
Used 

Amount 
Deducted 

Against  her  1996 net  taxable por t ion of  
capi ta l  gains $ 3,000 $ 4,500

Against  her  1996 business income 2,000 2,000

Tota l  reduct ion to 1996 taxable income $ 6,500

Tota l  used in  1996 5,000

Avai lable to be used in other  years 1,000

 $ 6,000

Use of  losses to reduce Part  IV tax base 

¶ 22.  I f  a  corporat ion is  subject  to  Par t  IV tax (on taxable d iv idends 
received) ,  paragraphs 186(1)(c)  and (d)  a l low the corporat ion to use 
a l l  or  any por t ion of  i ts  non-capital  loss  for  a par t icu lar  taxat ion year  
to reduce or  e l iminate i ts  base for  Par t  IV taxes for  

• that  year ;  
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• the three immediate ly  preceding years;  or  

• the seven immediate ly  fo l lowing years.  

Paragraphs 186(1)(c)  and (d)  a lso a l low the corporat ion to use a l l  or  
any por t ion of  i ts  farm loss  for  a par t icu lar  year  to reduce or  
e l iminate i ts  base for  Par t  IV taxes for  

• that  year ;  

• the three immediate ly  preceding years;  or  

• the 10 immediate ly  fo l lowing years.  

Using a corporat ion 's  non-capi ta l  loss or  farm loss as descr ibed above 
is  general ly  not  as advantageous as us ing the loss to reduce or  
e l iminate the corporat ion 's  taxable income, because the Part  IV tax 
rate is  lower than the Part  I  tax rate ( the same amount  of  loss cannot  
be used for  both purposes – see the ru le in  ¶ 23(a)  below).  A 
corporat ion might  never theless decide to use a non-capi ta l  loss or  
farm loss to reduce or  e l iminate i ts  Par t  IV tax base for  a par t icu lar  
taxat ion year  because,  for  example,  the corporat ion might  not  
otherwise be able to use up a l l  o f  the loss before the end of  i ts  
carry- forward per iod.  Fur ther  in format ion regarding Part  IV tax may be 
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found in the current  vers ion of  IT-269,  PART IV TAX ON TAXABLE 
DIV IDENDS RECEIVED BY A  PRIVATE CORPORATION OR A  SUBJECT 
CORPORATION.  

Other loss appl icat ion rules 

¶ 23.  When fo l lowing the ru les in  ¶s 18 to 22 above,  carr ied-over  
losses do not  have to be used to the maximum extent  possib le when 
calculat ing a taxpayer 's  

• taxable income for  a par t icu lar  year  or  years of  loss appl icat ion,  or  

• Part  IV tax for  a year  or  years ment ioned in ¶ 22 above.  

Nor does one type of  carr ied-over  loss have to be used before any 
other  type.  However,  the fo l lowing ru les in  subsect ion 111(3)  must  be 
observed:  

(a)  An amount  of  carr ied-over  loss cannot  be used more than once.  

(b)  A carr ied-over  loss of  a par t icu lar  type (e.g. ,  a  non-capi ta l  loss)  
for  a par t icu lar  loss year  cannot  be used unt i l  the deduct ib le 
( i .e . ,  unused) carr ied-over  losses of  the same type for  a l l  
prev ious loss years have been deducted.  
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Example:  
XYZ Co.  Ltd.  (which f i les on a calendar year  basis)  has sect ion 3 
income of  $100,000 for  1996,  consis t ing of  a taxable capi ta l  gain 
of  $30,000 and income f rom i ts  business of  $70,000.  The company 
has the fo l lowing unused carr ied-over  losses:  

• a non-capi ta l  loss for  1994 of  $100,000,  

• a net  capi ta l  loss for  1994 of  $10,000,  and 

• a net  capi ta l  loss for  1995 of  $40,000.  

Because the inc lus ion rate for  capi ta l  gains and losses is  3/4 for  a l l  
years in  th is  example,  the inc lus ion rate adjustment  d iscussed in 
¶ 20 above does not  apply to the net  capi ta l  losses.  As long as 
XYZ Co.  Ltd.  uses a l l  o f  i ts  1994 net  capi ta l  loss before i t  uses any 
par t  of  i ts  1995 net  capi ta l  loss,  i t  can 

• use i ts  1994 net  capi ta l  loss before i ts  1994 non-capi ta l  loss,  or  
v ice versa,  and 

• use i ts  1995 net  capi ta l  loss before i ts  1994 non-capi ta l  loss,  or  
v ice versa.  
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Because XYZ Co.  Ltd. 's  net  capi ta l  losses can be used only against  
the net  taxable por t ion of  i ts  capi ta l  gains (see the 
subparagraph 111(1.1)(a)( i )  l imi tat ion ru le d iscussed in ¶ 20 above) ,  
the company decides to use i ts  net  capi ta l  losses to the maximum 
extent  possib le in  1996 before us ing i ts  non-capi ta l  loss in  1996,  as 
fo l lows:  

Taxable capi ta l  gain $ 30,000

Income f rom business 70,000

Sect ion 3 income for  1996 100,000

Deduct :   
A l l  o f  1994 net  capi ta l  loss $ 10,000

Port ion of  1995 net  capi ta l  loss 20,000

Maximum amount  of  net  capi ta l  losses that  can 
be used in  1996 = 1996 taxable capi ta l  gain 30,000

Port ion of  1994 non-capi ta l  loss 70,000 $ 100,000

Taxable income for  1996 n i l
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I f  XYZ Co.  Ltd.  appl ied i ts  carr ied-over  losses as above,  i t  would be 
le f t  wi th $30,000 of  i ts  1994 non-capi ta l  loss and $20,000 of  i ts  
1995 net  capi ta l  loss st i l l  unused.  

However,  i f  the non-capi ta l  loss or ig inated in  1989 instead of  1994,  
XYZ Co.  Ltd.  would in  a l l  l ike l ihood use the non-capi ta l  loss in  1996 
before us ing any amount  of  the net  capi ta l  losses in  that  year  – 
because of  the expi ry  of  the seven-year  carry- forward per iod for  the 
non-capi ta l  loss at  the end of  the year .  XYZ Co.  Ltd. 's  ca lculat ions 
would therefore be as fo l lows:  

Sect ion 3 income for  1996 (as above)  $ 100,000

Deduct :  

A l l  o f  1989 non-capi ta l  loss (carry- forward per iod 
expi res at  the end of  1996) 100,000

Taxable income for  1996 $ ni l

XYZ Co.  Ltd.  would then be le f t  wi th a l l  $50,000 of  i ts  1994 and 
1995 net  capi ta l  losses (which can be carr ied forward indef in i te ly)  
s t i l l  unused.  
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Other Adjustments to Carried-Over Loss Amounts 
¶ 24.  As indicated in  ¶ 13 above,  there are adjustments to 
carr ied-over  loss amounts that  take in to account  d i f ferences in  the 
loss appl icat ion ru les (see ¶s 18 to 23 above) for  cer ta in types of  
carr ied-over  losses.  These adjustments are d iscussed in ¶s 25 to 27 
below. Note that  the loss appl icat ion ru les descr ibed in  ¶s 18 to 23 
above are not  appl ied wi th respect  to  a par t icu lar  carr ied-over  loss 
unt i l  the f ina l  amount  of  that  carr ied-over  loss is  determined af ter  
making a l l  the adjustments d iscussed in ¶s 14 to 17 above and ¶s 25 
to 27 below that  are appl icable to i ts  determinat ion.  

Reinstat ing a loss from an off ice,  employment,  business or 
property,  or  an ABIL,  as a non-capital  loss when a net  capital  loss 
of  another year is used 

¶ 25.  As indicated in  ¶ 14 above,  cer ta in deducted or  deduct ib le 
amounts are inc luded in var iable E of  "E – F" ,  a formula that  is  par t  of  
the calculat ion of  a non-capital  loss  for  a par t icu lar  year .  Also 
inc luded in var iable E of  that  formula is  the amount  of  any net  capi ta l  
loss that  is  carr ied over  f rom another  year  and deducted in the year .  I f  
a  taxpayer was requi red to use a loss f rom an of f ice,  employment ,  
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business or  property ,  or  an ABIL,  in  the loss year  to of fset  a taxable 
capi ta l  gain for  the year  (because of  the ru le descr ibed in  ¶ 5 above 
that  to  the extent  that  these losses can be used in the loss year ,  they 
must  be so used or  for fe i ted) ,  the above-ment ioned adjust ing i tem 
al lows the taxpayer to re instate that  loss as a non-capi ta l  loss for  the 
year  to the extent  that  a net  capi ta l  loss of  another  year  is  used in the 
year .  The s igni f icance of  th is  ru le becomes apparent  when considered 
in  l ight  of  the l imi tat ion ru le conta ined in  subparagraph 111(1.1)(a)( i )  
( i .e . ,  that  net  capi ta l  losses can only be deducted to the extent  of  the 
net  taxable por t ion of  capi ta l  gains for  the year  of  loss appl icat ion – 
see ¶ 20 above) ,  which appl ies when a net  capi ta l  loss is  used but  not  
when a non-capi ta l  loss is  used.  

Example:  
For the 1996 taxat ion year ,  Widget  Makers Ltd.  has a taxable capi ta l  
gain of  $40,000 and a loss f rom i ts  business of  $30,000.  There are 
no subdiv is ion e deduct ions for  the year .  The company a lso has a 
net  capi ta l  loss of  $30,000 f rom the prev ious year .  
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The company calculates i ts  sect ion 3 income for  1996 as fo l lows:  

Taxable capi ta l  gain = paragraph 3(c)  income for  1996 $ 40,000

Deduct :  Business loss for  1996 30,000

Sect ion 3 income for  1996 10,000

The l imi tat ion ru le conta ined in  subparagraph 111(1.1)(a)( i ) ,  as 
d iscussed in ¶ 20 above,  a l lows the company to deduct  up 
to $40,000 of  net  capi ta l  losses f rom other  years in  1996 because of  
the $40,000 taxable capi ta l  gain in  1996.  I f  the company decided to 
deduct  $10,000 of  i ts  1995 net  capi ta l  loss in  1996,  th is  would br ing 
the 1996 taxable income down to n i l  ( there is  no inc lus ion rate 
adjustment ,  as d iscussed in ¶ 20 above,  because the 1995 and 1996 
inc lus ion rates are the same) and the company would be le f t  
wi th $20,000 of  the 1995 net  capi ta l  loss for  use in  other  years.  The 
company decides,  instead,  to  deduct  a l l  $30,000 of  the 1995 net  
capi ta l  loss in  1996.  Whi le th is  does not  reduce the 1996 taxable 
income below ni l ,  i t  enables the company to re instate $20,000 of  i ts  
1996 business loss as a non-capi ta l  loss for  1996.  The 1996 
non-capi ta l  loss is  ca lculated as fo l lows:  
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Business loss for  1996 $ 30,000

Add:  Amount  of  1995 net  capi ta l  loss deducted in  1996 30,000

Tota l  = var iable E 60,000

Less:  Var iable F = paragraph 3(c)  income for  1996  
(see above)  40,000

Non-capi ta l  loss for  1996 $ 20,000

To summarize,  instead of  being le f t  wi th a net  capi ta l  loss f rom 1995 
of  $20,000,  the company deducts a l l  $30,000 of  i ts  1995 net  capi ta l  
loss in  1996 and uses the above-ment ioned adjust ing i tem for  
var iable E to ef fect ive ly  re instate $20,000 of  i ts  1996 business loss 
as a non-capi ta l  loss for  1996.  The company decides that  th is  is  the 
resul t  i t  wants because a net  capi ta l  loss is  a lways subject  to  the 
above-ment ioned subparagraph 111(1.1)(a)( i )  l imi tat ion ru le in  the 
loss appl icat ion year  or  years in  which i t  is  used,  whereas a 
non-capi ta l  loss is  not .  
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Adjustments to non-capital  loss and farm loss amounts because 
of  addit ion to taxable income under the forward averaging rules 

¶ 26.  As indicated in  ¶ 5 above,  losses f rom an of f ice,  employment ,  
business or  property ,  as wel l  as ABILs,  are deducted in  the loss year  
f rom paragraph 3(c)  income for  the year .  The losses that  cannot  be 
used in the loss year  are then inc luded in e i ther  the taxpayer 's  
non-capi ta l  loss or  farm loss for  the loss year ,  as the case may be 
(see ¶s 10 and 11 above).  For  a taxat ion year  ending before 1998,   
an ind iv idual  

• who was res ident  in  Canada throughout  the year  (or  f rom the 
beginning of  the year  unt i l  the date of  the indiv idual 's  death,  i f   
i t  is  in  the year  – see subsect ion 110.4(4)) ,  and 

• who previously  has otherwise qual i f ied for  and been using the 
forward averaging ru les 

can e lect  under subsect ion 110.4(2)  to  add an amount  in  comput ing 
taxable income for  the year .  For  purposes of  determin ing the amount  
that  is  added in comput ing taxable income for  the year  under 
subsect ion 110.4(2) ,  the indiv idual  speci f ies a l l  or  a por t ion of  h is  or  
her  "accumulated averaging amount"  at  the end of  the immediate ly  
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preceding taxat ion year  ( the indiv idual  then gets a sect ion 120.1 
forward averaging tax credi t  for  the current  year  on the amount  so 
speci f ied for  purposes of  subsect ion 110.4(2)  – note that  the 
subsect ion 110.4(2)  e lect ion wi l l  no longer be avai lab le for  any 
taxat ion year  af ter  1997).  The indiv idual 's  losses f rom an of f ice,  
employment ,  business or  property ,  and ABILs,  for  the year  would not  
otherwise be deducted f rom the indiv idual 's  subsect ion 110.4(2)  
speci f ied amount  because i t  is  not  par t  of  paragraph 3(c)  income  
( the indiv idual  e lects under subsect ion 110.4(2)  to  add an amount   
in  comput ing taxable income, not  income).  However,  there are 
in ter- re lated adjustments made in the calculat ion of  

• the non-capital  loss  for  the year ,  

• the farm loss  for  the year ,  and 

• the amount  added in comput ing taxable income for  the year  by 
v i r tue of  the subsect ion 110.4(2)  e lect ion.  

The ef fects of  these adjustments are as fo l lows:  

• After  the tota l  o f  the indiv idual 's  losses f rom an of f ice,  employment ,  
business or  property ,  and ABILs,  are deducted f rom paragraph 3(c)  
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income for  the loss year ,  any unused por t ion of  those losses 
( referred to in  th is  bul le t in  as the " in i t ia l ly  ca lculated unused 
losses")  is  appl ied against  ( i .e . ,  subtracted f rom) the indiv idual 's  
subsect ion 110.4(2)  speci f ied amount  in  order  to determine the 
amount  that  actual ly  gets added in comput ing taxable income for  
the year  under subsect ion 110.4(2)  ( the resul t  cannot  be less than 
n i l ) .  

• I f  the tota l  o f  the in i t ia l ly  ca lculated unused losses is  less than the 
subsect ion 110.4(2)  speci f ied amount ,  the losses wi l l  be tota l ly  
used up in  the loss year  ( i .e . ,  there wi l l  not  be any non-capi ta l  loss 
or  farm loss for  the loss year) .  

• I f ,  on the other  hand,  the tota l  o f  the in i t ia l ly  ca lculated unused 
losses is  greater  than the subsect ion 110.4(2)  speci f ied amount ,   
no amount  wi l l  actual ly  be added under subsect ion 110.4(2)  in  
comput ing taxable income for  the loss year  and the 
subsect ion 110.4(2)  speci f ied amount  wi l l  be appl ied against  
( i .e . ,  subtracted f rom) what  would otherwise be the non-capi ta l  loss 
for  the loss year  (as calculated us ing the ru les in  ¶s 10 and 11 
above) in  order  to arr ive at  the f ina l  amount  of  the non-capi ta l  loss 
for  the loss year  ( the resul t  cannot  be less than n i l ) .  I f  th is  
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appl icat ion of  the subsect ion 110.4(2)  speci f ied amount  reduces the 
non-capi ta l  loss for  the year  to n i l ,  any unused por t ion of  the 
subsect ion 110.4(2)  speci f ied amount  wi l l  then be appl ied against  
( i .e . ,  subtracted f rom) what  would otherwise be the farm loss for  the 
loss year  (as calculated us ing the ru les in  ¶s 10 and 11 above)  in  
order  to arr ive at  the f ina l  amount  of  the farm loss for  the loss year .  
The reason that  the subsect ion 110.4(2)  speci f ied amount  is  f i rs t  
appl ied in  the calculat ion of  the non-capi ta l  loss is  that  the 
carry- forward per iod for  the non-capi ta l  loss is  not  as favourable as 
the carry- forward per iod for  the farm loss (compare ¶ 18(a)  wi th 
¶ 18(d)  above and a lso compare the carry- forward t reatment  for  a 
"non-capi ta l  loss"  and a " farm loss"  in  ¶ 22 above.)  

Example:  
In  the 1996 taxat ion year ,  Jack incurs a loss of  $7,000 f rom his  
farming business (sect ion 31 does not  apply) .  He a lso has an  
ABIL of  $3,000.  He has income f rom property  of  $1,000,  but  no 
subdiv is ion e deduct ions for  the year .  He makes a 
subsect ion 110.4(2)  e lect ion for  the year  and speci f ies for  that  
purpose the balance of  h is  accumulated averaging amount  at  the 
end of  the 1995 year ,  $5,000.  
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Since Jack 's  losses are greater  than h is  income f rom property  
of  $1,000,  h is  sect ion 3 income for  the 1996 year  is  n i l .  He 
determines the amount  of  h is  in i t ia l ly  ca lculated unused losses for  
the year  as fo l lows:  

Loss f rom farming business $ 7,000 

ABIL 3,000 

Losses avai lab le for  use in  the loss year  10,000 

Less:  Losses used to reduce sect ion 3 income to n i l  = 
paragraph 3(c)  income (see ru les in  ¶ 5 above)  

 
1,000 

In i t ia l ly  ca lculated unused losses $ 9,000 

Since the $9,000 amount  of  in i t ia l ly  ca lculated unused losses is  
greater  than the subsect ion 110.4(2)  speci f ied amount  of  $5,000,  
Jack ends up adding no amount  under subsect ion 110.4(2)  in  
comput ing taxable income for  1996.  (He would st i l l ,  however,  get  a 
sect ion 120.1 forward averaging tax credi t  for  the year  based on 
the $5,000 amount  speci f ied for  purposes of  subsect ion 110.4(2) . )  
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Fol lowing the ru les in  ¶s 10 and 11 above,  Jack calculates that  

• the amount  that  would otherwise be h is  farm loss for  the 1996 
year  is  $7,000 ( i .e . ,  the lesser  of  $7,000 and $9,000);  and 

• the amount  that  would otherwise be h is  non-capi ta l  loss for  the 
1996 year  is  $9,000 – $7,000 = $2,000.  

Jack then appl ies the subsect ion 110.4(2)  speci f ied amount  
of  $5,000,  for  purposes of  ca lculat ing the f ina l  amount  of  h is  
non-capi ta l  loss and farm loss for  the 1996 year ,  as fo l lows:  

Amount  that  would otherwise be the non-capi ta l  loss for  the 
year  $

 
2,000 

Less:  Appl icat ion of  por t ion of  subsect ion 110.4(2)  
speci f ied amount  

 
2,000 

Final  amount  of  non-capi ta l  loss for  the year  $ ni l  
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Amount  that  would otherwise be the farm loss for  the year  $ 7,000 

Less:  Appl icat ion of  remainder of  subsect ion 110.4(2)  
speci f ied amount  

 
3,000 

 
 

4 ,000 

Final  amount  of  farm loss for  the year  (which can be carr ied 
over  to and used in other  years in  accordance wi th the 
ru les d iscussed in ¶s 18(d) ,  19,  22 and 23 above) $

Transfer of  unused ABILs from an expired non-capital  loss to a 
net  capital  loss 

¶ 27.  As indicated in  ¶ 1 above,  ABILs can be appl ied in  the loss 
year  against  a l l  types of  income for  the year .  In  order  to ensure that  
unused ABILs receive essent ia l ly  the same preferent ia l  t reatment  in  
other  years as ABILs that  are used in the loss year ,  unused ABILs are 
inc luded in the non-capi ta l  loss for  the loss year ,  as indicated in  ¶ 10 
above.  However,  the amount  of  unused ABILs inc luded in a loss year 's  
non-capi ta l  loss for  which the seven-year  carry- forward per iod has 
expi red at  the end of  a par t icu lar  taxat ion year  ( the "expi ry  year")  
general ly  becomes an addi t ion in  the calculat ion of  the net capital  
loss  for  the expi ry  year .  This  is  done to preserve the avai labi l i ty  of  
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these unused ABILs – as indicated in  ¶ 18(b)  above,  the carry- forward 
per iod of  a net  capi ta l  loss cannot  expi re.  The amount  that  is  added in 
the calculat ion of  the net  capi ta l  loss of  the expi ry  year  is  ca lculated 
as the lesser  of  two amounts:  

(a)  the tota l  amount  of  ABILs for  the loss year  ( i .e . ,  regardless of  the 
extent  to  which they were used in the loss year  or  inc luded in the 
non-capi ta l  loss for  the loss year) ;  and 

(b)  the amount  of  the non-capi ta l  loss for  the loss year  less the tota l  
o f  a l l  amounts out  of  that  non-capi ta l  loss that  

•  have been deducted in  calculat ing the taxpayer 's  taxable 
income, or  

•  have been c la imed by the taxpayer  under paragraph 186(1)(c)  
or  (d)  (see ¶ 22 above),  

in  the expi ry  year  or  any preceding year .  

Example:  
For i ts  1989 taxat ion year ,  ABC Ltd.  had a non-capi ta l  loss of  
$50,000,  which resul ted f rom a $40,000 business loss and a $10,000 
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ABIL.  (The corporat ion had no income for  1989 against  which i t  
could apply any por t ion of  these losses.)  As of  the end of  the 1996 
taxat ion year  ( i .e . ,  the expi ry  year  in  the seven-year  carry- forward 
per iod for  the 1989 non-capi ta l  loss) ,  only  $35,000 of  the 1989 
non-capi ta l  loss had been used e i ther  as deduct ions in  calculat ing 
taxable income or  c la imed under paragraph 186(1)(c)  or  (d) .  S ince 
the 1989 non-capi ta l  loss could not  be carr ied forward to the 1997 
or  any subsequent  taxat ion year ,  ABC Ltd.  inc luded in i ts  net  capi ta l  
loss for  the 1996 taxat ion year  the lesser  of  

• the $10,000 ABIL that  was incurred in  the 1989 taxat ion year ;  and 

• the unused por t ion,  as of  the end of  the 1996 taxat ion year ,  of  the 
non-capi ta l  loss for  the 1989 year  = $50,000 – $35,000 
= $15,000.  

The corporat ion therefore inc luded $10,000 in i ts  net  capi ta l  loss for  
the 1996 year .  

The above example demonstrates that  uses of  a non-capi ta l  loss ( in  
other  years)  are considered to come f i rs t  out  of  the losses other  than 
ABILs (because such other  losses can expi re)  and then,  only  af ter  a l l  
such other  losses have been used,  out  of  the ABILs (because they can 
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be t ransferred to a net  capi ta l  loss when the non-capi ta l  loss in  which 
they are inc luded expi res) .  

Amended Return for Year of Loss Application When Loss 
Carried Back From Subsequent Year 
¶ 28.  A taxpayer  c la iming a deduct ion for  a par t icu lar  taxat ion year  
( i .e . ,  year  of  loss appl icat ion)  in  respect  of  a loss incurred in  a 
subsequent  year  is ,  by v i r tue of  subsect ion 152(6) ,  requi red to f i le  a 
prescr ibed form amending the return f i led for  the year  of  loss 
appl icat ion.  Such form is  to  be f i led no la ter  than the day on which the 
taxpayer 's  return for  the subsequent  loss year  would,  by v i r tue of  
sect ion 150,  be requi red to be f i led i f  the taxpayer had Part  I  tax to 
pay for  that  year .  This means that  a taxpayer,  at  the t ime of  f i l ing the 
prescr ibed form, is  requi red to decide how much,  i f  any,  of  the loss is  
to  be used in each of  the taxat ion years preceding the loss year  to 
which a loss may be carr ied back.  The prescr ibed form for  request ing 
a loss carry-back is  form T1A for  ind iv iduals,  T2A for  corporat ions and 
T3A for  t rusts.  
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Separate Taxpayers 
¶ 29.  Unless otherwise expressly  permi t ted by the Act  (see the 
current  vers ion of  IT-302R2, Losses of  a Corporat ion – The Ef fect  
That  Acquis i t ions of  Contro l ,  Amalgamat ions,  and Windings-Up Have 
on Their  Deduct ib i l i ty  – Af ter  January 15,  1987),  the taxpayer ent i t led 
to use a loss is  the person that  incurred the loss.  I f ,  for  example,  an 
indiv idual  operat ing an unincorporated business incorporates the 
business,  the indiv idual  and the corporat ion are separate taxpayers.  
Consequent ly ,  a  carr ied-over  loss incurred by the indiv idual  pr ior  to  
incorporat ion can be carr ied forward (or  back)  and used only  by the 
indiv idual ;  i t  cannot  be used by the corporat ion.  

Death of an Individual 
¶ 30.  I f  an indiv idual  d ies,  subsect ion 111(2)  modi f ies 
paragraph 111(1)(b)  and subsect ion 111(1.1)  for  purposes of  
ca lculat ing the indiv idual 's  taxable income for  the year  of  death and 
the immediate ly  preceding year  ( the " last  two years") .  The ef fect  of  
subsect ion 111(2)  is  that  the ru les descr ibed in  ¶s 18(b) ,  20 and 21 
above are modi f ied for  purposes of  apply ing net  capi ta l  losses in  the 
last  two years.  Under these modi f ied ru les,  a l l  unused net  capi ta l  
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losses ar is ing in  years up to and inc luding the year  of  death may be 
used to the extent  needed to fu l ly  of fset  any net  taxable por t ion of  
capi ta l  gains for  the last  two years.  The inc lus ion rate adjustment  
descr ibed in  ¶ 20 above st i l l  appl ies for  th is  purpose.  Thus,  for  
example,  only  $5,000 of  a net  capi ta l  loss f rom the 1986 taxat ion year  
would be needed to fu l ly  of fset  a $7,500 taxable capi ta l  gain for  1996.  
Af ter  th is  use ( i f  any)  of  the indiv idual 's  net  capi ta l  losses against  the 
net  taxable por t ion of  capi ta l  gains for  the last  two years,  any por t ion 
of  the net  capi ta l  losses that  is  s t i l l  unused must  f i rs t  be reduced by 
the fu l l  amount  of  a l l  sect ion 110.6 capi ta l  gains deduct ions c la imed 
by the indiv idual  for  any taxat ion year .  Any remain ing amount  can 
then be deducted in  fu l l  against  any other  income for  the last  two 
years.  

Explanation of Changes 
Introduction 
The purpose of  the EXPLANATION OF CHANGES is  to  g ive the reasons for  
the rev is ions to an in terpretat ion bul le t in .  I t  out l ines rev is ions that  we 
have made as a resul t  o f  changes to the law,  as wel l  as changes 
ref lect ing new or  rev ised departmenta l  in terpretat ions.  

–  7 4  –  



Reasons for the Revision 
This bul le t in  has been rev ised to make i t  more user  f r iendly by 

• expanding on the explanat ions of  the basic  loss ru les conta ined in  
the INCOME TAX ACT in  order  for  readers to bet ter  understand the 
ef fect  of ,  or  the rat ionale behind,  each par t icu lar  ru le;  and 

• provid ing numerous examples to i l lust rate the explanat ions g iven.  

This bul le t in  has a lso been rev ised to ref lect  amendments to the Act  
that  were enacted under 

• S.C. 1988,  c .  55 ( former ly  Bi l l  C-139);  

• the 5th Supplement  to the Revised Statutes of  Canada,  1985;  

• S.C. 1994,  c .  7,  Schedules I I ,  VI  and VI I I  ( former ly  Bi l l  C-15,  
Schedules I I ,  VI  and VI I I ) ;  and 

• S.C. 1995,  c .  21 ( former ly  Bi l l  C-70) .  

The bul le t in  a lso conta ins a note regarding a proposed amendment  to 
the INCOME TAX ACT conta ined in  Bi l l  C-69.  The comments in  the 
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bul le t in  are not  af fected by any other  draf t  leg is lat ion re leased as of  
the date of  the bul le t in 's  publ icat ion.  

Legislative and Other Changes 
In  the new bul le t in ,  we have 

• added an explanat ion of  the ru les per ta in ing to the use of  each type 
of  loss in  the year  in  which the loss was incurred (and,  accordingly ,  
changed the t i t le  of  the bul le t in) ;  

• added a d iscussion on the use of  a " l is ted-personal-proper ty  loss" ;  

• added explanat ions regarding the effect  o f  the adjustments that  are 
made when calculat ing the var ious carr ied-over  loss amounts;  

• added a number of  examples to i l lust rate the ru les d iscussed in the 
bul le t in ;  

• provided other  addi t ional  in format ion;  

• removed the d iscussion of  ru les that  have l i t t le  or  no re levance to 
current  taxat ion years;  

–  7 6  –  



• removed the d iscussion of  topics that  are outs ide the scope of  the 
bul le t in  – the topics d iscussed in ¶ 10,  the second par t  of  ¶s 15,  29 
(and the second hal f  o f  ¶  24) ,  31,  32 and 33 of  the former bul le t in  
are outs ide the scope of  the new bul le t in ;  and 

• otherwise rearranged to a large extent  the order  of  d iscussion of  
the bul le t in 's  topics.  

As a resul t  o f  these changes,  the st ructure of  the new bul le t in  d i f fers 
considerably f rom that  of  the former bul le t in .  Therefore,  the 
explanat ions g iven below do not  refer  to  the paragraph numbers of  the 
former bul le t in .  

Var ious paragraphs throughout  the bul le t in  deal  wi th the calculat ion  
of  a taxpayer 's  "net  capi ta l  loss,"  "non-capi ta l  loss,"  " farm loss"  and 
"pre-1986 capi ta l  loss."  Under the current  INCOME TAX ACT,  

• the def in i t ions of  these losses are no longer conta ined in  
paragraphs 111(8)(a) ,  111(8)(b) ,  111(8)(b.1)  and 111(8)(b.2)  of  the 
Act ,  respect ive ly ,  but  instead are in  a lphabet ica l  order  in  
subsect ion 111(8) ;  and 

• each of  these def in i t ions is  in  the form of  an a lgebraic  formula.  
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In  step 1 of  ¶ 4,  there is  a note regarding the proposed repeal  of  
sect ion 37.1.  

In  step 3 of  ¶ 4,  the amount  $6,250 was changed f rom $2,500 for  
f iscal  per iods commencing af ter  1988.  

¶s 6,  7 and 20  re fer  to  the inc lus ion rate that  is  used for  determin ing 
the taxable por t ion of  capi ta l  gains and the a l lowable por t ion of  
capi ta l  losses.  The inc lus ion rate changed f rom 1/2 to 2/3 to 3/4.  The 
2/3 rate general ly  took ef fect  for  1988 and 1989 and the 3/4 rate 
general ly  took ef fect  af ter  1989.  

¶ 14  d iscusses a number of  adjustments to the "non-capi ta l  loss" :  

• The adjustment  to the "non-capi ta l  loss"  wi th respect  to  
sect ion 110.6 of  the Act  was changed f rom the amount  "deduct ib le"  
to  the amount  "deducted" under that  sect ion.  This amendment was 
made to ensure that  a non-capi ta l  loss can be preserved by means 
of  th is  adjustment  only  to the extent  that  the taxpayer in  fact  c la ims 
a sect ion 110.6 capi ta l  gains deduct ion (see EXAMPLE 2 in  ¶ 14) .  
This  amendment took ef fect  for  the 1988 and subsequent  taxat ion 
years.  
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• The adjustment  to the "non-capi ta l  loss"  wi th respect  to  
paragraph 110(1)(k)  of  the Act  came into ex is tence for  the 1988  
and subsequent  taxat ion years (wi th cer ta in t ransi t ional  ru les for  
the 1988 taxat ion year) .  

¶ 16  d iscusses an adjustment  to the "non-capi ta l  loss"  resul t ing f rom 
the receipt  of  fuel  tax rebates.  This  adjustment ,  as wel l  as the 
addi t ion to the INCOME TAX ACT of  subsect ion 111(10)  (which is  re lated 
to the adjustment) ,  f i rs t  took ef fect  wi th respect  to  amounts received 
af ter  1991.  ¶ 16 a lso refers to another  re lated prov is ion,  
paragraph 12(1)(x.1) ,  which was added to the Act  for  the 1992 and 
subsequent  taxat ion years.  

In  ¶ 17,  the ru le that  a taxpayer 's  " rest r ic ted farm loss,"  " farm loss,"  
"net  capi ta l  loss"  and "non-capi ta l  loss"  be reduced as requi red by 
sect ion 80 has been speci f ica l ly  prov ided for  in  the def in i t ions for  
those losses for  taxat ion years ending af ter  February 21,  1994.  ( I t  
should be noted,  however,  that  the amendments to these def in i t ions 
for  th is  purpose were c lar i fy ing amendments because sect ion 80 i tse l f  
current ly  prov ides,  and d id prov ide as i t  read for  taxat ion years 
ending before February 22,  1994,  for  reduct ions to these losses.)  

–  7 9  –  



¶ 19  d iscusses the order ing ru le in  sect ion 111.1.  For  the 1987 and 
subsequent  taxat ion years,  sect ion 111.1 was amended to add a 
reference to sect ion 110.7 ( the nor thern res idents deduct ion) .  For  
the 1988 and subsequent  taxat ion years,  sect ion 111.1 was amended 
to remove the references to deduct ion prov is ions that  were no longer 
avai lable (some of  these deduct ion prov is ions,  such as those for  
personal  exempt ions,  were replaced by non-refundable tax credi ts) .  

The f irst  half  of  ¶ 20  d iscusses the " inc lus ion rate adjustment"  ru le.  
That  ru le was added to the Act  s ince the issuance of  the last  bul le t in  
and was made ret roact ive ly  appl icable wi th respect  to  computat ions  
of  taxable incomes for  the 1985 and subsequent  taxat ion years.  

In  ¶ 21,  i tems (a) ,  (b)  and (c)  ref lect  a ru le that ,  when calculat ing an 
indiv idual 's  "pre-1986 capi ta l  loss balance,"  the reduct ion for  pr ior  
years '  sect ion 110.6 capi ta l  gains deduct ions must  be adjusted to take 
in to account  the d i f ferences in  the capi ta l  gains inc lus ion rates over  
the years.  This adjustment  ru le resul ts  f rom an amendment to the 
def in i t ion of  an indiv idual 's  "pre-1986 capi ta l  loss balance" that  took 
ef fect  for  the 1988 and subsequent  taxat ion years.  

–  8 0  –  



In  ¶ 25,  the ru le that  a non-capi ta l  loss for  a par t icu lar  year  be 
increased by any net  capi ta l  loss of  another  year  that  is  carr ied over  
to and deducted in  the par t icu lar  year  took ef fect  for  the 1991 and 
subsequent  taxat ion years.  As expla ined in  ¶ 25,  th is  ru le prov ides the 
means for  a loss (e.g. ,  a  business loss)  that  must  be used in the loss 
year  against  taxable capi ta l  gains for  the year ,  to  be re instated as a 
non-capi ta l  loss for  the year  to the extent  that  a net  capi ta l  loss of  
another  year  is  used in the year .  

As ment ioned in ¶ 26,  the subsect ion 110.4(2)  e lect ion wi l l  no longer 
be avai lable for  any taxat ion year  af ter  1997.  

¶ 30  d iscusses subsect ion 111(2) ,  as amended ret roact ive ly  for  the 
computat ion of  taxable income for  the 1985 and subsequent  taxat ion 
years ( th is  was a technical  amendment to make the subsect ion work 
more proper ly) .  

–  8 1  –  
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