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REFERENCE: Paragraphs 20(1)(e)  and (e.1)  (a lso sect ion 21,  the 
def in i t ion of  "e l ig ib le capi ta l  expendi ture"  in  
subsect ion 14(5) ,  subsect ions 18(9)  and (9.1) ,  and 
paragraphs 18(1)(a) ,  (b) ,  (c) ,  ( f ) ,  and (h) ,  20(1)(b) ,  (c) ,  
(e.2)  and ( f ) ,  and subparagraph 53(2)(c)(x)  of  the INCOME 
TAX ACT ( the "Act") )  

At  the Canada Revenue Agency (CRA),  we issue income tax 
in terpretat ion bul le t ins ( ITs)  in  order  to provide technical  
in terpretat ions and posi t ions regarding cer ta in provis 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  indiv iduals who have an 
interest  in  tax matters.  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 
provis 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  provis ions 
of  the law in force for  the par t icu lar  taxat ion year being considered,  
tak ing into account  the ef fect  of  any re levant  amendments to those 
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provis ions or  re levant  court  decis ions occurr ing af ter  the date on 
which the comments were made.  

Subject  to the above,  an interpretat 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  future 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 into af ter  the date on which the change is  
publ ished.  

Most  of  our  publ icat ions are avai lable on our  Web s i te at :  
www.cra.gc.ca  
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I f  you have any comments regarding matters d iscussed in an IT,  
p lease send them to:  

Income Tax Rul ings Directorate 
Pol icy and Planning Branch 
Canada Revenue Agency 
Ottawa ON  K1A 0L5 

or  by emai l  a t  the fo l lowing address:   
bullet ins@cra.gc.ca  

This vers ion is  only avai lable e lectronical ly .  
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Application 
This bul let in  cancels and replaces Interpretat ion Bul let in  IT-341R3 
dated November 29,  1995.  The ef fect ive date of  a par t icu lar  
legis lat ive provis ion d iscussed in the bul le t in  may be indicated in the 
EXPLANATION OF CHANGES sect ion (or ,  in  some cases,  in  the 
DISCUSSION AND INTERPRETATION sect ion)  of  the bul le t in .  However,  
where the bul let in  is  s i lent  wi th respect  to the ef fect ive date of  a 
par t icu lar  provis ion,  such date can be obta ined f rom the legis lat ion 
i tse l f .  Unless otherwise stated,  a l l  s tatutory references throughout  the 
bul le t in  are to the Act .  

Summary 
This bul le t in  deals wi th expenses incurred in the course of  ( i )  issuing 
or  sel l ing secur i t ies,  ( i i )  borrowing money and ( i i i )  incurr ing,  
reschedul ing or  restructur ing indebtedness.  Such expenses are 
normal ly  deduct ib le in  equal  por t ions over f ive years subject  to a 
pro-rata reduct ion for  short  taxat ion years.  
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This bul le t in  a lso deals wi th the provis ion that  overr ides the f ive-year 
apport ionment for  cer ta in f inancing fees incurred af ter  1987 that  
re late only to a par t icu lar  taxat ion year and may be deducted in 
comput ing income for  that  year .  

Discussion and Interpretation 
General 
¶ 1.  In  comput ing a taxpayer 's  income for  a taxat ion year f rom a 
business or  property,  paragraphs 20(1)(e)  and (e.1)  provide for  the 
deduct ion of  expenses incurred in the course of  a t ransact ion referred 
to in  ¶s 2 and 7 even though the expenses may not  otherwise be 
deduct ib le because of  paragraph 18(1)(a) ,  (b) ,  or  (h) .  Expenses that  
do not  meet  the requirements of  paragraph 20(1)(e)  or  (e.1)  may 
qual i fy  as e l ig ib le capi ta l  expendi tures,  provided they meet  the 
requirements of  that  def in i t ion in subsect ion 14(5) .  For  deta i ls  of  
these requirements,  see the current  vers ion of  IT-143,  MEANING OF 
EL IGIBLE CAPITAL  EXPENDITURE.  Conversely,  i f  a  deduct ion for  such 
expenses is  otherwise avai lable under the Act ,  the ru les in 
paragraph 20(1)(e)  do not  apply.  For  example,  when money borrowed 
const i tu tes the borrower 's  s tock- in- t rade,  costs incurred in borrowing 
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money to be used in a money- lending business are not  subject  to the 
restr ic t ions in paragraph 20(1)(e) .  Expenses incurred in these 
c i rcumstances would normal ly  be deduct ib le as ord inary business 
expenses.  

¶ 2.  Paragraph 20(1)(e)  provides that  a taxpayer can deduct  an 
amount  (other  than an "excluded amount")  for  cer ta in expenses that  
are incurred in the course of :  

(a)  an issuance or  sale of  

• shares in the capi ta l  s tock of  a corporat ion by the corporat ion,   

• uni ts  in  a uni t  t rust  by the uni t  t rust ,   

• in terests in  a par tnership by the par tnership,  or   

• in terests in  a syndicate by the syndicate;   

(b)  a borrowing of  money used by the taxpayer for  the purpose of  
earning income f rom a business or  non-exempt income f rom 
property;  
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(c)  incurr ing indebtedness that  is  an amount  payable for  property 
(other  than an interest  in  a l i fe  insurance pol icy)  acquired for  the 
purpose of  gain ing or  producing income f rom a business or  for  the 
purpose of  gain ing or  producing non-exempt income f rom property;  

(d)  an assumpt ion of  a debt  obl igat ion by the taxpayer in  respect  of  a 
borrowing descr ibed in (b) ,  or  an amount  payable descr ibed in 
(c) ,  above;  or  

(e)  reschedul ing or  restructur ing a debt  obl igat ion of  the taxpayer in  
respect  of  a borrowing descr ibed in (b) ,  or  an amount  payable 
descr ibed in (c) ,  above,  that  provides for :  

• the modi f icat ion of  the terms or  condi t ions of  the debt  
obl igat ion,   

• the convers ion of  the debt  obl igat ion to a share or  another  debt  
obl igat ion,  or   

• the subst i tu t ion of  the debt  obl igat ion wi th a share or  another  
debt  obl igat ion.  
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"Excluded amount"  means:  

• an amount  paid or  payable on account  of  pr inc ipal  or  in terest  for  a 
debt  obl igat ion;  

• an amount  that  is  cont ingent  or  dependent  on the use of  or  
product ion f rom property;  or  

• an amount  that  is  computed by reference to revenue,  prof i t ,  cash 
f low,  commodi ty  pr ice or  any other  s imi lar  cr i ter ion or  by reference 
to d iv idends paid or  payable to shareholders of  any c lass of  shares 
of  a corporat ion.  

¶ 3.  Speci f ica l ly  inc luded in the expenses deduct ib le under 
paragraph 20(1)(e)  are commissions,  fees,  or  any other  amounts 
(which would inc lude a bonus)  paid or  payable for ,  or  on account  of ,  
serv ices rendered by a person as a salesperson,  agent ,  or  dealer  in  
secur i t ies (e.g.  in  an agency best  ef for t  p lacement)  in  the course of  
the issuance,  sale or  borrowing.  
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Five-year apportionment 
¶ 4.  Expenses incurred in t ransact ions descr ibed in ¶ 2 are normal ly  
only deduct ib le in  equal  por t ions over f ive years (hereinaf ter  referred 
to as " the f ive-year apport ionment ru le") .  The deduct ion in a taxat ion 
year for  such an expense is  restr ic ted to the least  of :  

(a)  20% of  the expense;  

(b)  the proport ion of  (a)  above that  the number of  days in the taxat ion 
year is  of  365;  and 

(c)  the amount ,  i f  any,  by which the expense exceeds the tota l  of  each 
amount  deduct ib le in  respect  of  the expense in comput ing income 
for  a preceding taxat ion year.  

I f  a  corporat ion which has an undeducted balance of  such an expense 
is  wound-up into,  or  amalgamated wi th,  another  corporat ion,  the 
parent  corporat ion,  or  new corporat ion,  as the case may be,  may 
cont inue to deduct  the expense over  the balance of  the f ive-year 
per iod.  A taxpayer who fa i ls  to deduct  the maximum al lowable in a 
taxat ion year for  an expense under paragraph 20(1)(e)  cannot  carry 
forward the undeducted por t ion to  a subsequent  taxat ion year.  
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Example:  A uni t  t rust  incurs uni t  issue costs,  which are deduct ib le at  
a maximum rate of  20% per year under paragraph 20(1)(e) .  However,  
the t rust  is  wound up before four  years have e lapsed and a balance of  
issue costs represent ing more than 20% of  the or ig inal  issue expense 
remains to be deducted in i ts  f inal  taxat ion year.  In  the year of  
windup,  the deduct ion by the t rust  would be l imi ted to that  proport ion 
of  20% of  the or ig inal  expense that  the number of  days in the f inal  
year  is  of  365.  Therefore,  the t rust  would not  be able to deduct  the 
balance of  the uni t  issuance costs.  

Exceptions to f ive-year apportionment 
¶ 5.  I f ,  in  a par t icu lar  taxat ion year,  a taxpayer set t les or  
ext inguishes a l l  debt  obl igat ions for  a borrowing or  an indebtedness 
descr ibed in ¶ 2 (b)  or  (c) ,  otherwise than as par t  of  a ser ies of  
borrowings or  other  t ransact ions and repayments,  the balance of  the 
expenses that  was not  deduct ib le in  a previous taxat ion year because 
of  the f ive-year apport ionment ru le wi l l  be deduct ib le in  that  par t icu lar  
taxat ion year by v i r tue of  subparagraph 20(1)(e)(v) .  However,  th is  
subparagraph wi l l  only  apply i f  the taxpayer set t les or  ext inguishes a l l  
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debt  obl igat ions for  considerat ion that  does not  inc lude any uni t ,  
in terest ,  share,  or  debt  obl igat ion of :  

(a)  the taxpayer;  

(b)  any person wi th whom the taxpayer does not  deal  at  arm's length;  
or  

(c)  any par tnership or  t rust  of  which the taxpayer or  a 
person descr ibed in (b)  above is  a member or  benef ic iary.  

For  a debt  obl igat ion to be "set t led or  ext inguished,"  a l l  l iab i l i ty  for  
payment must  be terminated.  Payment,  cancel lat ion,  set-of f ,  
subst i tu t ion of  debtors,  and re lease are examples of  some possib le 
means of  set t lement .  A debt  or  obl igat ion is  not  set t led when a 
credi tor  abandons h is  or  her  r ight  to enforce payment or  becomes 
statute-barred f rom enforc ing h is  or  her  r ight  to payment.  However,  a 
set t lement  does occur  when,  by statute,  the debtor 's  actual  l iab i l i ty  to 
pay is  ext inguished af ter  a speci f ied per iod of  t ime has e lapsed.  The 
comments in  the current  vers ion of  IT-119,  DEBTS OF SHAREHOLDERS,  
CERTAIN  PERSONS WITH SHAREHOLDER,  regarding whether  a repayment 
is  par t  of  a ser ies of  loans or  other  t ransact ions and repayments are 
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helpfu l  when determining whether  a repayment is  par t  of  a ser ies of  
borrowings or  other  t ransact ions and repayments under 
subparagraph 20(1)(e)(v) .  

¶ 6.  I f  a  par tnership ceases to ex is t ,  expenses incurred in s i tuat ions 
descr ibed in ¶ 2 that  were not  deduct ib le by the par tnership in  a 
taxat ion year pr ior  to the d issolut ion because of  the f ive-year 
apport ionment ru le,  wi l l  not  be deduct ib le by the par tnership but  wi l l  
be deduct ib le over  the remainder of  the f ive-year per iod in the hands 
of  the par tners by v i r tue of  subparagraph 20(1)(e)(v i ) .  Such expenses 
are a l located to each par tner  in  proport ion to the re lat ionship of  the 
fa i r  market  value of  the par tner 's  in terest  in  the par tnership 
immediate ly  before i t  ceases to ex is t  to the overal l  fa i r  market  value 
of  a l l  in terests in  the par tnership at  that  t ime.  The adjusted cost  base 
to a taxpayer of  an interest  in  a par tnership which has ceased to ex is t  
is  reduced by the taxpayer 's  a l locat ion under subparagraph 
20(1)(e)(v i )  by v i r tue of  subparagraph 53(2)(c)(x) .  I f  subparagraph 
20(1)(e)(v)  appl ies to a par tnership (see ¶ 5)  in  the f iscal  per iod i t  
ceased to ex is t ,  the par tners wi l l  be ent i t led to deduct  the expenses 
that  were not  previously deduct ib le  by the par tnership,  because of  the 
f ive-year apport ionment ru le,  in  each par tner 's  f i rs t  taxat ion year that  
ends af ter  the par tnership ceases to ex is t .  
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Fees that relate only to a year 
¶ 7.  Paragraph 20(1)(e.1)  provides that  cer ta in fees payable by a 
taxpayer in  a par t icu lar  taxat ion year may be deducted in comput ing 
the taxpayer 's  income for  that  year i f  they can reasonably be 
considered to re late only to that  year ,  and are incurred by the 
taxpayer in  any t ransact ion descr ibed in ¶ 2 (b)  to (e) .  I t  is  a quest ion 
of  fact  whether  a par t icu lar  fee is  reasonably considered to re late 
sole ly  to the year.  For  example,  a one-t ime fee re lated to a loan wi th 
a term longer than one year,  such as a loan-structur ing fee or  
loan-placement fee,  is  not  reasonably considered to re late only to the 
year in  which the loan was made.  Annual  s tandby charges incurred by 
a taxpayer to mainta in a l ine of  credi t  wi th a f inancia l  inst i tu t ion,  
would general ly  be deduct ib le under paragraph 20(1)(e.1)  in  the year 
incurred provided the taxpayer intends to use the l ine of  credi t .  

¶ 8.  The fees deduct ib le under paragraph 20(1)(e.1)  inc lude standby 
charges,  guarantee fees,  regist rar  fees,  t ransfer  agent  fees,  f i l ing 
fees,  serv ice fees,  or  any s imi lar  fees,  provided such fees are not :  

• cont ingent  or  dependent  upon the use or  product ion f rom property;   
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• computed by reference to revenue,  prof i t ,  cash f low,  commodi ty  
pr ice,  or  any other  s imi lar  cr i ter ion;  or   

• computed by reference to d iv idends paid or  payable to shareholders 
of  any c lass of  shares of  the capi ta l  s tock of  a corporat ion.   

Purpose of borrowing money 
¶ 9.  I f  a  taxpayer incurs expenses when borrowing money,  
paragraphs 20(1)(e)  and (e.1)  require that  the taxpayer use the 
borrowed money for  the purpose of  earning income f rom a business 
carr ied on by the taxpayer or  for  the purpose of  earning non-exempt 
income f rom property.  For  example,  th is  requirement is  general ly  met  
when bonds are issued and the proceeds are used to redeem 
preferred shares.  This requirement is  a lso met when,  for  example,  
borrowed money is  used to provide work ing capi ta l .  In  addi t ion,  
paragraphs 20(1)(e)  and (e.1)  require that ,  i f  a  taxpayer incurs 
expenses in the course of  incurr ing indebtedness that  is  an amount  
payable for  property acquired,  the taxpayer must  acquire the property 
for  the purpose of  gain ing or  producing income f rom a business or  
non-exempt income f rom the property.  These requirements are met 
when the amount  payable is  for  depreciable property acquired for  use 
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in  a business or  for  capi ta l  property (other  than an interest  in  a l i fe  
insurance pol icy)  that  earns non-exempt income. I f  money is  borrowed 
par t ly  for  a qual i fy ing purpose under paragraph 20(1)(e)  or  (e.1)  and 
par t ly  for  some other  purpose,  only the par t  of  the expenses that  may 
reasonably be considered appl icable to the qual i f ied purpose is  
deduct ib le.  

¶ 10.  The deduct ion permi t ted by paragraph 20(1)(e)  or  (e.1)  is  
restr ic ted to the taxpayer who enters in to a t ransact ion descr ibed in 
¶ 2.  I f  for  example,  expenses are paid by a parent  company on behal f  
of  i ts  subsid iary,  in  connect ion wi th the issuance of  shares by i ts  
subsid iary,  they are not  deduct ib le by the parent  company under 
paragraph 20(1)(e) .  However,  prov ided such expenses are re imbursed 
by the subsid iary to the parent ,  and are reasonable in the 
c i rcumstances,  they would be deduct ib le by the subsid iary.  

¶ 11.  A parent  company that  is  subject  to the tax laws of  a fore ign 
jur isd ic t ion may guarantee a th i rd-par ty  loan of  i ts  Canadian 
subsid iary wi thout  s t ipulat ing the payment of  a fee by the subsid iary 
for  the guarantee g iven.  I f ,  as a resul t ,  the tax author i t ies of  the 
fore ign country impute a guarantee fee to the parent  company,  any 
payment by the Canadian subsid iary to i ts  fore ign parent  for  the 
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imputed amount  is  in  the nature of  a payment ar is ing f rom the 
assessing act ion of  these tax author i t ies and is  not  a deduct ib le 
expense incurred in the course of  borrowing money.  

Transactions actually incurred 
¶ 12.  Under paragraphs 20(1)(e)  and (e .1) ,  a taxpayer seeking the 
deduct ion must  actual ly  carry out  one of  the t ransact ions referred to 
in  ¶ 2.  Therefore,  when such t ransact ions are proposed,  the taxpayer 
general ly  cannot  deduct  any amount  under those paragraphs i f  the 
t ransact ions are not  carr ied out .  An except ion to the ru le would be in 
the case of  an annual  s tandby charge to mainta in a l ine of  credi t  as 
expla ined in ¶ 7.  The fact  that  a p lan for  a t ransact ion descr ibed in 
¶ 2 was abandoned would not  resul t  in  a d isal lowance of  expenses 
re lat ing to that  p lan i f  the t ransact ion is  actual ly  carr ied out  pursuant  
to a new t ransact ion p lan that  was subst i tu ted for  the or ig inal  one.   

Example 1 
A taxpayer has paid commitment  fees to a f inancia l  inst i tu t ion wi th 
respect  to a proposed loan to be used to acquire an income- 
producing investment .  The taxpayer subsequent ly  borrows the 
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money f rom a d i f ferent  f inancia l  inst i tu t ion.  The commitment  fee 
paid to the f i rs t  f inancia l  inst i tu t ion would be considered to be an 
expense incurred in the course of  borrowing money wi th in the 
meaning of  subparagraph 20(1)(e)( i i )  i f  the taxpayer used the 
borrowed money to acquire the income-producing investment .  The 
actual  f inancing must  be a subst i tu te for  the loan or ig inal ly  sought .  

Example 2 
A corporat ion at tempts to ra ise money through the issuance of  debt .  
The debt  proceeds are to be used by the corporat ion to f inance i ts  
business act iv i t ies.  The corporat ion incurs var ious legal  and 
account ing costs wi th respect  to the at tempt to ra ise money through 
the issuance of  debt ;  however,  unt imately,  the loan t ransact ion is  
not  carr ied out .  As such,  the expenses incurred do not  meet  the 
requirements for  a deduct ion under  paragraph 20(1)(e) .  Assuming 
the borrowed money would not  have been  the taxpayer 's  s tock- in-
t rade (as would be the case i f  the taxpayer is  not  a money lender) ,  
the borrowing would have been on account  of  capi ta l  and a 
deduct ion thereof  would be denied pursuant  to  paragraph 18(1)(b) .  
However,  expenses on account  of  capi ta l  and incurred for  the 
purposes of  gain ing or  producing income f rom a business may 
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qual i fy  as an "e l ig ib le capi ta l  expendi ture"  under that  def in i t ion in 
subsect ion 14(5) .  

¶ 13.  For  expenses to qual i fy  under paragraph 20(1)(e) ,  in  
connect ion wi th the issuance or  sale of  shares,  i t  is  not  necessary for  
the taxpayer to obta in addi t ional  capi ta l  by the issuance or  sale of  
shares.  For  instance,  a taxpayer may incur  deduct ib le expenses under 
paragraph 20(1)(e)  in  a capi ta l  reorganizat ion when shares of  one or  
more new share c lasses are subst i tu ted for  shares of  one or  more o ld 
share c lasses.  

Timing of deduction 
¶ 14.  An expense,  ar is ing in the course of  one of  the t ransact ions 
referred to in  ¶ 2,  wi l l  begin to  be deduct ib le,  under the f ive-year 
apport ionment ru le,  in  the year in  which the expense is  incurred,  or  
wi l l  be fu l ly  deduct ib le in  that  year  i f  paragraph 20(1)(e.1)  (see ¶ 7)  
appl ies to the expense.  This would normal ly  be the same year in  
which the t ransact ion takes p lace.  In cer ta in cases,  however,  such an 
expense may begin to be deduct ib le under paragraph 20(1)(e) ,  or  be 
fu l ly  deduct ib le under paragraph 20(1)(e.1) ,  in  a year before the one 
in which the t ransact ion took p lace.  For  example,  th is  would be the 
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case when an expense to arrange for  an issuance of  shares is  
incurred in a year pr ior  to the one in which the shares are actual ly  
issued.  In that  s i tuat ion,  the expense wi l l  normal ly  be considered to 
be incurred in the course of  the issuance.  An expense may also begin 
to be deduct ib le under paragraph 20(1)(e) ,  or  be fu l ly  deduct ib le 
under paragraph 20(1)(e.1) ,  in  a year  fo l lowing the one in which the 
actual  t ransact ion takes p lace provided there was a commitment  to 
incur  a future expense at  the t ime the t ransact ion was arranged.  For  
example,  as a condi t ion of  a loan agreement,  a borrower may be 
required to pay to the lender,  for  a cer ta in number of  years,  a por t ion 
of  the revenue f rom the property  acquired wi th the borrowed money.  
Provided they are not  in terest  payments or  compensat ion payments 
for  the use of  borrowed money,  such payments would begin to be a 
deduct ib le expense to the borrower under paragraph 20(1)(e)  in  the 
years in which they become payable,  or  would be a deduct ib le 
expense in that  year  i f  subparagraph 20(1)(e)(v)  appl ies (see ¶ 5) .  

Election to capitalize expenses 
¶ 15.  I f  a  taxpayer borrows money for  the purpose of  acquir ing 
depreciable property,  and incurs expenses in the course of  borrowing 

–  21  –  



 

that  money that  would otherwise be deduct ib le under 
paragraph 20(1)(e) ,  the taxpayer  may e lect  under sect ion 21 to 
capi ta l ize these expenses a long wi th the interest  paid or  payable on 
the borrowing.  When these costs are capi ta l ized as a resul t  o f  an 
e lect ion under sect ion 21,  they form part  of  the capi ta l  cost  of  the 
depreciable property subject  to  capi ta l  cost  a l lowance.  

Deductible expenses 
¶ 16.  When a corporat ion,  par tnership,  or  syndicate enters into a 
t ransact ion descr ibed in ¶ 2(a) ,  the expenses l is ted below would be 
deduct ib le under subparagraph 20(1)(e)( i )  in  comput ing income for  the 
year in  which they are incurred:  

(a)  legal  fees in connect ion wi th the preparat ion and approval  of  a 
prospectus per t inent  to the issuance or  sale of  shares,  uni ts ,  or  
in terests;  

(b)  account ing or  audi t ing fees in connect ion wi th the preparat ion of  
reports on f inancia l  s tatements and stat is t ica l  data for  inc lus ion 
in,  or  for  presentat ion wi th,  the prospectus;  
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(c)  the cost  of  pr int ing the prospectus,  new share,  uni t ,  or  in terest  
cer t i f icates,  etc;  

(d)  regist rars '  or  t ransfer  agents '  fees;  and 

(e)  f i l ing fees charged by any publ ic  regulatory body which requires 
the f i l ing of  a prospectus for  acceptance.  

¶ 17.  Subject  to ¶s 9 and 12,  the fo l lowing expenses incurred in the 
course of  borrowing money and not  otherwise deduct ib le under 
paragraph 20(1)(e.1)  (see ¶ 7) ,  are of  a deduct ib le nature under 
subparagraph 20(1)(e)( i i ) :  

(a)  legal  fees in connect ion wi th the preparat ion and approval  of  a 
prospectus when the money is  to  be borrowed by means of  an 
issue of  bonds or  debentures;  

(b)  the cost  of  pr int ing the prospectus,  bonds,  or  debentures,  etc;  

(c)  a commitment  fee paid to a lender pursuant  to an agreement 
between the borrower and the lender whereby the lender is  
commit ted to make a speci f ied amount  of  money avai lable to the 
borrower f rom t ime to t ime as,  and when,  the borrower requests;  
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(d)  an amount  paid to the guarantor  of  a loan e i ther  on a per iodic 
basis dur ing the cont inuance of  the loan,  or  as a one-t ime 
payment at  the commencement of  the loan;  

(e)  cer ta in "sof t  costs"  an investor  incurs in  the course of  f inancing 
the construct ion of  a bui ld ing to be used for  the purpose of  
earning income f rom property in  which the investor  has the 
benef ic ia l  ownership at  the t ime such costs are incurred.  The more 
f requent ly  encountered sof t  costs ( i .e . ,  costs not  re lated to the 
acquis i t ion of  the land,  bui ld ings,  and equipment)  that  an investor  
pays which are deduct ib le under paragraph 20(1)(e)  are:  

• mortgage appl icat ion,  mortgage appraisal ,  mortgage processing,  
and mortgage insurance fees,   

• mortgage guarantee fees (see (d)  above),   

• mortgage brokerage (p lacement)  and f inder 's  fees,  and  

• legal  fees re lated to mortgage f inancing;   

( f )  promoter 's  serv ice fees re lated to those sof t  cost  expenses that  
are deduct ib le under paragraph 20(1)(e) ;  
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(g)  cer t i f icat ion fees and cer ta in other  expenses incurred,  such as 
commissions charged by a bank,  in  connect ion wi th the sale of  
bankers '  acceptances;  and 

(h)  expenses descr ibed in ¶ 16(b) ,  (d ) ,  and (e) ,  i f  they are incurred in 
the course of  borrowing money and not  otherwise deduct ib le under 
paragraph 20(1)(e.1) .  

¶ 18.  A corporat ion proposing to issue shares or  bonds,  a 
par tnership proposing to issue interests,  or  a uni t  t rust  proposing to 
issue i ts  own uni ts  may enter  in to an agreement wi th an underwr i ter  
who undertakes to organize a group of  agents who wi l l  so l ic i t  and 
make sales on a commission basis.  The underwr i ter  may a lso agree to 
mainta in the required records,  d isburse those commissions and 
per form the necessary administ rat ive and c ler ica l  work concerning the 
issue,  for  a fee or  a commission.  When such a fee or  commission is  a 
f ixed amount  or  is  calculated wi th reference to the number of  sales or  
the sales value of  completed t ransact ions,  they are regarded as 
commissions,  fees,  or  any other  amounts for  the purposes of  ¶ 2.  

¶ 19.  In  some cases,  an underwr i ter  or  dealer  in  secur i t ies act ing as 
a pr inc ipal  may g ive advice or  per form cer ta in serv ices in the capaci ty  
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o f  a f inancia l  adviser  to prepare for  an issue of  shares,  in terests,  
uni ts ,  or  bonds.  I f  an amount  is  pa id or  payable to the underwr i ter   
or  dealer  in  that  capaci ty ,  i t  would be deduct ib le under e i ther  
paragraph 20(1)(e)  or  (e.1) .  

Non-deductible expenses 
¶ 20.  A d iscount  of  a debt  obl igat ion is  not  deduct ib le under 
paragraph 20(1)(e) ,  but  may be subject  to the provis ions of  
paragraphs 18(1)( f )  and 20(1)( f ) .  When a corporat ion sel ls  shares of  
i ts  capi ta l  s tock at  a d iscount ,  or  a taxpayer sel ls  t rust  uni ts  or  
par tnership in terests at  a d iscount ,  the d iscount  is  not  an expense 
incurred in the course of  sel l ing shares,  uni ts ,  or  in terests that  is  
deduct ib le under paragraph 20(1)(e)  nor  is  i t  deduct ib le under any 
other  provis ion of  the Act .  So-cal led commissions,  fees,  or  other  
amounts ( inc luding bonuses)  paid or  payable to a person to whom the 
shares,  uni ts ,  or  in terests were issued or  sold,  or  f rom whom the 
money was borrowed,  are normal ly  considered to be d iscounts and are 
not  deduct ib le under paragraph 20(1)(e)  or  (e.1) .  Also,  they do not  
qual i fy  as e l ig ib le capi ta l  expendi tures (see the current  vers ion of  
IT-143).  However,  when a person act ing as a pr inc ipal  in  such a 
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t ransact ion is  an underwr i ter ,  any reasonable underwr i t ing fees that  
are c lear ly  associated wi th the t ransact ion are deduct ib le under 
paragraph 20(1)(e) ,  or  under paragraph 20(1)(e.1) .  There must  be 
d is t inct  ev idence that  the underwr i ter  acquired the shares,  uni ts ,  
in terests,  or  debt  obl igat ions for  the purpose of  publ ic ly  d is t r ibut ing 
them. Any addi t ional  payment,  which is  in  substance a d iscount ,  wi l l  
not  be deduct ib le.  In making th is  determinat ion in a g iven case,  a 
compar ison would be made of  the normal  underwr i t ing pract ices 
regarding charges for  serv ices when the underwr i ter  acts as an agent  
for  s imi lar  issuances,  sales,  or  borrowings.  

Fees paid to an investment  banker are usual ly  incurred in the course 
of  acquir ing a business involv ing the acquis i t ion of  share capi ta l .  
Such costs should be added to the cost  of  the shares acquired by the 
purchaser.  Consequent ly ,  th is  type of  expense is  usual ly  not  
deduct ib le pursuant  to subparagraph 20(1)(e)( i ) .  

¶ 21.  Foreign currency gains or  losses that  ar ise on the real izat ion 
of  an exchange convers ion would not  be deduct ib le under 
paragraph 20(1)(e) .  Fur thermore,  losses on the exchange of  
currencies do not  meet  the def in i t ion of  an "amount  that  is  not  
otherwise deduct ib le"  that  is  an expense incurred by a taxpayer in  the 
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course of  borrowing for  the purposes of  subparagraph 20(1)(e)( i i ) .  
Such exchange losses are incurred in respect  of  a repayment of  a 
borrowing and not  " in  the course of  a borrowing of  money",  thus 
fa l l ing outs ide the scope of  paragraph 20(1)(e) .  

¶  22.  Expenses of  incorporat ion,  inc luding legal  and account ing 
fees,  and expenses of  obta in ing the or ig inal  or  supplementary le t ters 
patent  or  expenses of  amending the or ig inal  char ter  (e.g.  for  the 
purpose of  increasing the company's author ized capi ta l  as a 
pre l iminary to the issuance of  shares)  do not  qual i fy  for  a deduct ion 
under paragraph 20(1)(e) .  Such expenses may,  however,  be e l ig ib le 
capi ta l  expendi tures and hence form part  of  a taxpayer 's  cumulat ive 
e l ig ib le capi ta l  as def ined under subsect ion 14(5) .  As such,  they are 
deduct ib le to the extent  provided by paragraph 20(1)(b) .  (See the 
current  vers ion of  IT-143.)  

Deduction under subsection 18(9.1) 
¶ 23.   Subsect ion 18(9.1)  deals wi th the deduct ib i l i ty  of  fees paid to 
a person or  par tnership to reduce the interest  rate on a debt  
obl igat ion,  or  as penal t ies or  bonuses in considerat ion for  the 
repayment of  a l l  or  a por t ion of  a debt  obl igat ion pr ior  to i ts  matur i ty .  

–  28  –  



 

Subsect ion 18(9.1)  deems such payments,  e i ther  in  respect  of  
borrowed money or  on an amount  payable for  property acquired by the 
taxpayer,  to  have the character is t ics needed for  deduct ib i l i ty  under 
paragraph 20(1)(c)  as in terest  expense,  provided the payments are 
made in the course of  carry ing on a business or  earning income f rom 
property.  However,  subsect ion 18(9.1)  does not  apply to any fee,  
penal ty ,  or  bonus that :  

• may reasonably be considered to have been paid for  the extension 
of  the term of  a debt  obl igat ion or  as considerat ion for  the 
subst i tu t ion or  the convers ion of  a debt  obl igat ion into another  debt  
obl igat ion or  in to a share;   

• is  cont ingent  or  dependent  upon the use of ,  or  product ion f rom, 
property;   

• is  computed by reference to revenue,  prof i t  cash f low,  commodi ty  
pr ice,  or  any s imi lar  cr i ter ion;  or   

• is  computed by reference to any d iv idends paid or  payable on any 
c lass of  shares in a corporat ion.  
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Explanation of Changes 
Introduction 
The purpose of  the EXPLANATION OF CHANGES is  to g ive the reasons for  
the rev is ions to an interpretat ion bul let in .  I t  out l ines rev is ions we 
have made as a resul t  of  changes to the law, as wel l  as changes 
ref lect ing new or  rev ised interpretat ions.  

Overview 
We have rev ised th is  bul le t in  to  incorporate the amendments to the 
INCOME TAX ACT enacted by S.C.  2001,  c .  17 ( former ly  b i l l  C-22) .  

Legislative and other changes 
General ly ,  we have rewr i t ten th is  bul le t in  to improve c lar i ty  and 
readabi l i ty .   

¶  2  was rev ised to ref lect  the changes to paragraph 20(1)(e)  as 
amended by the 2001 Technical  Bi l l ,  e f fect ive for  expenses incurred 
by a taxpayer af ter  November 1999,  other  than expenses incured 
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pursuant  to a wr i t ten agreement made by a taxpayer before December 
1999.  The preamble to paragraph 20(1)(e)  was amended by adding 
"(other  than an excluded amount)" .  The words between 
subparagraph 20(1)(e)( i i .2)  and ( i i i )  have been amended to delete "but  
not  inc luding any amount  that  is  paid or  payable as or  on account  of  
the pr inc ipal  amount  of  the indebtedness or  as or  on account  of  
in terest" .  A por t ion of  th is  phrase was essent ia l ly  moved to 
subparagraph 20(1)(e)( iv .1) .  Subparagraph 20(1)(e)( iv .1)  was added 
to def ine "excluded amount" .  The addi t ion of  the def in i t ion of  
"excluded amount"  ensures that  par t ic ipat ing payments are not  
deduct ib le pursuant  to subparagraph 20(1)(e)( iv .1) .   

¶  4  was rev ised to provide an example of  a s i tuat ion when the f ive-
year apport ionment ru le would apply  to deny the deduct ion of  issue 
costs.  

¶  12 was rev ised to expla in that  the taxpayer seeking the deduct ion 
under paragraphs 20(1)(e)  and 20(1)(e.1)  must  actual ly  enter  in to the 
t ransact ions these paragraphs descr ibe.  We have rev ised th is  
paragraph to provide two examples.  The f i rs t  example addresses the 
deduct ib i l i ty  of  a commitment  fee paid to a f inancia l  inst i tu t ion wi th 
respect  to a proposed loan when a taxpayer subsequent ly  borrows 
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money f rom another f inancia l  inst i tu t ion.  The second example deals 
wi th the deduct ib i l i ty  of  legal  and account ing costs incurred wi th 
respect  to an abandoned at tempt to ra ise money through the issuance 
of  debt .  

¶  20 was rev ised to add a comment wi th respect  to fees paid to an 
investment  banker in  the course of  acquir ing a business.   

New ¶  21 has been added to c lar i fy  that  fore ign currency gains and 
losses that  ar ise on the real izat ion of  an exchange convers ion would 
not  be deduct ib le under paragraph 20(1)(e)  
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