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” WHAT’S NEW FOR 1991? 
This guide includes changes to the Income Tax Act introduced by the Minister of Finance on May 30, 1991. 
These had not yet become law at the time of printing. However, we are preparing to apply the proposed 
changes. 
The principal changes throughout the guide are highlighted in yellow. 
Also, in this year’s guide we have included: 
0 In Chapter 2, you Will find additional definitions to help you understand certain terms used throughout the 

guide. 
l In Chapter 3, there is a brief section on treasury bills, with an accompanying example. The example shows 

you how to calculate a capital gain if you dispose of treasury bills before the date of maturity. 
0 In Chapter 6, there is an example which shows you where to enter amounts reported on T3 

supplementaries. The example also shows you how to fil1 in the related forms. 

Quick reference guide to capital gains 

If you sold . . . 

F/+-ggy 

If you received . . . 

1 

J 

If you sold . . . 

-b If you want 
to claim . . . 
r’ -.-.-.-.-.-.-.-._. 
i the capital gains deduction 

read Chapter 6 l 
l on page 29. i 
L.-.-.-.-.-.-.-.-.-d 
OR 

If you want 
to claim . . . 
r- -.-.-.-.-._.___. 
i 

reserves I 

read Cha@r 7 i 
i on page 41. i -.-.-.-.-.-.-.-.-._., 

OR 

If you have incurred . . . 
r.-‘-.-.-.-.-‘-.-‘-., 

i 
capital losses 

read Chapter 5 i 
i on page 20. i -.-.-.-.-.-.-.-.-._,, 

??? Do you find some terms confusing? b 
Read Chapter 2 - Dejïnitiom 

on page 7. 

This guide uses plain language to explain the most common income tax situations. If you need any help, please 
cal1 your local district taxation office. 
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CHAPTER 1 
WHAT YOU NEED TO KNOW BEFORE YOU START 

Who should read this guide? 

You should read this guide if you had a capital gain or a 
capital loss in 1991. You generally have a capital gain or 
loss whenever you dispose of capital property. This guide 
Will show you how to calculate this type of gain or 10s~. It 
Will also show you how to calculate your capital gains 
deduction. 
This guide refers to other forms that you may have to attach 
to your retum. It also refers you to Interpretation Bulletins 
and Information Circulais. These publications are more 
technical than this guide and cari give you more details on 
less common income tax situations. If you would like to 
order any of these publications, please use the order form on 
the inside back caver of this guide. You cari also get copies 
by calling your district taxation office. 

Did you sel1 personal-use property or your 
home? 

Most people are net affected by capital gains rules because 
the property they own is for their own persona1 use or 
enjoyment. When you sel1 personal-use property such as 
cars and boats, generally you do not end up with a capital 
gain because this type of property usually does not increase 
in value over the years. As a result, you may end up with a 
10s~. Although you have to report a gain on the sale of 
personal-use property, generally you are not allowed to 
claim a 10s~. The rules for personal-use property are 
explained on page 17 in Chapter 4 of this guide. 
If you sel1 your home for more than what it cost you, you 
generally do not have to pay tax on any gain as long as: 
l your home is your principal residence; and 

l you did not designate any other house as your principal 
residence while you owned your home. For more 
information, see Chapter 8. 

Do you have a capital transaction or an 
income transaction? 

You need to know the answer to this question before 
you continue on in this guide. If you sel1 a property and 
end up with a gain or a loss, it may be taxed in one of two 
ways: 
0 as a capital gain or loss (capital transaction); or 
l as an income gain or loss (income transaction). 
You need to find out whether the disposition of a property 
is a transaction of a capital or income nature. The facts 
surrounding the transaction determine the nature of the gain 
or 10s~. You have to report the sale or disposition of capital 
property on Schedule 3 which is in the General Tax Guide 
and retum package. 
If you would like more information on the difference 
between capital and income transactions, get a copy of the 
following Interpretation Bulletins: 
l IT-459 Adventure or Concern in the Nature of Trade 

l IT-218 Profit, Capital Gains and Losses from the Sale 
of Real Estate, Including Farmland ami 
Inherited Land and Conversion of Real Estate 
from Capital Property to Inventory and Vice 
Versa 

l IT-479 Transactions in Securities and its Special 
Release 

The information in the rest of this guide deals with capital 
transactions. Therefore, if you have an income transaction, 
you do not have to read any fuither in this guide. If you 
have an income transaction, get a copy of the Business and 
Professional Income Tax Guide. 

Do you need to read all of this guide? 

You may not need to read all of this guide to report your 
capital gains and capital losses. You should look through the 
table of contents before you start filling in your retum. It 
Will help you choose the chapters or sections that apply to 
your tax situation. In addition, refer to Chapter 2 for the 
definitions of terms used in this guide. 

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

Usually, you have a capital gain or capital loss when you 
sel1 or are considered to have sold a capital property. The 
following are examples of cases where you are considered 
to have sold capital property: 

l you exchange one property for another; 
0 you give property (other than cash) as a gift; 
0 your property is expropriated; 
0 shares or other securities in your name were converted; 
l shares or other securities that you hold were redeemed 

or cancelled; 
0 an option that you hold to buy or sel1 property expires; 
l a debt owed to you is settled or cancelled; 
0 your property is stolen; 
0 your property is destroyed; 
l you transfer certain property to a trust. 
There are other situations when you are considered to have 
sold a capital property even though there is no change in the 
property’s ownership. This cari happen if: 
l you change the property’s use (see Chapter 8); 
l you leave Canada (see Chapter 9); or 
l the owner dies (see the Guide For Preparing TI 

Returns For Deceased Persons). 

How do you calculate a capital gain or a 
capital loss? 

You may have a capital gain or a capital loss when you sel1 
or are considered to have sold a capital property. 
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If you sold capital property in 1991, you Will need to know 
the following three amounts to calculate any capital gain or 
capital 10s~: 

l your proceeds of disposition; 

l your adjusted cost base (ACB); and 

l your outlays and expenses incurred for the purpose of 
selling your property. 

TO calculate your capital gain, subtract the ACB of your 
property from the proceeds of disposition. From this new 
amount, you subtract any outlays and expenses not already 
included in your ACB. 

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

When you sel1 or are considered to sel1 a capital property, 
you have to report the sale in the year that it takes place. If 
you end up with a capital gain, you include this gain in 
your income for that year. If you end up with a capital loss, 
you fïrst apply the loss against any taxable capital gains you 
have in the year. If you do not have any capital gains in 
that year, or if your capital losses are more than your capital 
gains, you may be able to claim the loss against capital 
gains reported in years before, or after, the sale of the 
property. See Chapter 5 for more information. 

You may not have to pay tax for 1991, however, you still 
have to file a return: 

l when you have sold, or are considered to have sold, any 
capital property in 1991 (whether or not the sale results 
in a capital gain or capital 10~s); or 

l to report the taxable part of any capital gains reserve 
you deducted in 1990 (capital gains reserves are 
explained in Chapter 7). 

Tax Tip 
It is important to remember tbis point: If you have a 
capital gain in 1991 and do not file your 1991 retum 
reporting the gain on or before April 30, 1993, you may not 
be allowed to claim the capital gains deduction. For more 
information about the capital gains deduction, see Chapter 6. 

Do you own a business? 
If you own a business that has a fiscal year-end other than 
December 31, you still report the sale of a capital property 
in the calendar year the sale takes place. 

Example 
Nadia owns a construction firm. The fiscal year-end 
for her business is June 30, 1991. In November of 
1991, she sold a capital property that she used in her 
business. As a result of the sale, she had a capital 
gain. Nadia has to report the capital gain on her 
income tax retum for 1991. She does this even though 
the sale took place after her business’ fiscal year-end 
date of June 30. 

Are you a member of a partnership? 
If you are, it is possible that your partnership has a fiscal 
year-end other than December 31. If the partnership sells 
capital property during its fiscal year, report your share of 
any capital gain or capital loss in the year in which the 

partnership’s fiscal year ends, rather than in the calendar 
year the sale took place. 

How do you report a capital gain or a 
capital loss? 

Use Schedule 3, Summary of Dispositions of Capital 
Property in 1991, to calculate and report a11 of your taxable 
capital gains or allowable capital losses in 1991. Do not 
include any capital gains or capital losses in your business 
or property income, even if you used the property for your 
business. See Chapters 3 and 4 of this guide for information 
on how to complete Schedule 3. Please note that your tax 
retum package includes two copies of Schedule 3. 

You may have deducted a reserve in an earlier year, or you 
may be deducting a reserve in 1991. If either one of these 
applies to you, fil1 in Form T2017, Summary ofReserves on 
Dispositions of Capital Property. You do this to report the 
reserve for the earlier year, or to deduct a new reserve in 
1991. For more information on reserves, see Chapter 7. 

Did you sell capital property that you 
owned on or before December 31,1971? 

If you did, you have to apply a special set of rules when 
calculating your capital gain or capital 10s~. You have to use 
these special rules because before December 3 1, 1971, you 
did not have to pay tax on capital gains. If you would like 
more information, you cari get the following Interpretation 
Bulletins and Information Circular: 

0 Shares 
IT-78, Capital Property Owned on December 31, 
1971 - Identical Properties 

0 Median rule 
IT-84, Capital Property Owned on December 31, 
1971 - Median Rule (Tax-Free Zone) 

l Election 
IT-139, Capital Property Owned on December 31, 
1971 - Fair Market Value 

l Special situations 
IT-217 and Special Release, Capital Property Owned on 
December 31, 1971 - Depreciable Property, and 
Special Release dated September 13, 1982 

e Real estate data bank 
Information Circular 73-27, Capital Gains, Valuation 
Day Requirements - Real Estate; the Real Estate Data 
Bank 

What forms do you need? 

In addition to Schedule 3, there are several other forms 
which you may need. This guide has two copies of each of 
the forrns listed in the following section. Use one as a 
working copy and keep it for your records. Include the other 
form with your retum. You cari fïnd these forms in the 
middle of this guide. You cari also get these forrns and 
other forms mentioned in this guide from your district 
taxation office. 

l Form TlA - Request for Loss Carry-Back 
Use this form to request a loss carry-back. See Chapter 
5 for more information. 



l Form T657 - Calculation of Capital Gains 
Deduction for 1991 on Al1 Capital Property 
Use this form to calculate your capital gains deduction 
if you sold qualified farm property or qualified small 
business corporation shares in 1991 or an earlier year. 
See Chapter 6 for more, information. 

l Form T657A - Calculation of Capital Gains 
Deduction for 1991 on Other Capital Property 
This form Will help you calculate your capital gains 
deduction for capital property other than qualified farm 
property, and qualified small business corporation 
shares. See Chapter 6 for information on how to fil1 in 
this form. 

l Form T936 - Calculation of Cumulative Net 
Investment Loss to December 31, 1991 
Use this form to calculate your cumulative net 
investment loss (CNIL) to December 31, 1991. See 
Chapter 6 for more information. 

l Form T2017 - Summary of Reserves on 
Dispositions of Capital Property 
Use this form to deduct a capital gains reserve in 199 1. 
You also use it to include a reserve deducted in 1990 in 
your capital gains for 1991. See Chapter 7 for more 
information. 
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What records do you have to keep? 

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

If you have investment income or expenses, make sure you 
keep a record of these amounts. You Will need them to 
calculate your CNIL when you calculate your capital gains 
deduction. The CNIL is explained on page 30 in Chapter 6. 

In addition, it is a good idea to keep a record of the fair 
market value (FMV) of the property on the date you: 

o inherit it; 

l receive it as a gift; or 

l change its use. 

If you need more detailed information on keeping records, 
get Information Circular 78-10, Books and Records 
RetentionlDestruction. 

CHAPTER 2 
DEFINITIONS 

Note 
The definitions marked with an asterisk (*) are based on 
proposed legislation. 

Adjusted cost base (ACB) - Tbe ACB is usually the cost 
of your property plus any expenses you incurred to acquire 
it. These expenses may include commissions and legal fees. 
The cost of a capital property is its actual or deemed cost 
depending on the type of property and how you acquired it. 

You have to adjust the cost of your property to include 
capital expenditures such as the cost of additions and 
improvements to the property. You cannot add current 
expenses such as maintenance and repair costs to the cost 
base of a property. If you would like more detailed 
information on the difference between capital expenditures 
and current expenses, get Interpretation Bulletin IT-128, 
Capital Cost Allowance - Depreciable Property. For more 
information on additions to, and deductions from, the cost 
of a property, get Interpretation Bulletin IT-456, Capital 
Property - Some Adjustments to Cost Base. 

In some cases, special rules may apply SO that the cost of a 
property is considered to be an amount other than its actual 
cost. For instance, when you inherit or receive property as a 
gift, you are considered to have acquired the property at its 
fair market value on the date you acquired it. Similarly, 
when you win property as a prize from a lottery scheme, 
you are considered to have acquired the prize at its fair 
market value at that time. If you would like more 
information, get Interpretation Bulletin IT-213, Prizes fiom 
Lottery Schemes, Pool System Betting and Giveaway 
Contests. 

Allowable capital loss - This is the amount of your 
capital loss that you are entitled to deduct. For 1987 and 
previous taxation years, the allowable portion was one-half 
(1/2) of your capital 10~s. For 1988 and 1989, the allowable 
portion was two-tbirds (2/3). For 1990 and 1991, the 
allowable portion is three-quarters (3/4). 
Arm’s length - This is a term usually used to describe a 
transaction between unrelated parties, each acting in his or 
her own self interest. Related persons are not considered to 
deal with each other at arm’s length. Related persons 
include individuals connected by blood relationship, 
marriage, or adoption, such as a husband and wife, or a 
father and son. Also, a corporation and a shareholder who 
controls the corporation are related. 

Unrelated parties may not be dealing with each other at 
arm’s length if, for instance, one is under the influence or 
control of the other. If you would like more information on 
this, see Interpretation Bulletin IT-419, Meaning of Arm’s 
Length. 
Business investment loss - This is a capital loss that 
results from the actual or deemed disposition of certain 
capital properties. It cari happen when you sel1 one of the 
following to a person you deal with at arm’s length: 

0 a share of a small business corporation; or 

l a debt owed to you by a small business corporation. 
For business investment loss purposes, a small business 
corporation includes a corporation that was a smal1 business 
corporation at any time during the 12 months before the 
disposition. 

You may incur such a loss if you are deemed to have 
disposed of, for ni1 proceeds of disposition, a debt or share 
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of a small business corporation under the following 
circumstances: 
0 a debt that is.owed to you from a small business 

corporation (other than a debt from the sale of personal- 
use property), which is considered to be a bad debt at 
the end of the year; or 

l (*) a share of a small business corporation that you own 
at the end of the year (other than a share for personal- 
use property). In this case, the corporation: 
. has gone bankrupt in the year; 
l is insolvent and a winding-up order has been made 

under the Winding-up Act; or 
. is insolvent at the end of the year and neither the 

corporation, nor a corporation it controls, carries on a 
business. Also, at that time, the shares in the 
corporation must have a fair market value of zero, 
and it is reasonable to expect that the corporation 
Will be dissolved or wound-up and Will not 
commence to carry on business. You must elect in 
your retum to be deemed to have sold the shares in 
the corporation for ni1 proceeds of disposition and to 
have reacquired the shares immediately thereafter at 
a cost equal to nil. 

Under proposed legislation, you or a person that you do not 
deal with at arm’s length Will be deemed to have realized an 
offsetting capital gain if the corporation, or a corporation it 
controls, car-ries on business within 24 months following the 
end of the year in which the disposition occurred. The 
above Will apply if you or the person own the shares in the 
corporation at the time the business is commenced. 
If you would like more information about business 
investment losses, see page 21 in Chapter 5. You cari also 
get Interpretation Bulletin IT-484, Business Investment 
Losses. 
Canadian-controlled private corporation (CCPC) - A 
CCPC is a private corporation that is a Canadian 
corporation that is not controlled directly or indirectly in 
any way by: 
0 one or more non-resident persons; 
0 one or more public corporations (other than a prescribed 

venture capital corporation); or 
0 any combination of the above. 
For more information, get Interpretation Bulletin IT-458, 
Camdian-Controlled Private Corporation. 
Canadian security - A Canadian security is: 
l a share of a corporation that is resident in Canada; or 
l a unit of a mutual fund trust, or a bond, debenture, bill, 

note, mortgage, or similar obligation issued by a person 
resident in Canada. 

Prescribed securities are not considered to be Canadian 
securities. 
Capital cost allowance (CCA) - This is an amount, 
usually based on a percentage of your undepreciated capital 
cost of property in a particular class, that may be.deducted 
when you calculate your income. 
Capital gain - You have a capital gain when you sell, or 
are considered to have sold, a capital property for more 
than its adjusted cost base and the expenses or outlays of 
selling the property. A capital gain is the difference between 

your proceeds of disposition and its adjusted cost base less 
the expenses or outlays of selling the property. 
Capital loss - You have a capital loss when you sell, or 
are considered to have sold, a capital property for less than 
its adjusted cost base and the expenses or outlays of selling 
the property. The capital loss is the difference between the 
adjusted cost base of the property before you sold it, and 
your proceeds of disposition less any expenses or outlays of 
selling the property. 
Capital property - This is any property which, if sold, 
would result in a capital gain or capital loss and includes 
depreciable property..You usually buy it for investment 
pur-poses or to eam income. Some common types of capital 
property include: 
l your home; 
0 your cottage; 
l securities, such as stocks and bonds; or 
0 land, buildings, and equipment that you use in a 

business or a rental operation. 
Capital property does not include the trading assets of a 
business, such as stock or inventory. 
Special rules apply when you sel1 certain types of property. 
These types of property include: 
0 insurance policies; 
l Canadian resource properties; 
0 cultural properties given to designated institutions (see 

page 18 in Chapter 4); 
l eligible capital properties (sec page 15 in Chapter 4); 
0 foreign resource properties; 
0 depreciable properties sold at a loss (see page 11 in 

Chapter 3); and 
0 timber resource properties. 
If you would like detailed information on resource 
properties, get Interpretation Bulletin IT- 125, Dispositions of 
Resource Properties. 
Cumulative net investment loss (CNIL) - This is an 
amount by which: 
l the total of your investment expenses for each year after 

1987 
is more than 

l the total of your investment income for each year after 
1987. 

You use your CNIL in the calculation of your capital gains 
deduction. See Chapter 6 for more information. 
Deemed acquisition - This term is used when you are ’ 
considered to have acquired property, even though an actual 
transaction did not take place. 
Deemed disposition - This term is used when you are 
considered to have disposed of property, even though an 
actual transaction did not take place. 
Deemed proceeds of disposition - This term is used when 
you are considered to have received an amount for property, 
even though you may not actually receive any funds. 
Deemed resident - This term refera to a person who has 
not maintained residential ties with Canada, but is 
considered to be a resident for income tax purposes. It 



includes a person who sojoumed (stayed temporarily) in 
Canada for 183 days or more in a year. It also includes 
members of the Canadian Armed Forces and federal 
govemment employees (including their spouses, if they were 
resident in Canada in any previous year, and their children) 
who are serving abroad. These people are deemed to be 
residents of Canada throughout the year. 
Depreciable property - This is usually capital property 
used to eam income from a business or property. The 
property deteriorates or becomes obsolete over time. You 
cannot deduct the full cost in one year. However, you cari 
deduct the cost of the property over a period of several 
years. This means that you cari deduct part of the cost each 
year. Each yearly deduction is known as capital cost 
allowance (CCA). 
Disposition (dispose of) - This is usually an event or 
transaction where you give up possession, control, and all 
other aspects of property ownership. 
Eligible capital property - This is usually intangible 
property of a capital nature, other than capital property 
acquired to produce business income. This includes items 
such as goodwill of a business, customer lists, trademarks, 
and any other intangible property of indefinite life used in a 
business. The cost of this type of property qualifies as an 
eligible capital expenditure, a portion of which you may 
deduct over a number of years. 
Employees’ stock options - This is an option that a 
corporation grants to an employee. By using this option, the 
employee cari buy the corporation’s shares, or the shares of 
a corporation with which it does not deal at arm’s length, 
for a price that may be less than the fair market value. 
Factual resident - This term refers to people who live 
outside Canada but keep residential ties with Canada. They 
are considered to be factual residents in Canada for 
provincial or territorial tax purposes if they maintain 
residential ties in a province or territory while posted 
abroad. 
Fair market value - This is the highest price, in terms of 
dollar value, that you cari get for your property in an open 
and unrestricted market. 
Listed persona1 property (LPP) - This refers to the 
following personal-use properties which normally increase in 
value: 
l prints, etchings, drawings, paintings, sculptures, or other 

similar works of art; 
0 jewellery; 
l rare folios, rare manuscripts, or rare books; 
0 stamps; or 
0 coins. 
You cari determine the value of many of these items by 
consulting with art, coin, jewellery, and stamp dealers. You 
cari also refer to these dealers’ catalogues. Al1 or any part of 
such property, any interest in it, or any right to it, is 
considered to be LPP. 
Net capital loss - If your allowable capital loss is more 
than your taxable capital gain, the difference between the 
two is your net capital loss for the year. You cannot use this 
loss to reduce other income you had in 1991. Instead, apply 
your net capital loss against taxable capital gains in other 
years. This is explained in more detail in Chapter 5 on page 

9 

20. As a result, you are allowed to deduct three-quarters 
(3/4) of your 1991 capital loss against taxable capital gains. 
Non-arm’s length transaction - This is a transaction 
between people who are not dealing with each other at 
arm’s length at tbe time of the transaction. Non-arm’s length 
transactions are subject to a number of anti-avoidance 
provisions in the Income Tax Act. Please see the definition 
of “arm’s length transaction” earlier in this chapter, 
Outlays and expenses - These are amounts that you 
incurred to sel1 a capital property. You cari deduct outlays 
and expenses from your proceeds of disposition. These types 
of expenses include: 
0 fixing-up expenses 
l finders’ fees 
0 commissions 
0 brokers’ fees 
0 surveyors’ fees 
0 legal fees 
l transfer taxes 
0 advertising costs 
You cannot reduce your other income by claiming a 
deduction for these outlays and expenses. However, you cari 
use them to reduce your capital gain or increase your capital 
loss. 
Personal-use property - This refers to items which you 
own primarily for the personal use or enjoyment of your 
family and yourself. Personal-use property includes a11 
personal and household items such as fumiture, automobiles, 
boats, and other similar properties. 
Prescribed securities - These are not considered to be 
Canadian securities. Prescribed securities include: 
l the shares of companies (other than public corporations) 

whose value, at the time you dispose of them, cornes 
mainly from real estate, resource properties, or both; 

l the securities of companies (other than public 
corporations) that you do not deal with at arm’s length 
at any time before you dispose of the securities; 

l the shares and securities of companies you acquire from 
a person with whom you do not deal at arm’s length. 

Proceeds of disposition - This is usually the amount tbat 
you received or Will receive for your property. In most 
cases, it refers to the sales price of the property. This could 
include compensation you received for property that has 
been destroyed, expropriated, or stolen. 
Quahfied small business corporation shares - See the 
definition for “Small business corporation” in this chapter. 
Real property - This is property that cannot be moved 
such as land or buildings. 
Small business corporation (“) - This is a Canadian- 
controlled private corporation in which ail or most (90% or 
more) of the fair market value of its assets are: 
l used mainly in an active business, carried on primarily 

in Canada by the corporation or by a related 
corporation; 

l shares or debts of connected corporations that were 
small business corporations; or 

l a combination of these two types of assets. 
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A share of a corporation is considered to be a qualifïed 
small business corporation share (*) if: 

0 at the time of sale, it was a share of the capital stock of 
a small business corporation, and it was owned by you, 
your spouse, or a partnership related to you; 

0 throughout the 24 months immediately before 
disposition, no one other than you, or a person or 
partnership related to you, owned the share (see the 
following “Note”); and 

0 throughout that part of the 24 months immediately 
before disposition, while the share was owned by you, 
or a person or partnership related to you, it was a share 
of a CCPC of which more than 50% of the fair market 
value of the assets were: 

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

. certain shares or debts of connected corporations; or 

. a combination of these two types of assets. 

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

0 as payment for other shares; or 

l in connection with a property that a person or the 
members of that partnership disposed of to a 
corporation. The property disposed of has to consist of 
either: 

l a11 or most (90% or more) of the assets used in an 
active business operated by that person or by the 
members of that partnership; or 

. an interest in a partnership where a11 or most (90% 
or more) of the partnership’s assets were used in an 
active business operated by the members of the 
partnership. 

Taxable capital gain - This is the amount of your capital 
gain that you have to report as income on your return. For 
1987 and previous taxation years, the taxable part of a 
capital gain was one-half (1/2). For 1988 and 1989, the 
taxable part was two-thirds (2/3). For 1990 and 1991, the 
taxable part is three-quarters (3/4). 

If you have an allowable capital loss in the year, you cari 
reduce your taxable capital gain. However, you cannot 
deduct from your income an amount which is greater than 
your taxable capital gain. 

Terminal loss - This type of loss occurs when you have 
an undepreciated balance in a class of depreciable property 
at the end of the taxation year or fiscal year-end, and you 
no longer own any property in that class. You cari deduct 
the terminal loss when you calculate your income for the 
year. 

Undepreciated capital cost (VCC) - Generally, it is equal 
to the total capital cost of a11 the property of a class, less 
the proceeds of disposition of property disposed of minus 
the total deductions for CCA claimed in prior years. 

CHAPTER 3 
COMMON TRANSACTIONS 

This chapter gives you information about some of the most 
common capital gains transactions. 
If you sold capital property in 1991, you should fil1 in 
Schedule 3, Summary of Dispositions of Capital Property in 
1991, and attach it to your retum. You cari find Schedule 3 
in your General Tax Guide and retum package. The 
information in this chapter and Chapter 4 Will help you fil1 
in this schedule. 

Real estate and depreciable property 

If you sold real estate or depreciable property in 1991, you 
have to report your capital gain or loss in the section called 
“Real Estate and Depreciable Property” on Schedule 3. 

Real estate 
A real estate transaction includes the sale of: 

0 vacant land; 

l rental properties - both land and buildings; 

l farm property - both land and buildings (other than 
qualified farm property - see page 19 in Chapter 4) 
and 

l commercial and industrial land and buildings. 

Note 
Do not use this section of Schedule 3 to report the sale of 
personal-use property, or the sale of mortgages and other 
similar debt obligations on real property. You have to report 
this information on Schedule 3 under “Persona1 Use 
Property,” and “Bonds, Debentures, Promissory Notes and 
Other Properties.” 

If you sold real property in 1991 which includes land and a 
building, you: 

l first calculate how much of the selling price is for the 
land, and how much is for the building; then 

l report the sale of your land and building separately on 
Schedule 3. 

Note 
If you dispose of a building and end up with a loss, a 
special rule may apply. Under the rule, you may be able to 
consider your proceeds from the building as an amount 
other than the actual proceeds. For more information, sec 
the section called “Selling a building in 1991” on page 11 
in this chapter. 



.--- - 

TO help you calculate your gains or losses from real estate, 
use Form T2083, Capital Dispositions Supplementaq 
Schedule Re: Real Estate. However, do not use this form for 
your principal residence, depreciable property, or other 
personal-use property. 

Depreciable property 
When you dispose of depreciable property, you may end up 
with a capital gain or a 10s~. The loss on the sale of a 
depreciable property is not considered a capital 10s~. Instead, 
you may be entitled to claim a terminal loss if you no 
longer own any property in that class at the end of your 
fiscal period. Unlike a capital loss, you cari deduct the full 
amount of the terminal loss from your income. 

For capital cost allowance (CCA) purposes, depreciable 
properties are grouped into “classes.” There are a number of 
classes for a wide range of depreciable properties. For 
example, computer hardware and systems software, some 
automobiles, and certain portable tools, are grouped together 
in Class 10. You cari find more detailed information about 
classes in Schedule II of the Income Tax Regulations. 
The beginning undepreciated capital cost (VCC) for a class 
is the capital cost of the depreciable properties in that class. 
From this amount, you deduct: 

l any proceeds that you received from selling property in 
that class; and 

a the capital cost allowance deducted over the years. 
The remaining amount is your ending UCC. This amount 
becomes your beginning UCC for the following year. 
When you sel1 a depreciable property for less than its 
original capital cost, but for more than the UCC in the class, 
you do not have a capital gain. You subtract from the UCC 
of the property in that class the lesser of the following two 
amounts: 

l the proceeds of disposition of the property minus 
related outlays and expenses; and 

l the capital cost of the property. 
However, if the UCC of a class has a negative balance at 
the end of the year, the negative balance is considered to be 
a recapture of capital cost allowance. You have to include 
this recapture in income for that year. 
If the UCC of a class has a positive balance at the end of 
the year, and you do not have any properties Ieft in that 
class, the positive balance is considered to be a terminal 
10s~. You cari deduct the terminal loss from income in that 
year. However, if the balance for the UCC of a class is zero 
at the end of the year, then you have neither a recapture of 
CCA, nor a terminal 10s~. 

Note 
The rules for recapture and terminal loss do not apply to 
passenger vehicles that cost more than $24,000 and are 
included in Class 10.1. 

Example s 
In 1986, Stefan bought a piece of machinery for 
$20,000. It is the only property in its class at the 
beginning of 1991. The class has a UCC of $11,000. 
He sold the piece of machinery in 1991 and purchased 
no other property in that class. The following char? 
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gives you three different selling prices to show you 
how Stefan would handle a variety of situations. 

Capital cost 
Selling price 
ucc 
Terminal loss 
Recapture of CCA 
Capital gain 

A B C 
$2;” $20,000 $20,000 

11:ooo 
16,000 24,000 
11,000 11,000 

(3,000) 0 0 
0 5,000 9,000 
0 0 4,000 

In example A, the selling price ($8,000) is less than 
Stefan’s capital cost ($20,000) and UCC ($11,000). 
Therefore, there is no capital gain, but he has a 
terminal loss of ($3,000) ($11,000 - $8,000). Stefan 
cari deduct this terminal loss from his income. 

In example B, the selling price ($16,000) is less than 
Stefan’s capital cost ($20,000) but more than his UCC 
($11,000). Therefore, he has no capital gain, but he 
has a recapture of CCA of $5,000 ($16,000 - 
$11,000). This recapture is included in his income. 

In example C, the selling price ($24,000) is more 
than Stefan’s capital cost ($20,000) and UCC 
($11,000). Since the capital cost of the machinery is 
less than the selling price, Stefan has to use the capital 
cost to calculate the amount of CCA recapture. As a 
result, he has a recapture of $9,000 ($20,000 - 
$11,000). He also has a capital gain of $4,000 
($24,000 - $20,000). Stefan includes the recapture and 
three-quarters (3/4) of the capital gain in his income. 

If you need more information about the recapture of CCA 
and terminal losses, get Interpretation Bulletin IT-478, 
Capital Cost Allowance - Recapture and Terminal LO~S. 
You cari also get the Business and Professional Income Tax 
Guide, or the Rental Income Tax Guide. 

Selling a building in 1991 
If you sold a building in 1991, and it was the only property 
in the class, the UCC of the class before the sale is 
considered to be its cost amount. 
If there is more than one property in the same class, you 
have to calculate the cost amount of each building as 
follows: 

Capital cost of the building 
Capital cost of a11 properties 

in the class 

ucc Cost 
X of the = arnount 

class of the 
building 

In certain situations, special rules apply which make the 
selling price an amount other than the actual selling price. 
This happens when you meet both of the following 
conditions: 

l you, or a person with whom you do not deal at arm’s 
length, own the land on which the building is located, 
or the land next to and necessary for the use of the 
building; and 

0 you sel1 the building for an amount that is less than 
both its cost amount (as calculated in the previous 
formula), and its capital cost to you. 

If you sold a building under these conditions and would like 
more detailed information, get Interpretation Bulletin 
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IT-220, Capital Cost Allowance - Proceeds of Disposition 
of Depreciable Property. 

You cari use Form T2085, Capital Dispositions 
Supplementary Schedule Re: Depreciable Property, to 
calculate any capital gain or loss you have when you sel1 
depreciable property. 

Selling part of a property 
When you sel1 only part of a property, you have to divide 
the adjusted cost base (ACB) of the property between the 
part you sel1 and the part you keep. 

Example 
Sophia owns 100 hectares of vacant land. The land is 
a11 of equal quality. She decides to sel1 25 hectares of 
this land. Since 25 is one-quarter of lOO,.Sophia 
calculates one-quarter of the total ACB as follows: 

The total ACB . . . . . . . . . . . . . . . . . . . . . . . . . . . . $100,000 

minus 
the ACB of the part she sold.. . . . . . . . . . . . . . .- 25,000 

equals 
the ACB of the part she kept . . . . . . . . . . . . . . .$ 75,000 

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

1991, report any resulting capital gains and capital losses. 
You report the sale on Schedule 3 in your General Tax 
Guide and retum package in the section called “Other 
Securities and Properties.” This section is broken down into 
several subsections SO that you cari report different securities 
and properties separately. 

Shares 

Use this section to report a gain or loss when you sel1 
shares or securities that are not described in any other 
section of Schedule 3. This includes: 

l publicly traded shares; 

0 shares that qualify as Canadian securities or prescribed 
securities if they are not qualified small business 
corporation shares or qualitïed family farm property 
shares; 

0 shares issued by foreign corporations; and 

0 the sale of a unit in a mutual fund trust. 

The following section has two related examples - Example 
1 and Example 2. They share some common information. 
They show you two different situations and how you would 
fil1 in this part of Schedule 3 for each situation. 

If you would like more information, get Interpretation 
Bulletin IT-264, Part Dispositions, and Special Release 
dated October 19, 1984. 

Canadian securities 

Use Schedule 3 in the General Tax Guide and retum 
package to report capital gains or losses from the sale of 
Canadian securities or prescribed securities. TO determine 
where on Schedule 3 you have to report this information, 
see “Qualified small business corporation shares” on page 
19 in Chapter 4. You should also see “Other securities and 
properties,” in the next section of this chapter. 

You may be an individual who would normally have an 
income gain or loss from the sale of a Canadian security. If 
you are, there is a special election available to you in the 
year that you dispose of a Canadian security. This election 
is not available to traders or dealers in securities, or to 
anyone who was a non-resident of Canada when the security 
was sold. 

Example 1 
In 1991, Franco sold 100 shares of ABC Public 
Corporation of Canada for $8,500. He uaid brokeraae 
fees of $500. When he bought the shares in 1985 for 
$3,800, Franco paid brokerage fees of $200. 

TO fil1 in Schedule 3, Franco needs to find out three 
things: 

You cari elect to have any income gain or loss treated as a , 
capital gain or loss even though it may actually he an 
income gain or 10s~. However, from the time you make the 
election, we Will consider a11 your Canadian securities to be 
capital properties. 
If you would like to make this special election, fil1 in Form 
T123, Election on Disposition of Canadian Securities, and 
attach it to your 1991 retum. Please remember that once you 
make this election, you cannot reverse your decision. 

For more information on Canadian securities, get 
Interpretation Bulletin IT-479, Transactions in Securities, 
and Special Release dated February 21, 1985. 

Other securities and properties 

This includes shares, bonds, debentures, promissory notes, 
and other such properties. If you sold any of these items in 

. his proceeds of disposition; 

. his adjusted cost base; and 

. the amount of any outlays and expenses that relate 
to the sale. 

After he finds out these three amounts, Franco 
calculates his taxable capital gain as follows: 

Proceeds of disposition 

minus 

$8,500 

the ACB 

. original cost 

. brokerage fees on 

$3,800 

purchase 

Outlays and expenses 

g!ocJ $4,000 

. brokerage fees on the 
sale 500 $4,500 - 

Capital gain $4,000 
Taxable capital gain 
(3/4 x $4,000) $3,ooo 

Franco has to report the sale under “Shares” in the 
section called “Other securities and properties.” He 
reports his total proceeds on line 519, and his capital 
gain on line 520. 
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If Franco has no other capital gains or capital losses in 
the year, he reports $3,000 (3/4 x $4,000) as his total 
taxable capital gains amount. He fills in this amount at 
the bottom of Schedule 3, and again on line 127 of his 
retum. Franco may also be entitled to the capital gains 
deduction. If you would like more information about 
this deduction, see Chapter 6. 

Example 2 
Using the same situation in Example 1, assume that 
Franco had sold his shares for only $3,700. As you 
cari see below, Franco would end up with a capital 
loss of $800. He could use the loss to offset any 
capital gains he had in 1991. If his capital losses were 
more than his capital gains in that year, his net capital 
loss for 1991 would be three-quarters of the difference 
between the two amounts. For more information about 
capital losses, see the section called “1991 Capital 
losses” on page 20 in Chapter 5. 

TotatPmmeck 5191 3,300 1001 NetGain(orb6.s) 5201 

0 

You cari use Form T2082, Capital Dispositions 
Supplementary Schedule Re: Shares, to help you calculate 
any gains or losses from the sale of shares. 

Bonds, debentures, promissory notes, and other 
properties 
If you sel1 any of these types of properties, report the sale 
on Schedule 3 in the section called “Bonds, Debentures, 
Promissory Notes and Other Properties.” Use this section to 
report capital gains and capital losses on the following: 
l Options. If you would like information on disposing of 

options to sel1 or buy shares, get Interpretation Bulletins 
IT-96, Options Granted by Corporations to Acquire 
Shares, Bonds or Debentures, and IT-479, Transactions 
in Securities and its Special Release; 

l Discounts, premiums, and bonuses. If, in 1991, you 
received any of these amounts for investments that you 
have, you cari get Interpretation Bulletin IT-114, 
Discounts, Premiums and Bonuses on Debt Obligations. 

You cari use Form T2084, Capital Dispositions 
Supplementary Schedule Re: Bonds and Other Obligations, 
to help you calculate your gains or losses from disposing of 
bonds, debentures, and promissory notes. 

Identical properties 

Properties of a group are considered to be identical if each 
property in the group is the same as a11 the others. The most 
common example of this is when you have shares of the 
same class of the capital stock of a corporation. 

Average cost calculation 
You may buy and sel1 several identical properties at 
different prices over a period of time. If you do this, you 
have to figure out the average cost of each property in the 
group at the time of each purchase. This allows you to 
determine your adjusted cost base (ACB). You need to 
know this amount before you cari calculate any capital gain 
or loss. 
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Example 
Blake owns 100 common shares of a corporation. He bought these shares for $15 each. He later bought another 150 
shares of the same class of that corporation for $20 each. In 1991, he sold 200 of these shares for $24 each. 

Previously purchased shares 100x $15 =.................................................. $1,500 
Newly purchased shares 150x$20= . . . . . . . . . . . . . . . . . . . . . . . ..<........................ $3,000 

Total shares gg! . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Total cost $4,500 
Average cost of each share $a = $18 

250 

Calculation of capital gain 
Selling price (200 x $24) = . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,800 

minus 
Adjusted cost base of shares sold (200 x $18) = . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,600 

Capital gain............................................................................................. $1,200 

Taxable capital gain ($1,200 x 314) . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . 900 $ 

You have to calculate the average cost each time you buy another identical property. 

Example 

After selling the 200 shares in the corporation, Blake bought 350 more shares (which were identical properties) at $21 
each. He has to recalculate the average cost of the shares as follows: 

Cost of previously purchased shares 50(250 - 200) x $18 =. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 900 

Cost of newly purchased shares 350 x $21.. . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . 7,350 

Total shares 400 =....................................... Total cost $8,250 
Average cost of each share $8,250 = $20.63 
(recalculated amount) 400 

You should use this same method to calculate the average 
cost for identical bonds or debentures that you bought after 
1971. However, the average cost is based on the principal 
amount for each identical property. 
A bond, debenture, or similar debt obligation that a debtor 
issues is considered to be identical to another if: 

0 they are both issued by the same debtor; and 

l a11 the attached rights are the same. 

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

Treasury Bilh (T-BM) 

When a T-Bill is issued at a discount and is held to 
maturity, the interest deemed to accrue to the holder is the 
difference between the issue price and the redemption 
amount. However, if the T-Bill is disposed of before 
maturity, in addition to the interest accrued at that time, it is 
possible that an individual may realize a capital gain or 
capital loss. 

Proceeds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $49,800 
Less: interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 733 
Netproceeds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49,067 

Adjusted cost base . . . . . . . . . . . . . . . . . . . . . . . . . 49,000 
Capital gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 67 

Note 
The T-BD slip that used to be issued for treasury bills has 
been replaced with the new T5008 - Stutement of 
Securities Transactions. This slip Will be issued for 
transactions that take place after December 31, 1990. 

Example 
Employees’ stock options 

Ralph purchased a T-Bill on December 1, 1990 for When your employer grants you a stock option, there is no 
$49,000. The date of maturity was March 1, 1991. immediate effect on your tax situation. A stock option is an 
However, Ralph sold the T-Bill on February 4, 1991 opportunity to buy stock at a certain price. It only affects 
for $49,800. The effective yield rate was 8.28%. your tax situation if you sel1 the option or exercise that 

You calculate interest on the T-Bill as follows: 
Effective x No. of days T-Bill held x Purchase = Interest 
yield rate No. of days in the year price to he 

included 
in income 

8.28% x 66 x $49,000 = $733 
365 

The capital gain that is reahzed as a result of 
disposing of the T-Bill before maturity is calculated as 
follows: 



option and actually buy stocks. If you decide to buy stocks, 
and you buy them at less-than-market value, you Will have 
a taxable benefit. The taxable benefit is the difference 
between what you paid for the stocks, and the higher fair 
market value at the cime you exercised your option. This 
difference is a taxable benefit received through employment. 
You have to include this taxable benefit in your income in 
the year you acquire the shares. Please note, however, that 
the amount of the benefit cari be reduced by any amount 
you paid to acquire the stock option. Your employer 
includes this taxable benefit in boxes 14 and 38 on your T4 
Supplementary. 
However, if you buy stocks through an employee stock 
option granted to you by a Canadian-controlled private 
corporation with which you deal at arm’s length, the 
situation is different. You do not include the taxable benefit 
in your income in the year you acquire the stocks. You wait 
until the year you sel1 the stocks. 
If you meet certain conditions, you may be entitled to claim 
a special deduction. This deduction is equal to one-quarter 
(1/4) of the taxable employee stock option benefit included 
in your employment income. The amount of the benefït that 
qualifies for this deduction is shown in the “foomotes” area 
of your T4 slip. For more information about this deduction, 
see line 249, ‘Stock option and shares deductions,” in the 
General Tax Guide. 
TO calculate the ACB of your stocks, add together the 
following two amounts: 
0 any amount included in your income as an employee 

stock option benefit; and 
l the actual purchase price. 
You have to do this even if you claimed a stock option 
deduction for these stocks. 

Note 
The taxable benefit included in your income as an employee 
stock option benefit is not eligible for the capital gains 
deduction. 
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In the year you exchange or sel1 the shares that you bought 
through an employee stock option agreement, report the 
capital gain or loss on Schedule. 3. Depending on your 
situation, you cari either use the section called “Qualified 
Small Business Corporation,” or the one called “Other 
Securities and Properties.” In addition, you may be eligible 
to claim a capital gains deduction for part, or all, of any 
taxable capital gain. 

For more detailed information, get Interpretation Bulletin 
IT-113, Benefits to Employees - Stock Options. 

Information slips (T3 and T5013) 

If you receive a T3 slip that shows an amount for a capital 
gain in Box 21, see the section called “T3 Slip - capital 
gains eligible for deduction” on page 36 in Chapter 6. This 
chapter has information you Will need to know to calculate 
your 1991 capital gains deduction. If you receive a T3 slip 
with an asterisk (*) in Boxes 21, 26, or 30, you need special 
instructions to complete Schedule 3 and to calculate your 
capital gains deduction. If these instructions are not attached 
to your slip, you should contact the person or institution that 
sent you the slip. 

If you are a member of a partnership and your partnership 
has disposed of either qualified small business corporation 
shares or qualified farm property, you may receive a T5013 
slip for your share of the capital gain. In this situation, you 
have to include the capital gain on line 5 13 or 5 16 on 
Schedule 3. You do not include it in the section called 
“Information slips - Capital Gains or Losses” (line 533). 
You do this because a capital gain that you have when you 
dispose of qualified small business corporation shares or 
qualified farm property is eligible for the higher capital 
gains deduction limit. The capital gains deduction is 
explained in Chapter 6. 

You cari use Form T2089, Capital Dispositions 
Supplementary Schedule Re: Information Slips, to calculate 
your net gain or 10s~. 

CHAPTER 4 
OTHER TRANSACTIONS 

This chapter explains some of the more complex capital 
gains transactions. It also explains the special rules for 
calculating your capital gain or capital 10~s. 

Eligible capital property 

If you operate a business, you may have certain 
expenditures called eligible capital expenditures. Among 
the most common types of these expenditures are goodwill, 
customer lists, trademarks, milk quotas, and other 
government rights or licenses. If you would like more 
detailed information about what type of expenditures 
qualify, you cari get Interpretation Bulletin IT-143, Meaning 
of Eligible Capital Expenditure. 
If the balance in your cumulative eligible capital account is 
less than zero at the end of your fiscal year, you Will end up 
with an amount that you have to include in your business 

income. You may also have an amount that is a taxable 
capital gain. For more detailed information, get the Business 
and Professional Inc’ome Tax Guide, the Farming Income 
Tax Guide, or the Fishing Income Tax Guide, whichever 
applies to your situation. You may also want to get 
Interpretation Bulletin IT-123, Disposition of and 
Transactions Involving Eligible Capital Property. 

If you dispose of eligible capital property that is considered 
to be qualified farm property, you report any taxable capital 
gain on line 543 of Schedule 3. However, if you dispose of 
any other type of eligible capital property, you report any 
taxable capital gain on line 544. 

If you dispose of eligible capital property and end up with a 
taxable capital gain, the property qualifies for the lifetime 
capital gains deduction. See Chapter 6 for more information 
about this deduction. However, only a gain from the 
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disposa1 of eligible capital property that is qualified farm 
property is eligible for the higher capital gains deduction 
limit. 

Mortgages 

The person who holds a mortgage on a property is the 
mortgagee. The person who owes the money is the 
mortgagor. 

Mortgagee 

If you are the mortgagee, you cari repossess a property 
when the mortgagor has defaulted or failed to pay you 
money owed under the terms of the mortgage. If this 
happens, you are generally considered to have re-purchased 
the property for: 
0 the amount of the principal owed to you under the 

mortgage 
minus 

0 any reserve you deducted in the year before you 
repossessed the property, for amounts that were not due 
until later years. 

Since the adjusted cost base of the mortgage is considered 
to be zero, you cannot deduct a capital loss when you 
repossess the property. As a result, you do not have a 
capital gain or capital loss at this time. Any capital gain or 
capital loss is postponed until you sel1 the repossessed 
property. 
When you calculate your income for the year you 
repossessed the property, there are certain things you have 
to remember. You do not include in income any reserve 
claimed in the preceding year for amounts that are not due 
on the mortgage. However, you cannot deduct an amount 
for bad debts, or a reserve for doubtful debts: 
0 in the year you repossessed the property; or 
0 for any following year. 

Mortgagor 
If you are the mortgagor, a repossession of a property Will 
constitute a disposition of property. The proceeds of 
disposition are equal to the total amount of the principal of 
a11 debt written off by the repossession. As the mortgagor, 
you usually have a capital loss or a terminal 10s~. However, 
if the property is a personal-use property, your loss is 
considered to be zero. 
As the mortgagor, you may have paid an amount to the 
mortgagee after the property was repossessed. You are 
entitled to treat this amount as a capital loss from disposing 
of the property. You cari do this for the year in which you 
paid the amount. 
You may have a capital gain from a repossession. If the 
property is repossessed, the selling price may be more than 
the adjusted cost base of the property. This situation would 
create a capital gain. Such a gain may qualify for the capital 
gains deduction. The capital gains deduction is explained in 
Chapter 6. 
These rules do not apply to mortgaged property if the 
mortgagee does not acquire or re-acquire beneficial 
ownership of the property because of a default. For instance, 
the property might be sold to a third party under a “power 
of sale” clause in the original mortgage agreement. In this 

case, the proceeds of disposition corresponds to the amount 
paid by the purchaser. 

Example 
Suzanne sold land to Brian in 1990 for $110,000. The 
sale price was made up of a down payment of 
$20,000, and a three-year mortgage payable in yearly 
instalments of $30,000. In 1991, Brian paid the 
$20,000 down payment but was unable to pay his 
yearly instalment. As a result, Suzanne was forced to 
repossess the property in 1991. At that time, the 
principal amount owing on the mortgage was $90,000. 
Suzanne did not deduct a reserve for the unpaid 
amount for the previous year. After the property was 
repossessed, Brian’s tax situation was as follows: 
Selling price of property , . . . . . . . . . . . . . . . . . $ 90,000 
(principal of mortgage) 
minus 

Adjusted cost base of property . . . . . . . . . . . . $110,000 
equals 

Capital loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . i$ 20,000) 
Suzanne is considered to have re-acquired the property 
for the amount of the principal that was still owed 
under the mortgage ($90,000) at the time of the 
reacquisition. Since the ACB of the mortgage is 
considered to be zero, she cannot deduct a capital 10s~. 
Any capital gain or loss is postponed until Suzanne re- 
sells the property. 

These rules also apply when property is repossessed under a 
conditional sales contract. 
If you need more detailed information, get Interpretation 
Bulletin IT-505, Mortgage Foreclosures and Conditional 
Sales Repossessions. 

Other capital debts 

If you have a capital debt that is owed to you (other than a 
debt under a mortgage, or a debt resulting from a 
conditional sales agreement), and it becomes a bad debt 
(someone fails to pay off the debt), you generally end up 
with a capital 10s~. This loss is equal to the adjusted cost 
base of the property. You are not allowed to claim the loss 
unless you acquired the debt: 
l to earn income from a business or property; or 
0 as consideration or payment for the sale of capital 

property in an arm’s length situation. 
If the amount that you are due to receive is from the sale of 
personal-use property to a person with whom you deal at 
arm’s length, the situation is different. You cari claim the 
capital loss in the year that the debt becomes a bad one. 
However, the capital loss cannot be more than the capital 
gain previously reported on the sale of personal-use 

l PrwefiY. 
There are times when a bad debt involves a small business 
corporation. The section called “Allowable business 
investment losses (ABIL)” on page 21 in Chapter 5 explains 
what to do in this situation. 
If you need more detailed information about capital debts, 
you cari get Interpretation Bulletins IT-159, Capital Debts 

t Established to be Bad Debts, and IT-239, Deductibility of 



Capital Losses from Guaranteeing Loans for Inadequate 
Consideration and from Loaning Funds at less than a 
Reasonable Rate of Interest in Non-arm’s Length 
Circumstances. 

Gifts 
TO pet-sons other than your spouse 
If you give capital property as a gift, you are considered to 
have sold it at its fair market value at the time you give the 
gift. You include any resulting taxable capital gain or 
allowable capital loss in your income for the year that you 
gave the gift. 
If you receive capital property as a gift, you are considered 
to have “purchased” it at its fair market value at the time 
you received it. If you sel1 the property later, this same 
“purchase” price is considered to be your cost when you 
calculate any capital gain or capital loss for the year. 

TO your spouse or a trust for your spouse 
If you give capital property to your spouse, or to a trust for 
your spouse, you normally do not have a capital gain or 
capital loss at that time. At the time you give the gift, 
depending on the type of property you give, you are 
considered to receive an amount equal to: 
0 the undepreciated capital cost for depreciable 

property; or 
0 the adjusted cost base for other types of capital 

property. 
Your spouse, or the trust for the spouse, is considered to 
have bought the capital property for the same amount that 
you are considered to have disposed of it for. If your 
spouse, or tbe trust, sells the property during your lifetime, 
you generally have to report any capital gain or capital loss 
from the sale. You have to do this as long as: 
l you are a Canadian resident; and 
l the property is not sold while the two of you are living 

apart because of a marriage breakdown. 
However, there is another way to report the sale or transfer 
of capital property that you give to your spouse, or to a 
trust for your spouse. If you use this second method, you 
have to list the sale at the property’s fair market value, and 
report any capital gain or capital loss for the year that you 
give the gift. You also have to attach a note to your tax 
retum. The note should say that you are choosing to report 
the property as being sold or transferred to your spouse at 
fair market value. 
Your spouse or the trust is considered to have bought the 
property at its fair market value at the time you made the 
gift. If your spouse or the trust later sells the property, your 
spouse or trust has to report any capital gain or loss from 
the sale. 
If: 
l you owned property (other than depreciable property or 

a partnership interest) on June 18, 1971; and 
l you give it to your spouse after 1971; and 

l your spouse later sells the property; 
a special situation exists. If you would like information 
about this situation, get Interpretation Bulletin IT-209, Znter- 
Vivos Gifts of Capital Property to Individuals Directly or 
Through Trusts. 
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If you need more detailed information about giving gifts to 
a spouse, get Interpretation Bulletins IT-5 11, Interspousal 
Transfers and Loans of Property made after May 22, 1985, 
and IT-258, Transfer of Property to a Spouse, and Special 
Release dated December 10, 1987. 

Persona~-use property 

When you dispose of a personal-use property, you could end 
up with either a capital gain or a capital 10s~. TO calculate 
this amount, follow these rules: 

l if the ACB of the property is less than $1,000, its ACB 
is considered to be $1 ,ooO, 

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

l if both the ACB and the proceeds of disposition are 
$1,000 or less, you do not have a capital gain or capital 
10s~. You do not have to report the sale on Schedule 3 
when you file your retum. 

When you dispose of personal-use property that has an ACB 
and proceeds of disposition over $1,000, you have to report 
any capital gain in the section called “Personal Use 
Property” on Schedule 3. However, if you end up with a 
capital loss, you usually cannot deduct tbat loss when you 
calculate your income for the year. In addition, you cannot 
use the loss to decrease capital gains on other personal-use 
property. However, these restrictions do not apply: 

l to a bad debt owed to you by a person with whom you 
deal at arm’s length for the sale of personal-use 
property. You normally deal at arm’s length with an 
unrelated person (for more information, see the section 
called “Other capital debts” on page 16 in this chapter); 
or 

l if you disposed of listed persona1 property, as described 
on page 18 in this chapter. 

You were asking...? 

Q. 

A. 

In 1991, 1 sold an old china cabinet for $900. The 
cabinet didn’t cost me anything because my 
grandmother gave it to me 10 years ago. She had a 
dealer appraise it at the time, and the cabinet was 
valued at $500. Do 1 have to report the gain on my 
income tax retum? 

No. Since the china cabinet is considered to be a 
personal-use property, the ACB and the proceeds of 
disposition are both considered to be $1,000. Therefore, 
for income tax purposes, there is no gain or loss on the 
sale of the china cabinet. 

Example 
Samir sold his motorcycle in 1991 for $1,200. He 
bought it in 1983 for $850. The only expense he had 
in selling the motorcycle was $15 for advertising. 
Since the ACB of the motorcycle is less than $1,000 
($850), it is considered to have an adjusted cost base 
of $1,000. Altbough Samir actually had a gain of $335 
($1,200 minus $850 minus $15), the capital gain that 
he reports is only $185 ($1,200 minus $1,000 minus 
$15). 
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PwmonW Use Property (full description) 
rvlotorcyC[e 

Example 
In 1991, Chelsea sold her lakefront property and 
cottage to a developer for $100,000. She bought the 
property in 1981 for $49,000, and built a cottage on it 
for $30,000 in 1990. Chelsea incurred expenses of 
$1,000 in connection with the sale of the land and 
cottage. She paid $9,000 in interest and property taxes 
during the period she owned the property. In addition, 
she paid interest on the money she borrowed to buy 
the property and build the cottage. 

When calculating her capital gain on the property and 
cottage, Chelsea cari deduct the $1,000 selling 
expenses. However, the $9,000 in interest and property 

taxes is considered to be a persona1 expense since she 
was not using the property or cottage to earn income. 
As a result, Chelsea cannot deduct the $9,000 from 
her income for any taxation year. She also cannot use 
it to reduce her capital gain in 1991. In addition, when 
she calculates the ACB of the property, she cannot 
add the $9,000 to her original cost of $49,000 for the 
land. 

Therefore, Chelsea has to show the sale of the 
property in the section called “Persona1 Use Property” 
on Schedule 3. She uses this schedule to report her 
capital gain of $20,000 ($100,000 - $49,000 - 
$30,000 - $1,000 = $20,000). 

Poraofwl Use Property (full description) 
Ao+ tr9 - IA0 , Plan a3w 
Cl’fy, +ou8‘nce, COU~~ ir 

If you want information on selling part of a personal-use 
property or sets of personal-use property, get Interpretation 
Bulletin IT-332, Persona~-Use Property. 
YOU cari use Form T2080, Capital Dispositions 
Supplementary Schedule Re: Personal-Use Property (other 
than listed persona1 property and principal residence), to 
calculate any gains or losses you have when you dispose of 
personal-use property. 

Listed persona1 property (LPP) 

Listed personal property (defined in Chapter 2) is a type of 
personal-use property. Therefore, the $1,000 minimum 
proceeds of disposition and ACB rules apply. For more 
information about these rules, see the section called 
“Persona1-use property” on page 17 in this chapter. 
You should report the sale of LPP on Schedule 3 only if 
you had a capital gain from the sale. If you are applying a 
LPP loss from a previous year against your 1991 LPP gain, 
make sure you: 

l enter the amount of the loss on the appropriate line on 
Schedule 3; 

0 deduct this amount from your LPP gain; and 
l report your net gain on line 531 of Schedule 3. 
If you sel1 LPP and end up with a 10s~: 

l you cari only deduct the loss from the gain you had 
from selling other LPP; 

l you cannot use this loss to reduce the amount of the 
capital gain you had from selling other types of 
property; and 

0 the total amount of the LPP loss you deduct in the year 
cannot be more than the total LPP gain for that year. 

If your LPP loss is more than your LPP gain in 1991, you 
cari use the difference between the two to reduce your net 
gain on LPP of other years. You cari reduce a gain you had 
in any of the three years before, andlor the seven years 
after. If you have an unapplied LPP loss from previous 
years, you have to apply it fully before you cari apply the 
1991 LPP loss to your net gains from disposing of LPP of 
other years. 

If you would like to carry back your 1991 LPP loss to 
reduce your LPP net gains from 1988, 1989, or 1990, fil1 in 
Form TlA, Request for LO~S Carry-Back, and attach it to 
your 1991 tax return. 

If you have unapplied LPP losses from 1984 to 1990, you 
cari use them to reduce any net gain that you have from 
selling listed persona1 property in 199 1. 

Selling or donating cultural property to a 
designated institution 

You do not have to pay tax on any capital gain that you 
have when you sel1 or donate certified cultural property to 
an institution or public authority designated by 
Communications Canada. The Canadian Cultural Property 
Export Review Board, which operates under 
Communications Canada, certifies this property as being 
cultural property and provides certificates for tax purposes. 

If you sel1 or donate certified cultural property to a 
designated institution and end up with a capital loss, you 



cari deduct the 10~s. Please see Chapter 5 for more details 
on how to deduct a capital 10s~. 
If you would like more information, get Interpretation 
Bulletins IT-407, Disposition of Canadian Cultural Property 
(1987 and prior taxation years), and IT-407, Disposition 
after 1987 of Canadian Cultural Property. 

Foreign exchange gains and losses 

Foreign exchange gains or losses from capital transactions in 
foreign currencies are considered to be capital gains or 
capital losses. However, only the amount of yotir net gain or 
loss for the year that is more than $200 is taxable or 
deducted as a capital gain or 10s~. Report this amount on 
line 528 on Schedule 3. If the net amount is $200 or less: 
l there is no capital gain or capital 10s~; and 
l you do not have to report it on your tax retum. 
You cari use Form T2087, Capital Dispositions 
Supplementury Schedule Re: Foreign Exchange 
Transactions, to calculate any capital gain or capital loss 
from foreign exchange transactions. If you need more 
detailed information, get Interpretation Bulletin IT-95, 
Foreign Exchange Gains ami Losses. 

Qualified small business corporation 
shares 

If you sel1 qualified small business corporation shares, 
report the sale on Schedule 3 in the section called 
“Qualified Small Business Corporation.” 
However, do not report the following transactions in this 
section: 
l the sale of other shares such as publicly traded shares, 

or shares of a foreign corporation; and 
l losses you have when you sel1 any shares of small 

business corporations to a person with whom you deal 
at arm’s length. For more information, see “Allowable 
business investment losses (ABIL)” on page 21 in 
Chapter 5. 

If you have a capital gain when you sel1 qualified small 
business corporation shares, you are eligible for the higher 
capital gains deduction limit. See the section called 
“Qualified small business corporation shares” on page 35 in 
Chapter 6, for more details. 

Qualified farm property 

Generally, when you dispose of qualified farm property, you 
report any capital gain or capital loss on Schedule 3 in the 
section called “Qualified Farm Property.” However, if you 
are considered to have a taxable capital gain from selling 
eligible capital property (which is “qualified farm property”) 
report the gain on line 543 of Schedule 3. For more 
information, see “Eligible capital property” at the beginning 
of this chapter. 
If you have a capital gain when you sel1 qualified farm 
property, you are eligible for the higher capital gains 
deduction limit. For more information about this deduction, 
see “Qualified fat-m property” on page 35 in Chapter 6. 
If you dispose of non-qualified farm property, report it on 
Schedule 3 in the section, “Real estate and depreciable 
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property”. You cari find more details about this section on 
page 10 in Chapter 3. 

Rollovers 

If you sel1 property to someone with whom you do not deal 
at ann’s length, and the selling price is less than its fair 
market value, your selling price is considered to be the fair 
market value. 
Similarly, if you buy property from someone with whom 
you do not deal at arm’s length, and the purchase price is 
‘more than the fair market value, your purchase price is 
considered to be the fair market value. 
If you would like more detailed information, get 
Interpretation Bulletin IT-405, Inadequate Considerations - 
Acquisitions and Dispositions. 

There are special rules that allow you to rollover (transfer) 
property at an amount other than the property’s fair market 
value. If these rules apply to your situation, you may be 
able to postpone paying tax on any capital gains that you 
realize from the transfer. Some of the more common 
rollovers and their accompanying Interpretation Bulletins are 
listed in the section “Other rollovers,” on this page. The 
Interpretation Bulletins give you detailed information about 
the rules. 

Tax Tip 
As you read about rollovers, remember the capital gains 
deduction that is explained in Chapter 6. The deduction may 
be more useful in your situation than any of these rollovers. 

Farms 
When you sel1 or transfer farm property, you may end up 
with a capital gain. There are many special rules for these 
types of capital gains. In certain situations, you cari transfer 
farm property to a spouse or Child. If you would like more 
information about these types of transfers, and other rules 
that apply to farm property, you cari get the Furming 
Income Tax Guide. 

Ether rollovers 
If you have a capital gain, you may choose to postpone 
reporting it when you transfer property: 

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

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

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

If you would like information on a rollover to a corporation, 
get Information Circular 76-19, Trunsfer of Property to a 
Corporation under Section 85, and Interpretation Bulletin 
IT-291, Transfer of Property to a Corporation under 
Subsection 85(l). 

For information on a rollover to a Canadian partnership, get 
Interpretation Bulletin IT-413, Election By Members of a 
Partnership under subsection 97(2). 
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Inheriting property 

Generally, when you inherit property from a person, the 
property’s fair market value on the date of that person’s 
death is considered to be its cost to you. When you sel1 the 

property, you may have a capital gain or capital loss for the 
year you sel1 it. Property inherited by a spouse may not be 
affected by this rule. If you would 1ik.e more information, 
see the Guide For Preparing Tl Returns For Deceased 
Pet-sons. 

CHAPTER 5 
CAPITAL LOSSES 

Who should read this chapter? 

You should read this chapter if you sold or disposed of any 
capital property in 1991 or a prior year, and ended up with 
a capital 10s~. 

When do you have a capital loss? 

You generally have a capital loss when you sell, or are 
considered to have sold, a capital property for less than 
what it cost you. However, you cannot have a capital loss 
when you dispose of: 

l depreciable property (see Chapter 3); or 

l personal-use property (see Chapter 4). 

If you sold listed persona1 property and ended up with a 
loss, see the section called “Listed persona1 property 
losses” later in this chapter. 

1991 Capital losses 

If you had a capital loss in 1991, the allowable part you cari 
claim for your 1991 capital losses is three-quarters (3/4). 

You cari only apply an allowable capital loss against a 
taxable capital gain. This means that if you had a taxable 
capital gain in 1991, you cari use an allowable capital loss 
to reduce the amount of the gain. 

If your aliowable capital losses in 1991 are greater than 
your taxable capital gains, the difference between the two is 
usually considered to be your net capital loss for 1991. If 
you only had allowable capital losses in 1991, and you had 
no taxable capital gains, this amount would also be 
considered to be your net capital 10s~. Report this loss on 
Schedule 3 and file the schedule with your 1991 retum. You 
cari apply this capital loss against your taxable capital gains 
in any of the three previous years (1990, 1989, or 1988). 
You cari also apply it against a gain in any future year. 

Example 
In 1991, Sylvana sold some securities that she owned. 
As a result, she had a capital loss of ($800), and a 
capital gain of $400. 

Capital loss (WO 
Capital gain 400 

Net capital loss ($400) 

Allowable capital loss (3/4 x $400) ($300) 

The allowable capital loss of $300 is also considered 
to be Sylvana’s net capital loss for 1991. She may 

now apply this loss against any taxable capital gains 
that she had in any of the three previous years, or in 
any future year. 

In order to apply your 1991 net capital loss back to previous 
years, just ask Revenue Canada, Taxation to adjust your 
1988, 1989, or 1990 retum. TO do this, you Will need to fil1 
in Form TlA, Requestfor LO~S Carry-Back, and attach it to 
your 1991 tax retum. You do not need to file an amended 
tax retum for the prior year. 

If you carry a net capital loss back to a year in which you 
claimed the capital gains deduction, you may have to reduce 
the amount of your capital gains deduction for that year. For 
more information, see the sections called “Annual gains 
limit” and “Cumulative gains limit” on page 30 in Chapter 
6. 

You Will have to adjust the amount of a 1991 net capital 
loss that you would like to carry back to 1988 or 1989. You 
need to do this because the taxable part of a capital gain 
was two-thirds (2/3) in 1988 and 1989. You do not have to 
adjust the amount carried back to 1990 since the taxable 
part of a capital gain for that year is the same as 1991. For 
more information, see “Net capital losses of other years, 
Line 253 - Tl Retum”, later in this chapter. 

If you would like to carry forward a11 or part of your 1991 
net capital loss to a future year, make sure you keep a 
record of the amount you have available to carry forward. 

Whether you decide to carry your net capital loss back to a 
previous year, or apply it to a year after 1991, you have to 
fil1 in Schedule 3 and attach it to your 1991 tax retum. By 
using Schedule 3, you report any sale of capital property 
which results in a capital loss in 1991. 

You were asking...? 

Q. 1 owned some shares in a Canadian public corporation 
and sold them in 1991 at a 10s~. 1 had no capital gains 
in 1991. How do 1 show my capital loss on my tax 
retum? 

A. Since you have no taxable capital gains in 1991, your 
capital loss becomes a net capital loss for 1991. Three- 
quarters (3/4) of this capital loss is considered to be 
your allowable capital loss for 1991. Show the sale on 
Schedule 3, and attach the schedule to your 1991 tax 
retum. You cannot deduct the net capital loss in 1991 
because you did not have any taxable capital gains. You 
cari, however, carry the loss back three years, or 
forward to any future year, and apply it against taxable 
capital gains. 



Allowable business investment loss (ABIL) 

If you had a business investment loss in 1991, the allowable 
part of this loss that you cari deduct is three-quarters (3/4). 
When you calculate your ABIL for 1991, you may have to 
reduce this loss if you claimed a capital gains deduction in a 
previous year. This is explained in the next section called 
“Reduction in business investment 10~s.” 
If you have an ABIL in 1991, you cari deduct this loss from 
your other sources of income for the year. If your other 
sources of income for the year are less than your ABIL, you 
have to include the difference as part of your non-capital 
loss for 1991. You cari carry your non-capital loss back 
three years, or carry it forward seven years, and include it in 
the calculation of your taxable income. For information on 
non-capital losses, get Interpretation Bulletin IT-232, Non- 
Capital Losses, Net Capital Losses, Restricted Farm Losses, 
Farm Losses and Limited Partnership Losses - Their 
Composition and Deductibility in Computing Taxable 
Income. 

If you are unable to deduct your ABIL as a non-capital loss 
within the allowed time-frame, the unapplied part becomes a 
net capital loss in the seventh year. Since it becomes a net 
capital loss, you cari use it to reduce your taxable capital 
gains in any future year. 
For example, if you had an ABIL in 1984 and you could 
not deduct it in 1984, or any year after 1984, the loss 
becomes a net capital loss in 1991. You cari then use it to 
reduce your taxable capital gains in future years. 
TO claim your ABIL, make sure you enter the amount of 
your loss on line 217 of your tax retum, and attach a note 
which states the: 
l name of the small business corporation: 
l number and class of shares, or the type of debt you 

disposed of; 

l insolvent, bankrupt, or wind-up data; 

l date that you bought the shares, or the date that you 
acquired the debt; 

l amount of the proceeds of disposition; 

0 adjusted cost base of the shares or debt; 

l outlays or expenses on the disposition; and 

l s amount of the 10s~. 

Note 
Any ABIL that you claim for 1991 Will reduce the capital 
gains deduction you are eligible to claim in 1991 and in 
future years. See Chapter 6 for more information. 

Reduction in business investment loss 

If you have a business investment loss that occurred in 
1991, the allowable part of this loss is usually three-quarters 
(3/4). However, if you claimed a capital gains deduction in 
a previous year, you may have to reduce the amount of the 
allowable part that you cari deduct. 

Use the following chart to calculate how much you have to 
reduce your 1991 business investment loss by. Make sure 
you do a separate calculation for each business investment 
loss that you had in 199 1. 

Note 
Make sure you multiply the capital gains deduction claimed 
in 1988 and 1989 by three-halves (3/2) rather than by two 
(2). You do this because the taxable part of a capital gain 
increased from one-half (1/2) to two-thirds (2/3) for 1988. 
Also, any capital gains deduction claimed in 1990 has to be 
multiplied by four-thirds (4/3) because the taxable part of a 
capital gain increased to three-quarters (3/4). 

Total capital gains deductions claimed in 1985, 1986, or 1987 
.(from line 254 of your 1985, 1986, or 1987 retums) ....................... .$ (1) 

Line (1) $ x2= ..................................................................... (2) 

Capital gains deduction claimed in 1988 or 1989 ........................... (3) 

Line (3) $ x 3/2 y .................................................................... (4) 
(see note above) 
Capital gains deduction claimed in 1990 ................................... (5) 

Line (5) $ x 413 ......................... . ............................................ (6) 

Line’(2) plus lines’(4) & (6). 
,’ 

......... .;. ............ . ........................................... (7) 
Total amount you used to reduce your business investment losses in 
1986, 1987; 1988, 1989, and 1990 (from line 535 of Schedule 3 of 
your 1986 through 1990 retums) .......................................... (8) 

Total amount already used to reduce any qther business investment 
loss in 1991 ............................................................... (9) 
Line (8) plus line (9) ........................................................................... (10) 

Line (7)’ minus line (10) ................ . ........................................................ $ (11) 
,’ .. 

Business investmcnt loss for 1991 (before reducing this lqss) ....................................... (12) 

Reduction in a businessinvestment loss for 1991 
Line (11) or line (12), whichever amount is less.. .................................................. $ (13) 
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You treat the reduction to your business investment loss 
from line (13), as a capital loss for 1991. Enter this amount 
on line 535 of Schedule 3. Three-quarters (3/4) of your 
remaining business investment loss is considered to be your 
ABIL. You enter this amount on line 217 of your tax retum. 

Note 
Do not complete the “Listed Persona1 Property” area of 
Schedule 3 if: 

Note 
When you are filling in Schedule 3, make sure you enter 
only the amount of the reduction explained in the previous 
section. Do not report a business investment loss on 
Schedule 3. 

0 you had a loss when you sold LPP in 1991; or 

0 your LPP losses were more than your LPP gains in that 
year. 

However, you should keep a record of your LPP losses 
because you may wish to apply these losses against future 
LPP gains. 

Listed persona1 property (LPP) losses 

If you dispose of LPP and end up with a 10s~: 

l you cari only deduct this loss from any gains you had 
from selling other LPP; 

Example 

0 the total amount of LPP losses that you deduct in the 
year cannot be more than the total LPP gains for that 
year; and 

0 you cannot use this loss to reduce any capital gains you 
had from selling other types of property. 

If your LPP losses are more than your LPP gains in 199 1, 
you cari use the difference between the two to reduce your 
net gains on LPP of other years. You cari reduce a gain you 
had in any of the three years before and/or the seven years 
after. If you have unapplied LPP losses from previous years, 
you apply these losses fully before you cari apply 1991 LPP 
losses to any net gains you had from disposing of LPP of 
other years. 

Marina bought some jewellery in 1981 for $5,800. In 
1991, she sold it for $6,000. She ended up with a gain 
of $200. She also sold a coin collection for $2,000 in 
1991. Marina had originally bought this collection in 
1985 for $1,700. She ended up with a gain of $300 
when she sold the coin collection. In addition, she 
sold a painting in 1991 for $8,000. However, Marina 
bought the painting in 1980 for $12,000. Therefore, 
she had a loss of $4,000. She had no outlays or 
expenses for these three transactions. 

If you would like to carry back your 1991 LPP loss to 
reduce your LPP net gains from 1988, 1989, or 1990, be 
sure to fil1 in Form TlA, Request for LO~S Carry-ha& 
Attach one copy to your 1991 tax retum. 

If you have unapplied LPP losses from 1984 to 1990, you 
cari use these losses to reduce any net gain you had from 
selling LPP in 1991. Do not report a previous year’s LPP 
loss on line 253 of your retum. 

Marina’s loss from selling LPP in 1991 was more than 
her gain: her loss was $4,000, her total gain was $500 
($200 + $300). As a result, her net loss was $3,500 
($4,000 - $500). She cannot use the difference to 
offset her capital gain on the sale of a property other 
than on LPP in the year. Nor cari she offset any 
income she had from other sources. However, she cari 
apply her LPP loss against her LPP net gains in any 
of the three previous years, or the seven years 
following 1991. 

TO calculate her gains or losses from listed persona1 
property for 1991, Marina may use Form T208 1, 
Capital Dispositions Supplementary Schedule Re: 
Listed Persona1 Property. 

A. Pankuhrr of Current Year Dk3fmsitions 

Superficial losses a still owns the substituted property 30 days after the sale. 

You have a superficial loss when you dispose of capital 
property and, during the period starting 30 days before the 
sale, and ending 30 days after the sale, you, your spouse, or 
a corporation you control directly or indirectly: 

0 buys the same or identical property (referred to as 
“substituted property”); and 

If you have a superficial loss in 1991, you cannot deduct it 
when you calculate your income for the year. However, if 
you are the person who acquires the substituted property, 
you cari add the amount of the superficial loss to the 
adjusted cost base of the substituted property. This Will 
either decrease your capital gain, or increase your capital 
loss, when you sel1 the substituted property. 



However, this rule does not apply if: 

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

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

l you sold the property because an option expire& or 

0 you are considered to have sold the property because 
you changed its use. 

Restricted farm losses 

You may have restricted farm losses that you incurred in 
your farming operation which were not deducted when you 
calculated your income for previous years. You cari apply 
part of these restricted farm losses against any capital gain 
that you may have when you sel1 this farmland. The part of 
these restricted farm losses that you cari apply cannot be 
more than the total of the property taxes and the interest on 
money borrowed to buy the farmland. You reduce your 
capital gain by adding these amounts to the ACB of your 
farmland. Please note that the part of these restricted farm 
losses that are added to the ACB of your farmland have to 
be deducted from your restricted farm loss balance. 
You cari only use restricted farm losses to reduce your 
capital gain. You cannot use this type of loss to create or 
increase a capital loss from selling farmland. 

Example 
Bob sold his farmland in 1991 for $200,000. The 
adjusted cost base of the property was $160,000. Bob 
has unapplied restricted farm losses of $20,000 from 
the previous year. This amount included $5,000 for 
property taxes, $5,000 for interest, and $10,000 for 
other expenses. 

Bob wants to reduce his capital gain from selling his 
farmland by applying his restricted farm losses against 
the capital gain. He would calculate his capital gain as 
follows: 

Proceeds of disposition $200,000 

Adjusted cost base $160,000 
Plus: property taxes 5,000 

interest 5,000 170,000 
Capital gain $ 30,000 

Taxable capital gain 
($30,000 x 3/4) $22,500 

Bob cari only apply the portion of his restricted farm 
losses that relate to property taxes and interest on the 
money borrowed to buy the farmland. 

If you would like more information, get Interpretation 
Bulletin IT-232, Non-Capital Losses, Net Capital Losses, 
Restricted Farm Losses, Fartn Losses and Li&ed 
Partnership Losses - Their Composition and Deductibility 
in Computing Taxable Income. 

Net capital losses of other years, 
line 253 - Tl return 

Generally, when your allowable capital losses are more than 
your taxable capital gains for a year, the difference is your 
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net capital 10s~. You cari carry your net capital loss back 
three years, and apply it against, your taxable income to the 
extent of your net taxable capital gains for those years. You 
cari also carry it forward indefinitely to a future year, and 
apply it against your taxable capital gains. 

Tax Tip 

If you had a taxable capital gain in 1991, you may decide to 
take advantage of the capital gains deduction. You cari do 
this instead of using your net capital losses from another 
year. See Chapter 6 for more information about the capital 
gains deduction. 

The taxable part of a capital gain, and the allowable part of 
a capital loss is: 

l one-half (1/2) for 1987 and years before that; 

l two-thirds (213) for 1988 and 1989; and 

l three-quarters (3/4) for 1990 and 1991. 

Since there are different inclusion rates for certain years, 
you may have to adjust your net capital 10s~. You have to 
adjust your net capital loss when you apply it against a 
taxable capital gain that has a different inclusion rate than 
the net capital 10s~. 

The following information and charts Will help you 
calculate the adjustment to your net capital 10~s. You do 
the adjustment before you apply the loss against your 
taxable capital gains. Depending on your own individual 
tax situation, you may or may not have to use all the 
information and charts. 

How do you apply net capital losses of 
other years to 1991? 

Make sure you apply net capital losses of earlier years 
before you apply net capital losses of !a& years. For 
instance, if you have a net capital loss in 1987 and also in 
1990, and you would like to apply these losses against your 
taxable capital gains in 1991, you must follow a certain 
order. First, you apply your 1987 net capital loss against 
your taxable capital gain, then you apply your 1990 net 
capital loss against it. 

Applying net capital losses of years before 1988 to 1991 

Since the rate was lower for years before 1988, you adjust 
your net capital losses for those years, before you cari apply 
these losses to 1991. 

Generally, you cari only use net capital losses to reduce the 
amount of your taxable capital gains. However, if you have 
any unapplied net capital losses from before May 23, 1985, 
you cari deduct these losses from other sources of income. 
You cari deduct up to $2,000, or the amount of your pre- 
1986 capital loss balance, whichever of the two is less. 

Allowable capital losses incurred after May 22, 1985 may 
be applied only to offset taxable capital gains either in the 
same year or in years before or after unless you had 
disposed of the property pursuant to an agreement entered 
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into before May 23, 1985. In other words, capital losses 
incurred between May 23 and December 31, 1985 usually 
receive the same tax treatment as losses incurred in 1986 
and later years. 

You may have a net capital loss that occurred after 1985, 
but before 1988, that you want to claim against your 1991 
taxable capital gains. If you do, be sure to use the following 
chart to calculate your maximum deduction for any net 
capital losses. 

Unapplied net capital losses after 
1985 and before 1988 

Adjusted net capital loss amount 
line (1) x 312 

Taxable capital gains reported on 
line 127 of your 1991 return 

Maximum deduction in 1991 for 
net capital losses after 1985 
and before 1988 

$ (1) 

(2) 

(3) 

line (2) or line (3), whichever is less $ (4) 

On line 253 of your tax return, you cari claim a11 or a part 
of the amount on line (4) as a net capital loss after 1985 
and before 1988. 

You may end up with a remaining balance of unapplied net 
capital losses, after 1985 and before 1988, after you have 
applied these losses to your 1991 taxable capital gains. If 
this is the case, be sure to use the following chart to 
calculate this balance. Please remember that you are 
adjusting back the amount you applied to 1991 to reflect the 
lower rate before you deduct it from the balance of your 
unapplied net capital losses. 

Total unapplied net 
capital losses after 1985 
and before 1988 at the 
beginning of 1991 

Amount claimed on 
line 253 of your 1991 
retum 

Line (2) x 2t3 
Balance of net capital 
losses after 1985 and 
before 1988 available 
to carry forward to a 
future year 

$ (1) 

(2) 

(3) 

Line (1) minus line (3) $ (4) 

Your pre-1986 capital loss balance for 1991 is: 

0 the balance of your total unapplied net capital losses 
that you had at any time before May 23, 1985, 

minus 
l the total amount of capital gains deductions that you 

claimed before 199 1. 
When you calculate the balance of your unapplied pre-May 
23, 1985 net capital losses, remember to reduce the balance 
by the amount you applied to years before 1991. 

Note 
If you claimed a capital gains deduction in 1988 and/or 
1989, you have to adjust the deduction to reflect the lower 
rate for years before 1988. 

Use the following chart to calculate your pre-1986 capital 
loss balance for 199 1. 
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Pre-1986 capital loss balance for 1991 

Unapplied net capital losses you had before May 23, 1985 . . , . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . $ (1) 

Capital gains deductions you claimed 
before 1988 $ 

in 1988 $ x 314 
in 1989 $ x 314 
in 1990 $ x 213 

Total capital gains deductions after adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) 

Pre-1986 capital loss balance for 1991 
line (1) minus line (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (3) 

If you had a net capital loss during the period January 1,1985 to May 22,1985, and you had capital gains later in 1985, you 
may be able to use your capital gains to reduce your pre-1986 capital loss balance. If you would like more information, get 
Interpretation Bulletin IT-232, Non-Capital Lusses, Net Capital Lusses, Restricted Farm Lusses, Farm Lusses and Limited 
Pknership Lusses - Their Composition and Deductibility in Computing Taxable Income. 

Before you cari figure out the amount of your pre-1986 net capital losses that you cari carry forward to 1991, you have to 
adjust your losses to reflect the higher rate. 

Pre-1986 adjusted net capital loss balance for 1991 

Unapplied net capital loss from line (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (4) 

Adjustment factor. . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . x 312 

Adjustedpre-1986 netcapitalloss amount........................................................$ (5) 

Once you have calculated your pre-1986 capital loss balance for 1991, and your adjusted pre-1986 net capital loss amount, 
you cari calculate your maximum 1991 deduction. TO do this, use the following chart to calculate your maximum 1991 
deduction for pre-1986 net capital losses of other years. 

Pre-1986 net capital loss applied in 1991 

Taxable capital gains reported on line 127 . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (6) 

AdjuSted net capital loss amount from line (5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) 

Line (6) or line (7), whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8) 

Pre-1986 deductibleamount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . moo (9) 

Amount from line (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10) 

Amount from line (1) $ 
Minus: line (8) $ x 213 . . . . . . . . . . . . . . . . . . . . . . ..*....................... (11) 

Line (9),(10),or(ll),whicheverisless.......................................................... (12) 

Maximum deduction for pre-1986 net capital losses line (8) plus line (12) . . . . . . . . . . . . . . . . . . . . . . . . . . . $- (13) 

You cari claim all, or any part, of your maximum deduction for your pre-1986 net capital losses 
on line 253 of your 1991 tax return. 

Use the following chat-t to calculate your remaining unapplied balance of pre-1986 net capital losses. 

Pre-1986 net capital loss available for carry-forward 

Amount from line (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 

Amount from line (8): 
$ x 213 .................................................... (15) 

Amount from line (12) ............................................... (16) 

Total of line (15) plus line (16) ................................................................. -- (17) 

Balance available for carry forward to 1992 is line (14) minus line (17) ............................. $ (18) 

Note 
You cari use these charts only if you are using your maximum deduction for pre-1986 net capital losses. 
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Example 

Allan has a pre-1986 unapplied net capital loss of $5,000. He claimed a capital gains deduction of $800 in 1986 and in 1988. 
In 1991, Allan reported a taxable capital gain of $1,800 on line 127 of his 1991 return. He has to use the following chart to 
calculate the maximum deduction for his pre-1986 net capital loss, and the loss balance that is available for him to carry 
forward to 1992. 

Pre-1986 capital loss balance for 1991 

Unapplied net capital losses before May 23, 1985 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . , . . . . . . . . .$m (1) 

Capital gains deductions claimed before 1988: $ 800 
in 1988 $ 800 x 314 600 
in 1989 x 314 
in 1990 x 213 

Totalcapitalgains deductions.......................................................................... 1,400 (2) 

Pre-1986 capital loss balance for 1991 line (1) minus line (2) . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$3,600 (3) 

Pre-1986 adjusted net capital loss balance for 1991 

Unapplied net capital loss from line (1). . . . . . . . . . . . . . . . . . . . . _ . . . . . . . . _ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$5J@J (4) 

Adjustment factor.....................................................................,............... x 3/2 

Adjusted pre-1986 net capital loss amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . , . . . . . . . . . . .$7,500 (5) 

Pre-1986 net capital loss applied in 1991 

Taxable capital gain reported on line 127 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$w (6) 

Adjusted net capital loss amount from line (5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,500 (7) 

Line (6) or line (7), whichever is less . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . 1,x00 (8) 

Pre-1986deductible amount.........................................................................., 2,ooo (9) 

Amount from line (3) . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . _ . . . . . . . . _ . . . . . . . _ . . . . _ . . . . . . . . . . . . . . . . . . . 3,600 (10) 

Amount from line (1) $5,ooo 
Minus line (8): $ 1,800 x 2/3 1,200 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,800 (11) 

Amount from line (9), (lO), or (1 l), whichever is Iess . . . . . _ . . . . . . . . . . . . . _ . . . _ . . . . _ , . . . _ . . . . . . . . . . . . . . . . 2,ooo (12) 

Maximum deduction for pre-1986 net capital losses line (8) plus line (12) . . . . . . . . , . , . . . . . . . . . . . . . . . . . . . . . .$m (13) 

Pre-1986 net capital loss available for carry-forward 

Amount from line (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . .$5,ooo (14) 

Amount from line (8): 
$ 1,800 x 2/3. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,200 (15) 

Amount from line (12): . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,ooo (16) 

Total of line (15) plus line (16) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,200 (17) 

Balance available for carry forward to 1992 - line (14) minus 1in.e (17). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,800 (18) 

The maximum deduction that Allan cari claim on line 253 for pre-1986 net capital losses in 1991 is $3,800. His pre-1986 net 
capital loss balance that is available for carry-forward to 1992 is $1,800. 

Note 
Allan’s carry forward of $5,000 was calculated using the chart in the 1990 Capital Gains TQX Guide. If you claimed any 
portion of your pre-1986 capital losses in 1988, 1989, or 1990, you should have followed this chart to recalculate your carry 
forward. 

Applying a 1988 or 1989 net capital 10s to 1991 
Since there was a lower rate for 1988 and 1989, you have 
to adjust your net capital losses for those years before you 
apply them against your taxable capital gains in 1991. 

TO apply a 1988 or 1989 net capital loss against your 1991 
taxable capital gains, use the following chart. 



Unapplied net capital losses for 1988 and/or 1989 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $. 
Adjusted net capital loss amouni ‘line (1) i 918 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . _ 
Taxable capital gains reported on’line 127 of your 1991 return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Maximum deduction in 1991 for net capital losses for 1988 and/or 1989 
Line (2) or line (3), whichever is less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 

(1) 

(2) 

(3) 

(4) 
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On line 253 of your return you cari claim a11 or a part of the ) balance of unapplied net capital losses for 1988 or 1989. 
amount on line (4) as net capital losses of 1988 and/or 1 Use the following char-t to calculate this balance. Please note 
1989. 
After you apply your net capital losses of 1988 and 1989 to 
your 1991 taxable capital gains, you may have a remaining 

that you are adjusting back the amount applied to 1991 to 
reflect the lower rate before you deduct it from the balance 
of your unapplied net capital losses. 

Total unapplied net capital losses from 1988 or 1989 at the beginning “’ 
of1991 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 
Amount claimed on line 253 of 1991 return, for 1988 & 1989 losses . . . . . . . . . (2) 
Line (2) x 819 . . . . . . . . . ..r........‘................................................... 

1 Balance of net capital losses in 1988 or 1989 available to carry forward to a future year 
Line (1) minus line (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..~............................... $ 

(1) 

(3) 

(4) 

Example 
Dexter had the following capital gains and losses. 

1988 
Capitalloss ........................................................................................ . $700) 
Capital gain ......................................................................................... 100 
Netcapitalloss ................................................................................... ..( $600) 
Allowable capital loss (2/3 x $600) .................................................................. 0 
1989 
Capital loss ........................................................................................ ($2,100) 
Capital gain ........................................................................................ 1,200 
Net capital loss .................................................................................... ( $900) 
Allowable capital loss (2/3 x $900) .................................................................. ‘($600) 

1991 
Capitalgain ........................................................................................ $1,467 
Taxable capital gain ($1,467 x 3/4) .................................................................. $1,100 

Since Dexter could not apply his 1988 and 1989 allowable capital losses, these amounts became net capital losses for 1988 
and 1989. For 1991, Dexter wants to reduce his taxabie capital gain of $1,100 by applying his 1988 and 1989 net capital 
losses to the gain. TO do this, he has to use the following chart and fil1 it in as shown. 

Unapplied net capital losses for 1988 and/or 1989 ($400 + $600) ........................................ .$l,OOO (1) 

Adjusted net capital loss amount line (1) $1,000 x 9/8 .................................................. 1,125 (2) 

Taxable capital gain reported on line 1.27 of his 1991 return .............................................. 1,100 (3) 

Maximum deduction in 1991 for net capital losses for 1988 and/or 1989 line (2) or line (3) 
whicheverisless ..................................................................................... 1,100 (4) 

On line 253 of his tax retum, Dexter cari claim all or part of the amount on line (4) as net capital losses for 1988 or 1989. He 
claims the entire amount of $1.100. In calculating the balance of his unapplied net capital losses, he has to use the following 
char-t and fil1 it in as shown. 

Total unapplied net capital losses from 1988 or 1989 at the beginning of 1991 ............................ .$l,OOO (1) 

Amount claimed on line 253 of his 1991 retum, for 1988 & 1989 
losses..................~......................................................$l.lO 0 (2) 

Line (2) $1,100 x 8/9 .................................................................................. 978 (3) 

Balance of net capital losses in 1988 or 1989 available to carry forward to a future year 
Line (1) minus line (3). .............................................................................. $ 22 -A (4) 
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Applying a 1990 net capital loss to 1991 
If you would like to apply your unapplied 1990 net capital 
loss against taxable capital gains you had in 1991, you do 
not have to do an adjustment since the inclusion rate for 
both years is the same. TO make this claim, enter the 

amount of your 1990 net capital loss on line 253 of your 
return. The amount claimed cannot be more than the taxable 
capital gains you had in 1991. 

Use the following chart to calculate your remaining balance 
of unapplied 1990 net capital 10s~. 

Unapplied 1990 net capital loss at the beginning of 1991. ..................... 

Amount claimed on line 253 of your 1991 return for 1990 losses .............. 

Balance of 1990 net capital loss available for carry forward to a future year 
Line (1) minus line (2). .................................................... 

..................... $ (1) 

...................... (2) 

. . ..*................. (3) J 

How do you apply a 1991 net capital loss 
to previous years? 

As ext>lained in the section called “1991 Caoital losses” at 
the beginning of this chapter, you cari carry ‘a 199 1 net 
capital loss back three years, and use it to reduce your 
taxable capital gains. When you carry back your net capital 
loss, you cari choose to which year you first want to apply 
the 10s~. 

Note 
Since the rate for 1988 and 1989 is different from the rate 
for 1990, you Will have to do separate calculations for these 
years. 

Applying a 1991 net capital loss to 1988 and 1989 

You have to make an adjustment if you apply a 1991 net 
capital loss against your 1988 and 1989 taxable capital gains 
as the rates were different for those years. You have to 
multiply the amount you would like to carry back by 819. 

Use the following chart to calculate your remaining balance 
of unapplied 1991 net capital losses. 

1991 unapplied net capital loss ................................................................... . (1) 
1991 adjusted net capital loss amount available for carry-back 
to 1988 & 1989, Iine (1) $ x 819 ....................................................... (2) 
Amountappliedto 1988 .................................................... ..$ (3) 
Amountappliedto 1989.................................................... 

Line (3)plus line(4) ..,................................................... 

1991 adjusted net capital loss amount unapplied 
Line (2) minus line (5). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Balance of 1991 net capital loss available to carry forward to a future year 
Line (6) $ x 918 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

(4) 
..................... (5) 

..................... (6) 

..................... $ (7) 

Applying a 1991 net capital loss to 1990 

The amount of a 1991 net capital loss that you cari carry 
back is limited to the amount of taxable capital gains that 
you had in the year. 

Use the following chart to calculate the remaining balance 
of your 1991 net capital 10s~. 

Unapplied 1991 netcapitall~ss ................................................................. ..$ 

Amountappliedto 1990 ........................................................................... 

Balance of 1991 net capital loss available to carry forward 
Line (1) minus line (2). .......................................................................... $ 

(1) 

(2) 

(3) 

Note 
TO help you keep accurate records, make sure you keep separate balances for unapplied net capital losses for each year. 
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Example 

Usha reported taxable capital gains totalling $1,500 in 1988, $1,000 in 1989, and $2,000 in 1990. She claimed a capital 
gains deduction of $1,000 in 1989. In 1991, Usha had a net capital loss of $8,000. She would like to use her 1991 net 
capital loss to completely offset her taxable capital gains in 1988 and 1990. As a result, Usha decides to first apply her 
net capital 10s~ to 1988. 

1991 unapplied net capital loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $8,ooo (1) 

1991 adjusted net capital loss amount available for carry-back to 1988 & 1989, 
line (1) $8,000 x 8/9.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,111 (2) 

Amountappliedto 1988........................................................... 1,500(3) 

Amountappliedto 1989........................................................... 0 (4) 

Line (3) plus line (4) . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,500 (5) 

1991 adjusted net capital loss amount unapplied 
Line (2) minus line (5). . . . .,.................................................. . . . . . . . . . . . . . . . . . . . . . . . . . 5,611 (6) 

Balance of 1991 net capital loss available to carry back to 1990, or 
to carry forward to a future year 
Line (6) $5,611 x 9/8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $&3lJ (7) 

1991 unapplied net capital loss . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . $6,312 (1) 

Amount applied to 1990.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,000 (2) 

Balance of 1991 net capital loss available to carry forward to a future year 
Line (1) minus line (2). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $m (3) 

Usha has to fil1 in Forrn TlA, Request for Los Carry-Back, and attach it to her 1991 income tax return. 

CHAPTER 6 
CAPITAL GAINS DEDUCTION 

What is a capital gains deduction? 

It is a deduction that you cari claim against taxable capital 
gains. By claiming this deduction, you may reduce the 
amount of your taxable income. 

When cari you claim the capital gains 
deduction? 

You cari claim it in the year that you have a taxable capital 
gain. The arnount that you cari claim Will be equal to, or 
less than, your gain. In other words, you claim the 
deduction to offset a11 or part of the net taxable capital gains 
that you may have in the year. If you are eligible to claim 
this deduction, you cari choose to claim the maximum 
deduction for the year, claim part of the deduction, or claim 
no deduction at ah. 

Tax Tip 
If you do not report your capital gain on your return for the 
year that you had the capital gain, you may not be allowed 
to claim the capital gains deduction. 

Who is eligible for the capital gains 
deduction? 

Anyone who was a resident of Canada throughout 1991 is 
eligible. For purposes of this deduction, you are considered 
to have been a resident throughout 1991 if you: 

l were a resident of Canada for at least part of 1991; and 

0 were a resident of Canada throughout the year before, 
or the year after. 

Residents of Canada include “factual” and “deemed” 
residents. If you were not a resident of Canada throughout 
1991, see the section called “Are you entitled to claim the 
capital gains deduction?” on page 46 in Chapter 9 to find 
out if you qualify for this deduction. 

What type of property qualifies for the 
capital gains deduction? 

Al1 capital property qualifies for this deduction. In addition, 
any capital gains reserve reported as a capital gain in 1991, 
that relates to capital property you sold after 1984, qualifies 
for the capital gains deduction. Reserves that relate to 
qualified small business corporation shares sold after June 
17, 1987 qualify for the Upper limit of the capitaI gains 
deduction. 
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What are the capital gains deduction 
limits? 

There is a limit to the total amount of capital gains 
deductions that you cari claim in your lifetime. This limit 
depends on the type of capital property that you disposed of. 
If you disposed of: 

0 qualified farm property or qualified small business 
corporation shares, you are eligible to claim up to 
$500,000 in capital gains deductions. Your lifetime 
cumulative capital gains deduction is $375,000 (3/4 of 
$500,000); or 

0 any other capital properties, you are eligible to claim 
up to $100,000 in capital gains deductions. Your 
lifetime cumulative capital gains deduction is $75,000 
(3/4 of $100,000). 

Note 
The total of your capital gains deductions from 1985 to 
1991, for a11 types of capital properties, cannot be more 
than your lifetime cumulative deduction of $375,000. 

Note 
PropoFed legislation introduces an election for 1991 and 
later taxation years. The election is for people who own 
shares of a qualifying small business corporation that goes 
public by having its shares listed on a prescribed stock 
exchange in Canada. The election Will allow these people to 
qualify for the $500,000 lifetime capital gains deduction. 
The deduction Will be for Ann! gains they had on these 
shares to the date the shares are listed. If you would like 
more information, contact your district office. 

How do you calculate your capital gains 
deduction? 
line 254 - Tl return 

TO calculate your capital gains deduction for 1991, you need 
to know the following amounts: 

l your annual gains limit for 1991; 

0 your cumulative gains limit for 1991, which includes 
calculating your cumulative net investment loss; 

l your net taxable capital gains in 1991; and 

l the total of a11 capital gains deductions you claimed in 
previous years. 

The following sections explain how to calculate your annual 
gains limit, your cumulative gains limit, and your 
cumulative net investment loss. 

1) Annual gains limit 
Your annual gains limit for 1991 is the total of: 

a your net taxable capital gains for the year 

minus 

0 the total of any allowable business investment losses, 
and net capital losses of other years, that you claimed 
in 1991. 

Depending on the type of property you disposed of, you cari 
either use Form T657, Calculation of Capital Gains 
Deduction For 1991 On AU Capital Property, or Part 1 of 
Form T657A, Calculation Of Capital Gains Deduction FOI 

1991 On Other Capital Property, to calculate your annual 
gains limit. 

2) Cumulative gains limit 
Your cumulative gains limit for 1991 is the total of your 
net taxable capital gains (*) from 1985 to 1991, minus the 
total of any or a11 of the following: 

0 any allowable capital loss that you deducted from other 
income in 1985 (to a maximum of $2,000); 

0 a11 allowable business investment losses (ABILs) that 
you claimed from 1985 to 1990; 

0 a11 net capital losses of other years that you claimed 
from 1985 to 1990 in calculating your taxable income; 

l your cumulative net investment loss to December 31, 
1991; and 

0 a11 capital gains deductions that you claimed from 1985 
to 1990. 

Depending on the type of property you disposed of, you cari 
use either Form T657A, or Part 2 of Form T657, to 
calculate your cumulative gains limit at the end of 1991. 
When you calculate the total of your net taxable capital 
gains for the years 1985 to 1991, you do not include a11 
capital gains reserves reported for these years. Before 1988, 
only capital gains reserves from the sale of qualified farm 
property are eligible for the capital gains deduction. For 
1988 and later years, capital gains reserves from the sale of 
all capital property are eligible. 
Therefore, when you calculate your cumulative gains, only 
include the following types of capital gains reserves in your 
calculation of net taxable capital gains: 

0 capital gains reserves reported after 1984 from the sale 
of qualified farm property after 1984; and 

l capital gains reserves reported after 1987 from the sale 
of a11 capital property after 1984. 

When you calculate your cumulative gains limit, you also 
have to consider the meaning of “a11 net capital losses of 
other years.” This applies to net capital losses that you 
carried forward, as well as to any net capital losses that 
you carried back to a given year. For example, if you 
carried a 1990 net capital loss back to 1988, you have to 
include that loss as part of your “net capital losses of other 
years” when you calculate your cumulative gains limit for 
1991. 

3) Cumulative net investment loss (CNPL) 
Your CNIL is the amount by which: 

0 the total of your investment expenses for each year 
after 1987 

is more than 

e the total of your investment income for each year after 
1987. 

Any CNIL reduces the amount of your cumulative gains 
limit for the year. Therefore, your capital gains deduction is 
affected by the amount of any CNIL. Your CNIL may 
reduce the amount of vour capital gains deduction in a 
certain year, however, It Will not reduce your lifetime capital 
gains deduction. Since the balance in your CNIL account 
Will vary from year to year, you may still claim the 
inaximum lifetime capital gains deduction if your CNIL is 
offset by investment income you earn in a future year. 



TO figure out your CNIL for 1991, you have to set up an 
account that includes any investment expenses and 
investment income that you had in 1988, 1989, 1990, and 
1991. TO help you do this, use Form T936, Calculation of 
Cumulative Net LO~S to December 31, 1991. 

Note 
Even if you are not claiming the capital gains deduction in 
1991, you should still complete Form T936 and keep it for 
your own records. Since the balance in your CNIL account 
is a cumulative total, you may need this information in the 
future. 

Noie 
In the following section, the investment expenses and 
investment income marked by an asterisk (*) are based on 
proposed legisiation. 

Investment expenses 

These are amounts that you incur to earn investment 
income. You usually deduct them from your income. 
Investment expenses include: 

l interest and carrying charges on property that you use 
to earn property income; 

l (*) net property or net rental losses that you have when 
you rent out, or lease out, rental properties or multiple- 
unit residential buildings (MURBS), including your 
share of such losses from a partnership other than a 
partnership of which you are a specified member; 

o (*) any other expenses that you deduct when you 
calculate your property income. This cari include such 
things as repayments of inducements, capital cost 
allowance that you claimed on certified films and 
videotapes, or repayment of shareholder loans, except 
for the repayment of shareholder loans that you 
deducted when calculating your income for the year. 
However, you may elect to include in your investment 
income any shareholder loans that you included when 
calculating your 1988 and 1989 income. If you make 
this election, you must include in the calculation of 
your investment expenses the repayments of shareholder 
loans to the extent that these amounts were included in 
your investment income for 1988 and 1989; 

l interest, carrying charges, and certain other expenses 
that you deduct when you calculate your share of 
income for the year from a partnership of which you 
were a specified member; 

0 (*) your share of losses (other than allowable capital 
losses) from a partnership of which you were a 
specified member. This includes limited partnership 
losses of other years that you deduct in the year; and 

0 one-half (1/2) of certain resource and exploration 
expenses that you deduct that were incurred and 
renounced by a corporation, or incurred by a partnership 
of which you were a specified member. 

Note 
You are considered to be a “specified member of a 
partnership” if you are a member who is a limited partner, 
or a member who is not actively engaged in the partnership 
business, or engaged in a similar business of the partnership. 
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Investment income 

The investment income that you use to calculate your CNIL 
cari include: 

interest; 

grossed-up taxable dividends that you received from 
taxable Canadian corporations: 

(“) net rental income that you received including your 
share of such income from a partnership other than a 
partnership of which you are a specified member, when 
you rented out or leased out rental properties or 
multiple-unit residential buildings (MURBs). This 
includes any capital cost allowance recapture; 

(*9 your share of income (other than taxable capital 
gains) from partnerships of which you were a specified 
member, including any capital cost allowance recapture; 

one-half (1/2) of a11 amounts included in income that 
you had that are related to recovered exploration and 
development expenses; 

(*) any other property income which includes property, 
payments, and benefits, but does not include loans you 
received as a shareholder of a corporation that you 
include in your income in the year. However, as 
mentioned in the previous section called “Investment 
expenses”, loans you received as a shareholder in 1988 
and 1989 may be included in the calculation of your 
CNIL. You cari elect to include these loans in the CNIL 
calculation provided you included the loans in your 
investment income for 1988 and 1989; and 

(*) the interest portion of annuity payments (other than 
an income-averaging annuity contract or an annuity 
purchased pursuant to a deferred profit sharing plan). 

The following examples show you how you cari use the 
information in this chapter in different tax situations. 

Example 1 
Jim had the following types of income and expenses 
for 1990 and 1991: 

Grossed-up taxable dividends 
Interest income 
Net rental income (10s~) 
Taxable capital gains 
Carrying charges 

1990 1991 
100 100 

1,000 
1,300 (2,zz) 
4,750 

850 600 

He has to calculate his cumulative net investment loss 
(CNIL) at the end of 1990 and 1991 as follows: 

g29Q 
Investment expenses 
Carrying charges 

Total investment expenses 

$ 850 

$ 850 

Deduct the following amounts: 
Investment income 

Grossed-up taxable dividends 
Interest income 
Net rental income 

Total investment income 

$ 100 
1,000 
1,300 

2,400 

CNIL to December 3 1, 1990 $0 
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Jim’s CNIL at the end of 1990 is zero because a 
CNIL account cannot have a negative balance. 
Therefore, his CNIL account does not affect his claim 
for the capital gains deduction in 1990. When he fills 
in Form T657, Calculation of Capital Gains 
Deduction for 1991, he Will put down a zero 
on line 15. 

g&l 
Investment expenses that Jim claimed in 199 1: 

Carrying charges $ 600 
Net rental loss 2,ooo 

Total investment expenses 
claimed in 1991 $2,600 

Add the following amounts: 
Total investment expenses 

claimed in 1990 g5J 
Cumulative investment expenses $3,450 (A) 
Investment income reported in 

1991 
Grossed-up taxable dividends $ 100 
Interest income 500 

Total investment income reported in 1991 $ 600 

Add the following amounts: 
Total investment income reported 

in 1990 2,400 
Cumulative investment income $3,ooo (B) 
CNIL to December 3 1, 1991 
line (A) minus line (B) $3 

Jim calculated his CNIL to the end of 1991 even 
though he did not have any taxable capital gains in 
199 1. By calculating his CNIL each year, it Will be 
easier for him to determine his CNIL when he claims 
a capital gains deduction in a later year. 

Example 2 
In 1989, Anne had taxable capital gains of $10,000. 
TO offset this gain, she claimed a capital gains 
deduction of $10,000. 

In 1990, Anne received interest income of $550, and 
grossed-up taxable dividends of $125. She also had a 
net rental loss of ($1 ,OOO), and carrying charges 
totalling $975 in that year. 

In 1991, Anne sold some publicly traded shares, and 
ended up with a capital gain of $6,000. Since this was 
the only capital property she sold that year, her net 
taxable capital gain for 1991 was $4,500 ($6,000 x 
3/4). She also received $1,100 in interest, and had a 
net rental loss of ($200). 

Since she did not dispose of qualifïed farm property or 
qualified small business corporation shares, Anne cari 
use Form T657A to calculate her capital gains 
deduction for 199 1. 

TO calculate her annual gains limit, Anne has to fil1 in 
Part 1 of Form T657A as follows: 

Name in Full (Print) 

A 

Sodal Insurance Number 

rlne xx JC X%X x 1 
,- PART1 CALCULATION OF ANNUAL GAINS LIMIT FOR 1991 

I 

(a) Total net capital gain (10s~) for 1991 (total of line 537 Schadule 3 and line 393 on form T2017) . . . (1) 

Taxable capital gains (allowable capital losses) (3/4 of amount at line (1) abova) . (2) 

ADD: Taxable capital gain on disposition of eligible capital propeny (from line 544 on Scheduie 3) . (3) 

Total taxable capital gains for 1991 (line (2) plus line (3): if negative, enter zero) . 

(b) Netcapitallossesofotheryears(fromline253onpage2ofyourreturn) .____..._. _._..___ . .._. (5) 

ADD: Allcwable business investment losses (from line 217 on page 2 of your return) . . . (6) 

Total of above losses daimed in 1991 (line (5) plus line (6)) . . 

ANNUAL GAWJS LMT FOR 1991 (line (4) minus line (7): if negative, enter zero) . . . . _ . . 
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Anne’s next step is to calculate her cumulative gains 
limit. However, before she cari fil1 in Part 2 of Form 
T657A, she bas to figure out her CNIL to the end of 

1991. As a result, she has to fil1 in Form T936 
as follows: 

14 Revenue Canada Revenu Canada 
Taxation Impbt 

TO38 
Rev. 91 

CALCULATION OF CUMULATIVE NET INVESTMENT LOSS TO DECEMBER 31,199l 
l Use this form if you have any “investment income” or “investment expenses” for 1991 or in any year after 1987. 

Investment income and expenses, defined in subsection 110.8(l) of the Income Tax Act, are outlined below. 
l The cumulative net investment loss (CNIL) as determined below, reduces the amount of your cumulative gains limit for 

the year and may affect the allowable amount of your capital gains deduction. 
l Even if you are not claiming the capital gains deduction in 1991, you should still complete this form for your own records 

since the balance in your CNIL account is a cumulatiie total and you may need this information in a future year. 
. Refer to the 1991 Capital Galns Tax Gulde for more information on cumulative net investment loss or contact your 

District Taxation Office. 

Name in Full (Phase Pdnt) Bodal Insurance Numher 

Anne IKlXkrn I I *>CH m Y* I k 

- PART 1 CUMULATIVE INVESTMENT EXPENSES 
Investment expenses cfairned cn your 1991 retum. 

ADD: Canying charges and interest expenses (from line 221) ........................ (1) 

Net rental bss (from line 126 andIor related sc@sdutes or statements) ................ (2) ë?oo 00 

Limited or non-active partnership loss (from lit-m 122) other than albwable capital losses ..... (3) 

Limited~nenhipbJsesofoiheryears~~lSBb(f~mline25l)otherthanalbwable~lbsses ........ (4) 

50% of exploration and devebpment expenses (front line 224) ............... (5) 

Any other expenws dafmed in 1991 to earn property inrome (from line 232)’ .......... (6) 

Total Investment Expenses dafmed in 1991 (add lines (1) 10 (6) inclusive) .................. 2 do0 00 b 0 %JO 100 
ADD Investment Expenses daimed in prbr years (after 1967) 

(Enter the amount hom line (A) of your 1990 form T936. If you did not cornplete a form T936 for 1990, report 
the total expertes amounts as descrihed in lines (1) to (6) atbve. as daimed on your 1996.1969 and 1990 retums.). ........ 

Cumulative hamnt Exwnses Wd hs VI and (6)) ............................................. @’ ~-7i$%#& 

- PART 2 CUMULATIVE INVESTMENT INCOME 
Investrnent Inwme reported on your 1991 return. 

ADD: fnvestrnent bcorne (lrom lines 120 and 121) ............................ (9) /OO 

Net rental inwrne, including recaparred depreciation (from line 126) ............... (10) 

Net ibcome from limited or non-active partnership (from line 122) other than taxahfe capital gains (11) 

50% of income from the recovery of expbration and devebpment expenses (ffom line 130) .... (12) 

Anyotherpropertyincomereportadinl99l(fromline13O)” .................... (13) 

Annuity payments taxable under paragraph 56(;)(d) fess the capital portion deductihte 
underparagraph60(a) .......................................... (t4) 

Total Investment fncome reported in 1991 (add fines (9) 10 (14) inclusive) ................. 3 //oo 00 b (15) 

ADD: Total Investrnent Income reported in prbr years (after 1967) 
(Enter the amount from line (B) of your 1990 form T936. If you dii not complete a form T936 for 1990. report the totaf incorne 
emounts descrihed in lines (9) to (14) ahove. as reportad on your 1998.1989 and 1990 retums.) ................... 

Cumulatfve InvWrnent Income (add lit-ras (15) and (16)) ............................................. 

PART 3 CUMULATIVE NET INVESTMENT LOSS 
Cumulative Investment Expenses (line (A) of Part 1) minus Cumulative Investment Income (line (8) of part 2): If negative 
(i.e. incorne is more ban expenses). enter zero. This amount has to he entered on line 15 of form T657A or form T657(E). 
ifyouarecbimingacapitafgafnsdeductbnonyour1991 reNrn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
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When she has determined her CNIL to the end of 1991, Anne cari then fil1 in Part 2 of Form T657A: 

(donotincludereservesreportedbefwe1988) . . . . . . . . . . . . . . . . . . . . . . . . . .._._..._........_. (9) /o.OeO 00 

ADO:Torallaxable~italgainsreponedint991 (line(4)inPartt above) __ . . . . . . . .(t0) ‘f, SO0 OO 

Cumulative taxable caphal gains reported after 1984 (lins (9) plus lins (10)) . . . . . . . . . . fYI.mO COb(l,) f4,SOO b 

(b) Allowabfe capital foss dafmed in 1985 (maximum 32000.00) 

fi 

PART 2 CALCULATION OF CUMULATIVE GAINS UMIT FOR 1991 
(a) Taxabfe capital gafns reported after 1g84 and before 1991 

(fromline127ofyour1995retum.ifafosswasdafmed) . . . . . . . . . . . . . .._......... .(12) 

ADD :Total afbwable business investment losses after 1984 and before 1991 
(frornline217ofyour1985to19g0retums) . . . . . . .._. . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13) 

Total net capital lossesof ofheryears cfaimed after 1984 and before 1991 
(frorn lins 253 of your 1985 to 1950 returns and fomt TlA (Request for Ioss carry-back) . . . (14) 

Cumulative net investment foss (line (C) on form T936) . . . . . . . . . . . . . . . . . (15) 

Totallossesclaimedinl99l(line(7)inPart1above) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16) 

Total capitaf gains deducifons cfaimed after 1984 and before 1991 

Y00 60 

(fromline254ofyour1985tol9Wretums) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17) /OI *Oo OO 

Subtotal (add lines (12) to (17) inclusive) /or c/oo cù .(16) 10, qoo la 

CUMU~TNE~HSLWrl~FOR1gg1(line(11)minusline(l8):ifnagative,enterzero) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..e (l@) 4!/00 km 

Anne’s final step is to fil1 in Part 3 of Form T657A. 

_ PART3 CALCULATlON OF CAPITAL GAINS DEDUCTION ON OTHER CAPITAL PROPERTY 

bxfmumcapitafgafnsdeductfonfor1991 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .._........_............._.... (20) 75,000 00 

otal capital gains deductbns ciaimed after 1984 and More 1988: other capital property only 
hornline254ofyourl985to1987retums) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) d 

IDD: Adjustment of pre-1986 other capital property capital gains deductions 
(1/2ofamountatline(21)) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .._.... ._.. (22) 

Capital gains deductfons ciakned in 1986 and 1969 on other capital property only: exduding elfgibfe 
capftaf property (line 254 of your 1988 and 1988 returns *SS any amounts reported at line (544) on 
Schedule3forl988and 1989: ifnegatfve.enterzero). . . . . . . . . . . . . (23) f0, 000 00 

Adjustment of 1988 and 1989 othercapitaf pmperty capital gains deductbns 
(1/8 of amount at line (23)) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..(24) /,aso 00 

Capital gains deductfons cfakned in 1988 and 1989 in respect of efigible capital property (net to exœed 
line 544 for 1968 and 1969)(totaf fine 254 of your 1988 and 1989 returns iess the amount at line (23) above) (25) 

Total capital gafns deduction clafmed in 1990: other capital property onfy 
(fromline254ofyour1990return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) 

Subtotal (add lines (21) to (26) inclusive) /Y, aro oo.(,7) /(, 2.93 100 

CAPfTAL GAINS DEDUCTfON AVAILABLE FOR 1991 (line (20) minus line (27) if negatiw, enter zero) . . . . . . . (2s) 63,Wo p 

- PART4 DETERMINATION OF 1991 CAPlTAL GAINS DEDUCTION ON OTHER CAPITAL PROPERTY 
CAPfTAL GAINS DEDUCTfON ON OTHER CAPITAL PROPERTY: The maximum amount to be entered at line (29) is the least of lines (8) 
(19) artd (26); hwem. yeu may enter an amount that is less than the maximum. Enter this amount on line 254 on page 2 of your 1991 mtum (2g) Y, /oo p 

Anne is eligible to claim a capital gains deduction of $4,100. She cari report this amount on line 254 of her 1991 return. 
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How do you apply your capital gains 
deduction? 

As explained in the previous example, you should use Form 
T657A to calculate your 1991 capital gains deduction when 
you sel1 a11 types of capital property (except for qualified 
farm property, and qualified small business corporation 
shares). If you sold qualifïed farm property and/or qualifïed 
small business corporation shares in 1991 or a previous 
year, use Form T657. 

For capital gains on a11 capital property (except qualified 
farm property, and qualified small business corporation 
shares), you cari claim a capital gains deduction which is 
equal to the lowest of the following amounts: 

l your annual gains limit for 1991 minus the total of your 
capital gains deduction that you claimed in 1991 for 
qualified farm property, and qualified small business 
corporation shares; 

l your cumulative gains limit at the end of 1991 minus 
the total of your capital gains deduction that you 

claimed in 1991 for qualified farm property, and 
qualified small business corporation shares; and 

l your maximum lifetime capital gains deduction 
available for 1991 for other capital property. TO 
calculate this amour& use Chart 1. 

Note 
When you calculate your maximum lifetime capital gains 
deduction available for 1991, you have to reduce your 
maximum deduction by: 

l 3/2 of the total deductions claimed before 1988; and 

0 9/8 of the total deductions claimed for 1988 and 1989. 

This gross-up adjusts the rate from one-half (112) for years 
before 1988, and two-thirds (2/3) for 1988 and 1989, to 
three-quarters (314) for 1991, You do not have to adjust 
the amount for the 1990 taxation year as the inclusion rate 
is the same for 1991. 

I : .‘. :L.ww. -m . 

l 
i i ’ ,: , a, ,LHAKl 1 

Maximum ,capital gains deckitin ($100,000 x:,3/4) . . . . ‘. : . . . . . . . . . . . . . . . . . . . . ..*..........*.............. $75,000 (1) 

All’capital gains dedtktions, &imed $& &84, ” 
and before 1988 for,other Cap$$ prop&y . . . . . . . . . . . . . . . . . . . . $ (2) 

Adjustment for increase in rates line.(2) : x 3/2.......................$ (3) 

Al1 ckpital gains deductions claimed in i988 an! 1?89’ 
for othei Eapitai’broperty . . . . . . . . : : .‘. . . . . . . . . . . . { ,:: . . . . . . . . . . (4) 

‘< ,, 
Adiustment for increase in rates line (4) i 918 . . . . . . . . . . . . . . . . . . . . . . (5) 

Capital gains deduction claimed in 1990.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6) 

Line (3) plus line (5) & (6). . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...*..... 

Capital gains deduction available for 1991 for other 
capital property line (1) minus line (7) ’ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 

(7) 

(8) 

Qualifïed farm property 

If you sold qualified farm property in 1991, you calculate 
your capital gains deduction by filling in Part 3 of Form 
T657. The following information Will help you fil1 in the 
form. 
When you dispose of qualified farm property and end up 
with a capital gain, you cari claim a capital gains deduction 
in 1991 which is equal to the lowest of the following 
amounts: 

0 your annual gains limit for 1991; 

l your cumulative gains limit at the end of 1991; 

o your net taxable capital gains in 1991 from selling 
qualified farm property after 1984; and 

l your maximum lifetime capital gains deduction 
available for 1991. TO calculate this amour& use 
Chart 2. 

Qualified small business corporation shares 
If you sold qualified small business corporation shares in 
1991, calculate your capital gains deduction by filling in 
Part 4 of Form T657. 

When you sel1 qualified small business corporation shares 
after June 17, 1987, the maximum lifetime capital gains 
deduction that is available for this type of taxable capital 
gains is $375,000. 

When you dispose of small business corporation shares in 
1991 and end up with a capital gain, you cari claim a capital 
gains deduction which is equal to the lowest of the 
following amounts: 

0 your annual gains limit for 1991 minus any capital 
gains deduction for qualified farm property claimed in 
1991; 

l your cumulative gains limit at the end of 1991 minus 
any capital gains deduction for qualified farm property 
claimed in 1991; 

l your net taxable capital gains in 1991 for qualified 
small business corporation shares (excluding taxable 
capital gains included in your capital gains deduction 
for qualified farm property); and 

l your maximum lifetime capital gains deduction 
available for 1991. TO calculate this amount, use 
Chart 2. 
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Note 
You may have a reserve from a previous year’s sale of 
qualified small business corporation shares. If you include 
this reserve in your 1991 capital gains, the taxable part of 

the reserve may qualify for the increased capital gains 
deduction. This is SO only if the sale took place after June 
17, 1987. 

CHART 2 

Maximum capital gains deduction ($500,000 x 3/4). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$375,000 (1) 
Capital gains deductions claimed after 1984, and before 1988, 
for a11 capital property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (2) 
Adjustment for increase in rates line (2) x 3/2.......................$ (3) 
Capital gains deductions claimed in 1988 and 1989 for a11 
capitalproperty......,......,................................. (4) 
Adjustment for increase in rates line (4) x 9/8........................ (3 
AH capital gains deductions claimed in ‘1990.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6) 
Line (3) plus line (5) & (6) . . . ..~.................................................................. (7) 
Maximum lifetime capital gains deduction available for 1991 
line (1) minus line (7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (8) 

T3 Slip - capital gains eligible for 
deduction 

If you are the beneficiary of a trust, the capital gains 
reported in Box 21 may be greater than the capital gains 
eligible for deduction in Box 30. If this is the case, you 
have to re-calculate Schedule 3 up to line 540 to figure out 
your capital gains deduction for 1991. Report the amount 
from Box 30 on line 533 of Schedule 3, and use the 
resulting amount on line 540 to calculate your annual gains 

limit. Make sure you use Part 1 of either Form T657 or 
Form T657A (whichever applies to you). If Box 30 on your 
T3 slip is blank, the capital gains that you cari deduct is the 
same as those reported in Box 21. Therefore, you do not 
have to recalculate Schedule 3. 
You may have received a T3 slip with an asterisk (*) in 
Boxes 21, 26, or 30. If there are no instructions attached to 
your slip, contact the person or institution that sent you the 
slip to find out how to calculate your capital gains 
deduction for 199 1. 



Example 
Ryan received a T3 Supplementary from ABC Trust 
Company in 1991. A copy of the T3 is shown below. 
The amounts he received are shown in the boxes on 

ENTER THIS AMOUNT 
-0NLINE533ON 

SCHEDULE 3. 

ENTER THIS AMOUNT IN PART 1 
+ OF SCHEDULE 5 AND ON LINE 120 OF 

YOUR RETURN. FIL1 OUT FORM 1938. 

MIS AMOUNT IS NOT r REPORTED ON YOUR TAX 
RETURN. l 

ENTER THIS AMOUNT IN PART II OF 
l SCHEDULE S AND ON LINE 121 OF 

YOUR TAX RETURN AND ON LINE 508 
ON SCHEDULE 1. 
FIL1 CUT FORM TWS. 

ENTER THIS AMOUNTON r LINE 507 ON SCHEDULE 1. 

ENTER THIS AMCUNT ON 
r’ LINE 130 OF YOUR RETURN 
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the T3 Supplementary. Ryan had previously reported 
taxable capital gains of $200 in 1985 and $100 in 
1988. He claimed a $100 capital gains deduction in 
both those years. 

ENTER THIS AMOUNT ON 
l LINE 533 ON SCHEDULE 3. 

ENTER THIS AMOUNT ON 
. LINE 254 OF YOUR RETURN. 

FILL CWT FORM T657A. 

l3 supplerr 

Invr(lr*nrnl -anpa Om I - 
g-wgY*- Fmnar:-Hon: 

bedsddn 

NAME OF TRUST/ MAILING ADDRESS OF TRUSTEE 

1 

NOM DE LA FIDUCIE /ADRESSE WSTALE DU FIDUCIAIRE 

taty - supplbmentaire Rev. 91 

ENTER THlS AMOUNT ON 
* LINE 502 OF SCHEDULE 1. 

l For Taxation OWke 
l Pour Is bumw d’lmp6t 1 sTATEMl3-T OF TRUST HCCME tiATDESi3EVFWSERwuE 
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Ryan should first fil1 out Schedule 3, Schedule 1, and 
Schedule 5 and transfer the amounts to his return. 
Ryan had no other capital gains or other investment 

income in 199 1. He did, however, have an investment 
expense of $25 for a safety deposit box in 199 1. 

Schedule 3 - Summary Of Dispositions Of Capital Property in 1991 (sec “Line 127” in guide) 

Information Slips - Capital Gains or Losses (attach T3, T5, T4PS slips) (gag). 00 - km 00) 533 /SO 100 

Capital loss arising from reduction in Business Investment loss &( -1) 
0 

- . . . 
Add: Total amount of Reserves from form 12017 (if negative, show in brackets and subtract) 

Total Capltal Galn (or loss) 

Total of all net gains for losses) In column 15) before reserves 537 
‘538 
‘539 
$40 
,543 
Q 

Taxable Capital Gains (Allowable Capital Losses): 34 of the above “Total Capital Gain (or loss)” 
Add: Taxable capital gain on disposition of eligible capital property - qualified farm property 

Taxable capital qain on disposition of eliqible capital propertv - other 
Total Taxable Capital Gaine (add tines 540 to 544 inclusive) 

(enter this amount on line 127 on page 1 of your return) 

Schedule 1 - Detailed Tax Calculation (sec guide) Tl-1991 
Subtract: Total Non-Refundable Tax Credlts from line 350 on page 3 of your return 501 

Federal Dividend Tax Credit: 13 1/3% of taxable amount of divkiends from taxable 
Canadian corporations (line 120 on page 1 of your return) 502 79 
Minimum Tax Cany-over (see “line 504” in guide) 504 

Total of above credits 1 

*La 

; 

Bask Federal Tax 
Subtract: Federal Foreign Tax Credii - make separate calculation for each foreign country. 0 

(a) Income Tax or Profits Tax paid to a foreign country 507 pi25 l 

Schedule 5 - Statement of Investment Income 
State names of payers in appropriate areas and enclose any information slips received. H space is insuffiiient attach a statement. 

Tl-1991 
i- Taxable Amount of Dlvidends from Taxable Canadlan Corporations (see “Line 120” in guide) 

Include amounts credited through banks, trust companies, brokers and estates. 
A3c 7x%57 CO. 

Total Dlvldends (enter on line 120 on page 1 of your return) ta*: 

II - Interest and Cther Investment Income (see “Line 121” in guide) 
Interest from bonds, Trust, Bank or 
other Deposits, Mortgages, Notes 
and other Securities (specify) 

Income from Foreign Sources 
ALJf TRUJT CO. 

3 

5 

Total Interest and Other Investment Income (enter on line 121 on page 1 of your return) 121 3s 

IV - Carrylng Charges and Interest Expenaes (see “Line 221” in guide) 
Carrying Charges (specify) 

Interest on money borrowed to earn interest, dividend and royalty income 
Interest on money borrowed to acquire an interest in a limited partnership or a partnership in which you are 
nef an active partner 
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Ryan would then complete Forms T936 and T657A. 
He should use Form T657A. He does not use Form 
T657 since he did not dispose of any qualified farm 

property or small business corporation shares. He 
would complete these forms as follows: 

I+l Revenue Canada Revenu Canada 
Taxation Impôt 

CALCULATION OF CUMULATIVE NET INVESTMENT LOSS TO DECEMBER 31,199l 

T936 
Rev. 91 

. Use this form if you have any “investment income” or “investment expenses” for 1991 or in any year after 1987. 
Investment income and expenses, defined in subsection 110,6(l) of the Income Tax Act, are outlined below. 

. The cumulative net investment loss (CNIL) as determined below, reduces the amount of your cumulative gains limit for 
the year and may affect the allowable amount of your capital gains deduction. 

. Even if you are not claiming the capital gains deduction in 1991, you should still complete this form for your own records 
since the balance in your CNIL account is a cumulative total and you may need this information in a future year. 

. Refer to the 1991 Capital Gains Tax Guide for more information on cumulative net investment loss or contact your 
District Taxation Office. 

Name in Full (Please Prlnt) 

kY GbJ 

Social Insurance Numbar 

Ixlxlxmxl%lxmAxl%l 
- PART 1 

Investment expenses claimed on your 1991 reNrn. 
CUMULATIVE INVESTMENT EXPENSES 

ADD: Carrying charges and intarest expenses (from line 221) . . . . . . . . . . . . . . . . . . . . . . . . (1) 

Net rental loss (from line 126 and/or related schedules or statements) . . . . . . . . . . . . . . . . (2) 

Limited or non-active partnership loss (from line 122) other than allowable capital losses . , . . . (3) 

Limited pannership bssss of other yeaa after 1935 (imm lise 251) othsr thsn allowsble capital lesses . . . . . . . . (4) 

50%. of exploration and development expanses (from line 224) . * *............ (5) 

Any other expenses claimed in 1991 to earn pmperty income (from line 232)’ . . . . . . . . . . (6) 

Total Investment Expenses daimed in 1991 (add lines (1) tc (6) inclusive) . . . . . . . . . . . . . . . . . . 

ADD: Investment Expenses claimed in prior years (after 1987) 
(Enter the amount from line (A) of your 1990 form T936. If you did not complete a form T936 for 1990, report 
the total expense amounts as described in lines (1) to (6) above, as claimed on your 19861989 and 1990 retums.). . . . . . . . . 

Cumulative Investment Expanses (add lines (7) and (8)) , . . . . . . , . . . . . . . . . . . . . . . . . . . _ . . . . _ _ . . . . . . . . . . . (8) 

- PART 2 CUMULATIVE INVESTMENT INCOME 

I Investment Income reported on your 1991 raturn. 

ADD: Investment Income (from lines 120 and 121) . . . clks.acs.~ .a. s5ft). (9) 

l Net rental income, including recaptured depredation (from line 126) . . . . . . . . . . . . . . . (10) I 

Net income from limited or non-active partnership (from line 122) other than taxable capital gains (11) I 
50% of incomefmm the recovev of exploration and development expenses (from line 130) . . . . (12) 

Any other propert, income reported in 1991 (fmm line 130)” . . . . . . . . . . . . _ _ _ . . . . . (13) 

Annuity payments taxable under paragraph 56(l)(d) less the capital portion deductible 
under paragraph SO(a) . . _ _ . . . . , . , , . . . . . _ . . . . . . . . . . . . . . . _ . . . . . . . _ (14) 

Total Investment Income reponed in 1991 (add lines (9) to (14) inclusive) . . . . . . , , . . . . . . . . . b (15) 

ADD: Total Investment Income reported in prior years (after 1987) 
(Enter the amount from line (9) of your 1990 form T938. If you did not complete a form T936 for 1990, report the total income 
amounts describad in lines (9) to (14) above. as reported on your 1988.1989 and 1990 returns.) . . . . . . . . . . . . . . . . . . 

Cumulative fnvestment Inmme (add lines (15) and (16)) . . . . . . . . . . . . . . . . . _ . . . . . . . . _ . . . . . . . . . _ _ . . . . . . . 

(16) .s+!3mcE 

PART 3 CUMULATIVE NET INVESTMENT LOSS 
Cumulative Investment Expenses (line (A) of Part 1) minus Cumulative Investment Income (line (E) of part 2): If negative 
(Le. income is more than expenses). enter zero. This amount has to be entered on line 15 of form T657A or form T657(E). 

*.,( if you are claiming a capital gains deduction on your 1991 return . . . . . . . . . . . . . . . . . . . . . . . , , _ . . . . . . . _ _ _ 
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I*I 
Revenue Canada Revenu Canada 
Taxation Imp6t 

T657A 
Rev. 91 

CALCULATION OF CAPITAL GAINS DEDUCTION FOR 1991 ON OTHER CAPITAL PROPERTY 

Name in FUI1 (Print) Sodal Insurance Number 

RdvwJ A%s( Y xx xx 

- PART1 CALCULATION OF ANNUAL GAINS LIMIT FOR 1991 

(a) Total net capital gain (10s~) for 1991 (total of line 537 Sclwdule 3 ~MI line 390 on form T2017) (1) /SO 00 

Taxable capital gains (allowaMe capital losses) (34 of amwnt at line (1) atwe) (2) //a SO 

ADD: Taxable capital gain on dispxition of eligible capital property (irom line 544 WI Schedule 3) . (3) 
TOI~~ taxable capital gains for 1991 (line (2) plus line (3): if negative, enter zero) 

(b) Netcapitallossesofotheryears(fromline253onpage2ofywrreturn) ..____....___.._..__.__. (5) 

ADD: Allowable business inwsbnent losses (from line 217 on page 2 of your reNm) (6) 
Totalofabovelossesdaimedin1991 (line(5)plusline(6)) ._.._.. . . ..___.._._.. ..___..___.... EE ‘Iso 

//a lY b (4) 

ANNUAL GAINS LIMIT FOR 1991 (line (4) minus line (7): if negative. enter zero) . . . 2 /fZ SO 

- PART 2 CALCULATION OF CUMULATIVE GAINS UMIT FOR 1991 
(a) Taxable capital gains reported afier 1964 and before 1991 

(do net include reserws reported befwe 1966) . . . (9) 
ADD:Totaltaxablecapitalgainsreportedin199l(line(4)inPartlabove) .___,, ..___...___....__. (10) 

Cumulative taxable capital gains reporied after 1964 (lins (9) plus lin0 (10)). . 

(b) Allowable capital bss daim& in 1965 (maximum $.ZUoO.OO) 

300 00 
II2 SQ 

412 c?J .(ll) 412 l5c 

(fromlinel27ofywrl965reNrn.ifakMwaadaimed) ,,.._..,.__.._...__...__ __,,,__ _.,,,_ (12) 

ADD :Total allowable business investment lossas after 1964 and before 1991 
(fromline217ofyour1995to1990retums) ,......._.....__.....___._.____..____.,.__ (13) 

Total rwt capital bsses Of other years claimed after 1964 and before 1991 
(bom line 253 of your 1965 to 1990 reNrns and form TlA (Aequest for Ioss carry-back) (14) 

Cumulative net investmant loss (line (C) m brm T936) (15) t 

Totallossesclaim-adinl99l(line(7)inPartlabove) .__......____.._ (16) 

Total capital gains dedutions claimed after 1964 and before 1991 
(fromline254ofywr1965t01990retums) _..._. _....___....____..____.,.____,,.___ .(17) a00 00 

SubtotaJ (add lines (12) 10 (17) inclusive) 
aoo loo ‘1::; ---AZ CUMULATNE GAINS LIMlT FOR 1991 (lin+ (11) minus line (16): if rwgative, enterzero) 

_ PART 3 CALCULATION OF CAPITAL GAINS DEDUCTION ON OTHER CAPITAL PROPERTY 

laximum capital gains deduction for 1991 . m 75.w 00 

otaJ capital gains deductions claimed after 1964 and before 1966: other capital property only 
‘romline254ofywr1965to1967retums) . . . . . . ..~~...~~~~...~~~~~~~~~..~~~ .(21) /uo 00 

IDD: Adjustment of pre-1966 other capital pmperty capital gains deductions 
(1/2ofamountatline(21)) . . .._....._.... .._..... ._..... ._.._.. ._..,._ ___,,.__ .(22) 50 00 

Capital gains deductions claimed in 1966 and 1969 on other capital property only: exduding eligible 
capital properiy (lirw 254 of your 1966 acd 1969 returns less any amounts reported at Ime (544) on 
Schedule3forl966andl969: ifnegative.enterzero) ___....____,.._____..____..____..____ (23) /oo 00 

Adjustment of 1966 and 1969 omer capital pmperty capital gains dedutions 
(1/6ofamfXJntatli~(23)) . .._...... _.....___....___....__. ..__ ___,.___.. ,.._ (24) SO 

Capital gains deductions claimed in 1&6 and 1969 in respect of eligiMe capital property (net to exceed 
line 544 for 1966 and 1969)(total IiM) 254 of your 1966 and 1969 returns less the amount at line (23) above)(25) 

Total capital gains deduction claimed in 1990: other capital property oniy 
(fromline254ofywrl99GreNrn) . . . . . . .._.....___....___... (26) 

Subtotal (add lines (21) to (26) inclusive) z 26 2 0 .(27) d6iZ k 

CAPITAL GAINS DEDUCTION AVAILASLE FOR 1991 (line (20) minus line (27) ii negative, enter zero) __...__......__,.....__.,. (26) 74, T33 1s 

r PART 4 DETERMINATION OF 1991 CAPITAL GAINS DEDUCTION ON OTHER CAPITAL PROPERTY 
CAPITAL GAINS DEDUCTION ON OTHER CAPfTAL PROF’ERTY: The maximum amount to be ente& at line (29) is the least of lines (6). 
(19) and (26); however. you may enler an amount ha1 is less than the maximum. Enter this amount on line 254 on page 2 of your 1991 return T-l-il 

Note 
If Ryan had not claimed any capital gains deductions before 1991, he would not have had to complete lines 17 and 18 and 
lines 21 to 25 on Form T657A. 
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CHAPTER 7 
RESERVES 

This chapter explains the capital gains rules when you sel1 
property and only receive part of the selling price at the 
time of the sale. 

What is a reserve? 
When you sel1 a capital property, you usually receive full 
payment at the time the property is sold. There may be a 
time, however, when you do not receive the full payment at 
the time of sale. Sometimes the amount is spread over a 
number of years. For instance, you may sel1 a capital 
property for $50,000 and receive $10,000 at the time of the 
sale. You receive the remaining $40,000 over a period of 
four years. In this type of situation, you would have a 
reserve. In other words, any part of the money that you do 
not receive in the same taxation year that you sel1 the 
capital property, qualifies for the reserve. 
Even though you have a reserve, you still need to calculate 
your capital gain for the year. You do this in the regular 
way (the proceeds of disposition minus the adjusted cost 
base and the selling expenses). From this amount, you have 
to deduct the amount of your reserve for the year. The 
figure that you end up with is the part of the capital gain 
that you have to report in the year of sale. 
If you claimed a reserve in a previous year, include that 
reserve when you calculate your capital gains for the 
current year. For instance, if you claimed a reserve in 
1990, you have to include this amount in your capital gains 
for 1991. If you still have a reserve for 1991, you have to 
calculate and deduct a new reserve, and include it for the 
following year - 1992. Keep doing this until you have 
received full payment for the property. However, there is a 
limit to the number of years that you cari do this. It depends 
on tbe type of property that you sold. 
Since there was no capital gains deduction before 1985, a 
reserve qualifies for the capital gains deduction only if you 
sold the property after 1984. For information about the 
capital gains deduction, see the heading “What type of 
property qualifies for the capital gains deduction?” on page 
29 of Chapter 6. 
TO deduct a reserve in any year, you have to fil1 in Fonn 
T2017, Surnmry of Reserves on Dispositions of Capital 
Property. You cari find this form in the centre section of 
this guide. 

Who cari claim a reserve? 
Most people cari claim a reserve when they sel1 a capital 
property. However, you cannot claim a reserve if you: 

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

0 were exempt from paying tax; or 
l sold a capital property to a corporation that you control 

in any way. 

How do you calculate a reserve? 
There are two different ways to calculate a reserve. The one 
that you use depends on when you sold the property, and 
the type of property sold. 

Property sold on or before November 12, 1981 

If you sold property on or before November 12, 198 1, use 
the following formula to calculate your reserve: 

Capital gain Amount not due 
X until after = Reserve 

Proceeds of disposition the end of the 
year 

You also use this formula for property that you sold after 
November 12, 1981, if: 

l the sale took place under the terms of an offer or an 
agreement in writing; and 

l the offer or agreement was made, or entered into, on or 
before November 12, 1981. 

Property sold after November 12, 1981 

If you sold property after November 12, 1981, the formula 
you use to calculate your maximum reserve depends on the 
type of property you sold. There are two formulas: one 
formula for when you sel1 other property, and one formula 
for when you sel1 family farm property or small business 
corporation shares. 

Note 
You do not have to claim the maximum reserve in the 
taxation year. You may claim any amount up to the 
maximum. However, the amount of the reserve you claim in 
a later year for the disposition of a particular property may 
net be more than the amount you claimed for that property 
in the immediately preceding year. 

Other property 
For a11 other property that you sel1 after November 12, 
198 1, you cari spread the capital gain over a maximum of 
five years. Your reserve in each year cannot be more than 
the lesser of the following: 

Capital gain Amount not due 
(4 X until after 

Proceeds of disposition the end of the year 

or 

(b) 
Capital gain 

X (4-X)” 
5 years 

* X = the number of taxation years since the year of 
sale, but not including the year of sale. 

By using this calculation, you end up reporting at least one- 
fifth of the capital gain each year until you have reported 
the entire amount. 

Example 
Raju sold his cottage in 1991 for $75,000. The 
adjusted cost base (ACB) of the cottage is $50,000, 
and his selling expenses were $5,000. Raju received a 
down payment of $30,000 at the time of sale. He Will 
receive $5,000 a year for the following nine years. 
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Raju has to calculate his capital gain as follows: 

Proceeds of disposition $75,000. 

minus 
ACB $50,000 
Selling expenses 5,000 55,000 

equals 
Capital gain $20,000 

Since Raju did not receive full payment for the sale 
in the year he sold the cottage, he may claim a 
reserve. However, even though he Will not receive the 
total selling price for nine years, he cannot spread the 
capital gain that he has to report over more than five 
years. 

Raju’s maximum reserve for 1991 is (a) or (b), 
whichever is less: 

$20,000 
(a) ~ 

$75,000 x 
$45,000 = $12,000 

or 

$2O,ooo 
(b) yy-- x (4-o)* = $16,000 

* No taxation years have ended since the year of the 
sale. As a result, Raju does not have to reduce the 
number “4” in this calculation. 

Raju enters the $12,000 reserve on line 388 on Form 
T2017, Summary of Reserves on Dispositions of 
Capital Property. When he completes Schedule 3, 
Summary of Dispositions of Capital Property in 1991, 
he enters the following amounts: 

Line 530 and 537 - total capital gains $20,000 

Line 538 - total amount of reserves 
from Form T2017 

Line 539 - total capital gain 

Line 540 - taxable capital gain 
(3/4 of $8,000) 

ll2,OOO) 

$ 8,000 

$ 6,000 

Raju reports the taxable capital gain of $6,000 on line 
127 of his tax retum. 

In 1992, Raju has to report his 1991 reserve of 
$12,000 as a capital gain. Since there is still an 
amount due to him at the end of 1992, he may 
calculate a new reserve, and deduct it from the 
$12,000. 

Family farm property or small business corporation 
shares 

If you sel1 one of these two types of property after 
November 12, 198 1, to your Child (who lived in Canada at 
the time of the sale), you calculate your reserve in the 
following way. Remember that you cari spread your capital 
gain over a maximum of 10 years. Also remember that your 
maximum reserve is the lesser of (a) or (b): 

(a) Capital gain Amount not due 
X until after the 

Proceeds of disposition end of the year 

or 

(b) 
Capital gain 

X 
10 years 

(9-x)* 

* X = the number of taxation years since the year of 
sale, but not including the year of sale. 

By using this calculation, you Will end up reporting at least 
one-tenth (MO) of the capital gain each year until you have 
reported the entire amount. 

Family farm property includes: 

0 shares of a family fat-m corporation; 

0 an interest in a family farm partnership; or 

0 land or depreciable property in Canada that you, your 
spouse, or any of your children, grandchildren, or great- 
grandchildren used in your farming business. 

CHAPTER 8 
PRINCIPAL RESIDENCE 

This chapter explains the meaning of a principal residence, 
how to designate it, and what happens when you sel1 it. It 
also explains what to do in other special tax situations. 

When you sel1 your home, and if it was your principal 
residence for every year that you owned it, you usually 
do not have to pay tax on any gain from the sale. If you 
need more information after reading this chapter, get 
Interpretation Bulletin IT- 120, Principal Residence. 

0 a condominium; 

0 an apartment in an apartment building; 

0 an apartment in a duplex; or 

0 a trailer, mobile home, or houseboat. 
A property qualifies as your principal residence, for any 
year, if it meets the following four conditions: 

What is your principal residence? 

0 it is a housing unit, a leasehold interest in a housing 
unit, or a share of the capital stock of a co-operative 
housing corporation; 

It is the housing unit you normally live in. Your principal 
residence may be: 

a a house; 

l a cottage; 

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

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

1 l you designate the property as your principal residence. 



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

How do you designate your home as your 
principal residence? 

Each year you own your home and use it as your principal 
residence, you cari designate it as your principal residence. 
However, you do not have to designate it each year. You 
only have to do it in the year that you sel1 your principal 
residence. TO do this, just fil1 in Form T209 1, Designation 
of a Principal Residence. 

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

For 1982 and any years after, during which you were 
married, or were 18 years of age or older, a family 
includes: 

0 you; 
l a person who throughout the year was your spouse 

(unless you were separated for the entire year under the 
terms of a court order or a written agreement); or 

l your Child (other than a Child who was married during 
the year, or who was 18 years of age or older). 

For 1982 and any years after, during which you were not 
married, or 18 years of age or older, a family includes: 
0 your mother or father; or 

0 your brother or sister (who was not during the year 
married or who was 18 years of age or older). 

Note 
Under proposed legislation, the principal residence 
exemption is being extended (for dispositions after 1990) to 
certain additional persona1 trusts if they meet certain 
conditions. If you would like more information on this 
proposed legislation, see Form T2091, Designation of 
Principal Residence, or contact your district taxation office. 

For years before 1982, you cari designate more than one 
home per family as a principal residence. As a result, it is 
possible for a husband and wife to designate different 
principal residences for these years. However, a special rule 
applies if members of a family designate more than one 
home as a principal residence for years before 1982. For 
more information, see Interpretation Bulletin IT- 120, 
Principal Residence. 

Did you dispose of all or a part of your 
principal residence? 

You have to fil1 in Form T209 1, Designation of a Principal 
Residence, if you: 

l sold your principal residence, or any part of it; 
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0 granted someone an option to buy your principal 
residence, or any part of it; or 

0 were considered to have sold your principal residence, 
or any part of it. For more information, see the next 
section in this chapter called “Special situations.” 

If your home was not your principal residence for every 
year that you owned it, Form T2091 Will be able to 
determine: 

0 the number of years that you were entitled to designate 
your home as your principal residence; and 

0 the amount of capital gain that you have to report on 
your tax retum. 

Note 
You only have to include Form T2091 with your tax retum 
if you have to report a capital gain. Report this amount on 
line 530 of Schedule 3. Also, your taxable capital gain may 
be eligible for the capital gains deduction. For more 
information about this deduction, see Chapter 6. 

Special situations 

When you sel1 your principal residence, you may have a 
taxable capital gain if you: 

@ rented out part of the residence; 

l used part of the residence to operate a business; or 

0 designated or chose another home as your principal 
residence. 

Changing your property’s use & a rental or business 
operation 
You may be living in a home that you have designated as 
your principal residence. However, you may decide that you 
would like to change the use of your home. You might want 
to rent it out, or use it to operate a business. If you do this, 
your home would no longer be considered to be for your 
own persona1 use or enjoyment. You would be using it to 
eam or produce income. 

At the time you change the use of your property, two things 
happen: 

l you are considered to have disposed of the property at 
its fair market value; and 

l you are considered to have re-acquired the property for 
this same fair market value. 

By knowing the fair market value, you Will be able to tel1 if 
you have any capital gain on the property. However, if your 
home was your principal residence for every year you 
owned it before you changed its use, you do not have to 
pay tax on any gain when you changed its use. 

If at some point, you stop using the property to eam income 
but do not actually sel1 it, you are considered to have 
disposed of it again. In this case, your capital gain is 
considered to be the increase in the fair market value during 
the time you used the property to earn income. 

You have to report any capital gain that you are considered 
to make from the property on line 521 of Schedule 3. You 
usually have to do this in the calendar year that you 
changed the property’s use. 
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Elections 
When you change your principal residence to a rental or 
business property, you cari make a special election. With 
this election, you cari choose not to be considered as having 
started to use your principal residence as a rental or 
business property. This means you do not have to report 
any capital gain when you change its use. 
TO make this election, you have to attach a letter to your 
tax retum which: 
0 describes the property; and 
l states that you are making your election under 

Subsection 45(2) of the Income Tax Act. 
This election is valid until you either sel1 the property, or 
cancel the election. 
If you make mis election, you cari designate the property to 
be your principal residence for up to four years (even 
though you have not been using it as your principal 
residence). You cari do this as long as: 

l you do not deduct capital cost allowance on the 
property; and 

l you do not designate any other property as your 
principal residence during this time. 

In addition, you cari extend the four-year limit indefinitely 
if: 
0 you are absent from your principal residence because 

your employer, or your spouse’s employer, wants you 
to relocate; 

0 you and your spouse are not related to the employer; 
l you retum to your original home while still with the 

same employer, or before the end of the year following 
the year in which this employment ends; and 

l your original home is at least 40 kilometres farther than 
your temporary residence from your, or your spouse’s, 
new place of employment. 

If you started to use your principal residence as a rental or 
business property in the year, and you would like 
information on reporting business or property income, get 
the Business and Professional Income Tax Guide, or the 
Rental Income Tax Guide. 

Using part of your principal residence for a rental or 
business operation 
You are usually considered to have changed the use of part 
of your principal residence when you start to use that part 
for rental or business purposes. You are also considered to 
have sold that part at its fair market value at that time. 
However, you are not considered to have changed its use if: 
l the part you use for rental or business purposes is small 

in relation to the whole property; 
0 you do not make any major structural changes to the 

property to make it more suitable for rental or business 
purposes; and 

0 you do not deduct any capital cost allowance on the 
part you are using for rental or business purposes. 

If you meet a11 of the above conditions, the whole property 
may qualify as your principal residence even though you are 
using part of it for rental or business purposes. 
If, before you changed its use, the property was your 
principal residence for every year since you owned it, there 
is no capital gain at the time you changed its use. 

However, if a11 the previously mentioned conditions are not 
met, when you actually sel1 the property: 

l you have to split the selling price and the adjusted cost 
base between the part used for the principal residence 
and the part used for the business. You cari do this by 
using either square metres or the number of rooms, as 
long as the split is reasonable; and 

l you do not have to report any capital gain for the part 
being used for the principal residence. Any capital gain 
on the part used for rental or business purposes may 
qualify for the capital gains deduction. See Chapter 6 
for more information. 

Changing your property’s use from a rental or business 
operation @ a principal residence 

If you buy a property to use as a rental or business 
property, and later begin to use it as your principal 
residence, you are considered to have sold the property at its 
fair market value at the time you change its use. 

You cari elect to postpone the disposition of your property 
until you actually sel1 the property. However, this election 
cannot be made if: 

0 you; 

0 your spouse; or 

0 a trust under which you or your spouse is a beneficiary; 

has deducted capital cost allowance on the property for any 
taxation year after 1984, and on or before the day you 
change its use. 

TO make this election, you have to attach a letter to your 
retum which: 

l explains the situation; and 

l states that you are making your election under 
Subsection 45(3) of the Income Tax Act. 

Make this election on or before one of the following two 
dates, whichever is earlier: 
l 90 days after the date Revenue Canada, Taxation asks 

you to make the election; or 

l April 30th following the year in which you actually sel1 
the property. 

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

This election only applies to a capital gain. When you 
calculate your business or property income in the year you 
change the property’s use, you have to include any recapture 
of capital cost allowance you deducted on the property 
before 1985. If you need more detailed information on the 
recapture of capital cost allowance, get the Business and 
Professional Income Tax Guide, or the Rental Income Tax 
Guide. 

You were asking...? 

Q. 1 started to use my business property as my principal 
residence in 1991. 1 understand that 1 am considered to 
have sold the property at the time 1 changed its use and 
that any capital gain is taxable. If 1 end up with a gain 
after 1 do a11 the calculations, is this gain eligible for 
the capital gains deduction? 
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A. Yes. When you sel1 capital property and have a taxable 
gain, you cari usually claim the capital gains deduction. 
You cari do this when you actually sell, or when you 
are considered to have sold, the property. However, you 
may be able to postpone any taxable capital gain until 
you actually sel1 the property. In this case, you have to 
make an election under subsection 45(3) of the Income 
Tax Act. 

Farms 

If you are a farmer and you sel1 farmland in 1991 that 
includes your principal residence, you have a choice of two 
methods to calculate your capital gain. These two methods 
are explained in Chapter 8 of the Farming Income Tax 
Guide. 

CHAPTEF? 9 
LEAVING OR ENTERING CANADA 

Who should read this chapter? 

You should read this chapter if you: 

0 entered Canada (became a resident of Canada) in 
1991; or 

l left Canada (ceased to be a resident of Canada) in 1991. 

Did you leave Canada in 1991? 

If you emigrate (cesse to be a resident of Canada), you are 
considered to have sold a11 your capital property at the time 
you leave. However, this does not include taxable 
Canadian property, sud your right to receive certain 
payments. 

Taxable Canadian property includes: 

l real property located in Canada; 

0 shares of Canadian private corporations; 

l capital property used in a business in Canada; 

l certain shares of public corporations; 

0 a capital interest in a Canadian trust, except certain 
mutual fund trusts; and 

l an interest in certain partnerships. 
Certain payments you still have the right to receive 
include: 

l Old Age Security payments, Canada Pension Plan 
benefits, Quebec Pension Plan benefits, and most other 
pensions; 

l social benefits including Unemployment Insurance 
benelits, Workers’ Compensation Board benefits, and 
social assistance; 

l retiring allowances; and 

l income-averaging annuity contracts, registered 
retirement savings plans, and registered retirement 
income fund payments. 

These properties and payments Will continue to be subject to 
Canadian incarne tax even when you emigrate. 

Other capital property 
At the time you emigrate, you are considered to have sold 
a11 otber capital property (such as publicly traded shares, 
listed persona1 property, and personal-use property) at its 

fair market value. You have to report any capital gain or 
loss in the year that you emigrate. 

When you dispose of capital property, you usually have to 
pay income tax on the disposition by April 30 following the 
year you left Canada. However, you cari make certain 
elections regarding the tax you have to pay and the deemed 
disposition of capital property. 

When you emigrate and dispose of your capital property, 
you cari elect to pay any resulting tax in up to six yearly 
instalments. You cari do this if you: 

a provide acceptable security (for more information, 
contact the Collections Section at your district taxation 
office); and 

l fil1 in Form T2074, Election Under Subsection 159(4) 
to Defer Payment of Income Tax on the Deemed 
Disposition of Property, and file it on or before the day 
your last return (as a person residing in Canada) is due. 

Note 
If you elect to make yearly instalments, you Will be charged 
interest on the unpaid balance until it is paid in full. 

Options for disposing of property 

If you are considered to have disposed of property when 
you emigrate, you may want to consider the following two 
options. 

Option 1 

You may choose to be considered as having sold your 
taxable Canadian property immediately before you 
emigrate. This allows you to take advantage of the capital 
gains deduction (if you are eligible to claim it) for any 
taxable capital gains you have at the time you emigrate. TO 
do this, you have to: 

0 report the sale of the property on Schedule 3, Summary 
of Dispositions of Capital Property in 1991, in the 
General Tax Guide and retum package; and 

l fil1 in Form T657, Calculation of Capital Gains 
Deduction for 1991 on Ail Capital Property, or Fonn 
T657A, Calculation of Capital Gains Deduction for 
1991 on Other Capital Property. You should also fil1 in 
Form T936, Calculation of Cumulative Net Investment 
LO~S to December 31, 1991. Include these forms with 
your retum for the year you emigrate. 
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If you use this option, you have to fil1 in Form T2061A, 
Election by an Emigrant to Report Deemed Dispositions of 
Taxable Canadian Property and Capital Gains andlor 
Losses Thereon, on or before the day when your last retum 
(as a person residing in Canada) is due. 

Option 2 

As previously explained in this chapter, at the time you 
emigrate from Canada you are considered to have sold a11 
your capital property. However, it is possible for you to 
have some, or ail, of your capital property considered as not 
having been sold at the time you emigrate. This property 
would be considered taxable Canadian property. As a 
result, you would not have a capital gain or loss until you 
actually sold, or are considered to have sold, the property. 
TO do this, you have to: 

l provide acceptable security for the payment of any tax 
you are postponing (for more information, contact the 
Collections Section at your district taxation office); and 

0 fil1 in Form T2061, Election by an Emigrant to Defet 
Deemed Disposition of Property and Capital Gains 
Thereon, on or before the day your last retum (as a 
person residing in Canada) is due. 

If you chose to follow one of the options, the amount of the 
allowable capital losses from the deemed dispositions that 
you may deduct is limited to the lesser of: 

0 the total of the allowable capital losses from the 
deemed dispositions; and 

0 taxable capital gains arising from the deemed 
dispositions of such property. 

You may be eligible to claim the capital gains deduction, 
which is explained later in this chapter. 

Tax Tip 

Before you decide whether or not you would like to 
consider these options, you should carefully assess your 
situation. Take into consideration your taxable capital gains, 
allowable capital losses, capital gains deduction, and your 
cumulative net investment loss. 

Did you enter Canada in 1991? 

When you immigrate (become a resident of Canada), you 
are considered to have bought all your capital property at its 
fair market value at the time you enter. However, this rule 
does not apply to: 

0 taxable Canadian property; or 

l property considered to be taxable Canadian property 
because of an election you made when you previously 
emigrated. 

As a result, when you immigrate you have to: 

e make a list of all the property you own; and 

l note the fair market value of each property at that time. 

If you later decide to dispose of any of your property, be 
sure to keep in mind that the cost of each property is its fair 

market value at the time you immigrated. You Will need to 
know this amount when you calculate any capital gain or 
loss. 

Are you entitled to claim the capital gains 
deduction? 

When you calculate your taxable income, you cari claim the 
capital gains deduction only if you resided in Canada for the 
entire taxation year. However, you are considered to be a 
resident of Canada for the entire year if you were resident 
in Canada at any time in the year and for: 

0 the whole year before; or 

0 the whole year after. 

The capital gains deduction applies to any capital gains that 
you had on actual sales, or on sales that are considered to 
have taken place. 

If you emigrated or immigrated, there are several situations 
you may Gnd yourself in. In each situation, you may or may 
not be entitled to claim the capital gains deduction. If you: 

0 emigrated in 1991, you cari claim the capital gains 
deduction for 1991 if you resided in Canada at any time 
in 1991, and for a11 of 1990; 

l immigrated in 1991, but did not reside in Canada for 
the entire year, you cannot claim the capital gains 
deduction for 1991 until you reside in Canada for a11 of 
1992: 

0 immigrated in 1990, and resided in Canada for a11 of 
1991, you cari claim the capital gains deduction for 
1990. If you would like to claim this deduction on your 
1990 retum, see the section called “Changing your 
retum after you mail it” in the General Tax Guide. 

You were asking...? 

Q. 1 entered Canada as an immigrant from another country 
in May 1990. Later in 1990, 1 sold some shares and had 
a capital gain which 1 reported on my 1990 retum. 1 
knew that 1 was not eligible to claim the capital gains 
deduction at that time. However, 1 heard that 1 am now 
eligible for the deduction, and that 1 cari have my 1990 
retum adjusted. 1s this correct? 

A. If you continue to reside in Canada for a11 of 1991, for 
the purpose of the capital gains deduction, you are 
considered to have been a resident for a11 of 1990. This 
means that you are eligible to claim the capital gains 
deduction for 1990. 

For more information about the capital gains deduction, see 
Chapter 6. 

‘If you would like more information about capital property 
and what happens to it when you leave or enter Canada, get 
the Tax Guide for New Canadians, or the Tax Guide for 
Emigrants. You cari also get Interpretation Bulletin IT-451, 
Deemed Disposition and Acquisition on Ceasing to be or 
Becoming Resident in Canada. 
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- Your opinion counts! 

This guide is reviewed each year. If you have any comments or suggestions to improve the explanations in this guide, 
we would like to hear from you. 

Please send your comments to: 

Tax Forms Directorate, 
875 Heron Road, 
Ottawa, Ontario 
KlA OL8 

Throughout this guide, we refer to forms that you must attach to your return. We also mention publications that 
caver certain topics in more detail. If you need any of these forms or publications, complete the order form 
below. 

You cari order this material from your district taxation office by mail, by telephone, or in person. Please see the 
1991 General TZU Guide for the address and telephone number of your district office. If you mail the order 
form, allow three weeks for delivery. 

------------ c”ta,ong ,j”e - - - - - - - - - - - - - - - - , 

ORDER FORM 
Tl -OF-S(E) , 

I 
Please check ( J ) the boxes below or list the titles or numbers of the publications required in the spaces provided. Print your name 

I 

I and address at the bottom of the form and submit it to your district office. 
l 
I 
l 
I 
I 
I 
I 
I 
I 

l 
I 
l 
I 
I 
I 
I 
I 
I 

NAMES OF REQUESTED GUIDES AND PUBLICATIONS 

0 Business and Professionnal Income Tax Guide 0 Northern Residents Deductions Tax Guide 

0 Capital Gains Tax Guide 0 Pension and R‘RSP Tax Guide 
0 Child Care Expenses Tax Guide CI Rental Income Tax Guide 

0 Guide for Preparing Tl Returns for Deceased Persons q Tax Guide for Emigrants 

0 Employment Expenses Tax Guide 0 Tax Guide for New Canadians 

0 Farming Income Tax Guide 0 T3 Guide and Trust Return 

0 Fishing Income Tax Guide 

Other Guides or Publications 

NUMBERS OF REQUESTED FORMS, CIRCULARS OR BULLETINS 

NAME 

ADDRESS 

CITY 

PROVINCE POSTAL CODE 

_-_------- -------- -_-.--------- 
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