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Before You $Part 
1s this guide for you? 
This guide is for you if you had a capital gain or a capital Ioss in 1993. You generally bave il capital gain or loss 
whcnever you dispose of capitül property. Capitütl property is defined in Chapter 2 on page 7. This guide will show 
you how to calculate this type of gain or Ioss. It will also show you how to calculate your capital gains deduction. 

Use Schedule 1. Surnmary of Dispositions of’capital Property in 1993. to record your capital gain or capital IOSS. This 
schedule cornes with your General Incorne i”ax Guide and returns package. 

Forms and publications 
In the middle of this guide. you will find two copies of some of the forms you may bave to complete. Throughout the 
guide, we also refer to othcr forms and publictsions. If  you need any forms or publications, sec the section called 
“How to order forms and publications” on the last page of this guide. 

What’s New for 1993? 
Outlined below are the major changes we bave made to this guide. For more details on these changes. sec the areas 
highlighted in yellow throughout the guide. 

Changes 
Spouse - The term spouse used throughout this guide applies to a legally married spouse and to a common-law spouse 
as defined on page 4 in Chapter 1. 

Leaving OP entering Canada - We bave delered former Chaptcr 8 called “Leaving or Entering Canada.” The 
information that was in this chapter is now covered in the income tax guides called Emigrants and New Canadians. 

New form - We bave developed a new form you cari use if you dispose of capital property you acquired before 1972. 
Form TllO5. Supplernentary Schedule for Dispositions of Capira/ Property Acquiied before 1972. Will help you to 
calculate your capital gain or loss from the disposition of capital property you owned before 1972. This form is net 
included in this guide. You cari get this fbrm from your Rcvcnue Canada income tax office. 

The Capital Disposition Supplernentary Schedok Forms T2080 to T2090. inclusive, bave been cancelled with the 
introduction of Form TI 105. 

Proposed Changes 
This guide includes announced tax changes that were not law at the time of printing. However, we are getting ready to 
apply these proposed changes. 

This guide uses plain language to explain the most common income ta situations. If  you need help after reading this 
guide. please contact your income tax office. You cari find the address and telephone numbers m youï mcome tax 
PXkage. ------Y 

You cari get this publication in braille, large print, audio cassette, and computer 
diskette. For details, please cal1 l-800-267-1267 weekdays between 8:15 a.m. and 
5:00 p.m. (Eastern Time). 
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This section has general information you need t” know 
before you start to calculate your capital gain or capital 
IOSS. 

Throughout this guide. we use the terms “sell,” “sold.” 
“buy:’ or “bought.” These words describe most capital 
transactions. However, the information in this guide also 
applies t” other dispositions or acquisitions, such as when 
y”” give or receive a gift. When reading this guide, you 
may want t” substitute the terms “disposed of” or 
“acquired“ for “sold” or “bought,” if they more clearly 
describe your situation. 

Spouse - The term “spouse” used throughout this guide 
applies t” a legally marriçd spouse and. for 1993 and 
following years, it also applies to a common-law spouse. A 
common-litw spouse is a person of the opposite sex who. at 
that particular time: 

l was living with you in a common-law relationship and is 
the natural or adoptive parent (legal or otherwise) of 
your Child: or 

l was living with y”” in a common-law relationship and 
had been living with you for at least 12 continuous 
months (when you calculate the 12 continuous months, 
include any period of separation of las than 90 days). 

Once either of these tw” situations applies. we consider 
y”” t” bave a common-law spouse, except for any period 
that you were separated for 90 days or more due to ü 
breakdown in the relationship. In this guide, when we refer 
to “marriage” or “married,” it includes a common-law 
relationship between tw” people of the opposite sex when 
the conditions above are met. 

Did you sel1 personal-use property or your 
home? 
Most peoplc are net affected by capital gains rules because 
the property they “wn is for their persona1 use or 
enjoyment. When y”” XII personal-use property such as 
cars and boats, usually y”” do net end up with a capital 
gain. This is because this type of property usually does not 
increase in value “ver the years. As a result, you may end 
“p with a Ioss. Although y”” bave to report a gain on the 
sale of personal-use property. generally you are not 
allowed t” claim a loss. We explain the rules for 
personal-use property on page 15 in Chapter 3 of this guide. 

If  y”” sel1 your home for more than what it cost you. you 
usually do net bave t” report the sale on your tax return or 
pay tax on any gain as long as: 

l your home is your principal residence; and 

l you did net designate any other house as your principal 
residence while you owned your home. For more 
information, sec Chapter 8. 

Do you have a capital transaction or an 
income transaction? 
you bave to know the’ answer to this question before 
you ran continue in this guide. I f  you sel1 a property and 

end “p with a gain or a Ioss. it may he taxed in “ne of tw” 
WayS: 

l as a capital gain or Ioss (capital transaction); or 

l as an income gain or 10s (income transaction). 

I f  you dispose of a property, y”” need to find “ut if the 
transaction is a capital transaction or an income transaction. 
The facts surrounding the transaction determine the nature 
of the gain or loss. 

For more information on the difference between capital and 
income transactions. sec the following Interpretation 
Bulletins (ITs): 

. 13.459 - Adventore or Concern in the Nature of Trade 

. IT-2 18 - Profit, Capital Gains and Losses from the Sale 
of Real Est&e. Including Farmland and Inherited Land 
and Conversion of Real Est& from Capital Property to 
Inventory and Vice Versa 

l IT-479 - Transactions in Secorities. and ifs Special 
R&ase 

The information in the rest of this guide de& with capital 
transactions. Therefore, if y”” bave an income transaction, 
y”” do not have to read any further in this guide. If  y”” 
bave an income transaction. sec the income tax guide cslled 
Business and ProfessionaI Incorne. 

When do you have a capital gain or a 
capital loss? 
Usually, y”” bave a capital ,gain or capital 10% when y”” 
sell or are considered t” bave sold a capital property. The 
following are examples of cases where y”” are considered 
ta bave sold capital property: 

’ you exchange one property for another: 

l you give property (other than cash) as a gift; 

l you convert shares or other securities in your name: 

. y”” setrle or cancel a debt owed t” y”“: 

l you transfer certain property t” a trust; 

l your property is expropriated; 

l your property is stolen: 

l your property is destroyed: 

l an option that you hold to buy or XII property expires; 
or 

l a corporation redeems or cancels shares or other 
securities that you hold.* 

* I f  a corporation redeems shares that you hold, y”” 
Will usually bave a deemed dividend. The amount of 
the dividend Will be show on a T5 slip. 

There are other situations when y”” are considered to bave 
sold a capital property. even though there is no change in 
the property’s ownership. This cari happen if: 

. y”” change all or part of the property’s use (sec 
Chapter 8): 

l YOU leave Canada (sec the income tax guide called 
Emigrants): or 



l the owner dies (sec the income tax guide called 
Preparing Returns for Deceased Persans) 

When do you report a capital gain or a 
capital loss? 
When you sel1 or are considered to bave sold a capital 
property, you bave to report the sale in the year that it 
takes place. 

You may net bave to pay tu for 1993. However. you still 
bave to file a retur”: 

l when you sell, or are considered to bave sold. any 
capital property in 1993 (whether or not the sale results 
in a capital gain or capital loss): or 

l to report the taxable part of any capital gains reserve yo” 
deducted in 1992 (sec Chapter 6). 

Tax Tip 
I f  you want to claim the capital gains deduction. you bave 
to file your 1993 return on or before April 30. 1995. For 
more information about the capital gains deduction. sec 
Chapter 1. 

Do you own a business? 
I f  you own a business that has a fiscal year-end other than 
Deccmber 31. you still report the sale of ü capital property 
in the calendar year the sale takes place. 

Example 
Terri owns a construction firm. The fiscal year-end for 
her business is lune 30, 1993. In November of 1993. 
she sold ü capital property that she used In her 
business. As a result of the sale, she had a capital gain. 
Terri has to report the capital gain on her income tax 
return for 1993. 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? 
I f  you are. it is possible that your partnership bas a fiscal 
year-end other than December 3 1. If  the partnership sells 
capital property during its fiscal year. report your share of 
any capital gain or capital Ioss in the calendar year in 
which that fiscal year ends. 

How do you calculate a capital gain or a 
capital loss? 
I f  you sold capital property in 1993. you will need to know 
the following three amounts to calculatc any capital gain or 
capital Ioss: 

l the procceds of disposition; 

l the adjustcd cost base (ACB); and 

l the outlays and expenses you incurrcd when selling your 
property. 

TO calculate your capital gain or capital loss. subtract 
the ACB of your property from the proceeds of disposition. 
From this ncw amount. subtract any outlays and expenses 
not alnady included in your ACB. 

How do you report a capital gain or a 
capital loss? 
Use Schedule 3, Surnmary of Dispositions of Capital 

S 

Property in 1993. to calculate and report all of your tauble 
capital gains or allowable capital losses. You cari iïnd 
Schedule 3 in your General Income Tax Guide and returns 
package. 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 for 
information on how to complete Schedule 3. 

You may bave deducted a reserve in an ,earlier year. or 
you may be deducting a reserve in 1993. If  either one of 
these apply to you. complete Form T2017, Summary of 
Reserves on Disposit;ons of Capital Property. This form is 
included with this guide and will help you report a prior 
year reserve or deduct a new reserve in 1993. For more 
information on reserves. see Chapter 6. 

Did you sell capital property in 1993 that 
you owned before 1972? 
I f  you did. you bave to apply a special set of rules when 
calculating your capital gain or capital Ioss. You bave to 
use these special rules because capital gains were not taxed 
beforc 1972. Therefore, you do net bave to pay tax on 
capital gains accrued before 1972. TO help you calculate 
your gain or loss from the sale of property you owned 
before 1972. use Form TI 105, Supplementary Schedule for 
Dispositions of Cap;ta/ Property Acquired before 1972. 

For more info&ation, see the following Interpretation 
Bulletins (ITs): 

l IT-78 - Capital Property Owned on 
December 31. 1971 - Identical Properties’ 

. IT-84 - Capital Propcrty Owned on 
December 31. 1971 - Median Rule (Ta-Free Zone) 

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

l IT-2 17 - Capital Property Owned on 
December 31. 1971 - Depreciable Property. and its 
Spccial R&ase. 

What records do you have to keep? 
You Will need the information from &XI~ records or 
vouchers to calculate your capital gains or capital losses for 
the year. You do not need to include these documents with 
your return 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. 

I f  you bave investment income or expenses, yOu should 
keep a record of these amounts. You may need them to 
calculate your cumulative net investment loss (CNIL) wheti 
you calculate your capital gains deduction. We expIain 
the CNIL in Chapter 7. 

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

l inherit it: 

l receivc it as ü gift; or 

l change its use. 

For more detailed information on keeping records, see 
Information Circular 78- 10, Books and Record.s 
RL’rentk)n/De.struction. 
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C%apter 2 
Definitions 

Adjusted cost base - This 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 propcrty is its actual or deemed cost 
depending on the type of property and how you acquired it. 

You bave 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. For more information on the difference 
between capital expenditures and current expenses, see 
Interpretation Bulletin IT-128. Capital Cos Allowance - 
Depreciable Property. For more information on additions 
to, and deductions from, the cost of a property, see 
Interpretation Bulletin IT-456. Capira/ Propcrty - Somc 
Adjusrrnencs fo Cost Ba~c. and its Spccial R&ase. 

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 example. when you inherit or receive propcrty as 
a gift. you are generally considered to bave acquit-cd the 
property at its fair market value on the date you acquired 
it. Similarly. when you win property as a prix from a 
lottery scheme. you are considered to bave acquired the 
prize at its fair market value at that time. For more 
information, see Interpretation Bulletin IT-2 13, Prk% from 
Lotrery Schemes. Pool System Befting and Giveaway 
contests. 

Allowable capital loss - This is the amount of your 
capital loss that you are entitled to deduct from your 
taxable capital gains. For 1987 and previous taxation years. 
the allowable portion was one-half of your capital loss. 
For 1988 and 1989, the allowable portion was two-thirds. 
For 1990 and following years. the allowable portion is 
three-quarters. 

Arm’s length transaction - This is a term used to 
describe a transaction between unrelated parties. Each party 
acts in his or heï own self-interest. Related persans are net 
considered to deal with each other at arm’s length. Related 
persans include individuals connected by blood relationship, 
marriage, or adoption. Also, a corporation and a 
shareholder who controIs the corporation are rclated. 

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. For more information, see 
Interpretation Bulletin lT-419. Meaning of Arm’s Length. 
and its Special R&ase. 

Business investment loss - This is a capital 10% that 
results from the actual or deemed disposition of certain 
capital properties. It cari happen when you dispose of one 
of the following to a person you deal with at arm’s length: 

l a share of a small business corporation: or 

l a debt owed to you by a SmaII business Corporation. 

For business investment Ioss purposes. a small business 
corporation includes a corporation that was a small business 
corporation at any time during the 12 months before the 
disposition. 

You may also incur such a Ioss if you are deemed to bave 
disposed of, for nil proceeds of disposition, a debt or a 
share of a small business corporation under any of the 
following circumstances: 

l A small business corporation owes you a debt (other than 
a debt from the sale of personal-use property) that is 
considered to be a bad debt at the end of the year. 

l At the end of the year, you own a share (other than a 
share received as consideration from the sale of 
personal-use property) of a small business corporation 
that: 

- has gone bankrupt in the year; 

- is insolvent and a winding-up order has been made in 
the year under the Winding-up Act: or 

- is insolvent at the end of the year and neither the 
corporation. nor a corporation if controIs, carries on 
business. Also. at that time, the share in the 
corporation has a fair market value of zero, and it is 
reasonable to expect that the corporation Will be 
dissolved or wound-up and Will net commence to 
carry on business. You hwe to elect in yow retwn 
to be deemed to bave sold the share in the 
corporation for nil proceeds of disposition, and to 
have reacquired the share immediately thereafter at a 
COS1 equal to oil.* 

* You or a person that you do net deal with at 
arm’s length Will be deemed to bave realized an 
offsetting capital gain if the corporation, or a 
corporation it controls, carries on business within 
24 months following the end of the year in which 
the disposition occurred. You or the person bave 
to report the capital gain in the taxation year the 
corporation commences to carry on business. The 
above applies if you or the person own the share 
in the corporation at the time the business is 
commenced. 

For more information about business investment losses. see 
page 21 in Chapter 5. You ca” also get Interpretation 
Bulletin IT-484. Business Investment Losses. 

Canadian-controlled private corporation - This is a 
private Canadian corporation that is net controlled directly 
or indirectly in any way by: 

l one or mort non-resident persans: 

l onc or more public corporations (other than a prescribed 
venture capital corporation); or 

l any combination of the above. 

For mort information, sce Interl&tation Bulletin IT-458, 
C;cnildian-Contr<>Iled Private Corporation. 
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Properties, and IT-48 1, Timber Resource Property and 
Timber Limita-. 

Deemed acquisition - This term is used when you are 
considered to bave acquired property, even though you did 
net actually buy it. 

Deemed disposition i This term is used when you are 
considered to bave disposed of property, even though you 
did not actually sel1 it. 

Deemed proceeds of disposition - This term is used 
when you are considered to bave received an amont for 
property, even though you did not actually receive that 
amount. 

Depreciable property - This is usually capital property 
used to earn income from a business or property. The cost 
cari be written off as capital cost allowance over a number 
of years. We define “capital cost allowance” earlier in this 
chapter. 

Disposition (dispose of) - This is usually an event or 
transaction where you give up possession, control, and all 
other aspects of property ownership. 

Employees’ stock option - This is an option that a 
corporation grants to an employee. By using this option, 
the employez 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 las than the fair market 
ValUe. 

Fair market value - This is the highest dollar value that 
you cari get for your property in an, open and unrestricted 
market, where the parties of the transaction deal at arm’s 
length with each other and are not forced to buy or sell. 

Listed persona1 property - This refus to the following 
personal-use properties that normally increase in value: 

l prints, etchings, drawings, paintings, sculptures, or other 
similar works of art; 

l jewellery; 

l rare folios, rare manuscripts, or rare books; 

l stamps; or 

l 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. All or any 
part of such property, any interest in it, or any right to it, 
is considered to be listed persona1 property. 

Net capital 10% - Generally, 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. We 
explain how to apply net capital losses in Chapter 5. 

Non-an& lengtb transaction - This is a transaction 
bet&en people who were not dealing with each other at 
arm’s length at the time of the transaction. Please sec the 
definition of “arm’s length transaction” earlier in this 
chapter. 

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

Prescribed securities are not considered to be Canadian 
securities. 

Capital cost allowance - In the year you buy a 
depreciable property. such as a building, you cannot deduct 
the full cost. However, since this type of property wears 
out or becomes obsolete over time, you cari deduct its,cost 
over a period of several years. The deduction for this is 
referred to as “capital cost allowance.” 

Capital gain - You bave a capital gain when you sell, or 
are considered to bave sold, a capital property for more 
than its adjusted cost base plus the expenses or outlays 
incurred to sel1 the property. A capital gain is the 
difference between your proceeds of disposition and the 
adjusted cost base of the property less the expenses or 
outlays incurred to sel1 the property. 

Capital loss - You bave a capital 10% when you sell, or 
are considered to bave sold, a capital property for less than 
its adjusted cost base plus the expenses or outlays incurred 
to sel1 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 the expenses 
or outlays incurred to sel1 the property. 

Capital property - This includes depreciable property, 
and any property which. if sold, would result in a capital 
gain or a capital loss. You usually buy it for investment 
purposes or to earn income. Some common types of capital 
property include: 

l your cottage; 

l securities, such as stocks and bonds; and 

l land, buildings, and equipment that you use in a business 
or a rental operation. 

Capital property does not in<Jude the trading assets of a 
business, such as stock or inventory. 

Special rules apply when you dispose of certain types of 
property. These types of propeny include: 

l insurance policies; ’ 

l certitïed cultural properties given or sold to designated 
institutions (see page 20 in Chapter 4); 

l eligible capital properties (sec page 18 in Chapter 4); 

l depreciable properties sold at a loss (sec page I I in 
Chapter 3); 

l Canadian resource properties; 

l foreign resource properties: and 

l timber resource properties. 

For more information on resource properties, sec 
Interpretation Bulletins IT-125. Dispositions of Resource 
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Non-qualifying real property - Generally, non-qualifying 
real property is real property that you or your partnership 
disposed of after February 1992. It also includes the 
following property you or your partnership disposed of 
after February 1992, if its fair market valuc is derived 
principally (more than 50%) from real property: 

l a share of a capital stock of a corporation: 

l an interest in a partnership: 

l an intcrest in a trust: or 

l an interest or an option in respect of any of the property 
described above. 

The following is not included in the definition of 
non-qualifying real property: 

l qualified farm property: 

l qualified small business corporation shares; and 

l real property that was owned by you or your spouse and. 
while you or your spouse owned it: 

- it was used principally in an active business* üt üll 
times in the 24.month period before you disposed of 
it (or if you or your spouse owned it for less than 
24 months. that shorter period); or 

- it was used principally in an active business* 
throughout all or substantially all (90% or more) of 
the time before you disposed of it. This 
accommodates the sale of real properry that may bave 
been used for many years in an active business but 
lay idle for a period of time before you sold it. 

In addition. the active business must bave been carricd 
on for the above-specifïed time period by: 

l fïxing-up expenses 

l finders’ fees 

l commissions 

l brokers‘ fees 

l surveyors’ fees 

l legal fees 

l transfer taxes 

l advertising costs 

You cannot reduce your other income by claiming a 
deduction for these outlays and expenses. Instead. use them 
to reduce your capital gain or increase your capital loss. 

Personal-use property - This refers to items that you 
own primarily for the personal use or enjoyment of your 
family and yourself. It includes all persona1 and household 
items such as furniture, automobiles. boats. and other 
similar properties. 

Prescribed security - This is not considered to be a 
Canadian security. A prescribed security generally includes: 

l a share of a corporation (other than a public corporation) 
the value of which, at the time you dispose of if. cornes 
mainly from real estate. resource properties, or both; 

l a bond. debenture. bill, note, mortgage, hypothec. or 
similar obligation of a corporation (other than a public 
corporation) that you do na deal with at arm’s length at 
any time before you dispose of the security; and 

l a share. bond, debenture. bill, note. mortgage. hypothec, 
or similar obligation you acquire from a person with 
whom you do not deal at arm’s length. 

- you. your spouse. your Child. or your parent: 

- a preferred beneficiary of a persona1 trust: 

- the spouse. Child. or parent of the preferred 
benefïciary of a personal trust: or 

- a corporation. partnership. or personal trust where all 
or substantially all (90% or more) of the fair market 
value of their shares or interests are owned by one or 
more persans described in this list. 

* For the purposes of this definition. an active business is: 

l a business that does not derive its income principally 
from property; 

l any business that employs more than 5 individuals on a 
full-time buis; 

l any business that has managerial, administrative. 
financial. maintenance, or other similar services 
provided to it that would be equivalent to employing 
more than 5 individuals on a full-time bais: 

l any business that leases property that is not real 
property; or 

l any business carried on by a credit union, 

Outlays and expenses - These are amounts that you 
incurred to sel1 a capital property. YOU ca” deduct outlays 
and expenses from your proceeds of disposition when 
calculating your capital gain or capital loss. These types of 
expenses include: 

Proceeds of disposition - This is usually the amount you 
received or Will receive for your property. In most cases. it 
refus to the sale price of the property. This could include 
compensation you received for property that has been 
destroyed, expropriated, or stolen. 

Public corporation - This is a corporation that is resident 
in Canada and: 

l bas a class of shares listed on a prescribed Canadian 
stock exchange: or 

l has elected, or has been designated by the Minister of 
National Revenue, to be a public corporation. Also. at 
the time of the election or designation it complied with 
the prescribed conditions relating to the number of its 
shareholders, the dispersai of ownership of its shares. the 
public trading of its shares. and the size of the 
corporation. 

For more information on the meaning of public 
corporation, see Interpretation Bulletin IT-39 1, Slarus of 
Colporarions. 

Qualified small business corporation shares - Ste the 
definition of “Small business corporation” later in this 
chapter. 

Real property - This is property that canna be moved. 
such as land or buildings. We commonly refer to such 
property as “real estate.” 



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 
WC 

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. 

A share of a corporation is considered to be a qualified 
small business corporation share if: 

l at the rime 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 of which you were a 
member; 

l throughout the 24 months immediately before the share 
was disposed of, no one other than you. a partnership of 
which you were a member, or,a person related to you 
owned the share*; and 

l throughout that part of the 24 months immediately before 
the share was disposed of, while the share Was owned by 
you, a partnership of which you were a member, or a 
person related to you. it was a share of a Canadian- 
controlled private corporation and more than 50% of the 
fair market value of the assets of the corporation were: 

- used mainly in an active business carried on 
primarily in Canada by the Canadian-controlled 
private corptiration, or by a related corporation; 

- certain shares or debts of connected corporations; or 

- a combination of these two types of assets. 

* 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. We consider 
the shares to bave been owned, immediately before 
they were issued, by a person who was net related to 
the individu1 or the partnership. As a result, to meet 
the holding-period requirement, the individu1 or a 
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person or partnership related to the individual cannot 
dispose of the shares for 24 months after they were 
issued. However, this rule does not apply to shares 
issued: 

l as payment for other shares; or 

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

- all 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 all 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 bave to report as income on your return. 
,For 1987 and previous taxation years, the taxable part of a 
capital gain was one-half. For 1988 and 1989, the taxable 
part was two-thirds. For 1990 and following years, the 
taxable part is three-quarters. 

Terminal loss - This type of loss occurs when you bave 
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 propeny in that class. You cari deduct 
the terminal loss when you calculate your incarne for the 
ySIr. 

Undepreciated capital cost (WC) - Generally, it is equal 
to the total capital cost of all the properties of the class 
minus the capital cost allowance (CCA) you claimed in 
prkxyears. If  you sel1 depreciable property in a year, you 
also bave to subtract from the UCC the lesser of the 
following two amounts: 

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

l the capital cost of the property. 



10 

Chapter 3 
Common Transactions 

This chapter gives you information about some of the most 
common capital transactions. It also provides information 
about where you should report the sale of a capital 
property on Schedule 3, Summary of Dispositions of 
Capiral Pmperty in 1993. You cari find this schedule in 
your General Incorne Tu Guide and returns package. 

Information slips 

13 slip 
Box 21 - Capital Gains - You may rcceive a 
T3 information slip with an amount in this box. If  thcre is 
no asterisk (*) in this box, enter the amount on line 533 of 
Schedule 3. 

If  there is an asterisk in this box. you should bave rcceivcd 
instructions with your slip. The instructions will tel1 you 
where t” report the amount on Schedule 3. You enter the 
amount on either line 513, “Qualified small business 
corporation shares,” or line 516, “Qualified farm 
property.” Thc reason for this is that these types of 
propcrty are eligible for a higher capital gains deduction. 
WC explain the capital gains deduction in Chapter 1. 

Box 30 - Capital Gains Eligible for Deduction - I f  
there is an amount in box 21, there mut also be an amount 
in this box. If  the amount is less than thc amount in 
box 2 1. y& bave to enter the difference on line 536 of 
Schedule 3. You bave to use this amount to calculate your 
capital gains deduction and your cumulative net investment 
Ioss. We cxplain this Mer in Chapter 7. 

Example 
Janet received a T3 slip with $500 in box 21 and $300 
in box 30. Since there was no asterisk in box 21. she 
entered $500 on line 533 of Schedule 3. Because the 
amou”t in box 30 was less than the amount in box 2 1. 
she entercd thc difference between the two 
amounts ($200) on line 536 of Schedule 3. 

Note 
I f  b«x 30 has ““il.” a zero, or a dash (-). no amount of 
your capital gain is eligiblc for the deduction. In this case. 
enter the full amount in box 21 on line 536 of Schedule 3. 
If  thcre is no entry in box 30. contact the issuer for an 
amended slip. 

Box 26 - Other Income - You may receive a 
T3 information slip with an asterisk (*) in this box. The 
asterisk indicates that a part of the amount in box 26 is a 
deemed taxable capital gain from the disposition of eligible 
capital property. The footnotes area of your slip will give 
you a description of the property and Will tel1 you where to 
report the taxable capital gain on Schedule 3. Report a 
taxable capital gain on eligible capital property that is 
qualified tàrm property on line 543. Report a taxable 
capital gain on all other types of eligible capital property 
on line 544. 

The footnotes area of your slip should also identify the 
amount of the taxable capital gain that is eligible for the 

capitedl gains deduction. If  the eligible amount is less than 
the taxable capital gain, you bave to multiply the difference 
by 413 and enter the result on line 536 of Schedule 3. You 
adjust this amount since box 26 includes only the taxable 
portion of the capital gain. Line 536 includes the total 
capital gain that is net eligible for the deduction before 
calculating the taxable portion. You bave to use this 
amount to calculate your capital gains deduction and your 
cumulative net investment loss. We explain this later in 
Chapter 7. 

Box 37 - Insurance Segregated Fund Losses - I f  there 
is an amount in this box. enter it on line 533 of 
Schedule 3. This amount is always a loss. If  it is your only 
entry on line 533, put brackets around thc amount. I f  it is 
not your only entry, subtract the amount in this box from 
the total of all other amounts y”” bave to enter on 
line 533. 

T4PS slip 
Box 34 - Capital Gains (or Losses) - Enter this amount 
on line 533 of Schedule 3. If  this amount has brackets 
around it, if is a capital loss. If  the amount is a capital Ioss 
and it is your only entry on line 533. put brackets around 
the amount on line 533. If  it is net your only entry. 
subtract the amount in this box from the total of all other 
amounts you bave to enter on line 533. 

Box 38 - Foreign Capital Gains (or Losses) - Do net 
include this amount on Schedule 3. It is already includcd in 
box 34 of your T4PS slip. Enter this amount on line 508 of 
Schedule 1, and use it to calculate your foreign tax credit. 

Box 40 - Non-Eligible Capital Gains - I f  there is an 
amount in this box, enter it on line 536 of Schedule 3. This 
is the amount of your capital gain that is not eligible for 
the capital gains deduction. You bave t” use this amount t” 
calculate your capital gains deduction and your cumulative 
net investment 10%. We explain this later in Chapter 7. Do 
“or subtract this amount from the amount you bave already 
entered on line 533. 

T5 slip 
Box 18 - Capital Gains Dividends - Enter this amount 
on linc 533 of Schedule 3. 

Box 24 - Non-eligible portion of box 18 - I f  there is an 
amount in this box, enter it on line 536 of Schedule 3. This 
is the amount of your capital gain that is not eligiblç for 
the capital gains deduction. You bave to use this amount ta 
calculate your capital gains deduction and your cumulative 
net investment 10%. We explain this later in Chapter 7. Do 
not subtract this amount from the amount you bave already 
entered on linc 533. 

T5013 slip 
Box 27 - Capital Gains (Losses) - Enter this amount on 
line 533 of Schedule 3 unless you bave received additional 
details. For instance. the footnotes area of your slip may 
indicate that your gain is for qualified small business 
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I f  you dispose of a building and end up with a loss, special 
rules may apply. Under these rules, you may bave to 
Eonsider your proceeds from selling the building as an 
atno”“t other than the actual proceeds. For more 
information, sec the section on page 12 of this chapter 
xlled “Selling a building in 1993.” 

Depreciable property 
When you dispose of depreciable property, you may end up 
with a capital gain or a 10s~. Usually, you Will bave a 
capital gain on depreciable property if you sel1 it for more 
than its adjusted cost base plus the expenses or outlays 
incurred to sell the property. A loss from the sale of 
depreciable property is not considered to be a capital loss. 
However, you may be able to claim a terminal loss under 
the capital cost allowance (CCA) rules. See page. 7 in 
Chapter 2 for a definition of CCA. 

TO calculate CCA, you bave to first group depreciable 
properties into classes. For example, certain portable tools 
and some automobiles are grouped together in Chus 10. 
Your CCA claim is based on a rate assigned to each class 
of property. I f  you want to know what class your property 
is in, cal1 us. 

Generally, the undepreciated capital cost (UCC) of a class 
is the total capital cost of all the properties of the class 
minus the CCA claimed in prier years. If  you sel1 
depreciable property in a year, you also bave to subtract 
from the UCC the lesser of the following two amounts: 

l the proceeds of disposition of the property, minus the 
,related outlays and expcnses; and 

l the capital cost of the property. 

When you sel1 a depreciable property for less than its 
original capital cost, but for more than the UCC in its 
class, you do not bave a capital gain. 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 CCA. 
You bave to include this recapture in income for that year. 

I f  the UCC of a chus has a positive balance at the end of 
the year, and you do not bave any properties left in that 
class, the positive b+xx is a terminal loss. Unlike a 
capital loss, you cari dcduct the full amount of the terminal 
10% from income in that ye?r. 

I f  the balance for the UCC of a class is zero at the end of 
the year, then you bave neither a recapture of CCA, nor a 
terminal loss. 

The rules for recapture and terminal loss do not apply to 
passenger vehicles that you included in Glass 10.1. 

Example 
In 1987, Adam bought a piece of machinery for 
$10,000 for his business. It is the only property in its 
class at the beginning of 1993. The class has a UCC 
of $6,000. He sold the piecc of machinery in 1993 and 
purchased no other property in that class. The 
following chart gives you three different selling prices 
to show you how Adam would handle a variety of 
situations. 

corporation shares or qualified farm property. I f  this is the 
case, enter your gain on line 513 or line 516 of 
Schedule 3. 

The footnotcs area of your slip could also identify amounts 
included in box 27 that are not eligible for the capital gains 
deduction. If  this is the case, enter the amount that is not 
eligiblc on line 536 of Schedule 3. You bave to use this 
amount to calculate your capital gains deduction and 
cumulative net investment Ioss. We explain this later in 
Chapter 7. 

Box 28 - Capital Gains Reserve - Enter this amount in 
thc appropriate area on Form T2017, Summary of Reserves 
on Dispositions of Capital Property. You Will find two 
copies of this form in the middle of this guide. 

Box 29 - Business Investment Los - Enter this amount 
on line 228 of your incarne tax return. This amount is your 
business investment loss. TO find out how to calculate your 
allowable business invcstment loss, see page 21 in 
Chapter 5. 

Real estate and dkpreciable property 
I f  you sold real estate or depreciable property in 1993, you 
havc to report your capital gain or loss in the section called 
“Real estate and depreciable property” on Schedule 3. 

If  you sold real estate in 1993 that is non-qualifying real 
property, you bave to report an amount on line 536 of 
Schedule 3. This is the amount of your capital gain that is 
not eligible for the capital gains deduction. We explain this 
in the section called “Disposition of non-qualifying real 
property” on page 30 in Chapter 7. 

Real estate 
A real cstate transaction includes the sale of: 

l vacant land; 

l rental propcrties, including bath land and buildings: 

l farm property, including both land and buildings (other 
than qualified farm property - see page 19 in 
Chaptcr 4): and 

l commercial and industrial land and buildings. 

Do not use this section of Schedule 3 to report the sale of 
personal-use property (for example, a cottage), or the sale 
of mortgages and other similar debt obligations on real 
property. Report this information on Schedule 3 under 
“Personal-use property” and “Bonds, debentures, 
promissory notes and other properties.” 

I f  you sold real property in 1993 that includes land and a 
building, you: 

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

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

TO help you ,understand how to report a disposition of’real 
property that includes land and a building. see the example 
on page 41 in Chapter 8. 
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Calculation of capital gain 
A B 

Proceeds of disposition s 4.000 $ 8,000 ?2000 
Minus: Capital cost 10,000 10,ooo 10:000 

Capital gain 00 00 $2,ooo 
====z==-- 

Calculation of terminal loss and recapture of CCA 

Cost of properties acquired:$lO.OOO $10,000 $10,000 
Minus: CCA 1987-1992: 4,ooo 4,000 4000 , 

UCC at beginning of 1993: $ 6,000 $ 6,000 $ 6,000 
Minus the lesser of: 
- cost - $10,000: and 
- proceeds of: (A) $ 4,000 

(B) $ 8,ooO 
(C) $12,OcO 4,ooo 8,000 10,000 

$ 2.000 $(Z,OOO) $(4,000) 
l‘Wllli”~l Recapturc tlceapt”re 

IM 

In example A, Adam does not bave a capital gain. 
However, he does bave a terminal loss of $2,000 that 
he cari deduct from income. Remember, you cannot 
bave a capital loss on the sale of depreciable property. 

In example B, Adam does not bave a capital gain. 
However, he does bave a recapture of CCA of $2,000 
that he has fo include in his income. 

In example C, Adam has a capital gain of $2,000 (the 
selling price of the property of $12,000 minus the cost 
of $10,000). He also has a recapture of CCA of $4,000 
that he has ta include in his income. 

For more information about the recapture of CCA and 
terminal losses, sec Interpretation Bulletin 13-478, Capira/ 
Cm-t Allowance - Recapture and Terminal LOS. You ca,, 
also sec the income tax guides called Business and 
Professionai Income or Rental home. 

Selling a building in 1993 
I f  you sold a building in 1993, special rules may apply that 
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 adjoining the building, if you need the land SO 
that the building cari be used; and 

l you sel1 the building for an amont that is less than bath 
its cost amount and its capital cost to you. 

You calculate the cost amount as follovis: 

l I f  the building was the only property in the class, the 
cost amount is the UCC of the class before the sale. 

l I f  there is more than one property in the same class, you 
bave to calculate the cost amount of each building as 
follows: 

Capital cost IJCC COS 
of the building x of = amount 

Capital cost of all the of the 

properties in the class class building 

If you sold a building under these conditions, the terminal 
loss on the building may be restricted and the capital gain 
on the land may be reduced. For more information. see the 
chapter called “Capital Cost Allowance” in the incarne tax 
guide called Rental Income or Interpretation Bulletin 
IT-220, Capital Cost Allowance - Proceeds of Disposition 
of Depreciable Property. 

Selling part of a property 
When you sel1 only part of a property, you bave 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 
all of equal quality. She decides to sel1 25 hectares of 
this land. Since 25 is one-quarter of 100, Sophia 
calculates one-quarter of the total ACB as follows: 

The total ACB $100,000 
Minus: The ACB of the part she sold 

($100,000 x l/4) ..< <. ..<. . . $25,ooo 

Equals: The ACB of the part she kept $75,ooo 

Sophia then calculates any capital gain or loss using 
an ACB of $25,000 for the 2.5 hectares she sold. 

For more information on selling part of a property, see 
Interpretation Bulletin IT-264, Part Dispositions, and its 
Special R&ase. 

Canadian securities and prescribed 
securities 
You report a disposa1 of Canadian securities or prescribed 
securities on Schedule 3 on: 

l Line 513 - “Qualifïed small business corporation 
shares” 

l Line 516 - “Qualitïed farm property” 

l Line 520 - “Shares” 

l Line 528 - “Bonds, debentures, promissory notes and 
other properties” 

Chapter 2 contains the definitions of “Canadian 
securities,” “prescribed securities,” and “qualifïed small 
business corporation shares.” You Will find a definition of 
“qualified farm property” in the income tax guide called 
Farming home. For more information on these properties, 
refer to the applicable headings on pages 13, 14, and 19. 

If  you dispose of Canadian securities, you may bave an 
income gain or 10s~. However, there is a special election 
available to you in the year that you dispose of Canadian 
securities. You cari elect to report your gain or loss as a 
capital gain or 10%. However, if you make the election 
for a taxation year, we Will consider every Canadian 
security owned by you in that year and later years to be 
capital properties. This election is not available to traders 
o/ dealers in securities, or to anyone who was a 
non-resident of Canada when the security was sold. 

If  you are a member of a partnership, and the partnership 
owns Canadian securities, each partner is treated as owning 
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the security. Whcn the partnership disposes of the security. 
each partner may elect to treat the security as capital 
property. An election by ont partner Will not result in each 
member of the partnership being treated as having made 
the election. 

TO make this elcction. complete Form T1’23, Election on 
Disposition of’ Canadian Securities, and attach it to 
your 1993 return. Please remember that. once you make 
this election. you cannot reverse your decision. 

For more information. sce Intcrpretation Bulletin IT-479. 
Transacrions in Securities. and its Special R&ase. 

Other securities and properties 
These include shares. bonds. debentures, promissory notes, 
and other such properties. If  you sold any of these items 
in 1993, you will receive either a T5008, S&femenr of 
Securities Transactions, or an account statement. Report 
any capital gains and capital losses in the section called 
“Other sccurities and pr«pcrties”‘«n Schedule 3. This 

section is broken down into three 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. These include: 

. publicly traded shares; 

. shares that qualify as Canadian securities or prescribed 
securities (sce the previous section), if they are not 
qualified small business corporation shares or qualified 
family farm corporation shares: 

. shares issued by foreign corporations: and 

l units in a mutual fund trust. 

! The following two examples share some common 
information. They show you two different situations (a 
capital gain and a capital loss) and how you would 
complete part of Schedule 3 for each situation. 

Example 1 

In 1993. Franco sold 100 sharcs of ABC Public Corporation of Canada for $8.500. He received the full ‘proceeds at the 
time of the sale. HC paid brokcrage fees of $500. Wben he bought the shares in 1985 for $3.800. Franco paid 
brokeragc fees of $200. 

To tïll in Schedule 3. Franco needs to find out three things: 

. his procceds of’disposition: 

. his adjusted cost base (ACB): and 

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

After he finds out thesc threc amounts, Franco calculates his taxable capital gain as follows: 

Proceeds of disposItIon 
Minus: The ACB 

$8.500 

- Original cmt $3.800 
- Brokerage fees on purchase .., .., .., $ 200 $4,000 

Outlays and expenscs (brokerage fees on the sale) $ 500 $4,500 ~~ 
Capital gain ,..,.,.....,,....,.......,.,,..,...,....I..,............... w,ooo 

Taxablc capital gain (314 x $4,000) $3.ooo 

Franco reports the sale undcr “Sixarcs” in the section called “Other sewritics and properties.” He reports his total 
procecds on line 519, and his capital gain on line 520. 

Shaw 
NO. o‘ shares (Name o‘cor,mation anci class of shares 1 Gain (or loss) 

100 ~XBCPIL~LL corporation of canadiz I 1985 I ‘Y,5001 00 1 4,000 ( 00 1 500) 00 4,oool oo- 

l I l l I l l l 
Total p‘oceeds 519 1 a,5001 00 1 Gain (0, IOSS) 520 4,000 I 00 

If Franco has no other capital gains or capital losses in the year. he reports $3.000 (314 X $4.000) as bis total taxable 
capital gains amount. He entcrs this amoont on line 545 of Schedule 3, and again on line 127 of his return. Franco 
may also be entirled to the capital gains dcduction. For more information about this deduction. see Chapter 7. 
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Example 2 

Using the samc situation in Example 1, assume that Franco had sold his shares for “nly $3,700. As you cari see below. 
Fra”c~ ends ~p with a capital IOSS of $800 ($3.700 - $4.500). HC could use thc Ioss t” offset any capital gains he had 
in 1993. If  his capital I”sscs were more then his capital gains in that year. his net capital IOSS for 1993 would be 
three-quartcrs of the difference bctwecn the tw” amounts. For more information about capivdl losses. 
called ” 1993 Capital losses” on page 2 I in Chapter 5. 

sec thc section 

Other securities and properties 
Shares 

NO. of shares Nams of corporation and CI~ 01 shares 
100 I a!Bc Tu6k Co?poration of Canada 1 Gain 

1985 
1 3,7OOj 1 

4,000/ 1 
(or 

100 
loss) 

00 00 
I 

500 
l 

(8001OOl 

Total praceeds 519 1 
l I 

3,700(00 / 
l l 
Gain (or loss) 520 (8001 OOL 

Bonds, debentures, promissory notes, and other 
properties 
Report the sale of any of thesc types of properties on 
Schedule 3 in the section called “Bonds., debentures, 
promissory notes and “ther properties.” You also report 
the following capital gains and capital I»sses in this section: 

l Options - For information on disposing of options t” 
sell or buy shares, sec Interpretation Bulletins IT-96, 
Options Grmted by Corporations io Acquire Shares, 
Bonds or Debentures. and 13-479. Transacfions in 
Secoritks, and its Special Release: and 

l Discounts, premiums, and bonuses - If, in 1993, you 
received any of these amounts for investments that you 
bave. see Interpretation Bulletin IT-114, Discounr,~. 
Premiums and Bonuses on Debt Obligations. 

Treasury bills (T-Bills) 

You Will rcceive a T.5008. Staternenr ot’.Sccorities 
Transactions. or an accourt statement for transactions that 
took place in 1993. When a T-Bill is issued at a discount 
and you keep it until it matures, the interest deemed to 
accrue ta you is the difference between the issue price and 
the amount you cash it in for. Howevcr, y«” may sel1 the 
T-Bill beforc it matures. In this case. in addition to the 
interest accrued at that time. you may havc a capital gain 
or capital 10s. 

Example 
Ralph purchased a T-Bill on Decembcr 1, 1992, 
for $49,000. The maturity date was March 1, 1993. 
However, he sold it on February 4, 1993. for $49,500. 
The effective yield rate WÜS 5.36%. 

Ralph calculates interest on the T-Bill. as follows: 

Effective Number of days Purchasc Interest 
yield x T-Bill held X price = ta bc 
rate Number of days included 

in the year sold in income 

5.36% x 66 
365 

x $49.000 = $475 

Ralph calculates his capital gain as f»llows: 

Proceeds $49,500 
Minus: Interest $, 475 

Net proceeds $49.025 
Minus: Adjusted cost base $49,ooo 

Capital gain $ 25 
- 

Identical properties 

Properties of a group are considercd to be identical if each 
pr”perty in the group is the same as all the others. The 
most common example of this is when you have shares of 
the same class of thc capital stock of a corporation. 

Average cost calculation 
You may buy and seIl several identical properties at 
different prices “ver a period of time. If  you do this, you 
bave to figure “ut the average cost of each property in the 
group at the time of each purchase. This allows you t” 
determine your ACB. You need t” know this amount 
before you ca” calculate any capital gain or 10s. The 
following two examples show you how to calculate the 
average COS. 

Example 
Kristi owns 100 common shares of a corporation. She 
bought these sbares f”r $15 each. She later bought 
another 150 shares of the same class of that corporation 
for $20 each. In 1993, she sold 200 of these shares 
for $24 each. 

Calculation of average cost 
Previously purchased shares: IM) x $15 = $1.500 
Newly purchased shares: 150 x $20 = $3,ooo 
Total sbares: 250 Total COS~: $4,500 

Average cost of each share: $4.500 + 250 = $ 18 

Calculation of capital gain 
Selling price: 
Minos: ACB of 

(200 x $24) = $4.800 

shares sold: (200 x $18) = 

Capital gain: 
3.600 

Taxablc capital gain: 

$1.200 

($1.200 x 3/4) = $ 900 I_ 



You bave to calculate the average COS~ each time you buy 
another identical property. 

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

Example 
After selling 200 shares in the corporation. Kristi 
had 50 left (250 - 200). She then bought 350 more 
shares (which were identical orooerties) at $21 each. 

l if both the ACB and the proceeds of disposition 
are $1,000 or less, you do not bave a capital gain oi 
capital 10s~. Do not report tbe sale on Schedole 3 when 
you file your return. 

She ha; to i-ecalculat~ 
follows: 

cm of previously 
purchased shares: 
Cost of newly 
purchased shares: 

Total shares: 

Average COS of each 
share (recalculated 
amount): 

the average cost of the shares as 

SO x $18 = $ 900.00 

350 x $21 = $7,350.00 

400 
=zZ 

Total cost: $8,250.00 

$8.250 + 400 = $ 20.63 

You should also use this method to calculate the average 
COS~ 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: 

l they are both issued by the same debtor; and 

l all 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. 

Personal-use property 
You Will find a definition of personal-use property on 
page 8 in Chapter 2. When you dispose of personal-use 
property, you will end up with a capital gain or a capital 
loss. TO calculate your capital gain or loss, follow these 
rules: 

l if the ACB of the property is less than $1.000, its ACB 
is considered to be $1,000; 

When you dispose of personal-use property that has 
an ACB or proceeds of disposition over $1,000, you may 
end up with a capital gain or a capital loss. You bave to 
report any capital gain in the section called “Personal-use 
property” on Schedule 3. However, if you end up with a 
capital Ioss, you usually cannot deduct that 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. The reason for this is that if a property 
depreciates through personal use, the resulting loss on its 
disposition is a persona1 expensç. 

These Ioss restrictions do not apply: 

l if you disposed of personal-use property which is listed 
personal property (LPP) - LPP is discussed on page 16 
in the next section: or 

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 
- for more information. sec the section called “Bad 
debts” on page IX in Chapter 4. 

You were asking...? 

Q. In 1993, 1 sold an old china cabinet for $900. The 
cabinet didn’t COS~ 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 bave to report the gain on my 
income tax return? 

A. No. Since the china cabinet is 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 loseon the sale of the 
china cabinet. 
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Example 

Samir sold his motorcycle in 1993 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 
bave a” ACB of $1,000. Although Samir actually had a gain of $335 ($1.200 minus $850 minus $15). the capital gai” 
that he reports is only $185 ($1,200 minus $1,000 minus $15). 

Personst-use property (full description) 
5?4otorcycli 1 1983 1 

l 
1,200 (00 1 1,000~ 00 1 15100 I 1851 00 

Gain on,y ml ) 1851 00 

Example 

In 1993. 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. During the period she owned the property, Chelsea paid a total of $9.000 in propeny 
taxes and in interest on the money borrowed to buy the property and build the cottage. 

When calcularing her capital gai” on the property and cottage, Chelsea ca” deduct the $1,000 selling expenses. 
However, the $9,000 in property taxes and interest is considered to be a personal expense, since she was “ot using the 
property or cottage to car” income. As a result, Chelsea Ca”not deduct the $9,000 from her income for any taxation 
year. She also cannot use it to reduce her capital gain in 1993. In addition, when she calculates the ACB of the 
property, she Can”ot add the $9,000 ta her original cost of $49,000 for the land. 

Therefore. Chelsea has to show the sale of the propwty in the section called “Personal-use property” on Schedule 3. 
She uses this schedule to report her capital gai” of $20,000 ($100,000 - $49.000 - $30,000 - $1.000 = $20,000). 

I f  Chelsea had designated her cottage as her principal residence, all or part of the capital gai” may bave been 
exempted from tax. For more information on designating your principal residence, see Chapter 8. 

Personal-use property (full description) 

Lot 119.lZO,Tl&2750 City, Trorovince, County 1 1981 1 00 79,000 00 100,000( ( 1 ( Gain 1,000~00 1 20,000 (00 
on,y 530 L 20,000 I 00 

Remember. if you sell personal-use property that is real 
property, you bave to read Chapter 7 to figure out what 
portion of your gain is “ot eligible for the capital gains 
deduction. 

For information on selling part of a persona-use property 
or sets of personalue property, see Interpretatio” 
Bulletin IT-332, Persona/-Use Property. 

bisted personal properây (&..W) 
LPP (deiïned on page 7 in Chapter 2) is a type of personal- 
use property. Therefore, the $1,000 minimum proceeds of 
disposition and adjusted cost base rules apply. For more 
information about these rules, see the previous section 
called “Personal-use property .” 

Whe” your employer grants you a stock option, there is no 
immediate effect on your tax situation. A stock option is an 
opportunity to buy stock at a certain price. It only affects 
your tax situation if you sell the option or exercise that 
option and actually buy stocks. If  you decide to buy stocks 
and you buy them at les-than-market value, you Will 
bave a taxable benefit. The taxable benefit is the difference 
betwee” what you paid for the stocks, and the higher fair 
market value at the time you exercised your option. This 
difference is a taxable ben& received through 
employme”t. 

You ca” only apply LPP losses against LPP gains. Report 
the gai” from the sale of LPP on line 53 I of Schedule 3. If  

You bave to include this taxable benetït in your income in 

you bave a 10% from LPP in 1993. or LPP Iosses from a 

the year you acquire the shares. Please note, however, that 
you ca” reduce the amount of the benefit by any amount 

previous year to apply against your 1993 LPP gains, see 
page 22 in Chapter 5 to see how to apply them. 
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you paid to acquire the stock option. Your employer 
‘includes this taxable bcnefit in boxes 14 and 38 on your 
T4 slip. 

However, if you buy stocks through an employee stock 
option granted to yo” by a Canadian-contr»lled private 
corporation with which you deal at arm’s length, the 
situation is different. You do net includc 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 ablc to claim a 
special deduction. This deduction is equal to one-quarter of 
thc taxable employee stock option benefit included in yow 
cmployment income. The amount of the benetir that 
qualifies for this deduction is show” in the “footnotes” 
area of your T4 slip. Ste line 249, “Stock option and 
shares deductions,” in the General Incotr~ Tax Guide. 

To cülculate the ACB of your stocks, add thc following 
two a”l”U”tS: 

l any amount included in your incomc as an cmployce 
stock option benefit; and 

* the actual purchase price. 

You bave to do this even if you claimed a stock option 
deduction for these stocks. 

The taxable benefit included in your income as an 
employee stock option bencfit is net eligible for thc capital 
gains deduction. 

In the year you exchange or sel1 thc shaxs that you hought 
through an employee stock option agreement, report the 
capital gain or loss on Schcdule 3. Depending on ~OUI 
situation, you cari either use the section called “Qualitïcd 
small business corporation shares” or thc one callcd 
“Other securities and properties.” In addition, you may bc 

able to claim a capital gains deduction for part, or all. of 
any taxable capiral gain. We explain this later in Chapter 7. 

Example 
In~ 1990, Julie, an cmployee of ABC Corporation, 
received an option to buy 20 shares at $25 each. ABC 
was not a Canadian-controlled private corporation. 
In 1992, Julie exercised the option and bought the 
shares. The market value at that time was $30. 
In 1993. she sold her 20 shares for $40 each. The tax 
implications for Julie are as follows: 

In 1990. when Julie received the option there were no 
tax implications. 

In 1992, when Julie purchased the shares: 
Market value (20 X $30) 
Minus: Amount paid (20 X $25) 

$600 
$500 - 

Taxable bencfit $100 
- 

The $100 was includcd as a taxable benefit on 
Julie’s 1992 T4 slip. An amount of $25 was show in 
the footnotes area of her T4 slip as a stock option 
deduction. She claimed the $25 deduction on line 249 
of her General income tax return. 

In 1993, whcn Julie sold the shares: 
Proceeds of disoosition (20 X $40) 
Minus: Amoun; paid (20 X $2;) 

Taxable benetït 

Capital gain 

$800 
$500 
$100 $600 -- 

$200 

Julie reports a capital gain of $200 in the section called 
“Other securities and properties” on Schedule 3, sincc 
these are not qualificd small business corporation 
shares. 

For more information. sce lnterpretation Bulletin IT-1 13, 
Benefits I” Elllp/<?yees - .%ock 0pt;ons. 
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Chapter 4 
Ether Transactisns 

We cxplain some of thc Icss coolmon capital transactions in 
this chapter. WC also explüin the spccial rules for 
calcularing your capital gain or capital Ioss and whcrc to 
report thc result on Sçhcdulc 3. 

Eligible capital property 
I f  you operatc a business, you may buy a propcrty that 
does net physically exist ~but gives you a lasting cconomic 
benefit. Examples of this kind of propcrty are goodwill. 
cwtomcr lists, trademarks. and milk quotas. This kind of 
property is callcd eligiblc capital propcrty. 

I f  yo” havc thcsc types of properties. you may bave a 
taxablc capital gain when you dispose of them. You Will 
find details on what ~tmount will bc a capital gain in thc 
incomc tim guides callcd: 

Read thc chapter callcd “Eligible Capital Expenditurcs” in 
the guide that applics to your type of business. You may 
also want ta wtd Intcrpretation Bulletin IT-123, 
Trü~xac~i<~~~s Involvi~~g Eligihlc Capirzd Propcr~y. 

I f  you bave a taxable capital gain on eligiblc capital 
property that is qualified fartn property, enter it on line 543 
of Schedulc 3. If  you havc a taxable capital gain on any 
othcr type of cligible capital propcrty. entcr it on line 544 
of Schcdule 3. 

If  you bave a capital gain from thc süle of eligiblc capital 
property, you arc eligible for the capital gains deduction. If  
the cligiblc capital propcrty was also qualified tàrm 
propcrty, you are cligiblc tir thc highcr capital gains 
deduction. WC explain thc capital gains dcduction in 
Chaptcr 7. 

Mortgages 
Thc person who holds ü mortgage on a propcrty is thc 
mortgagee. The pcrsoo who owcs the moncy is the 
murtgagor. 

I f  you arc thc mortgagec. you may rcposscss a propcrty 
whcn the mortgagor dors twt psy you thc money owcd 
under thc twms of thc mortgagc. If  this happas. you are 
considcrcd to havc purchased the propcrty. At the time of 
reposscssion. you do net havc a capital gain or Ioss. Any 
capital gain or Ioss Will bc postponed until you sel1 thc 
property. 

I f  you arc the mortgagoor. your propcrty may bc 
repasscsscd. If  this happcns, you arc considcred to bave 
sold the propmy. Usually, when your property is 
rep«ssessed. you will havc a capitel loss or ü terminal loss. 
Howcver, if thc propcrty is personal-Use prOpU’ty. YOU 
cannot deduct the 10s. 

Thcse rules also apply when property is repossessed under 
â conditional sales agrcement. 

Report any capital gain or capital loss on Schedule 3 in the 
section callcd “Bonds. debentures. promissory notes tmd 
other propcrties.” 

For more information on this subject, sec Interpretation 
Bulletin IT-505, Mortgage Forec1o.sure.s and ConditionaI 
Sale.~ Repossessions. 

Bad debts 
I f  ii debt is owed to you (other than a debt under a 
mortgage or a debt resulting from ii conditional sales 
agreement), and it remains unpaid after you bave exhausted 
all means to collect it, it becomes a bad debt. The debt 
Will bc a capital loss if you acquired it: 

l to earn income from a business or property; or 

l as consideration or payment for the sale of capital 
property in an arm’s length situation.* 

Thc capital Ioss is equal to the adjusted cost base of the 
debt 

* If  the dcbt is from thc S~IC 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 debt.~ However, the capital 
Ioss canot be more than the capital gain you previously 
reportcd on the sale of the propcrty. 

Report any capital loss on Schedule 3 in the section called 
“Bonds, debentures. promissory notes and other 
propcrties.” 

Therc XC timcs whcn tt bad debt involvcs a small business 
corporati6n. WC explain what to do in this situation ttnder 
“Allowable business investment Ioss (ABIL)” on page 21 
in Chaptcr 5. 

For more ~information about bad debts. sec Interpretation 
Bulletins IT-159, Capital Debts Establisbed to be Bad 
Dcbts, and IT-239. Deductibility of Capital Losses from 
Goaranteeing Loans for Inadequate Consideration and from 
Loaning Funds at less than a Reasonable Rate of Interest in 
Non-Arm 3 Length Circumstünces. 

Foreign exchange gains and losses 
Foreign cxchange gains or losses froti capital transactions 
in forcign currencies are considered to be capital gains or 
capital IOSSCS. However, you only bave to report the 
amourtt of your net gain or Ioss for the year that is more 
than $200. If  thc net amount is $200 or les: 

l there is nc capital gain or capital Ioss; and 

l you do not havc ta report it on your tax return. 

If  you bave a capital gain or tt capital Ioss. report it on 
linc 528 of Schedule 3. 



For more information, see Interpretation Bulletin IT-95. 
Foreign Exchange Gains and Losses. 

Qualified small business corporation 
shares 
We definc “qualified small business corporation shares” on 
page 9 in Chapter 2. Report the sale of these types of 
shares on Schedule 3 in the section called “Qualifïed small 
business corporation shares.” 

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 IOSSCS you bave when you sel1 any shares of small 
business corporations to a person with whom you deal at 
arm’s length.* 

* For more information on losses you may bave when 
selling these type of shares. sec the section called 
“Allowable business investment loss (ABIL)” on 
page 21 in Chapter 5. 

If  you bave a capital gain when you sel1 qualitïed small 
business corporation ,shares, you are eligible for the higher 
capital gains deduction. To calculate this deduction, get 
Form T651. Calculation of Capital Gains Deduckm 
for 1993 on AZ/ Capital Property. from us. 

Qualified farm property 
Generally. when you dispose of qualitïed farm property. 
you report any capital gain or capital loss on Schedule .3 in 
the section called “Qualified farm property.” TO find »ut 
what is considered to be qualified farm property, see the 
income tax guide called Farming Zncome. 

If you bave a taxable capital gain from selling eligible 
capital property that is also’qualified farm property. report 
the gain on line 543 of Schedule 3. For more information. 
see the section called “Eligible capital property” at the 
beginning of this chapter. 

I f  you have a capital gain when you sel1 qualifïed farm 
property, you are eligible for the higher capital gains 
deduction. TO calculate this deduction, get Form T657,~ 
Calculation of Cap;&, Gains Deducrion for 1993 on A/I 
Capital Property, from us. 

If  you dispose of non-qualifïed farm property, report it on 
Schedule 3 in the section called “Real estate and 
depreciable property.” You Will find more deuils about 
this section on page II in Chapter 3. 

Inheriting property 
I f  you inherit property and later sel1 it, you may bave a 
capital gain or a capital loss in the year of the sale. 
Generally, when you inherit property from a, person, the 
property’s cost to you is an amount equal to the deemed 
proceeds of disposition for the deceased. Usually, this 
amont is the fair market value of the property on the date 
of that person’s death. However, there are exceptions to 
this rule. For example, property that you inherit because 
your spouse died, or farm property transferred on death to 
a Child. may be treated differently. Sec the chapter called 
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“Deemed Disposa1 of Property” in the income tax guide 
called Preparing Returns for Deceased Persans to find out 
what rules apply to your situation. 

Common transfers of property 
When reading this section, please remember that the 
meaning of the terms “spouse,” “married,” and 
“marriage” bave changed. Refer to the explanation on 
page 4 in Chapter 1. 

TO persons other than your spouse 
I f  you give capital property as a gift, you are considered to 
bave sold it at its fair market value (FMV) at the time you 
give the gift. You include any taxable capital gain or 
allowable capital loss in your income for the year that you 
gave the gift. 

I f  you receive capital property as a gift, you are considered 
to bave purchased it at its FMV at the time you received it. 
I f  you sel1 the property later, this same purchase price Will 
be your cost when you calculate any capital gain or capital 
loss for the year. 

TO your spouse or a trust for your spouse 
I f  you give capital property to your spouse. or to a trust 
for your spouse, you generally 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: 

l the undepreciated capital cost for depreciable property; or 

l the adjusted cost base for other types of capital property. 

Your spousc, or the trust for your spouse. is considered to 
have bought the capital property for the same amount that 
you are considered to bave sold it for. 

You may bave transferred property to your spouse. a 
person who has since become your spouse, or a trust for 
your spouse. If  this is the case, and your spouse or the 
trust sells the property during your lifetime, you usually 
bave to report any capital gain or capital Ioss from the 
sale. 

You Will bave ta report the capital gain or capital loss 
when your spouse, a person who has sincc become your 
spouse. or the trust sells the property if, at the time of the 
sde: 

l you are a resident of Canada; and 

l you and your spouse are married (if you are living in a 
common-law situation, you may be considered to be 
married - see the defïnition of “spouse” on page 4 in 
Chapter 1). 

I f  you are living apart because of a marriage breakdown, 
you may not have to report the capital gain or capital Ioss 
when your spouse sells the property. TO do this, you bave 
to file an election with your tax return. 

For transfers of propeny made after May 22, 1985, you 
cari file this election with your income tax return for any 
taxation ycar ending after the time you separated. 
However. in order for the election to be valid. it has to be 
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tïled no later than the year your spouse disposes of the 
property. The election has to state that you do not want 
section 74.2 of the Income Tax Act to apply. 

For transfers of property made before May 23, 1985. thc 
election bas to be filed with your income tax return for the 
taxation year in which the separation occurred. The 
election has to state that you do not want subsection 74(2) 
of the Income Tax Acr to apply. 

In both situations, you and your spouse bave to sign the 
election. 

If  you sold the property to your spouse or trust, and you 
were paid an amount equal to the FMV of the property. 
therc is anothcr way to report the sale. You cari list the 
sale at thc property’s FMV. and report any capital gain or 
capital Ioss for the year that you sold the property. You 
also bave to attach a note to your tax return. The note 
should say that you are reporting the property as being sold 
to your spouse at its FMV. 

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. 

A special situation exists if ail of the fbllowing apply to 
YOU: 

l You owned capital property (other than depreciable 
property or a partnership interest) on June 18. 1971. 

l Y”” gave it to your spouse after 197 1. 

l Your S&US~ later sold the property. 

For more information about this subject, see Intcrpretation’ 
Bulletin IT-209. Inter-Vives Gi~?s of Capital Properry fo 
Individuak Directly or Through Trusts. 

I f  you need more information about transferring propcrty to 
your spouse, see Interpretation Bulletins IT-511, 
lnterspousal Transfers and Luans of Property made atkr 
May 22, 1985. and IT-258, Transfer of Properry to a 
Spouse. and its Special R&ue. 

Tax Tip 
As you read about transfers. remember the capital gains 
deduction that we explain in Chaptcr 7. Thc deduction may 
be more useful in your situation than any of thcse 
transfers. 

Other transfers 
I f  you sell property to someone with whom you do not deal 
at arm’s length, and the selling price is Iess than its FMV, 
your selling price is,considered to be the FMV. 

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 FMV. your purchase price is considered to 
be the FMV. 

For more information, see Interpretation Bulletin IT-405. 
lnadequate Considerarions - Acquisikms snd Dispositions. 

There are special rules that allow you to transfer pr«perty 

at an amount other than the propcrty’s FMV. If these rules 
apply to your situ8tion. yo” “Xiy be able to postpone 
paying tax on any capital gains that you realizc from the 
transfer. Some of thc more common transfers are noted 
below. 

Farm property 
When you sell or transfcr farm properry. you may end up 
with a capital gain. Therc are many special rules for these 
types ot capital gains. For example, if you transfer farm 
property to a spouse or Child these rules may apply. For 
more information about these types of transfers and other 
rules that apply to farm property. sec the income tax guide 
called Farming Income. 

Elections 
I f  you bave a capital gain. you may clect to postpone 
reporting it when you transfer property: 

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

l from a partnership to a Canadian corporation (use 
Form T2058, Election on Disposirion of Property by a 
Partnership to a Taxable Canadian Corporarion): or 

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

For information on making a transfer to a Canadian 
corporation, sec Information Circular 76-19. Transfer of 
Propcrty io a Corporarion under Secrion 8.5. and 
Interpretation Bulletin IT-291, Tramfer of Properly to a 
Corporation under Subsection 85(l), 

For information on a transfer to a Canadian partnership. 
sec Intcrpretahon Bulletin IT-413. Elccrion By Mcmbers of 
a Parmership onder Subsection 97(2). 

Selling or donating certified Canadian 
cultural property 
You do not bave to report a capital gain th&t you bave 
when you sel1 or donate certitïed Canadian cultural 
property (national treasures) to an institution or public 
authority designated by the Minister of Communications. 
The Canadian Cultural Property Expert Review Board, 
which operatcs under Communications Canada, certifies 
this property to be cultural property and provides 
certificates for tax purposes. Cultural property cari include 
paintings. sculptures, books. manuscripts; or othcr abjects. 

I f  you sel1 or donate certified cultural property to a 
designated institution, you may end up with a capital Ioss. 
The treatment of the Ioss Will depend on what type of 
property you sold or donated. For example. the certitïed 
cultural property may be listed personal property (LPP). If  
this is the case. the rules regarding LPP Iosses Will apply. 
Ste Chapter 5 for details on how to apply a capital Ioss. 

For more information, see Interpretation Bulletin IT-407. 
Dispasirion aftw 1987 of Canadian Culrural Properiy. and 
its Special Release. or sec! our pamphlet called Cifis in 
Kind. 



Chapter 5 
Capital Losses 

21 

In this chapter, we explain what yo” do if yo” disposed of 
any capital property in 1993 or a prier year, and ended “p 
with a capital loss. 

When do you have a capital loss? 
You generally bave a capital loss when ,yo” sell, or are 
considered to bave sold, a capital property for less than its 
adjusted cost base plus the expenses or outlays incurred to 
se0 the property. However. special rules apply when yo” 
dispose of: 

0’ depreciable property (sec page I I in Chapter 3): or 

l penonal-“se property (see page 15 in Chapter 3). 

I f  yo” sold listed personal property and ended “p with a 
loss, see the section called “Applying listed persona1 
property (LPP) losses” on page 22 in this chapter. 

1993 Capital losses 
Yo” ca” only apply a capital loss against a capital gain. 
This means that, if yo” had a capital gain in 1993. yo” cari 
“se your capital loss to reduce the amount of the gain. 

The amount of yciur capital loss is further reduced to what 
we call your allowable capital 10~s. An allowable capital 
loss is three-quarters of your capital loss. 

When your allowable capital lo.sses in 1993 are greater than 
your taxable capital gains, the difference between the two 
is your net capital loss for 1993. Report your loss on 
Schedule 3 and file it with your 1993 return. This will 
ensure your losses are on o”r records. in case yo” wünt to 
apply the lasses to other years. 

Yo” cari carry your 1993 net capital loss back three years 
(1992, 1991, and 1990) and apply it against your taxable 
capital gains in any of those years. For deuils, sec the 
section called “How do yo” apply a 1993 net capital loss 
to previous years?” on page 27 in this chapter. 

Yo” cari also apply your net capital loss against a taxable 
capital gain in any future year. I f  yo” are going to do this. 
make sure yo” keep a record of the amount yo” bave 
available to carry forward. We explain how to apply these 
losses in the section called “HO~ do yo” apply net capital 
losses of other years to l993?” on page 24 in this chapter. 

Example 
In 1993, Rosemary sold some securities that she~ 
owned. As a result, she had a capital loss of $800 and 
a capital gain of $400. 

Allowable capital loss ($800 x 314) $(600) 
Taxable capital gain ($400 x 3/4) .,. $ 300 

Net capital loss $(300) 
- 

The difference between her allowable capital Ioss 
($600) and her taxable capital gain ($300) is 
Rosemary’s net capital loss for 1993. She cari apply her 
net capital loss of $300 against taxable capital gains 

that she had in any of the threc previous years. or in 
any future year. 

You were asking...? 

Q. 1 owned some shares in a Canadian public corporation 
and sold thcm in 1993 at a Ioss. 1 had no capital gains 
in 1993. How do 1 show my capital Ioss on my tax 
return? 

A. Report this loss on Schedule 3. Enter the proceeds of 
disposition on line 519 of Schedule 3, and enter yo”! 
capital loss on line 520. Three-quarters of your capital 
Ioss is your allowablc capital Ioss for 1993. Sincc yo” 
bave no taxable capital gains in 1993, your allowable 
capital Ioss becomes a net capital loss for 1993. Yo” 
cannot deduct the net capital Ioss in 1993 because yo” 
did not bave any taxable capital gains. You ca”, 
however, carry the Ioss back three years, or forward to 
any future ycar, and apply it against taxable capital 
gains. Makc sure yo” attach Schedule 3 to your income 
tax mur” for 1993. so we bave a record of your Ioss. 

Allowable business investment loss (ABIL) 
I f  yo” had a business investment loss (defined on page 6 in 
Chapter 2) in 1993, yo” ca” deduct three-quarters of the 
loss from income. We cal1 this amount your ABIL. 

Yo” havc to rcducc yo”r business investment 10% by any 
capital gains deduction yo” claimed in a prcvious year. We 
explain this in the next section called “Reduction in 
business investment Ioss.” 

Yo” ca” deduct your ABIL from your other SO”~C~S of 
income for the year. I f  yo”r ABIL is more than your other 
sources of income for thc year, include the difference as 
part of your non-capital loss for 1993. Yo” ca” carry back 
a non-capital loss three years and forward seven years. 

TO carry back a non-capital loss to 1990, 1991, or 1992, 
complete Form TIA, Reqoest for LOS.~ Carry-Back, and file 
it with your income tax return for 1993. Do not file an 
amended income tax return for the year yo” want the loss 
applied to. For more information on non-capital losses, sec 
Interpretation Bulletin 13.232, Non-Capital Losses, Net 
Capital Lo.wes, Restricted Farm Lasses. Farm Los.se.s and 
Limited Partnership Las.ses - Their Composition and 
Deductibility iri Compuring Taxable Incorne. 

Yo” may not be able to deduct your ABIL as a non-capital 
10% within the allowed time frame. The “napplied part 
becomes a net capital loss which yo” ca” “se to reduce 
your taxable capital gains in the eighth year or any ycar 
after. 

For example, let’s say yo” had an ABIL in 1985 that 
became a non-capital loss and yo” wcre not able to deduct 
it in the three years before 1985 or the scven years 
after 1985. The 10% ca” now be “sed to reduce your 
taxable capital gains in 1993 or any ycar after. 
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Claim your ABIL by entering: 

l on line 228 of your General incomc tu return. your 
business invcstment Ioss bcforc rcducing this Ioss (sec thc 
next section): 

l on linc 535 of Schcdulc 3, any rcduction in business 
investmcnt loss (sec thc ncxt section): and 

l on linc 217 of your General incomc tax rcturn. yout 
allowable business invcstnwlt 10s~. 

l insolvency, bankruptcy, or wind-up date; 

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

l smount of the proceeds of disposition; 

. adjusted cost base of the shares or dcbt; 

You illso havc to üttach ü note that stütcs thc: 

l narnc of thc small business corporation; 

l outlays or expcnses on the disposition: and 

l amount of the Ioss (enter this amount on line 228 of your 
return). 

l niimbcr and class of sharcs. or thc type of dcbt you 
disposed of: 

Any ABIL that you claim For 1993 Will reduce the capital 
gains deduction you cari claim in 1993 and in future years 
Sec Chapter 7 For more information. 

Reduction in business investment 10s~ 

If you claimed a capital gains dcduction in a prcvious year. you bave to reducc your business investment Ioss in 1993. 

Thc following chart Will hclp you celculatc thç rcduction. IF you had more tban »ne business investment l«ss in 1993. 
you cari use this chart to calculatc your total rcductions for 1993. 

Looking at thc chart. you Will notice that we adjust thc anwunt of thc capital gains deductions that you claimed in 
previous ycars. WC do this bccwse capital gains were includcd in income nt diffcrent rates in those years. 

Total capital gains deductions claimed in 1985, 1986. and 1987 (From line 254 
of your 1985, 1986. and 1987 retwns) <. <. <. <. _. <. $ x2 = $ 

Total capital gains dcductions claimed in 1988 and 1989 excluding amounts 
(1) 

claimed for taxable capital gains from eligiblc capital property (line 254 of 
your 1988 and IYSY returns minus any amounts rcported on lincs 543 ünd 
544 on Schedule 3 For 1988 and 1989 - if negative. cntcr zero) $ (a) x 3,2 ZZZ $ 

Total capital gains dcductions claimed in 1988 and 1989 For cligible capitül 
(2) 

propcrty (total of iimounts on linc 254 of your 1988 and 1989 retorns 
minus the amount on linc (a) abovc - net to cxcccd lincs 543 and 544 on 
Schedule 3 for 1988 and 1989) s 

Total capital güins deductions claimcd in 1990. 199 1. and 1992 (From linc 254 
x 413 = L- (3) 

of your 1990. 1991. and 1992 rcturns) $ x 40 = $ 
Line I plus lines2. 3. and4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 

(4) 

Total reduction(s) in business invcstment Iosscs for 1986 to 1992 
(5) 

(from Imc 535 of Schcdule 3 ot yoor 1986 to 1992 returns) 
Line 5 minus Ii&6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . is 

(6) 

Business invcstment Ioss cs ( 
(7) 

,) For 1993 (bcforc rcducing thc loss(cs): 
from line 228 of your 1993 rcturn) _. $ 

Reductioncs) in business investment loss(es) for.1993: 
(8) 

Line 7 or line 8, whichevcr amount is Icss $ 

Business investment loss(es) for 1993: 
(9) 

Line 8minuslineY . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .._...... 

Allowable business invcstment loss(es) for 1993 (3/4 of line 10) 
Enter this reduced amount on line 2 17 of your tax return. 

The amount from linc Y becomcs a capital Ioss for 1993. Enter this ilmount on line 535 of Schedule 3. 

PoPsP,ttg Med persona1 property (LPP) 

I f  you dispos of LPP in 1993. you nced to rcad this 
section since applying an LPP Ioss is diffcrcnt from 
applymg other capttal Iosscs. This is bcuuse: 

l you cannot use this IOSS to reduce any capital gains you 
had From selling other types of property. 

T« figure out how much of an LPP loss you cari apply, 
y«u havc to calculate each LPP disposition scparately. 

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

l the total amount of LPP losses that you deduct in the 
ycar cannot be more thon thc total LPP gains for that 
year: and 

First, determine if you bave any LPP gains in 1993. Do 
net include LPP gains from selling or donating certitïed 
Canadian cultural property to a designated institution (see 
the section called “Selling or donating certifïed Canadian 
cultural property” on page 20 in Chapter 4). Next, 
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determine if you bave any LPP losses in 1993. If  you do, 
use your 1993 LPP Iosses t” reduce as much of your gain 
as you ca”. 

I f  you bave net reduced your gain t” zero. check t” sec if 
you bave any unapplied LPP losses from 1986 and later 
years. You cari use these losses to reduce your LPP gain 
in 1993. Do not enter these losses on line 253 of your 
return. Instead, reduce your 1993 gain by the amount of 
the loss. If  you bave reduced your LPP gain t” zer”. you 
ca” carry forward any loss that is left that has not expired. 
An LPP Ioss expires when it is net used by the end of the 
seventh year after it was incurred. If  you bave net reduced 
your gain t” zer”, enter the remaining gain on line 531 of 
Schedule 3. 

If  your 1993 LPP lasses are more than your LPP gains 
in 1993, you cari use the difference t” reduce LPP gains of 
other years. You cari reduce a gain you had in any of the 
three years before 1993 or the seven years after. 

I f  you would like t” carry back your 1993 LPP losses to 
reduce your LPP net gains from 1990, 1991, and 1992. 
complete Form TIA, Requesr for Loss Carry-Back. File 
“ne copy with your 1993 tax return. Do net file an 
amended return for the year you would like the 10% 
applied to. 

Remember, only complete the “Listed personal property” 
area of Schedule 3 if you end op with a gain in 1993. If  
you do net bave a gain, keep a record of your LPP losses 
SO you cari apply these losses against future LPP gains. 

Example 
Marina bought some jewellery in 1981 for $5,800. 
In 1993, she sold it for $6,000. She ended up with a 
gain of $200. She also sold a coin collection for $2.000 
in 1993. 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 1993 for $8,000. However, Marina bought 
the painting in 1980 for $12,000. Therefore, she had a 
10% of $4,000. She had,“” outlays or expenses for 
these three transactions. 

Marina’s loss from sell,ing LPP in 1993 was more than 
her gain: her 10% was $4,000; her total gain was $500 
($200 + $300). As a result, her “et loss vas $3,500 
($4,ooO - $500). Marina cannot use the difference ‘to 
offset her capital gain on the sale of a property other 
than on LPP in the year. In addition, she cannot offset 
any incarne she had from other sources. However, she 
cari apply her LPP loss against her LPP gains in any of 
the three previous years, or the seven years 
following 1993. 

Marina should net complete Schedule 3 for 1993. 
However, she should keep a record of her LPP Ioss in 
case she wants to apply the loss against LPP gains in 
another year. 

Superficial losses 
A superficial loss ca” “ccur when you dispose of capital 
property for a loss and, during the period starting 30 days 
before the sale and ending 30 days after the sale: 

l you, your spouse, or a corporation you control directly 
or indirectly buys the same or identical property (called 
“substituted property”); and 

. you, your spouse, or a corporation you contra1 directly 
or indirectly still “wns the substituted property 30 days 
after the sale. 

If  you bave a supertïcial loss in 1993, 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 usually 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 net apply if: 

l you are considered t” bave sold the capital property 
because you ceased t” be a resident of Canada: 

l the property is considered t” bave been sold because the 
“wner died; 

l the disposition rcsults from the expiry of an option; or 

l you are considered t” bave sold the property because you 
changed its use. 

Restricted farm losses 
I f  you run your farm as a business and bave a reasonable 
expectation of making a profit, you may be able to deduct 
a farm loss in the year. However, if farming is net your 
chief source of income, you cari only deduct a portion of 
your farm 10% for, the year. The portion of the loss that 
you cannot deduct becomes a restricted farm loss (RFL). 
You ca” carry an RFL back thiee years and you ca” carry 
it forward up t” te” years. However, the amount you ca” 
deduct in any year cannot be more than your net farming 
income for that year. For more information on chief source 
of income and how t” calculate a restricted farm loss, see 
the income tax guide called Farming Income. 

You may bave restricted farm losses (RFLs) that you 
incurred in your farming operation that you could net 
deduct when you calculated your income for previous 
years. You ca” apply part of these RFLs against any 
capital gain you may bave when you sell your farmland. 
The amount you ca” apply cannot be more than the total of 
the property taxes and the interest on money borrowed to 
buy the farmland. Reduce your capital gain by adding these 
amounts t” the adjusted cost base (ACB) of your farmland. 
Also, you bave t” reduce your RFL balance by these 
amounts. 

You ca” only use RFLs t” reduce any capital gain from 
selling your farmland t” zer”. You cannot we this type of 
loss to create or increase a capital loss from selling 
farmland. 

Example 
Bob sold his farmland in 1993 for $200,000. The ACB 
of the property was $160,000. Bob has an unapplied 
RFL of $20,000 from 1992. This amount includes 
$5,000 for property taxes, $5,000 for interest, and 
$lO,dOO for other expenses. 
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Bob wmts t” reduce his capital gain from selling his 
farmland by applying his RFLs against the capital gain. 
He calculates his capital gain as follows: 

Proceeds of disposition: $200,000 
ACB: $160,000 
Plus: Property taxes: $ 5,000 

Interest: $5,ooo $17O,cQO 

Capital gain: $ 30,000 

Taxable capital gain ($30,000 x 314): $ 22,500 

Bob cari only apply the portion of his RFLs that relates 
t” properry taxes and intcrest on the money borrowcd 
to buy the farmland. 

For more inf<wmation. sec Interpretation Bulletin IT-232, 
Non-Capital Losses, Net Capital Losses. Restricted Farm 
Lasses, Farm Losses and LNnited Partwship Lasses - 
Their Composition and Dedoctibility in Computing Taxable 
Incorne. 

Net capital losses of other years - 
line 253 of your General income tax return 
Usually, when your allowable capital losses are more than 
your taxable capital gains for a year, the difference is your 
net capital loss. You ca” carry your net capital I”ss back 
three years and apply it against your net taxable capital 
gains for those years. You cari also carry it forward 
indefmitely t” a future year and apply it against your net 
taxable capital gains. 

Tax Tip 
I f  you had a taxable capital gain in 1993. you may decide 
t” take advantüge of the capital gains deduction. You cari 
do this instead of using your net capital losses from another 
year. Sec Chapter 7 for more information about the capital 
gains deduction. 

The taxable part of a capital gain and the allowable part of 
a capital Ioss are net the same fbr every year. We refer to 
these amounts as their inclusion rates. The inclusion rates 
are as f0ll0ws: 

l one-half for 1987 and years before that; 

l two-thirds for 1988 and 1989; and 

l three-quarters for 1990 and years after rhat. 

Since there are different inclusion rates for certain years, 
y”” may bave to adjust your net capital Ioss. You bave to 
adjust your net capital loss when you apply it against a 
taxable capital gain in a year that has a different inclusion 
rate. 

How do you apply net capital losses of 
other years to 1993? 
TO apply net capital losses of other years 1” 1993, you 

havc t” separate the losses into groups, depending on when 
the losses “ccurred. You do this because there are different 
inclusion wtes for certain years. AIS”, the way you apply 
these losses may differ. You break down your losses as 
f0ll0ws: 

l losses incurred before May 23, 1985; 

. Iosses incurred after May 22, 1985, and before 1988; 

. losses incurred in 1988 and 1989; and 

l losses incurred after 1989 and before 1993. 

Losses that occurred before May 23, 1985, are subject t” 
special rulcs. If  you bave unapplied net capital losses from 
before May 23, 1985, see the next section. 

Make sure you apply net capital losses of earlier years 
hefore you apply net capital losses of later years. For 
instance, if y”” bave a net capital loss in 1987 and 
in 1991, and y”” would like to apply these losses against 
y”ur taxable capital gains in 1993, you bave t” follow a 
certain order. First, apply your 1987 net capital loss 
against your taxable capital gain. Then you apply 
your 1991 net capital loss against it. 

Net capital losses incurred before May 23, 1985 
This includes losses y”” incurred after May 22, 1985, if 
you disposed of capital property in accordance with an 
agreement you enteted into before May 23, 1985. 

Usually, you cari only apply net capital losses of other 
years against taxable capital gains. However, if the losses 
were incurred before May 23, 1985, they may be used t” 
offset “ther income. Once you bave applied your net 
capital Iosses »f other years against taxable capital gains, 
you cari use any excess to offset other income. The amount 
you ca” use is limited to the least of the excess amount, 
$2,000, or your pre-1986 capital loss balance available 
for 1993. 

Your pre-1986 capital loss balance available for 1993 is: 

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

l the total adjusted amount of capital gains deductions that 
you claimed before 1993. 

If  you had a net capital Ioss during the period 
January 1, 1985, to May 22, 1985, and you had taxable 
capital gains later in 1985, your taxable capital gains Will 
reduce your pre-1986 capital loss balance. For more 
information, see Interpretation Bulletin IT-232, Non-Capital 
Losses, Net Capital Losses. Restricted Farm Losses, Farm 
Losses and Limited Partnership Losses - Their 
Composition and Deductibility in Compuring Taxable 
Incnrne. 



Applying net capital losses of other years to 1993 
Use the following chsrt to apply your oct capital lasses of other years to 1993, and to calculate your loss balance tha, is available for you 
1” carry forward to ü future year. 

Step 1 - Pre-1986 capital loss balance available for 1993 
Complete this step only if you bave a balance of onapplied net capital losses from befbre May 23, 1985. Otherwise, enter zero on line 3 
and star, ü, Stcp 2. 

Balance of unapplied ne, cüpital losses you had before May 23, 1985 $ 
Capiral gains deductions you claimed: 

(1) 

Bcforc 1988 ..<................................ $ 
In 1988 & 1989 $ x 314 = . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 

In 1990. 1991. & 1992 5 x 213 = ..<.......................... $ 

Total capital gains deductions aftcr adjustmcnt $ 
Pre-1986 capital loss balance availabk for 1993 (linc I minus linc 2) r 13; 
Step 2 - Applying net capital losses of other years to 1993 
Coo~plc,e the following table ,o apply your ne, cüpital losses of other yews to 1993. 

Line A - Enter the amoun, of your unüpplicd net capital lasses of o,hcr yean for exh period indicated. 
Line B - Adjustment factor. 
Line C - Multiply the amoun, on line A by the amount on line B for each period, and enter the resul, on line C. 

Before ARer May 22, 1985, In ,988 and After 1989 
May 23, 1985 and before 1988 1989 and before ,993 

A 

B 3/2 3/2 9/8 1 

C 

Total unapplicd adjus,ed ne, capital Iosses of othcr years (total of amountr in C above) $ (41 
Taxable capital gains reported on line 121 of your 1993 return (5) 
Line 4 or line 5, whlchever IS les ii (6) 
You cm apply all. or par, of. the amoun, on line 6 agains, your taxable capital gains in 1993. 
Enter on line 7 the amount of l«sses you wan, to claim $ (7) 

If you did no, complete Stcp 1. enter the amour, from line 7 on line 253 of your 1993 income tax return. This is your maximum 
deduction in 1993 for net capital losses of other years. Enter this rame anwunt on linc 16 in Step 3. Do no, complete lines 8 to 15. 
inclusive. 

If you completcd Step 1. cwnplete lines 8 to 16. inclusive. 

Balance of unapplied adjusted net capital lasses of othcr yearr not used to reduce taxable capitül gains 
(line 4 minus line 7) $ _. _. _. (8) 
Amou”, from linc 8 $ x 213 $ (9) 

Amount from line 3 $ (10) 

Pre-1986 dcductible amou”, $ 2>0~ (II) 
Linc9. 10. or II, whichever is Icss $ (12) 
Maximum deduction in 1993 for net capital losses of other years (line 7 plus linc 12) $ (13) 
Report thc amoun, from linc 13 on linc 253 of your 1993 return. 

Step 3 - Calculating your balance of ueapplied net capital losses of other years availahk to carry forward 
You may still bave a balance of unapplied net capital losses of other yews after you havc applied these losses 10 1993. If this is the case. 
comple,e fhis step 10 çillculütc your balance. 

Amount from line7 ,,.......,......,,..............,................................................... $ (14) 
Amount from line 12 $ x 312 $ (15) 
Total adjusted ne, capital lorscs of other years applied in 1993 (line 14 plus line 15) $ (16) 

The following table Will help you calculate any net capiral loses of othcr years chat are avüilable to carry forward. 
Line D - Enter the amount of your unapplied adjusted ne, capital Iosses for each period at the beginning of 1993 (from line C, Step 2). 
Line E - Enter ,he total ne, capital losses of other yean applied in 1993. The total on line E has 10 equal the amoun, of losses on line 16 

above. Rcmember. yoo bave fo üpply the oldcs, losses fus,. 
Line F - Subtract the amoun, on line E from thc amount on line D for each period. and enter the difference oo line F. 
Line G -- Adjustmen, faclor. 
Line H - Multiply the amoun, on line F by the amour, on lioe G for each pericd. and enter the result on line H. The amounts on line H 

arc your ne, capital losses of other years that are available ,o carry forward 10 a future year. 

Before Aller May 22, 1985, In 1988 and After 1989 
May 23, 1985 and before ,988 ,989 and hefore 1993 

D 

E 

F 

G 2/3 213 8/9 1 

H 

25 
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Example 

Jack bas unapplicd net capital lkxscs of $4,000 incurrcd before May 23, 1985. HC claimed capital gains deductions of $5M) in 1986. and 
$300 in 1989. kk aIso bar an unapplied ncl capital lkxs of $IOO.OM) from 1990. He reporled Ü taxable capital gain of $3O.o00 on line 127 
of bis 1993 rctwn. Hc completes Ihc following steps I<> calculate fhc maximum deduction he cari claim for his unapplied net capital losses 
of other ycws in 1YY3. aod to figure WI thc lkxs balance that is availablc for him to carry forward fo a future year. Because of space 
limil~lions. wc Ibwc nef rcproduccd thc entire chut. 

Step 1 - Pre-1986 capital loss balance available for 1993 
C»mple~ this stcp only if yw havc a belance of unapplicd net capital Iosscs from heforc May 23. 1985. Qtherwise. enter zcro on line 3 
:md stürt at stcp 2. 

Balance of unapplicd net capital Ikwcs you had hcfk! May 23. 1985 $ 4.m (1) 

Capital gins dcductions yw claimcd: 
Behre 1988 .; 
In 1988 & 1989 a 300 x 314 = 

;: 

In IY<w. 1991. & 1992 a x 213 = . . . . ..-............................-...$ 
Tor;d capital gains deducrions aftcr adjuslmcnt $ 725 (2) 
Pre-1986 capital lnss balance avaiiable for 1993 (linc 1 minw linc 2) $ 3.275 (3) 

Step 2 - Applyieg net capital losses of nther yrars to 1993 

uefore After May 22, 1985, In 1988 and After 1989 
May 23, 1985 and hefore 1988 1989 and before 1993 

A â4.000 $l@WQO 

B 312 312 9/8 1 

c $6.““0 $100.000 

Total unapplied adjustcd net capital Iosscs of othcr ycars (total of amounts in C above) i 130.2 (4) 
Taxable capital gains reportcd on linc 127 of your 1993 rcturn 

$ 3o:ooo 
(5) 

Line 4 or line 5. whichcver is lcss (6) 
You un apply ull, or part of. thc wttwnt on linc 6 ag~inrt your taxable capital gains in 1993. 
Enter on line 7 the amount of losses you wwt lo cIain 5 3o.Oal (7) 

B;duncc of unapplicd adjustcd ne, capital losres of other years nol used 10 reduce taxablc capital gains 
(hz4 minus 1inc7) 5 76SW (8) 
AIII«U~~ from line 8 $ 76.ooO x 213 $ 50,666 (9) 

Amu”nt from line 3 5 3,275 (10) 

P~I986 dcducliblc amwnt $ 2,ooo (II) 

LineY. 10. or II, whichcvcr is lcss .,,....,..........,......,...,,..........................,...,,.,....., $ 2,OOa (12) 

Maximum deduction in 1993 for nef capital losses of other years (line 7 plus linc 12) $ 32.w (13) 
Report the amounl from linc 13 on linc 253 of yoar 1993 refurn. 

Step 3 - Calculating your hnlance of usapplied net capital losses of stber years available to carry forward 

A~no~n~ trorn hne 7 $ 30,000 (14) 

Amo~nt from linc 12 $ 2.ooO x 312 $ 3.ooo (15) 

Total adjusted net capital Iosscs of other years applied in 1993 (linc 14 plus line 15) $ 33.000 (16) 

Before After May 22, 1985, In 1988 and ABer 1989 
May 23, 1985 and hefore 1988 1989 atid before 1993 

D $6.000 $loO.ooO 

E $6.000 $ 27,Nw 

F 00 $ 73.OOa 

G 213 2/3 8/9 1 

H w $ 73.000 

* Jack ha to apply his older losses first. Sincc the fofal amount of adjusted lasses that Jack used in 1993 was $33,ooO (from line 16 
ttbove), hc applics $6,ooO of his adjusted prc-1986 Iosscs fïrst. He then uses 527.OOG ($33,000 - $6,000) of his 1990 losses. Jack bas 
onapplied net capital lusses of $73.000 that he cari carry Forward to a future yew. 
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How do you apply a 1993 net capital loss 
to previous years? 

Form TIA, Reqoest fiw Loss Carry-Back. It Will help you 
to determinc the amount you bave left to carry forward to 
filture “eers~ 

You cm carry a 1993 net capital Ioss back three years 
to 1990. 1991. and 1992 and use it to reduce your taxable To help you kccp accurate records, makc sure you keep 
capit+l gains in these years. When you carry back your net scparate balances of unapplicd net capital losses for each 
cauitàl loss. you cari choose to which year you want to year. 
ap$y the 10s;. Since the inclusion raté is the same for all 
these years. you do not bave to adjust your 1993 loss when Tax Tip . 
you carry it back. If  you apply a 1993 net capital Ioss to a previous year. any 

caoital eains dcduction that vou claimed in that var. or a 

TO apply a 1993 net capital loss to 1990. 1991. or 1992. 
complete “Area 111 - Net capital loss for carry-back” on 

following year, may be rcd&d. For more inf&nation, see 
the note on page 35 in Chapter 7. 

Summary of losses 

Thc following chart summarizcs some of the information we havc discussed in this chaptcr. 

Type of loss Application of lusses Restrictions 

Allowable business investment losses Any unapplied portion bccomes if No restrictions 
:ABIL) (sec page 21 in this chapter) non-capital Ioss in the year of the Ioss 

- carry back three years 
- carry forward seven years 

Unapplied portion becomes a net 
capital Ioss which cari be used to 
rcduce taxable capital gains in thc 
eighth ycar or any year after 

Limited to taxable capital gains in the 
YCX 

Net capital Iosscs (see page 24 and - carry back three years Limited to taxable capital gains in the 
this page in this chapter) - carry forward indefinitely pi-” 

Farm Iosses (sec the incomc tax guide - carry back three yars No restrictions 
called Farrn;ng Incorne) - carry forward ten years 

Listed persona1 property (LPP) Iosses - carry back three ycars Limitcd to net gains from LPP in the 
(sec page 22 in this chapter) - carry forward seven years YGU 

Losses from personal-use property - no loss allowed** Not applicable 
(sec page 15. Chapter 3) 

Restricted farm loss (sec page 23 in - carry back three years Limited in thc year to net farming 
this chapter) - carry forward ten years income f«r the year 

Part of any unapplied Ioss may bc Cünnot be more than the total of the 
used to reduce your capital gains on property taxes and the interest on mone 
the sale of the farmland that was uscd borrowcd to buy the farmland 
in a farming business Cannet be used to crcatc or increase a 

capital Ioss 

Supertïcial losses (sec page 23 in this - no Ioss allowed; however. the Not applicable 
chapter) amount of the loss ca” generally be 

added to the adjusted cost base of 
the substituted property 

* For net capital losses incurred before May 23, 1985, an additional amount (up to $2.000) may also bc deducted from 
other income. See the section called “Net capital losses incurred before May 23. 1985” on page 24 in this chapter. 

** For exceptions to this rule. see the section called “Persona-use property” on page 15 in Chapter 3. 
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Chapter 6 
Reserves 

In this chapter. we explain the capital gains rules that apply 
when yo” sel1 property and only receive part of the selling 
price at the time of the sale. 

What is a reserve? 
When yo” sel1 a capital property. yo” usually receive full 
payment at that time. However, this is net always the case. 
Sometimes the amount is spread over a number of years. 
For instance. you may sell a capital property for $50.000 
and receive $10,000 at the time of thc sale. You receive 
the remaining $40,000 over a period of four years. In this 
type of situütion. you cari claim a reserve. Usually, a 
reserve allows you to defer reporting a portion of the 
capital gain to the year in which y«” receive the procecds. 

If  yo” decide to claim a reserve, yo” still need to calculate 
your capital gain for the year. Y”” do this in the regular 
way (the proceeds of disposition minus the adjusted cost 
base and the selling expenses). From this amo”nt, yo” bave 
to deduct the amount of your reservc f»r the year. The 
figure that yo” end “p with is the part of the capital gain 
that you bave to report in the year of sale. 

If  you claimed a reserve in Ü previous year. include that 
reserve when yo” calculate your capital gains for the 
current year. For instance. if you claimed a rescrvc 
in 1992, yo” bave to include this amount in your capital 
gains for 1993. If  yo” still bave a reserve for 1993, yo” 
bave to calculate and deduct a new reserve. and include it 
for the following year - 1994. Keep doing this “mil y«” 
bave received full payment for the property. However. 
there is a limit to the number of years that you cari do this. 
It depends on when yo” sold the property and the type of 
property that you sold. 

A capital gain from a reserve qualifies for the capital 
gains deduction only if it is an eligible capital gain. 
Therefore. a reserve included in income from property you 
sold before 1985 is net eligible. I f  yo” are claiming a 
reserve on the disposition of non-qualifying real property, 
yo” Will bave to calculate the amount of the capital gain 
that is not eligible for the capital gains deduction. We 
explain this in the section called “Disposition of 
non-qualifying real property” on page 30 in Chapter 7. 

To deduct a reserve in any year, you bave to complete 
Form T20 17, Summary of Reserves on Dispositions of 
C;rpita/ Property. Use this form if yo” are an individu1 
(other than a trust) who is: 

l reporting a reserve yo” claimed on your 1992 return; 

l claiming a 1993 reserve in respect of a 1992 r.eserve: or 

l claiming a reserve in respect of a disposition of capital 
property in 1993. 

Yo” ca” find two copies of this form in the middle of this 

guide. 

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

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

l were exempt from paying tax at the end of the taxation 
year. or at any time in the following year; or 

l sold a capital property to a corporation that you control 
in any way. 

How do you calculate a reserve? 
The amount of a reserve you cari claim in a taxation year 
is limited. To figure o”t your maximum rcserve for a year. 
yo” “se one of three calculations. The «ne that you “se 
depends on when you sold the property. and the type of 
property y”” sold. 

Note 
You do net bave to claim the maximum reserve in the 
taxation year. You cari claim any amount “p to the 
maximum. However. the amount of the reserve yo” claim 
in a later year for thc disposition of a particular property 
cannot be more than the amount yo” claimcd for rhat 
property in the immediately preceding year. 

Property sold on or before November 12, 1981 
I f  yo” sold property on or before November 12, 1981, “se 
the following formula ro calculate your reserve: 

Capital gain 
x 

Amo”nt not due until 

Proceeds of disposition afier the end of thc year 

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

. 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 Novembei 12, 1981 
I f  yo” sold property after November 12, 1981, the formula 
yo” “se to calculate your maximum reserve depends on the 
type of propcrty you sold. There are two formulas: “ne 
formula t« use when you sel1 other property, and ont 
formula to UN~ when you sel1 famiiy farm property or 
small business corporation shares to your Child. 

Your Child includes: 

l your natural Child. your adopted Child. or your spouse’s 
Child: 

l your grandchild or great-grandchild; 

l a person who. while “rider 19. was in your custody and 
control and W~S wholly depcndent on you for support: or 

l your child‘s spouse. 
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Line 530 - Capital gain $20,000 
Line 537 - Total capital gain $2O,ooo 
Line 538 - Amount of reserve from 

T2017 _. ..< .<. $(12,000) 
Line 539 - Capital gain to be reported in 

the year. $ 8300 
Line 540 - Taxable capital gain 

(3/4 x $8,000) <. <. <. $ 6,COO 

Katelynn enters the taxable capital gain of 
$6,000 on line 127 of her 1993 return. 

In 1994, Katelynn has to report her 1993 reserve of 
$12,000 as a capital gain. She Will enter this amount on 
line 386 of Form T2017 for 1994. Since there Will still 
be an amount dtie to her at the end of 1994, she may 
calculate a new reserve, and deduct it from the 
$12,OCQ. She shows the new reserve for 1994 on 
line 388 of Form T2017. 

B - Family farm property or small business 
corporation shares sold to your Child 

I f  you sell one of these two types of property after 
November 12, 1981, to your Child (who lived in Canada at 
the time of the sale), you cari spread your capital gain over 
a maximum of 10 years. Your reserve in each year cannot 
be more than the lesser of the following: 

A - Other property 
For all other property tbat you sel1 after 
November 12, 1981, you cari spread the capital gain over a 
maximum of fïve years. Your reserve in each year cannot 
be more than the less+r of the following: 

(a) Capital gain X Amount not due until 

Proceeds of disposition after the end of the year 

and 

(b) Capital gain x * 

* 1st year : 80% (year of sale) 
2nd yeai : 60% 
3rd year : 40% 
4th year : 20% 
5th year : zero 

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

Example 
Katelynn bought a sailboat in 1985. She sold it in 1993 
for $75,000. The adjusted cost base of the boat 
was $5O,ooO, and the selling expenses were $5,000. 
She ended up with a capital gain of $2O,OGO. Katelynn 
received a down payment of $30,000 at the rime of the 
sale. She will receive $5.000 a year for the following 
nine years. 

Since Katelynn did net receive full payment for the sale 
in the year she sold the boat, she may claim a reserve. 
However, even though she Will not receive the total 
selling price for nine years, she cannot spread the 
capital gain that she has to report over more than tïve 
years. Katelynn’s maximum reserve for 1993 is the 
lesser of (a) and (b): 

(a) $20,000 X $45,000 = $12,000 

$75,000 

and 

(b) $2O,ooO X 80%* = $16,000 

* As this is the year of the sale, Katelynn uses 80% to 
calculate the amount of her reserve. 

Katelynn enters the $12,000 reserve on line 388 of 
Form T2017, Summary of Reserves on Dispositions of 
Capital Property. As Katelynn had no other capital 
transactions in 1993, she completes Schedule 3, 
Summary of Dispositions of Capital Properfy in 1993, 
as follows: 

(a) Capital gain X Amo”nt net due until 

Proceeds of disposition after the end of the year 

(b) Capital gain X * 

* 1st year : 90% (year of sale) 6th year: 40% 
2nd year: 80% 7th year: 30% 
3rd year: 70% 8th year: 20% 
4th year : 60% 9th year: 10% 
5th year : 50% 10th year: zero 

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

Family farm property includes: 

l shares of a family farm corporation; 

l an interest in a family farm partnership; or 

l land or depreciable property in Canada that you, your 
spouse, or any of your children used in a farming 
business. We define “Child” on page. 28 in this chapter. 

For more information on how to calculate a capital’gains 
reserve and details of what is considered to be a family 
farm property, see Interpretation Bulletin IT-236, 
Reserves - Dispo$ition of Capital Property. 
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C%apter 7 
Capital Gains Deduction 

This fhapter deals with the capital gains deduction as it 
applies to capital property other than qualified small 
business corporation shares or qualitïed farm property. It 
also cxplains the rotes regarding non-qualifying real 
property and shows you how to complete Form T936. 
Calcolation of Cumulative Net Investment Los (CNlL) to 
December 31, 1993, and Form T657A, Calculation of 
Capital Gains Deduction for 1993 on Other Capital 
Property. You Will tïnd two copies of these forms in the 
middle of this guide. 

If  you disposed of qualified small business corporation 
shares or qualified farm property in 1993 or a prier year, 
use Form T657, Calcolation of Capital Gains Deduction 
for 1993 on AIl Capital Propefly. I f  you disposed of a 
combination of properties. that includes these types of 
properties, you should also use Form T657. This form 
includes information that Will help you calculate the 
deduction for these types of capital gains. You cari get this 
form from us. You Will find the detïnition of qualified 
small business corporation shares on page 9 in Chapter 2. 
TO tïnd out what is considered to be qualitïed farm 
propeny, get the income tax guide called Farming Income. 

Tax Tip 
I f  you meet certain conditions, you may net bave to 
complete Forms T936. T657, or T657A to claim the capital 
gains deduction. We explain this in more detail at line 254 
in the General Income Tax Guide. 

What is a capital gains deduction? 
It is a deduction that you cari claim against eligible taxable 
capital gains incurred from property disposed of after 1984. 
By claiming this deduction, you cari reduce your taxable 
income. 

When cari you claim the capital gains 
deduction? 
You cari claim the capital gains deduction in a year tbat 
you bave an eligible capital gain. Your claim cannot be 
more than your eligible taxable capital gains. Claiming a 
capital gains deduction is not mandatory. In other words, 
you cm claim any amount you want to in a year, from 
zero up to the maximum. 

An eligible capital gain does not include: 

. a reserve you brought into incorne, from capital property 
you disposed of before 1985; aad 

l a capital gain from the disposition of non-qualifying real 
property acquired after February 1992. 

If  you acquired non-qualifying real property before 
March 1992. part of the gain may be eligible for the 
deduction. We explain this in the section called 
“Disposition of non-qualifying real property,” oo this Page. 

Tax Tip 
It is important that you report your capital gain on your 
return for the year that you had the capital gain. 
Otherwise, you may not be allowed to claim the capital 
gains deduction for these gains. 

Who is eligible to claim the capital gains 
deduction? 
Anyone who was a resident of Canada throughout 1993 is 
eligible to claim the capital gains deduction. For the 
purposes of this deduction, we Will also consider you to be 
a resident throughout 1993 if: 

l you were a resident of Canada for at least part 
of 1993; and 

l you were a resident of Canada throughout 1992 or 1994. 

Residents of Canada include factual and deemed residents. 
For more information on factual and deemed residents, see 
the section called “Before you start” in the General 
Incarne Tax Guide, or get Interpretation Bulletin IT-22 1, 
Determination of an Individual’s Residence Status, and its 
Special R&ase. 

What are the capital gains deduction 
limits? 
There is a Emit to the total amount of capital gains 
deductions that you cari claim. This limit depends on the 
type of capital property that you disposed of. I f  you 
disposed of: 

l qualified farm property or qualified small business 
corporation shares, you are eligible for the $500,000 
capital gains deduction. Since you only include 
three-quarters of a capital gain in your taxable income, 
your cumulative capital gains deduction is $375,OC@ 
(three-quaners of $5OO,ooO); or 

l any other capital propwties, you are eligible for the 
$100,000 capital gains deduction. Your cumulative 
capital gains deduction is $75,000 (three-quarters of 
$l00,000). 

Note 
The total of your capital gains deductions from 1985 
to 1993 for all types of capital properties cannot be more 
than your cumulative deduction of $375,OCO. 

Disposition of non-qualifying real property 
I f  you disposed of real property and certain other capital 
propwty in 1993, you bave ta determine if the property is 
nonqualifying real property. I f  the propeny is 
non-qualifying real property, the part of the gain that is 
applicable to the period after February 1992 is not eligible 
for the capital gains deduction. We detïne “non-qualifying 
real property” on page 8 in Chapter 2. 

Qualifïed farm property and qualifkd small business 
corporation shares are not included in the description of 
non-qualifying real property and are still eligible for tbe 
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higher capital gains deduction. In addition, the principal with respect to that property. you bave t” subtract it from 
residence exemption remains the same and does net fall the prier year resewc includcd in capital gains to determine 
under these rules. the amount t” be used in “A” of the formula. 

You may bave disposed of non-qualifying rcal jroperty and 
ended up with a capital Ioss. If  this is your only disposition 
of non-qualifying real property, it does not affect your 
capital gains deduction, and you do net bave to read this 
section. You also do net bave t” read this section if you 
had more than “ne disposition of non-qualifying real 
property but the net effect of these dispositions is a capital 
IOSS. 

You may bave disposed of non-qualifying real property that 
was “riginally transferred t” you. In this case, you bave ta 
consider the factors of the transfer t” determine the amount 
ta use for “C” in the formula. 

This section w.ill hclp you determine if all or a portion of 
your capital gain is eligible for the deduction. It will als” 
help you calculate the portion of your capital gain that is 
net eligible, and provide instructions on how t” complete 
your Schedule 3. 

If  the property was transfcrred t” you for an amount net 
more than the adjusted cost base t” the person or the 
partnership who transferrcd it t” you (the transferor), ybu 
are wnerally considered to bave purchased the propetty 
whei the tr&feror purchased it.~H”wever, if the property 
was transferred t” you for more than the adjusted cost base 
t” the transferor, you are considered t” bave purchased the 
property at the time the property was transferred 1” you. 
This Will usually happe” when the transferor elects to 
reoort all or vart of the gain on the “roperty at the time of 

Calculating the portion of your capital gain not 1. . - ‘. 
the transfer. 

eligible for the deduction 
I f  you disposed of any non-qualifying real property. you 
bave t” calculate the portion that is not eligible for the 
capital gains deduction. Even if you are not claiming a 
capital gains deduction this year. you should still do this 
calculation. This is because the taxable part of your capital 
gain that is not eligible for the, deduction cari be included 
as “investment incorne” for the year when calculating your 
cumulative net investment Ioss. 

TO calculate the portion that is not eligiblc for the 
deduction. use the following formula: 

A. x B/C 

In this formula: 

A = Your capital gain from the disposition of 
non-qualifying real pr”perty.* 

B = The number of months you owned the property after 
February 1992. Start counting with March 1992 and 
include the month you disposed of the property. 

C = The number of months you owned the property. I f  
y”” “wned the property before January 1972, start 
counting with that month. Otherwise. stürt counting 
with the month you purchased the property and 
include the month you disposed of the property. 

* You may be claiming a reserve in respect of a capital 
gain incurred on the,disposition of non-quaiifying real 
property. I f  this is the case, you bave to reduce the 
capital gain by the reserve claimed in the year to 
determine the amount to use in “A” of the formula. i‘o 
find out how to calculate a reserve, see Chapter 6. 

If  you claimed a reserve in the prier year. you bave to 
include it as a capital gain in the cuvent year. I f  the 
reserve was for a disposition of non-qualifying real 
property, you bave to figure “ut the part of the gain that is 
not eligible for the capital gains deduction. You do this by 
using the above formula. If  you are claiming a new reserve 

You may bave disposed of a property that was used as 
your or your spouse’s principal residence for part of the 
time that you owned it. In this case. do not include any 
months that thc property was used as your or your spouse’s 
principal residence wheti determining the numbers to use in 
“B” or “C” of the formula. If  you need more information 
on principal residence. see Chapter 8. 

When you record your disposition on Schedule 3, enter the 
total gain on thc line that describes the property yo” 
disposed of. For example, if you disposed of a rental 
property, enter the gain on line 522. If  you disposed of a 
share of the capital stock of a corporation that was 
non-qualifying real property, enter the gain on line 520. If  
you disposed of a cottage that was not your principal 
residence, enter the gain on line 530. You then use the 
formula t” determine the amount of your gain that is not 
eligible for the capital gains deduction. Enter this amount 
on line 536 of Schedule 3. 

Example 
Jackie bought a cottage in 1969. The cottage was not 
her principal residence. When she sold the cottage in 
November 1993, Jackie ended up with a capital gain 
of $40,000. Since the cottage is non-qualifying real 
property, Jackie has t” calculate the portion of her gain 
that is net eligible for the capital gains deduction. She 
does this as follows: 

A = $40,000 
B = 21 (Match 1992 - November 1993) 
C = 263 (January 1972 - November 1993) 
$40,000 x 21/263 = $3,193.92 

On her Schedule 3 for 1993, Jackie cnters $40,000 on 
line 530. She does this because her cottage is real 
estate that is classified as personal-use property. Jackie 
then enters $3.193.92 on line 536. This is the portion 
of her gain that is net eligible for the capital gains 
deduction. The eligible portion of her capital gain is 
$36.806.08. This is tbe amount she uses to calculate 
her capital gains deduction. 

If  you are claiming a reservc for thc disposition of 
non-qualifying mal property. you havc to complete 
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Form T2011, Sumnwy uf Resewcs on Disposition of 
Capital Property. For more information on reserves, see 
Chapter 6. You then use the formula t” determine the 
amount of the gain t” be rcported in thc year that is not 
eligible for the capital gains deduction. Enter this amount 
on line 536 of Schedule 3. 

Example 
Leslie bought a rental property in September 1990. She 
sold it in December 1993 and ended up with a capital 
gain of $20,000. Sincc Leslie did net receive the full 
payment for the sale in 1993, she may claim a reserve. 
Following the instructions in Chapter 6, Leslie figures 
“ut that her maximum reserve for 1993 is $12,000. The 
amount “fapital gain thar she has t” report in 1993 is 
$8,000 ($20.000 - $12,000). As the property was 
non-qualifying real property. Leslie has to figure “ut 
the part of her gain that is net eligible for the capital 
gains deduction. She does this as follows: 

Capital gain $20.000 
Minus: Reserve claimed in 1993 $12,ooo 

Capital gain t” be reported in 1993 $8,ooo 

Leslie uses the formula A x B/C 
$8,0(,,3 x g (March 1992 - Dccember 1993) = $4.400 

40 (September 1990 - Decembcr 1993) 

The amount of the gain that is net eligible for the 
capital gains deduction is $4,400. Leslie reports this 
amount on line 536 of Schedule 3. The eligible portion 
of her gain is $3,600 ($8.000 - $4,400). Leslie Will 
use $2.700 ($3,600 x 3/4) when she calculates her 
capital gains deduction. 

When completing her 1994 return, Leslie Will bave t” 
include in her capital gains her 1993 rescrve of 
$12,000. However, since there is still an amount owing 
to her at the end of 1994, she Will be able to claim a 
new rcserve for this gain. Leslie Will als” bave t” 
calculate the amount of the gain reported in 1994 that 
is flot eligible for the capital gains deduction. She Will 
do this as follows: 

Reserve claimed in 1993 to be included in 
&pital gains in 1994 $12.000 
Minus: New reserve for 1994 $ 8 000 

Capital gain t” be reported in 1994 @ 

$4.000 i 22140 = $2,200 

Thc amount of the capital gain that Will net be eligible 
for the capital gains deduction is $2.200. Leslie Will 
enter this amount on line 536 of Schedule 3 on her 
1994 income tax return. The eligible portion of her 
gain is $1.800 ($4,000 - $2,200). Lcslie Will use 
$1,350 ($1,800 X 314) when she calculates her capital 
gains deducti”” for 1994. 

You may bave tw” dispositions of non-qualifying reül 
property. One is a capital gain and the other is a capital 
Ioss. If  the net effect of these two dispositions is a capital 
gain, you als” bave t” determine the non-eligible portion of 
your capital loss. You do this because. the noneligible 
portion of your capital loss should be applied against the 
non-eligible ~Portion of your capital gain. Use the same 
formula t« calculate the non-eligible portion of your Ioss. 

This Will allow you t” have a larger capital gains 
deduction. Once you bave done this calculation, enter thc 
net amount of the non-eligible capital gain on line 536 of 
Schedule 3. 

Example 
Tim had thc following capital gains and capital losses 
in 1993. 

Loss on the sale of shares - line 520 $ (660) 
Gain on the sale of teal estate - line 522 $ 960 
Gain on the sale of bonds - line 528 $ 1,200 

In this situation, the shares and the real estate fall 
within thc meaning of non-qualifying real property as 
defïned on page 8 in Chapter 2. Tim bought the shares 
in July 1991 and sold them in April 1993. He bought 
the real estate in January 1992 and sold if in 
April 1993. 

Tim calculated the non-eligible portion of his capital 
loss and capital gain as follows: 

Shaw .,. <. $(660) X l4/22 = $(420) 
Real estate $ 960 x 14116 = -40 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $420 
- 

Tim entered $420 on linc 536 of Schcdule 3. 
Three-quarteïs of this capital gain ($315) Will become 
investment incarne. This Will reduce Tim’s cumulative 
net invcstment loss for 1993. 

How do you calculate your capital gains 
deduction? 

TO calculate your capital gains deduction for 1993, you 
need to know the following amounts: 

l your cumulative net investment 10s (CNIL) t” 
December 3 1, 1993; 

l your antlual gains limit for 1993; 

l your cumulative gains fimit for 1993; 

l your eligible capital gains in 1993: and 

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

There are tïve steps you bave to complete t” figure out 
your capital gains deduction for 1993. The following 
sections Will help you complete each step. 

Note 
I f  you nced hclp completing thc following steps or if you 
need information on prier year amounts. call your income 
tax office. 

Step 1 - Calculating your cumulative net 
investment loss (CNIL) to 
December 31, 1993 

The first step in calculating your capitale gains deduction is 
ta figure “ut your CNIL t” December 3 1, 1993. If  you 
bave a CNIL in 1993, it Will reducc the amount of your 
capital gains deduction. 

Your CNIL is the total of: 

l your investment expenses for cach y.ear 
afier 1987; minus 

l your iw!stttIetIt itmtne for cach year aftcr 1987., 
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For 1992 and following years, the ainount of net capital 
lasses of other years (line 253 on your return) that is used 
to reduce any tqxable capital gains that are net eligible for 
the capital gains deduction becomes an investment expense. 
You Will use this amount when you calculate your CNIL. 

For 1992 and following years, a taxable capital gain that is 
net eligible for the capital gains deduction becomes 
investment income. You Will also use this amount when 
you calculate your CNIL. 

TO calculate your CNIL for 1993, complete Form T936. 
Calculation of Cumulative Net Investment Los (CNIL) to 
December 31. 1993. However. you complete this form 
only if you had investment income or investment expenses 
in 1993. Keep a copy of Form T936 for your records and 
file one copy with your return. This Will ensure that our 
records agree with yours. 

Your CNIL Will not necessarily reduce your capital gains 
deduction. Since the balance in your CNIL account varies 
each year. you could still end up claiming the maximum 
capital gains deduction if your CNIL is offset by 
investment income you earn in a future year. 

Your 1992 Notice of Assessment or Reassessment may 
bave show a CNIL balance as of December 31. 1992. If  
this is the case. use this balance when you calculate your 
CNIL for 1993. If  you did net bave any investment income 
or investment expenses in 1993, your CNIL balance at the 
end of 1992 becomes your CNIL balance as of 
December 31, 1993. This is because your CNIL is a 
cumulative total. Enter the CNIL balance from your Notice 
of Assessmcnt or Reassessment on line 16 of Form T65lA. 

The following example shows you how to calculate a CNIL to December 31. 1993. 

Example 

Jim received his Notice of Assessment for the 1992 taxation year indicating that he had a cumulative net invcstment 
Ioss (CNIL) of $1.450 as of December 31. 1992. In 1993. Jim had the following types of income and expenses. which 
he reported on his 1993 return. 

Line 120: Taxable dividends .,.....................................................r........... $ 100 

Line 121: Interest income .._..,,,.......,,,.,..........,...................................... $ 500 
Line 126: Net rental income (10%) ./. $(2.000) 
Line 127: Taxable capital gains *$ 3.750 
Line221: Carrying charges . . . ..~<..........<<.<..........,,<.........................<......<. $ 600 

* Jim had a $5,000 capital gain from selling real estate in 1993. Of the $5.000, he calculated that $2.000 was net 
eligible for the capital gains deduction. He entered this amount on line 536 of his Schedule 3. The taxable portion of 
his capital gain net eligible for the deduction is $1,500 ($2.000 x 314). The taxable portion of his capital gain 
eligible for the deduction is $2.250 ($3.000 x 314). 

TO calculate his CNIL as of December 3 1, 1993. Jim completes Form T936. Since hc disposed of non-qualifying real 
property in 1993, he completes Charts A and B first. 

- Ch& A-Taxable capital gains net ettgtbte for the capital gains deduction 

i Char, B-Addition,,, investment tncome 
’ It you inctuded an amount from a T3 slip on line 536 0f Schedule 3, comptete all steps in this chafi. 
l Othewfb, enfer the amount tram lin0 (d) in Chart A, on line (1) in this chart. 
Entertheamountfromline(d)above 2 @ 
Entertheamo”“tfrombox2tofatl1993T3slips (1) 
Enteitheamountfrombox30ofallt993T3slips. 63) 
Total: Line (1) minus lino(g) 
Enter3/4ofline(h) ,,. ,, s, 

(h) 
(0 

Enter the amount of taxable capital gains inctuded in box 26 01 alt 1993 73 slips which are net 
etigibleforthe capital gains deduction 

Total: Line (il plus line lj) 
Addtttonal investment inconw: Line (a) minus line (k) , 
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Step 2 - Calculating your annual gains limit 

The second step in fïguring out your capital gains 
deduction is to calculate your annual gains limit. 

l net capital losses incurred before May 23, 1985, used to 
reduce other income in 1993. 

Your annual gains limit for 1993 is the total of: 

l your net eligible taxable capital gains for 1993; minus 

l the total of any allowable business investment losses for 
1993; 

Net capital losses of other years applied against taxable 
capital gains not eligible for thc capital gains deduction will 
not reduce your annual gains limit in 1993. For this 
purpose, net capital losses of other years are first applied 
against taxable capital gains that are not eligible, and then 
against eligible taxable capital gains. 

l net capital losses of other years used to rcduce eligible To calculate your annual gains limit, complete Part I of 
taxable capital gains, that you reported in 1993: and Form T657A. 

Example 

Jim completes Part I of Form T657A as follows: 

- Part 1 -~Calculation of annual gains limit for 1993 

TOM taxable capital gains tram ,ine 545 on Scheduk 3 (1) 3.750 100 

Taxable capital gains net eligibte for the capital gains deduction 
(amo”ntfromline(d)ofChartAanFormT936). (2) 1,500 100 

Taxable capital gains eligible for the capi!al gains deducfion (Me 1 minus line 2) 
If negative, enter x30 . 2,250 100 b (3) 

Net capital losses of other years 
(to calculate this amount. cmplete Ch? 1 on the other side of this form) WL 

Allowable b”Si”eSS investiment to*ses (‘mm lille 217o‘your 1993ret”rn) WL 

Total Of abwe tosses (litle 4 PIUS 1ine 5) 2’ (6) 

Annuat gains timit for 1993 (tine 3 minus line 6. If negative, enter zero) (7) 

If line 7 is zero, you cannot daim a capital gains deduction in 1993. 

2,250 1 00 

OI 

2,250 I 00 

Your cumulative gains limit for 1993 is the total of your 
net eligible taxable capital gains from 1985 to 1993. minus 
the total of the following: 

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

l all allowable btGiness investment losses you claimed 
from 1985 to 1993; 

l all net capital losses of other years you claimed from 
1985 to 1987 that you used to reduce eligible taxable 
capital gains in each of those years; 

l all net capital losses of other years you claimed 
from 1988 to 1993 that you used to reduce eligible 
taxable capital gains in each of those years: 

l all net capital losses incurred before May 23, 1985, you 
claimed in 1985 to 1993 that you used to reduce other 
incarne in each of those years; 

Under proposed legislation. your cumulative gains limit 
Will not be reduced by net capital losses of other years 
applied against taxable capital gains not eligible for the 
capital gains deduction in 1985, 1986, and 1987. 

When you calculate your cumulative gains limit, you bave 
to consider the meaning of “a11 net capital losses of other 
years.” This applies to net capital lasses 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 
1993 net capital loss back to 1991, that loss will reduce 
your cumulative gains limit for 1991 and all following 
yeux. However. your cumulative gains limit Will not be 
reduced by any net capital losses of other years applied 
against taxable capital gains not eligible for the capital 
gains deduction. 
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TO calculate your cumulative gains limit. completc Part 2 of Form T657A 

Example 

Jim had a $700 taxable capital gain in 1987 bur he did net claim a capital gains dcduction. HC completes Part 
Form T657A as f<>llows: 

2 of 
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step 4 - Calculating your capital gains deduction 
available for 1993 

The fourth step in figuring «ut your capital gains deduction 

is to calculate the balance of your capital gains deduction 
limit. 

To do this, complete Part 3 of Form T657A. 

Example 
Jim completes Part 3 of Form T657A as follows: 

Maximum capital gains deduction for 1993 I (20) $75000 1 

Total capital gains deductions ctaimed #ter 1984 aod before 1988 
(trom,i”e*54o”yo”r1985tot987r*f”rns) ,; .(21)1 

*d~usment of pre-19BB capital gains dedmtions (W of amount at line 23) (22) I 

capiiat gains deductions daimed in 1988 and 1989 excluding ‘eligible capital propevv 
(from bine 254 of your 1988 and 1999 retums minus any amounts reported cm line 544 
on Schedule 3for 1988 and 1989. If  negative, enfer zero) (23) ) 

Adjustment of 1988 and 1999 capital gains deductions (W3 of amount at line 23) (24) I 

Capital gains deductions claimed in 1988 and 1989 for “eligible capital property 
(from line 254 of pur 1988 and 1989 returns minus fhe amount on lin8 23 above; 
nottoexceedline544onSChedule3fort988andt989). ,Y. .(25) 1 

Total capital gains deductionsclaimed in 1990. 1991. and 1992 
(fmm line 254 on your 1990,1991, and ,992 returns) (%)A 

Subtotal (add lines 21 to 26 inclusive) OI tw OI 

Capital gains *educttan avaiL4ble for 1993 (Une 20 minus lin* 27. If  negative, enter zeroj, (28) 
75,000 100 

If line 29 is zero, you cannot claim a capital gains deduction in 1993. 

- Part 3 - Calculation of capital gains deduction on other capital property 

Step 5 - Figuring out your maximum claim 
The final step is simple. The maximum amount you cari 
claim is equal to the lowest of the following amounts: 

l Line 7 of Form T657A - your annual gains limit 
for 1993: 

l Line 19 of Form T657A - your cumulative gains limit 
for 1993; or 

l Line 28 of Form T657A - your capital gains deduction 
limit available for 1993. 

Remember. you do net bave to claim the maximum 
amount. You cm claim any amount, fr«m zero to the 
maximum. 

Enter the amount you want to claim on line 29 of 
Form T657A. Then. enter the same amount on line 254 of 
your return. 

Jim wants to claim the maximum capital gains deduction. He enters $1,000 on line 29 of Form T657A and the same 
amount on line 254 of his 1993 returtt. 

Part 4 - Determination of 1993 capital gains deduction on other capital property 
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This chapter explains the meaning of a principal residence. 
how t” designate it. and what happcns when you sel1 it. It 
als” explains what t” do in other special tax situations. 

Note 

When reading this chapter, remember that. beginning in 
1993, the meaning of the term spouse bas changed. We 
detïne “spouse” on page 4 in Chapter 1. 

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

l a house: 

l a cottage; 

l a condominium; 

l an apartment in an apartment building: 

l an apartment in a duplex: or 

l a trailcr. mobile home. or houseboat. 

A property qualifies as your principal residence, for any 
year. if it meets the following four conditions: 

l 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 if the share is acquired for the sole purpose 
of obtaining the right to inhabit a housing unit owned by 
that corporation; 

l y”” “wn the propcrty alone or jointly with another 
person; 

l you, your spouse. your former spouse, or any of your 
children livcd in it at some timc during the year: and 

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 cm consider as part of your principal residence is 
limited to one-half hectare (approximately “ne acre). 
However. if y”” cari show that you nced more land t” 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? 
For each year that you “wn your home and use it as your 
principal residence, you ca” designate il ÜS your principal 
residence. However, y”” do not havç t” designate it each 
year. You only bave t” do it in the ywr that you sel1 “T 
are considered t” bave sold your principal residence. Sec 
the section called “Did you sel1 all “ï part of yout 
principal residence?” later in this chapter for details. 

Can you have more than one principal 
residence? 
For years hefore 1982, you cari designate more than “ne 
home per family as a principal residence. As a result. it is 
possible for a husband and wife t” designate different 
principal residences for these years. However, a special 
rule applies if members of a family designate more than 
“ne home as a principal residence for years before 1982. 
For more information, sec Intcrpretation Bulletin IT-120, 
Principal Residence. 

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

For 1982 and any years aftcr, during which y”” were 
married or were 18 or older, a family includes: 

l you; 

l a pers”” wh” throughout thc year was your spouse 
(unless y”” were separated for the entire year under the 
terms of a court order or a written agreement); and 

l your Child (other than a child who was married during 
the year or who was 18 or older). 

For 1982 and any years aftcr! during which you werc not 
married or 18 or older. a family includes: 

l you: 

l your mother or father: and 

l your brother or sister (wh” was not married or 18 or 
older during the year). 

Beginning in 1993, a common-law spouse, as defined on 
page 4 in Chapter 1, is considered t” be a married person. 
Therefore, such common-law spouses are considered t” be 
a family and may no longer designatc different homes as 
their principal residences for taxation years after 1992. 

Did you sel1 all or part of your principal 
residence? 
When you scll your home or when you arc considered to 
bave sold your home, usually you do not bave to report the 
sale on your tax return and y”” do not bave t” pay tax on 
any gain from the sale. This is the case if it was your 
principal residencc for every ycar y”” owned it. 

I f  your home was not your principal residence for every 
year you owned it, there could be a capital gain that you 
bave t” includc in your income. Form T209l(IND), 
Designation ot’n Property as a Principal Residence by an 
IndividuaI. Will help you calculate the numbcr of years that 
you were cntitled to dcsignate your home as your principal 
residence and calculate the part of your gain, if any, that is 
taxable. Complete Form T209l(IND), if you: 

l sold your principal residence. or any part of it; 

l granted somcone an option t»‘buy your principal 
residencc. or any part of it: or 
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l were considered t” bave sold your principal residence. or business property. This means you do not bave t” report 
any part of it. For more information, see the next section any capital gain when you change its use. If  you make this 
called “Special situations.” ektion: 

You only bave t” include Form T209l(lND) with your tax 
return if you bave t” 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 7. 

l you bave t” report the net rental or business income you 
em”; and 

l you cannot claim capital cost allowance (CCA) on the 
property. 

Special situations 
When you sell your principal residence, you may bave a 
taxable capital gain if you: 

You make this election by enclosing a signed letter with 
your tax return that describes the property and states that 
you are making your election under subsection 45(2) of the 
Income Tax Act. 

l rented ou part of the residence; 

l used part of the residence t” operate a business; or 

l designated or chose another home as your principal 
residence. 

You cari designate the property to be your principal 
residence for up t” four years while your election is in 
effect, even if you do not use your property as your 
principal residence. Howeyer, you cari only do this if you 
do not daigna any other property as your principal 
residence for this time. 

Changing your property’s use to a rental or 
business operation 
Yowmay be living in a home that you bave 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 “ut, or use it t” operate a business. If  you 
do this. we would consider that you are no longer using 
your home for your “wn personal use or enjoyr++nt. You 
would be using it t” earn or prcduce income. 

You cari extend the four-year I]mit indefinitely if: 

l you are absent from your principal residence because 
your employer, or your spouse’s employer, watts you ta 
relocate; 

At the time you change the use of your property, tw” 
things happen. You are considered: 

l t” bave sold the property at its fair market 
value (FMV): and 

l you and your spouse are nor relared t” the employer; 

l you return t” your original home while still with tbe 
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. 

l t” bave immediately rcpurchased the property for the 
same FMV. 

By knowing the FMV. you Will be able t” tel1 if you bave 
any capiral 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 net bave to pay tax on 
any gain when you changed its use. 

If  you started t” use your principal residence as a t-enta1 or 
business property in the year, you may want information 
on reporting business or property incarne. If  you do, get 
the income tax guides called Business and ProfessionaI 
home or Rental Income. 

Using part of your principal reeidence for a rental 
or business operation 
You are ttsually considered to bave changed the use of part 
of your principal residence when you start ta use that part 
for rata1 or business purposes. You are also considered to 
bave sold that part at its FMV at that time and to bave 
immediately reacquired that part for the same FMV. 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. 

If  y”” later sel1 the property, y”” may bave a capital gain. 
The capital gain would be the increase in the FMV from 
the time that you changed the property’s use to the day you 
sel1 it. 

If, at some point, you stop using the property ta earn 
incarne but you do not actually sel1 it, you are considered 
t” bave sold it again. In this case, your capital gain would 
be the increase in the FMV during the time you used the 
property to earn income. 

You are not considered t” bave changed its use if: 

l the twt you use for rcntal or business purposes is small 

You bave r” report any capital gain rhat you make from the 
property on line 522 of Schedule 3. You usually bave t” do 
this in the calendar year that you changed the property’s 
“St?. 

in r&ati& t” the whole property; 

l you do net make any structural changes ta the property 
t” make it more suitable for rental Or business 
purposes; and 

Election 
When you change your principal residence t” a rental or 
business property, you cari make a special election. With 
this election. you cari choose not to be’considered as 
having started t” use your principal residence as a rental or 

l you do not deduct any CCA on the part you are using 
for rental or business purposes. 

If  y”” meet all 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. 
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However. if all the previously mentioned conditions are not 
met, when yo” actually sel1 ihe property: 

l yo” bave to split the selling price between the part yo” 
“sed for the principal residence and the part yo” “sed for 
rental or business purposes. Yo” cari do this by “sing 
either square metres or the number of rooms. as long as 
the split is reasonable; and 

l yo” do not bave to report any capital gain for the part 
yo” “sed for the principal residence. Any capital gain on 
the part yo” “sed for rental or business purposes may be 
eligible for the capital gains deduction. See Chapter 7 for 
more information. 

Changing your rental or business operation to a 
principal residence 
I f  yo” buy a property to “se as a rental or business 
property, and later begin to “se it as your principal 
residence, yo” are considered to bave sold the property at 
its FMV at the time yo” change its “se. Yo” may bave a 
taxable capital gain at this time. 

Election 

Yo” cari elect to postpone reporting the disposition of your 
property “mil yo” actually XII the property. However, yo” 
cannot make this election if: 

l you; 

l your spouse; or 

l a trust under which yo” or your spouse is a beneficiary 

has deducted CCA on the property for any taxation year 
after 1984. and on or before the day yo” change its “SC. 

TO make this election, yo” bave ta attach a signed note to 
your return that describes the property and states that yo” 
are making your election “nder subsection 45(3) of the 
Zncome Tax Act. 

You bave to make this election by the earlier of the 
following dates: 

l 90 days after the date we ask yo” to make the 
election: or 

l April 30th following the year in which yo” actually sell 
the property. 

I f  yo” make this election. yo” cari designate the property as 
your principal residence for “p to four years before yo” 
actually occupy it as your principal residence. 

This election only applies to a capital gain. If  yo” 
claimed CCA on the property before 1985, yo” bave to 
include any recapture of CCA in your business or rental 
incarne. You include the income in the year yo” changed 
the “se of the property. I f  yo” need more detailed 
information on the recapture of CCA, get the income tax 
guide called Business and Professionai Zncome. or the 
incarne tax guide called Rental Incarne. 

Farms 
I f  yo” are a farmer and yo” sel1 farmland in 1993 that 
includes your principal residence. yo” bave a choix of two 
methods to calculate your capital gain. We explain these 
two methods in the income tax guide called Farming 
Z”CO”le. 



Example 
In this example, we illustrate some of the topics that we discuss in this guide. We show you how to: 

l treat the sale of property that was used partly as a principal residence and partly for earning incarne; 

l report a capital gain on property that includes land and a building (sec Chapter 3); 

l calculate a recaptwe or terminal loss on the disposition of depreciable property (sec Chapter 3); and 

l calculate the portion of a capital gain on non-qualifying real property that is not eligible for the capital gains deduction 
(sec Chapter 7). 

In November 1988, Paul bought a duplex for $125,000. According to a municipal assessment completed just before the 
porchase, the entire property was valued at $100,000. The land was valued at $25,000 and the building was valued at 
$75,000. From the date he purchased the duplex, Paul lived in the lower half and rented out the upper half. Based on the 
total number of square metres of the property, he determined that the portion he used to earn rental income was 40%. 

In February 1993, Paul sold the property for $175,000. He incurred expenses of $10,500 in connection with the sale. 
According to a recent municipal assessment, the entire property was now valued at $lSO,OOO. The land was worth $30,000 
and the building was worth $120,000. 

Any gain on the part of the property that Paul used as his principal residence Will net be taxed. This is because he used the 
property as his principal residence for a11 the years that he owned it. Because Paul does not bave ta report the gain, he does 
not bave to complete Form T209l(IND), Designation of a Property,as a Principal Residence by an Individua/. 

Paul has to calculate the capital gain on the portion of the property that he rented ou. He also has to figure out if he has a 
recapture of capital cost allowance (CCA) or a terminal loss on the building. For this reason, he will break down the portion 
of the purchase price, the selling price, and the related expenses between the land and the building. Keeping in mind that 
40% of the property had been used for rental purposes, Paul completes the following calculations: 

1) He divides the purchase price between the land and the building, based on the municipal assessment at the time of 
the purchase: 

a) Building: 

40% x $ 75,000 x $125,000 = $37,500 
$100,000 

b) Land: 

40% x $ 25,000 x $125,000 = $12,500 
$100,000 

Because the breakdown between the land and the building was not show on his agreement of purchase, Paul uses the 
municipal assessment in effect at the time of the purchase. (Paul would bave completed this calculation at the time he 
purchased the property in order ta figure out the amount of CCA he could claim on the portion of the building he 
rented out.) 

2) He divides the selling price between the land and tbe building, based on the municipal assessment at the time of 
the sale: 

a) Building: 

40% x ;;:yo; x $175,000 = $56.000 

b) Land: 

40% x $ 30,000 x $175.000 = $14,000 

$150,000 

The breakdown between the land and building was not show on Paul’s agreement for sale. Since there were no 
renovations to the building since the last municipal assessment. Paul cari use the municipal appraisal that was in effect at 
the time of the sale. 

3) He divides the expenses relating to the sale between the land and the building, based on the municipal assessment 
at the time of the sale: 

a) Building: 

40% x $120,000 x $ 10,500 = $ 3,360 
$150,000 

b) Land: 

40% x $ 30,000 x $ 10,500 = $ 840 
$150,000 
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Paul cari now determine if he has a recapture of capital cost allowance (CCA) or a terminal loss on the rented part of the 
building. The undepreciated capital cost (UCC) of the portion of the building used for rental purposes at the beginning of 
1993 was $34,728. From the UCC. Paul subtracts the lesser of the following: 

l the selling prie of the building less the related outlays and expenses - $52,640 ($56,ooO minus $3,360); and 

l the purchase prie of the rcnted part of the building - $37,500. 

UCC ..<<<..._.<...<......<..<..< $34,728 
Minus: Purchase prie $37,500 

Recapture of CCA $(2,772) 

TO help him complete the above calculations, Paul uses the CCA schedule on the back of Form T776, Statement of Rd 
Estate Rentals. He cari get a copy of Form T776 in the income tax guide called Rend home or from a Revenue Canada 
income tax office. 

Paul cari now calculate. his capital gain. He star& by completing the section“‘Real estate and depreciable property” on 
Schedule 3. Summary of Dispositions of Capital Property in 1993. He reports the sale of the rental property as follows: 

Real est& and depreciable property (do not include losses on depreciable property) 
*&dress or legaI deSC<iPfion / 
Street, City, Pnwince (Bui(dinfl) I 1993 / 56,000 100 1 

(L#ndj 1 1 14.000l00 l Street, City, !Province 1993 

Total proce& 52, 1 70,000 100 1 

* Gain (or loss) 
37,.500100 I 3,360 100 
12500l00 l 840100 

15,240l00 
660100 

Gain (or loss) 522 15,800 100 

Because the land and the building are non-qualifying real property (defined on page 8 in Chapter 2), he has to figure out the 
part of the capital gain that is not eligible for the capital gains deduction. He uses the formula on page 31 in Chapter 7. 

A X BIC 

$15,800 x 12152 = $3,646 

The portion of the gain that is not eligible for the capital gains deduction is $3,646. He enters this amount on line 536 of 
Schedule 3. He also enters ,$3,646 on line (a) in Chart A of Form T936, Calculation of Cumulative Net Investment LO~S 
(Ch%!,) to December 31, 1993. TO determine his allowable capital gains deduction for 1993, Paul completes Form T936 and 
Form T657A, Calculaiion of Capital Gains Deduction for 1993 on Other Capital Property. He uses Form T6S7A because he 
did not dispose of qualitïed farm property or qualifïed small business corporation shares in 1993 or a prior year. Paul 
completes these forms by following the instructions in Chapter 7. 
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