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Before You Start |

Is this guide for you?

This guide is for you if you had a capital gain or a capital
loss in 1995. You generally have a capital gain or a capital
loss whenever you sell, or are considered to have sold,

capital property. Capital property is defined on page 9. Use

Schedule 3, Capital Gains (or Losses) in 1995, to record your
capital gain or capital loss. This schedule comes with your
General income tax package.

This guide uses plain language to explain the most common

income tax situations. If you need help after reading this
guide, please contact your Reveniue Canada tax services

office or tax centre. You can find the addresses and
telephone numbers under “Revenue Canada” in the
Government of Canada section of your telephone book,

Forms and publications

In the middle of this guide, you will find two copies of
some of the forms you may have to complete. Throughout
the guide, we also refer to other forms and publications. If
you need any forms or publications, you can order them
from your tax services office or tax centre by mail, by
telephone, or in person,

What's New for 19957

: e have outlined the major changes to this guide

below. For more details on these and other
changes for 1995, see the areas highlighted in blue
throughout the guide.

Changes

Form T1A, Request for Loss Cany-Back — If you would
like to carry a 1995 net capital loss back to 1992, 1993, or
1994 and use it to reduce your taxable capital gains in
those years, or if you would like to carry a 1995 listed
personal property loss back to 1992, 1993, or 1994 and
use it to reduce taxable capital gains from listed personal
property in those years, you need to complete

Form T1A, This form is no longer included with this
guide. However, you can get a copy from us.

$75,000 capltal gains deduction — The $75,000 capital
gains deduction ($100,000 x 3/4) is no longer available
for dispositions of capital property or eligible capital

property after February 22, 1994. However, if you owned
this type of property at the end of February 22, 1994, and
have not used all of your $75,000 capital gains
deduction, you may still be able to benefit from this
deduction. If this is your situation, read the section
called "Did you own capital property or eligible capital
property at the end of February 22, 1994?" on page 4. ..

There are certain situations where you can still claim the
$75,000 capital gains deduction for 1995. For more
information on capital gains eligible for the $75,000
capital gains deduction for 1995, see the chart on

page 37.

Proposed changes

This guide includes income tax changes that have been
announced, but were not law at the time of printing,
However, we are getting ready to apply these changes.

Blind or visually impaired persons can get this publication in
braille and large print, and on audio cassette and computer
diskette. To order, please call 1-800-267-1267 weekdays between
8:15 a.m. and 5:00 p.m. (Eastern Time).

La version frangaise de cette publication est intitulée Gains en capital.
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Chapter 1 — Generc

Information

his section has general information you need to know
before you start to calculate your capital gain or capital
loss.

Throughout this guide, we use the terms sell, sold, buy,
and bought. These words describe most capital
transactions. However, the information in this guide also
applies to other dispositions or acquisitions, such as when
you give or receive a gift. When reading this guide, you can
substitute the terms disposed of or acquired for sold or
bought, if they more accurately describe your situation.

Did you own capital property or
eligible capital property at the end of
February 22, 1994?

The $75,000 capital gains deduction is no longer available
for dispositions of capital property or eligible capital
property after February 22, 1994. However, if you owned
this type of property at the end of February 22, 1994, and
you have not used all of your $75,000 capital gains
deduction, there is a special election that may be available
to you.

This election allows you to report an accrued capital gain
on your income tax return and to claim a capital gains
deduction, even though you did not actually sell your
property. To make this election, you have to complete and
file Form T664, Election to Report a Capital Gain on Property
Owned at the End of February 22, 1994.

In most cases, this election was available only for the 1994
taxation year and you had to file it by April 30, 1995. If you
did not file an election by April 30, 1995, and you would
like to take advantage of it for the 1994 taxation year, we
will accept a late election up to April 30, 1997, if you
estimate and pay a penalty at the time you actually file it.

If you sold property after February 22, 1994, and realized a
capital gain, you can file this election to report the capital
gain accrued up to February 22, 1994, and you can claim a
capital gains deduction, on your 1994 return.

To find out more about the election and how to calculate
the penalty, see the Capital Gains Election Package. The
package includes Form T664. If you want to make a late
election, do not submit an amended 1994 income tax return.
Instead, complete and submit Form Té664, together with
payment of the estimated penalty, to the Enquiries and
Adjustments Section at your tax centre.

Election available for the 1995 taxation
year

The election described above is available for the 1995
taxation year if you owned eligible capital property at
the end of February 22, 1994, and your business’ fiscal
year that includes February 22, 1994, ends in 1995. Note
that a member of a partnership cannot make an election
in respect of the eligible capital property owned by the
partnership.
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Generally, you have to file the election by June 15, 1996,
In this case, you should attach Form T664 to your 1995
income tax return, For more information about how the
election works for eligible capital property of a business,
read the chapter called “Eligible Capital Expenditures”
in one of the following guides that applies to your type
of business:

m Business and Professional Income;
m Farming Income; and

& Fishing Income.

Did you sell personal-use property or
your home?

Most people are not affected by the capital gains rules
because the property they own is for their personal use or
enjoyment. When you sell personal-use property such as
cars and boats, usually you do not end up with a capital
gain. This is because this type of property usually does not
increase in value over the years. As a result, you may end
up with a loss. Although you have to report a gain on the -
sale of personal-use property, generally you are not
allowed to claim a loss. We explain the rules for
personal-use property on page 20.

If you sell your home for more than what it cost you, you -
usually do not have to report the sale on your tax return or
pay tax on any gain as long as:

® your home is your principal residence; and

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

Do you have a capital transaction or:
an income transaction?

You have to know the answer to this question before you
can continue in this guide. If you sell a property and end
up with a gain or a loss, it may be taxed in one of two ways:

® as a capital gain or loss (capital transaction); or
® as an income gain or loss (income transaction).

It you dispose of a property, you need to determine 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, see the following Interpretation -
Bulletins:

w IT-459 — Adventure or Concern in the Nature of Trade

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

® IT-479 — Transactions in Securities, and its Special Release



The information in the rest of this guide deals only with
capital transactions. Therefore, if you have income
transactions only, see the income tax guide called Business
and Professional Income.

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

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

m you exchange one property for another;

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

® you convert shares or other securities in your name;

m you settle or cancel a debt owed to you;

w you transfer certain property to a trust;

R your property is expropriated; |

m your property is stolen;

® your property is destroyed;

m an option that you hold to buy or sell property expires; or

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

* If a corporation redeems shares that you hold, you will
usually have a deemed dividend. The amount of the
dividend will be shown on a T5 slip.

There are other situations when you are considered to have
sold a capital property, even though there is no change in
the property’s ownership. This can happen if:

& you change all or part of the property’s use (see
Chapter 8);

» you leave Canada (see the pamphlet called Emigrants); .

n the owner dies (see the income tax guide called Preparing
Returns for Deceased Persons); or

w you file Form T664 or T664(Seniors), Election to Report a
Capital Gain on Property Owned at the End of
February 22, 1994,

When do you report a capital gain or
a capital loss?
When you sell, or are considered to have sold, a capital

property, you have to report the sale in the calendar year
that it takes place.

You may not have to pay tax for 1995, However, you still
have to file a return: -

® when you sell, or are considered to have sold, any capital
property in 1995 (whether or not the sale results ina
capital gain or capital loss); or

m to report the taxable part of any capital gains reserve you
deducted in 1994 (see Chapter 6).

Do you own a business?

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

Example

Colleen owns an accounting firm. The fiscal year-end for
her business is June 30, 1995. In November 1995, she sold a
capital property that she used in her business. As a result of
the sale, she had a capital gain. Colleen has to report the
capital gain on her income tax return for 1995. 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 parinership?

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

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

You need to know the following three amounts to calculate
any capital gain or capital loss: :

m the proceeds of disposition;

w the adjusted cost base (ACB); and

m the outlays and expenses you incurred when selling your
property.

You will find the definition of proceeds of disposition,

adjusted cost base, and outlays and expenses in Chapter 2,

To calculate your capital gain or capital loss, subtract

the ACB of your property from the proceeds of disposition.
From this new amount, subtract any outlays and expenses
you incurred when selling your property.

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

Use Schedule 3, Capital Gains (or Losses) in 1995, to calculate
and report all your taxable capital gains or allowable capital
losses for 1995, You can find Schedule 3 in your General
income tax 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 have deducted a reserve in an earlier year, or you

‘may be deducting a reserve in 1995, If either one of these

situations apply to you, complete Form T2017, Summary of
Reserves on Dispositions 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 1995. For
more information on reserves, see Chapter 6.



How do you report your share of a
capital gain or a capital loss from a
partnership?

1f you are a member of a partnership that has to file
Form T5013 Summary, Partnership Information Return, for
1995, you should have received two copies of

Form T5013 Supplementary, Statement of Parinership
Income, indicating your share of the capital gain or
capital loss from the partnership. If this is your case, see
the section called “Information slips” on page 11 to find
out how to report these amounts.

On the other hand, if you are a member of a parinership
that does not have to file Form T5013 Summary for 1995,
see the section called “Partnerships” on page 24 to find
out how to report a capital gain or capital loss from the
partnership. '

Did you sell capital property in 1995
that you owned before 19722

If you did, you have to apply a special set of rules when
calculating your capital gain or capital loss. You have to use
these special rules because capital gains were not taxed
before 1972, Therefore, you do not have to pay tax on
capital gains accrued before 1972, These rules are not
explained in this guide, To help you calculate your gain or
loss from selling property you owned before 1972, use
Form T1105, Supplementary Schedule for Dispositions of Capital
Property Acquired Before 1972.

For more information, see the following Interpretation
Bulletins:

s IT-78 — Capital Property Owned on December 31,1971 —
Identical Properties

s IT-84 — Capital Property Owned on December 31,1971 —
© Median Rule (Tax-Free Zone)

a IT-139 — Capital Property Owned on December 31,1971 —
Fair Market Value

» [T-217 — Capital Property Owned on December 31,1971 —
Depreciable Property, and its Special Release

What records do you have to keep?

You will need the information from your records or
vouchers to calculate your capital gains or capital losses for
the year. You do not need to include these documents with
your 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.

If you have investment income or expenses, you should
keep a record of these amounts. You may need them to
calculate your cumulative net investment loss (CNIL) when
you calculate your capital gains deduction. We explain

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:

m inherit it;

m receive it as a gift; or
a change its use.

For more detailed information on keeping records, see
Information Circular 78-10, Beoks and Records
Retention/Destruction.

Chapter 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 property is its actual or deemed cost
depending on the type of property and how you acquired it.

You have to adjust the cost of your property to include
capital expenditures such as the cost of additions and
improvements to the property. You cannot add current
expenses, stch 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 1T-128, Capital Cost Allowance —
Depreciable Property. For more information on additions to,
and deductions from, the cost of a property, see
Interpretation Bulletin IT-456, Capital Property — Some
Adjustments to Cost Base, and its Special Release.

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, if you inherit or receive property as a
gift, you are generally considered to have acquired the
property at its fair market value on the date you acquired it.
Similarly, if you win property as a prize from a lottery
scheme, you are considered to have acquired the prize at its
fair market value at that time. For more information, see
Interpretation Bulletin IT-213, Prizes from Lottery Schemes,
Pool System Betting and Giveaway Contests.

Special rules also apply when determining the adjusted cost
base of a property for which you filed Form T664 or
T664(Seniors), Election to Report a Capital Gain on Property
Owned at the End of February 22, 1994. If you did not file this
election for your property, the rest of this definition does
not apply to you.

In most cases, if you filed Form T664 or T664(Seniors), you
are considered to have sold your capital property at the end
of February 22, 1994, and to have immediately reacquired it
on February 23, 1994, The adjusted cost base of your
property on February 23, 1994, depends on the type of
property for which you filed an election. For example, if
you filed an election for your interest in, or your shares of, a
flow-through entity, in most cases the adjusted cost base of
your interest or shares does not change as a result of the
election. If you filed an election for capital property, other
than a flow-through entity, your adjusted cost base is
usually the amount you designated as proceeds of
disposition on Form T664 or T664(Seniors). If the property
is a cottage, rental property, or other non-qualifying real
property, your adjusted cost base is your designated
proceeds of disposition minus the reduction for
non-qualifying real property.



In addition, if your designated proceeds of di'sposition were  February 23, 1994, may be reduced. If this is your case,
more than the fair market value of the property at the end complete the applicable chart below to calculate your
of February 22, 1994, your adjusted cost base on adjusted cost base on February 23, 1994.

Chart 1 ~ Flow-through entity

Complete this chart to calculate the adjusted cost base of your interest In, or your shares of, the flow-through entity only if
the proceeds of disposition you designated on Form T664 for the property were more than its falr market value at the end of
February 22, 1994, If the flow-through entity Is a trust (other than a mutudl fund trust), such as a related segregated fund trust
or a trust governed by an employees profit- shcrlng plan, do not complete this chart as you do not have to reduce your
adjusted cost base.

Designated proceeds of disposition (column 2, Chart A of FOImM TE64) ..., 8 1
Eair market value ot the end of February 22, 1994 (Step 1 of FOrm TEH4) ...cwrenmernirinnins $ 2

Amount from line 2 X LT cottintisems s nssmse sttt ase b ene et saaa s s bbb s sent s sane ey 3
Line 1 minus iN@ 3 (if NEGAIVE, BNTET ZEIO . iirsiis et eseasess st ssstissssssss sessmssssssnirisrsrsnsses 9 '

if the amount on line 4 Is zero, do not complete the rest of this chart as you do not
have to reduce your adjusted cost base.

Fair market value af the end of February 22, 1924 (iNe 2) .. vnromeseseneomeenaenees s
Adjusted cost base af the end of February 22, 1994 (column 1, Chart A of Form 1664) $
LINe 5 MINUS NS & v nseresmnesresesssrssssin

If the property is non-qualifying reql property, complete the following calculation to
determine the non-eligible portion of line 7. Otherwlse, enter the amount from line 7
on line 10 of this chart.

Non-eligible portion of line 7:

The amount frorm column 4, Chart A of Form Téé4 divided by the
amount from column 3, Chart A of Form Téé4 .. . = 8

Non-eligible portion of ine 7 {line 7 multiplied by line 8) ........ $ 9

LINE 7 MINUS NG D..erereereeirescsisesiistir e sere e s sase s b erasssssse s nas s aea 004 seasssmns esnaesen $ » 3§ 10
Reduction (ine 4 minus NS 10 i e s et e e e R b b S ] |
If the amount on ling 11 Is negative, do not completethe rest of this chart as you do

not have to reduce your adjusted cost base.

Adjusted costbase at the end of FEbIUTNY 22, 1994 (IN€ 6) ...t stsmsmsnsine 3 12
REAUCTION (NG T1Y 1vvrveiriieistienessisae s s ssns iesstsestessssvetons asstsnatsssssasssass sassssssssasssnsonssessesmsrasise srsssnsrsomersemsarsanre 9 13
Adjusted cost base on February 23, 1994 (llne 12 minus line 13; if negative, enter zero) ... S 14

Chart 2 — Capital properly other than a flow-through entity

Complete this chart 1o calculate the adjusted cost base of the property only If the proceeds of disposifion you designated
on Form T664 or Té64(Senlors) for the property were more Thon Its fair market value at the end of February 22, 1994,

Falr market value of the property atf the end of Februcry 22,1994
(from Step 1 of Form T664 or Té64(Seniors)) ... TN OO TPOOTP.- 1

Designated proceeds of disposition (column 2, Chart B of Form 7664, or column 2,
Step 2 of FOMM TABALSENIONSY) vt iesimsss e esesassesssarscensorstsaassessvasseesrassressass

Amount from line 1 0 18 DO 3
Line 2 minus line 3 (if negative, BNTEr ZEIO).. ..o 9 »
Line T minus ine 4 (if negative, enter zero).., OO YOO SO OO U USROS PP OTPOOPOP - -
If the property is non-gqualifying real properfy enter the feduction for non-qualifying real property
(column 4, Chart B of Form 1664, or column 4, Step 2 of Form Té64(Senlors)). Otherwlse, enter zero........ $
Adjusted cost base on February 23, 1994 (line 5 minus iine é: If negative, enter zero) ..., 9




Allowable capital loss — This is the amount of your capital
loss 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 an expression used to
describe a transaction between unrelated parties. Each
party acts in his or her own self-interest. Related persons
are not considered to deal with each other at arm’s length.
Related persons include individuals connected by blood
relationship, marriage, or adoption. Also, a corporation and
a shareholder who controls the corporation are related.

Unrelated parties may not be dealing with each other at
arm'’s length if, for instance, one is under the influence or
control of the other. For more information, see
Interpretation Bulletin IT-419, Meaning of Arm'’s Length, and
its Special Release.

Business Investment loss — This is a capital loss that results
from the actual or deemed disposition of certain capital
properties. It can happen when you dispose of one of the
following to a person you deal with at arm'’s length:

® a share of a small business corporation; ot
B a debt owed to you by a small business corporation.

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

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

= 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.

m At the end of the year, you own a share (other than a
share you 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 it controls, carries on
business. Also, at that time, the share in the
corporation has a fair market value of nil, and it is
reasonable to expect that the corporation will be
dissolved or wound-up and will not commence to
carry on busiriess. *

* You or a person that you do not deal with at arm’s
length will be deemed to have realized an offsetting
capital gain if the corporation, or a corporation it
controls, carries on business within 24 months
following the end of the year in which the disposition
occurred. You or the person will have to report the

capital gain in the taxation year the corporation
comumences to carry on business. The above applies if
you or the person owned the share in the corporation
at the time the business commenced.

You can elect to be deemed to have sold the debt or the
share of the small business corporation at the end of the
year for nil proceeds of disposition, and to have
immediately reacquired the debt or the share after the
end of the year at a cost equal to nil. To do this, you have
to file an election with your income tax return. You make
this election by attaching a letter signed by you to your
return stating that you want subsection 50(1) of the
Income Tax Act to apply.

For more information about business investment losses, see
page 27. You can also get Interpretation Bulletin IT-484,
Business Investment Losses, and its Special Release.

Canadian-controlled private corporation — This is a
private Canadian corporation that is not controlled directly
orindirectly in any way by:

® one or more ron-resident persons;

= one or more public corporations {other than a prescribed
venture capital corporation); or

m any combination of the above.

For more information, see Interpretation Bulletin IT-458,
Canadian-Controlled Private Corporation.

Canadian securlty — A Canadian security is:
m a share of a corporation that is resident in Canada; or

® a unit of a mutual fund trust or a bond, debenture, bill,
note, mortgage, or similar obligation issued by a person
resident in Canada.

Prescribed securities are not considered to be Canadian
securities.

Capital cost allowance — 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 can deduct its cost over
a period of several years. The deduction for this is called
“capital cost allowance.”

Capital gain — You have a capital gain when you sell, or
are considered to have sold, a capital property for more
than its adjusted cost base (ACB) plus the outlays or
expenses incurred to sell the property. To calculate your
capital gain, subtract the ACB of your property from the
proceeds of disposition. From this amount, subtract any
outlays and expenses you incurred when selling your

property.

Capital loss — You have a capital loss when you sell, or are
considered to have sold, a capital property for less than its
adjusted cost base (ACB) plus the outlays or expenses
incurred to sell the property. To calculate your capital loss,
subtract the ACB of your property from the proceeds of
disposition. From this amount, subtract any outlays and
expenses you incurred when selling your property.



Capital properdy — 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:

= cottages;
& securities, such as stocks and bonds; and

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

Capital property does not include the trading assets of a
business, such as inventory.

Special rules apply when you dispbse of certain types. of -
property. These types of property include:

® insurance policies;

® certified cultural properties you give or sell to demgnated
institutions (see page 26);

= eligible capital properties (see page 22);
= delﬁreciable properties sold at a loss (see page 19);
» Canadian resource properties;
= foreign resource properties;
a timber resource properties; and
‘W a beneﬁciary‘ s interest in 2 mining reclamation trust.

For more information on resource properties, see
Interpretation Bulletins IT-125, Dispositions of Resource
Properties, and IT-481, Timber Resource Property and Timber
Limits.

Deemed acquisition — This expression is used when you
are considered to have acquired property, even though you
did not actually buy it.

Deemed disposition — This expression is used when you
are considered to have disposed of property, even though
you did not actually sell it.

Deemed proceeds of disposition — This expression is
used when you are considered to have received an amount
for property, even though you did not actually receive that
amount.

Depreciable propesty — This is usually capital property

used to earn income from a business or property. The cost
can be written off as capital cost allowance over a number
of years. We define capital cost allowance in this chapter.

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

Eligible capital property — This is property that does not
physically exist but gives you a lasting economic benefit.

- Examples of this kind of property are goodwill, customer
lists, trademarks, and milk quotas. ‘

Employees’ stock oplion — This is an option that a
corporation grants to an employee. By using this option, the
employee can buy the corporation’s shares, or the shares of
a corporation with which it does not deal at arm’s length,
for a price that may be less than the fair market value.

Fair market value — This is usually the highest dollar
value you can get for your property in an open and
unrestricted market, between a willing buyer and a willing
seller, who are acting independently of each other.

Flow-through enfity — A flow-through entity is:

® an investment corporation;

m a mortgage investment éorporation;

= a mutual fund corporation;

m a mutual fund trust;

= a partnership;

= arelated segregated fund trust;

m a trust governed by an employees profit-sharing plan;

m a trust created to hold shares of the capital stock ofa
corporation for the benefit of its employees;

® a trust established for the benefit of creditors in order to
secure certain debt obligations; or

B a trust established to hold shares of the capital stock of a
corporation in order to exercise the voting rights attached
to such shares.

Listed personal property — This refers to the following
personal-use properties that usually increase in value:

= pﬁnts, etchings, drawings, paintings, sculptures, or other
similar works of art;

u jewellery;

® rare folios, rare manuscripts, or rare books;
® stamps; and

® coins.

You can determine the value of many of these items by
consulting with art, coin, jewellery, and stamp dealers. You
can also refer to catalogues for the value of these properties.
All or any part of such property, any interest in it, or any
right to it, is considered to be listed personal property.

Net capital loss — Generally, if your allowable capital
losses are more than your taxable capital gains, the
difference between the two is your net capital loss for the
year. We explain how to apply a net capital loss in
Chapter 5.

Non-arm’s length transaction — This is a transaction
between persons who were not dealing with each other at
arm’s length at the time of the transaction. Please see the
definition of arm’s length transaction earlier in this
chapter.

Non-qudlifying real properly — 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 value is derived
principally (more than 50%) from real property:

m ashare of a capital stock of a corporation;
® an interest in a partmership;

B an interest in a trust; or



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

The following are niot included in the definition of
non-qualifying real property:

m qualified farm property;

® qualified small business corporation shares; and

u 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* at all
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 property that may have been used for many
years in an active business but that laid idle for a
period of time before you sold it.

In addition, the active business must have been carried
on for the above-specified time period by:

~ you, your spouse, your child, or your parent;
— a preferred beneficiary of a personal trust;

— the spouse, child, or parent of the preferred beneficiary
of a personal trust; or

— a corporation, partnership, or personal trust where alt
or substantially all (90% or more) of the fair market
value of their shares or interests were owned by one or
more persons described in this list.

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

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

® any business that employs more than five individuals
on a full-time basis;

m any business that has managerial, administrative,
financial, maintenance, or other similar services
provided to it that would be equivalent to employing
more than five individuals on a full-time basis;

» any business that leases property that is not real
property; or
w any business carried on by a credit union,

Outlays and expenses — These are amounts that you
incurred to sell a capital property. You can deduct outlays
and expenses from your proceeds of disposition when
calculating your capital gain or capital loss. These types of
expenses include:

m fixing-up expenses
u finders” fees

® commissions

% brokers’ fees

» surveyors’ fees

m legal fees
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M transfer taxes
m 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.

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

Prascribed security — This is not considered to be a
Canadian security. A prescribed security generally
includes:

® a share of a corporation (cther than a public corporation)
the value of which, at the time you dispose of it, comes
mainly from real estate, resource properties, or both;

u a bond, debenture, bill, note, mortgage, or similar
obligation of a corporation (other than a public
corporation) that you do not deal with at arm’s length at
any time before you dispose of the security; and

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

Proceeds of disposition — This is usually the amount you
received or will receive for your property. In most cases, it
refers 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:

® has a class of shares listed on a prescribed Canadian
stock exchange; or

® 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 dispersal of ownership of its shares, the
public trading of its shares, and the size of the
corporation.

For more information, see Interpretation Bulletin IT-391,
Status of Corporations,

Qualified small business corporation shares — See the
definition of Small business corporation later in this
chapter.

Real property — This is property that cannot 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 all or
most (90% or more) of the fair market value of its assets are;

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

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



® a combination of these two types of assets.

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

w at the time of sale, it was a share of the capital stock of a
small business corporation, and it was owned by you,
your spouse, or a partnership of which you werea
member;

s 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

® 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
corporation, 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 after
June 13, 1988, to a person or a partnership related to that
person, a special situation exists. We consider the shares
to have been owned, immediately before they were
issued, by a person who was not related to the individual
or the partnership. As a result, to meet the
holding-period requirement, the individual or a 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:

® as payment for other shares; or

® in connection with a property 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

~ aninterest in a partnership where all or most
(90% or more) of the partnership’s assets were used
in ant active business operated by the members of the
partnership.

Spouse — The term spouse used throughout this guide
applies to a legally married spouse and a common-law
spouse. A common-law spouse is a person of the opposite
sex who, at that particular time, lived with youina
common-law relationship, and:

m had been living with you in such a relationship for at
least 12 continuous months, or had previously lived with
you in such a relationship for at least 12 continuous
months (when you calculate the 12 continuous months,
include any period of separation of less than 90 days); or

a is the natural or adoptive parent (legal or in fact) of your
child.

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

Taxable capital gain — This is the amount of your capital
gain that you have to report as income on your return.

For 1987 and previous taxation years, the taxable part of a
capital gain was one-half, 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 have an
undepreciated balance in a class of depreciable property at
the end of the taxation year or fiscal year-end, and you no
longer own any property in that class. You can deduct the
terminal loss when you calculate your income for the year.

Undepreciated capitat cost UCC) — Generally, UCC is
equal to the total capital cost of all the properties of the
class minus the capital cost allowance you claimed in prior
years. If you sell depreciable property in a year, you also
have to subtract from the UCC the lesser of the following
two amounts:

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

m the capital cost of the property.

Chapter 3 — Common

Transactions

his 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, Capital Gains (or Losses)
in 1995. You can find this schedule in your General income
tax package.

Information slips

You will notice that there are two lines on Schedule 3 called
“Information slips — Capital gains (or losses)” to report
certain amounts indicated on information slips. Use line 032
in Part 1 of Scheduie 3 to report non-eligible capital gains
(or losses) and line 533 in Part 2 of Schedule 3 to report
eligible capital gains (or losses). The term non-eligible
capital gains means not eligible for the capital gains
deduction. The term eligible capital gains means eligible
for the capital gains deduction. You can find information
about the capital gains deduction in Chapter 7. If you
report a non-eligible capital gain on line 032 and you filed
Form T664, Election to Report a Capital Gain on Property
Ouwned at the End of February 22, 1994, for the 1994 taxation
year, you may be able to reduce all or part of the
non-eligible capital gain. For more information on this
subject, see the section called “Flow-through entity” on
page 16. In the section below, you will find information on
how to report capital gains and losses from information
slips.

n



13 slip

Box 30 — Capiltal gains eligible for deduction —If there is
no asterisk (*) in this box, enter the amount from this box
on line 533 in Part 2 of Schedule 3.

If there is an asterisk in this box, you should have received
instructions with your slip. The footnotes area of your slip
will indicate that all or part of your gain is from qualified
small business corporation shares or qualified farm
property. Enter that amount on either line 513 or line 516 in
Part 2 of Schedule 3, as these types of property are eligible
for the $375,000 capital gains deduction. Enter on line 533 in
Part 2 of Schedule 3, any amount from box 30 that you did
not report on lines 513 or 516.

Box 21 — Capital gains — This amount is your total capital
gain from a trust. Enter the difference between the amount
in this box and the amount in box 30, if any, on line 032 in
Part 1 of Schedule 3, The amount you report on line 032 is
the non-eligible portion of your capital gain.

Example

Tony received a T3 slip with $300 in box 30 and $500 in
box 21. Since there was no asterisk in box 30, he entered
the $300 on line 533 in Part 2 of Schedule 3 and $200, the
difference between the two amounts ($500 - $300), on
line 032 in Part 1 of Schedule 3.
If there is an asterisk in box 21, you should have received
instructions with your slip. The footnotes area of your slip
will indicate that all or part of the amount in box 21 is
foreign capital gains. In addition to entering the amount
from box 21 on Schedule 3 as mentioned above, enter the
amount identified in the footnotes area as foreign capital
gains on line 508 of Schedule 1, and use it to calculate your
foreign tax credit.

Box 26 — Other income — If there is an asterisk in this
box, you should have received instructions with your slip.
The footnotes area of your slip may indicate that all or part
of the amount in box 26 is farming income eligible for the
capital gains deduction or a deemed taxable capital gain
from the disposition of eligible capital property. Report any
farming income eligible for the capital gains deduction on
line 529 of Schedule 3. Report a taxable capital gain on
eligible capital property that is qualified farm property on
line 543 in Part 2 of Schedule 3. Report a taxable capital
gain on all other tyjes of eligible capital property on

line 544 in Part 2 of Schedule 3.

Box 37 — Insurance segregated fund capital losses —
Enter this amount on line 032 in Part 1 of Schedule 3. If this
is your only entry on line 032, put brackets around the
amount. If it is not your only entry, subtract the amount in
this box from the total of all other amounts you have to
enter on line 032.

TAPS slip

Box 34 — Capital gains (or losses) — This amount is your
total capital gain (or loss) from an employees profit-sharing
plan. Enter this amount on line 032 in Part 1 of Schedule 3.
If this amount has brackets around it, it is a capital loss. If
the amount is a capital loss and it is your only entry on

line 032, put brackets around it. If it is not your only entry,
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subtract the amount in this box from the total of all other
amounts you have to enter on line 032.

Box 38 — Foreign capital gains (or losses) — Do not
include this amount on Schedule 3. It is already included in
box 34 of your T4FS slip. Enter this amount on line 508 of
Schedule 1, and use it to calculate your foreign tax credit.

T5 slip

Box 18 — Capital gains dividends — This amount is your
total capital gains dividends from a corporation. Enter this
amount on line 032 in Part 1 of Schedule 3.

T5013 slip

Box 18 — Canadian and forelgn net business income
(loss) — The footnotes area of your slip may indicate that
box 18 includes business income from the disposition of
eligible capital property (other than the recapture of annual
allowances deducted in previous years). If you filed

Form T664, Election to Report a Capital Gain on Property
Owned at the End of February 22, 1994, for the 1994 taxation
year with respect to your interest in the partnership, you
may be able to reduce all or part of this business income by
claiming a business income reduction. For more
information, see the section called “Flow-through entity”
on page 16.

The footnotes area of your slip may also indicate that
box 18 includes farming income eligible for the capital
gains deduction. Enter this amount on line 529 of
Schedule 3, if you want to take advantage of the capital
gains deduction. However, the amount that you report on
line 529 has to be reduced by any business income
reduction described above that you claimed for 1995, in
respect of the partnership. Use Form T657, Calculation of
Capital Gains Deduction for 1995 on All Capital Property, to
calculate your capital gains deduction. You can get this
form from us.

Box 27 — Capltal gains (fosses) — The footnotes area of
your slip may indicate that all or part of your gain is for
qualified small business corporation shares or qualified
farm property. If this is the case, enter that amount on

line 513 or line 516 in Part 2 of Schedule 3, as these types of
property are eligible for the $375,000 capital gains
deduction.

The footnotes area of your slip may also identify non—éligible
capital gains included in box 27. If this is the case, enter the
non-eligible amount on line 032 in Part 1 of Schedule 3.

The footnotes area of your slip may also identify your share
of reserves allocated in the previous year. If you claimed a
reserve from the partnership in 1994, you have to include
that reserve in your capital gains for 1995. Enter the amount
of any reserve you claimed from the partnership in 1994 in
the 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.

Enter on line 533 in Part 2 of Schedule 3, the capital gains
eligible for the $75,000 capital gains deduction. To calculate
this amount, subtract from the amount shown in box 27 the
amount identified as the previous year’s reserve, if any, and
the amounts from this box that you reported on lines 513,
516, and 032



The foolnotes area of your slip may also indicate that all or
part of the amount in box 27 is foreign capital gains. In
addition to entering the amount from box 27 on Schedule 3
as mentioned above, enter the amount identified in the
footnotes area as foreign capital gains on line 508 of
Schedule 1, and use it to calculate your foreign tax credit.

Box 28 — Capital gains reserve — This amount is your

1995 capital gains reserve from the parinership, The

footnotes area of your slip should identify to what type of

property the reserve applies. Enter the amount of the

reserve in the 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.

The footnotes area of your slip may also indicate that all or
part of the reserve inbox 28 is from the disposition of
capital property, other than qualified small business
corporation shares or qualified farm property, after 1984
and before February 23, 1994, by a partnership that has a
fiscal period that includes February 22, 1994, and ends in
1995. If this is the case, you have to calculate the portion, if
any, that is eligible for the $75,000 capital gains deduction.
Enter the eligible amount on line 391 of Part 2 of

Form T2017. We explain how to determine the eligible
portion of this type of reserve in the section called “Are you
reporting or claiming a reserve from the disposition of
property by a partnership that has a fiscal year that
includes February 22, 1994, and ends in 1995?” on page 36.

Box 29 — Business investment loss — Enter this amount on
line 228 of your income tax return. This amount is your
business investment loss. To find out how to calculate your
allowable business investment loss, see page 27,

Canadian securities and prescribed
securities

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

m Lines 512 and 513 — “Qualified small business
corporation shares” :

w Lines 515 and 516 — “Quualified farm property”
o Lines 020 and 021 — “Shares”

m Lines 026 and 027 —“Bonds, debentures, promissory
notes, and other properties”

Chapter 2 contains the definitions of Canadian security,
prescribed security, and qualified small business
corporation shares. You will find a definition of qualified
farm property in the income tax guide called Farming
Income,

If you dispose of Canadian securities, you may have an
income gain or loss, However, there is a special election
available to you in the year that you dispose of Canadian
securities. You can elect to report your gain or loss as a
capital gain or loss. However, if you make the election for a
taxation year, we will consider every Canadian security you
owned in that year and later years to be capital properties.

“This election is not available to traders or dealers in

securities, or to anyone who was a non-resident of Canada
when the security was sold.

If you are 2 member of a partnership, and the partnership
owns Canadian securities, each partner is treated as owning
the security. When the partnership disposes of the security,
each partner can elect to treat the security as capital
property. An election by one partner will not result in each
member of the parinership being treated as having made
the election.

To make this election, complete Form T123, Election on
Disposition of Canadian Securities, and attach it to your 1995
return. Please remember, once you make this election, you
cannot reverse your decision.

For more information, see Interpretation Bulletin IT-479,
Transactions in Securities, and its Special Release.

Shares

Use this section to report a capital gain or loss when you
sell 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 (see the previous section), if they are not
qualified small business corporation shares or qualified
family farm corporation shares;

m shares issued by foreign corporations; and
® units in a mutual fund trust.

If you sold any of the above items in 1995, you will receive
either a T5008, Statement of Securities Transactions, or an
account statement, Report the sale in the section called
“Shares” in Part 1 of Schedule 3.

Note

If you report a capital gain from the disposition of shares
and securities of a flow-through entity for which you
filed Form T664, Election to Report a Capital Gain on
Property Owned at the End of February 22, 1994, for the
1994 taxation year, you may be able to reduce all or part
of the gain. For more information, see the section called
“Flow-through entity” later in this chapter.
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The following two examples share some common (a capital gain and a capital loss) and how you would
_information. They show you two different situations complete part of Schedule 3 for each situation.

Example 1

In 1995, Jack sold 100 shares of XYZ Public Corporation of Canada for $8,500. He received the full proceeds at the time of
the sale. He pald brokerage fees of $5600. When he bought the shares In 1986 for $3,800, Jack paid brokerage fees of $200.

To complete Schedule 3, Jack needs to determine his proceeds of disposition, his adjusted cost base (ACB), and the
amount of any cutiays and expenses that relate o the sale. Affer he determines these three amounts, Jack calculates his
taxable caplial gain as follows:

PrOCEOES OF QISDOSHION Lrtivtrirecriereers e ieritet et iescmetesbes et raas b st b b ss st et ke bk ot 4 b e e re - fomm e s s st ee et s ene s e R et re s somas s ar e R raas $8,500
Minus: The ACB

- Qriginal cost... Cetee e e asb st eesennres 93,800

- Brokerage fees on purchose ........................................................................................... $_200 $4,000

Qutiays and expenses (brokerage fees on the sale) $_500 54,500
Capital gain... $4.000

Taxable capital gain (3/4 % $4,000) ... $3.000

Jack reporis the sale in the section called “Shares” In Part 1 of Schedule 3. He enters his total proceeds on lIne 020, and his
capital gain on fine 021.

Shares
No. of shares| Name of corporation and class of shares Gain (or loss)
100 XYZ Public Corporation of Canada 1986 8,500 00 4,000{ 00 500, Q0 4,000{ 00

Total proceeds [IEl1 8,500( 00 Gain {or loss) [i 4,000{ 00

If Jack has no other capital gains or capital losses in the year, he reports $3,000 (3/4 x $4,000) as his total taxable capital
gains amount. He enters this amount on lines 041, 042, and 044 of Schedule 3, and again on line 127 of his retum,

Example 2

Using the same sltuation In Example 1, assume that Jack had sold his shares for only $3,700. As you can see below, Jack
ends up with a capital loss of $800 (§3,700 - $4,500). He could use the loss to offset any capital gains he had in 1995. 1f his
capital losses were more than his capital gains in that year, his net capital loss for 1995 would be three-quarters of the

difference between the two amounts. For mere Information about caplia! losses, see the sectlon called *1995 Capiltal
losses” on page 26.

Shares .
No. of shares| Name of corporation and class of shares Gain {or loss}
100 XYZ Public Corporation of Canada 1986 3,700/ 00 4,000 00 500| 00 (800 00)

Total proceeds [¥{ 3,700 00 | Gain {(or loss) 1 {800{ 00)
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Bonds, debentures, promissory notes,
and other propetrties

If you sold any of these types of properties in 1995, you will
receive either a T5008, Statement of Securities Transactions, or
an account statement. Report the sale of these types of
properties in the section called “Bonds, debentures,
promissory notes, and other properties” in Part 1 of
Schedule 3.

You also report capital gains and capital losses from
options and discounts, premiums, and bonuses on debt
obligations in this section. For information on disposing of
options to sell or buy shares, see Interpretation

Bulletins IT-96, Options Granted by Corporations to Acquire
Shares, Bonds or Debentures, and [T-479, Transactions in
Securities, and its Special Release.

Treasury bills (T-Bills)

You will receive a TS008, Statement of Securities Transactions,
or an account statement for transactions that took place

in 1995. When a T-Bill is issued at a discount and you keep
it until it matures, the interest deemed to accrue to you is
the difference between the issue price and the amount you
cash it in for. However, you may sell the T-Bill before it

. matures. In this case, in addition to the interest accrued at
that time, you may have a capital gain or capital loss. -

Example

Robbie purchased a T-Bill on December 1, 1994, for $49,000.
The maturity date was March 1, 1995. However, he sold it
on February 5, 1995, for $49,500. The effective yield rate
was 5.36%.

Robbie calculates interest on the T-Bill, as follows:

Effective Number of days Purchase Interest
yield  x T-Bill held X  price = to be
rate Number of days included
in the year sold _ in income
3.36% X _66 X $49,000 = $475
365
Robbie calculates his capital gain as follows:
PrOCEEAS. e ierrecsncesessessnesressessesansonssrsssnsenressssnssn $49,500
MINus: INeIest ... $ 475
Net proceeds ... s $49,025
Minus: Ad]usted COSE DASE. v ereeenresrerensstesreeeeneos $49,000

Capltal gam ................................................................. $_25

Identical properties

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

Average cost calculation

You may buy and sell several identical properties at
different prices over a period of time. If you do this, you
have to calculate the average cost of each property in the
group at the time of each purchase. This allows you to
determine your adjusted cost base (ACB). You need to
know this amount before you can calculate any capital gain
or loss, The following two examples show you how to
calculate the average cost,

Example 1

Paddy owns 250 common shares of a corporation. She
bought 100.of these shares in 1991 for $15 each and another
150 shares in 1992 for $20 each. In 1995, she sold 200 of
these shares for $24 each.

Calculation of average cost

Shares purchased in 1991  100x$15 = $1,500
Shares purchased in 1992 150x$20 = $3.000
Total shares: 250 Total cost: $4.500
Average cost of each share  $4,500+250 = $ 18
Calculation of capital gain

Selling price 200x%24 = $4,800
Minus: ACB of shares sold 200x$18 = $3,600
Capital gain ' $1.200
Taxable capital gain $1,200x3/4 = $_900

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

Example 2

After selling 200 shares in the corporation, Paddy

had 50 left (250 - 200). She then bought 350 more shares
(which were identical properties) at $21 each. She has to
recalculate the average cost of the shares as follows:

Cost of previously

purchased shares 50x%18 = $ 900
Cost of newly

purchased shares 30x$21 = $7.350
Total shares: 400 Total cost: $8.250
Average cost of each share

{recalculated amount) $8,250 + 400 = $20.63

You should also use this method to calculate the average
cost for identical bonds or debentures 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:

u they are both issued by the same debtor; and
w all the attached rights are the same.

You cannot take the principal amount of individual debt
obligations into account when you are determining if these
properties are identical.
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Flow-through entity

You will find a definition of flow-through entity on

page 9. It is possible that you may have filed Form T664,
Election to Report a Capital Gain on Property Owned at the End
of February 22, 1994, for the 1994 taxation year with respect
to your interest in, or your shares of, a flow-through entity.
If this is the case, the adjusted cost base of your interest or
shares does not usually change as a result of the election.
Instead, your elected capital gain creates an exempt capital
gains balance for that flow-through entity. You can use the
exempt capital gains balance to reduce:

® capital gains flowed out to you by the flow-through
entity after February 22, 1994; and

B capital gains realized by you on the disposition of your
interest in, or your shares of, the flow-through entity
after February 22, 1994.

You can reduce the above-mentioned capital gains by
claiming a capital gains reduction on line 039 in Part 1 of
Schedule 3. We explain how to calculate your capital gains
reduction in the chart called “Calculating your exempt
capital gains balance and your capital gains and business
income reductions for 1995,” later in this chapter.

If the flow-through entity is a partniership, you can also use
the exempt capital gains balance to reduce your share of the
business income of the partnership from the disposition of
eligible capital property (other than the recapture of annual
allowances deducted in previous years).

You can reduce your share of the business income of a
partnership by claiming a business income reduction in
the chart called “Other amounts deductible from your share
of net partnership income (loss)” on Forms T2032, Statement
of Professional Activities, T2124, Statement of Business
Activities, T2042, Statement of Farming Activities, or
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T2121, Statement of Fishing Activities, You can find these
forms in the related income tax guides called Business and
Professional Income, Farming Income, and Fishing Income. Note
that you cannot use a business income reduction to create
or increase a business loss.

If you are a member of a partnership that does not have to
file Form T5013 Summary, Partnership Information Return,
you will find information on how to calculate your share of
the business income of the partnership from the disposition
of eligible capital property (other than the recapture of
annual allowances deducted in previous years), in the
chapter called “Eligible Capital Expenditures” in the
income tax guide that applies to your type of business.
However, if you are a member of a partnership that has to
file Form T5013 Summary, this income is shown in the
details area of box 18 of Form T5013 Supplementary,
Statement of Partnership Income.

We explain how to calculate your business income
reduction in the chart called “Calculating your exempt
capital gains balance and your capital gains and business
income reductions for 1995,” later in this chapter.

The total amount of capital gains and business income from
a flow-through entity that you can reduce is limited to the
extent of your exempt capital gains balance for that
flow-through entity. Your exempt capital gains balance
expires after the end of the 2004 taxation year. If you did
not use all of your exempt capital gains balance by the end
of 2004, the unused balance may be added to the adjusted
cost base of your interest in, or your shares of, the
flow-through entity.

Note

Claiming a capital gains reduction or a business income
reduction is not mandatory. You can claim any amount
you want to in a yeat, from zero to the maximum.



Cadlculating your exempt capital gains balance and
your capital gaing and business income reductions for 1995

This chart will help you calculate your exempt capital gains balance and your capital gains and business Income
reductions for 1995. In most cases, your exernpt capltal gains balance for a flow-through entity available for 1995s the
elected capital galn for the flow-through entity minus any capital gains or business income reductions claimed for the
flow-through entity In 1994, See the example on the next page.

You have to calculate your exempt capital galns balance and your capital gains and business Income reductions for each
flow-through entity separately. ‘

Exempt capltal gains balance as a resulf of the ccpi'rol gclns elaection (enter the elected ccpl’rol gcln
from column 5, Chart A of Form T664)* ... . e e 8 1

1994 capital gains reduction claimed for the flow-through entity (the porﬂon of the
armount from line 039 in Part 3 of Schedule 3 for 1994 that cpplles tothe
flow-through entity) .... e —————o_________ 2

1994 business Income reduction for the flow-through entity (from the chart called
*Other amounts deductible from your share of net partnership income (loss)” on
Form T2032, 12042, 12121, or T2124 for 1994, whichever applies) .. $ x4/3=

Total caplfal gains and business iIncome reductions for 1994 (line 2 plus INe 3. $ »

L
w

Exempt capital gains balance available for 1995 (ine 1 MINUS NG A i 9 5
Capital gains flowed out 1o you by the flow-through enfity in 1995, 8 ' 6

Capltal gains from the daspositlon of all or pqrt of your interest In, or your shares of,
the flow-through entity in 1995.., e AL LA SR A R R 00

Total capital gains IN 1995 N 6 PIUS INE 7D ccrricirsmisnnirnaisssseeessesssesssessenssessessroest it o an 8

1995 capital gains reduction. The maximum amount you can enter on line 9 is the
lesser of the amounts on line 5 and Iine 8. However, you moy enter an amount that
Is less than the maxirnum.. - O SRR UU USROS | ¢

Enter the amount fro__m line 2 onfine 039 in Part 1 of Schedule 3.
Exempt capital galns balance. before the business Income reduction ing & minus line 9 ...c.veecircricnenns S 10

It the flow-through entity Is a partnership, complete lines 11 1o 15 Inclusive. Otherwise,
enter zero on line 14 and complete line 15

Amount from line 10 $§ x3/4=.. ettt e b ee s s rrn sttty D 1

Your share of the business income of the parinership from the disposition of ellgible
capital property (other than the reccp’rure of annual allowances deducted In
PIEVIOUS YEAISI ™ oo reessssnisasos i OO POPORE - 12

1995 business Income reducition. The maximum amount that you can enter on line 13
Is the lesser of the amounts on line 11 and line 12. However, you may enter an
amount that s less than the maximum. Remember, you cannot use a business
income reduciion o create or increase a busingss 1085, ..o $ 13

Enter the amount from line 13 In the chart called “Cther amounts deductible from
your share of net partnership Income (loss)” on Form T2032, T2042, T2121, or 12124,
whichever applies.

Amount from ling 13 $ KB Toresres it s e s e e e et O 14

Exempt capital gains balance available to carry forward (line 10 minus line 14). If,
however, you disposed of your entire interest In, or ail your shares of, the ﬂow—through
enfity In 1995, enter zero af line 15, rrereen ettt ar et onat et een bbbt et s en st enaeassessresrensesenennrennenenes S 18

* If the amount you designated as proceeds of disposition on Form T664 for your Interest in, or your shares of, the
flow-through entity Is more than the falr market value of your interest in, or your shares of, the flow-through entity af the
end of February 22, 1994, call your tax services office before you comple’re this chart as your exempt ccplfc:l gains
bdlance {line 1 above) may be reduced.

** This Includes your share of the farming income from the disposition of eilglbte capital property by the partnership (other
than the recapture of annual allowances deducted In previous years).
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Example

Marlo filed Form 1664, Election to Report a Capital Gain on Property Owned at the End of February 22, 1994, for the 1994
taxation year with respect fo his 500 unlts In a mutudl fund trust. He designated the fair market value of the units at the
end of February 22, 1994, as his proceeds of disposition for the purpose of this election. Mario reported a capital gain

of $2,500 In column 5, Chart A of Form T664. He also clalimed a capltal gains reduction of $1,900 af line 039 in Part 3 of
Schedule 3 for 1994 in respect of his units. In 1995, Marlo recelved a non-gligible capltal gain of $200 from the mufual
fund trust. Te calculate his capltal gains reduction for 1995 and his exempt capital galns balance avallable for
carryforward, he completes the chart as follows:

Exempt capital gains balance as a result of the ccpi’rol gc:ins slection (enfer the elected capital goln
from column 5, Chart A of Form Te64)*... e b e e e e bt a bbb onrre b ersrersnrs e ee e raerareens 2,500 1

1994 capital gains reductton claimed for the flow-through entlty (the portion of the
amount from line 039 In Part 3 of Schedule 3 for 1994 that qpplles tothe
flow-through entity)... eetrer b ettt en e, 3 1.900 2

1994 business Incorne reduction for the ftow-‘rhrough entity (from the chart called
“Other amounts deductible from your share of net partnership income (loss)” on
Form T2032, T2042, 12121, or T2124 for 1994, whichever applies) .. 0 x4/3= 3% 03

Total capital gains and business Income reductions for 1994 (Iine 2 plus N6 3) v § 1900 » § 1900 4
Exempt capital gains balance available for 1995 (line 1 minus line 4)........ e e SR $ 600 5
Capital gains flowed out fo you by the flow-through entity in 1995.......c..cinican w S 200 &6
Capital gains from the disposition of all or part of your Interest In, or your shares of,

the flow-through entity In 1995, feerer e S g7
Total capital gains In 1995 (INe & PIUS NG 7)..i e sriess et ers e S 200 8

1995 caplital gains reduction. The maximum amount you can enter on line ¢ s the
lesser of the amounts on line 5 and tine 8. However, you may enter an amount that
15 1255 THOIN THE MICKIMILITY. ...t st v et et sae bt v bt st e bes b et st een s ameree b enerestentvestensneentes $ 200 9

Enter the amount from line 9 on line 039 in Part 1 of Schedule 3.
Exempt capital gains balance, before the business Income reduction (ing 5 minus iNe 9 ...ccoeeeoneees S 400 10

If the: flow-through entity Is a parinership, complete lines 11 to 15 inclusive. Otherwise,
enter zero on Iine 14 and complete ine 15,

Amount from line 10 § X3 = i et eens O 11

Your share of the business income of the partnership from the disposition of eliglble
capital property (other than the recapfure of annual allowances deducted In
PIEVIOUS YEAIE) ™ 11 isessirse st st b sma sttt b s ssssnetse st smmassssinsnsonsens 9 12

1995 business income reduction. The maximum amount that you can enter online 13
is the lesser of the amounts on line 11 and line 12. However, you may enter an
amount that Is less than the maximum. Remember, you cannot use a business
Income reduction 1o create Or INcrease A bUSINESS 1088, i 9 13

Enter the amount from line 13 In the chart called "Other amounts deductible from
your share of net partnership income (Joss)” on Form T2032, 72042, 12121, or 12124,
whichever applies.

Amount from line 13 $ 0 AL S e s e e st sttt ot erereeerennerenerien O 0114

Exempt capifal gains balance avallable to carry forward (ine 10 minus line 14). If,
however, you disposed of your entire Interest In, or all your shares of, the flow-through
entity IN 1995, BNTET ZEIO T HNE 15, ittt sttt st b st s s tse e b bt sttt oastan e S 40015

* If the amount you designated as proceeds of dispesition on Form T644 for your Interest In, or your shares of, the
flow-through entity is more than the falr market value of your Interest in, or your shares of, the flow-through entity at the
end of February 22, 1994, call your tax services office before you complete this chart as your exempt capltal gains
balance (ine 1 above) may be reduced.

** This includes your share of the farming Income from the disposition of eligible capital property by the partnership (other
than the recapture of annual allowances deducted in previous years).

18



Real estate and depreciable property

If you sold real estate or depreciable property in 1995, you
have to report your capital gain or loss in the section called
“Real estate and depreciable property” in Part 1 of
Schedule 3.

Real estate
A real estate transaction includes the sale of:

® vacant land;
® rental properties, including both land and buildings;

= farm property, including both land and buildings (other
than qualified farm property — see page 24); and

m comumercial and industrial land and buildings.

Do not use the section called “Real estate and depreciable
property” to report the sale of personal-use property (e.g., a
cottage), or the sale of mortgages and other similar debt
obligations on real property. Report this information in
Part 1 of Schedule 3 under the sections called “Personal-use
property” and “Bonds, debentures, promissory notes, and
other properties.”

If you sold real property in 1995 that includes land and a
building, you:

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

= 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 49.

If you dispose of a building and end up with a loss, special
rules may apply. Under these rules, you may have to
consider your proceeds from selling the building as an
amount other than the actual proceeds. For more
information, see the section called “Selling a building

in 1995” on page 20.

Note
Special rules apply if you dispose of, or are considered to
have disposed of, a property for which you or your

spouse have filed Form Té64 or T664(Seniors), Election to -

Report a Capital Gain on Property Owned at the End of
February 22, 1994, for the 1994 taxation year and the
property was your principal residence for 1994. If this is
your situation, see the section called “Selling a property
for which you or your spouse filed Form T664 or
Té64(Seniors), Election to Report a Capital Gain on Property
Owned at the End of February 22, 1994” on page 46.

Depreciable propeﬂy

When you dispose of depreciable property, you may have a
capital gain or a loss. Usually, you will have a capital gain
on depreciable property if you sell it for more than its
adjusted cost base plus the outlays or expenses you
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 8 fora
definition of CCA.

To calculate CCA, you first have to group depreciable
properties into classes. For example, certain portable tools
and some automobiles are grouped together in Class 10.
Your CCA claim is based on a rate assigned to each class of
property. If you want to know what class your property is
in, call 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 you claimed in prior years. If you sell depreciable
property in a year, you also have to subtract from the UCC
the lesser of the following two amounts:

a the proceeds of disposition of the pfoperty, minus the
related outlays and expenses; and

w the capital cost of the property.

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

If the UCC of a class has a positive balance at the end of the
year, and you do not have any properties left in that class,
the positive balance is a terminal loss. Unlike a capital loss,
you can deduct the full amount of the terminal loss from
income in that year.

If the balance for the UCC of a class is zero at the end of the
year, then you do not have a recapture of CCA and you do
not have a terminal loss.

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

Example

In 1989, Jan bought a piece of machinery for $10,000 for his
business. It is the only property in its class at the beginning
of 1995, The class has a UCC of $6,000. He sold the piece of
machinery in 1995 and purchased no other property in that
class. The following chart gives you three different selling
prices to show you how lan would handle a variety of
situations.
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Calculation of capital gain

A B C
Proceeds of disposition $ 4000 $ 8000 $12,000
Minus: Capital cost 10000 10000 10,000
Capital gain 0 0 $.2.000
Calculation of terminal loss and recapture of CCA
Cost of properties acquired  $10,000 $10,000  $10,000
Minus: CCA 1989-1994 4,000 4,000 4,000
UCC at beginning of 1995  $ 6,000 $ 6,000 $ 6,000
Minus the lesser of:
— Cost— $10,000; and
- proceeds of:
(A) § 4,000
(B) $ 8,000
(© $12,000 4,000 8,000 10,000
$.2.000 $000) $(4000)
Terminal Recapture Recapture

loss

In example A, [an does not have a capital gain. However,

he does have a terminal loss of $2,000 that he can deduct

from his income. Remember, you cannot have a capital loss
- on the sale of depreciable property.

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

In example C, Ian 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 to
include in his income.

For more information about the recapture of CCA and
terminal losses, see Interpretation Bulletin 1T-478, Capital
Cost Allowance — Recapture and Terminal Loss. You can also
see the income tax guides called Business and Professional
Income or Rental Income.

Selling a building in 1995

If you sold a building in 1995, 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:

m 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 can be used; and

® you sold the building for an amount that is less than both
its cost amount and its capital cost to you.

You calculate the cost amount as follows:

m If the building was the only property in the class, the cost
amount is the UCC of the class before the sale.
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m If there is more than one property in the same class, you
have to calculate the cost amount of each building as
follows:

Capital cost ucCC Cost
of the building x of = amount
Capital cost of all properties the of the
in the class that have not class

building
been previously disposed of :
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 income tax
guide called Rental Income, or Interpretation Bulletin IT-220,
Capital Cost Allowarice — Proceeds of Disposition of Depreciable
Property, and its Special Release.

Selling pari of a property

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

Example :
Maria owns 100 hectares of vacant land. The land is all o
equal quality. She decides to sell 25 hectares of this land.
Since 25 is one-quarter of 100, Maria calculates one-quarter
of the total ACB as follows:

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

($100,000 X 1/4).crcuriersernrrrnrnisssrsnssessersresnnrass $_25,000
The ACB of the part she kept.....ccccninricriinaaa $_75.000

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

For more information on selling part of a property, see
Interpretation Bulletin I'T-264, Part Dispositions, and its
Special Release.

Personal-use property

You will find a definition of personal-use property on
page 10. When you dispose of personal-use property, you
may have a capital gain or loss. To calculate your capital
gain or loss, follow these rules:

a if the adjusted cost base (ACB) of the property is less
than $1,000, its ACB is considered to be $1,000;

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

# if both the ACB and the proceeds of disposition
are $1,000 or less, you do not have a capital gain or
capital loss. Do not report the sale on Schedule 3 when
you file your return,

When you dispose of personal-use property that has

an ACB or proceeds of disposition more than $1,000, you
may end up with a capital gain or a capital loss. You have
to report any capital gain in the section called “Personal-use
property” in Part 1 of Schedule 3. However, if you end up
with a capital loss, you usuaily 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 personal expense.

These loss restrictions do not apply:

® if you disposed of personal-use property that is listed
personal property (LPP)-— LPP is discussed in the next
section; or

= to a bad debt owed to you by a person with whom you
deal at arm’s Iength for the sale of personal-use property
— for more information, see the section called “Bad
debts” on page 23. ‘

You were asking...?

Q. In 1995, I sold an old china cabinet for $900. The cabinet
didn’t cost me anything because my grandmother gave
it to me 10 years ago, She had a dealer appraise it at the
time, and the cabinet was valued at $500. Do I have 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 loss on the sale of the
china cabinet.

only $185 ($1,200 - $1,000 - 515).

Personal-use property {full description)

Example 1

Johnny sold his motorcycle in 1995 for $1,200. He bought it In 1984 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
be $1,000. Although Johnny actually had a gain of $335 ($1,200 - $850 - $15), the capital gain that he reports Is

Motorcycle | 1984 | 1,200| 00| 1,000 00 | 15| 00| 185| 00
Gain only+ 185( 00

add the $9,000 to her original cost of $49,000 for the land.

Personal-use property (full description)
Lot 119 - 120, Plan 2750, City, Province, Country | 1982 |

100,000| 00|

Example 2

In 1995, Betty sold her lakefront property and cottage to a developer for $100,000. She bought the property In 1982

for 549,000, and bulit a cottage on it for $30,000 in 1991, Betty incurred expenses of $1,000 in connaction with the sale of
the land and cottage. During the perlod she owned the property, Betty paid a total of $9,00C in property taxes and In
interest on the money borrowed to buy the property and build the cottage.

When caleulating her capital gain on the property and cottage, Betly can deduct the $1,000 selling expenses. However,
the $9,000 In property taxes and interest is considered 10 be a personal expense, since she was not using the property or
coftage to earn income. As a result, Betty cannot deduct the $9,000 from her Income for any taxation year. She also
cannot use it to reduce her capltal gain In 1995, In addition, when she calculates the ACB of the property, she cannct

Betty has to show the sale of the property in Part 1 of Schedule 3 in the section called “Persenal-use property.” She uses
this schedule to report her capitat gain of $20,000 ($100,000 ~ $49,000 ~ $30,000 - $1.000 = $20,000).

If Betty had designated her cottage as her principal residence, afl or part of the capltal galn may have been exempted
from tax. For more Information on designating a property as your principal residence, see Chapter 8.

79,000] 00| 1,000{ 00] 20,000] 00

For information on selling part of a personél—use property
or sets of personal-use property, see Interpretation
Bulletin IT-332, Personal-Use Property.

Listed personal property (LPP)

LPP (defined on page 9) 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.”

Gain only@-q— 20,000f 00

You can only apply LPP losses against LPP gains. Report
the gain from the sale of LPP on line 030 in Part 1 of
Schedule 3. If you have a loss from LPP in 1995, or LPP
losses from a previous year to apply against your 1995 LPP
gains, see page 28 to see how to apply them.

Employees’ stock options

When your employer grants you a stock option, it does not
immediately affect 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
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option and actually buy stocks. If you decide to buy stocks
and you buy them at less-than-market value, you will have
a taxable benefit. The taxable benefit is the difference
between what you paid for the stocks, and the fair market
value at the time you exercised your option. This difference
is a taxable benefit received through employment.

You have to include this taxable benefit in your income in
the year you acquire the stocks. Please note, however, that
you can reduce the amount of the benefit by any amount
you paid to acquire the stock option. Your employer
‘includes this taxable benefit in boxes 14 and 38 on your
T4 slip. '

However, if you buy stocks through an employee stock
option granted to you by a Canadian-controlled private
corporation with which you deal at arm’s length, the
situation is different. You do not include the taxable benefit
in your income in the year you acquire the stocks. You wait
until the year you sell the stocks.

If you meet certain conditions, you may be able to claim a
special deduction. This deduction is equal to one-quarter of
the taxable employee stock option benefit included in your
employment income. The amount of the benefit that
qualifies for this deduction is shown in the footnotes area of
your T4 slip. See line 249, “Stock option and shares
deductions,” in the General Income Tax Guide.

To calculate the adjusted cost base of your stocks, add the
following two amounts:

® any amount included in your income as an employee
stock option benefit; and

a the actual purchase price.

You have 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 benefit is not eligible for the capital
gains deduction.

In the year you exchange or sell the shares that you bought
through an employee stock option agreement, report the
capital gain or loss on Schedule 3. Report the transaction in
the section called “Qualified small business corporation
shares” in Part 2 if the shares were qualified small business
corporation shares. See page 10 for a definition of qualified
small business corporation shares. Taxable capital gains
from qualified small business corporation shares may be
eligible for the $375,000 capital gains deduction.

If the shares you exchanged or sold were not qualified
small business corporation shares, report the transaction in
the section called “Shares” in Part 1 of Schedule 3.
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Example

In 1991, Anna, an employee of Widget Corporation,
received an option to buy 20 shares at $25 each. Widget was
not a Canadian-controlled private corporation. In 1993,
Anna exercised the option and bought the shares. The
market value at that time was $30. In 1995, she sold her

20 shares for $40 each. The tax implications for Anna are as
follows:
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In 1991, when Anna received the option, there were no tax
implications.

In 1993, when Anna purchased the shares:

Market valie (20 X $30)...cccvvnrmirrivnirrrrmrmsiresssiesisssssronss $600
Minus: Amount paid (20 X $25) .ciivuieirecnsrnireennan $500
Taxable Benefit.......ceiveverersirrsresnessissnsinssssssssessnesnssasss $100

The $100 was included as a taxable benefit on Anna’s 1993
T4 slip. An amount of $25 was shown 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 1995, when Anna sold the shares:

Proceeds of disposition (20 X $40) ........eereeesrmrinisninne $800
Minus: Amount paid (20 X $25) ..ccoeieiieiiennne $500

Taxable benefit......cccerrreniscsrerreninsees $100  $600
Capital gaiN .o $200

She reports a capital gain of $200 in the section called
“Shares” in Part 1 of Schedule 3, since these shares are not
qualified small business corporation shares.

For more information, see Interpretation Bulletin IT-113,
Benefits to Employees — Stock Options.

Chapter 4 — Other Transactions

We explain some of the less common capital
transactions in this chapter. We also explain the
special rules for calculating your capital gain or capital loss
and where to report the result on Schedule 3.

Eligible capital property

If you have any of the types of properties described in the
definition of eligible capital property on page 9, under
certain conditions, you may be able to claim a capital gains
deduction when you dispose of them. For example, if you
disposed of eligible capital property that is qualified farm
property, you may be eligible to claim the $375,000 capital
gains deduction. You will find details on what amount will
be considered eligible for the capital gains deduction in the -
income tax guides called:

m Business and Professional Income;
w Farming Income; and
w Fishing Income.

Read the chapter called “Eligible Capital Expenditures” in
the guide that applies to your type of business. You may
also want to read Interpretation Bulletin IT-123, Transactions
Involving Eligible Capital Property.

Note

The $75,000 capital gains deduction is no longer
available for dispositions of eligible capital property
after February 22, 1994, However, if you owned eligible
capital property at the end of February 22, 1994, and
your business’ fiscal year that includes

February 22, 1994, ends in 1995, there is a special
election that may be available to you for the 1995
taxation year. If you have not used all of your



$75,000 capital gains deduction, this election will allow
you to report the capital gain accrued before

February 23, 1994, on your 1995 income tax return and to
claim a capital gains deduction, even though you did not
actually sell your eligible capital property. Note that a
member of a partnership cannot make an election in
respect of the eligible capital property owned by the
partnership. For more information about how the
election works for eligible capital property of a business,
read the chapter called “Eligible Capital Expenditures”
in one of the above-mentioned guides that applies to
your type of business. Generally, you have to file the
election by June 15, 1996. To make this election, complete
Form T664, Election to Report a Capital Gain on Property
Owned at the End of February 22, 1994, and attach it to
your 1995 return. For more information about the
election, see the Capital Gains Election Package. The
package includes two copies of Form T664.

Mortgages

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

If you are the mortgagee, you may repossess a property
when the mortgagor does not pay you the money owed
under the terms of the mortgage. If this happens, you are
considered to have purchased the property. At the time of
repossession, you do not have a capital gain or a capital
loss. Any gain or loss will be postponed until you sell the
property.

If you are the mortgagor, your property may be
repossessed if you do not pay the money owed under the
terms of the mortgage. If this happens, you are considered
to have sold the property. Depending on the amount you
owed at the time of repossession, you may have a capital
gain, a capital loss, or, in the case of depreciable property, a
terminal loss, However, if the property is personal-use
property, you cannot deduct the loss.

The above-mentioned rules also apply when property is
repossessed under a conditional sales agreement.

If you incur a capital gain as a result of a mortgage
foreclosure or a conditional sales repossession, the capital
gain will be excluded from net income for the purpose of
calculating any social benefits repayment.

Under proposed legislation, if you incur a capital gain as
a result of a mortgage foreclosure or a conditional sales
repossession, the capital gain will be excluded from net
income for the purpose of calculating your claim for the
goods and services tax credit, the Child Tax Benefit, and
the age amount.

Report any capital gain or capital loss in Part 1 of

Schedule 3 in the section called “Mortgage foreclosures and

conditional sales repossessions.” For more information, see
Interpretation Bulletin IT-505, Mortgage Foreclosures and
Conditional Sales Repossessions.

Bad debts

If a debt is owed to you (other than a debt under a
mortgage or a debt resulting from a conditional sales

agreement), and it remains unpaid after you have
exhausted all means to collect it, it becomes a bad debt, The
debt will be a capital loss if you acquired it:

® to earn income from a business or property; or

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

The capital loss is equal to the adjusted cost base of the
debt.

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

In order to claim a capital loss on a bad debt, you have to
file an election with your income tax return. You make
this election by attaching a letter signed by you to your
return stating that you want subsection 50(1) of the
Income Tax Act to apply to the bad debt. Report any
capital loss in Part 1 of Schedule 3 in the section called
“Bonds, debentures, promissory notes, and other
properties.”

There are times when a bad debt involves a small business
corporation. We explain what to do in this sifuation under
“Allowable business investment loss {ABIL)" on page 27.

For more inforrmation about bad debts, see Interpretation
Bulletins IT-159, Capital Debts Established to be Bad Debis,
and I1T-239, Deductibility of Capital Losses from Guaranteeing
Loans for Inadequate Consideration and from Loaning Funds at
less than a Reasonable Rate of Interest in Non-Arm's Length
Circumstances.

Foreign exchange gains and losses

. Foreign exchange gains or losses from capital transactions

in foreign currencies are considered to be capital gains or
losses. However, you only have to report the amount of
your net gain or loss for the year that is more than $200. If
the net amount is $200 or less:

m there is no capital gain or loss; and
m you-do not have {o report it on your tax return.

If you have a capital gain or loss, report it on line 027 in
Part 1 of Schedule 3.

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

Qualified smaill business corporation
shares

We define qualified small business corporation shares on
page 10. Report the sale of these types of shares in Part 2 of
Schedule 3 in the section called “Qualified small business
corporation shares.”

Do not report the following transactions in this section:

m the sale of other shares, such as publicly traded shares or
shares of a foreign corporation; and
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® losses you have when you sell any shares of small
business corporations to a person with whom you deal at
arm’s length.*

* For more information on losses you may have when
selling these types of shares, see the section called
” Allowable business investment loss (ABIL)” on
page 27.

If you have a capital gain when you sell qualified small
business corporation shares, you may be eligible for

the $375,000 capital gains deduction. To calculate this
deduction, use Form T657, Calculation of Capital Gains
Deduction for 1995 on All Capital Property. You can get this
form from us.

Quailified farm properiy

Generally, when you dispose of qualified farm property,
you report any capital gain or loss in Part 2 of Schedule 3 in
the section called “Qualified farm property.” To find out
what is considered to be qualified farm property, see the
income tax guide called Farming Income.

If you have a capital gain when you sell qualified farm
property, you may be eligible for the $375,000 capital gains
deduction. To calculate this deduction, use Form Ta57,
Calculation of Capital Gains Deduction for 1995 on All Capital
Property. You can get this form from us,

If you dispose of farm property, other than qualified farm
property, report any capital gain or loss in Part 1 of
Schedule 3 in the section called “Real estate and
depreciable property.” You will find more details about this
section of Schedule 3 on page 19.

If you dispose of eligible capital property that is qualified
farm property, you may be eligible to claim the $375,000
capital gains deduction. For more information, see the
chapter called “Eligible Capital Expenditures” in the
income tax guide called Farming Income.

Partnerships

If you are a member of a partnership that has to file

Form T5013 Summary, Partnership Information Return, for
1995, you should receive two copies of Form T5013
Supplementary, Statement of Partnership Income, indicating
your share of the capital gain or loss from the partnership.
If this is your case, do not read this section. Instead, see the
section called “Information slips” on page 11 to find out
how to report a capital gain or capital loss reported on
Form T5013 Supplementary.

However, if you are a member of a partnership that does
not have to file Forrn T5013 Summary for 1995, read this
section to find out how to report your share of a capital
gain or capital loss from the partnership.

Report your share of any capital gain or loss from a
partnership on Schedule 3. If the capital gain or loss is from
the disposition of qualified small business corporation
shares or qualified farm property, enter the amount on
either line 513 or line 516 in Part 2 of Schedule 3, as these

. types of property are eligible for the $375,000 capital gains
deduction.

If the capital gain or loss is from the sale of capital property,
other than qualified small business corporation shares or
qualified farm property, enter the amount in the section
called “Partnerships.— Capital gains {or losses).” You wiil
niotice that there are two lines on Schedule 3 called
“Partnerships — Capital gains {or losses).” Use line 033 in
Part 1 of Schedule 3 to report non-eligible capital gains (or
losses) and line 532 in Part 2 of Schedule 3 to report eligible
capital gains (or losses). The term non-eligible capital
gains means not eligible for the capital gains deduction.
The term eligible capital gains means eligible for the
capital gains deduction. You can find information about the
capital gains deduction in Chapter 7. If you report a
non-eligible capital gain on line 033 and you filed

Form T664, Election to Report @ Capital Gain on Property
Owned at the End of February 22, 1994, for the 1994 taxation
year with respect to your interest in the partnership, you
may be able to reduce all or part of the non-eligible capital
gain. For more information on this subject, see the section
called “Flow-through entity” on page 16.

An eligible capital gain (or loss) from a partnership
includes your share of a capital gain (or loss) from the
disposition of property before February 23, 1994, by a
partnership that has a fiscal year that includes

February 22, 1994, and ends in 1995. If the capital gain (or
loss) is from the disposition of non-qualifying real property
that was acquired after February 1992, the total capital gain
is not eligible for the capital gains deduction. If the capital
gain {or loss) is from the disposition of non-qualifying real
property that was acquired before March 1992, you have to
calculate the eligible and non-eligible portion of the capital
gain (or loss). We explain this in the section called
“Disposition of non-qualifying real property by a
partnership before February 23, 1994” on page 38. Report
the non-eligible portion of the capital gain (or loss) on

line 033 in Part 1 of Schedule 3 and the eligible portion of
the capital gain (or loss) on line 532 in Part 2 of Schedule 3.

A non-eligible capital gain (or loss) from a partnership also
includes your share of a capital gain (or loss) from the
disposition of property by a partnership after

February 22, 1994.

You may have farming income eligible for the $375,000
capital gains deduction as a result of the disposition of
eligible capital property that is qualified farm property.
The chapter called “Eligible Capital Expenditures” in the
income tax guide called Farming Income, explains how to
calculate and how to report this amount. '

Inheriting property

If you inherit property and later sell it, you may have a
capital gain or 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 amount is the fair
market value of the property right before the 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. See the chapter called “Deemed
Disposition of Property” in the income tax guide called
Preparing Returns for Deceased Persons to find out what rules
apply to your situation.



Common transfers of property

When reading this section, remember that the meaning of
the terms spouse, married, and marriage have changed
since 1993. Refer to the definition of spouse on page 11.

To persons other than your spouse

If you give capital property as a gift, you are considered to
have sold it at its fair market value (FMV) at the time you
give the gift. Include any taxable capital gain or allowable
capital loss in your income for the year that you give the
gift.

If you receive capital property as a gift, you are considered
to have purchased it at its FMV at the time you received it.
If you sell 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

If 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:

m the undepreciated capital cost for depreciable
property; or
s the adjusted cost base for other types of capital property.

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

You may have 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 have to
report any capital gain or capital loss from the sale.

You usually have to report the capital gain or capital loss
when your spouse, a person who has since become your
spouse, or the trust sells the property if, at the time of the
sale:

s you are a resident of Canada; and

a you and your spouse are married (if you are living in a
common-law situation, you may be considered to be
married — see the definition of spouse on page 11).

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

For transfers of property made after May 22, 1985, you can
file this election with your income tax return for any
taxation year ending after the time you separated.
However, for the election to be valid, you have to file it no
later than the year your spouse disposes of the property. To
make this election, attach a letter signed by you and your
spouse to your return stating that you do not want

section 74.2 of the Income Tax Act to apply.

For transfers of property made before May 23, 1985, you
have to file the election with your income tax return for the
taxation year in which the separation occurred. To make
this election, attach a letter signed by you and your spouse
to your return stating that you do not want subsection 74(2)
of the Income Tax Act to apply.

If you sold the property to your spouse or trust, and you
were paid an amount equal to the fair market value (FMV)
of the property, there is another way to report the sale. You
can list the sale at the property’s FMV, and report any
capital gain or capital loss for the year that you sold the
property. To do this, you have to file an election with your
income tax return. You make this election by attaching a
letter signed by you to your return stating that you are
reporting the property as being sold to your spouse at its
FMV and that you do not want subsection 73(1) of the
Income Tax Act to apply.

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 all of the following apply to
you:

® you owned capital property (other than depreciable
property or a parinership interest) on June 18, 1971;

m you gave it to your spouse after 1971; and
m your spouse later sold the property.

For more information, see Interpretation Bulletin IT-209,
Inter-Vivos Gifts of Capital Property to Individuals Directly or
Through Trusts.

If you need more information about transferring property
to your spouse, see Interpretation Bulletins IT-511,
Interspousal Transfers and Loans of Property made after

May 22, 1985, and IT-258, Transfer of Property to a Spouse,
and its Special Release.

Other transfers

If you sell property to someone with whom you do not deal
at arm’s length, and the selling price is less 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 I'T-405,
Inadequate Considerations — Acquisitions and Dispositions.

There are special rules that allow you to transfer property
at an amount other than the property’s FMV. If these rules
apply to your situation, you may be able to postpone
paying tax on any capital gains that you realize from the
transfer. Some of the more common transfers are noted
below.
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Farm property

When you sell or transfer farm property, you may have a
capital gain. There are many special rules for these types of
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, see the income tax guide called
Farming Income.

Elections

It is possible to postpone reporting a capital gain when you
transfer property:

® from an individual to a Canadian corporation {use
Form T2057, Election on Disposition of Property by a
Taxpayer to a Taxable Canadian Corporation);

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

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

For information on making a transfer to a Canadian
corporation, see Information Circular 76-19, Transfer of
Property to a Corporation under Section 85, and Interpretation
Bulletin IT-291, Transfer of Property to a Corporation under
Subsection 85(1).

For information on a transfer to a Canadian partnership, see
Interpretation Bulletin IT-413, Election By Members of a
Partnership under Subsection 97(2}.

Selling or donating cettified Canadian
cultural property

You do not have to report a capital gain when you sell or
donate certified Canadian cultural property (national
treasures) to an institution or public authority designated
by the Minister of Canadian Heritage. The Canadian
Cultural Property Export Review Board, which operates
under the Department of Canadian Heritage, certifies this
property as cultural property and provides certificates for
tax purposes. Cultural property can include paintings,
sculptures, books, manuscripts, or other objects.

If you sell or donate certified cultural property to a
designated institution, you may have a capital loss. The
treatment of the loss will depend on what type of property
you sold or donated. For example, the certified cultural
property may be listed personal property (LPP). If this is
the case, the rules for LPP losses will apply. See Chapter 5
for details on how to apply a capital loss.

For more information, see Interpretation Bulletin [T-407,
Disposition after 1987 of Canadian Cultural Property, and its
Special Release, or see our pamphlet called Gifts and Income
Tax.
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Chapter 5 — Capital Losses

In this chapter, we explain what you do if you disposed of
any capital property in 1995 or a prior year, and ended up
with a capital loss.

When do you have a capital loss?

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

m depreciable property (see page 19); or
w personal-use property (see page 20).

If you sold listed personal property and ended up with a
loss, see the section called “Applying listed personal
property (LPP) losses” on page 28.

1995 Capital losses

You can only apply a capital loss against a capital gain. This
means that, if you had a capital gain in 1995, you can use
your capital loss to reduce the amount of the gain.

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

When your allowable capital losses in 1995 are more than
your taxable capital gains, the difference between the two is
your net capital loss for 1995. Report your loss on

Schedule 3 and file it with your 1995 return. This wiil
ensure your losses are on our records, in case you want to
apply the losses to other years.

You can-carry your 1995 net capital loss back three years
(1994, 1993, and 1992) and apply it against your taxable
capital gains in any of those years. For details, see the
section called “How do you apply a 1995 net capital loss to
previous years?” on page 33.

You can also apply your net capital loss against a taxable
capital gain in any future year. If you are going to do this,
make sure you keep a record of the amount you have
available to carry forward. We explain how to apply these
losses in the section called “How do you apply net capital
losses of other years to 1995?” on page 30.

Example
In 1995, Carmela sold some securities. As a result, she had a
capital loss of $800 and a capital gain of $600.

Allowabile capital loss ($800 X 3/4) .c..ccvveervarrnirernrens $(600)
Taxable capital gain ($600 X 3/4)...ccccevcrerurrersensvarens $_450
Net capital 1085 ... e $(50)

The difference between her allowable capital loss of $600
and her taxable capital gain of $450 is Carmela’s net capital
loss for 1995. She can apply her net capital loss of $150
against her taxable capital gains in any of the three
previous years, or in any future year.



You were asking...?

Q. I owned some shares in a Canadian public corporation
and sold them in 1995 at a loss. I had no capital gains
in 1995. How do I show my capital loss on my tax
return?

A. Report this loss on Schedule 3. Enter the proceeds of
disposition on line 020 and your capital loss on line 021
in Part 1 of Schedule 3. Three-quarters of your capital
loss is your allowable capital loss for 1995, Since you
have no taxable capital gains in 1995, your allowable
capital loss becomes a net capital loss for 1995. You
cannot deduct the net capital loss in 1995 because you
did not have any taxable capital gains. You can,
however, carry the loss back three years, or forward to
any future year, and apply it against taxable capital
gains. Make sure you attach Schedule 3 to your income
tax return for 1995, so we have a record of your loss.

Allowable business investment loss
(ABIL)

If you had a business investment loss (defined on page 8)
in 1995, you can deduct three-quarters of the loss from
income. We call this amount your ABIL.

You have to reduce your business investment loss if you
claimed a capital gains deduction in a previous year. We
explain this in the chart called “Reduction in business
investment loss  on page 28.

You can deduct your ABIL from your other sources of
income for the year. If your ABIL is more than your other
sources of income for the year, include the difference as
part of your non-capital loss for 1995. You can carry a
non-capital loss back three years and forward seven years.

To carry a non-capital loss back to 1992, 1993, or 1994,
complete Form T1A, Request for Loss Carry-Back, and file it
with your tax return for 1995. You can get this form from
us. Do not file an amended tax return for the year you want
the loss applied to. For more information on non-capital
losses, 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 Computing Taxable Income.

If you are not able to deduct your ABIL as a non-capital loss
within the allowed time frame, the unapplied part becomes

a net capital loss, which you can use to reduce your taxable

capital gains in the eighth year or any year after.

For example, let’s say you had an ABIL in 1987 that became
a non-capital loss and you were not able to deduct it in the
three years before 1987 or the seven years after 1987. You
can now use the loss to reduce your taxable capital gains

in 1995 or any year after.

Claim your ABIL by entering:

= on line 228 of your tax return, your business investment
loss before reducing this loss (see the chart on page 28);

= on line 034 in Part T of Schedule 3, any reduction in your
business investment loss (see the chart on page 28); and

® on line 217 of your tax return, your allowable business
investment loss.

You also have to attach a note that states the:
m name of the small business corporation;

» number and class of shares, or the type of debt you
disposed of;

® insolvency, bankruptcy, or wind-up date;

m date you bought the shares, or the date you acquired the
debt;

m amount of the proceeds of disposition;
m adjusted cost base of the shares or debt;
m outlays or expenses on the disposition; and

s amount of the loss (enter this amount on line 228 of your
return).

Any ABIL that you claim for 1995 will reduce the capital
gains deduction you can claim in 1995 and in future years.
See Chapter 7 for more information.
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Reduction in business invesirnent loss
If you claimed a capifal gains deduction in a previous year, you have to reduce your business investment loss in 1995,

The following chart will help you calculate the reduction. If you had more than one business investment loss in 1995, make
sure you calculate each reduction separately.

Locking at the chart, you wil notfice that we adjust the amount of the capital gains deductions you cigimed in previous
years. We do this because capltal gains were included in income at different rates in those years.

Total capital gains deductions claimed in 1985, 1986, and 1987 (from line 254 of

Enter this reduced amount on line 217 of your tax return.

YOUT FETUINS FOI TNBSE YEQIS) 11uoviveeeererier ettt $ x2= § 1
Total capital gains deductions claimed in 1988 and 1989, excluding amounts claimed

for taxable caplial gains from eligible capital property (ine 254 of your 1988 and

1989 returns, minus any amounts reported on lines 543 and 544 on Schedule 3 for

1988 and 1989 —if Negative, BNEET ZEI0) ... e s $ (ax3/2= % 2
Total capltal gains deductions claimed In 1988 and 1989 for eligible capital property

(total of armounts on ling 254 of your 1988 and 1989 refurns, minus the amount on

Iine (a) above — not to exceed lines 543 and 544 on Schedule 3 for 1988

Fo Lale e O P OO OTUETTOPPP PO UPPORRTSIPRT $ x 4/3 = 3
Total capital gains deductions claimed in 1990, 1991, 1992, 1993, and 1994

(from line 254 of your refurns for these YEAIS) ... e e S x4/3 = 4
LINE T PWIS HNES 2, 3, GG ottt ba e85 2 e a L bbb aee 452 rE e 41 bbb s e 1o Ao b e e ar b $ 5
Total reduction(s) In business investment losses for 1986 to 1994 (from line 535 of

Schedule 3 of your retums for these years plus line 034 in Part 3 of Schedule 3

OF YOUT TODA FQIUIMY .ot er vttt a6 bbbt a8t 5
Total amount already used o reduce any other business investment [osses in 1995........ 5
LINE B IUS [INE 7 oo ettt ittt e st b 4 bt s e s b e em gt b e bt b e b et s bbb E R b e b e e b et as b b e e e R e E b e R e cR e benbenssmeabetme b e taer k]
LINE B MINUS TINE B..tvvieeiriteiti ittt esr et sttt saat 4o et s e et e et S e ke e e s 40 em e b e b s S earE b0 oA e b e n bt s b es et s e S
Business investrnent 10ss for 1995 (hefore reducing this 1085 ... s $ 10
Reduction in business investment loss for 1995:

Line @ or line 10, whiChever AmMOouUNT IS IESS ..ot e s e st ae b e eees $ 1
Business investment loss for 1995:

UNE TQMUAUS HNE T oottt et ettt et et et ares et s ens s s st es e e aa et ea e b e b e b etame s senranssarans $ 12
Allowable business invastment 10ss for 1995 (3/4 0f NG 12) ... e s 5 13

The amount from line 11 becores a capital loss for 1995, Enter this amount on line 034 in Part 1 of Schedule 3.

Applying listed personal
property (LPP) losses

If you dispose of LPP in 1995, you need to read this section
since applying an LPP loss is different from applying other
capital losses. This is because:

= you can only deduct LPP losses from any gains you had
from selling other LPF;

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

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

LPP gains do not include gains from selling or donating
certified Canadian cultural property to a designated
institution (see the section called “Selling or donating
certified Canadian cultural property” on page 26).
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To determine how much of an LPP loss you can deduct,
you have to calculate each LPP disposition separately. Since
LPP is a type of personal-use property, the $1,000 minimum
proceeds of disposition and adjusted cost base rules apply.
For more information about these rules, see the section
called “Personal-use property” in Chapter 3.

If your 1995 LPP losses are more than your LPP gains

in 1995, you can use the difference to reduce LPP gains of
other years. You can reduce a gain you had in any of the
three years before 1995 or the seven years after. If you
would like to carry back your 1995 LPP losses to reduce
your LPP net gains from 1992, 1993, and 1994, complete
Form T1A, Request for Loss Carry-Back. You can get this form
from us. File one copy with your 1995 tax return. Do not file
an amended return for the year you would like the loss
applied to.



If your 1995 LPP gains are more than your LPP losses

in 1995, you can use unapplied LPP losses from 1988 and
later years to reduce the balance of your 1995 LPP gains. Do
not enter these losses on line 253 of your return. Instead,
reduce your 1995 LPP gains by the amount of the unapplied
LPP losses from other years.

You should only complete the “Listed personal property”
area in Part 1 of Schedule 3 if you have a net LPP gain

in 1995. If you do not have a net LPP gain, keep a record of
your LPP losses that have not expired so you can apply
these losses against future LPP gains. An unapplied LPP
loss expires when you do not use it by the end of the
seventh year after you incurred it.

Example

Marino bought some jewellery in 1985 for $5,800. In 1995,
he sold it for $6,000. He ended up with a gain of $200. He
also sold a coin collection for $2,000 in 1995. Marino had
originally bought this collection in 1988 for $1,700. He
ended up with a gain of $300 when he sold the coin
collection. In addition, he sold a painting in 1995 for $8,000.
However, Marino bought the painting in 1989 for $12,000.
Therefore, he had a loss of $4,000. He had no outlays or
expenses for these three transactions.

Marino’s loss from selling LPP in 1995 was more than his
gain: his loss was $4,000; his total gain was $500 ($200 +
$300). As a result, his net loss was $3,500 ($4,000 - $500).
Marino cannot use the difference to offset his capital gain
on the sale of a property other than on LPP in the year. In
addition, he cannot offset any income he had from other
sources. However, he can apply his LPP losses against his
LPP gains in any of the three previous years, or the seven
years following 1995,

Marino should not complete Schedule 3 for 1995. However,
he should keep a record of his LPP loss in case he wants to
apply the loss agamst Lee gams in another year

Superficial losses

A superficial loss can occur 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;

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

W you, your spouse, or a corporation you control directly or
indirectly, still owns the substituted property 30 days
after the sale.

Under proposed legislation, for dispositions that occur
after April 26, 1995 (other than dispositions that occur
before 1996 according to a written agreement entered
into on or before April 26, 1995), a superficial loss can
occur 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:

® you, or a person affiliated with you, buys, or has a
right to buy, the same or identical property (called
“substituted property”); and

m you, or a person affiliated with you, still owns, or has
a right to buy, the substituted property 30 days after
the sale.

Some examples of affiliated persons are:
a you and your spouse;

m you and a corporation that is controlled by you or
your spouse; and

¥ a partnership and a majority-interest partner of the
partnership.

If you have a superficial loss in 1995, you cannot deduct it
when you calculate your income for the year. However, if
you are the person who acquires the substituted property,
you can 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 sell the substituted property.

There are situations where this type of loss is not
considered a superficial loss, Some of the more common
situations are whern:

m you are considered to have sold the capital préperty
because you became or ceased to be a resident of Canada;

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

m the disposition results from the expiry of an option; or

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

Under proposed legislation, this type of loss is also not
considered a superficial loss if you disposed of the
property after April 26, 1995, and within 30 days after
the disposition, you became or ceased to be exempt from
income tax.

Restricted farm losses

If you run your farm as a business and have a reasonable
expectation of making a profit, you may be able to deduct a
farm loss in the year. However, if farming is not your chief
source of income, you can only deduct a portion of your
farm loss for the year. The portion of the loss that you
cannot deduct becomes a restricted farm loss (RFL). You
can carry an RFL back 3 years and forward up to 10 years.
However, the amount you can 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 to calculate
a restricted farm loss, see the income tax guide called
Farming Income. '

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



You can only use RFLs to reduce any capital gain from
selling your farmland to zero. You cannot use this type of
loss to create or increase a capital loss from selling
farmland.

Example

Desmond sold his farmland in 1995 for $200,000. The ACB
of the property was $160,000. Desmond has an

unapplied RFL of $20,000 from 1993. This amount

includes $5,000 for property taxes, $5,000 for interest,
and $10,000 for other expenses.

Desmond wants to reduce his capital gain from selling his
farmland by applying his RFL against the capital gain. He
calculates his capital gain as follows:

Proceeds of disposition......eismsimss $200,000

ACB i sasssasssin $160,000

Plus:  Property taxes ... $ 5000
Interest.....coervnivsivnnmsmnnensionans $_ 5000  $170.000

Capital gaiN ..o $_30.000

Taxable capital gain ($30,000 %X 3/4) .cc.oevrenenen $_22.500

Desmond can only apply the portion of his RFL that relates
to property taxes and interest on the money he borrowed to
buy the farmland.

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 Computing Taxable Income.

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 can carry your net capital loss back
three years and apply it against your net taxable capital
gains for those years. You can also carry it forward
indefinitely to a future year and apply it against your net
taxable capital gains.

The taxable part of a capital gain and the allowable part of a
capital loss are not the same for every year. We call these
amounts inclusion rates. The inclusion rates are as follows:

= one-half for 1987 and years before that;
m two-thirds for 1988 and 1989; and
® three-quarters for 1990 and years after that.

Since there are different inclusion rates for certain years,
you have to adjust your net capital loss when you apply it
against a taxable capital gain in a year that has a different
inclusion rate.
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How do you apply net capital losses
of other years to 19957

To apply net capital losses of other years to 1995, you have
to separate the losses into groups, depending on when you
incurred the losses, You do this because there are different
inclusion rates for certain years. Also, the way you apply
these losses may differ. You break down your losses as
follows:

® losses you incurred before May 23, 1985;

® losses you incurred after May 22, 1985, and before 1988;
® losses you incurred in 1988 and 1989; and

® losses you incurred after 1989 and before 1995.

Losses that you incurred before May 23, 1985, are subject to
special rules. If you have unapplied net capital losses from
before May 23, 1985, see the next section.

You have to apply net capital losses of earlier years before
you apply net capital losses of later years. For instance, if
you have a net capital loss in 1987 and in 1991, and you
would like to apply these losses against your taxable capital
gains in 1995, you have to 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 also includes losses you incurred after May 22, 1985, if
you disposed of capital property according to an agreement
of sale you entered into before May 23, 1985.

Usually, you can only apply net capital losses of other years
against taxable capital gains. However, if you incurred the
losses before May 23, 1985, you may use them to offset
other income, Once you have applied your net capital
losses of other years against taxable capital gains, you can
use any excess to offset other income. The amount you can
use is limited to the least of the excess amount, $2,000, or
your pre-1986 capital loss balance available for 1995,

Your pre-1986 capital loss balance available for 1995 is:

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

» the total adjusted amount of capital gains deductions that
you claimed before 1995.

If you had a net capital loss 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 Computing Taxable Income.



Applying net capltal losses of other years to 1995

Use the following chart to apply your net capital losses of other years to 1995, and o calculate your loss balance that is available for you to
carry forward to a future year, See the example on the next page.

Step 1 — Pre-1986 caplial [oss balance avallable for 1995
Complete this step only If you have a balance of unapplled net capital losses from before May 23, 1985,
Otherwise, enter zerc on line 3 and start af Step 2.

Balance of unapplied net caplial losses you had bafore May 23, 1985 ... 9 1
Capltal gains deductions you claimed:

BEfOrE 198B.. it s b s e b asenenrers O

In 1988 and 1989, i, $ KA/ = i $

In 1990, 1991, 1992, 1993, and 1994 § X2 2 i s $
Total capital galns deductions after adjustment ... e e e s s ne st rarsssnreeentrs 3 2
Pre-1986 capital loss balance available for 1995 (IIne 1 minus line 2) ......................................................................................... $ e 3

Step 2 — Applying net capltal losses of other years to 1995
Complete the following table to apply your net capltal losses of other years to 1995,

Line A — Enter the amount of your unapplied net capital Iosses of other years for each period Indicated.
lineB — Adjustment factor,
line C — Mulliply the amount on line A by the amount on line B for each perlod, and enter the result on line C.
Before After May 22, 1985, In 1988 and After 1989
May 23, 1985 and before 1988 1989 and before 1995

A

B 32 3/2 9/8 1

c
Total unapplied adjusted net capital losses of other years (total of amounts In € above).....ee e, S 4
Toxable capltal galns reported on e 127 Of YOUE 1995 FEUM ... e e s ssss s s ssss e sens S 5

Line 4 or line 5, whichever is less

You can apply all, or part of, the amount on line 6 agalnst your taxable capital galns in 1995. Enter on line 7 the
AmMOUNt OF 105585 YOU WANT 1O CIIM 1ot e s enre s sress e ess s rasssressas snssasesssess besesdasssssmssssesssnanes $ 7

If you diid not complete Step 1, enter the amount from fine 7 on line 253 of your 1995 Income tax return, This Is your
deductlon In 1995 for net capital losses of other years. Enter this same amount on fine 16 In Step 3. Do not complete
lines 8 to 15 inclusive,

If you completed Step 1. complete lines 8 to 16 inclusive.

Balance of unapplied adjusted net capital losses of other years not used to reduce taxable capital gains
(NG A NINUS B 7Y oot re st rasie st s et sas s e s bas e sera s seatsas £ abe b bar s o4aEs se P ARt LS 1aL s e bar TR Lo E e R EARE SR e s emr e e b e e se e vatan e reEon S o . 8

Amount fromline 8 $
Amount from liNe ... e

Pre-1986 deductie GmMOUNT ... s s s s s s

Line 9, 10, or 11, whichever is less $ 12

Deduction In 1995 for net capital 1osses of other years (Ine 7 pIus INE 12) .o S 1
Report the amount from line 13 on line 253 of your 1995 return. :

Step 3 — Calculating your balance of unapplied net caplial losses of other years available fo canry forward
You may still have a balance of unappllied net capltal Iosses of other years after you have applied these losses to 1995, If this s the case,
complete this step fo calculate your balance.

AMOUNT TTOMN N 70ttt et mes e rnestons s vesss s s esms s s Eae 0010200414418 10Eab1 41 BAR T ARSI B EAL 10040 1001300 EA ST EE A VAL R 1o 410001 b T R AT b ba T b1 $ 14
Amount fromline 12§ K B2 = et R e A RS OR PR SR a AT ] 15
Total adjusted net capital losses of other years applied In 1995 (Ine 14 plus line 15) - [ -
The foliowing table will help you calculate any net capital losses of other years that are avallable to carry forward.
LineD — Enter the amount of your unapplled adjusted net capital losses for each period at the beginning of 1995 (from line C, Step 2).
lineE — Enfer the total adjusted net caphtal losses of other years applied In 1995, The total on line E has to equal the amount of losses

on line 16 above. Remember, you have to apply the oldest losses flist,
lineF — Subtract the amount on Iine E from the amount on line D for each peiiod, and enter the difference on line F
line G - Adjustment factor,
tneH — Muitiply the amount on fine F by the amount on line G for each period, and enter the resuit on fine H. The amounts on line H

are your net capital losses of other years that are avallable to carry forward to a future year.

Before After May 22, 1985, In 1988 and Aftar 1989
May 23, 1985 and before 1988 1989 and before 1995
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Example

Claudio has unapplied net capltal losses of $4,000 he incurred before May 23, 1985, He claimed a capital gains deduction of $500in 1986,
and $300 in 1989, Claudio also has an unapplied net capital loss of $100,000 from 1990, He reported a taxable capital galn of $30,000 on
line 127 of his 1995 return. He completes the following steps fo calculate the maximum deduction he can claim for his unapplled net capltal
losses of other years In 1995, and to determine the toss balance that Is avallable for him to carry forward to a future year, Because of space
lIimitations, we have not reproduced the entire chart.

Step 1 — Pre-1986 capital loss balance available for 1995
Complete this step only If you have a balance of unapplied net capital losses from before May 23, 1985,
Otherwise, enter zero on line 3 and start at Step 2.

Balance of unapplied net capital losses you had before May 23, 1985 ... e s s s $ 4000 1
Capital gains deductions you claimed:
BEIONE TPBB vuviuvvi i iasias e riarir s messsiscis e 1reesnepespas s sas e sassesansessn s sas s sasss et s shabtsba Ab BT S ASE A IRE S H BRI AR E RS H L ER R b RR R0
In 1988 and 1982......ccvnvimiiirsinnen: $ 300 X34 =
In 1990,1991,1992,1993, and 1994 $_ x2/3=.. I
Total capital gains deductions after QQIUSIMENE ... 2
Pre-1986 caplic! loss balance available for 1995 (ine 1 MiNUS INE 2) .. $ 3275 3 )
Step 2— Applying net capital losses of other years to 1995
Before After May 22, 1985, In 1988 and Affer 1989
May 23, 1985 and before 1988 1989 and before 1995
A $4,000 $100.000
B 3/2 3/2 9/8 1
C $6,000 $100,000
Total unapplied adjusted net caplial losses of other years (fotal of amounts N C AbOVE) .., $ 106000 4
Taxable capltal gains reported on line 127 of your 1995 retum... s $ 0000 5§
LINE 4 OF INE 5, WHIGHEVEL IS 1858, . euvuvveriietiviiesi st sas s ers s sares e ss s ars0 a1 a5 sas £ are s ser s a6 s a0 seE 4 HA 4B e APE A EARE RSO RO HSa AL HA RO 000 $ 0000 6
You can apply all, or part of, the amount on line 6 against your taxable capltal gains In 1995. Enter on ling 7 the
amount Of 105585 YOU WANT 10 CIQIMI i e e e et e e n et e re s b s ba b b emnan s sent s et anras $ 0000 7
Balance of unapplied adiusted net capital losses of other years not used to reduce taxable capital galns
CNE 8 MINUS BN 7) vttt rssssss s s s b 51 bbb b bt st p st s rsnsprsmmsst s ennsenremnenenens. 9 o 10,000 8
AMOUNt TIOM INE 8 5 70000 X 23 = oo e nas b e e i et st $ 50.666 9
AMOUNT TIOM N Jurrecrorierirnerermremineerer s e sae et s ser et sesessesessesessosas o reedbsbnsbemabesecseseetosbessessesmsbotbisins $ 3275 10
Pre-1986 deductible amount ....... . 8 2000 N
LINE 2. 10, OF T1, WHICEVET 18 1885, 001uriviitisei ittt et s s s b sesra s s res b sab st s s e ar s 610808 e R se P eas b EA PR ER AR R OSSR AR E O ES 0001 $ 2000 12
Deduction in 1995 for net capital losses of other yaars (inNe 7 PIUS M€ 12) ...t nis s sssisssssissssisressins § 32000 13
Report the amount from line 13 on line 253 of your 1995 retumn.
Step 3 — Calculating your balance of unapplied net capital losses of other years available o carry forward
AMOUNt fTOM NG 7.evvecrvvirrerirsirierssneneee et th b ST e kLo YA bR RS RS Arro eE R e $ 30,000 14
AMOUNT FIOMINE 12 8 20000 X 372 = iiviiisvcierniie it es et sst st ssses et ssantassnt s snt e sass s s sss s st s s srs e besesbabsabss s iRY S bes e b IRt S b AT b h $ 3000 15
Total adjusted net capital losses of other years applied In 1995 (Ine 14 plus N 15) ... cinconiinssersnrisesnersssssein $ e 33000 16
Betore After May 22, 1985, In 1988 and After 1989
May 23, 1985 and before 1988 1989 and before 1995
D $6,000 $100,000
E $6.000 $ 27.000*
F 0 $ 73,000
G 2/3 2/3 8/% 1
H 0 $ 73.000

* Claudio has to apply his older losses first, Since the total amount of adjusted losses that Claudio used in 1995 was $33,000 (from line 16
above), he applies $6,000 of his adjusted pre-1986 losses first, He then uses §27,000 (533,000 - §6,000) of hils 1990 losses. Claudio has
unapplied net capital losses of $73,000 that he can carry forward to a future year.
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How do you apply a 1995 net capital
loss to previous years?

You can carry a 1995 net capital loss back three years

to 1992, 1993, and 1994 and use it to reduce your taxable
capital gains in these years. When you carry back your net
capital loss, you can choose to which year you want to
apply the loss. Since the inclusion rate is the same for all
these years, you do not have to adjust your 1995 loss when
you carry it back.

To apply a 1995 net capital loss to 1992, 1993, or 1994,

from us. It will help you determine the amount you have
left to carry forward to future years.

To help you keep accurate records, make sure you keep
separate balances of unapplied net capital losses for each
year.

Tax 'l':p ' gt :
If you apply a 1995 net capltal loss toa a prevmus year,
any capital gains deduction that you claimed in that
_ yeat; or a following year, may be reduced For more
: mformatlon, see the note on page 42 e

complete “Area IIl — Net capital loss for carry-back” on
Form T1A, Request for Loss Carry-Back. You can get this form

Summary of losses

The following chart summarizes some of the information we have discussed in this chapter.

Type of loss Application of losses Restrictions
Allowable business investment Any unapplled porlon becomes a No restrictions
losses (see page 27) non-capital loss in the year of the loss: ‘
- carry back three years

- carnry forward seven years

Unapplied portlon becomes a net capital loss Limited to taxable capital gains in
which can be used to reduce taxable capital the year
gains in the elghth year or any year after.

Net capital losses (see this page - carmry back three years timited fo taxable capital gains In
d 30 *
and page 30) - carry forward indefinitely the year
Farm losses (see the income 1ax - carfy back three years No restrictions
guide called Farming Income)
- carry forward ten years
Listed personal property (LPP) - carry back three years Limited to net gains from LPP in
losses (see page 28) the year
- carry forward seven years
Losses from personal-use - no loss gllowed* Not applicable
property (see page 20) :
Restricted farm loss (see - cany back three years Limited to net farming income in
page 29) - carry forward ten years the year
Part of any unapplied loss may be used fo Cannct be more than the
reduce your capital gains on the sale of the property taxes and the interest on
farmiand that was used in a farming business. money you borrowed o buy the
farmiand that were included in
the calculation of the restricted
farm losses for each year
Cannot be used to create or
increase a capltal loss
Superflcial losses (see page 29) - no loss allowed; however, the amount of Not qppllcoble

the loss can generally be added to the
adjusted cost base of the substituted

property

*  For net capital losses incured before May 23, 1985, an additional amount (up to $2,000) may be deducted from other
income. See the section called *Net capital losses Incurred before May 23, 1985” on page 30.

** For exceptions to this rule, see the section called *Personal-use property” on page 20,
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Chapter 6 — Reserves

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

What is a reserve?

When you sell a capital property, you usually receive full
payment at that time. Sometimes, however, you receive the
amount over a number of years. For instance, you may sell
a capital property for $50,000 and receive $10,000 at the
time of the sale. You receive the remaining $40,000 over a
period of four years. In this type of situation, you can claim
a reserve. Usually, a reserve allows you to defer reporting a
portion of the capital gain to the year in which you receive
the proceeds.

If you decide to claim a reserve, you still need to calculate
your capital gain for the year in the regular way (the
proceeds of disposition minus the adjusted cost base and
the selling expenses). From this amount, you deduct the
amount of your reserve for the year. The figure that you
end up with is the part of the capital gain that you have to
report in the year of sale.

If you claimed a reserve in the previous year, include that
reserve when you calculate your capital gains for the
current year. For instance, if you claimed a reserve in 1994,
you have to include it in your capital gains for 1995. If you
still have an amount that is payable to you after 1995, you
can calculate and deduct a new reserve, which you include
in your capital gains for the following year — 1996. Keep
doing this until you have received full payment for the
property. However, there is a limit to the number of years
that you can do this. It depends on when you sold the
property and the type of property that you sold.

To deduct a reserve in any year, you have to complete
Form T2017, Summary of Reserves on Dispositions of Capital
Property. Use this form if you are an individual (other than
a trust) who is:

® reporting a reserve you claimed on your 1994 return; or
® claiming a reserve in 1995.

You can find two copies of this form in the middle of this
guide. Attach one copy to your return.

Does a capital gain from a reserve
qualify for the capital gains
deduction?

A capital gain from a reserve qualifies for the capital gains
deduction only if it is an eligible capital gain.

An eligible capital gain includes:

m areserve brought into income from the disposition of
qualified farm property after 1984 or qualified small
business corporation shares after June 17, 1987; and

m a reserve brought into income from the disposition of
property after 1984 and before February 23,1994, by a
personal trust or a partnership that has a fiscal year that
includes February 22, 1994, and ends in 1995.*
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* If the reserve is from the disposition of non-qualifying
real property, the portion of your share of the capital
gain that applies to the period after February 1992 is
not eligible for the capital gains deduction (see the
section called “Are you reporting a reserve from the
disposition of property by a parinership that has a
fiscal year that includes February 22, 1994, and ends
in 1995?” on page 36).

You will find a definition of qualified smalf business
corporation shares on page 10. To find out what is
considered qualified farm property, see the income tax
guide called Farming Income. A capital gain from a reserve
brought into income from the disposition of these types of
properties qualifies for the $375,000 capital gains deduction.
To calculate this deduction, use Form T657, Calculation of
Capital Gains Deduction for 1995 on All Capital Property. You
can get this form from us. For more information about the
capital gains deduction, see Chapter 7.

Who can claim a reserve?

Most people can claim a reserve when they sell a capital
property. However, you cannot claim a reserve if you:

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

® were exempt from paying tax at the end of the faxation
year, or at any time in the following year; or

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

How do you calculate a reserve?

The amount of a reserve you can claim in a taxation year is
limited. To calculate your maximum reserve for 1995, you

use one of three calculations. The one you use depends on

when yousold the property, and the type of property you

sold.

Note

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

Property sold before November 13, 1981
If you sold property before November 13, 1981, use the
following formula to calculate your reserve:

Amount payable after

the end of the year
Proceeds of disposition

Capital gain X

You also use this formula for property that you sold, or are
considered to have sold, after November 12, 1981, if the
disposition took place:

®» under the terms of an offer or an agreement in writing
made or entered into before November 13, 1981; or

m as a result of the property having been stolen, destroyed,
or expropriated before November 13, 1981.



Property sold after November 12, 1981

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

Your child includes:

® your natural child, your adopted child, or your spouse’s
child; .

m your grandchild or great-grandchild;

m a person who, while under 19, was in your custody and
control and was wholly dependent on you for support; or

m the spouse of any of the above.

A — Property other than family farm properly and
small business corporation shares sold to your child
For all property, other than family farm property and small
business corporation shares sold to your child, that you sell
after November 12, 1981, you can claim a reserve up to a
maximum of 4 years, Your reserve in each year cannot be
more than the lesser of the following:

Amount payable after
the end of the year
Proceeds of disposition

(a) Capital gain X

and _
(b) Capital gain x *

*ist year :80% (year of sale)
2nd year: 60%
3rd year : 40%
4th year : 20%
5Sth year : zeto

Example

Caitlin bought a sailboat in 1985. She sold it in 1995

for $75,000. The adjusted cost base of the boat was $50,000,
and the selling expenses were $5,000. She ended up with a
capital gain of $20,000. Caitlin received a down payment
of $30,000 at the time of the sale. She will receive $5,000 a
year for the following nine years.

Since Caitlin did not receive full payment for the sale in the
year she sold the boat, she can 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 five years. Caitlin’s maximum
reserve for 1995 is the lesser of (a) and (b):

(a) $20,000 x  $45000 = $12,000
$75,000
and
(by $20,000 X 80%* = $16,000

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

Caitlin enters the $12,000 reserve on lines 388 and 399 of
Form T2017, Summary of Reserves on Dispositions of Capital
Property. As Caitlin had no other capital transactions

in 1995, she completes Schedule 3, Capital Gains (or Losses)
in 1995, as follows:

Line 029 — Personal-use property ....eeereenses $ 20,000
Line 036 — Total gains (or losses) before

TESEIVES ..oucirecrarsennsrsessssnssnssnsssssssaes $ 20,000
Line 037 — Reserves from line 399 of

Form T2017 ......c.coevvmrinrinnrsrnsnnneins $(12,000)
Line 040 — Total capital gains (or losses).......... $ 8,000
Line 041 —- Total taxable capital gains

(or losses) of Part 1 ($8,000x3/4).. $ 6,000

Line 042 — Total taxable capital gains
(or losses) of Part 1....cceverervvarrereess $ 6,000
Line 044 — Total taxable capital gains

(or net capital 105S€8)..u.cuiiniiiiniane $ 6,000

Caitlin enters the taxable capital gain of $6,000 on line 127
of her 1995 return.

In 1996, Caitlin has to report her 1995 reserve of $12,000 as a
capital gain. She will enter this amount on line 386 of

Form T2017 for 1996. Since there will still be an amount
payable to her after 1996, she can calculate a new reserve,
and deduct it from the $12,000. She shows the new reserve
on line 388 of Form T2017 in 1996.

B — Family farm preperty or small business corporation
shares sold to your child

If 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 can claim a reserve up to a
maximurn of 9 years. Your reserve in each year cannot be
more than the lesser of the following:

Amount payable after

the end of the year
Proceeds of disposition

(a) Capitalgain X

and
(b) Capital gain x *
*1st year : 90% (year of sale) 6th year : 40%

2nd year: 80%
3rd year: 70%
4th year : 60%
5th year : 50%

Fémily farm property includes:

7thyear : 30%
8th year : 20%
Sth year : 10%
10th year : zero

m shares of a family farm corporation;
m an interest in a family farm partnership; or

 land or depreciable property in Canada that you, your
spouse, or any of your children used in a farming
business. We define child on this page.

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 — Disposition of Capital Property.
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Are you reporting or claiming a
reserve from the disposition of
property by a partnership that has a
fiscal year that includes

February 22, 1994, and ends in 1995?

This section will help you determine the eligible and
non-eligible portions of your share of reserves from the
disposition of capital property, other than qualified small
business corporation shares or qualified farm property, by a
partnership that has a fiscal year that includes

February 22, 1994, and ends in 1995. Read this section only
if all the following conditions apply to your situation:

® you are a member of a partnership;

m the partnership has a fiscal year that includes
February 22, 1994, and ends in 1995; and

m you are reporting or claiming a reserve from the
disposition of property, other than qualified farm
property or qualified small business corporation
shares, after 1984 and before February 23, 1994, by the
partnership.

If the reserve was from the disposition of property after
1984 and before February 23, 1994, by a partnership that has
a fiscal year that includes February 22, 1994, and ends in
1995, you have to complete the appropriate area in Part 2 of
Form T2017. All or part of the reserve may be eligible for
the $75,000 capital gains deduction.

If the reserve is from the disposition of capital property,
other than non-qualifying real property, all of the reserve is
eligible for the $75,000 capital gains deduction. If this is
your case, in addition to reporting the reserve in the
appropriate area it Part 2 of Form T2017, you have to enter
the amount of the reserve that is eligible for the capital
gains deduction on line 391 in Part 2 of Form T2017. To
calculate this amount, subtract the current year’s reserve
from the prior year's reserve for the particular property,
and enter the difference on line 391. If the resultis a
negative amount, show it in brackets.

If the reserve is from the disposition of non-qualifying real
property that the partnership acquired before March 1992,
the portion of the reserve that applies to the period after
February 1992 is not eligible for the capital gains deduction.
If this is your case, see the next section to determine the
eligible and non-eligible portions of the reserve. We define
non-qualifying real property on page 9.

Calculating the eligible and non-eligible
portion of a reserve from the disposition of
non-qualifying real property by a parinership
that has a fiscal year that includes

February 22, 1994, and ends in 1995

To calculate the non-eligible portion of your reserve, use
the following formula:

AxB/C
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In this formula:

A = the reserve from the disposition of non-qualifying
real property after 1984 and before
February 23, 1994.*

B = the number of months the partnership owned the

property after February 1992 and before

March 1994 {start counting with March 1992

and include the month the partnership disposed of
the property).

C = the number of months the partnership owned the
property before March 1994 (if the partnership
owned the property before January 1972, start
counting with January 1972. Otherwise, start
counting with the month the partnership purchased
the property and include the month the partnership
disposed of the property).

If you are reporting a reserve that you claimed in the
prior year for that property, the amount to use in A is the
reserve from the prior year minus the reserve, if any, that
you are claiming for the current year. If you are not
reporting a reserve from the prior year, the amount to use
in A is the reserve you are claiming for the current year,

In addition to entering the reserve in the appropriate area
in Part 2 of Form T2017, you have to enter the amount of
the reserve that is eligible for the $75,000 capital gains
deduction. In this case, the eligible portion of the reserve is
the difference between the amount determined for A in the
above formula and the amount you calculated as the
non-eligible portion of the reserve. Enter the eligible
portion on line 391 in Part 2 of Form T2017.

Chapter 7 — Capital Gains
Deduction

This chapter deals with the capital gains deduction as it
applies to capital property and eligible capital property,
other than qualified small business corporation shares and
qualified farm property. It also shows you how to complete
Form T936, Caiculation of Cumulative Net Investment

Loss (CNIL) to December 31, 1995, and Form T657A,
Calculation of Capital Gains Deduction for 1995 on Other
Capital Property. You will find 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 1995 or a prior year,
use Form Te57, Calculation of Capital Gains Deduction

for 1995 on All Capital Property. If 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 can get this
form from us. You will find the definition of qualified
small business corporation shares on page 10. To
determine what is considered qualified farm property, see
the income tax guide called Farming Income.



If, for the 1995 taxation year, you file Form T664, Election to
Report a Capital Gain on Property Owned at the End of
February 22, 1994, for eligible capital property that is
qualified farm property, and you did not dispose of
qualified farm property or qualified small business
corporation shares in 1995 or a prior year, you should use
Form T657A and not Form T657.

You will notice throughout this chapter that capital gains
are often referred to as being eligible or non-eligible. The
term eligible capital gains means eligible for the capital
gains deduction and the term non-eligible capital gains
means not eligible for the capital gains deduction.

What is a capital gains deduction?

It is a deduction that you can claim against eligible taxable
capital gains you realized from the disposition of capital
property. By claiming this deduction, you can reduce your
taxable income. An eligible taxable capital gain is three-
quarters of an eligible capital gain.

What are the capital gains deduction
limits?

There is a limit to the total amount of capital gains
deductions you can claim. This limit depends on the type of
capital property you disposed of. If you disposed of:

m qualified farm property or qualified small business
corporation shares, you may be eligible for
the $500,000 capital gains exemption. Since you only
include three-quarters of a capital gain in your taxable
income, your cumulative capital gains deduction
is $375,000 (three-quarters of $500,000); or

= any other capital properties, you may be eligible for
the $100,000 capital gains exemption. Your cumulative
capital gains deduction is $75,000 (three-quarters
of $100,000).

The $75,000 capital gains deduction is no longer available
for dispositions of capital property or eligible capital
property after February 22, 1994, However, there are certain
situations where you can still claim the $75,000 capital gains
deduction for 1995. The chart called “Capital gains eligible
for the $75,000 capital gains deduction for 1995,” on this
page, lists these situations.

The total of your capital gains deductions from 1985 to 1995
for all types of capital properties cannot be more than your
cumulative deduction of $375,000.

When can you claim the capital gains
deduction?

You can claim the capital gains deduction in a year that you
have 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 can
claim any amount you want to in a year, from zero up to
the maximum.

Remember, the $75,000 capital gains deduction is no longer
available for dispositions of capital property or eligible
capital property after February 22, 1994. However, if you
owned this type of property at the end of February 22, 1994,
and you have not used all of your $75,000 capital gains
deduction, there is a special election that may be available
to you. For more information, read the section called “Did
you own capital property or eligible capital property at the
end of February 22, 1994” on page 4.

Capital gains eligible for the $75,000 capital gains
deduction for 1995

Capltal gains eligible for the $75,000 caplial gains
deduction for 1995 include:

w a capital gain from an elective disposition of eligible
capital property of a business that has a fiscal year that
Includes February 22, 1994, and ends in 1995, and for
which you filed Form T664, Election fo Report a Capital
Gain on Property Owned at the End of February 22, 1994,
for the 1995 taxation year:;

¥ ¢ capltal gain reported In box 30 of a 13 slip;

a 4/3 of a taxable capital gain reported in box 26 of
T3 slip: '

® your share of a capltal galn from the disposition of
property before February 23, 1994, by a partnership that
has a fiscal year that includes February 22, 1994, and
ends in 1995";

& your share of o capital galn from a reserve brought Into
Incormne from the disposition of property after 1984 and
before Februcry 23, 1994, by a partnership that has a

“fiscal year that includes February 22, 1994, and ends in
1996*; and

u a caplial gain from the disposltion of eligible capltal
property of a business you disposed of before
February 23, 1994, that Is being reported on your 1995
Income fax return because of an election under
subsection 25(1) of the Income Tax Actto extend the
fiscal year-end of the business to 1995, .

* If your share of the capltal gain is from the disposition of
non-qudilifying real property, the portion of your share of
the capital gain that applies to the period after
February 1992 is not an gliglble capltal gain. For more
information, see the section called "Disposition of
non-gualifying real property by & partnership before
February 23, 1994" on page 38, or the section called “Are
you reporting or claiming a reserve from the disposition of

property by a partnership that has a fiscal year that

includes February 22, 1994, and ends In 19957" on
page 36, whichever applies.
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Who is eligible to claim the capital
gains deduction?

You have to be a resident of Canada throughout 1995 to be
eligible to claim the capital gains deduction. For the
purposes of this deduction, we will also consider you to be
a resident throughout 1995 if:

M you were a resident of Canada for at least part
of 1995; and

w you were a resident of Canada throughout 1994 or 1996.

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 Income
Tax Guide, or get Interpretation Bulletin IT-221,
Determination of an Individual’s Residence Status, and its
Special Release.

Disposition of non-qualifying real
property by a partnership before
February 23, 1994

Read this section only if all of the following apply:

® you are a member of a partnership that does not have to
file Form T5013 Summary, Partnership Information Return,
for 1995;*

m the partnership has a fiscal year that includes
February 22,1994, and ends in 1995; and

m the partnership has disposed of non-qualifying real
property before February 23, 1994, in the
above-mentioned fiscal year,

If this is your case, the portion of the capital gain or capital
loss from the disposition of the non-qualifying real
property that applies to the period after February 1992 is
considered a non-eligible capital gain or capital loss. We
define non-qualifying real property on page 9.

Qualified farm property and qualified small business
corporation shares are not included in the description of
non-qualifying real property and are still eligible for

the $375,000 capital gains deduction. In addition, the
principal residence exemption remains the same and does
not fall under these rules.

* If you are a member of a partnership that has to file

Form T5013 Summary for 1995, you should receive two
copies of Form T5013 Supplementary, Statement of
Partnership Income, indicating your share of the capital
gain or capital loss from the partnership. If this is your
case, do not read this section. Instead, see the section
called “Information slips” on page 11 to find out how to
report a capital gain or capital loss reported on

Form T5013 Supplementary.

Calculating the non-eligible portion of your
share of a capital gain or capital loss from
the disposition of non-qualifying real
property by a parinership before

February 23, 1994

This section will help you determine the eligible and
non-eligible portions of your share of a capital gain or
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capital loss from the disposition of non-qualifying real
property before February 23, 1994, by a partnership that has
a fiscal year that includes February 22, 1994, and ends in
1995. It also provides instructions on how to complete
Scheduie 3.

If you are reporting or claiming a reserve from the
disposition of non-qualifying real property by the
partnership, see the section called “Are you reporting or
claiming a reserve from the disposition of property by a
partnership that has a fiscal year that includes

February 22, 1994, and ends in 1995?” on page 36 to
determine the eligible and non-eligible portions of your
share of the reserve,

You have to determine the non-eligible portion of your
share of the capital gain or capital loss for the following
reasons:

» the non-eligible portion of your share of the capital gain
does not qualify for the capital gains deduction; and

= the non-eligible portion of your share of the capital loss
should first be applied against any non-eligible capital
gains that you may be reporting in the year.

To calculate the non-eligible portion of your share of the
capital gain or capital loss, use the following formula:

AxB/C
In this formula:
A = your share of the capital gain or capital loss from
the disposition of non-qualifying real property
before February 23, 19%4.

B = the number of months the partnership owned the
property after February 1992 and before
March 1994 (start counting with March 1992
and include the month the partnership disposed of
the property).

C = the number of months the partnership owned the
property before March 1994 (if the partnership
owned the property before January 1972, start
counting with January 1972, Otherwise, start
counting with the month the partnership purchased
the property and include the month the partnership
disposed of the property.).

You enter the non-eligible portion of your share of the
capital gain or capital loss on line 033 in Part 1 of

Schedule 3. Then enter the eligible portion of your share of
the capital gain or capital loss on line 532 in Part 2 of
Schedule 3. The eligible portion of your share of the capital
gain or capital loss is the difference between the amount
determined for A in the above formula and the amount you
calculated as the non-eligible portion of the gain.

Example

XYZ Properties is a partnership with two partners, Deirdre
and Alex. Each partner has a 50% interest in the
partnership. The partnership’s fiscal period is from
February 1, 1994, to January 31, 1995. The partnership sold
land on February 12, 1994 and realized a capital gain of
$80,000. The partnership purchased the land in

February 1979, and it was never used in the partnership’s
business activities. The land is considered non-qualifying



real property. Since the partnership sold the land before
February 23, 1994, Deirdre and Alex each have to calculate
the eligible and non-eligible portion of their share of the
capital gain. They do this as follows:

A = $40,000 ($80,000 % 50%)
B = 24 (March 1992 to February 1994)
C = 181 (February 1979 to February 1994)

$40,000 x 24/181 = $5,303.86

Deirdre and Alex each complete a Schedule 3 for 1995. They
enter $5,303.86, the non-eligible portion of their share of the
capital gain, on line 033 in Part 1. They then enter
$34,696.14 ($40,000 — $5,303.86), the eligible portion of their
share of the capital gain, on line 532 in Part 2. Deirdre and
Alex will use $26,022.10 ($34,696.14 x 3/4) when they
calculate their capital gains deduction.

How do you calculate your capital
gains deduction?

To calculate your capital gains deduction for 1995, you
need to know the following amounts:

= your cumulative net investment loss (CNIL) to
December 31, 1995;

1 your annual gains limit for 1995;
m your cumulative gains limit for 1995;
m your eligible capital gains in 1995; and

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

There are five steps you have to complete to calculate your
capital gains deduction for 1995. The following sections will
help you complete each step.

Note
If you need help completing the following steps or if you
need information on prior year amounts, call us.

Step 1— Cdailculating your cumulative net
investment loss (CNIL) o December 31, 1995

The first step in calculating your capital gains deduction is
to determine your CNIL to December 31, 1995. If you have
a CNIL in 1995, it will reduce the amount of your capital
gains deduction.

Your CNIL is the total of:
¥ your investment expenses for each year after 1987; minus
® your investment income for each year after 1987.

For 1992 and following years, the amount of net capital
losses of other years (line 253 on your return) that you use
to reduce any non-eligible taxable capital gains becomes an
investment expense. You will use this amount when you
calculate your CNIL.

For 1992 and following years, a non-eligible taxable capital
gain may become investment income. You will also use this
amount when you calculate your CNIL.

To calculate your CNIL for 1995, complete Form T936,
Calculation of Cumulative Net Investment Loss (CNIL) to
December 31, 1985. 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.

The following example shows you how to calculate a CNIL
to December 31, 1995.
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Example

Al had a $1.,500 capital galn from selling shares In 1995. He also recelved a 15013 Supplementary, Sfatement of Partnership
Income., for 1995 showing a capital galn of $5,000. The non-eliglble portion of this gain was 52,000, Al completes Schedule 3
as follows:

- Une 021: Shares .. OO $1,500
Ling 032: Informoﬂon sllps - non ellgible ccpifcl gcins (or Iosses) e v 92,000

Line 042: Total taxable capltal gains (or losses) of Part 1(53.500 x 3/4) .............................. $2.625
Line 533: Information slips — eligible capital gains (or fosses) (35,000 - $2,000) $3.000
Line 547: Total taxable capital gains (or losses) of Part 2 (53,000 x 3/4) ... $2,250

Line 044: Totcl taxable capital gains (or net CUPIQI 10858) (52,625 + S2.250) ....oreorwrerssmeeresrsesseesosrersoeseresn $4,875

Al did not file Form T664, Election fo Report a Capltal Galn on Property Owned at the End of February 22, 1994, for the 1994
taxation year with respect to his interest in the partnership. If he had filed Form T664 with respect to his interest in the
partnership, he may have been able to reduce all or part of the non-eligible capital gain from the partnership. For more
information on this subject, see the section called *Flow-through entity” on page 16.

in prlor years, Al reported Investment Income of $600 and claimed Investment expenses of $2.600. For 1995, Al reported the
following types of income and expenses on his income tax return.

Line 120: Taxable dividends .,
Line 121 Interest incomse ...
Line 126: Net rental Income (Ioss)
Line 221: Canying charges....

To calculate his CNIL as of December 31, 1995, Al completes Form T936. Since a portion of his capital gains are non-eliglble,
he completes Charts A and B first.

— Chart A — Net non-eliglble taxable capital gains

Enter the amount from line 844 in Pant 3 of Schedule 3 (if negative, show itinbrackets) .. ............cc.ovevevrnerenns, 4875 00 (a)
Enter the amount from fine 528 of SchedUle 3 . ... ... .. ... ittt e ettt e taeeiaeiaiariaensinnanenes )
Line (2) plus line (b {if Negative, BNMEr Z8M0) . .. ...\ ..t ettt et ie ettt s e et ian e e e et e see i eaenns 4,879 00 (o)

If line (¢) is zero, you do not have any additional investment income for 1985, In this case, do nof complate the rest of this chart
~ and enter zero on line (m} in Chart B below.

Enter the amount from line 042 in Part 3 of Schedule 3 {if negative, enter 2ero) ...........vorieriiiiinerirearian. 2,628 00 (o)
if line {d) is zero, you do not have any additional investment income for 1895, In this case, enter zero on ling (m) in Chart B below.
Total net non-eligible taxable capital gains (line (¢) or line (d), Whicheveris 1ess) .. .......coviunireieieinnieienien, 2,625 00, (e)

— Chari B - Addltional investment income

¢ Itiine {e) in Chan Aincludes an amount frem a T3 slip, complete ali steps in this chart.

»  (Otharwise, enter the amount from tine {g} in Chart A, on line (m) in this chart.
Enter the amount from line (8) i Chart A GDOVE - -+t tu it ie st ettt traatana et arranqaeanennon | U]
Enter the amount from box 21 of all 1995 TESlDS o0 vurereereirrernnerrneerrnininnsens H{¢)]
Enter the amount from box 30 0f all 1995 T3 8lPS ... v i irieriinrrraaannnarariann h
LIng (@) MINUS NG () L.ttt ittt iiaeeananearaaraannernnneraaseiasassnnsns 0]
Enter the portion, if any, of the amount from fine 039 in Part 1 of Schedule 3, used to reduce
thegainontine (( ADOVE ... ... ... ..ieerininnraare i (i
Line () minus N ) L. ettt et e et e e )
T T T | U]
Additional Investment Income (line {f) minus line {}). If negative, enter Zero.) ...............ooiverieeineeraianien, - 262500 .25_@_ (m
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Al now compiletes the rest of Form T936.

— Part 1 — Investment expenses claimed on your 1995 return

Carrying charges and interest expenses (from in@ 221} ... ... .. ... iiiiierianaiinsn. 650 00 (1
Net rental losses (from line 126 or related schedules or statements) .. ..., e 1,650 00_(2) ,
Limited or non-active parinership losses (from line 122)

other than allowable CAPHAI IOSSES ... .. ... v e e e senrirnnnar e eeeaeateeaaranns (&)
Limited partnership losses of other years after 1985 (from line 251}, ... ..........ccvu'us @)
50% of exploration and development expenses (fromine@224) ............coovvviinniass &
Any other investment expenses claimed in 1995 to earn property income * . ......... 955 J N )|
Additional investment expenses: If you did not complete Charts A and B on the

other side of this form, enter zero, Otherwise, enter the lesser of line {m} in

Chart B, or the amount you claimed on line 253 of your returm.  .......oeevirenenarnnes j g
Total investment expenses claimed in 1995 (add lines ¥ to 7inclusive) .........cevvrnnans _.. 220000 » __ 220000 (N

* Refer to the list called "Other investment expenses" below.

~— Part 2 — Invesiment income reported on your 1985 return
Investment income {from lines 120 and 121) . .....uvivrriererrrniaseerenenns PO — . 1L

Net remal income, including recaptured capital cost allowance (from line 126) .. ............. -9

Net income from limited or non-active partnership (from line 122) 10
other than taxable capital GaiNg +. .. ovvvieiirirairierreiarsrnssacistiiisinrenanias _ ! ‘)

Any other property income reported in 1995**, Including annuity payments laxable
under paragraph 56(1)(d) ar 56(1)(d.1} minus the capital portion deducted under

Paragraph 80(8) ... vveeveeeare e reeien e e nnnaan e 959 1)
50% of income from the recovery of exploration and development expenses )
L B T S 745 112}
Additional Investment income: if you did not complete Charls A and B on the other side of this .
form, enter zero, Otherwise, enter the amount from line {m} in Chan B, ...........eoevnr-- 2,625 00 (13) ‘ :
Tota! investment income reported in 1995 (add ines 810 13 INCIUSIVE) « - + <« v v vevrerre s ememe 337800 > _____ 3.37500 (8)
** Refer to the list called "Other property income™ below,
— Part 3 ~ Cumulative net investment loss (CNIL)
Total investment expenses claimed in 1995 (from line (A) in Part1) <+...voen e s 2,200 00 (14)

Total investment expenses claimed in prior years (after 1987): Enter the amount from line 20
in Part 4 of Form T936 for 1994, If you did not complete Part 4 of Form J936 for 1584,

report the totat expense amounts as described in lines 1 to 6 in Part 1, as claimed on your .

1988 to 1594 returns Inclusive, and any additional investment expenses described on line 7 2600 00

in Part 1 that you had in 1992, 1993, and 1994, . ... .vvvruerrarennierarnnns U j: {15
Cumulative investment expenses {add lines 14 and 15) .. e it aneaa, 480000 b 4,800 00 {16}
Total investment income reported In 1995 (fromline (B) InPart2) ............... reeans ___Q.QZd_QQ_ (17)

Total Investment Income reported in prior years (after 1987): Enter the amount from line 23 in
Part 4 of Form T936 for 1994. If you did not complete Part 4 of Form T936 for 1894, report the
total income amounts described In lings 8 to 12 in Pan 2, as reported on your 1888 to 1994

returns Inclusive, and any additional investment income described on fine 13 in Part 2 that you GOd 00 (18
had in 1992, 1993, 810 1994, +..vvvrranernssnns RO T (18} .
Cumulative investment income (add lines 17 and 18) ., ... ... ..o i eveees 3,979 00 > . 3,975 00 (19)

Cumulative net Investment loss (CNIL) to December 31, 1995 .
{Line 16 minus lNe 19. If NEGANIVE, BNEEr ZOMO.Y . .. ...\ .. 'ersresieesaeeeretseeeertenarnnnntssinnnaranrasss 828 00 (C)

if you are claiming a capital gains deduction on your 1995 return, enter the amount Irorh line (C) on line 17 of Form T657A o line 21 of Form T657.
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Step 2 — Cailculating your annual gains limit

The second step in calculating your capital gains deduction
is to determine your annual gains limit.

Your annual gains limit for 1995 is the total of:
& your net eligible taxable capital gains for 1995, minus:

u the total of any allowable business investment losses
for 1995;

m net capital losses of other years you used to reduce your
eligible taxable capital gains that you reported
in 1995; and

® net capital losses you incurred before May 23, 1985, that
you used to reduce other income in 1995 (maximum
of $2,000).

Net capital losses of other years applied against
non-eligible taxable capital gains will not reduce your
annual gains limit in 1995. For this purpose, net capital
losses of other years are first applied against non-eligible
taxable capital gains, and then against eligible taxable
capital gains.

To calculate your annual gains limit, complete Part I of
Form T657A.

Al completes Part 1 of Form T657A as follows:

Example

— Part 1 - Calculating your annual gains limit for 1995

Allowable business Investment losses (from line 217 of your 1985 return)

Total taxable capital gains (or losses) {rom line 547 in Part 2 of Schedule 3 (if the amount is &
logs, @nter 28r0) .. ...t i e e e

Total taxable capital gains (or net capital losses) from iine 044 in Part 3 of Schedule 3 (if the
amount IS aloss, enlarzer) .« ..o it i i i e i

1995 eligible taxable capital gains (enter the lesser of the amounts on lines 1 and 2. If line 3
is zero, you cannot claim a capital gains deduction for 1995.) ..........

Net capital losses of other years (to calculate this amount, complete Chart 1 on the other side
Ofthis dorm) . L it

Total of above losses (line 4 plus line 3

Annual galns limit for 1995 (iine 3 minus line 6. If negative, enter zero.) ,
I line 7 is zero, you cannot claim a capital gains deduction for 1995.

................ 225000 ()
................ 487500 (2
________________ 205000 » 2250 00 @
................ [
................ l_ ®
................ L » i ©
........................................ _—.J_2 250 00 (7

Step 3 — Calculating your cumulative gains
limit

m your CNIL to December 31, 1995; and

® 2ll capital gains deductions you claimed from 1985

The third step in calculating your capital gains deduction is to 1994,
to determine your cumulative gains limit. Note
Your cumulative gains limit for 1995 is the total of your net. When you calculate your cumulative gains limit, you

eligible taxable capital gains from 1985 to 1995, minus the
total of the following:

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

m all allowable business investment losses you claimed
from 1985 to 1995;

® all net capital losses of other years that you used to
reduce eligible taxable capital gains in 1985 to 1995;

® all net capital losses you incurred before May 23, 1985,
that you used to reduce other income in 1985 to 1995;
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have to consider the meaning of “all net capital losses of
other years.” This applies to net capital losses that you
carried forward, as well as to any net capital losses that
you carried back to a given year. For example, if you
carried a 1995 net capital loss back to 1992, that loss will
reduce your cumulative gains limit for 1992 and all
following years. However, your cumulative gains limit
will not be reduced by any net capital losses of other
years applied against non-eligible taxable capital gains.

To calculate your cumulative gains limit, complete Part 2 of
Form T657A.



Example

Al had a $700 taxable capital gain In 1987 but he did not claim a capital gains deduction. He completes Part 2 6f
Form T657A as follows:

— Part 2 - Calculating your cumulative gains Himit for 1995

Total taxable capital gains reported after 1984 and before 1992 (from line 127 of your returns 8
lor these years. Do not include reserves reported on properly disposed of before 1985 ..... 700 00 (®)
1992 and 1993 taxable capital gains eligible for the capital gains deduction {from line 3 in I ©

Part 1 of Form T657Afor 1992 and 1993) ... ..t ienieineinriennacivinerininnes

1994 eligible taxable gains (from line 5 in Part 1 of Form T657A for 1984) . .......... . | o

2250 00 {11)

) 12
Cumulative eligible taxable capital gains {add lines 8 to 11 inclusive) ................... 2-95d 00, > _____ZS_S_d_QO_( )

Allowable capital losses claimed in 1985 {from line 127 on your 1985 return; maximum of I

1995 sligible taxable capital gains (fromline 3inPart1above) .. .........covveveinen .

1 (13
Allowable business investment losses claimed after 1984 and before 1955 (from line 217 on l
YOur 198510 1994 Feltms) ... v .vvnenererneiororerenians ceeeens e (14)
Net capital logses of other years claimed after 1984 and before 1995 {to calculate this I
amount, complete Chart 2 on the other side of this form) ...vverrenrnrneaninenensnes (15)
Total losses used to calculate your annual gains timit for 1995 (from line 6 of Part 1 above) | (16)
Cumulative net investment loss to December 31, 1995 {from line (C) in Part 3 of Form T936 o
fOr1998). .......... B 82500 g7)
Total capital gains deductions claimed after 1984 and before 1995 (from line 254 on your
1985 t0 1994 retums) . ...... e e _— 4y
Sublotal (add NS 1310 18 INCIUSIVE] + v v s e e nrrsrs e eiaeecraeasineerraranennennns geg o0 M 825 00 (19)
Cumulative gains limit for 1995 (line 12 minus line 19. If negative, enter zero.)
g ( J 2,124 00 (20)

If line 20 is zero, you cannot claim a capital gains deductionfor 1895................. e




Step 4 — Calculating your capital gains
deduction available for 1995
The fourth step in calculating your capital gains deduction To do this, complete Part 3 of Form T657A.

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

Example
Al completes Parl 3 of Form T657A as follows:

— Part 3 — Calculating your capital gains deduction on other capital property

Maximum capital gains deduetion 1O 1995 . . . - .\ttt ter e e et e e s a e e s a e, $75000__| 21
Total capital gains deductions claimed after 1984 and before 1888 (from ling 254 on your ]

198510 1087 TEIUINS) « vttt e ettt s e e et e e e e et aa et a i aareireanns (22}

Adjustment of pre-1988 capilat gains deductions (1/2 of amountatling22). .. ............. I (23)

Capital gains deductions claimed in 1988 and 1989 excluding "eligible capital property
(other)" (from line 254 of your 1988 and 1989 retums minus any amounts feported on line 544 I

on 8chedula 3 for 1988 and 1988. If negative, enterzero.) ...l 24

Adjustment of 1988 and 1989 capital gains deductions (1/8 of amount atline 24) .......... l {25)

Capital gains deductions claimed in 1988 and 1989 for "eligible capital property (other)" (from

line 254 of your 1988 and 1989 returns minus the amount on line 24 above; not to exceed I

ling 544 on Schedule 3 for 1988 and 1989}, ... ..o.ovvie i ir it (26)

Total capital gains deductions claimed in 1990, 1991, 1992, 1993, and 1994 {from line 254 of

your returns for those years) . ................ f e e e et e - @n

Subtotal {add fines 22 10 27 INCIUSIVE) .. ... vieen it e a et e e catasan s , > 4 (28)
Capltal galns deductfon available for 1995 (line 21 minus line 28. If negative, enterzero.}) .........c.covvueiiiennans 75,000 00 (29)

It tine 29 is zero, you cannot claim a capital gains deduction for 1995.

L_*__—_—“ i

Step 5 — Calculating your maximum claim m Line 29 of Form T657A — your capital gains deduction

The final step is simple. The maximum amount you can limit available for 1995.
claim is equal to the lowest of the following amounts: Remember, you do not have to claim the maximum
amount. You can claim any amount, from zero to the

® Line 7 of Form T657A — your annual gains limit for 1995; maximum. Enter the amount you want to claim on line 30

a Line 20 of Form T657A — your cumulative gains limit of Form T657A. Then, enter the same amount on line 254 of
for 1995; or your return.
Example

Al wants fo claim the maximum capital gains deduction. He enters $2,125 on line 30 of Form T657A and the same amount
on line 254 of his 1995 return,

Part 4 ~ Determining your 1995 capital gains deduction on other capital property

The maximum amount you can enler on line 30 is the least of lines 7, 20, and 29. However, you may enter an amount
that is fess than the maximum. Enter this amount on line 254 of your 1995 retumn. 2,125 00 _(30)

.................................




Chapter 8 — Principql

Residence

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

What is your principal residence?

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

®m a house;

® a cottage;

® a condominium;

® an apartment in an apartment building;
® an apartment in a duplex; or

m a trailer, mobile home, or houseboat.

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

® 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;

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

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

® you designate the property as your principal residence.

The land on which your home is located can be part of your
principal residence. Usually, the amount of land that you
can consider as part of your principal residence is limited to
one-half hectare (about one acre}. However, if you can
show that you need more land to use and enjoy your home,
you can 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. For
more information on this subject, see Interpretatlon Bulletin
IT-120, Principal Residence.

Designating a principal residence

For each year that you own your home and use it as your
principal residence, you can designate it as your principal
residence. However, you do not have to designate it each
year. You only have to do it in the year that you sell or are
considered to have sold all or part of your principal
residence. For more information, see the section called
“Form T2091(IND), Designation of a Property as a Principal
Residence by an Individual (Other than a Personal Trust),” later
in this chapter.

Can you have more than one
principal residence?

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

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

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

m youw;

® a person who throughout the year was your spouse
(unless you were separated for the entire year under the
terms of a court order or a written agreement); and

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

For 1982 and any years after, during which jmu were not
married or 18 or older, a family includes:

® you;
® your mother or father; and

m your brother or sister (who was not married or 18 or
older during the year).

For 1993 and following years, a common-law spouse, as
defined in the definition of spouse on page 11, is
censidered to be a married person. Therefore, such
common-law spouses are considered to be a family and
may no longer designate different homes as their principal
residences for taxation years after 1992.

Selling all or part of your prmcmal
residence

When you sell your home or when you are considered to
have sold your home, usually you do not have to report the
sale on your tax return and you do not have to pay tax on
any gain from the sale. This is the case if it was your
principal residence for every year you owned it.

1t is possible that the property was not your principal
residence for every year that you owned it. If this is the
case, you have to report the part of the capital gain on the
property that relates to the years for which you did not
designate the property as your principal residence. For
more information, see the next section called

“Form T2091(IND), Designation of a Property as a Principal
Residence by an Individual (Other than a Personal Trust).”



When you actually sell the property, it is possible that part
of the property does not qualify as your principal residence.
In that case, you have to split the selling price between the
part you used for your principal residence and the part you
used for rental or business purposes. You can do this by
using square metres or the number of rooms, as long as the
split is reasonable. Report only the gain on the part you
used for rental or business purposes. To better understand
how to report the sale of a property you use partly as your
principal residence and partly for rental or business
purposes, see the example at the end of this chapter.

Form T2091(IND), Designation of a
Property as a Principal Residence by
an Individual (Other than a Personal
Trust)

Use Form T2091(JND) to designate a property as a principal
residence. This form will help you calculate the number of
years that you can designate your home as your principal
residence, as well as the part of the capita! gain, if any, that
you have to report. Complete Form T2091(IND), if you:

s sold, or were considered to have sold, your principal
residence, or any part of it; or

= granted someone an option to buy your principal
residence, or any part of it.

You only have to include Form T2091(IND) with your tax
return if you have to report a capital gain.

Selling a property for which you or
your spouse filed Form T664 or
T664(Seniors), Election fo Report a
Capital Gain on Property Owned at
the End of February 22, 1994

When you sell, or are considered to have sold, a
_ property for which you or your spouse filed
Form T664 or T664(Seniors), and

w the property was your principal residence for 1994; or

m you are designating it in 1995 as your principal
residence for any taxation year,

you have to use Form T2091{IND) to calculate the capital
gain and Form T2091(IND)-WS, Principal Residence
Worksheet for 1995, to calculate a reduction as a result of
the capital gains election. If this is the case, and the
property was designated as a principal residence for the
purpose of the capital gains election, you have to include
those previously designated taxation years as part of
your principal residence designation in 1995.

If the property was not your principal residence for 1994
and you are not designating it in 1995 as your principal
residence for any taxation year, do not use

Form T2091(IND) and Form T2091(IND)-WS to calculate
your capital gain. Instead, calculate your capital gain, if
any, in the regular way (the proceeds of disposition
minus the adjusted cost base and the selling expenses).
For more information on how to calculate your adjusted
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cost base as a result of the capital gains election, see the
definition of adjusted cost base on page 6.

Note

If, at the time of the election, the property was
designated as a principal residence for any taxation year
other than 1994, you can choose whether or not to
designate it again as your principal residence when you
sell it, or are considered to have sold it. Remember, if
you choose to designate it again, you have to include
those previously designated taxation years as part of
your principal residence designation in 1995.

Special situations

You can be considered to have sold all or part of your
property even though you did not actually sell it. The
following examples are situations where you can be
considered to have sold all or part of your property:

m you change all or part of your principal residence to a
rental or business operation; or

m you change your rental or business operation to a
principal residence.

The rest of this chapter deals with more common situations
where you will be considered to have sold all or part of
your property. For more information on some of these
special situations, see Interpretation Bulletins IT-120,
Principal Residence, and IT-366, Principal Residence — Transfer
to Spouse, Spouse Trust or Certain Other Individuals, and its
Special Release, or contact us.

Changing ail of your principal residence to a
rental or business operation

You may be living in a home that you have designated as
your principal residence. However, you may decide that
you would like to change the use of your home. You might
want to rent it, or use it to operate a business. If you do this,
we would consider that you are no longer using your home
for your own personal use or enjoyment. You would be
using it to earn or produce income,

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

® to have sold the property at its fair market
value (FMV); and

m to have immediately reacquired the property for the
same FMV,

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

If you later sell the property, you may have 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
sell it.

If, at some point, you stop using the property to earn
income but you do not actually sell it, you are considered to
have 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 have to report any capital
gain that you make from the property on line 024 in Part 1
of Schedule 3. You usually have to do this in the calendar
year that you changed the property’s use.

Election when you change the use of your
principal residence

When you change your principal residence to a rental or
business property, you can make a special election. With
this election, you can choose not to be considered as having
started to use your principal residence as a rental or
business property. This means you do not have to report
any capital gain when you change its use. If you make this
election:

@ you have to report the net rental or business income you
earn; and

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

You make this election by enclosing a letter signed by you

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.

You can designate the property as your principal residence
for up to four years while your election is in effect, even if
you do not use your property as your principal residence.
However, you can only do this if you do not designate any
other property as your principal residence for this time.

You can extend the four-year limit indefinitely if the
following conditions are met:

= you live away from your principal residence because
your employer, or your spouse’s employer, wants you to
relocate;

m you and your spouse are not related to the employer;

w you return to your original home while you or your
spouse are still with the same employer, or before the
end of the year following the year in which this
employment ends; and

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

If you decide to make this election, there is no immediate
effect on your income tax situation when you move back
into your residence. However, you might change the use of
the property again. If you do not make this election again,
any gain you have from selling the property may be subject
to tax. See “Selling all or part of your principal residence”
on page 45 to calculate the taxable part of your gain,

If you started to use your principal residence as a rental or
business property in the year, you may want information
on how to report business or property income. If so, get the
income tax guide called Business and Professional Income, or
the income tax guide called Rental Income.

Changing part of your principal residence to
a rental or business operation

You are usually considered to have changed the use of part
of your principal residence when you start to use that part

for rental or business purposes. You are also considered to
have sold that part at its FMV at that time and to have
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.

You are not considered to have changed its use if:

w the part you use for rental or business purposes is smatl
in relation to the whole property;

m you do not make any structural changes to the property
to make it more suitable for rental or business
purposes; and

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

If you 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.

However, if all of the above conditions are not met, when
you actually sell the property:

m you have to split the selling price between the part you
used for your principal residence and the part you used
for rental or business purposes. You can do this by using
either square metres or the number of rooms, as long as
the split is reasonable; and

m you report any capital gain on the part you used for
rental or business purposes on line 024 in Part 1 of
Schedule 3. You do not have to report any capital gain for
the part you used for your principal residence,

Note

You cannot file an election under subsection 45(2) of the
Income Tax Act, as discussed in the previous section, if
there is only a partial change in use of a property.

Changing all of your réntal or business
operation to a principal residence

If you buy a property to use as a rental or business
property, and later begin to use it as your principal
residence, you are considered to have sold the property at
its FMV at the time you change its use. You may have a
taxable capital gain at this time.

Election when you change the use of your
rental or business property

You can elect to postpone reporting the disposition of your
property until you actually sell the property. However, you
cannot make this election if you, your spouse, or a trust
under which you or your spouse is a beneficiary, has
deducted CCA on the property for any taxation year

after 1984, and on or before the day you change its use.

To make this election, you have to'submit a letter signed by
you that describes the property and states that you are
making your election under subsection 45(3) of the

Income Tax Act.

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

w 90 days after the date we ask you to make the election; or
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» the date you are required to file your tax return for the
year in which you actually sell the property.

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

This election only applies to a capital gain. If you

claimed CCA on the property before 1985, you have to
include any recapture of CCA in your business or rental
income. Include the income in the year you changed the use
of the property. If you need more detailed information on
the recapture of CCA, get the income tax guide called
Business and Professional Income, or the income tax guide
called Rental Income.
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Farm property

If you are a farmer and you sell farmland in 1995 that
includes your principal residence, you can choose one of
two methods to calculate your capital gain. We explain
these two methods in the income tax guide called Farming
Income.



Example
In this example, we llustrate some of the toplcs that we discuss In this guide. We show you how to:

u freat the sale of property that was used partly as a princlpal residence and partly for.eaming income:
B report a capital gain on the disposition of property that iInciudes land and a building (see Chapter 3); and
= calculate arecapture or terminal loss on the disposition of depreciable property (see Chapter 3).

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

In 1995, Sean sold the property for $175,000. He incurred expenses of $10.500 to make the sale. According to a recent municipal
assessment, the entire property was now valued af $150,000. The land was worth $30,000 and the bullding was worth $120,000.

Any galn on the part of the property that Sean used as his principal residence will not be taxed, since he used that part of the
property as his principal residence for all the years he owned It. Because Sean does not have to report the gain, he does not have
to complete Form T2091(IND), Dasignation of a Propsriy as a Princlpal Residence by an Individual (Cther than a Persenal Trust),

Sean has to calculate the capltal gain on the portion of the propetty that he rented out, He also has to determing if he has
recapture of capital cost allowance (CCA) or a terminal loss on the bullding. For this reason, he will break down the rental 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, Sean completes the following calculations:

1) He divides the rental portion of the purchase price between the land and the building, based on the municipal
assessment ot the time of the purchose:

Q) Bullding: 40% x $ 75,000 X $125000 = $37.,500
$100,000

by Land: 40% X $ 25000 X $125000 = $12,500
$100,000

Because the breakdown between the land and the bullding was not shown on his purchase agreerment, Sean uses the
municipal assessment In effect at the time of the purchase. Sean would have completed this calculation at the time he
purchased the propeny to determine the amount of CCA he could claim on the porfion of the building he rented out.

2) Ha divides the rental portion of the selling price between the land and the bullding, based on the munlicipal assessment

at the time of the sale:

a) Builtding: 40% X $120,000 X 8175000 = $56,000
$150,000

b) Land: 40% x 5 30.000 X $175.000 = $14.000
$150.000

The breakdown between the land and bullding was not shown on Sean’s sale agreement. Since there were no renovations to
the building since the lost municipal assessment, Sean can use the municipal ossessment that was in effect at the time of the
sale.

3) Hoe divides the rental portion of the expenses relating to the sale between the land and the bullding, based on the
municipal assessment at the time of the sale:

$§ 3.360

a) Bullding: 40% X $120,000 X $10500 =
$150,000

b) Lond: 40% X $.30.000 x $10,500 = $ 840
$150.,000

Sean can now determing if he has a recapture of capital cost allowance (CCA) or a terminal loss on the rented part of the bullding.
The undepreciated capital cost (UCC) of the portion of the building used for rental purposes at the beginning of 1995 was $34,728.
From the UCC, Sean subtracts the lesser of the following:

u the selling price of the rental part of the building minus the retated cutlays and expenses — $52,640 ($56,000 minus $3,360); and

u the purchase price of the rental part of the bullding — $37,500.

UCC af the beginning of 1996
Minus: Purchase price ...
Recapture of CCA.. i

To help him complete the cbove calculations, Sean uses the CCA schedule on the back of Form T776, Statement of Redl Estate
Rentals, He can get a copy of Form T776 in the income tax guide called Renfal iIncome or from us,

Sean can now calculate his capltal gain, To do this, he completes the section called "Real estate and depreciable property” on
Schedule 3, Capifal Galns (or Losses) In 1995. He reports the sale of the rental property as follows:

Real estate and depreciable property
{do not include losses on depreciable property)

Address or legal description ' Gain (or loss)
Street, City, Province (Building) 1988 56,0000 00 37,500 00 3,360( 00 15,140|00

Street, Clity, Pravince (Land) 1988 14,000 00 12,5000 00 840( 00 560]00

Total proceeds|; 70,000{ 00 Gain (or loss) [P+ 15,800000
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Your opinion counts!

We review our income tax guides and pamphlets each year. If you have any

hear from you!

Client Services Directorate
! 400 Cumberland Street
Ottawa ON K1A 0L8

Please send your comments to:

comments or suggestions to help us improve our publications, we’d like to
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