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CHANGES FOR 1987 
Changes in the Return and Schedules for 1987 
Several changes have been made to theT3 Trust Income Tax Return and Infor- 
mation Return and Schedules. On page 2 provision for including “straddle 
year” dividends has been made on lines 1 to 5; also on lines 28 to 39, direct 
and indirect expenses are to be applied against specific sources of income. 
Page 4 now contains a “Questionnaire” and Investment income details are to 
be reported on Schedule 6. Schedules 58 and 5C replace Form T672, ‘Calcu- 
lation of a Trust’s Designation of its “Net Taxable Capital Gains” and “Eligible 
Taxable Capital Gains Exemption”’ and Form T673 ‘Calculation of a Spouse 
Trust Capital Gains Exemption for its 1985 Taxation Year During Which the 
Spouse Died’ respectively. 

Legislative Changes for 1987 
- If a trust received dividends in 1987, the actual amount received is grossed 

up by one-third to arrive at the taxable amount. The dividend tax credit is 
calculated as 16 2/3% of the taxable amount. 

- The individual surtax rate has been revised to 3%. 
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INTRODUCTION 
This Guide contains information forthe completion of the 1987Trust Income 

Tax and Information Return (referredto in this Guide as the T3 Return). Ordi- 
narily the Guide Will be all that is needed to complete the T3 Return. If circum- 
stances arise whereby the information is not covered in the Guide, you may 
refer to the Interpretation Bulletins and Information Circulars which are 
referred to throughout the Guide. These Bulletins and Circulars are available 
at your District Taxation Office. 

Starting with the section titled “Completion of The T3 Return” each Guide 
item is preceded by the line numberon the T3 Return or appropriate Schedule. 
The line numbers are in sequence and are shown beside the ReturnSchedule 
as listed in the “Forms Available For Filing” section of this Guide. 

This information is intended as a guide only and is not a substitute for the 
IncomeTaxActand Regulations.TofurtherassistinthemoretechnicaI matters 
which may arise the Topic Heading also contains references to relevant pro- 
visions of the Income Tax Act. 

FORMS AVAILABLE FOR FILING 
T3 RETURN (lines 01 to 98) 

The T3 Return consists of a four page form and related schedules on which 
the preparer reports four basic requirements: 

1. Identification of the trust and residence. 

2. Sources of income and expenses to arrive at Net Income. 

3. The income allocation or designation, or both, to the beneficiaries. Page 3 
of the Return shows the allocation deduction to determine Net Income and 
it also serves as the Summary for the T3 Information Return. 

4. Deductions to arrive at Taxable Income and determination of tax payable, 
if any. 

SCHEDULES 
The following Schedules, if applicable, should be completed: 

Schedule 1 - Calculation of Gross-up of Dividends retained by trust 
(lines 103 and Interest and Dividend Income Deduction. 
to 138) 
Schedule 2A - Calculation of Federal Income Tax 
(lines 201 
to 223) 
Schedule 2B - Calculation of Minimum Tax 
(lines 240 
to 292) 
Schedule 3A - Calculation of Provincial lncome Tax of Manitoba, 
(lines 301 Saskatchewan, Alberta and of Territorial Income Tax of 
to 352) the Northwest Territories. 
Schedule 3B - Calculation of Provincial Income Tax of British Columbia, 
(lines 301 Ontario, Nova Scotia, New Brunswick, Newfoundland, 
to 396) Prince Edward Island and of Territorial Income Tax of 

Yukon. 
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Schedule 5A 
(lines 501 
to 516) 
Schedule 5B 
(lines 520 
to 540) 
Schedule 5C 

- Summary of Dispositions of Capital Property. 

- Calculation of a Trust’s “Net Taxable Gains” and 
Beneficiary’s Share Eligible for Deduction. 

- Calculation of Capital Gains Deduction for a Spouse 
(lines 550 
to 560) 
Schedule 6 
(lines 601 
to 612) 
Schedule 7 

Trust. 

- Statement of Investment Income 

- Statement of Real Estate Rentals 
(lines 701 
to 703) 
Schedule 8 
(lines 801 
to 803) 

- Capital Cost Allowance (Depreciation) 

Information Slips 
The following information slips are to be completed if applicable: 

T3 - Information Slip for recording amounts paid or payable 
Supplementary to a trust beneficiary or amounts elected to be included in 

a beneficiary’s income. 

NR4 - Statement of amounts paid or credited to non-residents 
Supplementary of Canada. 

Details of how to complete the information slips are contained in the Comple- 
tion of Forms section, see alphabetical index for page number. (Completion of 
Form T3 Supplementary etc.). ’ 

Books and Records 
Books and records necessary to verify the. accuracy of reported gross and 

net incomefrom business or property must be kept available for examination 
and may not be destroyed without permission from the Department. 

GENERAL INFORMATION 
Who Should File a T3 Return 
1. Every person (including an individual, a corporation or an institution) act- 

ing in the capacity of executor, trustee, administrator, assignee or receiver 
having ownership or control of a property on behalf of some other person, 
(in a “fiduciary capacity) must file a T3 Return if they are in receipt of 
income, gains or profits from that property or has disposed of a capital 
property and 

(a) either the “Gross” income at lines GI 1, G12, GI3 and GI4 or “Total 
Income” at line 16 exceeds $506.00, I 

(b) the income designated, paid or payable to any single beneficiary 
exceeds $100.00, or 

(c) any portion of the income is taxable in the trust, or 
(d) any portion of the income is allocated to a non-resident beneficiary 
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2. A T3 Return must be filed for the registered and non-registered funds of 
a Segregated Insurance Fund Trust. 

3. Communal organizations must file a T3 Return. See Information Circular 
785R2. 

4. The filing requirements among other details for the trusts listed below, 
are covered in Information Circular 78-14R2. 
- Employee Profit Sharing Plan 
- Deferred Profit Sharing Plan 
- Revoked Deferred Profit Sharing Plan 
- Supplementary Unemployment Benefit Plan 
- Registered Retirement Savings Plan 
- Amended Registered Retirement Savings Plan 
- Registered Charities 
- Registered Pension Fund or Plan 

5. The filing requirements for a trustee of a Retirement Compensation 
Arrangement are given in the Retirement Compensation Arrangement 
Guide which Will beavailableatyour DistrictTaxation Officeearly in 1988. 

6. A trustee or receiver appointed under the Bankruptcy Act acting on behalf 
of an individual files a Tl Return rather than a T3 Return 

7. An agent, nominee or custodian not acting in a fiduciary capacity need 
not file a T3 Return but should file a T5 Information Return if acting on 
behalf of a resident of Canada or an NR4-NR4A Return if acting on behalf 
of a non-resident of Canada. 

8. A trustee of a Trust exempt from Income Tax under Part I of the Income 
Tax Act is not required to file a T3 Return. 

Filing Requirements - Where and When 
One completed T3 Return and applicable schedules, together with copies 1 

and 2 of form T3 Supplementary where required, is to be forwarded to the 
Department within ninety days from the end of the trust’s taxation year. The 
mailing address of the person filing the return, as shown on page 1 of the T3 
Return, determines to which Taxation Centre the return is to be mailed. 

Trusts Served by District Taxation Offices Should File With 
located in : 
British Columbia Taxation Centre, 

Surrey, 
British Columbia 
V3T 5E6 

Manitoba, Saskatchewan and Alberta Taxation Centre, 
Winnipeg, 
Manitoba 
R3C 3M3 

Newfoundland, Prince Edward Island, Taxation Centre, 
Nova Scotia and New Brunswick St. John%, 

Newfoundland 
Al B 322 

Montreal, St.Hubert and Laval Taxation Centre, 
Shawinigan, 
Quebec 
G9N 7V9 
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Quebec City, Sherbrooke and Rouyn Taxation Centre, 
Jonquiere, 
Quebec 
G7S 5J 1 

Toronto, Mississauga, Scarborough 
and Ottawa 

Taxation Centre 
Ottawa, Ontario 
KIA IA2 

All other areas of Ontario Taxation Centre, 
Sudbury, 
Ontario 
P3A 5C2 

NOTE: Please clearly indicate the name of the Trust, followed by the Word 
“Trust” on any correspondence sent to Taxation Offices or Centres if it con- 
cerns a trust. 

Taxation Year 150(l), Income Tax Regulation 204. 
The taxation year of a testamentary trust may, but need not, coincide with 

the calendar year. The first fiscal period of the trust Will commence on the day 
after death and end at any time within the next twelve months as selected by 
the trustee. Once this year end is established, it may not be changed without 
prior approval of the Department. A testamentary trust return must be filed 
within 90 days from the end of the trust’s established taxation year. 

The taxation year of an inter vivos trust must always coincide with the cal- 
endar year. An inter vivos trust return must be bled within 90 days from the 
end of the trust’s taxation year. 

On the winding-up (discontinuance) of a trust, the taxation year of the trust 
Will end on the date of the final distribution of the assets. The final return 
covering this usually shortened taxation year must be filed within 90 days of 
the date of winding-up the trust. For further comments see “Clearance 
Certificates”. 

Late Filing Penalties 162(1),235(l). 
As an income tax return, a T3 Return notfiled by the required date is subject 

to a late filing penalty of 5% of the unpaid tax at that date plus 1% per month 
up to a maximum of twelve months that the return was past due. As an infor- 
mation return the penalty for failure to file a T3 Return by the due date is $10 
per day for each day the return is late filed to a maximum of $2,500. 

Interest 
Interest at the prescribed rate is charged on unpaid tax owing as a result of 

an assessment or a reassessment of the return. Interest at the prescribed rate 
is credited on overpayments refunded after filing due date. This interest is to 
be reported at line 07 of the T3 Return for the year of receipt and qualifies for 
the Interest and Dividend Income Deduction. 

Types of Trusts 

Testamentary Trust 108(1 j(i). 
Atestamentarytrust is a trust, or estatethat arose upon and in consequence 

of the death of an individual. The terms of the trust are established by the Will, 
by law in the case of an intestacy or bycourt0rdere.g. pursuantto dependant’s 
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relief legislation. A trust return may not be required where an estate is dis- 
tributed immediately at death. In the instance where a T3 Return is not filed 
the trustee should furnish the beneficiary with a statement showing the 
respective share of the estate to which the benèficiary is entitled. 

A testamentary trust does not include: 

(a) a trust created by a person other than a deceased individual; 

(b) a trust created after Novem ber 12, 1981 if, before the end of the taxation 
year, property has been contributed to the trust otherwise than by an indi- 
vidual on his/her death; 

(c) a trust created before November 13,198l if, after June 28,1982, property 
has been contributed to the trust otherwise than by an individual on bis/ 
her death or if, at any time the fair market value of all property owned by 
the trust that was contributed to the trust by persons other than the indi- 
vidual .on death and property substituted therefor exceeds the fair market 
value of all property owned by the trust which was contributed by an indi- 
vidual on hislher death and property substituted therefor. 

Where a trustee has retained control of the assets rather than distributing 
them according to the Will, the trust may become an inter vivos trust. If this is 
the case and the fiscal period of the trust is other than a calendar year, the 
trustee should contactthe Departmentfor assistance in changing theyear end. 

Inter Vivos Trust 108(1 l(f). 
An inter vivos trust is a trust other than a testamentary trust. 

Spouse Trust 70(6), 74.1. 
A spouse trust may be either a testamentary trust or an inter vivos trust 

created by an individual for a spouse and under which: 
(a) the individual’s spouse is entitled to receive all of the income of the trust 

that may arise during the spouse’s lifetime, 

and 
(b) only the spouse during the spouse’s lifetime may receive, or otherwise 

obtain, the use of any income or capital of the trust. 

The effect of the provisions of a spouse trust are that any accrued capital 
gains, recapture of capital cost allowances, capital losses and terminal losses 
which pass to the spouse trust are deemed to be deferred until the time of 
actualdisposition bythespouseorspousetrustoruntil thedeathofthespouse, 
whichever occurs first. 

If benefits to the spouse change or cesse upon remarriage, the trust would 
not qualify as a spouse trust. 

A testamentary spouse trust may be eligible for a Taxable Capital Gains 
Deduction for its taxation year in which the spouse dies. Refer to the Taxable 
Capital Gains Deduction information. 

Transfers and Loans to Spouse Trust 74.1(l). 
Whilethesettlorof anintervivostrust isalive,thesettlorisrequiredto report 

income from property transferred to the trust by him/her in his/her own Indi- 
vidual Income Tax return. Income from loans by the settlor to the trust are I subject to the same rules where the loan was made to the trust after May 22, 
1985 and to loans made before May 23,1985 which are outstanding after 1987. 
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The trust is required to file a T3 Return and issue aT3 Supplementary reporting 
the income as that of the settlor. 

Trust for a Minor 104(18). 
If the beneficiary of a testamentary or inter vivos trust bas a vested interest 

in a trust which has accumulated income only because the beneficiary is a 
minor, the income shall be considered to have been payable to the minor and 
taxable in the minor’s hands. 

Transfers and Loans to A Trust For A Minor 74.1(2). 
Income from property transferred to a trust for a minor which, under the 

terms of the trust is to be taxed in the hands of the minor is attributed to the 
settlor and must be taxed in his/her hands while resident in Canada. The settlor 
is not required to report the income of the trust where the beneficiary has, 
before the end of the year, attained the age of 18, where the beneficiary is not 
a “designated person” (see note below) or where the incomeis taxed in the 
trust. 
Note: A”designated person” is defined undersubsection 74.5(5) ofthe Income 
Tax Act as the transferor’s spouse, a person under the age of 18 years with 
whom the transferor does not deal at arm’s length Irelated) or who is the trans- 
feror’s niece or nephew. 

~ The same rule also applies to loans made to an infant trust as does to the 
spouse trust referred to above. 

Unit Trust 108(2). 
A unit trust is an inter vivos trust where at any time the interest of a bene- 

ficiary in the trust is described by reference to units of the trust and the trust 
satisfies the conditions of paragraphs 108(2)(a) or(b) of the Income Tax Act. 

Mutual Fund Trust 132. 
A mutual fund trust is a unittrust residing in Canada whoseonly undertaking 

is the investing of its funds and it complies with the conditions prescribed 
under Income Tax Regulations 4801 and 4802. Form T184 is available from 
your District Taxation Office to assist in the calculation of capital gains refund 
for mutual fund trusts. 

Communal Organization 143. 
Where a congregation; 

(a) the members of which live and work together, 
(b) tahnar does not permit anyof its membersto own property in their own right, 

(c) that requires that its members devote their working lives to the activities 
of the congregation 

carries on one or more businesses or has the effective m.anagement or control 
of one or more corporations, trusts or other persons that carry on one or more 
businesses for purposes that include supporting or sustaining its members or 
the members of any other congregation, an inter vivos trust is considered to 
have been in existence on December 31,1976 and continuously thereafter. 

A communal organization must file a T3 Return and pay tax as though it 
were an inter vivos trust. However, it cari elect to allocate its income to the 
beneficiaries. 

Information Circular 78-5R2 deals with this subject in considerable detail. 
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Segregated Insurance Fund Trust 138.1. 
For 1978 and subsequent taxation years, a segregated insurance fund trust 

is deemed to be an inter vivos trust. The property in a non-registered segre- 
gated fund of a life insurer is deemed to be held in a trust in which the income 
is payable in the year tothe policyholders or other beneficiaries and th,e insurer 
is the trustee. 

The registered funds of a segregated insurance fund are tax exempt. 

AT3 Return, with financial statements, must be filed for each registered and 
non-registered fund. 

Registered Retirement Savings Plan Trust 
A trust governed by a registered retirement savings plan is generallyexempt 

from taxation. However, there are exceptions, the most common is if the last 
annuitant under a registered plan has died and all the funds have not been 
paid out of the trust in the taxation year. In this case, the trust is taxable on its 
income for each year after the death of the last annuitant. 

Employee Trust 248( 1). 
An employee trust is an arrangement made after 1979 under which pay- 

ments are made by an employer to a trustee in trust soley for the benefit of 
employeesifthetrustee haselectedtoqualifythearrangementasanemployee 
trust in its initial return of income filed within 90 days from the end of its first 
taxation year. Contributions to the plan are not deductible by the employer 
where this election has not been made. TO maintain its status, the trust must 
allocate each year to its beneficiaries all non-business income in respect of the 
year, including employer contributions. Business income is excluded from the 
allocation and is taxed in the trust according to the provisions of subsection 
104(6)oftheIncomeTaxAct.Theamountallocated istaxedinthe beneficiaries’ 
hands in the year of allocation as income from employment, per paragraph 
6(l)(h) of the Income Tax Act and must be reported on form T4A Supplemen- 
tary NOT on form T3 Supplementary. 

Investment Income of Certain Clubs 149(l){ I), 149(5). 

A club, society or association organized and operated exclusivelyfor social 
welfare, civic improvement, pleasure or recreation or for any other purpose 
except profit, no part of the income of which was payable to, orwas otherwise 
available for the persona1 benefit of any proprietor, member or shareholder 
thereof, is exempt from income tax, except that the income from property of 
certain clubs in excess of $2000 in a taxation year is subject to tax. Where. for 
any period of time, the main purpose of a non-profit organization is to provide 
dining, recreational or sporting facilities to its members, an inter vivos trust is 
deemed to be created. The club is required to file a T3 Return where the total 
income from property (before the $2,000 deduction) exceeds $500 for the cal- 
endar year. Tax is payable by thetrust upon its taxable incomefor each taxation 
year using the 34% Federal income tax rate applicable to certain inter vivos 
trusts under subsection 122(l). Further details on the taxation of these orga- 
nizations are contained in Interpretation Bulletin IT-83R2. 

Residence of Trust 
The residence of a trust or estate outside Canada or in Canada, or in a par- 

ticular province or territory within Canada, is a question of fact to be deter- 
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mined according to the circumstances in each case. However, a trust is gen- 
erally considered to reside where the trustee, executor, administrator or other 
legal representative who managesthetrust or controls thetrustassets resides. 
For further information, obtain Interpretation Bulletin IT-447. 

Completion of The T3 Return 
Completion of Page 1 
Identification Area 

This area of the trust return should be completed in full, items a) to i) all 
require responses, j) only if applicable, k) to o) must be completed. Item m) 
Type of Trust is of particular importance since correct completion Will enable 
the Department to determine the applicable rate of tax, if any. If the trust is 
identified as an “Other inter vivos trust”, item m) A.6. please specify the type 
of trust on the line provided. Item c) Will determinë the residence of the trust 
and the appropriate province or territory for tax calculation purposes. The 
mailing address, if differentfrom the residenceofthe trust determinestowhich 
Taxation Centre the Return is to be mailed; see list under Filing Requirements 
- Where and When. 

Lines 84-88 
Credits 
The various credits referred to on lines 84 to 88 should be recorded on their 
respective line. In the case of tax deducted.at source, (line 85) and reflected on 
an information slip, the amount must be claimed by the trust, either as a credit 
against tax owing or as a refund. 

Completion of Page 2 Lines 01 to 39 
If the trust has investment income to report, Schedule 6 Statement of Invest- 

ment Income should be completed first. 
Line 01 and Line 04 
Actual Amount of Eligible 1986 Dividends 110.1. 
Actuâl Amount of Eligible 1987 Dividends 

Certain taxable dividends received from taxable Canadian corporations are 
eligible for the interest and dividend income deduction. Generally, the divi- 
dends which are eligible are taxable dividends received from a taxable Cana- 
dian corporation with which the trust deals at “arm’s length”. The expression 
“arm’s length” is used in the Income Tax Act and a trust that controls the cor- 
poration paying the dividend or is a member of a related group that controls 

I the corporation would not deal with the corporation at “arm’s length”: For 
further information, obtain Interpretation Bulletin IT-333R4 andlnterpretation 
Bulletin IT-419. 

For an explanation for recording the 1986 and 1987 dividends separately see 
the comments under Line 03 and line 06 below. 

Line 02 and Line 05 
Actual Amount of Ineligible 1986 Dividends 
Actual Amount of Ineligible 1987 Dividends 

The dividends entered on these lines Will include those received from cor- 
porations with which the trust does not deal at arm’s length. Provision is made 

8 



on Schedule 6 for listing the dividends reported on lines OI, 02, 04 and 05. 
Attach any information slips received. 

Line 03 and Line 06 
Total 1986 Dividends and Total 1987 Dividends 

As both the gross-up rate and dividend tax credit rate have changed in 1987 
for taxable Canadian dividends, a testamentary trust having a fiscal period 
straddling 1986 and 1987 may applythe 1986 rates to those dividends received 
in the 1986 portion of the fiscal period. This applies to dividends retained in 
the trust or designated to beneficiaries. For this reason, separate totals are 
required to separate the 1986 dividends, if any, from the 1987 dividends. The 
gross-up ratefor 1986 is 1/2 and for 1987 1/3. The dividend tax credit rate based 
on the gross-up amount for 1986 is 68% and for 1987,66Y;%; when calculated 
on the grossed-up dividend, it is 222/3% for 1986 and 162/3% for 1987. 

Line 07 
Eligible Interest 

Bond interest, including one-half of any cash bonus reported in 1987 from 
a Series 35 Canada Savings Bond, bank interest, mortgage and other types of 
interest received by the trust or credited to the trusts account during the year 
are income. Generally, interest income received from Canadian sources is eli- 
gible for the interest and dividend income deduction. 

Line 08 
Ineligible Investment Income 

Certain interest income is not eligible forthe deduction e.g. interest received 
from a partnership by a partner, interest received from foreign sources and 
interest received in situations where the taxpayer is “not dealing at arm’s 
length” with the payor. The expression “not dealing at arm’s length” used in 
the Income Tax Act normally applies to transactions between “related 
persons”. 

Provision is made on Schedule 6 for listing the interest reported on lines 07 
and 08. Attach any information slips received. 

Note: In the first year of a testamentary trust, the interest income which was 
accrued to the date of death and reported in the deceased’s final Tl return 
should not be included in the interest received and reported on the T3 Return. 
For more information on the method of reporting interest income, refer to item 
121(a) of the 1987 Tl General Tax Guide and the 1987 Guide-T1 Income Tax 
Returns for Deceased Persons, and Interpretation Bulletin IT-396R. 

Line 09 
Taxable Capital Gains 
3,38,39,40(1),110.6,111,138.1(3). 

Calculate the taxable capital gains and allowable capital losses of the trust 
on Schedule 5A. Enter the amount on line 09 from line 516 of Schedule 5A if 
it is a net taxable capital gain. Where a trust’s allowable capital losses, except 
allowable business investment losses (as described at line 221, exceed its tax- 
able capital gains such an excess cannot be allocated to the beneficiaries 
(except as described under Completion of Page 3 Amounts Designated/ 
Allocated) nor deducted against other income ofthe trust in 1987 and subse- 
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quent taxation years. A net capital loss may be applied against taxable capital 
gains of other years; See lines 51B and 51C for further information on losses. 
Note that in the first taxation year of the trust an excess of capital losses over 
capital gains cari be elected, by the legal representative, to be applied against 
income in the final Tl Return. See the section on Testamentary Trust 16416) 
Election. 

Line 10 
Superannuation or Pension Payments 
56(l)(a)(i), (iii), 246(l). . . 

The amount to be entered on this line includes items such as a single pay- 
ment out of a pension fund or a death benefit. If the trust received an amount 
for a deceased person’s service in employment and the income is to be taxed 
in the trust according to the provisions of the trust document, the trust may 
be able to exclude up to $10,000 of the death benefit from income. TO deter- 
mine the taxable portion to be reported at line 10,obtain Interpretation Bulletin 
IT-508 “Death Benefits Calculation”. The Canada Pension Plan Death Benefit 
does not qualifyfor this exclusion. Interpretation Bulletin IT-391 deals with the 
qualifying and non-qualifying payments in more detail. For information on 
amounts paid or payable, designated or Sransferred (under paragraph SO(j)) 
see the instructions for “Completion of Page 3 Lines 40 to 76” of the T3 Return. 
See also comments at Line 67 of this Guide. 

Line 11 
Business Income 

A trust carrying on a business must use the accrual method of determining 
its net business income. A Profit and Loss Statement and Balance Sheet for 
each business must be attached to the return. In all cases, enter the gross and 
net income amounts of-teach business on page 2 of the T3 Return. 

” Line 12 and Line 13 
Farming Income and Fishing Income 

Trusts having income from farming and fishing may use either the cash or 
accrual method of determining their incomefor thetaxation year. A Statement 
of Income and Expenses must be attached to the return. Statements are con- 
tainedintheFarmer’sIncomeTaxGuideandtheFishé~man’sIncomeTaxGuide 
for your use and information in determining incomefrom these sources. Farm- 
ing and Fishing income when designated to resident beneficiaries.or members 
of a communal organization is considered farming or fishing income for pur- 
poses of averaging under section 119 of the Income Tax Act. For this purpose, 
income should be reported in Box (G) of the T3 Supplementary and identified 
as “FARM INCOME” or “FISHING INCOME” in the blank space below boxes 
(R), (S) and (T) of the T3 Supplementary. 

Line 14 
Real Estate Rental income 

Enterthe Gross and Net income from Schedule 7 or similar Statements. The 
gross rental income is the total rental income, in the case of a partnership the 
gross rentfigure isthe total rental income ofthe partnership. Net rental income 
Will be shown on Schedulei or similar statements; for a partnership show 
onlythetrust’sshare. Notethat normallya loss may not be created or increased 
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by capital cost allowance. For further information, obtain Interpretation Bul- 
letin IT-195R3 and Interpretation Bulletin IT-367R2. 

Rental of Part of Building 
Atrustwhich rents only part of a building must include in incometheamount 

of rent received in the year and may claim as deductions therefrom the 
expenses incurred to earn that rent. Those expenses which relate specifically 
to the r.ental portion may be claimed in full, but those which relate to the build- 
ing as a whole (e.g. taxes, insurance) may be claimed only in the proportion 
that the rental portion is of the whole building, such apportionment being 
made on a reasonable basis such as square feet or metres, n.umber of rooms. 

Line 15 
Other Income 

Under “Other Income” report the total of any type of income not itemized 
on the Return or Trust Schedules, such as royalty income or commissions 
received in the taxation year. 

Deductions From Total Income 

Line 17 
Carrying Charges 1811 )(a), 2011 (c), 20(1 )(bb). 

Carrying charges paid to third parties include interest on money borrowed 
to earn investment income, fees paid for the management or safe custody of 
such investment, safety deposit box charges, accounting fees paid for the 
recording of investment income, and investment counsel fees paid. Brokerage 
fees incurred in the sale of securities are allowable expenses against proceeds 
from a capital disposition (sec Trust Schedule 5A) but cannot be included as 
a carrying charge. 

Interest on a life insurance policy loan used to earn income is deductible, 
providing the interest is actually paid and not added to the adjusted cost base 
of the policy. If you are claiming interest paid on a policy loan during 1987, you 
must have the insurer complete form T2210 “Verification of Policy Loan Inter- 
est by the Insurer”. The completed form should be filed with your T3 Return 
or the interest may not be deductible. 

Carrying charges incurred on both Canadian and foreign investment income 
must be apportioned on a reasonable basis and the calculation attached to the 
T3 R\eturn. 

A list of the differenttypes and amounts of carrying charges claimed should 
be attached to the T3 Return and the total entered at line 17 on Page 2 of the 
T3 Return. 

Line 20 
Trustee Fees 90 ),20(1 )(bb). 

Executor and trustee fees are deductible from the income of the trust when 
paid to a person for advice regarding purchasing, selling, administration or 
management of shares and securities, provided that person’s principal busi- 
ness includes such activities. 

Other than the above trustee fees, executor and trustee fees may be deduct- 
ible in determining a trust’s profit from a business or property for the year. All 
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executor or trustee fees are income to the recipient. .If such fees are paid to a 
person who does not act in this capacity in the normal course of a business, 
refer to the Employer’s and Trustee’s Guide for reporting requirements. 

Line 21 
Capital Cost Allowance Not Alloczited to Beneficiaries 
20(l)(a),104(16),104(17.1) 

/ 

There Will be some cases where all or part of the capital cost allowance 
(depreciation) Will be designated to the beneficiaries of the trust. Normally this 
Will be at the discretion of the trustee; however, any C.C.A. designated in the 
year to a beneficiary cannot exceed an amount proportionate to the benefi- 
ciary’s share ofthe income of the trust. The amount of capital cost allowance 
which may bedeductedfrom”Total Income”(line16onpage2oftheT3Return) 
is the balance after any designations to beneficiaries and should not include 
the amount, if any, of capital cost allowance designated to a beneficiary. See 
Capital Cost Allowance (Depreciation) section for more information. 

Line 22 
Allowable Business Investment Losses 39(l)(c), 39(10). 

A capital lossfrom the disposa1 of shares or certain debts of a small business 
corporation to a person with whom a trust deals with at “arm’s length” may 
qualify as a Business Investment LO~S. Beginning in 1986, the business invest- 
ment loss of a trust may be subject toa reduction in determining the allowable 
portion that may be claimed. Where the trust has designated part or all of its 
“Eligible Taxable Capital Gains”, on Schedule 58, to a beneficiary of the trust 
in a previous taxation year, the reduction in the trust’s business investment 
loss is equal to the lesser of: 
a) the trust’s business investment loss for the year otherwise determined, 

and 
b) twice the amounts designated by the trust under subsection 104(21.2) of 

the Income Tax Actforthe preceding taxation years minus any other busi- 
ness investment loss of the year or of a previous year that was reduced 
under this provision. 

NOTE: Any reduction in a trust’s business investment loss in a year under this 
provision means that the amount of the reduction Will be treated as a capital 
loss of the trust in the year that the reduction is applicable. 

One half of t.he business investment loss represents an allowable business 
investment loss which is deductible from all sources of income in the year it 
is incurred. 

Any unused loss is treated as a non-capital loss and may be deductible from 
incomeinotheryears.Anyremaining balanceofthelossthatwasnotdeducted 
as a non-capital loss becomes a capital loss in the seventh year after it was 
incurred. Report an allowable business investment loss at line 22 on page 2 
oftheT3Return. (DonotrecordthelossonTrustSchedule5A).OnlytheCapital 
Loss arising from the reduction in the Business Investment Loss isreported at 
line 509 on Trust Schedule 5A. 

Obtain the “Tl Guide for Capital Gains” for more details. 

Line 23 - 
Other Deductions 18(.l)(a),(b),18(2); 20(1)&.1),53(1)(h). 

Other deductions could include legal fees, office expenses, accounting fees, 
etc.; however, any amounts claimed must be expended to earn the income of 

12 



the trust and not pertain to the capital assets of the trust orto persona1 expend- 
itures of the beneficiaries or trustees. Funeral expenses, for example are not 
an allowable deduction from income. 

A trust which reports royalty income may claim a resource allowance. Any 
royalty income allocated to beneficiaries loses its identity; therefore, a bene- 
ficiary cannot claim the resource allowance. 

Line 26 
Upkeep, Maintenance, Taxes Beneficiary 

Amounts paid in the year out of the income of a trust for the upkeep or 
maintenance of property or for taxes in respect of property that, under t71e .._A 
terms of the trust, is required to be maintained for a beneficiary (e.g. life tenant 
of a dwelling) must be included in that beneficiary’s income in the year of 
payment and should be included on the form T3 Supplementary for the 
beneficiary. 

Lines 28 to 39 
Application of Expenses Against Specific Types of Income 

Expenses are to be applied against income to which they relate and must 
be dedùcted by the trust before any designation of income to beneficiaries. 
For purposes of the application Direct expenses refer to the interest expense 
incurred by a trust to earn interest and taxable dividend income eligible for 
the interest and dividend income deduction. This interest expense is on either 
borrowed money or on an amount payable for acquisition of property used to 
earn such eligible income. 

Indirect expenses are other expenses on lines 17,20,21 and 23 which were 
incurredtoearn incomeand should be reasonablyapportionedagainst income 
to which they relate. However, where all the income is designated or allocated 
to beneficiaries, the Department Will permit an alternative allocation in order 
to provide the maximum possible flow-through to a beneficiary of both the 
dividend tax credit and the interest and dividend income deduction. See Inter- 
pretation Bulletin IT-372R for more information and conditions for acceptance 
of this alternative allocation. 

The resulting net income on lines 28 to 38 is available for designation/allo- 
cation on page 3. For dividends designated the gross-up amount is based on 
this net amount. 

Completion of Schedule 6 Lines 601 to 612 

Statement Of Investment Income 
The Dividend lines 601 to 604 allow for reporting of both 1986 and 1987 

dividendsfor those trusts with a fiscal period commencing in 1986 and ending 
. in 1987. _ 

Lines 601-602 
Dividends Eligible For Interest And Dividend Income 
Deduction 

List actual amounts of dividends received eligible for the interest and divi- 
dend income deduction as per box (A) on forms T3 Supplementary and T5 
Supplementary (attach any information slips received). 
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Carrying charges relating to these eligible dividends should be shown on 
Schedule 6, line 607. 

Lines 603-604 
Dividends Not Eligible For Interest And Dividend Income 
Deduction 

List actual amounts of dividends received not eligible for the interest and 
dividend income deduction as per Box (B) on forms T3 Supplementary and 
Box (E) on forms T5 Supplementary (attach any information slips received). 

Lirre 605 
Interest From Canadian Sources Eligible For Interest And 
Dividend Income Deduction 

List interest from Canadian sources. Generally, interest from bank deposits, 
bonds, mortgages and notes qualify (attach any information slips received). 

Line 606 
Investment Income Not Eligible For Interest And Dividend 
Income Deduction 

List interest income not eligi’ble for the deduction (e.g. foreign interest, inter- 
est received from a partnership by a partner and interest received by a trust 
that was not dealing at “arm’s length”.with the payor). 

As in the case of any othbrforeign income, investment income from sources 
outside Canada should be expressed in Canadian currency, converted at the 
rate of exchange prevailing at the time the income was received. The amount 
to be reported is the amountof such income beforededucting anytaxwithheld 
at source. 

Line 607 
Interest Expense Related TO Eligible Interest And Dividend 
Income 

Apportion interest expense applica.ble to amounts eligible for the interest 
and dividend income deduction. The total amount, before apportionment, 
should be entered at line 30, Page 2 of the T3 Return. See “Lines 28 to 39 
Application of Expenses Against Specific Types of Income”. 

Completion of Page 3 Lines 40 to 76 
Ahounts Designated 
Amhunts Allocated 
TO Particular Beneficiaries 
104(17), (1% (201, (211, (26), (27), (2W1046) 

This area of the return provides for the designation/allocation of income to 
beneficiaries, the determination of Net Income of the trust and the calculation 
of Taxable Income of the trust. 

The words “Designated” and “Allocated” are used in the following context. 
A trustee may choose to “‘Designate” certain types of trust income such as 
dividends, taxable capital gains, interest income, foreign income, pension or 
superannuation benefits and death benefits. If such a designation is made, the 
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income SO designated (which must be paid or payable in accordance with the 
terms of the Will/trust document or elective in the case of a preferred benefi- 
ciary election) retains its ide,ntity as it is deemed to be received by the bene- 
ficiary rather than by the trust. “Allocation” indicates a flow-through of trust 
incorne without regard to its source and on the basis of its being paid or pay- 
able in accordance with the trust document or on a discretionary basis by a 
preferred beneficiary election. When a “Designation” is not made but the 
income is “Allocated” the allocations are to be reported on page 3, Iine 47, as 
“Other Income”, the income having lest its identity. See Interpretation Bulletin 
IT-342 which deals with trust income payable to beneficiaries. 

When trust income is designated/allocated to beneficiaries or taxed in the 
trust it must be done according to the provisions of the Will ortrust document. 
An exception is an inter vivos trust created since j.934 in which property (or 
property substituted therefor) which has not been absolutely vested and is 
subject to the discretionary power of the settlor of the property, could revert 
to the settlor or pass to persons to be subsequently determined by the settlor. 
Any income therefrom is deemed to be the income of the settlor during the 
settlor’s lifetime while a resident of Canada. For further information, obtain 
Interpretation Bulletin IT-369. 

Net capital lossesand non-capital losses cannot be distributed to beneficiaries 
of a trust. 

The only exceptions to this rule are: 

(a) 

b) 

(cl 

Losses of an insurance segregated fund trust which are to be reported in 
Box (PI on the beneficiary’s T3 Supplementary. 
Investment club losses which are to be reported in brackets in Bqx (FI on 
the beneficiary’sT3 Supplementary with the words “LOSS-INVESTMENT 
CLUB” clearly indicated in the space under Boxes (R) to (T). 
Losses of revocable trusts, filing under the pr&isions of subsection 75(21 
of the Income Tax Act, which are to be reported in brackets in Box (F) on 
a separate T3 Supplementary for the beneficiary with the type of loss 
clearly indicated in the space under Boxes (R) to (T). This includes losses 
from “blind trusts”. 

Page 3, Column I - Paid or Payable to Beneficiaries 
Boxes (A) to (GI - Resident 104(13) 

This column Will designatelallocate the different types of income paid or 
payable to resident beneficiaries and any taxable benefits to be designatedl 
allocated to beneficiaries. If the income is being designated the amounts Will 
be reflected in Boxes (A) to (F), lines 41 to 46 (lines 48 and 49 also if 1986 
dividends are being designated). In addition Boxes (H) to (T), lines 54 to 76, if 
applicable. If the income is allocated the amount will be entered in Box (G), 
tine 47. 

Line 46 
Capital Gains Designated by a Trust to Beneficiaries 

Where a portion of the trust’s nettaxable capital gains (the excess of taxable 
capital gains for 1987 over the total of allowable capital losses for 1987 and 
any netcapital losses of other years deducted in 1987) is included in the income 
of a beneficiary, that amount is deemed, if SO designated by the trust (“des- 
ignated amount”) to be a taxable capital gain of the beneficiary (T3 Supple- 
mentary Box (F) and line 46 page 3 of T3 Return) except for the purposes of 
the capital gains deduction. 
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Wherethe trust designates an amount of its nettaxable capital gains, it must 
also designate a portion of its eligible taxable capital gains (for 1987, this 
amount is the excess of the taxable capital gains over the allowable capital 
losses from dispositions of property in 1986 and 1987 reduced by the total of 
allowable business investment losses for 1986 and 1987 and net capital losses 
of other years deducted from income in 1986 and 1987 less the total of taxable 
capital gains desig.nated in 1986) in respect ofthe beneficiaryforthe purposes 
of his/her capital gain deduction. The latter designated amount is the propor- 
tipn of the trust’s eligible taxable capital gains that the designated amount 
bears to the net taxable capital gains (T3 Supplementary Box (QI and line (QI 
page 3 of T3 Return). 

Where a designation of nettaxable capital gains is made, Schedule 5B must 
be completed and filed with the T3 Return, Schedule 58 replaces form T672. 

NOTE: A copy of the Schedule 5B should be retained for your records as the 
information Will be needed to determine the cumulative gains limit whenever 
a designation of trust eligible taxable capital gain is made in su bsequent years. 

Page 3, Column II - Paid or Payable ‘to Beneficiaries 
Boxes (A) to (G) - Non-resident Beneficiaries 
104(13),212(l)(c),~104(8),108(l)(d.l). 

This column Will allocate, in a similar manner as for resident beneficiaries, 
the different types of income paid or payable to non-resident beneficiaries. 
Note however that these amountswill be accumulated and reported as”Estate 
or Trust Income” on form NR4 Supplementary instead of form T3 Supple- 
mentary. By this allocation on the NR4 Supplementary designations are pre- 
cluded for Net Taxable Gains and Taxable Dividends to non-resident 
beneficiaries. 

Amounts paid or payableto a non-resident beneficiary are subject to a with- 
holding tax. See Non-resident Tax section of this Guide. The total of column 
II is to be transferred to line 91 in the “Non-Resident Tax” area on page 1 of 
the T3 Return. 

There are certain adjustments to “Total Income Paid or Payable to Non-Res- 
identBeneficiaries”indeterminingthe”AmountSubjecttoNon-ResidentTax”. 
Provision is made on page 1 of the T3 Return for these adjustments. e.g. 
amounts paid or credited to a beneficiary resident in the United States derived 
from income sources outside Canada are not subject to withholding tax. This 
deduction would be entered in the 

“Amounts Not Subject to Part XIII Tax” area at line 94 on page 1 of the T3 
Return. 

Interpretation Bulletins IT-381R, IT-465R and Information Circular 76-12R3 
contain further information regarding this matter. 

NOTE: The Department has extended its administrative position with respect 
to not enforcing the”designated income” provisions contained in subsections 
104(8), 104(6) and paragraph 108(l)(d.l) of the Income Tax Act to. taxations 
years of trusts commencing before 1988. 

Page 3, Column Ill - By Preferred Beneficiary Election 
Boxes (A) to 1%) - Resident Beneficiaries 104(14) 

This column Will show the accumulating income, on which both the<trustee 
and the preferred beneficiaries have jointly elected, to be taxed in the hands 
of the beneficiary, see “Preferred Beneficiary”and “Preferred Beneficiary Elec- 
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tion” section of this Guide. A separate form T3 Supplementary is to be com- 
pleted for this elective income. 

The following income of the trust may be designated under a preferred ben- 
eficiary election to have been received by the beneficiary and not by the trust: 

(a) Actual Amount of Dividendsfrom Taxable Canadian Corporations eligible 
for the Interest and Dividend Income Deduction 

(b) Actual Amount of Dividendsfrom Taxable Canadian Corporations not eli- 
gible for the Interest and Dividend Income Deduction 

(c) Interest eligible for the Interest and Dividend Income Deduction 

(d) Foreign Business Income 

(e) Foreign Non-business Income 

(f) Taxable Capital Gains 

These designations must be made by the trust in its return for the year in 
which the income is received or the taxable capital gain is realized. 

fg) Elective income not mentioned in (a) to tf) Will betaxed in the beneficiary’s 
hands as “Other Income”. 

Line 50 Total 
The total of lines 41 to 49 is the income designated/allocated to the benefi- 

ciaries and cannot exceed the”Trust Income Before Designations/Allocations”. 

Line 50A 
Net Income After Designations/Allocations 

The trust’s Net Income after designations/allocations is determined by sub- 
tracting line 50 from line 40. 

Line 50B 
Grossed up Amount of 1986 and/or 1987 Dividends Retained 
by the Trust 

This amount, from Schedule 1, line 120 is added to line 50A and reflects the 
allowable gross-up on dividends retained by the trust. 

Line 50C 
NET INCOME OF TRUST 

‘Lines 51A to 53 
Calculation of Taxable Income of Trust 

Line 51 B 
Non-capital Losses of Other Years. 11 l(8). 

A non-capital loss could arise when the trust incurs a loss from business or 
property. It also includes the unused portion of allowable business investment 
losses of other years. 

Farming and Fishing Losses Incurred in 1983 and Subsequent 
Years 

May be carried back three years and forward ten years. Where the trust is 
involved in farming or fishing, obtain the “Farmer’s Income Tax Guide” or 
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“Fisherman’s Income Tax Guide” for more details. Note that there are restric- 
tions on the amount of certain farm losses that cari be claimed each year. 

Non-capital losses of other years are deductible only from income taxed in 
the trust. These losses cannot be designated/allocated to beneficiaries. 

Line 51C 
Capital Losses of Other Yeats 3,38,39,11 I(l )(b), 104(21). 

Net capital losses excluding listed persona1 property losses and allowable 
business investment losses may be carried back three years and forward until 
fully applied. 

Note that the net capital losses arising in 1987 may only be deducted against 
net taxable capital gains of other years and these losses do not qualify to be 
claimed against other sources of 1987 income. 

Within certain limits (see Loss Applications) all or a portion ofthe net capital 
losses of otheryears that have not been applied in a prioryear may be deducted 
as follows: 

a) net capital losses occurring before May 23, 1985 from any net taxable 
capital gains realized in 1987. Then, if any loss remains, up to $2000 from 
other sources of income, and 

b) net capital lossesoccurring after May22,1985from any nettaxablecapital 
gains realized in 1987. 

Losses on listed persona1 property cari be applied only against gains on 
other items of listed persona1 property. If such losses exceed such gains in 
1987, the excess may be used to reduce net gains on listed persona1 property 
in 1984,1985 and 1986 and in the next seven years (1988 to 1994). 

Capital losses cannot be designated/allocated to beneficiaries except as out- 
lined in “Amounts Designated/Allocated to Particular Beneficiary”. This sub- 
ject is fully discussed in Interpretation Bulletin IT-381R. 

Line 51 D 
Taxable Capital Gains Deduction - Spouse Trust 

Only a spouse trust resident of Canada may claim a deduction in computing 
its taxable income for the taxation year in which the spouse (beneficiary) died 
in respect of its eligible capital gains for that year. The deduction is based on 
the premise thatthe spouse trust should be able to cIai.m a capital gains deduc- 
tion to the extent the spouse would have claimed a deduction if the eligible 
taxable capital gains of the trust had been realized by the spouse directly. TO 
obtajn such a deduction,completeSchedule 5Cand attached ittotheT3 Return 
and enter the result at line 143 of Trust Schedule 1. 

Loss applications 
A request for a loss carryback must be filed on or before the due date of the 

T3 Return in which the loss or’credit occurs. TO do SO, attach a completed copy 
of form TIA “Request for loss carry-back” to the T3 Return. If the losses Will 
not be fully absorbed by prior years’ incomes, keep a copy of the TlAform as 
a record of unused losses for future years. Always apply the oldest loss within 
a class of losses first (e.g. 1984 non-capital losses must be applied before 1985 
non-capital losses). 
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Where all the prior year’s income has been designated/aIlocated 

(a) a non-capital loss carryback cannot reduce the income designated/ 
allocated, 

(b) a net capital loss carryback may reduce designations/ allocations of tax- 
able capital gains but cannot exceed those taxable capital gains except 
that: 

(i) where a preferred beneficiary election has been made in respect of 
the net taxable capital gain, no reduction of the amounts designated/ 
allocated per form T3 Supplementary is allowable, and 

(ii) where the provisions of the trust document indicate that all of the 
income including capital gains must be designated/allocated, no 
reduction in the net taxable capital gain previously designated/allo- 
cated cari be made. 

Line 51 E 
Other Deductions 

Someitemsthatmaybeclaimedatline51EofTrustSchedule1 aredescribed 
below. If more than one is being claimed or if a claim needs more explanation, 
attach-a note to the T3 Return with the details. 

a) charitable donations (applicable to inter vivos trusts) 

b) limited partnership losses, and 

- cl farm losses. 

TO determine Taxable Income of the trust the Deductions on lines 51Ato 51 E 
should be entered where appropriate, the total at line 52 subtracted from line 
50C is the Taxable Income of the Trust. The result at line 53, if zero should be 
entered on Trust Schedule 2B, line 259 or if greater than zero on Trust Schedule 
2A, line 201. 

When the amount at line 53 is NIL or greater, the trust (other than a Mutual 
or Segregated Fund Trust) may be subject to Minimum Tax. See “Minimum 
Tax Schedule 2B”. 

Determining Most Beneficial DesignationlAllocation 
See explanation at “Completion of Page 3 Lines 40-76, Amounts Designatedl 

Allocated TO Particular Beneficiaries”, ” Application of Expenses Against Spe- 
cific Types of Income” Lines 28 to 39 and “Preferred Beneficiary Election ” of 
this Guide. 

Interpretation Bulletin IT-372R deals with this subject in considerable detail. 

See Appendix A - Examples, for two examples of amounts designated on 
T3 Supplementaries. 

Lines 54 to 76 
Other Amounts Designated Boxes (H) to (T) 

This area Will be completed only when there are designations such as div- 
idends from taxable Canadian corporations, capital cost allowance, foreign 
taxes paid for credit purposes, etc. It is intended to provide beneficiaries with 
designations other than income designations andlor other information nec- 
essary to complete their Tl Individual Return. 
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Line 63 
Foreign Non-Business Income Tax Paid 

Any foreign tax credit claim for foreign non-business income tax paid or 
designated to a beneficiary must be substantiated by a proper receipt or infor- 
mation slip from the foreign country involved. Foreign taxes paid should be 
converted to Canadian funds. 

Line 64 
Capital Cost Allowance Designated to Beneficiary 

The portion of the capital cost allowance that is designated to the benefici- 
aries and has not been deducted on page 2 of the T3 Return Will be recorded 
in these boxes. It should be noted that for taxation years commencing after 
November 12,1981, the amount of capital cost allowance designated to a par- 
ticular,beneficiary cannot exceed the proportion that the beneficiary’s share 
of the total income is of the total income of the trust. 

Line 65 
Registered Retirement Savings Plan Refunds 
146(l)(h), 146(8.1),146(8.8). 

If an annuitant died after June 29, 1978 and the spouse is the beneficiary, 
the spouse may transfer the amount to his or her own Registered Retirement 
Savings Plan. If the spouse is 71 years of age or older and is entitled by the 
termsoftheplantoreceivetheplanfunds,theamountthatqualifiesasarefund 
of premiums may be used to purchase a life annuity or fixed term annuity. 
Where there is no spouse, the foregoing also applies where the refund of pre- 
miums was paid to a Child dependent by reason of physical or mental infirmity. 

Where the spouse becomes entitled to receive the plan funds that were 
reported by the plan issuer in Box (K) of form T4RSP, “Deemed Receipt on 
Death”, the amount paid to the spouse may be designated by election form 
T2019 to be a Refund of Premiums. If this situation arises, the T4RSP infor- 
mation slip and form T2019 may be filed with the T3 Return, provided a T3 
Supplementary is prepared showing the amount in Box (G), “Other Income” 
and Box (NI), “RRSP Refund of Premiums”. Normally, the T4RSP information 
slip and form T2019 are attached to the Tl Return of the spouse making the 
election. 

Where someone other than the spouse or dependent children or grandchil- 
dren becomes entitled to receive the plan funds, the fair market value of the 
RRSP at the date of death is to be reported by the plan issuer in Box (K), 
“Deemed Receipt on Death” of the T4RSP and included in the deceased’s Tl 
Income Tax Return for the year of death. 

Undernocircumstancesistheamountto beincludedintheT3Testamentary 
Trust return of the deceased. 

Income earned by the plan from the date of death to the end of that year (or 
termination if earlier) is to be reported by the plan issuer in Box (H) of form 
T4RSP in the year the plan is terminated and included in the beneficiary’s 
income for that year. Where a plan continues beyond the end of the year of 
death, income earned in the plan to the extent paid or payable to a beneficiary 
during the year is to be reported by the plan issuer on a T3 Supplementary 
and included in the beneficiary’s incomeforthe year. In the above it is possible 
forthe beneficiary to be the testamentarytrust of the deceased. For additional 
information see Interpretation Bulletin IT-500. 
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NOTE: Commencing in 1988, i.e. any T3 Return filed after January 1, 1988, 
inclusion of the R.R.S.P. “Deemed Receipt on Death”as a refund of premiums 
Will no longer be permitted. This change conforms to the provisions of the 
Income Tax Act whereby the deemed receipt on death is reflected in the final 
Tl Return of the deceased. The only reporting in the T3 Return Will be for the 
purpose of reflecting any interest earned from the date of death. 

Line 66 
Superannuation or Pension Payments Designated 

Pension benefits (Canada Pension, Old Age Security, Superannuation) and 
death benefits that are paid or payable to a beneficiary may be designated by 
the trust to have been received by a particular beneficiary and not bythe trust. 
If this is the situation, these amounts are to be included in the”Other Income” 
Box(G) of theT3 Supplementary and also in the appropriatetype of designated 
income Box (N2) for pension benefits. Fordeath benefits, see”Death Benefits”, 
Line 67. 

Pension Benefits Eligible for Transfer 60(j). 
Amountsentered inthis boxaretoidentifypension incomeeligiblefortrans- 

fer under subsection 60(j) of the Income Tax Act. The same amounts may also 
be eligible for the pension income deduction on the beneficiary’s individual 
income tax return when designated tothe spouse of the individual upon whose 
death the trust arose. Item 240 of the 1987 Tl General Tax Guide and Interpre- 
tation Bulletin IT-401R2 outline the types of income eligible for the pension 
deduction. If also eligible for the pension income deduction, indicate “(N2) 
Eligible for pension income deduction” under Boxes (R), (S) and (T) of the T3 
Supplementary. 

Line 67 
Death Benefits 
56(l)(a)(i),(iii), 110.2, 104(27),(28), 147(10), 248(l). 

If the trust is in receipt of a payment from the decedent’s employer which 
was paid upon or after the death of the employee in recognition of the employ- 
ee’s service in an office or employment, the payment is a death benefit as 
defined by subsection 248(l) of the Income Tax Act. 

When a death benefit payment is received by a trust and is to be designated 
to a beneficiary according to the provisions of the trust document, the bene- 
ficiary may be entitled to exclude up to $10,000 of the the benefit from the 
income. Boxes (G) and (N3) are provided on form T3 Supplementary to advise 
the beneficiary of the total amount received for a deceased person’s service 
in employment. The information is then used by the beneficiary to calculate 
the taxable benefit to be reported on his/her Individual Income Tax Return. 

Where a trustee calculates the taxable portion on behalf of a beneficiary, he/ 
she must ensure that only the taxable death benefit is reported at line 10, page 
2 of T3 Return and that only Box (GI is completed on Form T3 Supplementary. 

NOTE: Payments from the Canada Pension Plan are not considered to be paid 
in recognition of an employee’s service in an office or employment. Conse- 
quently, Canada Pension Plan death benefits should not be reported in Box 
(N3) of Form T3 Supplementary. Instead, these payments should be reported 
in Box (N2) as they qualify under the rollover provisions of subsection 60(j). 
However, these benefits are not eligible for the pension income deduction. 
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Line 71 
Inv&tment Tax Credit Designated 

The portion of the trust’s investment in qualified property acquisitions or 
qualifiedexpendituresthatdeterminestheamountoftheinvestmenttaxcredit 
available for designation to a beneficiary as calculated on form T2038 (IND.) 
Will be recorded in Box (FI) Investment in Qualified Property for I.T.C.. This is 
a memorandum entry only. 

The portion of the investment tax credit thst is designated to a beneficiary 
on form T2038 (IND) and is therefore not deducted bythe trust on Trust Sched- 
ule 2A Will be recorded in Box (S) Investmerit Tax Credit (I.T.C.). If these blocks 
are completed, amounts musf be shown on the forms T3 Supplementaryfor 
the beneficiaries. 

Comple4ion of Form T3 Supplementary 
A T3 Supplementary must be prepared for all allocations to a RESIDENT 

beneficiary. It is to your benefit to follow these instructions closely because 
changes or omissions may result in all T3 supplementaries being returned to 
you for revision. P!ease note the following instructions: 

- Complete the T3 supplementary legibly. 

- Beneficiaries Social Insurance Numbers must be entered. 

- Identify fiscal yearend forwhich T3 supplementary is being prepared includ- 
ing month and year. 

- Cancelled, amended or duplicate supplementaries’should be identified as 
such in large print across the bottom of the T3 Supplementary. 

Please inckrde the number of the amendment and the date the amended slip ’ 
is prepared. 

e.g. 1 ORIGINAL - April 1987 year end 
2 FIRST AMENDED - July 3,1987 
3 SECOND AMENDED - November 2,1987 

- Cancelled or amended T3 supplementaries which change amounts shown 
on previous slips necessitate the filing of a revised T3, page 3 showing the 
changes in the respective boxes. The number and date ofthechanges should 
be clearly noted on page 3. 

- Copies of either amended or original T3 supplementaries should be distrib- 
uted as instructed on the back of copy 5 and set out below. 

- Where income is paid or payable to a beneficiaryand there is also an election 
to pay tax on accumulating income by a preferred beneficiary, as outlined 
under “Preferred Beneficiary Election” two separate T3 Supplementary 
forms must be completed one for income with respect to the election and 
the other for all other income. 

Report all amounts designated/aIlocated to each RESIDENT beneficiary in 
the appropriate boxes as follows: 

NOTE: For trusts with Straddle Years and Dividend Income the 1987 dividends 
Will be shown in the normal manner, 1986 dividends Will be indicated below 
Boxes (R),(S) and (T). See the “Appendix A Examples” No.3 for a copy of a 
completed T3 Supplementary with dividend income. 
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Box (A) - report the designated portion of the actual amount of dividends 
from taxable Canadian Corporations that are eligible for the inter- 
est and dividend income deduction; 

Box(B) - report the designated portion of the actual amount of dividends 
from taxable Canadian Corporations that are not eligible for the 
interest and dividend income deduction; 

Box(C) - enter interest eligible for the interest and dividend income 
deduction; 

Box(D) - report the designated portion of the gross foreign business 
income; 

Box(E) - report the designated portion of the gross foreign non-business 
income; 

Box (F) - report double the amount of any net taxable capital gains desig- 
nated to beneficiaries, (ensure that the designated portion of the 
trust’s eligible taxable capital gains is a(so indicated at Box (Q) for 
the purpose of the beneficiary’s capital gains deduction.) See Line 
46; 

Box(G) - report the amount of all other income which is not included in 
Boxes (A) to (F); 

Box (H) - enterthetaxableamountwhich is4/3oftheactuaIamountreported 
in Box (A); 

Box (1) - enterthetaxableamountwhich is413oftheactualamountreported 
in Box (B); 

Box (J) - calculate and enter the federal dividend tax credit 16 213% of the 
taxable amount in Boxes (H) and (1); 

Box(K) - enter the designated portion of the foreign business income tax 
paid; 

Box (L) - enter the designated portion of the foreign non-business income 
tax paid; 

Box (M) - report the amount of any capital cost allowance designated to 
beneficiaries; 

Box (NI) - enterthe Registered Retirement Savings Plan refund of premiums 
to the estate. See Line 65; * 

Box (N2) - enterthe amount of pension benefits (Canada Pension, Plan death 
benefits, Superannuation) designated to beneficiaries. See Line 
66; * 

Box (N3) - enter the amount of death benefits designated to beneficiaries. 
See Line 67. (Canada Pension Plan payments including Canada 
Pension Plan Death Benefits are to be entered in Box (N2); * 

Note:*Also include Boxes (NI), (N2) and (N3) amounts in Box(G) as these are 
memo boxes only. 

Box (0) - Not Applicable for 1987 and subsequent years; 

Box (P) - enter losses from Segregated Insurance Fund Trusts only; 

Box(Q) - report double the designated portion of the trust’s eligible taxable 
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Box (IV 

Box (S) 

Box (T) 

capital gains for the purpose of the beneficiary’s taxable capital 
gains deduction. See Line 46; 

- report that portion of the trust’s investment in qualified property 
or expenditure in respect of scientific research and experimental 
development on which the calculation of each beneficiary’s por- 
tion of the investment tax credit is,based. 
See Line 71 and Schedule 2A, line 215; 

- report each be.neficiary’s portion of the investment tax credit des- 
ignated. Refer to the Calculation of Investment Tax Credit area on 
form T20386ND) and insert the applicable code 1 through 7 in the 
space under Boxes (R) to (T) of the T3 Supplementary. 
See Lines 71 and Schedule 2A, line 215; 

- thisboxisavailabletoindicateeach beneficiary’sportionofacredit 
designated. Report the type and amount of: 

(a) Share PurchaseTaxCredit (S.P.T.C.) designated. See Line72. 

(b) ScientificResearchTaxCredit(S.R.T.C.)designated. (Line72.) 

(c) Manitoba Manufacturing Investment Tax Credit (Man.Mfg.) 
designated. (Line 73.) 

(d) Saskatchewan Livestock Investment Tax Credit (S.L.I.T.C.) 
designated. .(Line 75.) 

(e) Saskatchewan Livestock Facilities Tax Credit (S.L.F.T.C.) des- 
ignated. (Line 76.) 

(f) Employment Tax Credit (E.T.C.) designated. (Line 74.) 

When a beneficiary is designated more than one of the credits, pre- 
pare separate T3 Supplementaries for each credit. 

NOTE: Any tax deducted per inform‘ation slips received by the trust cannot be 
used to reduce the amount of income designated/allocated to a beneficiary 
nor cari it be distributed to a beneficiary on form T3 Supplementary. Refer to 
CREDITS-Lines 84-88, section of this Guide for information on refunds. 

Distribution of Forms T3 Supplementary 

Copies 1 and 2: Forward with theT3 Return to the Department within 90 days 
from the end of the trust’s taxation year. See Filing 
Requirements. 

Copies 3 and 4: Forward to the beneficiary at the last known address within 
90 days from the end of the trust’s taxation year. 

copy 5: Retain for your records. 

Completion of Page 4 - Additional Information Required 
This additional information is required to facilitate the processing of the T3 

Return. Please answer all the questions and attach any necessary schedules 
or statements. 

Question 1 

For purposes of question 1 distribution of estate property to beneficiaries is 
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not considered a change in ownership, the sale of an income or capital interest 
would constitute a change in ownership. 

Questions 2,3,4,5 and 6 
Ensure that these are answered and if the answer to 4. is yes complete 

Schedule 5A 

Question 7 
Question 7 requires that the trustee attach a statement where estate assets 

have been distributed to one or more beneficiaries. It does not pertain to the 
distribution on foims T3 Supplementary. This statement should disclose the 
following information: 

(a) Name, address, and relationship of the recipient(s), 

(b) Description of assets transferred, 

(c) Fair market value of assets at date of transfer, 

(d) Adjusted cost base of assets at date of transfer. 

Question 8. 
If the trust is a testamentary trust and the T3 Return is for the first taxation 

year (starting on the day after death and ending as selected by the trustee) 
ensure that the question is answered. Where a subsection 164(6) election is 
made the the following information should be provided with the T3 Return: 

(a) The particulars of disposition, 

(b) The amount of loss designated under the election, 

(CI The amount of loss not designated under the election. 

Question 9. 

Question 9 must be answered by all trusts (other than Mutual and Segre- 
gated Fund Trusts) for the purpose of providing information in respect of the 
trust’s obligation to pay Minimum Tax. 

See Schedule 2B Calculation of Minimum Tax. 

Where the trust is one of a multiple of trusts created as a consequence of 
contributions to the trusts by an individual,the statement required should con- 
tain the name and address of all of the trusts. 

Question 10. 
The terms of the trust document or Court Order determines the requirement 

ko designate the income. 

Questions 11,12,13,14 and 15 

Ensure that the respective Schedules 1,2A, 3A, 3B, 5B and 5C are compl,eted 
where appropriate. 

Question 16 

The preferred beneficiary election must be made within 90 days from the 
end of the trust’s taxation year. 

25 



Questions 17,18 and 19 
Complete the appropriate Schedules 6,7 and 8. 

Certification Page 4 
This area is to be completed in full by <he trustee, executor or administrator. 

Name of person or company (other than executor/ 
administrator) who prepared this return. 

This area must be completed in full by the person or company (other than 
the trustee, executor or administrator) who prepared the return. 

Completion of Forms NR4-NR4A Summary And NR4 
Supplementary (Non-Residents) 
Non-resident Tax 

Every non-resident beneficiary must pay a Canadian Income Tax of 25% 
(unless a lesser rate is provided bytax treaty) on income received from a trust. 
The trustee must withhold this tax and remit it to the Department by the 15th 
day of the month following the month during which the tax was withheld. 

Calculate the amount of non-resident tax payable and balance due, if any, 
byfollowing the steps on page 1 of the T3 Return. Any balance due should be 
remitted to the Department accompanied byform PD7ARNR which is a com- 
bined remittance statement and receipt. Persons remitting taxforthefirst time 
should include with the paymenttheir name and address, the type-of payment 
(estate ortrust income) and the month during which the tax was withheld. The 
Department Will i.ssue a form PD7ARNR on receipt, the top portion of which 
may be torn off and used when remitting future payments. 

Forms NR4-NR4A Summary and NR4 Supplementary, available from your 
District Taxation Office, are also required. Information Circular 77-16R2 deals 
with the subject of non-resident Income Tax in considerable detail. 

NR4-NR4A Summary 
This is a summary of all forms NR4 Supplementary completed and for bal- 

ance purposes records any amounts under $lOfor which no forms NR4 Sup- 
plementary are completed. The total payments to non-residents should agree 
with the “Amount subject to Non-Resident Tax” on page 1 of the T3 Return 
and the”Amounts previously remitted performs PD7AR-NR should agree with 
the “Non-Resident Tax payable” on page 1 of the T3 Return. Copies 1 and 2 of 
the NR4-NR4A Summary are to be forwarded to the Department. Copy 3 is to 
be retained by the trustee. 

NR4 Supplementary 
Enter the year for which this return is being filed and report, in the Estate 

and Trust Income box, the total of all amounts aggregatjng’$lO or more attrib- 
utable to non-resident beneficiaries. The various income items, (e.g. interest, 
dividends, business, rentals, etc.) lose their identity when allocated to a non- 
resident beneficiary and are therefore accumulated and reported as”estate or 
trust income” on the NR4 Supplementary. 
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Distribution of forms NR4 Supplementary 
Copies 1 and 2: Forward with copies 1 and 2 of the NR4-NR4A Summary to 

the Department within 90 days from the end of the trust’s 
taxation year. 

Copies 3 and 4: Forward to the beneficiary at the last known address within 
90 days from the end of the trusts taxation year. 

copy 5: Retain for your records. 

Completion of Trust Schedule 1 Lines 103 to 138 

Calculation of Gros+up of Dividends Retained by Trust and 
Interest and Dividend Income Deduction for the 1987 Taxation 
Year. 

Lines 104 to 116 
Calculation of Gros+up of Dividends 

This calculation determines the gross-up of 1986 and/or 1987 dividends 
retained by the trust. 

Lines 121 to 138 
Calculation of Interest and Dividend Income Deductiqn 
(Téstamentary Trust only) 

Only in the instance where the terms of the trust permit the income of the 
trust to be taxed in the hands of the trustee does the Interest and Dividend 
Income Deduction apply to the trust. If applicable, this deduction is the lesser 
of $1,000 and the amount determined by the calculation. See Interpretation 
Bulletin IT-333R4 for further information. 

NOTE: Interest paid on refunds of income tax for a particular year must be 
included in income in the year of receipt. This income may be included in 
computing the interest and dividend income deduction. 

Calculation of Tax - Schedules 2A, 2B, 3A AND 3B 

Completion of Trust Schedule 2A Lines 201 to 223 
Calculation of Federal Income Tax 122. 

Inter vivos trusts which do not meet all of the following conditions are taxed 
at 34% of taxable income: 

(i) was established before June 18, 1971, 

(ii) was resident in Canada on June 18,197l and without interruption there- 
after until the end of the year, 

(iii) did not carry on any active business in the year, 

(iv) has not received any property by way of gift since June 18,1971, 

and 

(v) has not after June 18, 1971 incurred any debt or any other obligation to 
pay an amount to, or guaranteed by, a person with whom any beneficiary 
of the trust was not dealing at arm’s length. 
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Intervivostrustswhich meetalloftheaboveconditionsand all testamentary 
trusts are taxed using the “1987 Rates of Federal Income Tax” for individuals. 
See Trust Schedule 2A. 

Line 207 
Tax Adjustments 

This line is for use when adding to the trust’s tax such items as the reduced 
tax that is applicable on certain lump sum payments. See “Lump Sum 
Payments”. 

Line 209 
Federal Dividend Tax Ciedit 

The amount of the federal dividend tax credit that the trust may claim on 
dividends received is shown on Schedule 2A, in Line 209 Total. 

Line 211 
Surtax For Trusts Not Subject to Provincial or Territorial Tax 

Non-resident Trusts which carry on business through a permanent estab- 
lishment in a province in Canada are subject to provincial tax on the Canadian 
source of income not the surtax under. subsection 120(l). Canadian resident 
trusts that carry on business through a permanent establishment in a foreign 
country are subject to the surtax of 47% of their Basic Federal Tax. Non-resi- 
dent trusts which carry on business in Canada without a permanent establish- 
ment may be subject to the surtax on the Canadian source of business income 
if they are not exempt from Part I tax in Canada by virtue of an income tax 
convention. 

Line 212 
Federal Foreign Ta? Credit 126,20( l2),( 11). 

This credit is forforeign income or profit taxes paid on income received from 
outside Canada. It is allowed to a trust resident in Canada for foreign income 
or profit taxes paid to a government of a country other than Canada in respect 
of income received from outside Canada. The foreign tax credit that may be 
claimed for each foreign country is the lesser of: 

(a) :r; tarrnr;t’s portion of income or profits tax actually paid to a foreign coun- 
I 

(b) the tax payable to Canada on the trust’s portion of net foreign income. 

A separate foreign tax credit calculation is necessary for each foreign coun- 
try. In addition, separate calculations are required for”business income taxes” 
and “non-business income taxes” paid to a foreign country. 

Where the sum of all business income taxes and non-business income taxes 
paid to foreign countries exceeds the total amount allowable as a foreign’tax 
credit, the excess, or a portion thereof, may be deducted as an “Additional 
Foreign Tax Credit” in computing the”lndividual Surtax Payable”amount. For 
details of this calculation, ebtain form T2209 and also see Line 220 comment. 

If an excess amount of business income tax, commonly referred to as 
“unused foreign tax credit” still remains, it may be applied back to the three 
immediately preceding years or carried forward to the seven years immedi- 
ately following the current year. Attach a note to the T3 Return explaining the 
amount of unused foreign tax credits being applied to other years. 
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The excess non-business income tax may not be carried forward. The non- 
business income tax paid that is not eligible for the federal tax credit may be 
claimed as a provincial tax credit (obtain form T2036), an expense at line 23 
on page 1 of T3 Return or an additional foreign tax deduction against the indi- 
vidual surtax otherwise payable. See Line 220 comment. 

Proof of payment of tax paid to a foreign country should be attached to the 
T3 Return. 

When calculating the foreign tax credit, all amounts are to be expressed in 
Canadian currency. For more details, obtain Interpretation Bulletin IT-270R. 

In completing form T2209, note that the calculation of the credit is based 
only on amounts retained by the trust. Exclude all amounts relating to the 
designation/allocation of income and creditsto beneficiaries. Enterthe amount 
frorn Part 1, line (HI of completed form T2209 at line 212 on Trust Schedule 2A. 

Line 213 
Federal Political Contribution Tax Credit 127(3). 

A portion of contributionsto registered federal political parties orcandidates 
at an election to the House of Commons are deductible from taxes. Proof of 
payment in the form of an officia1 receipt signed by the registered agent of the 
registered party or the officia1 agent of the candidate must be attached to the 
retum. 

The allowable credit is calculated as follows: 
Net Federal Tax xxxxx 

Total Federal Political Contributions (receipts 
necessary) 

Allowable Credit 
- 75% of first $100 of Total 

Contributions, credit is 

- 50% of next $450 of Total 
Contributions, credit is 

- 33 1/3% of amount of Total 
Contributions, exceeding 
$550, credit is 

Total allowable credit - 
(maximum $500) not to exceed 
“Net Federal Tax” above * 

* Enter this amount on “Federal Political Contribution Tax Credit” line 213 on 
Trust Schedule 2A. 

Line 214 
Share-Purchase Tax Credit 127.2. 

A trust may be eligible for this credit in 1987 if it acquired certain qualifying 
shares issued by a taxable Canadian Corporation after June 1983 and before 
1987. 

The amount of the share-purchase tax credit available to the trust Will be 
reported on form T2111 received from the issuer of the shares. Claim an 
amount not exceeding the available credit as shown on form T2111 (to be 
attached to the T3 return) or the amount of the trust’s federal tax otherwise 
payable whichever is less. Any credit which cannot be used in 1987 may be 
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applied against federal tax for 1986 by filing form T2116. If the total credit is 
not used up in 1986and 1987, the balance remaining may betreated asacapital 
loss on the 1988 return. 

The share-purchase tax credit shown o,n form T2111 must be deducted from 
the cost of the qualifying shares when calculating capital gains or losses on 
their disposal. 

All or part of the “Share-Purchase Tax Credit” may be designated to bene- 
ficiaries under the terms and conditions of the trust. Any designated amount 
of the tax credit is to be included at line 72 on page 3 of the T3 Return and must 
be excluded in computing the share-purchase tax credit of the trust for the 
taxation year. The designated credit becomes a share-purchase tax credit of 
the beneficiary on the last day of the trust% taxation year. Where the taxation 
year of the trust and its beneficiaries do not coincide, the beneficiary obtains 
the credit for the beneficiary’s taxation year then in progress. 

Line 215 
Investment Tax Credit 127(5),(7),(12),(12.1),37(1),13(7.1). 

A trust which has acquired certain new buildings, machinery or equipment 
to be used in Canada in qualifying activities such as farming, fishing, logging 
or manufacturing may be eligible for this credit. Expenditures for scientific 
research and experimental development may also qualify for this credit. 

TheInvestmentTaxCredit includesthenewCapeBretonInvestmentTaxCredit, 
if applicable. 

For more details, obtain Interpretation Bulletin IT-331R - “lnvestment Tax 
Credit”, and Information Circular I.C. 78-4R3 - entitled “lnvestment Tax Credit 
Rates.” and the related Special Release dated November 13, 1987. For infor- 
mation on scientific research and experimental development refer to Interpre- 
tation Bulletin IT-151R2 and Information Circular 86-4R. 

Attach a completed copy of form T2038 (IND) to the return if: 
- qualified property was purchased or a qualified expenditure was made in 

1987, or 

- a credit is being carried forward, or ’ . 

Attach a completed copy of forms T661 and T2038UND) to the return if: 
- a credit is being claimed in 1987, or 

- an investment tax credit refund is being claimed 

Obtain the “1987 Tl Guide for Income from a Business or Profession”, the 
1987Farmer’sIncomeTaxGuide”orthe”1987Fisher~an’sIncomeTaxGuide” 
for details. 

The cost of assets or expenditures which gave rise to an investment taxcredit 
must be reduced in 1987 by any portion of the credit deducted or refunded in 
calculating the tax payable for 1984 to 1987. 

Investment tax credits earned by a trust prior to 11.00 A.M. EDT October 3, 
1986 could be retained by the trust and claimed against its federal tax payable 
or they could be designated to the beneficiaries and claimed by them against 
theirfederal taxpayable.Creditsearnedafterthattimemayonly bedesignated 
by a testamentary trust or communal organization (treated as an inter-vivos 
trust by section 143 of the Income Tax Act) to beneficiaries. All of the Invest- 
ment Tax Credit which is designated according to the terms and conditions of 
the trust is to be included in Box (SI, line 71 on page 3 of the T3 return and 
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must be excluded in computing the Investment Tax Credit of the trust for the 
taxation year. The amount of any investment tax credit claimed by the trust 
against its federal tax payable or designated to beneficiaries reduces the cost 
of the qualified property acquisitions or expenditures of the trust in the taxa- 
tion yèar of the claim or designation. See paragraphs 30,32 and 35 of Inter- 
pretation Bulletin IT-331 R. 

A separate form T3 Supplementary should be prepared for each allocation 
to beneficiaries for eligible expenditures in the different regions. A beneficiary 
could therefore have three T3 Supplementaries from the same trust. 

Line 216 
Employment Tax Credit 

Only employers who have entered into an agreement before April 1,198l 
qualifyfor a deduction. Anyclaim for such a credit should be accompanied by 
form T2208, Employment Tax Credit Schedule. 

Where the employment tax credit is allocated to beneficiaries a separate T3 
Supplementary should be prepared. The credit amount should be indicated in 
Box (T) and “E.T.C.” should be indicated in the type of credit area. 

Line 220-221 
Individual Surtax Payable 180.1(l), (2). 

Trusts which are liable to pay tax under Part I of the lncome Tax Act for a 
taxation year shall pay an individual surtax. The amount on which to calculate 
the surtax is determined as follows: 
(a) For a Trust other than a Mutual Fund Trust: 

- The Basic Federal Tax at line 210 on Trust Schedule 2A or, if subject to 
Minimum Tax, line 276 on Trust Schedule 2B. 

(b) For a Mutual Fund Trust: 
- TheBasicFederalTaxatline210onTrustSchedule2Aminustheamount 

(a) on form T184, Part 1, Area A. 

Fromtheaboveamount,theAdditionaI Federal ForeignTaxCreditfromform 
T2209 is subtracted. The result is the Individual Surtax Payable that is to be 
entered at line 221 on Trust Schedule 2A or, if the trust is subject to Minimum 
Tax, at line 282 on Trust Schedule 28. 

Complete form T2209, Part II in accordance with the following notes: 
(a) If the amount determined at line (i) of the Special Foreign Tax Credit cal- 

culation on-Trust Schedule 2B exceeds the amount at line (H) from Part I 
of form T2209, no additional Federal Foreign Tax Credit is available to 
reduce the Individual Surtax otherwise payable. Enter zero on Trust 
Schedule 2A or, if the trust is subject to Minimum Tax, at line 281 on Trust 
Schedule 28. 

(b) If an additional Federal ForeignTaxCredit isavailableto beclaimedagainst 
the Individual Surtax, enter the amount determined in area F from Part II 
of form T2209 on Trust Schedule 2A or, if the trust is subject to Minimum 
Tax, at line 281 on Trust Schedule 2B. 

Line 223 
Refundable Quebec Abatement 120(2). 

Trusts which were resident in the Province of Quebec on the last day of their 
taxation year and did not have income from a business with a permanent 
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establishment outside Quebec are entitled to the maximum abatement of 
16.5% of their “Basic Federal Tax”. The abatement is refundable for the 1980 
and subsequent taxation years to the extent that it does not reduce federal tax 
payable. This abatement for trusts resident in Quebec is provided in lieu of 
direct cost-sharing by the Federal Government under Federal-Provincial fiscal 
arrangements. 

Trusts resident in Quebec which had income from a business with a per- 
manent establishment outside Quebec should obtain form T2203 from their 
District Taxation Office in order to calculate the amount of their abatement. 

Completion of Trust Schedule 2B Lines 240 to 292 
Calculation of Minimum Tax. 127.53(2),(3). 
(Applicable to trusts with taxation years beginning after 1985) 

A Mutual fund trust and a Segregated fund trust (138.1(l)(a)) are not subject 
to minimum tax. Any othertrust is liableto paya minimum tax ifthe minimum 
amount calculated exceeds the regular tax payable. Any of the following con- 
ditions may attract minimum taxfor 1987: 

(a) Taxable capital gains are reported; 

(b) The interest and dividend income deduction is claimed; 

(c) An election is made under ITAR 40 on pension benefits; 

A loss is claimed resulting from or increased by capital cost allowance on 
the rental of: 

(d) Multiple.unit residential buildings; 

(e) Certified films or video tapes; or 

(f) A loss is claimed resulting from or increased by resource and depletion 
allowances on resource properties. 

If any of the above conditions apply complete Schedule 28 to determine the 
NetAdjustableTaxableIncomeforminimumtaxpurposes. BasicallySchedule 
2B recalculates taxable income by adjusting for the following amounts: 

1. Non-taxable portion of capital gains minus an amount equivalent to cap- 
ital gains designated or allocated to beneficiaries, 

2. Certain deductions including losses caused by capital cost allowances, 
and deducting 

3. A basic exemption of $40,000 allowed to certain trusts, 

4. Gross-up amount of dividends added to the trust, and 

5. Non-allowable portion of a business investment loss. 

A tax rate of 17% is applied to the balance, ifany and the result is compared 
to the regular Basic Federal Tax. 

An explanation of certain lines is required: 

Line 240 
Non-taxable portion of capital gains retained in thé trust. 
This amount would normally be equal to the’taxable capital gains retained in 
the trust after designation or allocation to beneficiaries (includes resident, non- 
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resident and employee benefit plan recipients). If a reserve or a listed persona1 
property loss or both relating to a disposition of property occurring before 
1986 was used in calculating the 1987 taxable capital gains, an adjustment is 
required. For this purpose use the Worksheet in APPENDIX 6. 

Line 260 
Non-Capital Losses of other years USED IN CURRENT YEAR 

Non-capital losses of other years must be reduced for minimum tax pur- 
poses by the portion, if any, of post 1985 non-capital losses attributable to 
capital cost allowance claimed on MURBS, Certified FilmsNideotapes and/or 
Resource Expenditures, Resource and Depletion allowances included in the 
loss claimed. If any part of non-capital loss is attributable to capital cost allow- 
ance on MURB etc., the portion is added back at Line 260. 

Line 262 
Net Capital Losses of other years USED IN CURRENT YEAR 

The non-allowable portion of capital losses arising from dispositions of cap- 
ital property after 1985 may be deducted from the othèrwise non-taxable por- 
tion of capital gains, (the amount at line 240). 

Lines 285 to 292 
PART VI - Calculation of Additional Taxes Paid For Minimum 

Tax Carryover 
Any additional tax payable by a trust under the provisions relating to min- 

imum tax may be carried forward and deducted from the regular tax liability 
in subsequent years. - See APPENDIX C. 

Line 264 
Basic Exemption - Minimum Tax 127.53(b) 

A basic exemption of $40,000 is allowed to testamentary trusts and to those 
inter vivos trusts that were established before June 18, 1971 and meet the 
conditions under subsection 122(2). 

Where more than one trust is formed from contributions by an individual 
the $40,000 must be allocated among the trusts. If minimum tax applies to any 
of the multiple trusts, an agreement signed jointly by each trustee should be 
filed in each of the trust returns showing the allocation of the $40,000. 

Where a notice in writing is forwarded to a trustee for such an agreement 
and it is not filed with the Minister within 30 days, the allocation Will be deter- 
mined by the Minister. 

Completion of Trust Schedules 3A and 3B Lines 301 to 396 

Provincial or Territorial Tax Payable 
Trusts resident in a province or territory (other than Quebec) on the last day 

of their taxation year and which did not have income from a business with a 
permanent establishment outside the province or territory of residence are 
liable for provincial or territorial income tax at the rate applicable for that prov- 
ince or territory. See Trust Schedules 3A and 38. 

Trusts not resident in Canada on the last day of theirtaxation year and which 
did not have income from a business with a permanent establishment in a 
province or territory are not liable for provincial or territorial income tax. 
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Trusts resident in the Province of Quebec on the last day of their taxation 
year and which did not have income from a business with a permanent estab- 
lishment in any other province or territory are not required to calculate pro- 
vincial or territorial income tax because the Province of Quebec collects its 
own income tax. 

Trusts resident in a province orterritory, (otherthan Quebec) on the last day 
of their taxation year with a Federal Foreign Tax Credit less than the tax paid 
to a foreign countryshould obtain form T2036from their DistrictOffice in order 
to calculate any Provincial or Territorial Foreign Tax credit, to which they may 
be entitled, against provincial or territorial Income Tax. 

Provincial and Territorial Tax Rebates and Credits 
Political Contribution Tax Credit 
Prince Edward Island, Nova Scotia, Manitoba, Alberta, British 
Columbia, Northwest Territories and Yukon Territory Political 
Contribution Tax Credit 

Atrust may deductfrom the taxes otherwise payableto the above provinces 
and territories a portion of amounts paid to: 

(a) a registered political party of that province/territory, 

(b) a registered constituency association of that province/territory, 

(c) a registered candidate seeking election to the legislature of that province/ 
territory. 

Proof of payment in the form of an officia1 receipt signed by the chief finan- 
cial officer of the registered party, constituency association, or candidate must 
be attached to this return. 

The allowable credit is calculated for Prince Edward Island, Nova Scotia, 
Manitoba, British Columbia and Yukon Territory as follows: 

Political Contributions in 1987 $ 

Allowable credit - 
75% of first $100 of Total Contributions is,. . . . . . . . . .‘. . . . . . . . . . . . . $ 
50% of next $450 of Total Contributions is . . . . . . . . . . . . . . . . . . . . . . . 

33 1/3% of Total Contributions exceeding $550 is . . . . . . . . . . . . . . . . 

Total allowable credit (maximum $500) . . . . . . . . . . . . . . . . . . . . . . . . . . $ * 

For Alberta, the allowable credit is calculated as follows: 

Total Alberta Political Contributions in 1987 $ 

Allowable credit - ’ 
75% of first $150 of Total Contributions is . . . . . . . . . ..a.. . . . . . . . . . . . $ 
50% of next $675 of Total Contributions is . . . . . . . . . . . . :. :. ; .-, . . . . 

33 1/3% of Total Contributions exceeding $825 is . . . . . . . . . . . . . . . . 

Total allowable credit (maximum $750) ,.. . . . . . . . . . . . . . . . . . . . . . . . . $ * 
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For Northwest Territories the allowable credit is calculated as follows: 

Total Northwest Territories Political 
Contributions in 1987 

Allowable credit - 

$ 

106% of first $100 of Total Contributions is.. . . . . . . . . . . . . . . . . . . . . . $ 

50% of total exceeding $100 of Total Contribution is . . . . . . . . . . . . . 
Total allowable credit (maximum $500) . . . . . . . . . . . . . . . . . . . . . . . . . . $ * 

* Enter this amount on the applicable “Political Contribution Tax Credit” line 
on Trust Schedule 3A or 3B in order to obtain the tax credit. 

British Columbia Tax Rebate and Credits 
British Columbia provides two tax credits to a trust resident in British Col- 

umbia on the last day of its taxation year. They are the British Columbia Hous- 
ing and Employment Development Bond Tax Credit and the British Columbia 
Venture Capital Tax Credit. They are calculated on Trust Schedule 38 and 
entered at line 88 on page 1 of the T3 Return as a deduction from Tax Payable. 

The B.C. Housing and Employment Development Bond Tax Credit is calcu- 
lated on eligible bond interest receivedfrom British Columbia TaxCredit Bonds 
at Line 362 of Schedule 38. Bond interest eligible for this tax credit Will be 
identified as such by applicable wording on the T5 Supplementary. 

Any amount received for the B.C. Housing and Employment Development 
Bond Tax Credit must be brought into income for the taxation year in which 
the credit is actually received as “Other Income” on page 2 of the T3 return for 
that year. 

TO claim the British Columbia Venture Capital Tax Credit complete the cal- 
culation on Trust Schedule 3B, Lines 363 - 369 and include the certificate (form 
FIN 565) issued to the trust by the Province of British Columbia. 

TO claim the British Columbia Royalty and Deemed Income Rebate complete 
and attach form T81 and enter the result at line 358 of Trust Schedule 3B. 

Alberta Royalty Tax Rebate and Credit 
If, during 1987, the trust paid royalties or similar payments to a federal or 

provincial government for production from a Canadian resource property, it 
mayqualifyforthe Alberta royaltytax rebate and the Alberta royalty taxcredit. 
TO claim the rebate and credit, you must complete and attach forms 179 and 
T80, respectively, to the T3 Return. Both forms are available from your District 
Taxation Office. 

Alberta Royalty Tax Rebate from form T79 is entered on Trust Schedule 3A, 
Line 333. Alberta Royalty Tax Credit from form T80 is entered at line 88, “Other 
Credits” on page 1 of the T3 return. 

Saskatchewan Tax Incentives 
The Saskatchewan Tax Incentives Program provides for different tax credits 

to Saskatchewan residents willing to invest in targeted Saskatchewan indus- 
tries. These credits, the Saskatchewan Venture Capital Tax Credit, the Sas- 
katchewan Livestock Investment Tax Credit, and the Saskatchewan Livestock 
Facilities Tax Credit are to be applied as a reduction of the net Saskatchewan 
Tax Payable in the year of investment on Trust Schedule 3A, lines 324-326. 
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Unused tax credits cari be carried forward and applied against net Saskatch- 
ewan Tax Payable during the next seven taxation years. TO obtain such credits, 
a trust must submita Saskatchewan Tax Incentives information slipT2C (Sask.) 
with its T3 Return. These credits cannot be designated to beneficiaries except 
in the following case. 

Where a Communal Organization is considered to be an inter vivos trust by 
section 143 of the Income Tax Act and the appropriate election is made under 
that section, the Saskatchewan Livestock Investment Tax Credit and the Sas- 
katchewan Livestock Facilities Tax Credit may be designated to members of 

j the organization (beneficiaries). 

Manitoba Manufacturing Investment Tax Credit 
A trust which has acquired new qualified property that is prescribed under 

federal regulations for the purposes of the Federal Investment Tax Credit and 
that 
(a) is used bythetrust in Manitoba primarilyforthepurposeof manufacturing 

or processing of goods for sale or lease, or 

(b) is leased by the trust to a lessee (other than a person exempt from tax 
under section 149 of the Federal Income Tax Act) who cari reasonably be 
expected to use the property in Manitoba primarily for the purpose of 
manufacturing or processing of goods for sale or lease, 

may obtain a Manitoba Manufacturing Investment Tax Credit to be deducted 
against its Manitoba taxes otherwise payable. 

The total credit or any portion thereof may be retained by the trust to be 
claimed against its Manitoba tax payable, Trust Schedule 3A, line 311, or mày 
be designated to the beneficiaries to be claimed by them against their Mani- 

.toba tax payable. Any unused credit is subject to carry-over provisions. 

TO claim a current year credit or a carry-over to or from another year, obtain 
form T86, “Manitoba Manufacturing Tax Credit”, from your District Taxation 
Office. One completed copy ofform T86 must be attached to the return. Where 
the credit is retained by the trust, enter the amount of credit or unused credit 
to be claimed from form T86 at line 311 on Trust Schedule 3A. 

Where the credit is being designated to the beneficiaries, forms T3 Su.pple- 
mentaries should be prepared indicating the designated credit amount in Box 
(T) and “Man. Mfg.” in the Type of Credit Area. 

Lump Sum Payments ITAR 40(l), 40(7). 
Certain lump sum payments received by a trust from a pension fund or, a 

deferred profit shaiing plan may be taxed at a reduced rate. Information Cir- 
cular 74-21R and Interpretation Bulletin IT-281R deal with this subject in con- 
siderable detail. 

Preferred Beneficiary 108( 1 )(g), (ti). p 
A “preferred beneficiary” of a trust means an individual resident in Canada 

who is a beneficiary under the trust and is 

(a) the settlor of the trust, 
(b) the spouse or former spouse of the settlor of the trust,, 
(c) a Child, grandchild or great grandchild of the settlor of the trust, or 
(d) the spouse of any person described in item (c) above. 

For definition of a “settlor” refer to Interpretation Bulletin IT-374. 
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Preferred Beneficiary Election 
104(12),(14),(15),108(1)(a) Regulation 2800. 

Atrust and a preferred beneficiary may elect jointly that part or all the trust’s 
accumulating income for the year be included in the preferred beneficiary’s 
income for that year and not SO included for the year in which it is paid. The 
trust may then deduct an amount equal to the amount of the income required 
to be included in the preferred beneficiary’s income. The amount of income 
to be included in the preferred beneficiary’s income must be stipulated in the 
election and must not exceed the preferred beneficiary’s share of the income. 
This election in respect of a taxation year shall be made by filing with the 
Minister the following documents: 

(a) a statement making the election in respect of the year, designating the 
part of the income in respect of which the election is being made, and 
signed by the preferred beneficiary and a trustee having the authority to 
make the election, and 

(b) a statement signed by the trustee showing the computation of the amount 
of the preferred beneficiary’s share in the income of the trust for the year 
together with such information concerning the provisions of the trust and 
its administration as is necessary for this purpose. 

This election must be filed within 90 days from the.end of the trust’s taxation 
year in respect of which the election is made. It is emphasized that a preferred 
beneficiary election, to be valid, must be filed on time. If filed late the elective 
income Will be taxed in the hands of the trust. Once an election is made and 
assessed, it cannot be rescinded. 

Interpretation Bulletin IT-394 deals with the subject in considerable detail. 

Capital Gains 3,38,39,40. 
The general rules to follow when reporting a capital gain or loss depend 

upon the type of asset that may have been disposed of or deemed to have 
been disposed of during the year as shown on Trust Schedule 5A. This Sched- 
ule is to be completed if there are any dispositions or deemed dispositions of 
capital property of the trust. 

There are many exceptions to the rules outlined below for various assets. 
Foryour assistance, the “Tl Guide for Capital Gains”and information Circular 
74-3R2,which listsa numberofsupplementaryschedulesthatmaybeobtained 
for use as detailed working sheets in calculating the amounts to be entered on 
Trust Schedule 5A, are available from your District Taxation Office. 

Completion of Trust Schedule 5A Lines 501 to 516 
Summary of Dispositions of Capital Property 

TO calculate the trust’s taxable capital gains or allowable capital losses for 
the year complete Trust Schedule 5A and enclose this schedule with the T3 
Return. 

Capital Dispositions 
40(3),44,45,54(~),104(4), (5),107, 108(j). 

Adisposition of capital propertyincludes a sale, a distribution oran exchange 
of property, the making of a gift, a redemption of shares, a debt settlement 
and a theft or destruction of a property. 
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Where a property of a trust is distributed to a beneficiary of the trust in 
complete or partial settlement of the beneficiary’s capital interest in the trust 
the property is deemed to have been disposed of by the trust for proceeds of 
disposition equal to the “cost amount” of the property. If the property is depre- 
ciable property, the cost amount is its undepreciated capital cost and if the 
property is another type of capital property, the cost amount is its adjusted 
cost base. 

A statement giving particulars of all dispositions to a beneficiary within the 
taxation year should be attached to the T3 Return. 

At specified times, a trust is deemed to have disposed of its non-depreciable 
capital property at fair market value for capital gains purposes and reacquired 
it immediately thereafter at a cost equal to the same fair market value. The 
deemed disposition in a spouse trust created after 1972 Will first occur when 
the spouse dies and every 21 years thereafter. In the case of other trusts the 
deemed disposition-occurs every 21 years. These deemed dispositions should 
be reported on Trust Schedule 5A. 

A unit trust, trusts governed by a registered pension fund or plan, an 
employee profit sharing plan, a registered supplementary unemployment 
benefit plan, a registered retirement savings plan, a deferred profit sharing 
plan, a registered education savings plan, a registered retirement incomefund, 
an employee benefit plan or an employee trust, a related segregated fund trust 
and an inter vivos trust deemed to exist in respect of a congregation that is a 
constituent part of a religious organization are all excluded from the “deemed 
disposition” rules. 

Similarly depreciable property of a prescribed class is deemed to be dis- 
posed of at the same specified times at a value which is midway between the 
fair market value at the time of the deemed disposition of ail the property in 
the class and the undepreciated capital cost of the class to the trust. Note that 
in the case of depreciable property both capital gains and recapture of capital 
cost allowance cari be factors. 

Valuation Day Value Election ITAR 24,25,26. 
For assets acquired before 1972 the trustee may elect to use the Valuation 

Day value for all transactions and ignore the median rule. Once having made 
this election, it would apply to all assets owned at the end of 1971, regardless 
of the year when the capital disposition oécurs. Form T2076 is available from 
your District Taxation Office to assist trusts wishing to make the election. 

Testamentary Trust - 164(6) Election 
Where, in the course of administering the estate of a deceased taxpayer, the 

legal representative has, within the first taxation year of the estate, 

(a) disposed of capital property of the estate which resulted in an excess of 
capital losses over capital gains, or 

(b) disposed of all the depreciable property of a prescribed class of the estate 
which resulted in a terminal loss in that class at the end ofthe first taxation 
year of the estate, _ 

the legal representative may elect in prescribed manner and within a pre- ’ 
scribed time to deem such losses to be capital losses or terminal losses of the 
deceased taxpayer from the disposition of property in the taxation year in 
which he or she died. Section 1000 of Part X of the Income Tax Regulations 
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describes the prescribed manner and prescribed time in which the election is 
to be made. TO the extent that losses are designated to the deceased under 
the election, they may not be claimed by the estate. Any portion of the losses 
not designated under the election are subject to the normal loss provisions 
available to the estate. 

In cases where this election is made, the legal representative must file an 
amended Tl Return of incomeforthe deceased taxpayerfor his or her taxation 
year for the year he or she died by the later of 

(a) the last day the legal representative is required or has elected to file the 
return for the taxation year in which the taxpayer died, or 

(b) the day the return for the first taxation year of the deceased’s estate is 
required to be filed. 

The election and the amended return do not affect the return of the deceased 
taxpayer for any year preceding the year of death. 

NOTE: Identify the amended return clearly as “164(6) ELECTION.” 

Personal-Use Property 40(2)(g)(iii), 46, 54(f). 
Personal-use property is property such as persona1 and household effects, 

automobiles, boats, cottages or antiques. If the trust sold such an asset during 
the year for more than its adjusted cost base the trust may have to report a 
capital gain. A gain should be reported only if the selling price (proceeds of 
disposition) was more than $l,OOOfor any asset. Where the adjusted cost base 
is less than $1,000, show the cost as $1,000. No loss is allowable on persona1 
use-property. 

Principal Residence 40(4), 40(5), 45(2), 54(g). 
A principal residence acquired by a spouse trust or an inter vivos trust under 

which the spouse is the sole income beneficiary Will be exempt from tax on 
any gain realized on disposition provided the residence qualifies and is des- 
ignated by the trust as the principal residence of the spouse for the period 
owned. The provisions of the Income Tax Act on a principal residence are dis- 
cussed in detail in Interpretation Bulletins IT-366R and IT-120R3. 

Li&ed Persona1 Property 41,54(e). 
Listed persona1 property consists of: 

- works of art such as prints, etchings, drawings, paintings and sculptures, 

- jewellery, 

- rare folios, manuscripts and books, 

- stamps, or 

- coins. 

The gain on the sale of such an item (or a set of such items) is treated the 
same as the gain on persona1 use property. If the trust has sold such an item 
for less than its adjusted cost base the trust may be allowed a capital loss. The 
loss should be reported only if the adjusted cost base is more than $1,000. 
Where the selling price is less than $1,000, show the proceeds of disposition 
as $1,000. 
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Losses on listed persona1 property cari be applied only against gains on 
other items of listed persona1 property. Where such losses exceed such gains 
in a particular year, the excess may be used to reduce net gains on listed per- 
sonal property in the preceding three years and the seven immediately follow- 
ing years. 

Canadian Cultural Property 39(l)(a)(i.l). 
Refer to the Tl Guide for Capital Gains arid Interpretation Bulletin IT-407R2 

for information on Canadian Cultural Property dispositions. 

Other Capital Properties 39. 
As Trust Schedule 5A indicates, other capital properties are divided into 

“Shares”, “Real Estate” and “Bonds,Debentures, Promissory Notes and Other 
Properties”. (Note that a disposition of a principal residence or a recreation 
property such as a summer cottage, owned chiefly for persona1 use, should 
be shown under the heading “Persona1-use Property” on Trust Schedule 5A). 

All gains and losses on these capital properties should be reported, regard- 
less of amount. Losses are offset against gains to arrive at a net gain (or lossI 
for each type of property. 

Depreciable Property 54(a), ITAR 200 1. 
A capital gain is realized on depreciable property only if it is sold for more 

than its original capital cost, and is limited to any gain since V-day if the prop- 
erty was owned on December 31,197l. There cari be no capital loss on the 
disposition of depreciable property. There may,.however, be a terminal loss 
under the capital dost allowance rules when all the property of a particular 
class is disposed of. 

For more details about the disposition of depreciable property obtain Inter- 
pretation Bulletin IT-217 and the related Special Release dated September 13, 
1982. 

Bonds 12.1,47(2), (3), ITAR 26(8.2). 
Since bonds may be purchased at a discount or premium, rules have been 

established for determining the cost figure for bonds acquired before 1972. 
Form T2084 “Bonds and Other Obligations” and Interpretation Bulletin IT-114 
are available from your District Taxation Office to assist in the calculations. 

One-half of any cash bonus received in 1987 on a Canada Savings Bonds 
(form TSOOC) must be reported as interest at line07 on page 2 of the T3 Return. 
The other half is tax exempt. Item 121 of the 1987 Tl General Tax Guide con- 
tains further details on the methods of reporting interest on Canada Savings 
Bonds. 

Adjusted Cc& Base 53,54(a). 
Adjusted cost base is usually the cost of acquiring property plus or minus 

certain adjustments provided for under the Income Tax Act. It cari differ from 
the original cost if there have been changes to the property between the time 
of acquisition and the time of sale. For example, the cost of additions to a 
building may be added to the original cost., See Interpretation Bulletin IT-456 
for additional information on adjustments to the cost base. 
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Assets Acquired Before 1972 
For assets acquired before 1972,theValuation Dayvalue must beconsidered 

when computing capital gains and losses. Valuation Day for shares listed in 
the publication “Valuation Day Prices of Publicly Traded Shares” (available 
from your District Taxation Office) was December 22, 1971. Valuation Day for 
all other assets was December 31,197l. TO compute a capital gain or loss on 
an asset acquired before 1972, three figures are required: 

- the actual cost, 

- the Valuation Day value, 

- the proceeds of disposition 

The median of these three figures, that is, the figure which is neither the 
highest nor the lowest, becomes the deemed cost on which the capital gain or 
loss is computed, subject to the Valuation Day value election explained 
previously. 

Where two or more of these three figures are the same amount, that amount 
Will be the median. This median figure is deemed to be the adjusted cost base 
of the asset and is the amount to be entered in column (3) of Trust Schedule 
5A provided that there-are no adjustments to thecost base. Thus, a capital gain 
results if the proceeds of disposition exceeds the greater of cost and Valuation 
Day value. A capital loss results if the proceeds of disposition are less than the 
lesser of cost and Valuation Day value. 

Outlays and Expenses (re dispositions) 40(l). 
Outlays and expenses are usually expenses incurred in connection with the 

sale or disposition of capital property.They include certain “fixing-up” 
expenses, finder’s fees, lawyers fees, commissions, broker’s fees, surveyor’s 
fees, transfer taxes and other reasonable expenses directly connected with 
facilitating the sale of property. 

Theseoutlaysand expenses maynot beclaimed asa deductionfrom income, 
but may be applied to reduce a capital gain or increase a capital loss. 

Summary of Capital Gains 40(l). 
Summarize the capital gains and losses as shown on Trust Schedule 5A. 

Having computed the total capital gain (or loss), remember that only~one-half 
of the capital gain should be entered at line 09, “Taxable Capital Gains” on 
page 2 of the T3 Return. Also remember that no amount of loss cari be entered 
on page 2, as allowable capital losses realized after May 22,1985 may only be 
used to offset nettaxable capital gains in a previous orfutureyear. See”Capital 
Losses of Other Years” section of this Guide. 

If a taxable capital gain was realized but the full sale price was not received 
a restrictive reserve may be established for the unpaid amount. For property 
sold after November 12, 1981 the minimum amount of a capital gain to be 
reported annually is one-fifth of the taxable capital gain. If a reserve was 
claimed in 1986, it must be brought back into income in 1987. If part of the 
proceeds are still not due in 1987, a new reserve may be claimed. 

For more details, obtain Interpretation Bulletin IT-236R2 and the Tl Guide 
for Capital Gains. 
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Records - Capital Transactions 
Records or vouchers relative to capital transactions do not need to be filed 

with the return but should be retained asthey may be required for examination 
on request. 

Completion Of Trust Schedule 8 
Capital Cost Allowange (Depreciation) 

The method of claiming capital cost allowance (depreciation) as prescribed 
under PartXIoftheIncomeTaxRegulationsmust befollowed,unlesstheclaim 
is in respect of assets used in farming or fishing that were acquired prior to 
1972, in which case the method prescribed under Part XVII of the Regulations 
may be followed. Full details and schedulesforclaiming capital cost allowance 
under Part XVII of the Regulations are contained in the Farmer’s Income Tax 
Guide and the Fisherman’s Income Tax Guide. 

Complete the Schedule 8 in accordance with the following notes: 

(a) When claiming capital cost allowance in accordance with Part Xl, use a 
separate line for each class of property prescribed under that Part. Attach 
a statement showing details of the amounts entered in columns (3) and 
(4), including the kind of asset, the cost and date of each addition and the 
proceeds of each disposal. 

(b) The amount to be entered in column (3) where depreciable property is 
acquired by gift, bequest or inheritance is as follows: 

(i) Where the property is acquired by inter vivos gift, the fair market 
value of the property at the time it was acquired, except that, where 
the trust is an exclusive trust for the spouse of the settlor as described 
in paragraph 73(l)(c) (unless the transferor made an election con- 
tained under subsection 73(I) of the Income Tax Act) and at the time 
of the settlement the settlor and the trust were both resident in 
Canada, the amount to be entered is the undepreciated capital cost of 
the property to the settlor. (See “Note” below). 

(ii) Where the property is acquired by bequest or inheritance and the 
trust is an exclusive trust for the spouse of the deceased as described 
in paragraph 70(6)(b) and where, immediately before the death of the 
settlor, the settlor and the trust were resident in Canada, the amount 
to be entered for each property acquired is the undepreciated capital 
cost of the property to the settlor immediately before death. (unless 
the legal representative of the deceased made an election under sub- 
section 7Ol6.2) of the Income Tax Act). (See “Note” below.) 

(iii) Where the property is acquired by bequest or inheritance and the 
trust is not a trust described in (ii) the amount to be entered for each 
propertyacquiredisanamountthatismidwaybetweenthefairmarket 
valueofthepropertyatthetimeitwasacquiredandtheundepreciated 
capital cost of the property to the settlor immediately before death. 
(See “Note” below.) 

(iv) Where the property is Part Xl farm assets acquired by bequest or 
inheritance which vested indefeasibly in a Child of the settlor within 
36 months of death and where, immediately before the death of the 
settlor, the property was used by the settlor, the spouse or any of the 

_ children in the business of farming and the Child is a resident of 
Canada, the amount to be entered for each property acquired is the 
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undepreciated capital cost (unless the legal representative of the 
deceased elects under subsection 70(9) of the Income Tax Act) of the 
propertyto the settlor immediately before death. (See”Note” below.) 

(v) Where the property is Part XVII assets acquired by inter vivos gift, 
bequest or inheritance, the fair market value of the property at the 
time it was acquired. 

(vi) Where the property isfarmland in Canada or depreciable farm assets 
of a prescribed class in Canada acquired by inter vivos gift for a Child 
of the transferor who was resident in Canada immediately before the 
transfer, the amount to be entered for each property acquired is the 
amount chosen as proceeds of disposition by the transferor. The 
transferor may choose as the proceeds of disposition any amount 
between the fair market value of the property and its adjusted cost 
base, in the case of land; or between thefair marketvalue ofthe prop- 
erty and its undepreciated capital cost in the case of depreciable prop- 
erty of a prescribed class. (lt should be noted that farmland should 
not be included on the schedufe.) 

‘NOTE: Where there is more than one property in a prescribed class, the unde- 
preciated capital cost of a property is that proportion of the undepreciated 
capital cost of the class that the fair market value of the particular property is 
of the fair market value of all the property in the class. 

(c) The amountto beentered in column (4) in respect of a disposition of depre- 
ciable property is the lesser of: 

- the proceeds of disposition, and 

- the capital cost of the property. (for an explanation of “capital cost” 
see Capital Cost Allowance (Depreciation) segment. 

Where property is disposed of to a beneficiary of the trust the following 
special rules apply: 

(i) When property of a class is distributed to a beneficiary in settlement, 
in full or in part, of the beneficiary’s capital interest in the trust the 
amount to be entered is the undepreciated capital cost ofthe property 
to the trust which, when there is more than one property in the class, 
is that proportion of the undepreciated capital cost of the class that 
the capital cost of the particular property is of the capital cost of all 
the properties in the class. 

(ii) When property of a class is distributed to a beneficiary in settlement, 
in full or in part, of the beneficiary’s income interest in the trust, the 
amount to be entered is the fair market value of the property. 

NOTE: In addition to the above rules the Income Tax Act provides special rules 
for dispositions from a spousal trust, subsection 107(4) and for distributions 
to a non-resident beneficiary, subsection 107(5). 

(d) If the amount in column (4) is greater than the sum of the amounts in 
columns (2) and (31, for that class, the excess, referred to as recapture of 
Capital Cost Allowance (C.C.A.) is added to income. 

(e) Fordepreciable propertyacquired after November 12,1981,the maximum 
capital cost allowance that may be claimed by the trust in the year, as a 
general rule, is limited to one-half of the normal C.C.A. rate generally pro- 
vided. Interpretation Bulletin IT-285R covers this situation in more detail. 
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M Enter in column (8) the rate you wish to use, not exceeding the maximum 
rate prescribed under Part Xl, and apply this rate to the amount in column 
(7). 

Capital Cost Allowance (Depreciation) 
3,13(1),20(l)(a),20(16),104(16). 

The “capital cost” of property usually means the actual original cost plus 
the cost of additions and improvements. No C.C.A. may be claimèd on land. 

Generally when depreciable property is sold, or on a deemed disposition, 
the undepreciated capital cost of the ciassto which the property belonged Will 
be reduced bythe proceeds of disposition, up to the amount of the capital cost 
of the property. 

Proceeds of disposition in excess of the capital cost of the property are to 
be reported as a capital gain on Trust Schedule 5A. Where the proceeds of 
disposition (excluding thecapitàl gai?, if any) exceedthe undepreciated capital 
cost of the class immediately before the sale, the amount of the excess is a 
“recapture” of C.C.A. previously claimed as a deduction. The “recapture” of 
C.C.A. is income for the year in which it occurs. This income may be allocated 
to the beneficiaries, depending on the terms of the trust document. However, 
it does not retain its identity. 

Where the proceeds of disposition are less than the undepreciated capital 
cost of the class and all of the property in that class has been disposed of during 
the year the amount remaining is a “terminal 10s~“. This loss may be claimed 
by the trust or, where the terminal loss arises in the estate of a deceased tax- 
payer an election under subsection 164(6) of the Income Tax Act may be made. 

Any capital cost allowance which has been allocated to the beneficiaries is 
deemed to have been allowed to the trust and any recapture of capital cost 
allowance is income to the trust. 

The properties most commonly in use are set out below according to the 
class to which they belong, with the maximum rate of C.C.A. for each such 
class. (For classification of other property, see the IncomeTax Regulations, the 
tables in the Farmer’s or Fisherman’s Guides and also.the Tl Tax Guide for 
Income From A Business Income Tax or Profession). : 

- Class 3(5%) - most buildings, including component parts such as electric 
wiring and fixtures, plumbing, heating and central air-conditioning equipment. 

- Class 6(10%1- fentes, greenhouses, and wooden wharves. Most buildings 
acquired after 1978 belong in class 3. However, buildings made of frame, log, 
stucco on frame or galvanized or corrugated iron may belong in this class, if 
built without footings or other base support below ground level. Component 
parts of these buildings are also included in class 6. Costs of additions or alter- 
ations to these buildings may also belong in this class rather than class 3. 

- Class 8(20%) - property not included in any other class including furniture, 
fixtures, machinery and equipment and even certain buildings or other 
structures. 

Interpretation Bulletin IT-79R2containsfurtherdeta&o,nbuildingsandother 
structures and the C.C.A. class in which they belong.” .’ .’ 

- Glass 10(30%) - cars (except taxis which tire Class 16(40%)), vans, trucks and 
tractors; harness or stable equipment, sleighs and wagons; trailers, contrac- 
tor’s movable equipment. 
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Rental Buildings Costing $50,000 or More 
Income Tax Regulation 1 lO’l(1 ac). 

Each rentai building acquired after 1971 that costs $50,000 or more Will 
become a separate capital cost allowance class. 
Interpretation Bulletin IT-274 deals with this subject in further detail. 

Allocation Of Non-Taxable Dividends Received By A Trust 
An example of a non-taxable dividend received by a trust is where a Cana- 

dian private corporation pays a tax free dividend out of its capital dividend 
account under subsection 83(2) of the Income Tax Act. 

Where the trust is in receipt of this type of dividend, the dividends are not 
to be included in income on page 2 of the T3 Return. Trusts allocating non- 
taxable dividends should inform the beneficiaries that the dividends are not 
to be included in computing their income and a statement containing the fol- 
lowing information is required to be filed with the T3 Return: 

(a) Name of the payor corporation, 

(b) <‘The amount of non-taxable dividend and its distribution, i.e. the name 
,::of the recipientk). 

It should be noted that certain non-taxable dividends (other than dividends 
paid out of the capital dividend account) received by the trust may reduce the 
adjusted cost base of the shares on which the dividends were paid under sub- 
section 53(2) ofthe IncomeTax Act. This may be relevant in computing a capital 
gain (or loss) on the subsequent disposition of the shares. 

/ 
Related Publications 

The following additional publications may be obtained from your District 
Taxation Office: 

Guide - Tl Income Tax Returns for Deceased Persons 

Tl Tax Guide for Income From a Business or Profession. 

Tl Guide for Capital Gains 

The following Interpretation Bulletins are available from your District Tax- 
ation Office for your assistance: 
IT-201 R 
IT-260R 
IT-286R 
IT-305R2 
IT-342 
IT-370 
IT-372R 
IT-381 R 
IT-385R 
IT-394 
IT-406R 
lT-446 
IT-447 
IT-465R 
IT-500 

IT-502 

Foreign Tax Credit - Trust and Beneficiaries 
Transfer of Property to a Minor 
Trusts - Amount Payable 
Establishment of Testamentary Spouse Trusts 
Trusts - Income Payable to Beneficiaries 
Capital Property Owned on December 31,197l 
Trusts- Flow-through of Taxable Dividends to a Beneficiary 
Trusts - Taxable Capital Gains and Allowable Capital Losses 
Disposition of an Income Interest in a Trust 
Preferred Beneficiary Election 
Tax Payable by an Inter Vivos Trust 
Legacies 
Residence of a Trust or Estate 
Non-Resident Beneficiaries of Trusts 
Registered Retirement Savings Plan (concerning the flow-through 
of Refund of Premiums to a beneficiary of an estate) 
Employee Benefit Plans and Employee Trusts 
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Clearance Certificates 159(2), (3). 
The Income Tax Act requires that every administrator, executor and trustee 

must obtain a clearancecertificate before distributing any property undertheir 
control if they wish to avoid being personally liable for unpaid taxes, interest 
and penalties. Interpretation Bulletin IT282Rand InformationCircular82-6deal 
with Clearance Certificates in detail. 

A clearance certificate cannot be issued until ail required T3 Returns have 
been filed and assessed, and all taxes, interest and penalties have been paid 
or secured. However, the written request for a clearance certificate may 
accompany thefinal T3 Return. Where the request has been fotwarded directly 
to the Business Audit section at the appropriate DistrictTaxation Office, a copy 
of the request should be attached ‘to the final T3 Return. In either case the 
request should identify the person requesting the certificate by name, 
address and title, e.g. executor, trustee or administrator and include the name 
of the trust and the date chosen for winding-up the trust. 

Where the request is for the final distribution of all the estate property, the 
representative must attach an undertaking to complete the actual transfer of 
all of the property of the estate as soon as possible alter the clearance certif- 
icate is received. It Will expedite the processing of the written request for a 
clearance certificate if the following documents of information, as applicable, 
accompany the request, unless they have already been provided to the 
Department: 

(a)’ a copy of the Will, 

(b) a statement showing the assets of the estate, together with the adjusted 
cost base and fair market value of the properties. In the case of a partial 
distribution, the assets intended for distribution should be identified, and 

(CI in the case of intestacy, details of the proposed distribution of the assets 
including the names and addresses of the beneficiaries and their relation- 
ship to the deceased. 

Number Of Years TO Be Reassessed 
The T3 return after initial processing and assessment may or may not be 

selected for further review or audit. The Department may reassess a return of 
income or make additional assessments, or assess tax, interest or penalties 
within three years from the day of mailing of either 

(a) a notice of an original assessment, or 

(b) a notification that no tax is payable for the taxation year. 

Privacy Act 
The Privacy Act protects the privacy of individual beneficiaries to whom the 

information contained in the T3 return pertains. The information provided by 
thetrusteeisrequiredtoassessthetrust’sincometaxIiabilin/undertheIncome 
Tax Act. 
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Appendix A - Examples of T3 Supplementaries 
Example 1 

Completing Form T3 Supplementary 

The trust has the following income and deductions: 

Dividends from Taxable Canadian Corporations Eligible for the 
Interest and Dividend Income Deduction - Actual Amount $ 900.00 

-Taxable Amount $1,200.00 
- Federal Dividend 

Tax Credit $ 200.00 

Interest Eligible for the Interest and Dividend Income 
Deduction 
Dther Income \2 “Z 
Allowable Expenses and Deductions $1:000:00 

There is one beneficiary of the trust and all income is to be designated/allo- 
cated to the beneficiary. 

The form T3 Supplementary should be completed asfollows: 
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Example 2 

Determining Amounts TO Be DesignatedlAllocated And Completing Form T3 
Supplementary \ 

The trust has the follo&ng income and deductions: 

Dividends from Taxable Canadian Corporations Eligible for the 
Interest and Dividend Income Deduction - Actual Amount 

- Taxable Amount ?H EE: I . 
- Federal Dividend 

Tax Credit $ 200.00 
- Other Incorne. 

Allowable Expenses and Deductions 
p,;g.;; 

, - 

There is one beneficiary of the trust and all income is to be designated/allo- 
cated to the beneficiary. 

The form T3 Supplementary should be completed as follows: 



Appendix B 

T3 - Schedule 28 WORKSHEET 
Calculation Non-Taxable Portion of Capital Gains - 1987 Area A 

1987 

Taxable Capital Gains: an amount equal to 
T3, pg. 2 line 09 (A) A 
Add: L.P.P. loss, pre 1986 disposition: % of 

Schedule 5A, line before 506 *(l) (B) 
Reserve subtracted, pre 1986 dispo- 
sition: % of Schedule 5A, line 514 

“(1) (Cl 
Add lines (B) and (C) (D) 3 

Sub-total (add lines (A) and (D) lECX+ 
Le~s: Reserve added, pre 1986 disposition: 

YZ of Schedule 5A, line 513 FI - 

Net Taxable Capital Gains 
Designated/Allocated: 

Resident beneficiary T3, rw. 3 
line 46 

Employment Benefit Plan T3, pg. 3 
line 47 *ca 

Non-res. beneficiary T3, pg. 3 
line 47 “Ca. 

Add lines (F), (G), (H) and (1) 
Total (subtract line (J) from line (E) and enter 
on Schedule 2B Part I (A) line 240 (1987) 

NOTE: (1) 

NOTE: (2) 

NOTE: (3) 

*(3) 0-4 2 

The amount from this line may include another amount which is 
not to be considered in the calculation, e.g. 1/2 of an L.P.P. loss or 
1/2 of a reserve related to a 1984 disposition would be added, but 
1/2 of an L.P.P. loss or Ii2 of a related to a 1986 disposition would 
not. 

It is assumed E.B.P. allocations on a T4 slip are shown on this line. 
Only a Capital gain distribution included in this income would be 
subtracted. Line 47 could also include other undesignated income 
not connected with either an E.P.B. or a non-resident allocation 
of capital gains. 

The Worksheet is to be completed where lines (B), (C) or (F) apply 
or where a capital loss is indicated or both. 
It is expected in most circumstances that the above Will not apply 
and the calculation of capital gains for minimum tax purposes in 
these cases is simply to subtract the allocations/designations of 
“Net Taxable Capital Gains”, total of lines (G), (H) and (1) above 
from an amount equal to the”Taxable Capital Gains” reported on 
line (A) above. 
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Appendix C 

Minimum Tax Carry-over from 1666 

Minimum Tax Carry-over from 1966 
(Schedule 28, line 291) 

Tax Payable before Minimum Tax Carry-over 
Schedule 2A, line 264 or 205 (8) 

Less: Minimum Amout 

(A) 

(Schedule 28, line 267) 
!Cl 

Maximum Carry-over which cari be applied 
in 1987 02 

Minimum Tax Carry-over Applied in 1987 

Claim an amount NOT EXCEEDING the lessor of (A) and (D) 
(Enter this amount n Schedule 2A) (El 

Balance, if any, of 1986 taxes for carryover to subsequent 
taxation year (line (A) minus line (E) ) 03 

Add: Additionall987 taxes for carry-over to subsequent 
taxation years (from schedule 28, line 292) (GI 

Total Mimimum Tax Carry-over Availablefor 
Subsequent years (add lines (E);(F) and (G) 04) 

INCLUDE A COPY OF THIS 
APPLYING A CARRY-OVER. 

CALCULATION WITH THE T3 RETURN WHEN 

.-I 
COHFLBTION OF 
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