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NOTE:  In  th is  publ icat ion,  the text  inser ted between square brackets 
represents the regular  pr int  in format ion.  

Before you start 
Is this guide for you? 
We expla in the most  common income tax s i tuat ions in th is  guide.  Use 
th is  guide to get  in format ion on capi ta l  gains or  capi ta l  losses in 
2011.  You general ly  have a capi ta l  ga in or  loss whenever you sel l ,  or  
are considered to have sold,  capi ta l  property.  The term "Capi ta l  
property"  is  def ined on page 18 [5] .  Use Schedule 3,  CAPITAL  
GAINS (OR LOSSES) IN  2011,  to calculate and report  your  taxable 
capi ta l  gains or  net  capi ta l  loss.  

I f  your  only capi ta l  gains or  losses are those shown on informat ion 
s l ips (T3,  T4PS, T5,  T5013 or  T5013A),  and you d id not  f i le  
Form T664 or  T664(Seniors) ,  ELECTION TO REPORT A  CAPITAL  GAIN   
ON PROPERTY OWNED AT THE END OF FEBRUARY 22,  1994,  you do not  
have to read the ent i re guide.  See "Chart  1 – Report ing capi ta l   
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gains (or  losses)  and other  amounts f rom informat ion s l ips"  on 
page 102 [21]  to f ind out  how to report  these amounts.  

I f  you sel l  uni ts ,  shares,  or  secur i t ies for  which you were issued an 
informat ion s l ip ,  you wi l l  have to report  a capi ta l  gain or  loss.  See 
"Publ ic ly  t raded shares,  mutual  fund uni ts ,  deferra l  of  e l ig ib le smal l  
business corporat ion shares,  and other  shares"  on page 64 [14] .  

I f  you are a farmer and you sold e l ig ib le capi ta l  property that  is  
qual i f ied farm property or  farmland in 2011 that  inc ludes your 
pr inc ipal  res idence,  see Guide T4003,  FARMING INCOME, RC4060,  
FARMING INCOME AND THE AGRISTABIL ITY AND AGRI INVEST PROGRAMS 
GUIDE,  or  RC4408,  FARMING INCOME AND THE AGRISTABIL ITY  AND 
AGRI INVEST PROGRAMS HARMONIZED GUIDE.  Guide RC4060 is  appl icable 
to Agr iStabi l i ty  and Agr i Invest  Program part ic ipants in  Ontar io,  
Alber ta,  and Pr ince Edward Is land whi le Guide RC4408 appl ies to 
Agr iStabi l i ty  and Agr i Invest  par t ic ipants in  a l l  o ther  provinces and the 
Yukon.  

I f  you are a non-resident ,  emigrant ,  or  new resident  of  Canada,  you 
should refer  to the guide that appl ies to your s i tuat ion:  
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• T4055,  Newcomers to Canada;  

• T4056,  Emigrants and Income Tax;  or  

• T4058,  Non-Residents and Income Tax.  

La vers ion f rançaise de cet te publ icat ion est  in t i tu lée GAINS EN 
CAPITAL.  

What's new for 2011? 

Tax on spl i t  income (certain capital  gains)  –  Under proposed 
changes,  af ter  March 21,  2011,  capi ta l  gains ar is ing f rom the 
d isposi t ion of  cer ta in shares by a chi ld  under 18 to a non-arms 
length person may be deemed to be a d iv idend and therefore resul t  
in  the tax on spl i t  income. I f  th is  appl ies to you,  see Form T1206,  
TAX ON SPLIT  INCOME, for  more informat ion.  

Donations of  publicly l isted f low-through shares  –  Under 
proposed changes,  i f  you donate property  to a qual i f ied donee af ter  
March 21,  2011,  that  is  at  the t ime of  the donat ion inc luded in a 
f low-through share c lass of  proper ty,  and at  that  t ime you have an 
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exempt ion threshold in  respect  of  the f low-through share c lass of  
property,  you may be deemed to have an addi t ional  capi ta l  gain 
f rom the d isposi t ion of  another  capi ta l  property subject  to an 
inc lus ion rate of  50%. For more informat ion,  see pamphlet  P113,  
GIFTS AND INCOME TAX. 

I f  you have a v isual  impairment ,  you can get  our  publ icat ions  
in  bra i l le ,  large pr int ,  e text  (CD),  or  MP3 by going to 
www.cra.gc.ca/alternate  or  by cal l ing 1-800-959-2221.  You can a lso 
get  your  personal ized correspondence in these formats by cal l ing 
1-800-959-8281.  
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Definitions 
This sect ion descr ibes,  in  a general  way,  technical  terms that  we use 
in th is  guide.  Whenever pract ica l ,  we def ine technical  terms in deta i l  
in  the appl icable chapters.  

Note 
Throughout  th is  guide,  we use the terms sel l ,  sold,  buy,  and 
bought  to  descr ibe most  capi ta l  t ransact ions.  However,  the 
informat ion in th is  guide a lso appl ies to other  d isposi t ions or  
acquis i t ions,  such as when you g ive or  receive a g i f t .  When reading 
th is  guide,  you can subst i tu te the terms disposed of  or  acquired  for  
sold  or  bought,  i f  they more accurate ly  descr ibe your s i tuat ion.  

Abbreviat ions –  The fo l lowing is  a l is t  of  some of  the abbreviat ions 
that  we use in th is  guide:  

ABIL  –  Al lowable business investment  loss 

ACB  –  Adjusted cost  base 

CCA  –  Capi ta l  cost  a l lowance 
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CNIL  –  Cumulat ive net  investment  loss 

FMV  –  Fair  market  value 

LPP  –  L is ted personal  property 

RFL  –  Restr ic ted farm loss 

UCC  –  Undepreciated capi ta l  cost  

Adjusted cost base (ACB)  –  usual ly  the cost  of  a property p lus any 
expenses to acquire i t ,  such as commissions and legal  fees.  

The cost  of  a capi ta l  property is  i ts  actual  or  deemed cost ,  depending 
on the type of  property and how you acquired i t .  I t  a lso inc ludes 
capi ta l  expendi tures,  such as the cost  of  addi t ions and improvements 
to the property.  You cannot  add current  expenses,  such as 
maintenance and repair  costs,  to the cost  base of  a property.  

For  more informat ion on ACB, see Interpretat ion Bul let in  IT-456,  
CAPITAL  PROPERTY – SOME ADJUSTMENTS TO COST BASE,  and i ts  
Specia l  Release.  
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Advantage  –  see the def in i t ion of  Eligible amount of  the gif t  on 
page 21 [6] .  

Allowable capital  loss  –  is  your  capi ta l  loss for  the year mul t ip l ied by 
the inc lus ion rate for  that  year.  For  2001 and subsequent  years,  the 
inc lus ion rate is  1/2.  

Arm's length transaction  –  a t ransact ion between persons who act  
independent ly  of  each other .  Related persons are not  considered to 
deal  wi th each other  at  arm's length.  Related persons inc lude 
indiv iduals connected by a b lood re lat ionship,  marr iage or  
common- law partnership,  or  adopt ion ( legal  or  in  fact) .  A lso,  a 
corporat ion and a shareholder  who contro ls  the corporat ion are 
re lated.  

Unrelated persons usual ly  deal  wi th each other  at  arm's length.  
However,  th is  might  not  be the case i f  one person is  under the 
inf luence or  contro l  of  the other ,  or  i f  the persons are considered to 
be act ing in concert .  

For  more informat ion on these t ransact ions,  see Interpretat ion 
Bul let in  IT-419,  MEANING OF ARM'S LENGTH.  
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Business investment loss  –  see "Al lowable business investment  
loss"  on page 189 [37] .  

Canadian-control led private corporat ion  –  is  a pr ivate corporat ion 
that  is  a Canadian corporat ion other than:  

a)  a corporat ion contro l led,  d i rect ly  or  indi rect ly  in  any way,  by 
one or  more non-resident  persons,  by one or  more publ ic  
corporat ions (other  than a prescr ibed venture capi ta l  corporat ion) ,  
by one or  more corporat ions descr ibed in paragraph c) ,  or  by any 
combinat ion of  the above;  

b)  a corporat ion that  would be contro l led by one person i f  that  
one person owned al l  the shares of  any corporat ion that  are owned 
by any non-resident  person,  by any publ ic  corporat ion (other  than 
a prescr ibed venture capi ta l  corporat ion) ,  or  by a corporat ion 
descr ibed in paragraph c) ;  or  

c)  a corporat ion,  a c lass of  the shares of  capi ta l  s tock of  which is  
l is ted on a designated stock exchange.  
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Canadian security  –  is :  

• a share of  the capi ta l  s tock of  a corporat ion res ident  in  Canada;  

• a uni t  of  a mutual  fund t rust ;  or  

• a bond,  debenture,  b i l l ,  note,  mortgage,  hypothecary c la im, or  
s imi lar  obl igat ion issued by a person resident  in  Canada.  

Prescr ibed secur i t ies (def ined on page 28 [7]  )  are not  considered to 
be Canadian secur i t ies.  

Capital  cost al lowance (CCA)  –  in  the year you buy a "depreciable 
property"  (def ined on page 20 [ the next  page]  ) ,  such as a bui ld ing,  
you cannot  deduct  i ts  fu l l  cost .  However,  s ince th is  type of  property 
wears out  or  becomes obsolete over  t ime,  you can deduct  i ts  capi ta l  
cost  over  a per iod of  several  years.  This deduct ion is  cal led CCA. 
When we ta lk  about  CCA, a re ference is  of ten made to class.  You 
usual ly  group depreciable propert ies in to c lasses.  You have to base 
your CCA c la im on the rate assigned to each c lass of  property.  

Capital  gain  –  you have a capi ta l  gain when you sel l ,  or  are 
considered to have sold,  a capi ta l  property for  more  than the tota l  of  
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i ts  adjusted cost  base and the out lays and expenses incurred to sel l  
the property.  The term "out lays and expenses" is  def ined on 
page 28 [7] .  

Capital  loss  –  you have a capi ta l  loss when you sel l ,  or  are 
considered to have sold,  a capi ta l  property for  less  than the tota l  of  
i ts  adjusted cost  base and the out lays and expenses incurred to sel l  
the property.  The term "out lays and expenses" is  def ined on 
page 28 [7] .  

Capital  property  –  inc ludes depreciable property,  and any property 
which,  i f  so ld,  would resul t  in  a capi ta l  gain or  a capi ta l  loss.  You 
usual ly  buy i t  for  investment  purposes or  to earn income. Capi ta l  
property  does not  inc lude the t rading assets of  a business,  such as 
inventory.  Some common types of  capi ta l  property  inc lude:  

• cot tages;  

• secur i t ies,  such as stocks,  bonds,  and uni ts  of  a mutual  fund t rust ;  
and 

• land,  bui ld ings,  and equipment you use in a business or  a renta l  
operat ion.  
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Common-law partner  –  th is  appl ies to a person who is  not your 
spouse,  wi th whom you are l iv ing and have a conjugal  re lat ionship,  
and to whom at  least  one of  the fo l lowing s i tuat ions appl ies.  He or  
she:  

a)  has been l iv ing wi th you in such a re lat ionship for  at  least  
12 cont inuous months;  

b)  is  the parent  of  your  chi ld  by b i r th or  adopt ion;  or  

c)  has custody and contro l  of  your  chi ld  (or  had custody and contro l  
immediate ly  before the chi ld  turned 19 years of  age) and your 
chi ld  is  whol ly  dependent  on that  person for  support .  

In  addi t ion,  an indiv idual  immediate ly  becomes your common- law 
partner  i f  you previously l ived together  in  a conjugal  re lat ionship for  
at  least  12 cont inuous months and you have resumed l iv ing together  
in  such a re lat ionship.  Under proposed changes,  th is  condi t ion wi l l  
no longer ex is t .  The ef fect  of  th is  proposed change is  that  a person 
[other  than a person descr ibed in condi t ion b)  or  c)  above]  wi l l  be 
your common- law partner  only af ter  your current  re lat ionship wi th that  
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person has lasted at  least  12 cont inuous months.  This proposed 
change wi l l  apply to 2001 and later  years.  

References to "12 cont inuous months"  in  th is  def in i t ion inc lude any 
per iod that  you were separated for  less than 90 days because of  a 
breakdown in the re lat ionship.  

Deemed acquisit ion  –  expression used when you are considered to 
have acquired property,  even though you d id not  actual ly  buy i t .  

Deemed cost  –  refers to the pr ice of  property you are considered to 
have acquired,  even though you d id not  actual ly  buy i t .  

Deemed disposit ion  –  expression used when you are considered to 
have d isposed of  property,  even though you d id not  actual ly  sel l  i t .  

Deemed proceeds of  disposit ion  –  expression used when you are 
considered to have received an amount  for  the d isposi t ion of  property,  
even though you d id not  actual ly  receive the amount .  

Depreciable property  –  usual ly  capi ta l  proper ty used to earn income 
f rom a business or  property.  The capi ta l  cost  can be wr i t ten of f  as 
CCA over a number of  years.  
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Disposit ion (dispose of)  –  usual ly  an event  or  t ransact ion where you 
g ive up possession,  contro l ,  and a l l  o ther  aspects of  property 
ownership.  

Eligible amount of  the gif t  –  under proposed changes,  th is  is  
general ly  the amount  by which the fa i r  market  value (FMV) of  the 
g i f ted property exceeds the amount  of  an advantage,  i f  any,  received 
or  receivable in  the future for  the g i f t .  For  more informat ion,  see 
Pamphlet  P113,  GIFTS AND INCOME TAX.  

Under proposed changes,  the advantage  is  general ly  the tota l  va lue 
of  any property,  serv ice,  compensat ion,  use or  any other  benef i t  that  
you are ent i t led to as par t ia l  considerat ion for ,  or  in  grat i tude for ,  the 
g i f t .  The advantage  may be cont ingent  or  receivable in the future,  
e i ther  to you or  a person or  par tnership not  deal ing at  arm's length 
wi th you.  

Under proposed changes,  the advantage also inc ludes any l imi ted-  
recourse debt  in  respect  of  the g i f t  a t  the t ime i t  was made.  For  
example,  there may be a l imi ted-recourse debt  i f  the property was 
acquired through a tax shel ter  that  is  a g i f t ing arrangement.  In th is  
case,  the e l ig ib le amount  of  the g i f t  wi l l  be reported in box 13 of  
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Form T5003,  STATEMENT OF TAX SHELTER INFORMATION.  For more 
informat ion on g i f t ing arrangements and tax shel ters,  see 
guide T4068,  GUIDE FOR THE PARTNERSHIP  INFORMATION RETURN 
(T5013 FORMS).  

Eligible act ive business corporat ion  –  general ly ,  th is  is  a taxable 
Canadian corporat ion,  where a l l  or  substant ia l ly  a l l  o f  the fa i r  market  
value (FMV) of  i ts  assets are used pr inc ipal ly  in  an act ive business 
carr ied on pr imar i ly  in  Canada by the corporat ion or  by a re lated 
act ive business corporat ion whi le the investor  holds the shares,  or for 
at  least 730 days of  the ownership period.  I t  can a lso be shares of ,  
and/or  a debt  issued by,  other  re lated act ive business corporat ions or  
a combinat ion of  such assets,  shares,  or  debt .  

Note 
An el ig ib le act ive business corporat ion does not  inc lude:  

• a professional  corporat ion;  

• a speci f ied f inancia l  inst i tu t ion;  
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• a corporat ion whose pr inc ipal  business is  leasing,  rent ing,  
developing,  or  sel l ing real  property that  i t  owns or  any 
combinat ion of  these act iv i t ies;  and 

• a corporat ion where more than 50% of  the FMV of  i ts  property 
(net  of  debts incurred to acquire the property)  is  at t r ibutable to 
real  property.  

Eligible capital  property  –  property  that  does not  physical ly  ex is t  but  
g ives you a last ing economic benef i t .  Examples of  th is  k ind of  
property are goodwi l l ,  customer l is ts ,  t rademarks,  and mi lk  quotas.  

Eligible small  business corporation  –  general ly ,  th is  is  a Canadian-  
contro l led pr ivate corporat ion,  where a l l  or  substant ia l ly  a l l  o f  the 
FMV of  i ts  assets are used pr inc ipal ly  in  an act ive business that  is  
carr ied on pr imar i ly  in  Canada by the corporat ion or  an e l ig ib le smal l  
business corporat ion re lated to i t .  I t  can a lso be shares of ,  and/or  a 
debt  issued by,  other  re lated e l ig ib le  smal l  business corporat ions or  a 
combinat ion of  such assets,  shares,  or  debt .  The issuing corporat ion 
must  be an e l ig ib le smal l  business corporat ion at  the t ime the shares 
were issued.  
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Note 
An el ig ib le smal l  business corporat ion does not  inc lude:  

• a professional  corporat ion;  

• a speci f ied f inancia l  inst i tu t ion;  

• a corporat ion whose pr inc ipal  business is  leasing,  rent ing,  
developing,  or  sel l ing real  property that  i t  owns or  any 
combinat ion of  these act iv i t ies;  and 

• a corporat ion where more than 50% of  the FMV of  i ts  property 
(net  of  debts incurred to acquire the property)  is  at t r ibutable to 
real  property.  

Excepted gif t  –  a g i f t  o f  a share you made to someone wi th whom you 
deal  at  arm's length.  I f  the donee is  a char i table organizat ion or  publ ic  
foundat ion,  i t  wi l l  be an excepted g i f t  i f  you deal  at  arm's length wi th 
each d i rector ,  t rustee,  of f icer ,  and of f ic ia l  of  the donee.  For  more 
informat ion,  see Pamphlet  P113,  GIFTS AND INCOME TAX. 

Fair  market value (FMV)  –  is  usual ly  the h ighest  dol lar  value you can 
get  for  your  property  in  an open and unrestr ic ted market ,  between a 
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wi l l ing buyer and a wi l l ing sel ler  who are act ing independent ly  of  each 
other .  

Flow-through enti ty  –  we expla in th is  term in  "What is  a f low-through 
ent i ty?"  in  Chapter  4 on page 143 [29]  .  

Inclusion rate  –  General ly ,  the inc lus ion rate for  2011 is  1/2.  This 
means that  you mul t ip ly  your  capi ta l  gain for  the year by th is  rate to 
determine your taxable capi ta l  gain.  Simi lar ly ,  you mul t ip ly  your 
capi ta l  loss for  the year by 1/2 to determine your a l lowable capi ta l  
loss.  For  a l is t  of  previous year inc lus ion rates,  see " Inc lus ion rate"  
on page 152 [30] .  

Listed personal  property (LPP)  –  is  a type of  personal-use property.  
The pr inc ipal  d i f ference between LPP and other  personal-use 
propert ies is  that  LPP usual ly  increases in value over t ime.  LPP 
inc ludes a l l  or  any par t  of  any interest  in  or  any r ight  to the fo l lowing 
propert ies:  

• pr ints,  etchings,  drawings,  paint ings,  sculptures,  or  other  s imi lar  
works of  ar t ;  

• jewel lery;  
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• rare fo l ios,  rare manuscr ipts,  or  rare books;  

• stamps;  and 

• coins.  

Net capital  loss  –  general ly ,  i f  your  a l lowable capi ta l  losses are more 
than your taxable capi ta l  gains,  the d i f ference between the two 
becomes part  of  the calculat ion of  your  net  capi ta l  loss for  the year.  

Non-arm's length transaction  –  a t ransact ion between persons who 
were not  deal ing wi th each other  at  arm's length at  the t ime of  the 
t ransact ion.  

Non-qual i fying real  property  –  general ly ,  non-qual i fy ing real  
property is  real  property that  you or  your par tnership d isposed of  af ter  
February 1992 and before 1996.  

I t  a lso general ly  inc ludes the fo l lowing property you or  your  
par tnership d isposed of  af ter  February 1992 and before 1996,  i f  i ts  
fa i r  market  value is  der ived pr inc ipal ly  (more than 50%) f rom real  
property :  

• a share of  a capi ta l  s tock of  a corporat ion;  
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• an interest  in  a par tnership;  

• an interest  in  a t rust ;  or  

• an interest  or  an opt ion in any property descr ibed above.  

Non-qual i fying securit ies  –  are secur i t ies you or  an indiv idual 's  
estate donated to a "qual i f ied donee" (def ined on page 30 [8]  ) .  
Non-qual i fy ing secur i t ies inc lude:  

• a share of  a corporat ion wi th which you or  the estate does not  deal  
at  arm's length af ter  the donat ion was made;  

• an obl igat ion of  yours or  the estate,  or  of  any person or  par tnership 
wi th whom you or  the estate does not  deal  at  arm's length af ter  the 
donat ion was made;  or  

• any other  secur i ty  issued by you or  the estate or  by any person or  
par tnership wi th whom you or  the estate does not  deal  at  arm's 
length af ter  the donat ion was made.  

The above excludes:  

• shares,  obl igat ions,  and other  secur i t ies l is ted on a designated 
stock exchange;  and 
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• obl igat ions of  a f inancia l  inst i tu t ion to repay an amount  deposi ted 
wi th the inst i tu t ion.  

Outlays and expenses  –  are amounts that  you incurred to sel l  a  
capi ta l  property.  You can deduct  out lays and expenses f rom your 
"proceeds of  d isposi t ion"  (def ined on the next  page) when calculat ing 
your capi ta l  gain or  loss.  You cannot  reduce your other  income by 
c la iming a deduct ion for  these out lays and expenses.  These types of  
expenses inc lude f ix ing-up expenses,  f inders '  fees,  commissions,  
brokers '  fees,  surveyors '  fees,  legal  fees,  t ransfer  taxes,  and 
advert is ing costs.  

Personal-use property  –  refers to i tems that you own pr imar i ly  for  
the personal  use or  enjoyment of  your fami ly  and yoursel f .  I t  inc ludes 
a l l  personal  and household i tems,  such as furn i ture,  automobi les,  
boats,  a cot tage,  and other  s imi lar  propert ies.  

Prescribed security  –  general ly  inc ludes:  

• a share of  a corporat ion (other  than a publ ic  corporat ion)  whose 
value at  the t ime you d ispose of  i t  comes main ly f rom real  estate,  
resource propert ies,  or  both;  
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• a bond,  debenture,  b i l l ,  note,  mortgage,  or  s imi lar  obl igat ion of  a 
corporat ion (other  than a publ ic  corporat ion)  that  you do not  deal  
wi th at  arm's length at  any t ime before you d ispose of  the 
secur i ty ;  and 

• a share,  bond,  debenture,  b i l l ,  note,  mortgage,  or  s imi lar  obl igat ion 
you acquire f rom a person wi th whom you do not  deal  at  arm's 
length.  

A prescr ibed secur i ty  is  not  considered to be a "Canadian secur i ty"  
(def ined on page 17 [5]  ) .  

Proceeds of  disposit ion  –  usual ly  the amount  you received or  wi l l  
receive for  your  property.  In most  cases,  i t  refers to the sale pr ice of  
the property.  This could a lso inc lude compensat ion you received for  
property that  has been destroyed,  expropr iated,  or  s to len.  

Public corporation  –  is  a corporat ion that  is  res ident  in  Canada and:  

• has a c lass of  shares l is ted on a designated Canadian stock 
exchange;  or  
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• is  a corporat ion (other  than a prescr ibed labour-sponsored venture 
capi ta l  corporat ion)  that  has e lected,  or  has been designated by the 
Minister  of  Nat ional  Revenue,  to  be a publ ic  corporat ion.  Also,  at  
the t ime of  the e lect ion or  designat ion,  the corporat ion compl ied 
wi th prescr ibed condi t ions concerning the number of  i ts  
shareholders,  the d ispersal  of  ownership of  i ts  shares,  and the 
publ ic  t rading of  i ts  shares.  

Quali f ied donees  –  general ly  inc lude:  

• registered char i t ies;  

• registered Canadian amateur ath let ic  associat ions 

• registered nat ional  ar ts  serv ice organizat ions;  

• housing corporat ions in Canada set  up only to provide low-cost  
housing for  the aged;  

• munic ipal i t ies in  Canada;   

• under proposed changes,  munic ipa l  or  publ ic  bodies per forming a 
funct ion of  government in  Canada;  

• the Uni ted Nat ions and i ts  agencies;  
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• univers i t ies outs ide Canada wi th a student  body that  ord inar i ly  
inc ludes students f rom Canada provided these univers i t ies are 
l is ted in Schedule VI I I  o f  the Income Tax Regulat ions;  

• char i table organizat ions outs ide Canada to which the Government 
of  Canada has made a g i f t  dur ing the donor 's  tax year,  or  in  the 
12 months immediate ly  before that  per iod (or ,  under proposed 
changes,  ef fect ive on the later  of  January 1,  2012,  and the date 
the legis lat ion receives Royal  Assent ,  dur ing the 36 month per iod 
beginning 24 months before the t ime of  the donor 's  g i f t ) ;  and 

• the Government of  Canada,  a province,  or  a terr i tory.  

Quali f ied farm property  –  is  cer ta in property you or  your  spouse or  
common- law partner  owns.  I t  is  a lso cer ta in property owned by a 
fami ly- farm partnership in  which you or  your spouse or  common- law 
partner  holds an interest .  

Qual i f ied farm property inc ludes:  

• a share of  the capi ta l  s tock of  a fami ly- farm corporat ion that  you or  
your spouse or  common- law partner  owns;  
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• an interest  in  a fami ly- farm partnership that  you or  your spouse or  
common- law partner  owns;  

• real  property,  such as land and bui ld ings;  and 

• el ig ib le capi ta l  property,  such as mi lk  and egg quotas.  

For  more informat ion on what  is  considered to be qual i f ied farm 
property,  see Guide T4003,  FARMING INCOME, RC4060,  FARMING 
INCOME AND THE AGRISTABIL ITY  AND AGRI INVEST PROGRAMS GUIDE,  or  
RC4408,  FARMING INCOME AND THE AGRISTABIL ITY  AND AGRI INVEST 
PROGRAMS HARMONIZED GUIDE.  

Quali f ied f ishing property  –  is  cer ta in property you or  your spouse 
or  common- law partner  owns.  I t  is  a lso cer ta in property owned by a 
fami ly  f ish ing par tnership in  which you or  your spouse or  common- law 
partner  holds an interest .  

Qual i f ied f ish ing property inc ludes:  

• a share of  the capi ta l  s tock of  a fami ly  f ish ing corporat ion that  you 
or  your spouse or  common- law partner  owns;  
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• an interest  in  a fami ly  f ish ing par tnership that  you or  your spouse 
or  common- law partner  owns;  

• real  property,  such as land and f ish ing vessels;  and 

• el ig ib le capi ta l  property,  such as f ish ing l icences.  

For  more informat ion on what  is  considered to be qual i f ied f ish ing 
property,  see Guide T4004,  FISHING INCOME. 

Quali f ied small  business corporat ion shares  –  a share of  a 
corporat ion wi l l  be considered to be a qual i f ied smal l  business 
corporat ion share i f  al l  the fo l lowing condi t ions are met:  

• at  the t ime of  sale,  i t  was a share of  the capi ta l  s tock of  a smal l  
business corporat ion,  and i t  was owned by you,  your  spouse or  
common- law partner ,  or  a par tnership of  which you were a member;  

• throughout  that  par t  of  the 24 months immediate ly  before the share 
was d isposed of ,  whi le the share was owned by you,  a par tnership 
of  which you were a member,  or  a person re lated to you,  i t  was a 
share of  a Canadian-contro l led pr ivate corporat ion and more 
than 50% of  the fa i r  market  value of  the assets of  the corporat ion 
were:  
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–  used main ly in  an act ive business carr ied on pr imar i ly  in  Canada 
by the Canadian-contro l led pr ivate corporat ion,  or  by a re lated 
corporat ion;  

–  certa in shares or  debts of  connected corporat ions;  or  

–  a combinat ion of  these two types of  assets;  and 

• throughout  the 24 months immediate ly  before the share was 
d isposed of ,  no one owned the share other  than you,  a par tnership 
of  which you were a member or  a person re lated to you.   

As a general  ru le,  when a corporat ion has issued shares af ter  
June 13,  1988,  e i ther  to you,  to  a par tnership of  which you are a 
member,  or  to a person re lated to  you,  a specia l  s i tuat ion exists .  
We consider  that ,  immediate ly  before the shares were issued,  an 
unrelated person owned them. As a resul t ,  to  meet  the hold ing-per iod 
requirement,  the shares cannot  have been owned by any person other  
than you,  a par tnership of  which you are a member,  or  a person 
re lated to you for  a 24-month per iod that  begins af ter  the shares were 
issued and that  ends when you so ld them. However,  th is  ru le does 
not apply  to  shares issued:  
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• as payment for  other  shares;  

• for  d isposi t ions of  shares af ter  June 17,  1987,  as payment of  a 
stock d iv idend;  or  

• in  connect ion wi th a property that  you,  a par tnership of  which you 
were a member,  or  a person re la ted to you d isposed of  to the 
corporat ion that  issued the shares.  The property d isposed of  must  
have consisted of  e i ther :  

–  al l  or  most  (90% or  more)  of  the assets used in an act ive 
business carr ied on e i ther  by  you,  the members of  the 
par tnership of  which you were a member,  or  the person re lated to 
you;  or  

–  an interest  in  a par tnership where a l l  or  most  (90% or  more)  of  
the par tnership 's  assets were used in an act ive business carr ied 
on by the members of  the par tnership.  

Real property  –  property that  cannot  be moved,  such as land or  
bui ld ings.  We commonly refer  to such property as  " real  estate" .  

Recapture  –  when you sel l  a  depreciable property  for  less than i ts  
capi ta l  cost ,  but  for  more than the undepreciated capi ta l  cost  (UCC) in 
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i ts  c lass,  you do not  have a capi ta l  gain.  However,  i f  there is  a 
negat ive UCC balance at  the end of  the year,  th is  balance is  a 
recapture of  capi ta l  cost  a l lowance.  You have to inc lude th is  amount  
in  income for  that  year .  For  more informat ion on recapture,  see 
page 83 [17] .  

Small  business corporat ion  –  is  a Canadian-contro l led pr ivate 
corporat ion in which a l l  or  most  (90% or more)  of  the fa i r  market  value 
of  i ts  assets:  

• are used main ly  in  an act ive business carr ied on pr imar i ly  in  
Canada by the corporat ion or  by a re lated corporat ion;  

• are shares or  debts of  connected corporat ions that  were smal l  
business corporat ions;  or  

• are a combinat ion of  these two types of  assets.  

Spouse –  appl ies only to a person to whom you are legal ly  marr ied.  

Taxable capital  gain  –  is  the por t ion of  your  capi ta l  gain that  you 
have to report  as income on your  income tax and benef i t  return.  



–  37  –  

I f  you real ize a capi ta l  gain when you donate cer ta in propert ies to a 
qual i f ied donee (as def ined on page 30 [ the previous page]  )  or  make 
a donat ion of  ecological ly  sensi t ive land,  specia l  ru les wi l l  apply.  For  
more informat ion,  see pages 47 [11]  and 143 [29] .  

Terminal  loss  –  occurs when you have an undepreciated balance in a 
c lass of  depreciable property at  the end of  the tax year or  f iscal  year,  
and you no longer own any property in  that  c lass.  You can deduct  the 
terminal  loss when you calculate your income for  the year.  For  more 
informat ion on terminal  losses,  see page 83 [17] .  

Undepreciated capital  cost (UCC)  –  general ly ,  UCC is  equal  to the 
tota l  capi ta l  cost  of  a l l  the propert ies of  the c lass minus  the capi ta l  
cost  a l lowance you c la imed in previous years.  I f  you sel l  depreciable 
property in  a year,  you a lso have to  subtract  f rom the UCC one of  the 
fo l lowing two amounts,  whichever is less:  

• the proceeds of  d isposi t ion of  the property (e i ther  actual  or  
deemed) minus  the out lays and expenses incurred to sel l  i t ;  or  

• the capi ta l  cost  of  the property.  
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Chapter 1 – General information 
This chapter  provides the general  in format ion you need to report  a 
capi ta l  gain or  loss.  

General ly ,  when you d ispose of  a property and end up wi th a gain or  a 
loss,  i t  may be t reated in one of  two ways:  

• as a  capi ta l  gain or  loss (capital  transaction);  or  

• as an income gain or  loss ( income transaction).  

When you d ispose of  a property,  you need to determine i f  the 
t ransact ion is  a capi ta l  t ransact ion or  an income t ransact ion.  The 
facts surrounding the t ransact ion determine the nature of  the gain or  
loss.  

For  more informat ion on the d i f ference between capi ta l  and income 
t ransact ions,  see the fo l lowing Interpretat ion Bul let ins:  

IT-218 Prof i ts ,  capi ta l  gains and losses f rom the sale of  real  estate,  
inc luding farmland and inher i ted land and convers ion of  real  
estate f rom capi ta l  property to inventory and v ice versa;  
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IT-459 Adventure or  concern in the nature of  t rade;  and 

IT-479 Transact ions in secur i t ies,  and i ts  Specia l  Release.  

For  in format ion on how to report  income t ransact ions,  see Guide 
T4002,  BUSINESS AND PROFESSIONAL INCOME. 

When do you have a capital gain or loss? 
Usual ly ,  you have a capi ta l  gain or  loss when you sel l  or  are 
considered to have sold capi ta l  property.  The fo l lowing are examples 
of  cases where you are considered to have sold capi ta l  property:  

• You exchange one property for  another .  

• You give property (other  than cash) as a g i f t .  

• Shares or  other  secur i t ies in  your name are converted.  

• You set t le  or  cancel  a debt  owed to you.  

• You t ransfer  cer ta in property to a t rust .  

• Your property is  expropr iated.  
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• Your property is  s to len.  

• Your property is  destroyed.  

• An opt ion that  you hold to buy or  sel l  property expi res.  

• A corporat ion redeems or  cancels shares or  other  secur i t ies that  
you hold (you wi l l  usual ly  be considered to have received a 
d iv idend,  the amount  of  which wi l l  be shown on a T5 s l ip) .  

• You change al l  or  par t  of  the property 's  use (see "Changes in use" 
on page 215 [41]  ) .  

• You leave Canada (see Guide T4056,  EMIGRANTS AND INCOME TAX).   

• The owner d ies (see Guide T4011,  PREPARING RETURNS FOR 
DECEASED PERSONS).  

Disposing of  Canadian securit ies 

I f  you d ispose of  Canadian secur i t ies,  i t 's  possib le that  you could 
have a gain or  loss on income account  (as opposed to the more l ike ly  
capi ta l  gain or  loss) .  However,  in  the year you d ispose of  Canadian 
secur i t ies,  you can e lect  to report  such a gain or  loss as a capi ta l  gain 
or  loss.  I f  you make th is  e lect ion for  a tax year,  we wi l l  consider  every 
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Canadian secur i ty  you owned in that  year and later  years to be capi ta l  
propert ies.  A t rader or  dealer  in  secur i t ies (other  than a mutual  fund 
t rust  or  a mutual  fund corporat ion)  or  anyone who was a non-resident  
of  Canada when the secur i ty  was so ld cannot  make th is  e lect ion.  

I f  a  par tnership owns Canadian secur i t ies,  each par tner  is  t reated as 
owning the secur i ty .  When the par tnership d isposes of  the secur i ty ,  
each par tner  can e lect  to t reat  the secur i ty  as capi ta l  property.  
An e lect ion by one partner  wil l  not  resul t  in  each partner  being 
t reated as having made the e lect ion.  

To make th is  e lect ion,  complete Form T123,  ELECTION ON DISPOSIT ION 
OF CANADIAN SECURIT IES,  and at tach i t  to  your 2011 income tax and 
benef i t  return.  Once you make th is  e lect ion,  you cannot  reverse your 
decis ion.  

For  more informat ion on th is  e lect ion as wel l  as what  const i tu tes a 
gain on income account  versus a capi ta l  gain,  see Interpretat ion 
Bul let in  IT-479,  TRANSACTIONS IN  SECURIT IES,  and i ts  Specia l  Release.  
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Disposing of  personal-use property ( including your principal  
residence) 

Most people are not  af fected by the capi ta l  gains ru les because the 
property they own is  for  thei r  personal  use or  enjoyment.  

Personal-use property 

When you sel l  personal-use property,  such as cars and boats,  in  most  
cases you do not  end up wi th a capi ta l  gain.  This is  because th is  type 
of  property usual ly  does not  increase in value over the years.  As a 
resul t ,  you may end up wi th a loss.  Al though you have to report  any 
gain on the sale of  personal-use property,  general ly  you are not  
a l lowed to c la im a loss.  For  more informat ion,  see "Personal-use 
property"  on page 95 [19] .  

Principal  residence 

I f  you sel l  your  home for  more than what  i t  cost  you,  you usual ly  do 
not  have to report  the sale on your  income tax and benef i t  return or  
pay tax on any gain as long as:  

• your home is  your pr inc ipal  res idence;  and 
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• you or  a member of  your  fami ly  d id not  designate any other  property 
as a pr inc ipal  res idence whi le you owned your home. For  more 
informat ion,  see Chapter  6 on page 205 [39] .  

When do you report a capital gain or loss? 
Report  the d isposi t ion of  capi ta l  property in  the calendar year 
(January to December)  you sel l ,  or  are considered to have sold,  the 
property.  

Note 
Regardless of  whether  or  not  the sale of  a capi ta l  property  resul ts  in  
a capi ta l  gain or  loss,  you have to  f i le  an income tax and benef i t  
return to report  the t ransact ion (even i f  you do not  have to pay tax) .  
This ru le a lso appl ies when you report  the taxable par t  of  any 
capi ta l  gains reserve you deducted in 2010.  

Do you own a business? 

I f  you own a business that  has a f iscal  year  end other  than 
December 31,  you st i l l  report  the sale of  a capi ta l  property in  the 
calendar year the sale takes p lace.  
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Example 
Paul ine owns a smal l  business.  The f iscal  year  end for  her  business 
is  June 30,  2011.  In August  2011,  she sold a capi ta l  property that  
she used in her  business.  As a resul t  of  the sale,  she had a capi ta l  
gain.  Paul ine has to report  the capi ta l  gain on her  income tax and 
benef i t  return for  2011.  She does th is  even though the sale took 
p lace af ter  her  business 's  f iscal  year  end date of  June 30.  

Are you a member of  a partnership? 

I f  you are a member of  a par tnersh ip,  i t  is  possib le that  your 
par tnership has a f iscal  year end other  than December 31.  I f  the 
par tnership sel ls  capi ta l  property dur ing i ts  f iscal  year ,  you general ly  
report  your  share of  any capi ta l  ga in or  loss in the calendar year in  
which that  f iscal  year ends.  

Calculating your capital gain or loss 
To calculate any capi ta l  gain or  loss,  you need to know the fo l lowing 
three amounts:  

• the proceeds of  d isposi t ion;  
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• the adjusted cost  base (ACB);  and 

• the out lays and expenses incurred to sel l  your  property.  

To calculate your capi ta l  gain or  loss,  subtract  the tota l  of  your  
property 's  ACB, and any out lays and expenses incurred to sel l  your  
property,  f rom the proceeds of  d isposi t ion.  

You have a capi ta l  gain when you sel l ,  or  are considered to have sold,  
a capi ta l  property  for  more  than the tota l  of  i ts  ACB and the out lays 
and expenses incurred to sel l  the property.  

Example 
In  2011,  Mar io sold 400 shares of  XYZ Publ ic  Corporat ion of  Canada 
for  $6,500.  He received the fu l l  proceeds at  the t ime of  the sale and 
paid a commission of  $60.  The adjusted cost  base of  the shares is  
$4,000.  Mar io calculates h is  capi ta l  gain as fo l lows:   

Proceeds of  d isposi t ion $ 6,500 A

Adjusted cost  base  $ 4,000 B

Out lays and expenses on d isposi t ion + 60 C



–  46  –  

L ine B plus  l ine C = $ 4,060 – 4,060 D

Capi ta l  gain ( l ine A minus  l ine D)  = $ 2,440 E

Because only 1/2 of  the capi ta l  gain is  taxable,  Mar io completes 
Schedule 3 and reports  $1,220 as h is  taxable capi ta l  gain on 
l ine 127 of  h is  income tax and benef i t  return.  

When you sel l ,  or  are considered to have sold,  a capi ta l  property  for  
less  than i ts  ACB plus the out lays and expenses incurred to sel l  the 
property,  you have a capi ta l  loss.  You can apply 1/2 of  your  capi ta l  
losses against  any taxable capi ta l  gains in  the year .  For  more 
informat ion on capi ta l  losses,  see Chapter  5 on page 149 [30] .  

Use Schedule 3,  CAPITAL  GAINS (OR LOSSES) IN  2011,  to calculate and 
report  a l l  your  capi ta l  gains and losses.  Do not  inc lude any capi ta l  
gains or  losses in your business or  property income, even i f  you used 
the property for  your  business.  For  more informat ion on how to 
complete Schedule 3,  see Chapter  2 on page 60 [13] .  
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You may be ent i t led to an inc lus ion rate of  zero on any capi ta l  gain 
resul t ing f rom the donation  o f  any of  the fo l lowing propert ies to a 
qual i f ied donee:  

• a share of  the capi ta l  s tock of  a mutual  fund corporat ion;  

• a uni t  of  a mutual  fund t rust ;  

• an interest  in  a re lated segregated fund t rust ;  

• a prescr ibed debt  obl igat ion;  

• ecological ly  sensi t ive land ( inc luding a covenant ,  an easement,  or  
in  the case of  land in Quebec,  a real  serv i tude) donated to a 
qual i f ied donee other  than a pr ivate foundat ion;  and 

• a share,  debt  obl igat ion,  or  r ight  l is ted on a designated stock 
exchange.   

For  donat ions of  publ ic ly  t raded secur i t ies,  the inc lus ion rate of  
zero has been extended to any capi ta l  gain real ized on the 
exchange of  shares of  the capi ta l  s tock of  a corporat ion for  those 
publ ic ly  l is ted secur i t ies donated.  This t reatment  is  subject  to 
cer ta in condi t ions.  In cases where the exchanged secur i t ies are 
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par tnership in terests,  a specia l  ca lculat ion is  required to determine 
the capi ta l  gain to be reported.  For  more informat ion on 
exchangeable secur i t ies,  see Pamphlet  P113,  GIFTS AND INCOME 
TAX.  

Under proposed changes,  for  a d isposi t ion of  a property resul t ing 
f rom i ts  donat ion to a qual i f ied donee af ter  March 21,  2011,  that  is  
at  that  par t icu lar  t ime a property inc luded in a " f low-through share 
c lass of  property" ,  you wi l l  be deemed to have a capi ta l  gain 
calculated as i f  another  capi ta l  property was d isposed of  upon the 
donat ion of  the f low-through share.  The calculat ion required to 
determine the capi ta l  gain to be reported is  d iscussed in 
Pamphlet  P113,  GIFTS AND INCOME TAX. 

I f  you donated any of  these propert ies,  use Form T1170,  CAPITAL  
GAINS ON GIFTS OF CERTAIN  CAPITAL  PROPERTY to calculate the capi ta l  
gain to report  on Schedule 3.  

Even though,  in  most  cases,  the inc lus ion rate of  1/2 is  reduced to 
zero  for  g i f ts  of  these propert ies,  Form T1170 should st i l l  be 
completed to report  these g i f ts .  
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However,  in  a l l  cases,  i f  you received an advantage in respect  of  the 
g i f t ,  par t  of  the capi ta l  gain on the g i f ted property wi l l  be subject  to 
the 1/2 inc lus ion rate.  In addi t ion,  the inc lus ion rate of  zero does not  
apply to capi ta l  losses you may have f rom such donat ions.  For  more 
informat ion,  see Pamphlet  P113,  GIFTS AND INCOME TAX. 

Note 
Before 1972,  capi ta l  gains were not  taxed.  Therefore,  i f  you sold 
capi ta l  property in  2011 that  you owned before 1972,  you have to 
apply specia l  ru les when you calculate your capi ta l  gain or  loss to 
remove any capi ta l  gains accrued before 1972.  We do not  expla in 
these ru les in th is  guide.  To calculate your gain or  loss f rom sel l ing 
property you owned before 1972,  use Form T1105,  SUPPLEMENTARY 
SCHEDULE FOR DISPOSIT IONS OF CAPITAL  PROPERTY ACQUIRED 
BEFORE 1972.  

What happens if  you have a capital gain? 
I f  you have a capi ta l  gain,  you may be able to:  

• defer  par t  of  the capi ta l  gain by c la iming a reserve (see the next  
sect ion) ;  or  
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• reduce or  of fset  a l l  or  a par t  of  the gain by c la iming a capi ta l  gains 
deduct ion (see "Cla iming a capi ta l  gains deduct ion"  on page 55 [ the 
next  page]  ) .  

Claiming a reserve 

When you sel l  a  capi ta l  property ,  you usual ly  receive fu l l  payment at  
that  t ime.  However,  somet imes you receive the amount  over  a number 
of  years.  For  example,  you sel l  a  capi ta l  property  for  $50,000 and 
receive $10,000 when you sel l  i t  and the remaining $40,000 over the 
next  four  years.  I f  th is  happens,  you may be able to c la im a reserve.  
Usual ly ,  a reserve a l lows you to report  a por t ion of  the capi ta l  gain in  
the year you receive the proceeds of  d isposi t ion.  

Who can claim a reserve? 

Most people can c la im a reserve when they d ispose of  a capi ta l  
property.  General ly ,  you cannot  c la im a reserve in a tax year i f  you:  

• were not  a res ident  of  Canada at  the end of  the tax year,  or  at  any 
t ime in the fo l lowing year;  
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• were exempt f rom paying tax at  the end of  the tax year,  or  at  any 
t ime in the fo l lowing year;  or  

• sold the capi ta l  property to a corporat ion that  you contro l  in  any 
way.  

How do you calculate and report  a reserve? 

I f  you c la im a reserve,  you st i l l  ca lculate your capi ta l  gain for  the year 
as the proceeds of  d isposi t ion minus  the adjusted cost  base and the 
out lays and expenses incurred to sel l  the property.  From th is ,  you 
deduct  the amount  of  your  reserve for  the year.  What  you end up wi th 
is  the par t  of  the capi ta l  gain that  you have to report  in  the year of  
d isposi t ion.  

To deduct  a reserve in any year,  you have to complete Form T2017,  
SUMMARY OF RESERVES ON DISPOSIT IONS OF CAPITAL  PROPERTY.  The 
informat ion on the back of  Form T2017 expla ins how to calculate the 
maximum amount  you can deduct  as a reserve for  a g iven year and 
the number of  years for  which you can c la im the reserve.  

General ly ,  the maximum per iod over which most  reserves can be 
c la imed is  5 years.  However,  a 10 year  reserve per iod is  provided for  
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t ransfers to your chi ld  of  fami ly  farm property,  fami ly  f ish ing property,  
and smal l  business corporat ion shares,  as wel l  as g i f ts  of  non- 
qual i fy ing secur i t ies made to a qual i f ied donee.  See Form T2017 for  
more informat ion.  

I f  you c la imed a reserve in  the previous year,  inc lude that  reserve in 
the calculat ion of  your  capi ta l  gains for  the current  year .  For  example,  
i f  you c la imed a reserve in 2010,  you have to inc lude i t  in  your capi ta l  
gains calculat ion for  2011.  Cla im the new reserve that  you have 
calculated for  2011 in the appropr iate area on Form T2017.  I f  you st i l l  
have an amount  that  is  payable to you af ter  2011,  you may be able to 
calculate and c la im a new reserve.  However,  you wi l l  have to inc lude 
i t  in  your  capi ta l  gains calculat ion for  2012.  

A capi ta l  gain f rom a reserve brought in to income qual i f ies for  the 
capi ta l  gains deduct ion only  i f  the or ig inal  capi ta l  gain was f rom a 
property e l ig ib le for  the deduct ion.  For  a l is t  of  these propert ies,  see 
"Which capi ta l  gains are e l ig ib le for  the capi ta l  gains deduct ion?" la ter  
on page 55 [ th is  page] .  
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Note 
You do not  have to c la im the maximum reserve in a tax year 
(Year A) .  However,  the amount  you c la im in a la ter  year  (Year B)  
cannot  be more than the amount  you c la imed for  that  property in  the 
previous year (Year A) .  

Reserve for a gif t  of  non-qual i fying securit ies 

I f  you donate a non-qual i fy ing secur i ty  (other  than an excepted g i f t )  
to  a qual i f ied donee and have a capi ta l  gain,  you may be able to c la im 
a reserve in order  to postpone the inc lus ion of  the capi ta l  gain in  
income. For the def in i t ions of  "excepted g i f t , "  "non-qual i fy ing 
secur i ty , "  and "qual i f ied donee,"  see "Def in i t ions"  beginning on 
page 13 [5] .  

Under proposed changes,  for  g i f ts  of  non-qual i fy ing secur i t ies made 
af ter  December 20,  2002,  the reserve you can c la im cannot  be 
greater  than the e l ig ib le amount  of  the g i f t .  See the def in i t ion of  
"e l ig ib le amount  of  the g i f t "  in  "Def in i t ions"  beginning on page 13 [5] .  

You can c la im th is  reserve for  any tax year ending wi th in 60 months of  
the t ime you donated the secur i ty .  However,  you cannot  c la im a 
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reserve i f  the donee disposes of  the secur i ty ,  or  i f  the secur i ty  ceases 
to be a non-qual i fy ing secur i ty  before the end of  the tax year.  I f  th is  
happens,  you wi l l  be considered to have made a char i table donat ion in 
that  year ,  and you can c la im the char i table donat ion tax credi t .  

Under proposed changes,  where a qual i f ied donee has received a 
g i f t  o f  a non-qual i fy ing secur i ty ,  no tax receipt  may be issued and 
therefore no char i table donat ion tax credi t  c la imed by the donor 
unt i l  the non-qual i fy ing secur i ty  has been disposed of  in  exchange 
for  property that  is  not  another  non-qual i fy ing secur i ty  of  any party.  
This appl ies to d isposi t ions of  non-qual i fy ing secur i t ies by qual i f ied 
donees af ter  March 21,  2011.  

I f  the secur i ty  is  not  d isposed of  wi th in the 60-month per iod,  you wi l l  
not  be required to br ing the reserve back into income in the year 
fo l lowing the end of  that  per iod.  

To deduct  th is  type of  reserve,  you have to complete Form T2017,  
SUMMARY OF RESERVES ON DISPOSIT IONS OF CAPITAL  PROPERTY. 
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Claiming a capital  gains deduction 

I f  you have a capi ta l  gain on the sale of  cer ta in propert ies,  you may 
be e l ig ib le for  the $375,000 l i fe t ime capi ta l  gains deduct ion [1/2 of  the 
$750,000 l i fe t ime capi ta l  ga ins exempt ion (LCGE)] .  

The deduct ion l imi t  was increased to  $375,000 on capi ta l  gains ar is ing 
f rom disposi t ions of  qual i f ied property af ter  March 18,  2007.  

What is a capital  gains deduction? 

I t  is  a deduct ion that  you can c la im against  taxable capi ta l  gains you 
real ized f rom the d isposi t ion of  cer ta in capi ta l  propert ies.  You can 
reduce your taxable income by c la iming th is  deduct ion.  

Which capital  gains are el igible for the capital  gains deduction? 

You may be able to c la im the capi ta l  gains deduct ion on taxable 
capi ta l  gains you have in 2011 f rom: 

• disposi t ions of  qual i f ied smal l  business corporat ion shares;  

• disposi t ions of  qual i f ied farm property;  
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• disposi t ions,  af ter  May 1,  2006,  of  qual i f ied f ish ing property;  and 

• a reserve brought  in to income in 2011,  f rom any of  the above.  

Note 
Any capi ta l  gains f rom the d isposi t ion of  these propert ies whi le you 
were a non-resident  of  Canada are not  e l ig ib le for  the capi ta l  gains 
deduct ion unless you meet  the requirements expla ined in the next  
sect ion.  

You wi l l  f ind the def in i t ions of  "qual i f ied farm property,"  "qual i f ied 
f ish ing property,"  and "qual i f ied smal l  business corporat ion shares"  in  
"Def in i t ions"  beginning on page 13 [5] .  

Who is el igible to claim the capital  gains deduction? 

You have to be a res ident  of  Canada throughout  2011 to be e l ig ib le to 
c la im the capi ta l  gains deduct ion.  For  the purposes of  th is  deduct ion,  
we wi l l  a lso consider  you to be a res ident  throughout  2011 i f :  

• you were a res ident  of  Canada for  at  least  par t  of  2011;  and 

• you were a res ident  of  Canada throughout  2010 or  2012.  
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Residents of  Canada inc lude factual  and deemed residents.  For  more 
informat ion on factual  and deemed residents,  see "Before you star t "  in  
the GENERAL INCOME TAX AND BENEFIT  GUIDE,  or  see Interpretat ion 
Bul let in  IT-221,  DETERMINATION OF AN INDIV IDUAL 'S  RESIDENCE STATUS.  

What is the capital  gains deduction l imit? 

For 2011,  i f  you d isposed of  qual i f ied smal l  business corporat ion 
shares,  qual i f ied farm property,  or  qual i f ied f ish ing property,  you may 
be e l ig ib le for  the $750,000 LCGE. Because you only inc lude one-hal f  
of  the capi ta l  gains f rom these propert ies in  your taxable income, your 
cumulat ive capi ta l  gains deduct ion is  $375,000 (1/2 of  $750,000).  

The tota l  of  your  capi ta l  gains deduct ions on d isposi t ions f rom 1985 to 
March 18,  2007,  for  al l  types of  capi ta l  propert ies could not  be more 
than your cumulat ive l i fe t ime deduct ion of  $250,000.  

The capi ta l  gains deduct ion l imi t  on gains ar is ing f rom disposi t ions 
af ter  March 18,  2007,  increased by $125,000 to $375,000 (1/2 of  the 
current  LCGE of  $750,000).  
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How do you claim the capital  gains deduction? 

Use Form T657,  CALCULATION OF CAPITAL  GAINS DEDUCTION FOR 2011,  
to calculate the capi ta l  gains deduct ion.  I f  you have investment  
income or  investment  expenses in  any years f rom 1988 to 2011,  you 
wi l l  a lso have to complete Form T936,  CALCULATION OF CUMULATIVE 
NET INVESTMENT LOSS (CNIL)  TO DECEMBER 31,  2011.  

Tax Tip 
You can c la im any amount  of  the capi ta l  gains deduct ion you want  to 
in  a year,  up to the maximum al lowable amount  you calculated.  

What happens if  you have a capital loss? 
I f  you have a capi ta l  loss in 2011,  you can use i t  to  reduce any capi ta l  
gains you had in the year,  to  a balance of  zero.  I f  your  capi ta l  losses 
are more than your capi ta l  gains,  you may have a net  capi ta l  loss for  
the year.  General ly ,  you can apply your net  capi ta l  losses to taxable 
capi ta l  gains of  the three preceding years and to taxable capi ta l  gains 
of  any future years.  For  more informat ion on capi ta l  losses,  see 
Chapter  5 beginning on page 149 [30] .  
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What records do you have to keep? 
You wi l l  need informat ion f rom your records or  vouchers to calculate 
your capi ta l  gains or  capi ta l  losses for  the year.  You do not  need to 
inc lude these documents wi th your income tax and benef i t  return as 
proof  of  any sale or  purchase of  capi ta l  property.  However,  i t  is  
important  that  you keep these documents in  case we ask to see them 
later .  

I f  you own qual i f ied farm property,  qual i f ied f ish ing property or  
qual i f ied smal l  business corporat ion shares,  you should a lso keep a 
record of  your investment  income and expenses in case you decide to 
c la im a capi ta l  gains deduct ion in the year of  sale.  You wi l l  need 
these amounts to calculate the cumulat ive net  investment loss (CNIL)  
component  of  the capi ta l  gains deduct ion.  You can use Form T936,  
CALCULATION OF CUMULATIVE NET INVESTMENT LOSS (CNIL)  TO 
DECEMBER 31,  2011,  for  th is  purpose.  

In addi t ion,  you should keep a record of  the fa i r  market  value of  the 
property on the date you:  

• inher i t  i t ;  



–  60  –  

• receive i t  as a g i f t ;  or  

• change i ts  use.  

Chapter 2 – Completing Schedule 3 
This chapter  g ives you informat ion about  how and where you should 
report  some of  the more common capi ta l  t ransact ions on Schedule 3,  
CAPITAL  GAINS (OR LOSSES) IN  2011.  Schedule 3 is  inc luded in the 
General  income tax package.  

Schedule 3 has f ive numbered columns and is  d iv ided into several  
sect ions for  report ing the d isposi t ion of  d i f ferent  types of  propert ies.  
Report  each d isposi t ion in the appropr iate sect ion and make sure you 
provide the informat ion requested in a l l  co lumns.  Complete the bot tom 
port ion of  the schedule to determine your taxable capi ta l  gain or  your 
net  capi ta l  loss.  I f  you have a taxable capi ta l  gain,  t ransfer  the 
amount  to l ine 127 of  your income tax and benef i t  return.  I f  you have 
a net  capi ta l  loss,  see Chapter  5 beginning on page 149 [30]  for  
in format ion on how you can apply the loss.  
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Note 
You may need to refer  to "Def in i t ions" on page 13 [5]  for  the 
def in i t ion of  cer ta in terms used in th is  chapter .   

Qualif ied small business corporation shares 
Report  d isposi t ions of  qual i f ied smal l  business corporat ion shares on 
l ines 106 and 107 of  Schedule 3.  See the def in i t ion of  "qual i f ied smal l  
business corporat ion shares"  on page 33 [8] ,  in  "Def in i t ions."  

Note 
Do not report  the fo l lowing t ransact ions in th is  sect ion of  
Schedule 3:  

• the sale of  other  shares,  such as publ ic ly  t raded shares or  shares 
of  a fore ign corporat ion;  

• your losses when you sel l  any shares of  smal l  business 
corporat ions to a person wi th whom you deal  at  arm's length ( for  
more informat ion,  see "Al lowable business investment  loss"  on 
page 189 [37]  ) ;  and 
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• any d isposi t ion of  qual i f ied smal l  business corporat ion shares i f  
you e lect  to defer  the capi ta l  gains that  resul ted f rom i t .  For  more 
informat ion on capi ta l  gains deferra l  for  investment  in  smal l  
business,  see page 125 [25] .  

Capital  gains deduction 

I f  you have a capi ta l  gain when you sel l  qual i f ied smal l  business 
corporat ion shares,  you may be e l ig ib le for  the l i fe t ime capi ta l  gains 
deduct ion.  

For  more informat ion,  see "Cla iming a capi ta l  gains deduct ion"  on 
page 55 [ the previous page] .  

Qualif ied farm and fishing property 
General ly ,  when you d ispose of  qual i f ied farm or  f ish ing property,  you 
report  any capi ta l  gain or  loss in th is  sect ion of  Schedule 3.  Report  
d isposi t ions of  qual i f ied farm property and qual i f ied f ish ing property 
on l ines 109 and 110 of  Schedule 3.  See the def in i t ions of  "qual i f ied 
farm property"  and "qual i f ied f ish ing property"  in  "Def in i t ions" 
beginning on page 13 [5] .  
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I f  the capi ta l  gain or  loss is  f rom a mortgage foreclosure or  
condi t ional  sales repossession,  report  i t  on l ines 123 and 124 of  
Schedule 3.  For  more informat ion,  see "Other  mortgage foreclosures 
and condi t ional  sales repossessions" on page 93 [19] .  

I f  you d ispose of  farm or  f ish ing property,  other  than qual i f ied farm or  
f ish ing property,  report  i t  on l ines 136 and 138 of  Schedule 3.  For  
more informat ion,  see "Real  estate,  depreciable property,  and other  
propert ies"  on page 80 [17] .  

Specia l  report ing instruct ions apply to the d isposi t ion of  e l ig ib le 
capi ta l  property that  is  qual i f ied farm or  f ish ing property.  For  more 
informat ion,  see the chapter  cal led "El ig ib le Capi ta l  Expendi tures"  in  
Guide T4004,  F ISHING INCOME, Guide T4003,  FARMING INCOME, 
RC4060,  FARMING INCOME AND THE AGRISTABIL ITY  AND AGRI INVEST 
PROGRAMS GUIDE or  RC4408,  FARMING INCOME AND THE AGRISTABIL ITY  
AND AGRI INVEST PROGRAMS HARMONIZED GUIDE.  

Capital  gains deduction 

I f  you have a capi ta l  gain when you sel l  qual i f ied farm or  f ish ing 
property,  you may be e l ig ib le for  the l i fe t ime capi ta l  gains deduct ion.  
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For  more informat ion,  see "Cla iming a capi ta l  gains deduct ion"  on 
page 55 [12] .  

Publicly traded shares, mutual fund units, deferral of 
eligible small business corporation shares, and other shares 
Use th is  sect ion to report  a capi ta l  gain or  loss when you sel l  shares 
or  secur i t ies that  are not  descr ibed in any other  sect ion of  
Schedule 3.  These inc lude:  

• uni ts  in  a mutual  fund t rust ;  

• publ ic ly  t raded shares;  

• shares that  qual i fy  as Canadian secur i t ies or  prescr ibed secur i t ies,  
i f  they are not  qual i f ied smal l  business corporat ion shares or  
qual i f ied fami ly  farm corporat ion shares;  and 

• shares issued by fore ign corporat ions.  

Report  d isposi t ions of  uni ts  or  shares on l ines 131 and 132 of  
Schedule 3.  
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You should a lso use th is  sect ion i f  you donate any of  the fo l lowing 
propert ies:  

• shares l is ted on a designated stock exchange;  

• shares of  the capi ta l  s tock of  a mutual  fund corporat ion;  

• uni ts  in  a mutual  fund t rust ;  or  

• in terest  in  a re lated segregated fund t rust .  

I f  you donated any of  these propert ies to a qual i f ied donee,  use 
Form T1170,  CAPITAL  GAINS ON GIFTS OF CERTAIN  CAPITAL  PROPERTY,  
to calculate the capi ta l  gain to  report  on Schedule 3.  For  more 
informat ion,  see Pamphlet  P113,  GIFTS AND INCOME TAX. 

I f  you sold any of  the shares or  uni ts  l is ted above in 2011,  you wi l l  
receive a T5008 s l ip ,  STATEMENT OF SECURIT IES TRANSACTIONS,  or  an 
account  s tatement.  

You may buy and sel l  the same type of  property ( for  example,  uni ts  of  
a mutual  fund t rust  or  publ ic ly  t raded shares)  over  a per iod of  t ime.  
I f  so,  you have to calculate the average cost  of  each property in  the 
group at  the t ime of  each purchase to determine the adjusted cost  
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base (ACB).  For  more informat ion,  see "Adjusted cost  base (ACB)"  on 
page 109 [22] .  

I f  you report  a capi ta l  gain f rom the d isposi t ion of  shares or  other  
secur i t ies for  which you f i led Form T664,  ELECTION TO REPORT A  
CAPITAL  GAIN  ON PROPERTY OWNED AT  THE END OF FEBRUARY 22,  1994,  
see Chapter  4 on page 143 [29] .   

Note 
I f  you own shares or  uni ts  of  a mutual  fund,  you may have to report  
the fo l lowing capi ta l  gains (or  losses) :  

• capi ta l  gains (or  losses)  you real ize when you sel l  your  shares or  
uni ts  of  the mutual  fund ( repor t  these amounts in  the "Publ ic ly  
t raded shares,  mutual  fund uni ts ,  deferra l  of  e l ig ib le smal l  
business corporat ion shares,  and other  shares" sect ion of  
Schedule 3) ;  and 

• capi ta l  gains real ized by the fund f rom i ts  investment  por t fo l io  
which are then f lowed out  to you.  For  in format ion on how to report  
these amounts,  see " Informat ion s l ips – Capi ta l  gains (or  losses)"  
on page 101 [20] .  
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For  more informat ion on mutual  funds,  see Informat ion Sheet  RC4169,  
TAX TREATMENT OF MUTUAL FUNDS FOR INDIV IDUALS.  

For  in format ion on the deferra l  of  capi ta l  gains incurred on the 
d isposi t ion of  smal l  business investments,  see "Capi ta l  gains deferra l  
for  investment  in  smal l  business" on page 125 [25] .  

Employee security options 

When you get  an opt ion to buy secur i t ies through your employer,  i t  
does not  immediate ly  af fect  your  tax s i tuat ion.  An opt ion is  an 
opportuni ty  to buy secur i t ies at  a cer ta in pr ice.  The secur i t ies under 
the opt ion agreement may be shares of  a corporat ion or  uni ts  of  a 
mutual  fund t rust .  

I f  you decide to exerc ise your opt ion and buy the secur i t ies at  less 
than the fa i r  market  value (FMV),  you wi l l  have a taxable benef i t  
received through employment.  The taxable benef i t  is  general ly  the 
d i f ference between what  you paid for  the secur i t ies and the FMV at  
the t ime you exerc ised your opt ion.  You can reduce the amount  of  the 
benef i t  by any amount  you paid to acquire the opt ion r ights.  
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Note 
The taxable benef i t  inc luded in your income in connect ion wi th an 
employee opt ion agreement is  not  el igible  for  the capi ta l  gains 
deduct ion.  

General ly ,  an el igible employee  is  one who,  r ight  af ter  the opt ion is  
granted:  

• deals at  arm's length wi th the employer ,  the ent i ty  grant ing the 
opt ion,  and the ent i ty  whose e l ig ib le secur i t ies could be acquired 
under the opt ion agreement;  and 

• is  not  a speci f ied shareholder  of  an ent i ty  above that  is  a 
corporat ion.  A speci f ied shareholder  is  general ly  one who owns 
10% or more of  any c lass of  a corporat ion 's  shares.  

Such an employee must  a lso be a res ident  of  Canada at  the t ime the 
opt ion is  exerc ised to qual i fy  for  the deferra l .  

General ly ,  an el igible security  is :  

• a common share of  a c lass l is ted on a designated stock exchange 
in or  outs ide Canada;  or  
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• a uni t  of  a mutual  fund t rust .  

General ly ,  the amount  paid to acquire the e l ig ib le secur i ty ,  inc luding 
any amount  paid to acquire the r ights under the opt ion agreement,  
cannot  be less than the FMV of  the secur i ty  at  the t ime the opt ion is  
granted.  In addi t ion,  the e l ig ib le secur i ty  must  be a secur i ty  in  respect  
of  which a secur i ty  opt ion deduct ion may be c la imed on l ine 249 of  
your  income tax and benef i t  return.  

I f  you buy shares through an employee secur i ty  opt ion granted to you 
by a Canadian-contro l led pr ivate corporat ion (CCPC) wi th which you 
deal  at  arm's length,  you do not  inc lude the taxable benef i t  in  your  
income in the year you acquire the secur i t ies.  You wai t  unt i l  the year 
you sel l  the secur i t ies.  

For  e l ig ib le secur i t ies under opt ion agreements exerc ised up to and 
including  4 :00 p.m. EST on March 4,  2010,  that  were not  granted by 
a CCPC, an income deferra l  of  the taxable benef i t  may have been 
al lowable subject  to an annual  l imi t  of  $100,000 on the FMV of  the 
e l ig ib le secur i t ies.  
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I f  th is  s i tuat ion appl ies,  the inc lusion into income of  the taxable 
benef i t  is  deferred unt i l  the year in  which the f i rst  o f  these events 
occurs:  

• the employee disposes of  the e l ig ib le secur i ty ;  

• the employee (or  former employee) d ies,  or ;  

• the employee (or  former employee) becomes a non-resident .  

I f  you exerc ised an opt ion for  e l ig ib le secur i t ies after  4 :00 p.m. EST 
on March 4,  2010,  that  was not  granted by a CCPC, the e lect ion to 
defer  the secur i ty  opt ion benef i t  is  no longer avai lable.  

I f  you qual i fy  for  a secur i ty  opt ion deduct ion on l ine 249 of  your 
income tax and benef i t  return,  you can c la im one-hal f  of  the amount  
recognized (and reported as income) as an employment benef i t  f rom 
the sale of  e l ig ib le secur i t ies in  2011.  

Employee security option cash-out r ights 

I f  you acquire secur i t ies under a secur i ty  opt ion agreement and you 
meet  cer ta in condi t ions,  you may be ent i t led to a deduct ion equal  to 
one-hal f  of  the secur i ty  opt ion benef i t  (secur i ty  opt ion deduct ion) .  
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In  th is  case,  your employer cannot  c la im a deduct ion for  the issuance 
of  the share.  

Employee secur i ty  opt ion agreements can a lso be st ructured in such 
a way that  you can d ispose of  your  secur i ty  opt ion r ights to your 
employer for  a cash payment or  other  in-k ind benef i t  (cash-out  
payment) .  

For  such t ransact ions occurr ing af ter  4:00 p.m. EST on March 4,  
2010,  the secur i ty  opt ion deduct ion can only be c la imed in s i tuat ions 
where e i ther :  

• you exerc ise your opt ions by acquir ing shares of  your employer;  or  

• your employer has e lected (as indicated by complet ing box 86,  
SECURITY OPTION ELECTION,  of  your  T4 s l ip)  for  a l l  secur i ty  opt ions 
issued or  to be issued af ter  4:00 p.m. EST on March 4,  2010,  under 
the agreement and f i les such e lect ion wi th the Minister  of  Revenue,  
that  nei ther  the employer nor  any person not  deal ing at  arm's length 
wi th the employer wi l l  c la im a deduct ion for  the cash-out  payment in  
respect  of  your  d isposi t ion of  r ights under the agreement.  
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Adjusted cost base (ACB) of  el igible securit ies 

Regardless of  when the e l ig ib le secur i ty  opt ion was exerc ised,  the 
ACB of  the e l ig ib le secur i ty  you purchased through an employee 
el ig ib le secur i ty  opt ion agreement is  not  the actual  pr ice you paid for  
them. To calculate the ACB of  your e l ig ib le secur i t ies,  add the 
fo l lowing two amounts:  

• the actual  purchase pr ice;  and 

• any amount  inc luded in your income as a taxable employee opt ion 
benef i t  for  the secur i t ies (even i f  you c la imed a secur i ty  opt ion 
deduct ion for  them).  

Disposit ion of  el igible securit ies 

Report  the capi ta l  gain (or  loss)  in the year you exchange or  sel l  the 
e l ig ib le secur i t ies purchased through an employee el ig ib le secur i ty  
opt ion agreement.  I f  the e l ig ib le secur i t ies are qual i f ied smal l  
business corporat ion shares (see page 61 [13]  ) ,  report  the 
t ransact ion in the "Qual i f ied smal l  business corporat ion shares"  
sect ion of  Schedule 3.  In a l l  o ther  cases,  report  the t ransact ion in the 
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"Publ ic ly  t raded shares,  mutual  fund uni ts ,  deferra l  of  smal l  business 
corporat ion shares,  and other  shares"  sect ion of  Schedule 3.  

Remittance Requirement 

I f  you exerc ise your secur i ty  opt ions in 2011,  your employer wi l l  be 
required to wi thhold and remit  an amount  in  respect  of  the taxable 
secur i ty  opt ion benef i t  ( less any secur i ty  opt ion deduct ion)  in  the 
same way as i f  the amount  of  the benef i t  had been paid to you as an 
employee bonus.  

Special  Rel ief  for Tax Deferral  Elect ions 

I f  you are an e l ig ib le employee and you d ispose of  shares before 
2015,  and the d isposi t ion of  the shares resul ts  in  a secur i ty  opt ion 
benef i t  for  which you made an e lect ion to defer  the income inc lus ion 
(after  February,  27,  2000,  and up to and including  4 :00 p.m. EST on 
March 4,  2010),  you wi l l  be a l lowed to e lect ,  by complet ing and 
submit t ing Form RC310,  ELECTION FOR SPECIAL  REL IEF  FOR TAX 
DEFERRAL ELECTION ON EMPLOYEE SECURITY OPTIONS,  to have the 
fo l lowing tax t reatment  apply for  the year of  the d isposi t ion of  the 
shares:  
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• The amount  of  the secur i ty  opt ion deduct ion wi l l  be equal  to the 
secur i ty  opt ion benef i t  ( thereby e l iminat ing the secur i ty  opt ion 
benef i t ) .  

• You wi l l  be required to inc lude in your income a taxable capi ta l  gain 
equal  to one-hal f  of  the lesser  o f :  

–  the secur i ty  opt ion benef i t ;  and 

–  the capi ta l  loss real ized on the d isposi t ion of  the opt ioned 
shares.  

• You wi l l  be required to pay a spec ia l  tax equal  to the proceeds of  
d isposi t ion of  the opt ioned shares (or  2/3 of  the proceeds of  
d isposi t ion,  i f  you res ide in Québec).  

Deadlines to f i le  the elect ion for special  rel ief  

For shares (as descr ibed previously)  d isposed of  in  2011,  the 
deadl ine to f i le  the e lect ion for  specia l  re l ie f  is  the f i l ing due date for  
your  2011 income tax and benef i t  return.  At tach the completed 
Form RC310 to the paper copy of  your  return.  I f  you are f i l ing 
e lectronical ly ,  keep i t  in  case we ask to see i t .  
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Example 
As a resul t  of  r ights provided under an employee secur i ty  opt ion 
agreement,  John purchased 1,000 shares of  h is  employer,  XYZ 
Publ ic  Co. ,  in  2005,  for  $1 each at  a t ime when the shares were 
t rading for  $15 each.  John e lected to defer  the recogni t ion of  h is  
$14,000 ($15,000 – $1,000) secur i ty  opt ion benef i t  unt i l  he d isposes 
of  the shares.  When John decided to sel l  h is  shares in 2011,  the 
shares were t rading for  $0.75.  In 2011,  John's marginal  tax rate was 
40% and he had no taxable capi ta l  gains that  would enable h im to 
benef i t  f rom any a l lowable capi ta l  losses.  

Tax implicat ions under the rules i f  John  
does not elect  for special  rel ief  

Deferred secur i ty  opt ion benef i t  brought  in to income $ 14,000 

Less:  Secur i ty  opt ion deduct ion – 7,000 

Taxable por t ion of  secur i ty  opt ion benef i t  (employment 
income) $

 
7,000 

Taxes on employment income $ 2,800 
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Allowable capital  loss 

Proceeds $ 750

Adjusted cost  base ($14,000 + $1,000) – (15,000) 

Capi ta l  loss $ (14,250) 

Al lowable capi ta l  loss (1/2 of  capi ta l  loss)  $ (7,125) 

John e lects,  by submit t ing a completed Form RC310 wi th h is  return 
before May 1,  2012,  to have the specia l  re l ie f  apply in  respect  of  the 
gains f rom th is  d isposi t ion.  

Tax implicat ions under the rules i f   
John elects for special  rel ief  

Deferred secur i ty  opt ion benef i t   $ 14,000 

Less:  Secur i ty  opt ion deduct ion – 14,000 

Taxable por t ion of  secur i ty  opt ion benef i t  (employment 
income) 

 
0 

Taxes on employment income $ 0 
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Deemed taxable capital  gain 
50% of  the lesser  of :  

• secur i ty  opt ion benef i t  o f  $14,000,  and  

• capi ta l  loss of  $14,250 $ 7,000 
 
Al lowable capital  loss 

Proceeds $ 750

Adjusted cost  base  
($14,000 + $1,000) – (15,000)

Capi ta l  loss  $ (14,250)

Al lowable capi ta l  loss  
1/2 of  capi ta l  loss 

 
$ (7,125) – $ (7,125)

Al lowable capi ta l  loss for  the year (125)

Specia l  tax equal  to the proceeds of  d isposi t ion of  
opt ioned shares $ 750
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Donations under employee option agreements 

I f  you donate shares or  mutual  fund uni ts  in  2011 under your 
employee opt ion agreement to a qual i f ied donee,  use Form T1170,  
CAPITAL  GAINS ON GIFTS OF CERTAIN  CAPITAL  PROPERTY,  to calculate 
your capi ta l  gain.   

For  a donat ion made in 2011,  you may qual i fy  for  an addi t ional  
secur i ty  opt ion deduct ion equal  to 1/2  o f  the taxable benef i t .  

For  more informat ion on these donat ions,  see Pamphlet  P113,  GIFTS 
AND INCOME TAX. 

Stock spl i ts and consolidations 

General ly ,  a stock spl i t  takes p lace i f  a  company's outstanding shares 
are d iv ided into a larger  number of  shares,  wi thout  changing the tota l  
market  value of  the company's hold ings.  The tota l  market  value of  
each investor 's  hold ings,  and thei r  proport ionate equi ty  in  the 
company,  are a lso not  af fected.  

For  example,  in  the case of  a 2-for-1  s tock spl i t ,  the number of  shares 
is  doubled and the pr ice per  share is  decreased by 50%. I f  before the 
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sp l i t ,  you owned 100 shares valued at  $60 each,  you would now own 
200 shares each worth $30.  I f  the stock spl i t  was 5-for-1,  your  
previous 100 shares valued at  $60 would become 500 shares,  each 
worth $12.  In each of  these cases,  the tota l  market  value is  the same 
($6,000).  This a lso appl ies when a consolidation  ( reverse spl i t )  takes 
p lace,  and the number of  shares decreases and the pr ice increases 
proport ional ly .  For  example,  600 shares worth $10 each that  are 
consol idated 1-for-3  become 200 shares worth $30 each.  

In each of  the above cases,  no stock d iv idend is  considered to have 
been issued,  no d isposi t ion or  acquis i t ion is  considered to have 
occurred,  and the event  is  not taxable.  However,  the adjusted cost  
base (ACB)  o f  the shares must  be recalculated  to  ref lect  each spl i t  or  
consol idat ion,  and when there is  a d isposi t ion of  the shares,  the new 
ACB wi l l  be used to calculate the capi ta l  gain or  loss.  

This ACB is  calculated by d iv id ing the tota l  cost  of  the shares 
purchased (usual ly  inc luding any expenses involved in acquir ing 
them) by the tota l  number of  shares owned.  For  example,  i f  you owned 
100 shares of  XYZ Ltd.  that  cost  $1,000 to purchase,  the ACB of  each 
share would be $10 ($1,000 ÷  100).  I f  the stocks subsequent ly  spl i t  
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2  for  1,  you would now own 200 shares of  XYZ Ltd.  The ACB of  each 
share must  be recalculated and would now be $5 ($1,000 ÷  200).  

Real estate, depreciable property, and other properties 
I f  you sold real  estate or  depreciable property in  2011,  you have to 
report  your capi ta l  ga in or  loss in th is  sect ion.  Report  these 
d isposi t ions on l ines 136 and 138 of  Schedule 3.  

Do not use th is  sect ion to report  the sale of  personal-use property 
(such as a cot tage) or  the sale of  mortgages and other  s imi lar  debt  
obl igat ions on real  property.  Report  these t ransact ions under the 
sect ions cal led "Personal-use property"  and "Bonds,  debentures,  
promissory notes,  and other  s imi lar  propert ies,"  respect ive ly .  

Real estate 

Real  estate inc ludes:  

• vacant  land;  

• renta l  property  (both land and bui ld ings) ;  
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• farm property ,  inc luding both land and bui ld ings (other  than 
qual i f ied farm property) ;  and 

• commercia l  and industr ia l  land and bui ld ings.  

For  each real  property you sold in  2011 that  inc ludes land and a 
bui ld ing,  you must :  

• determine how much of  the sel l ing pr ice re lates to the land and how 
much is  for  the bui ld ing;  and 

• report  the sale of  your  land and bui ld ing separate ly  on Schedule 3.  

To help you understand how to repor t  a d isposi t ion of  real  property 
that  inc ludes land and a bui ld ing,  see the example on page 222 [43] .  

I f  you d ispose of  a bui ld ing and end up wi th a loss,  specia l  ru les may 
apply.  Under these ru les,  you may have to consider  your proceeds of  
d isposi t ion as an amount  other  than the actual  proceeds.  For  more 
informat ion,  see "Sel l ing a bui ld ing in 2011" on page 122 [25] .  

Specia l  ru les may a lso apply i f  you d ispose of ,  or  are considered to 
have d isposed of ,  a property that  was your pr inc ipal  res idence for  
1994 and for  which you or  your  spouse or  common- law partner  has 
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f i led Form T664 or  T664(Seniors) ,  ELECTION TO REPORT A  CAPITAL   
GAIN  ON PROPERTY OWNED AT THE END OF FEBRUARY 22,  1994.  I f  th is  
is  your  s i tuat ion,  see "Disposing of  your pr inc ipal  res idence" on 
page 210 [40] .  

Depreciable property 

When you d ispose of  depreciable property,  you may have a capi ta l  
gain.  In addi t ion,  cer ta in ru les on capi ta l  cost  a l lowance (CCA) may 
require that  you add a recapture  o f  CCA to your income or  a l low you 
to c la im a terminal  loss.  You can f ind def in i t ions of  these and other  
terms used in th is  sect ion in "Def in i t ions" that  begins on page 13 [5] .  

Capital  gain 

Usual ly ,  you wi l l  have a capi ta l  gain on depreciable property  i f  you 
sel l  i t  for  more than i ts  adjusted cost  base p lus the out lays and 
expenses incurred to sel l  the property.  
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Note 
A loss f rom the sale of  depreciable property is  not considered  to  
be a capi ta l  loss.  However,  you may be able to c la im a terminal  
loss.  

Recapture of  CCA and terminal  losses 

This sect ion wi l l  provide you wi th a general  look at  the ru les for  the 
recapture of  CCA and terminal  losses.  

Note 
These ru les do not  apply to passenger vehic les in  Class 10.1.  

When you sel l  a  depreciable property  for  less than i ts  or ig inal  capi ta l  
cost ,  but  for  more than the undepreciated capi ta l  cost  (UCC) in i ts  
c lass,  you do not have  a  capi ta l  gain.  

General ly ,  the UCC of  a c lass is  the tota l  capi ta l  cost  of  a l l  the 
propert ies of  the c lass minus  the CCA you c la imed in previous years.  
I f  you sel l  depreciable property in  a year,  you a lso have to subtract  
f rom the UCC one of  the fo l lowing amounts,  whichever is less:  
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• the proceeds of  d isposi t ion of  the property minus  the re lated 
out lays and expenses;  or  

• the capi ta l  cost  of  the property.  

I f  the UCC of  a c lass has a negative  balance at  the end of  the year,  
th is  amount  is  considered to be a recapture of  CCA. Inc lude th is  
recapture in your income for  the year of  sa le.  

I f  the UCC of  a c lass has a posit ive  balance at  the end of  the year,  
and you do not  have any propert ies le f t  in  that  c lass,  th is  amount  is  a 
terminal  loss.  Unl ike a capi ta l  loss,  you can deduct  the fu l l  amount  of  
the terminal  loss f rom your  income in that  year.  

I f  the balance for  the UCC of  a c lass is  zero  a t  the end of  the year,  
then you do not  have a recapture of  CCA or  a terminal  loss.  

For  more informat ion about  CCA and how to report  a recapture of  CCA 
or  a terminal  loss,  see the chapter  cal led "Capi ta l  Cost  Al lowance 
(CCA)"  in  one of  the fo l lowing guides:  

• T4002,  Business and Professional  Income; 

• T4003,  Farming Income; 
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• RC4060,  Farming Income and the Agr iStabi l i ty  and Agr i Invest  
Programs Guide;  

• RC4408,  Farming Income and the Agr iStabi l i ty  and Agr i Invest  
Programs Harmonized Guide;  

• T4004,  F ishing Income; or  

• T4036,  Rental  Income. 

Example 
In  2005,  Peter  bought  a p iece of  machinery,  at  a cost  of  $10,000,  for  
h is  business.  I t  is  the only property in  i ts  c lass at  the beginning 
of  2011.  The c lass has a UCC of  $6,000.  He sold the p iece of  
machinery in  2011 and d id not  buy any other  property in  that  c lass.  

The fo l lowing chart  g ives you three d i f ferent  sel l ing pr ices 
(proceeds of  d isposi t ion)  to show how Peter  would handle each 
s i tuat ion (A,  B,  and C).  
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Descript ion  
A 

($)    
B 

($)   
C 

($)  

Calculat ion of  capital  gain     

Proceeds of  d isposi t ion 4,000 8,000  12,000

Minus:  Capi ta l  cost  – 10,000 – 10,000 – 10,000

Capi ta l  gain = 0 = 0 = 2,000
          

Calculat ion of  terminal  
loss or (recapture of  CCA)  

Capi ta l  cost  10,000 10,000 10,000

Minus:  CCA 2005-2010 – 4,000 –  4,000 – 4,000

UCC at  the beginning of  
2011 = 6,000 = 6,000 = 6,000
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Descript ion  
A 

($)    
B 

($)   
C 

($)  

Minus the lesser of:   

The capi ta l  cost  of  $10,000 
and the proceeds of  
d isposi t ion  – 4,000 – 8,000 – 10,000

Terminal  loss or  ( recapture 
of  CCA) = 2,000 = (2,000) = (4,000)

In situation A,  Peter  does not  have a capi ta l  gain.  However,  he 
does have a terminal  loss of  $2,000,  which he can deduct  f rom his 
business income. 

In situation B,  Peter  does not  have a capi ta l  gain.  However,  he 
does have a recapture of  CCA of  $2,000 that  he has to inc lude in h is  
business income. 

In situation C,  Peter  has a capi ta l  gain of  $2,000.  He a lso has a 
recapture of  CCA of  $4,000 that  he has to inc lude in h is  business 
income. 
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When you d ispose of  e l ig ib le capi ta l  property ,  you may qual i fy  to 
make an e lect ion to t reat  the d isposi t ion as a capi ta l  gain,  which you 
would report  in  th is  sect ion of  Schedule 3.  For  more informat ion,  see 
"El ig ib le capi ta l  property"  on page 130 [26] .  

Bonds, debentures, promissory notes, and other similar 
properties 
Use th is  sect ion to report  capi ta l  gains or  capi ta l  losses f rom the 
d isposi t ion of  bonds,  debentures,  Treasury b i l ls ,  promissory notes,  
and other  propert ies.  Other  proper t ies inc lude bad debts,  fore ign 
exchange gains and losses,  and opt ions,  as wel l  as d iscounts,  
premiums, and bonuses on debt  obl igat ions.  Report  these d isposi t ions 
on l ines 151 and 153 of  Schedule 3.  

Donat ions made to a qual i f ied donee of  a debt  obl igat ion or  r ight  
l is ted on a designated stock exchange,  or  a prescr ibed debt  
obl igat ion,  are t reated d i f ferent ly .  I f  you made such a donat ion,  use 
Form T1170,  CAPITAL  GAINS ON GIFTS OF CERTAIN  CAPITAL  PROPERTY.  
I f  you have a capi ta l  gain,  report  on Schedule 3 the amount  calculated 
on Form T1170.  
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For  more informat ion on these donat ions,  see Pamphlet  P113,  GIFTS 
AND INCOME TAX. 

I f  you sold any of  the types of  propert ies l is ted on page 88 [above]  in  
2011,  you wi l l  receive a T5008 s l ip ,  STATEMENT OF SECURIT IES 
TRANSACTIONS,  or  an account  s tatement.  

I f  you have bought  and sold the same type of  property over  a per iod 
of  t ime,  a specia l  ru le may af fect  your  capi ta l  gain (or  loss)  
calculat ion.  For  more informat ion,  see " Ident ica l  propert ies"  on 
page 110 [22] .  

Treasury bi l ls (T-bi l ls)  and str ipped bonds 

When a T-bi l l  or  a st r ipped bond is  issued at  a d iscount  and you keep 
i t  unt i l  i t  matures,  the d i f ference between the issue pr ice and the 
amount  you cash i t  in  for  is  considered to be interest  that  accrued to 
you.  However,  i f  you sel l  the T-bi l l  or  s t r ipped bond before i t  matures,  
you may have a capi ta l  gain or  loss in addi t ion to the interest  accrued 
at  that  t ime.  
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Before you calculate your capi ta l  ga in or  loss,  you have to determine 
the amount  of  in terest  accumulated to the date of  d isposi t ion.  
Subtract  the interest  f rom the proceeds of  d isposi t ion and calculate 
the capi ta l  gain or  loss in the usual  way.  

Example 
Jesse bought  a T-bi l l  on May 1,  2011,  for  $49,500.  The T-bi l l 's  term 
is  91 days and i ts  matur i ty  value on August  1,  2011,  is  $50,000.  
However,  he sold i t  on June 13,  2011,  for  $49,750.  The ef fect ive 
y ie ld rate was 4.05%. 

Jesse calculates interest  on the T-bi l l  as fo l lows:  

Purchase 
pr ice × 

Ef fect ive 
y ie ld rate × 

Number of  days 
T-bi l l  he ld = 

 Number of  days in 
the year sold 

 

Interest  to  
be inc luded  
in  income 

 
$49,500 × 4.05% ×  44  =  $ 241.66 

 365  
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Jesse calculates h is  capi ta l  gain as fo l lows:   

Proceeds of  d isposi t ion $ 49,750.00

Minus:  In terest  – 241.66

Net proceeds of  d isposi t ion $ 49,508.24

Minus:  Adjusted cost  base – 49,500.00

Capi ta l  gain = $ 8.34

Bad debts 

I f  a  debt  is  owed to you (other  than a debt  under a mortgage or  a debt  
resul t ing f rom a condi t ional  sales agreement) ,  and i t  remains unpaid 
af ter  you have exhausted a l l  means to col lect  i t ,  i t  becomes a bad 
debt .  The debt  wi l l  be a capi ta l  loss i f  you acquired i t :  

• to  earn income f rom a business or  property;  or  

• as considerat ion or  payment for  the sale of  capi ta l  property  in  an 
arm's length t ransact ion.  
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In  most  cases,  the capi ta l  loss is  equal  to the adjusted cost  base of  
the debt .  

To c la im a capi ta l  loss on a bad debt ,  you have to f i le  an e lect ion wi th 
your income tax and benef i t  return.  To make th is  e lect ion,  wr i te and 
s ign a let ter  s tat ing that  you want  subsection 50(1)  o f  the INCOME TAX 
ACT to apply to the bad debt .  At tach th is  le t ter  to your return.  

I f  the debt  is  f rom the sale of  personal-use property  to a person wi th 
whom you deal  at  arm's length,  the s i tuat ion is  d i f ferent .  You can 
c la im the capi ta l  loss in  the year that  the debt  becomes a bad debt .  
However,  the capi ta l  loss cannot  be more than the capi ta l  gain you 
previously reported on the sale of  the property that  created the debt .  

The recovery of  any bad debt  c la imed as a capi ta l  loss wi l l  be t reated 
as a capi ta l  gain in  the year of  recovery.  

Note 
I f  the bad debt  involves a smal l  business corporat ion,  see 
"Al lowable business investment  loss"  on page 189 [37] .  
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Foreign exchange gains and losses 

Foreign exchange gains or  losses f rom capi ta l  t ransact ions in fore ign 
currencies are considered to be capi ta l  gains or  losses.  However,  you 
only have to report  the amount  of  your net  gain or  loss for  the year 
that  is  more than $200.  I f  the net  amount  is  $200 or  less,  there is  no 
capi ta l  gain or  loss and you do not  have to report  i t  on your income 
tax and benef i t  return.  

Report  your net  gain or  loss in Canadian dol lars.  Use the exchange 
rate that  was in ef fect  on the day of  the t ransact ion.  I f  there were 
t ransact ions at  var ious t imes throughout  the year,  you can v is i t  the 
Bank of  Canada Web s i te at  www.bankofcanada.ca,  or  go to 
www.cra.gc.ca/exchangerates  to  get  an average annual  rate.  

Other mortgage foreclosures and conditional sales 
repossessions 
Report  these d isposi t ions on l ines 154 and 155 of  Schedule 3.  

You may have held a mortgage on a property but  had to repossess the 
property la ter  because you were not  paid a l l  or  a par t  of  the amount  
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owed under the mortgage.  In th is  case,  you may have to report  a 
capi ta l  gain or  loss.  

The fo l lowing ru les a lso apply when property is  repossessed under a 
condi t ional  sales agreement.  

I f ,  as a mortgagee (a person who lends  money under a mortgage),  
you repossess a property  because the mortgagor fa i led to pay you the 
money owed under the mortgage,  you are considered to have 
purchased the property.  At  the t ime of  repossession,  you do not  have 
a capi ta l  gain or  loss.  Any gain or  loss wi l l  be postponed unt i l  you sel l  
the property.  

I f  you are the mortgagor and your property is  repossessed because 
you d id not  pay the money owed under the mortgage,  you are 
considered to have sold the property.  Depending on the amount  you 
owed at  the t ime of  repossession,  you may have a capi ta l  gain,  a 
capi ta l  loss,  or ,  in  the case of  depreciable property,  a terminal  loss.  
However,  i f  the property is  personal-use property,  you cannot  deduct  
the loss.  
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Note 
I f  the capi ta l  gain or  loss is  f rom the d isposi t ion of  qual i f ied farm or  
f ish ing property,  report  the capi ta l  gain or  loss on l ine 124 in the 
"Qual i f ied farm property and qual i f ied f ish ing property"  sect ion of  
Schedule 3.  

Other tax implicat ions 

Capi ta l  gains f rom a mortgage foreclosure or  a condi t ional  sa les 
repossession wi l l  be excluded f rom net  income when calculat ing your 
c la im for  the goods and serv ices tax/harmonized sales tax credi t ,  the 
Canada Chi ld Tax Benef i t ,  credi ts  a l lowed under cer ta in re lated 
provinc ia l  or  terr i tor ia l  programs, and the age amount .  You should 
a lso exclude th is  income when calculat ing your socia l  benef i ts  
repayment.  

Personal-use property 
Report  these d isposi t ions on l ine 158 of  Schedule 3.  

When you d ispose of  personal-use property ,  you may have a capi ta l  
gain or  loss.  To calculate th is  gain or  loss,  fo l low these ru les:  
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• I f  the adjusted cost  base (ACB) of  the property is  less than $1,000,  
i ts  ACB is  considered to be $1,000.  

• I f  the proceeds of  d isposi t ion are less than $1,000,  the proceeds of  
d isposi t ion are considered to be $1,000.  

• I f  both the ACB and the proceeds of  d isposi t ion are $1,000 or  less,  
you do not  have a capi ta l  gain or  a capi ta l  loss.  Do not  report  the 
sale on Schedule 3 when you f i le  your income tax and benef i t  
return.  

I f  you are d isposing of  your  pr inc ipal  res idence,  see Chapter  6 
beginning on page 205 [39] .  

Note 
I f  you acquire personal-use proper ty for  donat ion to a qual i f ied 
donee (as def ined on page 30 [8]  in  "Def in i t ions") ,  in  c i rcumstances 
where i t  is  reasonable to conclude that  the acquis i t ion of  the 
property re lates to an arrangement,  p lan,  or  scheme promoted by 
another  person or  par tnership,  the above ru les do not  apply.  I f  th is  
s i tuat ion appl ies to you,  calculate your capi ta l  gain or  loss us ing the 
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actual  ACB and proceeds of  d isposi t ion as d iscussed in "Calculat ing 
your capi ta l  gain or  loss"  on page 44 [10] .  

When you d ispose of  personal-use property that  has an ACB or  
proceeds of  d isposi t ion of  more than $1,000,  you may have a capi ta l  
gain or  loss.  You have to report  any capi ta l  gain f rom disposing of  
personal-use property.  However,  i f  you have a capi ta l  loss,  you 
usual ly  cannot  deduct  that  loss when you calculate your income for  
the year.  In  addi t ion,  you cannot  use the loss to decrease capi ta l  
gains on other  personal-use property.  This is  because i f  a  property 
depreciates through personal  use,  the resul t ing loss on i ts  d isposi t ion 
is  a personal  expense.  

These loss restr ic t ions do not  apply:  

• i f  you d isposed of  personal-use property that  is  l is ted personal  
property (see the next  sect ion) ;  or   

• to  a bad debt  owed to you f rom the sale of  a personal-use property 
to a person wi th whom you deal  at  arm's length.  For  more 
informat ion,  see "Bad debts"  on page 91 [19] .  
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Example 
Jane sold the fo l lowing personal-use propert ies in  2011.  

Property  
sold 

Proceeds of  
disposit ion 

Adjusted 
cost base

Outlays 
and expenses

China cabinet  $ 900 $ 500  $ 0  

Boat  $ 1,200 $ 850  $ 50  

Personal  computer $ 1,500 $ 3,200  $ 30  

Jane calculates the capi ta l  gain  or  loss for  each t ransact ion as 
fo l lows:   

Calculat ion of  capital  gain  
(or  loss)  

China 
cabinet 

($)  

Boat 
 

($)  

Personal  
computer 

($)  

Proceeds of  d isposi t ion 
(greater of  se l l ing pr ice and 
$1,000)  1,000  1,200  1,500
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Calculat ion of  capital  gain  
(or  loss)  

China 
cabinet 

($)  

Boat 
 

($)  

Personal  
computer 

($)  

Minus:  
ACB (greater of  cost  and 
$1,000) plus  out lays and 
expenses – 1,000 – 1,050 – 3,230

Capi ta l  gain ( loss)  = 0 = 150 = (1,730)
  

China cabinet  –  For  the proceeds of  d isposi t ion and the ACB, Jane 
uses $1,000,  as both were less than that  amount .  As a resul t ,  there 
is  no capi ta l  gain or  loss for  th is  t ransact ion and Jane does not  
have to report  i t  on Schedule 3.  

Boat  –  Because the cost  of  the boat  is  less than $1,000,  the ACB is  
considered to be $1,000.  Jane reports  $150 as a capi ta l  gain.  

Personal  computer  –  Jane's  capi ta l  loss is  not  deduct ib le.  She also 
cannot  use the loss to decrease any other  capi ta l  gains real ized in 
the year.  



–  100  –  

Listed personal property 
Report  these d isposi t ions on l ine 159 of  Schedule 3.  See the 
def in i t ion of  " l is ted personal  property (LPP)"  on page 25 [7]  in  
"Def in i t ions."  

To determine the value of  many LPP i tems,  you can have them 
appraised by a dealer .  You can a lso refer  to cata logues for  the value 
of  the propert ies.  

Note 
LPP gains do not  inc lude gains f rom sel l ing or  donat ing cer t i f ied 
Canadian cul tura l  property to a designated inst i tu t ion.  For  more 
informat ion,  see "Sel l ing or  donat ing cer t i f ied Canadian 
cul tura l  property"  on page 142 [28] .  

Because LPP is  a type of  personal-use property,  the capi ta l  gain or  
loss on the sale of  the LPP i tem is  calculated the same way as for  
personal-use property.  For  more in format ion about  these ru les,  see 
"Personal-use property"  on page 95 [ the previous page] .  
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I f  your  2011 gains f rom disposi t ions of  LPP are more than your 2011 
losses f rom such d isposi t ions,  you can use unappl ied LPP losses f rom 
2004 and later  years to reduce your 2011 gains.  I f  you want  to do th is ,  
do not  enter  these losses on l ine 253 of  your  income tax and benef i t  
return.  Instead,  subtract  the unappl ied LPP losses of  previous years 
f rom your 2011 LPP gains.  You should only complete the "L is ted 
personal  property"  area of  Schedule 3 i f ,  a f ter  doing these 
calculat ions,  you st i l l  have a net  LPP gain in  2011.  

I f  your  2011 losses f rom disposi t ions of  LPP are more than your 2011 
gains f rom such d isposi t ions,  the d i f ference represents your LPP loss 
for  the year.  Keep a record of  your  LPP losses that  have not  expi red 
so you can apply these losses against  LPP gains in other  years.  
An unappl ied LPP loss expi res when you do not  use i t  by the end of  
the seventh year af ter  you incurred i t .  

For  more informat ion on apply ing LPP losses,  see page 181 [35] .  

Information slips – Capital gains (or losses) 
Most capi ta l  gains and capi ta l  losses reported on Schedule 3 come 
f rom amounts shown on informat ion s l ips.  
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A l though you report  most  of  these amounts on l ine 174 or  l ine 176 
( in  the case of  T3 s l ips)  of  Schedule 3,  there are except ions.  For  
example,  capi ta l  gains f rom qual i f ied smal l  business corporat ion 
shares and qual i f ied farm or  f ish ing property are e l ig ib le for  the 
$375,000 l i fe t ime capi ta l  gains deduct ion.  Therefore,  you have to 
report  those gains on l ines 107 or  110,  whichever appl ies.  

The fo l lowing chart  expla ins how to report  the capi ta l  gains 
(or  losses)  and other  amounts shown on cer ta in in format ion s l ips.  

Chart  1 – Report ing capital  gains (or losses) and  
other amounts from information sl ips 

Please read the inst ruct ions on the back of  your s l ips to ensure that  
you c la im al l  deduct ions and credi ts  that  you may be ent i t led to.  

Type of  sl ip:  T3  

Descript ion of  amounts to report  
Box 21,  Capital  gains  –  This is  your  tota l  capi ta l  gain f rom a t rust .  
Report  the d i f ference between th is  amount  and the amount  in  
box 30.  
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The "Footnotes"  area may show that  a l l  or  par t  of  the amount  in  
box 21 is  non-business income for  fore ign tax credi t  purposes.  Enter  
the footnoted amount  on l ine 433 of  Form T2209,  FEDERAL FOREIGN 
TAX CREDITS,  and use i t  to  calculate your fore ign tax credi t .  

Line on Schedule 3:  Line 176  

Other information:  

Type of  sl ip:  T3  

Descript ion of  amounts to report  
Box 26,  Other income  –  I f  there is  an aster isk in  th is  box,  the 
"Footnotes"  area may show that  a l l  or  par t  of  the amount  is  income 
f rom el ig ib le capi ta l  property/qual i f ied farm or  f ish ing property.  This 
amount  is  e l ig ib le for  the capi ta l  gains deduct ion.  

Line on Schedule 3:  Line 173  

Other information: See note 2  
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Type of  sl ip:  T3  

Descript ion of  amounts to report  
Box 30,  Capital  gains el igible for deduction  –  I f  there is  an 
amount  in  th is  box,  the "Footnotes"  area wi l l  show that  a l l  or  par t  
of  your gain is  f rom disposi t ions of :  

• qual i f ied smal l  business corporat ion shares;  or  

Line on Schedule 3:  Line 107  

Other information: See note 1  

Type of  sl ip:  T3  

Descript ion of  amounts to report  
Box 30,  Capital  gains el igible for deduction  –  I f  there is  an 
amount  in  th is  box,  the "Footnotes"  area wi l l  show that  a l l  or  par t  
of  your gain is  f rom disposi t ions of :  

• qual i f ied farm or  f ish ing property.  

Line on Schedule 3:  Line 110  
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Other information: See note 1  

Type of  sl ip:  T3  

Descript ion of  amounts to report  
Box 37,  Insurance segregated fund capital  losses  

Line on Schedule 3:  Line 176  

Other information: See note 3  

Type of  sl ip:  T3  

Descript ion of  amounts to report  
Box 42,  Amount result ing in cost base adjustment 

Line on Schedule 3:  N/A  

Other information: See note 6  

Type of  sl ip:  T4PS   

Descript ion of  amounts to report  
Box 34,  Capital  gains or losses  
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Line on Schedule 3:  Line 174  

Other information: See note 4  

Type of  sl ip:  T5  

Descript ion of  amounts to report  
Box 18,  Capital  gains dividends  

Line on Schedule 3:  Line 174  

Other information:  

Type of  sl ip:  T5013 or  T5013A  

Descript ion of  amounts to report  
Box 70,  Capital  gains ( losses)  

Line on Schedule 3:  Line 174  

Other information:  
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Type of  sl ip:  T5013 or  T5013A  

Descript ion of  amounts to report  
Box 70-17,  Farming or f ishing income el igible for the capital  
gains deduction from the disposit ion of  el igible capital  property 
that is QFP or qual i f ied f ishing property  

Line on Schedule 3:  Line 173  

Other information: See note 1.  See note 2  

Type of  sl ip:  T5013 or  T5013A  

Descript ion of  amounts to report  
Boxes 71 to 71-8,  Capital  gains reserves  –  These are your 2011 
capi ta l  gains reserves f rom the par tnership.  

Line on Schedule 3:  N/A  

Other information: See note 5  
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Notes 

1.  These amounts are e l ig ib le for  the capi ta l  gains deduct ion.  For  
more informat ion,  see "Cla iming a capi ta l  gains deduct ion"  on 
page 55 [12] .  

2.  Complete l ine 173 i f  you want  to c la im a capi ta l  gains deduct ion.  
For  more informat ion,  see "Cla iming a capi ta l  gains deduct ion"  on 
page 55 [12] .  

3.  I f  th is  is  your  only entry on l ine 176,  put  brackets around the 
amount .  I f  i t  is  not  your only entry,  subtract  i t  f rom the tota l  of  a l l  
o ther  amounts you enter  on l ine 176.  

4.  I f  the amount  is  in  brackets,  i t  is  a capi ta l  loss.  I f  you have a 
capi ta l  loss and i t  is  your only entry on l ine 174,  put  brackets 
around i t .  Otherwise,  subtract  the amount  f rom the tota l  of  a l l  o ther  
amounts you enter  on l ine 174.  

5.  Enter  any reserve on Form T2017,  SUMMARY OF RESERVES ON 
DISPOSIT IONS OF CAPITAL  PROPERTY.  The instruct ions provided wi th 
the T5013 s l ip  should indicate  where to enter  the amounts on 
Form T2017.  
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6 .  For  deta i ls ,  read the sect ion cal led " Ident ica l  propert ies"  on the 
next  page.  

Chapter 3 – Special rules and other transactions 
This chapter  expla ins some of  the specia l  ru les that  may apply when 
you calculate your capi ta l  gain or  loss.  I t  a lso expla ins how to report  
some of  the less common capi ta l  t ransact ions.  

Note 
You may need to refer  to "Def in i t ions" that  begins on page 13 [5]  for  
the def in i t ion of  cer ta in terms used in th is  chapter .  

Adjusted cost base 
In  some cases,  specia l  ru les may apply  that  wi l l  a l low you to consider  
the cost  of  a property  to be an amount  other  than i ts  actual  cost .  This 
sect ion expla ins these ru les.  
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Identical  propert ies 

Propert ies of  a group are considered to be ident ica l  i f  each property 
in  the group is  the same as a l l  the others.  The most  common 
examples of  ident ica l  propert ies are shares of  the same c lass of  the 
capi ta l  s tock of  a corporat ion or  uni ts  of  a mutual  fund t rust .  

You may buy and sel l  several  ident ical  propert ies at  d i f ferent  pr ices 
over  a per iod of  t ime.  I f  you do th is ,  you have to calculate the average 
cost  of  each property in  the group at  the t ime of  each purchase to 
determine your adjusted cost  base (ACB) (d isposi t ions of  ident ica l  
propert ies do not  af fect  the ACB).  The average cost  is  calculated by 
d iv id ing the tota l  cost  of  ident ica l  propert ies purchased ( th is  is  usual ly  
the cost  of  the property p lus any expenses involved in acquir ing i t )  by 
the tota l  number of  ident ica l  propert ies owned.  

Any amount  reported in Box 42 – Amount  resul t ing in cost  base 
adjustment ,  of  the T3 s l ip  represents a change in the capi ta l  balance 
of  the mutual  fund t rust  ident i f ied on the s l ip .  This amount  is  used 
when calculat ing the ACB reported on Schedule 3,  CAPITAL  GAINS 
OR (LOSSES) IN  2011 for  the property in  the year of  d isposi t ion.  For  
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more informat ion and an example of  the calculat ion,  see Informat ion 
Sheet  RC4169,  TAX TREATMENT OF MUTUAL FUNDS FOR INDIV IDUALS.  

I f  Box 42 conta ins a negat ive amount ,  add th is  amount  to the adjusted 
cost  base (ACB) of  the uni ts  of  the t rust  ident i f ied on the s l ip .   

I f  Box 42 conta ins a posi t ive amount,  subtract  th is  amount  f rom the 
ACB of  the uni ts  of  the t rust  ident i f ied on the s l ip .  

I f  the ACB of  the t rust  uni ts  is  reduced below zero dur ing the tax year,  
the negat ive amount  is  deemed to be a capi ta l  gain in  the year.  The 
ACB of  the t rust  uni ts  is  deemed to  be zero.  Enter  the amount  of  the 
capi ta l  gain on l ine 132 of  your Schedule 3 (p lace a zero on l ine 131 
s ince there is  no actual  sa le of  uni ts) .  

Note 
General ly ,  the fo l lowing propert ies are not  considered ident ica l  
propert ies:  

• secur i t ies acquired under an employee opt ion agreement that  are 
subject  to the benef i t  deferra l  or  are designated and d isposed of  
wi th in 30 days;  and 
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• certa in employer shares received by an employee as par t  of  a 
lump-sum payment upon wi thdrawal  f rom a deferred prof i t  shar ing 
p lan.  

As a resul t ,  the ACB averaging ru le descr ibed on page 111 [above]  
does not  apply to these types of  secur i t ies.  Each of  these secur i t ies 
wi l l  have i ts  own ACB determined in the usual  way.  

You a lso use th is  method to calculate the average cost  of  ident ica l  
bonds or  debentures you bought  af ter  1971.  However,  the average 
cost  is  based on the pr inc ipal  amount  for  each ident ica l  property,  that  
is ,  the amount  before any interest  or  premiums are added.  

A bond,  debenture,  or  s imi lar  debt  obl igat ion that  a debtor  issues is  
considered to be ident ica l  to  another  i f :  

• the same debtor  issues both;  and 

• al l  the at tached r ights are the same. 

The pr inc ipal  amount  of  indiv idual  debt  obl igat ions being the same is  
not  enough for  such debts to be considered ident ical  propert ies.  They 
must  s t i l l  meet  the two condi t ions l is ted above.  
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Example 1 
Over the years,  Stephanie has bought  and sold common shares of  
STU Ltd.  The fo l lowing chart  shows how, af ter  each purchase,  the 
ACB of  her  shares changes.  

Transaction 

A 
Cost  
($)  

B 
Number of  

shares  

A ÷  B 
ACB 
($)  

Purchase in 2000:  $15/share  1,500  100 15.00  

Purchase in 2005:  $20/share + 3,000 + 150  

New average cost = 4,500 = 250 18.00  

Sale in  2007:  $18/share – 3,600 – 200  

Average cost = 900 = 50 18.00  

Purchase in 2011:  $21/share + 7,350 + 350  

New average cost = 8,250 = 400 20.63 
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Example 2 
In  2000,  I r ina bought  uni ts  of  a mutual  fund t rust .  When she bought  
them, I r ina chose to re invest  her  annual  income dist r ibut ions in 
more uni ts .  The fo l lowing chart  shows how the ACB of  her  uni ts  
changes af ter  each purchase.  

Transaction 

A 
Cost  
($)  

B 
Number of  

uni ts  

A ÷  B 
ACB 
($)  

Purchase in 2000:  
$18.00/uni t   15,000.00  833.3333 18.00  

Reinvested d is t r ibut ions 
in 2000:  $19.55/uni t  + 1,170.00  + 59.8466  

New average cost  = 16,170.00  = 893.1799 18.10  

Reinvested d is t r ibut ions 
in 2001:  $20.63/uni t  + 1,455.30  + 70.5429  

New average cost  = 17,625.30  = 963.7228 18.29  
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Transaction 

A 
Cost  
($)  

B 
Number of  

uni ts  

A ÷  B 
ACB 
($)  

Sale in 2007:  $18.29/uni t  – 7,316.00  – 400.0000  

Average cost  = 10,309.30  = 563.7228 18.29 

Reinvested d is t r ibut ions 
in 2011:  $19.89/uni t  

 
+

 
721.65  +

 
36.2821  

New average cost  = 11,030.95  = 600.0049 18.38 
      

Property for which you f i led Form T664 or T664(Seniors)  

Specia l  ru les a lso apply to determine the adjusted cost  base (ACB) of  
a property for  which you f i led Form T664 or  T664(Seniors) ,  ELECTION 
TO REPORT A  CAPITAL  GAIN ON PROPERTY OWNED AT  THE END OF 
FEBRUARY 22,  1994.  

In most  cases,  i f  you f i led Form T664 or  T664(Seniors) ,  you are 
considered to have sold your capi ta l  property  at  the end of  
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February 22,  1994,  and to have immediate ly  reacquired i t  on 
February 23,  1994.  The ACB of  your  property on February 23,  1994,  
depends on the type of  property for  which you f i led an e lect ion.  For  
example,  i f  you f i led an e lect ion for  your in terest  in ,  or  your shares of ,  
a f low-through ent i ty  (see Chapter  4 on page 143 [29]  ) ,  in  most  cases 
the ACB of  your  in terest  or  shares wi l l  not  change.  

I f  you f i led an e lect ion for  capi ta l  property,  other  than a f low-through 
ent i ty ,  your  ACB is  usual ly  the amount  you designated as proceeds of  
d isposi t ion on Form T664 or  T664(Seniors) .  I f  the property is  a 
cot tage,  renta l  property,  or  other  non-qual i fy ing real  property,  your  
ACB is  your designated proceeds of  d isposi t ion minus  the reduct ion 
for  non-qual i fy ing real  property.  

Also,  i f  your  designated proceeds of  d isposi t ion were more than the 
fa i r  market  value of  the property at  the end of  February 22,  1994,  your  
ACB on February 23,  1994,  may be reduced.  In th is  case,  complete 
Chart  2 or  3 on the fo l lowing page and on page 119 to determine your 
ACB on February 23,  1994.  
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Chart  2 – Calculat ing the revised adjusted cost base (ACB)  
of  a f low-through enti ty 

Complete th is  chart  to  calculate the ACB of  your shares of ,  or  in terest  
in ,  the f low-through ent i ty  only i f  the proceeds of  d isposi t ion you 
designated on Form T664 for  the property  were more than i ts  fa i r  
market  value (FMV) at  the end of  February 22,  1994.  I f  the 
f low-through ent i ty  is  a t rust  (other  than a mutual  fund t rust) ,  do not  
complete th is  char t  as you do not  have to reduce the ACB of  your 
in terest .  

Step 1 – Reduction of  the ACB 

1.  Designated proceeds of  d isposi t ion  
(column 2,  Chart  A of  Form T664) $ 1

2.  FMV at  the end of  February 22,  
1994 (Step 1 of  Form T664) $

  
2

   

3.  Amount  f rom l ine 2 $   × 1.1 –  3

4.  L ine 1 minus  l ine 3 ( i f  negat ive,  enter  "0")   = $  4
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 I f  the amount on l ine 4 is zero,  do not complete  
the rest  of  this chart .  

5 .  ACB at  the end of  February 22,  
1994 (column 1,  Chart  A of  
Form T664) 

 
 

–

 
 

  
 

5

 

6.  L ine 2 minus  l ine 5 = $  6  

I f  you entered an amount in column 4,   
Chart  A of  Form T664,  complete l ine 7.   
Otherwise,  enter the amount from l ine 6 on l ine 8.  

 

7.  ( Amount f rom column 4,   
Chart  A of  Form T664 $   

Amount  f rom column 3,   
Chart  A of  Form T664  $   

)  
 

× 

 
 

l ine 6 

$  –  7  

8 .  L ine 6 minus  l ine 7 = $  –  8

9.  Reduct ion ( l ine 4 minus  l ine 8)  = $  9
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I f  the amount on l ine 9 is negative,  do not complete  
the rest  of  this chart .  

Step 2 – Revised ACB 

10.  ACB at  the end of  February 22,  1994 ( l ine 5)  $  10

11.  Reduct ion ( l ine 9)  –   11

12.  Revised ACB on February 23,  1994  
( l ine 10 minus  l ine 11;  i f  negat ive,  enter  "0")  = $

 
12

Use the amount  on l ine 12 to calculate the capi ta l  gain or  loss when 
you sel l  your  shares of ,  or  in terest  in ,  the f low-through ent i ty .  

Chart  3 – Calculat ing the revised adjusted cost base (ACB) 
of  capital  property (other than a f low-through enti ty)  

Complete th is  chart  to  calculate the ACB of  the property only i f  the 
proceeds of  d isposi t ion you designated on Form T664 or  
T664(Seniors)  for  the property were more than i ts  fa i r  market  
value (FMV) at  the end of  February 22,  1994 
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1 .  FMV of the property at the end of February 22, 
1994 [ from Step 1 of Form T664 or T664(Seniors)] $ 1

2.  Designated proceeds of  d isposi t ion [column 2,  
Chart  B of  Form T664,  or  column 2,  Step 2 of  
Form T664(Seniors) ]  $ 2

3.  Amount  f rom l ine 1 $ × 1.1 –  3

4.  L ine 2 minus  l ine 3  
( i f  negat ive,  enter  "0")  = $  –  4

5.  L ine 1 minus  l ine 4 ( i f  negat ive,  enter  "0")  = $  5

6.  I f  the property  is  non-qual i fy ing real  property,  
enter  the amount  f rom column 4,  Chart  B of  
Form T664,  or  column 4,  Step 2 of  
Form T664(Seniors) .  Otherwise,  enter  "0."  –  6

7.  Revised ACB on February 23,  1994   
( l ine 5 minus  l ine 6;  i f  negat ive,  enter  "0")  

 
= $  7

Use the amount  on l ine 7 to calculate the capi ta l  gain or  loss when 
you sel l  the property.  
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Property you inherit  or  receive as a gif t  

I f  you receive property as a g i f t ,  you are general ly  considered to  
have acquired the property at  i ts  fa i r  market  value (FMV) on the date 
you received i t .  S imi lar ly ,  i f  you win property  in  a lo t tery,  you are 
considered to have acquired th is  pr ize at  i ts  FMV at  the t ime you  
won i t .  

General ly ,  when you inher i t  property ,  the property 's  cost  to you is  
equal  to the deemed proceeds of  d isposi t ion for  the deceased.  
Usual ly ,  th is  amount  is  the FMV of  the property r ight  before the 
person's death.  However,  there are except ions to th is  ru le.  For  
example,  property that  you inher i t  because your spouse or  common- 
law partner  d ied,  or  farm property or  a woodlot  t ransferred on death to 
a chi ld ,  may be t reated d i f ferent ly .  See the chapter  cal led "Deemed 
disposi t ion of  property"  in  Guide T4011,  PREPARING RETURNS FOR 
DECEASED PERSONS,  to f ind out  which ru les apply to your s i tuat ion.  
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Selling a building in 2011 
I f  you sold a bui ld ing of  a prescr ibed c lass in 2011,  specia l  ru les may 
make the sel l ing pr ice an amount  other  than the actual  sel l ing pr ice.  
This happens when you meet  both  o f  the fo l lowing condi t ions:  

• You, or  a person wi th whom you do not  deal  at  arm's length,  own 
the land on which the bui ld ing is  located,  or  the land adjo in ing the 
bui ld ing i f  you need the land to use the bui ld ing.  

• You sold the bui ld ing for  less than i ts  cost amount  and i ts  capi ta l  
cost .  

Calculate the cost amount  as fo l lows:  

• I f  the bui ld ing was the only property  in  the c lass,  the cost  amount  is  
the undepreciated capi ta l  cost  (UCC) of  the c lass before the sale.  

• I f  more than one property is  in  the same c lass,  you have to 
calculate the cost  amount  of  each bui ld ing as fo l lows:  
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Capi ta l  cost  of  the bui ld ing 

Capi ta l  cost  of  a l l  propert ies 
in  the c lass that  have not  

been previously d isposed of  

× UCC of   
the c lass = Cost  amount   

of  the bui ld ing 

Note 
You may have to recalculate the capi ta l  cost  of  a property to 
determine i ts  cost  amount  i f :  

• you acquired a property d i rect ly  or  indi rect ly  f rom a person or  
par tnership wi th whom you d id not  deal  at  arm's length;  or  

• you acquired the property for  some other  purpose and later  began 
to use i t ,  or  increased i ts  use,  to  earn renta l  or  business income. 

For more informat ion,  cal l  1-800-959-8281.  

I f  you sold a bui ld ing under these condi t ions,  th is  may restr ic t  the 
terminal  loss on the bui ld ing and reduce the capi ta l  gain on the land.  
For  more informat ion,  see Guide T4036,  RENTAL  INCOME,  or  
Interpretat ion Bul let in  IT-220,  CAPITAL  COST ALLOWANCE – PROCEEDS 
OF DISPOSIT ION OF DEPRECIABLE PROPERTY,  and i ts  Specia l  Release. 
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Sell ing part  of  a property 

When you sel l  only par t  of  a property ,  you have to d iv ide the adjusted 
cost  base (ACB) of  the property between the par t  you sel l  and the par t  
you keep.  

Example 
Li ly  owns 100 hectares of  vacant  land of  equal  qual i ty .  She decides 
to sel l  25 hectares of  th is  land.  Since 25 is  one quarter  of  100,  L i ly  
calculates one quarter  of  the tota l  ACB as fo l lows:  

Tota l  ACB $ 100,000 

Minus: The ACB of  the par t  she sold 
 ($100,000 × 1/4)  – 25,000 

The ACB of  the par t  she kept  = $ 75,000 

Therefore,  the ACB for  the 25 hectares she sold is  $25,000.  

For  more informat ion on sel l ing par t  of  a property,  see Interpretat ion 
Bul let in  IT-264,  PART DISPOSIT IONS,  and i ts  Specia l  Release.  
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Capital gains deferral for investment in small business 
Indiv iduals (other  than t rusts)  may defer  capi ta l  gains incurred on 
cer ta in smal l  business investments d isposed of  in  2011.  This deferra l  
appl ies to d isposi t ions where you use the proceeds to acquire another  
smal l  business investment .  The adjusted cost  base (ACB) of  the new 
investment  is  reduced by the capi ta l  gain deferred f rom the in i t ia l  
investment .  

You may acquire shares f rom a spouse,  common- law partner ,  or  
parent  due to c i rcumstances such as a death or  the breakdown of  a 
marr iage or  common- law partnership.  For  the purposes of  the capi ta l  
gains deferra l ,  we consider  you to  have acquired such shares at  the 
t ime and under the same c i rcumstances that  the re lated indiv idual  
or ig inal ly  acquired them. 

The capi ta l  gains deferra l  is  a lso avai lable to indiv iduals involved in 
pool ing thei r  investments wi th another  person or  par tnership.  I f  you 
are par t  of  such a qual i fy ing pool ing arrangement,  ca l l  us for  more 
informat ion.  
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To qual i fy  for  the capi ta l  gains deferra l  for  investment  in  smal l  
business,  the investment  must  be in an e l ig ib le smal l  business 
corporat ion.   

Eligible small  business corporation shares 

The capi ta l  gains deferra l  appl ies only to e l ig ib le smal l  business 
corporat ion shares.  El ig ib le smal l  business corporat ion shares have 
the fo l lowing character is t ics:  

• They consist  of  common shares issued by the corporat ion to you,  
the investor .  

• The issuing corporat ion must  be an el igible small  business 
corporat ion  (as def ined on page 23 [6]  in  "Def in i t ions")  at  the t ime 
the shares were issued.  

• The tota l  carry ing value of  the assets of  the corporat ion ( that  is ,  the 
amount  at  which the assets of  the corporat ion would be valued for  
the purpose of  the corporat ion 's  balance sheet  as of  that  t ime i f  i t  
was prepared in accordance wi th general ly  accepted account ing 
pr inc ip les used in Canada at  that  t ime,  except  that  an asset  of  a 
corporat ion that  is  a share or  debt  issued by a re lated corporat ion 
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is  deemed to have a carry ing value of  n i l )  and re lated corporat ions 
cannot  exceed $50 mi l l ion immediate ly  before,  and immediate ly  
af ter ,  the share was issued.  

• While you hold the shares,  the issuing corporat ion is  an el igible 
act ive business corporation  (as def ined on page 22 [6]  in  
"Def in i t ions") .  

To be able to defer  the capi ta l  gain ,  you must  have held the e l ig ib le 
smal l  business corporat ion shares for  more than 185 days f rom the 
date you acquired them. 

The replacement shares have to be acquired at  any t ime in the year in  
which the d isposi t ion is  made or  wi th in 120 days af ter  the end of  that  
year .  

For  example,  you acquire e l ig ib le smal l  business corporat ion shares 
in October 2005 and d ispose of  them on June 9,  2011.  You may 
acquire the replacement shares on or  before Apr i l  30,  2012,  which is  
wi th in 120 days af ter  the end of  the tax year of  the or ig inal  
d isposi t ion.  
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Calculat ing the capital  gains deferral  

The capi ta l  gains deferra l  is  avai lable for  the d isposi t ion of  e l ig ib le 
smal l  business corporat ion shares made in 2011.  The investment  can 
be made by an indiv idual  in  any par t icu lar  corporat ion (or  re lated 
group).  

The permi t ted deferra l  of  the capi ta l  gain f rom the d isposi t ion of  
e l ig ib le smal l  business corporat ion shares is  determined by the 
fo l lowing formula:  

Capital  gains deferral  = B × (D ÷  E)  

where 

B = the tota l  capi ta l  gain f rom the or ig inal  sale 

E = the proceeds of  d isposi t ion 

D = the lesser  of  E and the tota l  cost  of  a l l  replacement shares  

For  d isposi t ions in 2011,  report  the tota l  capi ta l  gain on l ines 131 
and 132 of  Schedule 3 and the capi ta l  gains deferra l  on l ine 161 of  
Schedule 3.  The capi ta l  gain you must  report  in  the year of  d isposi t ion 
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wi l l  be determined by subtracting  the capi ta l  gain deferra l  f rom the 
tota l  capi ta l  gain real ized f rom the d isposi t ion.  

Note 
Deferred capi ta l  gains do not qual i fy  for  the capi ta l  gains deduct ion 
( l ine 254).  Therefore,  do not report  on l ines 106 and 107 of  
Schedule 3 any d isposi t ion of  qual i f ied smal l  business corporat ion 
shares i f  you e lect  to defer  the capi ta l  gains that  resul ted f rom the 
d isposi t ion of  those shares.  Instead,  report  such d isposi t ion on 
l ines 131 and 132 of  Schedule 3.  

ACB reduction 

You must  use the capi ta l  gains deferra l  to reduce the ACB of  each  of  
the e l ig ib le replacement shares by the amount  determined by the 
fo l lowing formula:  

ACB reduction = F × (G ÷  H)  

where 

F = capi ta l  gains deferra l  
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G = the cost  of  replacement shares 

H = the tota l  cost  of  a l l  the replacement shares 

Other transactions 
The remaining sect ions in th is  chapter  have informat ion on less 
common t ransact ions.  

Eligible capital  property 

I f  you d isposed of  e l ig ib le capi ta l  property  (as def ined on page 23 [6]  
in  "Def in i t ions")  that  is  qual i f ied farm or  f ish ing property,  you may be 
able to c la im the capi ta l  gains deduct ion,  up to a maximum of  
$375,000.  

For  deta i ls  on how to report  the d isposi t ion of  th is  type of  property 
and what  amounts are e l ig ib le for  the capi ta l  gains deduct ion,  see 
Guide T4004,  F ISHING INCOME, Guide T4003,  FARMING INCOME, 
RC4060,  FARMING INCOME AND THE AGRISTABIL ITY  AND AGRI INVEST 
PROGRAMS GUIDE or  RC4408,  FARMING INCOME AND THE AGRISTABIL ITY  
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AND AGRI INVEST PROGRAMS HARMONIZED GUIDE.  Read the chapter  
cal led "El ig ib le Capi ta l  Expendi tures"  in  those guides.   

Election on disposit ions of  el igible capital  property 

I f  you d isposed of  property f rom your cumulat ive e l ig ib le capi ta l  
account ,  you may qual i fy  to make an e lect ion for  tax years ending 
af ter  February 27,  2000.  The e lect ion a l lows qual i f ied indiv iduals to 
t reat  d isposi t ions of  th is  type of  property  as capi ta l  gains instead of  
business income. Report  the capi ta l  gain in  the "Real  estate,  
depreciable property,  and other  proper t ies"  sect ion of  the Schedule 3.  

For  deta i ls  on how to calculate the capi ta l  gain as wel l  as the 
condi t ions that  must  be met in  order  to qual i fy  to make th is  e lect ion,  
see the chapter  cal led "El ig ib le Capi ta l  Expendi tures"  in  one of  the 
fo l lowing guides:  

• T4003,  Farming Income; 

• RC4060,  Farming Income and the Agr iStabi l i ty  and Agr i Invest  
Programs Guide;  
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• RC4408,  Farming Income and the Agr iStabi l i ty  and Agr i Invest  
Programs Harmonized Guide;  

• T4002,  Business and Professional  Income; or  

• T4004,  F ishing Income. 

Note 
I f  you d isposed of  e l ig ib le capi ta l  property af ter  you ceased to carry 
on business,  you cannot  c la im a reserve on the capi ta l  gains on the 
sale of  that  property.  This is  because the property is  not  considered 
to be sold in  the course of  your  business.  

Partnerships 

A partnership does not  pay tax on i ts  capi ta l  gains or  losses,  and i t  
does not  report  them on an income tax and benef i t  return.  Instead,  
members of  the par tnership report  thei r  share of  the par tnership 's  
capi ta l  gains or  losses on thei r  own return.  

Certa in par tnerships may have to f i le  a par tnership in format ion return 
(T5013 SUM, PARTNERSHIP  INFORMATION SL IPS SUMMARY,  and a 
T5013 FIN,  PARTNERSHIP  F INANCIAL  RETURN),  and send copies of  the 
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T5013,  STATEMENT OF PARTNERSHIP  INCOME, or  T5013A, STATEMENT OF 
PARTNERSHIP  INCOME FOR TAX SHELTERS AND RENOUNCED RESOURCE 
EXPENSES,  to report  amounts f lowed out  to thei r  members.  

I f  you receive a T5013 or  T5013A s l ip ,  see Chart  1 on page 102 [21]  
to f ind out  how to report  your  share of  the capi ta l  gain or  loss f rom the 
par tnership.  

However,  i f  you are a member of  a par tnership that  does not  have to 
f i le  a par tnership in format ion return for  2011,  you have to report  your  
share of  any capi ta l  gain or  loss f rom each d isposi t ion of  capi ta l  
property shown on the par tnership f inancia l  s tatements in  the 
appropr iate area of  Schedule 3.  For  example,  i f  the capi ta l  gain is  
f rom disposing of  depreciable proper ty,  report  the gain in  the "Real  
estate,  depreciable property,  and other  propert ies"  sect ion.  

I f  the par tnership d isposed of  e l ig ib le capi ta l  property that  is  qual i f ied 
f ish ing property or  qual i f ied farm property,  par t  of  the business 
income f rom the t ransact ion may be a taxable capi ta l  gain.  This 
amount  qual i f ies for  the capi ta l  gains deduct ion,  up to a maximum of  
$375,000.  
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The chapter  cal led "El ig ib le Capi ta l  Expendi tures"  in  Guide T4004,  
F ISHING INCOME, Guide T4003,  FARMING INCOME, Guide RC4060,  
FARMING INCOME AND THE AGRISTABIL ITY AND AGRI INVEST PROGRAMS, or  
RC4408,  FARMING INCOME AND THE AGRISTABIL ITY  AND AGRI INVEST 
PROGRAMS HARMONIZED GUIDE,  expla ins how to calculate and report  
th is  amount .  

Capital  gains reduction (f low-through enti ty)  

A partnership is  considered a f low-through ent i ty .  The last  year  in  
which you could c la im the capi ta l  gains reduct ion was the 2004 tax 
year.  To f ind out  the specia l  ru les for  2005 and subsequent  tax years 
and for  more informat ion on f low-through ent i t ies,  see Chapter  4 on 
page 143 [29] .  

Capital  gains deduction 

You may be e l ig ib le for  the capi ta l  gains deduct ion,  up to a l i fe t ime 
maximum of  $375,000,  i f  you are report ing any of  the fo l lowing 
amounts:  

• a capi ta l  gain f rom disposing of  qual i f ied smal l  business 
corporat ion shares;  
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• a capi ta l  gain f rom disposing of  qual i f ied farm property;  

• a capi ta l  gain f rom disposing of  qual i f ied f ish ing property af ter  
May 1,  2006;  or  

• farming income f rom the d isposi t ion of  e l ig ib le capi ta l  property that  
is  qual i f ied farm property ,  or  f ish ing income f rom the d isposi t ion of  
e l ig ib le capi ta l  property that  is  qual i f ied f ish ing property.  

The l i fe t ime maximum was increased f rom $250,000 to $375,000 on 
capi ta l  gains ar is ing f rom disposi t ions af ter  March 18,  2007.  

For  more informat ion,  see "Cla iming a capi ta l  gains deduct ion"  on 
page 55 [12] .  

Purchase of  replacement property 

In  cer ta in s i tuat ions,  you can e lect  to postpone or  defer  report ing the 
capi ta l  gain,  recapture of  capi ta l  cost  a l lowance,  or  business income 
f rom disposing of  property.  Provided you meet  cer ta in condi t ions,  you 
may want  to do th is  when you use the proceeds of  d isposi t ion of  the 
property to purchase a replacement property.  The e lect ion may defer  
the tax consequences on the above amounts unt i l  you sel l  the 
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replacement property.  You can make th is  e lect ion when you sel l  a  
business property or  when a property you own is  expropr iated,  
destroyed,  or  s to len.  

For  more informat ion on the e lect ion,  see Interpretat ion Bul let in  
IT-491,  FORMER BUSINESS PROPERTY,  and i ts  Specia l  Release. 

Transfers of  property to your spouse or common-law partner or to 
a trust for your spouse or common-law partner 

Before reading th is  sect ion,  read the def in i t ions of  "spouse" and 
"common- law par tner"  in  "Def in i t ions"  that  begins on page 13 [5] .  

You general ly  do not  have a capi ta l  gain or  loss i f  you g ive capi ta l  
property to your spouse or  common- law partner ,  a spousal  or  
common- law partner  t rust ,  or  a jo int  spousal  or  common- law partner  
t rust  or  an a l ter  ego t rust  ( for  def in i t ions of  these t rusts,  see T4013,  
T3 – TRUST GUIDE) .  

At  the t ime you g ive the g i f t ,  depending on the type of  property  you 
g ive,  you are considered to receive an amount  equal  to:  

• the undepreciated capi ta l  cost  for  depreciable property;  or  
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• the adjusted cost  base for  other types of  capi ta l  property.  

Your spouse or  common- law partner ,  or  the t rust  for  your spouse or  
common- law partner  or  for  yoursel f ,  is  considered to have bought  the 
capi ta l  property for  the same amount  that  you are considered to have 
sold i t  for .  

You may have t ransferred or  loaned property to your spouse or  
common- law partner ,  a person who has s ince become your spouse or  
common- law partner ,  or  a t rust  for  your  spouse or  common- law 
partner .  I f  that  person or  the t rust  sel ls  the property dur ing your 
l i fe t ime,  you usual ly  have to report  any capi ta l  gain or  loss f rom the 
sale.  You usual ly  have to do th is  i f ,  a t  the t ime of  the sale:  

• you are a res ident  of  Canada;  and 

• you are both st i l l  marr ied or  l iv ing in a common- law re lat ionship.  

I f  you are l iv ing apart  because of  a breakdown in the re lat ionship,  you 
may not  have to report  the capi ta l  gain or  loss when your spouse or  
common- law partner  sel ls  the property .  In  such a case,  you have to 
f i le  an e lect ion wi th your income tax and benef i t  return.  
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For  t ransfers of  property made after May 22,  1985,  you can f i le  th is  
e lect ion wi th your return for  any tax year ending af ter  the t ime you 
separated.  However,  for  the e lect ion to  be val id ,  you have to f i le  i t  no 
later  than the year your spouse or common- law partner  d isposes of  
the property.  To make th is  e lect ion,  at tach to your return a le t ter  
s igned by you and your spouse or  common- law partner  that  s tates you 
do not  want  section 74.2 of  the INCOME TAX ACT to apply.  

For  t ransfers of  property made before May 23,  1985,  you have to f i le  
the e lect ion wi th your return for  the tax year in  which the separat ion 
occurred.  To make th is  e lect ion,  at tach to your return a le t ter  s igned 
by you and your spouse or  common- law partner  that  s tates you do not  
want  subsection 74(2)  o f  the INCOME TAX ACT to apply.  

I f  you sold the property to your spouse or  common- law partner  or  a 
t rust  for  your spouse or  common- law par tner  and you were paid an 
amount  equal  to the fa i r  market  value (FMV) of  the property,  there is  
another  way to report  the sale.  General ly ,  you can l is t  the sale at  the 
property 's  FMV, and report  any capi ta l  gain or  loss for  the year you 
sold the property.  To do th is ,  you have to f i le  an e lect ion wi th your 
return.  To make th is  e lect ion,  at tach to your return a le t ter  s igned by 
you and your spouse or  common- law par tner .  State that  you are 
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report ing the property as being sold to your spouse or  common- law 
partner  at  i ts  FMV and that  you do not  want  subsection 73(1)  o f  the 
INCOME TAX ACT to apply.  

I f  your  spouse or  common- law partner  or  the t rust  la ter  sel ls  the 
property,  your spouse or  common- law partner  or  the t rust  has to 
report  any capi ta l  gain or  loss f rom the sale.  

A specia l  s i tuat ion exis ts  i f  al l  o f  the fo l lowing apply to you:  

• you owned capi ta l  property  (other  than depreciable property  or  a 
par tnership in terest)  on June 18,  1971;  

• you gave the property to your spouse or  common- law partner  
af ter  1971;  and 

• your spouse or  common- law partner  la ter  sold the property.  

In th is  case,  cer ta in ru les apply  when calculat ing your and your 
spouse's or  common- law partner 's  capi ta l  gain or  loss to remove any 
capi ta l  gains accrued before 1972.  For  more informat ion,  see 
Interpretat ion Bul let in  IT-209,  INTER-VIVOS GIFTS OF CAPITAL  PROPERTY 
TO INDIV IDUALS D IRECTLY OR THROUGH TRUSTS,  and i ts  Specia l  Release.  
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Other transfers of  property 

I f  you g ive capi ta l  property as a g i f t ,  you are considered to have sold 
i t  a t  i ts  FMV at  the t ime you g ive the g i f t .  Inc lude any taxable capi ta l  
gain or  a l lowable capi ta l  loss on your  return for  the year that  you g ive 
the g i f t .  

I f  you sel l  property  to someone wi th whom you do not  deal  at  arm's 
length and the sel l ing pr ice is  less  than i ts  FMV, your sel l ing pr ice is  
considered to be the FMV. Simi lar ly ,  i f  you buy property f rom 
someone wi th whom you do not  deal  at  arm's length,  and the purchase 
pr ice is  more  than the FMV, your purchase pr ice is  considered to be 
the FMV. 

Specia l  ru les a l low you to t ransfer  property at  an amount  other  than 
the property 's  FMV. I f  these ru les apply to you,  you may be able to 
postpone paying tax on any capi ta l  ga ins you had f rom the t ransfer .  
We note some of  the more common t ransfers below. 

Farm or f ishing property 

When you sel l  or  t ransfer  farm or  f ish ing property,  you may have a 
capi ta l  gain.  I f  you t ransfer  farm or  f ish ing property to a chi ld ,  or  to a 
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spouse or  common- law partner ,  or  to a spousal  or  common- law 
partner  t rust ,  you may be able to postpone any taxable capi ta l  gain 
or  recapture of  capi ta l  cost  a l lowance.  For  more informat ion on these 
types of  t ransfers and other  ru les that  apply to farm or  f ish ing 
property,  see Guide T4004,  FISHING INCOME, Guide T4003,  FARMING 
INCOME, RC4060,  FARMING INCOME AND THE AGRISTABIL ITY AND 
AGRI INVEST PROGRAMS GUIDE,  or  RC4408,  FARMING INCOME AND THE 
AGRISTABIL ITY  AND AGRI INVEST PROGRAMS HARMONIZED GUIDE.  

Elections 

You can postpone report ing a capi ta l  gain when you t ransfer  property :  

• f rom an indiv idual  or  par tnership to a Canadian corporat ion;  or  

• f rom an indiv idual  to a Canadian par tnership.  

For  in format ion on t ransfers to  a Canadian corporat ion,  see 
Informat ion Circular  76-19,  TRANSFER OF PROPERTY TO A  CORPORATION 
UNDER SECTION 85.  
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For  in format ion on t ransfers to a Canadian par tnership,  see 
Interpretat ion Bul let in  IT-413,  ELECTION BY MEMBERS OF A  PARTNERSHIP  
UNDER SUBSECTION 97(2) .  

Selling or donating certif ied Canadian cultural property 
You do not  have to report  a capi ta l  gain when you sel l  or  donate 
cer t i f ied Canadian cul tura l  property (nat ional  t reasures)  to an 
inst i tu t ion or  publ ic  author i ty  designated by the Minister  of  Canadian 
Her i tage.  The Canadian Cul tura l  Property Export  Review Board 
cer t i f ies th is  property as cul tura l  property  and wi l l  g ive you a 
cer t i f icate for  tax purposes.  Cul tura l  property can inc lude paint ings,  
sculptures,  books,  manuscr ipts,  or  other  objects.  

I f  you sel l  or  donate cer t i f ied cul tura l  property to a designated 
inst i tu t ion,  you may have a capi ta l  loss.  The tax t reatment  of  the loss 
wi l l  depend on what  type of  property you sold or  donated.  For  
example,  the cer t i f ied cul tura l  property may be l is ted personal  
property.  I f  th is  is  the case,  the ru les for  l is ted personal  property 
losses wi l l  apply.  For  in format ion on how to apply capi ta l  losses,  see 
Chapter  5 on page 149 [30] .  
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For  more informat ion,  see Interpretat ion Bul let in  IT-407,  DISPOSIT IONS 
OF CULTURAL PROPERTY TO DESIGNATED CANADIAN INSTITUTIONS,  or  
Pamphlet  P113,  GIFTS AND INCOME TAX. 

Gifts of ecologically sensitive land 
I f  you made a g i f t  o f  ecological ly  sensi t ive land to a qual i f ied donee 
(other  than to a pr ivate foundat ion) ,  the net  capi ta l  gain is  zero.  Use 
Form T1170,  CAPITAL  GAINS ON GIFTS OF CERTAIN  CAPITAL  PROPERTY,  
to report  the amounts.  

To qual i fy  for  the capi ta l  gains inc lus ion rate of  zero,  you must  meet  
cer ta in condi t ions,  and other  spec ia l  ru les may apply.  For  more 
informat ion,  see Pamphlet  P113,  GIFTS AND INCOME TAX. 

Chapter 4 – Flow-through entities 
This chapter  provides informat ion on the types of  investments that  are 
considered f low-through ent i t ies.  I t  a lso provides informat ion on how 
to calculate and report  the capi ta l  gain or  loss resul t ing f rom the 
d isposi t ion of  shares of ,  or  in terests in ,  a f low-through ent i ty .  The 



–  144  –  

in format ion in th is  chapter  a lso appl ies i f ,  for  the 1994 tax year,  you 
f i led Form T664,  ELECTION TO REPORT A  CAPITAL  GAIN  ON PROPERTY 
OWNED AT  THE END OF FEBRUARY 22,  1994,  for  your shares of ,  or  
in terest  in ,  a f low-through ent i ty .  In  addi t ion,  i f  you have any 
remaining unused exempt capi ta l  gains balance (ECGB),  th is  chapter  
provides deta i led informat ion on how i t  can be used.  

What is a f low-through entity? 
You are a member of ,  or  investor  in ,  a f low-through ent i ty  i f  you own 
shares or  uni ts  of ,  or  an interest  in ,  one of  the fo l lowing:  

1.  an investment  corporat ion;  

2.  a mortgage investment  corporat ion;  

3.  a mutual  fund corporat ion;  

4.  a mutual  fund t rust ;  

5.  a re lated segregated fund t rust ;  

6.  a par tnership;  
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7 .  a t rust  governed by an employees'  prof i t -shar ing p lan;  

8.  a t rust  mainta ined pr imar i ly  for  the benef i t  o f  employees of  a 
corporat ion or  two or  more corporat ions that  do not  deal  at  arm's 
length wi th each other ,  where one of  the main purposes of  the 
t rust  is  to hold in terests in  shares of  the capi ta l  s tock of  the 
corporat ion or  corporat ions,  as the case may be,  or  any 
corporat ion not  deal ing at  arm's length therewi th;  

9.  a t rust  establ ished for  the benef i t  o f  credi tors in  order  to secure 
cer ta in debt  obl igat ions;  or  

10.  a t rust  establ ished to hold shares of  the capi ta l  s tock of  a 
corporat ion in order  to exerc ise the vot ing r ights at tached to such 
shares.  

Exempt capital gains balance 
When you f i led Form T664 for  your shares of ,  or  in terest  in ,  a 
f low-through ent i ty ,  the e lected capi ta l  gain you reported created an 
exempt capi ta l  gains balance (ECGB) for  that  ent i ty .  
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Note 
General ly ,  your  ECGB expired af ter  2004.  I f  you d id not  use a l l  o f  
your  ECGB by the end of  2004,  you can add the unused balance to 
the adjusted cost  base of  your shares of ,  or  in terest  in ,  the 
f low-through ent i ty .  

For  2004 and previous tax years,  i f  you received property f rom a t rust  
in  sat is fact ion of  a l l  or  a par t  of  your in terest  in  the t rust  
(a f low-through ent i ty  descr ibed in i tems 7 to 10 on page 145 
[above]  ) ,  you could e lect  to use the ECGB for  the ent i ty  to increase 
the cost  of  property you received f rom the t rust .  For  2005 and future 
years,  the e lect ion is  no longer necessary because any unused ECGB 
can only be added to the cost  of  your in terest  in  the f low-through 
ent i ty .  

Example 
Andrew f i led Form T664 for  h is  800 uni ts  in  a mutual  fund t rust  wi th 
h is  1994 income tax and benef i t  return.  He designated the fa i r  
market  value of  the uni ts  at  the end of  February 22,  1994,  as h is  
proceeds of  d isposi t ion.  Andrew c la imed capi ta l  gains reduct ions of  
$500 in 1997 and $600 in 1998.  At  the end of  2003,  h is  exempt 
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capi ta l  gains balance was $2,250. In 2004,  he had a $935 capi ta l  
gain f rom the sale of  300 uni ts .  This le f t  h im wi th an unused balance 
of  $1,315 at  the end of  2004.  In 2005 and future years,  he can only 
add the unused ECGB to the cost of  any remaining uni ts .  

1.  ECGB carryforward to 2004 $ 2,250 1

2.  Capi ta l  gains f lowed out  $ 2

3.  Capi ta l  gains f rom disposi t ions + 935 3

4.  L ine 2 plus  l ine 3 = $ 935 4

5.  Capi ta l  gains reduct ion – 935 5

6.  Unused ECGB at  the end of  2004 = $ 1,315 6

The unused ECGB expired af ter  2004 so Andrew can add th is  
amount  to the adjusted cost  base of  h is  shares of ,  or  in terest  in ,  the 
f low-through ent i ty .  
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Disposing of your shares of,  or interest in, a f low-through 
entity 
When you d ispose of  your  shares of ,  or  in terest  in ,  a f low-through 
ent i ty ,  ca lculate the capi ta l  gain or  loss in the same way as wi th any 
other  d isposi t ion of  capi ta l  property (proceeds of  d isposi t ion minus  
the adjusted cost  base [ACB] and out lays and expenses) .  

Report  these d isposi t ions on Schedule 3 as fo l lows:  

• for  shares of  a f low-through ent i ty ,  use the "Publ ic ly  t raded shares,  
mutual  fund uni ts ,  deferra l  of  e l ig ib le smal l  business corporat ion 
shares,  and other  shares" sect ion;  or  

• for  an interest  in  a f low-through ent i ty ,  use the "Bonds,  debentures,  
promissory notes,  and other  s imi lar  propert ies"  sect ion.  

For  more informat ion,  see Chapter  2 on page 60 [13] .  

I f  you f i led Form T664 for  your  shares of ,  or  in terest  in ,  a f low-through 
ent i ty ,  and the proceeds of  d isposi t ion were more than the fa i r  market  
value,  the ACB of  your  investments may be af fected.  For  more 
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in format ion,  see "Property for  which you f i led Form T664 or  
T664(Seniors)"  on page 115 [23] .  

Certa in c i rcumstances may create a specia l  s i tuat ion for  a f low- 
through ent i ty  descr ibed in i tems 1 to 6 of  "What  is  a f low-through 
ent i ty?"  on page 144 [ the previous page] .  This happens i f  you d ispose 
of  your remaining shares of ,  or  in te rest  in ,  such an ent i ty  in  the 1994 
to 2011 tax years and have f i led Form T664.  I f  th is  is  the case,  in  the 
year you d ispose of  the shares,  use the ECGB avai lable for  the ent i ty  
immediate ly  before the d isposi t ion to increase the ACB of  the shares 
or  in terests.  

The ACB adjustment  wi l l  e i ther  reduce your capi ta l  gain or  wi l l  create 
or  increase your capi ta l  loss f rom disposing of  the shares or  in terest  
in  the f low-through ent i ty .  

Chapter 5 – Capital losses 
You have a capi ta l  loss when you sel l ,  or  are considered to have sold,  
a capi ta l  property  for  less than i ts  adjusted cost  base p lus the out lays 
and expenses involved in sel l ing the property.  This chapter  expla ins 
how to:  
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• determine your adjustment  factor ;  

• report  your  2011 net  capi ta l  losses;  

• apply your unused 2011 net  capi ta l  losses against  your taxable 
capi ta l  gains of  other  years;  and 

• apply your unused net  capi ta l  losses of  other  years against  your  
2011 taxable capi ta l  gains.  

I t  a lso expla ins the specia l  ru les that  apply to l is ted personal  property 
losses,  superf ic ia l  losses,  restr ic ted farm losses,  and a l lowable 
business investment  losses.  

You wi l l  f ind a summary of  the loss appl icat ion ru les on page 200 [39] .  

General ly ,  i f  you had an a l lowable capi ta l  loss in  a year,  you have to 
apply i t  against  your taxable capi ta l  gain for  that  year .  I f  you st i l l  have 
a loss,  i t  becomes part  of  the computat ion of  your  net  capi ta l  loss for  
the year.  You can use a net  capi ta l  loss to reduce your taxable capi ta l  
gain in  any of  the three preceding years or  in  any future year.  
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Example 
In  2011,  Leah sold two d i f ferent  secur i t ies,  which resul ted in a 
taxable capi ta l  gain of  $300 (1/2 × $600) and an a l lowable capi ta l  
loss of  $500 (1/2 × $1,000).  Af ter  apply ing her  a l lowable capi ta l  loss 
against  her  taxable capi ta l  gain,  Leah has $200 ($500  – $300) of  
unappl ied a l lowable capi ta l  losses.  

Whi le she cannot  deduct  the $200 f rom other  sources of  income in 
2011,  the $200 becomes part  of  the computat ion of  her  net  capi ta l  
loss for  2011.  She can apply the net capi ta l  loss against  her  taxable 
capi ta l  gains in any of  the three preceding years or  in  any future 
year.  

Leah completes Schedule 3 and at taches i t  to  her  2011 income tax 
and benef i t  return.  This wi l l  ensure that  her  net  capi ta l  loss is  
updated on our  records.  

Note 
When determining your capi ta l  losses,  specia l  ru les apply i f  you 
d isposed of :  

• depreciable property ( for  deta i ls ,  see page 82 [17]  ) ;  or  
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• personal-use property ( for  deta i ls ,  see page 95 [19]  ) .  

Inclusion rate 
The rate used to determine " taxable capi ta l  gains"  and "a l lowable 
capi ta l  losses" (as def ined in "Def in i t ions"  on page 13 [5]  ) ,  ca l led an 
inclusion rate ( IR) ,  has changed over the years.  As a resul t ,  the 
amount  of  net  capi ta l  losses of  other  years that  you can c la im against  
your taxable capi ta l  gain depends on the inc lus ion rate that  was in 
ef fect  when the loss and the gain were incurred.  Also,  the way you 
apply these losses may di f fer  i f  you incurred them before 
May 23,  1985.  For  more informat ion,  see "How do you apply your net  
capi ta l  losses of  other  years to 2011?" on the next  page.  

Period net capital  loss incurred Inclusion rate 

Before May 23,  1985 1/2 (50%) 

Af ter  May 22,  1985,  and before 1988 1/2 (50%) 

In 1988 and 1989 2/3 (66.6666%) 

From 1990 to 1999 3/4 (75%) 



–  153  –  

Period net capital  loss incurred Inclusion rate 

In  2000 IR*  

From 2001 to 2011 1/2 (50%) 

*  This rate is  f rom l ine 16 in Part  4 of  Schedule 3 for  2000,  or  f rom 
your not ice of  assessment or  la test  not ice of  reassessment for  
2000.  

I f  you had a capi ta l  loss or  gain in  2011,  you should have completed 
Schedule 3,  CAPITAL  GAINS (OR LOSSES) IN  2011.  

How do you apply your 2011 net capital loss to previous 
years? 
You can carry your 2011 net  capi ta l  loss back to 2008,  2009,  and 
2010 and use i t  to  reduce your taxable capi ta l  gains in any of  these 
years.  When you carry back your net  capi ta l  loss,  you can choose the 
year(s)  to which you apply the loss.  
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Note 
When you apply a net  capi ta l  loss back to a previous year 's  taxable 
capi ta l  gain,  i t  wi l l  reduce your taxable income for  that  previous 
year.  However,  your  net  income, which is  used to calculate cer ta in 
credi ts  and benef i ts ,  wi l l  not  change.  

I f  you carry your 2011 net  capi ta l  loss back to 2008,  2009,  or  2010,  
you do not have to adjust  the amount  of  the 2011 net  capi ta l  loss 
s ince the inc lus ion rate is  the same for  these years.  

To apply a 2011 net  capi ta l  loss to 2008,  2009,  or  2010,  complete 
"Sect ion I I I  –  Net  capi ta l  loss for  carryback" on Form T1A, REQUEST 
FOR LOSS CARRYBACK.  I t  wi l l  a lso help you determine the amount  you 
have lef t  to  carry forward to future years.  You can get  Form T1A f rom 
us (see "For more informat ion?" on page 234 [46]  ) .  Do not  f i le  an 
amended income tax and benef i t  return for  the year to which you want  
to apply the loss.  
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Note 
I f  you apply a 2011 net  capi ta l  loss to a previous year,  any capi ta l  
gains deduct ion that  you c la imed in  that  year,  or  a fo l lowing year,  
may be reduced.  

How do you apply your net capital losses of other years 
to 2011? 
You can apply your net  capi ta l  losses of  other  years to your taxable 
capi ta l  gains in 2011.  To do th is ,  c la im a deduct ion on l ine 253 of  
your  2011 income tax and benef i t  return.  However,  the amount  you 
c la im depends on when you incurred the loss.  This is  because the 
inc lus ion rate used to determine taxable capi ta l  gains and a l lowable 
capi ta l  losses has changed over the years.  The d i f ferent  inc lus ion 
rates are l is ted on page 152 [ the previous page] .  

Note 
When you apply a net  capi ta l  loss f rom a previous year to the 
current  year 's  taxable capi ta l  gain,  i t  wi l l  reduce your taxable 
income for  the current  year .  However,  your  net  income, which is  
used to calculate cer ta in credi ts  and benef i ts ,  wi l l  not  change.  
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You have to apply net  capi ta l  losses of  ear l ier  years before you apply 
net  capi ta l  losses of  la ter  years.  For  example,  i f  you have net  capi ta l  
losses in 1994 and 1996 and want  to apply them against  your taxable 
capi ta l  gains in 2011,  you have to fo l low a cer ta in order .  F i rs t ,  apply 
your 1994 net  capi ta l  loss against  your  taxable capi ta l  gain.  Then 
apply your 1996 net  capi ta l  loss against  i t .  Keep separate balances of  
unappl ied net  capi ta l  losses for  each year.  This wi l l  help you keep 
t rack of  your  capi ta l  losses.  

You can use a net  capi ta l  loss of  a previous year to reduce a taxable 
capi ta l  gain in  2011.  I f  the inc lus ion rates for  the two years are 
d i f ferent ,  you must  adjust  the amount of  the net  capi ta l  loss to match 
the inc lus ion rate for  2011.  Determine the adjustment  factor  by 
d iv id ing the inc lus ion rate for  2011 by the inc lus ion rate for  the year 
in  which the loss arose.  

Example 
Andrew real ized a capi ta l  gain of  $5,000 in 2011.  Andrew's taxable 
capi ta l  gain for  2011 is  $2,500 ($5,000 × 50%).  Andrew has a net  
capi ta l  loss of  $1,000 f rom 1999 to apply against  h is  taxable capi ta l  
gain of  $2,500.  Since the inc lusion rate in  1999 was 75%, he 
calculates the adjustment  factor  as fo l lows:  



–  157  –  

Inc lus ion rate for  the year 
to which the loss is  appl ied 50% 66.6666%

Inclus ion rate for  the year 
in  which the loss arose 

= 
75% 

= 
 

To determine the net  capi ta l  loss he can carry forward to 2011,  
Andrew mul t ip l ies the adjustment  factor  by the net  capi ta l  loss for  
1999:  

 
= 

 
Adjustment  factor  × net  capi ta l  loss 

Net capital  loss 
for carryforward  

= 66.6666% × $1,000 

 = $666.66 

Andrew c la ims the adjusted net  capi ta l  loss of  $666.66 on l ine 253 
against  h is  taxable capi ta l  gain of  $2,500 reported on l ine 127 of  h is  
2011 income tax and benef i t  return.  



–  158  –  

Complete Chart  5 on page 161 [ the next  page]  i f  you have a balance 
of  unappl ied net  capi ta l  losses f rom before May 23,  1985,  or  you want  
to keep a breakdown of  your unappl ied net  capi ta l  losses by year.  

However,  i f  you do not  have a balance of  unappl ied net  capi ta l  losses 
f rom before May 23,  1985,  and your 2010 not ice of  assessment or  
not ice of  reassessment shows that  you have unappl ied net  capi ta l  
losses of  other  years and/or  a 2010 net  capi ta l  loss,  you can use the 
fo l lowing chart  to  determine your net  capi ta l  losses of  other  years that  
you can apply to 2011.  

Chart  4 – Applying net capital  losses of  other years to 2011 

1.  Tota l  unappl ied net  capi ta l  losses avai lable f rom 
before 2010 ( f rom your 2010 not ice of  
assessment or  reassessment)  $ 1

2.  Your 2010 net  capi ta l  loss ( f rom your 2010 
not ice of  assessment or  reassessment)  + 2

3.  L ine 1 plus  L ine 2 = $ 3



–  159  –  

4 .  Your 2011 taxable capi ta l  gains  
( f rom l ine 127 of  your  2011 return)  $ 4

5.  Enter  the amount  f rom l ine 3 or  l ine 4,  
whichever is less  $ 5

6.  You can apply a l l ,  or  par t  of ,  the amount  on 
l ine 5 against  your  taxable capi ta l  gains in 2011.  
Enter  on l ine 6 the amount of  losses you want  to 
c la im and enter  th is  amount  on l ine 253 of  your  
2011 return.  – 6

7.  Balance of  unappl ied net  capi ta l  losses of  other  
years not  used to reduce taxable capi ta l  gains 
and avai lable to carry forward to future years 
( l ine 3 minus  l ine 6)  = $ 7

Losses incurred before May 23,  1985 

Specia l  ru les apply to losses you incurred before May 23,  1985.  This 
a lso inc ludes losses you incurred af ter  May 22,  1985,  on any 
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d isposi t ion of  capi ta l  property made under an agreement of  sale you 
entered into before May 23,  1985.  

Usual ly ,  you can apply net  capi ta l  losses of  other  years only against  
taxable capi ta l  gains.  However,  i f  you incurred the losses before 
May 23,  1985,  you may use them to of fset  other  income. Once you 
have appl ied your net  capi ta l  losses of  other  years against  taxable 
capi ta l  gains,  you can use any excess to of fset  other  income. The 
amount  you can use is  l imi ted to the least  o f :  

• the excess amount ;  

• $2,000;  and 

• your pre-1986 capital  loss balance  avai lable for  2011.  

Your pre-1986 capital  loss balance  avai lable for  2011 is :  

• the unappl ied balance of  your  tota l  net  capi ta l  losses that  you had 
at  any t ime before May 23,  1985;  

minus 

• the tota l  adjusted amount  of  capi ta l  gains deduct ions that  you 
c la imed before 2011.  
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I f  you had a net  capi ta l  loss dur ing the per iod f rom January 1,  1985,  
to May 22,  1985,  and you had taxable capi ta l  gains later  in  1985,  your  
taxable capi ta l  gains wi l l  reduce your pre-1986 capi ta l  loss balance.  

Chart  5 – Applying net capital  losses of  other years to 2011  
( for cl ients with a pre-1986 capital  loss balance) 

Use th is  chart  to apply your net  capi ta l  losses of  other  years to 2011 
and to calculate your balance of  unappl ied losses you can carry 
forward to a future year.  

When you complete th is  chart ,  replace "IR"  wi th your inc lus ion rate 
for  2000.  This rate is  f rom l ine 16 in  Part  4 of  Schedule 3 for  2000,  or  
f rom your not ice of  assessment or  la test  not ice of  reassessment for  
2000.  

Step 1 – Pre-1986 capital  loss balance avai lable for 2011 

Complete th is  s tep only  i f  you have a balance of  unappl ied net  capi ta l  
losses f rom before May 23,  1985.  Otherwise,  enter  "0"  on l ine 3 and 
go to Step 2.  
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1 .  Balance of  unappl ied net  capi ta l  losses you 
had before May 23,  1985 

 
$

 
1

2.  Capi ta l  gains deduct ions you c la imed:    

Before 1988 $

In 1988 and 1989 
$   × 3/4 = +

From 1990 to 1999 
$   × 2/3 = +

In 2000 
$   × [1 ÷  (2 × IR)]  = +

From 2001 to 2010 +   

Tota l  capi ta l  gains 
deduct ions af ter  
adjustment  = $  – $  2

3.  Pre-1986 capi ta l  loss balance avai lable for  
2011 ( l ine 1 minus  l ine 2)  = $  3
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Step 2 – Applying net capital  losses of  other years to 2011 

Complete l ines A to C of  the table in  Step 3 (on pages 166 and 167 
[ the next  page]  )  before proceeding.  

4.  Tota l  unappl ied adjusted net  capi ta l  losses of  
other  years ( tota l  f rom l ine C in Step 3 on 
pages 166 and 167 [ the next  page]  )   $  4

5.  Taxable capi ta l  gains f rom l ine 127 of  your 
2011 income tax and benef i t  return  $  5

6.  Enter  the amount  f rom l ine 4 or  l ine 5,  
whichever is less   $  6

7.  You can apply a l l ,  or  par t ,  o f  the amount  on 
l ine 6 against  your  taxable capi ta l  gains 
in 2011.  Enter  on l ine 7 the amount  of  losses 
you want  to c la im – $  7
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 I f  you did not complete Step 1,  enter  the amount  f rom l ine 7 on 
l ine 253 of  your  2011 income tax and benef i t  return.  This is  
your deduct ion in 2011 for  net  capi ta l  losses of  other  years.  
Do not  complete l ines 8 to 15 and enter  th is  same amount  on 
l ine 16 in Step 3.  However,  complete l ines D to G in Step 3 of  th is  
table (on pages 168 to 170 [ the next  page]  )  to  calculate the net  
capi ta l  losses avai lable to carry forward to future years.  

 I f  you completed Step 1,  complete l ines 8 to 16 and l ines D to G 
in Step 3 of  th is  table (on pages 168 to 170 [ the next  page]  )  to  
calculate the net  capi ta l  losses avai lable to carry forward to 
future years.  

8.  Balance of  unappl ied adjusted net  capi ta l  
losses of  other  years not  used to reduce 
taxable capi ta l  gains ( l ine 4 minus  l ine 7)  = $  8

9.  Amount  f rom l ine 8  $  9

10.  Amount  f rom l ine 3  $  10

11.  Pre-1986 deduct ib le amount   $ 2,000 11
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12.  L ine 9,  10,  or  11,  whichever is less  + $  12

13.  Deduct ion in 2011 for  net  capi ta l  losses of  
other  years ( l ine 7 plus  l ine 12) .  Enter  th is  
amount  on l ine 253 of  your  2011 income tax 
and benef i t  return and complete the rest  of  the 
chart  (below [on the next  page]  )  to  determine 
your balance of  unappl ied net  capi ta l  losses 
avai lable to carry forward.  = $  13

Step 3 – Calculat ing your balance of  unapplied net  
capital  losses of  other years avai lable to carry forward 

14.  Amount  f rom l ine 7  $  14

15.  Amount  f rom l ine 12 + $  15

16.  Tota l  adjusted net  capi ta l  losses of  other  
years appl ied in 2011 ( l ine 14 plus  l ine 15)  = $  16

When you complete th is  table,  replace "IR"  wi th your inc lus ion rate 
for  2000.  This rate is  f rom l ine 16 in  Part  4 of  Schedule 3 for  2000,  or  
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f rom your not ice of  assessment or  la test  not ice of  reassessment for  
2000.  

(Do not  complete 
the shaded areas)  Before 

May 23,  
1985  

After 
May 22,  

1985,  and 
before 
1988  

In 1988 
and 1989  

A  Amount  of  your 
unappl ied net  
capi ta l  losses    

 

B Adjustment  factor  
1  1  

3 

4  

 

C (L ine A × l ine B)     
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(Do not  complete 
the shaded areas)  

After 1989 
and before 

2000 
In 

2000 

After 2000 
and before 

2011 Total  

A Amount of  your 
unappl ied net  
capi ta l  losses 

    

B Adjustment  factor  2 

3 

1 

2 ×  IR 
1  

C (L ine A × l ine B)     
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(Do not  complete 
the shaded areas)  Before 

May 23,  
1985  

After 
May 22,  

1985,  and 
before 
1988  

In 1988 
and 1989  

D  Tota l  adjusted net  
capi ta l  losses 
appl ied against  
taxable capi ta l  
gains in 2011 ( the 
tota l  must  equal  
the amount  on 
l ine 16)     

 

E (L ine C – l ine D)     

F Adjustment  factor  
1  1  

4 

3  
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(Do not  complete 
the shaded areas)  

After 1989 
and before 

2000 
In 

2000 

After 2000 
and before 

2011 Total  

D Total  adjusted net  
capi ta l  losses 
appl ied against  
taxable capi ta l  
gains in 2011 ( the 
tota l  must  equal  
the amount  on 
l ine 16)  

    

E (L ine C – l ine D)    *  
F Adjustment  factor  3 

2  
2 × IR 1  
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(Do not  complete 
the shaded areas)  Before 

May 23,  
1985  

After 
May 22,  

1985,  and 
before 
1988  

In 1988 
and 1989  

G  Net  capi ta l  losses 
avai lable to carry 
forward to future 
years 
(L ine E × l ine F)     

 

 

(Do not  complete 
the shaded areas)  

After 1989 
and before 

2000 
In 

2000 

After 2000 
and before 

2011 Total

G Net capi ta l  losses 
avai lable to carry 
forward to future 
years 
(L ine E × l ine F)  
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*  The tota l  for  l ine E should be equal  to the amount  shown on your 
not ice of  assessment or  not ice of  reassessment for  net  capi ta l  
losses of  other  years avai lable for  2012.  

Example 
Jerry has unappl ied net  capi ta l  losses of  $6,000 he incurred before 
May 23,  1985.  He c la imed a capi ta l  gains deduct ion of  $500 in 1986 
and of  $300 in 2000 (Jerry 's  inc lusion rate in  2000 was 2/3 or  
66.6666%).  Jerry a lso has the fo l lowing unappl ied net  capi ta l  
losses:  $4,000 f rom 1988 and $6,000 f rom 1990.  He reported a 
taxable capi ta l  gain of  $10,000 on l ine 127 of  h is  2011 income tax 
and benef i t  return.  He completes Chart  5 to calculate the maximum 
deduct ion he can c la im for  h is  unappl ied net  capi ta l  losses of  other  
years in  2011 and to determine the loss balance that  he can carry 
forward to a future year.  

Step 1 – Pre-1986 capital  loss balance avai lable for 2011 
Complete th is  s tep only  i f  you have a balance of  unappl ied net  
capi ta l  losses f rom before May 23,  1985.  Otherwise,  enter  "0"  on 
l ine 3 and go to Step 2.  
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1 .  Balance of  unappl ied net  capi ta l  losses you 
had before May 23,  1985 

 
$ 6,000 1

2.  Capi ta l  gains deduct ions you c la imed:  

Before 1988 $ 500

In 1988 and 1989 
$   × 3/4 = +

From 1990 to 1999 
$   × 2/3 = +

In 2000 
$ 300 × [1 ÷  (2 × 2/3) ]  = + 225

From 2001 to 2010 +   

Tota l  capi ta l  gains 
deduct ions af ter  adjustment  = $ 725 – $ 725 2

3.  Pre-1986 capi ta l  loss balance avai lable for  
2011 ( l ine 1 minus  l ine 2)  = $ 5,275 3
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Step 2 – Applying net capital  losses of  other years to 2011 
Complete l ines A to C of  the table in  Step 3 (on pages 176 and 177 
[ the next  page]  )  before proceeding.  

4.  Tota l  unappl ied adjusted net  capi ta l  losses of  
other  years ( tota l  f rom l ine C in Step 3 on 
pages 176 and 177 [ the next  page]  )  $ 13,000 4

5.  Taxable capi ta l  gains f rom l ine 127 of  your 2011 
income tax and benef i t  return $ 10,000 5

6.  Enter  the amount  f rom l ine 4 or  l ine 5,  
whichever is less  $ 10,000 6

7.  You can apply a l l ,  or  par t ,  o f  the amount  on 
l ine 6 against  your  taxable capi ta l  gains 
in 2011.  Enter  on l ine 7 the amount  of  losses 
you want  to c la im – $ 10,000 7
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 I f  you did not complete Step 1 ,  enter  the amount  f rom l ine 7 
on l ine 253 of  your  2011 income tax and benef i t  return.  This is  
your deduct ion in 2011 for  net  capi ta l  losses of  other  years.  
Do not  complete l ines 8 to 15 and enter  th is  same amount  on 
l ine 16 in Step 3.  However,  complete l ines D to G in Step 3 of  
th is  table (on pages 178 to 180 [ the next  page]  )  to  calculate 
the net  capi ta l  losses avai lable to carry forward to future years.

 I f  you completed Step 1 ,  complete l ines 8 to 16 and l ines D to 
G in Step 3 of  th is  table (on pages 178 to 180 [ the next  page]  )  
to  calculate the net  capi ta l  losses avai lable to carry forward to 
future years.  

8.  Balance of  unappl ied adjusted net  capi ta l  
losses of  other  years not  used to reduce 
taxable capi ta l  gains ( l ine 4 minus  l ine 7)  = $ 3,000 8

9.  Amount  f rom l ine 8 $ 3,000 9

10.  Amount  f rom l ine 3 $ 5,275 10

11.  Pre-1986 deduct ib le amount  $ 2,000 11
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12.  L ine 9,  10,  or  11,  whichever is less  + $ 2,000 12

13.  Deduct ion in 2011 for  net  capi ta l  losses of  
other  years ( l ine 7 plus  l ine 12) .  Enter  th is  
amount  on l ine 253 of  your  2011 income tax 
and benef i t  return and complete the rest  of  the 
chart  (below [on the next  page]  )  to  determine 
your balance of  unappl ied net  capi ta l  losses 
avai lable to carry forward.  = $ 12,000 13

Step 3 – Calculat ing your balance of  unapplied net capital  
losses of  other years avai lable to carry forward 

14.  Amount  f rom l ine 7 $ 10,000 14

15.  Amount  f rom l ine 12 + $ 2,000 15

16.  Tota l  adjusted net  capi ta l  losses of  other  
years appl ied in 2011 ( l ine 14 plus  l ine 15)  = $ 12,000 16

When you complete th is  table,  replace "IR"  wi th your inc lus ion rate 
for  2000.  This rate is  f rom l ine 16 in Part  4 of  Schedule 3 for  2000,  
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or  f rom your not ice of  assessment or  la test  not ice of  reassessment 
for  2000.  

(Do not  complete 
the shaded areas)  Before 

May 23,  
1985  

After 
May 22,  

1985,  and 
before 
1988  

In 1988 
and 1989  

A  Amount  of  your 
unappl ied net  
capi ta l  losses $6,000 $0 $4,000 

 

B Adjustment  factor  
1  1  

3 

4  

 

C (L ine A × l ine B)  $6,000 $0 $3,000  
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(Do not  complete 
the shaded areas)  

After 1989 
and before 

2000 
In 

2000 

After 2000 
and before 

2011 Total  

A Amount of  your 
unappl ied net  
capi ta l  losses 

$6,000 $0  $0   

B Adjustment  factor  2 

3 

1 

2 ×  IR 
1  

C (L ine A × l ine B)  $4,000 $0  $0  $13,000
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(Do not  complete 
the shaded areas)  Before 

May 23,  
1985  

After 
May 22,  

1985,  and 
before 
1988  

In 1988 
and 1989  

D  Tota l  adjusted net  
capi ta l  losses 
appl ied against  
taxable capi ta l  
gains in 2011 ( the 
tota l  must  equal  
the amount  on 
l ine 16)  $6,000 $0 $3,000 

 

E (L ine C – l ine D) $0 $0 $0  

F Adjustment  factor  
1  1  

4 

3  
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(Do not  complete 
the shaded areas)  

After 1989 
and before 

2000 
In 

2000 

After 2000 
and before 

2011 Total  

D Total  adjusted net  
capi ta l  losses 
appl ied against  
taxable capi ta l  
gains in 2011 ( the 
tota l  must  equal  
the amount  on 
l ine 16)  $3,000 $0  $0  $12,000

E (L ine C – l ine D) $1,000  $0  $0  *$1,000

F Adjustment  factor  3 

2  
2 × IR 1  
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(Do not  complete 
the shaded areas)  

Before 
May 23,  

1985  

After 
May 22,  

1985,  and 
before 1988  

In 1988 
and 1989  

G  Net  capi ta l  
losses 
avai lable to carry 
forward to future 
years 
(L ine E × l ine F)  $0 $0 $0 

 

 

(Do not  complete 
the shaded areas)  

After 1989 
and before 

2000 
In 

2000 

After 2000 
and before 

2011 Total  

G Net capi ta l  losses 
avai lable to carry 
forward to future 
years 
(L ine E × l ine F)  $1,500 $0  $0   
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Jerry has to apply h is  o lder  losses f i rs t .  Because the tota l  amount  of  
adjusted losses that  he used in  2011 was $12,000 ( f rom l ine 16 on 
page 175 [above]  ) ,  he appl ies $6,000 of  h is  adjusted net  capi ta l  
losses incurred before May 23,  1985,  and $3,000 of  h is  adjusted net  
capi ta l  loss incurred in 1988.  He then uses $3,000  
($12,000 – $6,000 – $3,000) of  h is  adjusted net  capi ta l  loss 
incurred in 1990.  Jerry has unappl ied net  capi ta l  losses of  $1,500 
that  he can carry forward to a future year.  

* The tota l  for  l ine E should be equal  to the amount  shown on your 
not ice of  assessment or  reassessment for  net  capi ta l  losses of  
other  years avai lable for  2012.  

Applying l isted personal property losses 
You have a l is ted personal  property (LPP) loss i f ,  in  a par t icu lar  year ,  
your  losses f rom disposi t ions of  LPP are more than your gains f rom 
such d isposi t ions.  Apply ing th is  type of  loss is  d i f ferent  f rom apply ing 
other  capi ta l  losses because:  

• you can only deduct  losses f rom the d isposi t ion of  LPP f rom any 
gains you had f rom sel l ing other  LPP; 
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• the LPP losses you deduct  in  the year cannot  be more than your 
LPP gains f rom such d ispos i t ions for  that  year ;  and 

• you cannot  use th is  type of  loss to  reduce any capi ta l  gains you had 
f rom sel l ing other  types of  property.  

I f  you have an LPP loss in 2011,  you can use the loss to reduce gains 
f rom disposi t ions of  LPP you had in any of  the three years before 
2011 or  the seven years af ter .  

For  in format ion on how to apply a pr ior-year LPP loss to 2011 gains 
f rom disposi t ions of  LPP, see "L is ted personal  property"  on 
page 100 [20] .  

To carry back your 2011 LPP losses to reduce your LPP net  gains 
f rom 2008,  2009,  and 2010,  complete Form T1A, REQUEST FOR LOSS 
CARRYBACK,  and inc lude i t  wi th your 2011 income tax and benef i t  
return (or  send one to us separate ly) .  You can get  Form T1A f rom us 
(see "For more informat ion?" on page 234 [46]  ) .  Do not f i le  an 
amended return for  the year to which you want  to apply the loss.  
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Example 
Nathan bought  some jewel lery in  1997 for  $5,800.  In 2011,  he sold i t  
for  $6,000.  He ended up wi th a gain of  $200.  He a lso sold a coin 
col lect ion for  $2,000 in 2011.  Nathan had or ig inal ly  bought  th is  
col lect ion in 1999 for  $1,700.  He ended up wi th a gain of  $300 when 
he sold the coin col lect ion.  In addi t ion,  he sold a paint ing in 2011 
for  $8,000.  However,  Nathan bought  the paint ing in 2000 for  
$12,000.  Therefore,  he had a loss of  $4,000.  He had no out lays and 
expenses for  these three t ransact ions.  

Nathan's loss f rom sel l ing LPP in  2011 was more than h is  gain:  h is  
loss was $4,000;  h is  tota l  gain was $500 ($200 + $300).  As a resul t ,  
h is  net  loss was $3,500 ($4,000 – $500).  Nathan cannot  use the 
d i f ference to of fset  h is  capi ta l  gain on the sale of  a property other  
than on LPP in the year.  In  addi t ion,  he cannot  of fset  any income he 
had f rom other  sources.  However,  he can apply h is  LPP loss against  
h is  gains f rom disposi t ions of  LPP in any of  the three preceding 
years or  the seven years fo l lowing 2011.  

Nathan should not  complete Schedule 3 for  2011.  However,  he 
should keep a record of  h is  LPP loss in case he wants to apply the 
loss against  LPP gains in another  year.  
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Superficial loss 
A superf ic ia l  loss can occur  when you d ispose of  capi ta l  property  for  a 
loss and:  

• you,  or  a person af f i l ia ted wi th you,  buys,  or  has a r ight  to buy,  the 
same or  ident ica l  property (cal led "subst i tu ted property")  dur ing the 
per iod star t ing 30 calendar days before the sale and 
ending 30 calendar days af ter  the sale;  and 

• you,  or  a person af f i l ia ted wi th you,  s t i l l  owns,  or  has a r ight  to buy,  
the subst i tu ted property 30 calendar days af ter  the sale.  

Some examples of  af f i l ia ted persons are:  

• you and your spouse or  common- law partner ;  

• you and a corporat ion that  is  contro l led by you or  your spouse or  
common- law partner ;   

• a partnership and a major i ty- in terest  par tner  of  the par tnership;  and 

• af ter  March 22,  2004,  a t rust  and i ts  major i ty  in terest  benef ic iary 
(general ly ,  a benef ic iary who enjoys a major i ty  of  the t rust  income 
or  capi ta l )  or  one who is  af f i l ia ted wi th such a benef ic iary.  



–  185  –  

I f  you have a superf ic ia l  loss in  2011,  you cannot  deduct  i t  when you 
calculate your income for  the year .  However,  i f  you are the person 
who acquires the subst i tu ted property,  you can usual ly  add the 
amount  of  the superf ic ia l  loss to  the adjusted cost  base of  the 
subst i tu ted property .  This wi l l  e i ther  decrease your capi ta l  gain or  
increase your capi ta l  loss when you sel l  the subst i tu ted property.  

In  cer ta in s i tuat ions,  when you d ispose of  capi ta l  property,  the loss 
may not  be considered a superf ic ia l  loss.  Some of  the more common 
s i tuat ions inc lude the fo l lowing:  

• You are considered to have sold the capi ta l  property  because you 
became or  ceased to be a res ident  of  Canada.  

• You are considered to have sold the property because you changed 
i ts  use.  

• You disposed of  the property and wi th in 30 calendar days af ter  the 
d isposi t ion you became or  ceased to be exempt f rom income tax.  

• The property is  considered to have been sold because the owner 
d ied.   

• The disposi t ion resul ts  f rom the expiry  of  an opt ion.  
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• The property is  appropr iated by a shareholder  on the winding-up of  
a corporat ion.  

• Non-depreciable capi ta l  property is  d isposed of  by a corporat ion,  
par tnership,  or  t rust .  In  th is  s i tuat ion,  a l though the loss is  not  
added to the adjusted cost  base of  the t ransferred property,  i t  is  not  
c la imed immediate ly  but  i ts  recogni t ion is  deferred pending the 
occurrence of  cer ta in events.  For  more informat ion,  cal l  
1-800-959-8281.  

Restricted farm loss 
I f  you run your farm as a business,  you may be able to deduct  a farm 
loss in the year.  However,  i f  your  chief  source of  income is  nei ther  
f rom farming nor  f rom a combinat ion of  farming and some other  
source of  income, you can only deduct  a por t ion of  your  farm loss for  
the year.  The por t ion of  the loss that  you cannot  deduct  becomes a 
restr ic ted farm loss (RFL).  You can carry an RFL incurred in tax years 
ending before 2006 back 3 years and forward up to 10 years.  

You can now carry an RFL incurred in tax years ending af ter  2005,  
back 3 years and forward up to 20 years.  



–  187  –  

However,  the amount  you can deduct  in  any year cannot  be more than 
your net  farming income for  that  year.  For  more informat ion on 
determining your chief  source of  income and how to calculate an RFL,  
see Guide T4003,  FARMING INCOME, RC4060,  FARMING INCOME AND THE 
AGRISTABIL ITY  AND AGRI INVEST PROGRAMS GUIDE,  or  RC4408,  FARMING 
INCOME AND THE AGRISTABIL ITY  AND AGRI INVEST PROGRAMS HARMONIZED 
GUIDE.  

You may have RFLs that  you incurred in your farming operat ion that  
you could not  deduct  when you calculated your income for  previous 
years.  You can apply par t  of  these RFLs against  any capi ta l  gain you 
may have when you sel l  your  farmland.  The amount  of  RFLs that  you 
can apply cannot  be more than the property taxes and the interest  on 
money you borrowed to buy the farmland that  were inc luded in the 
calculat ion of  the RFLs for  each year.  Reduce your capi ta l  gain by 
adding these amounts to the adjusted cost  base (ACB) of  your 
farmland.  Also,  you have to reduce your RFL balance by these 
amounts.  

You can only use RFLs to reduce any capi ta l  gain f rom sel l ing your 
farmland to zero.  You cannot  use an RFL to create or  increase a 
capi ta l  loss f rom sel l ing farmland.  
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Example 
Fr i tz  sold h is  farmland in 2011 for  $200,000.  The ACB of  the 
property was $160,000.  Fr i tz  has an unappl ied RFL of  $20,000 f rom 
2000.  This amount  inc ludes $5,000 for  property taxes,  $5,000 for  
in terest ,  and $10,000 for  other  expenses.  

Fr i tz  wants to reduce h is  capi ta l  ga in f rom sel l ing h is  farmland by 
apply ing h is  RFL against  the capi ta l  gain.  He calculates h is  capi ta l  
gain as fo l lows:  

Proceeds of  d isposi t ion  $ 200,000 A

Adjusted cost  base  $ 160,000 B  

Plus:  Property  taxes +  5,000 C  

 In terest  +  5,000 D  

Total  = $ 170,000 –  170,000 E

Capi ta l  gain ( l ine A minus  l ine E) = $ 30,000 F

Fr i tz  can only apply the por t ion of  h is  RFL that  re lates to property 
taxes and interest  on the money he borrowed to buy the farmland.  
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Allowable business investment loss 
I f  you had a business investment  loss in  2011,  you can deduct  1/2 of  
the loss f rom income. The amount  of  the loss you can deduct  f rom 
your income is  cal led your a l lowable business investment  loss (ABIL) .  
Complete Chart  6 on page 194 [ the next  page]  to determine your ABIL 
and,  i f  appl icable,  your business investment  loss reduct ion.  Cla im the 
deduct ion for  the ABIL on l ine 217 of  your  income tax and benef i t  
return.  Enter  the gross business investment  loss on l ine 228 of  your  
return.  

What is a business investment loss? 

A business investment  loss resul ts  f rom the actual  or  deemed 
disposi t ion of  cer ta in capi ta l  propert ies.  I t  can happen when you 
d ispose of  one of  the fo l lowing to  a person you deal  wi th at  arm's 
length:  

• a share of  a smal l  business corporat ion;  or  

• a debt  owed to you by a smal l  business corporat ion.  
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For  business investment  loss purposes,  a smal l  business corporat ion 
inc ludes a corporat ion that  was a smal l  business corporat ion at  any 
t ime dur ing the 12 months before the d isposi t ion.  

You may a lso have such a loss i f  you are deemed to have d isposed of ,  
for  n i l  proceeds of  d isposi t ion,  a debt  or  a share of  a smal l  business 
corporat ion under any of  the fo l lowing c i rcumstances:  

• A smal l  business corporat ion owes you a debt  (other  than a debt  
f rom the sale of  personal-use property)  that  is  considered to be a 
bad debt  at  the end of  the year.  

• At the end of  the year,  you own a share (other  than a share you 
received as considerat ion f rom the sale of  personal-use property)  of  
a smal l  business corporat ion that :  

–  has gone bankrupt  in  the year;  

–  is  insolvent ,  and a winding-up order  has been made in the year 
under the WINDING-UP ACT;  or  

–  is  insolvent  at  the end of  the year and nei ther  the corporat ion,  
nor  a corporat ion i t  contro ls ,  carr ies on business.  Also,  at  that  
t ime,  the share in the corporat ion has a fa i r  market  value of  n i l ,  
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and i t  is  reasonable to expect  that  the corporat ion wi l l  be 
d issolved or  wound up and wi l l  not  s tar t  to  carry on business* .  

*  You or  a person that  you do not  deal  wi th at  arm's length wi l l  
be deemed to have real ized an of fset t ing capi ta l  gain i f  the 
corporat ion,  or  a corporat ion i t  contro ls ,  carr ies on business 
wi th in 24 months fo l lowing the end of  the year in  which the 
d isposi t ion occurred.  You or  that  person wi l l  have to report  the 
capi ta l  gain in  the tax year the corporat ion star ts  to carry on 
business.  This appl ies i f  you or  the person owned the share in 
the corporat ion at  the t ime the business star ted.  

You can e lect  to be deemed to have d isposed of  the debt  or  the share 
of  the smal l  business corporat ion at  the end of  the year for  n i l  
proceeds of  d isposi t ion,  and to have immediate ly  reacquired the debt  
or  the share af ter  the end of  the year at  a cost  equal  to n i l .  To do th is ,  
you have to f i le  an e lect ion wi th your income tax and benef i t  return.  
To make th is  e lect ion,  at tach to your return a le t ter  s igned by you.  
State that  you want  subsection 50(1)  o f  the INCOME TAX ACT to apply.  
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What happens when you incur an ABIL? 

You can deduct  your ABIL f rom your  other  sources of  income for  the 
year.  I f  your  ABIL is  more than your other  sources of  income for  the 
year,  inc lude the d i f ference as par t  of  your  non-capi ta l  loss.  You can 
carry a non-capi ta l  loss ar is ing in 2003 or  pr ior  years,  back 
three years and forward seven years.   

You can carry a non-capi ta l  loss ar is ing in tax years ending af ter ,  
March 22,  2004 through December 31,  2005,  back 3 years and forward 
10 years.  

Al though you can general ly  carry a non-capi ta l  loss ar is ing in tax 
years ending af ter  2005,  back three years and forward 20 years,  th is  
extension does not  apply to a non-capi ta l  loss resul t ing f rom an ABIL.  
Instead,  an ABIL that  has not  been used wi th in ten tax years wi l l  
become a net  capi ta l  loss in  the e leventh year.  

To carry a non-capi ta l  loss back to  2008,  2009,  or  2010,  complete 
Form T1A, REQUEST FOR LOSS CARRYBACK,  and inc lude i t  wi th your  
2011 income tax and benef i t  return (or  send one to us separate ly) .  
You can get  Form T1A f rom us (see "For more informat ion?" on 
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page 234 [46]  ) .  Do not f i le  an amended return for  the year to which 
you want  to apply the loss.  

I f  you could not  deduct  your ABIL ar is ing in 2003 as a non-capi ta l  loss 
by the end of  the seventh year (2010),  the unappl ied par t  becomes a 
net  capi ta l  loss in  2011.  You can use th is  loss to reduce your taxable 
capi ta l  gains in 2011 or  any year af ter .  

Example 
Cathy had an ABIL in 2003 that  became a non-capi ta l  loss that  she 
was not  able to deduct  in  the three years before 2003 or  the seven 
years af ter  2003.  She can now use the loss to reduce her  taxable 
capi ta l  gains in 2011 or  any year af ter .  

The unappl ied par t  of  your  non-capi ta l  loss resul t ing f rom an ABIL 
ar is ing in 2004 or  future years wi l l  become a net  capi ta l  loss in  the 
e leventh year.  

Note 
Any ABIL that  you c la im for  2011 wi l l  reduce the capi ta l  gains 
deduct ion you can c la im in 2011 and in future years.  
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Chart  6 – How to claim an al lowable business investment loss 

Step 1 

Business investment  loss in 2011  
(enter  th is  amount  on l ine 228 of  your  income tax 
and benef i t  return)  $

 
A 

Step 2 

I f  you c la imed a capi ta l  gains deduct ion in a 
previous year,  you have to reduce your business 
investment  loss.  To determine the reduct ion,  
complete the calculat ion on page 196 [below] and 
enter  the resul t  f rom l ine 15.  Otherwise,  enter  "0."  – B 

Line A minus  l ine B = $ C 

Step 3 

Al lowable business investment  loss 
Amount  f rom l ine C $ × 1/2 = $ D
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Enter  the amount  f rom l ine D on l ine 217 of  your income tax and 
benef i t  return.  

Step 4 

Attach a note to your income tax and benef i t  return that  s tates the:  

• name of  the smal l  business corporat ion;  

• number and c lass of  shares,  or  the type of  debt  you d isposed of ;  

• insolvency,  bankruptcy,  or  wind-up date;  

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

• amount  of  the proceeds of  d isposi t ion;  

• adjusted cost  base of  the shares or  debt ;  

• out lays and expenses on the d isposi t ion;  and 

• amount  of  the loss.  
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Calculat ion of  the business investment loss reduction 

The reduct ion calculated below is  considered to be a capi ta l  loss for  
the year.  

Total  of  al l  capital  gains deductions claimed from 1985 to 2010 

1.  For 1985 to 1987,  tota l  of  the amounts f rom 
l ine 254 of  your  income tax and benef i t  
returns for  these years 
$   × 2  $  1

2.  For  1988 and 1989 (other  than for  e l ig ib le 
capi ta l  property gains) ,  to ta l  of  the amounts 
f rom l ine 254 of  your income tax and benef i t  
returns minus  any amounts reported on 
l ines 543 and 544 on Schedule 3;  i f  negat ive 
enter  "0"  
$   (a)  ×  3/2 +  2



–  197  –  

3 .  For  1988 and 1989 for  e l ig ib le capi ta l  
property gains,  tota l  of  the amounts f rom 
l ine 254 of  your  income tax and benef i t  
returns minus  the amount  calculated at  
l ine (a)  on page 196 [above] ;  not  to exceed 
l ines 543 and 544 on Schedule 3 
$   × 4/3 +  3

4.  For  1990 to 1999,  tota l  of  the amounts f rom 
l ine 254 of  your  income tax and benef i t  
returns for  these years 
$   × 4/3 +  4

5.  For  2000,  amount  f rom l ine 254 of  your  
income tax and benef i t  return 
$   × 1/ IR*  +  5

6.  For  2001 to 2010,  tota l  of  the amounts f rom 
l ine 254 of  your  income tax and benef i t  
returns for  these years 
$   × 2  +  6
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7 .  Tota l  of  l ines 1 to 6 = $  7

Total  of  al l  other business investment loss reductions for 1986 
to 2010 

8.  Tota l  of  amounts reported on l ine 535 of  
Schedule 3 of  your  1986 to 1994 income tax 
and benef i t  returns $  8

9.  Tota l  of  amounts reported on l ine 034 of  
Schedule 3 of  your  1994 to 1996 income tax 
and benef i t  returns 

 
+   9

10.  Tota l  of  amounts reported on l ine 178 of  
Schedule 3 of  your  1997 to 1999 income tax 
and benef i t  returns 

 
+   10

11.  Tota l  of  amounts reported on l ines 293,  178,  
and 5668 of  Schedule 3 of  your  2000 income 
tax and benef i t  return +

  

11
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12.  Tota l  of  amounts reported on l ine 178 of  
Schedule 3 of  your  2001 to 2010 income tax 
and benef i t  returns +

 

12

13.  Tota l  of  l ines 8 to 12 = $  – $ 13

14.  L ine 7 minus  l ine 13  = $ 14

Business investment loss reduction 

15.  L ine 14 or  l ine A f rom Step 1 on page 194 
[above] ,  whichever is less.  
Enter  th is  amount  on l ine B in Step 2 on 
page 194 [above]  and on l ine 178 of  
Schedule 3 

 

$ 15

*  This rate ( IR)  is  f rom l ine 16 in  Part  4 of  Schedule 3 for  2000,  or  
f rom your not ice of  assessment or  la test  not ice of  reassessment 
for  2000.  
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Summary of loss application rules 
Type of  loss 

Al lowable business investment  loss ( for  more informat ion,  see 
page 189 [37]  )  

Applicat ion rules 
Any unappl ied por t ion of  an ABIL incurred in 2004 or  future years 
becomes a non-capi ta l  loss that  can be carr ied back 3 years and 
forward 10 years.   

The unappl ied por t ion of  the non-capi ta l  loss wi l l  become a net  
capi ta l  loss that  can be used to reduce taxable capi ta l  gains in the 
e leventh year or  any year af ter .*  

Limit  to annual  deduction 
No l imi t  

L imi ted to taxable capi ta l  gains in the year.  
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Type of  loss 
Net capi ta l  loss ( for  more informat ion,  see page 149 [30]  )  

Applicat ion rules 
• Carry back three years 

• Carry forward indef in i te ly  

Limit  to annual  deduction 
Limi ted to taxable capi ta l  gains in the year.  **  

Type of  loss 
Farm loss ***  

Applicat ion rules 
• Carry back three years 

• For a loss incurred af ter  2005,  carry forward 20 years.  For  a loss 
incurred before 2006,  carry forward 10 years 
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Limit  to annual  deduction 
No l imi t  

Type of  loss 
Listed personal  property (LPP) loss ( for  more informat ion,  see 
page 181 [35]  )  

Applicat ion rules 
• Carry back three years 

• Carry forward seven years 

Limit  to annual  deduction 
Limi ted to net  gains f rom LPP in the year.  

Type of  loss 
Personal-use property loss ( for  more informat ion,  see page 95 [19]  )  

Applicat ion rules 
No loss a l lowed. ****  
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Limit  to annual  deduction 
Not appl icable 

Type of  loss 
Restr ic ted farm loss ( for  more informat ion,  see page 186 [36]  )  

Applicat ion rules 
• Carry back three years 

• For a loss incurred af ter  2005,  carry forward 20 years.  For  a loss 
incurred before 2006,  carry forward 10 years 

You can use par t  of  any unappl ied loss to reduce your capi ta l  gains 
f rom the sale of  the farmland that  was used in a farming business.  

Limit  to annual  deduction 
Limi ted to net  farming income in the year.  

Cannot  be more than the property taxes and the interest  on money 
you borrowed to buy the farmland that  you inc luded in the 
calculat ion of  the restr ic ted farm losses for  each year.  You cannot  
use i t  to  create or  increase a capi ta l  loss.  
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Type of  loss 
Superf ic ia l  loss ( for  more informat ion,  see page 184 [36]  )  

Applicat ion rules 
No loss a l lowed 

You can usual ly  add the amount  of  the loss to the adjusted cost  
base of  the subst i tu ted property.  

Limit  to annual  deduction 
Not appl icable 

* Any unappl ied por t ion of  an ABIL incurred in 2003 or  pr ior  
years became a non-capi ta l  loss that  could be carr ied back 
three years and forward seven years.  The unappl ied por t ion of  
the non-capi ta l  loss has become a net  capi ta l  loss that  can be 
used to reduce taxable capi ta l  gains in the e ighth year or  any 
year af ter .  

** For net  capi ta l  losses incurred before May 23,  1985,  you may 
deduct  an addi t ional  amount  (up to $2,000) f rom other  income. 
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For  more informat ion,  see "How do you apply your net  capi ta l  
losses of  other  years to 2011?" on page 155 [31] .  

*** For the purposes of  th is  chart ,  farm losses inc lude losses f rom 
farming and f ish ing businesses.  For  more informat ion,  see 
Guide T4003,  FARMING INCOME, RC4060,  FARMING INCOME AND 
THE AGRISTABIL ITY  AND AGRI INVEST PROGRAMS GUIDE,  RC4408,  
FARMING INCOME AND THE AGRISTABIL ITY AND AGRI INVEST 
PROGRAMS HARMONIZED GUIDE,  or  Guide T4004,  FISHING 
INCOME. 

**** For except ions to th is  ru le,  see "Personal-use property"  on 
page 95 [19] .  

Chapter 6 – Principal residence 
When you sel l  your  home, you may real ize a capi ta l  gain.  I f  the 
property was your pr inc ipal  res idence for  every year you owned i t ,  you 
do not  have to report  the sale on your  income tax and benef i t  return.  
However,  i f  a t  any t ime dur ing the per iod you owned the property  i t  
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was not  your pr inc ipal  res idence,  you may have to report  a l l  or  par t  of  
the capi ta l  gain.  

This chapter  expla ins the meaning of  a pr inc ipal  res idence,  how you 
designate a property as such,  and what  happens when you sel l  i t .  
I t  a lso expla ins what  to do in other  specia l  tax s i tuat ions.  

I f  a f ter  reading th is  chapter  you need more informat ion,  see 
Interpretat ion Bul let in  IT-120,  PRINCIPAL  RESIDENCE.  

What is a principal residence? 
Your pr inc ipal  res idence can be any of  the fo l lowing types of  housing 
uni ts :  

• a house;  

• a cot tage;  

• a condominium; 

• an apartment  in  an apartment  bui ld ing;  

• an apartment  in  a duplex;  or  
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• a t ra i ler ,  mobi le home, or  houseboat .  

A property qual i f ies as your pr inc ipal  res idence for  any year i f  i t  
meets al l  o f  the fo l lowing four  condi t ions:  

• I t  is  a housing uni t ,  a  leasehold interest  in  a housing uni t ,  or  a 
share of  the capi ta l  s tock of  a co-operat ive housing corporat ion you 
acquire only to get  the r ight  to inhabi t  a housing uni t  owned by that  
corporat ion.  

• You own the property a lone or  jo int ly  wi th another  person.  

• You, your current  or  former spouse or  common- law partner ,  or  any 
of  your  chi ldren l ived in i t  a t  some t ime dur ing the year.  

• You designate the property as your pr inc ipal  res idence.  

The land on which your home is  located can be par t  of  your  pr inc ipal  
res idence.  Usual ly ,  the amount  of  land that  you can consider  as par t  
of  your  pr inc ipal  res idence is  l imi ted to 1/2 hectare (1.24 acres) .  
However,  i f  you can show that  you need more land to use and enjoy 
your home, you can consider  more than th is  amount  as par t  of  your  
pr inc ipal  res idence.  For  example,  th is  may happen i f  the minimum lot  
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s ize imposed by a munic ipal i ty  at  the t ime you bought  the property  is  
larger  than 1/2 hectare.  

Designating a principal  residence 

You designate your home as your pr inc ipal  res idence when you sel l  
or  are considered to have sold a l l  or  par t  of  i t .  You can designate 
your home as your pr inc ipal  res idence for  the years that  you own and 
use i t  as your pr inc ipal  res idence.  However,  you do not  have to 
designate i t  each year.  For  more in format ion,  see the sect ion cal led 
"Form T2091(IND),  DESIGNATION OF A  PROPERTY AS A  PRINCIPAL  
RESIDENCE BY AN INDIV IDUAL (OTHER THAN A  PERSONAL TRUST)"  la ter  
on page 212 [ th is  page] .  

Can you have more than one principal  residence? 

For 1982 and later years,  you can only designate one home as your 
fami ly 's  pr inc ipal  res idence for  each year.  

For 1982 to 2000,  your  fami ly  inc luded:  

• you;  
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• a person who,  throughout  the year ,  was your spouse (unless you 
were separated for  the ent i re year under the terms of  a court  order  
or  a wr i t ten agreement) ;  and 

• your chi ldren (other  than a chi ld  who had a spouse dur ing the year 
or  who was 18 or  o lder) .  

I f  you did not have a spouse and were not 18 or older,  your  fami ly  
also  inc luded:  

• your mother and your father ;  and 

• your brothers and s is ters (who did not  have spouses and were 
not  18 or  o lder  dur ing the year) .  

For 2001 to 2011,  the above def in i t ion appl ies except  that  the 
reference to spouse is  replaced by "spouse or  common- law partner . "  
These terms are def ined in "Def in i t ions"  on page 13 [5] .  

For 1993 to 2000,  a  spouse inc luded a common- law spouse.  
Therefore,  common- law spouses could not  designate d i f ferent  housing 
uni ts  as thei r  pr inc ipal  res idence for  any of  those years.  
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Note 
I f  you made an e lect ion to have your  same-sex par tner  considered 
your common- law partner  for  1998,  1999,  and/or  2000,  then,  for  
those years,  your common- law partner  a lso could not  designate a 
d i f ferent  housing uni t  as h is  or  her  pr inc ipal  res idence.  

For years before 1982,  more than one housing uni t  per  fami ly  can be 
designated as a pr inc ipal  res idence.  Therefore,  a husband and wi fe 
can designate d i f ferent  pr inc ipal  res idences for  these years.  However,  
a specia l  ru le appl ies i f  members of  a fami ly  designate more than one 
home as a pr inc ipal  res idence.  For  more informat ion,  see 
Interpretat ion Bul let in  IT-120,  PRINCIPAL  RESIDENCE.  

Disposing of your principal residence 
When you sel l  your  home or  when you are considered to have sold i t ,  
usual ly  you do not  have to report  the sale on your income tax and 
benef i t  return and you do not  have to pay tax on any gain f rom the 
sale.  This is  the case i f  the home was your pr inc ipal  res idence for  
every year you owned i t .  
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I f  your  home was  not  your  pr inc ipal  res idence for  every year that  you 
owned i t ,  you have to report  the par t  of  the capi ta l  gain on the 
property  that  re lates to the years for  which you d id not  designate the 
property as your pr inc ipal  res idence.  To do th is ,  complete 
Form T2091(IND) (see the next  sect ion) .  

Note 
Because your home is  considered personal-use property,  i f  you have 
a loss at  the t ime you sel l  or  are considered to have sold your 
home, you are not  a l lowed to c la im the loss.  

I f  only a par t  of  your  home qual i f ies as your pr inc ipal  res idence and 
you used the other  par t  to  earn or  produce income, you have to spl i t  
the sel l ing pr ice and the adjusted cost  base between the par t  you 
used for  your pr inc ipal  res idence and the par t  you used for  other  
purposes ( for  example,  renta l  or  business) .  You can do th is  by us ing 
square metres or  the number of  rooms, as long as the spl i t  is  
reasonable.  Report  only the gain on the par t  you used to produce 
income. For more informat ion,  see "Real  estate,  depreciable property,  
and other  propert ies"  on page 80 [17]  and Interpretat ion Bul let in  
IT-120,  PRINCIPAL  RESIDENCE.  
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Form T2091(IND),  Designation of  a Property as a Principal  
Residence by an Individual  (Other Than a Personal  Trust)  

Use Form T2091(IND) to designate a property as a pr inc ipal  
res idence.  This form wi l l  help you ca lculate the number of  years that  
you can designate your home as your  pr inc ipal  res idence,  as wel l  as 
the par t  of  the capi ta l  gain,  i f  any,  that  you have to report .  Complete 
Form T2091(IND),  i f  you:  

• sold,  or  were considered to have sold,  your  pr inc ipal  res idence,  or  
any par t  of  i t ;  or  

• granted someone an opt ion to buy your pr inc ipal  res idence,  or  any 
par t  of  i t .  

You only have to inc lude Form T2091(IND) wi th your income tax and 
benef i t  return i f  you have to report  a capi ta l  gain.  

A legal  representat ive (executor ,  administ rator ,  or  a l iqu idator  in  
Quebec) of  a deceased person should use Form T1255,  DESIGNATION 
OF A  PROPERTY AS A  PRINCIPAL  RESIDENCE BY THE LEGAL 
REPRESENTATIVE OF A  DECEASED INDIV IDUAL,  to designate a property 
as a pr inc ipal  res idence for  the deceased.   
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Did you or your spouse or common-law partner f i le  Form T664 
or T664(Seniors)? 

Use Form T2091(IND) to calculate the capi ta l  gain i f  you sel l ,  or  
are considered to have sold,  a property for  which you or  your  spouse 
or  common- law partner  f i led Form T664 or  T664(Seniors) ,  ELECTION 
TO REPORT A  CAPITAL  GAIN ON PROPERTY OWNED AT  THE END OF 
FEBRUARY 22,  1994,  and:  

• the property was your pr inc ipal  res idence for  1994;  or  

• you are designat ing i t  in  2011 as your pr inc ipal  res idence for  any 
tax year.  

Use Form T2091(IND)-WS, PRINCIPAL  RESIDENCE WORKSHEET,  to 
calculate a reduct ion due to the capi ta l  gains e lect ion.  In th is  case,  i f  
the property was designated as a pr inc ipal  res idence for  the purpose 
of  the capi ta l  gains e lect ion,  you have to inc lude those previously 
designated tax years as par t  of  your pr inc ipal  res idence designat ion in 
2011.  
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Note 
I f ,  a t  the t ime of  the e lect ion,  the property was designated as a 
pr inc ipal  res idence for  any tax year other  than 1994,  you can 
choose whether or  not  to designate i t  again as your pr inc ipal  
res idence when you sel l  i t  or  are considered to have sold i t .  
Remember,  i f  you choose to designate i t  again,  you have to inc lude 
those previously designated tax years as par t  of  your  pr inc ipal  
res idence designat ion in 2011.  

I f  the property was not  your  pr inc ipal  res idence for  1994 and you are 
not  designat ing i t  in  2011 as your pr inc ipal  res idence for  any tax year,  
do not  use Form T2091(IND) and Form T2091(IND)-WS to calculate 
your capi ta l  gain.  Instead,  calculate your capi ta l  gain,  i f  any,  in  the 
regular  way (proceeds of  d isposi t ion minus  the adjusted cost  base 
and out lays and expenses) .  For  more informat ion on how to calculate 
your adjusted cost  base as a resul t  of  the capi ta l  gains e lect ion,  see 
"Property for  which you f i led Form T664 or  T664(Seniors)"  on 
page 115 [23] .  
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Changes in use 
You can be considered to have sold a l l  or  par t  of  your  property even 
though you d id not  actual ly  sel l  i t .  The fo l lowing are some sample 
s i tuat ions:  

• You change al l  or  par t  of  your  pr inc ipal  res idence to a renta l  or  
business operat ion.  

• You change your renta l  or  bus iness operat ion to a pr inc ipal  
res idence.  

Every t ime you change the use of  a property,  you are considered to 
have sold the property at  i ts  fa i r  market  value and to have 
immediate ly  reacquired the property  for  the same amount .  You have to 
report  the resul t ing capi ta l  gain or  loss ( in  cer ta in s i tuat ions)  in  the 
year the change of  use occurs.  

I f  the property was your pr inc ipal  res idence for  any year you owned i t  
before you changed i ts  use,  you do not  have to pay tax on any gain 
that  re lates to those years.  You on ly have to report  the gain that  
re lates to the years your home was not  your pr inc ipal  res idence.  For 
in format ion on how to calculate and report  the gain,  i f  any,  see 
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"Disposing of  your pr inc ipal  res idence" on page 210 [ the previous 
page] .  

I f  you were using the property to earn or  produce income before you 
changed i ts  use,  see "Real  estate,  depreciable property,  and other  
propert ies"  on page 80 [17]  for  in format ion on how to report  any 
capi ta l  gain or  loss.  

Special  si tuat ions 

In  cer ta in s i tuat ions,  the ru les stated above for  changes in use do not  
apply.  The fo l lowing are some of  the more common s i tuat ions.  

Changing al l  your principal  residence to a rental  or business 
property 

When you change your pr inc ipal  res idence to a renta l  or  business 
property,  you can make an e lect ion not  to be considered as having 
star ted to use your pr inc ipal  res idence as a renta l  or  business 
property.  This means you do not  have to report  any capi ta l  gain when 
you change i ts  use.  I f  you make th is  e lect ion:  

• you have to report  the net  renta l  or  business income you earn;  and 
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• you cannot  c la im capi ta l  cost  a l lowance (CCA) on the property.  

Whi le your e lect ion is  in  ef fec t ,  you can designate the property as 
your pr inc ipal  res idence for  up to four  years,  even i f  you do not  use 
your property as your pr inc ipal  res idence.  However,  you can only do 
th is  i f  you do not  designate any other  property as your pr inc ipal  
res idence for  th is  t ime.  

You can extend the four-year l imi t  indef in i te ly  i f  al l  o f  the fo l lowing 
condi t ions are met:  

• You l ive away f rom your pr inc ipal  res idence because your 
employer,  or  your spouse's or  common- law partner 's  employer 
wants you to re locate.  

• You and your spouse or  common- law partner  are not  re lated to the 
employer.  

• You return to your or ig inal  home whi le you or  your  spouse or  
common- law partner  are st i l l  wi th the same employer,  or  before the 
end of  the year fo l lowing the year in  which th is  employment ends,  
or  you d ie dur ing the term of  employment.  
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• Your or ig inal  home is  at  least  40 k i lometres (by the shortest  publ ic  
route)  far ther  than your temporary res idence f rom your,  or  your  
spouse's or  common- law partner 's ,  new place of  employment.  

I f  you make th is  e lect ion,  there is  no immediate ef fect  on your income 
tax s i tuat ion when you move back into  your res idence.  However,  i f  you 
change the use of  the property  again and do not  make th is  e lect ion 
again,  any gain you have f rom sel l ing the property may be subject  to 
tax.  

To make th is  e lect ion,  at tach a let ter  s igned by you to your income tax 
and benef i t  return of  the year in  which the change of  use occurs.  
Descr ibe the property and state that  you want  subsection 45(2)  o f  the 
INCOME TAX ACT to apply.  

I f  you star ted to use your pr inc ipal  res idence as a renta l  or  business 
property in  the year,  you may want  in format ion on how you should 
report  your  business or  property income. I f  so,  see Guide T4002,  
BUSINESS AND PROFESSIONAL INCOME, or  Guide T4036,  RENTAL  INCOME. 
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Changing your rental  or business property to a principal  
residence 

When you change your renta l  or  business property to a pr inc ipal  
res idence,  you can e lect  to postpone report ing the d isposi t ion of  your  
property unt i l  you actual ly  sel l  i t .  However,  you cannot  make th is  
e lect ion i f  you,  your spouse or  common- law par tner ,  or  a t rust  under 
which you or  your spouse or  common- law partner  is  a benef ic iary has 
deducted CCA on the property  for  any tax year af ter  1984,  and on or  
before the day you change i ts  use.  

This e lect ion only appl ies to a capi ta l  gain.  I f  you c la imed CCA on the 
property before 1985,  you have to inc lude any recapture of  CCA in 
your business or  renta l  income. Inc lude the income in the year you 
changed the use of  the property .  I f  you need more informat ion on the 
recapture of  CCA, see Guide T4002,  BUSINESS AND PROFESSIONAL 
INCOME, or  Guide T4036,  RENTAL  INCOME. 

I f  you make th is  e lect ion,  you can designate the property as your 
pr inc ipal  res idence for  up to four  years before you actual ly  occupy i t  
as your pr inc ipal  res idence.  
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To make th is  e lect ion,  at tach to your income tax and benef i t  return a 
let ter  s igned by you.  Descr ibe the property  and state that  you want  
subsection 45(3)  o f  the INCOME TAX ACT to apply.  You have to make 
th is  e lect ion by whichever of  the fo l lowing dates is  ear l ier :  

• 90 days af ter  the date we ask you to make the e lect ion;  or  

• the date you are required to f i le  your income tax and benef i t  return 
for  the year in  which you actual ly  sel l  the property.  

Changing part  of  your principal  residence to a rental  or business 
property 

You are usual ly  considered to have changed the use of  par t  of  your  
pr inc ipal  res idence when you star t  to  use that  par t  for  renta l  or  
business purposes.  However,  you are not  considered to have changed 
i ts  use i f :  

• your renta l  or  business use of  the property  is  re lat ive ly  smal l  in  
re lat ion to i ts  use as your pr inc ipal  res idence;  

• you do not  make any st ructura l  changes to the property to make i t  
more sui table for  renta l  or  business purposes;  and 
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• you do not  deduct  any CCA on the par t  you are using for  renta l  or  
business purposes.  

I f  you meet  a l l  o f  the above condi t ions,  the whole property may qual i fy  
as your pr inc ipal  res idence,  even though you are using par t  of  i t  for  
renta l  or  business purposes.  

However,  i f  you do not  meet  a l l  o f  the above condi t ions,  when you 
actual ly  sel l  the property you have to:  

• spl i t  the sel l ing pr ice between the par t  you used for  your  pr inc ipal  
res idence and the par t  you used for  renta l  or  business purposes.  
We wi l l  accept  a spl i t  based on square metres or  the number of  
rooms as long as the spl i t  is  reasonable;  and 

• report  any capi ta l  gain on the par t  you used for  renta l  or  business 
purposes.  For  more informat ion,  see "Real  estate,  depreciable 
property,  and other  propert ies"  on page 80 [17] .  You do not  have to 
report  any capi ta l  gain for  the par t  you used for  your  pr inc ipal  
res idence.  



–  222  –  

Note 
You cannot  f i le  an e lect ion under subsection 45(2)  of  the INCOME 
TAX ACT,  as d iscussed in the previous sect ion,  i f  there is  only a 
par t ia l  change in use of  a property.  

Farm property 
I f  you are a farmer and you sel l  land in 2011 used pr inc ipal ly  in  a 
farming business that  inc ludes your pr inc ipal  res idence,  you can 
choose one of  two methods to calculate your taxable capi ta l  gain.  
We expla in these two methods in Guide T4003,  FARMING INCOME, 
RC4060,  FARMING INCOME AND THE AGRISTABIL ITY  AND AGRI INVEST 
PROGRAMS GUIDE,  and RC4408,  FARMING INCOME AND THE 
AGRISTABIL ITY  AND AGRI INVEST PROGRAMS HARMONIZED GUIDE.  

Example 
Disposing of  a principal  residence part ly used for earning income 

In  th is  example,  we i l lust rate some of  the topics that  we discuss in 
th is  guide.  We show you how to:  
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• t reat  the sale of  property  that  was used par t ly  as a pr inc ipal  
res idence and par t ly  for  earning income; 

• report  a capi ta l  gain on the d isposi t ion of  property that  inc ludes 
land and a bui ld ing (see "Real  estate"  on page 80 [17]  ) ;  and 

• calculate a recapture of  capi ta l  cost  a l lowance (CCA) or  a terminal  
loss on the d isposi t ion of  deprec iable property (see "Recapture of  
CCA and terminal  losses" on page 83 [17]  ) .  

In  November 1988,  John bought  a duplex for  $125,000.  According to a 
munic ipal  assessment completed just  before the purchase,  the ent i re 
property was valued at  $100,000.  The land was valued at  $25,000 and 
the bui ld ing was valued at  $75,000.  From the date he purchased the 
duplex,  John l ived in the lower hal f  and rented out  the upper hal f .  
Based on the property 's  tota l  number of  square metres,  he determined 
that  the por t ion he used to earn renta l  income was 40%. 

On July 28,  2011,  John sold the property for  $175,000.  He incurred 
expenses of  $10,500 to make the sale.  According to a recent  
munic ipal  assessment,  the ent i re  property was now valued at  
$150,000.  The land was worth $30,000 and the bui ld ing was 
worth $120,000.  
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Any gain on the par t  of  the property that  John used as h is  pr inc ipal  
res idence wi l l  not  be taxed because he used that  par t  of  the property 
as h is  pr inc ipal  res idence for  a l l  the years he owned i t .  Because John 
does not  have to report  the gain,  he does not  have to complete 
Form T2091(IND),  DESIGNATION OF A  PROPERTY AS A  PRINCIPAL  
RESIDENCE BY AN INDIV IDUAL (OTHER THAN A  PERSONAL TRUST) .  

John has to calculate the capi ta l  ga in on the par t  of  the property that  
he rented out .  He a lso has to determine i f  he has a recapture of  CCA 
or  a terminal  loss on the rented por t ion of  the bui ld ing.  For  th is  
reason,  he wi l l  break down the renta l  por t ion of  the purchase pr ice,  
the sel l ing pr ice,  and the re lated expenses between the land and the 
bui ld ing.  Keeping in mind that  40% of  the property was used for  renta l  
purposes,  John completes the fo l lowing calculat ions:  

1.  He divides the rental  port ion of  the purchase price between the 
land and the bui lding,  based on the municipal  assessment at  
the t ime of  the purchase: 

 a)  Bui ld ing:  40% × $ 75,000 × $125,000 = $37,500 

  $ 100,000     
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 b)  Land:  40% × $ 25,000 × $125,000 = $12,500 

  $ 100,000     

 Because the breakdown between the land and the bui ld ing was not  
shown on h is  purchase agreement,  John uses the munic ipal  
assessment in  ef fect  at  the t ime of  the purchase.  John would have 
completed th is  calculat ion at  the t ime he purchased the property to 
determine the amount  of  CCA he could c la im on the par t  of  the 
bui ld ing he rented out .  

2.  He divides the rental  port ion of  the sel l ing price between the 
land and the bui lding,  based on the municipal  assessment 
at  the t ime of the sale:  

 a)  Bui ld ing:  40% × $ 120,000 × $175,000 = $56,000

  $ 150,000    

 b)  Land:  40% × $ 30,000 × $175,000 = $14,000

  $ 150,000     
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 The breakdown between the land and the bui ld ing was not  shown 
on John's sale agreement.  Because no renovat ions were made to 
the bui ld ing s ince the last  munic ipal  assessment,  John can use the 
munic ipal  assessment that  was in ef fect  at  the t ime of  the sale.  

3.  He divides the rental  port ion of  the expenses relat ing to the 
sale between the land and the bui lding,  based on the municipal  
assessment at  the t ime of  the sale:  

 a)  Bui ld ing:  40% × $ 120,000 × $10,500 = $ 3,360

  $ 150,000    

 b)  Land:  40% × $ 30,000 × $10,500 = $ 840

  $ 150,000     

John can now determine i f  he has a recapture of  CCA or  a terminal  
loss on the rented par t  of  the bui ld ing.  The undepreciated capi ta l  
cost  (UCC) of  the por t ion of  the bui ld ing used for  renta l  purposes at  
the beginning of  2011 was $34,728.  From the UCC, he subtracts one 
of  the fo l lowing amounts,  whichever is  less:  
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• the sel l ing pr ice of  the rented par t  of  the bui ld ing minus the re lated 
out lays and expenses:  $52,640 ($56,000 – $3,360);  or  

• the purchase pr ice of  the rented par t  of  the bui ld ing:  $37,500.  

UCC at  the beginning of  2011 $ 34,728 

Minus:  Purchase pr ice –  37,500 

Recapture of  CCA  = $ (2,772)

To help h im complete the above ca lculat ions on page 224,  John uses 
the CCA schedule on page 11 [ the back]  of  Form T776,  STATEMENT OF 
REAL ESTATE RENTALS.  

John can now calculate h is  capi ta l  gain.  To do th is ,  he completes the 
sect ion cal led "Real  estate,  depreciable property,  and other  
propert ies"  in  Schedule 3,  CAPITAL  GAINS (OR LOSSES) IN  2011.  
He reports the sale of  the renta l  property as fo l lows:  
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Real estate,  depreciable property,  and other propert ies 

Address or  legal  
descr ipt ion 

   

Street ,  Ci ty ,  
Province (bui ld ing)  1988 56,000 00 37,500 00 

 

Street ,  Ci ty ,  
Province ( land)  1988 14,000 00 12,500 00 

 

Tota l  136 70,000 00  
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Address or  legal  
descr ipt ion 

  Gain 
(or  loss)  

 Street ,  Ci ty ,  
Province (bui ld ing)  1988 3,360 00 15,140 00

 Street ,  Ci ty ,  
Province ( land)  1988 840 00 660 00

Gain (or  loss) 138 + 15,800 00
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References 
To get  the fo l lowing publ icat ions,  go to www.cra.gc.ca/forms  or  ca l l  
1-800-959-2221.  

Forms 
T1A Request  for  Loss Carryback 

T123 Elect ion on Disposi t ion of  Canadian Secur i t ies 

T657 Calculat ion of  Capi ta l  Gains Deduct ion for  2011 

T936 Calculat ion of  Cumulat ive Net  Investment  Loss (CNIL)  to 
December 31,  2011 

T1105 Supplementary Schedule for  Disposi t ions of  Capi ta l  Property 
Acquired Before 1972 

T1170 Capi ta l  Gains on Gi f ts  of  Certa in Capi ta l  Property  

T1212 Statement of  Deferred Secur i ty  Opt ions Benef i t  

T1255 Designat ion of  a Property as a Pr inc ipal  Residence by the 
Legal  Representat ive of  a Deceased Indiv idual  
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T2017 Summary of  Reserves on Disposi t ions of  Capi ta l  Property 

T2091(IND) Designat ion of  a Proper ty as a Pr inc ipal  Residence by 
an Indiv idual  (Other Than a Personal  Trust)  

T2091(IND)-WS Pr inc ipal  Residence Worksheet  

Information Circulars 
IC 76-19 Transfer  of  Property to a Corporat ion Under Sect ion 85 

IC 78-10 Books and Records Retent ion/Destruct ion 

Information Sheet 
RC4169 Tax Treatment  of  Mutual  Funds for  Indiv iduals 

Interpretation Bulletins 
IT-95 Foreign Exchange Gains and Losses 

IT-96 Opt ions Granted by Corporat ions To Acquire Shares,  Bonds,  
or  Debentures and by Trusts  To Acquire Trust  Uni ts  
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IT-113 Benef i ts  to Employees – Stock Opt ions 

IT-120 Pr inc ipal  Residence 

IT-123 Transact ions Involv ing El ig ib le Capi ta l  Property 

IT-125 Disposi t ions of  Resource Propert ies 

IT-128 Capi ta l  Cost  Al lowance – Depreciable Property 

IT-159 Capi ta l  Debts Establ ished To Be Bad Debts 

IT-209 Inter-Vivos Gi f ts  of  Capi ta l  Property to Indiv iduals Direct ly  or  
Through Trusts,  and i ts  Specia l  Release 

IT-213 Pr izes From Lot tery Schemes,  Pool  System Bet t ing and 
Giveaway Contests 

IT-218 Prof i t ,  Capi ta l  Gains and Losses From the Sale of  Real  
Estate,  Inc luding Farmland and Inher i ted Land and 
Convers ion of  Real  Estate From Capi ta l  Property to 
Inventory and Vice Versa 

IT-220 Capi ta l  Cost  Al lowance – Proceeds of  Disposi t ion of  
Depreciable Property,  and i ts  Specia l  Release 
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IT-221 Determinat ion of  an Indiv idual 's  Residence Status,  and i ts  
Specia l  Release 

IT-232 Losses – Their  Deduct ib i l i ty  in  the Loss Year or  in  Other 
Years 

IT-264 Part  Disposi t ions,  and i ts  Specia l  Release 

IT-391 Status of  Corporat ions 

IT-407 Disposi t ions of  Cul tura l  Property to Designated Canadian 
Inst i tu t ions 

IT-413 Elect ion by Members of  a Partnership Under 
Subsect ion 97(2)  

IT-419 Meaning of  Arm's Length 

IT-456 Capi ta l  Property – Some Adjustments to Cost  Base,  and i ts  
Specia l  Release 

IT-458 Canadian-Contro l led Pr ivate Corporat ion 

IT-459 Adventure or  Concern in the Nature of  Trade 

IT-478 Capi ta l  Cost  Al lowance – Recapture and Terminal  Loss 
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IT-479 Transact ions in Secur i t ies,  and i ts  Specia l  Release 

IT-484 Business Investment  Losses 

IT-491 Former Business Property,  and i ts  Specia l  Release 

IT-511 Interspousal  and Certa in Other Transfers and Loans of  
Property 

For more information 
What if  you need help?  
I f  you need help af ter  reading th is  publ icat ion,  go to 
www.cra.gc.ca/capitalgains,  or  cal l  1-800-959-8281.  

I f  we cannot  resolve your enquiry by te lephone,  you can meet  wi th an 
agent  in  person at  a tax serv ices o f f ice.  Cal l  us at  the number l is ted 
above to make an appointment  wi th an agent .  
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Forms and publications 
Throughout  th is  guide,  we refer  to  other  forms and publ icat ions that  
g ive more speci f ic  in format ion re la ted to capi ta l  gains and losses.   

In  the sect ion cal led "References" on page 230 [ the previous page] ,  
you wi l l  f ind a l is t ing of  the d i f ferent  types of  forms and publ icat ions 
we refer  to most  of ten.   

I f  you need any of  these forms or  publ icat ions,  you can get  them by 
going to our  Web page at  www.cra.gc.ca/forms or by cal l ing 
1-800-959-2221.  

Tax Information Phone Service (TIPS) 
For personal  and general  tax in format ion by te lephone,  use our  
automated serv ice,  TIPS, by cal l ing 1-800-267-6999.  

Teletypewriter (TTY) users  
TTY users can cal l  1-800-665-0354  for  b i l ingual  assistance dur ing 
regular  business hours.  
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Our service complaint process  
Step 1 – Talk to us 

I f  you are not  sat is f ied wi th the service  that  you have received f rom 
us,  you can make a formal  complaint .  Before you do th is ,  we 
recommend that  you t ry  to resolve the matter  wi th the CRA employee 
you have been deal ing wi th or  ca l l  the te lephone number that  you 
have been g iven.  

I f  you are not  p leased wi th the way your concerns are addressed,  you 
can ask to d iscuss the matter  wi th the employee's superv isor .  

Step 2 – Contact CRA – Service Complaints 

The CRA – Serv ice Complaints program is  avai lable to indiv idual  and 
business taxpayers,  as wel l  as benef i t  rec ip ients.  This program gives 
you another  level  of  rev iew i f  you are not  p leased wi th the resul ts  
f rom the f i rst  step  o f  our  complaint  process.  General ly ,  
serv ice-re lated complaints refer  to  the qual i ty  and t imel iness of  the 
work that  we performed.  
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To br ing your complaint  to the at tent ion of  CRA – Serv ice Complaints,  
complete Form RC193,  SERVICE-RELATED COMPLAINT,  which you can 
get  by going to www.cra.gc.ca/complaints  or  by cal l ing 
1-800-959-2221.  

Step 3 – Contact the Taxpayers'  Ombudsman 

I f ,  after fol lowing steps 1 and 2,  you are st i l l  not  sat is f ied wi th our  
serv ice,  you can f i le  a complaint  wi th the Off ice of  the Taxpayers '  
Ombudsman. 

For  in format ion about  the Taxpayers '  Ombudsman and how to f i le  a 
complaint ,  p lease v is i t  www.oto-boc.gc.ca.  
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Your opinion counts! 
I f  you have any comments or  suggest ions that  could help us improve 
our  publ icat ions,  we would l ike to hear f rom you.  Please send your 
comments to:   

 

Taxpayer Serv ices Directorate 
Canada Revenue Agency 
750 Heron Road 
Ottawa ON  K1A 0L5 
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Index 
In  addi t ion to l is t ing topics,  th is  index provides references to any 
Interpretat ion Bul let in  ( IT)  and Informat ion Circular  ( IC)  re lated to 
each topic ment ioned.  I f  a f ter  reading the explanat ions provided in 
th is  guide,  you st i l l  need more informat ion,  get  a copy of  these 
publ icat ions.  We provide a complete l is t  of  references on 
page 230 [45] .  

Page 
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IT-456) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,  109,  129 [5,  22,  26]  

Al lowable business investment  loss (ABIL)  ( IT-232,  IT-484) . . .  189 [37]  

Al lowable capi ta l  loss ( IT-232) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15 [5]  

Amount  of  advantage . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21 [6]  

Arm's length t ransact ion ( IT-419) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15 [5]  

Bad debts ( IT-159) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  91 [19]  

Bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  87 [18]  
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Non-arm's length t ransact ion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26 [7]  

Non-qual i fy ing real  property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26 [7]  
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Non-qual i fy ing secur i ty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27,  53 [7,  12]  

Opt ions ( IT-96,  IT-479) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  87 [18]  

Out lays and expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28 [7]  

Partnerships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  132 [27]  

Personal-use property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28,  42,  95 [7,  10,  19]  

Prescr ibed secur i ty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28 [7]  

Pr inc ipal  res idence ( IT-120) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  42,  205 [10,  39]  

Changes in use ( IT-120) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  215 [41]  

Designat ing ( IT-120) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  208 [40]  

Disposi t ion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  210 [40]  

Proceeds of  d isposi t ion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29 [7]  

Promissory notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  87 [18]  

Publ ic  corporat ion ( IT-391) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29 [7]  
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Qual i f ied donee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30 [8]  

Qual i f ied farm, qual i f ied f ish ing property . . . . . . . . . . . . . . . . . . . . . .  31,  62 [8,  13]  

Qual i f ied smal l  business corporat ion shares . . . . . . . . . . . . . . . . . .  33,  61 [8,  13]  

Real  estate ( IT-220,  IT-264) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35,  80 [8,  17]  

Real  property ( IT-220,  IT-264) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35 [8]  

Recapture of  capi ta l  cost  a l lowance (CCA) . . . . . . . . . . . . . . . . . . . .  35,  83 [9,  17]  

Records ( IC 78-10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  59 [13]  

Replacement property ( IT-491) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  135 [27]  

Reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50 [11]  

Restr ic ted farm losses ( IT-232) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  186 [36]  

Sel l ing a bui ld ing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  122 [25]  

Shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  64 [14]  

Smal l  business corporat ion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  36 [9]  
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Spouse . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  36 [9]  

Stocks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  64 [14]  

Stock spl i ts  and consol idat ions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78 [16]  

Str ipped bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89 [18]  

Superf ic ia l  losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  184 [36]  

Taxable benef i ts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67 [14]  

Taxable capi ta l  gain . .  36,  44,  60,  132,  152,  155 [9,  10,  13,  27,  30,  31]  

Terminal  loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37,  83 [9,  17]  

Transfers of  property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  136 [27]  

Farm property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  140 [28]  

Others ( IC 76-19,  IT-413) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  140 [28]  

To your spouse or  common- law partner  or  to a t rust  for   
your  spouse or  common- law partner  ( IT-209,  IT-511) . . . . . . . . .  136 [27]  
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Treasury b i l ls  (T-b i l ls) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89 [18]  

Undepreciated capi ta l  cost  (UCC) . . . . . . .  37,  81,  122,  222 [9,  17,  25,  43]  


