
 

 

Interpretation 
Bulletin 
IT-154R 

Special Reserves 
 

 February 19,  1988 www.cra.gc.ca
 

 
Canada  Revenue  
Agency  

Agence  du  revenu  
du  Canada   





 

–  1  –  

REFERENCE: Paragraphs 20(1)(m),  (m.1) ,  (m.2)  and (n)  (a lso 
subsect ions 20(6) ,  (7) ,  (8) ,  (24)  and (25) ,  88(1)  and 28(1)  
and paragraphs 12(1)(a)  and (e) ,  72(1)(a)  and 87(2)( i )  
and ( j ) )  

Application 
This bul le t in  cancels and replaces Interpretat ion Bul let in  IT-154 dated 
March 14,  1974.  Current  rev is ions are designated by ver t ica l  l ines.  

Summary 
Under speci f ied condi t ions,  the Act  provides for  specia l  reserves 
which enable a taxpayer to deduct ,  in  comput ing income f rom a 
business for  a taxat ion year,  amounts inc luded in such income that ,  in  
very general  terms,  may be regarded e i ther  as unearned income or  
ant ic ipated future l iabi l i t ies.  Al though any such reserve amount  
deducted in one year must  be added back to income in the 
immediate ly  fo l lowing year,  a new reserve may be establ ished,  subject  
to cer ta in l imi ts ,  for  each year so long as the speci f ied condi t ions 
prevai l .  This bul le t in  deals only  wi th reserves that  per ta in to 
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t ransact ions other  than those involv ing returnable conta iners (see  
IT-165R) and the sale of  real  estate (see IT-152R3).  

Discussion and Interpretation 
Reserve in Respect of Goods and Services 
1.  Under the provis ions of  subparagraph 12(1)(a)( i ) ,  any amount  that  
is  received in  a taxat ion year by a taxpayer in  the course of  carry ing 
on business that  is  on account  of  serv ices not  rendered or  goods not  
del ivered before the end of  the year  or  that ,  for  any other  reason,  may 
be regarded as not  having been earned in the year or  a previous year,  
must  be inc luded in comput ing the taxpayer 's  income f rom the 
business for  the year.  

2.  Where an amount  has been inc luded in a taxpayer 's  income in 
accordance wi th subparagraph 12(1)(a)( i ) ,  paragraph 20(1)(m) 
provides a deferment  of  taxat ion on such unearned income by 
permi t t ing a taxpayer to deduct ,  in  comput ing income f rom a business 
for  a taxat ion year,  an amount  not  exceeding a reasonable amount  as 
a reserve in respect  of  
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(a)  goods that  i t  is  reasonably  ant ic ipated wi l l  have to be 
del ivered af ter  the end of  the year,   

(b)  serv ices that  i t  is  reasonably ant ic ipated wi l l  have to be 
rendered af ter  the end of  the year,  or  

(c)  per iods for  which rent  or  any other  charge for  the possession 
or  use of  land or  chat te ls  has been paid in advance (see 8 below).  

However,  the amount  of  th is  reserve is  subject  to restr ic t ions imposed 
by subsect ions 20(6)  and (7)  which are expla ined in 3 and 6,  
respect ive ly ,  below. 

3.  Subsect ion 20(6)  l imi ts  the amount  that  is  deduct ib le as a reserve 
pursuant  to paragraph 20(1)(m) in  respect  of  

(a)  ar t ic les of  food and dr ink that  were not  del ivered before the 
end of  the year ,  or  

(b)  t ransportat ion not  provided before the end of  the year to an 
amount  not  exceeding the aggregate of  the amounts in  respect  
thereof  that  were actual ly  inc luded in comput ing the taxpayer 's  
income f rom the business for  the year.  Thus,  the so-cal led " t icket  
reserves" of  taxpayers at  the end of  a taxat ion year may not  
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exceed the dol lar  amount  at  that  t ime of  unredeemed t ickets 
which were issued dur ing the taxat ion year and inc luded in that  
year 's  income. A taxpayer who cannot  determine the amount  of  
unredeemed t ickets may calculate the amount  on the basis of  past  
exper ience.  

4.  Where subsect ion 20(6)  is  not  appl icable,  a reasonable amount  
for  a reserve normal ly  is  the gross proceeds received by the taxpayer,  
in  e i ther  the current  or  a preceding year,  in  respect  of  those goods or  
serv ices which past  exper ience or  other  factors indicate wi l l  have to 
be del ivered or  provided af ter  the end of  the year.  There is  no need to 
est imate the prof i t  on such goods or  serv ices s ince the reserve is  not  
restr ic ted to the est imated costs of  the goods to be del ivered or  the 
serv ices to be rendered.  

5.  Where a taxpayer issues t rading stamps or  specia l  cash register  
tapes wi th an undertak ing to redeem them for  merchandise,  a 
reasonable reserve is  a l lowable for  the cost  of  merchandise that  wi l l  
have to be del ivered to redeem stamps or  tapes issued and not  
redeemed by the end of  the taxat ion year.  
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6 .  By v i r tue of  subsect ion 20(7) ,  paragraph 20(1)(m) does not  apply 
to a l low a deduct ion 

(a)  in  comput ing income f rom a business where such income is  
computed in accordance wi th the "cash method" as author ized by 
subsect ion 28(1) ,  or  

(b)  of  any amount  as a reserve in respect  of  

( i )  guarantees,  indemni t ies or  warrant ies,  or  

( i i )  insurance,  except  that  in  comput ing income for  a taxat ion 
year f rom an insurance business,  other  than a l i fe  
insurance business,  an insurance corporat ion may deduct  
prescr ibed amounts as pol icy reserves.  

7.  The general  l imi tat ions of  subsect ion 20(7) ,  as descr ibed in 6 
above,  do not  apply to a reserve which is  author ized by paragraph 
20(1)(m.1)  for  the 1979 and subsequent  taxat ion years.  Under 
paragraph 20(1)(m.1) ,  where a taxpayer has sold an extended 
warranty p lan to a person wi th whom the taxpayer was deal ing at  
arm's length and provided that  
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(a)  the taxpayer,  in  comput ing income f rom a business for  a 
taxat ion year,  has inc luded an amount in  respect  of  the sale of  
the p lan,  

(b)  the taxpayer 's  only obl igat ion under the p lan is  to provide 
goods and serv ices wi th respect  only to property manufactured by 
the taxpayer or  by a corporat ion re lated to the taxpayer,  and 

(c)  the taxpayer has insured the l iab i l i ty  under the p lan wi th an 
insurer  that  carr ies on an insurance business in Canada,  the 
taxpayer,  in  comput ing income for  the year,  may deduct  a 
reasonable amount  in  respect  of  goods or  serv ices that  pursuant  
to the p lan i t  is  reasonably ant ic ipated wi l l  have to be del ivered or  
rendered af ter  the end of  the year,  not  exceeding,  however,  that  
por t ion of  the insurance premium paid or  payable that  re lates to 
the per iod af ter  the end of  the year  and to the taxpayer 's  l iab i l i ty  
in  respect  of  an out lay or  expense made or  incurred af ter  
December 11,  1979.  
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Reserve in Respect of Rent Received in Advance 
8.  Subparagraph 20(1)(m)( i i i )  permi ts  a taxpayer to deduct ,  in  
comput ing income for  a taxat ion year,  a reasonable amount  as a 
reserve in respect  of  rent  for  the possession or  use of  land or  chat te ls  
that  has been received in advance and inc luded in comput ing the 
taxpayer 's  income f rom a business for  the year or  a previous year.  
Normal ly ,  a reasonable amount  for  th is  purpose is  that  par t  of  the rent  
received in advance which re lates to the per iod af ter  the end of  the 
year for  which possession or  use of  the land or  chat te ls  must  be made 
avai lable.  "Land" inc ludes any bui ld ings or  other  s t ructures thereon,  
and "chat te ls"  inc ludes a ship.  

Transfer of an Obligation to Provide Goods or Services 
9.  Where a taxpayer ( the payer)  has 

(a)  under paragraph 12(1)(a) ,  inc luded in income for  a taxat ion 
year an amount  that  is  on account  of  goods not  del ivered or  
serv ices not  rendered before the end of  the year,  and 

(b)  has paid a reasonable amount  to another  taxpayer ( the 
rec ip ient)  for  undertak ing to provide such goods and serv ices,  
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wi th respect  to the 1982 and subsequent  taxat ion years,  i f  the 
payer and the rec ip ient  have jo int ly  and val id ly  e lected in 
accordance wi th subsect ion 20(25),  the fo l lowing ru les apply:  

(c)  the payer,  by v i r tue of  subsect ion 20(24),  may deduct  the 
amount  so paid in comput ing income for  the taxat ion year in  which 
the payment was made,  

(d)  the rec ip ient ,  for  the purpose of  paragraph 12(1)(a) ,  and by 
v i r tue of  subsect ion 20(24),  shal l  be deemed to have received the 
payment in  the course of  a business on account  of  serv ices not  
rendered or  goods not  del ivered before the end of  the taxat ion 
year in  which the payment was received,  

(e)  the payer,  by v i r tue of  subsect ion 20(24),  cannot  c la im a 
reserve under paragraph 20(1)(m) in  respect  of  those goods or  
serv ices for  the taxat ion year in  which the payment was made or  
for  any subsequent  taxat ion year,  and 

( f )  the rec ip ient  can c la im a reserve under paragraph 20(1)(m) in  
respect  of  those goods and serv ices to the extent  provided.  
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Reserve in Respect of Amount Due From the Sale of 
Property Other Than Real Estate 
10.  Subject  to the comments in 13 below, a reserve is  deduct ib le 
under paragraph 20(1)(n)  where goods are sold and the terms of  the 
sale provide that  at  least  par t  of  the amount  due is  not  due for  more 
than two years f rom the day on which the property was sold.  Before 
such a reserve is  a l lowable,  however,  the sale pr ice must  have been 
inc luded in income for  the year in  which the sale was made,  and some 
part  of  that  sale pr ice must  be due af ter  the end of  the taxat ion year 
for  which the reserve is  c la imed.  I t  is  important  to note that  a reserve 
is  a l lowable only in  respect  of  the prof i t  e lement  in  the amount  due.  
A reserve for  doubt fu l  debts may be a l lowed under paragraph 20(1)( l )  
for  the debt  i tse l f .  

11.  The only requirement in  regard to the a l lowable amount  of  a 
reserve in respect  of  the prof i t  e lement  in  such an amount  due is  that  
the reserve must  be a reasonable amount .  Normal ly ,  i t  is  considered 
reasonable to assume that  the prof i t  e lement  in  any amount  due is  
that  proport ion of  such amount  that  the gross prof i t  on the sale bears 
to the gross sel l ing pr ice;  thus a reserve might  be a l lowed equal  to 
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the fu l l  amount  of  the prof i t  i f  no par t  of  the sel l ing pr ice had been 
received.  Stated as a formula,  the foregoing would be:  

gross prof i t  × amount  due = reserve 

gross sel l ing pr ice  

12.  Where the prof i t  e lement in  an amount  due is  determined on some 
other  basis and the amount  is  greater  than i t  would be i f  i t  had been 
calculated on the above basis,  the taxpayer must  submit  reasons for  
consider ing that  the reserve is  a reasonable amount .  A c la im for  a 
reserve equal  to the lesser  of  the gross prof i t  on the sale and the 
amount  due wi l l  not  be a l lowed as i t  is  not  considered reasonable to 
assume that  the vendor receives no prof i t  unt i l  a f ter  the fu l l  
investment  in  the property  sold has been recovered .  

13.  Paragraph 20(1)(n)  does not  apply to a l low a deduct ion in 
comput ing the income of  a taxpayer for  a taxat ion year f rom a 
business in respect  of  a property sold in  the course of  the business in 
any case where,   

(a)  as provided by subsect ion 20(8) ,  the taxpayer,  at  the end of  
the year or  at  any t ime in the immediate ly  fo l lowing taxat ion year 



 

–  11  –  

( i )  was exempt f rom tax under Part  I  o f  the Act ,  or  

( i i )  was not  res ident  in  Canada and d id not  carry on the 
business in Canada,  

(b)  as provided by subsect ion 20(8) ,  the sale occurred more than 
36 months before the end of  the year i f  the property was sold 
af ter  November 12,  1981,  or  

(c)  as provided by paragraph 72(1)(a) ,  the taxpayer d ied in the 
taxat ion year.  

The 36 month l imi t  descr ibed in (b)  above does not  apply wi th respect  
to property sold before November 13,  1981,  or  sold af ter  
November 12,  1981 i f  the sale occurred pursuant  to the terms in 
ex is tence on that  date of  an of fer  or  agreement in  wr i t ing made or  
entered into on or  before that  date.  
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Reserves Following an Amalgamation 
14.  Where two or  more corporat ions have amalgamated as descr ibed 
in sect ion 87,  the new corporat ion wi l l  be ent i t led to deduct  amounts 
under paragraph 20(1)(m),  (m.1) ,  (m.2)  or  (n) ,  as the case may be,  to 
the same extent  that  a predecessor corporat ion would have been so 
ent i t led had the amalgamat ion not  occurred.  This ent i t lement  is  
preserved through the amalgamat ion process by the deeming 
provis ions of  paragraphs 87(2)( i )  and ( j ) ,  whichever may be appl icable 
in  the c i rcumstances.  

Reserves Following a Winding-Up 
15.  Where a subsid iary corporat ion has been wound up into i ts  parent  
corporat ion in c i rcumstances such that  the ru les in  subsect ion 88(1)  
were appl icable,  the parent  corporat ion wi l l  be ent i t led,  by v i r tue of  
paragraph 88(1)(e.2) ,  to  deduct  amounts under paragraph 20(1)(m),  
(m.1) ,  (m.2)  or  (n) ,  as the case may be,  to the same extent  that  the 
subsid iary would have been so ent i t led had the winding-up not  
occurred.  
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Amount of Reserve to be Included in Income 
16.  Pursuant  to paragraph 12(1)(e) ,  any amount  deducted as a 
reserve under paragraph 20(1)(m) or  (n)  or  subsect ion 20(7)  and,  for  
the 1979 and subsequent  taxat ion years,  paragraph 20(1)(m.1)  is  
required to be inc luded in comput ing a taxpayer 's  income f rom a 
business for  the taxat ion year immediate ly  fo l lowing the year in  
which any such deduct ion was made.  A new corporat ion ar is ing out  
of  an amalgamat ion is ,  by v i r tue of  subparagraph 87(2)(g)( i )  and 
paragraph 12(1)(e) ,  required to inc lude in income for  i ts  f i rs t  taxat ion 
year any amount  that  a predecessor corporat ion deducted as a 
reserve in comput ing income for  i ts  last  taxat ion year.  Simi lar ly ,  by 
v i r tue of  paragraph 88(1)(e.2)  and subparagraph 87(2)(g)( i ) ,  a  parent  
corporat ion must  inc lude in income for  i ts  taxat ion year dur ing which i t  
received the assets of  a subsid iary on a winding-up any amount  that  
the subsid iary deducted as a reserve in comput ing income for  i ts  last  
taxat ion year.  



 

–  14  –  

Repayment of Amount Previously Included in Income 
17.  Where a taxpayer 

(a)  has,  under paragraph 12(1)(a) ,  inc luded an amount  in  income 
for  a par t icu lar  taxat ion year or  a previous year,  

(b)  has repaid the amount  in  the par t icu lar  taxat ion year or  
thereaf ter ,  and 

(c)  has made the repayment in  the 1982 or  any subsequent  
taxat ion year,   

the amount  repaid may,  by v i r tue of  paragraph 20(1)(m.2) ,  be 
deducted by the taxpayer in  comput ing income f rom a business for  the 
year in  which the repayment occurred.  


