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REFERENCE: Subsect ions 87(2.1) ,  88(1.1)  and (1.2) ,  111(4)  to (5.5)  
and 249(4)  (a lso sect ion 110.5,  subsect ions 13(24),  
31(1) ,  87(1) ,  88(1.3) ,  96(2.1) ,  111(1)  and (3) ,  149(10) 
and 256(7) ,  paragraphs 12(1)( i ) ,  13(7)( f ) ,  20(1)(b) ,  ( l )  
and (p) ,  110(1)(k) ,  111(8)(a) ,  (b)  and (b.1)  and 
251(5)(b)  and Part  IV of  the Act  and subsect ion 
1100(2.2)  of  the Regulat ions) .  

 
Application 

This bul le t in  appl ies for  amalgamat ions,  windings-up and acquis i t ions 
of  contro l  occurr ing af ter  January 15,  1987,  other  than acquis i t ions of  
contro l  occurr ing at  a date before 1988 where the persons acquir ing 
the contro l  were obl iged on January 15,  1987 to  acquire the contro l  
under the terms of  a wr i t ten agreement entered in to on or  before that  
date.  For  acquis i t ions of  contro l ,  amalgamat ions or  windings-up that  
occurred before January 16,  1987,  see IT-302R2 dated May 23,  1986 
and the Specia l  Release to that  bu l le t in  dated February 28,  1994.  
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Summary 
This bul le t in  d iscusses the ef fect  that  an acquis i t ion of  contro l  has on 
the abi l i ty  of  a corporat ion to ut i l ize var ious losses that  had accrued 
or  been real ized by the corporat ion up to the point  of  the acquis i t ion 
of  contro l .  When contro l  of  a corporat ion has been acquired,  the 
corporat ion is  deemed to have an immediate taxat ion year end.  
General ly ,  losses incurred (or  accrued) before an acquis i t ion of  
contro l  cannot  be deducted for  taxat ion years ending af ter  the 
acquis i t ion of  contro l .  S imi lar ly ,  losses incurred af ter  an acquis i t ion of  
contro l  cannot  be carr ied back and deducted in a taxat ion year ending 
before contro l  was acquired.  However,  in  cer ta in c i rcumstances,  non-
capi ta l  losses or  farm losses incurred before an acquis i t ion of  contro l  
may be deducted in taxat ion years ending af ter  the acquis i t ion of  
contro l  and such losses incurred af ter  an acquis i t ion of  contro l  may be 
deducted in taxat ion years ending before an acquis i t ion of  contro l .  

The condi t ions under which these losses may be deducted are 
d iscussed.  The bul le t in  a lso d iscusses the f low-through of  losses f rom 
predecessor corporat ions to the new corporat ion in an amalgamat ion 
and f rom a subsid iary to a parent  in  a winding-up.  The ef fect  of  an 
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acquis i t ion of  contro l  on the losses of  a predecessor corporat ion or  
subsid iary corporat ion is  s imi lar  to the ru les d iscussed above.  

The examples used in th is  bul le t in  are in tended to i l lust rate the 
re levant  provis ions referred to in  the Reference sect ion above and 
do not  preclude the appl icat ion of  the General  Ant i -Avoidance Rule in  
sect ion 245.  Reference should be made to Informat ion Circular  88-2 
dated October 21,  1988 and any supplements thereto.  

The subject  mat ter  of  th is  bul let in  is  arranged under the fo l lowing 
headings:  

Acquis i t ion of  Contro l  

Int roduct ion (¶ 1)  

Meaning of  Contro l  of  a Corporat ion (¶ 2)  

Contro l  by a Group of  Persons (¶ 3)  

Act ing in Concert  (¶s 4-6)  

Acquis i t ions and Disposals of  a Minor i ty  Interest  (¶s 7-8)  
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Where Contro l  of  a Corporat ion is  Deemed Not  to Have Been 
Acquired (¶ 9)  

Acquis i t ions of  Contro l  Related to  Changes in Executors,  Trustees,  
etc.  of  Estates (¶ 10)  

Taxat ion Year End Before Acquis i t ion of  Contro l  (¶  11)  

Restr ic t ions on loss ut i l izat ion by a corporat ion fo l lowing an 
acquis i t ion of  contro l  

Net  Capi ta l  Losses (¶ 12)  

Non-Capi ta l  Losses and Farm Losses – Streaming Rules (¶s 13-15) 

Accrued Losses on Capi ta l  Property (¶s 16-20)  

Accrued Terminal  Losses (¶ 21)  

Accrued Losses With Respect  to Cumulat ive El ig ib le Capi ta l  (¶ 22)  

Reserves For Doubt fu l  Accounts (¶ 23)  
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Change in Tax Status (¶ 24)  

Accrued Losses in Inventory (¶ 25)  

Ant i -avoidance Rules (¶ 26)  

Loss ut i l izat ion fo l lowing an amalgamat ion (¶s 27-28) 

Loss ut i l izat ion fo l lowing the winding-up of  a 90% owned subsid iary 
Non-Capi ta l  Losses,  Restr ic ted Farm Losses,  Farm Losses and 
L imi ted Partnership Losses (¶s 29-30) 

Acquis i t ion of  Contro l  (¶s 31-32)  

Net  Capi ta l  Losses (¶ 33)  

Acquis i t ion of  Contro l  (¶ 34)  

Where Parent  Formed Af ter  Subsid iary 's  Loss Year (¶s 35-36) 

Examples Appendix 
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Discussion and Interpretation 
Acquisition of control 
Introduction 

¶ 1.  A corporat ion 's  abi l i ty  to deduct  previously unut i l ized losses is  
rest r ic ted when contro l  of  the corporat ion has been acquired by a 
person or  group of  persons.  Usual ly ,  i t  is  c lear  when an acquis i t ion of  
contro l  has taken place.  However,  there are s i tuat ions when i t  is  not  
c lear .  ¶s 2 to 8 below expla in the concept  of  contro l  and acquis i t ions 
of  contro l  and examples are provided in the appendix.  

Meaning of control  of  a corporation 

¶ 2.  The word contro l  is  not  def ined in the Act .  In  MNR v.  Dwork in 
Furs (Pembroke) Ltd. ,  67 DTC 5035.  (1967) CTC 50,  the Supreme 
Court  of  Canada adopted the def in i t ion of  contro l  set  out  by the 
Exchequer Court  in  Buckerf ie ld 's  Ltd.  v .  MNR, 64 DTC 5301,  (1964) 
CTC 504.  In Buckerf ie ld 's ,  the Exchequer Court  s tated that  the word 
contro l  contemplates the r ight  of  contro l  that  rests in  ownership of  
such a number of  shares as carr ies wi th i t  the r ight  to a major i ty  of  
the votes in the e lect ion of  the board of  d i rectors.  In Vineland 
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Quarr ies and Crushed Stone Ltd.  v .  MNR, 66 DTC 5092, (1966) CTC 
69,  i t  was establ ished that  where a person contro ls  one corporat ion,  
that  person is  considered to contro l  any corporat ion that  is  contro l led 
by the f i rs t  corporat ion ( indi rect  contro l ) .  

Control  by a group of persons 

¶ 3.  The not ion of  group contro l  has d i f ferent  meanings in d i f ferent  
areas of  the Act .  For  the purpose of  the associated corporat ion ru les 
in  sect ion 256,  a group of  persons is  in terpreted in i ts  broadest  sense 
in that  i t  is  s imply two or  more persons who own shares in the same 
corporat ion (paragraph 256(1.2)(a)) .  The meaning of  group of  persons 
is  more l imi ted in the context  of  the acquis i t ion of  contro l  ru les 
d iscussed in th is  bul le t in .  A group of  persons who own the major i ty  of  
the vot ing shares of  a corporat ion wi l l  be considered as having 
col lect ive ly  acquired contro l  of  the corporat ion where there is  an 
agreement amongst  them to vote thei r  shares jo int ly ,  when there is  
ev idence that  they act  in  concert  to  contro l  the corporat ion,  or  when 
there is  ev idence of  thei r  in tent ion to act  in  concert  to contro l  the 
corporat ion (see ¶s 4-6 below).  When deal ing wi th groups i t  is  a lways 
a quest ion of  fact  as to whether  any group of  persons who own the 
major i ty  of  the vot ing power in  a corporat ion is  in  contro l  of  the 
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corporat ion.  However,  where a corporat ion is  contro l led by a s ingle 
person,  th is  precludes a group f rom also contro l l ing the corporat ion 
(Southside Car Market  Ltd.  v .  The Queen,  82 DTC 6179,  (1982) 
CTC 214 (FCTD)) .  

Acting in concert  

¶ 4.  A group of  persons could be regarded as act ing in concert  when 
the group acts wi th considerable interdependence in t ransact ions 
involv ing a common purpose.  A predetermined agreement which sets 
out  how the group is  to act  in  cer ta in s i tuat ions would normal ly  
const i tu te act ing in concert .  In  widely held corporat ions,  the fact  that  
a major i ty  of  shareholders vote col lect ive ly  to take some act ion does 
not  by i tse l f  ind icate that  the group of  shareholders is  act ing in 
concert .  However,  in  c losely held corporat ions the fact  that  
shareholders jo int ly  adopt  speci f ic  mutual ly  advantageous measures 
is  an important  indicator  of  act ions in concert .  

¶  5.  In Vina Rug (Canada) Ltd.  v .  MNR, 68 DTC 5021,  (1968) CTC 1 
(SCC),  some persons in a group of  persons were re lated and others 
had been business associates for  many years.  This represented a 
common l ink which was suf f ic ient  to enable them to exerc ise contro l .  

–  8  –  



 

S imi lar ly ,  in  Express Cable T.V.  v .  MNR 82 DTC 1431,  (1982) CTC 
2447,  the Tax Review Board stated that  the existence of  vot ing t rusts,  
communi ty  of  in terest  and other  common l inks between shareholders 
were important  in  determining which group contro l led two 
corporat ions.  

¶ 6.  The purpose of  seeking a l ink or  common interest  wi th in a group 
of  persons is  to ensure that  the acquis i t ion of  contro l  by a g iven group 
of  persons is  not  for tu i tous or  coinc identa l ,  but  the outcome of  an 
act ion or  an event  organized by the group.  Seeking a tax advantage 
ar is ing f rom the accumulated losses of  a corporat ion may wel l  provide 
a l ink or  a common interest  among the members of  a g iven group.  For  
a fur ther  d iscussion of  act ing in concert  see the current  vers ion of  
IT-419,  MEANING OF ARM'S  LENGTH. 

Acquisit ions and disposals of  a minority interest 

¶ 7.  A person may acquire a minor i ty  in terest  in  a loss corporat ion by 
purchasing shares f rom one or  more shareholders of  the corporat ion 
and,  usual ly ,  an acquis i t ion of  cont ro l  wi l l  not  occur .  However,  in  
cases involv ing the acquis i t ion of  a minor i ty  in terest ,  a l l  the 
c i rcumstances must  be examined.  For  example,  the type of  
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corporat ion (pr ivate,  publ ic ,  c losely held) ,  who previously contro l led 
the corporat ion,  the number or  percentage of  shares acquired,  the 
method of  acquis i t ion (purchase of  ex is t ing shares,  t ransfer  upon 
death,  the issuing of  t reasury shares,  purchase pursuant  to a 
purchase/sale agreement,  etc. ) ,  communi t ies of  in terest ,  act ions in  
concert  and so on would be examined to determine whether contro l  
has been acquired.  When shares are acquired,  even by a minor i ty  
shareholder ,  fo l lowing negot iat ions involv ing the contro l l ing 
shareholder  or  shareholders,  i t  may somet imes be in order  to presume 
that  a group or  a new group has acqu ired contro l  of  the corporat ion.  
For  example,  in  the case of  a smal l ,  pr ivate corporat ion wi th 
substant ia l  losses,  i t  would be unusual  for  a person to acquire a 
minor i ty  in terest  wi thout  obta in ing cer ta in guarantees f rom the 
major i ty  shareholders and wi thout  act ing pursuant  to a prearranged 
plan (which suggests a common interest  and act ion in concert ) .  I t  is  
therefore natura l  to assume that  the arr iva l  of  th is  new shareholder  
wi l l  t r igger  an acquis i t ion of  contro l  by a new group of  which he or  she 
is  par t .  

S imi lar ly ,  in  the case of  publ ic  corporat ions or  when the group of  
shareholders is  large,  i t  may be in order  to presume that  contro l  has 
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not  been acquired unless the new shareholder  and the former 
contro l l ing group c lear ly  act  in  concert .  

¶  8.  The same s i tuat ion prevai ls  when several  shareholders act  in  
concert  to contro l  a corporat ion and one of  them sel ls  h is  or  her  
shares to the others.  However,  before concluding that  a group acted 
in concert  and that  contro l  has been acquired by the new smal ler  
group,  a l l  the c i rcumstances wi l l  be examined,  inc luding the number 
and the percentage of  shares t raded.  The object ive of  the acquis i t ion 
of  contro l  ru les is  to l imi t  the t ransfer  of  losses in an acquis i t ion of  
contro l  s i tuat ion.  When the group of  shareholders d imin ishes and 
inc ludes only members of  an in i t ia l ly  larger  group,  there general ly  
should be no acquis i t ion of  contro l  for  the purposes of  the ru les 
governing t ransfer  of  losses.  

Where control  of  a corporation is deemed not to have been 
acquired 

¶ 9.  By v i r tue of  paragraph 256(7)(a) ,  a person (or  persons)  shal l  
be deemed not  to have acquired control  of  a par t icu lar  corporat ion 
( inc luding af ter  1989,  any corporat ion contro l led by the par t icu lar  
corporat ion)  by reason of  the acquis i t ion of  shares (or  af ter  1989,  
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the redempt ion or  cancel lat ion of  shares of  the par t icu lar  corporat ion 
– see below),  i f  that  person (or  persons) :  

(a)  was,  immediate ly  before the share redempt ion,  acquis i t ion,  or  
cancel lat ion,  re lated to the par t icu lar  corporat ion otherwise than by 
reason of  a r ight  referred to  in  paragraph 251(5)(b) ,  

(b)  was an executor ,  administ rator  or  t rustee of  an estate who 
acquired the shares by v i r tue of  the death of  any other  person,  

(c)  was re lated to a deceased person and acquired the shares by way 
of  a d is t r ibut ion f rom an estate ar is ing on the death of  that  person,  or  

(d)  was a corporat ion ar is ing f rom the amalgamat ion of  two or  more 
predecessor corporat ions each of  which was,  immediate ly  before the 
amalgamat ion,  re lated (otherwise than by v i r tue of  a r ight  referred to 
in  paragraph 251(5)(b))  to the par t icu lar  corporat ion.  

As d iscussed above,  the provis ions of  paragraph 256(7)(a)  could 
apply when there is  an acquis i t ion  of  contro l  of  a par t icu lar  
corporat ion by reason of  the redempt ion or  cancel la t ion of  i ts  shares.  
This general ly  appl ies to redempt ions or  cancel lat ions occurr ing af ter  
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1989,  however,  i f  a  person has e lected by not i fy ing the Minis ter  in  
wr i t ing on or  before December 10,  1993,  i t  would apply to redempt ions 
or  cancel la t ions af ter  July  13,  1990,  in  respect  of  that  person.  

Consider  the fo l lowing example:  

Mr.  A 50% OPCO 

Mr.  B 50% OPCO 

Mr.  A and Mr.  B are brothers and each owns 50% of  the vot ing 
shares of  Opco.  Opco then redeems Mr.  B 's  shares.  Since Mr.  A 
now contro ls  Opco by h imsel f ,  he has acquired contro l  of  the 
corporat ion.  I f  the redempt ion of  Mr.  B 's  shares occurs before 1990,  
paragraph 256(7)(a)  wi l l  not  apply to deem Mr.  A not  to have acquired 
contro l  of  Opco because Mr.  A has not  acquired any addi t ional  shares 
in the corporat ion.  I f  the redempt ion occurs af ter  1989,  subparagraph 
256(7)(a)( i )  wi l l  apply to deem contro l  of  Opco not  to have been 
acquired.  This is  because Mr.  A has acquired contro l  of  Opco by 
reason of  the redempt ion of  shares and immediate ly  before the share 
redempt ion Mr.  A was re lated to Opco by v i r tue of  subparagraph 
251(2)(b)( i i ) .  
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The ef fect  on contro l  of  some changes in the sharehold ings wi th in 
corporate groups is  i l lust rated by several  examples in the appendix.  

Note:  Draf t  leg is lat ion conta ined in the Amendments to the INCOME 
TAX ACT and Related Statutes re leased by the Minister  of  F inance on 
August  30,  1993,  proposes to amend paragraph 256(7)(a) .  Proposed 
subparagraph 256(7)(a)( i )  provides that ,  in  cer ta in c i rcumstances,  the 
acquis i t ion of  a par t icu lar  corporat ion 's  shares wi l l  not ,  by i tse l f ,  
resul t  in  an acquis i t ion of  contro l  of  that  or  any other  corporat ion.  
Those c i rcumstances inc lude the acquis i t ion of  shares by any person 
f rom a re lated person,  the acquis i t ion of  shares,  f rom any person,  by 
a person re lated to the par t icu lar  corporat ion,  the acquis i t ion of  
shares by an estate and the acquis i t ion of  shares by any person f rom 
the estate of  a re lated person.  Proposed subparagraph 256(7)(a)( i i )  
prov ides that  contro l  of  a par t icu lar  corporat ion wi l l  not  be considered 
to have been acquired because of  the redempt ion or  cancel lat ion of  
shares of  that  corporat ion or  another  corporat ion contro l l ing i t ,  
prov ided the corporat ion is  contro l led,  af ter  the redempt ion or  
cancel lat ion,  by a person or  group re lated to the corporat ion before 
that  event .  I f  enacted as proposed,  these amendments wi l l  apply to 
acquis i t ions,  redempt ions and cancel lat ions occurr ing af ter  1992.  
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Acquisit ions of  control  related to changes in executors,  
trustees,  etc.  Of estates 

¶ 10.  Where an executor ,  administ rator  or  t rustee of  an estate 
contro ls  a corporat ion,  i t  is  a quest ion of  fact  as to whether  there 
is  an acquis i t ion of  contro l  of  the corporat ion when there is  a change 
of  the executor ,  administ rator  or  t rustee.  For  purposes of  paragraph 
256(7)(a) ,  where the executor ,  administ rator  or  t rustee is  replaced as 
a resul t  of  that  person's death or  inabi l i ty  to fu l f i l  h is  or  her  funct ions,  
the contro l  of  the corporat ion wi l l  be regarded as remain ing 
unchanged.  However,  a change in executor ,  administ rator  or  t rustee 
together  wi th a substant ia l  change in the ownership of  the benef ic ia l  
in terest  in  the estate wi l l  be considered an acquis i t ion of  contro l  of  
the corporat ion.  

Taxation year end before acquisit ion of  control  

¶ 11.  General ly ,  the ru les in subsect ion 249(4)  apply where contro l  of  
a corporat ion is  acquired by a person or  a group of  persons.  However,  
these ru les do not  apply i f  the corporat ion is  a fore ign af f i l ia te that  
does not  carry on business in Canada and contro l  was acquired af ter  
July  13,  1990.  Subsect ion 249(4)  provides that  the taxat ion year of  
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the corporat ion is  deemed to end immediate ly  before the t ime that  
contro l  is  acquired and a new taxat ion year is  deemed to begin at  that  
t ime.  This wi l l  g ive r ise to the normal  consequences of  a taxat ion 
year-end inc luding the f i l ing of  the corporat ion 's  tax return and 
payment of  taxes due.  Star t ing wi th the new taxat ion year,  the 
corporat ion may adopt  a new f iscal  per iod wi thout  seeking the 
concurrence of  the Minis ter .  Where the acquis i t ion of  contro l  occurs 
not  more than 7 days af ter  the end of  the corporat ion 's  immediate ly  
preceding taxat ion year,  however,  and that  taxat ion year d id not  end 
as a consequence of  the acquis i t ion of  contro l  of  the corporat ion or  of  
the emigrat ion,  bankruptcy or  change in the tax-exempt status of  the 
corporat ion,  the corporat ion may e lect  in  i ts  tax return for  that  year to 
extend that  preceding taxat ion year to end immediate ly  before the 
acquis i t ion of  contro l .  

Restrict ions on loss ut i l izat ion by a corporat ion fol lowing an 
acquisit ion of  control  net  capital  losses 

¶ 12.  Where contro l  of  a corporat ion is  acquired by a person or  
group of  persons,  the corporat ion 's  net  capi ta l  losses for  taxat ion 
years ending before contro l  was acquired cannot ,  by v i r tue of  
paragraph 111(4)(a) ,  be carr ied forward under paragraph 111(1)(b)  
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to  any taxat ion year ending af ter  contro l  was acquired.  Simi lar ly ,  
a corporat ion 's  net  capi ta l  losses incurred in a taxat ion year ending 
af ter  contro l  was acquired,  cannot  by v i r tue of  paragraph 111(4)(b)  
be carr ied back under paragraph 111(1)(b)  to a taxat ion year ending 
before contro l  was acquired.  

Non-capital  losses and farm losses – streaming rules 

¶ 13.  Where contro l  of  a corporat ion is  acquired by a person or  group 
of  persons,  the general  ru le in  subsect ion 111(5)  is  that  no amount  in  
respect of  the corporat ion's non-capi ta l  loss or farm loss for  a taxat ion 
year ending before the acquis i t ion of  contro l  is  deduct ib le for  a 
taxat ion year ending af ter  the acquis i t ion of  contro l .  

Non-capi ta l  losses and farm losses can no longer be carr ied forward 
for  deduct ion against  taxable capi ta l  gains which ar ise af ter  an 
acquis i t ion of  contro l .  However,  paragraph 111(5)(a)  permi ts  a 
corporat ion,  in  comput ing i ts  taxable income for  a par t icu lar  taxat ion 
year ending af ter  an acquis i t ion of  contro l ,  to  deduct  a non-capi ta l  
loss or  farm loss incurred before the acquis i t ion of  contro l  i f  the 
par t icu lar  business which gave r ise to the loss (" that  business",  see 
¶ 14 below) is  carr ied on by the corporat ion for  prof i t  or  wi th a 
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reasonable expectat ion of  prof i t  throughout  the par t icu lar  year .  The 
amount  that  may be deducted is  the lesser  of :  

(a)  the aggregate of  

( i )  that  por t ion of  i ts  non-capi ta l  loss or  farm loss for  a taxat ion 
year ending before the acquis i t ion of  contro l  that  was incurred in 
carry ing on a business ( losses at t r ibuted to property and a l lowable 
business investment  losses expire) ,  and 

( i i )  where the loss was incurred af ter  the 1987 taxat ion year and 
the business was carr ied on in that  year ,  that  por t ion of  the loss 
that  represents the amount  that  would otherwise have been 
deduct ib le in  comput ing the corporat ion 's  taxable income for  the 
loss year under paragraph 110(1)(k) ,  and 

(b)  the aggregate of  the corporat ion 's  income for  the par t icu lar  year  
f rom that  business and where propert ies were sold,  leased,  rented or  
developed or  serv ices rendered in the course of  carry ing on that  
business before that  t ime,  f rom any other  business substant ia l ly  a l l  
the income of  which was der ived f rom the sale,  leasing,  renta l  or  
development,  as the case may be,  of  s imi lar  propert ies or  the 
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render ing of  s imi lar  serv ices (see ¶ 14 below for  a d iscussion of  
"s imi lar" ) .  

Paragraph 111(5)(b)  provides s imi lar  restr ic t ions for  the carryback to 
pre-acquis i t ion years of  non-capi ta l  losses and farm losses incurred 
in post-acquis i t ion years.  

¶ 14.  As noted in ¶ 13 above,  non-capi ta l  losses and farm losses may 
not  be carr ied forward to a post-acquis i t ion of  contro l  year ,  i f  the loss 
corporat ion was not ,  throughout  that  post-acquis i t ion year,  carry ing on 
" that  business".  Whether the corporat ion carr ied on " that  business" is  
a quest ion of  fact .  Factors to be considered in determining whether  
" that  business" was being carr ied on inc lude the fo l lowing:  

(a)  locat ion of  the business carr ied on before and af ter  the acquis i t ion 
of  contro l ,  

(b)  nature of  the business,  

(c)  name of  the business,  

(d)  nature of  income-producing assets,  
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(e)  ex is tence of  a per iod or  per iods of  dormancy,  

( f )  extent  to which the or ig inal  business const i tu ted a substant ia l  
por t ion of  the act iv i t ies of  the corporat ion in the a l locat ion of  t ime 
and f inancia l  resources.  

The word s imi lar  in  the context  of  subsect ion 111(5)  is  general ly  
in terpreted as "of  the same general  nature or  character" .  However,  
a determinat ion of  the s imi lar i ty  of  propert ies sold,  leased,  rented or  
developed and serv ices rendered in two or  more d i f ferent  businesses 
for  the purposes of  paragraph 111(5)(a)  or  (b)  is  pr imar i ly  a quest ion 
of  fact  that  can only be determined having regard to a l l  the re levant  
facts and c i rcumstances in each case.  For  addi t ional  comments on 
determining whether a corporat ion was carry ing on the same business 
(meaning,  " that  business") ,  see the current  vers ion of  IT-206,  
SEPARATE BUSINESSES. 

¶ 15.  To i l lust rate the appl icat ion of  paragraph 111(5)(a) ,  consider  
the fo l lowing example:  Corporat ion B,  a manufacturer  of  e lectr ica l  
appl iances,  has a December 31 taxat ion year end and has 
accumulated non-capi ta l  losses of  $100,000 to December 31,  19-3.  
Corporat ion B susta ins losses of  $20,000 f rom business operat ions 
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for  the s ix  months ended June 30,  19-4.  On July 1,  19-4 Corporat ion A 
acquires contro l  of  Corporat ion B.  

Situation X 

Corporat ion A is  a successfu l  and prof i table manufacturer  of  e lectr ica l  
appl iances and causes Corporat ion B to cont inue the manufacture of  
i ts  e lectr ica l  appl iances under the ef f ic ient  and dynamic management 
of  Corporat ion A.  Corporat ion B real izes a prof i t  o f  $35,000 for  the 
last  s ix  months of  19-4.  No part  of  Corporat ion B's business is  
d iscont inued in the 19-4 and subsequent  taxat ion years.  

Situation Y 

Corporat ion A is  a lso a manufacturer  of  e lectr ica l  appl iances and on 
July 1,  19-4 causes Corporat ion B to commence the manufacture and 
sale of  Corporat ion A's prof i table l ine of  e lectr ica l  appl iances in 
addi t ion to i ts  own l ine.  Corporat ion B makes a prof i t  o f  $25,000 for  
the last  s ix  months of  19-4 and cont inues that  same business 
throughout  i ts  19-5 and subsequent  taxat ion years.  
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Situation Z 

Corporat ion A is  a manufacturer  of  wheeled goods ( t r icyc les,  b icyc les,  
wagons,  baby carr iages,  etc. )  and in  19-4 causes Corporat ion B to 
d iscont inue the manufacture of  e lectr ica l  appl iances,  to retool  and to 
commence the manufacture of  baby carr iages.  Corporat ion B makes a 
prof i t  o f  $25,000 in 19-4 f rom the sale of  baby carr iages.  

In each of  the three s i tuat ions Corporat ion B wi l l  have accumulated a 
non-capi ta l  loss of  $120,000 in respect  of  taxat ion years ending 
before i ts  contro l  was acquired on July 1,  19-4.  In s i tuat ion X,  the 
income of  Corporat ion B for  i ts  taxat ion years ending af ter  contro l  was 
acquired on July 1,  19-4 was der ived f rom a business carr ied on for  
prof i t  which was the same business which gave r ise to the non-capi ta l  
losses of  $120,000 accumulated at  June 30,  19-4.  In s i tuat ion Y,  the 
income of  Corporat ion B for  those same taxat ion years was der ived 
f rom a business carr ied on for  prof i t ,  th is  business was compr ised of  
the same business which was carr ied on before the t ime at  which 
contro l  changed and another  business which der ived a l l  i ts  income 
f rom the sale of  propert ies s imi lar  to those sold by the same business.  
Accordingly,  paragraph 111(5)(a)  appl ies in e i ther  s i tuat ion X or  Y to 
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permi t  the appl icat ion,  wi th in the l imi ts  otherwise provided in 
subsect ion 111(1) ,  of  Corporat ion B's non-capi ta l  losses of  $120,000 
to the extent  of  the prof i t ,  i f  any,  real ized by i t  in  a taxat ion year 
ending af ter  July  1,  19-4.  In s i tuat ion Z,  the business which gave r ise 
to Corporat ion B's losses was d iscont inued.  Accordingly,  no par t  of  
Corporat ion B's $120,000 of  non-capi ta l  losses may be deducted in 
any taxat ion year ending af ter  July 1,  19-4.  

Accrued losses on capital  property 

¶ 16.  Where the adjusted cost  base of  non-depreciable capi ta l  
property of  a corporat ion exceeds the fa i r  market  value of  such 
property immediate ly  before the t ime that  contro l  of  the corporat ion is  
acquired,  such excess is  required to be deducted f rom the adjusted 
cost  base of  that  property by v i r tue of  paragraph 111(4)(c) .  The 
excess is  deemed to be a capi ta l  loss of  the corporat ion by v i r tue of  
paragraph 111(4)(d)  for  i ts  taxat ion year deemed to end immediate ly  
before the acquis i t ion of  contro l .  

¶  17.  Paragraph 111(4)(e)  a l lows the corporat ion,  immediate ly  before 
the acquis i t ion of  contro l ,  to  designate a deemed disposi t ion of  any 
other  capi ta l  property,  inc luding a depreciable property  (other  than 
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one to which paragraph 111(4)(c) ,  see ¶ 16 above,  or  subsect ion 
111(5.1) ,  see ¶ 21 below, would apply) .  This designat ion could,  for  
example,  be made to generate a capi ta l  gain to of fset  capi ta l  losses 
that  cannot  be carr ied forward into the post-acquis i t ion per iod or  to 
generate a capi ta l  d iv idend to be paid before contro l  of  the 
corporat ion is  acquired by another  person or  group of  persons.  The 
proceeds f rom the deemed disposi t ion of  the property  may be any 
amount  designated by the corporat ion that  is  nei ther  less than the 
adjusted cost  base of  the property nor  greater  than i ts  fa i r  market  
value immediate ly  before i ts  deemed disposi t ion.  

¶ 18.  A corporat ion may designate,  in  i ts  return of  income for  the 
taxat ion year ending immediate ly  before contro l  was acquired,  the 
par t icu lar  propert ies to which the provis ions of  paragraph 111(4)(e)  
are to be appl ied and thei r  proceeds of  d isposi t ion.  The designat ion 
may also be made,  or  an ear l ier  one rev ised,  by prescr ibed form f i led 
wi th the Department  not  more than 90 days af ter  the date of  mai l ing a 
not ice of  assessment of  tax payable for  that  year or  a not i f icat ion that  
no tax is  payable for  that  year.  

¶  19.  The corporat ion is  general ly  deemed to reacquire the property 
(other  than cer ta in depreciable property – d iscussed later  in  th is  
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paragraph) designated for  the purposes of  paragraph 111(4)(e)  at  the 
t ime contro l  of  the corporat ion was acquired at  a cost  equal  to the 
designated proceeds of  d isposi t ion.  For  purposes of  the non-arm's 
length except ion to the hal f -year capi ta l  cost  a l lowance convent ion in 
subsect ion 1100(2.2)  of  the Regulat ions,  the corporat ion is  considered 
not  to be deal ing wi th i tse l f  a t  arm's length.  

I f  the property designated under paragraph 111(4)(e)  was a 
depreciable property wi th a capi ta l  cost  which is  less than the 
designated proceeds of  d isposi t ion,  the capi ta l  cost  to the corporat ion 
of  the property (other  than a t imber resource property)  at  the t ime of  
the reacquis i t ion is  l imi ted to the previous capi ta l  cost  p lus 3/4 ( refer  
to the law for  the re levant  f ract ion for  taxat ion years commencing 
pr ior  to 1990) of  the excess of  the designated proceeds of  d isposi t ion 
over that  capi ta l  cost  by v i r tue of  paragraph 13(7)( f ) .  

For  acquis i t ions of  contro l  occurr ing af ter  July  13,  1990,  where the 
designated property is  depreciable property  wi th a capi ta l  cost  in  
excess of  the designated proceeds of  d isposi t ion,  the or ig inal  cost  is  
to be mainta ined and the d i f ference between that  cost  and the 
proceeds of  d isposi t ion is  to be t reated as having been previously 
a l lowed as capi ta l  cost  a l lowance.  
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¶  20.  A debt  obl igat ion (payable)  of  a corporat ion (meaning a debtor)  
is  not property wi th in the meaning of  subsect ion 248(1).  Consequent ly,  
paragraph 111(4)(d)  would not  apply to an unreal ized fore ign 
exchange loss on a debt  obl igat ion of  a corporat ion when there has 
been an acquis i t ion of  contro l  of  the corporat ion.  Simi lar ly ,  a 
designat ion under paragraph 111(4)(e)  would not  be avai lable for  an 
unreal ized fore ign exchange gain on such a debt  obl igat ion.  

Accrued terminal  losses 

¶ 21.  Where contro l  of  a corporat ion is  acquired by a person or  group 
of  persons,  subsect ion 111(5.1)  general ly  provides that  there shal l  be 
deducted in comput ing the corporat ion 's  income for  the taxat ion year 
ending immediate ly  before the acquis i t ion of  contro l  the amount ,  i f  
any,  by which 

(a)  the undepreciated capi ta l  cost  of  property  of  a prescr ibed c lass 
immediate ly  before the acquis i t ion of  contro l  (determined wi thout  
regard to subsect ion 13(24) which,  in  some cases postpones,  unt i l  
a f ter  the acquis i t ion of  contro l ,  the addi t ion of  the cost  of  recent ly  
acquired property to the undepreciated capi ta l  cost  of  the c lass) ,  
exceeds the tota l  of  
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(b)  the fa i r  market  value of  a l l  the property  of  the c lass immediate ly  
before the acquis i t ion of  contro l ,  and 

(c)  the amount  of  capi ta l  cost  a l lowance or  terminal  loss otherwise 
a l lowed in respect  of  that  c lass,  for  the taxat ion year that  ended,  
pursuant  to subsect ion 249(4) ,  immediate ly  before the acquis i t ion 
of  contro l .  

The amount  deducted is  deemed to have been al lowed as capi ta l  
cost  a l lowance.  To the extent  that  the deduct ion creates or  increases 
the corporat ion 's  non-capi ta l  loss or  farm loss for  that  taxat ion year,  
the loss may be deducted in comput ing the corporat ion 's  taxable 
income for  previous taxat ion years,  but  i t  may only be deducted in 
la ter  taxat ion years subject  to the st reaming ru les expla ined in 
¶ 13 above.  

Accrued losses with respect to cumulat ive el igible capital  

¶ 22.  Where contro l  of  a corporat ion is  acquired by a person or  group 
of  persons,  subsect ion 111(5.2)  provides that  there shal l  be deducted 
in comput ing the corporat ion 's  income for  the taxat ion year ending 
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immediate ly  before the acquis i t ion of  contro l  the amount ,  i f  any,  by 
which:  

(a)  the cumulat ive e l ig ib le capi ta l  in  respect  of  a business 
immediate ly  before the acquis i t ion of  contro l  exceeds the tota l  of  

(b)  a f ract ion*  o f  the fa i r  market  value of  the e l ig ib le capi ta l  property  
in  respect  of  the business,  and 

(c)  the amount  otherwise deducted under paragraph 20(1)(b)  in  
comput ing i ts  income for  the taxat ion year that  ended,  pursuant  to 
subsect ion 249(4) ,  immediate ly  before the acquis i t ion of  contro l .  

To the extent  that  th is  deduct ion creates or  increases a non-capi ta l  
loss or  farm loss for  that  taxat ion year,  the comments in ¶ 13 above 
regarding the st reaming ru les wi l l  apply.  

*  The f ract ion referred to in  (b)  above is  3/4 where contro l  of  the 
corporat ion was acquired af ter  the commencement of  i ts  f i rs t  taxat ion 
year commencing af ter  June 1988;  otherwise i t  is  1/2.  
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Reserves for doubtful  accounts 

¶ 23.  Where contro l  of  a corporat ion is  acquired by a person or  
group of  persons,  subsect ion 111(5.3)  provides that  no amount  may 
be deducted under paragraph 20(1)( l )  as a reserve for  doubt fu l  debts 
in  comput ing the corporat ion 's  income for  the taxat ion year that  
ended immediate ly  before the acquis i t ion of  contro l .  Instead,  any 
amount  that  would have been deduct ib le as a doubt fu l  debt  is  
deemed to be a separate debt  and is  required to be deducted under 
paragraph 20(1)(p)  as a bad debt  in  comput ing the corporat ion 's  
income for  that  taxat ion year.  To the extent  that  th is  deduct ion 
creates or  increases a non-capi ta l  loss or  farm loss for  that  taxat ion 
year,  the comments in  ¶ 13 above regarding the st reaming ru les wi l l  
apply.  Any amount  received by the corporat ion in subsequent  years in  
respect  of  th is  separate debt  wi l l  be inc luded in the corporat ion 's  
income in the year of  receipt  pursuant  to paragraph 12(1)( i ) .  The 
excess of  the amount  of  the or ig inal  debt  over  the amount  of  the 
separate debt  ( i .e .  the por t ion of  the or ig inal  debt  which was not  of  
doubt fu l  co l lect  abi l i ty  at  the t ime of  the acquis i t ion  of  contro l )  is  i tse l f  
considered to be a separate debt  that  was incurred at  the same t ime 
and under the same c i rcumstances as the or ig inal  debt  was incurred.  
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Change in tax status 

¶ 24.  The ru les in paragraphs 111(4)(c)  to (e)  and subsect ions 
111(5.1)  to (5.3)  d iscussed in ¶s 16 to 23 above,  do not  apply,  i f  a t  
the t ime of  the acquis i t ion of  contro l ,  the corporat ion becomes or  
ceases to be exempt f rom tax under Part  I  o f  the Act .  

Accrued losses in inventory 

¶ 25.  Subsect ion 10(1)  requires that  inventory be valued at  the lower 
of  i ts  cost  or  fa i r  market  value.  Al ternat ive ly ,  sect ion 1801 of  the 
Regulat ions a l lows al l  inventory to  be valued at  fa i r  market  value.  
Therefore,  where there are accrued inventory losses due to a decl ine 
in market  value re lat ive to or ig inal  cost ,  the inventory must  be wr i t ten-
down to ref lect  such losses in the taxat ion year that  is  deemed to end 
immediate ly  before the acquis i t ion of  contro l .  To the extent  that  th is  
wr i te-down creates or  increases a non-capi ta l  loss or  farm loss for  
that  taxat ion year,  the comments in ¶ 13 above regarding the 
st reaming ru les wi l l  apply.  
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Anti-avoidance rules 

¶ 26.  Subsect ion 111(5.5)  is  an ant i -avoidance ru le which wi l l  apply 
where contro l  of  a corporat ion is  acquired and the main reason for  the 
acquis i t ion of  contro l  may reasonably be considered to be to 
recognize accrued losses under paragraph 111(4)(d)  or  deduct ions 
under subsect ions 111(5.1) ,  (5.2)  or  (5.3)  (see ¶s 16,  21,  22 and 23 
respect ive ly ,  above).  Where subsect ion 111(5.5)  appl ies,  the 
provis ion that  is  at tempted to be t r iggered does not  apply and the 
e lect ion under paragraph 111(4)(e)  is  not  avai lable.  I f  the provis ion 
at tempted to be t r iggered is  paragraph 111(4)(d) ,  paragraph 111(4)(c)  
does not  apply.  

Subsect ion 256(8)  may apply to determine whether contro l  of  a 
corporat ion has been acquired for  the purpose of  sect ion 111 and 
other  sect ions of  the Act .  This subsect ion is  an ant i -avoidance ru le 
which wi l l  deem shares to have been acquired at  the t ime a taxpayer 
has acquired a r ight  to shares re ferred to in  paragraph 251(5)(b) ,  
where i t  can reasonably be concluded that  one of  the main purposes 
of  the acquis i t ion of  the r ight  was to avoid,  among other  i tems,  any 
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l imi tat ion of  the deduct ib i l i ty  of  any non-capi ta l  loss,  net  capi ta l  loss 
or  farm loss.  

Loss ut i l izat ion fol lowing an amalgamation 

¶ 27.  Subsect ion 87(2.1)  a l lows a new corporat ion formed as a resul t  
o f  an amalgamat ion to ut i l ize the non-capi ta l  losses,  net  capi ta l  
losses,  restr ic ted farm losses,  farm losses and l imi ted par tnership 
losses of  the predecessor corporat ions.  The ut i l izat ion of  these losses 
by the new corporat ion is  subject  to  the restr ic t ions in subsect ions 
111(3)  to (5.4)  and paragraph 149(10)(d)  as to the order  and extent  to 
which the losses are used and the ef fect  of  an acquis i t ion of  contro l .  
Paragraph 87(2.1)(e)  general ly  does not  a l low the losses incurred by 
the new corporat ion to be carr ied back for  deduct ion to any 
predecessor corporat ion.  However,  for  amalgamat ions of  a parent  
corporat ion and one or  more of  i ts  whol ly-owned subsid iar ies 
occurr ing af ter  1989,  and subject  to  the provis ions of  sect ion 111,  
subsect ion 87(2.11)  wi l l  a l low the amalgamated corporat ion to carry 
back to the predecessor parent  corporat ion losses i t  has incurred 
af ter  the amalgamat ion.  
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¶  28.  Paragraph 256(7)(b)  provides that  where a person or  group 
of  persons contro l led the new corporat ion af ter  the amalgamat ion 
but  that  person or  group of  persons d id not  control  a par t icu lar  
predecessor corporat ion,  that  person or  group of  persons is  deemed 
to have acquired contro l  of  that  predecessor corporat ion immediate ly  
before the amalgamat ion.  Accordingly,  the restr ic t ions in subsect ions 
111(4)  to (5.4)  (see ¶s 12 to 23 above) wi l l  apply to the losses of  that  
predecessor corporat ion.  Paragraph 256(7)(b)  does not  apply,  
however,  i f  the person or  group of  persons who contro l  the 
amalgamated corporat ion would not  have been considered to have 
acquired contro l  of  the par t icu lar  predecessor corporat ion i f  that  
person or  group of  persons had acquired a l l  the shares of  the 
predecessor corporat ion immediate ly  before the amalgamat ion.  
Therefore,  on the amalgamat ion of  two or  more predecessor 
corporat ions which were contro l led by re lated persons pr ior  to the 
amalgamat ion,  Paragraph 256(7)(a)  wi l l  apply (see ¶ 9 above) so that  
contro l  of  the par t icu lar  predecessor corporat ion wi l l  not  be t reated as 
having changed.  (See examples 5 and 6 in the appendix) .  
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Loss ut i l izat ion fol lowing the winding-up of  a 90% owned 
subsidiary 

Non-capital  losses,  restr icted farm losses,  farm losses and 
l imited partnership losses  

¶  29.  Where a subsid iary corporat ion (a Canadian corporat ion)  has 
been wound up into i ts  parent  corporat ion (a Canadian corporat ion)  
under the provis ions of  subsect ion 88(1) ,  the parent 's  ut i l izat ion of  the 
subsid iary 's  non-capi ta l  losses,  restr ic ted farm losses,  farm losses 
and l imi ted par tnership losses is  provided for  in  subsect ion 88(1.1) .  

Any such loss of  the subsid iary corporat ion is  general ly  deemed to 
be a loss of  the same type to the parent  for  the taxat ion year of  the 
parent  in  which the subsid iary 's  loss year ended,  provided such loss:  

(a)  was not  previously deducted in comput ing the taxable income of  
the subsid iary,  and 

(b)  would have been deduct ib le in  comput ing the taxable income of  
the subsid iary for  any taxat ion year beginning af ter  the 
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commencement of  the winding-up on the assumpt ion that  i t  had such 
a taxat ion year,  and suf f ic ient  income to ut i l ize the loss.  

However,  such losses are avai lable to the parent  in  comput ing 
i ts  taxable income only for  taxat ion years that  began af ter  the 
commencement of  the winding-up (general ly ,  the commencement of  
winding-up is  ev idenced by a reso lut ion of  shareholders author iz ing or  
requir ing that  the corporat ion be wound up).  For  example,  Parent  Co.  
100% (Y/E December 31/1990) 

Sub Co.  100% (Y/E June 30/1990) 

I f  Sub Co.  commences to wind-up into Parent  Co.  on August  31,  1990,  
any losses of  Sub Co.  wi l l  only  be avai lable to Parent  Co.  
commencing in Parent  Co. 's  taxat ion year ending December 31,  1991.  

¶ 30.  Where,  under paragraphs 88(1.1)(c ) ,  (d)  or  (d.1) ,  a subsid iary 's  
non-capi ta l  loss,  restr ic ted farm loss,  farm loss,  or  l imi ted partnership 
loss is  deemed to be a loss of  the same type of  the parent  for  a 
part icular taxat ion year of  the parent beginning af ter  the 
commencement of  the winding-up,  the parent  may e lect  under 
paragraph 88(1.1)( f )  to  t reat  the par t icu lar  loss as having ar isen in 
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i ts  preceding taxat ion year.  This e lect ion,  which can be made for  
1985 and subsequent  taxat ion years,  may accelerate the parent 's  
access to par t icu lar  losses of  the subsid iary incurred in the year of  
the winding-up.  This can be i l lust rated in the fo l lowing example:  

Parent  Co.  100% (Y/E October 31/1990) 

Sub Co.  100% (Y/E December 31/1990) 

Assume Sub Co.  commences to wind-up into Parent  Co.  on October 
31,  1990 and Sub Co.  incurs a non-capi ta l  loss of  $1,000,000 for  the 
year ended December 31,  1990.  The $1,000,000 loss is  deemed under 
paragraph 88(1.1)(c)  to be a non-capi ta l  loss of  Parent  Co.  for  i ts  
taxat ion year ending October 31,  1991 ( i .e .  the taxat ion year of  the 
parent  in  which the subsid iary 's  loss year ended).  However,  the 
parent 's  taxat ion year beginning af ter  the commencement of  the 
winding-up is  a lso October 31,  1991.  Since paragraph 111(1)(a)  only 
permi ts  a deduct ion for  non-capi ta l  losses in the immediate ly  
preceding 3 years and the immediate ly  fo l lowing 7 years (meaning not  
the current  year) ,  the non-capi ta l  loss wi l l  not  be avai lable to Parent  
Co.  unt i l  i ts  October 31,  1992 taxat ion year.  However,  i f  Parent  Co. 
e lects under paragraph 88(1.1)( f ) ,  the non-capi ta l  loss wi l l  be deemed 
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to  have ar isen in i ts  immediate ly  preceding taxat ion year (October 31,  
1990).  Therefore,  i f  the e lect ion is  made,  Parent  Co.  wi l l  be able to 
deduct  the $1,000,000 non-capi ta l  loss in i ts  taxat ion year ending 
October 31,  1991.  

Acquisit ion of  control  

¶ 31.  The general  ru le,  when there has been an acquis i t ion of  contro l  
of  the parent  or  subsid iary,  is  that  no amount  of  the subsid iary 's  non-
capi ta l  loss or  farm loss for  a taxat ion year ending before the 
acquis i t ion of  contro l  is  deduct ib le by the parent  for  a taxat ion year 
ending af ter  the acquis i t ion of  contro l .  However,  any por t ion of  the 
subsid iary 's  non-capi ta l  loss or  farm loss as may reasonably regarded 
as 

(a)  i ts  loss f rom carry ing on a business,  and 

(b)  (where the loss was incurred af ter  the 1987 taxat ion year)  being in 
respect  of  an amount  deduct ib le under paragraph 110(1)(k) ,  where the 
business was carr ied on by the subsid iary in  that  year,  
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i s  deduct ib le by the parent  i f  that  business is  carr ied on for  prof i t  or  
a reasonable expectat ion of  prof i t  throughout  the par t icu lar  year.  The 
amount  deduct ib le is  l imi ted to income for  the par t icu lar  year  f rom 
that  business or  a s imi lar  business pursuant  to subparagraph 
88(1.1)(e)( i i )  (see ¶s 13 and 14 above).  

Where,  fo l lowing a winding-up,  the losses of  a subsid iary become 
avai lable to i ts  parent ,  those losses wi l l  again be f lowed through on a 
subsequent  winding-up of  the parent  in to i ts  parent .  However,  to  the 
extent  that  the deduct ib i l i ty  of  those losses was l imi ted by paragraph 
88(1.1)(e)  fo l lowing the f i rs t  winding-up,  the same l imi tat ions wi l l  
apply fo l lowing the subsequent  winding-up.  

¶ 32.  Pr ior  to November 13,  1981,  the provis ions of  subsect ion 88(1.1)  
d id not  ident i fy  the losses,  which were t ransferred to the parent ,  wi th 
any par t icu lar  business.  The prov is ions of  subsect ion 111(5) ,  
appl icable af ter  November 12,  1981,  require that  non-capi ta l  losses 
be at t r ibuted to a par t icu lar  business in order  to be e l ig ib le for  
carryover.  Subsect ion 111(5.4)  provides the ident i f icat ion of  non-
capi ta l  losses necessary for  the appl icat ion of  subsect ion 111(5) .  
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Net capital  losses 

¶ 33.  Where a subsid iary corporat ion (a Canadian corporat ion)  has 
been wound up into i ts  parent  corporat ion (a Canadian corporat ion)  
under the provis ions of  subsect ion 88(1) ,  the parent 's  ut i l izat ion of  the 
subsid iary 's  net  capi ta l  losses is  provided for  in  subsect ion 88(1.2) .  

Any net  capi ta l  loss of  the subsid iary for  a par t icu lar  taxat ion year is  
deemed to be a net  capi ta l  loss of  the parent  for  the taxat ion year of  
the parent  in  which the subsid iary 's  par t icu lar  taxat ion year ended,  
provided such loss:  

(a)  was not  previously deducted in comput ing taxable income of  the 
subsid iary,  and 

(b)  would have been deduct ib le in  comput ing the taxable income of  
the subsid iary for  any taxat ion year  of  the subsid iary beginning af ter  
the commencement of  the winding-up on the assumpt ion that  i t  had 
such a taxat ion year and that  i t  had suf f ic ient  income and taxable 
capi ta l  gains for  that  year.  
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As wi th the non-capi ta l  losses,  etc. ,  in  subsect ion 88(1.1) ,  the net  
capi ta l  losses of  the subsid iary are avai lable to the parent  in  
comput ing i ts  taxable income only for  taxat ion years that  began af ter  
the commencement of  the winding-up.  

An e lect ion under paragraph 88(1.2) (d)  is  avai lable to the parent  
which could accelerate access to a par t icu lar  net  capi ta l  loss of  the 
subsid iary.  The e lect ion is  very s imi lar  to the paragraph 88(1.1)( f )  
e lect ion descr ibed in ¶ 30 above.  

Acquisit ion of  control  

¶ 34.  Subsect ion 88(1.2)  does not  apply to permi t  the parent  to 
deduct ,  in  a par t icu lar  taxat ion year ,  any amount  in  respect  of  the 
subsid iary 's  net  capi ta l  loss i f ,  before the end of  that  par t icu lar  year,  
contro l  of  the parent  or  the subsid iary has been acquired by a person 
or  persons who did not  contro l  the parent  or  the subsid iary,  as the 
case may be,  at  the end of  the subsid iary 's  taxat ion year which gave 
r ise to the net  capi ta l  loss.  
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Where parent formed after  subsidiary's loss year 

¶ 35.  I t  may be that  a parent  corporat ion was incorporated or  
otherwise formed af ter  the end of  a taxat ion year in  which i ts  
subsid iary incurred a loss ( loss year) .  In  these c i rcumstances,  
subsect ion 88(1.3)  deems the parent :  

(a)  to have been in ex is tence throughout  the per iod commencing 
immediate ly  before the end of  the subsid iary 's  f i rs t  loss year and 
ending immediate ly  af ter  the parent 's  actual  incorporat ion or  
format ion,  

(b)  to have had f iscal  per iods throughout  that  per iod ending on the 
day of  the year on which i ts  f i rs t  f iscal  per iod ended,  and 

(c)  to have been contro l led throughout  that  per iod by the person or  
persons who contro l led i t  immediate ly  af ter  i ts  incorporat ion or  
format ion.  

¶ 36.  Where a subsid iary 's  net  capi ta l  losses have been carr ied 
forward to the parent  company,  the provis ions of  subsect ions 88(1.1)  
to (1.3)  can be equal ly  appl icable to the subsid iary 's  net  capi ta l  
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losses (which are deemed to be losses of  the parent)  in  the event  that  
the parent  is  wound-up into i ts  parent  pursuant  to subsect ion 88(1) .  

I f  you have any comments regarding the matters d iscussed in th is  
bul le t in ,  p lease send them to:  

Director ,  Technical  Publ icat ions Div is ion 
Legis lat ive and Intergovernmental  Af fa i rs  Branch 
Revenue Canada.  Customs, Excise and Taxat ion 
875 Heron Road 
Ottawa,  Ontar io  K1A 0L8 

APPENDIX 
Example 1 

Corporat ion A or ig inal ly  had d i rect  contro l  of  Corporat ions B and C.  
Corporat ion A then t ransferred i ts  contro l l ing shares of  Corporat ion C 
to Corporat ion B.  Since Corporat ions B and C were re lated by v i r tue 
of  subparagraph 251(2)(c)( i )  immediate ly  before the acquis i t ion of  
Corporat ion C's shares by Corporat ion B,  Corporat ion B is  deemed 
not  to have acquired contro l  of  Corporat ion C by v i r tue of  
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subparagraph 256(7)(a)( i ) .  A lso,  s ince Corporat ion A has reta ined 
contro l  of  Corporat ion C (a l though indi rect) ,  there is  not  considered 
to be an acquis i t ion of  contro l .  

Example 2 

Corporat ion A or ig inal ly  had d i rect  contro l  of  Corporat ion B and 
indi rect  contro l  of  Corporat ion C.  Corporat ion B then t ransferred i ts  
contro l l ing shares of  Corporat ion C to Corporat ion A.  Since 
Corporat ion A has acquired d i rect  contro l  of  a corporat ion which i t  
previously contro l led indi rect ly ,  there is  no acquis i t ion of  contro l  of  
Corporat ion C.  Subparagraph 256(7)(a)( i )  a lso appl ies.  

Example 3 

Corporat ion A or ig inal ly  had d i rect  contro l  of  Corporat ions B and D,  
and indi rect  contro l  of  Corporat ion C.  Corporat ion A then t ransferred 
i ts  contro l l ing shares of  Corporat ion B to Corporat ion D.  Since 
Corporat ion D was re lated to Corporat ion B,  by v i r tue of  
subparagraph 251(2)(c)( i ) ,  immediate ly  pr ior  to the acquis i t ion of  
Corporat ion B's shares by Corporat ion D,  Corporat ion D is  deemed 
not  to have acquired contro l  of  Corporat ion B by v i r tue of  
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subparagraph 256(7)(a)( i ) .  A lso,  for  acquis i t ions af ter  1989,  
Corporat ion D is  deemed not  to have acquired contro l  of  any 
corporat ion contro l led by Corporat ion B by v i r tue of  paragraph 
256(7)(a) .  Therefore,  there is  no acquis i t ion of  contro l  of  Corporat ion 
C.  I f  the acquis i t ion took p lace before 1990 there would a lso be 
no acquis i t ion of  Corporat ion C s ince Corporat ion A contro l led 
Corporat ion C ( indi rect ly)  before the t ransact ion and mainta ins 
contro l  of  Corporat ion C ( indi rect ly)  af ter  the t ransact ion.   

Example 4 

Corporat ion A previously had d i rect  contro l  of  Corporat ion B and 
indi rect  contro l  of  Corporat ion C.  X,  a person who is  not  re lated to 
any of  the three corporat ions,  acquires the contro l l ing shares of  
Corporat ion A.  In the case of  Corporat ion A,  B and C,  contro l  of  a l l  
three has been acquired by X,  a person who did not  previously contro l  
the three corporat ions.  Subparagraph 256(7)(a)( i )  does not  apply 
because X was not  re lated to Corporat ion A and X d id not  acquire 
shares of  Corporat ion B and C,  nor  was X re lated to them. 
Subsect ions 111(4)  to (5.5)  and 249(4)  wi l l  therefore apply.  
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Example 5 

Corporat ion A previously contro l led Corporat ions C and D and 
cont inues to contro l  them in the form of  Corporat ion CD, a corporat ion 
ar is ing f rom the amalgamat ion of  Corporat ions C and D.  Accordingly,  
s ince there was no acquis i t ion of  contro l ,  subsect ions 111(4)  to (5.4)  
wi l l  not  apply.  Paragraph 256(7)(b)  would not  apply because the 
person (A)  who contro l led the new corporat ion (CD) immediate ly  af ter  
the amalgamat ion contro l led both of  the predecessor corporat ions,  C 
(d i rect ly)  and D ( indi rect ly)  immediate ly  before the amalgamat ion.  

Example 6 

Corporat ion A t ransfers the shares of  Corporat ion C to Corporat ion B 
before Corporat ions C and D amalgamate.  

Since Corporat ion B was re lated to  Corporat ion C,  by v i r tue of  
subparagraph 251(2)(c)( i ) ,  immediate ly  pr ior  to the acquis i t ion of  
Corporat ion C's shares by Corporat ion B,  Corporat ion B is  deemed 
not  to have acquired contro l  of  Corporat ion C by v i r tue of  
subparagraph 256(7)(a)( i ) .  When Corporat ions C and D amalgamate,  
the amalgamated corporat ion is  contro l led by Corporat ion B,  

–  45  –  



 

which contro l led both predecessor corporat ions,  therefore 
paragraph 256(7)(b)  does not  apply.  The fact  that  subparagraph 
256(7)(a)( i )  deemed Corporat ion B not  to have acquired contro l  of  
Corporat ion C does not  impair  B 's  contro l  of  predecessor corporat ions 
C and D before the amalgamat ion nor  B 's  contro l  of  Corporat ion CD 
af ter  the amalgamat ion.  

Explanation of Changes for 
Interpretation Bulletin IT-302R3: 

Losses of  a Corporat ion.  – The Ef fect  that  Acquis i t ions of  Contro l ,  
Amalgamat ions,  and Windings-up have on Their  Deduct ib i l i ty  – Af ter  
January 15,  1987 

Introduction 

The purpose of  the Explanat ion of  Changes is  to  g ive the reasons for  
the rev is ions to an interpretat ion bul let in .  I t  out l ines rev is ions that  we 
have made as a resul t  of  changes to the law, as wel l  as changes 
ref lect ing new or  rev ised departmental  in terpretat ions.  
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Overview 

In terpretat ion Bul let in  IT-302R3 out l ines the deduct ib i l i ty  of  losses 
by a corporat ion when there has been an acquis i t ion of  contro l ,  
amalgamat ion or  winding-up af ter  January 15,  1987.  I t  expla ins the 
meaning of  contro l ,  contro l  by a group of  persons,  and the specia l  
ru les for  losses in such c i rcumstances.  

We have rev ised th is  bul le t in  to  incorporate the amendments enacted 
in 1987 by Bi l l  C-64,  which s igni f icant ly  changed the loss ut i l izat ion 
ru les.  I t  a lso ref lects a number of  changes made to these ru les in  
1988 by Bi l l  C-139,  in  1991 by Bi l l  C-18,  and in 1993 by Bi l l  C-92.  The 
ru les concerning the deduct ib i l i ty  of  losses when there has been an 
acquis i t ion of  contro l ,  amalgamat ion or  winding-up before January 16,  
1987 are d iscussed in IT-302R2,  LOSSES OF A  CORPORATION.  The 
Ef fect  on Their  Deduct ib i l i ty  of  Changes in Contro l ,  Amalgamat ion and 
Winding-up,  and i ts  Specia l  Release.  

Draf t  leg is lat ion conta ined in the Amendments to the INCOME TAX ACT 
and Related Statutes re leased by the Minis ter  of  F inance on August  
30,  1993,  that  af fects th is  bul le t in  is  noted in ¶ 9.  
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Legislat ive and other changes 

New ¶s 1 to 8 expla in the concepts of  contro l  and acquis i t ion of  
contro l .  New ¶ 1 indicates that  an acquis i t ion of  contro l  is  the cr i t ica l  
event  wi th respect  to ut i l iz ing the losses of  a corporat ion.  New ¶ 2 
d iscusses the meaning of  contro l  of  a corporat ion.  New ¶ 3 descr ibes 
the concept  of  contro l  by a group of  persons,  and new ¶s 4,  5 and 6 
d iscuss act ions in concert ,  which is  an important  par t  of  group contro l .  
New ¶s 7 and 8 out l ine the possib i l i ty  of  an acquis i t ion of  contro l  upon 
acquis i t ions and d isposi t ions of  a minor i ty  in terest  in  a corporat ion.  

¶ 9 ( former ¶ 4)  ref lects a Bi l l  C-18 amendment to paragraph 
256(7)(a) .  Af ter  1989,  paragraph 256(7)(a)  wi l l  apply to acquis i t ions 
of  contro l  resul t ing f rom redempt ions and cancel lat ions of  shares in 
addi t ion to acquis i t ions of  contro l  as a resul t  of  share acquis i t ions.  

New ¶ 11 d iscusses new subsect ion 249(4)  that  was enacted by Bi l l  
C-64 and amended by Bi l l  C-18.  This  provis ion deems the taxat ion 
year of  a corporat ion to end immediate ly  before there is  an acquis i t ion 
of  contro l .  
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¶  13 ( former ¶ 8)  d iscusses the carryforward and carryback provis ions 
of  non-capi ta l  losses and farm losses under paragraphs 111(5)(a)  and 
(b)  when there has been an acquis i t ion of  contro l .  Pre-acquis i t ion 
losses can be carr ied forward to post-acquis i t ion years,  and post-
acquis i t ion losses may be carr ied back to pre-acquis i t ion years,  i f  
they arose f rom the carry ing on of  a business,  and i f  that  business is  
carr ied on af ter  the acquis i t ion of  contro l .  Non-capi ta l  losses and farm 
losses can no longer be carr ied forward for  deduct ion against  taxable 
capi ta l  gains which ar ise af ter  an acquis i t ion of  contro l .  

New ¶ 14 d iscusses the interpretat ion of  the terms " that  business" and 
"s imi lar"  which are used in subsect ion 111(5) .  

New ¶s 16 to 19 expla in the provis ions of  paragraphs 111(4)(c) ,  (d)  
and (e) .  New ¶ 16 expla ins that  paragraphs 111(4)(c)  and (d)  require 
accrued losses on non-depreciable capi ta l  property to be recognized 
in the taxat ion year that  ends immediate ly  before an acquis i t ion of  
contro l .  New ¶ 17 ref lects the Bi l l  C-64 int roduct ion of  (and Bi l l  C-18 
amendment to)  paragraph 111(4)(e) .  This provis ion provides a form of  
re l ie f  s ince i t  a l lows the taxpayer  to recognize any accrued gains on 
other  capi ta l  property  ( inc luding depreciable property)  to of fset  the 
losses recognized under paragraph 111(4)(d) .  New ¶ 18 deals wi th the 
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administ rat ive aspects of  paragraph 111(4)(e) ,  and new ¶ 19 
d iscusses the reacquis i t ion cost  of  property  for  which a designat ion 
under paragraph 111(4)(e)  has been made.  

New ¶ 20 d iscusses the Department 's  posi t ion that  a "debt  obl igat ion" 
is  not  property and is  therefore not  subject  to the accrued loss ru le in  
paragraph 111(4)(d),  and the designat ion rules in paragraph 111(4)(e).  

¶  21 ( former ¶ 15)  d iscusses accrued terminal  losses under 
subsect ion 111(5.1)  that  must  be recognized in the taxat ion year that  
ends immediate ly  before an acquis i t ion of  contro l .  In  general  terms,  
the accrued terminal  loss is  the amount  of  UCC in excess of  the tota l  
of  the fa i r  market  value of  the property in  the c lass,  and the CCA or  
terminal  loss otherwise a l lowed for  that  c lass for  the year ending 
immediate ly  before the acquis i t ion of  contro l .  

¶  22 ( former ¶ 16)  d iscusses accrued losses wi th respect  to 
cumulat ive e l ig ib le capi ta l  under subsect ion 111(5.2)  which must  be 
recognized in the taxat ion year that  ends immediate ly  before an 
acquis i t ion of  contro l .  
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New ¶ 23 ref lects the Bi l l  C-64 int roduct ion of  subsect ion 111(5.3) ,  
which requires a corporat ion to deduct  the maximum amount  of  i ts  
doubt fu l  debts as a bad debt  under paragraph 20(1)(p)  in  the taxat ion 
year that  ends immediate ly  before the acquis i t ion of  contro l .  

New ¶ 24 ref lects the Bi l l  C-64 amendments to paragraphs 111(4)(c)  
to (e)  and subsect ions 111(5.1)  to (5.3) .  Af ter  January 15,  1987 these 
provis ions wi l l  not  apply on an acquis i t ion of  contro l  i f ,  a t  the t ime of  
the acquis i t ion of  contro l ,  the corporat ion becomes or  ceases to be 
exempt f rom tax under Part  I .  

New ¶ 25 c lar i f ies that  accrued losses in inventory have to be 
recognized in the taxat ion year that  ends immediate ly  before an 
acquis i t ion of  contro l .  These losses wi l l  therefore be restr ic ted by 
the provis ions in subsect ion 111(5) .  

New ¶ 26 d iscusses subsect ion 111(5.5) ,  an ant i -avoidance ru le 
in troduced in Bi l l  C-64,  which wi l l  prevent  the appl icat ion of  the 
accrued loss ru les i f  one of  the main reasons for  acquir ing contro l  was 
to t r igger  these accrued loss ru les.  New subsect ion 256(8)  is  a lso 
d iscussed in ¶ 26,  and is  another  ant i -avoidance provis ion.  This 
subsect ion deems shares to have been acquired (and possib ly  an 
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acquis i t ion of  contro l  to  occur)  when a taxpayer has acquired a r ight  
to shares,  and one of  the main purposes of  the acquis i t ion of  the r ight  
was to avoid the acquis i t ion of  contro l  ru les.  

¶ 27 ( former ¶ 19)  ref lects a Bi l l  C-64 amendment to subsect ion 
87(2.1)  to inc lude l imi ted par tnership losses in the losses that  can 
f low through on an amalgamat ion.  ¶ 27 a lso d iscusses the Bi l l  C-92 
addi t ion of  subsect ion 87(2.11) ,  which wi l l  a l low an amalgamated 
corporat ion to carry losses back to of fset  a predecessor 's  income in 
cer ta in c i rcumstances.  

New ¶ 28 descr ibes the provis ions of  paragraph 256(7)(b) ,  which 
deems an acquis i t ion of  contro l  of  a predecessor corporat ion to occur 
in  cer ta in amalgamat ions.  

¶ 29 ( former paragraphs 20 and 21)  d iscusses the parent  company's 
ut i l izat ion of  the subsid iary 's  losses when there is  a winding-up.  I t  
a lso ref lects a Bi l l  C-18 amendment to paragraph 88(1.1)(b) ,  which 
a l lows the parent  company to deduct  losses of  a subsid iary that  ar ise 
before complet ing the winding-up but  dur ing the subsid iary 's  f i rs t  
taxat ion year beginning af ter  the winding-up commences.  These 
losses were not  deduct ib le before th is  amendment.  
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New ¶ 30 d iscusses the paragraph 88(1.1)( f )  e lect ion int roduced in 
Bi l l  C-18.  In cer ta in c i rcumstances,  th is  e lect ion a l lows the parent  
company to access the subsid iary company's losses a year ear l ier  
than would otherwise be the case.  

¶ 31 ( former ¶ 22)  d iscusses a Bi l l  C-139 amendment to paragraph 
88(1.1)(e) ,  which ensures that  when a subsid iary company's losses 
become avai lable to the parent  company on an acquis i t ion of  contro l ,  
the losses wi l l  again be avai lable on a subsequent  acquis i t ion of  
contro l .  However,  i f  the restr ic t ions in paragraph 88(1.1)(e)  appl ied 
on the f i rs t  acquis i t ion of  contro l  in  respect  of  the losses,  the same 
restr ic t ions wi l l  apply to these losses on the subsequent  acquis i t ion 
of  contro l .  

¶  33 (par t  of  former ¶ 24)  d iscusses the parent  company's ut i l izat ion 
of  the subsid iary company's net  capi ta l  losses when there is  a wind-
up.  Subsect ion 88(1.2)  has been amended in the same manner as 
subsect ion 88(1.1) .  An e lect ion is  a lso avai lable in  paragraph 
88(1.2)(d)  to a l low the parent  company to access cer ta in non-capi ta l  
losses of  the subsid iary company one year ear l ier  than otherwise 
would have been possib le.  
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The d iscussions in former ¶s 2,  3,  7,  9,  10,  12,  14,  17,  18 and 23 do 
not  apply to th is  bul le t in ,  and have not  been carr ied forward.  

¶s 10,  12,  15,  32,  34,  35,  36 and the Appendix ( former ¶s 5,  6,  13,  26,  
24,  25,  27 and 28 respect ive ly)  may inc lude wording changes to 
improve c lar i ty  or  ref lect  minor  legis lat ive amendments.  
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