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REFERENCE:  REFERENCE: Paragraphs 20(1)(p)  and 20(1)( l )  (a lso 
sect ions 12.4,  22 and 10.6;  subsect ions 20(4) ,  (4.1) ,  (4.2)  
and (27) ,  39(11) ,  50(1) ,  98(3)  and and the def in i t ion of  
"amort ized cost"  and " lending asset"  in  248(1) ;  and 
paragraphs 12(1)(d) ,  ( i )  and ( i .1) ,  18(1)(e) ,  20(1)(n) ,  
54(b)  and 69(1)(b))  

Application 
This bul le t in  cancels and replaces IT-442 dated February 11,  1980.  
This  bul le t in  appl ies for  taxat ion years and f iscal  per iods beginning 
af ter  June 17,  1987 and ending af ter  1987.  For  taxat ion years and 
f iscal  per iods beginning before June 18,  1987 or  ending before 1988,  
p lease refer  to  the law.  

Summary 
This bul le t in  d iscusses the deduct ion of  bad debts,  and of  amounts in  
respect  of  uncol lect ib le loans or  lending assets by an insurer  or  a 
taxpayer whose ord inary business inc ludes the lending of  money.  As 
wel l ,  the bul le t in  d iscusses the inc lus ion in  income of  the subsequent  
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recovery of  any such amounts.  I t  a lso deals wi th the determinat ion of  
reserves for  doubt fu l  debts.  

Discussion and Interpretation 
Bad Debts 

1.  Subparagraph 20(1)(p)( i )  author izes a deduct ion for  a bad debt  i f  
the fo l lowing requi rements are met :  
(a)  the debt  was owing to the taxpayer at  the end of  the taxat ion 

year ,  
(b)  the debt  became bad dur ing the taxat ion year ,  and 
(c)  the debt  was inc luded or  is  deemed to have been inc luded in the 

taxpayer 's  income for  that  taxat ion year  or  a prev ious taxat ion 
year .  

The requi rement  in  (a)  above prohib i ts  a deduct ion under 
subparagraph 20(1)(p)( i )  where a debt  was sold,  d iscounted or  
ass igned absolute ly  by the taxpayer dur ing the course of  the year ,  
even though the taxpayer may remain l iab le to indemni fy  the 
purchaser  or  ass ignee i f  the debt  should prove to be uncol lect ib le.  
However,  where such a debt  was of  a k ind that  would have qual i f ied 
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for  considerat ion as a bad debt  had i t  been reta ined unt i l  the end of  
the taxat ion year ,  any loss at  the t ime of  i ts  d isposi t ion,  or  la ter  
because of  non-payment  by the debtor ,  would normal ly  be deduct ib le 
by the taxpayer as a general  business expense.  Such loss would be 
deduct ib le prov ided the d isposi t ion of  the debt  was made in the 
ord inary course of  the business or  as par t  of  t rading in  accounts 
receivable.  

2.  Where a l l  debts ( inc luding the debts ar is ing f rom cer ta in loans)  
are d isposed of  as par t  of  the d isposi t ion of  the whole or  a substant ia l  
par t  o f  a business,  the vendor and the purchaser of  the business may 
e lect  jo int ly  under sect ion 22 in  respect  of  the debts.  This  e lect ion 
a l lows the vendor to deduct  any loss incurred on sale of  the debts 
(exc luding those prev iously  wr i t ten of f  as bad debts under 
paragraph 20(1)(p)) ,  and the purchaser  is  requi red to inc lude the 
same amount  in  income for  the year  of  the sale.  The purchaser may 
then deal  wi th the debts for  tax purposes as though they had ar isen 
dur ing the course of  the purchaser 's  business.  For  deta i ls  about  the 
sect ion 22 e lect ion,  refer  to  the current  vers ion of  IT-188,  Sale of  
Accounts Receivable.  
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3.  On the other  hand,  where a debt  was assigned,  but  not  absolute ly ,  
by the taxpayer dur ing the course of  the year ,  the debt  is  considered 
to be owing to the taxpayer at  the end of  the taxat ion year  even 
though the taxpayer may be l iab le to furn ish the assignee wi th other  
secur i ty  i f  the assigned debt  should prove to be uncol lect ib le.  The 
term "assigned",  as used in th is  paragraph,  refers to a t ransfer  of  a 
debt  to  a th i rd par ty  ( the assignee) by the taxpayer for  the purpose of  
secur ing a debt  owing or  a loan payable by the taxpayer to the 
assignee.  The t ransfer  normal ly  g ives the assignee the r ight  to  col lect  
the money on the assigned debt  which is  appl ied as a payment  of  the 
debt  owing to the assignee by the taxpayer.  

4.  A debt  cont inues to be a debt  owing to the taxpayer at  the end of  
the taxat ion year  even though i t  was wr i t ten of f  as a bad debt  dur ing 
the year .  I f  a  taxpayer fo l lows the pract ice of  wr i t ing of f  bad debts 
dur ing the course of  a taxat ion year  rather  than wai t ing unt i l  the end 
of  the year ,  any recover ies made later  in  the year  are not  brought  in to 
income under paragraph 12(1)( i ) .  However,  such recover ies wi l l  
reduce the amount  a l lowed to be wr i t ten of f  for  tax purposes,  s ince 
the maximum amount  that  may be c la imed as a bad debt  is  only  the 
net  amount  of  a debt  at  the end of  the taxat ion year .  
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5.  As indicated in  1(b)  above,  a bad debt  may be c la imed in a 
taxat ion year  only  i f  the debt  became bad in that  year  regardless of  
how long the debt  may have been outstanding.  I t  a lso fo l lows that  a 
deduct ion for  a debt  that  became bad in one taxat ion year  cannot  be 
deferred and c la imed in a subsequent  taxat ion year .  

Where i t  is  considered that  a par t  of  a debt  is  co l lect ib le and a par t  is  
not ,  a  por t ion only  of  the debt  may be v iewed as a bad debt .  

6 .  There are no speci f ic  condi t ions that  must  be met  before a debt  
may be c lassed as a bad debt .  Such a decis ion should be made only 
af ter  determined ef for ts  to col lect  the debt  have been unsuccessfu l  or  
there is  c lear  ev idence to indicate that  i t  has in  fact  become 
uncol lect ib le.  I f  a  debt  is  merely  doubt fu l  o f  co l lect ion,  i t  should not  
be c la imed as a bad debt  but  should be considered for  purposes of  a 
reserve for  doubt fu l  debts.  The fact  that  a recovery is  made af ter  a 
debt  is  wr i t ten of f  does not  negate the correctness of  a c la im for  a 
bad debt  i f  the recovery could not  reasonably have been foreseen at  
the t ime the debt  was wr i t ten of f .  

7 .  Where a taxpayer is  deemed by paragraph 69(1)(b)  to  have 
received an amount  that  is  greater  than the amount  actual ly  received 
in  a non-arm's length d isposi t ion of  proper ty ,  or  any g i f t  in ter  v ivos,  
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the d i f ference between the amount  deemed to have been received and 
the amount  actual ly  received is  not  a bad debt .  

8 .  As out l ined in  1(c)  above,  only  a debt  that  was prev iously  inc luded 
or  deemed to have been inc luded in income may qual i fy  for  purposes 
of  a bad debt  deduct ion.  The fact ,  however,  that  a bad debt  may fa i l  
to  be deduct ib le for  th is  reason does not  necessar i ly  mean that  the 
loss is  not  deduct ib le under other  prov is ions of  the Act .  For  example,  
a taxpayer who is  in  the business of  purchasing t rade receivables is  
ent i t led to c la im as a general  business expense any loss on the 
d isposi t ion or  real izat ion of  the receivables.  Simi lar ly ,  a  taxpayer who 
makes advances to an employee to be recouped out  of  fu ture 
commissions to be earned by the employee may be ent i t led to deduct  
the non-recoverable por t ion of  such advances as a general  business 
expense.  

9.  The sale of  a capi ta l  asset  may ent i t le  the vendor to receive 
in terest  on any por t ion of  the sales pr ice that  is  owing.  I f  such interest  
was repor ted on a receivable or  accrual  basis ,  a deduct ion under 
subparagraph 20(1)(p)( i )  may be c la imed for  any par t  of  such in terest  
that  proved to be uncol lect ib le but  not  for  any par t  of  the pr inc ipal  
amount  that  was not  co l lected (see 16 below).  I f  the sale involved a 
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depreciable proper ty  (other  than a t imber resource property-see 
subsect ion 20(4.1)) ,  any subsequent  loss would not  be deduct ib le 
under subparagraph 20(1)(p)( i )  but  would be subject  to  the speci f ic  
ru le in  subsect ion 20(4) .  Refer  to  the current  vers ion of  IT-220,  
Capi ta l  Cost  Al lowance Proceeds of  Disposi t ion of  Depreciable 
Property  for  fur ther  in format ion.  

Uncollect ible Loans or Lending Assets 

10.  Subparagraph 20(1) (p) ( i i )  a l lows a  taxpayer  who is  an insurer   
o r  whose ord inary  bus iness  inc luded the lend ing o f  money to  obta in  
a  deduct ion  fo r  tha t  par t  o f  the  amor t ized cost  a t  the  end o f  the   
year  o f  an  unco l lec t ib le  loan or  lend ing asset  made or  acqu i red in  
the  ord inary  course o f  bus iness.  Subsect ion  20(27)  prov ides tha t  a  
loan or  lend ing asset  w i l l  be  deemed to  be so  acqu i red by  such a  
taxpayer  where  i t  was acqu i red a t  fa i r  market  va lue by  the  taxpayer  
f rom a non-arm's  length  person who was an insurer  or  whose 
ord inary  bus iness  inc luded the lend ing o f  money and the loan or  
lend ing asset  was made or  acqu i red in  the  ord inary  course o f  tha t  
person 's  bus iness o f  insurance or  the  lend ing o f  money.  The terms 
"amor t ized cos t "  and " lend ing asset "  a re  def ined in  
subsect ion  248(1) .  The comments  in  3  to  6  above re la t ing  to  the  
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determinat ion  o f  when a  debt  is  cons idered owing,  and o f  the  amount  
thereof  tha t  i s  a  bad debt  in  the  year ,  a lso  app ly  to  loans and 
lend ing assets  es tab l ished to  have become unco l lec t ib le  in  the  year .  

11 .  For  an amount  to  be deduct ib le  on the  bas is  tha t  the  taxpayer 's  
ord inary  bus iness inc luded the lend ing o f  money,  i t  i s  no t  necessary  
tha t  the  taxpayer  be a  money- lender  w i th in  the  res t r ic t i ve  meaning 
that  may be g iven to  tha t  te rm in  a  govern ing s ta tu te .  However ,  i t  i s  
no t  su f f i c ien t  mere ly  tha t  loans are  made;  they  must  be made as  an 
in tegra l  par t  o f  a  bus iness opera t ion .  I t  i s  requ i red that  there  be a  
cer ta in  sys tem and cont inu i ty  in  the  mak ing o f  loans,  and the 
purpose must  not  be  the  occas iona l  investment  o f  surp lus  funds,  
accommodat ion  to  f r iends or  cus tomers  or  advances that  a re  
in tended to  remain  a  par t  o f  the  cap i ta l  o f  the  bor rower .  

12 .  I t  does not  fo l low that  because a  taxpayer 's  ord inary  bus iness 
inc ludes the  mak ing o f  loans,  every  loan made is  necessar i l y  made 
in  the  ord inary  course o f  tha t  par t  o f  the  bus iness.  A taxpayer  who is  
in  the  money- lend ing bus iness,  as  in  the  case o f  any  o ther  taxpayer ,  
may make loans that  a re  not  prompted by  the  ord inary  
cons idera t ions  tha t  govern  the  mak ing o f  loans in  a  money- lend ing 
bus iness.  
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13.  In  cer ta in  indust r ies  or  occupat ions  where  the  pr imary  purpose 
o f  bus iness is  not  the  lend ing o f  money,  i t  may be the prac t ice  or  
cus tom that  loans or  advances are  made in  the  ord inary  course o f  
the  bus iness.  An example  might  be the  lumber  indust ry  where i t  has  
been the cus tom for  manufac turers  or  who lesa lers  to  make 
temporary  advances to  loggers  wh ich  are  repayab le  out  o f  de l iver ies .  
Another  example  wou ld  be the  case o f  a  se l f -employed insurance 
agent  who adopts  the  prac t ice  o f  pay ing the net  premiums to  the  
insurer  when a  po l icy  is  wr i t ten  and o f  co l lec t ing  the  gross  premium 
f rom the insured a t  a  la ter  date ,  thus  in  e f fec t  mak ing a  loan to  the  
insured.  Advances made for  purposes o f  th is  k ind  tha t  a re  d i rec t ly  
re la ted to  the  bus iness o f  the  taxpayer  are  deduct ib le  under  
subparagraph 20(1) (p) ( i i )  when they  become unco l lec t ib le  in  the  
year .  

Property Received in Sett lement of  a Debt,  Loan or Lending Asset 

14.  A taxpayer  may accept  proper ty ,  fo r  example ,  secur i t ies  or  rea l  
es ta te ,  in  fu l l  se t t lement  o f  a  t rade debt  or  o f  a  loan or  lend ing asset  
made or  acqu i red in  the  ord inary  course o f  the  bus iness.  Where such 
debt ,  loan or  lend ing asset  is  o f  a  k ind  tha t  wou ld  qua l i fy  fo r  
cons idera t ion  under  paragraph 20(1) (p)  and the fa i r  market  va lue o f  
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the  proper ty  rece ived by  the  taxpayer  a t  the  date  o f  acqu is i t ion  is  
less  than the amount  owing or  amor t ized cost ,  the  d i f fe rence is  
deduct ib le  as  a  bad debt  or  unco l lec t ib le  loan or  lend ing asset .  I f  the  
proper ty  is  re ta ined by  the  taxpayer  fo r  a  per iod  o f  t ime which,  in  the  
c i rcumstances,  ind ica tes  tha t  i t  was he ld  as  an investment ,  any  
subsequent  d ispos i t ion  is  cons idered to  be the d ispos i t ion  o f  a  
cap i ta l  p roper ty  and is  sub jec t  to  the  ru les  re la t ing  to  cap i ta l  ga ins  
and cap i ta l  losses.  However ,  i f  the  proper ty  was d isposed o f  in  
c i rcumstances ind ica t ing  tha t  the  taxpayer  d id  not  have the in tent ion  
o f  re ta in ing i t  as  an investment ,  any  loss  on the d ispos i t ion ,  i .e .  fa i r  
market  va lue when acqu i red minus proceeds o f  d ispos i t ion ,  i s  a  
bus iness loss .  On the o ther  hand,  i f  the  proper ty  shou ld  rea l ize  an 
amount  tha t  was greater  than the fa i r  market  va lue a t  the  date  o f  
acqu is i t ion ,  the  d i f fe rence const i tu tes  bus iness income.  

15.  The s i tua t ion  descr ibed in  14 above must  be d is t ingu ished f rom 
that  where  the  proper ty  is  acqu i red by  the  taxpayer  as  an investment  
and,  in  exchange,  the  taxpayer  removes f rom accounts  rece ivab le  
par t  o r  a l l  o f  a  t rade debt  owing to  the  taxpayer  by  the  vendor  o f  the  
proper ty ,  o r  the  amount  o f  a  loan owing or  lend ing asset  is  reduced 
or  ex t ingu ished ent i re ly .  Any subsequent  d ispos i t ion  o f  the  proper ty  
so  rece ived in  exchange is  cons idered to  be the  d ispos i t ion  o f  a  
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cap i ta l  p roper ty  and is  sub jec t  to  the  ru les  re la t ing  to  cap i ta l  ga ins  
and cap i ta l  losses.  

Bad Debts from Sale of  Capital  Property 

16.  Where a  debt  tha t  a rose on the sa le  o f  a  cap i ta l  p roper ty  as  
def ined by  paragraph 54(b)  has become a bad debt  dur ing  the  year ,  
no  amount  is  deduct ib le  under  paragraph 20(1) (p)  in  respect  o f  the  
debt .  The prov is ions  o f  subsect ion  50(1)  deem the debt  to  have been 
d isposed o f  a t  the  end o f  the  year  and any loss  on the debt  is  a  
cap i ta l  loss ,  w i th  any subsequent  recovery  be ing a  cap i ta l  ga in .  In  
th is  connect ion ,  see the cur rent  vers ion o f  IT-159,  Cap i ta l  Debts  
Estab l ished to  be Bad Debts  fo r  fu r ther  in format ion .  

17 .  A  taxpayer  who has purchased t rade rece ivab les  o f  another  
person cannot  c la im a  deduct ion  under  subparagraph 20(1) (p) ( i )  fo r  
losses incur red on the rea l iza t ion  o f  these accounts  except  as  
d iscussed in  2  above.  Any loss  on the  d ispos i t ion  o f  the  purchased 
accounts  is  a  cap i ta l  loss  un less  8  above app l ies .  I f ,  there fore ,  a t  a  
par t icu lar  taxat ion  year -end subsequent  to  the  purchase,  i t  i s  
de termined that  any  one o f  the  purchased accounts  rece ivab le  has 
become unco l lec t ib le ,  and an amount  is  no t  o therwise deduct ib le  in  
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respect  o f  the  debt  because i t  i s  a  cap i ta l  p roper ty ,  the  prov is ions  o f  
subsect ion  50(1)  app ly .  

Bad Debts from Sale of  El igible Capital  Property 

18.  The unco l lec t ib le  por t ion  o f  a  debt  ar is ing  on the  d ispos i t ion  o f  
an  e l ig ib le  cap i ta l  p roper ty  a f te r  June 17,  1987 (o ther  than on a  
d ispos i t ion  pursuant  to  the  te rms o f  an  ob l iga t ion  entered in to  in  
wr i t ing  before  June 18,  1987)  may be sub jec t  to  a  deduct ion  under  
subsect ion  20(4 .2) .  Genera l ly ,  subsect ion  20(4 .2)  prov ides fo r  a  
deduct ion  o f  an  amount  equa l  to  th ree-quar ters  o f  the  unco l lec t ib le  
por t ion  o f  the  debt  less  the  deemed taxab le  cap i ta l  ga in  genera ted 
under  subparagraph 14(1) (a) (v )  on  d ispos i t ion  o f  the  e l ig ib le  cap i ta l  
in  respect  o f  wh ich  a  cap i ta l  ga ins  deduct ion  was c la imed under  
sec t ion  110.6 .  The re ference to  th ree-quar ters  above shou ld  be 
changed to  one-ha l f  where ,  in  the  case o f  a  corpora t ion ,  the  e l ig ib le  
cap i ta l  p roper ty  was d isposed o f  in  a  taxat ion  year  beg inn ing before  
Ju ly ,  1988 and,  in  any o ther  case,  the  d ispos i t ion  occur red in  a  
f i sca l  per iod  beg inn ing before  1988.  To the ex tent  tha t  the  deduct ion  
in  respect  o f  the  unco l lec t ib le  debt  is  den ied because i t  re la ted to  a  
deemed taxab le  cap i ta l  ga in  in  respect  o f  wh ich  a  deduct ion  was 
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taken under  sec t ion  110.6 ,  i t  i s  deemed to  be an a l lowable  cap i ta l  
loss .  

Recoveries of  Bad Debts or Uncollect ible Loans or Lending 
Assets 

19.  Paragraph 12(1) ( i )  requ i res  a  taxpayer  to  inc lude in  income any 
amount  rece ived as  a  recovery  on a  bad debt  or  unco l lec t ib le  loan or  
lend ing asset  wh ich  the  taxpayer  has deducted in  comput ing  income 
in  a  prev ious taxat ion  year .  Normal ly ,  the  deduct ion  in  the  prev ious 
year  wou ld  have been c la imed under  paragraph 20(1) (p)  bu t  
paragraph 12(1) ( i )  i s  no t  res t r ic ted to  such c i rcumstances.  For  
ins tance,  paragraph 12(1) ( i )  i s  app l icab le  to  a  recovery  o f  par t  o r  a l l  
o f  the  fo rmer  proceeds o f  d ispos i t ion  o f  a  deprec iab le  proper ty  to  the  
ex tent  tha t  the  amount  has prev ious ly  been deducted pursuant  to  
subsect ions  20(4)  or  (4 .1) .  A  recovery  on a  bad debt  or  unco l lec t ib le  
loan or  lend ing asset  may a lso  be ach ieved by  a  sa le  o f  the  debt ,  
loan or  lend ing asset .  For  example ,  the  taxpayer  may locate  a  th i rd  
par ty  who owes money to  the  debtor  and may se l l  a  debt  to  tha t  
person,  probab ly  a t  a  d iscount ,  to  be used by  the  th i rd  par ty  as  an 
o f fse t  aga ins t  the  amount  owing to  the  debtor .  The proceeds 
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rece ived by  the  taxpayer  f rom the sa le  o f  the  debt  wou ld  const i tu te  a  
bad debt  recovery .  

20 .  Paragraph 12(1) ( i )  does not  app ly  to  recover ies  on bad debts  
f rom debts  acqu i red on the  d ispos i t ion  o f  a  cap i ta l  p roper ty  (o ther  
than deprec iab le  proper ty  –  see 19 above)  or  e l ig ib le  cap i ta l  
p roper ty .  Any recovery  or  d ispos i t ion  o f  a  bad debt  resu l t ing  f rom 
the d ispos i t ion  o f  a  cap i ta l  p roper ty  (o ther  than a  deprec iab le  
proper ty )  i s  inc luded in  the  computa t ion  o f  cap i ta l  ga ins  in  the  year  
o f  recovery  (see the cur rent  vers ion o f  IT-159) .  The recovery  or  
d ispos i t ion  o f  a  bad debt  resu l t ing  f rom the d ispos i t ion  o f  a  
deprec iab le  proper ty  (o ther  than a  t imber  resource proper ty )  i s  a  
cap i ta l  ga in  to  the  ex tent  tha t  the  amount  is  no t  requ i red to  be 
inc luded in  income by  paragraph 12(1) ( i ) .  To the  ex tent  tha t  the  
recovered amount  re la ted to  a  prev ious income deduct ion  under  
subsect ion  20(4 .2)  tha t  resu l ted  f rom the d ispos i t ion  o f  e l ig ib le  
cap i ta l  p roper ty  a f te r  June 17,  1987 (see 18 above) ,  paragraph 
12(1) ( i .1 )  p rov ides tha t  up  to  th ree-quar ters  (one-ha l f  where  the  
por t ion  o f  the  bad debt  deducted was one-ha l f )  o f  the  amount  so  
recovered is  to  be inc luded in  income.  The amount  inc luded in  
income under  paragraph 12(1) ( i .1 )  i s  p ropor t iona l  to  the  
subsect ion  20(4 .2)  deduct ion  prev ious ly  c la imed.  To the ex tent  tha t  
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th ree-quar ters  o f  the  recovered amount  is  no t  inc luded in  income 
under  paragraph 12(1) ( i .1 )  i t  i s  deemed,  under  subsect ion  39(11) ,  to  
be a  taxab le  cap i ta l  ga in  in  the  year  o f  recovery  f rom the d ispos i t ion  
o f  a  cap i ta l  p roper ty  wh ich  may be sub jec t  to  the  cap i ta l  ga ins  
deduct ion  under  sec t ion  110.6 .  

Property Included in Inventory 

21.  Where,  in  a  taxat ion  year ,  a  taxpayer  d isposes o f  a  proper ty  
inc luded in  inventory  in  respect  o f  wh ich  an amount  has prev ious ly  
been deducted under  paragraph 20(1) (p) ,  sec t ion  12.4  requ i res  tha t  
any  excess o f  the  prev ious deduct ions  over  prev ious recover ies  in  
respect  o f  tha t  p roper ty  under  paragraph 12(1) ( i )  must  be inc luded in  
the  taxpayer 's  income for  tha t  year .  As  a  consequence,  a  taxpayer  is  
p revented f rom c la iming both  a  deduct ion  under  paragraph 20(1) (p)  
and a  loss  on sa le  o f  a  proper ty  tha t  i s  par t  o f  the  taxpayer 's  
inventory .  

Reserve for Doubtful  Debts 

22.  Paragraph 20(1) ( l ) ,  wh ich  permi ts  the  deduct ion  o f  a  reserve fo r  
doubt fu l  debts  under  subparagraph ( i )  thereof ,  and a  reserve fo r  
doubt fu l  loans or  lend ing assets  under  subparagraph ( i i ) ,  i s  an  
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except ion  to  the  genera l  p roh ib i t ion  in  paragraph 18(1) (e)  aga ins t  
the  deduct ion  o f  reserves.  A  reserve c la imed by  a  taxpayer  under  
paragraph 20(1) ( l )  fo r  one taxat ion  year  must  be inc luded in  income 
in  the  fo l lowing taxat ion  year  pursuant  to  paragraph 12(1) (d) .  Thus 
the  reserve c la imed for  a  taxat ion  year  is  a lways a  new reserve and 
the who le  o f  the  reserve is  sub jec t  to  the  cond i t ions  spec i f ied  in  
paragraph 20(1) ( l ) ,  and not  mere ly  any increase in  the  reserve as  i t  
may appear  in  the  taxpayer 's  accounts .  The comments  in  10 to  13 
above on the requ i rements  tha t  the  taxpayer  be an insurer  or  whose 
ord inary  bus iness  inc ludes the  lend ing o f  money and that  the  loan or  
lend ing asset  was made or  acqu i red by  the  taxpayer  in  the  ord inary  
course o f  the  taxpayer 's  bus iness o f  insurance or  the  lend ing o f  
money a lso  app ly  fo r  purposes o f  subparagraph 20(1) ( l ) ( i i ) .  

23 .  The requ i rements  fo r  a  reserve fo r  doubt fu l  debts  c la imed under  
sub-paragraph 20(1) ( l ) ( i )  a re  the  same as  those spec i f ied  in  
subparagraph 20(1) (p) ( i )  fo r  bad debts  as  summar ized in  1  above,  
except  as  to  the  degree o f  doubt  concern ing the co l lec t ib i l i t y  o f  the  
debts .  For  a  debt  to  be c lassed as  a  bad debt ,  there  must  be 
ev idence that  i t  has  in  fac t  become unco l lec t ib le .  I t  i s  su f f i c ien t ,  
however ,  tha t  there  is  reasonab le  doubt  about  the  co l lec t ib i l i t y  o f  a  
debt  fo r  i t  to  be inc luded in  a  reserve for  doubt fu l  debts .  Many o f  the  
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comments  in  1  to  9  above regard ing bad debts ,  w i th  appropr ia te  
modi f i ca t ions  to  names and terms as  requ i red,  app ly  equa l ly  to  a  
reserve fo r  doubt fu l  debts .  

24 .  For  a  taxpayer  to  es tab l ish  tha t  a  reserve fo r  doubt fu l  debts  is  
reasonab le  in  amount  i t  i s  necessary  to  ident i fy  the  debts  tha t  a re  
doubt fu l  o f  co l lec t ion  hav ing regard  fo r  such ind ica t ions  as  the  
per iod  o f  a r rears  or  defau l t ,  the  f inanc ia l  s ta tus  and prospects  o f  the  
debtor ,  the  debtor 's  past  c red i t  record  both  w i th  the  taxpayer  and,  i f  
ava i lab le ,  w i th  o ther  c red i to rs ,  the  va lue o f  any  secur i ty  taken and 
any o ther  fac tor  tha t  i s  re levant  in  judg ing the debtor 's  ab i l i t y  o r  
w i l l ingness to  pay.  Once hav ing ident i f ied  wh ich  debts  are  doubt fu l ,  
the  max imum amount  o f  the  reserve shou ld  be ca lcu la ted based on 
an es t imate  as  to  what  percentage o f  the  doubt fu l  debts  w i l l  p robab ly  
not  be  co l lec ted.  Th is  ca lcu la t ion  shou ld  pre ferab ly  be based on the  
taxpayer 's  past  h is tory  o f  bad debts ,  the  exper ience in  the  indust ry  i f  
tha t  in format ion  is  ava i lab le ,  genera l  and loca l  economic  cond i t ions ,  
cos ts  o f  co l lec t ion ,  e tc .  Th is  procedure  may resu l t  in  a  reserve be ing 
ca lcu la ted as  a  percentage o f  the  to ta l  amount  o f  the  doubt fu l  debts  
or  a  ser ies  o f  percentages re la t ing  to  an age-ana lys is  o f  those 
debts .  However ,  a  reserve that  i s  mere ly  based on a  percentage o f  
a l l  debts ,  whether  doubt fu l  o r  no t ,  a  percentage o f  g ross  sa les  or  
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some s imi la r  ca lcu la t ion  is  no t  cons idered to  be a  reserve 
determined on a  reasonab le  bas is  as  requ i red by  
subparagraph 20(1) ( l ) ( i ) .  However ,  a  reserve fo r  doubt fu l  debts  tha t  
i s  less  than the amount  tha t  cou ld  have been c la imed in  accordance 
wi th  a  determinat ion  such as  tha t  descr ibed above wi l l  be  v iewed as  
a  " reasonab le"  amount .  

25 .  The fac t  tha t  p rov inc ia l  o r  o ther  leg is la t ion  may requ i re  a  
taxpayer  to  main ta in  a  cer ta in  reserve in  respect  o f  ou ts tand ing 
debts  is  not  a  determin ing fac tor  in  es tab l ish ing the  reasonab leness 
o f  the  amount  o f  the  reserve for  doubt fu l  debts  c la imed under  
paragraph 20(1) ( l ) .  A  reserve set  up  to  prov ide fo r  a  poss ib le  
reduct ion  in  accounts  rece ivab le  resu l t ing  f rom the re turn  o f  
merchand ise  so ld  on cred i t  i s  no t  a  reserve for  doubt fu l  debts  but  is  
a  reserve for  a  cont ingency,  sub jec t  to  the  proh ib i t ion  in  
paragraph 18(1) (e) .  

26 .  A l though the length  o f  t ime that  an  account  is  in  ar rears  is  
genera l ly  an  impor tant  cons idera t ion  in  dec id ing whether  the  account  
is  doubt fu l  o f  co l lec t ion ,  in  cer ta in  c i rcumstances a  lengthy  de lay  
may occur  w i thout  the  account  be ing so  cons idered.  For  example ,  a  
fo re ign debtor  may be forced to  de lay  payment  because o f  cur rency 
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res t r ic t ions  and there  may be no rea l  doubt  about  the  eventua l  
payment  o f  the  debt .  S imi la r ly ,  a  deferment  o f  payment  fo r  a  number  
o f  years ,  agreed upon by  the  c red i to r ,  to  overcome a cash f low 
prob lem of  the  debtor ,  does not  in  i tse l f  en t i t le  the  c red i to r  to  c la im 
a  deduct ion  fo r  a  reserve under  paragraph 20(1) ( l ) .  

27 .  Where s tock  in  t rade,  inc lud ing land,  is  so ld  on an ex tended 
defer red payment  bas is  in  the  c i rcumstances set  ou t  in  
paragraph 20(1) (n)  o f  the  Act ,  a  reserve fo r  the  pro f i t  e lement  in  the  
amount  rece ivab le  may be c la imed under  tha t  paragraph.  However ,   
a  reserve in  respect  o f  the  debt  i tse l f  may s t i l l  be  c la imed under  
paragraph 20(1) ( l )  –  For  comments  on the  re la t ionsh ip  between 
reserves under  paragraphs 20(1) (n)  and 20(1) ( l ) ,  see the cur rent  
vers ions  o f  IT-152,  Spec ia l  Reserves –  Sa le  o f  Land,  and 
IT-154,  Spec ia l  Reserves.  

Cessation or Sale of  Business 

28.  Where a  taxpayer  (an ind iv idua l  o r  a  corpora t ion)  on the  accrua l  
bas is  ceases to  car ry  on a  bus iness a t  a  t ime when there  were  
debts ,  o r  loans or  lend ing assets ,  o r  where  the  bus iness is  so ld  but  
debts  or  loans or  lend ing assets  are  re ta ined,  the  prov is ions  o f  the  
Act  re la t ing  to  a  reserve fo r  doubt fu l  debts ,  o r  a  reserve fo r  doubt fu l  
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l oans or  lend ing assets ,  bad debts  or  unco l lec t ib le  loans or  lend ing 
assets  and the i r  recover ies  remain  app l icab le .  Any loss  or  ga in  
resu l t ing  f rom the app l ica t ion  o f  those prov is ions  dur ing  the  per iod  
o f  t ime the debts  or  loans or  lend ing assets  are  be ing co l lec ted is  to  
be taken in to  account  in  comput ing  the  taxpayer 's  income for  the  
year  or  years  invo lved.  However ,  where  a  corpora t ion  is  wound up,  
debts  or  loans or  lend ing assets  becoming bad or  unco l lec t ib le  in  the  
f ina l  year  are  deduct ib le  but  a  reserve fo r  doubt fu l  debts  or  doubt fu l  
loans or  lend ing assets ,  may not  be c la imed for  tha t  year .  I f  a  
par tnersh ip  is  d isso lved in  c i rcumstances such that  subsect ion  98(3)  
app l ies ,  each par tner  becomes ent i t led  to  a  deduct ion  under  
paragraphs 20(1) ( l )  and 20(1) (p)  in  respect  o f  accounts  rece ivab les  
taken over  d i rec t ly .  

29 .  Where a  taxpayer  se l ls  a  bus iness,  inc lud ing debts ,  o r  loans or  
lend ing assets ,  any  reserves fo r  doubt fu l  debts  or  doubt fu l  loans and 
lend ing assets  a l lowed a t  the  end o f  the  preced ing taxat ion  year  
shou ld  be inc luded in  income o f  the  cur rent  year .  However ,  such 
reserves are  not  a l lowable  fo r  the  year  in  wh ich  the  bus iness is  so ld ,  
fo r  the  debts  or  loans and lend ing assets  wh ich  were  so ld ,  s ince 
they were not  owing to  the  taxpayer  a t  the  end o f  the  year  a f te r  the  
sa le  o f  the  bus iness.  
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